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We are bullish on small-cap equities for 2025, as we believe many factors Canada small caps relative to large caps price-to-book ratio

which were headwinds for the asset class over the past few years are

finally abating. To better understand our outlook, it makes sense to reflect

on what has transpired over the last few years. 0-9500

0.9000

1.0000

Small-cap equities have been in a recessionary environment since

20217, mainly driven by the historic rise in interest rates. Interest rates 08500
have essentially risen from zero to six percent in a very short time horizon, 0.8000
which placed increased pressure on the small cap market. Interest rates
have a disproportionate impact on small caps due to the perceived
high-risk nature of the asset class and because smaller cap companies /
generally have lower access to capital and rely more on debt capital. 0.6500

A 0.7500

0.7000

Small caps are often leading indicators—meaning they underperform 0.0000

heading into recessions and outperform in recovery scenarios. In addition, 0.5500
quality growth companies (a focus for the BMO small cap strategy) 0.5000
underperformed during this period, as their long-term cash flows are now

being discounted at higher rates. We believe higher quality companies

are fundamentally better positioned to withstand volatility in rates and 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

the economy, leading to an even larger dislocation between sentiment Year
and fundamentals. Source: Bloomberg, Stifel Research, January 2024.

0.4500

Private Equity firms have been acquiring small cap companies at an Neighbourly Pharmacy and Altius Renewable Royalties). We believe if
alarming rate over the last 12 months, corroborating the compelling small cap valuations don't significantly re-rate, we will continue to see
opportunities we are seeing for quality businesses.” In the BMO Canadian more takeouts in small cap.

Small Cap Equity Fund, we have had three takeouts this year (Park Lawn,
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https://www.bmogam.com/ca-en/products/mutual-funds/fund-detail/bmo-canadian-small-cap-equity-fund-series-f-cad/
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INTEREST RATES

Introduction

A turning point in small caps

Interest rates

As the tightening cycle came to an end in Canada in the fourth quarter TSX Small cap forward P/E ratio
of 2023, we saw a relief in the small cap space in the country. From 0
September 30, 2023 to November 30, 2024, the small cap index gained
Performance, ~30% vs ~31% for the BMO Canadian Small Cap Equity Fund.?2 While this
Footnotes & is encouraging, what gives us confidence in the asset class heading into »
T 2025 is that valuations are still materially below historical averages and Average: 174x
its large cap counterparties going back 25 years. We haven't seen these 30 Current: 12.3x

valuations in small cap since the dot-com crash, which we believe is far
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INTEREST RATES

A turning point in small caps (continued)

South of the border, the U.S. Federal Reserve (Fed) also pivoted from a
tightening to a loosening policy, but its lowering rates at a slower pace.
As the graph below shows, while small caps stop underperforming after
the first cut, it is not until the fourth cut when we have historically seen
more significant outperformance. We believe this could be a catalyst in
2025, as we see continued rate cuts in the U.S., which should be tailwind
for small cap markets.

U.S. small caps usually stop underperforming after the first Fed cut

M5 Russell 2000/S&P 500 Composite Price Index
-—- Performance around first Fed cuts®
Performance around second Fed cuts®
--- Performance around third Fed cuts®
--- Performance around fourth Fed cuts™*
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We see a similar trend in Canada, where over the past three economic
cycles, Small Cap equities have outperformed Large Caps after central
banks finished tightening.

Canadian small caps relative to larger caps performance (blue)
Bank of Canada overnight rate (orange)
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Source: Bloomberg, Stifel Research, as of January 2024.

January 2025 Small Caps Outlook - 4

1,30
1,20
1,10

1,00
0,90
0,80
0,70
0,60
0,50
0,40
0,30
0,20

0,10



Introduction

Interest rates

Performance,
Footnotes &
Disclaimers

OUTLOOK

Positioning for 2025

We believe the main headwinds for small cap are turning into tailwinds,
which should be supportive of outperformance in 2025 and beyond.
Given the depressed valuations, we see strong asymmetry in the asset

class and a positive setup going forward. For the BMO Small Cap Portfolio,

our positioning is overweight quality and growth and underweight Energy
and Materials. Our underweight in gold could be a headwind, as lower
rates are generally supportive gold prices. However, the strategy still

has about nine percent exposure to higher quality gold producers, which
should generate significantly more cash in that environment. We expect
quality and growth to outperform, which should bode well for the BMO
Canadian Small Cap Equity Fund given the overweight to both factors.
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PERFORMANCE, FOOTNOTES & DISCLAIMERS

Performance (%)

Fund Year-to-date 1-month 3-month 6-month 1-year 3-year 5-year 10-year Since
inception
BMO
Canadian
small cap 18.01 318 9.54 13.96 24.08 -1.17 8.15 5.50 11.36
Equity
Fund - Series F

As of November 30, 2024. Inception date: November 3, 2008.

" National Bank research, September 2024.

2Bloomberg, as of November 30, 2024.

Price-to-book ratio: The ratio of a company’s market cap (or the value of its shares) to its book value.
Forward P/E ratio: The forward price to earnings ratio is the ratio for valuing a company that measures its current share price relative to its forecasted per-share earnings (EPS).

Standard deviation: A measure of risk in terms of the volatility of returns. It represents the historical level of volatility in returns over set periods. A lower standard deviation means the returns have
historically been less volatile and vice-versa. Historical volatility may not be indicative of future volatility.

+1 Standard deviation/-1 Standard deviation: Data points that are one standard deviation above (+) or below (-) the mean.

The viewpoints expressed by the Portfolio Manager represents their assessment of the markets at the time of publication. Those views are subject to change without
notice at any time without any kind of notice. The information provided herein does not constitute a solicitation of an offer to buy, or an offer to sell securities nor should the
information be relied upon as investment advice. Past performance is no guarantee of future results. This communication is intended for informational purposes only.

Any statement that necessarily depends on future events may be a forward-looking statement. Forward-looking statements are not guarantees of performance. They involve
risks, uncertainties and assumptions. Although such statements are based on assumptions that are believed to be reasonable, there can be no assurance that actual results
will not differ materially from expectations. Investors are cautioned not to rely unduly on any forward-looking statements. In connection with any forward-looking statements,
investors should carefully consider the areas of risk described in the most recent simplified prospectus.

This article is for information purposes. The information contained herein is not, and should not be construed as, investment, tax or legal advice to any party. Investments
should be evaluated relative to the individual's investment objectives and professional advice should be obtained with respect to any circumstance.

BMO Global Asset Management is a brand name under which BMO Asset Management Inc. and BMO Investments Inc. operate.

Commissions, trailing commissions (if applicable) , management fees and expenses all may be associated with mutual fund investments. Please read the fund facts or
prospectus of the relevant mutual fund before investing. The indicated rates of return are the historical annual compounded total returns for the period indicated including
changes in unit value and reinvestment of all distributions and does not take into account sales, redemption, distribution or optional charges or income taxes payable by any
unitholder that would have reduced returns. Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated. Distributions are
not guaranteed and are subject to change and/or elimination.

For a summary of the risks of an investment in BMO Mutual Funds, please see the specific risks set out in the prospectus.
BMO Mutual Funds are managed by BMO Investments Inc., which is an investment fund manager and a separate legal entity from Bank of Montreal.

“BMO (M-bar roundel symbol)” is a registered trademark of Bank of Montreal, used under licence.
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