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Canadian politicians, like baseball sluggers, often swing for the fences—announcing sweeping policy visions designed to grab headlines and
secure legacy. But in baseball, as in policymaking, long-term success is more often built on a steady stream of singles and doubles. As of the
2024 MLB season, the league-wide probability of hitting a home run per plate appearance is just 3.0%. Meanwhile, singles and doubles still
account for over 84% of all hits, and two-thirds of all runs are generated by plays other than home runs.

The lesson for Canada’s economic strategy is clear: Ottawa must keep its eye on the ball by focusing on high-probability policy plays, rather than
concentrating solely on rare moonshots. Such high-probability measures include streamlining regulation, accelerating project approvals, providing
clear and bankable incentives for private capital, and investing in foundational infrastructure.

These policy “base hits” may not generate headlines, but they’re the most reliable way to move the economy forward. They’re precisely what’s
needed to close Canada’s persistent valuation gap, rebuild industrial competitiveness, and re-attract long-term capital—one base at a time.

With that in mind, the Economics & Strategy team is planning a series of policy papers under the banner of Rebuilding the Base of Industry (RBI).
Much like an RBI in baseball drives runs across the plate to win the game, our RBI initiative aims to drive practical, high-impact reforms across the
finish line. As a case in point, we offer this (Chapter 3) report that focuses attention on one specific area of investment/development (nitrocellulose),
where targeted federal support/action could bolster a strategically important forestry sector and spur the development of Canada's military-industrial
complex. This work is part of our broader vision to Make Canada Investable Again (MCIA)—an effort to close Canada’s persistent valuation gap,
rebuild industrial competitiveness, and re-attract long-term private capital. The focus will be on measures that help ensure Canada’s economic
sovereignty by rebuilding a critical mass in manufacturing and securing a meaningful role in global supply chains.

#3: Guncotton, not cotton candy: Arming Canada’s forestry sector

Executive Summary: Canada’s approach to critical defence inputs has long been more cotton candy than guncotton—pleasant but quick to
dissolve under pressure. Nitrocellulose, or guncotton, is the propellant base for 155 mm artillery shells—munitions Canada already produces with
domestic expertise and is scaling up to supply to allies. Yet despite being one of the world’s largest wood-pulp producers, Canada makes no
nitrocellulose, leaving our assembly lines exposed to foreign inputs that are increasingly in short supply. With Ottawa’s pledge to raise defence
spending to 5% of GDP by 2035, and a new support package for a forestry sector hit again by U.S. tariffs, the opportunity is clear: convert pulp
into propellant and turn a trade-pressured industry into a cornerstone of national and allied defence

A. Strategic context: Ottawa announces major ramp-up in military spending

= On June 25, Prime Minister Mark Camey announced a new Defence Investment Pledge, committing Canada to invest 5% of GDP in defence by
2035—3.5% for core military capabilities and an additional 1.5% for critical defence and security-related infrastructure. This represents a historic break
from the past two decades, when spending has been consistently at half or less of the 2% guideline Canada endorsed at NATO’s Riga Summit in
2006. By any measure—core or total—this is the most ambitious defence commitment Canada has made since the end of the Korean War.

Canada: Defence to command up to 5% of GDP by 2035
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= According to the Prime Minister: “These investments won't just build our military capacity — they will build our industries and create good, high-
paying jobs at home. If we want a more secure world, we need a stronger Canada.” We agree with Mr. Carney: this NATO commitment presents
an exceptional opportunity to rebuild Canada’s industrial base, which remains unacceptably small and heavily overregulated — as we
demonstrated in a previous RBI paper. Despite being a G7 nation, Canada’s industrial base sits just 18th globally — weaker than many economies

a fraction of its size.

Canada: Industrial base has become unacceptably small
Share of world manufacturing by country (%, 2023)
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B. Nitrocellulose in global shortage: An RBI opportunity for Canada

= The new pledge to raise defence spending provides a compelling opening to accelerate Rebuilding the Base of Industry (RBI). Among the most
critical gaps is nitrocellulose (NC) — one of the most important cellulose derivatives, both commercially and militarily, and a cornerstone of the
modern chemical industry. Produced from high-purity alpha cellulose (cotton linters or dissolving wood pulp), nitrocellulose is indispensable in the
manufacture of smokeless gunpowder, explosives, films, coatings, textiles, adhesives, and pharmaceuticals. In defence terms, it is the irreplaceable
propellant base for 155 mm artillery shells and other munitions now in short supply across NATO.
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= Despite ranking among the world’s top five pulp producers, and producing some of the highest-quality dissolving pulp globally, Canada manufactures
no nitrocellulose at all. Instead, we export raw pulp abroad while importing finished NC back — a glaring vulnerability at a time when allied demand
is surging and supply chains are fragile.

World: Leading exporters of chemical wood pulp
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= This paradox underscores the opportunity. By leveraging its scale in forestry and dissolving pulp, Canada could pivot into downstream NC
production, transforming a trade-pressured sector into a strategic asset for NATO supply resilience. Few countries have both the resource base
and industrial know-how to close this gap. Canada does — and it should act.

C. Conclusion

To move from “cotton candy to guncotton,” Canada must think more broadly about how its resource base ties into both defence and economic
sovereignty. Prime Minister Carney’s visit to Germany this week to offer Canadian LNG on a national-security basis underscores the point: allies
are looking to Canada for secure supplies in critical sectors. Why not apply the same logic to nitrocellulose? A rapid ramp-up of both military-grade
and civilian-grade nitrocellulose production in Canada would strengthen NATO supply chains, support Ukraine and Europe, and reduce exposure
to foreign bottlenecks. At the same time, such an initiative could anchor a domestic supply chain for solvents and coatings — products in high
demand from Canada’s own construction sector, especially as Ottawa advances its ambitious housing start program.

Most importantly, Canada can go beyond supplying raw resources to its allies by converting natural endowments into higher-value, strategic
industrial capacity. By adding this layer of value to our forestry sector, Canada would not only de-risk allied defence production but also capture
economic benefits at home. This is precisely the type of dual-use industrial strategy — leveraging natural resources into strategic manufacturing
capacity — that our RBI framework envisions. It is a base hit worth swinging for.
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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 or its 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 Report s 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 notify 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.
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