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“Life is ten percent what you experience and ninety percent how you respond to it.”

Global markets were roiled last week by inflammatory headlines,
rising rates, and mounting fears of spiraling market declines.

The Federal Reserve’s “Federal Open Market Committee” (FOMC)
meeting minutes released in early January pointed to even greater
hawkishness than the market had expected just in December,
which was already greater than in prior months. Recent softening
of economic data has added to the market’s concern. Amidst the
near-term emotion, it's important to take a deep breath and cast

a discerning eye on both on the context of the decline, as well as

the fundamental underpinnings and likely path ahead.
Context

US equity markets entered 2022 on a solid note, carrying the prior
year’s strong double digit increases into the first few days’ trading.

As chart #1shows domestic blue chips, for example as
represented by the S&P 500 are up around 100% from the lows
touched during the early pandemic. Notably, last year’s nearly
30% rise came on the back of a similar increase in 2020 - a period
of strong performance with no lasting drawdowns. Recent market
action could be seen at least in part as a normal pause in a secular
trend that has largely been in place since the bottom touched
during the Great Financial Crisis in the spring of 2009.

Exhibit 1: U.S. Equity Indices
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- Dorothy M. Neddermeyer

From a fixed income standpoint, it's worth noting that 10-year
treasury yields declined over most of last week, after touching a
post-pandemic high of 1.90% last Tuesday. Even more notable,
spreads between high-yield bonds and treasury bonds remained
tight - rather than widening as would be expected if more dire
economic issues were at play (chart #2). This is an important
barometer of underlying economic health.

Exhibit 2: High Yield Spreads
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Even the much written about pull back in higher risk assets like
technology stocks, cryptocurrencies, health care, SPACs, and
meme-stocks seems an arquably overdue “normal” event against
a backdrop of massive prior increases. Context and start point
matter.

Fundamental backdrop and a path to stabilization

The current environment has also heightened the focus on
anything that hints at a slowdown in growth. A small but still
surprising rise in unemployment claims last week played into
that concern, as did declines in Purchasing Manager Index (PMI)
readings and the Chicago Fed’s National Activity Index. In and of
themselves, these were not large concerns but in the context of
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an aggressive Fed and a recent runup in equities the market is
taking it as a reason to sell almost indiscriminately.

There is good reason to expect that recent soft economic data
will be short-lived and the Fed’s hawkishness - while perhaps not
abating - may be peaking as inflation readings soften. The driver
of this potential dynamic is a shift in the pandemic narrative as
recently signaled by the World Health Organization. In particular,
the Omicron variant that has seen rampant spread but less
severity and brings hope for “stabilization and normalization.”
This normalization is already being reflected in policies in Britain
which was a few weeks ahead of the U.S. in the Omicron surge
and where pandemic restrictions are now being lifted. Such
normalization in the U.S. would likely bring a shift back toward
services and away from goods and alleviate inflation pressures that
already look to be peaking. This, in turn, would allow the Fed to
not ramp up - and possibly ramp down - its hawkish tenor.

If this potential path takes hold in the coming months, solid
fundamental underpinnings should reassert their importance in the
economy and markets. These include:

In aggregate, Consumer balance sheet net worth is 23%
higher (530 trillion) at the end of 2021 than it was in Dec
2019, just prior to the pandemic’s onset, thanks not only to
substantial fiscal stimulus aid but to increases in 401(k) and
housing values .

Overall holiday sales remained strong, surpassing pre-
pandemic levels for both instore and online retailers - despite
an Omicron-inspired pull back Iate in the period.

The housing market remains robust with supply and days-on-
the market down even as median prices rose over 10% year
over year. The housing market fundamentals remain healthy.

GDP is above pre-pandemic levels, even with 4 million or
so fewer laborers in the workforce. This bodes well for
productivity gains and profit margins holding up.

The bipartisan infrastructure bill will provide a small tailwind,
and corporate spending on technology enhancements should
remain robust.

Despite the Fed’s tightening cycle, it is important to note that
the economy does not have to mend a major ailing sector as
it did in 2000 or 2008, and neither consumers nor corporations
have overly extended balance sheets.

' https://www.nytimes.com/live/2022/01/24/world/omicron-covid-vaccine-tests

The week ahead

This week will be full of information for investors in the market to
incorporate with both Fed meetings on Tuesday and Wednesday
(Jan 25-26) and over 100 of the S&P 500 Companies reporting
earnings. We will be listening closely for indications of

* Pricing power and margin expectations
+ supply chain outlook
+ inflation’s stickiness
+ commentary - outlook - sales strength

We expect volatility to continue and markets to have heightened
reactions to economic data and Fed commentary. We note again
that most analysts” estimates for corporate earnings in the coming
year remain reasonable. This leaves room for upside “surprises”
-- especially if supply chain and inflation issues are peaking as we
suspect and begin to have less of an impact.

In summary

The turbulence of the past few weeks can be draining, and
volatility is uncomfortable - particularly when new, market-moving
information seems to arise daily. It remains important to assess the
medium-term outlook rather than react to short-term fluctuations.
The last few weeks have created greater uncertainty in that
outlook, but there remains a viable path to stabilization in the
coming weeks and months.

https://www.federalreserve.gov/releases/z1/dataviz/z1/balance sheet/chart/
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Disclosure

CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA
Institute.

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.

To the extent this report contains information about specific companies or
securities, including whether they are profitable or not, it is being provided

as a means of illustrating the investment manager’s investment thesis. The
investment manager may or may not have invested in these securities at the
time this report was prepared or is accessed by the reader. References to specific
companies or securities are not a complete list of securities selected and not all
securities selected in the referenced timeframe were profitable.

Other Bank of Montreal affiliates, and their agents and employees, may provide
oral or written market commentary or trading strategies to clients that reflect
opinions that are contrary to the opinions expressed in this report. These same
persons and affiliates may make investment decisions that are inconsistent
with the recommendations or views expressed in this report. We and our
affiliates, directors, officers, employees and members of their households, 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, directors,
officers, employees and members of their households, may have positions in
the securities mentioned that are inconsistent with the views expressed by this
report.

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.

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.

Standardized performance returns include reinvestment of dividends, other
income and capital gains, which depict performance without adjusting for

the effects of taxation or the timing of purchases and sales. Performance

data is presented without deducting the investment advisory fees and other
charges that may be applicable. The deduction of such fees and other charges
(and the compounding effect thereof over time) will reduce portfolio return.
Unless otherwise indicated, traditional investment performance data generally
represents a composite or representative portfolio return and is shown gross of
the investment manager’s advisory fees. Unless otherwise indicated, alternative
investment performance data is shown as net of fund expenses, management
fees, and incentive fees. Index performance data is shown as total return. You
cannot invest directly in an index. Due to a system conversion, the ability to
manipulate or restate client specific performance data prior to December 31,
2007, may be limited.
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Any discussions of specific securities, investment managers, or strategies are for
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
or investment product. Any offer to sell or solicitation to buy an interest in any
private security, investment product or fund may only be made by receiving a
confidential private offering memorandum, prospectus, investment advisory
agreement or similar documents from the investment manager, which describes
the material terms and various considerations and risks relating to such security,
investment product or fund.

Alternative investments, such as private equity and hedge funds, contain risks
that are amplified when compared with other asset classes, such as illiquidity,
stock or sector concentration, financial leverage, difficulties in valuation, and
short selling. Alternative investment vehicles have minimal requlatory oversight
and alternative managers have the latitude to employ numerous investment
strategies with varying degrees of risk.

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.

“BMO Wealth Management”is a brand name that refers to BMO Harris Bank N.A.
and certain affiliates that provide certain investment, investment advisory, trust,
banking and securities products and services. Investment Products are: Not
Insured by FDIC or Any Other Government Agency | Not BMO Harris Bank
Guaranteed | Not BMO Harris Bank Deposits or Obligations | May Lose Value

BMO Private Bank is a brand name used in the United States by BMO Harris Bank
N.A. Member FDIC. Not all products and services are available in every state
and/or location.

BMO Family Office is a brand delivering family office services and investment
advisory services through BMO Family Office, LLC, an investment adviser
registered with the U.S. Securities and Exchange Commission; investment
management services, trust, deposit and loan products and services through
BMO Harris Bank N.A., a national bank with trust powers; and trust services
through BMO Delaware Trust Company, a Delaware limited purpose trust
company. BMO Delaware Trust Company does not offer depository, financing
or other banking products, and is not FDIC insured. Not all products and
services are available in every location. Family Office Services are not fiduciary
services and are not subject to the Investment Advisors Act of 1940 or the
rules promulgated thereunder. Investment products and services: ARE NOT A
DEPOSIT - NOT INSURED BY THE FDIC OR ANY FEDERAL GOVERNMENT AGENCY -
NOT GUARANTEED BY ANY BANK - MAY LOSE VALUE.

Capital Advisory Services are offered by a division of BMO Harris Bank N.A.
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