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MoatPeak Investment Weekly: Automotive Sobriety 2026

The EV Crisis, Hybrid Renaissance, and New Portfolio Rules.

February 10, 2026

1. Executive Summary: The Dawn of Automotive Realism

February 2026 marks a structural pivot in global capital allocation. We are witnessing the clear end of
the electric vehicle euphoria that dominated the early 2020s, and its replacement with a far more
sober, return-focused mindset. (see Figure 1).
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Figure 1. Automotive Sobering 2026: cover theme

Key takeaway: Our view: the EV transition is being re-priced as capital shifts from disruption narratives to durable returns.

For several years, markets chased the narrative of a seamless, linear transition to electrification. Zero-
cost capital and early high returns drew unprecedented investment into speculative EV start-ups and
aggressive, loss-making legacy OEM programs. The result is what the capital cycle always delivers at
this stage: oversupply, value destruction, and a forced re-pricing of expectations. (see Figure 2).
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The Era of Euphoria is Dead. Welcome to the Math.

February 2026 marks the end of the “growth at any cost” narrative. The market has shifted from dreams to P&L realities.
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Figure 2. From EV euphoria to profit-and-loss reality

Key takeaway: The cycle has moved from cheap-capital expansion to balance-sheet repair; the focus is shifting to durability
of returns.

Our internal models indicate that we have now entered the terminal phase of this subsidized adoption
cycle. The winners of this new era are no longer those selling disruption stories, but those who control
the “infrastructure shovels” and the hybrid bridges that consumers actually use. The focus has shifted

decisively from volume-at-any-cost to structural durability of returns.

2. US Market Impact: The End of Subsidized Dreams

The strategic landscape of the US automotive market changed fundamentally with the removal of the
$7,500 federal EV tax credit on September 30, 2025. This did more than increase the effective price of
vehicles; it revealed how fragile US demand for pure EVs is once artificial support is withdrawn. (see
Figure 3).
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Macro-Economic Fracture: The Consumer Strikes Back

Y

7/ | A
N Cost%
Removal of $7,500 tax credit Auto loan rates persist at Infrastructure failure. Viral “a
(Sept 30, 2025). Real cost of 6-7%. Monthly payments stories of frozen Superchargers
ownership jumped 12-15% mathematically impossible for and 50-minute wait times
overnight. median income ($75k-85k). create psychological barriers.

“The average EV price in April 2025 was $59,900... without the
subsidy, the math no longer works for the middle class.”

Figure 3. Policy, rate, and infrastructure shocks pressure US EV demand

Key takeaway: Removing subsidies and higher financing costs expose affordability limits, forcing a downgrade to mass-
market EV adoption.

We observed a final, intense pull-forward of subsidized demand in Q3 2025, followed by a sharp drop
in orders. Detroit’s response has been a forced pivot from growth-at-any-cost toward Value over
Volume.

e Ford ($F) has publicly acknowledged a $34.5 billion misallocation of capital, comprising $19.5
billion in direct program write-offs and $15 billion in accumulated operating losses since 2023.

e General Motors ($GM) has recorded $7.1 billion in losses, including a $1.1 billion restructuring
charge tied to its withdrawal from China.

The halt of the second shift for the Silverado EV and the re-tooling of Oakville back toward gas-
powered Super Duty trucks are emblematic: capital is returning to high-margin, proven product. (see
Figure 4).
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Detroit’s Retreat: Value Over Volume

Abandoning aggressive EV targets to protect the balance sheet.

Ford ($F) General Motors ($GM)
Total cost of EV mistake: $34.58 Factory Zero layoffs (1,200 jobs).
(Accumulated losses + $19.58 write-off) Shift to ICE trucks/SUVs.

Action: Repurposing Oakuville MGATCUmpE

p|ant to build gas-powered %ﬁ ICE Margin: 12-15% _ 1 Positive
F-Series Super Duty trucks. - W& EV Margin: 0-3% J Negative/Low

Relaxed EPA standards allow a return to “Profit First” strategies.

Figure 4. Detroit pivots to value over volume

Key takeaway: Detroit is abandoning aggressive EV targets to protect balance sheets, reallocating capital toward higher-
margin, proven platforms.

The macro backdrop is amplifying this shift. With auto loan rates at 6-7%, the affordability ceiling for
a median US household earning $75,000-$85,000 has been hit. Higher financing costs have forced a
downgrade of long-term EV adoption forecasts:

Metric 2021 Euphoria Forecast (for 2026 MoatPeak Reality (for
2030) 2030)
US EV Market Penetration 48% 37%
A EV Price Point (Real
verage EV Price Point (Rea $52,400 (Subsidized) $59,900 (Unsubsidized)
Cost)
Detroit EV Operating Margin 8-10% 0-3%

This US retreat is not a global EV collapse; it is a regional surrender. While Detroit retrenches,
Shenzhen is mobilizing, turning Western protectionism into an accelerant for Chinese vertical
integration.
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3. Global Divergence: The Great Wall of Tariffs and Chinese Expansion

We now operate in a fragmented global market. The West is leaning into protectionism, while China is
consolidating its leadership in the mass market. (see Figure 5).
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The Great Bifurcation: Two Automotive Worlds
Iron Curtain Probability of Scenario: 65%

Bloc A: The Chinese Steamroller

I.I Q‘ (Low Cost / High Vol)
Bloc B: The Western Fortress BYD, Geely, Changan
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(Protectionism)

Tariffs (Section 301/232),
High Prices, Slow Adoption

Figure 5. Protectionism and China-driven global divergence

Key takeaway: We see a fragmented market forming: Western protectionism on one side and China-led scale expansion on
the other.

Chinese OEMs, led by BYD, now enjoy a structural cost advantage that is no longer theoretical but
mathematical. German luxury peers offer a stark contrast: brands like Porsche have seen sales fall
around 10%, pressured by elevated European production costs and a less forgiving consumer.

The core of the Chinese advantage lies in battery economics. BYD’s vertically integrated LFP battery
production has driven costs down to roughly $44/kWh, versus a Western average of $108/kWh. That
delta is decisive in mass-market price points and margins. (see Figure 6).
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The Chinese Juggernaut: Structural Dominance
Why BYD wins on price.
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Figure 6. BYD’s structural cost advantage in batteries

Key takeaway: BYD'’s vertically integrated LFP economics widen the cost gap in the mass market, reshaping competition
even within tariff walls.

Europe illustrates this divergence clearly. Electrified vehicles account for over 50% of new sales, yet
pure Battery Electric Vehicles (BEVs) remain only 17.4% of the market. The consumer is voting for
flexibility: hybrids over full commitment to the plug.

In response to the Chinese threat, Western policymakers have deployed tariffs and local-content rules.
However, we expect BYD and peers to neutralize much of this protectionism by localizing production
in Hungary and Mexico, preserving their structural cost edge even inside tariff walls. Western mass-
market brands, by contrast, face ongoing margin compression.

This global realignment is forcing investors to move from thematic enthusiasm toward a cold
assessment of who survives and who compounds value over the next decade.

4. Sectoral Movements: From Pure-Play EVs to Infrastructure Anchors

In this environment of capital sobriety, we are repositioning away from the Gold Miners (pure-play
OEMs) and toward the Shovels and Picks (infrastructure and bridge technologies).

We see Toyota ($TM) and Honda ($HMC) as clear winners of the transition phase. By emphasizing
hybrids rather than chasing pure BEVs at any cost, these companies have sustained 10-12% margins
while many peers burned cash on loss-making EV programs. Toyota’s refusal to be drawn into a full
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BEV “arms race” has been vindicated by consumer behavior: the mass market is not yet ready to go
plug-only. (see Figure 7).
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The Hybrid Renaissance: Toyota’s Victory Lap

Margin Comparison
Hybrid Margin: 10-12% (Higher than ICE).

Toyota/Lexus Sales Mix

Hybrids (HEV) ICE Margin: 8-9%.

Record Sales:

11.3M units. > 1
42.1% Hybrid mix. EV Margin: Negative. ‘ l

@ The perfect compromise. Solves range anxiety,
meets CARB regulations, and is profitable NOW.
Toyota is the defensive asset of the sector.

ICE & Other

Figure 7. Hybrid renaissance: Toyota’s margin durability

Key takeaway: Hybrids provide the bridge consumers are choosing today, enabling Toyota and Honda to sustain 10-12%
margins in the transition.

At the same time, Tesla ($TSLA) must be reframed. We no longer view Tesla primarily as an automaker
but as a holding platform for Elon Musk’s broader energy and Al ambitions. In 2025, automotive
revenue declined 3% to $94.8 billion, while the Energy segment grew 27%, supported by a $24.5
billion Megapack backlog. Tesla’s $2 billion investment in XAl underscores this pivot; the equity now
behaves increasingly like a call option on both Al and grid-scale energy. (see Figure 8).
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Tesla: The Identity Crisis (Auto vs. Al)

Auto Business Energy & Al
Status: Stagnating. + Tesla Energy: +27% Revenue, II

+48% Deployment. Margins ~30%.
» Megapack: Infrastructure for Al
Data Centers. Backlog $24.5B.

+ The Option Play: FSD/Robotaxi (Data ,.,
scale advantage) & Optimus (R&D). Sl

Metric: Revenue drop, %
® ()

margins compressing.

Buying $TSLA is buying a call option on Energy and Al.
The car business is just the funding mechanism.

Figure 8. Tesla reframed: auto business vs. energy and Al option
Key takeaway: Tesla increasingly trades as an option on energy and Al, while the auto segment faces slower growth and
margin pressure.
By contrast, we see a “Valley of Death” opening beneath capital-intensive, subscale EV start-ups such
as Rivian ($RIVN) and Lucid ($LCID). With Rivian burning approximately $4 billion per year and the
cost of capital staying elevated, the growth-at-any-cost model is no longer viable. For these firms,
survival will likely require either heavy dilution or strategic acquisition. (see Figure 9).
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The Valley of Death: Rivian & The Startup Trap

Why EV upstarts face a capital crisis.

The R2 Hurdle

o Must sell 168,000 R2
t Rivian ($RIVN) units annually to cover

$3.87B deficit.
Cash Burn: ~$4B/year projected.

Runway: ~2 years based on current

liquidity. S

Current production g

<50k units
Analyst Call: Avoid pure EV startups without a clear path to break-even in 12-18 months. These
are lottery tickets, not investments.

Figure 9. EV start-ups face a capital ‘valley of death’

Key takeaway: Subscale EV start-ups face elevated capital costs and heavy burn; survival likely requires dilution or strategic
outcomes.

These stresses at the OEM level push us toward the next, often underappreciated layer of risk: the
physical constraints behind the electrification and Al narratives.

5. Gray Rhinos: The Structural Deficit of the Copper Bloodline

The EV and Al revolutions share a critical, second-order dependency: they are both ravenous
consumers of raw materials and grid power.

Copper sits at the heart of this story. The move to electrification requires a step-change in copper for
wiring, motors, and transformers. The Grasberg mine accident in early 2026, which removed an
estimated 1.5% of global supply for 12-15 months, has landed on top of an already projected 330,000-
ton deficit this year. (see Figure 10).
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Supply Chain Bottlenecks: The Copper Squeeze

“No matter who wins the auto war, everyone needs copper.”

Projected Copper Demand vs. Committed Supply

250 Projected Copper

Demand

200 Price: ~$13,300/ton
(Record highs)

g 150
% Structural Deficit
g 100

50

0

2020-2035 2025-2020 2025-2030 2030-2035 2020-2040
E==] Allmpact: 041 EV Impact: Rising copper costs New Mines:
=2 =] Data center uses 27-33 tons ($13k -> $15k) will compress EV Take 10-15 years to open

of copper per MW margins by $1,000-$1,500 per
vehicle

Figure 10. Copper squeeze: demand outpaces committed supply
Key takeaway: Copper scarcity is a key gating factor for electrification and Al; sustained high prices can compress EV

margins.
In our view, $15,000/ton copper is a silent assassin of EV margins, given that an electric vehicle
consumes three to four times more copper than an internal combustion engine vehicle.

Lithium offers a parallel, but with a classic reflexive twist. Prices have fallen roughly 90% on the back
of temporary oversupply and investor capitulation. However, the collapse in new project funding now
being observed virtually guarantees a structural deficit by 2029. As we often remind clients, “the cure
for low prices is low prices.” The current distress in lithium miners is, in our view, the precursor to the
next supply squeeze. (see Figure 11).
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Supply chain volatility is the ‘Silent Killer’ of margins.

Figure 11. Lithium price crash today; deficit risk tomorrow

Key takeaway: Lithium'’s oversupply-driven collapse is curbing investment, raising the odds of a structural deficit by 2029.

The scarcity of this “Copper Bloodline” is the key filter through which we test all core scenarios for EV
and Al growth.

6. MoatPeak Scenarios & Probabilities

To frame portfolio construction for 2026-2028, we have built three primary scenarios: (see Figure
12).
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Scenario Planning & Probabilities

~
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Probability: Probability: Probability:

45%

15%

ay

Consumers choose PHEV/HEV. BYD localization beats tariffs. Solid-state/LFP breakthrough
Toyota/Honda win. Western OEMs crushed in drops cost to parity. Rapid
Tesla pivots to Energy. mass market. EV adoption returns.
N y, . J = J

Figure 12. MoatPeak scenarios and assigned probabilities

Key takeaway: Our base framework: Hybrid Compromise (45%), Chinese Dominance (40%), and Technological
Breakthrough (15%) for 2026-2028.

e Hybrid Compromise - 45% probability. In this base case, Toyota and Ford win the middle-class
consumer through high-margin hybrids. EVs remain a premium, higher-income niche rather than a
true mass-market standard.

e Chinese Dominance - 40% probability. BYD, Geely and peers successfully navigate Western
protectionism via localized plants in Europe and North America. They leverage their cost
advantage to undercut Western mass-market OEMs, compressing their margins and eroding share.

e Technological Breakthrough - 15% probability. A genuine step-change emerges—solid-state
batteries or $50/kWh LFP costs—unlocking faster EV adoption than current grid capacity can
comfortably handle. This is the upside “black swan” that could re-accelerate enthusiasm.

We are tracking several triggers that would prompt us to re-weight these probabilities. Persistent
copper prices above $15,000/ton would cap the pace and profitability of electrification. Conversely, if
Tesla successfully deploys a true Level 5 Robotaxi in Austin, operating with no human supervision, the
path-dependent economics of autonomy and EVs would shift materially. (see Figure 13).
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SENSITIVITY TABLE CATALYSTS TO WATCH
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Figure 13. Key triggers and catalysts to watch

Key takeaway: We will re-weight scenario probabilities if triggers move—especially copper above $15,000/ton or a true
Level 5 Robotaxi deployment.

These scenario frameworks underpin our MoatPeak Deep Insight into what is ultimately a healthy
correction rather than a collapse.

7. MoatPeak Insights: Interpreting the Signal from the Noise

We interpret the current phase of automotive sobriety as both necessary and constructive. The
dramatic write-offs at Ford and GM are not signs that the electrification story has failed; they are
evidence that capital is finally being priced correctly.

The market is transitioning from rewarding disruption to rewarding discipline. Using the principle of
inversion, we ask first: what should we emphatically not own in 2026?

We are deliberately avoiding capital-starved EV start-ups that lack a credible path to break-even
within the next 18 months. These are, in our assessment, structurally misaligned with the new cost of
capital and the emerging consumer reality.

The more important signal is not the slowdown in EV unit growth, but the rising demand for the
electricity and materials that underpin electrification and Al. Value is migrating away from the vehicle
itself and toward the infrastructure—generation, transmission, storage, and critical minerals.

That is where we see the most durable compounding opportunities over the coming cycle.

research@moatpeak.com Page 13 www.moatpeak.com



<™ MOATPEAK INDEPENDENT RESEARCH

8. Strategic Mandate for the Retail Investor: Navigating 2026

We believe the rules of the game for investors have shifted decisively—from a focus on disruption
narratives to a focus on durability of cash flows and balance sheets.

For the 2026 horizon, we would anchor a retail equity portfolio in Toyota ($TM) and Honda ($HMC).
Their hybrid leadership, manufacturing discipline, and conservative capital allocation offer what the
market now prizes most: resilient, cash-generative bridges to an uncertain future. These are the
platforms the mainstream consumer is clearly willing to cross.

Our preferred growth exposure sits “behind the meter.” We favor Vistra ($VST) and Constellation
Energy ($CEG) as structural winners from the combined rise of EV charging and Al data-center
demand. Both are increasingly bypassing the traditional, regulated grid by signing direct-connect and
long-term offtake agreements with hyperscalers such as Amazon and Microsoft.

These customers require 24 /7, carbon-light or carbon-free baseload, a profile that nuclear-heavy,
flexible producers like CEG and VST are uniquely positioned to supply. This demand dynamic is
building a defensible moat that most traditional utilities cannot easily replicate. (see Figure 14).
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Infrastructure: The ‘Pick & Shovel’ Strategy

Thesis: The grid is not ready for EVs + Al. Modernization is mandatory.

Top Picks

Vistra ($VST) &
Constellation ($CEG)

Al Data Center
Data center power demand

Rationale: Nuclear/Base-load
to rise 165% by 2030.

power is the only way to feed
24/7 Al data centers.

Data center power
demand to rise 165%
by 2030. EV Charging Network

Highest probability of positive return (70-75%) over 3 years compared to auto OEMs.

Goldman Sachs estimates infra spend to hit $185B by 2040.

Figure 14. Infrastructure ‘pick and shovel’ beneficiaries

Key takeaway: Our preferred growth exposure sits behind the meter in power generation supporting EV charging and Al
data-center demand.
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To complement this, we see a commodity hedge as essential. Positioning in Freeport-McMoRan ($FCX)
and BHP ($BHP) offers targeted exposure to the Copper Bloodline and the upside from a tightening
copper market.

Our role as investors in this phase is to remain disciplined while others are still crowded at the exit of
yesterday’s euphoria. The transition to an electrified world is not being canceled; it is being re-priced.
(see Figure 15).

lll Institutional Equity Research

Portfolio Decision Checklist
@ Avoid Pure Startups: Sell/Short Rivian ($RIVN), Lucid. (Lottery tickets).

@ Anchor with Hybrids: Buy Toyota ($TM) for stability/dividends.

74~ Buy the Infrastructure: Overweight Vistra ($VST), Constellation ($CEG),
ﬁ and Copper miners ($FCX).

A /A Treat Tesla as an Option: Only hold if you believe in the Al/Energy
story. It is not an auto stock.

ﬁo:g Geopolitical Hedge: Consider small allocation to BYD (if comfortable
S with China risk).

Summary statement at bottom: “Diversify away from the ‘EV Dream’ and into the
‘Physical Reality’ of materials and energy.”

Figure 15. Portfolio decision checklist for 2026

Key takeaway: Portfolio construction: anchor in hybrid leaders, add infrastructure exposure, hedge with copper, and avoid
capital-starved EV start-ups.

We intend to stay the course—with durability, not dreams, as our guide. (see Figure 16).
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The Sobering Reality

The automotive industry is rewriting its rules in real-time. The
winners of this decade won't be those chasing the hype of 2021,
but those who respect the arithmetic of 2026.

Focus on the structure: Downstream infrastructure, hybrid
transition, and resource scarcity.

.
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This report is for informational purposes only and does not constitute financial advice
MoatPeak independent Research

Figure 16. The sobering reality: durability over dreams
Key takeaway: The winners are aligned with 2026 arithmetic—durable cash flows and the infrastructure and materials
behind electrification.
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