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The Middle East conflict has driven yields sharply higher, flattened
curves, and turned Central Banks hawkish across geographies
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Drivers: moderated energy shock +
deteriorating outlook as war continues

® More insulation from energy prices, but worse
economic outlook due to cost of war

® FED: hawkish shift, removal of easing bias language

e JPM rate call: hold in 2026

Drivers: strong energy shock

® High exposure to oil and natural gas prices

® Live June ECB meeting

® JPM rate call: 50bps hikes (July and September)

Drivers: Strong energy shock + political
turmoil

® Energy price exposure + political turmoil

® BOE “ready to act” after dovish April meeting

® JPM Rate call: 25bps cut in June

Source: J.P. Morgan and Bloomberg as of May 28, 2026
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Volatile but range-bound: European rates remain strongly exposed to
natural gas, while oil beta declined

The correlation of front-end OIS rates to oil prices has weakened Nonetheless, in Europe, the sensitivity of Euro and UK yields to moves in
across most developed markets since the start of the conflict natural gas prices remains elevated
2-week betas and R"2 of OIS yields (in bp) to oil prices across DM. JPM research as of 2-week betas and R"2 of selected Euro area and UK yields (in bp) to gas prices*. JPM
May-15, 2026. research as of May-15, 2026.
Regression vs Oil prices Regression vs Gas prices
4-15 May 13-24 Apr 30 Mar -10 Apr
Category Beta R2 Beta R2? Beta R? 4-15 May 13-24 Apr 30 Mar-10 Apr
USD 1Y Swap| 0.19 0.39 34% 0.39 31% .
USD 1Yx1Y | 0.29 096  56% 07 41% Yields Beta R* Beta R? Beta R*
USD 2Yx1Y 0.08 0.7 53% 0.49 49% 1Y ESTR 298
EUR 1Y Swap| 1.07 0.91 79%
EUR 1Yx1Y 1.41 1.37 79% 1Yx1Y ESTR 4.28
EUR 2Yx1Y 1.12 0.86 64%
GBP 1Y SWap 117 1.38 78% 10Y Bund 2.38 65% 0.63 78% 1.15 54%
GBP 2Yx1Y 1.08 1.07 68%
JPY 1Y Swap 0.1 1Yx1Y SONIA 2.23 1.04 67%
JPY 1Yx1Y 0.47 )
JPY 2Yx1Y 0.68 10Y Gilt 1.66 0.6 39%
German yields moved in large ranges over the past two weeks
but are ending the period almost unchanged ® Despite a decrease since the start of the conflict, European rates still show high
Evolution of Germany benchmark yields since 24 April 2026; bp sensitivity to energy and notably natural gas prices compared to the US
gim f;y - _ [D)Em zgy ® Volatile and headline-sensitive markets: rates react sharply to geopolitical headlines,
:j ] then retrace moves shortly after, leading to frequent large intra-session swings
12 e Wide trading ranges but limited lasting moves: the lack of breakthroughs in US / Iran
10 - negotiations over the past weeks has left European rates little changed, despite large
8 swings in reaction to positive / negative headlines
6 -
4 ® Markets held up, but liquidity deteriorated sharply in EGBs (up to ~3x worse than
2 A1 _== normal on some days):
_2 | e Stayed relatively protected in France/Germany/ltaly/Spain while becoming very poor
4 in smaller semi-core and generally illiquid countries

24 Apr 29 Apr 04 May ® Despite meaningful improvement it remains below pre-period levels as structurally
higher volatility continues to weigh on liquidity

Source: J.P. Morgan Research as of April 30, 2026
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EGB Focus — After a sharp risk-off driven widening at the start of the
conflict, Intra-EMU spreads have strongly retraced in the past weeks

Retracement of Sovereign spread vs. Germany and ASW spread (vs. €STR)
from their widest level, based on period since 27 February 2025

Intra-EMU spread vs. Germany ASW apread (va. £5TR)
3

Austria

Belgium
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Italy 8% T2% 63% 58%
Netherlands sg% | 3% | ssw | sow
Portugal 95% 7% % B5% 1% 65%
Spain 95% % 4% i ] 5% 65%
EU 9% T5% - 52% 1% 50%

* Percentage refracement defined as (Max spread — Curent spread)/(Max spread — Min spread). Analysis done on 27 Feb 2026 to curent period
Source: J.P. Morgan

Intra-EMU spreads tightened sharply in recent weeks on increasing
optimism around a potential Iran-US deal

® Intra-EMU ASW and spreads vs. Germany have on average retraced 80-100% from
their March peaks

® Spreads vs. Germany, in particular, have retraced more

e EU, ltaly, France and Greece have on average lagged in the retracement

® Austria, Portugal and Spain are trading at, or even below, pre-conflict levels

Net exposure of Euro area investors to intra-EMU spreads
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Source: J.P. Morgan European Client Survey, 30 April

Headwinds to further retracement in Intra-EMU spreads to pre-conflict
levels

® Several factors limit the probability of a quick intra-EMU spread retracement to
pre-conflict levels:

@ Heightened uncertainty around the Middle East conflict and status of the
Strait of Hormuz

® Investors are likely to remain more cautious on carry exposures
@ Valuations no longer look cheap after the recent risk-on tightening

® Despite modestly reducing their positioning in intra-EMU, European real-
money investors remain modestly overweight intra-EMU spreads

Source: J.P. Morgan Research as of May 20, 2026
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Despite ongoing conflicts and Rates volatility, SSA issuers were still able
to access primary markets, surpassing ‘25YTD issuance by ~11%

SSA syndicated supply across currencies
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SSA funding completion pace is lower than last year, mostly due to larger
funding programmes, notably from the EU and KFW
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Source: J.P. Morgan, Dealogic as of May 27, 2026

Despite ongoing conflicts and geopolitical announcements, SSA i |ssuers have consistently maintained access to primary markets
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Source: J.P. Morgan as of May 13, 2026. SSA Benchmark supply for USD / EUR and GBP
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SSA Secondary Flows — Hedge Funds have turned strong net sellers,
offset by increased net buying from Banks/Brokers/Dealers and the
Public Sector since the onset of the US—Iran conflict

EUR SSA Secondary flows (2026YTD) — Notional terms
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Key observable shifts in investor behaviour since the start of the Iran /

US conflict

® EUR SSA: Improved net buying from Asset Managers, Banks/brokers/dealers and
the Public Sector, partly offset by a marked increase in Hedge Fund net selling

® USD SSA: Strong increase in Banks/brokers/dealers net buying, while Asset
Managers and Hedge Funds increased net selling

® EGB: Broad-based strengthening in net-buying led by Asset Managers,
Banks/brokers/dealers and the Public Sector, alongside a pronounced increase in
Hedge Fund net selling

Source: J.P. Morgan as of May 13, 2026. Total traded included missed in nominal terms. EUR and USD SSA includes non-EZ Sovereigns.
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Ongoing interrogations

How did market functioning (liquidity, depth, ability to adjust positions) hold up to the increased
headline risk?

How did you see different market participants (RM, HFs, international investors) navigate the
period of elevated uncertainty / volatility?

How would a permanent solution to the conflict affect markets?

Why did markets continue to function broadly well? Are there market participants that played a
stabilizing role?
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