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On Sunday, March 15, the Federal Reserve announced sweeping 
measures aimed at improving market liquidity and combating 
the looming economic slowdown. These measures include:

 Lowered the federal funds rate by 1% to a target range of 
0% to 0.25%

 Lowered the discount rate (bank borrowing at the Fed) by 
1.5% to 0.25%, extended loan duration, and encouraged 
discount window borrowing

 Eliminated banks’ reserve requirements, thus freeing up a 
large amount of bank capital 

 Along with six other global central banks, lowered U.S. 
dollar swap rates by 0.25% and extended swap duration to 
improve global liquidity

 Implemented a new Quantitative Easing (“QE”) program to 
buy up to $500 billion of Treasury securities and $200 billion 
of mortgage backed securities in the coming months

These are important and meaningful steps to help offset the 
looming economic slowdown. Unlike the financial crisis in 
2008/2009, however, the root issue is not financial in nature so 
financial easing alone is not a panacea.  Chairman Powell, when 
asked about the role of fiscal measures to address the economic 
slowdown, did not mince words – “Fiscal response is critical.”

Following the announcement, futures markets and international 
equity markets retreated. The primary reason for this market 
reaction is likely the accelerating economic slowdown that is 
becoming more evident by the hour as closure announcements 
and business activity restrictions take hold. A secondary reason, 
however, may be a recognition that interest rates falling to zero 
are of little benefit at the moment when business activity is 
contracting at an alarming pace. This point is true enough in the 
immediate term, but Congress is now putting together a fiscal 
stimulus package. Hopefully lawmakers, too, are reassessing 
the level of assistance that is necessary to prevent lasting 
damage to the economy. It is crucial for legislatures to meet the 
moment. 

Repeat after me: “The Central Bank is the Lender of Last Resort”
Highlights:

 The Fed took a host of important measures to improve liquidity and support the economy

 As Chairman Powell stated in the press conference, “Fiscal response is critical”

 Markets may be reacting to the rapid slowing of business activity in the U.S. and Europe

 Although now at the zero bound for interest rates, “The emperor has no clothes” is a misguided reaction

 As volatile as the coming weeks may be, the financial markets should eventually see a 
glimmer of hope from international examples of the outbreak leveling off

 Repeat after me, “The central bank is the lender of last resort”
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Amid the bleak U.S. headlines, we should not overlook examples 
that point to guarded optimism. South Korea, once an alarming 
outbreak zone, now appears to have the coronavirus outbreak 
relatively under control. Social distancing, school shutdowns, and 
mass testing resulted in new cases going from 586 on March 1st 
to a mere 76 on March 15th. Italy and other European countries 
remain firmly in the throes of the outbreak, however, and 
different regions have seen vastly different outcomes to date.  

Coming full-circle back to the Fed . . . we believe it would 
be misguided for the markets to look at today’s significant 
monetary policy developments and conclude that “the emperor 
has no clothes.” Section 13(3) of the Federal Reserve Act allows 
the Fed to provide loans to both financial and non-financial 
companies in extraordinary circumstances and within certain 
guidelines. We presume that the Fed is working vigorously 
to develop a plan that would help float business through this 
difficult period if necessary. Indeed, the coronavirus outbreak is 

an external shock that, while all-consuming in the moment, is 
nonetheless temporary in nature. After 9/11, such loans were 
also contemplated for the airline sector, but the scope now is 
obviously larger in terms of economic impact. 

The last question during Chairman Powell’s press conference 
asked specifically about the prospect of invoking the Section 
13(3) powers. Chairman Powell’s response:

We have nothing to announce on 13(3) powers 
. . . we’re prepared to use our authorities as is 
appropriate to support borrowing and lending in the 
economy, and hence to support the availability of 
credit to households and businesses.  

We still need major fiscal stimulus. We still need aggressive 
mitigation efforts. We still need resilience. But, before we 
believe that, now at zero interest rates, the Fed is out of 
ammunition, let’s remember Econ 101, monetary policy, “The 
central bank is the lender of last resort.” 
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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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Broker-dealer and investment advisory services and insurance products are 
offered through BMO Harris Financial Advisors, Inc. Member FINRA/SIPC. SEC-
registered investment adviser. 

Securities, investment advisory services and insurance products are offered 
through BMO Harris Financial Advisors, Inc. Member FINRA/SIPC. SEC-registered 
investment adviser. 

BMO Harris Financial Advisors, Inc. and BMO Harris Bank N.A. are affiliated 
companies. Securities and insurance products offered are: NOT FDIC INSURED – 
NOT BANK GUARANTEED – NOT A DEPOSIT – MAY LOSE VALUE.

Not all products and services are available in every state or location or through 
all entities within BMO or BMO Family Office. 
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