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The future is running at us

New norms of economic activity

This is not about a business cycle recession and
recovery - but a long adjustment to new norms
of economic activity that mean investment

A new decisions should be linked to the real economy.
investment
landscape Supercharged structural trends

The shift to sustainability, deglobalization and
geopolitical fragmentation, and the joint monetary-
fiscal policy revolution are being accelerated.

The impact from
Covid-19 will change the
course of society, the
economy and financial
markets for years to
come

Real resilience for the whole portfolio

This goes beyond using financial resilience to build
a better blend of returns - it's about ensuring the
portfolio is well positioned at a more granular level
to underlying themes, including sustainability.

Strategic all ion decisi hould be r d now to
nt to this new landscape
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2020 midyear investment themes

Activity restart - Economies are slowly restarting but at differing paces. We are tracking three
signposts: how successful economies are at restarting activity while controlling the virus spread; whether
stimulus is still sufficient and reaching households and businesses; and whether any signs of financial

ies or p carring of capacity are emerging. The longer it takes for activity to
restart, the more cracks might appear in the financial system.

We are pro-risk, and express itin an overweight on credit.
We are closing ghts in cyclical assets, with a preference for Europe.

Tactical i

Policy revolution = The policy revolution was needed to cushion the devastating and deflationary
impact of the virus shock. In the medium term, however, the blurring of monetary and fiscal policy could bring
about upside inflation risks.

ici i We are i bonds and like inflation-linked bonds.
Tactical implication: We like credit, partly on central bank purchases. U.S. stocks are at risk of fading fiscal
stimulus.
Real resilience - supercharged structural trends will change the nature of portfolio diversification.

We beli . sectors and ies will make a comeback as diversifiersin a more fragmented world,
in our view, offering resilience to real economy trends.

We favor ts, private markets and deliberate country diversification.
Tactical implication: We have increased our overweightin the quality factor and prefer assets with policy
backstops.

The opinions expressed are as of July 2020 and are subject to change at any time due to changes in market or economic conditions.
Strategic implications refer to long-term views, tactical implications refer to asset views on a 6-12 month horizon.
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Gauging the shock
Global economic activity did not simply contract - it was deliberately frozen. Yet the cumulative
economic impact over time — the key for asset prices — will be likely less this time than after 2008.

Hypothetical hit to U.S. trend GDP in coming years with the GFC
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Understanding the shock and GDP shortfall
We are likely to confirm that the depth of the shock was in April as economies reopened. We expect the
overall shortfall in activity to be much smaller compared with the global financial crisis.

Hypothetical U.S. GDP decline and overall shortfall from 2019 levels, 2020-2021

us.a ly ized growth U.S. shortfall projections
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The virus shock is different from the normal business cycle
The unprecedented policy response has helped risk assets bounce firmly off their March lows. The
visibility of the shock - and the “known unknowns” ahead - has helped drive the rebound.

S&P 500 Index vs. U.S. Ijobless claims, 2020
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Tracking the virus’ progress remains a key market focus
Major economies have started reopening, as reflected in mobility data. The euro area’s quicker
lockdowns have checked the virus’ spread, paving the way for a swift rebound in activity.

Mobility metrics and trajectory of the virus spread, 2020
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Tracking mobility is key to assess the restart in ac
Mobility has a stronger impact on services and manufacturing than strictness of lockdown measures.
Services suffered a worse hit than manufacturing and are likely to restart slower than they collapsed.

Impact of mobility and lockdown severity on services and manufacturing sectors, June 2020
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Euro area poised to recover faster as lockdowns ease
The relatively more favorable virus dynamics in the euro area relative to the U.S. suggest the
recovery in GDP implied by changes in social distancing measures will likely be quicker.

Simulation of GDP impact of lockdowns in the U.S. and Euro area, 2020-2023
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Policy rates pushed near their lower bounds
Major central banks have pushed policy rates near zero or below — and current market pricing shows
they are expected to stay there for some time, helping keep long-term yields pinned lower.

Central bank policy rates and market expectations, 2018-2020
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The policy revolution has cushioned the coronavirus shock
The combined monetary-fiscal policy response is helping fill the activity shock. Policy fatigue is a risk
in the U.S. as policymakers face a series of “fiscal cliffs” and may cut fiscal relief prematurely.

Estimated virus hit to GDP vs. offsetting policy measures, 2020
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Fed has used its full range of tools - and created new ones
Central banks - especially the Fed - have deployed their full range of tools and invented new ones in a
far shorter timeframe than in 2008. The Fed’s actions will dwarf those taken during and after the GFC.
Contributors to Federal Reserve balance sheet changesin ns USD, 2008-2014 and 2020
Global financial crisis and aftermath Coronavirus
10,200
@ Fed Payroll
Protectionand Main
Streetfacilities
Money market,
commercial paper and
primary deale
4498 2242 facilities
1103 £ Senerincluding X
—
—
o [ T “ @ Securities holdings
14801
Sept10- 2009 2010 2011 2012 2013 2014 Mar-4- Dec-
2008 Total Ghange Total 2020 Change 2020
To 5 Total
. P July 2020 Notes: !
theendof 2
i « foris Pyl dpotentall
cipate, o By comparison, the F o
25523 lion s Estimal
of o

BlackRock

Funding the fiscal support

The sheer size of the fiscal support measures in the U.S. and Europe has major implications for debt
trajectories, interest rates and also excess global savings - especially if guaranteed loans sour.

of gross and off-balance sheet guarantees, June 2020
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Financial vulnerabilities should not create a crisis
We are watching to see if income disruptions could turn into systemic financial stress. We see only a
small chance of this happening - but some signs of consumer and corporate stress are emerging.

U.S. bankruptcy indicators, 2005-2020 Consumer stress web searches, 2019-2020
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Pandemic likely to heighten geopolitical fragmentation
The world looks increasingly fragmented, with the U.S. and China at opposite poles.
Investors should consider gaining exposure to both spheres, as global growth gravitates toward Asia.
Regional share of global GDP, 1990-2024
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Our CMAs reflect a very different future
Expected government bond returns are now negative across developed markets, keeping us
underweight on a strategic horizon. We see better opportunities in private markets and credit.

Asset return expectations and uncertainty in U.S. dollars on a five-year horizon
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Real resilience requires looking beyond past correlations
Non-traditional return streams have the potential to add value and diversification. Many institutional
investors remain underinvested in private markets as they overestimate liquidity risks, in our view.

Growth il

private market assets and share of public markets, 2000-2019
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Directional views
Major asset class views on strategic (long-term) and tactical (6-12 month) horizons, June 2020

Asset  Strategicview  Tact

We have turned neutral on equities on a strategic horizon given the challenging
backdrop for earnings and dividend payouts. We trim our modest overweight in EM
and maintain our DM exposure at neutral. Tactically, we are also neutral on
equities. We like the quality factor for its resilience and favor Europe among
Neutral Neutral cyclical exposures.

We have movedto a dit after being underweight for the
past a the risks of defaults and
Credit downgrades, in our view. On a tactical horizon, extraordinary measures by central
banks - including purchases of corporate debt - are supportive. Risks of
" temporary liquidity crunch remain, but coupon income is crucial in a world
starved for yield.

“The strategic case for holding nominal government bonds has materially
diminished with yields closer to perceived lower bounds. The “even-lower-for-
Govt even-longer" outlook for rates is compromising the asset class' ability to act as
bonds ballast against equity market selloffs in the long run. On a tactical basis, we keep
duration at neutral as unprecedented policy accommodation skews yields to the
downside.
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me cas! as a buffer again: supply

shocks that could drive stocks and bonds lower together.

1

Neutral

Private

add value and diversification. Many institutional investors remain
markets

underinvested in private markets as they overestimate liquidity risks, in our
Neutral view. Private assets reflect a diverse array of exposures-but valuations and
o of keep us neutral overall

I Non-traditional return streams, including private credit, have the potential to

aspeciic time and

Note: Views are from aUS. dollarperspectiveas o July 2020.Thi e forecast of future
future results. This nf or security

TRBUTIO!
IONAL

BlackRock

N
QUALIFI

The longer-term impact on earnings matters for equities
For long-term equity returns, what matters is the time taken for earnings and dividends to recover to
the level of expected before the shock and also the wider deterioration in corporate fundamentals.

Estimated path of U.S. earnings, 2019-2030 Breakdown of expected equity returns, 2020
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We upgrade credit as potential returns offset default risk
Our expected returns for credit have risen due to the sizeable widening in spreads. The spread
widening outweighs the anticipated increase in losses due to defaults and downgrades.
returns by sub-sector, Q1 2020 vs Q4 2019
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Future path of nominal yields key for strategic portfolios
Lower spot yields, presence of lower bounds and the resulting reduced ballast properties of nominal
bonds materially reduces their attractiveness. Yield curve control could limit downside for bonds.
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Risks of higher inflation in the long run are not priced in
We believe the inflation risk premium will not be as compressed going forward. Supply shocks, deficit
spending, deglobalization trends and greater central bank tolerance for inflation point to upside risks.

Estimated decomposition of the U.S. 10-year Treasury yield, 2003-2020
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Achieving resilience goes beyond financial resilience
Real resilience means relying less on past asset correlations. Geopolitical fragmentation and a
potential shift to a higher inflation regime are among the reasons for finding new ways to diversify.

Historical 20-year asset correlations with global equities, June 2020
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Tectonic shift to sustainable investing
We see funds flowing into sustainable assets for decades, rewarding sustainable investing strategies.
The Covid shock has supercharged the sustainability wave.
Assets under management at ESG-mandated funds, 2014-2020 YTD
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We prefer Europe over EM for cyclical exposure
Relative success in tamping the virus’ spread and a ramped up policy response boost the prospects
for euro area equities. Policy fatigue and election risks cloud the outlook for the U.S.
Equity risk premium ranges vs. current levels for major regions, June 2020
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EMs has suffered a generational shock due to the pandemic
Long-standing pillars of EM investing - strong growth, strong balance sheets and fiscal discipline are
under threat. The size of the shock — and the ability to withstand it - varies greatly across EM.

New Covid-19 cases in developed and emerging markets, 2020
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We add to our overweight on the quality factor
We still favor the quality factor for its resiliency against a range of economic outcomes. Stretched positioning
and dominance of richly valued tech and defensive stocks leave the momentum factor vulnerable to reversals.

Risk-adjusted returns for style factors, 2019-2020
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Still in search of income
We keep our preference for credit, based on renewed asset purchases by central banks, a stable
interest rate backdrop and relatively attractive yields in a world where income is hard to come by.

Fixed income yields for select sub-sectors, June 2020

12
Range since Jan 2019
® Current
10 -
s —

gs —] —] —
< .
K] hd
£ — e
2 |——]| Y
)
.
0
L]
2
Germany 10-  U.S. 10-year  Htaly 10-year us.16 Asian Fixed ~ Local EMdebt USD EM debt U.S. High yield
year Income.
et orf nve R
Iesmentnsiute, i ata fom Rfn.Ju 2020, Naes The . o January 2018 10year
Gernany,US.and tly, U, deindex, Boombery o0 5 NorgonGB Emergng bt

e EMBI-Global Diversifed index an Bloomberg Barclays US. High Yiel.

BlackRock

Tactical granular Chan

s sy 2020 n
nsset Underweight G
Jnson - normalizston. -
- fee e B S A DS el bt
= e ]
Errtmie- “ e S e e
e e fee e

ousr o US. dotar parspativeTis malerilrepresans an sassentofthe st i
ypartoutrfud satoyorso

cictmosand s s s nfom

BlackRock




Appendix

Indexes

Global government bands.

loomberg Barclays Global Treasury index
Japan government bonds = Bloomberg Barclays Glabal Treasury Japan Index
Euro area credit - ICE BofA MerrillLynch 10+ Year Euro Corporate Index

Global high yield = ICE BofA Merrill Lynch Giobal High Yield Index

- Bloomberg Barclays £
US. credit - Blaomberg Barclays S, Credit ndex

(Global G credit = Bloomberg Barclays Giobal Aggragate - Corporate

Infltion-linked bons = ICE BofA Merril Lynch Global Inlation-Linked Government Index

Euro area inflation-linked bond:

(CE Bof ML EMU Direct Government Inflaton Linked Index
US. TIPS - Bloomberg Barclays US Government Infation-Linked Bond Indiex

EM debt, ocal - JP Morgan GBI-EM Index

EM debt har

P Morgan EMBI Glabal Diversified Index
Japan equities = MSCI Japan index

European equities = MSCI Europe index

DM eauities = MSCI World index

EM equity - MSCI Emerging Markets Index

Onshore Chinese sauiies = MSCI China A Inclusion NET Index
Private equity - BlackRock proxy

US. Real estate = BlackRock proxy

We use BlackRock proxies for selected private markets because of lack of sufficient data. These proxies represent the mix of risk factor exposures that we
beliave represents the economic sensitivity of the given asset class.
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