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1 — 3 Month Outloock - Upsrde potentral to USDICAD

We are maintaining our near-term bullish USD/CAD view on
continued concerns that riskier asset classes, especially
equities, might be too aggressively priced for a perfect global
economic recovery. A further downward correction in equity
and commodity prices should drive USDYCAD toward our

target of 1.14 as dlobal forces continue fo overshadow'FX :

trends. Local developments are slowly starling to reassert
themselves as potential CAD drivers. Although Chinese stocks
underwent a major correction in August — at one stage down

24% from the 2009 peak — global stocks are still trading .olos_é _ -
to their 2009 highs. The MSCI world index is down only 5%

from its Aug 28, 2009 peak after rallying 60% during the prior
six months. Base metal and crude oil prices exhibit a broadly
similar trend '
the risk of an erratic global recovery as opposed to a smooth

V-shaped trend, further downside corrections can be expected

in riskier asset classes within the next few months, weighing
on commodity currencies.

Locally, the economy is expected to show increasing signs of
the recovery. Retail sales are once again increasing. The
economy is also expected to start showing the positive impact
from the fiscal stimulus announced in January. Also, the
increase in US manufacturing |SM data and the US “cash for
clunkers” program bode well for Canada's manufacturing
sector in H2 09. These developments set the stage for a more
sustainable CAD rally in 2010. Although political uncettainty
could temporarily weigh on CAD, we expect any politically-
induced moves to be moderate and fleeting irrespective of
whether the government is toppled or survives into 2010.

6 — 12 Month Qutlook — CAD closer to parity

The BoC is unlikely to soon drop its conditional commitment to
keep rates unchanged till June 2010. However, as the
economy recovers, the market will gither start pricing in earlier
rate hikes or more aggressive rate hikes once the
normalization process starts. Either outcome should support
CAD strength; and together with a global economic recovery,
CAD is expected to embark on a renewed path of appreciation,
albeit at a slower pace than seen between March and July 09.
Dips toward parity remains a clear possibility in 2010.
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