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Weekly Commentary

8.3% Inflation

Last week, new numbers showed that U.S. inflation increased by 8.3% in April over the year prior—
higher than the Dow Jones estimate of 8.1% but slightly down from the 40-year high in March. This 
is, in our view, the biggest financial or economic news story of the year. The key takeaway is that 
inflation is still hot even after the shock of Russia’s invasion into Ukraine has worn off, and is likely 
to remain relatively hot in the near term. Core inflation—meaning the cost of goods and services 
other than food and energy, the prices of which can fluctuate wildly—actually rose slightly from last 
month. Together, the numbers indicate that we should not expect inflation to abate anytime soon, 
and we could still be seeing inflation in the 4-5% rage at the end of the year. That means that multiple 
50-basis-point rate hikes from the Fed are a possibility. While Fed Chairman Jerome Powell has said 
that a 75-basis-point hike is off the table for the Fed’s next meeting, it’s not necessarily off the table 
for the meeting after that. 
 
Bottom line: Inflation will remain high, and markets will continue to worry about it, causing volatility  
to continue.

Gold
Gold has typically been viewed as a strong hedge against inflation, but is that the case now? In 
general, if investors feel that the economy is heading towards a recession, gold can be a good store 
of value and provide protection against rising prices. Given where markets are situated currently, this 
isn’t a bad option. But investors should be careful given the current pullback in valuations to near 
2019 levels, especially in the technology sector. Markets could rebound over the short term, given 
recent pullbacks, and the fact is, we know more now than we did then about companies’ strategy, growth potential and customer base. A barbell 
strategy may be the solution, in which investors dip their toe into the market to maintain upside participation if prices do bounce back, while also 
looking to gold or other lower volatility investments in the near-term as a hedge against inflation and a slowing economy. 

Bottom line: Gold may be a good option to protect against inflation, but not at the expense of other opportunities.

 
Emerging Markets
Last week, Chinese equities rallied after Shanghai reported falling COVID numbers. This is obviously a plus for Emerging Markets. But as the 
subsequent re-tightening of restrictions in Shanghai showed, what we really need to see is less COVID—period. Since the emergence of the Omicron 
variant, we haven’t seen a new wave pop up, but there is still a great deal of uncertainty and confidence in business travel to China is still low. Supply 
chain bottlenecks also remain an issue. That situation is likely to get worse before it gets better, because supply chains can’t change overnight. 
For inflation to begin to decline, input costs will have to start to come off and inventories will have to build up. That was the case to some extent in 
January and February, but we haven’t seen it recently.

Bottom line: Valuations are more attractive than they were previously, but significant uncertainties in Emerging Markets still exist.



Market Update
• Equity markets struggled again this week, with no sign of relief on the inflation or monetary policy fronts.

• The Nasdaq is well into bear market terrain, down almost 30% from its high at one point, the S&P 500 is flirting with  
that territory, down 18% before a Friday rally. 

• The much sturdier TSX even wandered into the correction camp, down 10.8% before a bounce to close out the week.

Asset class views, as of May 2022

Asset mix
• Global growth expectations are cooling further, which should weigh 

on the outlook for earnings.
• Inflationary pressures should remain elevated, thereby forcing a quick 

pace of monetary-policy normalization and weigh on bonds.

• Until we reach peak U.S. Federal Reserve (the “Fed”) expectations, 
bonds remain unattractive while equities could be range bound.

Monthly Perspectives

Equity
• We expect the Canadian economy to remain strong, which should 

continue to benefit equities.

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

• China’s economic outlook is facing lingering headwinds from the virus, 
a slowing global economy, and a hawkish Fed.

Positioning
There’s an old saying that when markets are down, the first to fall are low-quality investments—they get hit right away as the focus shifts to earnings 
consistency. Next to drop are the big winners. We’ve seen this over the past couple of weeks with Energy, which has come off a bit as investors try to 
fund their losses by selling off some of their gains. That’s how you know you’re approaching the bottom—when otherwise good investments get hurt 
as collateral damage. There’s nowhere to hide at present, but the good news is that we expect to see opportunities in the marketplace. We’re looking 
for strong, stable companies with growth potential that are here for the long term. As valuations decline for those sorts of names, “buying the dip” 
becomes an attractive strategy.

As Chief Investment Officer, Sadiq S. Adatia’s views directly influence the BMO ETF Portfolios.
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Fixed Income
• We expect 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 could 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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