CURRENT MARKET NEWS

Beyond politics -

Economic & scientific momentum continues

Yung-Yu Ma, Ph.D., Chief Investment Strategist, BMO Wealth Management - U.S.
Michael P. Stritch, CFA, Chief Investment Officer, BMO Wealth Management - U.S.

Monday, November 9, 2020

Election dust continues to settle

Joe Biden has declared victory while President Trump continues
to pursue legal challenges in multiple states. We believe that
markets are expecting no change to the presumed outcome
of a Biden presidency, but it is nonetheless worth noting that
December 14 is the date that electoral college votes are cast.

Two runoff Senate elections are taking shape in Georgia

and will soon be center stage. They are set for January 5,

and voters must be registered to participate by December 7.
There is both early voting and vote by mail. The remaining
uncalled Senate races in Alaska and North Carolina are favored
to go to Republican incumbents which would result in 50
Republican Senators. Just one of the two Georgia seats would
be needed for a Republican majority in the Senate. Prediction
markets favor a Republican majority Senate, but uncertainty is
heightened given the extraordinary stakes.

The final Senate make-up appears to fall between a 52-48
Republican majority and a 50-50 split that gives effective
“control” to the Democrats given a Vice-Presidential tie-break
vote. Republican control of the Senate would almost certainly
mean a spending package far below the $5 trillion proposed
by Biden and would also halt his proposed corporate and
personal tax increases. If Democrats manage to sweep the
runoff Georgia seats and split the Senate 50-50, both increases
in spending and taxes are expected but should be partially
restrained in order to keep moderate Democrats on board.
While corporate tax increases are a headwind to the equity
market, it is possible that a split 50-50 Senate would find

a large spending package more agreeable than a large tax
increase.

This election also has consequences on the international front,
and we expect one difference to be Biden's eventual China
policy. In the short-term, expect the pre-election status quo as
Biden cannot be seen as soft on China. “Tough” has varying

degrees though, and we do not expect Biden to tighten the
screws the way that Trump may have done in a second term.
According to Pew Research survey, 38% of Republicans “think of
China as an enemy” and 66% of Republicans believe “it is more
important to get tougher than build a strong relationship with
China on economic issues.” For Democrats, those percentages
are 19% and 33%, respectively’. With regard to the possible
impact of (eventual) Biden trade policy, China’s economy and
financial markets will face a gale, not a hurricane.

As for the equity markets, leading up to the election the S&P
500 fell sharply in late October but rallied during election

week as results gradually unfolded. This surge likely had
multiple factors involved - a bounce back from the recent sharp
decline, a seeming resolution to the cloud of uncertainty, an
expectation of do-no-harm gridlock, and importantly, a post-
election statement by Senate majority leader McConnell that
another fiscal stimulus package is “job one” when the Senate
returns. A stimulus package of $1 trillion, if passed, would
constitute about 5% of GDP and should be enough to carry the
U.S. economy through to mid-year when vaccine availability is
expected to be prevalent. Indeed, the vaccine timeline that was
given more credibility this morning when Pfizer (PFE) reported
its COVID-19 inoculation proved more than 90% effective in
trials, representing a major milestone on the road to recovery.

Vaccine Breakthrough Emerges

The joint PFE and BioNTech (BNTX) announcement was

notable given results surpassed the 60% efficacy used in their
internal modelling, and significantly cleared the FDA's efficacy
threshold of 50%. Furthermore, this is a nucleic acid vaccine
built on messenger RNA (MRNA) technology, which is similar in
mechanism to that being developed by Moderna. This suggests
additional vaccine platforms could be on the way if the PFE/
BNTX proof of concept holds up to the hype. Equally important
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was that no serious safety concerns were observed. The side-
effect profile of the vaccine was also consistent with that of an
earlier study - pain at the injection site and some fatigue.

The trial will next go to FDA application for Emergency Use
Authorization (EUA), which is expected to occur somewhere
near the third week of November. The most likely path would
then be for the FDA to take approximately two weeks to

review the data and present it to an advisory committee. The
outcome of the committee could lead to an early December EUA
approval.

It should be noted that Pfizer now believes it can produce 50
million doses (with 25 million doses designated for the United
States) by the end of 2020, with 1.3 billion doses coming by
the end of 2021. CDC’s committee (ACIP) will then decide
distribution allocation, a process that may take only a few days
and potentially could be run in parallel to the FDA process.

While these results are certainly welcome news and a
testament to human ingenuity, several issues remain. The
vaccine needs to be kept at -94 degrees Fahrenheit, presenting
a significant logistical challenge. Another question surrounds
protection duration (i.e. how long the vaccine lasts), which is
something we won't know for months. Finally, the World Health
Organization estimate that 70% of people need to be vaccinated
to achieve herd immunity, but surveys to date show reluctance
in the U.S. Ultimately, the number of people agreeing to take
the vaccine will impact the return to normal timeline.

Concerns notwithstanding, today’s news is still decidedly
positive and equity markets around the world surged as a
result. In addition to travel & leisure, traditional cyclical sectors
such as financials, energy and materials are leading the charge.
These areas have underperformed this year, so their reversal is
a welcome development for overall market breadth.

Economy continues to heal

While politics and COVID-19 developments have dominated
recent news flow, the U.S. economy has quietly continued

to stage an impressive rebound. The October jobs report
outperformed expectations with the creation of 638k new
jobs and an unemployment rate falling to 6.9%. The ISM
Manufacturing survey showed strong activity and new orders,
with an additional tailwind from expected customer restocking
of depleted inventories. The separate ISM Services survey also
showed expansion, but with some deceleration relative to the
prior few months.

Fortunately, the economy entered the pandemic on sound
footing, without the major imbalances that have been a
hallmark of past declines. Nonetheless, failure to pass a fiscal
stimulus package by year end could dent the momentum and,
despite the positive Pfizer news, COVID case acceleration still
presents a short-term obstacle. On net, we believe that political,
scientific, and economic trends continue to suggest that the U.S.
equity market offers an attractive risk-reward trade-off in the
current environment.
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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.

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 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.

“BMO Wealth Management”is a brand name that refers to BMO Harris Bank,
N.A., BMO Family Office, LLC, BMO Harris Financial Advisers, Inc., BMO Delaware
Trust Company, and certain affiliates that provide certain investment, investment
advisory, trust, banking, securities, insurance and brokerage products and
services. “BMO Family Office” is a brand name that refers to BMO Harris Bank,
N.A., BMO Family Office, LLC, and BMO Delaware Trust Company. The BMO
Family Office brand provides family office, investment advisory, investment
management, trust, banking, deposit and loan products and services. These
entities are all affiliates and owned by BMO Financial Corp., a wholly-owned
subsidiary of the Bank of Montreal. Capital Advisory Services are offered by a
division of BMO Harris Bank, N.A. Member FDIC.
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Broker-dealer and investment advisory services and insurance products are
offered through BMO Harris Financial Advisors, Inc. Member FINRA/SIPC. SEC-
registered investment adviser.
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through BMO Harris Financial Advisors, Inc. Member FINRA/SIPC. SEC-registered
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