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Why we like credit over equities

* We prefer investment grade credit over equities right now. Our reasoning:
valuations, strong balance sheets, low supply and moderate refinancing risks.

* U.S.data last week showed strong job creation butstill low labor participation.
Stocks lost steam and bond yields spiked as markets priced in more Fed hikes.

* We expect U.S. CPl and PPI data this week to show that high inflation is
persisting. China’s social financing and CPI inflation data are also in focus.

We prefer investment grade (IG) credit over equities on a tactical horizon as we see
a new market regime with higher volatility taking shape. First, yields on IG credit

have risen, making for improved valuations and a larger cushion against defaults.
Second, balance sheets are strong, we think. Third, supply is low, and we see only
moderate refinancing risks. Our conclusion: We believe IG credit can weather a
significant growth slowdown whereas equities don’t look priced for this risk.
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Yields look more attractive than at the start of the year, in our view. That’s because
of a surge in government bond yields (red area in chart) and a widening of
spreads (yellow area), the risk premium investors pay to hold IG bonds over
government peers. Since June, markets have been captivated by the prospect of
lower rates in the face of a growth slowdown. This has resulted in a drop in yields,
boosting IG performance and triggering a 10%-plus equities rally. We still like 1G
credit at these levels. Spreads have only marginally narrowed as investors lean
back into equities. Plus, we think higher coupon income provides a cushion
against another yield spike as markets price in the persistent inflation we expect.
Equity valuations, meanwhile, don’t reflect the chance of a significant slowdown
yet, so earnings estimates are still optimistic, in our view.
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IG companies are ingood shape, inour view. First, debt servicing remains low by historical standards and leverage has been
coming down. U.S. non-financial IG companies lowered leverage, as measured by debt-to-equity, for the seventh straight
quarter at the end of last year, according to ratings agency S&P Global. Second, the number of defaults in 2022 is the lowest
since 2014, S&P data show. Lastly, we think credit quality is still solid. S&P’s tally shows that rising stars in credit, or those
that gain into investment grade status from high yield, have outpaced those going the other way, so-called fallen angels. We
are neutral high yield as we prefer up-in-quality credit amid a worsening macro backdrop. We think parts of high yield offer
attractive income, but concern over widening spreads in any slowdown steers us toward IG.

Trends in the corporate bond market also support our overweight on credit, in our view. First, supply is relatively low.
Corporate bond issuance is down almost 20% this year versus 2021, according to S&P. Many issuers could be waiting to see
if financing conditions improve before issuing more debt. Second, refinancing needs don’t look pressing after a surge in
issuance last year. For example, typical U.S. IG bond issuance of around $1 trillion a year easily exceeds upcoming maturities
of less than $600 billion a year through 2029, S&P data show.

How do inflation and the Fed’s next moves play into our credit view? Markets currently appear to expect that a mild
contraction will result in falling rates and lower inflation. We don’tthink such a “soft landing” is likely in a volatile macro
regime shaped by production constraints. Central banks will have to plunge the economy into a deep recession if they really
want to squash today’s inflation — or live with more inflation. We think they’ll ultimately do the latter — but they are not ready
to pivot yet. As a result, we see lower growth and elevated inflation ahead. We see bond yields going up and equities at risk of
swooning again. |G credit, in our view, benefits from relatively high all-in yields that reflect moderate default probabilities.

What’s our bottom line? We overweight IG credit versus equities on a tactical horizon. This is a move up in quality in a whole
portfolio approach after we reduced risk throughout this year in response to higher macro volatility. IG valuations still look
attractive, balance sheets appear strong, refinancing risks seem moderate. As a result, we see IG credit weathering a
slowdown better than stocks. We see activity stalling, underpinning our underweight to most developed market equities.
Rising input costs also pose a risk to elevated corporate profit margins. When would we turn positive on equities again? Our
signpost is a dovish pivot by central banks when faced with a big growth slowdown, a definite sign they will live with inflation.

Market backdrop

The U.S. economy added some 528,000 new jobs in July, double the average of analyst expectations. The labor market has
not yet normalized, with labor force participation ticking down, while wages ticked up. This caused the rally in U.S. stocks to
lose steam and bond yields to spike as markets priced in higher odds of a 0.75%-hike by the Federal Reserve in September.
This aligns with our view that markets had prematurely priced in a dovish pivot by central banks amid signs of a slowdown.

Assetsinreview
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Macro take High cost of taming inflation

Inflation will only retreat to normal levels when demand and U.S. GDP and production capacity, 2017-2024

production capacity are in balance. In our latest Macro Take,
Alex Brazier and Nicholas Fawcett explain why production
capacity — dealt a heavy blow by the pandemic - is not likely
to fully recover any time soon.
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That puts central banks in a bind: They don’t have the tools
to increase production capacity. The only way they can get
inflation down quickly is by raising rates high enough to
force demand down towards what the economy can between demand
comfortably produce now. It takes time for rate hikes to take and supply by
effect. So ifthe Fed wanted to get U.S. inflation back to its GDP mid-2023
2% target within two years, that would require rate rises that @ Pre-Covid trend

cause GDP to fall by a little over 2% in total. See the chart. % Estimate of production capacity
That’s .}.5% on top c?f the estimated 0.6% fall already seen 2019 2020 2021 2022 2023

in the first half of this year. It could push the unemployment

rate past 5% - meaning up to three million more people out Sources: B\aclkRock Investment Institute and US. Bureau ofEcorlwomic Analysis, with data from
of work. Is there an alternative? Let demand stay above the Haver Analytics, August 2022. Notes: The chart shows demand inthe economy, measured by real

| lth fortabl it and li ith GDP (in orange), and our projection of pre-Covid trend growth (in pink). The green dotted line
eve € economy can comrortably support and five wi shows our estimate of current production capacity. We infer that from how far core PCE inflation

higher inflation. Read the full piece here. has exceeded the Federal Reserve's 2% inflation target.
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Investmentthemes
1 Bracing for volatility

* The Great Moderation, a long period of steady growth and low inflation, has ended in our view. We see macro and
market volatility reverberating through the new regime. What changed? Production constraints triggered by the
pandemic and the war in Ukraine are pressuring the economy and inflation. We see this persisting amid powerful
structural trends like global fragmentation and sectoral shakeouts tied to the net-zero transition.

* Unprecedented leverage gives policymakers less maneuvering room, in our view. And the politicization of everything
makes simple solutions elusive when they’re needed the most, we think. This leads to bad outcomes.

*  We expect higher risk premia for both equities and bonds - so investment decisions and horizons must adapt more
quickly. Traditional portfolios, hedges and risk models won’t work anymore, we think.

* Inthe U.S., we expectvolatile growth and persistent inflation. The upsiderisk is that production capacity normalizes
faster. The downside is that the Fed fails to change course nextyear and slams demand down to meet low capacity.

* In Europe, we seerecession as likely even absent big rate hikes as broad economic stress from an energy crisis bites.

* Investment implication: Be nimble. We’re tactically overweight investment grade credit on attractive valuations.

2 Living with inflation

*+ We are in a new world shaped by supply. Major spending shifts and production constraints are driving inflation.

* Constraints are rooted in the pandemic and have been exacerbated by the war in Ukraine and China’s lockdowns.

* The Fed increased rates by another 0.75% in July and reaffirmed projections of more rate rises with the aim to rein
in inflation. The Fed is still looking through the lens of a typical late-cycle overheating as opposed to a restart, in our
view. Reality will come knocking eventually, we think, and a stalled restart will prompt the Fed to change course.

* The Bank of England raised rates to 1.75% in August. It also acknowledged the growth-inflation trade-off — unlike
other major central banks. It now sees a protracted recession through 2023, partly due to the energy shock.

* The ECB surprised with a larger-than-expected 0.5% rate rise in July. It also announced a new bond-buying facility
to limit risks of higher rates causing the euro area to fragment. The ECB and markets underappreciate the risk of the
energy crunch causing a recession, we think. The ECB will eventually accept this and rethink its rate path.

* Investment implication: We are tactically underweight most DM equities after having further trimmed risk.

3 Positioning for net zero

+ Climate riskis 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.

* We see a global drive for more energy security accelerating the transition in the medium term, especially in Europe.

*+  We also don’tthink the markets have fully priced in the transition yet. Over time, markets are likely to value assets of
companies better prepared for the transition more highly relative to others, in our view.

* We think investors can get exposure to the transition by investing not only in “already green” companies but also in
carbon intensive companies with credible transition plans or that supply materials critical to the transition.

*  We like sectors with clear transition plans. Over a strategic horizon, we like sectors that stand to benefit more from
the transition, such as tech and healthcare, because of their relatively low carbon emissions.

* Investment implication: Time horizon is key. We see tactical opportunities in selected energy stocks.
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All eyes will be on this week’s U.S. CPl and PPI data to gauge whether high inflation is persisting. We see inflation staying
above the Fed’s 2% target through next year. We think the Fed will keep responding to calls to tame inflation until it
acknowledges how that would stall growth. We're also watching China’s social financing and CPI inflation data releases.

Directional views

Strategic (long-term) and tactical (6-12 month) views on broad assetclasses, August 2022

Underweight m Overweight @ Previous view

Asset Strategic view Tactical view
We are overweight equities in our strategic views of fiveyears or
longer. We expect central banks to ultimately live with some
. inflation and look through the near-term risks. Tactically, we
Equities

areunderweight DM equities as central banks appear set to
+2 -1 overtighten policy and we see activity stalling. Rising input
costs also pose a riskto elevated corporate profit margins.

We are underweight publicly traded credit on a strategic basis
and prefer to take risk in equities. Tactically, we are overweight
credit given the jump inyields and credit spreads — and our
view of contained default risk. We overweight local-currency

-1 +1 EM debt on attractive valuations and potential income. A large
risk premium compensates investors for inflation risk.

Credit

We arestrategically underweight nominal government bonds,
with a preference for short-dated maturities. We stay firmly
underweight long-dated bonds as we see investors demanding
Govt higher compensation amid rising inflation and debt levels. We
bonds prefer inflation-linked bonds instead. Tactically, we are also

-1 1 underweight as we see long-termyields going higher —even as
yields have surged in 2022. We prefer inflation-linked bonds as
portfolio diversifiers amid higher inflation.

We believe non-traditional return streams have the potential to
add value and diversification. Our neutral view is based ona
starting allocation that is much larger than what most qualified
Private — investors hold. We underweight private equity, favoring income
markets assets such as private credit instead. Many institutional

Neutral investors are underinvested in private markets as they
overestimate liquidity risks, in our view. Private markets are a
complex asset class and not suitable for all investors.

Note: Views are from a U.S. dollar perspective. This material represents an assessment of the market environment at a specific time and is not intended to be a forecast
of future events or a guarantee of future results. This information should not be relied upon by the reader as research or investment advice regarding any particular
funds, strategy or security.
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Granularviews

Six-to 12-month tactical views on selected assets vs. broad global asset classes by level of conviction, August 2022

Underweight m Overweight = @ Previous view

Asset View Commentary
We are underweight DM stocks on a worsening macro pictureand risks to
corporate profit margins from higher costs. Central banks appear set on reining
Developed markets ininflation by crushing growth - increasing the risk of the post-Covid restart
-1 being derailed.
United States We areunderweight U.S. equities. The Fed intends to raiserates into restrictive
territory. Theyear-to-date selloff partly reflects this. Yet valuations have not
1 come down enough to reflect weaker earnings.
Europe We are underweight European equities as the fresh energy price shock in the
P aftermath of thetragicwar in Ukraine puts the region at risk of stagflation.
-1
UK We are underweight UK equities following their strong performance versus
1 other DM markets thanks to energy sector exposure.
Japan We are neutral Japan stocks. We like stilleasy monetary policy and increasing
P Neutral dividend payouts. Slowing global growthis a risk.
We are neutral Chinese equities. Activity is restarting, but we see 2022 growth
China below official targets. Geopolitical concerns around China’s ties to Russia
Neutral warrant higher risk premia, we think.
Emerdging markets We are neutral EM equities on the back of slowing global growth. Within the
ging Neutral asset classes, we lean toward commodity exporters over importers.
Asia ex-Japan We are neutral Asia ex-Japan equities. China’s near-term cyclical rebound is a
P positive yet we don’t see valuations compelling enough to turn overweight.
Neutral
We are underweight U.S. Treasuries even with the yield surge. We see long-term
U.S. Treasuries yields moving up further as investors demand a greater term premium. We prefer
l short-maturity bonds instead and expect a steepening of theyield curve.
Global inflation- We are overweight global inflation-linked bonds and prefer Europe. Markets are
linked bonds + underappreciating the inflationary pressures from the energy shock, we think.
European We are neutral European government bonds. We think market pricing of euro
government bonds Neutral area rate hikes is too hawkish.
We are overweight UK gilts. Gilts are our preferred nominal government bonds.
UK gilts We believe market pricing of the Bank of England’s rate hikes is unrealistically
+ hawkish in light of deteriorating growth.
China government We are neutral Chinese government bonds as policymakers have been slow to
bonds Neutral loosen policy to offset the slowdown, and they areless attractive than DM bonds.
Global investment We are overweight investment grade credit. High quality corporates’ strong
grade +1 balance sheets imply |G credit could weather weaker growth better than stocks.
Global high vield We are neutral high yield. We prefer up-in-quality credit exposures amid a
gny Neutral worsening macro backdrop. We think parts of high yield offer attractiveincome.
Emerging market — We are neutral hard-currency EM debt. We expect it to gain support from higher
hard currency Neutral commodities prices but remain vulnerable to rising U.S. yields.
Emerging market — We are modestly overweight local-currency EM debt on attractive valuations and
local ?:ur?enc potential income. Higher yields already reflect EM monetary policy tightening, in
y +1 our view, and offer compensation for inflation risk.
Asia fixed income We are neutral Asia fixed income amid a worsening macro outlook. We don’t find
Neutral valuations compelling enough yet to turn more positiveon the asset class.

Past performance is not a reliable indicator of current or future results. It is not possible to invest directly in an index. Note: views are froma U.S. dollar perspective. This
material represents an assessment of the market environment at a specific time and is not intended to be a forecast or guarantee of future results. This information should
not be relied upon as investment advice regarding any particular fund, strategy or security.
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BlackRock Investment Institute

The BlackRock Investment Institute (Bll) leverages the firm’s expertise and generates proprietary research to provide
insights on the global economy, markets, geopolitics and long-term asset allocation — all to help our clients and portfolio
managers navigate financial markets. Bll offers strategic and tactical market views, publications and digital tools that are
underpinned by proprietary research.

General disclosure: This material isintended for information purposes only,and does not constitute investmentadvice, a recommendation or an offer or solicitation to purchaseor sell any
securities toany person in anyjurisdiction in whichan offer, solicitation, purchase or sale would be unlawfulunder the securities laws of such jurisdiction. This material may contain
estimates and forward-looking statements, which may include forecasts and do not represent a guarantee of futureperformance. Thisinformation is notintended to be complete or
exhaustive and no representations or warranties, either express or implied, are maderegarding theaccuracy or completeness of the information contained herein. The opinions expressed
are as of August 8,2022 and are subject to changewithout notice. Reliance upon information in this material is at the sole discretion of the reader. Investing involves risks.

In the U.S.and Canada, this material isintended for public distribution. Inthe European Economic Area (EEA): thisis Issued by BlackRock (Netherlands) B.V. is authorised and regulated by
the Netherlands Authority for the Financial Markets. Registered office Amstelplein 1, 1096 HA, Amsterdam, Tel: 020 - 549 5200, Tel: 31-20-549-5200. Trade Register No. 17068311
For your protection telephone calls are usually recorded.Inthe UK and Non-European Economic Area (EEA) countries: thisis Issued by BlackRock Advisors (UK) Limited, which is
authorised and regulated by the Financial Conduct Authority. Registered office: 12 Throgmorton Avenue, London, EC2N 2DL, Tel: +44 (0)20 7743 3000. Registered in England and
Wales No. 00796793. For your protection, calls are usually recorded. Please referto the Financial Conduct Authority websitefor a list of authorised activities conducted by BlackRock. In
Italy, For information on investor rights and how to raise complaints please go to httpsv//www.blackrock.com/corporate/compliance/investor-right availablein ltalian. In Switzedand, This
document is marketing material. Until 31 December 2021, this documentshall be exclusively made available to, and directed a, qualified investors as defined in the Swiss Collective
Investment Schemes Act of 23 June 2006 (“CISA”), asamended. From 1 January 2022, this documentshall beexclusively madeavailable to, and directed at, qualified investors as
defined in Article 10 (3) of the CISA of 23 June 2006, as amended, at the exclusion of qualified investors with an opting-out pursuantto Art. 5 (1) of the Swiss Federal Act on Financial
Services ("FinSA"). For information on art 8 /9 Financial Services Act (FinSA) and on your clientsegmentation under art. 4 FinSA, please see the following website:
www.blackrock.com/finsa F or investors inlsrael: BlackRock Investment Management (UK) Limited is not licensed under Israel’s Regulation of Investment Advice, Investment Marke ting and
Portfolio Management Law, 5755-1995 (the “Advice Law’), nor does it carryinsurance thereunder.In South Africa, please beadvised that BlackRock Investment Management (UK)
Limited is an authorized financial services provider with the South African Financial Services Board, FSP No. 43288.Inthe DIFC this material can be distributed in and from the Dubai
International Financial Centre (DIFC) by BlackRock Advisors (UK) Limited — Dubai Branch which is regulated by the Dubai Financid Services Authority (DFSA). This material is only
directed at Professional Clients’and no other personshould rely upon the information contained within it. Blackrock Advisors (UK) Limited - Dubai Branch isa DIFC Foreign Recognised
Company registered with the DIFC Registrar of Companies (DIFC Registered Number 546), with its office at Unit 06/07, Level 1, Al Fattan Currency House, DIFC, PO Box 506661, Dubai,
UAE, and is regulated by the DFSA to engagein the regulated activities of ‘Advising on Financial Products’and ‘Arranging Deals in Investments' in or from the DIFC, both of which are
limited to units ina collective investment fund (DFSA Reference Number FO00738) In the Kingdom of Saudi Arabia, issued in the Kingdom of SaudiArabia(KSA) by BlackRock Saudi
Arabia (BSA), authorised and regulated by the Capital Market Authority (CMA), License No. 18-192-30. Registered underthelaws of KSA. Registered office: 29th floor, Olaya Towers -
Tower B, 3074 Prince Mohammed bin Abdulaziz St., Olaya District, Riyadh 12213 - 8022, KSA, Tel: +966 11 838 3600. The information contained withinis intended strictly for
Sophisticated Investors as defined in the CMA Implementing Regulations. Neitherthe CMA or any other authority or regulator located in KSA has approved thisinformation. The
information contained within, does not constitute and should notbe construed as an offer of, invitation or proposal to makean offer for,recommendation to apply foror an opinion or
guidance on a financial product, service and/or strategy. Any distribution, by whatever means, of the information within andrelated material to persons otherthan thosereferred to above is
strictly prohibited. In the United Arab Emirates is only intended for -natural Qualified Investor as defined by the Securities and Commodities Authority (SCA) Chairman Decision No. 3/RM.
of 2017 concerning Promoting and Introducing Regulations. Neither the DFSA or any other authority or regulator located inthe GCC or MENA region has approved this information. Inthe
State of Kuwait, thosewho meet the description of a Professional Client as defined under the Kuwait Capital Markets Law and its Executive Bylaws. In the Sultanate of Oman, to
sophisticated institutions who have experience ininvesting inlocal and international securities, are financially solvent and have knowledge of therisks associated with investing in
securities. In Qatar, for distribution with pre-selected institutional investors or high networth investors. In the Kingdom of Bahrain, to Central Bank of Bahrain (CBB) Category 1 or
Category 2 licensed investment firms, CBB licensed banks or those who would meet the description of an Expert Investor or Accredited Investors as defined in the CBB Rulebook. The
information contained in this document, does not constitute and should not be construed as an offer of, invitation, inducemert or proposal to makean offer for, recommendation to apply
for or an opinion or guidance on a financial product, service and/or strategy. InSingapore, this isissued by BlackRock (Singapore) Limited (Co. registration no.200010143N). This
advertisement or publication has not been reviewed by the Monetary Authority of Singapore. InHong Kong, this material is issued by BlackRock Asset Management North Asia Limited and
has not been reviewed bytheSecurities and Futures Commission of Hong Kong. In South Korea, this material is for distribution to the Qualified Professional Investors (as defined in the
Financial Investment Services and Capital Market Actand its sub-regulations). In Taiwan, independently operated by BlackRock Investment Management (Taiwan) Limited. Address: 28F.,
No. 100, Songren Rd., Xinyi Dist., Taipei City 110, Taiwan. Tel: (02)23261600. In Japan, this isissued by BlackRock Japan. Co., Ltd.(Financial Instruments Business Operator: The Kanto
Regional Financial Bureau. License No375, Association Memberships: Japan Investment Advisers Association, the Investment Trusts Association, Japan, Japan Securities Dealers
Association, Type Il Financial Instruments Firms Association.) For Professional Investors only (Professional Investor is defined in Financial Instruments and ExchangeAct). In Australia,
issued by BlackRock Investment Management (Australia) Limited ABN 13 006 165 975 AFSL 230 523 (BIMAL). The material providesgeneral information onlyand does not take into
account your individual objectives, financial situation, needs or circumstances. In China, this material may not be distributed to individuals residentin the People’s Republicof China
(“PRC", for such purposes, excluding Hong Kong, Macau and Taiwan) or entities registered inthe PRC unless such parties havereceived all the required PRC governmentapprovals to
participate in any investmentor receive any investment advisory orinvestment management services. For Other APAC Courtries, this material is issued for Institutional Investors only (or
professional/sophisticated /qualified investors, assuchtermmay applyin local jurisdictions). In Latin America, no securities regulator within Latin America has confirmed the accuracy of
any information contained herein. The provision of investment managementand investmentadvisory services is a regulated activity in Mexico thusis subject to strict rules. For more
information on the InvestmentAdvisory Services offered by BlackRock Mexico pleaserefer to the Investment Services Guideavailable at www.blackrock.com/mx

©2022 BlackRock, Inc. All Rights Reserved. BLACKROCK is a trademark of BlackRock, Inc., or its subsidiaries in the United States and elsewhere. All other trademarks are those of their
respective owners.

BIaCKROCKP Not FDIC Insured » May Lose Value * No Bank Guarantee

BIIM0822U/M-2341609-6/6


https://www.blackrock.com/corporate/compliance/investor-right
http://www.blackrock.com/finsa
https://www.blackrock.com/corporate/insights/blackrock-investment-institute

