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HOW TO READ THIS PAPER

This is a market-structure paper, not a market call. Its purpose is to give operators, procurement leads, CFOs,
and analysts a durable mental model for why 2026's energy prices behave the way they do — and a set of
reference points and signposts they can apply to their own exposure.

Claims are labeled by epistemic status throughout: GROUNDED (reported data), ANALYTIC (derived from
that data), PROJECTION (forward estimate with stated assumptions), and SPECULATIVE (structurally
plausible, weakly evidenced). Prices reflect the most recent prints available as of August 25, 2026. Worked
examples use published reference volumes for three archetypes — a mid-size private truck fleet, a mid-size
industrial manufacturer, and a median U.S. household — so readers can rescale to their own position.




SECTION 1
Executive Summary

GROUNDED - Price levels and inventory figures as reported by EIA, DOE, and wire services through August 25, 2026.

The global energy system is now in the sixth month of the largest supply disruption in its history. Since late
February, when the United States and Israel opened an air war against Iran, the Strait of Hormuz — the
waterway that carried roughly one-fifth of the world's oil and one-fifth of its liquefied natural gas — has been
closed or severely restricted. At the peak, more than 14 million barrels per day of Gulf supply was shut in, and
cumulative lost barrels have exceeded one billion. A June memorandum of understanding briefly reopened
the strait; its collapse in July, the reimposition of a U.S. naval blockade in August, and the expiry of the formal
60-day ceasefire window have left the market in a grinding stalemate. Crude escapes the Gulf in an
unpredictable trickle, diplomacy staggers forward and backward almost daily, and the world is burning
through inventories at a pace the International Energy Agency describes in weeks rather than months.

Two developments since mid-August have reset the near-term picture. First, Washington moved from military
to financial pressure: on August 24 the Treasury unveiled what it called its most aggressive sanctions campaign
to date, aimed explicitly at severing Iran's remaining economic lifelines, with no exemption signaled for
Chinese buyers. Second — and more consequentially for anyone who buys fuel — the diesel market broke out.
The DOE national on-highway average rose 19.7 cents in the week of August 17 and a further 19.8 cents in the
week of August 24, reaching $5.652 per gallon. That is the sixth increase in seven weeks, the highest weekly
print since late May, and $1.944 above the same week a year ago.

The unevenness of the fallout remains the central analytical point. Crude and refined products are priced
globally, so American buyers pay wartime prices. Domestic natural gas, which can only leave the country
through a fixed number of liquefaction terminals, is trapped below $3.00 per MMBtu — cheaper than a year
ago, and cheaper than forecasters expected as recently as July. Electricity sits between the poles: fuel costs are
tame, but data-center-driven demand growth and grid investment are pushing wholesale power costs up at
rates no fuel market would explain. One war, three very different price stories, all governed by a single variable:
whether the commodity can physically reach, or escape, the world market.

Key Indicators — Week of August 24, 2026

BRENT CRUDE WTI CRUDE DOE DIESEL (U.S. AVG)
$92.44 $85.38 $5.652
+2 wks of gains - peaked $126 in March Brent—WTI spread = $7 +$0.198 w/w - +$1.944 y/y
HENRY HUB NAT GAS EU TTF GAS STRATEGIC PETROLEUM
RESERVE
< $3.00 =~ $21/MMBtu M bbl
Q3 STEO forecast $2.87 - domestic insulation ~ €65/MWHh - storage only ~62% full 293°4
Lowest since 1983 - ~122M drawn since Feb




DISTILLATE STOCKS

-13%

vs. 5-yr avg - 105.6M bbl - tightest of 2026

REFINERY UTILIZATION

97.2%

Effectively no spare U.S. capacity

PJM WHOLESALE POWER

+50.3%

H1 2026 vs H1 2025 - $114.50/MWh

THE ONE-PARAGRAPH VERDICT

The market has priced a stalemate, not a resolution — but the products market is no longer waiting for one.
Brent in the low $90s reflects a world where some oil escapes the Gulf, inventories bridge the gap, and
diplomacy prevents the worst case. The buffers doing that bridging — the SPR, commercial stocks, OPEC+'s
trapped spare capacity — are being consumed rather than replenished, and diesel has now decoupled from
crude: refined-product scarcity, not barrel scarcity, is setting the price at the pump. Distillate inventories 13
percent below the five-year average, refineries running at 977 percent with no slack, and Russia's export ban
extended into 2027 argue that diesel stays elevated and volatile through winter regardless of how Hormuz

resolves. Plan against the middle path; stress-test against the third.




SECTION I1

The Geopolitical Landscape: Three Fronts, One Market

GROUNDED - Event chronology from CRS, Lloyd's List Intelligence, and contemporaneous wire reporting.

Energy prices in 2026 are being set by the interaction of three simultaneous conflicts: the U.S.—Israel war with
Iran and the resulting Hormuz crisis; the Houthi blockade of the Red Sea corridor; and the Russia—Ukraine
war, now deep into its fifth year, with Ukrainian long-range strikes systematically degrading Russian refining.
Any one of these would move markets. Together they have compromised the three most important maritime
energy corridors on the planet at the same time — something that has never happened in the modern oil era.

Front One: Iran and the Strait of Hormuz

The war began on February 28, 2026, when the United States and Israel launched a coordinated air campaign
against Iran and assassinated Supreme Leader Ali Khamenei. Iran retaliated against Israel, U.S. bases, and
Gulf Arab states — and, decisively for energy markets, moved to close Hormuz to commercial shipping. Before
the war roughly 138 vessels transited daily. Traffic collapsed almost immediately, and Iranian strikes on Qatari
facilities in early March knocked out approximately 17 percent of Qatar's LNG export capacity, with repairs
estimated in years rather than months.

The six months since have followed a punishing rhythm of escalation and failed diplomacy: a two-week April
ceasefire that collapsed; a naval blockade of Iranian ports; a June memorandum that partially reopened the
strait and drew trapped tankers down from more than 160 to 29 as owners raced for the exit; the collapse of
that memorandum in July; and the reimposition of the blockade in August. Iran has since struck vessels using
an Omani-coordinated bypass route and attacked tankers belonging to Abu Dhabi's state oil company. At least
66 maritime incidents involving commercial vessels have been recorded across the Persian Gulf, Strait of
Hormuz, and Gulf of Oman.

The latest phase is institutional and financial rather than kinetic. Tehran has stood up a state-controlled
Persian Gulf Strait Authority, whose declared transit rules carry threatened penalties of fines, seizure, or
confiscation, and Iran's parliament has approved a provision requiring transiting ships to pay for services
rendered. Oman's foreign minister traveled to Tehran on August 24 to continue negotiating a transit
framework. On the same day, Washington answered with a sanctions offensive aimed at what the Treasury
described as economic asphyxiation — targeting financial institutions and, pointedly, declining to exempt
China, Iran's largest crude buyer. Notably, oil fell roughly 2.5 percent on the announcement: traders read
broad financial pressure as slower-acting than a physical supply event, and flows through the strait have
proven more resilient than headline risk implies, with reports of roughly 16 million barrels crossing in a single
night in mid-August.

Date (2026) Event Market Consequence
Feb 28 U.S.—Israel air war begins; Khamenei killed; Iran ~ Largest supply disruption in history begins; Brent
moves to close Hormuz spikes toward $126

Early Mar Iranian strikes hit Qatari LNG; QatarEnergy halts  European gas jumps ~50% in a day; 17% of Qatari
production export capacity lost

Mar—Apr OPEC+ output falls 9.4 mb/d in a month; >14 Spare capacity trapped behind the strait; SPR
mb/d shut in emergency releases begin




Date (2026) Event Market Consequence

Apr 7-13 Two-week ceasefire fails; U.S. blockades Iranian Risk premium re-prices; war-risk insurance surges
ports

Jun 17 Trump—Pezeshkian MOU partially reopens strait ~ Trapped tankers fall from 160+ to 29; prices retreat

from peaks

Jul 5+ MOU collapses after attacks; Qatar halts sailings TTF gas +30% in July; oil risk premium returns
again

Augi1-14 Blockade reimposed; strikes on ADNOC and Brent +5% on the week; transits a fraction of pre-war
bypass-route vessels levels

Aug 17—-24 60-day ceasefire window lapses; Iran stands up Diesel +39.5¢ over two weeks to $5.652; Brent low
transit authority; U.S. unveils maximum $90s, then —2.5% on sanctions news
sanctions

Front Two: The Red Sea and Bab el-Mandeb

Iran's Houthi partners in Yemen have widened the maritime conflict to the Red Sea, declaring a blockade of
Bab el-Mandeb — the southern gateway to the Suez Canal. Tanker transits there have fallen roughly 40
percent. Vessels now broadcast ownership or armed-guard status as destinations in hopes of avoiding
targeting, and a toll regime with Chinese-flagged exemptions has reportedly been under consideration. The
practical effect: cargo moving Gulf-to-Europe via Suez must either run two gauntlets or divert around the Cape
of Good Hope, adding roughly two weeks and meaningful cost to every voyage — a tax on global logistics that
lands on freight rates, insurance premiums, and delivered fuel prices.

Front Three: Russia—Ukraine and the Refining War

The Russia—Ukraine war has evolved into a duel of deep strikes on energy infrastructure. Ukraine's long-range
drone campaign against Russian refineries has degraded Russia's ability to convert crude into products, and
Moscow has extended its ban on gasoline and diesel exports through January 2027 to protect domestic supply.
Russian seaborne crude shipments have fallen to multi-month lows. Before its full-scale invasion, Russia was
the world's largest diesel exporter; the durable removal of Russian diesel from the Atlantic basin is one of two
structural legs — the other being lost Gulf gasoil exports — under today's globally tight distillate market. This
is the single most under-appreciated fact in the 2026 energy complex, and the reason diesel can rise while
crude falls.

WHY THIS CONSTELLATION IS UNPRECEDENTED

The 1973 embargo was a policy choice by producers. The 2022 shock was the loss of one major exporter. In
2026 the physical arteries themselves are compromised: Hormuz (=20% of global oil and LNG), Bab el-
Mandeb/Suez (=12% of global trade), and Russian export and refining infrastructure — simultaneously.

Production capacity still exists in abundance. What has failed is deliverability. That distinction, developed in
Section III, explains nearly everything about how prices have behaved this year.




SECTION II1I

How Global Energy Logistics Actually Work

ANALYTIC - Structural mechanics; consensus among IEA, EIA, and trading-house commentary.

Decision-makers are routinely shown price charts without the plumbing behind them. This section explains
the physical and financial machinery that converts a drone strike in the Persian Gulf into a number on a fuel
island sign in the American interior — because once the machinery is understood, this year's seemingly
contradictory price behavior (crude up sharply, domestic gas down) becomes fully legible.

Chokepoints: The Geography Nobody Can Change

Roughly 60 percent of the world's oil moves by sea, and seaborne oil must pass through a handful of narrow
waterways. Hormuz is the most important: 21 miles wide at its narrowest, with inbound and outbound lanes
just two miles wide each, it was the exit route for about 20 million barrels per day of crude and products and
one-fifth of global LNG. The bypass options are small. Saudi Arabia's East—West pipeline to the Red Sea, the
UAE's Fujairah line, and non-Hormuz Gulf production together move only about 6 million barrels per day. A
full closure therefore strands roughly 14 million barrels per day — more than the world's entire spare
production capacity.

This is the crucial lesson of 2026, and it was articulated most bluntly by the chief executive of Vitol, the world's
largest independent oil trader: essentially all of the world's spare production capacity sits behind the Strait of
Hormuz. Saudi Arabia and the UAE hold nearly all of OPEC+'s roughly 5 to 6.6 million barrels per day of
withheld capacity, and both depend on Hormuz to export. A barrel trapped behind a closed strait is not spare
capacity — it is a number on a spreadsheet. OPEC+ continued formally unwinding its production cuts on
schedule through the spring, but those quota increases were, in the IEA's dry phrasing, purely theoretical until
the strait reopens. The mechanism designed to buffer supply shocks was neutralized by the shock itself.

Tanker Economics: Insurance, Dark Fleets, and the Risk Premium

Ships move when three parties agree: the owner, the charterer, and the insurer. War-risk insurance is quoted
per voyage as a percentage of hull value, and in a hot conflict zone those premiums can multiply the cost of a
transit or make coverage unobtainable outright — which is why a strait can be closed without a single mine in
the water. Threats alone, if credible, produce closure-like conditions the moment shipowners conclude the
expected cost of a transit exceeds the profit. This year has also normalized behavior once confined to sanctions-
busters: tankers transiting with transponders dark, AIS signals spoofed, and ownership obscured through shell
structures — the shadow-fleet playbook Russia built after 2022, now applied to Gulf barrels.

The consequence for markets is degraded visibility. Nobody, including the U.S. government, knows precisely
how much oil escapes the Gulf week to week, and that uncertainty is itself a volatility premium. For businesses,
the practical implication is that headline transit counts should be treated as a range estimate rather than a
measurement — and that the market's reaction to any single reported figure will be larger than the figure's
information content justifies.

From Crude to the Pump: The U.S. Value Chain

A gallon of diesel embeds four costs: crude oil, refining margin (the crack spread), distribution and marketing,
and taxes. On EIA's most recent published breakdown, crude accounts for roughly 42 percent of the diesel
retail price and refining 25 percent — a refining share materially higher than the gasoline equivalent, and the
single best explanation of why diesel has outrun crude this year. Crude is priced globally: a Texas barrel and a



Gulf barrel compete for the same tankers and refineries, so a shortage anywhere raises prices everywhere.
Refining converts crude into products in fixed proportions, and U.S. refineries are running at 977.2 percent of
capacity — effectively flat out — meaning no additional gallon of diesel can be conjured domestically regardless
of price. Record middle-distillate crack spreads confirm that refiners, not producers, are capturing much of
this year's price inflation, because product is scarcer than crude.

The United States is divided into five Petroleum Administration for Defense Districts, and the PADD structure
explains regional price gaps that national averages conceal. The Gulf Coast (PADD 3) hosts half of U.S. refining
and enjoys the lowest prices. The Midwest (PADD 2) is served by inland refineries running discounted
Canadian crude delivered by pipeline, insulating it from waterborne disruption. The East Coast (PADD 1)
depends on pipeline flows from the Gulf plus imports, and California is an isolated fuel island with unique
specifications — which is why its diesel runs more than a dollar above the national average. When war disrupts
seaborne trade, coastal PADDs feel it first and hardest; the interior feels it through the national crude price
alone.

ANALYTIC - Regional insulation is structural, not permanent. In the week of August 17 the Midwest posted the largest regional increase in the
country (+25.4 cents), demonstrating that pipeline-fed interior markets can lead as well as lag when refinery economics rather than import logistics
are the binding constraint.

Why Natural Gas Behaves Differently

Oil is one global market because tankers make it fungible. Natural gas is three regional markets — North
America, Europe, Asia — connected only by LNG terminals, whose capacity is fixed in the short run. U.S.
liquefaction can process roughly 17 billion cubic feet per day, and it is already running near maximum. Once
those terminals are full, no additional domestic molecule can reach the desperate European market no matter
how high prices climb there. The result is the sharpest divergence in the energy complex: Henry Hub below
$3.00 per MMBtu while European TTF trades near $21 — Europe paying roughly seven times the U.S. price
for the same molecule. American gas consumers are, in effect, shielded by an infrastructure bottleneck.

THE DELIVERABILITY PRINCIPLE

2026's master lesson for anyone who buys energy: price is set not by how much can be produced, but by how
much can be delivered. Chokepoints, insurance markets, pipeline capacity, refinery utilization, and LNG
terminal throughput are the real supply curve.

The corollary for planning: when you evaluate an energy forecast, ask what deliverability assumption it embeds.
A forecast that assumes reopening is not a bullish forecast about production — it is a bet on logistics, insurance,
and diplomacy. Every scenario in Section IX is ultimately such a bet.




SECTION IV
Crude Oil: Stalemate Pricing on a Shrinking Cushion

GROUNDED - EIA Weekly Petroleum Status Report (w/e Aug 14, released Aug 19); exchange settlements through Aug 25.

Brent traded near $92.44 and WTI near $85.38 on August 25, following two weeks of gains and a roughly 2.5
percent pullback on the sanctions announcement. The twelve-month range tells the story better than any level:
from $58.72 in the glut pricing of late 2025, when traders were positioned for oversupply, to $126.41 at the
crisis peak in March. A $68 swing in a year is what it looks like when a market moves from pricing abundance
to pricing the largest disruption in history and then settles into an uneasy middle that assumes partial flows
continue.

Two features of current pricing deserve attention. First, the Brent—WTI spread has widened to roughly $7
from a typical $3 to $4. Middle East disruption hits Brent-priced barrels directly while U.S. production, still
near record highs, supports relative WTI abundance — a discount that flows through to U.S. refiners and
modestly cushions American product prices relative to the rest of the world. Second, the market is being
balanced by inventory drawdown rather than production response, and the buffers are visibly depleting.

The Inventory Picture: Crude Loose, Products Tight

The recent EIA data require careful reading, because the crude and product sides are telling opposite stories.
Commercial crude has built for consecutive weeks, reaching 428.8 million barrels — driven by an import surge
as cargoes released during the collapsed ceasefire window reached U.S. shores, and by exports falling to multi-
month lows as barrels were retained at home. Wire coverage framed those builds as easing supply concerns.
Meanwhile distillate drew again, to 105.6 million barrels, now 13 percent below the five-year average and the
tightest reading of the year. Refinery utilization rose to 97.2 percent as refiners chased historically high
margins.

Beneath both series sits the buffer that is not coming back on its own. The Strategic Petroleum Reserve stands
at 293.4 million barrels, its lowest level since 1983, after roughly 122 million barrels of drawdown since the
strait closed as part of a coordinated international release. The nation's rainy-day barrel is being spent at
precisely the moment product inventories offer no cushion of their own — and refilling it will eventually
become a source of demand rather than supply.

Indicator (EIA, w/e Aug 14, vS. 5-Yr Avg Read-Through

2026)

Commercial crude 428.8M bbl Near average Second consecutive build on import surge,
not demand weakness

Strategic Petroleum Reserve 293.4M bbl Lowest since ~122M drawn since February; future refill is
1983 latent demand

Gasoline 209.4M bbl Slightly below Built on the week; production near 9.7 mb/d

Distillate (diesel / heating oil) 105.6M bbl -13% The binding constraint; winter risk

concentrates here

Refinery utilization 97.2% Above normal No spare U.S. conversion capacity at any
price




Supply Response: The Americas Step Up, OPEC+ Stands Trapped

The supply response is coming almost entirely from the Western Hemisphere. The IEA has revised 2026
supply-growth expectations from the Americas up by more than 600,000 barrels per day since January, to 1.5
million, led by U.S. shale, Brazil, and Guyana. The U.S. rig count has begun rising again. OPEC+, by contrast,
holds 5 to 6 million barrels per day of nominal spare capacity that it largely cannot deliver: roughly 80 percent
sits with Gulf producers whose only exit is the compromised strait. Group production collapsed 9.4 million
barrels per day in a single month at the crisis outset.

This asymmetry — trapped low-cost supply, responsive high-cost supply — puts a floor under prices even in
de-escalation scenarios, because the barrels that return first upon reopening are the ones the market has
already priced. It also implies that the downside on reopening is larger than the upside on further escalation,
since escalation mostly re-strands barrels that are already stranded. One major bank has framed the reopening
threshold explicitly: restoring even 50 to 60 percent of pre-war Hormuz volumes would be enough to revive
expectations of an oversupplied global market.



SECTION V

Diesel and Refined Products: Where the Crisis Lands

GROUNDED - DOE weekly retail on-highway diesel survey; EIA regional series (w/e Aug 17 and Aug 24, 2026).

Diesel is where this crisis reaches the real economy, so this section goes deepest. The DOE national average
reached $5.652 per gallon in the week of August 24, up 19.8 cents on the week after a nearly identical 19.7-
cent rise the week prior. That is the sixth increase in seven weeks, the highest print since late May, and $1.944
above the same week a year ago. The two-week move alone is 39.5 cents — larger than most annual moves in
a normal market.

The structural case for elevated diesel is threefold, and none of the three legs resolves quickly. First, global
distillate supply has lost both Russian exports — banned by Moscow through January 2027 and degraded by
Ukrainian refinery strikes — and Gulf gasoil exports stranded behind the strait. Second, U.S. distillate
inventories at 105.6 million barrels are 13 percent below the five-year average with the winter heating season,
when diesel and heating oil compete for the same molecules, roughly ten weeks away. Third, refineries cannot
make more: at 97.2 percent utilization, U.S. distillate production is effectively at ceiling, and record middle-
distillate crack spreads confirm that product, not crude, is the binding constraint.

ANALYTIC - The critical planning insight of 2026 is that diesel and crude have partially decoupled. Between August 17 and August 25, crude
was roughly flat to lower while diesel rose 19.8 cents. Any budget model that projects fuel cost from a crude assumption alone will now systematically
understate distillate exposure. Model the crack spread separately.

Regional Diesel Prices — DOE Week Ending August 17, 2026

Regional detail lags the national print by one week. The August 17 table below is the most recent full regional set; the
national average rose a further 19.8 cents in the week that followed, and regional levels should be read as approximately
15 to 25 cents higher today.

Region (PADD) $/Gallon w/wW Structural Note

California (PADD 5 sub) $6.785 +$0.167 Isolated fuel island; unique specification; highest in
nation

West Coast (PADD 5) $6.203 +$0.170 Import-dependent; direct waterborne exposure

Central Atlantic (PADD 1B) $5.652 +$0.117 Harbor-priced; heating-oil competition ahead

New England (PADD 1A) $5.545 +$0.031 Most winter-exposed region in the country

U.S. NATIONAL AVERAGE $5.454 +$0.197 Rose again to $5.652 the following week

Midwest (PADD 2) $5.435 +$0.254 Largest regional move; inland refineries + Canadian crude

Rocky Mountain (PADD 4) $5.427 +$0.156 Small, landlocked market; thin supply chains

East Coast (PADD 1) $5.340 +$0.147 Pipeline-fed from Gulf plus imports

Gulf Coast (PADD 3) $5.237 +$0.193 Refining heartland; cheapest region

Lower Atlantic (PADD 1C) $5.204 +$0.170 Colonial Pipeline supplied




Fuel Surcharge Mechanics: What Actually Needs Attention

Most freight contracts contain a fuel surcharge clause indexed to the DOE weekly national average, with a
baseline price, an assumed fuel economy, a mileage source, a lag, and often caps or floors. Two weeks of
roughly 20-cent moves have made the mechanical details of those clauses financially material in a way they
have not been since 2022. Three points deserve emphasis for anyone on either side of such a contract.

— The index is not one number. Regional moves in the week of August 17 ranged from 3.1 cents in New England
to 25.4 cents in the Midwest against a 19.7-cent national move. A single national adjustment applied across all
lanes will misprice regional exposure in both directions.

— The lag is where disputes live. A clause referencing the prior week's index in a market moving 20 cents per week
creates a structural gap between billed and incurred fuel cost. In a rising market that gap favors the shipper; in
a falling market it favors the carrier. It should be identified and quantified now, not litigated in January.

— Thresholds designed for a $3 world are being breached routinely. Many contracts carry step triggers set in
calmer years. Anyone holding such a clause should confirm which tier is now active and whether customer-
facing communication is pre-drafted, because the notification burden arrives at the same moment as the cost.

WORKED EXAMPLE 1 — MID-SIZE PRIVATE TRUCK FLEET

Reference profile: 1.5 million revenue miles per year, 7.0 MPG achieved fleet average, approximately 214,300
gallons of annual burn.

Year-over-year exposure. At the current national average of $5.652 versus $3.708 in the same week of 2025,
the incremental annual fuel cost is approximately $416,600. Every sustained ten-cent move in the index is
worth roughly $21,400 per year. The 39.5-cent move of the past two weeks alone, if sustained, is approximately
$84,600 annualized.

Surcharge illustration. Under a common formula using a $2.00 per gallon baseline and a 6.5 MPG assumption,
the indicated surcharge moves from roughly 53.1 cents per mile at the August 17 index to roughly 56.2 cents at
the August 24 index. This is illustrative only: the binding calculation is always the one written into the specific
agreement, including its index, baseline, fuel-economy assumption, lag, caps, and rounding.

Efficiency leverage. At $5.65 diesel, closing the gap between a 7.0 MPG baseline and a 7.35 MPG achieved
average — a five percent improvement, achievable through idle discipline, driver coaching, and maintenance
rigor — is worth roughly $57,600 per year on this volume. Fuel saved at $5.65 is worth 53 percent more than
the same gallon saved at $3.70. Efficiency programs that failed an ROI screen two years ago should be re-run
against current prices.




SECTION VI

Natural Gas and LNG: One Molecule, Two Worlds

GROUNDED - EIA Short-Term Energy Outlook (August 2026); AGA Natural Gas Market Indicators; GIE AGSI+ storage data.

Natural gas is 2026's great split-screen, and the gap has widened since midsummer. Henry Hub is trapped
below $3.00 per MMBtu, with the August Short-Term Energy Outlook forecasting a third-quarter average
near $2.87 — a fifty-cent downward revision from the prior month — and the full-year 2026 forecast cut to
$3.44, down more than twenty percent from February's estimate. European TTF, meanwhile, traded near $21
per MMBtu in mid-August, roughly €65 per MWh. Same molecule; roughly seven-fold price gap. The
divergence is pure logistics: America produces more gas than it can consume or export, and the export pipe is
full.

The Domestic Picture: Abundance Behind the Bottleneck

U.S. production remains robust and storage comfortable. The EIA now projects inventories reaching a record
3,985 billion cubic feet at the end of October, roughly five percent above the five-year average and the highest
pre-winter level since 2016. Demand is growing — power-sector burn is strong amid summer heat and data-
center load, and LNG feedgas runs near record levels — but two offsets are keeping prices down. Liquefaction
capacity is fixed until Golden Pass and successor trains ramp, so every produced molecule beyond export
capacity must clear domestically. And renewables are eating marginal load: total Lower 48 generation came
within a fraction of its all-time weekly high recently while gas-fired generation sat below its own record, as
solar output rose 21 percent and wind 6 percent in the first half of the year.

For American industrial and commercial gas buyers, this bottleneck is an invisible subsidy — and a decaying
one. The EIA's own forecast has Henry Hub rising roughly a third in 2027 as new export trains connect
domestic supply to world prices. The window for locking multi-year industrial gas supply at a structural
discount to world prices is open now and closes with terminal commissioning, not with the war.

The Global Picture: Europe's Race Against Winter

Europe entered this crisis in a weak position — storage was drawn hard over the cold 2025—26 winter — and
the loss of Qatari LNG made refilling a scramble. Roughly 20 percent of global LNG transits Hormuz, nearly
all of it Qatari; strikes destroyed about 17 percent of Qatar's export capacity outright, and Qatari cargoes are
unlikely to return to Europe in volume before early in the fourth quarter given mine-clearance timelines. EU
storage stood near 62 percent full on August 20, against roughly 74 percent a year earlier and a five-year
seasonal norm closer to 82 percent. The mandatory target has already been relaxed from 90 percent, and
projections for the November 1 level diverge sharply — from the high 60s to the low 80s — depending entirely
on whether the current injection pace holds.

The commercial mechanism underneath is worth understanding, because it is the part most commentary
misses. Filling European storage is a trade, not a government program: traders buy cheap summer gas, inject
it, and sell into higher winter prices, and the summer-winter spread funds the operation. In 2026 that spread
has been compressed to the point where the economics no longer reliably justify the injection. Regulatory
targets can be relaxed; arbitrage cannot be legislated into existence.



WORKED EXAMPLE 2 — MID-SIZE INDUSTRIAL MANUFACTURER

Reference profile: a plant consuming 500,000 MMBtu of natural gas and 20,000 MWh of purchased electricity
annually.

Gas cost position. At a Henry Hub-linked delivered cost near $2.90 per MMBtu versus a European competitor
paying TTF-linked gas near $20.80, the annual input-cost differential on identical consumption is
approximately $8.95 million. This is the single largest competitive variable available to U.S. manufacturers
against European peers in 2026, and it is entirely a function of infrastructure geography rather than
operational skill.

Electricity cost position. In PJM, total wholesale power cost rose from $76.16 to $114.50 per MWh across the
first half of 2026 — a 50.3 percent increase. On 20,000 MWh, that is roughly $767,000 of incremental annual
wholesale exposure, with the pass-through timing depending on contract structure and regulated rate
proceedings.

The strategic read. These two lines move in opposite directions and should be managed as separate risks. The
gas advantage is large, real, and time-limited — it argues for locking term supply while the bottleneck holds.
The power exposure is domestic, structural, and largely independent of the Middle East — it argues for load-
shifting, efficiency capital, and active participation in rate proceedings. Firms that treat energy as one line item
will hedge the wrong one.




SECTION VII

Electricity: The Quiet Repricing

GROUNDED - Monitoring Analytics H1 2026 State of the Market report; EIA electricity data; PJM auction results.

Electricity is the third U.S. price story, and unlike oil and gas it is driven primarily by domestic forces: the
largest demand-growth wave since air conditioning, courtesy of artificial-intelligence data centers. The most
recent hard data is stark. Across the first half of 2026, the total cost of wholesale power in PJM Interconnection
— the nation's largest grid operator, spanning thirteen states and the District of Columbia — rose 50.3 percent
year over year, from $76.16 to $114.50 per megawatt-hour. Capacity costs alone climbed 207.1 percent, from
$6.39 to $19.61 per MWh. Energy costs rose 47.7 percent to $72.68. Transmission, notably, rose only 5.6
percent.

The Attribution Question, Handled Honestly

The composition of that increase matters more than its size, and here the independent market monitor has
been unusually direct. Monitoring Analytics calculated that including projected data-center demand in PJM's
capacity market raised overall wholesale power costs by $11.11 per megawatt-hour in the first half of 2026 —
roughly 29 percent of the total increase. It went further, concluding that the capacity auctions for the 2025/26,
2026/27, and 2027/28 delivery years were not competitive, primarily because of the inclusion of forecast data-
center demand, and recommending both that forecast data-center load be excluded from capacity auctions
and that data centers be required to bring their own generation.

Intellectual honesty requires noting the counter-evidence, because the popular narrative runs ahead of the
data. Electric Power Research Institute work found that through 2024 data centers actually placed downward
pressure on average retail prices: electricity pricing is cost-recovery-based, and spreading the grid's enormous
fixed costs across more kilowatt-hours lowers unit prices. States with growing electricity sales saw smaller
price increases than states with shrinking sales. Widely-circulated claims about communities near data centers
paying dramatically more generally refer to wholesale prices in specific zones, not residential bills.

The honest synthesis: data centers were not the primary driver of the past five years' retail increases — grid
hardening, transmission investment, and gas-price pass-through were. But the forward curve is different in
kind, not degree. The 2026—28 buildout is large enough, and supply additions slow enough, that the capacity-
market signal is unambiguous and the market monitor's own attribution is now specific and quantified. Prices
are going up. The remaining fight is over how much lands on households versus hyperscalers — a distributional
question being contested in at least a dozen state legislatures and rate proceedings.

The Fuel-Cost Paradox

Note the irony at the center of this section: the fuel that generates roughly 40 percent of U.S. electricity is
cheap and getting cheaper, yet wholesale and retail power prices climb anyway. This is because fuel is now the
minority of a delivered kilowatt-hour. Capacity payments, transmission, distribution, and grid-hardening
capital dominate, and none of them respond to a soft Henry Hub. Any business plan that assumes cheap gas
implies cheap power has the causal chain backwards for this decade.

PROJECTION - Assumption: current capacity-auction outcomes and announced data-center pipelines proceed without major regulatory
reallocation. Businesses in PJM and MISO footprints should budget utility rate cases trending mid-to-high single digits annually through 2028,
largely independent of Middle East developments. Rising per-kWh costs and interconnection congestion also push out the economic crossover point
for heavy-duty fleet electrification, reinforcing diesel's dominance of Class 8 economics into the 2030s.



SECTION VIII

The Macro Fallout: Inflation, the Consumer, and Recession
Risk

GROUNDED - BLS CPI (July, released August 12); institutional recession probability estimates as published.

The July CPI told a two-sided story. Headline inflation stayed subdued as energy prices fell for a second
consecutive month — the ceasefire-window oil that escaped the Gulf did its work at the pump. But year-over-
year comparisons remain punishing: gasoline up roughly a quarter over twelve months, and diesel up around
40 percent. Energy is a tax on everything that moves, and its pass-through into food, freight, and goods pricing
arrives with a two-to-three-quarter lag. The spring price peaks are still working their way into core inflation
through year-end — and the August diesel breakout will not appear in core readings until the first quarter of
2027.

Recession handicapping reflects the strain. Following the crisis, one major bank raised its recession probability
to 60 percent from 40 percent prior, while another sits at 30 percent — its highest since 2020 — and the IMF
issued a rare downward revision to global 2026 growth. The specific concern is compounding: tariff-driven
goods inflation stacked on an energy-price shock. Households absorbing $4.00 gasoline and utility bills rising
at twice inflation have less discretionary income for durable goods, and the demand-side transmission of an

energy crisis often matters more to consumer-facing businesses than the cost-side transmission does.

U.S. Consumer Price Fallout — August Current Year Ago

2026

Retail gasoline (EIA national avg) $4.049/gal $3.125/gal +$0.924

Retail diesel (DOE national avg) $5.652/gal $3.708/gal +$1.944

Gasoline CPI (12-month, July) +24.6% — vs. +26.7% in June
PJM wholesale power (H1 average) $114.50/MWh $76.16/MWh +50.3%

Residential natural gas Soft — Henry Hub below $3.00

WORKED EXAMPLE 3 — MEDIAN U.S. HOUSEHOLD

Reference profile: approximately 22,000 vehicle-miles per year across two vehicles at 25 MPG combined
(roughly 880 gallons of gasoline), and 10,500 kWh of annual electricity consumption.

Motor fuel. At the current national gasoline average versus a year ago, the incremental annual cost is
approximately $813. This is the most visible component and the one that drives sentiment surveys, but it is not
the largest in percentage terms.

Electricity. Retail power prices rose 6.9 percent in 2025 — more than double headline inflation — and the
wholesale pressure documented in Section VII has not yet fully passed through. On a typical residential rate,
that increment is roughly $120 per year, with more to come as capacity costs flow into regulated rates.

Combined direct exposure is therefore roughly $930 per household per year, before any indirect pass-through
into food, freight, and goods prices. For businesses selling to consumers, that figure is the relevant demand
signal: it represents discretionary income removed from the economy by energy alone, concentrated
disproportionately in lower-income households where the marginal propensity to consume is highest. Big-
ticket and deferrable purchases absorb it first.




SECTION IX

The Verdict: Three Scenarios Through Mid-2027

PROJECTION - Probabilities are the author's judgment, not measurement. The scenario boundaries — not the odds — are the useful part. All
diesel figures are DOE national average.

Probabilities have shifted since mid-August. The formal ceasefire mechanism has lapsed, Washington has
pivoted from military to financial pressure, and the products market has broken out independently of crude.
The base case remains a grinding stalemate, but the escalation branch has thickened and the reopening branch

has thinned.
Dimension A — Durable Reopening B — Grinding Stalemate (Base) C — Escalation / Winter Squeeze
Probability 20% 50% 30%
Trigger Iran—Oman transit framework Current pattern persists: partial Strike on Saudi or UAE export

Brent crude

survives U.S. objection, or a new
understanding holds through Q4;
escorted convoys normalize; insurers
return

$68—-80 by Q1 '27 as trapped OPEC+
barrels return; 50-60% of pre-war
transit volume is enough to restore
glut psychology

central banks ease into 2027

dark-fleet flows, episodic attacks,
failed talks, blockade and
sanctions maintained without
decisive effect

$85—100 range-bound; inventory
draws offset by Americas supply
growth

DOE diesel $4.60—5.10 by spring; crack spreads $5.30—6.10; distillate remains the $6.50—7.50+; distillate stocks at —13%
normalize as Russian and Gulf tight leg regardless of crude offer no buffer entering heating season
product returns direction

Henry Hub/ HH $2.50-3.25; TTF falls toward HH $2.75-3.75 (polar-vortex HH $4.00+ on LNG pull; TTF €90-120,

TTF €35—40 as Qatari flows resume risk); TTF €55—80, storage lands industrial curtailment returns in Europe

near or below the relaxed target

U.S. Data-center repricing continues Same structural path: +6-8%/yr Gas pass-through adds 2—3 points on top

electricity regardless: +5—7%/yr in PJM and MISO of structural increases

Macro Recession odds recede below 30%; Sluggish growth; sticky services Recession highly likely; freight volumes

inflation; policy on hold

infrastructure; full re-closure into
heating season; sanctions retaliation
against shipping; or Bab el-Mandeb toll
war spreads

$115—145 spike; demand destruction
rather than supply response clears the
market

contract; discretionary demand falls
sharply

SIGNPOSTS TO WATCH WEEKLY

1. Hormuz transit counts (Lloyd's List Intelligence). Sustained readings above roughly 100 per week signal Scenario A;
below 50 signals C. Treat any single week as an estimate, not a measurement.

2. The Tuesday DOE diesel print, and specifically the crack spread implied against contemporaneous crude. Diesel rising
while crude falls is the signature of a product-side squeeze and the most reliable early warning available.

3. EIA distillate stocks versus the five-year average as heating season opens. This is the single best predictor of winter diesel.
Below —15% with a cold forecast is the Scenario C tripwire.

4. EU storage percentage approaching November 1 against the relaxed target — and, more diagnostically, the summer-
winter spread that funds injection.

5. SPR trajectory. Continued draws below roughly 290 million barrels constrain Washington's remaining buffer and raise
the political cost of escalation. Announced refill becomes a demand event.

6. PJM and MISO capacity-market and rate-case filings. This is the one line in the whole complex that is unlikely to reverse
in any scenario.




SECTION X

Implications: What to Actually Do

ANALYTIC - Recommendations follow from the structural analysis above; they are offered as reference points for professional judgment, not as
advice for any specific organization.

The recommendations below are organized by function, because the same market produces different
obligations depending on where a reader sits. What unites them is a single instruction: stop modeling energy
as one variable. In 2026 crude, distillate, gas, and power are moving in different directions for different
reasons, and any plan built on a single energy assumption is mispriced somewhere.

For Fleet, Logistics, and Transportation Leaders

— Audit the surcharge clause mechanics before the next print, not after. Identify the index, baseline, fuel-economy
assumption, lag, caps, and rounding in each agreement, and quantify the gap between billed and incurred fuel
cost at the current rate of change. In a market moving 20 cents per week, lag structure is a material P&L item.

— Price fall renewals with elevated fuel assumed through at least two winter quarters under the base case. The
reopening scenario is now the minority branch; contracts written against it carry asymmetric downside.

— Re-run every efficiency and additive ROI case against current prices. Programs that failed a screen at $3.70
diesel may clear comfortably at $5.65, and the saved gallon is worth more than half again what it was worth
two years ago.

— Widen the fuel band on winter-exposed lanes. New England and the Central Atlantic carry the country's highest
heating-season distillate risk and historically spike hardest in cold snaps; interior lanes do not warrant the
same band.

— Watch intermodal conversion as both threat and option. Rising diesel is already shifting freight toward rail
intermodal; carriers should expect competitive pressure on long-haul truckload while shippers should be
running the comparison actively.

For Manufacturing, Procurement, and Operations

— Treat the domestic natural gas discount as a time-limited asset. The bottleneck that produces it is physical and
dissolving on a known schedule as liquefaction capacity commissions. The case for locking term industrial gas
supply is stronger now than it will be in 2027.

— Separate the gas hedge from the power strategy entirely. Gas is cheap and getting cheaper; delivered power is
expensive and getting more so, for reasons unrelated to fuel. Hedging the commodity does nothing about
capacity and transmission charges.

— Engage rate proceedings as an operating activity, not a legal one. The distributional question — how much of
the data-center buildout lands on industrial and residential ratepayers versus hyperscalers — is being decided
now in state commissions, and industrial load has standing and leverage in those forums.

— Quantify the competitive position against European peers explicitly. For gas-intensive processes the differential
is large enough to change sourcing and capacity decisions, and it is currently a structural advantage for U.S.
production rather than a temporary one.



For Finance, Planning, and Executive Leadership

— Model distillate separately from crude in the 2027 plan. The decoupling documented in Section V means a
crude-derived fuel forecast will understate exposure. Model the crack spread as its own variable with its own
scenario range.

— Treat energy as a leading demand indicator, not only a cost line. Roughly $930 per household per year of direct
energy cost increase is discretionary income removed from the consumer economy, concentrated where
marginal propensity to consume is highest. Big-ticket and deferrable categories absorb it first.

— Budget utility rate increases in the mid-to-high single digits annually through 2028, independent of any Middle
East resolution. This is the most forecastable line in the entire energy complex and the least likely to reverse.

— Consider protection asymmetrically. Scenario C's tail is wider than Scenario A's, which argues that some
downside protection is worth paying for even at unattractive premiums — and that any Q4 price retreat is the
moment to act rather than the signal that action is unnecessary.

For Individuals and Households

— The heating-season risk is the one to plan around. Distillate at 13 percent below the five-year average is the
binding constraint on both diesel and heating oil, and households on heating oil in the Northeast carry the
highest concentrated exposure in the country.

— Efficiency investments have re-cleared their thresholds. Insulation, weatherization, and thermostat discipline
pay back against current prices on timelines that looked unattractive at 2024 energy costs.

— Expect the electricity increase to persist after fuel prices normalize. Power is repricing for structural reasons —
capacity, transmission, and grid capital — and will not retreat when the war does.

THE DURABLE TAKEAWAY

Strip away the specific prices and one lesson survives: in an era of contested chokepoints, deliverability is the
scarce commodity. Production capacity, reserve volumes, and nameplate export capability all become notional
the moment the arteries connecting them to demand are compromised — and those arteries are physical,
insurable, and few.

The practical discipline that follows is to ask, of any energy exposure: how many independent paths connect
this molecule or electron to me, and who controls each one? A business with one path is exposed regardless of
how abundant the underlying resource is. A business with several is insulated regardless of how scarce it
becomes. That question survives this crisis and applies to the next one.




APPENDIX

Principal Sources, Data Notes, and Method

Market data reflects the most recent available prints as of Tuesday, August 25, 2026. Weekly figures cite the reporting
week ending August 14 (EIA petroleum status, released August 19) and August 24 (DOE retail diesel survey, released
August 25); regional diesel detail reflects the week ending August 17, the most recent complete regional set at
publication. All price levels are subject to revision. Scenario probabilities are the author's judgment and should be read
as a framing device rather than a forecast.

Epistemic labeling

Applied Futures Research labels claims by evidentiary status. GROUNDED indicates reported data from a primary or wire
source. ANALYTIC indicates a conclusion derived from that data by stated reasoning. PROJECTION indicates a forward
estimate with its assumptions named. SPECULATIVE indicates a structurally plausible claim with weak supporting
evidence. Readers who disagree with a conclusion should be able to locate which label it carries and contest the reasoning
at that level.

Principal sources

— U.S. Energy Information Administration — Weekly Petroleum Status Report (w/e Aug 14, 2026); Gasoline and Diesel
Fuel Update (Aug 18 and Aug 25, 2026); Short-Term Energy Outlook (August 2026); Annual Energy Outlook 2026;
Weekly Natural Gas Storage Report.

— U.S. Department of Energy — weekly retail on-highway diesel survey, national and PADD-level series.

— International Energy Agency — Oil Market Reports, 2026 (disruption volumes, cumulative losses, Americas supply
revisions, inventory cover warnings).

— Congressional Research Service — reporting on Strait of Hormuz security developments and impacts on oil, gas, and other
commodities, for the crisis chronology.

— Lloyd's List Intelligence — Strait of Hormuz transit monitoring, incident counts, and trapped-vessel cohorts.

— Monitoring Analytics — PJM Interconnection State of the Market report, first half 2026 (wholesale, capacity, energy, and
transmission cost decomposition; data-center demand attribution; capacity-auction competitiveness findings).

— American Gas Association — Natural Gas Market Indicators (August 20, 2026): production, storage, and LNG feedgas
data.

— Gas Infrastructure Europe — AGSI+ aggregated gas storage inventory, for EU storage levels and injection pace.

— Oxford Institute for Energy Studies — European storage refill analysis, summer 2026, for injection-economics and target
mechanics.

— Electric Power Research Institute — working paper on historical data-center effects on retail electricity prices (counter-
evidence in Section VII).

— Reuters, CNBC, Logistics Management, Trading Economics, and Mansfield Energy wire coverage (August 10—25, 2026) —
price levels for Brent, WTT, Henry Hub, and TTF; diesel weekly prints; sanctions, blockade, and diplomacy developments;
Russian export-ban extension.

— Vitol commentary (FT Commodities Global Summit) and IEA analysis — spare-capacity geography underpinning the
deliverability argument in Section III.
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This paper is published for general informational and analytical purposes. It is not investment, procurement, or legal advice, and no reader
should act on it without applying their own judgment to their own circumstances.
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