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e Headline US CPI lower than expected while core met forecasts (link)

e Markets increase rate hike probability for Bank of Japan (link)

e Interest rate risk is increasing at Fannie and Freddie (link)

e Al disruption risk on the rise in lower grade credit markets (link)

e Latin American markets continue to outperform US (link)

e Peruvian sol near six-year high as inflation moderates and central bank stays on hold (link)
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Global markets end eventful week on the back foot

This week was very active and featured many market moving events. PM Takaichi’s landslide election
victory in Japan created a Goldilocks scenario for local markets. The result triggered a major rally in
Japanese equities, while the yen appreciated versus the dollar, and super long JGB yields fell back on
news that the government had convincing new plans to fund increased spending. In the US, the jobs report
was much stronger than expected, but the initial spike in Treasury yields was rapidly reversed and yields
subsequently declined as market particpants focused some of the idiosyncracies of the report and weaker
jobless claims numbers. Global equity markets appeared to run out of steam in the latter part of the week
as worries about Al disruption risk for sectors such as software, tax planning, wealth management and real
estate services led to an extension of the technology selloff globally, but overall markets held up reasonably
well as investors rotated into more defensive sectors. Another notable event this week was
Alphabet/Google’s massive corporate bond sale, which included a sterling denominated century bond, the
first from a corporation in many years.

Key Global Financial Indicators

Last updated: Level Change from Market Close
2/13/26 8:54 AM Last 12m Latest 1 Day 7 Days 30 Days 12 ™M

Equities % %
S&P 500 e 6833 -16 1 2 12 0
Eurostoxx 50 """ 5081 -0.5 0 -1 9 3
Nikkei 225 " 56942 1.2 6 45 13
MSCI EM " 61 1.1 4 38 11
Yields and Spreads bps

US 10y Yield e 4.08 17 -13 -10 -45 9
Germany 10y Yield S 77 1.2 -8 -8 35 -9
EMBIG Sovereign Spread ')"“'M\_ 244 4 -4 -7 -69 -9
FX / Commodities / Volatility %

EM FX vs. USD, (+) = appreciation " 477 0.0 0 2 8 2
Dollar index, (+) = S appreciation M 97.0 0.1 -1 -2 -10 -1
Brent Crude Oil ($/barrel) W 67.7 0.3 0 3 -10 11
VIX Index (%, change in pp) M an. 208 0.1 3 5 6 6

Colors denote tightening/easing financial conditions for observations greater than +1.5 standard deviations. Data source: Bloomberg.

Previous editions of the GMM and Special Features are available in our Online Archive. 1
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United States

US CPI for January came in lower than expected in the headline numbers, while core CPl met
forecasts. The data led to a rally in Treasuries and a slightly weaker dollar. The odds of a rate cut in June
went up slightly.

Variable Consensus Forecast Actual Data
CPI month-on-month 0.3% 0.2%
Core CPl mom 0.3% 0.3%
CPIl year-on-year 2.5% 2.4%
Core CPl yoy 2.5% 2.5%

Duration risk at the US government sponsored entities (GSEs) Fannie Mae and Freddie Mac is
increasing, according to Bloomberg. This could be a source of higher risk and volatility for the broader
US bond market. The US administration directed these agencies to purchase $200 bn of mortgage-backed
securities (MBS) in a move to lower mortgage rates and improve affordability in the housing market.
Although their holdings are increasing, the agencies appear to be under hedging their interest rate risk
(duration). An unexpected rise in interest rates could expose the agencies to large mark-to-market losses,
lowering their profitability and making it harder to reach the administration’s goal of eventually privatizing
them. On the other hand, hedging interest rate risk involves derivatives transactions with interest rate swaps
and other instruments that sometimes push overall interest rates higher given the size of agency holdings.
If this occurs, MBS spreads will widen and housing could become even less affordable.

Credit markets are starting to price in an Al disruption risk premium, according to analysis by UBS.
The recent decline in software-related equity prices has highlighted the theme of Al disruption, as new Al
agents threaten to replace software programmers. The US S&P Software Index is down 22% this year,
while the overall S&P 500 index is flat. Morgan Stanley’s basket of Al disrupted companies is down 40%
from its highs.

Exhibit 1: ‘Al disruption’ has been a key theme driving a sell-off Exhibit 2: and Europe
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The high yield, leveraged loans, and private credit sectors have significant exposure to companies
that could be disrupted by Al. UBS estimates that the US and EU high yield sectors have 8-12% of
exposure to such companies, with much higher exposure for US private credit of 25-35%. Investors are
examining their portfolios for the holdings that face the most such risk in order to sell them in some cases,
and new issuance by these companies is coming at more expensive levels as investors play defense and
demand more compensation for the risk. The UBS analysts project that default rates could go up to 1-3%
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for high yield, 4—6% for leveraged loans, and 7.5%—8.5% for private credit. The investment grade sector is
less exposed to Al-disruption risk, with a greater focus on the large hyperscalers.

GSE Duration Gaps Have Expanded
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Europe

European equities fell amid divergent performance across sectors. The Stoxx 600 index was down by
-0.3% today, but it remains poised to close the week only a tad lower (-0.1%), as rotation in the US from
Al-exposed growth stocks into value sectors reverberated into Europe. Today, technology stocks regained
+0.8%, with health care (0.5%) also in the green, while the materials (-1%), utilities (-0.6%) and real estate
(-0.7%) led the losing sectors. European government bond (EGBs) yields were fractionally lower
across tenors this morning, with the 2y Bund yield at 2.04% and the 10y yield at 2.77%. Commerzbank
notes that record sovereign issuance in the Eurozone is exerting only gradual cheapening pressure
on duration, with Germany’s 2025 “cash” deficit (€111.2bn) undershooting the €143.1bn plan by 22% and
with 2026 €164bn net funding (€137bn Bunds and €27bn bills) equal to 90% of the 2026 €182.4bn planned
deficit, limiting downside to issuance plans.

Bund yields, and swap rates and inflation swaps curves Again a busy auction schedule
Expected EGB issuance and backflows in the week of 16 February, by country, in €bn (upper numbers
b 10y-2y EUR infl spread ——10y-2y Bund spread % = gross supply)
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Japan

The probability of a near-term BOJ rate hike increased following Tamura speech. In a speech at a
business conference, BOJ MPC member Tamura noted that current interest rates remain "considerably
distant" from levels deemed neutral for the economy and that Japan is "very close" to durably achieving the
central bank's 2% inflation target. Traders interpreted Tamura’s comments as suggesting that more rate
hikes, as early as in April, are possible. By Bloomberg’s estimate, an application of the Taylor Rule
suggested that the nominal neutral rate in Japan is around 1.50%, based on BoJ’s inflation estimates,
compared to the current policy rate of 0.75%. Overnight index swaps suggest a 75% chance of a BOJ rate
increase by April, an increase from around 40% a month ago. In other news, unrealized losses on the JGB
holdings of life insurance companies have come into focus.
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Japan's Inflation Has Stayed Above BOJ's Target for Long Whil

M Japan CPI Nationwide Ex Fresh Food YoY%
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Source: Japan's ministry of internal affairs Bloomberg @
Emerging Markets back to top

EMEA equities were mostly lower on risk-off sentiment and ahead of US CPI data later today. The
Russian central bank surprised markets with a 50 bps rate cut to take the policy rate to 15.5% as the
economy showed signs of growing weakness. The central bank of Egypt cut by 100 bps to 19% as
expected, but it also cut the required reserve ratio by 200 bps to 16%. Asian equities posted broad-based
losses as concerns over Al and potential disruptions took hold. Reports of traders locking in gains
and reducing positions ahead of the Lunar New Year holiday next week, including in China, Korea,
Singapore, Malaysia, and Indonesia, also weighed on equities. Stocks in Latin America joined in
yesterday’s global selloff. Most of the major local currencies depreciated against the dollar.

Latin American Financial Markets

Latin American markets have extended the 2025 trend of outperforming the US into 2026. The major
local currencies have appreciated against the US dollar, while local equity markets have soared, leaving
the S&P 500 far behind in their wake. One key driver of this strong performance is heavy buying of local
currency government and corporate bonds by foreign investors, attracted by the high carry income and
resilient currencies. Latin American markets have also benefited from the global rise in commmaodity prices,
as many of them are major commodity exporters. The rise in oil prices as well as the sharp increase in the
prices of industrial metals have been particularly beneficial. Corporate earnings have been strong, further
boosting local markets.

Latin American Market Performance in 2026
Currencies vs. USD and Equities in Local Currency
Source: Bloomberg
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China

The property market has yet to find a floor in China as home price declined further. The pace of price
decline in new and existing homes slowed in January, but the drop widened for new homes on an annual
basis, suggesting that the housing market has yet to find a floor. Existing home prices fell 0.54% on a
monthly basis from December, the smallest decline in eight months. Values of new homes, excluding state-
subsidized housing, fell 0.37% on a monthly basis, the same pace as in December. That said, new home
prices are down 3.3%, yly, the steepest pace of decline since last July. Meanwhile, existing home prices
fell in all 70 cities surveyed. The authorities have released supportive measures for the property market in
recent months, including lowering the value-added tax for selling residential properties owned for less than
two years. Investors are now awaiting next month’s National People’s Congress, an annual gathering of
legislators for key economic goals including growth and budget targets.

Peru

Peru’s central bank left its benchmark interest rate unchanged at 4.25% as expected, marking its fifth
consecutive meeting on hold. Bloomberg analysts note Peru has the lowest inflation rate among the largest
Latin American economies, despite a modest uptick in January. Headline and core rose to 1.7% y/y (from
1.51%) and 2.02% y/y (from 1.83%), respectively, near the 2% midpoint of the central bank’s target range.
Analysts highlight the economy’s resilience amid the gold and copper price rally, while the central bank
expects inflation to converge toward the 2% midpoint. The sol was broadly stable ahead of the policy
decision and remains near a six-year high.

Peru Keeps Key Rate at 4.25% for Fifth Straight Month
All analysts surveyed by Bloomberg had correctly forecast the decision

/Z CPI (YoY) Core (YoY) » Keyrate ~ Feb. 12 decision @ CPI (MoM) ® Core (MoM)
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Sources: Peru's central bank, national statistics agency, Bloomberg Bloomberg

Romania

Preliminary Q4 flash GDP growth surprises sharply to the downside in Romania. QoQ growth in the
last quarter of 2025 printed at -1.9%, a larger decline than the -0.3% expected by economists. Annual
growth slowed to 0.1% y/y, and also surprised to the downside relative to consensus expectations which
had expected annual growth of 1.3%y/y. There was limited immediate market reaction to the data, with the
leu trading little changed against the euro at 5.0930 and Romania’s 10Y government bond yield slightly
lower at 6.38%. JP Morgan analysts note that given the significant fiscal tightening implemented since July
2025, today’s data is not all that surprising and they expect growth to remain low in 2026 given additional
consolidation efforts. On the back of today’s data, the analysts revised their forecast for 2026 GDP lower
to 0.6% but kept their 2027 forecast unchanged at 3.0%.
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Romanian Economy Contracts The Most Since Pandemic
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Global Financial Indicators
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Colors denote tightening/easing financial conditions for observations greater than +1.5 standard deviations. Data

source: Bloomberg.
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Emerging Market Financial Indicators

Exchange Rates Local Currency Bond Yields (GBI EM)
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