W HIGHLAND

FEBRUARY 2026

Asset Allocation Note

Change

Despite the return of volatility during the winter months, the
world seems scarcely changed in recent quarters, like frost
that refuses to thaw. The persistent specter of geopolitical
conflict—recently intensified by renewed rhetorical
hostilities between the U.S. and Iran—continues to cast a
long shadow over global stability. On the domestic front,
one of the most notable changes has been the
announcement of Kevin Warsh as the new Fed Chair. While
he has yet to be confirmed, markets have already adopted a
more cautious posture, reflecting the uncertainty ahead as
we all play parts of tomorrow.

Information Technology, the S&P 500's dominant force for
more than a decade, and Communication Services, the
three-year leader, have both fallen to the bottom third of
2026 sector rankings as questions grow over Al's potential
to disrupt the very champions it once propelled. Given how
heavily U.S. equity performance has relied on these sectors,
their reversal raises deeper questions about the endurance
of U.S. market leadership. The S&P 500 has outperformed
international and emerging equity markets in nearly every
rolling three year calendar period since 2008 and 2012',
respectively, but I know we can't all stay here forever. Change
is rarely easy, as Blind Melon once sang, and investors now
confront the possibility that creative destruction may carry
heavier consequences than once assumed. Time will tell if
our global and sector champions resume their market
dominance or if their long reign already coming to an end.

! Source: Highland Associates, S&P Global, Bloomberg

ECONOMIC UPDATE
The More Things Change, The
More they Stay the Same

Regions Economic Division

At least so far, the start of 2026 sounds and feels a lot like
the end of 2025, with another shutdown of the federal
government to help set the tone. This year’s shutdown,
however, was much shorter and far less disruptive than last
year's shutdown. A labor market that wobbled over the
second half of 2025 is still a concern for many. Though it
may be less vol-atile than in 2025, trade policy nonetheless
remains some-what uncertain, and it remains to be seen
whether stronger tariff pass-through will push goods prices
up furtherin 2026. As it is, the cumulative effects of higher
prices over the past few years and concerns over the labor
market continue to weigh heavily on consumer sentiment.
The housing market continues to labor under the weight of
affordability con-straints that are holding down home sales
and new con-struction. The FOMC remains sharply divided
over the main risks facing the economy and, in turn, the
appropriate path of monetary policy. Amid all of this,
however, the economy continues to grow at a sturdy pace.

That there are still so many holes in the economic data
stemming from last year's shutdown leaves room to
question just how rapidly the economy is actually growing,
and many are pointing to the divide between real GDP
growth and monthly job growth as grounds for doing so. That
divide widened considerably over the second half of 2025 as
the pace of hiring slowed to a crawl, and there is little to
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suggest that divide has narrowed thus far in 2026. While we
can point to swings in net exports and nonfarm business
inventories that were even sharperin 2025 than is typical for
these two inher-ently volatile components of GDP as one
factorin the divide between job growth and real GDP growth,
thatisn't a very satisfactory answer given that there is a
similarly wide divide between job growth and growth in real
private domestic demand, i.e., combined business and
household spending.

Moreover, the Bureau of Labor Statistics (BLS) released
their annual benchmark revisions to the recent historical
data on nonfarm employment, hours, and earnings, which
suggest an even wider divide between job growth and
economic growth, however measured, than had previously
been implied. Coming months could see similar annual
benchmark revisions to much of the source data that feed
into the Bureau of Economic Analysis’'(BEA) measure of real
GDP but, given the magnitude of the divide between job
growth and economic growth, it would take meaningful
downward revisions across a wide swath of the economic
data series to narrow that di-vide. Based on available data,
we have little reason to expect that to occur.

As the data now stands, Q4 real GDP growth may come in
faster than we had anticipated, even allowing for a
significant drag from the federal government shutdown. The
data on retail sales point to 04 growth in consumer spending
on goods being faster than our forecast had anticipated,
while the data on shipments and orders of core capital
goods suggests the same for business investment in
equipment and machinery. Both consumer spending and
business investment ended 2025 on solid notes, and if
current trends persist, we expect this momentum to have
carried into 2025. One key reason to think so is that the
changesin the individual and corporate tax codes enacted
into law last summer are likely to provide meaningful
support for consumer spending and business investment.

If we are correct in anticipating real GDP growth to be faster
in 2026 than was the case in 2025, it would follow that at
some point there would be a pickup in the pace of nonfarm
job growth. To that point, the January employment report
shows private sector payrolls increased by 172,000 jobs in
January. We do not, however, think that to be a sustainable
pace throughout 2026 as a whole. In other words, we look for
acontinued divide between job growth and economic
growth.

One way to bridge that divide is via faster growth in labor
productivity, and the longer-term trend rate of labor
productivity growth has been steadily firming. What is
largely overlooked is that the acceleration in the trend rate
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of labor productivity growth - we use an eight-quarter
moving average - actually began over the back half of 2017,
which we argued was firms reacting to considerably tighter
labor market conditions. The acceleration in productivity
growth, however, was disrupted by the pandemic, and it
took considerable time for those effects to wash through
the data. As such, we see the acceleration in productivity
growth over recent quarters as a continuation of a trend in
place prior to the pandemic, long before Al became as
prominent as it now is. Our view is that we are in the very
early stages of Al being the primary driver of a prolonged
period of meaningfully faster labor productivity growth.

While there could be some degree of displacement in the
labor market due to the development and utilization of Al,
we still think Al could do more to augment labor productivity
than to replace labor. In other words, we see Al as
something to be more welcomed than feared, though we are
fully aware that this view is far from universal. We find it
useful to discuss this issue in the context of the economy’s
“speed limit,”i.e., the rate at which it can grow on a
sustained basis over time without sparking inflation
pressures. For any econo-my, the speed limit is a function
of two things - the rate of growth of total labor input and the
rate of labor productivity growth. While the ongoing
acceleration in labor productivity growth will work to
increase the U.S. economy’s speed limit, demographic
factors are likely to blunt some of that gain.

This point was recently reinforced by the release of the
Census Bureau's estimates of 2025 population growth. After
growth of 1.0 percent in 2024, total U.S. population grew by
only 0.52 percent in 2025, ending a three-year run of notably
faster growth fueled by international immigration. Over the
2022-2024 period, international immigration accounted for
just over eighty-five percent of all U.S. population growth,
and while the rate of international immigration over this
period was not sustainable, the pendulum has swung to the
opposite direction. Net international immigration fell from
2.734 million persons in 2024 to 1.262 million per-sons in
2025, with every state in the U.S. seeing a decline from
2024. Moreover, we think that the 2025 figures for net
international in-migration are overstated. Keep in mind that
Census reports the annual population changes notona
calendar year basis but on a July/July basis, and our sense
is that the latter months of 2025 likely saw further outflows
of foreign-born persons that have not yet been picked up in
the Census estimates.

If we are correct on this point, it follows that the 2026
vintage population estimates may show a more severe drop-
off in net international immigration than that reported in the
2025 vintage data which, in turn, would mean further
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deceleration in total population growth. Either way, the
drop-off ininternational immigration in 2025 exposes the
long-running weakness in natural population growth (the
difference between births and deaths in a given time
period), reflecting the secular decline in birth rates. With
diminished flows of international in-migration to counter
weakness in natural population growth, the U.S. is due for a
period of decelerating population growth. This, in turn,
means slower labor force growth and a lower speed limit for
the economy than would otherwise be the case.

Again, while faster labor productivity growth could mitigate
the drag from slower labor force growth, where all of this
nets out remains to be seen. This is a particularly relevant
question given that Kevin Warsh has been an active
proponent of the notion that the U.S. economy is on the
verge of a significant, sustained acceleration in productivity
growth that can help prompt faster real GDP growth and
lower inflation, which he believes would warrant the Fed
funds rate being lower than it presently is. While we do not
disagree with the premise of a significant, sustained
acceleration in labor productivity growth, it isn’t clear to us
that Mr. Warsh is accounting for the effects of meaningfully
slower labor supply growth, unless he is assuming
productivity growth will be rapid enough to more than offset
slower labor supply growth.

This is a question that will likely be answered over time. For
now, we look for solid real GDP growth in 2026 but see
limited room for further Fed funds rate cuts. While the
economic data series never move in straight lines, we can at
least hope for less volatility this year than we saw in 2025.

Sources: Bureau of Economic Analysis; Bureau of Labor Statistics; U.S. Cen-
sus Bureau; The Conference Board

INVESTMENT STRATEGY UPDATE
Regions Multi-Asset Solutions &
Highland Associates

U.S. equity indices closed out a tumultuous and headline
driven January in positive territory with smaller
capitalization stocks outperforming. The S&P Small Cap 600
index rose 5.6% on a total return basis during the month,
easily outpacing the S&P 500's 1.4% gain. If history repeats,
a positive return for full-year 2026 is likely in store for
stocks; historically, when the S&P 500 generates againin
January, it goes on to post a gain for the 1st half and full year
approxi-mately 80% of the time. Simply put, the ‘January
Barometer’ could be on the side of bulls after a solid start to
2026. From a sector perspective, Consumer Staples,
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Energy, Industrials, and Materials were the top performers
within the S&P 500 as each posted a gain of 6% or more in
January. But strength out of these areas was offset by
softness in Information Technology and Financials, which
both printed modest declines and weighed on the index’s
return. As was the case in November and December, capital
continued to rotate out of some of last year's winners tied to
the Al theme and found its way into a diverse group of
sectors ranging from defensive to economically sensitive,
with a bias toward smaller cap stocks. On the surface, thisis
positive as rotation and the search for relative value is the
lifeblood of a healthy market, but some of the sector
relationships we turn to as a gauge on investor sentiment
and risk appetite started to signal caution toward the end of
the month and warrant continued monitoring.

First, Consumer Staples and Energy sectors exhibited
improved relative performance during January and
drastically outperformed Consumer Discretionary, a
potentially worrisome indicator surrounding the health of
the U.S. consumer. Secondly, the Financials sector fell 2.5%
on the month despite continued steepening of the Treasury
yield curve and signs the U.S. economy could be
reaccelerating. While this is a suboptimal outcome, it
appeared to be rotation driven as opposed to outright
selling, as regional banks gained over 5% as a group and
outperformed the super-regional players, which fell 2% as
profit taking took hold. Historically, banks at large have been
an accurate barometer or gauge on the health of the U.S.
economy, and it's tough to get too bearish with regional
banks holding up and the yield curve steepening due to
improved economic growth expec-tations. Lastly, areas that
performed quite well during the month, such as U.S. small
caps and emerging market stocks, hit overbought levels and
may need to move sideways to digest such sizable short-
term gains before resuming their uptrend.

A strong start to the year on the manufacturing front, if the
January ISMis to be believed, reinforces market
participants’ preference for cyclicals as this is potentially
just the beginning of a powerful capex spending cycle
capable of boosting economically sensitive sectors. The
rotation out of Al in the information technology sector and
into economically sensitive areas has provided a headwind
for the broader S&P 500 given the tech sector’'s 34% weight
within the index, making stabilization in tech a necessity for
sizeable leg higher in large caps. However, we expect tax
refunds to boost consumer spending and an uptickin
corporate capex tolead to improved labor productivity
contributing to im-pressive growth in corporate profits.
Based on that outlook, we maintain a constructive outlook
on U.S. stocks.
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S&P 500 Sectors Returns in January

S&P 500 Sector Returns In January
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The beginning of February has been volatile, but it is difficult
to be bearish with small cap stocks and transports
outperforming. Software’s shakeout may have gotten all the
attention last month, but there were other reasons to remain
constructive on broader U.S. equities. Most notably, the
equally weighted S&P 500 posted a 3.3% gain on the month
and has now outperformed the market cap weighted S&P
500 by 4.5%, through early February. This outperformance
highlights the fact that investors didn't totally jettison their
stock holdings as volatility surged in recent weeks, instead
the selling pressure concentrated on stocks viewed as most
atrisk from Al disruption. We were particularly encouraged
by the continued rise in real economy’ stocks, represented
by the Dow Jones Transportation Index, which rose 5.4% in
January. That price level marked a new all-time high for the
index that is now higher by 14.3% year-to-date through early
February. Lastly, the S&P Small Cap 600 index posted a gain
on the month of 5.7% handily outperforming the S&P 500.
The weakness early in January has been limited to software,
but other thematic momentum trades including emerging
equities and short dollar positions were swept up in the
shakeout as market dynamics suggest algorithmic trading
and leveraged positioning may have contributed to volatility,
though multiple factors were likely involved. That downturn,
while painful at the industry level, may create opportuni-
ties for investors not forced to sell to increase exposures in

U.S. Equity Size & Style Returns
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select names at better valuations/prices.

Emerging market stocks could see some consolidation after
ared-hot start to the year. Countries such as Brazil, Mexico,
South Korea, and Taiwan have already generated double-
digit returns in 2026, so we could expect some moderation
over the next few months. Technicals remain favorable as
these countries continue to trade well above their 50- and
200-day moving averages with impressive broad leadership
from constituents. However, relative strength at month-end
signaled these countries may be “overbought” at a level not
seen since 2018. These levels have since subsided through
the first half of February? without significant price declines,
suggesting markets have taken some time to digest the
move-ment. Because of these conditions, a5% or 10%
decline over the near-term may not surprise us, but EM
tailwinds remain plentiful and the upward trend remains in
place. We remain constructive on emerging market stocks,
broadly speaking, and see reasons to believe that last year’s
winners such as South Korea and Taiwan can continue to
ride the memory cycle to more gains. Additionally, some of
this year's budding outperformers in Latin America have
cyclical tailwinds that could persist throughout the balance
of this year, and central bank easing could be a catalyst for
potentially material upside in the quarters to come for Brazil
and Mexico, specifi-cally. With a U.S./India trade deal
announced in early February, we will be watching India’s
SENSEX index for signs of a durable bottom which could
provide a potential springboard for Indian equities in the
quarters to come.

The Treasury market has remained remarkably calm despite
a flurry of potentially market moving headlines related to
tariffs/trade, Iran, the nomination of a new Fed chair, and a
par-abolic jump and equally unsettling selloff in precious
metals, just to name a few. The 10-year Treasury yield
opened the month at 4.18%, moved up to 4.30% mid-month
as Treasur-ies caught a bid on more U.S./Iran saber rattling,
and closed out January at 4.26%, still within the 4.10% to
4.30% range it's been stuck in since early December.

President Trump’s announcement in late January that he
was nominating Kevin Warsh to chair the Federal Open
Market Committee (FOMC) was surprising as he was viewed
by market participants as the most ‘hawkish’ of the leading
candidates. Equity market volatility jumped following the
announcement, but the bond market took it in stride and
fixed income investors appear to be in‘wait and see mode’in
the lead-up to Warsh’s confirmation hearings. Warsh has
been out of public eye for some time working in the hedge

2 https://www.whitehouse.gov/fact-sheets/2026/02/fact-sheet-the-united-
states-and-india-announce-historic-trade-deal/
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fund industry, so as market participants get clarity and
confirmation on his views surrounding the size of the Fed’s
balance sheet, the path forward for rates, and the regulatory
backdrop, we would expect interest rate volatility to increase
and the yield curve to likely steepen further.

Interest rate volatility could pick up as corporate capex

and consumer spending put upward pressure on inflation
expectations and economic growth forecasts in the coming
months. Thus, a nimble and more tactical approach to the
fixed income market may be rewarded this year as relative
value opportunities undoubtedly arise but will likely be
short-lived. An increased exposure to U.S. Treasuries can
act as a volatility dampener, but we are still looking for a
coupon-minus return over the balance of this year.
Investment-grade and high yield corporate bonds remain
historically rich” even after experiencing a modest selloff in
early February, and arebound, i.e., tighter credit spreads in
high yield could provide investors with a chance to trim
exposure. Debt tied to developed and developing market
issuers still appeal to those seeking to diversify U.S. dollar
exposure, but investors in EM bonds should have tempered
expectations after a strong multi-year advance. Regarding
potential near term opportunities, we are evaluating
opportunities in the asset-backed securities (ABS) market,
broadly speaking, to gauge the relative attractiveness of this
segment for potential portfolio inclusion.

Attractive securitized credit yields come with caveat.
Opportunities to add value in traditional market segments
includ-ing high yield and investment grade credit have been
waning as valuations tighten, prompting our attention
towards more off-the-run bond sectors with the aim of
reducing or diversifying undue portfolio risks. Specifically,
tighter credit spreads and the potential for higher interest
rate volatility based on monetary and fiscal policy
uncertainty suggests there is more risk than reward in
adding to corporate bonds at this point in the cycle.
However, there are select areas to trade up in quality for
similar yield in areas like securitized credit that offers an
index yield to worst of 4.6% relative to the 4.8% found in
high grade corporates. The Bloomberg US MBS Index
consists entirely of AA-rated mortgage bonds while the
Bloomberg US Agg Corp Index has over 90% of its assets in
A- and BBB-rated paper, but that uptick in quality is far from
afree lunch as mortgage spreads have come in considerably
over the last year. Early in January that rally accelerated as
the U.S. administration directed Fannie Mae and Freddie
Mac to buy $200B in mortgage bonds, and now the asset
class carries an option adjusted spread just 17bps over
treasuries. From our standpoint, the improvement in credit
quality is a strong selling point for securitized credit but the
asset class just doesn't have the margin of safety we
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seek out in an opportunistic position at present.

Corporate bond markets have seen hefty issuance to start
2026, with over S30B in new paper coming to market in
January, a 32% uptick from January of last year. That surge
in new deals fits with market expectations of rampant
issuance due to both a favorable environment with tight
spreads and lower rates at the front of the curve but may
also be the byproduct of heightened capex spending and
potential M&A activity. That elevated issuance and the
current market maturity wall could be a potential strain on
credit markets should liquidity dry up in a volatile stretch,
but momentary drawdowns for risk assets witnessed thus
farin 2026 have yet to pressure on valuations. Should the
option-adjusted spread on the Bloomberg U.S. High Yield
Corp index make another run at the 250bps over treasuries
we'd anticipate more disciplined investors lightening up
exposure, but it's tough to forecast where that capital
rotates into with cash rates coming down and potential
volatility in the cards.

In normal environments a gain on the S&P 500 Index in
January feels like a win with the “January Barometer”, but
the Santa Claus rally was bumpy this year. Volatility in U.S.
equities has risen and the US dollar fell sharply in the wake
of geopolitical risks. The rally has since fizzled out as fears
of Artificial Intelligence disrupting the software industry
have grown and the S&P 500 is now flat in 2026. U.S.
software names have been the biggest detractor, and this
dynamic has benefited from the tactical overweight
Highland made to emerging market equities within equity
portfolios last year. A falling US Dollar has also contributed,
and we saw the trade-weighted US Dollar briefly fall below
S96 for the first time since 2022. While it seems to have
found support in the $96 range, this is a trend we are closely
monitoring, and further dollar weakness could have larger
ramifications on corporate earnings and consumer
purchasing power. Commodities soared to start the year,
rising 10.4% in January on the back of strong demand for
precious metals. The index has given some of these gains
back as the metals have fallen in February, but the upward
trend remains in place and gold specifically has risen nearly
140% since the end of 2024.

Highland Outlook

Portfolios with dedicated allocations to natural resource
equities and commodities have reaped the benefits of this
move, while investors holding broad equity index exposure
have seen less impact from the moves in commodities.
Highland continues to favor inflation-sensitive exposure as
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acomplement to equity portfolios as these companies
have little representation in the broader indices. Fixed
income portfolios were relatively flat to start the year as
interest rates rose slightly in January, but yields have since
fallen in the wake of equity market volatility. With tight
corporate spreads and an approximate 46% weighting in
US Treasuries, the performance of the Bloomberg US
Aggregate Bond Index has little room to benefit from
anything other than current yield or duration. High yield
has posted positive returns despite widening spreads, but
we expect potential weakness if equity markets continue to
move lower. We remain com-fortable with our current risk-
neutral allocation given market volatility and will look to
tactically adjust as markets settle.
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THE USE OF THE BLOOMBERG INDICES OR ANY DATA RELATED THERETO. TO THE MAXIMUM EXTENT PER-MITTED BY LAW, BLOOMBERG SHALL HAVE NO LIABILITY OR
RESPONSIBILITY FOR ANY INJURY OR DAMAGES ARISING IN CONNECTION WITH THE USE OF THE BLOOMBERG INDICES OR ANY RELATED INFORMATION.

SOURCE: MSCI AND ITS AFFILIATES AND THIRD PARTY SOURCES AND PROVIDERS (COLLECTIVELY, “"MSCI") MAKES NO EXPRESS OR IMPLIED WARRANTIES OR
REPRESENTATIONS AND SHALL HAVE NO LIABILITY WHAT-SOEVER WITH RESPECT TO ANY MSCI DATA CONTAINED HEREIN. THE MSCI DATA MAY NOT BE FURTHER
REDISTRIBUTED OR USED AS A BASIS FOR OTHER INDICES OR ANY SECURITIES OR FINANCIAL PRODUCTS. THIS REPORT IS NOT APPROVED, REVIEWED, OR PRODUCED BY MSCI.
HISTORICAL MSCI DATA AND ANALYSIS SHOULD NOT BE TAKEN AS AN INDICATION OR GUARANTEE OF ANY FUTURE PERFORMANCE ANALYSIS, FORECAST OR PREDICTION.
NONE OF THE MSCI DATA IS INTENDED TO CONSTITUTE INVESTMENT ADVICE OR A RECOMMENDATION TO MAKE (OR REFRAIN FROM MAKING) ANY KIND OF INVESTMENT
DECISION AND MAY NOT BE RELIED ON AS SUCH.

SOURCE: "© 2026 S&P DOW JONES INDICES. ALL RIGHTS RESERVED. THE S&P INDICES ARE A PRODUCT OF S&P DOW JONES INDICES LLC, A DIVISION OF S&P GLOBAL, ORITS
AFFILIATES ("SPDJI") AND HAS BEEN LICENSED FOR USE BY REGIONS INVESTMENT MANAGEMENT. STANDARD & POOR'S® AND S&P® ARE REGISTERED TRADEMARKS OF
STANDARD & POOR'S FINANCIAL SERVICES LLC, A DIVISION OF S&P GLOBAL (“S&P"); DOW JONES® IS A REGISTERED TRADEMARK OF DOW JONES TRADEMARK HOLDINGS LLC
("'DOW JONES"). THIS PRESENTATION IS NOT SPONSORED, ENDORSED, SOLD OR PROMOTED BY SPDJI, DOW JONES, S&P, THEIR RESPECTIVE AFFILIATES, AND NONE OF SUCH
PARTIES MAKE ANY REPRESENTATION REGARDING THE ADVISABILITY OF INVESTING IN SUCH PRODUCT(S) NOR DO THEY HAVE ANY LIABILITY FOR ANY ERRORS, OMISSIONS, OR
INTERRUPTIONS OF THE S&P INDICES. REDISTRIBUTION OR REPRODUCTION OF S&P DOW JONES INDICES DATA IN WHOLE OR IN PART IS PROHIBITED WITHOUT WRITTEN
PERMISSION OF S&P DOW JONES INDICES LLC. S&P DOW JONES INDICES LLC IS NOT AN INVESTMENT ADVISOR. PAST PERFORMANCE OF AN INDEX IS NOT AN INDICATION OR
GUARANTEE OF FUTURE RESULTS.
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