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Weekly Commentary

U.S. GDP

GDP numbers released last week showed that the U.S. economy shrank by 1.4% in the first quarter 
of 2022, the first such decline since early in the pandemic. There’s no question that this comes as a 
bit of a surprise, but it’s one that we should take with a grain of salt. The number doesn’t necessarily 
signal a negative outlook for the economy, and markets largely agreed, taking the news in stride. 
In terms of year-over-year numbers, 2021 also represents a high base that will be difficult for 2022 
to match. But our expectation is that GDP growth this year will still be relatively strong, with annual 
numbers likely coming in somewhat below last year’s, and next year’s numbers declining a bit further.

Bottom line: GDP growth is slowing, but the macro picture continues to be good.

Bond Markets
Having had a chaotic year so far, bond markets remain an area of anxiety for investors. Yields on 
10-year U.S. Treasury notes have moved up quite a bit but now seem to be settling in the high-2% 
range. Breaking 3% on the 10-year is often viewed as a significant mental barrier, as above that level, 
investors begin to view bonds more favourably, with 3.25%-3.5% being a threshold where they may 
start to lookmore attractive than equities. Recent volatility in the stock market could contribute to 
that rotation as well, as investors may be willing to take a little less with bonds to offset the risk and 
potential lack of returns from equities. Our expectation is that yields on the 10-year won’t stop at 3% 
– they’ll overshoot that mark before settling back down again. But it’s important to keep in mind that 
real rates on bonds – meaning nominal rates adjusted for inflation – are still negative. That means 
that despite seemingly high yields, bonds could still generate a negative return for portfolios. 

Bottom line: There’s no guarantee that bond returns will be positive for the remainder of 2022, but they are likely to be less negative than they have 
been so far.
 
China COVID Lockdowns
China’s zero-COVID strategy has resulted in numerous cities under lockdown, creating a potentially serious problem for global investors. In fact, the 
lockdowns are the main reason we remain underweight Emerging Markets, with the Russia-Ukraine conflict being another contributing factor. China’s 
policy is uniquely restrictive in that entire cities enter lockdown if only a few new COVID cases are recorded—and this has multiple knock-on effects. 
First, public and consumer sentiment stops improving. Second, economic activity grinds to a halt. Third, because of the slowdown in economic 
activity, production also slows, which means that supply chains are impacted. And finally, as supply chains are disrupted, companies begin to look 
for alternatives. Some of those solutions may be short-term. But if the feeling is that the lockdowns will be an ongoing concern, they could quickly 
become long-term alternatives, which would have ramifications for China’s exporting business. The one positive when it comes to supply chains 
problems is that the world has been dealing with them for well over a year. Necessity is the mother of invention, and companies are now used to 
finding innovative work-arounds for the supply bottlenecks. Because of that, and because bottlenecks are easing in other parts of the world, we’re not 
likely to see the widespread issues that we’ve seen previously.

Bottom line: Lockdowns in China are likely to impact the country’s growth, at least in the short term.



Market Update
• Equity markets endured a wild week of trading, with earnings results, tighter policy and slowing growth all piling on to drag 

markets down.

• The S&P 500 fell 3.3%, and looks to be in some distress, closing below the lows set in mid-March. Consumer discretionary 
and banks led the declines on the week, and the index is now down 1.9% from year-ago levels, and 13.3% in 2022. 

• Meantime, the TSX has been pulled out of hiding as well, down 2% on the week as a number of names that have held up well 
are suddenly also struggling. Canadian stocks are still up 7.8% from a year ago, but are off 2.2% in 2022.

Asset class views, as of April 2022

Asset mix
• Fear of escalation in Ukraine have come down.
• Growth expectations are cooling, but not derailed.

• Inflationary pressures should ease but remain elevated, thereby 
forcing a quick pace of monetary-policy normalization and weigh on 
bonds.

• Strong earnings growth should more than offset equity-valuation 
headwinds from rising rates in 2022.

Monthly Perspectives

Equity
• We expect the outlook for the Canadian economy and stock market to 

benefit from rising commodity prices.

• We expect disappointing growth from EAFE economies, currencies and 
equities.

• China’s economic outlook is facing renewed headwinds from the virus 
and a slowing global economy.

Positioning
We’ve just had our “Five Lenses” meeting for May, and one of the ongoing stories is that our risk appetite is continuing to decline. We’ve moved down 
to neutral on equities, and that’s being driven by lower confidence in the U.S. as well as continuing slightly bearish views on International (EAFE) and 
Emerging Markets. Geographically, our rating remains slightly bullish for Canada, though with increasing confidence, while our rating on the U.S. did 
improve slightly but mainly because of recent pullbacks.. Canada is still our highest conviction call. What’s changed is that our tilt towards Value 
has come off, in part because we’re now lukewarm on Financials. Based on recent earnings results, we now believe there’s opportunity in the Growth 
space, at least in certain pockets. But in general, we’re not likely to get overly bullish until we see the first 50-basis-point move from the Fed, their 
guidance on future rate hikes, and how the market reacts.

As Chief Investment Officer, Sadiq S. Adatia’s views directly influence the BMO ETF Portfolios.
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Fixed Income
• We expect the U.S. Federal Reserve (the “Fed”) and Bank of Canada to 

quickly raise policy interest rates into the summer.

• Government bonds and bond duration remain unattractive as 
inflationary pressures linger into 2023.

• The pace of balance-sheet reduction could also weigh on long-term 
bonds in 2022.

Style/factor
• Anxiety over Fed hikes and geopolitical tensions favours higher quality 

stocks, whose revenues and earnings are more predictable and less 
sensitive to swings in economic expectations.

• As we move past the worst of the global COVID pandemic, we added a 
bias towards the value factor. 0

Implementation
• Bank of Canada may hike interest rates sooner than other central banks which would support the currency, versus heavy commodity-importing 

currencies such as the Euro and Japanese Yen.

Thank you for reading!
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