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Apart from the human tragedy,
a stagflation shock to the global economy:

Higher commodity prices

Further disruption of global supply chains

Sanctions on Russia:
By governments
By companies

Source: BMO Economics

Bottom line: Inflation ↑, Growth ↓

Russia invades Ukraine
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(as of 12:30 p.m., May 24, 2022)

¹ (lhs : US$/bbl) • ² (rhs : US$/C$)
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Current account close to balance

Commodities very supportive

U.S. dollar to weaken in 2023

Canadian dollar and oil: Drift apart
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2022 forecast
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Growth to slow 

Real GDP  
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Canada: [2022Q1] BMO Economics estimate

Canada
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Recession: 

Just two months long, but deepest on record

Recovery: 

Solid so far, but conflict clouds outlook

2022: 

Canada catching up

North America slowing after fast start 

Canadian GDP: Up 2.1% from pre-pandemic peak in March

Long-run
20 21 22 23 trend

Canada -5.2 4.6 4.1 3.0 1.8
U.S. -3.4 5.7 2.5 1.7 1.9

(2019Q4 = 100)
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Record job vacancies

Unemployment rate  (percent)

Jobless rates: Back to normal

Current
  Spain 13.5 13.7
  Greece 12.2 15.7
  Italy 8.3 9.6
  Sweden 7.6 7.9
  France 7.4 7.8
  Portugal 5.7 6.5
  Canada 5.2 5.7
  Ireland 4.8 4.8
  U.K. 4.1 3.1
  Australia 3.9 5.1
  U.S. 3.6 3.5
  Germany 2.9 3.5
  Japan 2.6 2.4

 Pre-COVID¹
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¹ Average of three core inflation measures
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Canada calmer: Currency, cars, COVID

Consumer price index  (y/y % chng)

Inflation jumps… For how long?
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Canada – Consumer price index  

Inflation and deflation in Canada

Deflationary
Multipurpose digital devices -11.6

Computer equipment -7.2

Telephone services -6.7

Mortgage interest -4.4

Public transit -4.2

Medicinal cannabis -4.1

Household tools -3.5

Auto insurance -3.0

Recreational services -1.8

Clothing -1.2

Inflationary
Gasoline 36.3

Hotel/motel rates 30.9

Natural gas 22.2

Car rentals 19.4

Household furniture 13.7

New homes 13.0

Household appliances 12.0

Meat 10.1

Cigarettes 7.1

Rent 4.5

Overall CPI: 6.8%

(y/y % chng : as of April 2022)
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Wages³

Job openings⁴
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¹ FRB Atlanta Wage Tracker (weighted : 3-mth m.a. : y/y % chng : lagged 12 mths) • ² Total private (%) • ³ Average Hourly Earnings (12-mth m.a. : y/y % chng) • ⁴ Job Vacancy Rate (%)

Labour supply a lasting challenge
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Prices surge in smaller cities, cottage country

Canada – Homes 

Canadian housing: Off the boil

¹ HPI composite benchmark

Existing home prices¹
(n.s.a. : y/y % chng : as of April 2022)
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forecast
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Quantitative tightening (QT) also incoming 

Rising rates: We’ve only just begun

Canada U.S.
 Current 1.00 0.75-1.00
 End-2022 2.25 2.50-2.75
 End-2023 2.75 2.75-3.00

Canada U.S.
 Current 2.79 2.74
 End-2022 3.15 3.15
 End-2023 2.95 3.00

(% : as of 12:30 p.m., May 24, 2022)
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Paying for the pandemic… Debt coming down the mountain

e = estimate • ¹ Federal government • ² General government (April 19, 2022 IMF update)
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What to expect as inflation becomes more entrenched

May 25, 2022



Canada/US Bond Indices Returns (April 2022)

Source: FTSE Russell, Barclays
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Government of Canada / U.S. Treasury Yields

Source: Bloomberg
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Corporate Yield Spreads Widening – A Perfect Storm

Source: BMO Capital Markets, Bloomberg
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Canada Universe Bond Index Annual Returns

Source: FTSE Russell



Forward Looking – Long Term Gains  

• No permanent capital impairment –low default rates for investment grade bonds

• Market tightening expectations (below) and forecasts signal limited upside for long term rates

• Average yields exceeding 3% to 4% - more attractive reinvestment rates

• Lowest interest rate sensitivity in 10 years

• Relative valuations becoming attractive

Source: BMO Private Wealth, Bloomberg

Market Expectations: Bank of Canada and U.S. Federal Reserve Potential Tightening policy



Credit Markets – Relative Valuations Attractive Again  

Source: BMO Private Wealth, FTSE Russell, Bloomberg
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Burns Securities Ltd. (“BMO NBSL”). TO U.K. RESIDENTS: The contents hereof are intended solely for the use of, and may only be issued or passed onto, persons described in part VI of the Financial Services and Markets Act 2000 
(Financial Promotion) Order 2001. BMO Wealth Management is the brand name for a business group consisting of Bank of Montreal and certain of its affiliates, including BMO Nesbitt Burns Inc., in providing wealth management 
products and services. 
BMO Nesbitt Burns Inc. is a Member-Canadian Investor Protection Fund and a Member of the Investment Industry Regulatory Organization of Canada. 
BMO CM and BMO NBSL are Members of SIPC. ® BMO and the roundel symbol are registered trade-marks of Bank of Montreal, used under license. ® "Nesbitt Burns" is a registered trade-mark of BMO Nesbitt Burns Inc. If you are already 
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Ratings and Sector Key 
BMO Capital Markets uses the following ratings system definitions: 
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 R = Restricted — Dissemination of research is currently restricted. 

Prior BMO Capital Markets Rating System (January 4, 2010 – April 5, 2013): 
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A Painful Adjustment for Stocks

World Markets Performance
YTD Total Return in Local Currency – as of April 29, 2022

Source: Bloomberg
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Currencies Matter

Source: Bloomberg

World Markets Performance
Year to Date Total Return – as of April 29, 2022
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Nowhere to Hide

Source: Bloomberg

Canadian Fixed Income Performance
Total Return – YTD as of April 29, 2022
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S&P/TSX Valuation Metrics

Trailing Price to Earnings Ratio 
2004-2022 Q1

Earnings Growth
2014–2021 (with 2022 estimate)

Source: Bloomberg
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S&P 500 Valuation Metrics

Source: Bloomberg Source: Bloomberg

2022 
Estimate

13%

Trailing Price to Earnings Ratio 
2004 -2022 Q1

Earnings Growth
2014–2021 (with 2022 estimate)

23.3

10

14

18

22

26

30

34

2004 2008 2012 2016 2020
-20%

-10%

0%

10%

20%

30%

40%

50%

2014 2016 2018 2020 2022



MSCI EAFE Valuation Metrics

Trailing Price to Earnings Ratio 
2004 -2022 Q1

Earnings Growth
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MSCI EM Valuation Metrics

Trailing Price to Earnings Ratio 
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Category

Economy Policy Valuation Sentiment Our Positioning

Rationale
Under Neutral Over

Major Asset Class

Fixed Income Upside limited as hawkish narrative 
is likely to continue

Equities
Equities can continue to perform 

despite hawkish policy and 
valuations are now more attractive

Equities by Geography

Canada
Canada set to benefit from 

commodity surge. Cyclicals likely to 
continue to lead in short term

United States 
Strong growth expectations with 
more attractive valuations given 

recent pullback

Europe Geopolitical conflicts cause 
uncertainty in the region

Japan Valuations are attractive but growth 
remains limited on a relative basis

Emerging 
Markets

Vaccination rates continue to 
drastically lag, and geopolitical 

conflicts impact major EM

$

Most AttractiveLeast Attractive

As of May 2022

Strategy Summary
Asset class outlook



Disclosure

Information contained in this publication is based on sources such as issuer reports, statistical services and industry communications, which 
we believe are reliable but are not represented as accurate or complete. Opinions expressed in this publication are current opinions only and 
are subject to change. BMO Private Investment Counsel Inc. accepts no liability whatsoever for any loss arising from any use of this 
commentary or its contents. The information, opinions, estimates, projections and other materials contained herein are not to be construed as 
an offer to sell, a solicitation for or an offer to buy, any products or services referenced herein (including, without limitation, any commodities, 
securities or other financial instruments), nor shall such information, opinions, estimates, projections and other materials be considered as 
investment advice, tax advice, a recommendation to enter into any transaction or an assurance or guarantee as to the expected results of any 
transaction. 
You should not act or rely on the information contained in this publication without seeking the advice of an appropriate professional advisor.

There are risks associated with investing, including the risk of losing a portion or all of your initial investment.

BMO Private Wealth is a brand name for a business group consisting of Bank of Montreal and certain of its affiliates in providing Private 
wealth management products and services. Not all products and services are offered by all legal entities within BMO Private Wealth. Banking 
services are offered through Bank of Montreal. Investment management, wealth planning, tax planning, philanthropy planning services are 
offered through BMO Nesbitt Burns Inc. and BMO Private Investment Counsel Inc. Estate, trust, and custodial services are offered through BMO 
Trust Company. Insurance services and products are offered through BMO Estate Insurance Advisory Services Inc., a wholly-owned subsidiary 
of BMO Nesbitt Burns Inc. BMO Private Wealth legal entities do not offer tax advice. BMO Nesbitt Burns Inc. is a member of the Canadian 
Investor Protection Fund and the Investment Industry Regulatory Organization of Canada. BMO Trust Company and BMO Bank of Montreal are 
Members of CDIC. ® Registered trademark of Bank of Montreal, used under license.

Additional information about the BMO Private Portfolios (“Portfolios”) offered by BMO Private Investment Counsel Inc. is available in the 
Portfolios’ annual information form, fund facts, management reports of fund performance and financial statements. These documents and 
other information about the Portfolios such as information circulars and material contracts are available at BMO Private Investment Counsel 
Inc.’s internet site at www.bmoprivatebanking.com or at www.sedar.com.

http://www.bmoprivatebanking.com/
http://www.sedar.com/
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