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The only easy day was yesterday. That may seem like an
unusual way to describe a year shaped by ongoing energy
disruptions, rising trade uncertainty and a rapidly expanding
artificial intelligence (Al) investment cycle. But the forces
supporting markets are increasingly colliding with the risks they
were expected to overcome. Renewed threats to global shipping
are reviving inflation concerns, tariffs have returned to the centre
of the market narrative and advances in Chinese technology

are challenging some of the assumptions underpinning the Al
investment cycle.

Nowhere has the pattern been clearer than in energy
markets. Investors have repeatedly treated de-escalation in

the Middle East as evidence that the energy shock was nearing
an end. Qil prices fell, inflation concerns receded and attention
shifted back towards resilient growth and Al. Yet, reopening
the Strait of Hormuz is not the same as securing it. Repeated
shifts between disruption and de-escalation have widened

the range of possible outcomes, with markets placing a higher
probability that normalization fails again. That uncertainty might
persist for years until alternative infrastructure can reduce the
world’s dependence on shipping through Hormuz. The world
will eventually become more resilient to such shocks but also less
efficient.

That transition is not necessarily more bearish, but it

is less forgiving. Long-term bond yields are increasingly
being shaped by fiscal supply and term premia as much as
monetary policy (graph 1). Equity markets continue to reward
firms positioned to benefit from Al and other critical network
buildouts, but concentrated leadership and elevated expectations
leave less room for disappointment. Meanwhile, recurring
geopolitical and trade disruptions make it harder for markets to
treat periods of relief as permanent. The global economy may
have avoided recession, but the measures required to absorb
yesterday's disruptions have made the next stage of the cycle
more expensive.
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Term Premia Becoming a Clearer Driver of Nominal Yields

Average level of 10-year expected short rate and term premium*

1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025

W Expected short rate Term premium

*Countries include Australia, Canada, Germany, Japan, United Kingdom and United States
Bloomberg and Desjardins Economic Studies

ECONOMIC TRENDS AND INTEREST RATES

This environment remains difficult for fixed income.

The Al investment cycle is becoming a key source of growth

in the United States and other countries closely connected

to that network (graph 2). Spending tied to resilience and Al
infrastructure has offset some of the drag from higher energy
prices, limiting the slowdown in economic activity. But that has
also raised the threshold for a conventional bond rally. Without a

Graph 2
Al-Related Investment a Larger Driver of Real GDP in the US
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more decisive deterioration in growth, inflation uncertainty and
elevated financing requirements could continue to outweigh the
appeal of duration.

More recently, bond yields have been shaped by rising
inflationary pressures emerging from several directions.
Higher energy prices are lifting transportation and production
costs, tariffs are increasing the price of traded goods and the Al
buildout is generating substantial demand for equipment, power
and infrastructure. These common pressures have increased

the co-movement of bond yields across major jurisdictions,
particularly at the long end of the curve (graph 3). But common
pressures need not produce common policy responses. For
monetary policymakers, the key questions are whether these
pressures persist, how broadly they spread and the starting point
for underlying inflation.

Graph 3
10-Year Nominal Yields Are More Correlated
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Both exposure to these inflation pressures and the
starting point for policy vary considerably across regions.
Europe remains the most exposed to energy disruptions,
although its more limited participation in the Al investment

cycle reduces that source of demand pressure. North America

is relatively insulated from the energy shock, but the United
States is more exposed to price pressures from tariffs and the

Al buildout. US inflation is also starting from a higher level
(graph 4), meaning it would take a sustained run of soft readings

Graph 4
Inflation Starting from a Much Lower Point in Canada
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for the Federal Reserve’s preferred measure to return to its 2%
target. Canada has a more favourable starting point. Underlying
inflation is considerably softer, and unusually strong readings
would be required to push these measures above 3%.

These common inflationary forces are therefore unlikely
to produce common policy responses across regions. \We
expect the ECB to deliver another rate increase later this year,
while the Bank of England is also likely to resume tightening.
Those forecasts are broadly consistent with market pricing. Our
main disagreement with market pricing is in North America,
where investors continue to see rate increases from both the
Federal Reserve and the Bank of Canada. While our Fed call is in
jeopardy, we still expect both central banks to remain on hold for
the rest of the year.

Canadian bonds continue to outperform on a relative
basis in this environment. Across the curve, yields on
Canadian bonds have risen less, likely reflecting less pronounced
inflationary pressures and softer economic growth (graph 5).
Investors also continue to require relatively less compensation

to own Canadian long-term debt (graph 6). That advantage is
particularly evident compared to the United States, where stickier
inflation, larger fiscal deficits and uncertainty surrounding the
Federal Reserve's strategy have added to volatility at the long end
of the Treasury curve.
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Yields Rising Faster Outside of Canada
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Graph 6
Canadian Term Premia Lower Relative to Other Jurisdictions
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Table 1
Retail Rate Forecasts
Discount . N
rate Prime rate Mortgage rate Term savings
% 1-year 3-year 5-year 1-year 3-year 5-year
Realized
End of month
January 2026 2.50 4.45 5.84 6.05 6.09 2.45 2.52 2.75
February 2026 2.50 4.45 5.84 6.05 6.09 2.45 2.45 2.75
March 2026 2.50 4.45 5.49 6.05 6.09 2.45 2.52 2.75
April 2026 2.50 4.45 5.49 6.05 6.09 2.70 2.75 2.75
May 2026 2.50 4.45 5.49 6.05 6.09 2.70 2.75 2.75
June 2026 2.50 4.45 5.49 6.05 6.09 2.70 2.55 2.75
July 2026 2.50 4.45 5.49 6.05 6.09 2.70 2.55 2.75
Forecast
End of quarter
Q3 2026 2.50 4.45 5.45 5.85 5.95 2.70 2.55 2.80
Q4 2026 2.50 4.45 5.40 5.65 5.85 2.70 2.60 2.85
Q12027 2.50 4.45 5.35 5.75 5.75 2.70 2.65 2.90
Q2 2027 2.75 4.70 5.30 5.75 5.70 2.70 2.70 2.95
End of year
2026 2.50 4.45 5.40 5.65 5.85 2.70 2.60 2.85
2027 3.00 4.95 5.20 5.40 5.60 2.70 2.75 3.05
2028 3.00 4.95 5.10 5.20 5.40 2.70 2.75 3.05

* Non-redeemable (annual).

NOTE: Retail rate forecasts are based on the historical relationship between retail rates and the borrowing costs of Canadian financial institutions

and do not reflect the pricing strategies of Desjardins Group.
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EXCHANGE RATE

The US dollar remains on stable footing following a bout
of weakness in 2025. Renewed disruptions in the Middle East
have supported demand for liquidity, reinforced expectations that
US interest rates could remain higher for longer and highlighted
America’s relative energy security. Together, these forces have
pushed the greenback higher against most major currencies, with
the dollar index recently trading near its 2026 high.

But the source of US dollar demand is changing. Foreign
investors have become more selective about holding US
government debt as large fiscal deficits, heavy issuance and the
use of financial sanctions encourage reserve diversification. At
the same time, capital continues to flow towards US equities

at the centre of the Al investment cycle. That's supportive of
US dollar strength, but potentially less durable. Unlike official
reserve demand, equity flows are more sensitive to earnings,
valuations and the ability of US firms to capture the returns
from Al investment. Recent advances by Chinese technology
companies could challenge the margins and scarcity premiums
embedded in US technology valuations, weakening an important
source of dollar demand if equity leadership begins to fade.

For now, however, higher yields, relative energy security and
continued demand for US equities make a sustained decline in
the greenback difficult to envision.

The Canadian dollar remains constrained by trade
uncertainty, and we expect limited appreciation this year.
Avoiding a breakdown in CUSMA negotiations is not the same
as restoring long-term certainty. The latest tariffs on Canadian
goods were broadly consistent with our expectations, and
negotiations are likely to remain volatile before a more durable
agreement can be reached. Higher energy prices can provide
support, but they are unlikely to fully offset the trade-related
discount embedded in CAD. We expect the Canadian dollar to
strengthen more meaningfully next year as trade uncertainty
recedes and interest rate differentials between Canada and the
United States narrow.
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Table 2
Currency Forecasts

2024 2025 2026 2027
End of period Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3f Qaf Qif Q2f
C$/USS 1.44 1.44 1.36 1.39 1.37 1.39 1.42 1.42 1.40 1.38 1.37
uss/cs 0.70 0.70 0.73 0.72 0.73 0.72 0.70 0.70 0.71 0.72 0.73
CS/€ 1.49 1.56 1.60 1.63 1.61 1.61 1.62 1.59 1.58 1.57 1.56
uss/€ 1.04 1.08 1.18 1.17 1.17 1.16 1.14 1.12 1.13 1.14 1.14
USS/E 1.25 1.29 1.37 1.34 1.35 1.32 1.33 1.30 1.30 1.32 1.33
f: forecast

Bloomberg and Desjardins Economic Studies

EQUITIES AND CREDIT The Al trade is also entering a more selective phase.

Following an extraordinary rally, semiconductor stocks have
experienced several bouts of heavy profit-taking. Investors

are differentiating between companies supplying scarce Al
infrastructure and those committing capital to consume it.
Hyperscaler earnings illustrate the dilemma. Aggressive spending
guidance supports demand for semiconductors, servers and data
centres, but can weigh on hyperscaler valuations if investors
become concerned about free cash flow and the eventual return
on that investment. Rising Chinese competition adds to the wall
of worries surrounding Al expenditures.

Equities can still perform well in this environment.
Economic activity remains strong, particularly in the US, and that
has been supporting earnings growth (graph 7). Firms connected
to Al, energy, infrastructure and strategic supply chains stand to
benefit directly from the resilience of the investment cycle. But
the tradeoff is upward pressure on discount rates and greater
dispersion (graph 8). The result is a market that can weather
incoming shocks at the index level while becoming less forgiving
beneath the surface.

Graph 7 ] ) o Leverage has made this transition disorderly in some
Fundamentals Still Supporting Equity Prices jurisdictions. South Korea provides the clearest example.
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Graph 9
Graph 8 South Korea Equities Experiencing Extreme Volatility
Individual Equities Becoming Less Correlated
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3-month rolling S&P 500 constituent correlation %
Correlation 20
100 15 4
80 "] ; | Ly A [
60 P TR 'l VI B P T A P T T R T
5] [T LI L | [ IR NI
40 0 U ' " | | | " |
20 -15 -

2026-01-02 2026-02-02 2026-03-02 2026-04-02 2026-05-02 2026-06-02 2026-07-02
mmDaily change +/-5% — +/-10%

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

Bloomberg and Desjardins Economic Studies
Bloomberg and Desjardins Economics Studies

AUGUST 10, 2026 | INVESTMENT STRATEGY AND INTEREST RATE ANALYSIS = 4



A s

O Desjardins

The scale of the buildout is also making the Al trade more
sensitive to long-term interest rates. Hyperscaler capital
spending is expected to reach roughly US$700-800 billion

in 2026, approximately double the amount spent in 2025,

with a growing share being financed through debt markets.
Hyperscalers have been tapping bond markets globally, typically
favouring longer maturity issuance. While these investments
should support earnings, they also increase demand for physical
resources, which can contribute to inflation pressures. The
additional bond supply can also lift term premia. Both can
increase the discount rate applied to Al-related earnings, creating
a circularity in which the investment supporting the cycle also
makes valuations harder to sustain. So while valuations on some
of these hyperscalers have been stabilizing or improving, their
credit default swaps have been widening, reflecting this risk.

Financing requirements are increasingly visible in credit
markets. In Canada, Amazon issued a record C$14 billion of
Canadian-dollar debt in June, surpassing Alphabet’s C$8.5 billion
transaction only one month earlier. Meta has also announced

a more than C$13 billion data centre in Alberta, adding to
expectations that technology companies will continue tapping
Canadian capital markets to finance the buildout.

ECONOMIC STUDIES

The challenge remains finding viable diversification away
from the technology theme. Emerging markets have become
more dependent on the same Al capex cycle supporting US
equities, as evidenced by the recent price action. Canadian
equities remain a key pillar of that diversification, and we expect
continued strength going into the end of the year. However,
headwinds from trade should continue to weigh on returns in the
near term.

Table 3
Asset Class Returns (%)
Cash Bonds Canadian us International Exchange
stocks stocks stocks rate

3-month Bond S&P/TSX S&P 500 MSCI EAFE CS/USS
End of year T-bill index* Indexn Index (US$)A Index (US$)A (% change)t
2014 0.9 8.8 10.6 13.7 -4.5 9.4
2015 0.5 3.5 -8.3 1.4 -0.4 19.1
2016 0.5 1.7 21.1 12.0 1.5 -2.9
2017 1.1 2.5 9.1 21.8 25.6 -6.4
2018 1.7 1.4 -8.9 -4.4 -13.4 8.4
2019 1.7 6.9 229 315 22.7 -4.8
2020 0.1 8.7 5.6 18.4 8.3 -2.0
2021 0.2 -2.5 25.1 28.7 11.8 -0.8
2022 4.3 -11.7 -5.8 -18.1 -14.0 7.2
2023 5.1 6.7 11.8 26.3 18.9 -2.2
2024 3.1 4.2 21.7 25.0 4.3 8.6
2025 2.5 2.6 31.7 17.9 32.0 -4.6
2026 forecast 2.3 2.5 14.5 15.0 11.0 -2.1
Range 1.5t0 3.0 1.0to 5.0 0to 20.0 0to 22.0 -3.0to0 16.0 -5.0t0 0.0
2027 forecast 2.6 4.0 12.0 12.0 9.4 3.7
Range 1.8 to 3.5 2.0to7.0 -5.0to 20.0 -5.0t0 20.0 -5.0to 18.0 -2.0to0 5.0

* FTSE Canada Universe Bond Index

A Dividends included

1 Negative = appreciation, positive = depreciation.
Bloomberg and Desjardins Economic Studies
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