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Amid U.S. Dollar’s Appreciation against the Yuan, Reversal is Inevitable
due to Diminishing Impact of U.S. Monetary Policy Tightening

Executive Summary

U.S. dollar has showed strength against a basket of other currencies including the yuan since the Fed
initiated the current interest rate hike cycle in March 2022 from near zero percent that is unrivaled for
decades in terms of the scale and pace of the increases. Within a relatively short span of about 17 months,
the Fed funds rate! has seen an upward spiral to the current level of 5.25%-5.50%. Arising from the rate
differential, U.S. dollar has become more attractive to people abroad on the lookout for higher returns with
minimal risk. Therefore, investing in U.S. dollar deposits and Treasury securities has been increasingly popular,
which in turn help buoy the currency due to its heightened demand.

Future path of the U.S. monetary policy is uncertain. Some Fed officials opined that more hikes are needed
to prevent inflation from regaining momentum after total (headline) Consumer Price Index (“CPI”) has eased
to 3.2% Y/Y in July 2023 from the recent peak of 9.1% Y/Y registered in June 2022. Alternatively, the Fed’s
preferred gauge, core Personal Consumption Expenditures (“PCE”) Price Index, moderated only to 4.10% Y/Y
in June 2023 after reaching the recent high of 5.42% in February 2022. However, other policy makers believe
that current interest rates are already in the restrictive zone or close to it so that they are in favor of pausing
rate hike for now and let the full impact of previous rate increases on economic activity and inflation to be
reflected in macroeconomic data before making the next move. That is the rationale behind the current
approach that forthcoming monetary policy decisions will be data dependent and on a meeting by meeting
basis.

We believe the U.S. dollar index, a proxy for the relative strength of the dollar against six other currencies,
may have been peaked after hitting a recent high of approximately 115 in September 2022. Ever since the
index retreated back to the vicinity of 100 around mid-July 2023 before rebounding to the 103 level lately. It
is because the following factors are serving as headwinds, capping further gains of the U.S. dollar.

e Although the debt ceiling impasse was resolved in early June 2023, skyrocketing budget deficits are
worrisome. According to the projections released in June 2023 by the U.S. Congressional Budget Office
(“CBQ”), total federal budget deficit (primary deficit plus net interest outlays) will account for 10%
of the country’s GDP in 2053, a level not seen in the past 100 years except during the World War |l
and the COVID-19 pandemic, up from an estimated 5.8% in 2023. The dramatic increase is attributable
mainly to anticipated higher net interest outlays and increased spending on retirement benefits and
healthcare;

e The fiduciary role U.S. plays is being questioned after it and its allies froze almost half of the USS640
billion of gold and foreign exchange reserves of the Russian government as well as billions of dollars
of assets owned or controlled by Russian oligarchs and officials. The move has raised concerns about
the safety of assets held inside U.S. jurisdictions by foreigners. Moreover, the dollar-dominated
international payment system SWIFT (Society for Worldwide Interbank Financial Telecommunication)
is weaponized by denying most Russian banks’ access to it; and

e Creditworthiness of the U.S. government and health of the U.S. financial system may be at risk. On
1 August 2023, Fitch Ratings lowered the U.S. credit (sovereign debt) rating to AA+ from the highest

1 Interest rate at which depository institutions lend reserve balances to their peers overnight on an uncollateralized basis
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IMPORTANT DISCLOSURES

CONFLICT OF INTEREST DISCLOSURE

Cedrus Investments Ltd. (“Cedrus”) does and seeks to do business with companies covered in research reports
distributed by Cedrus, and Cedrus may or may not be an investor of the subject company and may have investment
banking relationship with the subject company. As a result, investors should be aware that the firm may have a conflict
of interest that could affect the objectivity of this report. Cedrus will identify such companies in the reports of the
companies covered. Therefore, investors should consider this report as only a single factor in making their investment
decision.

For additional information, please send an e-mail to information@cedrusinvestments.com

For private circulation only. This report is prepared by Cedrus and is for informational purposes only and is not intended to be, nor should it be construed
to be, an advertisement or an offer or a solicitation of an offer to buy or sell any securities. The information herein, or upon which opinions have been
based, has been obtained from sources believed to be reliable, but no representations, express or implied, or guarantees, can be made as to their
accuracy, timeliness or completeness. The information and opinions in this report are current as of the date of the report. We do not endeavor to
update any changes to the information and opinions in this report. Unless otherwise stated, all views expressed herein (including estimates or forecasts)
are solely those of our research department and subject to change without notice.

The information provided in this research report is not provided to and may not be used by any person or entity in any jurisdiction where the provision
or use thereof would be contrary to applicable laws, rules or regulations of any governmental authority or regulatory or self-regulatory organization
or clearing organization or where Cedrus is not authorized to provide such information.

This report does not take into account the specific investment objectives, financial situation, and the particular needs of any specific company that
may receive it. Before acting on any information in this report, readers should consider whether it is suitable for their own particular circumstances
and obtain professional advice related to their own investment needs and objectives. The value of securities mentioned in this report and income from
them may go up or down, and investors may realize losses on any investments. Past performance is not a guide to future performance. Future terms
are not guaranteed, and a loss of original capital may occur.

Neither the analysts responsible for this report nor any related household members are officers, directors, or advisory board members of any covered
company. No one at a covered company is on the Board of Directors of Cedrus or its affiliates. The compensation for the analysts who prepare reports
is determined exclusively by senior management. Analyst compensation is not based on investment banking revenues; however, compensation may
relate to the revenues of Cedrus as a whole, of which investment banking, sales and trading are a part.

Cedrus does engage in investment banking. Cedrus does trade securities on a principal basis; however, Cedrus’ research analysts are prohibited from
owning securities they cover through Research Reports.
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