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Linear Narratives

February 16-21, 2026

Executive Summary: The Expansion of the Scenario Range

The trading week of February 16-21, 2026 will likely be remembered less for headline price moves
and more for a quiet but profound shift in the market’s psychological foundation. For almost two years,
a single linear narrative has guided consensus thinking: the Federal Reserve was on a one-way path to
lower rates, with only the speed of descent in question. This week, we saw that comfort break down.
(see Figure 1).

The Executive Synthesis: Calm Index, Nervous Structure
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S&P 500: 6,909.51 (+0.69%) | DXY: 97.80 (+0.91%) | 10Y Yield: 4.08% (+4bps)

Figure 1. Executive synthesis: calm indices, nervous structure
Key takeaway: The market is transitioning from a “cuts-only” story to a wider scenario range; surface calm can mask
underlying repricing risk.

With the publication of the FOMC minutes and subsequent commentary, the Federal Reserve has
deliberately reintroduced symmetric risk into the global discount-rate framework. By making it clear
that the next move could be a cut, a hold, or even a hike if inflation proves stubborn, the Fed has
dismantled the “linear logic” that both retail and institutional investors have relied on to justify
elevated equity multiples. (see Figure 2).
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The Fed Pivot is Dead. Long Live Symmetry.

AP

“Participants are prepared to
support... a cut or a hike.”

FOMC Minutes (Jan 27-28): The “Dove Pole” (Miran/Waller) vs. The Consensus

Figure 2. FOMC minutes: the return of policy symmetry

Key takeaway: Fed communication has reintroduced symmetric policy risk—cut, hold, or hike—raising the hurdle rate for
equities and weakening linear “Fed put” assumptions.

We view this as a transition from a predictive regime to a risk-management regime. The range of
plausible scenarios has widened; the distribution of outcomes for 2026 is no longer a tight bell curve
around a soft landing. It has become fat-tailed and materially less predictable. This “death of linear
narratives” forces us to look beyond the steady surface of the major indices and focus instead on the
deeper macro shifts underway.

While markets took some comfort from a judicial stay on trade tariffs, the underlying macro data point
to a more complicated reality. We are now operating in an environment where the traditional “buy the
dip” reflex is being tested by the combination of sticky inflation and slowing growth. (see Figure 4).
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Institutional High-Signal

The Relief Valve: Tariff Clarity

| S&P 500
| +0.69%

(Friday)

Supreme Court
Ruling on Tariffs

A temporary reduction in trade uncertainty provided a risk-
relief rally, but structural inflation issues remain unsolved.

Figure 4. Tariff clarity: temporary relief amid unresolved inflation pressures
Key takeaway: Tariff relief provided near-term comfort, but sticky inflation and slowing growth continue to test the “buy the
dip” reflex.

Three critical pillars defined this week for us. First, the macro mix has clearly taken on a stagflationary
tone, with a sharp deceleration in GDP alongside a hotter-than-expected PCE print. Second, the Fed has
successfully re-established its data-dependent optionality, ending the phase in which rate hikes were
effectively “off the table.” Third, we see a growing divergence in global capital flows, as investors begin
to seek geographic risk-relief outside the US policy orbit. (see Figure 3).
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The Macro Paradox: GDP Decelerates, Inflation Persists
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Implication: Margin compression risk + High discount rates.

S&P 500: 6,909.51 (+0.69%) | DXY: 97.80 (+0.91%) | 10Y Yield: 4.08% (+4bps)

Figure 3. The macro paradox: growth decelerates as inflation persists

Key takeaway: A stagflationary mix (GDP slowing as Core PCE holds near 3.0%) widens the distribution of outcomes and
increases margin-compression risk under higher discount rates.

As we move forward, we believe investors must treat the surface calm of the equity indices as a lagging
indicator of the subsurface tension that is now being clearly signaled by the bond market.

2. US Market Dynamics: Surface Calm vs. Subsurface Tension

During this holiday-shortened week, US equity indices continued to grind higher, even as the macro
backdrop evolved in a way that, in earlier cycles, would likely have triggered a more decisive
correction. We find the disconnect between equity prices and Treasury yields particularly notable. In a
more traditional capital cycle, rising yields would exert downward pressure on valuations. Instead, we
observed indices holding their ground even as the cost of capital moved higher.

The $SPX closed at 6,909.51, posting a 0.7% gain for the week. The $COMP ended at 22,886.07, up
0.5% over the four trading sessions. The $DJI finished at 49,625.97, supported by a 0.47% rise during
the Friday session, while the $RUT, reflecting small-cap sensitivity, closed at 2,663.78, adding 0.6% on
Friday to lock in a 1.0% weekly gain. (see Figure 5).

research@moatpeak.com Page 4 www.moatpeak.com



INDEPENDENT RESEARCH

<™ MOATPEAK

Institutional High-Signal

Market Internals: US Caution vs.
European Momentum

Index Value Change VIX Indicator

| S&P 500 (USA) 6,909.51 +0.69%
r ‘ ' | VIX 19.09 (-5.91%)
Nasdaqg Composite 22,886.07 +0.50% - Nervous Calm

‘ Euro Stoxx 50 6,132.75 +2.46%

Capital seeking diversification away from the Fed's policy headache.

Figure 5. Market internals: US caution vs. European momentum
Key takeaway: US indices finished modestly positive, but Europe’s outperformance suggests early geographic rotation as US

policy uncertainty rises.

The bond market, by contrast, offered a more candid assessment of the regime shift. The $UST10Y
yield moved up to 4.08%, while the $UST2Y climbed to 3.48%. The resulting narrowing of the 10y-2y
spread to 60 bps reflects a market that is increasingly pricing in a “higher for longer” rate environment
while ogHoBpeMenHo downgrading long-term growth expectations. This flattening is a classic

late-cycle fatigue signal. (see Figure 6).
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The Curve & The Currency: Pricing ‘Higher for Longer’
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Flight to quality amidst global uncertainty.
Curve flattening implies a long pause, not immediate recession.

Figure 6. Yield curve and dollar: pricing “higher for longer”

Key takeaway: A flatter curve and firm dollar align with “higher for longer” pricing, even as the bond market simultaneously
downgrades longer-term growth expectations.

At the same time, the $DXY at 97.80 underscores that, even with US growth slowing to 1.4%, the dollar
remains the preferred destination for capital seeking safety amid global uncertainty. Yet we also
recognize that the US is gradually ceding its role as the sole engine of global growth, which has
important implications for cross-border allocation decisions.

3. Global Perspective: Europe’s Divergent Strength

As the Fed’s communication becomes more opaque and the US macro mix more conflicted, we are
watching a notable shift in geographical capital allocation. Global investors are increasingly turning to
European indices as a “risk-relief valve.” This is less an endorsement of Europe’s long-term structural
growth story and more a tactical move toward markets where the policy trajectory appears cleaner
and less conflicted than in the US.

The Euro Stoxx 50 delivered a 2.46% gain this week, closing at 6,132.75 and substantially outpacing its
US counterparts. In our view, this outperformance reflects a search for “cleaner” macro exposure at a
time when the US is wrestling with slowing GDP and 3.0% Core PCE. For now, European markets have
become a temporary sanctuary for capital seeking to sidestep the immediate volatility generated by
the Fed’'s newly symmetric risk stance.

We see this divergence as the start of a phase in which geography and sector selection matter more
than simple index beta. The era of broad, undifferentiated exposure is giving way to a more nuanced

allocation regime.
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4. Sectoral Analysis and Corporate Intelligence

In 2026, we believe forward guidance has decisively overtaken trailing earnings in informational
value. Applying Capital Cycle Theory, we are looking for companies that showed discipline during the
era of easy money and are now positioned to defend or expand margins as less-disciplined
competitors struggle with the higher cost of debt.

The Consumer and Defensive Moats

Within the consumer space, SWMT continues to set the standard for scale and execution in a high-rate
environment. The company reported Q4 revenue of $190.65 billion, up 5.6%, and an adjusted EPS of
0.74. Its digital ecosystem, growing 24%), is emerging as a powerful moat, reinforcing both customer
engagement and operating leverage. At the same time, Walmart’s cautious FY27 guidance—projecting
net sales growth of only 3.5-4.5%—tells us that elevated rates are now functioning as a structural tax
on discretionary spending. (see Figure 7).

The Consumer Proxy: Walmart as a Utility

Revenue: $190.65B (+5.6%)
WMl I “ eCommerce Growth: +24%
FY27 Guidance: +3.5-4.5%
WMT is winning on scale, but acts
as a defensive utility. High rates

are a ‘tax’ on discretionary
spending for 2026.

Figure 7. Consumer proxy: Walmart as a utility

Key takeaway: Walmart’s scale and digital momentum reinforce its defensive moat, but cautious guidance signals that high
rates act as a structural tax on discretionary demand.

In defensives, $MDT reported net sales of $9.0 billion with adjusted EPS of 1.36, while $LH delivered
$3.5 billion in revenue and adjusted EPS of 4.07. These results reinforce a key message: the market is
currently willing to pay a premium for “quality plus scale” in healthcare, as investors look to insulate
themselves from more volatile cyclical exposures. (see Figure 8).
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The “Boring” Defense: Stability without Catalysts

Medtronic (MDT) Labcorp (LH)

Rev $9.0B -N\’_ Rev $3.SB X
ers $1.36 : ers $4.07

Fundamental resilience, but “dead money"” risk. Lack of upside
catalysts makes them sensitive to sticky inflation margins.

Figure 8. Healthcare defensives: “quality plus scale”

Key takeaway: The market is paying a premium for large-scale healthcare defensives as investors seek insulation from more
volatile cyclical exposures.

Cyclical Resilience and the Capital Cycle

The agricultural sector offers a clear illustration of capital-cycle consolidation. $DE reported Q1
revenue of $9.61 billion, a 13% increase, and generated net income of $656 million (EPS 2.42). This
stands in sharp contrast to $CNHI, which posted Q4 revenue of roughly $5.2 billion and a more muted
EPS of 0.19. In our view, Deere’s superior product mix and deeper technological integration allow it to

remain in the “major leagues” of cyclical equities, even as the broader ag cycle faces headwinds. (see
Figure 9).
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Cyclical Divergence: Execution Beats The Cycle

Deere (DE) CNH Industrial

$9.61B
Revenue (+13%)’ Rev $5.2B

Product mix execution outweighs Struggling with sector volume
Ag cycle headwinds. hole.

In a 1.4% GDP world, operational excellence
creates the only alpha in cyclicals.

Figure 9. Cyclical divergence: execution beats the cycle

Key takeaway: Deere’s stronger execution illustrates capital-cycle consolidation—operational excellence matters more than
sector beta in a slowing-growth regime.

We also note the continued resilience of the premium housing market. $TOL reported $2.15 billion in
revenue and EPS of 2.19, beating expectations and demonstrating that high-end housing demand can,
for now, tolerate 4% yields. This segment continues to defy the broader slowdown narrative. (see
Figure 10).

research@moatpeak.com Page 9 www.moatpeak.com



INDEPENDENT RESEARCH

<™ MOATPEAK

The Housing Anomaly: Wealth Immune to Rates
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Figure 10. Housing anomaly: premium demand resilient to rates

Key takeaway: Premium housing continues to defy the broader slowdown narrative, showing resilience even with yields
around 4%.

5. The Gray Rhinos: Ignored Signals on the Horizon

We see several “Gray Rhinos”—large, visible risks that are being consciously sidelined by markets in
favor of short-term relief rallies. We believe these deserve far more attention than they currently
receive.

The first is what we would describe as the Private Credit Liquidity Trap. The recent asset sale by $OWL
(Blue Owl), which moved $1.4 billion in direct-lending assets at 99.7% of par, is broadly being
presented as a validation of private credit liquidity. Our interpretation is more cautious. On a
second-order basis, a transaction at such a narrow discount for high-quality assets highlights just how
thin true liquidity might be. If the “cream of the crop” clears at 99.7%, we must seriously question
what the long tail of less liquid, lower-quality portfolios will be worth in a genuine liquidity crunch.
The sector’s reliance on mark-to-model accounting remains, in our view, a systemic risk that is being
underpriced. (see Figure 11).
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Grey Rhino #1: The Liquidity Illusion in Private Credit
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Figure 11. Gray Rhino #1: liquidity illusion in private credit
Key takeaway: A near-par sale in high-quality private credit may mask thin true liquidity; less liquid portfolios could reprice
sharply in a genuine stress event.

The second Gray Rhino is the Labor-Inflation Paradox. Markets cheered jobless claims holding at
206,000, but within a “higher for longer” regime, this is a double-edged signal. A tight labor market
coexisting with 3.0% YoY Core PCE creates a policy trap for the Fed. It cannot cut aggressively while
wage and price pressures remain elevated, yet delaying cuts increases the probability that 1.4% GDP
growth drifts toward, or below, zero. (see Figure 12).
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Grey Rhino #2: The “Higher for Longer” Trap

Strong Labor The Fed’s | Sticky Inflation
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Y

A strong labor market kills the “aggressive cut” narrative.
Rates stay high, hurting asset prices longer.

Figure 12. Gray Rhino #2: the “higher for longer” trap

Key takeaway: Tight labor alongside ~3% Core PCE constrains aggressive easing, increasing the risk that slowing growth
becomes a policy trap.

The third is Geopolitical Inflationary Volatility. Rising tensions between the US and Iran can no longer
be dismissed as background noise. This friction feeds directly into the energy complex, and any
sustained spike in oil prices will show up in PCE, potentially forcing the Fed into a more hawkish
stance regardless of domestic growth concerns. (see Figure 13).
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Grey Rhino #3: The Geopolitical Inflation Floor
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Energy costs remain sensitive to news, preventing
headline inflation from dropping to the 2% target.

Figure 13. Gray Rhino #3: geopolitical inflation floor

Key takeaway: Geopolitical tension can feed directly into energy costs, keeping an inflation floor in place and potentially
forcing a more hawkish policy stance.

We believe these Gray Rhinos sit uncomfortably close to the market’s path, even if they are not yet in
the headlights.

6. Strategic Scenarios and Probabilities

At MoatPeak, we rely on a probabilistic framework to navigate reflexive markets. We do not subscribe
to single-point forecasts in an environment explicitly defined by data-dependence. Instead, we anchor
our positioning around clearly articulated scenarios. (see Figure 14).
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MoatPeak Scenario Matrix
‘7 BULL CASE (30%) I BEAR CASE (20%) M .

Immaculate ‘The Grind’ ‘Stagflation Break’

Disinflation Fed holds. Inflation >3%.
Inflation cools. GDP Slows (1.4%). Private credit
Fed signals cuts. Range-bound chop. liquidity event.

Risk-On. Data dependent. Oil shock.

Figure 14. Scenario matrix: base, bull, and bear probabilities

Key takeaway: We frame positioning around scenarios rather than single-point forecasts, with a base case centered on
persistence of “higher for longer.”

Base Case — Higher for Longer Persistence (Probability: 50%)

In our base case, Core PCE remains near 3.0%, GDP slows to around 1.4%, and the Fed stays on hold. In
this regime, markets are likely to trade in ranges, with the VIX elevated around 19-20. We would
expect ongoing multiple compression for high-growth tech, as the market continues to adjust to a
structurally higher discount rate. (see Figure 15).
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Valuation Drivers & Invalidation Triggers
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drops <2.5%. claims >250k OR Oil Shock.

Figure 15. Valuation drivers and invalidation triggers

Key takeaway: Inflation and rates are the primary valuation levers; we monitor inflation prints, labor stress, and oil shocks
as practical scenario invalidation markers.

Bull Case — The Soft-Landing Re-acceleration (Probability: 30%)

Here, core inflation prints below 0.3% m/m, US-Iran tensions ease, and trade-tariff relief persists.
Under this backdrop, indices could break to new all-time highs as the Fed signals a more credible path
to cuts, re-igniting risk-on sentiment across cyclicals and growth.

Bear Case — The Stagflationary Trap (Probability: 20%)

In the downside scenario, Core PCE accelerates above 3.1%, GDP falls below 1.0%, and private-credit
liquidity stresses move to the surface. This would likely trigger a significant correction, a flight to
quality in Treasuries, and a sharp sell-off in discretionary and cyclical sectors.

7. MoatPeak Insights: Interpreting the Signal

Through the lens of Capital Cycle Theory, we see this week as confirmation that the market’s implicit
discount-rate model has shifted. With the Fed moving back to a symmetric posture, the risk premium
required to hold equities has increased. The old assumption of a near-permanent “Fed put’—a clear
and dependable strike price at which policy would always rescue risk assets—looks increasingly
outdated.

It is important to distinguish fact from assessment. It is a fact that Q4 GDP slowed to 1.4% while Core
PCE held at 3.0%. Our assessment is that this combination represents a toxic macro mix for risk assets.
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In a healthy capital cycle, growth is the primary driver of earnings. Today, earnings are being squeezed

between sticky input costs (inflation) and a slowing top line (GDP). This dynamic sets up a reflexive
loop: to defend margins, companies cut costs, which ultimately pressures the labor market and further
weakens growth. That feedback loop is what we describe as a “Signal Amber” environment—not yet a
crisis, but a clear warning that conditions can deteriorate quickly under the wrong policy or macro
shock.

8. Implications for the Retail Investor

As we move deeper into 2026, our mandate at MoatPeak remains straightforward: to preserve and
grow your capital through intellectual honesty and disciplined risk-taking. The era when passive index
exposure alone could be relied upon for steady appreciation is fading. In its place, we see a regime that
rewards selectivity, patience, and risk awareness.

We encourage you to subject your portfolio to a rigorous “higher for longer” stress test. Ask whether
your holdings possess sufficient pricing power to navigate 3% inflation without meaningful margin
erosion. In this environment, balance-sheet strength and the ability to pass on costs matter more than
ever. (see Figure 16).

Institutional High-Signal

Portfolio Decision Checklist

Inflation Stress Test: Does portfolio survive 3% sticky inflation?

Liquidity Audit: Review exposure to semi-liquid private credit.
Duration Buffer: Ensure allocation to short-term treasuries/cash.

Growth vs. Value: Shift to ‘Quality Cyclicals’ (e.g., DE) and
‘Cash-Rich’ themes (e.g., TOL).

Figure 16. Portfolio checklist for a “higher for longer” regime

Key takeaway: Our framework emphasizes stress-testing for 3% inflation, preserving duration buffers, and auditing liquidity
exposure—especially in alternatives.

We also see real value in maintaining robust risk buffers. With the $UST10Y at 4.08% and the $UST2Y
at 3.48%, the additional compensation for taking on long-duration risk is limited. In our framework,
short-duration instruments and cash are strategic tools, not afterthoughts or idle placeholders.
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At the same time, we need to remain alert to liquidity risk. Many alternative instruments that were

easy to enter during the zero-rate era may become difficult to exit as the private-credit market
reprices. In a world where liquidity can vanish quickly, what you own and how fast you can exit it
become central portfolio decisions.

In the current regime, data move markets more than narratives. We believe that, at times, doing
nothing—resisting the urge to chase every rally or react to every headline—can be the most
courageous and effective strategic choice while we wait for clearer inflation and policy signals. (see
Figure 17).

The End of Simple Narratives

The market advantage now belongs
not to those who predict a single

single outcome, but to those who
manage the symmetry of risk.
Be ready for the Hike, the Cut, and the Hold.

<> MOATPEAK

Figure 17. The end of simple narratives: manage the symmetry of risk

Key takeaway: In a data-dependent regime, the advantage shifts from predicting a single path to managing risk symmetry
with patience and discipline.

We remain your partners in this journey, committed to helping you navigate these increasingly
complex waters. We stay focused on the long-term peak, working to ensure that your capital is
managed with the professional care, analytical depth, and strategic discipline it deserves.

Appendix

For reference, the week’s key catalysts are summarized in the data grid below. (see Figure 18).
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Appendix: Weekly Data Grid (Feb 16-20)
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DXY 97.70. VIX 20.23. | S&P +0.69%.

Figure 18. Appendix: weekly data grid (Feb 16-20)

Key takeaway: The sequence of catalysts—FOMC minutes, jobless claims, and GDP/PCE—reinforced the shift toward a risk-
management regime.
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Disclosures & Disclaimer

MoatPeak — Independent Research

MoatPeak is an independent macroeconomic and sector-focused research platform dedicated to helping investors navigate
complex market regimes through scenario-based analysis, institutional synthesis, and disciplined risk frameworks.

Our research integrates insights from global investment banks, asset managers, and macroeconomic data sources, translated
into clear, actionable perspectives for long-term, strategic investors.

MoatPeak is not affiliated with any financial institution, broker-dealer, or asset manager.
Important Disclosures & Disclaimer
This report is provided for informational and educational purposes only and does not constitute investment advice, a
recommendation, an offer, or a solicitation to buy or sell any securities, financial instruments, or investment products.
All views expressed reflect the author’s judgment at the time of publication and are subject to change without notice. Past
performance is not indicative of future results. Investing involves risk, including the potential loss of principal.

MoatPeak does not provide personalized investment advice and does not consider the investment objectives, financial
situation, or

specific needs of any individual reader. Readers are encouraged to conduct their own research and consult with professional
advisors

before making any investment decisions.

While the information contained herein is believed to be reliable, it is derived from publicly available sources and third-party
materials. MoatPeak makes no representation or warranty as to the accuracy, completeness, or timeliness of the information
provided.
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