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About this publication

This guide sets out an original Fintech SCB synthesis of established
investment concepts. It explains how to examine a process, rather than
claiming that a particular model predicts markets or has delivered
verified returns. The organising framework, questions and editorial
conclusions are the author's; named institutions are sources, not
endorsers.

Roberto Balbino defines the editorial direction and assumes responsibility
for this publication. It forms part of the Fintech SCB financial education
and independent analysis project. No audited Fintech SCB investment
track record is presented. There is no claim that these principles were
invented by Fintech SCB or that adopting them guarantees a profitable
outcome.

The edition is labelled October 2026. Every historical exhibit identifies its
own observation period. Publication month, source publication date and
underlying data period are distinct. This is a methodological guide, not a
live dashboard or a statement of current recommended positions.

Historical statistics, mathematical identities, hypothetical illustrations
and editorial interpretations are labelled separately. Examples are not
trades, forecasts or offers. References [01]-[16] are clickable and appear
in full on pages 62-63. The linked Substack note is a related publication,
not an evidentiary source for this guide.

Prepared for free-of-charge distribution through Fintech SCB. Copyright
2026 Fintech SCB. Readers may share the unaltered guide with
attribution. Third-party material remains subject to its owners' rights.

This is general education, not personalised investment, legal or tax
advice. Suitability, product access and applicable rules depend on
circumstances and jurisdiction.

Read the evidence and the limitations together. Branding identifies editorial

responsibility; it does not validate a return.
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How to use this guide

Read the first sections to understand what different strategies attempt to
earn. Then follow the chain from economic information to instruments,
portfolio exposures, funding and performance measurement. The final
worksheets turn the discussion into a documented review.

Three propositions connect the chapters. First, an investment view has
little practical meaning until its horizon and implementation are specified.
Second, the ability to retain a position is an economic resource, not an
automatic entitlement. Third, a process becomes credible when another
person can reconstruct its decisions without relying on the author's
memory.

These are analytical propositions, not empirically estimated laws. They
guide the questions we ask. A fund can satisfy some of them and still lose
money. A weak process can temporarily produce profits. Evaluation
therefore requires a series of decisions, their context and a consistent
standard of comparison.

Readers examining a manager should begin with the mandate on page 6
and the review worksheet on page 59. Readers building a research
process should begin with the indicator sections on pages 15-25. Readers
concerned about hidden fragility should prioritise pages 30 and 35-39.

No universal trading threshold is prescribed. An alert level needs
calibration to an instrument, objective and evidence set. Where data are
missing, the appropriate conclusion is uncertainty, not a favourable
assumption. Keep that discipline when the narrative is attractive and
when it confirms your own opinion.

The question throughout is practical: what could an investor have known,
done and sustained at the time?
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Process before persuasion

Investment communication often compresses years of uncertain decisions
into a handful of successful calls. Such examples may illustrate how
someone thinks. They cannot establish the return earned by a portfolio
that followed the complete process.

A useful distinction is between explanation, prediction and
implementation. Explanation makes past events understandable.
Prediction describes an outcome before it occurs. Implementation
specifies what to own, in what quantity, for how long and under which
constraints. A persuasive explanation does not automatically satisfy the
other two tests.

Evidence should match the claim. A claim about research usefulness may
be supported by well-documented analysis. A claim about predictive
accuracy requires forecasts recorded before outcomes. A claim about
investment performance requires an investable return series with costs
and exposure made explicit.

This distinction does not diminish qualitative judgement. Judgement is
indispensable when information is incomplete. It does, however, prevent
a favourable anecdote from carrying a statistical burden it cannot
support. It also protects a genuinely good decision from being dismissed
solely because its recognised downside occurred.

The Fintech SCB position is that accountability begins with a reviewable
decision record. Before asking whether a manager was right, establish
exactly what the manager proposed. An opinion that can later be
interpreted as bullish, defensive or neutral is difficult to evaluate.
Ambiguity may preserve a reputation while leaving an investor without an
executable instruction.

Ask for the complete decision sequence. A memorable success is an
example, not a denominator.
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Define the mandate first

The mandate translates an investor's circumstances into portfolio
constraints. It should precede the selection of a strategy, an instrument
or a manager. Capital needed for a scheduled payment cannot be treated
like money that can remain invested indefinitely.

Specify the base currency, investment horizon, withdrawal needs and
acceptable liquidity restrictions. Identify whether the objective concerns
nominal capital, purchasing power, income, a liability or growth. These
are different objectives. Reducing short-term price volatility does not
necessarily protect long-term purchasing power.

Then state the permitted instruments and exposures. Are derivatives
allowed? Can positions be short? Can borrowing be used? Who can
approve an exception? A risk policy that relies entirely on a manager's
discretion is different from a binding operational limit.

Loss tolerance also needs context. A temporary decline, permanent
impairment and inability to make a payment are different failures. A
percentage drawdown should be considered alongside the time needed to
recover and the remaining resources available to meet obligations.

Finally, define the review standard in advance. The benchmark, fee
treatment and evaluation horizon should not change simply because
another comparison becomes more flattering. A mandate can evolve when
circumstances change, but the change needs an effective date and
explanation. Otherwise, an investment process can quietly become a
different strategy while retaining the same historical narrative.

Write down what the capital must accomplish before deciding what the
market is likely to do.
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A strategy is an economic
mechanism

Hedge funds are not a single asset class with a uniform return engine.
The label accommodates different instruments, legal structures and
approaches. Investor.gov emphasises their flexibility, potential risks and
possible redemption restrictions [01]. A strategy name is therefore the
beginning of due diligence, not its conclusion.

Useful strategy categories include equity long/short, global macro,
relative value, event-driven and systematic approaches. Multi-strategy
organisations combine several. The important distinction is the
mechanism expected to create value and the conditions required for that
mechanism to persist.

Ask whether the return depends on market direction, a valuation
discrepancy, convergence, a corporate event, a systematic exposure or
compensation for providing liquidity. More than one mechanism can be
present. The combination should be identified rather than hidden behind
a broad label.

Then identify the associated cost. A strategy can earn a premium because
it accepts losses others cannot tolerate, ties up capital or supplies
balance-sheet capacity during difficult conditions. Describing every such
return as unique forecasting skill obscures what the investor is actually
buying.

The following pages examine mechanisms individually. Their purpose is
not to rank strategies universally. A strategy can be effective yet
unsuitable for a specific liability, liquidity need or governance
arrangement. The appropriate question is whether its exposures and
terms complement the rest of the investor's balance sheet.

Identify the source of return and the constraint that can interrupt it. Evaluate
both together.
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Equity long/short: what is
hedged?

An equity long/short portfolio holds securities expected to perform
relatively well and sells short securities expected to perform relatively
poorly. The result depends on selection, market exposures, financing and
the cost of maintaining short positions.

A short book does not automatically neutralise a long book. Different
sectors, company sizes and sensitivities can move independently. A
portfolio long expensive growth businesses and short mature
low-valuation businesses may carry a strong common factor exposure
even when the currency values of both sides are similar.

Examine the long and short books separately before combining them. Did
the long book outperform a suitable comparison? Did the short book
contribute after borrowing costs and payments associated with
distributions? Did the hedge reduce the particular risk it was intended to
address?

Short positions also have an asymmetric loss profile and can face changes
in borrow availability. A correct fundamental thesis may not prevent an
adverse price move or a demand to close the position. Liquidity and
financing belong inside the investment analysis.

For the allocator, net exposure is only one summary. Gross exposure,
factor sensitivities, sector concentration and correlated exit behaviour
provide additional information. Ask whether the portfolio's apparent
balance survives a shock to its most important common assumption. The
arithmetic of offsetting market values is not a substitute for an analysis of
how the securities behave.

A hedge should be evaluated against the risk it is intended to reduce, not
against its label.
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Global macro: views need
instruments

A macro investor may analyse inflation, policy, growth, currencies or
international capital flows. The analysis becomes a trade only when an
instrument and a horizon are selected. The same view can be expressed in
ways that have very different risk profiles.

Expecting lower interest rates might lead to a bond purchase, a futures
position, a curve trade or an option. These instruments differ in carry,
leverage, maturity exposure, margin needs and sensitivity to the timing of
the expected move. A correct broad forecast may still produce a poor
trade.

Distinguish a directional view from a relative view. Expecting one
country's rates to decline more than another's is different from expecting
rates everywhere to fall. The relative trade introduces additional
exposures, including currency and funding considerations where relevant.

Write the transmission mechanism. What changes earnings, cash flows,
discount rates or capital demand? What is already reflected in market
prices? What could make the thesis correct but the chosen instrument
inappropriate? These questions prevent a general political or economic
opinion from masquerading as a complete investment case.

Macro review should include alternative explanations. A falling yield may
reflect improving inflation, deteriorating growth, demand for collateral or
another influence. Treating every favourable price move as confirmation
of the original story can prevent the process from learning when its
reasoning was incomplete.

Separate the economic thesis, the market expectation and the chosen
expression of the view.
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Relative value: small spreads,
large balance sheets

Relative-value strategies compare related instruments rather than relying
solely on a broad market direction. The intended gain may come from a
price discrepancy narrowing, an instrument converging to a contractual
value or a relationship returning towards an estimated norm.

The word arbitrage can conceal important differences. Some
relationships have a defined convergence mechanism. Others depend on
economic judgement, balance-sheet conditions or a historical association.
A spread can widen for longer than the investor's financing remains
available.

When the expected gain per unit of exposure is small, managers may use
substantial leverage. That converts a modest price discrepancy into a
larger return on committed capital, but also makes funding, collateral and
interim volatility central to the trade.

Review the two legs independently. Can one be financed or sold more
easily than the other? Can the hedge be maintained during stress? Do
valuations update at the same frequency? Does legal netting apply to the
relevant obligations, rather than simply to the analyst's spreadsheet?

The decisive question is often how the position behaves before
convergence. A strategy that is economically sensible at maturity can
become untenable on the way there. A realistic assessment therefore
combines valuation with the cash requirements associated with adverse
intermediate states. Page 36 develops this distinction using
Treasury-market research.

Convergence is useful only if the investor can finance the journey towards it.

www.fintechscb.com 10/ 64
MILANO - MIAMI - NEW YORK - BUENQOS AIRES


https://fintechscb.com

OCTOBER 2026

'°\1~g§ FINTECH SCB’

Financial Advisory & Intelligence

STRATEGY MECHANICS

Event-driven: outcomes have
calendars

Event-driven investing centres on developments such as mergers,
restructurings, spin-offs or changes in capital structure. The relevant
probability is attached to a defined event and a timetable, rather than
merely to an asset appearing inexpensive.

In a merger-related position, examine the conditions required for
completion, the consideration offered, financing arrangements and the
consequences if the transaction fails. A quoted spread is not a guaranteed
return. Its meaning depends on the probability of completion, the time
required and the loss in an adverse outcome.

Delay matters even when the final result is unchanged. A longer process
can reduce an annualised return, increase financing expense and tie up
capital that could have been deployed elsewhere. Changes in the
expected timetable should therefore be recorded as investment
developments.

Restructuring situations also require attention to the position's place in
the capital structure and the assumptions underlying recovery value.
Legal outcomes and transaction documents can matter as much as
headline business performance. Specialist analysis should be
distinguished from a general narrative about a troubled company.

The portfolio perspective adds another layer. Several apparently
unrelated transactions can share exposure to financing availability,
regulatory decisions or market conditions. Combining them does not
guarantee independent outcomes. Record the common circumstances
that could make multiple events fail or be delayed together.

Evaluate completion, failure and delay separately. Time is part of the payoff.
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Systematic investing: rules with
owhnhers

A systematic process translates specified information into decisions
through defined rules. It can improve consistency and make testing
possible, but it does not eliminate judgement. People still select the data,
instruments, parameters, objective and conditions for intervention.

The useful distinction is between a rule that was specified before an
outcome and an explanation assembled afterwards. A documented model
version allows a reviewer to identify what changed and why. Without
version control, systematic language can coexist with substantial
discretion.

Assess robustness rather than searching only for the most attractive
historical setting. If a small parameter adjustment reverses the result, the
process may depend too heavily on one configuration. Transaction costs
and capacity also matter: a pattern that appears attractive before
implementation may not survive realistic trading.

Automation introduces operational requirements. Data failures, delayed
feeds, incorrect corporate-action treatment and order problems need
predefined responses. A model should not continue increasing risk merely
because a stale input appears favourable.

Human overrides should be recorded with the same discipline as
automated decisions. Who authorised the override? Was it permitted by
the mandate? What information motivated it? Comparing the overridden
and unmodified process can reveal whether discretion helped, but the
comparison must use decisions that could actually have been executed at
the time.

A rule-based process remains accountable to its designers, operators and
evidence.
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Multi-strategy: shared
infrastructure, shared risks

Combining strategies can broaden opportunity and permit risk to be
allocated across different teams. Central financing, execution and
oversight can also improve consistency. These advantages depend on the
actual architecture of the organisation.

Manager count is not the same as independent risk. Several teams may
own the same securities, rely on similar signals or respond to losses by
reducing exposure simultaneously. A central limit can reduce risk at one
level while coordinating selling across multiple books.

An allocator should examine how capital is assigned, how losses trigger
reductions and how interactions between teams are measured. Ask
whether a position that looks small within one team is large when
aggregated across the organisation.

Economics also need a combined view. Compensation, financing, platform
expenses and other charges can affect the return available to investors.
Understand the applicable documents rather than assuming that a
headline management fee describes the full cost.

Governance becomes especially important when performance is uneven.
Who decides that a strategy has temporarily suffered rather than
structurally deteriorated? How are resources withdrawn? How are
incentives affected by short evaluation horizons? A collection of talented
individuals is not, by itself, evidence of a resilient portfolio. The structure
must make their decisions coherent at the level where investors actually
bear the risk.

Review diversification and decision rules at the combined portfolio level, not
only team by team.
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Four macro environments

Growth and inflation can be organised by whether each is accelerating or
decelerating. This is a conceptual map, not a mechanical allocation model.
It makes questions visible; it does not determine the answers.

Growth accelerates Growth accelerates
Inflation slows Inflation accelerates

Test margins, valuations and Test pricing power and financing.
policy.

Growth slows Growth slows

Inflation slows Inflation accelerates

Test demand, credit and duration. Test cost pressure and resilience.

Changes in growth are not the same as its absolute level. Falling inflation is
not the same as falling prices. Each classification requires a stated
measurement window and information set. Fiscal conditions, valuations,
monetary policy and external constraints can alter the investment
consequences within every environment.

The useful exercise is to ask which portfolio assumptions become more
vulnerable if the environment changes. Use probabilities or competing
scenarios where classification is uncertain. Do not force ambiguous

observations into a confident label merely to maintain a clean diagram.

Source: Fintech SCB conceptual synthesis. No historical return estimates or
recommended allocations are encoded in this map.
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Growth: level, change and
breadth

Growth analysis should separate the level of activity from its momentum.
An economy can expand more slowly while remaining above a sustainable
capacity level. It can also recover rapidly from a very depressed base
without becoming strong in absolute terms.

Use multiple types of evidence. Employment describes labour-market
conditions; production describes output; consumption helps assess
household demand; business surveys provide a different, often earlier
perspective. Disagreement between them is information to investigate,
not an inconvenience to average away.

Breadth matters. A headline improvement concentrated in one industry
has different implications from a broad improvement across households
and businesses. Corporate revenue growth should also be separated into
price, volume, acquisition and currency effects where data permit.

Publication timing creates an additional distinction. The observation
period is when the activity occurred; the release date is when an investor
learned about it. Revisions can subsequently change the historical
picture. FRED provides access to economic series, while ALFRED
preserves vintages for real-time analysis [07].

For a decision record, identify the release that changed the view and
explain its economic significance. Avoid equating every surprise with a
durable trend. One observation can justify closer monitoring without
justifying a portfolio reversal. The strength of the response should reflect
the strength and consistency of the evidence.

Ask whether activity is high or low, improving or weakening, and broad or
concentrated. Those are separate questions.
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Inflation: disinflation is not
deflation

Inflation describes a change in the general price level. Disinflation means
the rate of increase is slowing; deflation means the price level is falling.
Confusing these ideas can distort conclusions about household
purchasing power and business costs.

Examine headline measures alongside their composition. Energy, goods,
housing-related components and services can follow different paths. An
aggregate decline may conceal persistent pressure in a category
particularly important to a company's costs or a household's budget.

Comparison periods matter. Annual inflation can fall as a previous price
jump leaves the calculation, even while recent monthly increases remain
material. Shorter-window measures can offer additional information but
are also more sensitive to noise and seasonal treatment.

For markets, the connection runs through expected cash flows, policy and
discount rates. Lower inflation may help purchasing power or financing
expectations, but its cause matters. Falling inflation associated with
weaker demand has different implications from an improvement in
productive capacity.

Record the mechanism rather than simply assigning a bullish or bearish
label. Which revenues, expenses or liabilities respond? Over what
horizon? Can the company pass costs to customers? Does its debt reprice
quickly? The same inflation development can benefit one issuer and harm
another. Portfolio implications should emerge from these channels rather
than from a single macro adjective.

Measure the level, momentum, composition and economic cause before
inferring an asset-price consequence.
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Expectations are part of the
price

A favourable economic development does not guarantee a favourable
investment return. If prices already require an even better outcome, good
news can disappoint. Conversely, an adverse development can be
followed by a recovery if it is less severe than anticipated.

Separate the economic observation from the expectation embedded in
price. The first can often be described directly. The second usually
requires interpretation through valuations, forward rates, earnings
expectations or other market information. Be explicit about the
uncertainty of that inference.

A useful research note contains a sentence beginning: the position
benefits if the outcome differs from the current expectation in the
following way. That sentence forces the author to connect the forecast to
a price rather than merely to a narrative.

Then test alternative explanations. A change in a valuation multiple might
reflect risk appetite, discount rates or revised growth expectations. An
observed market move does not uniquely identify its cause. If several
mechanisms fit, the investment should not be presented as proving only
one of them.

The practical discipline is to distinguish being correct about the world
from being correct about the opportunity. A country can be growing, a
company can be excellent and a technology can be important while the
chosen security offers insufficient compensation for its price and risks.

Ask what must happen for the price paid to be justified, then identify where
your assessment differs.
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Interest rates: duration and
refinancing

Interest rates influence both asset values and financing costs. Their
effects depend on maturity, contractual terms and the timing of cash
flows. A single policy-rate forecast does not describe the entire yield
curve or its consequences.

Duration summarises a bond's approximate sensitivity to a small yield
change under specified assumptions. It is not a complete description of
risk. Larger changes, embedded options, credit conditions and shifts in
the shape of the curve can alter the result.

For borrowers, the refinancing calendar matters. Two businesses with
similar debt levels can react differently if one has long fixed-rate funding
and the other must refinance soon. Interest coverage based on old
borrowing costs may give an incomplete picture of future pressure.

Real yields and nominal yields answer different questions. Inflation-linked
market measures provide useful information, but their interpretation also
involves liquidity and risk premia. Avoid treating any single market rate
as a pure forecast of one economic variable.

A rate-sensitive investment should specify which part of the curve matters
and why. It should also identify the offsetting exposure elsewhere in the
portfolio. A supposed hedge may lose effectiveness if the relationship
between growth, inflation and rates differs from the historical episode
used to justify it. Sensitivity analysis is more informative than a generic
statement that lower rates are favourable.

Map the relevant cash flows and refinancing dates before assigning the
position a rate view.
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Credit: compensation for more
than default

Credit spreads express additional yield relative to a reference, subject to
the definition of the measure. They can reflect expected default losses,
risk compensation, liquidity and technical conditions. A widening spread
is therefore a signal to interpret rather than a complete diagnosis.

FRED publishes the ICE BofA US High Yield Index Option-Adjusted
Spread, with its own methodology and coverage [08]. The Federal
Reserve's Senior Loan Officer Opinion Survey supplies a separate
perspective on bank lending standards and demand [11]. The series
measure different things and should not be treated as substitutes.

For an issuer, review the ability to service obligations, the maturity
schedule, covenants and dependence on market access. A low current
interest bill may coexist with substantial refinancing risk. A high yield
may compensate for a genuine impairment risk rather than identify a
bargain.

At portfolio level, distinguish income earned from spread tightening and
exposure to interest rates. A strong credit return can result from several
sources; attributing it entirely to issuer selection may exaggerate skill.

Credit deterioration can also affect equities through investment cuts,
dilution or reduced financial flexibility. Linking credit and equity analysis
is useful precisely because they represent different claims on the same
business. The priority of the claim and the terms of the instrument remain
essential.

A yield is a price for a package of exposures. ldentify the package before
calling it attractive.
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Liquidity: three different
meanings

Market liquidity concerns the ability to trade without unacceptable price
impact. Funding liquidity concerns the ability to obtain cash or financing
when needed. Portfolio liquidity concerns the resources actually available
to meet the investor's obligations. These concepts interact, but they are
not interchangeable.

A security can trade frequently while a large position remains difficult to
exit. A fund can own liquid instruments while having little unencumbered
cash. A bank or broker can tighten financing even when the underlying
investment thesis has not changed.

The New York Fed's SOFR measures the cost of overnight borrowing
secured by Treasury securities [09]. It is useful context for funding
analysis, but it is not every investor's borrowing rate. Actual terms
depend on counterparties, collateral, maturity and agreements.

The FSB recommends preparation for margin and collateral demands
through governance, stress analysis and collateral management [04]. For
the investor, that translates into a cash-flow question: what must be paid,
when, in which currency and with which eligible assets?

Do not count the same resource twice. Collateral already pledged may not
be freely available for another demand. An asset expected to be sold may
take time to settle. Liquidity analysis should use available resources after
operational and contractual constraints, rather than merely the market
value printed on a statement.

Count resources that can be mobilised on time, not only assets that appear
valuable.
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Volatility: measurement, not
prophecy

Realised volatility describes variability over a historical window. Implied
volatility is inferred from option prices and depends on pricing
assumptions and market compensation for risk. The two should not be
treated as identical forecasts.

Cbhoe defines VIX as a measure of expected S&P 500 volatility over
approximately 30 days derived from option quotations [05]. It does not
specify the direction of the next market move. Neither a high reading nor
a low reading is, by itself, an investment instruction.

For portfolio analysis, consider the volatility horizon and the exposure
being measured. A daily estimate applied to an illiquid position can create
an appearance of precision that exceeds the quality of the inputs. A calm
historical period can underrepresent the range of plausible future
outcomes.

Volatility also differs from permanent loss and from liquidity risk. A
position with little observed price movement can still have uncertain
valuation or a serious inability to meet cash demands. Conversely, a
volatile asset can be manageable when appropriately sized and funded.

Use volatility to inform a broader risk assessment. If a rule reduces
exposure after volatility rises, examine the execution and re-entry
consequences. If it increases exposure when volatility falls, examine how
much leverage can accumulate before conditions change. The rule's full
behaviour matters more than the attractiveness of its label.

State what is measured, over which horizon and how it affects the decision.
Never substitute a volatility number for a complete risk assessment.
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Breadth and concentration

A capitalisation-weighted index can rise because a small group of large
constituents performs well. That is a valid description of the index's
return, but it does not describe the experience of every company or
portfolio.

Measures of participation can help distinguish a broad improvement from
a concentrated one. Equal-weight comparisons, sector contributions and
the distribution of individual returns provide different perspectives. Each
requires a defined universe and consistent treatment of index changes
and corporate actions.

Narrow participation is not automatically a sell signal. Strong firms can
remain strong, and concentration can persist. The relevant question is
whether the investor's exposures and assumptions have become more
dependent on a limited set of outcomes.

Look through product names. Several funds may each appear diversified
while holding overlapping companies. An investor can unintentionally
combine multiple wrappers around the same underlying exposure. Fund
count therefore should not be confused with independent sources of
return.

For a review, identify the largest contributors to gains and to potential
losses. Then ask how earnings, discount rates, policy or technology
assumptions connect them. A portfolio becomes easier to understand
when its common dependencies are made explicit. Breadth analysis is
useful when it improves that understanding, not when it is used to
manufacture a confident prediction from one chart.

Examine concentration in holdings, earnings drivers and assumptions. These
can differ from the headline index narrative.
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Positioning: observe without
overclaiming

Positioning data can reveal how reported exposures are distributed
across categories of market participants. They cannot reveal every
investor's complete book or intention. A reported short futures position
may hedge an asset elsewhere rather than express a standalone bearish
view.

The CFTC's Commitments of Traders reports provide category-level
information for covered markets [10]. Read the report definition,
observation date and release schedule. Do not describe a lagged report as
a live view of the entire market.

Extreme positioning may indicate vulnerability to a reversal, but an
extreme can persist. It can also reflect structural demand or a hedging
relationship that is not visible in the selected data. Interpretation needs a
mechanism linking position size to a possible change in behaviour.

Crowding becomes particularly relevant when investors share funding
sources, stop rules or redemption pressures. The concern is not simply
that many people hold an asset. It is that they may need to adjust at the
same time while market capacity is limited.

Record positioning as one input among others. Identify what would cause
the participants to change their exposures and how reliable the proxy is
for that behaviour. An investor should be able to distinguish observed
data from a story about motives. Treat the latter as an inference with
alternatives.

A position report describes reported exposures. The economic purpose of
those exposures may require additional evidence.
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Data quality is investment
infrastructure

Every important input needs a definition, source, timestamp and
treatment of missing observations. Small inconsistencies can become
material when they drive repeated allocation decisions. A process should
make these conventions explicit before assessing its results.

Separate observation dates from publication dates. Store the original
release when the question concerns what could have been known at the
time. ALFRED preserves historical data vintages for this purpose [06].
The latest series may be appropriate for economic description while being
inappropriate for an earlier trading simulation.

Check units and transformations. Percent and percentage points differ. A
level differs from a rate of change. Annualised short-window growth
differs from year-on-year growth. Seasonally adjusted and unadjusted
data answer different questions. Mixed conventions can generate
misleading comparisons.

Also record how the process handles stale prices, holidays, corporate
actions and changing index membership. A chart can look plausible even
when its return calculation omits distributions or treats a split as a loss.

Responsibility should be assigned. Who reviews an unexpected value?
What happens when a source fails? Which decisions are suspended? Data
validation is not merely a technical task delegated after the investment
reasoning is complete. It determines whether that reasoning rests on a
reproducible information set. A sophisticated model cannot compensate
for an input whose economic meaning has been misunderstood.

Preserve the information available to the decision-maker, not only the
cleaned history available to the reviewer.
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An indicator dashboard with a
purpose

This is a monitoring design, not a current market reading. Sources update
on different schedules. A dashboard should display observation and release
dates beside every value and should never convert missing data into a
reassuring signal.

Activity Employment, output, consumption
FRED [07]

Inflation Levels, momentum, components
FRED [07]

Credit Spreads and lending standards

FRED [08]; Fed [11]

Funding Overnight secured financing
New York Fed [09]

Volatility Option-implied uncertainty
Cboe [05]

Positioning Reported futures categories
CFTC [10]

Data integrity Releases and historical vintages
ALFRED [06]

Each row should lead to a question or a documented review. Avoid adding all
inputs into an unvalidated score. A composite requires explicit weights,
scaling, missing-data rules and testing; otherwise it can hide subjective
judgement behind a precise-looking number.

Use separate columns for observation, interpretation and action. Agreement
among indicators is evidence to assess, not an automatic instruction.
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Write a falsifiable investment
thesis

A thesis should identify the mechanism expected to produce a return, the
instrument used to express it and the period over which the expectation
will be evaluated. It should also describe the evidence that would make
the investor reconsider.

Begin with a concise claim. Then list the supporting observations,
separating measured facts from assumptions. Identify the strongest
alternative explanation. If the same evidence supports opposing
interpretations, explain why the selected one is more useful for the
intended decision.

Connect the view to valuation. What outcome is implied by the price?
What difference does the investor expect? A thesis that describes only an
attractive business or a worrying economy remains incomplete until it
addresses the terms on which the exposure can be acquired.

Define invalidation carefully. A price decline alone may not invalidate a
long-term fundamental view, but it can still trigger a risk limit.
Conversely, a price increase does not prove that the fundamental
reasoning was correct. Thesis review and risk control are related but
distinct functions.

Record a review date and a catalyst where relevant. A thesis without a
horizon can survive indefinitely by moving its expected outcome further
into the future. Review should establish whether the original mechanism
is developing, whether the expected reward remains adequate and
whether holding the position is still consistent with the mandate.

State what would change your mind before the market gives you a reason to
defend your original opinion.
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Turn a signal into an executable
rule

A signal is a piece of information. A rule specifies how that information
affects a position. The distinction matters because a signal can be
directionally informative while being difficult or expensive to trade.

Define the instrument universe, calculation window, update frequency
and execution convention. If a decision uses a closing price, the
simulation must not assume that the same final price was available for an
earlier order. If a signal changes intraday, store the version that actually
generated the instruction.

Specify the entry, scaling and exit rules together. A strategy that
describes only purchases leaves its risk and holding period undefined.
Re-entry after an exit is equally important: a protective sale is not a
completed investment sequence until the subsequent use of capital is
recorded.

Execution assumptions should reflect the size and liquidity of the order.
The difference between a signal price and a realised fill can be small in
some settings and decisive in others. Record commissions, spreads and
financing separately where possible.

Finally, define exceptions. A missing data feed, market halt or
instrument-specific event may require a pause. The response should be
part of the operating process, not an improvised explanation after a loss.
Consistency makes the process auditable; it does not make the underlying
signal infallible.

A tradeable rule needs a clock, an instrument, an amount and a complete
exit-and-re-entry policy.
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Price ranges require calibration

A range is meaningful only when its purpose is defined. It may describe a
historical interval, a statistical prediction or a trading reference. These
are different objects and should not share the same evidentiary claim.

If a range is presented as probabilistic, specify the horizon and intended
coverage. A range that is supposed to contain a future observation can be
assessed by comparing its stated coverage with realised breaches. The
severity and clustering of breaches also matter.

Changing a range after new information arrives is legitimate. Evaluating
only the revised range is not a test of the original forecast. Archive each
issued version and pair it with the outcome corresponding to its stated
horizon.

A model's trading usefulness is a separate question. Even a reasonably
calibrated interval does not automatically identify profitable entries and
exits after costs. A strategy buying near a lower boundary may encounter
repeated losses if conditions shift; a momentum rule may encounter
repeated reversals in a sideways market.

Test the full decision rule and report its behaviour across different
environments. Do not infer guaranteed coverage from a familiar
distribution or from a formula's mathematical sophistication. Market
discontinuities, changing liquidity and evolving relationships can make a
precise estimate a poor description of the next observation.

Ask what the range claims, how that claim is tested and whether the
associated trades add value after costs.
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Sizing: translate uncertainty into
exposure

Position size determines how much a thesis matters to the investor's
capital. It should reflect uncertainty, plausible loss, liquidity, financing
and interaction with other exposures. Confidence alone is an incomplete
sizing rule.

An investor can begin with a loss budget and examine what exposure
would be consistent with a specified adverse scenario. The calculation is a
planning tool, not a guarantee. A stop price may not be executable, and
an assumed relationship can break under stress.

Include concentration across positions. Several small trades can together
represent a large bet on one rate move, currency or earnings assumption.
Position limits should therefore be complemented by limits on shared
drivers and financing dependencies.

Scaling into a position changes the timing of exposure but does not
automatically improve expected return. Distinguish a planned sequence
from adding merely because the price has moved against the position.
Every increase should be supported by the current thesis, remaining risk
budget and ability to fund the position.

Avoid equating a small initial cash payment with small risk. Derivatives
and financed positions can produce exposures much larger than their
initial outlay. Review potential changes in economic value and cash
requirements, not just the amount paid on entry. The relevant unit is the
impact on the whole portfolio.

Size against plausible adverse outcomes and shared exposures, not against
enthusiasm for the narrative.
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Gross and net exposure

Same net exposure. Different gross exposure.
Hypothetical cash-equity portfolios; % of NAV

Portfolio A - long _ +100%

Portfolio A - short - -50%

Portfolio B - long _ +200%
Portfolio B - short _ -150%

A: gross 150%, net 50%. B: gross 350%, net 50%.

For simple cash-equity positions, gross exposure is the sum of the absolute
long and short market values divided by portfolio net asset value. Net
exposure subtracts short from long exposure. Neither measure alone
captures all economic risk.

The illustration uses invented portfolios with the same 50% net exposure
but very different gross exposure. It is arithmetic, not a performance
simulation. The higher-gross portfolio has more offsetting positions to
finance and manage; its actual risk depends on their behaviour, liquidity
and relationships.

For derivatives, plain notional sums can be misleading. Delta, duration,
convexity and other sensitivities may be needed. Use a measurement
appropriate to the instrument rather than mechanically comparing
incompatible exposures.

Hypothetical illustration. Equal net exposure does not establish equal risk,
equal financing needs or equal diversification.
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Losses and the arithmetic of
recovery

Gain required to recover the starting capital
Mathematical identity - no observation period

Loss 10% B o11.1%

Loss 20% - +25.0%

Loss 30% _ +42.9%

ossaoe | + 6.7

Loss 50% N +100.0%

Loss 60% I 150.0%

After a loss of fraction d, the gain needed to recover the original capital is d
divided by (1-d). The chart shows this identity. It is independent of any
particular investment service, strategy or forecast.

The asymmetry explains why large losses can damage compounding. It does
not prove that a specific timing strategy prevents them economically.
Protection may involve premiums, false alarms, turnover or missed
participation in recoveries.

Compare the full path of capital after costs and withdrawals where relevant.
Maximum drawdown is useful, but recovery time and the investor's ability
to meet obligations also matter. A loss that is eventually recovered can still
violate the original mandate if cash was needed earlier.

Source: Fintech SCB calculation from the mathematical recovery identity. No
historical market series or investment performance is represented.
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Exits, stops and the cost of
returning

An exit can follow thesis invalidation, a risk limit, a valuation objective, a
liquidity need or a change in mandate. Recording the reason matters
because each implies a different review and possible re-entry process.

A stop order is not a guaranteed loss ceiling. Investor.gov explains that a
triggered stop becomes a market order, whose execution price can differ
materially from the trigger. A stop-limit order constrains price but may
not execute [12]. These distinctions are especially important around gaps
or disrupted markets.

Predefine how the portfolio responds after an exit. Does it hold cash,
substitute another exposure or wait for a new signal? What evidence
permits re-entry? A process evaluated only on the sale can omit a
substantial part of its economic outcome.

Repeated false signals can create costs even when each individual loss is
modest. Conversely, refusing to exit because previous signals were false
can expose the portfolio to an unacceptable loss. The problem cannot be
solved by a universal slogan about buying dips or cutting losses.

Review the entire sequence: information, decision, execution, capital held
afterwards and eventual redeployment. Compare it with a relevant
alternative using the same dates and constraints. That is the level at
which the cost and benefit of active risk control can be assessed.

An exit policy is incomplete without a policy for the capital released and the
conditions for returning.
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Diversification by failure mode

Counting securities is an inadequate way to assess diversification. The
more useful question is how many materially different mechanisms can
generate returns and how those mechanisms behave under common
stress.

Construct a map of dependencies. Which positions rely on falling rates,
strong consumption, available refinancing or a particular currency?
Which rely on the same counterparty or operational channel? Different
asset labels can conceal the same underlying assumption.

Historical correlations provide evidence, but their stability is a
hypothesis. Relationships may change when inflation, policy or liquidity
conditions change. Stress analysis should therefore include scenarios in
which normally offsetting positions decline together.

Diversification can also impose costs. A hedge may reduce expected
return or fail to offset a loss at the required time. Its value depends on the
mandate and the adverse outcome being addressed. A hedge that protects
against the wrong risk can create false confidence.

Review the investor's broader balance sheet. Employment income, a
privately owned business, property and financial assets may share
exposure to the same economy. Diversification inside an investment
account can look adequate while total household or corporate resources
remain concentrated. The unit of analysis should match the actual
obligation and risk bearer.

Identify how positions can fail together. Diversification should be evaluated
at the level where losses must be absorbed.
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Cash is a resource with a cost

Cash can support payments, meet collateral demands and preserve the
ability to act without selling other assets at an unfavourable time. These
functions can be valuable even when cash is not the highest-returning
asset.

Its role should be explicit. Operational cash, contingency reserves and a
tactical market position serve different purposes. Combining them into
one number can lead to spending a liquidity buffer as though it were
freely available investment capital.

Cash also has costs and risks. It can lose purchasing power, create
currency exposure relative to obligations and generate an opportunity
cost when other assets appreciate. The relevant comparison depends on
the investor's liabilities and available instruments.

Distinguish a deposit, a short-term government security and a
money-market fund. They have different legal claims, access
arrangements, maturities and risks. A label such as cash equivalent
should not replace a review of how and when resources can actually be
accessed.

For performance attribution, report how much of the result came from
cash holdings and the rate actually earned. A defensive allocation may
perform differently across rate environments. When evaluating an active
strategy, compare it with a sensible cash or low-risk alternative on the
same basis, rather than silently assuming that uninvested capital earned
nothing.

Define which cash is committed to obligations, which protects resilience and
which expresses an investment view.
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Leverage converts uncertainty
into urgency

Leverage allows an investor to control exposures larger than the capital
committed. It can amplify gains and losses, but the financing structure
matters as much as the headline multiple.

Distinguish borrowing from synthetic exposure through derivatives.
Review maturity, collateral requirements, margin arrangements, currency
and counterparties. Two portfolios with the same gross exposure can face
different cash demands under the same market move.

A leveraged strategy should be assessed in both economic-value terms
and cash-flow terms. A mark-to-market loss can trigger a payment before
the investor realises the position. Financing may also become more
expensive or less available, changing the economics of maintaining the
trade.

Low recent volatility does not make leverage harmless. It may permit a
larger position under a rule, while leaving the investor exposed to a
subsequent change in conditions. Review what happens when volatility
rises and financing terms tighten at the same time.

My interpretation is that leverage often transforms the question from
whether an investment is attractive to whether it can be held long
enough. This is not an argument against all leverage. It is an argument
for treating the ability to fund adverse states as part of the investment
thesis. The expected payoff cannot be separated from the path required to
reach it.

Measure exposure, funding terms and stressed cash requirements together.
A single leverage number cannot do all three jobs.
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Treasury basis trades: a concrete
mechanism

Federal Reserve research describes the cash-futures basis trade as a long
Treasury security financed through repo, paired with a short Treasury
futures position. Its estimate for September 2025 was approximately
$830 billion, around 35% of large hedge funds' long Treasury exposure
[03].

The trade targets a relative-price relationship. Its attractiveness is
therefore connected to financing costs, the futures price and the security
used. The position may be sensitive to the basis widening before
convergence and to increased collateral requirements.

The general analytical lesson is that the quality of an underlying security
does not determine the safety of every structure built around it. A
government bond can be part of a position whose owner faces serious
funding pressure. The risk resides partly in the financing and the hedge.

For an investor evaluating a similar mechanism, separate expected
convergence from interim cash demands. Ask what resources are
available if the spread initially moves the wrong way. Determine whether
financing remains available and whether an assumed exit is feasible at
the intended size.

This is also why a strategy's net directional exposure can understate its
operational complexity. Two offsetting legs may require separate
payments, collateral and execution. A spreadsheet can combine their
values instantly; institutions must still manage the actual obligations in
time.

The case illustrates funding-path risk. It does not imply that every basis trade
or every Treasury holder has the same vulnerability.
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Treasury exposures: read the
denominator

Large hedge funds - US Treasury exposures
September 2025 - USD trillions - estimated

Long kX
short (aosolure) | 15

Gross exposure = 2.4 + 1.6 = USD 4.0 trillion

The Federal Reserve study estimates $4.0 trillion in gross Treasury
exposure for large hedge funds in September 2025: $2.4 trillion long and
$1.6 trillion short. It reports roughly $3.0 trillion in repo cash borrowing.
These measures overlap economically and must not be added together as
separate investments [03].

The chart compares exposure sides; it is not a measure of investor capital,
losses or assets under management. Estimates include physical and
derivative exposures. The study cautions that strategy-level
decompositions are approximations consistent with reporting data rather
than exact trade-level observations.

Source: Federal Reserve, Phillip J. Monin, “Decomposing Hedge Funds’ U.S.
Treasury Exposures”, 22 June 2026. Based on SEC Form PF and author
estimates. [03]

Historical reference: September 2025. Research publication: June 2026. This
exhibit is not a live October 2026 positioning estimate.

www.fintechscb.com 37/ 64
MILANO - MIAMI - NEW YORK - BUENQOS AIRES


https://fintechscb.com

OCTOBER 2026

'°\1~g§ FINTECH SCB’

Financial Advisory & Intelligence

FUNDING AND RESILIENCE

Collateral: the cash-flow side of
risk

Collateral arrangements protect counterparties but also create
obligations for the investor posting it. The type of collateral accepted, its
valuation, applicable haircuts and timing of calls all influence the
resources that must remain available.

Distinguish an asset's market value from the amount of funding it
supports. A haircut can change that relationship. A position may require
additional cash because its value falls, because requirements rise or
because eligible collateral changes.

CME explains that margin requirements are adjusted in response to risk
conditions [16]. The investor should therefore avoid treating the initial
margin paid at entry as a fixed ceiling on future liquidity needs.

Build a schedule by currency and deadline. Identify cash, eligible
collateral and resources that require conversion or settlement. Test
operational access as well as theoretical availability. A resource that
arrives after the payment deadline does not solve that deadline's problem.

The FSB's preparedness recommendations provide a governance
reference [04]. The practical application proposed here is to assign
responsibility for monitoring, escalation and contingency actions. A stress
test is incomplete if nobody can authorise or execute the response.
Liquidity resilience depends on the sequence of obligations and actions,
not only on a total printed at the end of the day.

A solvent position can still create a liquidity crisis. Review what must be
delivered and when.
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Stress tests should challenge the
response

Stress testing asks how a portfolio might behave under specified adverse
conditions. It is not a prediction of the next crisis and should not be
presented as a complete catalogue of everything that can go wrong.

Use both historical episodes and designed scenarios. Historical episodes
preserve an observed combination of moves but may not match the
current portfolio or financial structure. Designed scenarios can target
current vulnerabilities but depend on explicit assumptions about how
markets and counterparties respond.

Include second-round effects. Losses may trigger selling, selling may
worsen execution, and tighter financing may require further reductions. A
calculation that changes prices while leaving liquidity and funding
unchanged may omit the mechanism that matters most.

Reverse stress testing begins with an unacceptable outcome and asks
what combination of developments could produce it. This helps identify
hidden dependencies that a familiar scenario list might miss. The purpose
is to improve preparedness, not to assign an invented probability to every
hypothetical event.

Test the response plan as well as the portfolio. Who receives the alert?
Which exposures can actually be reduced? What happens if the preferred
instrument is unavailable? A successful exercise should reveal whether a
decision can be implemented within the relevant time and authority
constraints. Record unresolved gaps rather than treating completion of
the spreadsheet as resolution of the risk.

A stress result matters only if the organisation can understand and act on it
before its constraints bind.
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Economic scenarios without false
precision

A scenario describes a coherent set of conditions. It can help compare
how a portfolio reacts to different mechanisms without pretending that a
single forecast is certain. Coherence matters more than dramatic labels.

Consider a supply-driven inflation shock. The analysis should connect
costs, policy expectations, earnings and financing rather than applying
arbitrary independent moves to each asset. An alternative demand
slowdown should trace a different mechanism, including possible credit
deterioration and changes in expected policy.

Probabilities may be useful, but they should not imply more precision
than the evidence supports. A set of subjective weights is not an
empirically validated distribution. Sensitivity to those weights can be
more informative than the weighted average result.

Ask which positions are robust across scenarios and which require a
narrow sequence of favourable developments. A position can remain
attractive despite vulnerability in one scenario if its size and
compensation are appropriate. The point is to make that dependence
visible.

Update scenarios when evidence changes, while preserving the earlier
version. Otherwise, the process can appear prescient by rewriting its own
starting assumptions. Scenario work should support decisions,
contingency planning and communication. It should not become an
elaborate narrative exercise disconnected from exposures, cash needs or
actions.

Identify the mechanism, portfolio impact and feasible response for each
scenario. Keep the probability claim proportionate to the evidence.
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Geopolitics through financial
transmission

Geopolitical analysis becomes useful for investment when it identifies
how a development affects cash flows, financing, valuation or access. A
general political opinion is not yet an investment thesis.

A tariff can change input costs, competitive positions and demand. A
shipping disruption can affect inventories, insurance and working capital.
A change in sanctions or capital restrictions can affect ownership,
settlement or the ability to move funds. The relevant effects depend on
the precise circumstances and applicable rules.

Trace the transmission at the level of the exposure. Companies in the
same country can have different customers, production locations and
financing arrangements. A broad country label can obscure the
businesses that benefit and those that bear costs.

Time horizons also differ. An immediate market reaction may precede
slower changes in investment, supply chains and productive capacity. A
position intended to capture one horizon can be damaged by volatility
associated with another.

For the Fintech SCB framework, the discipline is to distinguish observed
developments from inferred consequences. Specify the chain, identify the
weakest link and consider an alternative path. Where legal access or
settlement is involved, obtain jurisdiction-specific expertise rather than
assuming that an economic opportunity is operationally available. An
attractive valuation has limited practical meaning if the investor cannot
securely acquire, hold or realise the claim.

Translate an event into a financial mechanism before translating it into a
trade.
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Currency: the investor's unit of
account

The investor's base currency is not merely a reporting preference. It
affects how returns relate to liabilities, purchasing power and cash needs.
A profitable local-currency investment can produce a different result after
conversion.

Identify the currency of the asset, its underlying economic cash flows, its
financing and the investor's obligations. These can differ. A company
listed in one currency may earn much of its revenue in another, while an
investor finances the holding in a third.

Hedging currency exposure changes the portfolio's economics. Review
the instrument, maturity, costs, collateral and rolling requirements. A
hedge can reduce one uncertainty while introducing operational and
funding obligations. It is not costless simply because its purpose is
defensive.

For performance evaluation, separate the asset return from the currency
contribution and the hedge result. A strong outcome attributable to
exchange rates should not automatically be described as superior security
selection. Equally, a hedge should be assessed against its stated purpose
rather than only against the unhedged alternative after the fact.

Cross-border investment can also involve differences in settlement
calendars, market hours and access. These details matter when cash must
arrive by a particular date. The appropriate unit of analysis is the whole
chain from the investor's initial currency to the final obligation, including
the steps required in between.

Align the currency analysis with the investor's liabilities, not only with the
asset's listing currency.
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ETFs: understand the exposure
inside the wrapper

An ETF is a vehicle for obtaining an exposure. It does not make every
underlying asset, methodology or holding period equivalent. Review the
index or strategy, replication approach, costs and trading conditions.

Distinguish the fund's net asset value from the price at which its shares
trade. Execution spreads and premiums or discounts can matter,
particularly when underlying markets are difficult to trade or closed. A
convenient wrapper does not eliminate the economics of the assets inside
it.

Leveraged and inverse ETFs need specific attention. Investor.gov
explains that many target daily results and that outcomes over longer
periods can differ from a simple multiple of the underlying index's
cumulative return [13]. The reset mechanism and return path matter.

For portfolio construction, look through overlapping products. Owning
several ETFs can still create concentrated exposure to the same issuers
or factors. Product diversification is not necessarily economic
diversification.

Evaluate an ETF against the task it is intended to perform. Is the goal
broad exposure, a temporary hedge or access to a specialised market?
What alternative implementation exists? Include tracking difference,
trading costs and operational convenience. A low advertised fee is
relevant but does not, by itself, establish the lowest total cost or the most
suitable instrument for a particular trade.

Assess the underlying exposure, holding period and implementation cost
before relying on the wrapper's familiarity.

www.fintechscb.com 43 / 64
MILANO - MIAMI - NEW YORK - BUENQOS AIRES


https://fintechscb.com

OCTOBER 2026

'°\1~g§ FINTECH SCB’

Financial Advisory & Intelligence

CROSS-BORDER IMPLEMENTATION

Options: direction is only one
input

An option's value depends on more than the direction of its underlying
asset. The strike, remaining time, volatility, rates and contract terms all
matter. A correct directional view can therefore coexist with an
unfavourable option result.

For a buyer, identify the movement and timing required to justify the
premium. For a seller, examine the adverse payoff, collateral obligations
and ability to respond to a discontinuous move. Receiving a premium is
not evidence that the underlying risk is small.

Consider the purpose of the position. An insurance-like hedge may be
expected to incur costs in ordinary conditions while supporting a defined
adverse scenario. Its evaluation should include whether it protects the
intended exposure at the required time and whether its repeated cost is
acceptable.

Do not infer the maximum loss of a complex portfolio from the premium
on one leg. Offset relationships, exercise provisions, settlement and
execution can create additional considerations. The whole structure must
be understood before risk is assigned.

Performance should distinguish the underlying market move from
volatility changes, time effects and execution. An attractive result in one
environment may depend on conditions that do not persist. Options can
express views precisely, but that precision requires an equally precise
account of what the investor expects and what can invalidate the position.

Specify the payoff, the horizon and the conditions under which the position
must be funded or adjusted.
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Counterparties and operational
continuity

Investment risk includes the ability to access assets, receive information,
place orders and settle obligations. An accurate market view is of little
help if the operational chain fails at the moment an action is required.

Map the roles of custodian, broker, administrator, pricing provider and
financing counterparties. Identify which functions are independent and
which share a dependency. Having several brand names in the chain does
not necessarily create separate infrastructure.

Review reconciliation and authority. Who verifies positions and cash?
Who can move assets or approve payments? What happens when reported
balances disagree? Separation of functions and timely reconciliation help
make discrepancies visible.

Contingency planning should identify alternative communication and
execution arrangements where feasible. Test access rather than assuming
that a written plan will work. A fallback that depends on the same failed
authentication, provider or settlement channel may not be a genuine
alternative.

For fund due diligence, ask how valuations are challenged, exceptions
escalated and service providers monitored. Operational quality does not
guarantee market performance, but failures in these areas can invalidate
otherwise sensible investment decisions. The objective is to understand
where the investment process depends on institutions and systems
outside the portfolio manager's direct control, and how those
dependencies are governed.

Review the route from decision to settlement. The weakest operational
dependency can determine the result.
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Backtesting without borrowing
the future

A backtest reconstructs how a specified process would have behaved
under historical conditions. It is useful when the inputs, decisions and
implementation assumptions reflect what was actually available. It
becomes misleading when future knowledge enters earlier decisions.

Use historical data vintages when the strategy depends on revised
economic releases [06]. Address changing security universes, delistings,
distributions and corporate actions. A historical universe composed only
of today's survivors can misrepresent the opportunities and losses faced
by the original investor.

Model selection also needs disclosure. Trying many configurations and
reporting only the most successful creates a selection problem. Research
by Bailey and co-authors examines the probability of backtest overfitting
and the gap between selected historical results and subsequent
performance [14].

Keep a research log of alternatives tried, reasons for selection and
changes made. A model should have an economic rationale that can be
described independently of its best historical chart. That rationale does
not prove profitability, but it provides a basis for evaluating whether the
result is plausible.

Implementation belongs in the test. Include appropriate timing, costs,
financing and capacity assumptions. Separate simulated results from
actual realised returns. A backtest can support a hypothesis; it cannot
retroactively create a live track record or establish that an investor could
have achieved every modelled fill.

Test the process that could have existed then, not the process perfected with
today's knowledge.
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Validation: ask what was not
used to design it

Validation examines whether an approach retains useful properties
beyond the observations that shaped it. The strongest historical fit is not
necessarily the most reliable guide to future behaviour.

Separate development data from evaluation data and preserve the
distinction. If the evaluation result leads to a model change, that period
has influenced the design. Repeatedly consulting the same supposedly
untouched sample weakens its independence.

Consider stability across related settings. Does the result depend on one
instrument, one crisis or a narrow parameter value? Does it survive less
favourable execution assumptions? A strategy need not work everywhere,
but its intended domain should be specified before exceptions
accumulate.

Statistical uncertainty matters. A small number of trades or a short live
period may provide little evidence about rare losses. An unusually high
historical hit rate can coexist with a weak or poorly measured economic
advantage. Report the sample and the uncertainty rather than only a
headline statistic.

Live monitoring should compare actual behaviour with the stated
expectations. If turnover, costs, exposure or drawdowns differ materially
from design assumptions, review the cause. A process may need
modification or suspension. The decision should follow evidence and
governance rather than the desire to preserve the attractiveness of its
original presentation.

Validation should create opportunities to reject or revise the model, not
merely confirm its most flattering version.
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Performance attribution: explain
the return

A portfolio return is an outcome. Attribution examines which exposures
and decisions contributed to it. The purpose is to distinguish repeatable
value from ordinary market participation, changing leverage or a
favourable incidental exposure.

Separate asset returns, cash, financing, currency, hedges and costs
where the accounting permits. For a long/short strategy, examine the
books individually. For a macro portfolio, examine contribution by
instrument and risk driver. Keep definitions consistent across periods.

Simple decompositions can be informative but have limits. Exposures
change through time, instruments interact and relationships may be
nonlinear. A residual labelled alpha does not automatically prove
manager skill; it may reflect an incomplete model of the risks taken.

Also distinguish time-weighted and money-weighted returns. They answer
different questions about the investment process and the investor's
cash-flow experience. Neither should be selected solely because it
presents the more attractive result.

An attribution report should reconcile to the reported total and identify
unresolved differences. It should also explain important changes in
exposure. If a strategy achieved a strong return by taking much more risk
than intended, the result may be commercially attractive but inconsistent
with the mandate. Evaluation requires both the number earned and the
process through which it was earned.

Explain what produced the return before assigning it to forecasting skill or
security selection.
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Benchmarks and the cost of
protection

A benchmark defines the alternative against which a result is evaluated.
It should correspond to the mandate, investment universe, currency and
relevant constraints. The comparison needs to be specified before
performance is known.

An all-equity index may be informative for an equity strategy but
incomplete for a portfolio whose primary objective is lower drawdown or
a particular liability. Conversely, a low-risk benchmark should not conceal
substantial equity or leverage exposure.

Compare return and risk together. A defensive strategy should explain
the losses avoided, the costs incurred and the participation forgone. A
lower drawdown is meaningful, but it does not establish that every
defensive decision added value. The cumulative effect after costs and
redeployment matters.

Use simple alternatives where appropriate. A transparent mix of market
exposure and cash can be a useful reference for a strategy that claims to
deliver modest exposure with downside protection. Its weights and
rebalancing rules must be clear; do not optimise the alternative
retrospectively to win an argument.

The goal is not to force every investor into a single passive solution. It is
to establish what additional complexity delivered. A strategy may justify
its cost through diversification, liquidity alignment or risk reduction even
without the highest headline return. Those benefits should be defined and
measured rather than asserted after the fact.

Ask what the investor received for the fees, complexity and risks that a
simpler alternative did not require.
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Fees: measure what the investor
keeps

Fee analysis should begin with the contractual terms and end with the
investor's net outcome. Management fees, performance fees, financing,
trading and other expenses can affect results at different stages.

Where performance fees apply, examine the hurdle, high-water mark,
calculation basis and crystallisation timing. Investor.gov describes these
features as part of hedge-fund evaluation [01]. They should not be
inferred from a generic industry formula.

Research subscriptions create a separate cost. The SEC notes that fixed
subscription charges can be particularly material for smaller balances
[15]. Their economic weight depends on the capital to which the service is
relevant and the value actually received.

For comparison, state which costs are already included in a reported
return and which remain outside it. Do not subtract the same expense
twice or compare one manager's gross result with another's net result.
Tax treatment may also differ by investor and should be separated from a
general performance claim.

A low fee is not proof of good value, and a high fee is not proof of superior
skill. The question is what service or exposure is delivered, what realistic
alternatives exist and what remains after implementation. Transparency
allows that assessment. An attractive headline return without a clear fee
basis does not.

The relevant return belongs to the investor after applicable costs, not only to
the presentation before them.
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Independence and commercial
incentives

Different business models create different incentives. A subscription
publisher, a transaction-based intermediary and a performance-fee
manager do not earn revenue in the same way. None becomes
automatically objective merely by contrasting its model with another's.

A subscription can reward useful analysis through retention. It can also
reward a compelling narrative or a strong relationship with an audience.
Performance fees can align interests in some respects while influencing
risk preferences. These are reasons for disclosure and governance, not
automatic evidence of misconduct.

Evaluate incentives alongside conduct. Are errors acknowledged and
records preserved? Are products described with clear limitations? Does
the provider distinguish education from performance claims? Are relevant
relationships and compensation arrangements disclosed?

Testimonials demonstrate that some people value a service. They do not
establish a complete investment record. Large clients can indicate
commercial acceptance without proving that all their assets follow a
provider's recommendations or that the provider caused their returns.

The same standard applies to Fintech SCB. This guide is offered as
education and analytical interpretation. Its branding identifies
responsibility for the argument. It does not turn an editorial framework
into an audited investment product. Readers should be able to challenge
the reasoning without being asked to substitute trust in the author for
evidence.

Independence is supported by transparent incentives, reviewable work and
correction procedures. It is not established by a slogan.
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Manager due diligence: evidence
before access

Due diligence combines investment analysis with operational, legal and
commercial review. A manager can be articulate about markets while
leaving important questions about valuation, financing or investor terms
unanswered.

Request the mandate, strategy history, return methodology and
appropriate independent records. Understand who calculates net asset
value, who audits financial statements where applicable and what each
verification actually covers. An audit of financial statements is not
automatically verification of every marketing claim.

Review portfolio exposures, liquidity terms, financing and concentration.
Ask how the manager responds to losses and how discretion is governed.
Examine departures from the stated approach rather than focusing only

on the most successful period.

Investor terms matter. Understand notice periods, redemption
arrangements, potential restrictions and expense provisions in the
relevant documents. Where rights differ between investors, assess the
implications through qualified review rather than assuming uniform
treatment.

Finally, record unanswered questions. Missing information should remain
visible in the decision rather than being converted into an implicit
positive assessment. Access to a prestigious fund is not a substitute for
understanding it. A disciplined decision can be to wait, request more
evidence or decline, even when the strategy has an attractive narrative
and prominent supporters.

Distinguish what has been independently verified, what is documented by
the manager and what remains an assertion.
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A review rhythm that serves the
mandate

A process needs a calendar, but activity should not be confused with
value. The appropriate review frequency depends on the instruments,
horizon, funding and obligations. A long-term portfolio does not require
constant repositioning simply because information is constantly available.

Frequent monitoring can focus on operational issues, limits and material
changes. A scheduled research review can assess whether the thesis
remains supported. A broader periodic review can examine attribution,
costs, concentration and consistency with the mandate.

Separate alerts from actions. An indicator crossing a threshold may
require investigation, while a hard risk limit may require a specified
response. The distinction should be documented so that a discretionary
observation does not become an accidental automatic trade.

Preserve the decision record. Identify the information reviewed, the
responsible person and whether the conclusion was to act or maintain the
position. Choosing not to trade is still a decision and should be
understandable later.

Review workload as well as risk. A process that generates more alerts
than the organisation can assess may weaken oversight. Prioritisation
should reflect potential impact and urgency. The proposed Fintech SCB
framework is designed around reviewable decisions rather than the
largest possible number of signals. Its value lies in clarity, not in the
appearance of constant motion.

A useful monitoring system changes attention first and exposure only when
the decision rule or evidence warrants it.
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The decision journal

A decision journal preserves the context of an investment before
hindsight reshapes it. It need not be elaborate, but it should be consistent
enough for an independent reader to reconstruct the reasoning.

Record the date, instrument, proposed exposure and mandate.
Summarise the evidence available, the thesis, the alternative explanation
and the expected horizon. Identify valuation assumptions and the
conditions under which the position would be reviewed or reduced.

Add the implementation plan: order convention, financing, liquidity
requirements and material costs. State the adverse scenario used for
sizing. If a benchmark or comparison is relevant, define it at entry rather
than selecting it later.

Subsequent entries should preserve rather than replace the earlier view.
Record changes in evidence, exposure and rationale. A revised thesis may
be reasonable, but it should not erase the fact that the original thesis
changed.

At review, separate the market outcome from the decision quality. Was
the process followed? Were assumptions supported? Did a recognised
adverse outcome occur, or was a material risk omitted? The journal helps
distinguish a poor result from a poor decision and prevents a lucky result
from automatically validating weak reasoning. Page 58 provides a
compact worksheet for this purpose.

Write for the reviewer who was not present. The record should remain
intelligible after the outcome is known.
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Learning from mistakes without
rewriting them

A useful review identifies the source of an error rather than merely
recording a loss. The cause may lie in the thesis, valuation, position size,
execution, financing, operations or governance. Different causes require
different changes.

Begin with the original decision record. Compare the expected
mechanism with what occurred. Identify which information was available
at the time and which arrived later. Judging an earlier decision with later
knowledge can produce the wrong lesson.

Also review profitable positions. A gain can conceal excessive exposure,
an unrecognised risk or a favourable accident. Learning only from losses
can leave successful but fragile practices unchallenged.

Corrections should be proportionate. One adverse outcome does not
necessarily invalidate a process designed to accept occasional losses.
Repeated unexplained deviations, changing costs or a broken mechanism
may justify a more fundamental revision. Distinguish statistical variability
from evidence that assumptions no longer hold.

Document the action taken and how its effect will be assessed. Avoid
responding to every disappointment with another rule: excessive
adaptation can make the process more complex without making it more
robust. The purpose of review is to improve future decisions, not to
construct an explanation in which the author was always right in
principle.

A correction should address an identified mechanism and be testable in
subsequent decisions.
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Warning signs in investment
communication

Some presentation features deserve closer examination without
constituting proof of wrongdoing. Absolute claims, unexplained
performance numbers and a history composed only of successes all
increase the need for supporting evidence.

Ask what is omitted. Are unsuccessful signals included? Are exits and
reversals visible? Is a chart hypothetical, backtested or live? Does a
return belong to an investable portfolio or to selected examples? Are
dates, costs and benchmarks clear?

Pay attention to changes in definitions. A strategy that is described as
defensive after losses but growth-oriented after gains may be moving its
evaluation standard. A claim that cannot be contradicted by any
conceivable outcome is difficult to test.

Complexity can also distract. Technical vocabulary and proprietary labels
do not establish effectiveness. A provider can protect intellectual property
while explaining the nature of a claim and offering credible validation of
its output.

Maintain the same discipline towards criticism. A commercial model does
not prove dishonesty; a backtest is not automatically manipulated; an
unsuccessful trade does not prove incompetence. The strongest critique
identifies the gap between a specific claim and the evidence supporting it.
The appropriate response to missing proof is a limited conclusion and a
clear request for verification, not an unsupported accusation.

Scrutiny is strongest when its own claims are narrower, clearer and better
supported than the claims it challenges.
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Worksheet: define the mandate

Use this page before assessing a strategy. The entries should describe the
actual owner of the risk and the obligations the capital must support. It is
a planning template, not an investor suitability assessment.

Purpose and unit of account: What must this capital accomplish? In which
currency are the relevant obligations measured?

Time and access: What payments are expected, on what dates? Which
portion can remain invested through a prolonged adverse period?

Loss and constraints: What would constitute an unacceptable outcome?
Which instruments, leverage arrangements or liquidity restrictions are
excluded?

Authority and review: Who approves decisions and exceptions? What
benchmark, cost basis and review horizon will be used?

Unresolved information: Which facts must be obtained before the mandate
can be regarded as complete?

A completed mandate should make it possible to reject an attractive
investment for a clear, investor-specific reason.
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Worksheet: document an
investment

Complete the record before implementation and preserve it when the view
changes. Numbers belong to the actual proposed position; do not insert
illustrative limits as though they were calibrated policy.

Observation and thesis: What changed? Which source and release informed
the decision? What mechanism is expected to generate the return?

Price and alternative: What does the current price appear to require? What
is the strongest competing explanation of the evidence?

Exposure and funding: Which instrument, amount and horizon are
proposed? What financing, collateral and cash obligations accompany the
position?

Review and exit: What evidence invalidates the thesis? What risk limit
triggers action independently of the thesis? What happens to capital after
an exit?

Outcome and learning: At review, separate market return, costs, currency
and implementation effects. State what should change and why.

The journal should make a later change of mind visible without turning it into
an admission that every earlier decision was unreasonable.
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Worksheet: review a fund or
research service

Record the evidence actually supplied. Use separate classifications for
independently verified information, provider documentation and
unresolved assertions. A completed form is not a substitute for specialist
due diligence.

Claim: What specific outcome or service is being offered? Is the claim
educational, predictive, operational or performance-related?

Evidence: Is there a complete history, a defined portfolio, an appropriate
benchmark and a clear distinction between simulated and live results?

Implementation: Are instruments, costs, capacity, financing and access
timing sufficiently clear to assess practical use?

Governance: Who calculates and checks results? How are conflicts, errors,
valuation disagreements and material changes disclosed?

Terms and decision: What fees, access restrictions and contractual
obligations apply? What remains unanswered? What evidence would change
the decision to proceed, defer or decline?

Prestige, testimonials and client scale can be relevant context. They do not
replace evidence matched to the claim.
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Glossary: exposures and
instruments

Alpha: A return component unexplained by a specified comparison model. Its
interpretation depends on the adequacy of that model; a residual is not
automatic proof of skill.

Beta: Sensitivity to a specified market or factor. It can vary over time and
does not capture every nonlinear exposure.

Basis: A price relationship between related instruments, such as cash and
futures. Definitions depend on the market and convention.

Carry: The income or cost associated with holding a position under specified
assumptions, distinct from an unexpected price move.

Duration: An approximation of a fixed-income instrument's sensitivity to a
yield change. The relevant definition and assumptions must be stated.

Gross exposure: A measure aggregating absolute exposures. For simple
cash-equity portfolios, long plus absolute short exposure relative to net asset
value.

Net exposure: Long less short exposure under a specified convention. It is
not a complete risk measure.

Repo: A financing transaction involving a sale of securities with an
agreement to repurchase. Terms and collateral arrangements determine the
economic obligations.

Slippage: The difference between a reference price and actual execution,
under a defined measurement convention.

Definitions are operational: use the convention appropriate to the instrument
and disclose it consistently.
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Glossary: evidence and
resilience

Backtest: A reconstruction of a strategy's historical behaviour under stated
rules and assumptions. It is distinct from actual live results.

Calibration: Agreement between stated probabilities or ranges and observed
outcomes over an appropriate evaluation sample.

Drawdown: A decline from a preceding portfolio peak. The measurement
depends on observation frequency and return treatment.

Haircut: The deduction applied to collateral value for a financing or
risk-management purpose.

High-water mark: A reference level used in some performance-fee
arrangements. The applicable contract determines its operation.

Liquidity mismatch: A difference between the timing of obligations and the
ability to realise or obtain the resources needed to meet them.

Out-of-sample test: Evaluation on observations not used to design the tested
version of the model. Repeated consultation can weaken that separation.

Recovery time: The time taken to regain a previous portfolio value under a
defined measurement basis.

Survivorship bias: Distortion arising when an evaluation omits entities or
instruments that did not survive to the later sample.

Vintage data: The version of an economic series available as of a specified
historical date, before subsequent revisions.

A definition is useful when it changes what is measured, tested or
documented. Avoid technical language that does none of these.
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Sources and reading:
foundations

References support the specific facts and definitions identified in the text.
Analytical questions, examples and editorial conclusions are Fintech SCB's
synthesis. No listed institution endorses the publication.

Historical exhibits have their own data periods. Links may later update, redirect
or become unavailable. Preserve the cited publication and observation date
when reusing a statistic. Do not treat a live source page as a frozen October
2026 dataset.

[01] SEC / Investor.gov
Hedge Funds
Investor education; structure, risks, access and fees. Open source

[02] CFA Institute
Hedge Fund Strategies
2026 curriculum refresher; strategy taxonomy. Open source

[03] Federal Reserve - Phillip J. Monin
Decomposing Hedge Funds’ U.S. Treasury Exposures
22 June 2026. Underlying data through September 2025. Open source

[04] Financial Stability Board
Liquidity Preparedness for Margin and Collateral Calls
10 December 2024. Policy recommendations. Open source

[05] Cboe Global Markets
VIX Frequently Asked Questions
Definition and interpretation of expected volatility. Open source

[06] Federal Reserve Bank of St. Louis
ALFRED: Help and Data Vintages
Historical versions of economic releases. Open source

[07] Federal Reserve Bank of St. Louis
FRED Economic Data
Source discovery, series definitions and release metadata. Open source

[08] ICE Data Indices / FRED
US High Yield Option-Adjusted Spread
Series BAMLHOAOHYM2. Reference source; no series reproduced. Open source
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Sources and reading:
implementation

These resources provide definitions, methodology and investor education.
Product documentation and applicable terms remain necessary for decisions
about a particular instrument or manager. A general source cannot determine
individual suitability or replace an examination of the actual contract.

[09] Federal Reserve Bank of New York
Secured Overnight Financing Rate
Definition, methodology and published observations. Open source

[10] Commodity Futures Trading Commission
Commitments of Traders
Report types, coverage and publication information. Open source

[11] Board of Governors of the Federal Reserve
Senior Loan Officer Opinion Survey
Bank lending practices and survey release information. Open source

[12] SEC / Investor.gov
Stop, Stop-Limit, and Trailing Stop Orders
Investor bulletin on triggers and execution limitations. Open source

[13] SEC / Investor.gov
Updated Investor Bulletin: Leveraged and Inverse ETFs
Daily objectives and risks over longer holding periods. Open source

[14] Bailey, Borwein, Lopez de Prado and Zhu
The Probability of Backtest Overfitting
Research paper. Author-hosted copy; selection and validation. Open source

[15] SEC / Investor.gov
Subscription-based Advisory Fees
Investor bulletin on recurring charges and account size. Open source

[16] CME Group
Understanding Margin Changes
Clearing margin and changing market risk. Open source
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https://www.investor.gov/introduction-investing/general-resources/news-alerts/alerts-bulletins/investor-bulletins-15
https://www.investor.gov/introduction-investing/general-resources/news-alerts/alerts-bulletins/investor-alerts/sec
https://www.davidhbailey.com/dhbpapers/backtest-prob.pdf
https://www.investor.gov/introduction-investing/general-resources/news-alerts/alerts-bulletins/subscription-based-advisory-fees
https://www.cmegroup.com/education/articles-and-reports/understanding-margin-changes
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CLOSING PERSPECTIVE

The capital you can keep
deploying

The central question in this guide has been whether a process can
connect its reasoning to the capital an investor actually experiences. A
good forecast matters, but it is only one component of that relationship.

The investor must choose an instrument, size the exposure, maintain
financing, meet obligations and act through functioning institutions.
Performance then needs to be evaluated after relevant costs and against a
comparison consistent with the original mandate.

My conclusion is that resilience belongs inside the definition of

investment quality. It is not an optional feature added after a return
target has been selected. The capacity to withstand an adverse path
determines which opportunities an investor can realistically pursue.

This does not eliminate loss, uncertainty or disagreement. It makes their
treatment explicit. A useful process can explain what it knows, what it
assumes, what would change its view and how it will respond when its
preferred outcome does not occur.

Fintech SCB prepared this guide to make those questions accessible
without promising a secret formula. It is an October 2026 educational
publication intended for free-of-charge download. Further analysis is
available through the Fintech SCB website and the author's related
editorial work.

Roberto Balbino Founder & CEO, Fintech SCB Independent analyst of
finance, economics, geopolitics and global markets.

Fintech SCB Insights - Related Substack note

The investment that matters is the one the investor can hold, finance and
realise. That is the investment the analysis must explain.
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