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Introduction

This report examines three key issues:
= The prospects for concluding a trade agreement from a Canadian perspective
= How the regionalization of global supply chains and focus on economic security will shape the design of any future agreement

= The implications of recent Canada-China trade developments for these negotiations

Assessing the Likely Outcomes of Trade Negotiations

Although the USMCA is scheduled for review on July 1st, it is widely expected that discussions will continue well beyond that date. We believe
that two scenarios are the most likely:

Scenario 1: The agreement is renewed and the three countries agree to extend the USMCA for an additional 16 years. Any new commitments by
the United States would likely be incorporated through side agreements, thus enabling the administration to avoid having to seek congressional
approval. Given the Republicans' narrow congressional majorities and the possibility of losing control of one or both chambers following the
November 2026 midterm elections, congressional approval could prove difficult to obtain.

Scenario 2: The agreement is neither extended nor terminated but is instead made subject to another annual review in 2027. This would prolong
the period of uncertainty. Annual reviews would continue until the parties agree to an extension or until one party decides to withdraw. Otherwise,
the agreement is slated to expire July 1, 2036.

Our assessment: The broader global trend is for governments to place greater emphasis on economic security, supply-chain resilience
and the protection of strategic industries. Consequently, a return to the highly liberalized trade environment of previous decades is
unlikely for the foreseeable future. Thus, while we consider Scenario 1 to be the most probable outcome of the review process for the
reasons outlined below, any agreement will be shaped by a more protectionist and security-focused global landscape. Details of a
potential agreement are provided later in this report.

U.S. Public Opinion and Businesses Support Lower Tariffs on Canada
When assessing the long-term durability of President Trump's tariffs, two factors are worth noting:
1. Trade measures imposed through executive action can be reversed by a subsequent president.

2. Public support for tariffs targeting Canada appears limited. For instance, a March 2026 Angus Reid Institute survey revealed that most Americans
were against substantial tariffs on Canadian imports.

Do you believe the United States should place a major, minor, or no tariff on
goods imported from Canada?

MAGA Republican Non-MAGA Republican Democrat Ind/ Other
(n=257) (n=283) (n=628) (n=262)

Political identity
B A major tariff B A minor tariff B No tariff I Not sure/Can’t say

Source: “Trump and Trade: Half of Americans say there should be ‘no tariffs’ on Canada,” Angus Reid Institute, March 10, 2026
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It is important to note, also, that most U.S. industry associations are urging the Trump administration to preserve the USMCA. This sentiment is
reflected in comments submitted last December to the U.S. Trade Representative in response to the legally required call for public input on the
functioning of the agreement. The following example illustrates this view.

= The National Association of Manufacturers described the USMCA as “the most pro-U.S. manufacturing trade agreement in history.”

In a report released the same month, the U.S. Chamber of Commerce seemed to question the long-term viability of significant tariffs on imports of
aluminum from Canada, stating:

= “Replacing aluminum imports with domestic production would require new electricity generation equivalent to that of the entire state of Nevada.”

This comment was published before the outbreak of the conflict with Iran and the subsequent disruption of global aluminum supplies. For instance,
Al Taweelah, an aluminum smelter located in the United Arab Emirates, accounted for almost 10% of global production until recently. However,
an Iranian strike forced the facility to shut down, causing the aluminum in its smelting pots to solidify. According to the company, it could take up
to a year to restore full production.®

In this environment, Canada's abundant natural resources and distance from major geopolitical flashpoints make it an increasingly attractive
partner for the United States and its allies. For example, according to Jean Simard, president of the Aluminum Association of Canada, aluminum
shipments from the Middle East take about 60 days to reach the United States, compared with just three to five days from Canada.*

But a Return to the Liberalized Trade Environment of the Past Is Unlikely

While public pressure, business lobbying, rising prices, and higher borrowing costs may eventually lead a Democratic or Republican administration to
roll back some tariffs, a return to the highly liberalized trade environment that prevailed in previous decades appears unlikely for the following reasons.

Protectionism enjoys bipartisan support. While the Trump administration's aggressive use of tariffs during its second term was a significant
escalation, the support for protectionist measures transcends party lines. The Biden administration had maintained many of the tariffs imposed on
China during Trump's first term and even expanded some of them. The Inflation Reduction Act introduced substantial subsidies to promote
domestic production in the United States. This prompted Canada and other countries to implement similar support measures for sectors such as
electric vehicle manufacturing.

Economic security is increasingly taking precedence over efficiency. The United States and many other economies are expected to continue
prioritizing reshoring, supply-chain resilience, and national security considerations. In a global environment characterized by declining trust—not
only among geopolitical rivals, but also among traditional allies—governments are likely to continue using trade restrictions and industrial policies
to support strategic industries.

The conflict in Iran has reinforced these trends. Disruptions to energy markets and concerns about the vulnerability of key maritime chokepoints
have highlighted the risks of certain global supply chains. Consequently, governments and businesses are likely to increase investment in supply-
chain redundancy, regionalized production networks and the strategic stockpiling of essential goods.

The United States is not alone in pursuing these policies

In the European Union, for instance, the proposed Industrial Accelerator Act would require foreign investors in strategic industries such as
alternative energy and EVs to hire more European workers, source more locally produced components, and transfer technology to European
partners in order to access the EU market. Another proposal has been made to introduce 'Buy European' requirements for major public
procurement contracts.®

China, too, has taken steps to strengthen government oversight of supply chains and overseas investment. In recent months, it has introduced
new national security review requirements for certain outbound investments and expanded its ability to scrutinize efforts to relocate supply chains
outside the country.®

Similar policies are also being pursued by other major economies. The most prominent include:
= India: Make in India and Atmanirbhar Bharat (Self-Reliant India)

= Brazil: Nova Industria Brasil (New Industry Brazil)

The China Factor

In a significant departure from Canada's decision in October 2024 to impose a 100% tariff on Chinese electric vehicles—a measure largely in line
with U.S. policy—Prime Minister Carney announced a major shift in policy last January. Canada agreed to allow up to 49,000 Chinese EVs to
enter the country in 2026 at the preferential tariff rate of 6.1%, with the quota expected to rise to approximately 70,000 vehicles over the coming
years. In return, China agreed to reduce tariffs on Canadian canola seeds from 85% to 15%, and to suspend tariffs on canola meal, lobster, crab
and peas until at least the end of the year.

“U.S. industry groups strongly back renewing CUSMA,” CBC, December 1, 2025

“The Special Case of Canadian Aluminum,” U.S. Chamber of Commerce, December 17, 2025

“The third Gulf war will scar energy markets for a long time yet,” The Economist, April 8, 2026

“Quebec aluminium smelters more resilient than expected from U.S. Tariff, The Canadian Press, Jun 5, 2026
“The EU and China are stumbling into a trade war,” The Economist, May 12, 2026

“China Builds an Economic Fortress as Global Tensions Rise,” The New York Times, June 5, 2026
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The key question is how this approach will align with Washington's push for closer coordination between the United States, Canada and Mexico
when it comes to applying a common USMCA tariff framework towards China in strategic sectors. The challenge is compounded by the fact that
a tough stance on trade with China remains one of the few issues with strong bipartisan support in the United States.

Recent developments illustrate this consensus. For example, 73 Democratic members of the U.S. House of Representatives recently signed a
letter urging the President not to allow Chinese automakers, including those operating in other countries, to build or sell vehicles in the United
States. The lawmakers argued that such vehicles would “pose a direct threat to American manufacturing, workers, and national security.””

Some politicians have proposed even stricter measures. For example, Senator Elissa Slotkin and Representative Haley Stevens, both Democrats
from Michigan, have introduced legislation that would prevent Chinese EVs from entering the United States via Canada or Mexico. Supporters of
this legislation argue that these internet-connected vehicles can collect large amounts of data and pose risks to national security.®

Consequently, Canada may be pressured to make certain concessions regarding its trade relationship with China.

What about Mexico?

After having been relatively open to car imports (both EVs and gasoline-powered vehicles) from China to the point where they accounted for
roughly 25% of vehicle sales in 2025, Mexico has taken the opposite approach.® It has imposed tariffs of up to 50% on vehicles, auto parts, and
more than 1,400 other products imported from countries that do not have a free trade agreement with Mexico. Although the measures apply to
several countries, they are widely viewed as targeting China primarily.

Mexico's strategy reflects more than a desire to strengthen its negotiating position with the United States. By aligning itself more closely with
Washington's efforts to reduce dependence on Chinese imports, Mexico is positioning itself to attract investment and expand its role in North American
supply chains. Given its low-cost manufacturing base, it could be a major beneficiary of efforts to shift U.S. supply chains away from Asia.

Canada and Fortress North America

Even if future U.S. administrations adopt a less confrontational approach to trade, the bipartisan push towards a Fortress North America strategy
in key sectors is likely to continue. This would involve stricter North American content requirements for a wider range of products.

Moreover, many companies choose to invest in Canada in order to secure lower-tariff access to the U.S. market. This point was highlighted by
Goldy Hyder, President and CEO of the Business Council of Canada: "For large investors from Asia or Europe looking at Canada, any decision to
deploy capital would necessarily take into account not only our national investment climate but also our connections to the North American
continental economy as a whole."'0

Perhaps recognizing that the global trend toward regionalization is too strong to resist, Carney appears to have softened his position of late. Having
spent much of the past year arguing that Canada's deep economic integration with the United States had become a risk, he recently changed his
tune. Speaking in Toronto, he said that Canada "remains open to deeper integration" with the United States in certain sectors, "including options
for Fortress North America.""!

What a Final Trade Deal Could Look Like

To facilitate trade negotiations, Canada has increased defence spending, cancelled the digital services tax, paused plans to require major online
streaming providers to contribute more to Canadian content, and promised to strengthen measures to restrict imports of goods produced using
forced labour. Other actions or concessions could include:

= Stronger rules of origin and enhanced measures to prevent third-country goods from being rerouted through North America in order to gain preferential
access to the U.S. market

= Enhanced American access to Canadian critical minerals, energy resources, and strategic materials through the deeper integration and regionalization
of key North American supply chains

= Closer coordination by Canada with the United States and Mexico when it comes to applying a common USMCA tariff framework towards certain
countries in strategic sectors

= Higher North American content requirements for automobiles could also be introduced. The threshold was raised from 62.5% under NAFTA to 75%
under the USMCA in 2020, and reports suggest that the United States is seeking to increase it to over 80%.12 Washington is also reportedly pushing
for at least 50% of a car's components to be produced in the United States to qualify for lower tariffs.13 In April 2025, the President of the Canadian
Vehicle Manufacturers' Association estimated that vehicles produced in Canada contained between 30% and 50% U.S. content.14

= The introduction of tariff-rate quotas for steel and aluminum, and potentially timber, which would permit a specified volume of imports to enter duty-
free or at reduced tariff rates, with higher tariffs applying to imports exceeding the quota

7 Congressional letter to President: https://debbiedingell.house.gov/uploadedfiles/china_auto_letter.pdf

8 “Proposed U.S. bill targets Canadian drivers in Chinese cars, driving,” Toronto Sun, June 5, 2026

9 “Chinese EVs may hit U.S. within a few years, one way or another,” CNBC, June 6, 2026

10 “Mark Carney’s trade push collides with reality of U.S. dependence,” Reuters, June 9, 2026

11 “Carney walks a tightrope on Fortress North America as trade review looms,” The Globe and Mail, May 23, 2026

12 “US demands tougher rules for cars parts in Mexico trade talks,” Financial Times, June 5, 2026

13 “Trump Administration Wants Autos Under USMCA to Be at Least 50% Made in America,” Wall Street Journal, May 29, 2026
14 “Canada Auto Sector Benefits From High U.S. Parts Content, Weaker Canadian Dollar,” Wall Street Journal, April 2, 2025
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= Continued purchases of significant quantities of U.S. military equipment by Canada.

= Increasing market access for U.S. dairy and poultry producers under Canada's supply management system, potentially accompanied by federal
compensation for affected Canadian farmers

Can the U.S. President Withdraw from the USMCA Without Congressional Approval?

The legal answer is not entirely clear.

On the one hand, the USMCA is an international agreement, and U.S. presidents have historically had broad authority over withdrawing from such
agreements. For instance, President Trump withdrew the United States from the Paris Climate Agreement without seeking congressional approval.

On the other hand, the USMCA is embedded in U.S. domestic law through the USMCA Implementation Act passed by Congress. Consequently,
some argue that the President cannot legally withdraw from this trade agreement without congressional action, and that any attempt to do so would
likely face legal challenges.

However, even if the courts ultimately ruled against unilateral withdrawal, it could take many months for the litigation to reach a final resolution. In
the meantime, Canadian businesses would continue to face uncertainty. What's more, such litigation would not prevent the continued use of
sectoral tariffs or other trade measures.

Conclusion

While the upcoming USMCA review is likely to generate significant political uncertainty, we believe that a negotiated outcome is still the most
probable scenario. Despite the Trump administration's rhetoric, there is very strong U.S. support among businesses and the public for maintaining
the agreement.

Another factor supporting an agreement is that the spike in costs and concerns about supply security resulting from the conflict in the Persian Gulf,
particularly in sectors such as aluminum, steel, fertilizer and energy, has increased the value of secure, low-cost access to Canadian resources.
This should provide further incentive to reach an agreement.

However, Canada will probably have to accept that some tariffs and other trade restrictions will remain in place, albeit at lower levels than those
currently in force. The country will also face pressure to align more closely with the United States on trade policies in sectors that are considered
important for North America's economic and national security.

Finally, it is important to note that protectionism, the regionalization of supply chains, increased domestic content requirements, and a greater
emphasis on economic security are not just American policies. Similar measures are being pursued by governments around the world—a trend
that has been reinforced by the conflict with Iran. As a result, Canada's central challenge will be to adapt to these global trends within the North
American context.

Economics and strategy website 4



https://www.nbc.ca/about-us/news-media/financial-news/financial-analysis.html

Disclosures

Economics and Strategy

Subscribe to our publications:

NBC.EconomicsStrateqy@nbc.ca

To contact us:
514-879-2529

Stéfane Marion
Chief Economist and Strategist
stefane.marion@nbc.ca

Matthieu Arseneau
Deputy Chief Economist
matthieu.arseneau@nbc.ca

Jocelyn Paquet
Senior Economist
jocelyn.paquet@nbc.ca

Kyle Dahms
Senior Economist
kyle.dahms@nbc.ca

Alexandra Ducharme
Senior Economist
alexandra.ducharme@nbc.ca

Daren King, CFA
Senior Economist
daren.king@nbc.ca

Warren Lovely
Chief Rates and Public Sector Strategist
warren.lovely@nbc.ca

Taylor Schleich
Rates Strategist
taylor. Schleich@nbc.ca

Ethan Currie
Strategist
ethan.currie@nbc.ca

Angelo Katsoras
Geopolitical Analyst
angelo.katsoras@nbc.ca

Nathalie Girard
Senior Coordinator

n.girard@nbc.ca

Giuseppe Saltarelli
Desktop Publisher
giuseppe.saltarelli@nbc.ca

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
Percier, 75008 Paris, France. “NBC Financial Markets, a subsidiary of National Bank of Canada” is a trade name used by NBC Paris S.A.

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 affiliate 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 NBCFI 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
recommendation, advice, offer or solicitation to buy or sell a product or service, nor an official confirmation of any transaction. None of the products issuers, NBCFMA
or its affiliates or other persons or entities named herein are obliged to nofify you of changes to any information and none of the foregoing assume any loss suffered
by you in reliance of such information.

The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such
information will only be available to, those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong (“SFO”)). If you
are in any doubt as to your status you should consult a financial adviser or contact us. This material is not meant to be marketing materials and is not intended for
public distribution. Please note that neither this material nor the product referred to is authorized for sale by SFC. Please refer to product prospectus for full details.

There may be conflicts of interest relating to NBCFMA or its affiliates’ businesses. These activities and interests include potential multiple advisory, transactional and
financial and other interests in securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in other investment vehicles which are
managed by NBCFMA or its affiliates that may purchase or sell such securities and instruments.

No other entity within the National Bank of Canada group, including National Bank of Canada and National Bank Financial Inc, is licensed or registered with the SFC.
Accordingly, such entities and their employees are not permitted and do not intend to: (i) carry on a business in any regulated activity in Hong Kong; (ii) hold themselves
out as carrying on a business in any regulated activity in Hong Kong; or (i) actively market their services to the Hong Kong public.

Copyright: This Report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information,
opinions or conclusions contained in it be referred to without in each case the prior express written consent of NBF.

Economics and strategy website



https://www.nbc.ca/about-us/news-media/financial-news/financial-analysis.html
mailto:NBC.EconomicsStrategy@nbc.ca
mailto:stefane.marion@nbc.ca
mailto:matthieu.arseneau@nbc.ca
mailto:jocelyn.paquet@nbc.ca
mailto:kyle.dahms@nbc.ca
mailto:alexandra.ducharme@nbc.ca
mailto:daren.king@nbc.ca
mailto:warren.lovely@nbc.ca
mailto:taylor.Schleich@nbc.ca
mailto:ethan.currie@nbc.ca
mailto:angelo.katsoras@nbc.ca
mailto:n.girard@nbc.ca
mailto:giuseppe.saltarelli@nbc.ca

