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Key takeaways

* Atthe December FOMC, Federal Reserve Chair Jerome Powell delivered a widely-anticipated
25bp rate cut but noted this most recent reduction was a “closer call”. He also signaled “a new
phase in the process,” with a more cautious approach to future rate reductions, dependent upon
further inflation progress. The December Summary of Economic Projections (SEP) now points to
a median policy rate forecast of 3.9% by year-end 2025 (vs. 3.4% as of the September SEP),
alongside projections for stronger growth, higher inflation and lower unemployment (Exhibit 2).

* Despite 100bp of rate cuts vs. the August 2024 peak, Chair Powell views the current level of
monetary policy as “meaningfully restrictive” — a posture that is likely necessary to achieve
further progress on inflation, in his view. This backdrop appears consistent with a monetary
policy normalization cycle, as opposed to an outright easing cycle — a distinction that is important
for corporate credit investors to monitor, as we have outlined previously.

* Corporate credit borrowers’ ability to navigate this higher interest rate environment will depend
on the degree of support in the growth backdrop. For now, the news is encouraging, with 4Q2024
U.S. real GDP growth tracking at an above-trend pace of 3.2% (as of December 18t"). Moreover,
fixed rate coupons are adjusting higher only gradually (Exhibit 6), and floating rate borrowers in
liguid and private credit have already experienced some modest rate relief, as we highlighted in
our 1Q2025 Global Credit Outlook. Furthermore, near-term HY maturity walls are very low
(Exhibits 8 and 9), owing to a wave of proactive refinancing activity over the past several quarters.

* Agradualrise in U.S. Treasury yields (across the curve) may support yield-based demand for
credit — so long as the rise in the risk-free rate is driven by stronger growth expectations. By
contrast, a more “disorderly” move higher in U.S. Treasury yields — in response to fiscal concerns
or elevated inflation expectations — would likely warrant higher risk premiums in credit.

Exhibit 1: Market pricing reflects a shallower cutting cycle
lyly Overnight Indexed Swap (OIS) forwards, as a proxy for the terminal rate of this cycle, and 5y5y OIS as a
proxy for the long-term neutral rate
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Source: Bloomberg, BlackRock. As of December 19, 2024. There is no guarantee any forecasts may come to pass.
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December FOMC: a “closer call,” while entering “a new phase”

The December FOMC meeting delivered a widely-anticipated 25bp rate cut, bringing the Federal Funds
policy rate to 4.25%-4.50% (now 100bp lower vs. this cycle’s peak in August 2024). During the press
conference, however, Federal Reserve (Fed) Chair Powell characterized this most recent decision to cut
rates as “a closer call.”

Indeed, this was reflected in one formal dissent, as well as the full distribution of FOMC members’ year-
end 2024 projections (three of which called for an unchanged Fed Funds rate). Chair Powell added: “we
are in a new phase in the process,” pointing to a slower and more cautious approach to “the timing and
extent” of future rate cuts. Chair Powell said the FOMC needs to see (1) further progress on inflation, as
well as (2) continued strength in the labor market, for future rate reductions.

The December 2024 Summary of Economic Projections (SEP) shifted significantly relative to the last
quarterly update in September. Chair Powell's public remarks in early December pointed to this
possibility, when he outlined how U.S. growth had exceeded the FOMC'’s projections.

While not an official FOMC forecast, the SEP captures the range of forecasts penciled in by the 19
FOMC members (as well as the median forecast, or “dot”). As shown in Exhibit 2, projections for 2024-
2025 were updated to reflect stronger growth, higher inflation, and lower unemployment. This translated
into a projection for fewer rate cuts in 2025 and a higher longer-run “neutral” rate (again, Exhibit 2).

Exhibit 2: The December SEP pushed the long-run neutral rate higher, yet again
The median economic projections of the 19 FOMC members, for the 4th quarter of each year shown

2024 2025 2026 2027 Longer-run
Real GDP growth 2.5 2.1 2.0 1.9 1.8
Sept 2024 projection 2.0 2.0 2.0 2.0 1.8
June 2024 projection 2.1 2.0 2.0 1.8
March 2024 projection 2.1 2.0 2.0 not given 1.8
December 2023 projection 1.4 1.8 1.9 1.8
Unemployment rate 4.2 4.3 4.3 4.3 4.2
Sept 2024 projection 4.4 4.4 4.3 4.2 4.2
June 2024 projection 4.0 4.2 4.1 4.2
March 2024 projection 4.0 4.1 4.0 not given 4.1
December 2023 projection 4.1 4.1 4.1 4.1
PCE inflation 24 2.5 2.1 2.0 2.0
Sept 2024 projection 2.3 2.1 2.0 2.0 2.0
June 2024 projection 2.6 2.3 2.0 2.0
March 2024 projection 2.4 2.2 2.0 not given 2.0
December 2023 projection 2.4 2.1 2.0 2.0
Core PCE inflation 2.8 25 2.2 2.0
Sept 2024 projection 2.6 2.2 2.0 2.0
June 2024 projection 2.8 2.3 2.0 not given
March 2024 projection 2.6 2.2 2.0 not given
December 2023 projection 2.4 2.2 2.0
Federal funds rate 4.4 3.9 3.4 3.1 3.0
Sept 2024 projection 4.4 3.4 2.9 2.9 2.9
June 2024 projection 5.1 4.1 3.1 2.8
March 2024 projection 4.6 3.9 3.1 not given 2.6
December 2023 projection 4.6 3.6 2.9 2.5

Source: Federal Reserve, BlackRock. As of the Federal Reserve’s Summary of Economic Projections published on December 18, 2024.
There is no guarantee any forecasts may come to pass.
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Key takeaways for corporate credit investors:

Why cut rates at all? In outlining the rationale for this month’s rate cut (during the Q&A), Chair
Powell pointed to the labor market, which he characterized as (1) now looser than pre-pandemic
levels and (2) “clearly still cooling further...in a gradual and orderly way” based on a variety of
measures (surveys, quit rates, job creation, vacancies; Exhibits 4 and 5).

Potential policy changes are not uniformly reflected in the FOMC projections. During the Q&A,
Chair Powell was asked whether the higher inflation forecasts reflected expectations of future policy
changes (such as potential tariffs) following the November 5t U.S. election. He said the FOMC is
discussing ways in which tariffs can affect inflation in the economy, so the FOMC can make a more
“thoughtful assessment” on the appropriate policy response when more clarity on the actual policies
materialize. That said, he acknowledged the individual FOMC members varied in their approaches.
Some, for example, took a “very preliminary” step of incorporating “highly conditional” estimates of
economic effects of policies, while others did not. And some FOMC members identified policy
uncertainty as a driver of higher inflation uncertainty. This was a more nuanced response relative to
Chair Powell’'s comments on the topic during the November FOMC press conference, where he said:
“we don’t guess, we don’t speculate, and we don’t assume.”

The longer-run neutral rate moved higher, again. The December SEP included an upward revision
to the longer-run Fed Funds rate estimate, consistent with the pattern that has been developing since
December 2023 (again, Exhibit 2 red box). As he has done repeatedly, Chair Powell underscored the
uncertainty inherent in measuring such a rate, saying again that “we know it by its works.” That said,
he acknowledged the current stance of monetary policy is now closer to neutral given the 100bp of
rate cuts delivered since the September meeting, which warrants proceeding cautiously from here.

Exhibit 3: More progress on inflation is desired by the FOMC

U-3 U.S. unemployment rate (%) seasonally adjusted, and year-over-year U.S. Core PCE inflation (%)
seasonally adjusted, RHS
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Source: Bureau of Labor Statistics, Bureau of Economic Analysis, BlackRock. Captures unemployment rate data through November
30, 2024 and inflation data through October 31, 2024 (most recent available as of December 18, 2024).
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* Rates are still “meaningfully restrictive”... Even after 100bp of rate cuts, Chair Powell noted the
current level of monetary policy “is still meaningfully restrictive.” He views restrictive policy as
required, however, as inflation remains above the FOMC’s 2% target.

* ..which is required, as more progress on inflation is desired: Chair Powell noted the FOMC’s year-
end projection for inflation has “kind of fallen apart as we approached the end of the year,” owing in
part to higher than anticipated readings in September and October. “We really want to see progress
on inflation...as we think about further cuts,” he said. Keeping the policy rate in restrictive territory is
necessary to “stay on task” in order to get inflation down to 2%, while keeping the “labor market pretty
close to where it is.” Chair Powell said the FOMC is still confident inflation will reach 2%, but it might
“take another year or two from here.”

Exhibit 4: The “jobs-workers gap” has rebalanced to the pre-pandemic level
The ratio of U.S. job vacancies to U.S. unemployed workers, both seasonally adjusted
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Source: BlackRock, Bureau of Labor Statistics. Captures data through October 31, 2024 (most recent).

Exhibit 5: The quits rate has declined, but the layoff rate is still low
U.S. Layoffs & Discharge Rate (%) and the U.S. Quits Rate (%), both seasonally adjusted
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Source: Bureau of Labor Statistics, Bloomberg, BlackRock. Captures data through October 31, 2024 (most recent). The Layoffs &
Discharge Rate tracks involuntary job separations initiated by the employer, while the Quits Rate tracks voluntary job separations
initiated by the employee.
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Corporate fundamentals and maturity walls

Exhibit 6: Fixed rate coupons have been adjusting gradually to higher rates
Average par-weighted coupon of the Bloomberg USD and EUR Corporate indices
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Source: Bloomberg, BlackRock. As of December 17, 2024.

Exhibit 7: Interest coverage metrics have weakened over the past several quarters, but appear
to be stabilizing

Trailing 12-month EBIT / gross interest expense, for the Bloomberg USD A, BBB, BB and B Corporate
indices
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Source: Bloomberg, BlackRock. As of 3Q2024 (most recent as of December 17, 2024).
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Exhibit 8: Near-term maturity walls in the USD HY market are very modest
Maturity schedule for the bonds included in the Bloomberg USD HY Corporate Index, by Bloomberg
Composite rating.
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Source: Bloomberg, BlackRock. As of December 17, 2024. Excludes bonds which are not index eligible.

Exhibit 9: Near-term maturity walls in the EUR HY market are somewhat steeper vs. the USD
market, but still manageable

Maturity schedule for the bonds included in the Bloomberg Pan-Euro HY Corporate Index, by Bloomberg
Composite rating.
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Source: Bloomberg, BlackRock. As of December 17, 2024. Excludes bonds which are not index eligible.
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For investors in the Caribbean, any funds mentioned or inferred in this material have not been registered
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educational purposes only, does not constitute investment advice and should not be construed as a
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Monetary Authority of Singapore.
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In Saudi Arabia, the information contained in this document is intended strictly for sophisticated
institutions. The information contained in this document, does not constitute and should not be construed
as an offer of, invitation or proposal to make an offer for, recommendation to apply for or an opinion or
guidance on a financial product, service and/or strategy. Whilst great care has been taken to ensure that
the information contained in this document is accurate, no responsibility can be accepted for any errors,
mistakes or omissions or for any action taken in reliance thereon. You may only reproduce, circulate and
use this document (or any part of it) with the consent of BlackRock. The information contained in this
document is for information purposes only. It is not intended for and should not be distributed to, or relied
upon by, members of the public. The information contained in this document, may contain statements that
are not purely historical in nature but are “forward-looking statements”. These include, amongst other
things, projections, forecasts or estimates of income. These forward-looking statements are based upon
certain assumptions, some of which are described in other relevant documents or materials. If you do not
understand the contents of this document, you should consult an authorised financial adviser.

Kuwait

The information contained in this document is intended strictly for sophisticated institutions that are
‘Professional Clients’ as defined under the Kuwait Capital Markets Law and its Executive Bylaws.

The information contained in this document, does not constitute and should not be construed as an offer
of, invitation or proposal to make an offer for, recommendation to apply for or an opinion or guidance on a
financial product, service and/or strategy. Whilst great care has been taken to ensure that the information
contained in this document is accurate, no responsibility can be accepted for any errors, mistakes or
omissions or for any action taken in reliance thereon. You may only reproduce, circulate and use this
document (or any part of it) with the consent of BlackRock.

The information contained in this document is for information purposes only. It is not intended for and
should not be distributed to, or relied upon by, members of the public.

The information contained in this document, may contain statements that are not purely historical in
nature but are “forward-looking statements”. These include, amongst other things, projections, forecasts or
estimates of income. These forward-looking statements are based upon certain assumptions, some of
which are described in other relevant documents or materials.
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product being offered is not intended for the Costa Rican public or market and neither is registered or will
be registered before the SUGEVAL, nor can be traded in the secondary market. If any recipient of this
documentation receives this document in El Salvador, such recipient acknowledges that the same has
been delivered upon his request and instructions, and on a private placement basis. For Guatemala
Investors, This communication and any accompanying information (the “Materials”) are intended solely for
informational purposes and do not constitute (and should not be interpreted to constitute) the offering,
selling, or conducting of business with respect to such securities, products or services in the jurisdiction of
the addressee (this “Jurisdiction”), or the conducting of any brokerage, banking, or other similarly regulated
activities (“Financial Activities”) in the Jurisdiction. Neither BLACKROCK, nor the securities, products and
services described herein, are registered (or intended to be registered) in the Jurisdiction. Furthermore,
neither BLACKROCK, nor the securities, products, services, or activities described herein, are regulated, or
supervised by any governmental or similar authority in the Jurisdiction. The Materials are private,
confidential and are sent by BLACKROCK only for the exclusive use of the addressee. The Materials must
not be publicly distributed and any use of the Materials by anyone other than the addressee is not
authorized. The addressee is required to comply with all applicable laws in the Jurisdiction, including,
without limitation, tax laws and exchange control regulations if any.
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In Latin America, for institutional investors and financial intermediaries only (not for public distribution).
This material is for educational purposes only and does not constitute investment advice or an offer or
solicitation to sell or a solicitation of an offer to buy any shares of any fund or security and it is your
responsibility to inform yourself of, and to observe, all applicable laws and regulations of your relevant
jurisdiction. If any funds are mentioned or inferred in this material, such funds may not been registered
with the securities regulators of Argentina, Brazil, Chile, Colombia, Mexico, Panama, Peru, Uruguay or any
other securities regulator in any Latin American country and thus, may not be publicly offered in any such
countries. The securities regulators of any country within Latin America have not confirmed the accuracy of
any information contained herein. No information discussed herein can be provided to the general public in
Latin America. The contents of this material are strictly confidential and must not be passed to any third
party.

In Colombia, the sale of each fund discussed herein, if any, is addressed to less than one hundred
specifically identified investors, and such fund may not be promoted or marketed in Colombia or to
Colombian residents unless such promotion and marketing is made in compliance with Decree 2555 of
2010 and other applicable rules and regulations related to the promotion of foreign financial and/or
securities related products or services in Colombia.

In Chile, the sale of each fund not registered with the CMF is subject to General Rule No. 336 issued by the
SVS (now the CMF). The subject matter of this sale may include securities not registered with the CMF;
therefore, such securities are not subject to the supervision of the CMF. Since the securities are not
registered in Chile, there is no obligation of the issuer to make publicly available information about the
securities in Chile. The securities shall not be subject to public offering in Chile unless registered with the
relevant registry of the CMF.

IN MEXICO, FOR INSTITUTIONAL AND QUALIFIED INVESTORS USE ONLY. INVESTING INVOLVES
RISK, INCLUDING POSSIBLE LOSS OF PRINCIPAL. THIS MATERIAL IS PROVIDED FOR
EDUCATIONAL AND INFORMATIONAL PURPOSES ONLY AND DOES NOT CONSTITUTE AN OFFER OR
SOLICITATION TO SELL ORA SOLICITATION OF AN OFFER TO BUY ANY SHARES OF ANY FUND OR
SECURITY. This information does not consider the investment objectives, risk tolerance or the financial
circumstances of any specific investor. This information does not replace the obligation of financial advisor
to apply his/her best judgment in making investment decisions or investment recommendations. It is your
responsibility to inform yourself of, and to observe, all applicable laws and regulations of Mexico. If any
funds, securities or investment strategies are mentioned or inferred in this material, such funds, securities
or strategies have not been registered with the Mexican National Banking and Securities Commission
(Comisidon Nacional Bancaria y de Valores, the “CNBV”) and thus, may not be publicly offered in Mexico.
The CNBV has not confirmed the accuracy of any information contained herein. The provision of
investment management and investment advisory services (“Investment Services”) is a regulated activity in
Mexico, subject to strict rules, and performed under the supervision of the CNBV. These materials are
shared for information purposes only, do not constitute investment advice, and are being shared in the
understanding that the addressee is an Institutional or Qualified investor as defined under Mexican
Securities (Ley del Mercado de Valores). Each potential investor shall make its own investment decision
based on their own analysis of the available information. Please note that by receiving these materials, it
shall be construed as a representation by the receiver that it is an Institutional or Qualified investor as
defined under Mexican law. BlackRock México Operadora, S.A. de C.V., Sociedad Operadora de Fondos de
Inversion (“BlackRock México Operadora®) is a Mexican subsidiary of BlackRock, Inc., authorized by the
CNBYV as a Mutual Fund Manager (Operadora de Fondos), and as such, authorized to manage Mexican
mutual funds, ETFs and provide Investment Advisory Services. For more information on the Investment
Services offered by BlackRock Mexico, please review our Investment Services Guide available in
www.blackrock.com/mx. This material represents an assessment at a specific time and its information
should not be relied upon by the you as research or investment advice regarding the funds, any security or
investment strategy in particular. Reliance upon information in this material is at your sole discretion.
BlackRock México is not authorized to receive deposits, carry out intermediation activities, or act as a
broker dealer, or bank in Mexico. For more information on BlackRock México, please visit:
www.blackRock.com/mx. BlackRock receives revenue in the form of advisory fees for our advisory services
and management fees for our mutual funds, exchange traded funds and collective investment trusts. Any
modification, change, distribution or inadequate use of information of this document is not responsibility
of BlackRock or any of its affiliates. Pursuant to the Mexican Data Privacy Law (Ley Federal de Proteccion
de Datos Personales en Posesién de Particulares), to register your personal data you must confirm that you
have read and understood the Privacy Notice of BlackRock México Operadora. For the full disclosure,
please visit www.blackRock.com/mx and accept that your personal information will be managed according
with the terms and conditions set forth therein.
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State of Qatar and the Qatar Financial Centre (QFC)
The information contained in this document is intended strictly for sophisticated institutions.

The information contained in this document, does not constitute and should not be construed as an offer
of, invitation or proposal to make an offer for, recommendation to apply for or an opinion or guidance on a
financial product, service and/or strategy. Whilst great care has been taken to ensure that the information
contained in this document is accurate, no responsibility can be accepted for any errors, mistakes or
omissions or for any action taken in reliance thereon. You may only reproduce, circulate and use this
document (or any part of it) with the consent of BlackRock Investment Management (UK).

The information contained in this document is for information purposes only. It is not intended for and
should not be distributed to, or relied upon by, members of the public.

The information contained in this document, may contain statements that are not purely historical in
nature but are “forward-looking statements”. These include, amongst other things, projections, forecasts or
estimates of income. These forward-looking statements are based upon certain assumptions, some of
which are described in other relevant documents or materials. If you do not understand the contents of this
document, you should consult an authorised financial adviser.

In Peru, this private offer does not constitute a public offer, and is not registered with the Securities Market
Public Registry of the Peruvian Securities Market Commission, for use only with institutional investors as
such term is defined by the Superintendencia de Banca, Seguros y AFP.

Any research in this document has been procured and may have been acted on by BlackRock for its own
purpose. The results of such research are being made available only incidentally. The views expressed do
not constitute investment or any other advice and are subject to change. They do not necessarily reflect the
views of any company in the BlackRock Group or any part thereof and no assurances are made as to their
accuracy.

Any opinions, forecasts represent 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, investment advice or a recommendation.

This document is for information purposes only and does not constitute an offer or invitation to anyone to
invest in any BlackRock funds and has not been prepared in connection with any such offer.

If you are an intermediary or third-party distributor, you must only disseminate this material to other
Professional Investors as permitted in the above-specified jurisdictions and in accordance with applicable
laws and regulations.

Certain information contained herein has been obtained from published sources and from third parties,
including without limitation, market forecasts, internal and external surveys, market research, publicly
available information and industry publications. In addition, certain information contained herein may have
been obtained from companies in which investments have been made by entities affiliated with BlackRock.
Although such information is believed to be reliable for the purposes used herein, neither the Fund nor
BlackRock assumes any responsibility for the accuracy or completeness of such information. Reliance
upon information in this material is at the sole discretion of the reader. Certain information contained
herein represents or is based upon forward-looking statements or information. BlackRock and its affiliates
believe that such statements and information are based upon reasonable estimates and assumptions.
However, forward-looking statements are inherently uncertain, and factors may cause events or results to
differ from those projected. Therefore, undue reliance should not be placed on such forward-looking
statements and information.

© 2024 BlackRock, Inc. or its affiliates. All Rights Reserved. BLACKROCK,BLACKROCK SOLUTIONS,
iSHARES, BUILD ON BLACKROCK and SO WHAT DO | DO WITH MY MONEY are trademarks of BlackRock,
Inc. or its affiliates. All other trademarks are those of their respective owners.
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