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Crazy Price Action in FX-Related Macro Markets

MSCI World and WGBI YTD Returns Spot Brent Crude and COMEX Copper Prices

5% 90% -
——MSCI World $ —WGBI § e Spot Brent e CMX Copper
75% -

0%

60% -
-5%
45% -

-10% 30% -
-15% 15% +
0% -

-20%
-15% A
-25% -30% -

3-Jan 3-Mar 3-May 3-Jul 3-Sep 3-Jan 3-Mar 3-May 3-Jul 3-Sep
Sources: BMO CM, Bloomberg Sources: BMO CM, Bloomberg

*  FFZ2 was at 99.24 (0.76% Dec-22 Fed Funds rate) on 31-Dec-2021; yesterday it closed at 96.33 (3.67%)
+  MSCI World (USD-denominated) return -17.5% YTD through 07-Sep (not including dividends)

+  WGBI (USD-denominated) return -18.3% YTD through 07-Sep (not including interest)

«  Brent $77 on 03-Jan, $138 intraday high on 08-Mar 8, $120 June average, $87 on 07-Sep

«  Copper $446 on 31-Dec, $493 on 04-Mar, $321 on 14-Jul, $344 on 07-Sep

«  XBT $47.3k on 01-Jan, $48.2k on 28-Mar, $17.6k on June 16, $19.4k on 07-Sep
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Many Crazy Developments in Traditional FX ‘Fundamentals’

RBA Export Commodity Price Indices US Federal Budget Balance (rolling 12M % of GDP)
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Full-scale war in Ukraine with tens of thousands of casualties and unreliable news about war developments

US and Europe attempt to seize and freeze Russian assets and bankrupt major Russian institutions

Boris Johnson and Mario Draghi exit stage left while Jair Bolsonaro threatens to not exit if he loses in re-election
FOMC’s median end-2022 dot goes from 0.9% in December to 3.4% in June (and probably higher in 2W)

Inflation in the UK hits triple digits (July CPI 10.1% YoY)

Eurozone develops its first trade deficit in 10 years (monthly deficits in April, May, and June with June’s -USD131bn)
RBA's commodity export price indices hit all-time highs 40-50% beyond previous highs from 2008 and 2011

The US’s rolling 12M federal budget deficit closes to just USD962bn or 4.0% of GDP in July from USD4095bn or
19.5% of GDP in March 2021
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Big Gains and Historic Levels for the USD

Fed’s Monthly Broad Real Trade Weighted USD Index G10 YTD Spot Returns
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 BBDXY up 11% YTD and 16% since the June 2021 FOMC

* Fed broad real USD index at a new high since 1986 and presently 17% above its post Bretton Woods average
*  FX Majors sticker shock: EURUSD below 1.00; GBPUSD below 1.15; USDJPY to 144.99

+ Al G10 currencies showing declines against the USD with JPY showing a 20% decline (despite risk-off)

* A myriad of USD-positive factors at play in 2022: Risk-off, Fed-on, energy independence, FDI/reshoring inflows,
twin deficit improvement
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But No Historic ‘Fireworks’ Events in G20 FX (yet)

GBPUSD in the 48H Surrounding 2016 Brexit Vote USDCHF in the 2015 EURCHF Floor Removal
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*  Over the past decade, we have seen 10%+ intraday moves in major currencies.
*  The Brexit vote move in GBPUSD was from 1.50 to 1.32 within the span of a few hours.
The USDCHF move after the SNB removed the EURCHF floor was from 1.20 to 0.74 within the span of a few hours.

«  This year’s responses in major currencies to shocking monetary news and shocking geopolitical news have been
tepid in comparison.

« USDPJY implied 1M vol has evolved from around 6 at the start of the year to about 14 now, but it was 25+ after
similar spot moves in 1998. It reached 38 in Oct-08 and 21 in Mar-20.

* EURUSD cross currency basis from the FX forward markets has been tame relative to Q4 2019, let alone previous
crisis periods.

* In G20 currencies, extreme FX pressures have really only been seen in RUB. Even TRY has been well ordered.
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Could USDJPY do a 1998 Repeat?

USDJPY Daily Bar Chart for Mar-Dec 1998 USDJPY Daily Bar Chart for Mar-Dec 2022
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In 1998, the USDJPY exchange rate moved from 125 in early March to 147 in August
It turned out the move was speculative excess when USDJPY dropped from 135 to 111 in less than a week
In 2022, the USDJPY exchange rate has moved from 114 in March to 144.99 in September

In 2022, there are no signs of speculative excess in CFTC Commitment of Traders data on leveraged funds and
bank prop desks are a relic of the past

Implied vols and risk reversals aren’t hinting at a market beset by speculative excess
Japan was a trade surplus country in 1998 but it is a trade deficit country in 2022

A repeat of 1998’s hard reversal seems highly unlikely, but who really knows what would happen if a sudden
financial institution failure were to cause the Fed to cut its base rate?
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Why USDCAD is so Different in 2022 from 1998

USDCAD vs Fed Broad USD Index in 1998 USDCAD vs Fed Broad USD Index in 2022
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* In 1998, USDCAD moved 8% higher through Q3 while the Fed’s broad USD index moved 4% higher. The annualized
daily standard deviation for USDCAD was 6.1% while for the index it was 5.5%. Canadian peso jokes were
prevalent in the FX market.

* In 2022, USDCAD has moved 4% higher through early September while the Fed’s broad USD index is up 7%. CAD
is the best performing G10 currency, although USDCAD realized volatility is still higher than the index’s at 7.5% vs
5.8%. Canada and ithe loonie s increasingly seen as a safe haven.

+ Canada was a fiscal mess in 1998. It ran central government budget deficits of 4% of GDP or greater from 1982 to
1996. The IMF has net government debt at 59% of GDP in 1998. For 2022, Canada appears to be a poster child
of fiscal discipline with net debt-to-GDP at 33% and deficits below 4% for the century until the pandemic.

+ Canada was a net debtor country in 1998. It is a huge net creditor country now. With that in mind, CAD
outperformance during risk-off makes sense. It does not seem to be due solely to hawkish BoC or to oil.
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So Can Crazy-Calm Continue?

* An old market saying in reference to central bank liquidity is that ‘a rising tide lifts all boats’

«  The mirror reflection of that adage is that ‘a receding tide sinks unstable boats’

«  While the tide has begun to recede and no FX boats have sunk yet, mariners beware

« The displacement of one ship sinking on a crowded sea can perturb waters in unpredictable ways
« Seemingly stable ships can be dragged under in such an instance

* When surveying other ships above the surface, it's hard to know which have unstable hulls (even
for central banks)

« Crazy FX fundamentals and calm FX market dynamics may not be able to cohabitate much longer

« USDCAD seems an unlikely avenue for crazy FX action, but watch your CAD crosses
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Disclosure

This material has been prepared with the assistance of employees of Bank of Montreal, BMO Nesbitt Burns Inc. and BMO Capital Markets Corp. (together, “BMO”) who are involved in
fixed income and foreign exchange sales and marketing efforts. Accordingly, it should be considered to be a solicitation of the fixed income and foreign exchange businesses generally
and not a research report that reflects the views of disinterested research analysts.

Notwithstanding the foregoing, this material should not be construed as an offer or the solicitation of an offer to sell or to buy or subscribe for any particular product or services
(including, without limitation, any commodities, securities or other financial instruments).

We are not soliciting any specific action based on this material. It is for the general information of our clients. It does not constitute a recommendation or a suggestion that any
investment or strategy referenced herein may be suitable for you. It does not take into account the particular investment objectives, financial conditions, or needs of individual clients.

Nothing in this material constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate to your unique
circumstances, or otherwise constitutes an opinion or a recommendation to you. BMO is not providing advice regarding the value or advisability of trading in commodity interests,
including futures contracts and commodity options or any other activity which would cause BMO or any of its affiliates to be considered a commodity trading advisor under the U.S.
Commodity Exchange Act. BMO is not undertaking to act as a swap advisor to you or in your best interests and you, to the extent applicable, will rely solely on advice from your qualified
independent representative in making hedging or trading decisions. This material is not to be relied upon in substitution for the exercise of independent judgment. Any recipient of these
materials should conduct its own independent analysis of the matters referred to herein, together with its qualified independent representative, if applicable. Any discussion of tax
matters in these materials (i) is not intended to be used, and cannot be used or relied upon, for the purposes of avoiding any tax penalties and (ii) may have been written in connection
with the “promotion or marketing” of the transaction or matter described herein. Accordingly, the recipient should seek advice based on its particular circumstances from its own
independent financial, tax, legal, accounting and other professional advisors (including, without limitation, its qualified independent representative, if applicable).

These materials are confidential and proprietary to, and may not be reproduced, disseminated or referred to, in whole or in part without the prior consent of BMO. Information presented
in this material has been obtained or derived from sources believed by BMO to be reliable, but BMO does not guarantee their accuracy or completeness. BMO assumes no responsibility
for verification of the information in these materials, no representation or warranty is made as to the accuracy or completeness of such information and BMO accepts no liability
whatsoever for any loss arising from any use of, or reliance on, these materials. BMO assumes no obligation to correct or update these materials. These materials do not contain all
information that may be required to evaluate any transaction or matter and information may be available to BMO and/or its affiliates that is not reflected herein.

These materials do not contain all information that may be required to evaluate any transaction or matter and information may be available to BMO and/or its affiliates that is not
reflected herein.

BMO and its affiliates may have positions (long or short), and effect transactions or make markets, in securities mentioned herein, or provide advice or loans to, or participate in the
underwriting or restructuring of the obligations of, issuers and companies mentioned herein. Moreover, BMOQ'’s trading desks may have acted on the basis of the information in these
materials.

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
Ireland p.l.c, and Bank of Montreal (China) Co. Ltd and the institutional broker dealer businesses of BMO Capital Markets Corp. (Member SIPC) in the U.S., BMO Nesbitt Burns Inc.
(Member Investment Industry Regulatory Organization of Canada and Member Canadian Investor Protection Fund) in Canada and Asia and BMO Capital Markets Limited (authorised and
regulated by the Financial Conduct Authority) in Europe and Australia.

® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere.
™ - “BMO (M-bar roundel symbol) Capital Markets” is a trade-mark of Bank of Montreal, used under licence.
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Disclosure - continued

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. 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.

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.

TO HONG KONG RESIDENTS: This material has nt 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 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.

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 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.

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.
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