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What happened?

President Biden’s massive $1.9T COVID relief package was 
passed through the budget reconciliation process and signed 
into law.  The bill is much larger than initially expected, and 
full of immediate Democratic priorities including $1,400 checks 
for most Americans, an extension of enhanced unemployment 
benefits, a large expansion of child tax credits, and state and 
local aid. The speed with which the bill was passed, and 
surprising intra-party unity, will likely embolden the Biden 
Administration to press forward quickly on further Democratic 
priorities. 

What’s the impact?

This stimulus bill will be a significant driver of growth in 2021 
and to a lesser extent into 2022. Stimulus checks will filter into 
the economy over the coming weeks while an extension of 
the enhanced unemployment benefits will continue to provide 
a backstop for unemployed workers at least through the 
summer. However, not all funds will immediately filter into the 
economy as recipients such as states, local governments and 
schools may use the money to pay down debt or add to rainy 
day funds.  But the fact remains that this is a massive amount 
of stimulus – more than double the 2009 American Recovery 
and Reinvestment Act – and comes as the economy is already 
gaining reopening related momentum.

What’s next?

Though the Biden Administration was able to get some of 
their wish list items into the COVID relief bill, work now begins 
on key planks of their ‘Build Back Better’ economic agenda.   
Going forward infrastructure and taxes will take center stage.  

Democrats will likely present their next bill as an infrastructure 
package, but we expect it will contain many aspects outside of 
traditional highway, bridge and tunnel projects.  For example, 
we also expect significant proposed spending on broadband 
expansion and green infrastructure projects. 

Infrastructure spending in general has bipartisan support, 
but the large scale and politically sensitive aspects of this 
effort will make it hard to pass on a bipartisan basis.  The 
significant proposed spending on green infrastructure, for 
example, may be a non-starter for most Republicans as the 
Biden Administration aggressively targets to remove carbon 

emissions from the electricity sector by 2035.  With significant 
Republican hesitation, we believe the Biden Administration 
may ultimately choose to pursue reconciliation for most of the 
additional spending, with perhaps a smaller bipartisan bill for 
the less contentious aspects.  In order to satisfy the rules of 
reconciliation on an infrastructure bill, Democrats have two 
options – they can either come up with offsets via higher taxes 
or wait until the new fiscal year in October and not fully pay for 
their plan. 

Throughout the presidential campaign President Biden ran on 
increasing taxes on the wealthy and corporations.  We don’t 
believe those were empty threats, and though we are coming 
out of a recession, the rate of economic growth may embolden 
the Democrats to proceed with tax increases.  On the personal 
side, the most likely changes will be an increase to the top 
marginal tax rate and capital gains taxes, particularly for the 
wealthy.  On the corporate side, proposed increases could raise 
the current 21% level to something between 25% and 30%.  
However, it is far from certain how the tax negotiations will 
evolve, as even within the Democratic Party there are differing 
views on the need to pay for the next spending package. 

Our take

As state COVID restrictions loosen and a larger percentage of 
the population gets vaccinated, we expect the economy to 
experience a prolonged period of above trend growth. The 
potent combination of loose monetary policy and increased 
government spending should lead to increased consumer 
spending, especially given the elevated current savings rate 
and additional stimulus checks going out to households.  An 
increase in infrastructure spending will take longer to impact 
growth but could provide a net positive for the economy over 
the longer term, especially given the underinvestment in 
infrastructure over the prior decades.  

The biggest risk is that the economy becomes over-stimulated, 
which could lead to inflation, rising interest rates, and excessive 
speculation.  We recognize these risks, and believe inflation 
will increase in the short-term, but not enough to cause a 
prolonged spike in interest rates.  For these reasons, we 
remain overweight equities and risk assets, believing that 
both economic growth and corporate earnings will sustain an 
upward trend.
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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 regulatory 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 regulatory 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 regulatory 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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Securities, investment advisory services and insurance products are offered 
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