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nations, and some states and provinces looking to begin easing up ever so
slightly (even if the move looks premature in at least one case). Even those
jurisdictions that have no intention of opening up soon are at least beginning to
map out plans for lightening restrictions down the line. But with mixed news on
caseloads, and no major news on treatments or vaccines, patience remains the
watchword.

It was a relatively light week for key economic data, but the few indicators on offer
delivered clearer signals on the damage. Perhaps the most telling were PMIs from

key European economies in April, with the services measure dropping to previously
unimaginable levels. The Euro Area reported an 11.7 reading, while the U.K. clocked in
at 12.3, and Japan was at 22.8. In the U.S., home sales fell 9% in March, while another
4.4 million Americans applied for jobless benefits last week, and the Markit services
PMI fell to 27.0 in April. The key figure in Canada was the biggest monthly drop in
seasonally adjusted CPI since at least 1992, slashing the inflation rate to 0.9% in March,
with a test of zero coming for April.

Against this backdrop, it was a generally quiet week for financial markets, with one
rather spectacular exception. Stocks and bond yields took a small step down, although
the TSX was still fighting for its fifth weekly gain in succession. Even the mighty
Nasdaq 100 slipped somewhat, although it remains up more than 10% from year-ago
levels (versus an 11% y/y drop in the Dow). Currency markets have notably settled into
calmer waters, with none of the majors seeing a big move, on net, this week.

Calm is not a word anyone would use for the oil market, with WTI futures temporarily
going deeply negative amid a dire lack of physical storage capacity. While initially
brushed off by many as a technical move as the May contract expired, the weakness
then bled into June pricing as well, and Brent. While conditions eventually stabilized, at
least in part thanks to sabre-rattling between the U.S. and Iran, prices still ended the
week lower across the spectrum. For example, the WTI June contract finished at around
$17 and Brent stood at $22, compared with $25 and $28 a week ago.

With oil prices down heavily, it seems a tad odd to be raising the question of
whether inflation may be a risk when the pandemic is over. But that is one of the
most common questions we are fielding these days; the second most popular is about
the fiscal costs and whether they're manageable. These two issues are not unrelated,
and both go back to the opening statement—it all depends on how long the shutdowns
last and how much damage is done to the underlying economy. The longer it lasts,
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the greater the fiscal costs, and the more QE we are going to see from central banks,
and ultimately the greater the risk of inflation flaring far down the road. Our base
line view is that low inflation is likely to be the end result of the deep downturn
and underlying forces that were in play prior to the pandemic, but we simply cannot
dismiss out of hand the tail risk of inflation, especially amid the massive fiscal
measures.

On the fiscal side, there was plenty of new activity this week on both sides of the
border. In the U.S., Congress passed round four of stimulus, with a $484 billion package
mostly aimed at supporting small businesses. This brings the running tally of measures
up to nearly $2.9 trillion, or 13% of GDP. While the entire amount may not flow directly
into a larger budget deficit, we could easily be looking at a $4 trillion shortfall this year
(or over 18% of GDP) when combined with the pre-existing deficit. Meantime, Ottawa
continues to roll out meaty steps, including $9 billion for students and details on rent
relief for small and medium-sized businesses. It's a challenge to tote up the dollar
costs of all the Canadian measures, especially since the take-up on the wage subsidy
program is in question, but it certainly looks like the net new cost is headed above
10% of GDP here as well (on top of an initial deficit of 1% of the economy).

As we have asserted before, while these jaw-dropping deficit figures can be unnerving,
the interest costs of the big shortfalls are manageable... to a degree. With 10-year GoCs
still around 0.6%, the net new interest costs of an added $200 billion deficit would

be $1.2 billion per year. And, the reality is that the Bank of Canada is busily buying

$5 billion a week ($260 billion per year), so the extra interest cost flows through to

the BoC. The issues are: how long these king-sized deficits last, and how quickly
they come down the mountain as the economy (presumably) recovers. And this

is where the tail risk of potential inflation begins to arise—if deficits remain massive
for an extended period, and the QE program thus also remains in place for longer than
expected. The Fed has plenty of experience with QE and the U.S. dollar is the reserve
currency, so the risks of serious U.S. inflation are relatively low. In contrast, the BoC

is new to QE and there’s much less natural demand for the Canadian dollar, so longer
term inflation tail risks can be less readily dismissed in Canada.

Having said that, we would note that Canadian 30-year government bond yields are
currently identical to U.S. Treasury yields of the same maturity (at just under 1.2%). A
few key conclusions: At current levels, long-term borrowing costs remain below the
2% inflation target, let alone the expected nominal GDP growth rate over the next
three decades. And, investors see little fundamental daylight between Canada and U.S.
economic trends longer term.

It's amazing how many analysts and economists are already pretty much writing

off the second half of the year, when we’re not even into the second half of Q2 yet.
And it is somewhat understandable, given the wave of cancellations we’re seeing on
events deep into this year. In recent days, the Calgary Stampede was cancelled for

the first time ever, and even Germany’s Oktoberfest was axed (this is truly getting
serious). But we would just reiterate a point made in last week’s Special Report on the
Post-Pandemic Economy: Just because the economy will look very different 12-18
months from now, and there will be some activity lost forever, this does not rule
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out a broader recovery. The ongoing surge in some key tech stocks speaks to the
rapid reordering underway in the underlying economy.

As a companion piece to that relatively upbeat report, this week’s Focus Feature takes
a closer look at the sectors which will remain under heavy pressure even a year out,
and totes up the potential damage. The bottom line is that there likely remains
lingering downside risk to the consensus (and our) economic forecast, even as the
most extreme distancing measures begin to lighten.

BMO 9 Capital Marketse April 24, 2020 | Page 3 of 4



Talking Points | Re-Open for Business?

General Disclosures

"BMO Capital Markets" is a trade name used by the BMO Investment Banking Group, which includes the wholesale arm of Bank of Montreal and its subsidiaries BMO Nesbitt Burns Inc., BMO Capital Markets Limited in
the U.K., Bank of Montreal Europe Plc in Ireland and BMO Capital Markets Corp. in the U.S. BMO Nesbitt Burns Inc., BMO Capital Markets Limited, Bank of Montreal Europe Plc and BMO Capital Markets Corp are affiliates.
BMO does not represent that this document may be lawfully distributed, or that any financial products may be lawfully offered or dealt with, in compliance with any regulatory requirements in other jurisdictions, or
pursuant to an exemption available thereunder. This document is directed only at entities or persons in jurisdictions or countries where access to and use of the information is not contrary to local laws or regulations.
Their contents have not been reviewed by any regulatory authority. Bank of Montreal or its subsidiaries (“BMO Financial Group”) has lending arrangements with, or provide other remunerated services to, many issuers
covered by BMO Capital Markets. The opinions, estimates and projections contained in this report are those of BMO Capital Markets as of the date of this report and are subject to change without notice. BMO Capital
Markets endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable and contain information and opinions that are accurate and complete. However, BMO Capital
Markets makes no representation or warranty, express or implied, in respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from
any use of, or reliance on, this report or its contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in this report. The information in this report is not intended to be used

as the primary basis of investment decisions, and because of individual client objectives, should not be construed as advice designed to meet the particular investment needs of any investor. This document is not

to be construed as an offer to sell, a solicitation for or an offer to buy, any products or services referenced herein (including, without limitation, any commaodities, securities or other financial instruments), nor shall
such Information be considered as investment advice or as a recommendation to enter into any transaction. Each investor should consider obtaining independent advice before making any financial decisions. This
document is provided for general information only and does not take into account any investor’s particular needs, financial status or investment objectives. BMO Capital Markets or its affiliates will buy from or sell to
customers the securities of issuers mentioned in this report on a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a long or short position in many of the securities discussed
herein, related securities or in options, futures or other derivative instruments based thereon. The reader should assume that BMO Capital Markets or its affiliates may have a conflict of interest and should not rely
solely on this report in evaluating whether or not to buy or sell securities of issuers discussed herein.

Dissemination of Economic Publications
Our publications are disseminated via email and may also be available via our web site https://economics.bmo.com. Please contact your BMO Financial Group Representative for more information.
Additional Matters

This report is directed only at entities or persons in jurisdictions or countries where access to and use of the information is not contrary to local laws or regulations. Its contents have not been reviewed by any
regulatory authority. BMO Capital Markets does not represent that this report may be lawfully distributed or that any financial products may be lawfully offered or dealt with, in compliance with regulatory
requirements in other jurisdictions, or pursuant to an exemption available thereunder.

To Australian residents: BMO Capital Markets Limited is exempt from the requirement to hold an Australian financial services licence under the Corporations Act and is regulated by the UK Financial Conduct Authority
under UK laws, which differ from Australian laws. This document is only intended for wholesale clients (as defined in the Corporations Act 2001) and Eligible Counterparties or Professional Clients (as defined in Annex
1l to MiFID II).

To Canadian Residents: BMO Nesbitt Burns Inc. furnishes this report to Canadian residents and accepts responsibility for the contents herein subject to the terms set out above. Any Canadian person wishing to effect
transactions in any of the securities included in this report should do so through BMO Nesbitt Burns Inc.

To U.K./E.U. Residents: In the UK, Bank of Montreal London Branch is authorised and regulated by the Prudential Regulation Authority and the Financial Conduct Authority (“FCA”) and BMO Capital Markets Limited

is authorised and regulated by the FCA. The contents hereof are intended solely for clients which satisfy the criteria for classification as either a “professional client” or an “eligible counterparty”, each as defined in
Directive 2014/65/EU (“MiFID 1I”). Any U.K. person wishing to effect transactions in any security discussed herein should do so through Bank of Montreal, London Branch or BMO Capital Markets Limited; any person

in the E.U. wishing to effect transactions in any security discussed herein should do so through BMO Capital Markets Limited. In the UK this document is published by BMO Capital Markets Limited which is authorised
and regulated by the Financial Conduct Authority. The contents hereof are intended solely for the use of, and may only be issued or passed on to, (1) persons who have professional experience in matters relating to
investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the "Order") or (I1) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all
such persons together referred to as "relevant persons"). The contents hereof are not intended for the use of and may not be issued or passed on to retail clients.In an E.U. Member State this document is issued and
distributed by Bank of Montreal Europe plc which is authorised and regulated in Ireland and operates in the E.U. on a passported basis. This document is only intended for Eligible Counterparties or Professional Clients,
as defined in Annex Il to “Markets in Financial Instruments Directive” 2014/65/EU (“MiFID 11”).

To Hong Kong Residents: This document is issued and distributed in Hong Kong by Bank of Montreal (“BM0”). BMO is an authorized institution under the Banking Ordinance (Chapter 155 of the Laws of Hong Kong)
and a registered institution with the Securities and Futures Commission (CE No. AAK809) under the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong). This material has not been reviewed or
approved by any regulatory authority in Hong Kong. Accordingly the material must not be issued, circulated or distributed in Hong Kong other than (1) except for "structured products" as defined in the Securities and
Futures Ordinance, in circumstances which do not constitute it as a “Prospectus” as defined in the Companies Ordinance or which do not constitute an offer to the public within the meaning of that Ordinance, or (2) to
Professional investors as defined in the Securities and Futures Ordinance and the Securities and Futures (Professional Investor) Rules made thereunder. Unless permitted by the securities laws of Hong Kong, no person
may issue in Hong Kong, or have in its possession for issue in Hong Kong this material or any other advertisement, invitation or document relating to the products other than to a professional investor as defined the
Securities and Futures Ordinance and the Securities and Futures (Professional Investor) Rules.

To Korean Residents: This material is not provided to make a recommendation for specific Korean residents to enter into a contract for trading financial investment instruments, for investment advising, for
discretionary investment, or for a trust, nor does it constitute advertisement of any financial business or financial investment instruments towards Korean residents. The material is not provided as advice on the value
of financial investment instruments or any investment decision for specific Korean residents. The provision of the material does not constitute engaging in the foreign exchange business or foreign exchange brokerage
business regulated under the Foreign Exchange Transactions Act of Korea.

To PRC Residents: This material does not constitute an offer to sell or the solicitation of an offer to buy any financial products in the People’s Republic of China (excluding Hong Kong, Macau and Taiwan, the “PRC").
BMO and its affiliates do not represent that this material may be lawfully distributed, or that any financial products may be lawfully offered, in compliance with any applicable registration or other requirements in
the PRC, or pursuant to an exemption available thereunder, or assume any responsibility for facilitating any such distribution or offering. This material may not be distributed or published in the PRC, except under
circumstances that will result in compliance with any applicable laws and regulations.

Singapore Residents: This document has not been registered as a prospectus with the Monetary Authority of Singapore and the material does not constitute an offer or sale, solicitation or invitation for subscription or
purchase of any shares or financial products in Singapore. Accordingly, BMO and its affiliates do not represent that this document and any other materials produced in connection therewith may lawfully be circulated
or distributed, whether directly or indirectly, to persons in Singapore. This document and the material do not and are not intended to constitute the provision of financial advisory services, whether directly or indirectly,
to persons in Singapore. This document and any information contained in this report shall not be disclosed to any other person. If you are not an accredited investor, please disregard this report. BMO Singapore Branch
does not accept legal responsibility for the contents of the report. In Asia, Bank of Montreal is licensed to conduct banking and financial services in Hong Kong and Singapore. Certain products and services referred to
in this document are designed specifically for certain categories of investors in a number of different countries and regions. Such products and services would only be offered to these investors in those countries and
regions in accordance with applicable laws and regulations. The Information is directed only at persons in jurisdictions where access to and use of such information is lawful.

To Thai Residents: The contents hereof are intended solely for the use of persons qualified as Institutional Investors according to Notification of the Securities and Exchange Commission No. GorKor. 11/2547 Re:
Characteristics of Advice which are not deemed as Conducting Derivatives Advisory Services dated 23 January 2004 (as amended). BMO and its affiliates do not represent that the material may be lawfully distributed,
or that any financial products may be lawfully offered, in compliance with any regulatory requirements in Thailand, or pursuant to an exemption available under any applicable laws and regulations.

To U.S. Residents: BMO Capital Markets Corp. furnishes this report to U.S. residents and accepts responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.

These documents are provided to you on the express understanding that they must be held in complete confidence and not republished, retransmitted, distributed, disclosed, or otherwise made available, in whole or
in part, directly or indirectly, in hard or soft copy, through any means, to any person, except with the prior written consent of BMO Capital Markets.

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST

BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and corporate banking products. BMO serves Canadian retail
clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, personal and commercial banking clients are served by BMO Harris Bank N.A., (Member FDIC). Investment and corporate banking
services are provided in Canada and the US through BMO Capital Markets.

BMO Capital Markets is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, BMO Harris Bank N.A, (Member FDIC), Bank of Montreal Europe Plc, and Bank of Montreal
(china) Co. Ltd. and the institutional broker dealer businesses of BMO Capital Markets Corp. (Member FINRA and SIPC) in the U.S., BMO Nesbitt Burns Inc. (Member Canadian Investor Protection Fund) in Canada, Europe
and Asia, Bank of Montreal Europe Plc in Europe, BMO Capital Markets Limited in the U.K. and Australia and BMO Advisors Private Limited in India.

® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere.

™ Trademark Bank of Montreal in the United States and Canada.

© COPYRIGHT 2020 BMO CAPITAL MARKETS CORP.

A member of BMO Financial Group

BMO 9 Capital Marketse April 24, 2020 | Page 4 of 4


https://economics.bmo.com

