CI BCO CIBC ASSET MANAGEMENT

US dollar outlook:
Self-inflicted wounds

Expect more hedging, more weakness

Eric Morin, Director, Global Macro and Strategy
Giuseppe Pietrantonio, Director, Currency and Multi-Asset Solutions
Michael Sager, MD & CIO, Multi-Asset and Currency Management

June 26, 2025




US dollar outlook: Trend weakness expected
Key takeaways

1.

Following an extended period of strength, the US dollar (USD) began 2025 significantly overvalued against a range of currencies, including the Canadian dollar (CAD)
(Chart 1).

USD has depreciated since mid-January as investor concerns over the outlook for US growth have increased, with the market’s perception of US fiscal credibility and
the quality of policy making institutions worsening. Notably, in 2025, USD has not behaved as it typically does in high-stress environments, raising questions
about its future role as a reliable safe-haven currency (Chart 2).

We think USD is likely to continue trending lower in coming quarters. USD liquidity is plentiful. The US Federal Reserve will resume policy easing. Policy
uncertainty is set to remain high in the US (Chart 3). And headwinds posed by investor-unfriendly policy choices will likely dominate recent relatively resilient cyclical
data.

There are myriad negative policy headwinds: trade tariffs (Charts 4 & 5); uncertainty regarding Federal Reserve independence; a ballooning government debt
(Chart 6); antagonism towards international students, academic institutions and scientific research; and an apparent greater willingness to threaten asset expropriation
and punitive taxation of foreign assets as leverage to achieve desired policy outcomes.

Allied to a more restrictive immigration stance, these policies are unfavorable to long-term US GDP growth (Chart 7) and are negative for USD’s long-term valuation. A
likely push to deliver more deregulation represents partial mitigation.

There has been no change in broad USD usage in international transactions (Chart 8). But policy headwinds and less favourable investor views appear behind a
change in US asset class correlations (Charts 9, 10, 11). If this change persists, it has important hedging implications for international investors exposed to US equity.
The high starting valuation of USD also suggests an opportunity to hedge (Chart 12).

Shifting correlations and an expected USD trend weakening have led us to increase hedge ratios on Imperial US equity mandates and to position USD as
a preferred funder in active currency mandates. We expect CAD to strengthen over the next year against USD.
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Chart 1: USD experienced a multi-decade trend appreciation
Consistent with its role as dominant global reserve currency, and US equity outperformance
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Sources: Bloomberg, CIBC Asset Management Inc. Sample is January 1974 to May 2025 using quarterly data. Data as at June 17, 2025
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Chart 2: USD has weakened since mid-January
Investor sentiment has soured on US growth, fiscal credibility and the quality of policy making institutions
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Sources: Bloomberg, CIBC Asset Management Inc. Bloomberg mnemonic is BBDY Index. Sample is November 1, 2024 to June 17, 2025 using daily data.
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Chart 3: US policy uncertainty has reached unprecedented levels
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Sources: Goldman Sachs, Bloomberg, Baker, Bloom, & Davis, CIBC Asset Management Inc. Sample is January 1985 to May 2025 using monthly data. Data as at June 20, 2025.
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Chart 4: US tariffs on imported goods

Better than threatened, far worse than before
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Sources: The Budget Lab at Yale, CIBC Asset Management Inc. Sample is 1900 to 2025 using annual data (except 2025, as at June 1).
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Chart 5: Reap what you sow
US is expected to bear the biggest burden of higher trade tariffs
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Sources: CIBC Asset Management Inc. Date as at June 20, 2025. Effective tariff rates are CIBC GAM assumptions on final outcome of trade negotiations. RoE = Rest of Europe. For illustrative purpose only.
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Chart 6: Cracks are forming in investor perceptions of the US dollar
US government debt is set to balloon
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Sources: Bloomberg, IMF, CIBC Asset Management Inc. Sample is 2007 to 2030 using annual data.
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Chart 7: Not so beautiful - fiscal proposals appear negative for long-term US growth
More stimulus leads to higher interest rates than would otherwise prevail, adversely impacting private investment spending
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Sources: Budget Lab at Yale, CIBC Asset Management Inc.. OBBBA = One Big Beautiful Bill of 2025. TCJA = Tax Cuts and Jobs Act of 2017. As at June 1, 2025. For illustrative purpose only.
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Chart 8: USD remains the dominant global currency
No significant change in broad USD usage during the past two decades
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Sources: JP Morgan, FEDS Notes: “The International Role of the US Dollar’ Post-COVID Edition, FEDS Note (2023), Carol Bertaut, Bastian von Beschwitz, Stephanie Curcuru up to 2022, JP Morgan estimates using this
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Chart 9: Cracks are forming in investor perceptions of the US dollar
Traditional positive correlation between Treasuries and USD recently disappeared
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Sources: Paul Krugman, Federal Reserve Bank of San Francisco, Bloomberg, CIBC Asset Management Inc. Sample is January 1, 2023 to June 13, 2025 using daily data.

CIBCO

75 ka A ”’l ‘\Q‘
A \

Apr-2025

5.1

4.9

4.7

4.5

4.3

41

3.9

%

10



Chart 10: Cracks are forming in investor perceptions of the US dollar
Recent data display a higher correlation between local US equity & USD/CAD returns

Correlation between local US equity & USD/CAD returns

50%

40% ® Prior to 2025 ® 2025 eeepLinear (2025)

30%
> 20%
E
g
o 10%
>
L
c 0%
=}
©
£ -10%
c
£
o -20% N oo

e °
o ogbe’ o o °
-30% 0ty °8° * .
® o ° ° °
° o ©®
-40% °
-50%
-20% -15% -10% -5% 0% 5% 10% 15% 20% 25% 30%

3-month change in USD/CAD

Sources: Bloomberg, CIBC Asset Management Inc. Sample is January 1, 1993 to June 16, 2025 using daily data.

CIBCO



Chart 11: Shifting asset correlations suggest important changes to hedge ratios
Minimum variance hedge ratio rises with correlations
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Chart 12: USD screens expensive against a broad set of currencies, including CAD
A high probability of CAD strength adds to the case for more hedging
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Disclaimers

The views expressed in this material are the views of CIBC Asset Management Inc. as of June 2025 unless otherwise indicated, and are subject to change at any time. CIBC Asset Management Inc. does not
undertake any obligation or responsibility to update such opinions. This material is provided for general informational purposes only and does not constitute financial, investment, tax, legal or accounting advice,
it should not be relied upon in that regard or be considered predictive of any future market performance, nor does it constitute an offer or solicitation to buy or sell any securities referred to. Individual
circumstances and current events are critical to sound investment planning; anyone wishing to act on this material should consult with their advisor. The material and/or its contents may not be reproduced
without the express written consent of CIBC Asset Management Inc. Past performance may not be repeated and is not indicative of future results. ® The CIBC logo and "CIBC Asset Management" are
registered trademarks of CIBC, used under license.

Forward-looking statements include statements that are predictive in nature, that depend upon or refer to future events or conditions, or that include words such as "expects", "anticipates”, "intends", "plans”,
"believes"”, "estimates”, or other similar wording. In addition, any statements that may be made concerning future performance, strategies, or prospects and possible future actions taken by the fund, are also
forward-looking statements. Forward looking statements are not guarantees of future performance. These statements involve known and unknown risks, uncertainties, and other factors that may cause the
actual results and achievements of the fund to differ materially from those expressed or implied by such statements. Such factors include, but are not limited to: general economic, market, and business
conditions; fluctuations in securities prices, interest rates, and foreign currency exchange rates; changes in government regulations; and catastrophic events. The above list of important factors that may affect
future results is not exhaustive. Before making any investment decisions, we encourage you to consider these and other factors carefully. CIBC Asset Management Inc. does not undertake, and specifically
disclaims, any obligation to update or revise any forward-looking statements, whether as a result of new information, future developments, or otherwise prior to the release of the next management report of
fund performance.

“Bloomberg®” is a service mark of Bloomberg Finance L.P. and its affiliates, including Bloomberg Index Services Limited (“BISL”), the administrator of the indices (collectively, “Bloomberg”) and have been
licensed for use for certain purposes by CIBC Asset Management Inc.. Bloomberg is not affiliated with CIBC Asset Management Inc., and Bloomberg does not approve, endorse, review, or recommend any
CIBC Asset Management Inc. products.
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