CIBCO CIBC GLOBAL
ASSET MANAGEMENT

Canada-US tariffs: Not enough to derail the
Canadian equity outlook

August 24, 2026

Eric Morin, Global Head of Research

1. Context: what happened

The collapse of Canada-US trade talks is disappointing. Negotiations appeared close before breaking down at the last
minute, with both sides accusing the other of reopening issues or adding unacceptable demands. Sticking points
reportedly included medium and heavy-duty trucks and Canada's ability to negotiate independent trade agreements.

The new US tariffs are significant for affected sectors but narrow at the macro level: 50% tariffs on roughly US$20
billion of Canadian goods, or about 5% of exports to the US. The average effective US tariff rate on Canada should rise
by 2.5 percentage points to 8.4%.

2. Economic impact and outlook

The direct economic hit should be manageable. Fiscal and lending support from Ottawa, and possibly provinces,
should cushion part of the blow. We expect a net GDP growth headwind of about 0.2 percentage points. The shock
could hurt exposed firms and regions, but estimates still point to a micro shock, not a significant macro shock.

For the Bank of Canada, the dispute creates a difficult mix of weaker growth and higher goods prices if Canada
retaliates. That should make policymakers more cautious about tightening. We expect only 25 basis points of hikes
over the next 12 months, versus nearly 75 basis points priced by markets. The currency message is similar: the
Canadian dollar's (CAD) early reaction has been negative but contained, and we still see appreciation over time,
supported by Canada’s growth recovery and a weaker US dollar backdrop. Near-term CAD volatility should remain
high given trade talks and the US-Iran impasse (which is making oil prices volatile).

Our base case is not a permanent rupture. We expect negotiations to resume. We expect a thinner trade deal,
compared to USMCA, with certain tariffs remaining in place and more conditions attached. The timing remains
uncertain. Canada's delayed retaliation until September leaves a narrow de-escalation window. We still expect both
governments to seek a deal, but annual reviews (to the trade agreement) mean trade uncertainty is likely to persist,
reinforcing the case for Canada seeking more trade diversification.



3. Why we remain constructive on the TSX

The stock market is not the economy. We maintain our recommendation to be tactically overweight Canadian stocks
over the next 12 months.

The Toronto Stock Exchange (TSX) is concentrated in financials, energy, and materials, while tariff exposure is more
focused in selected industrial and consumer sectors. Energy and materials are not the main targets, and Canada’s
commodity and critical-mineral exposure should support cash flows, hedge geopolitical and inflation risks, and
diversify portfolios away from tech-heavy US markets.

More structurally, Canadian resource and infrastructure policy is shifting from strategy to execution, creating medium-
term equity tailwinds. Allied demand for secure natural resources and domestic investment in infrastructure and
defence should lift trend growth by 0.3 percentage points over the medium term and create spillovers for Canadian
equities, especially energy, materials, and industrials.

The project pipeline is substantial. Major Projects Office (MPQO) projects total nearly C$200 billion, while Natural
Resources Canada identified nearly 350 additional planned or proposed natural-resource projects in 2024 worth
almost C$250 billion, excluding MPO projects. Canada’s plan to raise core defence spending from 2% to 3.5% of GDP,
together with Ottawa’s commitment to award 70% of defence procurement to Canadian firms, should generate
roughly C$150 billion in cumulative support over the next decade for domestic manufacturing, engineering, technology
services, and supply chains. Altogether, this pipeline amounts to more than 15% of current GDP.
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The views expressed in this material are the views of CIBC Global Asset Management, as of August 2026 unless
otherwise indicated, and are subject to change at any time. CIBC Global Asset Management does not undertake any
obligation or responsibility to update such opinions. This material is provided for general informational purposes only
and does not constitute financial, investment, tax, legal or accounting advice, it should not be relied upon in that regard
or be considered predictive of any future market performance, nor does it constitute an offer or solicitation to buy or
sell any securities referred to. Individual circumstances and current events are critical to sound investment planning;
anyone wishing to act on this material should consult with their advisor.

Forward-looking statements include statements that are predictive in nature, that depend upon or refer to future
events or conditions, or that include words such as "expects”, "anticipates"”, "intends", "plans”, "believes”, "estimates"”,
or other similar wording. In addition, any statements that may be made concerning future performance, strategies, or
prospects and possible future actions taken by the fund, are also forward-looking statements. Forward-looking
statements are not guarantees of future performance. These statements involve known and unknown risks,
uncertainties, and other factors that may cause the actual results and achievements of the fund to differ materially
from those expressed or implied by such statements. Such factors include, but are not limited to: general economic,
market, and business conditions; fluctuations in securities prices, interest rates, and foreign currency exchange rates;
changes in government regulations; and catastrophic events.

The above list of important factors that may affect future results is not exhaustive. Before making any investment
decisions, we encourage you to consider these and other factors carefully. CIBC Global Asset Management does not
undertake, and specifically disclaims, any obligation to update or revise any forward-looking statements, whether as a
result of new information, future developments, or otherwise prior to the release of the next management report of
fund performance.

The material and/or its contents may not be reproduced without the express written consent of CIBC Global Asset
Management. Past performance may not be repeated and is not indicative of future results. ®/™The CIBC logo and
“CIBC Global Asset Management” are trademarks of CIBC, used under license. CIBC Global Asset Management is a
brand name under which CIBC Asset Management Inc. operates.
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