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Introducing BBVA FCI

Executive Summary

In this report, we launch our new BBVA US Financial Conditions Index (FCI). See the
appendix for a detailed description of our methodology. During the pre-GFC era, central
bank policy was primarily and almost exclusively driven by policy rates. Since the GFC,
however, we have seen the central bank use its balance sheet and public communication to
manage policy and thus financial conditions. Financial conditions have therefore become a
key predictor of financial markets and an important input towards making investment
decisions.

In this note, we use our FCI to determine asset allocation between US bonds and equities,
MSCI ACWI sectors and BBVA QIS risk premia strategies. We find that using financial
conditions as a leading indicator can result in greater alpha than static allocation and even
dynamic allocation without the use of the FCI.

According to our model, financial conditions are currently at a level near last decade’s lows.
Our model suggests a higher equity allocation in portfolios. Across sectors, the current level
points to a higher cyclical equity allocation, particularly towards the technology and
industrial sectors. Within the risk premia space, the current level points to a higher
allocation towards carry strategies, particularly in FX.
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FINANCIAL CONDITIONS INDEX (BBRIFCUS Index)
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1. Introduction

The concept of financial conditions has increasingly been in the spotlight since the GFC as a
relevant indicator to make informed investment decisions, as it captures multiple channels
of transmission from financial variables to the economy. During the pre-GFC era, central
bank policy was primarily and almost exclusively driven by policy rates. Central bank
benchmark rates have traditionally been the key driver of financial conditions as a result.
This meant that we didn't need to monitor a lot to understand corporate and consumer
lending appetite and availably.

Since the GFC, however, we have seen the central bank use its balance sheet and public
communication to manage policy and thus financial conditions. Financial conditions have
therefore become a key predictor of inflation expectations, and Powell’'s latest comments at
Jackson Hole led to a substantial easing of financial conditions as the market prepared for
imminent rate cuts at the Fed's September meeting. As a result, cycles of financial
conditions have been strongly linked to global markets, with periods of loose financial
conditions creating an environment for new borrowing, stronger economic activity, higher
inflation and more risk-taking. On the other hand, tighter financial conditions have been
associated with less growth and the relative outperformance of bonds vs. equities.

Given the impact of financial conditions on sentiment, they typically tend to lead the
economic cycle. For example, during the Covid-19-related equity market sell-off in March
2020, the best time to buy risk assets was when financial conditions index peaked,
according to our data on 20 March 2020. This is despite weak economic data for the
months that followed. The most recent reading of our FCl above 0.5x was on 22 October
2022, after which there was another substantial rally in equity markets. We saw financial
conditions tighten throughout 2022, making it a tricky environment for risk assets.

In the past 12 months, financial conditions were loose during Q4 2024 and then started
tightening at the start of this year. Tightening financial conditions tend to signal to investors
to reduce risk allocation or start implementing hedging strategies. Our indicator peaked on
11 April; since then, financial conditions have loosened significantly, driving the risk-on
environment. We expect Fed cuts, combined with fiscal easing in the US, to keep financial
conditions supportive for risk assets in the near term.

We find that financial conditions tend to lead inflation and the economic cycle by 3-6
months. The current low level of the FCI would hence suggest upside risk to inflation
expectations at the start of next year. When combined with further fiscal easing in the US,
we could see the start of 2026 as the beginning of a new reflation cycle for the US. This
typically tends to be positive for risk asset, particularly in the financial sector.

p.3
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Figure 2

FINANCIAL CONDITIONS INDEX (BBRIFCUS Index)
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Source: Bloomberg and BBVA Global Markets Strategy

Our proprietary FCl methodology offers a simple, robust and timely approach based on a
proprietary choice of variables, which is produced weekly. It was created to complete our
six-asset cycle phase framework (see our methodological note, Methodology: A six-stage
asset cycle based on a proprietary leading cyclical/inflation index, published on 2 February
2023).

It is always important to compare a new series with benchmarks, to justify its creation. To
do this, we compare our indicator with well-known and well-used benchmarks like those of
the Chicago Fed and Bloomberg. We find that our indicator is more reactive than the
Chicago Fed FCI. The latter uses 100+ indicators as an input and is perhaps a good way to
track financial conditions from a policy perspective, but as our indicator is more reactive, we
believe it is more relevant from a market timing perspective. For example, our indicator
began to tighten from mid-December, when US equity markets started going sideways. We
believe our indicator gave an early signal of equity markets reaching a peak. On the other
hand, the Chicago Fed FCI was still loosening until February this year and only started to
tighten in line with the peak in US equities. We believe a narrow-based indicator offers
greater predictive power for financial markets.

The most easily accessible FCl series is probably from Bloomberg. The Bloomberg FCl is
similarly reactive to ours. We feel that ours gives relevant weightings to bonds, equities and
credit markets, which is important for our investment process. The Bloomberg FCI, in
contrast, is heavily reliant on the US government bond market without credit components,
which we do not believe suits our purpose for asset allocation.
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FINANCIAL CONDITIONS INDEX (BBRIFCUS Index)
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2. Does it work?

Chicago Fed FCI

2023

Bloomberg FCI (rhs)

2024

2025

When applied to portfolio decisions, our FCI not only provides better annual returns but also
reduced volatility and smaller drawdowns, suggesting the addition of the FCl is a must in any
asset allocation. We believe that an investment strategy based on our FCI can help generate
substantial portfolio return outperformance vs. traditional benchmarks. A trading strategy
based on exploiting the two stages of the FCI has consistently managed to generate far

superior risk-adjusted returns than a standard 60/40 portfolio.

Figure 4

INDEX MEMBERS

Sub index Code Description Source

Equity Above_200MA S&P members above 200MA Bloomberg
Equity SPX_MA24M Distance to MA24M Bloomberg
Equity MV_GDP Market cap / Gdp Bloomberg
Equity FIN_MAIN Financial sector / Main sector captialization Bloomberg
Equity VIX Volatility index Bloomberg
Credit IG_10Y Spread Corporate IG vs UST10Y Bloomberg
Credit HY_10Y Spread HY vs UST 10Y Bloomberg
Credit HY_IG Spread HY IG Bloomberg
Macro TAYLOR_RULE_ SPREAD Taylor rule Bloomberg
Macro US TIPS 10Y Inflation linked 10Y bonds Bloomberg
Macro USTTO0Y_TERM_PREMIUM USTTOY tem premium Bloomberg
Macro DXY US Dollar spot index Bloomberg

Source: Bloomberg and BBVA Global Markets Strategy
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Bonds vs. equities: Since 2001 and over the past 10 years, US equities have delivered
cumulative returns of 7.3% and 12.6%, respectively. During the same period, our model
portfolio delivered returns of 5.5% and 8%, respectively. This is lower in comparison,
although our model portfolio has experienced half the volatility at just 8.8% vs. over 17% for
equities. And the drawdown of our portfolio has been just 24% vs. 56% for equities since
2001. Using an FCl-based approach, we can achieve better returns over a long timeframe
via a reduced volatility profile and smaller drawdowns.

In our model portfolio, we test allocation based on the FClI's weekly levels. While this might
seem excessive, the sticky nature of our FCI makes it a viable strategy without high
transaction costs. Over the past five years, we have had fewer than three portfolio reshuffles
every year and no reshuffle in the past year.

MSCI ACWI sector allocation: Since 2001 and over the past 10 years, global equities have
delivered cumulative returns of 5.7% and 9.2%, respectively. During the same period, our
model portfolio has delivered returns of 8.4% and 12.6%, respectively. Given 100%
allocation to equities, the volatility of the portfolio has been similar to the benchmark at
16%, but better returns have meant a better Sharpe ratio for our allocation strategy.

QIS risk premia allocation: Since 2001 and over the past 10 years, a portfolio of 60% US
equities and 40% US bonds has delivered cumulative returns of 5% and 7.25%,
respectively. During the same period, our model portfolio has delivered returns of 5.4% and
5.8%, respectively. This is lower in comparison, although our model portfolio has
experienced a third of the volatility at just 3.5% vs. over 10% for the 60/40 portfolio. And
the drawdown of our portfolio has been just 5% vs. 35% for the 60/40 portfolio since 2001.

The Sharpe ratio of our FCl-based QIS portfolio has been an impressive 1.5x since 2001 and
1.7x over the past 10 years vs. just 0.6x for the 60/40 index. An equal-weighted QIS portfolio
also delivers a Sharpe ratio of 1.6x over a longer time frame with lower volatility and lower
cumulative returns.

3. What is it telling us?

Our FCl is a composite of the financial conditions driving equities, credit and US macro.
Currently, long-end bond yields have proven to be stubbornly high with still abundant fiscal
support to the economy, particularly in the US. Higher rates would suggest tighter financial
conditions, everything else equal. However, our macro component of financial conditions is
pointing to neutral conditions. The higher term premium and real rates components are
offsetting the easing currently provided by a weak USD.
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The credit component of our FCl is near its record lows. This is driven by the credit spread
compression we have observed since April this year. More recently, we have also observed a
slew of corporate issuance given the compression in corporate spreads. This supports the
conclusion of our credit component, which sees the environment as supportive for
corporate borrowing.

Finally, the equity component of our FCl is also loose but not near record lows. Equities have
rebounded sharply off the April lows, but the rally has been concentrated in a handful of Al
stocks. A broadening of the equity rally will drive a much looser equity component of
financial conditions, according to our methodology.

Combining the three, our model is still pointing towards loose financial conditions in the near
term. Current levels are near last decade’s lows, which supports a higher equity allocation in
portfolios. Across sectors, the current level of financial conditions points to a higher cyclical
equity allocation. Within the risk premia space, the current level of financial conditions
points to a higher allocation towards carry strategies, particularly in FX.

Figure5 Figure 6 Figure7
EQUITY - FCI CREDIT - FCI MACRO - FCI
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Source: Bloomberg and BBVA Global Source: Bloomberg and BBVA Global Source: Bloomberg and BBVA Global
Markets Strategy Markets Strategy Markets Strategy

4. Using financial conditions to predict markets

For global market performance, we expect financial conditions to become an important
driver of medium-term forward returns beyond just knee-jerk reactions from published
headlines.
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4.1. Asset allocation approach

To test our hypotheses, we allocate 30% to equities (US equities) and 70% to bonds (US
10Y) when our FCl is in a tightening phase and 70% to equities and 30% to bonds during
looser times. Over the past 25 years, we find that this simplistic model even outperforms a
100% allocation to equities. Given the strong performance of equity markets over the last
25 years, our conservative approach outperforms our expectations.

Since 2001 and over the past 10 years, US equities have delivered cumulative returns of
7.3% and 12.6%, respectively. During the same period, our model portfolio delivered returns
of 5.5% and 8%, respectively. This is lower in comparison, although our model portfolio has
experienced half the volatility at just 8.8% vs. over 17% for equities. And the drawdown of
our portfolio has been just 24% vs. 56% for equities since 2001. Moreover, the drawdown in
the past 10 years has been just 16% for our model portfolio vs. 31.5% for equities. Using an
FCl-based approach, we can achieve better returns over a long timeframe via a reduced
volatility profile and smaller drawdowns.

Figure 8

ASSET CLASS PERFORMANCE VS. FCI-BASED ALLOCATION STRATEGY

P i
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53838858328 eerreg8YRYE
R 2 28 28 2 8 28 8 8 83 " 83 R 8 B R /AL QLR L L g 78
— Uity Bonds 70% 30% 30% 70% 60% 40% FCl based asset allocation
Source: Bloomberg and BBVA Global Markets Strategy
Figure 9
1-WEEK FORWARD RETURNS ANNUALISED
Equity Bonds 70-30 70-30 30-70 FCl based asset allocation
P75 111.1% 27.6% 70.9% 28.5% 45.4% 57.1%
Average 8.4% 3.3% 6.8% 4.8% 5.8% 7.7%
Median 15.1% 4.4% 11.4% 6.5% 8.7% 9.7%
P25 -41.0% -15.2% -29.7% -14.4% -20.9% -23.0%

*Since 05/01/2001. Source: Bloomberg and BBVA Global Markets Strategy
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Figure 10
PORTFOLIO STATISTICS (annualised)
Returns S&P 60/40 FCl based asset allocation
All 7.29% 5.46%
10Y 12.62% 7.98%
5Y 13.01% 8.30%
1Y 14.77% 9.41%
Historical volatility FCl based asset allocation
All - 1760% 10.35% 8.93%
10Y o 1733% 10.52% 8.78%
5Y . 1680% 10.49% 8.85%
1Y S 1819% 10.73% 10.92%
Maximun Drawdown 1Y rolling FCl based asset allocation
All I 0% 23.98%
10Y o 3181% -21.39% -15.95%
5Y  2482% -21.39% 11.78%
Y - 702% -9.84% -10.43%
Sharpe ratio (RF=0) FCl based asset allocation
All 0.49 0.61
10Y 0.73 069 0.91
5Y 0.77 . oe&e 0.94
1Y 0.81 0.86

Source: Bloomberg and BBVA Global Markets Strategy

In our model portfolio, we test allocation based
on the FCI's weekly levels. While this might seem
excessive, the sticky nature of our FCl makes it a
viable strategy without high transaction costs.
Figure 11 summarises the change in allocation
over time. Over the past five years, we have had
fewer than three portfolio reshuffles every year
and no reshuffle in the past year.

4.2. Sector allocation approach

Figure 11

NUMBER OF TRANSACTIONS USING
FCI-BASED ALLOCATION SIGNAL

Number of transactions/ Year

All 1.79
10Y 2.70
5Y 2.80
1Y 0.00

*Since 05/01/2001. Source: Bloomberg and BBVA Global
Markets Strategy

Similar to the above, we also test a sector allocation strategy. We floor each sector’s weight
to 5% and cap it at 40%. With this approach, we find that the FCl-based sector allocation
approach outperforms the MSCI ACWI index substantially over the past 25 years.
Furthermore, we test this strategy with similar sector weighting constraints but without the
use of the FCIl and still see that using the FCIl adds additional alpha to sector allocation

strategies.
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Our FCl-based allocation strategy gives us input into preferred sectors during times of
easing and tight financial conditions. In the current environment of loose financial
conditions, our model suggests a high allocation to the tech sector, followed by industrials. If
we see financial conditions tighten, our allocation model will advocate a higher allocation to
defensive sectors like healthcare and consumer staples. The cyclical rally we have observed
since April this year could still have legs, given that our FCl is still in the easing category.

Since 2001 and over the past 10 years, equities have delivered cumulative returns of 5.7%
and 9.2%, respectively. During the same period, our model portfolio has delivered returns of
8.4% and 12.6%, respectively. Given 100% allocation to equities, the volatility of the
portfolio has been similar to the benchmark at 16%, but better returns have meant a better
Sharpe ratio for our allocation strategy. The drawdown of our portfolio has, similarly, been
only marginally lower at 43.6% vs. 56% for the MSCI ACWI index. Using the FCl-based
approach, we can achieve better returns over a long timeframe with a smaller drawdown.
This could be further improved by allocation to cash or bonds during the tightening phase,
as evidenced above.

Figure 12
EQUITY SECTOR ALLOCATION PERFORMANCE WITH AND WITHOUT FCI
e Optimized weights including financial conditions Optimized weigths MSCI AC World
X - T
CCANNMOMNSTININOONNODNDOOCTANNMNMMITIDODOORNNOOONOOO - NNMMS F 10
9000000000000 000EEESESESESSSEosssssNGNNNNNNN NN
SRLL2S2L22282888RRRRRRRRRRARRARARRARRLLSRLLLLLR
*Since 01/05/2001. Source: Bloomberg and BBVA Global Markets Strategy
Figure 13
ALLOCATION WEIGHT
Comm.
Services Materials Utilities Information Energy Consumer Consumer Health
Sector Industrials Financials Sector Sector Technology Sector Staples Discretionary Care
Al 5% 5% 5% 5% 5% 40% 5% 5% 20 [N
Loosening 5% 20% 5% 5% 5% 40% 5% 5% 5% 5%
Tightening | 5% 5% 5% 5% 5% 5% 5% 20% 5% 40%

Source: Bloomberg and BBVA Global Markets Strategy
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Figure 14
1-WEEK FORWARD RETURNS ANNUALISED
Weekly
excess Comm. FCl based
return Services Materials Utilities Information Energy Consumer Consumer Health asset
annualized Sector Industrials Financials Sector Sector Technology Sector Staples Discretionary Care allocation
P75 7.0% 8.5% 13.7% 325%  -52% 337% | 362% @ -11.8% 15.3% 26%  6.9%
Loosening Average EEl % 0.6% 18% 2Bl 39% -02% [E2El 0% [EBE 5%
€ Median -6.0%  1.8% -0.9% 12%  -4.4% @ 22% 1.0% | -5.8% -1.0% [76:6% | 25%
P25 119%  -57% 149% | -161% = 09% 131%  -259%  107% 103%  -24%  -31%
P75 9.2% 3.5% 8.4% 23.6% -14.5% 46.5% 40.9% -19.3% 15.5% -9.1% -13.3%
Tiehtening . verage -0.1% -23% [169% 1 -07% @ -11% 5.6% -09%  5.9% 2.6% 9.7% 4.8%
€ € Median -07%  -5.4% 1.3% 45% [[127% | 7% 41% | 9.5% 1.0% [11.2% | 9.4%
P25 -8.8% -6.0% -22.6% -22.8% 11.5% -36.8% -269%  36.0% -21.8% 20.6% 25.0%
*Since 05/01/2001. Source: Bloomberg and BBVA Global Markets Strategy
Figure 15
PORTFOLIO STATISTICS (annualised)
Returns MSCI AC World FCl based asset allocation
Al . sn% 8.44%
10 o oe% 12.60%
5Y . 1025% 11.82%
1Y S 191% 15.91%
Historical volatility
All S 71e% 16.34%
10Y S 1609% 15.77%
5Y 15.31% o m3sw
Y 15.37% S 1709%

Maximun Drawdown 1Y rolling
All

10Y

5Y

1Y

-13.57%

Sharpe ratio (RF=0)
All

10Y

5Y

1Y

*Since 10/08/2001. Source: Bloomberg and BBVA Global Markets Strategy

0.97

-43.64%
-28.55%
-24.59%

0.52
0.80
0.77
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4.3. QIS indexes

Finally, we use the FCl to allocate towards risk premia strategies. Unlike in our sector model,
we limit the allocation freedom to allow a maximum allocation of just 20%. We find that
using this approach, we beat the performance of an equally weighted QIS portfolio. This
shows that using a dynamic rather than static approach to allocation to QIS strategies could
be far superior. Furthermore, we find that our allocation strategy outperforms equities over
the long run with much lower volatility and limited drawdown.

Since 2001 and over the past 10 years, a portfolio of 60% US equities and 40% US bonds
has delivered cumulative returns of 5% and 7.25%, respectively. During the same period,
our model portfolio has delivered returns of 5.4% and 5.8%, respectively. This is lower in
comparison, although our model portfolio has experienced a third of the volatility at just
3.5% vs. over 10% for the 60/40 portfolio. And the drawdown of our portfolio has been just
5% vs. 35% for the 60/40 portfolio since 2001. Moreover, the drawdown in the past 10
years has been just 3% for our model QIS portfolio vs. 21.4% for 60/40. Using the FCI-
based approach, we can achieve better returns over a long timeframe via a reduced volatility
profile and smaller drawdowns.

The Sharpe ratio of our FCl-based QIS portfolio has been an impressive 1.5x since 2001 and
1.7x over the past 10 years vs. just 0.6x for the 60/40 index. An equal-weighted QIS portfolio
also delivers a Sharpe ratio of 1.6x over a longer time frame with lower volatility and lower
cumulative returns.

Figure 16

QIS ALLOCATION PERFORMANCE WITH AND WITHOUT FCI

e Optimized weights including financial conditions EW 60/40 /

5 8§ 8 3 8 &§ 5 8 8 2 g &g 2 3 2 > 2 2 98 & § & 3 &
o o o o o o o o o (o] o
8 8 R 8 R R R R QR /R ¥ N ® 8 ® & & /& &% 8 &« 8 8 878 =7

Source: Bloomberg and BBVA Global Markets Strategy
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Figure 17
ALLOCATION WEIGHTS
BBVAFX BBVAFX BBVA FX BBVAG Il BBVA
BBVAFX BBVAFXLatAm BBVA Global LatAm Global Government Credit
LatAm Carry Relative Value SMTUSD Carry USD Macro Trend Macro Trend Bond Futures Carry USD
USD Index USD Index Index Index USDIndex USDIndex Trend USD Index Index
EW 12.5% 12.5% 12.5% 12.5% 12.5% 12.5% 12.5% 12.5%
Loosening 200 [ NSNSNNGNNNN 200%  200v NN NSO MNSOU 200
Tightening [[16.0% [ 50% | 200% | 50% | 200% 20.0% 200%  50%
Source: Bloomberg and BBVA Global Markets Strategy
Figure 18
1-WEEK FORWARD RETURNS ANNUALISED
BBVA FX BBVAFX BBVAFX BBVAG I BBVA Optimized
Annualised BBVAFX LatAm BBVA BBVAFX  LatAm Global  Government Credit including
weekly LatAm Relative SMT Global Macro Macro  Bond Futures Carry financial
excess CarryUSD ValueUSD USD CarryUSD Trend USD Trend USD Trend USD uUsb conditions
return Index Index Index Index Index Index Index Index Optimised index
P75 -2.1% -22.1% -23.2% -5.6% -24.4% -20.1% -18.5% -183% -22.9% -18.9%
LooseningPverage -1.2% 32%  -30% -02% [ 3% -07%  -3.0% -22%
€ Median -3.2% S -a.8% -09% [ 69% [Ni%NN -63% -5.2% -4.9%
P25 -1.9% 14.8% 20.6% 4.0% 16.8% 11.5% 11.1% 15.3% 18.6% 16.3%
P75 -5.3% -27.0% -356% -143% -25.6% -205% -21.0% -29.0% -32.9% -31.3%
Tiohtening . Average  [NASINN NN 52%  62% 8.9% 9.8% s6% [l 63% 7.4%
ETENNE Median 31% [JEEEEeS% 5% 1.0%  14% 39%  [203% 1.3% 0.8%
R25 13.6% 41.8% 54.5% 24.5% 36.7% 28.3% 35.1% 45.4% 53.8% 52.5%
*Since 10/08/2001. Source: Bloomberg and BBVA Global Markets Strategy
Figure 19
PORTFOLIO STATISTICS (annualised)
Returns 60/40 FCl based asset allocation
All 5.03% 5.43%
10Y 7.25% 5.80%
5Y 7.06% 7.71%
1Y 8.72% 7.01%
Historical volatility
All 2.86% - 103%% 3.62%
10Y 2.76% o 1052% 3.36%
5Y 2.97% o 1049% 3.34%
1Y 1.78% o 073% 2.79%
Maximun Drawdown 1Y rolling
All -4.19% - BO% -5.18%
10Y -3.66% S 2139% -3.05%
5Y -2.60% S 2139%% -2.43%
1Y -1.48% S 984% -2.43%
Sharpe ratio (RF=0)
All 1.60 e 1.50
10Y 1.85 . 0e0 173
5Y 237 o0& 231
1v 274 o8 251

*Since 10/08/2001. Source: Bloomberg and BBVA Global Markets Strategy
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APPENDIX:

Financial Conditions Index (FCI): composition and methodology

Members

Above_200MA (percentage of members above 200DMA):

This metric represents the percentage of stocks within a given index that are trading above
their 200-day moving average (200DMA). The 200DMA is a long-term trend indicator, and a
higher percentage suggests bullish market sentiment, indicating that a majority of stocks
are in an upward trend.

SPX_MA24M (distance to 24MMA):

This measures the distance between the current price of the S&P 500 index (SPX) and its
24-month moving average (24MMA). The 24MMA smooths out price data over two years to
identify long-term trends. A positive distance indicates the index is trading above its long-
term average, suggesting a bullish trend, while a negative distance indicates a bearish trend.

MV_GDP (market capitalisation as a percentage of GDP):

This ratio compares the total market capitalisation of a country's publicly traded companies
to its gross domestic product (GDP). It is often referred to as the Buffett Indicator. A high
ratio may indicate an overvalued market relative to the economy, while a low ratio may
suggest undervaluation.

FIN_MAIN (financial markets capitalisation as a percentage of total market
capitalisation):

This metric shows the proportion of the total market capitalisation that is accounted for by
financial markets. It highlights the dominance or significance of financial institutions and
markets within the broader economy.

VIX (CBOE Volatility Index):

The VIX, also known as the "Fear Index," measures the market's expectations for volatility
over the next 30 days based on S&P 500 index options. A higher VIX value indicates higher
expected volatility and greater market uncertainty, while a lower VIX suggests calmer
market conditions.
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IG_10Y (spread between US corporate investment-grade yield and UST10Y):

This spread represents the difference in yields between US investment-grade corporate
bonds and 10-year US Treasury bonds (UST1QY). It reflects the additional risk premium
investors demand for holding corporate bonds over risk-free government bonds.

HY_10Y (spread between US high-yield spread and UST10Y):

This spread measures the difference in yields between US high-yield (junk) bonds and the
10-year US Treasury bonds. It indicates the risk premium for investing in lower-rated,
higher-risk corporate bonds compared to safer government bonds.

HY_IG (spread between US corporate investment grade yield and US high yield):

This spread compares the yields of US high-yield bonds to investment-grade corporate
bonds. It provides insight into the relative risk and return expectations between higher-risk
and lower-risk corporate debt.

TAYLOR_RULE_SPREAD (Taylor rule spread):

The Taylor rule spread is derived from the Taylor rule, which prescribes the optimal federal
funds rate based on the inflation rate and the output gap. The spread indicates the
difference between the actual federal funds rate and the rate suggested by the Taylor rule,
providing insight into the stance of monetary policy.

US_TIPS_10Y (US 10-year TIPS):

Treasury Inflation-Protected Securities (TIPS) are a type of US Treasury bond designed to
help investors protect against inflation. The principal value of TIPS increases with inflation
and decreases with deflation, as measured by the Consumer Price Index (CPI). The interest
payments on TIPS are calculated based on the adjusted principal, so they vary with inflation.
TIPS are issued with maturities of 5, 10 and 30 years. The 10-year TIPS, specifically,
provides a fixed interest rate over its 10-year term, with the principal adjusted for inflation.
At maturity, investors receive the adjusted principal or the original principal, whichever is
greater.

UST_10Y_TERM_PREMIUM (US 10-year term premium):

The 10-year term premium refers to the extra yield that investors require for holding a 10-
year Treasury bond instead of a series of shorter-term bonds. This premium compensates
investors for the risks associated with holding a longer-term bond, such as interest rate
changes and inflation. The term premium is not directly observable and must be estimated
using financial and macroeconomic models. It reflects the difference between the yield on a
long-term bond and the expected path of short-term interest rates over the bond's maturity.
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DXY (DXY Index):

The US Dollar Index (USDX) is a measure of the value of the USD relative to a basket of six
foreign currencies. These currencies are the euro (EUR), Japanese yen (JPY), British pound
(GBP), Canadian dollar (CAD), Swedish krona (SEK), and Swiss franc (CHF). The index was
established by the US Federal Reserve in 1973 after the dissolution of the Bretton Woods
Agreement and is now maintained by ICE Data Indices, a subsidiary of the Intercontinental
Exchange (ICE). The index has a base value of 100, and its value fluctuates based on the
exchange rates of the included currencies.

Methodology

Retrieve the time series:

Collect weekly data points for each time series relevant to your analysis. Ensure the data is
accurate and consistent.

Calculate the 5-year rolling Z-Score:

Compute the rolling Z-Score using a 5-year window. For each week, calculate the mean and
standard deviation of the data points within that window, then determine the Z-Score as:

X —
Z= a

o

where X is the data point, py\mu is the mean, and o\sigma is the standard deviation.

Remove outliers:

|dentify outliers by determining the 95th and 5th percentiles of the Z-Score distribution.
Replace values above the 95th percentile with the 95th percentile value and values below
the 5th percentile with the 5th percentile value. This process reduces the impact of extreme
values on the analysis.

Apply the correct sign:

Adjust the sign of each time series based on the context or predefined criteria. This step
ensures that the data aligns with the expected direction of influence.

Rescale the time series:

Normalise the time series to a common scale, ranging between -3 and 3. This
standardisation facilitates comparison and aggregation across different time series.



Property of BBVA 17-Sep-25

Introducing BBVAFCI  p.17
B Bv PLEASE SEE IMPORTANT DISCLOSURES ON THE LAST THREE PAGES OF THIS REPORT.

Corporate &
Investment Banking

Calculate the equally weighted sectoral indexes:

Group the time series into relevant sectors (e.g., equity, credit, macro) and calculate the
equally weighted index for each sector. This involves averaging the rescaled time series
within each sector.

1. Equity is the equally weighted average of Above_200MA, SPX_MA24M,
MV_GDP, FIN_MAIN and VIX

2. Creditis the equally weighted average of IG_10Y, HY_10Y and HY_IG

3. Macrois the equally weighted average of TAYLOR_RULE_SPREAD,
US_TIPS_10Y, UST_10Y_TERM_PREMIUM and DXY

Calculate the composite index:

Combine the sectoral indexes to create a composite index using the specified weights:
Composite Index = %Equity + %Credit + %Macro

Rescale the final index:

Centre the index at the 70th percentile. Values above O indicate tightening financial
conditions, while values below O indicate neutral or loosening conditions. For positive
values, rescale between O and 1, and for negative values, rescale between -1 and O. This final
step ensures the index is easy to interpret and compare over time.
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Important Disclosures

This present document should be considered Marketing Material for the purposes of Directive 2014/65 / EU and its implementing
measures.

This document contains an investment recommendation as defined in European Regulation 596/2014 from the European Parliament
and the Council on Market Abuse ("MAR") as well as the in Delegated Regulation 958/2016 regarding technical regulatory standards
relating to the technical measures applicable to the aim of the investment recommendations or other information in which an
investment strategy is recommended or suggested and the communication of particular interests or indications of conflicts of
interest.

This document contains information recommending or suggesting an investment strategy and has not been prepared by an
independent analyst; instead, it was prepared by "experts", who suggest investment decisions in financial instruments based on
their experience or knowledge in the financial field. It has not been prepared in accordance with the legal provisions aimed at
promoting the independence of Investment Reports.

The BBVA Group companies that have participated in the preparation of this investment recommendation (hereinafter called Marketing
Material) are identified by the location(s) of the author(s), as indicated in the present document (Experts) or via chat/email or other medium,
in the following manner: 1) Madrid, London or Europe = Banco Bilbao Vizcaya Argentaria, S.A., including its E.U. branches (hereinafter called
‘BBVA"); 2) Mexico City = BBVA Mexico; 3) New York = BBVA Securities, Inc. (hereinafter called "BBVA Securities"); 4.) New York Branch =
BBVA, New York branch; 5.) Lima = BBVA Continental; 6.) Bogota = BBVA Colombia S.A.; 7.) Hong Kong = BBVA, Hong Kong branch.

For recipients in the European Union, this document is distributed by BBVA, a bank supervised by the Bank of Spain and by Spain's Stock
Exchange Commission (CNMV), and registered with the Bank of Spain with number 0182.

All traders and sales personnel are subject to the "CIB Investment Recommendation Procedure." The Marketing Material published are the
opinions of the creator of this document regarding the prospects of evolution of one or more financial instruments mentioned, subject to market
conditions, either in absolute or relative terms, depending on whether it is a directional purchase or sale recommendation or a long / short
recommendation.

For recipients in Hong Kong, this document is distributed by BBVA, which Hong Kong branch is supervised by the Hong Kong Monetary
Authority.

For recipients in Colombia, this document is distributed by BBVA Colombia, a bank supervised by the Superintendencia Financiera de
Colombia.

For recipients in Mexico, this document is distributed by BBVA México, a bank supervised by the Comisién Nacional Bancaria y de Valores de
México.

For recipients in Peru, this document is distributed by BBVA Continental, a bank supervised by the Superintendencia de Banca, Seguros y
Administradoras Privadas de Fondos de Pensiones.

For recipients in Singapore, this document is distributed by BBVA, which Singapore branch is supervised by the Monetary Authority of
Singapore.

For recipients in the UK, BBVA is a trading name of Banco Bilbao Vizcaya Argentaria, S.A.. Registered in England with Company No. FC0O14702
and Branch No. BRO0O1254. Registered office: One Canada Square, 44th Floor, Canary Wharf, London E14 5AA. Authorised and regulated by
the European Central Bank and the Bank of Spain. Authorised by the Prudential Regulation Authority. Subject to regulation by the Financial
Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential
Regulation Authority are available from us on request. To the extent BBVA may provide services to you from outside the United Kingdom, the
consumer protections which apply to you under local law may be different from the UK consumer protections applicable to UK firms.

For recipients in the US, analysis on products other than swaps is being distributed by BBVA Securities, a subsidiary of BBVA registered with
and supervised by the US Securities and Exchange Commission and a member of the Financial Industry Regulatory Authority (“FINRA") and
the Securities Investor Protection Corporation. US persons wishing to execute any transactions should do so only by contacting a
representative of BBVA Securities in the US. Unless local regulations provide otherwise, non-US persons should contact and execute
transactions through a BBVA branch or affiliate in their home jurisdiction.

Marketing Material on swaps is being distributed by BBVA, a swaps dealer registered with and supervised by the Commaodity Futures Trading
Commission (“CFTC"). US persons wishing to execute any transactions should do so only by contacting a representative of BBVA. Unless local
regulations provide otherwise, non-US persons should contact and execute transactions through a BBVA branch or affiliate in their home
jurisdiction.

Marketing Materials about equities and equity derivatives are distributed by BBVA to "large US institutional investors" by virtue of the
exemption from the obligation of registration established in section 15a-6 of the US Securities Exchange Act of 1934, in its most current version
(the “Securities Act”). BBVA is not registered as a US brokerage and securities company and is not subject to US standards for analysis or
analyst independence.

BBVA and associated companies of the BBVA Group, according to the requirements of the Royal Legislative Decree 4/2015, which approves
the consolidated text of the Securities Market Law, have a Securities Market Conduct Policy that establishes common standards applicable to
people who carry out market activity for these entities This policy is available for on the following website:

https://shareholdersandinvestors.bbva.com/sustainability-and-responsible-banking/principles-and-policies/

Experts who reside outside the United States and who have participated in this document may not be registered or recognised as analysts by
FINRA or on the New York Stock Exchange and should not be considered " persons associated " with BBVA Securities (as defined by FINRA).
As such, they may not be subject to the restrictions of FINRA rules 2242 in their communication with the companies in question, public
appearances and operating on their own behalf. This document and the information, opinions, estimates, forecasts and recommendations
expressed herein have been prepared to provide BBVA Group's customers with general information and are current as of the date hereof and
subject to changes without prior notice. Neither BBVA nor any of its affiliates is responsible for giving notice of such changes or for updating
the contents hereof.
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The following information lays out the obligations relating to the disclosure of associations or conflicts of interest for BBVA and any of its
companies, as established in Regulation (EU) 596/2014 on Market Abuse and in Delegated Regulation (EU) 2016/958 and in UK Market Abuse
Regulations 2019.

Conflicts of interest

BBVA trades, or may trade as principal in debt securities, or related derivatives that are the subject of this Marketing Material.
The following companies hold more than a 5% of the total issued share capital of BBVA: N/A.

In the past twelve months, BBVA or one or more of its affiliates has had, or currently has, as corporate and investment banking
clients the following companies/issuers that may be covered in this report: N/A.

In the past twelve months, BBVA or one or more of its affiliates managed or co-/managed public offerings of the following
companies/issuers that may be covered in this report: N/A.

In the past twelve months, BBVA or one or more of its affiliates has received compensation for investment banking services from
the following companies/issuers that may be covered in this report: N/A.

In the next three months, BBVA or one or more of its affiliates expects to receive or intends to seek compensation for investment banking
services from the companies covered in this report.

BBVA is subject to an Internal Standards of Conduct on the Security Markets, which details the standards of the above-mentioned
overall policy for the EU. Among other regulations, it includes rules to prevent and avoid conflicts of interests with the ratings
given, including information barriers. This Internal Standards of Conduct on the Security Markets is available for reference in the
‘Corporate Governance’ section of the following web site: https://accionistaseinversores.bbva.com/gobierno-corporativo-y-
politica-de-remuneraciones/ric-en-los-mercados-de-valores/

BBVA Mexico is subject to a Code of Conduct and to Internal Standards of Conduct for Security Market Operations, which details
the standards of the above-mentioned overall policy for Mexico. Among other regulations, it includes rules to prevent and avoid
conflicts of interests with the ratings given, including information barriers. This Code and the Internal Standards are available on
the following website: https://investors.bbva.mx/es/codigomejorespracticas-es/

BBVA Peru is subject to a Code of Conduct and to a Code of Ethics for Security Market Operations, which details the standards of
the above-mentioned overall policy for Peru. Among other regulations, it includes rules to prevent and avoid conflicts of interests,
including information barriers. Both Codes are available for reference on the following website:
https://www.bbvacontinental.pe/meta/conoce-bbva/

BBVA Securities is subject to a Capital Markets Code of Conduct, which details the standards of the above-mentioned overall
policy for the US. Among other regulations, it includes rules to prevent and avoid conflicts of interests, including information
barriers.

Exclusively for recipients resident in Mexico

The information related to the disclosure of conflicts of interest that exclusively affect BBVA México is included in the table included in the
previous section.

BBVA Mexico or any of its affiliates have liquidity commitments or is a market maker in: MexDer futures (USD (DEUA)), TIIE 28D (TE28),
TIE swaps, CETES 91D (CE91)), Bonos M, Bonos M3, Bonos M10, BMV Price and Quotations Index (IPC), Options Contracts (IPC, shares in
América Moévil, Cemex, CPO, Femsa UBD, Gcarso Al, Telmex L) and Udibonos.

BBVA Mexico, and where appropriate the companies that are part of the BBVA Mexico Financial Group, may from time to time hold investments
in the securities or derivative financial instruments whose underlying are securities subject to this recommendation, representing 10% or more
of their portfolio of securities or investment portfolio, or the aforementioned percentage of the issue or underlying of the securities in question..

Recommendations, distribution and history

Long/Buy/Overweight: we recommend the investor purchase the financial instrument in question, as we think its value will increase.

Hold/Neutral: we recommend the investor neither increase nor decrease his/her current holding of the financial instrument in question at
current prices.

Short/Sell/Underweight: we recommend the investor sell the financial instrument in question, as we expect its value to decrease.

Long / Short: we recommend the investor buy a given financial instrument (Long) and sell another financial instrument (Short) at the same
time in the same notional or equivalent risk, or in the proportion that is specified in the Marketing Material.

Relative Value: we recommend the investor combine two or more assets to benefit from the differential behaviour of one (or more instrument)
over another (or group thereof).

This is Marketing Material that has been prepared as a one-off publication, and no updates are planned for it.
Unless an investment horizon is indicated in the Marketing Material, it must be understood that it contains no such investment horizon.

In the preparation of this Marketing Material, no specific valuation methodology has been used, only Expert judgment. If you require additional
information, contact the Expert for further clarification.

The BBVA Group's policy does not allow draft reports or Marketing Material to be sent to issuers prior to publication or dissemination.

By virtue of Regulation (EU) 596/2014 on Market Abuse and Delegated Regulation (EU) 2016/958, the proportion of
recommendations and their category/meaning as well as the averages of these recommendations are shown for the last 12 months.
The average in which BBVA or any of the companies of the BBVA Group have provided investment banking services or have acted as
an underwriter in public offerings of securities is also shown for each category and recommendation type.

BBVA's Marketing Materials activity in the last 12 months in terms of financial instrument/issuers and their investment recommendations are
as follows:



https://www.bbvamarketstrategy.com/wp-content/uploads/wp-excel-cms/conflict_interest_market_strategy.xlsx

Property of BBVA 17-Sep-25

B BVA QIS Thematics  p.21

Corporate &
Investment Banking

Recommendation history

The average in which BBVA or any of its companies in the BBVA group have provided Investment Banking services or have acted as underwriter
is 12%, of which 100% are Long/Buy/Overweight.

Expert certification

The Experts hereby certify that (i) the views expressed in this Marketing Material accurately reflect their personal views about the subject
companies and their securities and (ii) their remuneration may be linked to trading or sales in the instruments included in this document orin
relation to the global sales and trading activity of the BBVA unit or group.



http://www.bbvamarketstrategy.com/wp-content/disclaimer/Historico_recomendaciones_Credito.pdf

