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A historically challenging market regime
Both stocks and bonds are downyear -to-ECUE CU OOOT ER EOOI UUi 60 CcOE

We still see stocks up and bonds down for a second straight year

Global equities vs. global bonds, annual returns, 1977

k a first since data started in 1977.
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space of a few months k have sparked reassessments of macro scenarios among market participants.

Global equities and bond total returns, 2022
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Bloomberg Global Aggregate index for bonds since the start of the year.
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n Our base case n Market worry n Key risk

Productivity boom
Sustained capital investment boosts

potential growth, keeping the macro
environment disinflationary. The
Fed is patient and keeps policy
loose, with rates below neutral. The

+

yield curve steepens, real yields stay
low, and risk assets do well.

Stagnation

Slamming the brakes
Growth slumps. Inflation pressures

Higher energy and commodity prices slow growth, particularly in Europe. Central banks revert to
abate as central banks cannot revive

growth and inflation. The yield curve
flattens, and equities fall.

old policy responses to higher, supply -driven inflation. This hits activity, slows growth further and
sparks a surge inlong -term yields. Result: recession with high inflation. The yield move hits stocks
hard.

Global equities

Classic risk - off

Asset bubbles form and burst. Long -
term yields fall sharply amid a flight

to perceived safety and the term
premium turns negative again. Risk
assets suffer.

| Global bonds +

Sources: BlackRock Investment Institute, March 2022. Notes: The schematic shows hypothetical macro aag policyiewscomtee ifhebeations for equities and government bonds as of May
2022. For illustrative purposedislynaterial represents an assessment of the market environment at a specific ime and is not intendedceiehts faepestaotée of future results. This
information should not be relied upon by the reader as research or investment advice regarding anyfomastisutegy or securit

FOR PUBLIC DISTRIBUTION IN THE U.S., CANADA, HONG KNG\ BINGBHRALIA. FOR INSTITUTIONAL,

BlackRock. PROFESSIONAL, QUALIFIED INVESTORS AND QUALIFIED CLIENEFMNTHBIERUNTRIES 8liM05220m 2218430532 4



Western nations have quickly prioritized energy security
30uui ¢czu 1T OUcUT 60 OI 6N@CI OE 1T GCU UUONEE ¢ E@i UE |
further surge in energy prices, particularly in Europe where prices had already soared on tight supply.

Futures prices of European coal and natural gas, and Brent crude oil, 2017 -2024
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Energy supply shock on top of restart - driven inflation
51T U REC@zU EOE@I R UUOOOR Ui OEN EUT OEU OO UTE @QEU

energy costs k the main macro transmission channel from the Ukraine conflict k are stagflationary.
Brent crude oil prices vs. past shocks U.S. crude oil price driver breakdown, 2021  -22
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assume that the latest daily price is projected forward for the remainder of the &8afiR¢from a model of oil prices developed by the NY Federal Reserve.
calculate the current monthly average.
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Energy shock a much bigger deal for Europe

The hit to euro area growth, with its heavy reliance on Russian gas, could be large on top of higher
inflation. The current energy burden in Europe is more than twice that of the U.S., risking stagflation.

Energy burden as share of GDP, 1970 -2022
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Supply disruptions already elevated before war
Highly unusual supply shocks drove inflation higher due to the changing mix of consumer spending
between goods and services, creating historically high bottlenecks and constraints.

U.S. supply chain constraints, 1948  -2022 U.S. CPlinflation breakdown, 1975  -2022
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Sources: BlackRock Investment Institute, and Institute for Supply ManagemergpowittesatdlackRock Investment Institute, and U.Sb8btatstios, with data
from Haver Analytics, May 2022. Note: The index of manufacturing supply chdiom Haver Analytics, May 202Zhdaeange and yellow lines show core goods
constraints is based on ISM survey indicators: supplier delivery times, backlogofesdevsces CPI inflation respectively, measurenhygahgogeeent change in

prices paid and inventories. prices.
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A key risk: inflation expectations become de - anchored

The big risk we see: higher near -term inflation becomes embedded in expectations, forcing central
banks to slam the policy brakes with sharply higher rates, crushing demand to reset expectations.

Average U.S. PCE inflation, 1980 -2022
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Sources: BlackRock Investment Institute, U.S. Bureau of Economic Analysis, Bloomberg, Federal R esepvsrBlydiak, Mtr dat2028mNidtes: The chart shears the
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Markets starting to price in a more aggressive Fed

The Fed struck a surprisingly hawkish tone in kicking off its hiking cycle. We see a higher risk of the
Fed slamming the brakes on the economy as it may have talked itself into a corner.

U.S. policy rate pricing current vs. year ago, 2004 -2025
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Growth shock to shape ECB policy normalization

Growth shock to the euro areaimplies the ECB has less to do to get to neutral policy. The ECB has
emphasized flexibility on kicking off hikes, and we think market pricing this year is too aggressive.

Euro area policy rate pricing currentvs. year ago, 2004 -2025
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against the latest market pricing vs. a year ago.
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We see central banks living with inflation

Raising policy rates to restrictive levels to curb inflation would destroy demand and boost
unemployment. We believe central banks will ultimately live with inflation, keeping real yields low.

U.S. unemployment and inflation, 1995 -2021 U.S. Treasury 10 -yearyield breakdown, 2019 -22
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Forward looking estimates may not consotoqs$lackRock Investment Institute, U.S. Bureau of Economic Analysis, Eurostat, Reuters Newissitlagl@@2om
NotesFhdeft chart shows the U.S. unemployment rate (horizontal axis) compared with the U.S. annual coretindiatimnaratgegm pasoeethge change) for different
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shows the UW&yeaiTreasury yield broken down as nominal yield, inflation breakeven and real yield.
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Restart dynamics still fundamental driver of growth

The strong restart momentum going into the Ukraine crisis should help cushion the stagflationary
impact of supply shocks k particularly in energy prices.

U.S. GDP and projection, 2018 -2023 Euro area GDP and projection, 2018  -2023
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Snapshot of our views  k May 2022

Latest directional views
Strategic view Tactical view

Equities I 1
+2 Neutral

Credit

-1 Neutral

Govt
bonds

We stay overweight equities in our strategic views, yet are trimming our overall tilt as the
relative appeal versus bonds has diminished. Incorporating climate change in our expected
returns brightens the appeal of developed market equities given the large weights of sectors
such as tech and healthcare in benchmark indices. Tactically, we downgrade DM equities to
neutral due to a higher risk of central banks overtightening policy and a deteriorating global
growth backdrop.

We are underweight credit on a strategic basis against a backdrop of rising interest rates.
We prefer to take risk in equities instead. Tactically, we had upgraded credit to neutral as the
dramatic selloff this year restored value in areas such as investment grade. We overweight
local -currency EM debt on attractive valuations and potential income. A large risk premium
compensates investors for inflation risk, in our view.

We are strategically underweight nominal government bonds, with a preference for shorter -
dated maturities over long -dated bonds. We see yields broadly climbing higher. We stay firmly
underweight the long -end as we see investors demanding higher compensation for holding
government bonds amid rising inflation and debt levels. We prefer inflation -linked bonds
instead. Tactically, we also underweight government bonds as we see the direction of travel for
long -term yields as higher k even as yields have surged in 2022 k as term premium rises. We
prefer inflation -linked bonds as portfolio diversifiers in the higher inflation regime.

Tactical granular views - highlights

DM equities Neutral

U.S. Treasuries Underweight

A We cut DM equities to neutral on a risk of the Fed talking itself into overtightening
policy and China adding to a weaker global outlook

A We stay underweight U.S. Treasuries even after the historically weak start to the year
for the asset class as we see yields climbing further from here.
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A steeper rate path ahead

The Fed appears to be constraining itself to the hawkish side of policy options. As long as markets
believe the Fed's hawkish rhetoric on fighting inflation, we don't think it's time to buy the dip.

Market pricing of the fed funds rate, Dec. 2021 vs. current
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China slowdown to ripple across globe
$110CzU UOOYEOYO T U UUC@Ul O UO @i UCO TUU 181y Ul
financial crisis. This will reduce growth in major economies and nudge up DM inflation, in our view.

Composite PMIs, 2008 -2022

70

60 A —

50 W\V\VZ\/\\MM A _
X
()
o
=

40 — - l

30 l

u.s. Euroarea n China
20 r T T T T T T : T
2007 2009 2011 2013 2015 2017 2019 2021

Sources: BlackRock Investment Institute, S&P Global and Caixin, with data from Refinitiv Datastreantt say2@2en psties (Ttemofexturing and services)
1UQEI cUIl Ol . COClI EQUZ |1 OEEPEU (1. *qU " O | OEE kelbabty b0rnQicatgsalétline. S&P PMI©dtd ukeq fd
and Euro area, Caixin for China.

FOR PUBLIC DISTRIBUTION IN THE U.S., CANADA, HONG KNG\ BINGAFRALIA. FOR INSTITUTIONAL,

BlackRock. PROFESSIONAL, QUALIFIED INVESTORS AND QUALIFIED CLIENEFSMN THIERUNTRIES



We see the outlook for corporate earnings worsening

We believe current consensus earnings across major equity markets may be too optimistic given our
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Consensus expectations for 12 - month forward regional corporate earnings, 2017 -2022

50

40 —

30 —~

20

Expected earnings growth (%)

10 e
g
0
-10
] URCH Euro area Japan == Emerging markets
-20
2017 2018 2019 2020 2021 2022

Sources: BlackRock Investment Institute, with data from Refinitiv Datastream, May 2022. Notes: Theattbeashiogs dvomahdes®mates for the MSCI USA, MS
EMU, MSCI Japan and MSCI Emerging Markets indices based on Refinitiv I/B/E/S data.
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TACTICAL VIEW

Underweight DM government bonds even after steep selloff
We see yieldsrising further as investors questionlong -UE @O0 | OUE@OOEOU EOOKUz C
driving up the term premium. The asset class has also provento be an ineffective portfolio diversifier.

U.S. term premium breakdown, 2020 -2022 U.S. Treasury returns on equity dips, 2000  -2022
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We prefer equities over credit, government bonds

The sharp repricing of interest rate expectations has hit risk assets. We still prefer equities over bonds
but see the relative gap between them narrowing.

Hypothetical U.S. dollar 10 - year strategic views vs equilibrium, May 2022
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Developed market equity - -
Chinese government bonds [

Emerging market equity n

Income private markets

Growth private markets nl
DM high yield and EM debt ®
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DM governments [
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g April 2022 n January 2022

This information is not intended as a recommendation to invest in any particular asset class or citrekeggstme of futumisperformaseeirce: BlackRock
Investment Institute, May 2022. Data as of 11 Apate®R2chart shows our asset viewsyear ariev from an unconstrained U.S. dollar perspectivaeagainst a long
equilibrium allocation. Global government bonds and EM equity allocations comprise respective Chinakassatsnpnisenia iasvaietora debt, direct lending, real
estate mezzanine debt and US core real estate. Growth private markets comprise global private equigduityoutheat opdtastretiown is hypothetical and does
represent a real portfolio. Itis intended for information purposes only and does not constitute invesshigitosnlvarg. BadtelapsdJS Governmehtnikédtidond
Index, MSCI World US$, Bloomberg Barclays China Treasury + Policy Bank Total Return Index, MSCIredi j Rlegniteiddgecidy¥IBlL&lGbal Diversified Index
Bloomberg Barclays Global Credit Index, Bloomberg Barclays Global Aggregate Treasury index. We atsprRBlkeltResktpr Htiesiygpqgthietical portfolio may differ
from those in other jurisdictions, is intended for information purposes only and does not constitute investment advice.
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We still expect steeper yield curves driven by term premium

Markets have swiftly repriced a steeper near -term path of front -end interestrates in the U.S. Yetwe
see markets underappreciating higher term premiumin bond markets in the long -run.

U.Svyield curves, spot vs. estimates, May 2022
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Proximity to effective lower bounds still in play for bonds

Bond yields have risen from the lows of  last year yet remain close enough to their effective lower
bounds that nominal | OUE @O OE O Wlegpartolibballast remains challenged.

U.S. seven-year Treasury yield, 1969 -2022
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We stay overweight inflation -linked bonds

Our view of a shift to higher inflation than market pricing drives higher expected risk -adjusted returns
for TIPS vs. other medium -risk assets, while having a lower correlation to equities.

Risk - adjusted returns vs. correlation with global ex - U.S. equities, February 2022
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Net - zero transition set to accelerate globally
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will produce more fossil fuels inthe near -term as global energy systems are rewired.

Total returns of global clean energy and traditional energy vs global equities, 2022
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Past performance is no guarantee of fuBeuestdtBlackRock Invebtatidmie, with data from Réatieistreariviay 2022. Notes: The chart shows the total return inc
the MSCI World Energy Index, MSCI World Equity Index and S&P Global Clean Energy Index rebaseg @220 at the start of Januar
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Climate repricing is happening but has a long way to go

The net-zero transition is now driving relative repricing. We see a return advantage over coming years )
| O 721 JEEOE®@z UEEUO@U UUET CU UEET COE 1 ECOUI ECQE

Relative returns of green vs. brown sectors, 2016 -2025
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P ast performance is no guarantee of current or future results. Forward looking estimateSmayentiRionidtochdssestment Institute, with daesfein Research
on Security Prices, Feb. 1, 2022. Notes: To esti@tertlie@ieing, we attribute historic returns to twifidwveesveasd discount rate (DR) news. We then identify
news associated with climate change using carbon emission intensity (CEI) as a proxy. To isolate theeRfpbothpatant afd eecosyposition formula of Campbe
(1991) using a standard factor model of expected returns (whiaioemigédietidrs such as value, momentum).ahidr itpugilty to climate scores is then given by
forecasting regressions of DR news on a measure of CEl. Sector returns are iW&ghte® Seragendehstdalelavas. Green represents the technology sector, the
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cumulative repricing we expect over that period. The estimate is highly uncertain and is based onifeffextsriolotirg kmlgplramaltlons such as demographlc tret
market pricing of green bonds, and investor survey data on how much return they would be willing indplieasipets fSamtainsnisits ansformin
investingf February 2020 for details.
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https://www.blackrock.com/us/individual/insights/blackrock-investment-institute/sustainability-in-portfolio-construction#:~:text=A%20commonly%20held%20view%20is,often%20overlooked%20with%20sustainable%20investing.

The transition will have a big relative impact across sectors

We believe avoiding climate -related damages will help drive growth and improve returns for risk
assets broadly. We see climate -resilient sectors such as tech and healthcare as potential beneficiaries.

Return assumption differentials in green transition vs. no - climate -action
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For |IIustrat|ve purposes only. This informationis not intended as a recommendation to invest in@sy atedicdeasssptalsseven estimadéfuture performance.
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temperature rises to no more than 2 degrees Celsius bydi@eastiamscenario. The estimated sectoratbasedmmsexpected differences in economic growth, co
earnings and asset valuations across the two scenarios. Professional investors can &Rz etrtSAmaili L
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https://www.blackrock.com/corporate/insights/blackrock-investment-institute/publications/investing-in-climate-awareness
https://www.blackrock.com/institutions/en-zz/insights/charts/capital-market-assumptions

Updated 2022 investment themes

Living with inflation K Central banks are facing a growth -inflation trade -off. Hiking interest rates too
OUET @1 UNU U@l ii E@iI O ¢ @QEEEUUIT 008 Y11 OE OOU Ul iTUEODI Oi
perfect outcome.

Implication : We are neutral DM equities after having further trimmed risk.

Cutting th rough confusion K The Russia-Ukraine conflict has aggravated inflation pressures and
T cuU OOU EEOUGCO ECONU 16 ¢ EIOGEU 5@RI Of U0 EOOUCTI O 10l 0¢
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Implication : We remain underweight U.S. Treasuries and overweight inflation  -linked bonds.

Navigating net zero K climate risk is investment risk, and the narrowing window for governments to

reach net -zero goals means that investors need to start adapting their portfolios today. The net -Zero journey is
not just a 2050 story; it's a now story.

Implication : We favor equity sectors better positioned for the green transition.

The opinions expressed are as of May 2022 and are subject to change at any time due to changes in market or economic conditio ns.
Strategic implicationsreferto long -term views, tactical implications refer to assetviewsona6  -12 month horizon.
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Snapshot of our views  k May 2022

Latest directional views

Strategic view Tactical view
We stay overweight equities in our strategic views, yet are trimming our overall tilt as the
relative appeal versus bonds has diminished. Incorporating climate change in our expected
returns brightens the appeal of developed market equities given the large weights of sectors
Equities ® such as tech and healthcare in benchmark indices. Tactically, we downgrade DM equities to
+2 Neutral neutral due to a higher risk of central banks overtightening policy and a deteriorating growth

backdrop in China and Europe.

We are underweight credit on a strategic basis against a backdrop of rising interest rates.
We prefer to take risk in equities instead. Tactically, we had upgraded credit to neutral as the
Credit dramatic selloff this year restored _value in areas such as inye;tment grade. We_ overweight
local -currency EM debt on attractive valuations and potential income. A large risk premium
-1 Neutral compensates investors for inflation risk, in our view.
We are strategically underweight nominal government bonds, with a preference for shorter -
dated maturities over long -dated bonds. We see yields broadly climbing higher. We stay firmly
Govt underweight the long -end as we see investors demanding higher compensation for holding
bonds government bonds amid rising inflation and debt levels. We prefer inflation -linked bonds
1 -1 instead. Tactically, we also underweight government bonds as we see the direction of travel for
long -term yields as higher k even as yields have surged in 2022. We prefer inflation  -linked
bonds as portfolio diversifiers in the higher inflation regime.

Tactical granular views - highlights

4 A We cut DM equities to neutral on a risk of the Fed talking itself into overtightening
DM equities Neutral policy and China adding to a weaker global outlook

. . A We stay underweight U.S. Treasuries even after the historically weak start to the year
U.S. Treasuries Underweight for the asset class as we see yields climbing further from here.
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Tactical granular views: equities

Six to 12 -month tactical views on selected assets vs. broad global asset classes by level of conviction
Region View Commentary

We downgrade DM stocks to neutral due to uncertainty over policy amid a worsening macro picture. Their appeal relative to
Developed markets L] bonds has also diminished. The risk has risen that central banks slam the policy brakes as they focus solely on inflation
without fully acknowledging the high costs to growth and jobs.

Neutral
) ° We cut U.S. equities toneutral. 5T E * EEzU 1T CYNI Ul Oi UOU T¢U @ci UEE UTE @i UN UlcgU
United States territory. Th to-date selloff partly reflects this, yet lear catalyst for a rebound
Neutral erritory. The year-to-date selloff partly reflects this, yet we see no clear catalyst for a rebound.
Eurone Y We cut European equities to neutral as the fresh energy price shock in the aftermath of the tragic war in Ukraine puts the
P region at risk of stagflation.
Neutral
UK We are neutral UK equities. We see the market as fairly valued.
Neutral
Japan I ° We cut Japan stocks to neutral as part of a broader push to take more caution across DM equities.
Neutral
China I We recently downgraded Chinese equities to neutral on a worsening macro outlook. $T16CzU UIT EU UO 30U0UT C C
NeuUtral new geopolitical concern that requires more compensation for holding Chinese assets, we think.
Emerging markets We are neutral EM equities given challenged restart dynamics, high inflation pressures and tight policies.
Neutral
Asia ex- I We are neutral Asia ex-+ COC O E x U U idefetidtatirly maci® Gutlddk is a worry, and policymakers have yet to fully
Japan NeuUtral deliver on promises of easing.

Underweight Overweight n Previous view

Past performance is not a reliable indicator of current or future results. It is not possible to invest:difiectly #necamamdex..S. dollar perspective, May 2022. This
material represents an assessment of the market environment at a specific time and is not intendedeebtutufersesgtar uaraformation should not be relied
upon as investment advice regarding any particular fund, strategy or security.
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Tactical granular views: fixed income

Six to 12 -month tactical views on selected assets vs. broad global asset classes by level of conviction

Asset View Commentary
. We underweight U.S. Treasuries even as yields have surged this year. We see long -term yields move up further as
U.S. Treasuries . . } i : .
1 investors demand a higher premium for holding governments bonds. We prefer short -maturity bonds instead.

Treasury . . . . . .

. We overweight U.S. TIPS as we see inflation as persistent and settling above pre  -Covid levels. We prefer TIPS as
Inflation -Protected . o : .

. diversifiers in the inflationary backdrop.
Securities +1

European government
bonds

Neutral

We are neutral European government bonds. Market pricing of euro area rate hikes is too hawkish, we think,

(1T UEOG UTE EOE@IiR UTOENzU 11U U0 (1@0YUTU

UK Gilts

Neutral

We are neutral UK Gilts. We see market expectations of rate hikes as overdone amid constrained supply and
weakening growth.

China government bonds

We are neutral Chinese government bonds. Policymakers have been slow to loosen policy to offset the slowdown,
and yields fell below U.S. Treasuries.

Global investment grade

8E GC@WE OEUU®GGCO 1 OUEUUOEOU
Coupon income is the highest in about a decade.

| @CEE -df @S Madevaliafonnio Gdctve. CU UT 1 U RBEC

Global high yield

We are neutral high yield. We do not expect credit spreads to tighten but find the income potential attractive.

Emerging market k
hard currency

We are neutral hard -currency EM debt. We expect it to gain support from higher commodities prices but remain
vulnerable to rising U.S. yields.

Emerging market k
local currency

We are modestly overweight local -currency EM debt on attractive valuations and potential income. Higher yields
already reflect EM monetary policy tightening, in our view, and offer compensation for interest rate risk.

Asia fixed income

OCE@O OUUOOON ¢
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make Chinese assets riskier, in our view. Outside China, we like Asian sovereigns and credit for income.

Underweight Overweight

P ast performance is not a reliable indicator of current or future results. It is not possible to invest:difiectly #ncafmantlex..S. dollar perspective, May 2022. This
material represents an assessment of the market environment at a specific time and is not intendedesbiuaufersemdtariduaiaformation should not be relied
upon as investment advice regarding any particular fund, strategy or security.
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https://apps.apple.com/us/app/blkinsights/id1399492311
https://twitter.com/blackrock
https://podcasts.apple.com/us/podcast/the-bid/id1441032838

BlackRock Investment Institute
q#**q OEUE@CI EU UTE 11080z0 EPOE@UI UE COE
k all to help our clients and portfolio managers navigate financial markets.

The BlackRock Investment Institute i EOEQCUEU 0O@00O@i EUC
BIl offers strategic and

markets, geopolitics and long -term asset allocation
tactical market views, publications and digital tools that are underpinned by proprietary research.

General disclosufhis material is intended for information purposes only, and does not constitute investment advice, derecswiiiatiaritm purahase or sell any securities to any person in any jurisdiction
offer, solicitation, purchase or sale would be unlawful under the securities laws of such jurisdictidrmeTéediainid022ndrass subject to change without notice. Reliance upon information in this material is

discretion of the reader. Investing involves risks.
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