CURRENT MARKET NEWS

CPI Inflation - Coming in hot, but better

to wait for the PCE inflation reading

Thursday, May 12, 2022

The Consumer Price Index (CPI) measure of inflation
surprised to the upside in April, increasing 0.3% on the
month and 8.3% on the year. More troubling, the “Core CPI”
which strips out food and energy increased 0.6% on the
month and 6.2% on the year. Notable increasing categories
included Food (+0.9% month, +9.4% year), Shelter (+0.5%
month, +5.1% year), and a whopping Airfare print which

is probably no surprise to anyone booking travel recently
(+18.6% month, +33.3% year).

One encouraging aspect was the softening of goods
inflation where “Commodities Less Food and Energy”
showed only a 0.2% monthly increase which was paced

by decreases in the prices of Apparel (-0.8% month) and
Used Cars and Trucks (-0.4% month). Other subcategories in
this space also exhibited a downtrend over the past three
months. On net, however, the market was unforgiving. Even
if “peak” inflation looks in place, the market assessed that
it's a far cry from meaningfully lower inflation.

Before passing judgement on the coming direction for
inflation, however, it is important to wait for the PCE
(Personal Consumption Expenditure) measure of inflation
that is set to release on May 27th. The biggest difference

is that while CPl'is a “fixed basket” of goods, the PCE takes
into account how money is actually being spent. Consumers
substituting less expensive goods, delaying purchases, or
otherwise adjusting spending patterns will put downward
pressure on PCE to the extent those actions are widespread.
This incorporation of consumer behavior is the primary
reason why the Federal Reserve considers PCE a better
measure of inflation than CPI. People may make these
changes to spending patterns begrudgingly and CPI may
better account for our collective angst, but PCE tallies up the
effect on our pocketbook.
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In the current environment, we do believe that companies
are facing pushback and substitution behavior at the
consumer level. This is likely to have a dampening effect on
inflation which should show up first in PCE inflation before
migrating to CPI inflation. There’s also evidence - both
anecdotal and data driven - that supply chain woes are
easing which should soften inflation in the coming months.

At present, there is a high degree of pessimism and
frustration with inflation - and rightly so. The Fed has now
shifted to inflation fighting mode, and the current CPI release
did not clearly point to a downward trend. We believe,
however, that PCE inflation will provide better insights

on whether inflation has peaked and is declining or has
peaked but is “sticky” at a high level. We are very cautiously
optimistic but recognize that a new trend could still take time
to develop.

The market’s patience, however, has worn thin in the face
of so much uncertainty - inflation, Fed interest rate hikes,
Ukraine war impacts, and slowing global growth. For the
moment, volatility reigns. In times like this, it is important
not to get caught up in a one-way narrative. Growth may
indeed be slowing, but the U.S. trajectory continues to look
stable. China and Europe are dragging down international
growth, but China’s President Xi Jinping has pledged all

out efforts to stimulate the economy in the second half of
the year. And market sentiment, a contrarian indicator, has
moved to the lowest range of readings which has typically
preceded market improvements on a medium-term basis.
Undoubtedly, the current environment presents challenges
and there are multiple factors in play. The prospects for
market stabilization, however, should come into view more
clearly this summer and be aided by what we expect will be
better inflation readings.
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“BMO Wealth Management” is a brand delivering investment management
services, trust, deposit and loan products and services through BMO Bank
N.A., a national bank with trust powers; family office services and investment
advisory services through BMO Family Office, LLC, an SEC-registered investment
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Office Services are not fiduciary services and are not subject to the Investment
Advisers Act of 1940 or the rules promulgated thereunder. Investment products
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LOSE VALUE. Capital Advisory Services are offered by a division of BMO Bank
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BMO Bank N.A. and its affiliates do not provide legal advice or tax advice.
You should review your particular circumstances with your independent legal
advisors and tax advisors.

This report contains our opinion as of the date of the report. It is for general
information purposes only and is not intended to predict or guarantee the
future performance of any investment, investment manager, market sector, or
the markets generally. We will not update this report or advise you if there is
any change in this report or our opinion. The information, ratings, and opinions
in this report are based on numerous sources believed to be reliable, such as
investment managers, custodians, mutual fund companies, and third-party
data and service providers. We do not represent or warrant that the report is
accurate or complete.

Any forward-looking statements in this report involve known and unknown
risks, uncertainties and other factors that may cause the actual performance of
future markets to differ materially from the projections depicted in the report.
Past performance is not indicative of future results and current performance
may be higher or lower than that shown in the report. There can be no
certainty as to the extent or depth of any market downturn, nor any assurance
regarding the nature, extent or timing of markets rebounding. When evaluating
the report, you are cautioned not to place undue reliance on these forward-
looking statements, which reflect judgments only as of the date of the report.
Investment returns fluctuate, and investments when redeemed, may be worth
more or less than the original investment.

BMO 9 ‘ Wealth Management

Forward-looking statements in this report involve risks, uncertainties and
other factors that may cause actual performance to differ materially from the
projections and opinions contained in the report. Do not place undue reliance
on these forward-looking statements, which reflect our opinions only as of
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the date of the report. The words “may,” “could,” “should,” “would,” “suspect,”
“believe,” “expect,” “intend,” “forecast,” and similar expressions identify forward-
looking statements. Forward-looking statements are not guarantees of

future performance or events. Forward-looking statements involve risks and
uncertainties about general economic factors. It is possible that predictions,
projections, and other forward-looking statements will not be achieved. General
factors that could cause our predications or projections to change include general
economic, political and market factors; interest and foreign exchange rates;
global equity and capital markets; commodities markets; business competition;
technological changes; changes in laws and reqgulations; judicial or requlatory
judgments; legal proceedings; and catastrophic events.
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informational purposes only and should not be considered investment advice.
The report does not constitute an offer to sell or a solicitation to buy any security
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private security, investment product or fund may only be made by receiving a
confidential private offering memorandum, prospectus, investment advisory
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investment product or fund.

This report is not intended to be a client-specific suitability analysis or
recommendation, an offer to participate in any investment, a recommendation to
buy, hold or sell securities, or a recommendation of any investment manager or
investment strategy. Do not use this report as the sole basis for your investment
decisions. Do not select an asset class, investment product, or investment
manager based on performance alone. Consider all relevant information,
including your existing portfolio, investment objectives, risk tolerance, liquidity
needs and investment time horizon.

Our affiliates may provide oral or written statements that contradict this report.
These same persons may make investment decisions that are inconsistent

with this report. We and our affiliates will from time to time have long or short
positions in, act as principal in, and buy or sell, the securities referred to in this
report. We and our affiliates may have positions in the securities mentioned that
are inconsistent with the views expressed by this report.

We are not licensed or registered with any financial services’ requlatory authority
outside of the United States. Non-U.S. residents who maintain U.S.-based
financial services accounts with us may not be afforded certain protections
conferred by legislation and requlations in their country of residence with
respect to any investments, investment solicitations, investment transactions or
communications made with us.

You may not copy this report or distribute or disclose the information contained
in the report to any third party, except with our express written consent or as
required by law or any requlatory authority.
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