CURRENT MARKET NEWS

The Fed provides some breathing room

Thursday, May 5, 2022

What happened?

The Federal Reserve’s FOMC (“Federal Open Market
Committee”) announced a widely expected half percentage
point increase in the short-term Fed Funds Rate (to a target
range of 0.75 to 1.0%) and also detailed the plans for

reducing the size of its balance sheet - the process known as
Quantitative Tightening, or “QT". Given that the half percentage
point (or, 50 basis point) increase was already expected, the
market’s attention focused on forward guidance for future
interest rate increases and the size and speed of QT.

The market was pleasantly surprised by the Fed's QT
announcement given it will start the balance sheet reduction
gradually, capped at $47.5 billion per month in combined
Treasuries and Mortgage-Backed Securities -- then doubling
that amount after three months. While those are big numbers,
the Fed was purchasing even more securities than the doubled
amount not too long aqgo. In short, the pace of tightening looks
to be more gradual than the pace of easing that prevailed for
much of 2020 and 2021.

In terms of future interest rate expectations, the Fed Fund
Futures market prior to the Fed’s announcement was pricing

in a 78% chance of the Fed Funds Rate being 2% to 2.25% by
the end of July plus a 22% chance that it would be even higher.
Following the Fed's announcement, however, the futures
market closed for the day placing zero probability that the

Fed Funds Rate would be above 2% by the end of July and an
overwhelming probability that it would be 1.75% or below. It
was a dramatic shift down in expectations.

Other notable Fed messaging
While the futures market reaction suggested a more dovish
leaning, Fed Chairman Powell’s press conference struck a
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balanced tone. He emphasized that recent supply shocks
emanating from the war in Ukraine and lockdowns in China
could make headline inflation temporarily worse, but that the
Fed's focus was more on the “core” components of inflation. At
present, Chairman Powell does not see strong signs of a wage-
price spiral or unanchored inflation expectations. Additionally,
he pushed back against the recent slew of pundits expecting

a recession and indicated that the labor market as well as
household and business balance sheets were in good condition
to weather higher rates. The question of whether the Fed raises
interest rates beyond “neutral” and into restrictive range will
depend on how financial conditions and inflation evolve.

On net, while there was resolve on the part of the Fed to
combat inflation, there were also less aggressive undertones
than in recent Fed announcements. On the day, despite
geopolitical events driving the price of oil higher, the S&P 500
shot up almost 3%, Treasury yields declined somewhat, and the
dollar weakened against major currencies.

Takeaways

The Fed has afforded the markets some breathing room, which
should allow the path discussed in our recent April/May Outlook
(“Walk the Line”) to play out without slamming the brakes on
the economy. As Chairman Powell indicated, there is indeed

a viable path to a soft landing. Even recent inflation readings
have shown signs of leveling off, particularly as measured

by the Fed'’s preferred Core PCE (or, Personal Consumption
Expenditures) measure. Nonetheless, uncertainty remains high
given the effects of the war in Ukraine, China lockdowns, and
the difficult-to-gauge consumer expectations. One big element
of risk, however, was that the Fed would once again surprise
on the side of hawkishness. In this regard, at least, the Fed has
provided some relief.
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Disclosure

“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 adviser; investment advisory services through Stoker
Ostler Wealth Advisors, Inc., an SEC-registered investment adviser; digital
investment advisory and financial planning services through BMO Direct
Invest Inc., an SEC-registered investment adviser; and trust and investment
management services through BMO Delaware Trust Company, a Delaware
limited purpose trust company. These entities are all affiliates and owned
by BMO Financial Corp., a wholly owned subsidiary of the Bank of Montreal.
BMO Delaware Trust Company does not offer depository, financing, or other
banking products, and is not FDIC insured. You must be an existing customer
of BMO Bank N.A. and enrolled in BMO Digital Banking to qualify for services
from BMO Direct Invest Inc. Not all products and services are available in
every state and/or location. Family Office Services are not fiduciary services
and are not subject to the Investment Advisers 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 Bank N.A.

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

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.
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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

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 quarantees 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 requlations; judicial or requlatory
judgments; legal proceedings; and catastrophic events.

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.

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 regulations 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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