Market View géggmlﬁ EANK

Economics and Strategy CAPITAL MARKETS

October 6, 2025 - (Vol. IX, No. 94)

The Gar Currency Reservation

By Warren Lovely

Rental Car Agent: “I think | know why we have reservations.” ranking as the fifth most widely held ‘reserve’ currency (based on current
Jerry Seinfeld: “I don’t think you do... See, you know how to take the reservation,  IMF reporting) (Chart 4). While that’s true, the CAD accumulation story
you just don’t know how to hold the reservation. And that's really the mostimportant  was suspended in the first half of 2025, as geopolitical, economic and
part of the reservation: “The holding.” Anyone can just take them.” fiscal uncertainty contributed to a re-assessment of Canadian risk.

— Excerpt from Seinfeld episode “The Alternate Side” (ep. 11, season 3, 1991) As per the COFER data, CAD’s share of allocated reserves edged down

Beyond an appeal to Seinfeld fans, what does our introductory quote  in both Q1 and Q2. The combined decline of 0.16%-pts may not sound
have to do with anything? Well, instead of car reservations, imagine we're  |ike much (Chart 5). But when expressed in local currency terms, it meant
talking about currency reserves. Canada knows a thing or two about  reserves managers cut their holdings of CAD assets by more than C$30
taking official FX reserve dollars. But holding onto reserves has been a  pijllion (or 6.6%) in the first half of 2025 (Charts 6-7). That at a time when
more difficult of late. At least that's what recent IMF COFER data tell us.  Canada’s debt stock was stepping up quickly. Aside: COFER data for the
For context, let's acknowledging that (largely due to currency revaluation ~ first half of 2025 align with the broader foreign investor apathy towards
efforts) the U.S. dollar's share of allocated reserves took another step ~ Canada earlier reflected in StatCan’s national balance sheet accounts
lower in 2025:Q2 (Chart 1). At 56.3%, the greenback’s share allocated ~ and international securities transactions data (Chart 8).

reserves—which surpass US$12 trillion (Chart 2)—has never been lower  Seinfeld was right; it's the holding of the reserves (or debt securities)
(at least back to 1995). Looking back, Canada succeeded in attracting  that's probably the most important thing. Given the ambitious plans and
marginal reserves during earlier stages of this so-called de-dollarization  resulting borrowing needs of Canadian governments, it’s vital that foreign
trend (Chart 3). Indeed, you're apt to hear some tut-tuting about the loonie  jnvestors—official or otherwise—are given compelling reasons to hold on.

Chart 1: USD share of allocated FX reserves down again in Q2
Share of official FX reserves allocated to USD
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Source: NBC, IMF | Note: 1995-1998 (dotted line) are end-of-year shares; quarterly data (solid line) from 1999:Q1 onwards; latest data point refers to 2025:Q2
Chart 2: Allocated FX reserves top US$12 trillion Chart 3: Prior to 2025, CAD attracted marginal interest
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Source: NBC, IMF | Note: Quarterly to 2025:Q2 Source: NBC, IMF | Note: Quarterly to 2025:Q2; CAD/AUD shares available from 2012:Q4
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Chart 4: CAD may be 5" most widely held reserve currency... Chart 5: ... but the loonie’s share was clipped in 2025:H1
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Source: NBC, IMF | Note: Figures refer to share (%) of allocated reserves as at 2025:Q2 Source: NBC, IMF | Note: Cumulative change in share from 2020:Q4 to 2025:Q2
Chart 6: Expressing CAD reserves in the local currency... Chart 7: ... reserves managers dropped >C$30bln in first half
Level of official FX reserves allocated to CAD, incl. conversion to local currency Change in official FX reserves allocated to CAD, in local currency terms
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Chart 8: COFER data dovetail with earlier reported slowdown in foreign accumulation of GoC debt securities
Official foreign exchange reserves allocated to CAD (red) & non-resident holdings of CAD-denominated GoC T-bills/bonds (blue): Year-over-year change, quarterly
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Source: NBC, IMF, StatCan | Note: Data reflects year-over-year rate of change in quarter-end levels; IMF COFER data released quarterly (latest 2025:Q2) in USD, but here converted to CAD at
prevailing FX; StatCan data on non-residents flows/holdings released monthly (latest Jul-25), but here presented on quarterly basis (to 2025:Q2) to align with IMF frequency
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General: This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of CIRO), an indirect wholly owned subsidiary
of National Bank of Canada. National Bank of Canada is a public company listed on the Toronto Stock Exchange.

The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may be subject
to change without notice. The information is current as of the date of this document. Neither the author nor NBF assumes any obligation to update the information or
advise on further developments relating to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis and interpretation of
these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein, and nothing in this Report constitutes a
representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient's individual circumstances. In all cases,
investors should conduct their own investigation and analysis of such information before taking or omitting to take any action in relation to securities or markets that
are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace any due diligence or analytical work required
by you in making an investment decision.

This Report s for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any affiliate distributing
this Report is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself before reading it
that NBF is permitted to provide this Report to you under relevant legislation and regulations.

National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.

Canadian Residents: NBF or its affiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain
clients and as market conditions change, may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its
affiliates may also be contrary to any opinions expressed in this Report.

NBF orits affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services. As well NBF
and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases and/or
sales of these securities from time to time in the open market or otherwise. NBF and its affiliates may make a market in securities mentioned in this Report. This
Report may not be independent of the proprietary interests of NBF and its affiliates.

This Reportis not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the publication
and distribution of research Reports, including relevant restrictions or disclosures required to be included in research Reports.

UK Residents: This Report is a marketing document. This Report has not been prepared in accordance with EU legal requirements designed to promote the
independence of investment research and it is not subject to any prohibition on dealing ahead of the dissemination of investment research. In respect of the distribution
of this Report to UK residents, NBF has approved the contents (including, where necessary, for the purposes of Section 21(1) of the Financial Services and Markets
Act 2000). This Report is for information purposes only and does not constitute a personal recommendation, or investment, legal or tax advice. NBF and/or its parent
and/or any companies within or affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may have had
interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as market maker in the
relevant investments or related investments discussed in this Report, or may act or have acted as investment and/or commercial banker with respect hereto. The
value of investments, and the income derived from them, can go down as well as up and you may not get back the amount invested. Past performance is not a guide
to future performance. If an investment is denominated in a foreign currency, rates of exchange may have an adverse effect on the value of the investment. Investments
which are illiquid may be difficult to sell or realise; it may also be difficult to obtain reliable information about their value or the extent of the risks to which they are
exposed. Certain transactions, including those involving futures, swaps, and other derivatives, give rise to substantial risk and are not suitable for all investors. The
investments contained in this Report are not available to retail customers and this Report is not for distribution to retail clients (within the meaning of the rules of the
Financial Conduct Authority). Persons who are retail clients should not act or rely upon the information in this Report. This Report does not constitute or form part of
any offer for sale or subscription of or solicitation of any offer to buy or subscribe for the securities described herein nor shall it or any part of it form the basis of or be
relied on in connection with any contract or commitment whatsoever.

This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial
Conduct Authority. NBF is authorised and regulated by the Financial Conduct Authority and has its registered office at 70 St. Mary Axe, London, EC3A 8BE.

NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom.

EU Residents: With respect to the distribution of this report in the member states of the European Union (‘EU”) and the European Economic Area (‘EEA”) by NBC Paris,
the contents of this report are for information purposes only and do not constitute investment advice, investment research, financial analysis or other forms of general
recommendation relating to transactions in financial instruments within the meaning of Directive 2014/65/EU of the European Parliament and of the Council of 15 May 2014
(“MIFID 2). This report is intended only for professional investors and eligible counterparties within the meaning of MiFID 2 and its contents have not been reviewed or
approved by any EU/EEA authority. NBC Paris is an investment firm authorised by the French Prudential Control and Resolution Authority __ (‘ACPR”) to provide investment
services in France and has passported its investment services throughout the EU/EEA under the freedom to provide services and has its registered office at 8 avenue
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NBF is not authorised to provide investment services in the EU/EEA.

U.S. Residents: With respect to the distribution of this report in the United States of America, National Bank of Canada Financial Inc. (“NBCFI") which is regulated by
the Financial Industry Regulatory Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an ffiliate of NBF, accepts responsibility
for its contents, subject to any terms set out above. To make further inquiry related to this report, or to effect any transaction, United States residents should contact
their NBCF | registered representative.

This report is not a research report and is intended for Major U.S. Institutional Investors only. This report is not subject to U.S. independence and disclosure standards
applicable to research reports.

HK Residents: With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited (‘NBCFMA”) which is licensed by the Securities
and Futures Commission (“SFC”) to conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this
report are solely for informational purposes. It has not been approved by, reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a
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by you in reliance of such information.
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