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utilizing extraordinary measures in order to fund the necessary 
pieces of the government, which we’re told are going to expire 
sometime between Oct. 15 and the beginning of November. 
So, if we don’t get some resolution to the debt limit by Oct. 
15, then we will see the U.S. in a technical default. Both the 
funding of the government and the debt ceiling have converged 
into a single issue, at least as far as Democrats are concerned.”

On Sept. 23, the House passed a stopgap bill designed to fund 
the government through Dec. 3 and suspend the debt limit until 
December 2022. Senate Republicans have vowed to block it, 
objecting to tying government funding to the debt ceiling.

“Right now, it’s very hard to see a path forward as both sides 
are pretty dug in,” Kenney said. “We’ll see a lot of posturing by 
the two sides. It’s a complicated mix of issues, but it’s not at all 
clear exactly right now how all of these will wind up.”

Key Tax Proposals

The reconciliation bill includes about $2 trillion in proposed tax 
increases. It includes raising the corporate tax rate from 21% 
to 26.5%—still below the 35% rate prior to 2017, when the 
GOP-led Tax Cuts and Jobs Act took effect. Kenney said that’s an 
example of the more moderate approach the House Ways and 
Means Committee took to its markup of the reconciliation bill.

“I do think it’s going to provide a real baseline as we move 
through the process,” she said.

From a markets perspective, Ma said the key is how the tax 
proposals affect corporations. About $1 trillion of the proposed 
new tax revenue will come from corporations, compared with 
about $500 billion from individuals.

“The question is really going to be about what level of spending 
needs to be supported,” Ma said. “We think it’s possible that 
that proposed 26.5% corporate tax rate could come down if 
the local spending that needs to be supported isn’t quite as 
high [as projected]. We do think that the market, to a degree, 
is bracing for an expectation that there is going to be tax 
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If you missed our recent fiscal policy & the financial markets 
webinar with special guest Mary Kenney, BMO Government 
Affairs, please find a summary of our discussion covering 
everything from infrastructure to inflation.

It’s been a strong year for U.S. equities. Through August, 
large- and mid-cap equities were up more than 20%, and U.S. 
markets continue to lead globally. As we head into October, 
however, things may start to look a little different as several 
policy initiatives are colliding, including an infrastructure bill, 
government funding and the debt ceiling.

Budget Battles and a Possible Shutdown

On Aug. 10, the Senate passed a $1 trillion bipartisan 
infrastructure bill, which is currently pending in the House of 
Representatives. At the same time, the House is working on 
a budget reconciliation bill to address President Joe Biden’s 
$3.5 trillion spending plan, which includes efforts to address 
child care, education assistance and climate change. That bill 
includes tax increases to fund the package. 

As Kenney explained, those two bills have become intertwined. 
House Speaker Nancy Pelosi had initially set an aggressive 
Sept. 27 deadline to bring the infrastructure bill up for a vote. 
“There’s lots of posturing going on both sides,” Kenney said. 
“But it seems difficult for me to see a path where Democrats 
would take up the reconciliation bill separate from the 
infrastructure bill. You’re likely to see enough Democrats peel 
off of the reconciliation bill so that the infrastructure bill- will, in 
effect, be stalled while the while the broader reconciliation bill 
gets negotiated to a resolution in the House.”

While that battle is taking place, Kenney noted that the U.S. is 
also approaching a Sept. 30 deadline to fund the government 
as well as a deadline to suspend the federal debt limit. 

“If they don’t get some kind of resolution, the government will 
shut down,” she said. “At the same time, the suspension of 
the debt limit has expired. The Treasury Department has been 
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increases at some level. It’s really the question of is it at the 
higher end, the lower end or somewhere in between that ends 
up taking place. That is something that market is bracing for but 
is not fully priced in now, especially if the numbers come in at 
the high end of expectations.”

We’ve already seen an impact in the fixed income market. 
Potential tax law changes have increased demand in the 
high-yield municipal bond market, which has led to a bit of 
outperformance compared with the corresponding taxable 
market.

According to BMO’s projections, a 26.5% corporate tax rate 
would result in a slight downward adjustment on the market 
on an earnings per share basis, but not one that’s catastrophic. 
Overall, the market impact of a tax increase is likely to be 
overshadowed by economic momentum, which will be the key 
to future performance. 

“What growth looks like is going to be the dominant theme 
for 2022,” Ma said. “I don’t want to ignore the bipartisan 
infrastructure package, either. Hopefully that gets passed and 
will provide some support to the markets, because I think 
there’s broad agreement that infrastructure is important, and it 
is something that we think would provide a nice tailwind to the 
market.”

Markets Hold Steady, For Now

These intertwined policy issues are creating uncertainty. So far, 
however, markets have remained calm. But Ma said that may 
not last long as both side dig in their heels on these issues. 

“Perhaps the market is a bit too complacent,” Ma said. “We do 
think there will be some resolution, but there’s a heightened 
possibility of volatility toward the end of the month and even 
into October as some of these issues get discussed. Certainly, 
it looks like it’s going to go down to the wire until some of 
these issues can get resolved, because it’s very complicated 
and so many things are coming together at once in a way that 
this hasn’t happened in in the past. That adds to that level of 
uncertainty, so we definitely think there’s potential for volatility.”

Ma doesn’t see any long-term impacts lingering from these 
issues, however. “I think there some resolution will happen that 
does not include the U.S. government defaulting on its debt,” he 
said. “So, we don’t see it as a long- or even medium-term issue, 
but it is something to be aware of.”

We covered a tremendous amount of ground in our 
conversation, including more details on the legislative battles, 
inflation projections through 2022, and our tactical sector 
recommendations. You can listen to the full discussion here. 
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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 
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Other Bank of Montreal affiliates, and their agents and employees, may provide 
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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 
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