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Three Dollars vs. Seventeen

How the 2026 Hormuz Shock is Rewriting the Global Chemical Map



The Tectonic Fracture in Global Feedstock

$3.03/MMBtu = $17-19 / MMBtu |

Henry Hub (US) TTF Europe (Mid-50s €/MWh)

l v

The 5x
Arbitrage Fracture

Core Insight The Thesis

When Operation Epic Fury triggered the $112 Brent oil spike on Feb 28, This spread transforms US gas-based chemical producers into passive
2026, the market blindly bought energy and defense. They missed the real cash-flow engines, while simultaneously destroying European and Asian
margin machine; the 5x spread between US natural gas and European inputs. margins. The market's most obvious answers are currently wrong.




Fact vs. Fiction: The March 2026
Geopolitical Baseline
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The Molecule Margin Engine: Three Diverging Realities
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Takeaway: Chemical profits are driven by transforming cheap molecules into expensive ones. You only
win if your input costs remain static while your output prices surge.
kSubtext: SCF Industries generates cash flow almost inertially, while BASF faces a fight for survival.




Historical Anchors: Nav1gat1ng Commodity Shocks

OPEC Embargo
1973 The Lesson: The producer wins round one, recession wins round two.
8 Demand destruction eventually kills the windfall.
1979

The Lesson: Contract structure > Geography.

I Iranian Revolution I
@
8 Long-term fixed-price feedstock contracts determined the true winners.

Financial Crisis / $147 Oil
2008 @ The Lesson: Momentum is not value. Timing is structural, not cosmetic.
\

Late buyers lost 40-60%.

Ny

Ukraine War

The Lesson: Feedstock advantage is a windfall, not a permanent multiple re-
rating. 10x Hub/TTF spread normalized; late $CF buyers lost money.

2022

Synthesis: 2026 is an Oil + Gas + Logistics shock. The market learned from 2022 and front-ran

i—r -

the upside. The easy momentum money IS macle the next phase requires surgical stock picking.



The Fed’s Stagflation Trap: A Two-Phase Playbook

=) 4 Phase 1: The Cyclical Run (Current)

E
Prices rise, demand holds. Chemical equities
function as cyclical hedges. Key indicators: PMI
> 48, Spring planting supports fertilizers.

> Stagflation Trap:

— CDIETMFI)CE > ﬁg%r Phase 2: Demand Destruction (Q3-Q4

s noc) 2026 Risk)

S If Hormuz restrictions persist, global GDP drops.

© Even with feedstock advantages, margin

£ disappears if the end product isn't purchased.
Actionable Trigger

3 ~ If ISM Manufacturing drops definitively below 48

— Yy - while Core PCE remains >3%, rotate immediately

- » from Cyclical Chemicals ($CF, $WLK) to Defensives

Contraction  Growth (Mfg PMI) Expansion ($LIN, Gold, TIPS).




US Equity Landscape: Sorting the Winners from the Noise

The False vs. True Beneficiary Matrix
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Insight: Buying sector ETFs (SXLB, SIYM) is a critical error. The broad market lifts all boats, masking
deep structural rot in highly levered or input-squeezed players. Stock selection is paramount.




The Structural Longs: Pure-Play Arbitrage Winners

$CF

CF Industries

UP 33%

Margin
Expansion

* Profile: The purest play on the Henry Hub spread.
Nitrogen/Ammonia prices up 22-33% YoY.

+ Mechanics: Louisiana plant converts $3 gas into globally
priced ammonia.

» Valuation: Trailing P/E ~10.5x, Net Debt just 1.2x EBITDA.
Q1'26 EPS est. $2.08.

 Verdict: Cash flow expands automatically. Consensus has
not fully priced in a Q2/Q3 prolonged blockade scenario.

SWLK

Westlake

Asset
Optimization

Profile: Less obvious, highly effective. PVC and Chlor-
alkali driven by ethane.

Mechanics: Upgraded Calvert City plant from propane to
ethane (Marcellus Shale). Lowest cost feedstock globally.
Valuation: Targeting $600M EBITDA improvement in 2026
via asset optimization.

Verdict: A clean beneficiary of US advantage avoiding
headline exhaustion.




Value Traps & False Beneficiaries

A AN A

Mosaic ($MOS) - The Input Dow ($DOW) - The Celanese ($CE) - The Leverage
Trap Geopolitical Hedge Trap

The lllusion: Seen as a twin to SCF or The lllusion: US ethane-based The lllusion: Cheap valuation.
SNTR. olyethylene giant.

LR : The Reality: Choking on S4B debt
The Reality: Phosphates require The Reality: Heavily exposed via the from DuPont M&M acquisition
sulfuric acid. Sulfur is an oil by- Sadara Chemical JV in Saudi Arabia. (Debt-to-Equity 2.55). In a
product highly exposed to Hormuz Logistics are choked; insurance is commodity cycle with rising debt-
transit. Mosaic is buying what got punitive. Dow wins on price but loses / service costs, leverage is toxic.

expensive, destroying hundreds of on volume/risk.
millions in H1 ‘26 EBITDA.



The Anchor Position: Industrial Gases (SLIN)

The Asset: Linde (SLIN). +17% YTD,

: g trading at $490-493. 33
Semiconductors Refining consecutive years of dividend

growth.

The Rationale: Not a cheap

4 — L feedstock play. Linde is the

Take-or-Pay ‘ Take-or-Pay ultimate infrastructure provider.
Every time a supply chain reroutes,

a new plant opens, or capex is

deployed, Linde wins,

The Moat: Take-or-pay contracts

Take-or-Pay @ Take-or-Pay and inflation-escalation clauses
protect margin.

Verdict: The compounding machine.
If you can hold only one chemical

Healthcare Manufacturing equity through extreme macro
volatility, it is $LIN.



The European Paradox: Structural Decline vs. Cyclical Bottom

0-6 Mogths

Margin Compression
& High Energy Costs

12-24 Months

Mean Reversion &
Cost Savings Realized

The Consensus Mistake:

The market assumes infinite pain for Europe.
European chemical share dropped from 27% (2004)
to 13% (2024). Multiples scream “nobody wants us.”

The Contrarian Setup (BASF / $BASFY):

Punished for 2022’s energy shock (€3.2B hit).
However, the Winning Ways program yields €2.3B
run-rate savings, and the €8.7B Zhanjiang Verbund
complex in China ramps to profitability in 2026.

The Trade: If TTF normalizes ($8-10) post-crisis,
but product prices lag and stay high, BASF
experiences massive margin expansion. ADR
Fair Value targeted at ~$17 (currently $13-14).

The Defensive Alternative: Air Liquide ($AIR.PA).
Highly contracted, major €250M semiconductor
investment in Dresden.




The Eastern Chessboard: Three Unspoken Paradoxes

Paradox 1: SABIC (The Blocked Giant).

Saudi Arabia subsidizes gas/ethane. SABIC should
win, but its logistics are trapped inside the war zone.
The lowest cost, but blocked.

Paradox 2: China (The Deflationary Hose).

| Wanhua Chemical and others face massive domestic

' overcapacity. Once Hormuz logistics clear, China is
positioned to dump cheap MDI, PVC, and PE
globally, creating a hard ceiling on US margins.

Paradox 3: India (The Currency Trap).

' Net energy importers like India face immediate

| currency depreciation (INR/USD ~90) and inflation.
Energy shocks translate instantly to sovereign debt
stress, negating cheap Russian/Iranian oil arbitrage.




The Structural Shift: Yuan Tolling in Hormuz

West/Allies
Iranian/IRGC

controlled Chinese Fragmented

: Petrochemicals Global Trade
oAt (Sinopec, Wanhua) Architecture

Yuan Tolls / Preferential Access

The Catalyst: IRGC is allowing The Consequence: If this system The Valuation Impact: Security of
preferential transit for specific solidifies post-conflict, global supply demands a structura
vessels, with documented trade fragments permanently. premium. The market has not yet
payments in Yuan. Access to US, Canadian, and Australian monetized this permanent shift
critical chokepoints is now tied to producers no longer just have for $CF, $NTR, and $WLK.
currency-geopolitical blocs. cheap gas—they have cheap and

secure gas.




The Tariff Overlay: Protectionism vs. Profit

EU-US
Trade

US-Canada
Trade

EU-US Axis (Low Risk): The EU Parliament approved safequard clauses on March
26, 2026. The trade agreement is moving forward. Retaliatory tariffs on US polymers
are highly unlikely in the near term, protecting Dow, Westlake, and Celanese

exports.

US-Canada Axis (High Risk): US imports ~90% of its potash, mostly from Canada.
Severe tariff rhetoric from the Trump administration directly threatens Nutrien
($NTR) with a double blow: taxed end-markets and weakened US demand.

Section 122 Tariffs: Basic 10% global import tariffs enacted Feb 24. While urea is
exempt, sulfur and ammonia are not—further compressing Mosaic's ($MOS) margins.



Probability Matrix: Four Futures for Q2-Q4 2026

35%

Base Case:
Prolonged Hormuz

3-6 month restriction. Brent
$100-120, Henry Hub $3.0-3.5,
TTF $15-22.

Winners: CF, WLK, LNG, Gold.
Losers: European Chems, EM
Importers.

20%

Bull Case:
Structural Shift

Yuan tolling becomes permanent
architecture. Brent $85-100,
Henry Hub $3.5-4.5.

Winners: LIN (capex boom), US
defensible producers, US
Defense.

30%

Bear Case:
Quick De-escalation

Ceasefire by summer. Brent
$75-85, TTF crashes to $8-11.

Action: Massive momentum
unwind. CF drops 15-20%.

Winners: Mean-reversion longs
(BASFY).

‘ 15%

Tail Risk:
Major Shock
Full mining of strait / Saudi

strikes. Brent $130+. Henry Hub
spikes to $4.0-5.0 on LNG pull.

Action: Recession imminent.
Hide in Gold, TIPS, CF.



Key Valuation Drivers & Earnings Sensitivities

If US LNG export demand pulls
Hub high, the structural feedstock
advantage narrows.

Signals extreme logistical stress.
Acts as a turbocharger for
domestic US plays against global

- competitors.

Threshold Corporate Impact EPS Sensitivity

CF & WLK margin expansion
stalls.

Highly accretive to US
onshore producers.

Henry Hub Spike >$4.00/MMBtu
Brent-WTI Spread >$15/bbl
TTF Normalization <$12/MMBtu

i
Chinese Export Accelerated
Volume Dumping |

Drop below $12 initiates the BASF
($BASFY) mean-reversion trade.

If Wanhua accelerates MDI
dumping, global price ceilings
compress Huntsman ($HUN) and
Covestro margins.

Expands margins against
lagging product price drops.

e ————————

| .

' Immediate downward

“revision on chemical pricing
models.




The Grey Rhinos: Catalysts, Risks, and Invalidation

Catalysts (Upside) 1" Hidden Risks = ' Invalidation Triggers

Q1 Earnings (May 6" for CF) Crowded Trade Unwind: The

Sustained increase in Hormuz

raising guidance. “buy US fertilizers” trade is transponder traffic
consensus. Exits will be violent. (USNI/Marine Traffic).

Formalization of EU-US trade

deal. Working Capital Drain: High Henry Hub breaks and holds
feedstock costs drain cash from >$4.50/MMBtu.

Persistence of Yuan Tolling, weak balance sheets (Olin,

permanently re-rating Lanxess). ISM Manufacturing drops <

security of supply. 48 (Demand Destruction).

Political Intervention: Windfall
taxes or export caps if fertilizer
prices surge another 30%.

PFAS Litigation: Chemours
($CC) sentiment contagion.



The Actionable Playbook: Structuring the Portfolio

Portfolio Decision Checklist . The Arbitrage Pairs Trade

Allocate Core: SLIN (All-weather 12+ Mechanics: A pure-play
month hold), SCF (3-6 month on the S3 vs $17 spread.
momentum, exit on ceasefire headlines). Captures dual-leverage

(cheap US gas vs
expensive EU inputs).

Size Defensives: Gold / TIPS to hedge
the Phase 2 Stagflation trap.
Management: Highly
effective in Prolonged
Hormuz scenarios.

Must be actively
reversed if Quick

Short SBASFY De-escalation triggers
TTF collapse.

Monitor Infrastructure: Buy SLNG
(Cheniere) only on pullbacks; it is a
long-term structural rerouting play.

Purge Value Traps: Sell SMOS (sulfur
risk), SCE (leverage), sector ETFs (SXLB).
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