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The Hormuz Odyssey: a new base case

k resolution(?)

Summary

* Hormuz is a polytropic crisis with many-twisted outcomes and tweets — but the fundamentals
at play are still clear.

¢ On balance, we assume an Iran deal won't stick --yet-- and risks are of further war and/or a
longer blockade before resolution.

e The new geopolitical base case is therefore no normalisation in Hormuz for up to three
months; and the tail risk is US economic statecraft responses with global consequences.

Tell me, Hormuz, tell me of the narrow throat of the Persian Gulf, where tankers once slid like
silver fish through warm blue water, carrying one-fifth of the world'’s oil and a river of liquefied
gas.

Tell me how, in the spring of 2026, the ancient passage turned polytropos --many-turning,
many-twisted-- when war broke over Iran and the Strait became a new, unfinished epic.

Figure 1: Tell me, Hormuz...
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A many-twisting strait

We are approaching the date by which the geopolitical base case used for
our macroeconomic and market forecasts had assumed the reopening of

’ Hormuz (based on a ‘disputed’ US victory over Iran). However, the key strait
is still closed and as such a new base case is required.

At time of writing, President Trump claims a deal with Iran has been

“largely negotiated,” and “proceeding nicely,” as reports are that “95%" of
it has been agreed. However, nothing has been signed and the final 5% is likely the hardest
part to achieve.

While we could see a short-term political resolution to part of this crisis, that does not mean a
physical resolution of the Hormuz closure: even in a best-case scenario it would take significantly
longer. Moreover, we believe any US-Iran Hormuz deal struck is unlikely to stick given the
underlying differences between the two sides over the nuclear issue — there, they are more likely
to strike each other again unless/until other parties are involved in a broader agreement.

As such, the new base case is that, on balance, Hormuz will not return to normal operation for
up to three months (before ending in a ‘disputed’ US victory) - with supply-side damage.

We will now explain the scenario(s) behind that revised, more bearish geopolitical call.

Polymetis polymetric

In Greek, Odysseus is praised as being polymetis - “the clever schemer,”
highlighting his intelligence, cunning, and strategic wit. We need to see that
work in this crisis and the various schemes beyond headlines.

When asking who closed Hormuz, the reply is, “Nobody.” Iran claims the

strait is still open to those who cooperate with it: few ships are. The US

claimed it had provided a workable route through Hormuz for those who
want it: there were again few takers. Some point at the insurance industry as the core of the
problem: it points back at the US and Iran. As such, we will need a full cessation to fighting and
the threat of further war for Hormuz to fully normalise to pre-war levels.

That is hard to achieve when US-Iranian negotiations, via Pakistan, see both sides contradict
each other, and sometimes themselves. That was obvious in the latest round of confounding
news-flow over the last few days.

Scylla and Charybdis

First reports were that the deal might be a huge US concession to reopen

Hormuz (or a TACO). One report had the US handing over $25bn to Iran,

effectively crowning it and Hezbollah de facto war-winners, retreating from

its Middle East bases, and forcing Israel to sign up to a ceasefire with Tehran

and Hezbollah. Chatter was of the region, from Pakistan to Turkey, then

flipping to the Iranian camp out of necessity — a risk long flagged as the
geopolitical downside to the US being seen to lose this war, with major geostrategic, economic,
and market impact.

Yet those claims were contradicted by claims Iran had agreed to give up its highly enriched
uranium (HEU), which argued for what we had expected to see in our last geopolitical base case
scenario: a 'disputed’ US win that delivered the HEU at least. That news was then denied by Iran.

It's clearer now that the latest US proposal is comprised of three key elements, a few fudges,
and an expansive post-deal vision, which we will now summarise:
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1. A 60-day ceasefire extension — very likely to proceed

That the last ceasefire is set to expire with no deal, yet no more war is an important signal the
US doesn’t want to fight: even its latest attacks on Iran were declared as “defensive.” Talk
about Iran’s missiles and proxies has also been dropped. However, Iran is emboldened by that
US restraint. While it's suffering in economic terms, and a longer Hormuz closure will cause
structural damage to its energy industry due to oil well shut-ins, the regime appears secure, which
is its first and foremost concern, and hardliners reportedly sees themselves as winning vs. the US.

2. 'Oil for oil’ — could happen, but not the game changer you think by itself

The US will remove sanctions on Iranian oil and its blockade if Iran removes the mines it placed
and its blockade of Hormuz over the next 30 days. It's again notable the US is putting this
before the nuclear issue, and there are signs of a potential compromise here: Iran is insisting on
control of Hormuz while accepting the US won't recognise it; while the US opposes Iranian tolls, it
is reportedly not opposed to an ‘environmental tax’; and the US might allow Qatar to ‘lend’ Iran
$12bn as a work-around of Iran’s insistence on the up-front release of parts of its frozen assets as
quid pro quo.

However, in political terms, an oil-for-oil deal gains Iran vital FX but loosens its chokehold on
the world economy, which is its best leverage. Once the 1,550 ships trapped behind Hormuz exit
with a huge one-off supply of energy, it would find itself in a far weaker bargaining position.

Moreover, in physical terms, demining Hormuz could take longer than 30 days even if Iran has
a better idea of where it has laid them, before drift, than the US does. Some estimates are it could
take six weeks, which would already mean mid-July as an opening date.

3. Nuclear next — highly unlikely for now(?)

The US then wants an Iranian pledge not to build a nuclear weapon, easy for Tehran to say, and
is offering sanctions relief and the return of frozen assets proportionate to it handing over
HEU: “No (nuclear) dust, no dollars.” That's where the real problem lies - Iran has shown no sign
of complying with this core demand. It had been suggested a third party (i.e., Russia or China)
could take its HEU, but Trump has reiterated it can only be handed to the US directly or destroyed
in Iran under US supervision. If we get compromise here, the crisis could resolve quickly as a
‘disputed’ US win. Without it, there could be only a narrow window in which Hormuz is partly
operational before the US strikes Iran again, re-closing it to normal traffic.

4. Regional realignment — extremely unlikely for now

The US is insisting an Iran deal also sees Saudi Arabia, Qatar, Pakistan, Turkey, Egypt, and
Jordan join the Abraham Accords and normalise relations with Israel. (The latter two now have a
‘cold peace’ and under-the-table security links.) That puts those countries in a dilemma: reject the
deal and risk economic damage from a new phase of war; accept it and face massive domestic
political damage. Between the two options, the former could be the more acceptable risk - notably,
Saudi Arabia has already said no, insisting on a path to a Palestinian state first. Meanwhile, were
the GCC to instead to offer to pay Iran’s tolls/taxes to get their energy out, the logical US
response would again be to attack Iran again, closing Hormuz to all sides.

Relatedly, Iran told the US it wants an end to Israel’s attacks on Hezbollah in Lebanon as part
of a deal: yet the opposite is happening. A major new Israeli attack just began in response to
repeated FPV drones hits on the IDF, underlining that a wider peace deal is hard to achieve —
though there is a long regional tradition of landing heavy blows just before ceasefires begin.

Overall, the geopolitical earthquake the US wants in the region arguably can’t happen without
a comprehensive US victory over Iran first (and likely without outside support from Russia and
China, which we will return to shortly).
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Telem(achus) what happens next!

Overall, we assume Iran won't --or due to its fragmented, hardline
leadership, can’t-- yet make a deal the US will accept and can sell to its
r. hardliners. For now, the US may or may not be negotiating with the people
ﬂ it needs to, and even if it is it's unclear that they can then enforce any deal
on all other factions.

Given our matching assumption of a US unwillingness to retreat from the
region, we believe that after more talks --and, at best, a start to demining Hormuz-- the risk is
still more war, which will impact on insurance and shipping. Trump's polymetis or polytropos
tweets may end up with more bombing if not poly-troop-os boots on the ground. Of course, that
brings risks of more damage to regional oil and energy infrastructure.

Yet even another 1-2 weeks of US and Israeli bombing of key infrastructure is unlikely to
change Iran’s core position or prevent it using drones and mines to disrupt ships in Hormuz.
Iran might close the Bab-el-Mandeb via the Houthis, cutting global oil flows further, or, in the
worst-case, Russia or China could arm it - which Trump has stated Beijing will not do. In that case,
the US would have to escalate militarily vs. Iran and use economic statecraft measures against
Iran-backers.

As such, the logical US option will then continue to be blockading Iranian oil exports, adding
attacks on land routes being used as a substitute, and threatening wider secondary sanctions on
others. This would try to achieve either: (1) Iran then submitting under deeper military and
economic pressure; and/or (2) other parties stepping up under related economic pressure to
make Iran submit — which we see as key.

Sirens

The first option seems unlikely to work quickly given the Iranian regime
doesn't care about economic matters when weighed against military and

r ideological outcomes.

ﬂ It would take perhaps months for the Iranian population to rise up again, for
example, if they do at all, given they just suffered up to 30,000 casualties, are
stuck with an unprecedented internet blackout, and foreign mercenaries are

reportedly intimidating any opposition.

The second option can mean US allies helping to physically reopen Hormuz, shortening its
closure timeline at the risk of more energy supply-side damage if Iran is capable of retaliation -
and/or a wider conflict if it's backed by others. Notably, on May 19 it was reported NATO
members are considering playing a role in reopening the strait if it is still closed by July — which is
months away, and would still require further preparation, and likely fighting, to achieve its key
goals.

The second option can also mean deeper global economic downturn risks persuading China to
lean on Tehran more. In the longer term, Beijing can’t put wax in its ears to block the cries of
those worried about a long Hormuz closure: the sirens are too loud. Crucially, while China has
huge energy reserves, the countries it exports to do not.

Xi and Trump seemed to broadly agree over Iran when they recently met — though what that
means in practice is unclear. The US is now postponing planned arms sales to Taiwan which might
hint at a potential trade-off. Xi also told Putin that this war needs to end as soon as possible;
that's as Russia steps up its missile and --Iran-designed-- drone attacks on Ukraine in another war
now in its fifth year. The EU may also be prepared to talk to Putin too, via either Draghi or Merkel.
It seems geopolitical winds are filling the sails of ships of state - but with an unclear final
destination, an uncertain speed of travel, and over treacherous waters.
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lthaca and buts — same outcome

In short, this crisis has a very wide range of potential outcomes across
more than one geography, but just one central binary: open or closed, and
when?

The key point is that except for a surprise US retreat with huge geostrategic

consequences, or an equally surprising, unified Iranian surrender regarding

uranium, the binary Hormuz outcome is effectively the same regardless of
what now happens.

Whether the US keeps talking to no effect; strikes an Iran deal which then goes nowhere
regarding HEU; fights and blockades Iran; stops talking and waits until NATO joins the fight to
open Hormuz in July at the earliest; and/or waits for China and Russia to help create a larger
peace deal under rising global economic pressure, the world's key energy strait will likely remain
out of normal operation for up to three months ahead before we see a crisis resolution.

The only way that does not happen is if the US or Iran blinks now regarding uranium, the latter
under outside pressure from more than one party and tied to events in more than one geography.
To be clear, this is where we ultimately see this crisis ending — just not as quickly as markets are

hoping in regards to recent ‘deal’ headlines.

Achilles’ heel

Of course, an extended Hormuz closure would continue the drawn-out
energy Odyssey for the global economy.

rﬁ Despite the buffer provided by a --finite-- draw-down of oil inventories until
now, a looming energy crunch in diesel, bunker fuel, and jet fuel (for logistics
and industry), naphtha (for plastics), bitumen (for construction), fertiliser (for
agriculture), sulphuric acid (for industrial metals), and helium (for high tech)
remain Achilles’ heels. (See here for more work on this topic: based on this latest geopolitical
scenario, we will now revise all our forecasts, to be communicated in our upcoming Monthly
Outlook. We can hope for the upside, of course, but need to recognise the very real geopolitical-
geoeconomic risks ahead.)

It is also important to recall that through this, in relative terms, the US emerges as a
geostrategic polycrisis (polymetic?) winner.

Turning off the tapestry to suitor some needs?

We would also point out that with an extended Hormuz closure the fat tail
risks are that the US would have to respond with extremely aggressive
economic statecraft to ensure it and key allies do not face the full force of
the global energy crisis.

As we argued in OPEC > NOPEC > Pecking O, following the UAE's exit from

OPEC(+), a key part of that could be the potential emergence of de facto
Balkanised global energy markets behind defence umbrella, clearing FX, and swapline ‘stacks’: but
that is a further Odyssey.

“Then would they all have sprung up and rushed to the hollow ships, had not a man, wise in the
wisdom of old, stayed them...” — The Odyssey, Book 24
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loss or damage howsoever arising from any use of this document or its contents or otherwise arising in connection
therewith.

Insofar as permitted by applicable laws and regulations, Rabobank, its directors, officers and/or employees may have
had or have a long or short position or act as a market maker and may have traded or acted as principal in any
securities described within this document (or related investments) or may otherwise have conflicting interests. This
may include hedging transactions carried out by Rabobank, and such hedging transactions may affect the value
and/or liquidity of any securities described in this document. Further it may have or have had a relationship with or
may provide or have provided corporate finance or other services to companies whose securities (or related
investments) are described in this document. Further, internal and external publications may have been issued prior
to this publication where strategies may conflict according to market conditions at the time of each publication. An
overview of all relevant disclosures in this respect, as required under different rules and regulations and/or by
different regulators can be found here: https://www.rabobank.com/knowledge/raboresearch-disclosure.

This document may not be reproduced, distributed or published, in whole or in part, for any purpose, except with
the prior written consent of Rabobank. The distribution of this document may be restricted by law in certain
jurisdictions and recipients of this document should inform themselves about, and observe any such restrictions.

A summary of the methodologies used by Rabobank can be found on our website.
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