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The Consumer Price Index (CPI) for May showed an 8.6%
annual increase and a 1% increase over April. The “Core”
CPI measure that strips out food and energy inflation was
up “only” 6% on an annual basis and 0.6% monthly. Those
numbers called into question the market’s widely held
belief that inflation had peaked. Indeed, it was difficult to
find encouraging details even when parsing through the
inflation report. The increases were quite broad-based,
the largest being energy prices which showed no signs of
abating and tend to ripple through the economy.

rates has practical limits before too much slowing sets in. It
remains important that inflation numbers cool in the coming
months so that the Fed’s hand isn’t forced much beyond
the 3% short-term interest rates that the market currently
expects.
Implications for Equity Markets
As the chart below shows, equity markets can hold their own
even during times of high inflation. The current equity market
downturn, however, began with high valuation multiples and
high expectations for growth. Growth has slowed, interest
rates have risen, and inflation has proven more persistent
than the markets expected – it’s been a difficult mix, both
for equities and fixed income. It’s important to keep in mind
that it is not one single factor that is responsible for the
current market challenges. Additionally, China’s lockdowns
have added to the slowdown in global growth and the war
in Ukraine has further exacerbated inflation pressures here
at home. At present, the market would like to get a sense
that the interest rate increases and inflation pressures have
a visible end in sight. It’s clearly a moving target, but the
recent CPI data pushed that visibility back by at least a
month, and probably more.

Implications for the Fed
Futures markets that are based on Federal Reserve target
interest rates rose to indicated year-end expectations
of about 3.25%. Prior to the CPI data release, those
expectations were about a half percent lower (50 basis
points). That is quite a dramatic shift, and clearly the Fed
will look to raise rates by at least a half percent at the
upcoming June, July, and September meetings. Even a
three-quarter percent increase could be on the table for
one of these meetings. Inflation may still have peaked, and
data in the coming months could soften those year-end
expectations. It seems likely, however, that the path to
lower inflation will be bumpy.

Exhibit #1: Consumer Price Index (CPI) and Stock Returns

Soft or Hard Landing?
The looming question is whether the Fed is still capable
of engineering a “soft landing” – i.e., slow the economy
enough to cool inflation without causing a deeper recession.
On the positive side, historic tightness in the labor market
implies that it can soften quite a bit and still only come
back into balance. Additionally, the lack of high leverage
or imbalances in the system – at either the consumer or
corporate level – provides some comfort that a slowdown
won’t necessarily feed on itself with downside momentum.
Nonetheless, the economy’s recalibration to higher interest
Source: BLS, pages.stern.nyu.edu/~adamodar
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Disclosure
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 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.

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.

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.
International investing, especially in emerging markets, involves special risks,
such as currency exchange and price fluctuations, as well as political and
economic risks. There are risks involved with investing in small cap companies,
including price fluctuations and lower liquidity. Commodities may be subject to
greater volatility than investments in traditional securities and pose special risks.
Investments in commodities may be affected by overall market movements,
changes in interest rates, and other factors such as weather, disease, embargoes,
and international economic and political developments.

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.

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.

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.

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 delivering investment management
services, trust, deposit and loan products and services through BMO Harris 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 advisor; 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. 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 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.

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.

Corporate Office: 320 S. Canal Street, Floor 12, Chicago, IL 60606

#15154706
C11 dtd: 06/13/2022
-2-

