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We have argued for some time that economies are undergoing secular
transformations driven by mega forces like artificial intelligence (Al),
geopolitical fragmentation and demographics. Canada must navigate
both challenges and opportunities created by these transformations as it
emerges from a soft economic backdrop. We stay pro-risk and see
Canadian stocks as well-positioned for 2025, but still prefer U.S. stocks
over those in Canada and other regions. Conversely, we see a more
favorable outlook for Canadian versus U.S. government bonds.

Canadian growth continues to lag the U.S.
After stagnating in late 2023, headline GDP
growth has recovered in 2024 but should
stay muted over the next year as growth in
the working-age population slows, we think.
The unemployment rate sits at 6.5%, more
than 1.5 percentage points above the lows of
2022. The rise in the unemployment rate is
partly due to elevated immigration, which
has boosted the supply of workers — but a
hiring slowdown has also contributed.

Against this soft economic backdrop,
inflation has kept easing, falling back into
the Bank of Canada’s (BOC’s) target range of
1-3%. These developments have allowed the
BOC to cut policy rates by 125 basis points
since June, among the fastest pace across

major developed market economies this year.

Yet the BOC will ultimately not be able to cut
policy rates back down to the ~2% level seen
just before the pandemic, in our view. We see
the interplay of different mega forces - big,
structural shifts that we see reshaping
economies and markets — driving production
constraints that look to keep inflation
structurally higher in this new environment.

Demographic change — one such mega force
we track — will keep playing a major role in
Canada’s economic trajectory, we think.
Against the backdrop of an aging population
and post-pandemic labor shortages, Canada
has experienced one of the highest per-
capita immigration rates in the OECD in
recent years.

The resulting pressure on housing and
public services from higher immigration has
led the federal government to announce
changes to its immigration plan — including
reducing the number of new permanent
residents over the next three years. Lower
immigration targets are a key reason why
Canada’s population growth is expected to
flatten out in the coming years, versus
growth of around 3% annually in 2023 and
2024.

While the government’s plan is designed in
part to address concerns around housing
affordability, it also reinforces our view that
demographics will constrain labor supply
over the medium term, putting upward
pressure on wage growth and overall
inflation.
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Geopolitical fragmentation,
another mega force, is also in focus
as elevated global tensions
accelerate the rewiring of supply
chains and the formation of
competing regional blocs. More
protectionist U.S. policy under a
second Donald Trump
administration is likely to reinforce
these trends, in our view. This
would have ramifications for
Canada, where exports to the U.S. —
its largest trading partner —
account for about 20% of GDP,
Statistics Canada data shows.

The threat of new tariffs on U.S.
imports from Canada (and possible
retaliation) can weigh on corporate
sentiment, even given uncertainty
surrounding their implementation.
Itis also likely to lead markets to
keep demanding a risk premium for
holding the Canadian dollar,
especially ahead of the July 2026
deadline for reviewing the USMCA.

Investment implications:

We remain risk-on in our global
positioning. Our pro-risk stance is
concentrated in the U.S., where
resilient growth, a broadening Al
theme and potential tax cuts and
regulatory easing keep us positive.
We keep our U.S. equity overweight,
maintaining our relative preference
for U.S. over European stocks. Yet
we stay nimble as we eye potential
risks ahead, such as surging bond
yields or escalating trade tensions.

Despite Canada’s soft economic
backdrop, we think Canadian stocks
are well positioned for 2025 as
growth continues to recover and
monetary policy becomes less
restrictive. We see the industrials
and energy sectors — both
overrepresented in the Canadian
market — as potential beneficiaries of
the global Al buildout and reshoring
efforts in many developed market
countries. Yet we favor U.S. over
Canadian stocks due to Canada’s
lower exposure to the Al theme and
the risk of rising trade tensions
causing sentiment to worsen.

We are less positive on fixed income
globally — particularly government
bonds in the U.S., where we see
persistent upward pressure on
inflation from structural forces
preventing the Federal Reserve from
cutting rates much past 4%.
Combined with persistent budget
deficits and greater bond market
volatility, we also see investors
demanding more compensation for
the risk of holding long-term
government bonds — a factor behind
our underweight to long-dated U.S.
Treasuries.

While we expect many of the same
structural forces to exert upward
pressure on inflation in Canada, a
softer growth outlook and a stable
fiscal trajectory lead us to prefer
Canadian government bonds over
U.S. Treasuries.




2025 Global Outlook

Introduction

Twice a year, BlackRock’s senior portfolio managers and investment executives gather for two days to debate the outlook for economies
and markets — and its implications for portfolios. The Global Outlook is the culmination of that debate and discussion.

That debate informs our macro framing: we have more conviction we are in a very unusual environment. This is not a typical business

cycle — the world is undergoing an economic transformation driven by mega forces. Through this lens, we assess the investment
opportunities and risks unfolding today — and craft the themes of this outlook.

Our three themes are centered on three interconnecting ideas. First, that capital markets, including private markets, are pivotal in
building the transformation we see ahead. Second, that investing itself needs a rethink in this unusual environment of transformation.

And as the Al theme broadens out and supports U.S. corporate strength, we keep a pro-risk stance.
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We have argued since 2020 that we are not in a business cycle. Historical trends
are being permanently broken in real time as mega forces, like the rise of
artificial intelligence (Al), transform economies. The ongoing outsized response
of long-term assets to short-term news shows how unusual this environment is.
We stay risk-on as we look for transformation beneficiaries — and go further
overweight U.S. stocks as the Al theme broadens out. We have more conviction
inflation and interest rates will stay above pre-pandemic levels.

Mega forces are reshaping economies and their
long-term trajectories — it’s no longer about
short-term fluctuations in activity leading to
expansion or recession. 2024 has reinforced our
view that we are not in a business cycle: Al has
been a major market driver, inflation fell without a
growth slowdown and typical recession signals
failed. Volatility surged and narratives flipflopped
as markets kept viewing new data through a
business cycle lens, not one of transformation.

As we head into 2025, some countries have new
leaders with a mandate for political and economic
change. That could see policymakers pursuing
measures that add to volatility rather than
stability. Financial markets may work to rein in
any policy extremes, such as with fiscal policy. Yet
we think there will be fewer checks when stocks
are running up, creating the potential for risk
appetite to turn frothy.

This fundamentally different landscape upends
the nature of investing, in our view. We think
investors can find opportunities by tapping into
the waves of transformation we see ahead in the
real economy, with Al and the low-carbon
transition requiring investment potentially on par
with the Industrial Revolution. That’s why our first
theme is financing the future. We see capital
markets playing a vital role as these mega forces
drive a broad infrastructure buildout.

We think investors should focus more on themes
and less on broad asset classes as mega forces
reshape whole economies. In other words, the unit
of analysis for thinking about returns is changing
— and that calls for rethinking investing, our
second theme. One key conclusion: with no stable
long-term trend and an ever-evolving outlook,
investors may want to reconsider what a neutral
asset allocation is and put more weight on
tactical views since investors cannot rely on
eventual convergence back to historical trends.
Being more dynamic with portfolios and getting
granular with views are both essential, in our view.

Where does that leave us? We are staying pro-risk,
our third theme. We see the U.S. still standing out
versus other developed markets thanks to
stronger growth and its ability to better capitalize
on mega forces. We up our overweight to U.S.
equities and see the Al theme broadening out. We
don’t think pricey U.S. equity valuations alone will
trigger a near-term reassessment. But we are
ready to adjust if markets become overexuberant.
We are underweight long-term U.S. Treasuries on
both a tactical and strategic horizon — and we see
risks to our upbeat view from any spike in long-
term bond yields. We see private markets as an
important way to allocate to mega forces and
have turned more positive on infrastructure
equity on a strategic horizon.
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Investment environment

Learning about
the trend

For decades, economies followed
stable, long-term trends. Investors
could focus almost entirely on
navigating any temporary
deviations around those trends.
Growth would eventually converge
back toward its trend. That has
been a foundational tenet of
portfolio construction.

We think the environment is very
different now. Economies are
undergoing a transformation that
could keep shifting the long-term
trend, making a wide range of very
different outcomes possible. See
the chart. What’s driving economic
growth may look very different.

Why? Mega forces could
fundamentally reshape economies.
Take Al: it may do more than
improve efficiency in specific tasks
and could eventually accelerate the
process of generating new ideas
and discoveries — with far-reaching
implications for growth and the
composition of the economy. Such
a transformation could surpass the
Industrial Revolution in its breadth
and impact.

Similarly, deepening geopolitical
fragmentation is upending
established trade flows and supply
chains. New trading blocs and
protectionist policies could
reconfigure how economies operate,
potentially reducing trade efficiency.

The energy transition — intertwined
with mega forces like Al and
geopolitical fragmentation - is also
spurring major innovation and
investment. And the digitization of
finance is transforming how
households and businesses manage
cash, borrow, transact and invest.

Aging populations constrain labor
supply. Barring any Al-driven
productivity gains, that could limit
how much economies can produce
and grow. A rise in immigration has
blunted this impactin some
countries, but likely only temporarily
— notably in the U.S.

All this is why we think incoming
data aren’t about a business cycle
but show how the trend is changing.
Surprises can show permanent trend
changes — and entirely new

economic trajectories. See the chart.

An ever-changing trend
Hypothetical evolution of U.S. GDP

With a baseline

Activity

Without a baseline

Chart takeaway: Mega forces are reshaping the global economy
— and leading to a wide array of potential outcomes. This is a break
from the pre-pandemic era when we saw only small deviations
around a steady central trend.

Forillustrative purposes only. Source: BlackRock Investment Institute, December 2024. Note: The charts show
an illustration of how economic output could evolve - the chart on the left and top right assume there is one
single central trend for growth and the chart onthe bottom right assumes that there is not one single central
trend for growth, but many different trends possible.

Economies are being transformed by
mega forces such as therise of Al,
geopolitical fragmentation and aging
societies. We see long-term economic
trends being reshaped by them now.

6
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Investment environment

Checks and
(im)balances

2024 was a major election year and
a punishing one for incumbents.
Voters expressed frustration, most
notably about the higher cost of
living after the pandemic but also
issues like immigration and border
security. Several countries have
now seen either a changein
government or the erosion of ruling
party support. The desire for
political and economic change
could remain a driving force in
2025.

Many leaders across developed
economies are constrained — by
inflation, low political support and,
outside the U.S,, lack of growth. We
expect a sharp focus on national
economic and security priorities,
potentially at the expense of others.
We could also see greater short-
termism as more frequent transfers
of power compel governments to
move quickly to implement
agendas. In other words,
policymaking could itself become a
source of disruption — in an already
more fragile world and amid
heightened strategic competition
between the U.S. and China.

The U.S. is a case in point. President-
elect Donald Trump promised voters
big policy change. Republican
control of both Congress and the
presidency means he has greater
ability to implement much of his
agenda. Markets view some of his
proposed policy as a positive near
term - like tax cuts, deregulation
and support for traditional energy.
Others less so, including curbs in
immigration and a wide range of
tariffs that — if implemented - could
reinforce geopolitical fragmentation
and add to inflation. See the chart.

Less government emphasis on
macro stabilizing policies - like
fiscal frameworks and inflation
targets — would lead to more
instances of financial markets to
enforcing discipline. For example,
rising bond yields could temper
loose fiscal policy. And risk asset
selloffs could force about-turns on
policies seen as damaging growth.
Yet we think this could tip risk assets
toward run-ups. For example, hopes
of financial deregulation are stirring
animal spirits. This is good news for
now — but risks market froth later.

Broadening protectionism
Trade restrictions, 2014-2023
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Chart takeaway: Trade restrictions around the globe have shot
up in recent years as post-World War Two globalization gives way
to rising protectionism.

Source: BlackRock Investment Institute, IMF, globaltradealert.org (or with the data from globaltradealert.org),
December 2024. Notes: The chart shows the number of unilateral non-liberalizing trade interventions (as
classified by globaltradealert.org) taken by countries around the world.

We see macro policy becoming a
potential source of disruption. That
could lead to more instance of
markets enforcing discipline.

7
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Investment environment

What 2024 says
about 2025

It only takes a lookback at 2024 to
see why trying to overlay a typical
business cycle on incoming U.S.
data can be misleading when
structural forces are at play.

If this were a typical cycle, U.S.
growth should have slowed as
tighter financial conditions
brought down inflation. We haven’t
seen that. Inflation has eased, but
growth has not. In fact, financial
conditions have loosened since
late 2022 - well before the Fed
started cutting policy rates — as
U.S. equities surged.

So why did inflation cool? In our
view, other bigger forces did the
work: the post-pandemic
normalization of the goods and
labor markets, and an unexpected
rise in immigration. The
immigration boost to the labor
force also explained the briefrise in
the U.S. unemployment rate. It was
not the typical indicator of faltering
growth as markets originally
interpreted it.

We think this is a helpful lesson to
take into 2025 as markets remain
prone to making the same mistake.

Markets have also been more
sensitive to data surprises than in
the past, with even long-term assets
having outsized reactions. See the
chart. That reinforces volatility.

So, what does this imply for 2025?
We see persistent U.S. inflation
pressures, from rising geopolitical
fragmentation plus big spending on
the Al buildout and the low-carbon
transition. We also think an aging
workforce could start to bite as
immigration slows, likely keeping
wage growth too high for inflation to
fall back to the Fed’s 2% target.

We don’t think the Fed is embarking
on a typical cutting cycle. We think it
will cut further in 2025, and growth
will cool a little, but with inflation
still above target the Fed won’t have
room to cut much past 4%, leaving
rates well above pre-pandemic
levels. Even with persistent budget
deficits, sticky inflation and greater
bond market volatility, investors are
not demanding much compensation
yet for the risk of holding long-term
government bonds. We think that
will change and see long-term U.S.
Treasury yields rising.

Sensitive to surprises
Sensitivity of U.S. 10-year yield to economic surprises, 2003-2024
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Chart takeaway: We have seen heightened market sensitivity to
economic data surprises. We think this reflects investors viewing
new information through a typical business cycle lens, rather than
in the context of a transformation reshaping the economy.

Past performanceis no guarantee of future results. Source: BlackRock Investment Institute, with data from
LSEG Datastream, December 2024. Notes: The line shows how sensitive the U.S. 10-year Treasury yield is to
economic surprises, using regression analysis to estimate the relationship between U.S. 10-year Treasury
yields and the Citi Economics Surprise Index over a rolling six-month window. This is only an estimate of the
relationship between the 10-year Treasury yield and economic surprises.

This is not a business cycle, but a series
of structural shifts, in our view.
Interpreting incoming data in this light
will again be key in 2025.
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Evolving our near-term scenarios

In the second half of 2024, we have seen
sharp volatility as markets shifted quickly to
price in different scenarios. Stocks hit all-
time highs led by mega cap tech as
investors embraced a view similar to our
concentrated Al scenario laid out in our
Midyear Outlook. That then gave way to a
rescued hard landing scenario where deep
Fed rate cuts were priced in. This confirmed
that a typical business cycle lens is not the
way to view incoming information. We
leaned against the pricing of sharp Fed rate
cuts as if it were responding to downturns
as in the past, and the market now sees
policy rates staying higher for longer in this
environment. We think this reflects how
investors are grappling with learning about
the trend.

We worked with portfolio managers across
BlackRock to evolve our scenarios for 2025
given what we have learned. The new
scenarios are U.S. corporate strength and
easing supply constraints. See our scenario
map. This recognizes that U.S. corporate
strength goes beyond the Al theme.

We think that U.S. corporate strength is the
most likely scenario to play out over the next
six-to-12 months as earnings growth
broadens, even if the economy slows
slightly. This highlights the resilience of
corporate earnings even if interest rates
stay higher.

Are Al valuations
ahead of
fundamentals?

Will overall yields be  ygg
higher than current
market pricing?

Will growth
be
structurally
weaker than
before the
pandemic?

Will there be a
recession in the next
12 months?

Yes

Yes

High rates, hard landing

Sticky inflation rules out rate cuts, and strong

demand could trigger further hikes. Growth
slows sharply. Al valuations hit hard.

U.S. corporate strength
U.S. growth moderates, but corporate profits
remain strong. The Al-led rally broadens out
and U.S. stocks outperform

Subdued growth, stubborn inflation
Growth slows to a lower trend pace, inflation
is sticky above target and policy rates stay
higher.

Easing supply constraints boost growth

Upside growth surprise from labor and/or
productivity gains from Al adoption. Inflation
eases, policy rates are cut sharply.

Rescued hard landing

Rate hikes overwhelm a broad-based Al-
driven growth boost. Inflation falls below
target. Central banks deliver deep rate cuts.

| US.returns |
| Stocks_| Bonds_|

4 33

trTt 3

LN}

e

3 1t

The opinions expressed are subject to change at any time due to changesin market or economic conditions. This material represents an assessment of the market environment
ata specifictime and is notintended to be a forecast of future events or a guarantee of future results. Sources: BlackRock Investment Institute, December 2024. Notes: Our
five scenarios here can be represented as nodes on different pathways. The arrows indicate our expectation for U.S. equity and Treasury returns in each scenario, as two
examples. Two arrows represents that a larger relative move is expected in this scenario than a single arrow. We only show U.S. equities and Treasuries but have run this

analysis across several asset classes. For illustrative purposes only.
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Financing the

future

We’ve laid out how today’s
investment environment is one of
major transformation — and one that
puts greater onus on markets to
enforce discipline. This makes
capital markets core to the building
of this transformation.

Sizable capital will be needed as the
transformation unfolds, and that
investment is happening now. Major
tech companies are starting to rival
the U.S. government on research
and development spending. But it’s
not just about the rise of Al and its
buildout via data centers. Meeting
growing energy demand (think solar
farms, power grids, oil and gas) will
generate investment of US$3.5
trillion per year this decade,
according to the BlackRock
Investment Institute Transition
Scenario. And governments are
limited in how much they can
support such investment and
infrastructure upgrades.

We see capital markets deepening -
including in emerging markets - to
help channel money seeking new
opportunities and sources of return.

Public markets have benefitted so
far, hosting companies that have
already benefitted from the
transformation by capturing new
revenue pools, notably in Al.

We also see private markets playing
a pivotal role, allowing portfolios to
gain unique exposure to the
transformation as public markets
can only fund some of it. For
example, private markets can offer
exposure to early-stage growth
companies driving Al adoption and
to vital infrastructure projects. We
think the future of finance — a mega
force on its own — will be shaped by
non-bank lenders increasingly
funding such large-scale projects.
This highlights why private market
assets under management are
expected to roughly double by 2029
from 2023 levels, Preqin data show.
See the chart.

We think this shows how finance
itself is changing and innovating
rapidly as activities that were
previously bundled togetherin
single institutions, like banks, are
unbundled.

On therise
Private market assets under management, 2015-2029

$25

Preqin forecast

$20

$15

$10

Trillion (USD)

$5

$0
2015 2017 2019 2021 2023 2025 2027 2029

B Private equity H Private debt

Real estate

Venture capital
u Infrastructure

Chart takeaway: Private assets have become a growing share of
financial markets. We see private markets playing a critical role in
the transformation ahead - sticking to public markets doesn’t
fully capture this broadening opportunity set, in our view.

Forward looking estimates may not cometo pass. Source: BlackRock Investment Institute, Preqin, December
2024. Notes: The chart shows the total assets under management in private market funds with forecasts
from 2024 onwards in Preqin’s “Future of Alternatives 2029” report.

Investment implications

» Sizable capital will be needed as the
transformation unfolds, and that investment is
happening now.

* We think private markets will play a vital role in
financing the waves of transformation.
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Rethinking
investing

Transformation raises questions Financial markets themselves are
about how to build portfolios. An also being reshaped as some sectors
ever-changing outlook calls foran  grow rapidly and others fade,
ever-evolving portfolio. It callsinto  changing the composition of
question many long-held investing benchmark indexes. The S&P 500
principles, including the idea of a looks very different from just five
neutral “benchmark” portfolio like  years ago, with far more

the traditional 60/40 portfolio mix  concentration. See the chart.

of stocks and bonds. Another change to traditional

We think investors should broaden  portfolio construction? We think

out where they invest. That may more weight should be put on
include private markets, notably tactical views now. In the past, when
private credit and infrastructure,as returns fluctuated around a stable
outlined on the previous page. And  long-term trend, it made sense to put
we think investors should rely less  a high share of a portfolio’s risk

on broad asset classes and seek budget into long-term allocations to
out thematic opportunities shaped smooth out those fluctuations. Now,
by the structural shifts no single portfolio will likely work

transforming economies and across all scenarios over time. The
sectors, like the rise of Al. See page  upshot: Investors will need to take a
13. dynamic approach. We think active

strategies and investment expertise
can provide an advantage in this
environment.

This makes getting granular with
views key, such as investing at
company rather than regional level
in places like Europe. That’s
especially true as the

More broadly, today’s financial
plumbing may need a redesign to

transformation could change the enable all this. Some is already
economy’s makeup, reconfiguring  happening, with new innovative tools
entire industries. becoming more widely available.

Ever-bigger share
“Magnificent 7” market cap as a share of the S&P 500, 1995-2024
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Chart takeaway: The “magnificent 7” of mostly mega cap tech
shares now dominate the S&P 500, making up almost a third of the
index’s market capitalization. This shows how quickly economies
and markets can be transformed in this environment.

Past performanceis nota reliable indicator of future results. It is not possible to investinanindex. Indexes are
unmanaged and performance does not account for fees. Source: BlackRock Investment Institute, with data from
LSEG Datastream, December 2024. Notes: The chart shows the combined market capitalization (cap) of the
‘magnificent 7" stocks (Amazon, Apple, Google, Meta, Microsoft, Nvidia and Tesla) as a share of the S&P 500's
total market cap. The chart sums up the market cap of each stock as they went public, capturing Amazon from
1997 onwards, Nvidia from 1999, Google from 2004, Tesla from 2010 and Meta from 2012.

Investment implications
* We think investors should focus more on
themes and less on broad asset classes.

« Greater volatility points to a need to be more
dynamic with portfolio allocations.
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Staying pro-risk

Where does all this leave us? We stay
pro-risk, starting with our
confidence in U.S. corporate
strength and outperformance. U.S.
equities have persistently outpaced
their global peers. See the chart. We
think that could continue. Why? The
U.S. benefits more from mega forces,
driving corporate earnings. That is
supported by a favorable growth
outlook plus potential tax cuts and
regulatory easing.

Some U.S. equity valuation
measures — whether price-to-
earnings ratios or equity risk
premiums - look rich relative to
history. But they may not tell the full
story. The equity market’s changing
sectoral composition reflects the
transformation taking hold. So,
comparing today's index to that of
the past is like comparing apples to
oranges. Plus, valuations tend to
matter more for returns over a long-
term horizon than in the near term.

We think the Al mega force will
benefit U.S. stocks more and that’s
why we stay overweight, particularly
relative to international peers such
as European stocks.

U.S. outperformance does not
extend to Treasuries, in our view.
Potentially growing U.S. budget
deficits add to ongoing fiscal
pressures, so we favor government
bonds in other developed markets.
We also prefer corporate bonds over
long-term Treasuries as they offer
quality income given relatively
healthy corporate balance sheets.

Globally, Japan stands out for its
corporate reforms and the return of
mild inflation, driving corporate
pricing power and earnings growth.
Structural challenges keep us
underweight European equities. Yet
we find opportunities at the sector or
company level. Longer term, we see
some emerging markets like India
well positioned to capitalize on mega
forces and navigate U.S.-China
competition. In China, fiscal policy is
turning supportive, yet the threat of
tariffs keeps us cautious.

The upshot: We are risk-on for now
but stay nimble. Key signposts for
changing our view include any surge
in long-term bond yields or an
escalation in trade protectionism.

Hardening divergence
U.S. equity performance vs. the rest of the world, 2010-2024
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Chart takeaway: U.S. equities have outperformed the rest of the
world, fueled by robust corporate earnings. We see divergences
across markets widening as mega forces reshape economies and
sectors — creating opportunities.

Past performance is nota reliable indicator of future results. It is not possible to invest directly in anindex.
Indexes are unmanaged and performance does not account for fees. Source: BlackRock Investment Institute,
with data from LSEG Datastream. The charts show the indexed performance of U.S. equities compared to the
rest of the world. Index proxies used: MSCI USA, MSCI ACWI ex. USA.

Investment implications
* We have more conviction in U.S. equities
outperforming their international peers.

* We recognize valuations are rich in U.S.
equities but don’t see them as a near-term
market driver.
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Tracking Al’s
evolution

Al’'s great promise is driving a wave
of innovation and investment. Its
rapid evolution presents significant
opportunities, but the trajectory to
eventual transformation is
uncertain. Our three-phase
framework — buildout, adoption,
and transformation — helps us
track this evolution and adapt
portfolios along the way.

We are still in Al's buildout phase -
a pillar of a broader infrastructure
boom. This phase involves massive
investment in data centers, chips
and power systems — in an effort to
meet the needs of Al models that
have been growing exponentially in
size and complexity. See the chart.
We estimate spending on this
infrastructure could top $700
billion by 2030, equivalent to 2% of
U.S. GDP. Investment on this scale
creates a vital role for capital
markets — and an opportunity for
investors, in our view. Yet such
growth brings challenges, such as
strain on energy grids. Efficiency
gains may later offset some of the
initial spike in energy demand.

Questions around Al overinvestment
are valid. Yet we think this should be
assessed in aggregate, given Al's
potential to unlock new revenue
streams across the whole economy.
Mega cap tech does not look
overextended for now. And market
concentration does not, in our view,
imply market fragility if it is driven by
transformation. As Al adoption
broadens, app developers may drive
the next wave of growth. Future
winners may emerge in unexpected
areas: productivity gains in one
sector may drive value creation
elsewhere. Signposts to watch
include emerging revenue streams
and cross-sector impacts.

We believe private markets could
provide a way to capture future
winners before they go public.

Al has the potential to become a
bigger revenue pool than search
and cloud.”

Raffaele Savi
Global Head of
Systematic -
BlackRock

Exponential growth
Parameters in notable Al systems, 1950-2024
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Chart takeaway: Al models have seen exponential growth —
from 10 parameters in the 1950s to 1 trillion today — driving leaps
in capability. Yet further scaling comes with challenges.

Source: BlackRock Investment Institute, with data from Epoch as processed by Our World in data, October
2024. Note: The chart shows the increase in parameters in notable Al systems. Parameters can be thought of
as dials that are tweaked as the model learns settings to understand patternsin historical data. Each dot
representsan Al system covered in the Epoch database. Data retrieved from
https://ourworldindata.org/grapher/exponential-growth-of-parameters-in-notable-ai-systems and is based
on Epoch Al, ‘Parameter, Compute and Data Trends in Machine Learning’. Published online at epochai.org at
https://epochai.org/data/epochdb/visualization

|
Investment implications
* The Al theme has broadened out from our
original concentrated Al scenario.

* We see private markets as key — not justin
funding infrastructure but also in capturing
potential future Al winners.
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Focus - Infrastructure

Infrastructure for

the long term

Infrastructure is at the intersection
of mega forces — like Al. The Al
buildout is creating a huge and
immediate need for data centers.
Demand for new-build green
infrastructure is skyrocketing as
countries and tech companies race
to reduce emissions. Aging
populations in developed markets,
rising urbanization in emerging
markets and rewiring global supply
chains are also shaping
infrastructure needs.

Private markets can be a way to get
exposure to this growing demand -
though they are complex and not
suitable for all investors. They can
help bridge the gap between the
massive funding needs and what
governments can afford alone
given high public debt levels. With
banks reining in lending, we think
companies are likely to turn to the
capital markets, private lending
and other non-traditional sources
of credit. The divergence in how
private markets have reacted to
higher interest rates has shaped
our investment views on a strategic
horizon of five years and longer.

Within equity-like growth private
markets, private equity and real
estate valuations have peaked after
decades of falling financing costs.
See the chart. That’s why we have a
relative preference for infrastructure
equity — such as stakes in airports
and data centers - as we see fewer
signs of lofty valuations.

Infrastructure investments, whose
cash flows are often tied to inflation,
can help cushion portfolios against
the higher inflation we expect over
the medium term. They can also be
less sensitive to higher interest
rates.

Infrastructure provides long-
term cash flows that could
benefit as inflation proves
persistent.”

Raj Rao

Founding Partner,
President & Chief
Operating Officer,

Partners, a part of
BlackRock

Global Infrastructure

Infrastructure stands out
Change in private market valuations, 2001-2024
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Chart takeaway: Within equity-like growth private markets,
private equity and real estate valuations have peaked after

decades of falling financing costs. We see fewer signs of lofty
valuations in infrastructure equity.

Past performance s nota reliable indicator of current or future results. Source: BlackRock Investment
Institute, December 2024, with data from NCREIF, EDHEC and LCD. Note: The chart shows the cumulative
change in the standard measure of valuations across infrastructure equity, private equity and real estate.
Infrastructure equity and private equity valuations are represented as enterprise value/EBITDA, and real
estate valuation is represented as market value/net operating income.

Investment implications

* We favor infrastructure equity on a strategic
horizon of five years and longer as a potential
beneficiary of mega forces.

* Private markets can help bridge the gap
between needed infrastructure and what
governments and banks can finance alone.
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Focus - Geopolitics

Intensifying
fragmentation

Elevated global tensions are
accelerating the rewiring of supply

chains — see the chart — and the
formation of competing
geopolitical and economic blocs. A
second Trump administration is
likely to reinforce those trends. We
see that playing out in tech, energy
and financial markets.

U.S.-China competition is set to
intensify in 2025 as tariffs and
policies focused on decoupling
strategic sectors — especially
advanced technologies like
semiconductors — accelerate. Any
competitive edge in the race to
build out Al will also be determined
by the speed of building
infrastructure like electricity grids
and data centers.

Energy has become a key front.
China’s cheap low-carbon
technology, especially electric
vehicles, solar and batteries, is
putting pressure on companies in
other major economies, spurring a
protectionist response. European
automakers are feeling the
pressure as Brussels tries to
coordinate a response.

These dynamics will increase
competition for resources. Emerging
markets (EM) are key suppliers of
commodities required for the low-
carbon transition, such as copper,
and growing markets for exports.
That highlights their potential
influence, with many key EMs multi-
aligned among competing trading
blocs.

The rewiring of globalization is also
playing out in reserve currencies. As
the world divides into competing
blocs, and the U.S. and Western
governments lean on sanctions and
other restrictions for their policy
response, some countries are
shifting their reserves out of U.S.
dollars into gold and other assets
while increasingly conducting trade
finance in non-dollar currencies.

Geopolitical risk is structurally
elevated, and a series of shocks
hang over the global economy.”

Tom Donilon
Chairman -

Institute

BlackRock Investment

Rerouting trade
Daily trade transit volume in metric tons, 2023-2024
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Chart takeaway: Rising geopolitical conflict in the Middle East is
rerouting trade shipments away from the Suez Canal — just one
example of how today’s heightened geopolitical risk is reshaping
economic activity.

Source: BlackRock Investment Institute, IMF, with data from UN Global Platform and PortWatch, December
2024. Note: The chart shows the seven-day moving average of the daily transit trade volume in metric tons
through two global shipping chokepoints - the Suez Canal and the Cape of Good Hope.

Investment implications

* We think a second Trump administration could
reinforce geopolitical fragmentation and
economic competition.

* Energy and low-carbon technology is now a
key front in this competition and is shaking up
companies globally.
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New diversifiers

needed

The erratic correlation between
stock and bond returns has defined
the new regime — and government
bonds have become a less reliable
cushion against equity selloffs as a
result. We see the potential for
other diversifiers, old like gold and
new like bitcoin, to step in. This is
not about replacing long-term
bonds to find diversification but
instead seeking new and distinct
sources of risk and return.

Bitcoin’s potential as a new
diversifier stems from its unique
value drivers: the potential to
appreciate over time when its
predetermined supply is met with
growing demand - and demand is
based on investor belief in bitcoin’s
potential to become more widely
adopted as a payment technology.
Case in point: The run-up to record
highs after the U.S. election reflects
investors upping the chance of
greater adoption given President-
elect Trump’s past support for
bitcoin and other cryptocurrencies.
Those distinct drivers should make
it less correlated with stocks and
other risk assets in the long term.

The correlation between bitcoin and
equity returns has typically been low
in the short history we have — even
with the occasional spike. See the
chart. Bitcoin’s risk and return
profile would change if it does
achieve broad adoption. At that
point, it may be more suited as a
tactical hedge against specific risks,
like gold is.

Gold has surged as investors seek to
bolster portfolios against higher
inflation, and some central banks
seek alternatives to major reserve
currencies. We think it is key to
monitor how the performance of
these alternatives changes relative
to traditional asset classes — and be
nimble in using them.

Bitcoin’s role as a store of value
and payments system make it a

potential diversifier.”

Samara Cohen
Chief Investment
Officer of ETFs and
Index Investments —
BlackRock

Volatile and uncorrelated
Bitcoin volatility and correlation with global equities, 2014-2024
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Chart takeaway: Bitcoin’s correlation to global equities
remains limited, even with the occasional spike. Given its unique
value drivers, we see no intrinsic reason why bitcoin should be
correlated with major risk assets over the long term.

Past performance is not a reliableindicator of current or future results. Itis not possible to invest directlyinan
index. Indexes are unmanaged and performance does notaccount for fees. Source: BlackRock Investment
Institute with data from Bloomberg, December 2024. Notes: For volatility, we show the two-year rolling
volatility of weekly returns. The correlation is also a two-year rolling window of bitcoin returns against the
Bloomberg Developed Markets Large and Mid Cap Index of global equities.

Investment implications
* We see the potential for assets like bitcoin to
provide distinct sources of risk and return.

« With traditional diversifiers like bonds no
longer working as before, investors have more
reasons to be dynamic with portfolios.
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Views

Staying
dynamic Big calls

Our highest conviction views on tactical (6-12 month) and strategic (long-term) horizons, December 2024

Our scenarios framework helps ground our views on a

tactical horizon. We have done so in 2024 as our Tactical
concentrated Al scenario evolved to our U.S. corporate

strength scenario. Yet we could change our stance

quickly if a different scenario were to look more likely. U.S. equities

We have seen U.S. equity returns broaden out in 2024

Reasons

We see the Al buildout and adoption creating opportunities across sectors.
We tap into beneficiaries outside the tech sector. Robust economic growth,
broad earnings growth and a quality tilt underpin our conviction and
overweightin U.S. stocks versus other regions. We see valuations for big
tech backed by strong earnings, and less lofty valuations for other sectors.

as the Al theme has created opportunities across
sectors, such as utilities, and we increase our
overweight. We stay overweight Japanese stocks on
both a tactical and strategic horizon given ongoing

Japanese equities

A brighter outlook for Japan’s economy and corporate reforms are driving
improved earnings and shareholder returns. Yet the potential drag on
earnings from a stronger yen is a risk.

corporate reforms, and the return of mild inflation
driving wage growth, corporate pricing power and Selective in fixed income
earnings. In emerging markets, we favor countries at

the crosscurrent of mega forces — like India and Saudi

Persistent deficits and sticky inflation in the U.S. make us more positive on
fixed income elsewhere, notably Europe. We are underweight long-term U.S.
Treasuries and like UK gilts instead. We also prefer European credit — both
investment grade and high yield — over the U.S. on cheaper valuations.

Arabia. On a strategic horizon, we like sectors
including tech and healthcare.

We also still like quality income in short-term credit Infrastructu.re equity and
on a tactical horizon and short-term government private credit

We see opportunities in infrastructure equity due to attractive relative
valuations and mega forces. We think private credit will earn lending share
as banks retreat — and at attractive returns.

bonds. We like long-term government bonds in the
UK, where we think the Bank of England will cut rates

. o . Fixed income granularity
more than the market is pricing given a soft economy.

We prefer short- and medium-term investment grade credit, which offers
similar yields with less interest rate risk than long-dated credit. We also like
short-term government bonds in the U.S. and euro area and UK gilts overall.

In private markets, we stick to our long-term
preference for infrastructure equity due to attractive
relative valuations and mega forces. For income, we
prefer direct lending given more attractive yields in

Equity granularity

We favor emerging over developed markets yet get selective in both. EMs at
the cross current of mega forces - like India and Saudi Arabia — offer
opportunities. In DM, we like Japan as the return of inflation and corporate
reforms brighten the outlook.

private credit.

Note: Views are froma U.S. dollar perspective, December 2024. 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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Tactical granular views

Six- to 12-month tactical views on selected assets vs. broad global asset classes by level of conviction, December 2024

Our approach is to first determine asset allocations based on our macro outlook — and
what’s in the price. The table below reflects this and, importantly, leaves aside the
opportunity for alpha, or the potential to generate above-benchmark returns. We don’t think
this environment is conducive to static exposures to broad asset classes but creates more

Fixed
income

Commentary

We are neutral. Markets are pricing in fewer Federal

space for alpha. .?P;r;'jjr'ise's ° Reserve rate cuts and their policy rate expectations are now
Underweight m Overweight @ Previous view Neutral roughly in line with our views.
.. . We are underweight. Persistent budget deficits and
Equities View Commentary Long U.S. o geopolitical fragmentation could drive term premium up
Treasuries P over the near term. We prefer intermediate maturities less
We are overweight as the Al theme and vulnerable to investors demanding more term premium.
earnings growth broaden. Valuations for Al
beneficiaries are supported by tech Global . . . .
United States ° companies delivering on earnings. Resilient inflation - We are neutral. We see higher medium-terminflation, but
. growth and Fed rate cuts support sentiment. linked bonds Neutral cooling inflation and growth may matter more near term.
Risks include any long-term yield surges or
escalating trade protectionism. Euro area We are neutral. Market pricing reflects policy rates in line
govt bonds with our expectations and 10-year yields are off their highs.
We are underweight. Valuations are fair. A Neutral Political uncertainty remains a risk to fiscal sustainability.
Europe ?;fgvéztzlghgg;?i ﬁwu()rg:setagas:ir:ézl Bank - We are overweight. Gilt yields offer attractive income, and
recovery. Yet political uncertainty could UK gilts » we thlnl.<the. Bank Qf England will cut rates more than the
- keep investors cautious. market is pricing given a soft economy.
Japanese We are underweight. Stock returns look more attractive to
We are neutral. Political stability could govt bonds us. We see some of the least attractive returns in JGBs.
UK = improve investor sentiment. Yet an increase - -
in the corporate tax burden could hurt profit China govt We are neutral. Bonds are supported by looser policy. Yet
Neutral margins near term. bonds Neutral we find yields more attractive in short-term DM paper.
We are overweight. A brighter outlook for U.S. agency We are neutral. We see agency MBS as a high-quality
Japan’s economy and corporate reforms are MBS Neutral exposure in a diversified bond allocation and preferit to IG.
Japan driving improved earnings and shareholder
" returns. Yet a stronger yen dragging on Short-term We are overweight. Short-term bonds better compensate
earnings is a risk. 1G credit + for interest rate risk.
Emerging We are n_eutr.aI.The growth and_earnings ) Long-term We are unc.j(-.zrweight.Spreads are tig_ht, so we p_refertaking
markets Neutral °“t|°°|_‘ Is mlxed_. We see valuations for India G credit risk in equities from a whole portfolio perspective. We
and Taiwan looking high. -1 prefer Europe over the U.S.
We are modestly overweight. China’s fiscal Global We are neutral. Spreads are tight, but the total income
stimulus is not yet enough to address the high yield Neutral makes it more attractive than 1G. We prefer Europe.
drags on economic growth, but we think
China stocks are at attractive valuations to DM Asia We are neutral. We don’t find valuations compelling
+1 shares. We stand ready to pivot. We are credit Neutral enough to turn more positive.
cautious long term given China’s structural
challenges. EM hard We are neutral. The asset class has performed well due to
currency Neutral its quality, attractive yields and EM central bank rate cuts.
Past performance is not a reliable indicator of current or future results. It is not possible to invest directly in an index. We think those rate cuts may soon be paused.
The statements on alphado not consider fees. 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 or guarantee of future results. This EM local We are neutral. Yields have fallen closer to U,'S' Treasury
information should not be relied upon as investment advice regarding any particular fund, strategy or security. currency Neutral yields, and EM central banks look to be turning more

cautious after cutting policy rates sharply.
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BlackRock Investment Institute

The BlackRock Investment Institute (BII) leverages the firm’s expertise and generates proprietary research to provide insights on macroeconomics, sustainable
investing, geopolitics and portfolio construction to help Blackrock’s portfolio managers and clients navigate financial markets. Bll offers strategic and tactical market
views, publications and digital tools that are underpinned by proprietary research.

©2024 BlackRock, Inc. All Rights Reserved. BLACKROCK s a trademark of BlackRock, Inc., or its subsidiaries in the United States and elsewhere. All other trademarks are those of their respective owners.
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