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Weekly Commentary

Political Headlines

COVID has dominated headlines for nearly two years, but now, with the situation improving, political
issues have re-emerged. In Europe, there’s tension brewing over the Ukraine-Russia confrontation;

in the United States, midterm elections are on the horizon; and in Canada, there’s the federal
government’s invocation of the Emergencies Act in response to ongoing protests and blockades.

But what impact could these developing issues have on the equity market? On their own, any of these
stories would be worrying, but with the prevalent risk-off sentiment they become a major concern.
Markets were already having trouble generating momentum because of existing issues like rising
interest rates, high inflation, and supply chain bottlenecks. It's unlikely that all these headwinds will
be resolved simultaneously, which means that volatility will likely remain high for the rest of 2022.

Bottom Line: Equity prices may continue to rise, but investors should expect bumps in the road.

Treasuries

Over the last two weeks, we've seen the 10 Year U.S. Treasury Yield cross the 2% mark. From an
equity market perspective, we don't think there's reason to be concerned, but it is something of a
mental barrier for investors. Does it signal a liquidity crisis? We don't believe so. Back in March 2020,
liquidity was a major issue as markets went downbhill, and the Fed had to step in to provide support.
The situation now is very different. Investors are seeking safe haven assets to manage their equity
risk, and as yields rise, treasuries become that much more attractive. This is especially true in Canada
and the U.S,, given that in other parts of the world we continue to see negative yields.

Bottom line: If yields hit 2.5% or 3%, that's when the debate over bonds versus equities will really
begin.
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More companies have announced corporate earnings over the past couple of weeks, and in general, the numbers are exceeding analysts’
expectations. But it's important to make a distinction between official estimates and what you might call “whisper” estimates—numbers that are
tacitly expected but not publicly announced. In the case of some larger companies, including big names in tech like Meta (formerly Facebook) and
Nivida, those whisper estimates aren’t being met and stock prices are taking a hit as a result. What we're seeing is a resetting of where earnings and
valuations should be after two years of anticipation-fueled growth. Our view is that markets have been level-setting not only for the last month, but for

the last six months or more.

Bottom line: Once a new equilibrium is set, we may see markets lift off again.

Positioning

Recently, we've been heavy on sectors tied to reopening, and we still think that's the right strategy for the short term. Airlines and Financial continue to
do well, and while Energy has recently come off somewhat because of the Ukraine-Russian tensions easing slightly, we anticipated that and reduced
our exposure as a result. Now, we're starting to look at our positioning over a somewhat longer term—what might be an attractive play in the next two




to three years? For instance, some of the technology companies that have taken a beating recently may be prime candidates over a two-to-three-year
period. Though we haven't made any positional changes yet, we think it's wise to consider categories that may take a little more time to prosper but
that have strong upside over a longer time frame.

Bottom line: While markets are available at a discount, we see opportunities to add greater equity allocation to the portfolio.

As Chief Investment Officer, Sadig S. Adatia’s views directly influence the BMO ETF Portfolios.

Market Update

- Equity markets posted another choppy week with more inflationary North American data pointing to rate hikes, as well as
ongoing will-they-or-won't-they fears of a Russian invasion of Ukraine

« The S&P 500 closed the week down 1.6% with consumer staples posting the only gain among sectors. Meantime, the TSX
dropped 2.5% as one of the worst performers of the week, though it remained firmly above its 200-day moving average

- A flatter yield curve sparked fears of a recession; while the 10s/2s spread has narrowed this month, we'd note that at
around 50 bps, it's currently off Monday's lows. Gold rallied this week, though it has stepped back from earlier highs,
and oil ended a volatile week up 2% to around $91.70.

Asset class views, as of February 2022

Monthly Perspectives

At BMO Global Asset Management, we recognize that asset allocation is the primary driver of long-term portfolio performance. That's why our
Multi-Asset Solutions Team (MAST) has developed a simplified “Five Lenses” view to help explain what is driving their asset allocation decisions.
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« COVID-19 and Omicron are lingering but no longer posing a material * North America continues to offer the best risk-reward outlook,
threat to the economic outlook, especially in the U.S. especially after the weak year-to-date performance of U.S. equities.
« We expect global growth to cool but to remain above trend in 2022 Mid-cycle dynamics and energy-driven inflationary pressure favour
while inflation remains elevated. the U.S. and Canada.
- Strong earnings growth should more than offset equityvaluation « Although China’s economic outlook remains soft, market negativity
headwinds from rising rates in 2022. on EM and EAFE equities has probably peaked.
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Fixed Income Style/factor

- March is widely expected to see the U.S. Federal Reserve (the “Fed”)  Mid-cycle dynamics along with anxiety over Fed hikes favours higher
and BoC start normalizing interest rates, probably at a fast pace quality stocks, whose revenues and earnings are more predictable and
throughout 2022. less sensitive to swings in economic expectations

- Government bonds and bond duration remain unattractive as central
banks are about to hike while the growth and inflation outlook remain QUALITY ‘
strong.

IG CREDIT (0 )
HIGH 2 O
YIELD

DURATION 0 ‘

Implementation

« Bank of Canada may hike interest rates sooner than other central banks which would support the currency, versus heavy commodity-importing
currencies such as the Euro and Japanese Yen.

Thank you for reading!
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