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Global Economy is Growing at Slower Pace
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« US/Canada are still stable

Eurozone/UK economies are showing clear signs of slowing growth
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China has De-Coupled for Idiosyncratic Reasons

Slowdown in Real Estate Sector Matters for Chinese Economy Gauge of ‘Stringent’ Measures in Place are Still Near Peak
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Inflation May Be Close to Peaking, But...

Service Inflation Should Remain Elevated US OER is Still Rising
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Inflation May Be Close to Peaking, But...

Household Expectations for Future Inflation are Up Food Prices and Wages are Rising, Not Falling
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Other factors that will support inflation include: permanent damage to supply chains, increased trade barriers, Russia/Ukraine shock
+ sanctions

Also, services inflation is now the main driver for inflation and tends to be far more ‘stickier’
Bottom line — the path back to target will continue to require tighter financial conditions
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Financial Conditions are Still Some Ways Away From Restricting Activity
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*Negative number indicates conditions are tighter
Source: ISM, CIBC Capital Markets

Activity still remains healthy and consistent with expansion in the US
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Financial Conditions are Still Some Ways Away From Restricting Activity

Most Labour Markets Remain Tight
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Real Policy Rates Still Remain Too Stimulative
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Meanwhile, inflation rates remain at generational highs for most countries

CIBCO



However, The Risks Have Risen...

Change in Debt Burden Since the Pandemic Began
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= For alot of countries, real economic activity is now much more sensitive to tighter financial conditions

=  To summarize...

Change in Nominal House Prices Since Pandemic Began
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= Global financial conditions still have LOTS of more room to tighten

= The path of least regret is still for central banks to tighten policy aggressively

Nz

=  We’'re not at ‘peak hawkishness’ from developed market central banks yet

= Some countries are more exposed than others — as conditions tighten, this will drive FX

CIBCO

Canada

Australia

Sweden

us

Germany

Norway

UK

France

Switz.
S. Africa

Italy

Japan

Spain



Key FX Drivers So Far

Responsive to Inflation Has Mattered... ...As Has Market Expectations for Fed Terminal

Change vs. USD, Quarter-to-Date DXY
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Front-end spreads have been less of a major driver for USD pairs this year
Instead, real policy rates and market expectations for Fed terminal have been important factors so far
Long-end spreads have also been a key driver as well for various reasons (QT/more central bank influence in the long-end)
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Why the USD Should Continue to Outperform...
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*Circles indicate end of tightening cycle
Source: CIBC Capital Markets

The Fed has never exited a hiking cycle with negative real rates in modern history

Either inflation will need to come off aggressively (which will be difficult given the sticky/persistent nature of service-led price pressures) or the
Fed hikes aggressively
The latter is very constructive for the USD
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The USD Should Also Benefit From the Risk-Off Channel
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Source: CIBC Capital Markets

« With financial conditions still loose, central banks still have the all-clear to pare balance sheets
« As they do, global liquidity will be contract at the margin — which is a risk to hitherto overvalued risk assets
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The USD Should Also Benefit From the Risk-Off Channel

Contraction in Global Liquidity Will Continue to Hit Risk...

Global Liquidity Proxy (y/y %, L) ——SPX (y/y %, R)
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...And Support the USD
30% ——— USD index (y/y %)
Global Liquidity Proxy (y/y %)

20%

10%

0%

Source: CIBC Capital Markets

= The contraction in central bank balance sheets should also lift the floor to realized volatility in the cross-asset space
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Thoughts on the EUR and the JPY

The EUR is Exposed to Peripheral Spreads Widening USD/JPY is a Story of Fed/BoJ Divergence in the Long-End
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For the EUR: Wider peripheral spreads serve to undermine positive effects of ECB normalization and hit the EUR at the margin
» Looking ahead — slower path to neutral + recession risks will keep ECB policy capped

For the JPY: BoJ is keeping the 10yr JGB yield lower than it should be — this transfers the volatility from rates to FX and has led to a cheaper
JPY

Looking ahead — MoF intervention won'’t work if done unilaterally. The BoJ has to widen the tolerance band and/or remove YCC
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The Factors Behind USD/CAD

Rolling 100-Day Correlation with USD/CAD
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USD/CAD Factor Model — Standardized Residuals
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Why Canada Will Need to Go Slower on Rate Hikes

Change in House Price Index Since Q4 2019 Debt Exposure Has Increased in Canada
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CAD Households Haven’t De-Levered
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US households de-levered after the 2008 crisis, while Canadian households haven’t gone through this process yet
« Debt servicing costs are higher in Canada

» This is a speed limit for the BoC
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Why We Think USD/CAD is Headed Higher...

BoC Usually Lags the Fed in Terms of Hikes Markets are Pricing in a More Aggressive Cycle for the BoC
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Oil Prices Can’t Help CAD as Much...

CAD Oil and Gas Capex as a Percentage of GDP Total US Imports of Crude Oil Has Trended Lower Over Time
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