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Weekly Commentary

US Payrolls
Markets slid on Friday after the U.S. announced the addition of 215,000 jobs in November, despite 
the unemployment rate falling to a new pandemic low. The growth rate was below markets’ 
expectations and the slowest gains of the year, but our big concern was on the supply side, where 
there’s a lack of suitable candidates for the sheer volume of openings. There are simply too many 
jobs and not enough qualified people. This gap threatens to push wages higher, though we believe 
the trend will start to shift in 2022 as people go back to the office more frequently. While future 
reports are not expected to be outstanding, job growth should be sufficient to carry the market 
forward given that U.S. unemployment rate is now at 4.2%. 

Bottom Line: Next year may not be the end of COVID-19, but it could bring an end to the “pandemic 
economy.”  

Omicron (and Inflation)
With all the headlines about Omicron, it’s important to remember that we have seen this playbook 
before. Markets get nervous when a new variant emerges, especially if the virus spreads to North 
America. However, we have not yet seen full studies on the impact to hospital capacity, death rates, 
vaccine resiliency – the data is inconclusive. Moderna and Pfizer had mixed results from their initial 
tests, which suggests that while protection against the new strain may not be as strong as against 
the original, it will be above 0% effectiveness.1 

Unfortunately, Omicron could undo some of the progress made on supply chains. A return to stricter 
COVID-19 protocols would mean we have fewer people showing up to work in manufacturing 
sectors, and that could cause some strain. Adding to this, the U.S. Federal Reserve stopped 
referring to inflation as “transitory,” and indicated that tapering of asset purchases could happen faster than planned. Combined, these two 
headlines have spooked markets in the short term. That said, if we do see a spike in cases, our belief is that the resulting shutdown will be shorter 
than those from last year. 

Bottom line: Expect some short-term drag on markets, but likely no significant lasting damage.

Positioning
Technology companies benefitted enormously in the early months of the pandemic when the population shifted into a work-from-home 
environment. Naturally, if the variant continues to pick up steam and force us back indoors, those WFH names could gain a second wind. However, 
we believe any interruption to the economy will be short lived and the best place to be is in quality  companies that would benefit from the 
continuing of the reopening of the economy.. How do you access both possibilities in a single trade? 

One idea would be to use the BMO Covered Call Canadian Banks ETF Fund to gain exposure to high-quality dividend growers and reduce your 
market risk with an options layer. If you’re worried about inflation or the Omicron variant, this solution protects your downside by writing call 
options against the portfolio and collecting premiums to effectively monetize the volatility. Our BMO ETF Portfolios are also perfect for this 
environment because they’re willing to be tactical to take advantage of opportunities that exist within extreme market movements. 

Bottom line: Take gains where possible, but do not allow near-term headwinds to derail your long-term strategy.

Market Update

Asset class views

Monthly Perspectives
At BMO Global Asset Management, we recognize that asset allocation is the primary driver of long-term portfolio performance. That’s why our 
Multi-Asset Solutions Team (MAST) has developed a simplified “Five Lenses” view to help explain what is driving their asset allocation decisions.

• The S&P 500 finished down 1.2%, but managed a solid rally later in the week as sentiment stabilized.

• The TSX was down 2.3% on the week, despite a strong showing in the bank sector.

• U.S. November payrolls report came in below expectations with a 210k job increase in the month.
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Asset Mix
• COVID-19 uncertainty is improving.
• Global growth is normalizing but expected to remain above trend   

pace into 2022, supported by business investment and cash-rich   
consumers.                                           

• Highly accomodative U.S. Federal Reserve (Fed) seeking quick   
return to full employment.

Fixed Income
• Central banks slowly signaling policy tightening.
• Government bonds remain unattractive with low yields and    

above-trend economic outlook.
• Investment grade corporates preferred to federals.                                                        
• EM debt looks more attractive to increase portfolio yield on   

slowing 

Implementation
• Bank of Canada might hike interest rates sooner than market expects which would  support the currency, versus heavy commodity-importing 

currencies such as the Euro and Japanese Yen• 

Equity
• Canadian equities better positioned for commodity shortages.
• EAFE and Emerging Markets (EM) economies are most negatively   

exposed to global supply shortages, notably on energy.
• EM equities to continue facing cooling economic growth largely   

because of headwinds from China.

Style/factor
• Small-Caps have highest beta to economic cycle.
• U.S. Small-Caps to benefit the most from U.S. President Biden’s   

massive fiscal boost.
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Thank you for reading! Each week, Sadiq offers insight into market forces, emerging trends and tactical positioning.

1 Ewen Callaway & Heidi Ledford, “How bad is Omicron? What scientists know so far,” Nature, December 2, 2021.
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