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USD: party like it’s 1999 or sell off like it’s 2002 — the
US midterms may hold the key

B The Al boom has delivered a positive demand shock to the US economy
so far in 2026, boosting both growth and inflation. The Fed hiked rates in ( \
September as a result and seems poised to hike again in December and ;v Head of G10 FX Strategy
beyond. This has encouraged FX investors to draw parallels between +44 20 7214 5289
2026 and 1999 — when the dot-com boom supported the US economy and 1 VRO Y BEEDER
inflation and forced the Fed to embark on a tightening cycle that only
peaked in late 2000. The USD BIS NEER rallied on the back of a growing Click below to experience our new
rate advantage, huge foreign capital inflows into the US and FDI. interactive data website:
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B The recent underperformance of technology stocks is a timely reminder RED MQUNTknalytlcs
of the risks for the USD associated with a potential reversal of the stock BYCREDITAGRICOLE CIB
market rally. The USD gains so far in 2026 have been driven by unhedged
foreign inflows into Al-linked US stocks and credit while demand for
USTs remained languished due to the very weak US fiscal position and
the weaponisation of the USD by the US.

B This leaves the USD vulnerable to a potential stop of foreign inflows into
risk-correlated US assets during periods of risk-off, especially if demand
for USTs stays weak. While we doubt that we are on the verge of a stock
market rout reminiscent of 2002 — when the dot-com boom turned into a
bust and weighed on the USD - an Al boom-bust cycle has now become
the biggest USD-downside risk in 2027, in our view.

B  The upcoming US midterms could act as a catalyst for further correction
in the US tech stocks in the coming months. Before the vote, the market
betting odds point at a decisive victory for the Democrats who have
called for slowing down of the data centre expansion and imposing
stricter government regulations of technological advances at the heart
of the Al-investment boom. A slowing Al boom could add to the growth
and inflation headwinds in the US and allow the Fed to cut rates in H227.

B In our recent FX focus piece, we used the ‘USD smile’ as a template for
our FX outlook but assume that it would start resembling a ‘smirk’ — to
reflect the reduced appeal of the USD during risk-aversion spikes due to
growing reliance on risk-correlated foreign capital inflows into the US.
We expect the USD to slide towards the bottom of the eponymous
smile/smirk, dragged down by a loss of rate advantage and portfolio
diversification flows in 2027.

USD: party like it’s 1999...

The Al boom has delivered a positive demand shock to the US economy so far in
2026, boosting both growth and inflation. The Fed hiked rates in September as a
result and seems poised to hike again in December and beyond. This has
encouraged FX investors to draw parallels between 2026 and 1999 — when the
dot-com boom supported the US economy and inflation and forced the Fed to
embark on a tightening cycle that only peaked in late 2000.

The USD BIS NEER rallied on the back of a growing rate advantage as well as
huge foreign capital inflows into the US and FDI between 1997 and 2002 (Figures
1 and 2). In Figure 1, we plot the USD NEER and REER vs the net foreign buying
of US stocks and corporate bonds as well as net FDI — shown as a share of GDP.
A look at the overall size of the net capital inflows would suggest that the Al-related
inflows lag the investment that fuelled the dot-com rally in 1999-2000.

As also shown in Figure 1, the foreign capital inflows into the US reversed sharply
in the quarters following the Worldcom accounting scandal in 2002. The Fed further
cut its rates aggressively in response to the 2001 US recession and this eroded
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the USD relative rate appeal across the board (Figure 2). All this ushered in a
period of pronounced USD weakness that lasted at least until 2005.

Fig 1. Net equity and credit portfolio flows as well as FDI vs USD NEER and REER
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...or sell off like it’s 20027

Recent underperformance of technology stocks was a timely reminder of the risks
for the USD associated with a potential reversal of the stock market rally. As
highlighted by recent US TIC flow data, the USD gains so far in 2026 have been
driven by (unhedged) foreign portfolio inflows into Al-linked US stocks and credit
while demand for USTs has languished (Figure 3). Foreign demand for UST could
remain weak from here due to:

1. The very weak US fiscal position; and
2. The weaponisation of the USD by the US.

All this leaves the USD very vulnerable to a potential stop of foreign inflows into
risk-correlated US assets during periods of risk-off, especially if demand for USTs
stays structurally weak. While we doubt that we are on the verge of a stock market
rout reminiscent of 2002 (see also Figure 1), an Al boom-bust cycle has now
become the biggest USD-downside risk in 2027, in our view.

Fig 2. USD NEER vs spread: 2Y US rate vs G9 average Fig 3. Demand for US stocks has dwarfed UST buying
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Midterms hold the key?

Recent client meetings have suggested that many investors worry that the US
midterms could act as a catalyst for a more notable correction in the US tech stocks
in the coming months. Ahead of the vote, the market betting odds point at a
decisive victory for the Democrats that could allow them to gain control over both
the US House and Senate (Figure 4). On the campaign trail, the Democrats have
repeatedly called for slowing down data centre expansion and further imposing
stricter government regulations of technological advances at the heart of the Al-
investment boom.
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Investors have already started questioning the longevity of the tech-stock market
rally and the ability of the technology companies to continue to spend and invest
at the current breakneck pace. Growing borrowing and energy costs have already
eroded the profitability of many Al-related investments. Any legislative constraints
to data centre expansion and/or an increase of regulatory oversight could add to
the costs and reduce profitability.

Furthermore, the impact of the Al-investment cycle has recently transcended the
US technology sector and its economic footprint covers several other sectors in the
US economy such as manufacturing, construction and services. If we were to
experience an Al-investment slowdown in the wake of the midterms, this could add
to the growth and inflation headwinds in the broader US economy and even force
the Fed to cut rates in H227.

Our US economist expects US growth to cool down and inflation to slow down
notably in 2027. The softening economic outlook is partly due to a loss of
momentum of the Al-investment boom and further reflects the expectation of
renewed slackening of the labour market that could result in the softening of US
domestic demand. Because of that, we expect the Fed to reverse some of its earlier
tightening and to cut rates twice before the end of next year. This is a more dovish
outlook than is currently priced in by the rates markets (Figure 5).

Fig 4. Market betting odds ahead of the midterms: Fig 5. Crédit Agricole CIB Fed rate hike expectations vs
growing expectation of Democrat sweep of US Congress| US OIS implied rate
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USD outlook
From USD smile to USD smirk

Turning to the USD outlook, for our analysis we use the USD smile — the framework
that links the currency performance to the prospects for higher US rates and/or
risk-aversion spikes. In Figure 6, we show two paths for the USD smile using a
green and a green dashed line respectively. Our goal is to illustrate the impact from
the increase of risk-correlated capital inflows into the US that we observed in the
last three years.

We have discussed that topic on several occasions and most recently as part of
our FX market outlook. Our conclusion is that the growing importance of foreign
buying of US risk-correlated assets has rendered the USD a less-attractive safe-
haven during bouts of escalating risk aversion. This is why the ‘new USD-smile’ is
starting to resemble a ‘smirk’ that points at less pronounced USD gains in response
to risk aversion spikes (eg, the dashed green line in Figure 6).

USD outlook: two scenarios

Also shown in Figure 6 are the two main scenarios that we consider for the next 6-
12 months.

1. Main scenario: under our central scenario, we expect a slowing growth and
inflation outlook to reduce the relative rate appeal of the USD and thus push it
towards the bottom of the USD smile/smirk (Figure 6). Another important
assumption we make is that the slowing Al-investment boom and its negative
impact on US domestic demand would erode the international appeal of USD-
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denominated assets. Concerns about fiscal dominance over the Fed and thus
lower US rates and yields could abound while de-dollarisation flows could
intensify. In all, we expect portfolio diversification out of the USD to go up a
notch next year.

Fig 6. The USD smile/smirk and our USD outlook
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2. Risk scenario: under our risk scenario, we assume that the Al boom turns
into a bust and triggers a negative demand shock to the US economy. Another
risk we consider is persistently high energy prices that fuel US (and global)
stagflationary headwinds. We see market risk aversion surging and thus giving
the USD a boost, under the risk scenario. As highlighted above, the USD may
struggle to benefit fully due to its growing exposure to risk-correlated foreign
capital inflows (eg, the dashed green line in Figure 6).
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FX Research advanced tools

With Red Mount Analytics, we are setting a new standard for market intelligence
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Valuation and methodology

Based on their expertise, each analyst defines the information that is relevant to produce their recommendations. This information may change over time. All

recommendations focus on FX instruments, either G10 FX spot or G10 FX derivative markets. Crédit Agricole CIB is currently disclosing investment recommendations

either at the issuer level, at the financial instrument level or at the country level. Credit Agricole CIB investment recommendations are based on a risk and reward analysis:

(] Risk analysis may be conducted at the financial instruments level. Among the information normally used to define the risks, are (1) publications produced by other
research teams within Crédit Agricole CIB (Economics, FX, Credit Research, Emerging Markets), (2) country analysis, (3) regulatory filings; (4) regular discussions
with relevant stakeholders such as experts or regulatory bodies or (5) any other publicly available sources.

) Reward analysis is usually based on valuation models. Valuation may be based on proprietary models or external models provided by sources considered as reliable
(eg, Bloomberg). Among other factors, valuation models may be based on relative value models, quantitative models, cross-asset models.

[ Investment recommendations may also be based on other technical aspects, including positioning flows and observing the market and underlying movements in
particular instruments or issuers. This analysis will take into account key criteria such as market liquidity of the financial instrument at the time of production of the
recommendation.

Any change in recommendation is disclosed via specific documents indicating both the new and the previous recommendation and the rationale backing the change.

Credit Agricole CIB expressly disclaims any responsibility for: (i) the accuracy of the models or estimates used in deriving the recommendations; (ii) any errors or omissions
in computing or disseminating the valuations: and (iii) any uses to which the recommendations are put. Any valuation provided may be different from the valuation of the
same product that Credit Agricole CIB may use for its own purposes, including those prepared in its own financial records.

MiIFID Il contact details
Please send your questions on MiFID Il to:

research.mifid2@ca-cib.com

CDZ CREDIT AGRICOLE CIB


https://www.ca-cib.com/sites/default/files/2017-02/2016-05-04-cacib-fx-disclosure-april-2016_0.pdf
mailto:research.mifid2@ca-cib.com

FX Focus 27 October 2026 (09:13 CET)

Disclaimer

© 2026, CREDIT AGRICOLE CORPORATE AND INVESTMENT BANK All rights reserved.

This research report or summary has been prepared by Crédit Agricole Corporate and Investment Bank or one of its affiliates (collectively “Crédit Agricole CIB”)
from information believed to be reliable. Such information has not been independently verified and no guarantee, representation or warranty, express or implied,
is made as to its accuracy, completeness or correctness.

This report is provided for information purposes only. Nothing in this report should be considered to constitute investment, legal, accounting or taxation advice
and you are advised to contact independent advisors in order to evaluate this report. It is not intended, and should not be considered, as an offer, invitation,
solicitation or personal recommendation to buy, subscribe for or sell any of the financial instruments described herein, nor is it intended to form the basis for
any credit, advice, personal recommendation or other evaluation with respect to such financial instruments and is intended for use only by those professional
investors to whom it is made available by Crédit Agricole CIB. Crédit Agricole CIB does not act in a fiduciary capacity to you in respect of this report.

Crédit Agricole CIB may at any time stop producing or updating this report. Not all strategies are appropriate at all times. Past performance is not necessarily
a guide to future performance. The price, value of and income from any of the financial instruments mentioned in this report can fall as well as rise and you may
make losses if you invest in them. Independent advice should be sought. In any case, investors are invited to make their own independent decision as to
whether a financial instrument or whether investment in the financial instruments described herein is proper, suitable or appropriate based on their own
judgement and upon the advice of any relevant advisors they have consulted. Crédit Agricole CIB has not taken any steps to ensure that any financial
instruments referred to in this report are suitable for any investor. Crédit Agricole CIB will not treat recipients of this report as its customers by virtue of their
receiving this report.

Crédit Agricole CIB, its directors, officers and employees may have financial interests or may effect transactions (whether long or short) in the financial
instruments described herein for their own accounts or for the account of others, may have positions relating to other financial instruments of the issuer thereof,
or any of its affiliates, or may perform or seek to perform securities, investment banking or other services for such issuer or its affiliates, within the regulatory
framework set by Article 37 of Delegated Regulation (EU) 2017/565. Crédit Agricole CIB may have issued, and may in the future issue, other reports that are
inconsistent with, and reach different conclusions from, the information presented in this report. Without prejudice to the requirements arising from Article 4 of
Delegated Regulation (EU) 2016/958, Crédit Agricole CIB is under no obligation to ensure that such other reports are brought to the attention of any recipient
of this report. Crédit Agricole CIB has established a “Policy for Managing Conflicts of Interest” which is available upon request. A summary of this policy is
published on the Crédit Agricole CIB website conflict of interest | Crédit Agricole CIB. This policy also applies to the investment research activity.

None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party without the prior
express written permission of Crédit Agricole CIB. To the extent permitted by applicable securities laws and regulations, Crédit Agricole CIB accepts no liability
whatsoever for any direct or consequential loss arising from the use of this document or its contents.

France: Crédit Agricole Corporate and Investment Bank is authorized and regulated by the Autorité de Contréle Prudentiel et de Résolution (“ACPR”) and
supervised by the European Central Bank (“ECB”), the ACPR and the Autorité des Marchés Financiers (“AMF”). Crédit Agricole Corporate and Investment
Bank is incorporated in France with limited liability. Registered office: 12, Place des Etats-Unis, CS 70052, 92 547 Montrouge Cedex (France). Companies
Register: SIREN 304 187 701 with Registre du Commerce et des Sociétés de Nanterre. United Kingdom: Crédit Agricole CIB is authorised and regulated by
the Autorité de Contrdle Prudentiel et de Résolution (the “ACPR”) and supervised by the European Central Bank (the “ECB”), the ACPR and the Autorité des
Marchés Financiers (the “AMF”) in France. Crédit Agricole CIB London Branch is authorised by the Prudential Regulation Authority and subject to regulation
by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Financial
Conduct Authority and the Prudential Regulation Authority are available from Crédit Agricole CIB London on request. Crédit Agricole Corporate and Investment
Bank is a public limited company (“société anonyme”) under French law, incorporated in France under SIREN number 304187701 at the Nanterre Trade and
Companies Registry, with limited liability and its head office address at 12, Place des Etats-Unis, CS 70052, 92547 Montrouge Cedex, France. It is registered
in England and Wales as an overseas company at Companies House under company number FC008194, with a UK establishment at Broadwalk House,
5 Appold Street, London, EC2A 2DA, United Kingdom (UK establishment number BR001975). United States of America: This research report is prepared by
Crédit Agricole Corporate and Investment Bank and is distributed in the United States solely to persons who qualify as “Major U.S. Institutional Investors” as
defined in Rule 15a-6 under the Securities and Exchange Act of 1934 and who deal with Crédit Agricole Corporate and Investment Bank. This report does not
carry all of the independence and disclosure standards of a retail debt research report or a research report prepared by a U.S. broker-dealer. Recipients of this
research in the United States wishing to effect a transaction in any security mentioned herein should do so by contacting Crédit Agricole Securities (USA), Inc.
(a broker-dealer registered with the Securities and Exchange Commission (“SEC”) and the Financial Industry Regulatory Authority (‘FINRA”). The delivery of
this research report to any person in the United States shall not be deemed a recommendation of Crédit Agricole Securities (USA) Inc. to effect any transactions
in the securities discussed herein or an endorsement of any opinion expressed herein. This report shall not be re-distributed in the United States without the
consent of Crédit Agricole Securities (USA) Inc. Italy: Crédit Agricole Corporate and Investment Bank is authorised and regulated by the Autorité de Controle
Prudentiel et de Résolution (the “ACPR”) and supervised by the European Central Bank (the “ECB”), the ACPR and the Autorité des Marchés Financiers (the
“AMF”) in France. Crédit Agricole Corporate and Investment Bank Milan Branch is subject to supervision by the Bank of Italy and by the Commissione nazionale
per le societa e la borsa (‘CONSOB”). This report is not intended, and should not be considered, as an offer, invitation, solicitation or recommendation to buy
or sell any of the financial instruments described herein. This report is not intended, and should not be considered, as advice on investments in securities under
the Consolidated Financial Law (Legislative Decree No. 50 of 24 February 1998) and can only be distributed to, and circulated among, professional investors
(controparti qualificate), as defined by the relevant Italian securities legislation. Spain: This report may only be distributed to professional investors (as defined
in Article 194 of Law 6/2023, of 17 March, of the Securities Markets and the Investment Services, and Article 112 of Royal Decree 813/2023, of 8 November,
on the legal regime for investment services firms and other entities providing investment services) and cannot be distributed to other investors that do not fall
within the category of professional investors. Hong Kong: Distributed by Crédit Agricole Corporate and Investment Bank, Hong Kong branch, an authorized
financial institution registered with the Securities and Futures Commission for Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising
on corporate finance) regulated activities with Central Entity Number AAK816. This research report has not been reviewed or authorised by any regulatory
authority in Hong Kong and is available only for professional investors within the meaning of the Securities and Futures Ordinance (Cap.571) and its subsidiary
legislations. Japan: Distributed by Crédit Agricole Securities Asia B.V. which is registered for financial instruments business in Japan pursuant to the Financial
Instruments and Exchange Act (Act No. 25 of 1948), and is not intended, and should not be considered, as an offer, invitation, solicitation or recommendation
to buy or sell any of the financial instruments described herein. This report is not intended, and should not be considered, as advice on investments in securities
which is subject to the Financial Instruments and Exchange Act (Act No. 25 of 1948). Singapore: Crédit Agricole Corporate and Investment Bank, Singapore
branch (“CACIB SG”) may distribute information/research produced by its head office Crédit Agricole Corporate and Investment Bank incorporated in France,
pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Credit Agricole Corporate and Investment Bank only distributes to
accredited, expert, or institutional investors (in each case, as defined in the Securities and Futures Act 2001).

Switzerland: This report is provided only to institutional clients and/or professional clients within the meaning of the Swiss Financial Services Act and in strict
compliance with applicable Swiss law. This document is not a prospectus within the meaning of Swiss Financial Services Act. The products mentioned in this
document may not be suitable for all types of investors. Germany: This report may only be distributed to institutional investors. Australia: Distributed to wholesale
investors only. This research, and any access to it, is intended only for “wholesale clients” within the meaning of the Australian Corporations Act.

THE DISTRIBUTION OF THIS DOCUMENT IN OTHER JURISDICTIONS MAY BE RESTRICTED BY LAW, AND PERSONS INTO WHOSE POSSESSION
THIS DOCUMENT COMES SHOULD INFORM THEMSELVES ABOUT, AND OBSERVE, ANY SUCH RESTRICTIONS. BY ACCEPTING THIS REPORT,
YOU AGREE TO BE BOUND BY THE FOREGOING.

CDZ CREDIT AGRICOLE CIB



