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BLACKROCK Key points

lN VESTM ENT We have upgraded European assets because we see the European
INSTITUTE Central Bank (ECB) shifting decisively dovish in coming months.

The British pound touched a 27-month low against the U.S. dollar as
Brexit returned to the fore ahead of a new prime minister announcement.

The ECB is likely to use this week’s policy meeting to lay the ground for
the fresh stimulus package to be deployed over coming months.

The BlackRock Investment Institute (BII)

leverages the firm’s expertise to provide Why we u pg rade Eu ro pean assets

insights on the global economy, markets,
geopolitics and long-term asset allocation —

all to help our clients and portfolio managers . . o .
onep . P nanag We have closed our underweight in European equities and credit, and upgraded
navigate financial markets. As a unique

center of excellence, BlI offers strategic government bonds to overweight. The impetus? We see the European Central Bank
and tactical market views, publications (ECB) delivering fresh stimulus over coming months, against a backdrop of a

and digital tools that are underpinned by stabilizing growth outlook and persistent inflation undershoots.

proprietary research.

Chart of the week

BlackRock financial conditions indicator for eurozone, 2010-2019

Mike Pyle 2%

Draghi Sint
Global Chief Investment ECB adopts o ;p;r;éﬁ
Strategist negative rates

BlackRock Investment
Institute

QE

Pl = 5
£, m A expansion
o [ |
2 QE QE
Elga Bartsch a Mario Draghi announcement ends
Head of Macro Research o Eurozone Vt\/\t/hste\‘{er
BlackRock Investment g debt crisis :;o?n::ant
Institute €0 worsens i 4
<<
Beata Harasim
Senior Investment | | : : : :
Strategist 2010 2012 2014 2016 2019
BlackRock Investment
Institute Sources: BlackRock Investment Institute and Bloomberg, July 2019.. Notes: The line shows the rate of gross
domestic product growth implied by our financial conditions indicator (FCI) for the eurozone, based on its historical
Scott Thiel relationship with our Growth GPS. The BlackRock Growth GPS shows where the 12-month forward consensus GDP
_ ) forecast may stand in three months’ time. The FCI inputs include policy rates, bond yields, corporate bond spreads,
Chief Fixed Income equity market valuations and exchange rates. Forward-looking estimates may not come to pass.
Strategist
BlackRock Investment Eurozone financial conditions, as measured by our financial conditions indicator (FCI)
Institute in the chart above, have already improved. Importantly, the ECB is likely to announce

new stimulus in coming months in an effort to lift stubbornly low inflation. The package
we expect is not yet fully reflected in markets, in our view, and should help further
ease financial conditions and support European assets. The ECB may outline its
thinking at this week’s policy meeting and take action later in the year. Measures
could include further cuts to its already negative 0.4% deposit rate and a new round of
purchases of financial assets including corporate bonds.
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A benign environment for now

We have recently downgraded our global growth outlook as trade and geopolitical tensions are stoking macro uncertainty. The growth
outlook has weakened primarily in the U.S. and China recently, but steadied in the eurozone albeit at below-trend levels. The decisively
dovish shift by central banks should make for a relatively benign environment for risk assets in the near term. China’s growth looks to
stabilize as policymakers stand ready with additional fiscal stimulus, easing concerns about a potential drag on the European economy.

The easing we expect the ECB to deliver is not yet fully reflected in markets, we believe. This has prompted us to upgrade European
government bonds to overweight and close our underweight in equities and credit. In government debt, we expect peripherals, or
government bonds of mostly southern-tier countries, to benefit most from the fresh stimulus. A “lower for longer” environment should
support credit as a source of income in a region where many government bond yields of core countries are negative. We favor high
yield corporates for their muted issuance, strong inflows and spread premium to U.S. counterparts.

Our ECB view supports closing the underweight in European equities. European equity funds have seen the longest stretch of outflows
in 10 years, according to EPFR data, meaning many investors are under-invested in the region. Earnings expectations have largely
priced in risks of slower growth, and we see potential for an earnings rebound next year. Equity risk premia (the expected return
advantage of holding equities over government bonds) in Europe are now similar to those of riskier emerging markets. We prefer the
quality factor and defensive sectors that feature high profitability, stable earnings and low indebtedness, such as pharmaceuticals. We
like companies with sustainable and relatively high dividend yields. These stocks, as well as European high yield credit and peripherals,
are particularly attractive for hedged U.S. dollar-based investors because of the hefty U.S.-euro interest rate differential. We generally
dislike the consumer discretionary sector due to its vulnerability to trade conflicts, and avoid banks given negative rates.

. Week in review

Global equities edged lower, led by energy stocks that were dragged down by a slump in oil prices. The U.S. second-
quarter corporate earnings reporting season kicked off with mixed results.

* The British pound touched a 27-month low versus the U.S. dollar and a 2019 low against the euro as Brexit returned to
the fore. Brexiteer Boris Johnson is widely expected to win the Conservative Party leadership contest this week and
become the next prime minister. We see many twists and turns leading up to the Oct. 31 Brexit deadline.

+ China’s second-quarter gross domestic product (GDP) grew 6.2% on the year, in line with our view that growth is
stabilizing. Industrial production, retail sales and investment beat expectations. U.S. data were mixed, with June retail
sales surprising to the upside and industrial production in line with expectations.

Global snapshot

Weekly and 12-month performance of selected assets

Equities Week YTD 12 Months| Div. Yield Bonds ‘ Week ‘ YTD 12 Months‘ Yield

U.S. Large Caps -1.2%  201%  8.3% 1.9% U.S. Treasuries 0.4% 4.9% 6.9% 2.0%
U.S. Small Caps -14% | 15.6% @ -7.7% 1.7% US. TIPS 0.3% 6.5% 5.2% 2.1%
Non-U.S. World 01%  141%  1.5% 3.2% U.S.Investment Grade g 594 9.9% 9.8% 3.2%
Non-U.S. Developed 01% | 14.3% | 0.8% 3.4% U.S. High Yield -02% | 10.0% = 6.9% 6.0%
Japan -0.4% 8.8% 2.6% 2.5% U.S. Municipals 0.2% 5.6% 6.8% 1.9%
Emerging 08% | 115%  2.6% 2.7% Non-U.S. Developed 0.5% 4.6% 4.5% 0.6%
Asia ex-Japan 1.0%  114% | 1.4% 2.5% EM $ Bonds 05%  121% @ 11.0%  55%
Brent Crude Oil 6.4%  16.1%  -13.9%  $62.47 Euro/USD -0.4%  -2.2% | -3.6% 1.12
Gold 07%  11.1%  16.6%  $1,425 USD/Yen 0.2% | -1.7%  -42% | 107.72
Copper 2.2% 1.7% 0.0%  $6,065 Pound/USD -0.6%  20%  -3.9% 1.25

Past performance is not a reliable indicator of current or future results. It is not possible to invest directly in an index. Source: Refinitiv Datastream. As of July 19, 2019. Notes: Weekly
data through Friday. Equity and bond performance are measured in total index returns in U.S. dollars. U.S. large caps are represented by the S&P 500 Index; U.S. small caps are
represented by the Russell 2000 Index; Non-U.S. world equity by the MSCI ACWI ex U.S.; non-U.S. developed equity by the MSCI EAFE Index; Japan, Emerging and Asia ex-Japan by
their respective MSCI Indexes; U.S. Treasuries by the Bloomberg Barclays U.S. Treasury Index; U.S. TIPS by the U.S. Treasury Inflation Notes Total Return Index; U.S. investment
grade by the Bloomberg Barclays U.S. Corporate Index; U.S. high yield by the Bloomberg Barclays U.S. Corporate High Yield 2% Issuer Capped Index; U.S. municipals by the
Bloomberg Barclays Municipal Bond Index; non-U.S. developed bonds by the Bloomberg Barclays Global Aggregate ex USD; and emerging market $ bonds by the JP Morgan EMBI
Global Diversified Index. Brent crude oil prices are in U.S. dollars per barrel, gold prices are in U.S. dollar per troy ounce and copper prices are in U.S. dollar per metric ton. The
Euro/USD level is represented by U.S. dollar per euro, USD/JPY by yen per U.S. dollar and Pound/USD by U.S. dollar per pound.

BIIM0719U-899490-2/4


https://www.blackrock.com/corporate/insights/blackrock-investment-institute/publications/outlook

FOR PUBLIC DISTRIBUTION IN THE U.S., HONG KONG, SINGAPORE AND AUSTRALIA. FOR INSTITUTIONAL, PROFESSIONAL, QUALIFIED INVESTORS AND QUALIFIED CLIENTS IN OTHER PERMITTED COUNTRIES.

Ju |y 23 The UK announces its new prime minister ] |y 25 ECB monetary policy meeting

Japan, France, Germany, eurozone, U.S.
Ju |y 24 composite Purchasing Managers’ Index Ju |y 26 U.S. advance second-quarter GDP
(PMI)

The ECB will likely use Thursday’s policy meeting to lay the groundwork for the fresh monetary stimulus in coming months. Forward
guidance issued at the meeting could help lock in market pricing of lower rates. Our base case is a 10-basis point cut in September. We
see the ECB then reviving its purchases of government and corporate bonds, with the emphasis on the latter, and expand its asset
purchases to bank debt. We believe the market is underestimating how much stimulus the central bank is prepared to provide.

Asset class views
Views from a U.S. dollar perspective over a three-month horizon

Asset class Comments

A supportive policy mix and the prospect of an extended cycle underpin our positive view. Valuations still appear
uU.S. A reasonable against this backdrop. From a factor perspective, we like momentum and min-vol, but have turned
neutral on quality due to elevated valuations.

We have upgraded European equities to neutral. We find European risk assets modestly overpriced versus the
Europe — macro backdrop, yet the dovish shift by the European Central Bank (ECB) should provide an offset. Trade
disputes, a slowing China and political risks are key challenges.

We have downgraded Japanese equities to underweight. We believe they are particularly vulnerable to a
Japan \ 4 Chinese slowdown with a Bank of Japan that is still accommodative but policy-constrained. Other challenges

Equities
. include slowing global growth and an upcoming consumption tax increase.

We have downgraded EM equities to neutral amid what we see as overly optimistic market expectations for
Chinese stimulus. We seethe greatest opportunities in Latin America, such as in Mexico and Brazil, where
valuations are attractive and the macro backdrop is stable. An accommodative Fed offers support across the
board, particularly for EM countries with large external debt loads.

EM —

We have downgraded Asia ex-Japan equities to underweight due to the region’s China exposure. A worse-than-
Asia ex-Japan \ 4 expected Chinese slowdown or disruptions in global trade would pose downside risks. We prefer to take risk in
the region’s debt instruments instead.

uU.S. We have downgraded U.S. Treasuries to underweight from neutral. Market expectations of Fed easing seem
government v excessive, leaving us cautious on Treasury valuations, particularly in shorter maturities. Yet we still see long-
bonds term government bonds as an effective ballast against risk asset selloffs.

Us Muni valuations are on the high side, but the asset class has lagged the U.S. Treasuries rally. Favorable supply-
muni-ci -als A demand dynamics, seasonal demand and broadly improved fundamentals should drive muni outperformance.
p The tax overhaul has also made munis’ tax-exempt status more attractive.

We are neutral on U.S. credit after strong performance in the first half of 2019 sent yields to two-year lows.
U.S. credit — Easier monetary policy that may prolong this cycle, constrained new issuance and conservative corporate
behavior support credit markets. High-yield and investment-grade credit remain key part of our income thesis.

We have upgraded European government bonds to overweight because we expect the ECB to deliver —or even
exceed —stimulus expectations. Yields look attractive for hedged U.S. dollar-based investors thanks to the hefty
U.S.-euro interest rate differential. A relatively steep yield curve is a plus for eurozone investors.

European A

Fixed .
sovereigns

income

We have upgraded European credit to neutral. Fresh ECB policy easing should include corporate bond
European purchases. The ECB’s “lower for even longer” rate shift should help limit market volatility. European banks are

credit much better capitalized after years of balance sheet repair. Even with tighter spreads, credit should offer
attractive income to both European investors and global investors on a currency-hedged basis.

We have upgraded EM bonds to overweight on their income potential. The Fed’s dovish shift has spurred local
rates to rally and helped local currencies recover versus the U.S. dollar. We believe local-currency markets have
further to run and prefer them over hard-currency markets. We see opportunities in Latin America and in
countries not directly exposed to U.S.-China trade tensions.

EM debt A

The dovish pivot by the Fed and ECB gives Asian central banks room to ease. Currency stability is another
— positive. Valuations have become richer after a strong rally, however, and we see geopolitical risks increasing .
We have reduced overall risk and moved up in quality across credit as a result.

Asia fixed
income
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BlackRock Investment Institute

The BlackRock Investment Institute (Bll) leverages the firm’s expertise 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 is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or
solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of July 22, 2019, and may change. The
information and opinions are derived from proprietary and non-proprietary sources deemed by BlackRock to be reliable, are not necessarily all-inclusive and
are not guaranteed as to accuracy. As such, no warranty of accuracy or reliability is given and no responsibility arising in any other way for errors and
omissions (including responsibility to any person by reason of negligence) is accepted by BlackRock, its officers, employees or agents. This material may
contain ‘forward looking’ information that is not purely historical in nature. Such information may include, among other things, projections and forecasts.
There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at the sole discretion of the reader.

In the U.S. and Canada, this material is intended for public distribution. In the UK and outside the EEA: This material is for distribution to professional
clients (as defined by the Financial Conduct Authority or MiFID Rules) and qualified investors only and should not be relied upon by any other persons.
Issued by BlackRock Investment Management (UK) Limited, authorised and regulated by the Financial Conduct Authority. Registered office: 12
Throgmorton Avenue, London, EC2N 2DL. Tel: 020 7743 3000. Registered in England No. 2020394. BlackRock is a trading name of BlackRock
Investment Management (UK) Limited. In the EEA, it is issued by BlackRock (Netherlands) BV: Amstelplein 1, 1096 HA, Amsterdam, Tel: 020 — 549
5200, Trade Register No. 17068311. BlackRock is a trading name of BlackRock (Netherlands) B.V. For qualified investors in Switzerland, this
material shall be exclusively made available to, and directed at, qualified investors as defined in the Swiss Collective Investment Schemes Act of 23
June 2006, as amended. In South Africa, please be advised that BlackRock Investment Management (UK) Limited is an authorised financial services
provider with the South African Financial Services Board, FSP No. 43288. In DIFC: This information 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 Financial Services Authority
(DFSA) and is only directed at 'Professional Clients’ and no other person should rely upon the information contained within it. Neither the DFSA or any
other authority or regulator located in the GCC or MENA region has approved this information. This information and associated materials have been
provided for your exclusive use. This document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where
such distribution would be unlawful under the securities laws of such. Any distribution, by whatever means, of this document and related material to
persons other than those referred to above is strictly prohibited. In Singapore, this is issued by BlackRock (Singapore) Limited (Co. registration no.
200010143N). In Hong Kong, this material is issued by BlackRock Asset Management North Asia Limited and has not been reviewed by the Securities
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 Act and 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 is issued
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 |l
Financial Instruments Firms Association.) For Professional Investors only (Professional Investor is defined in Financial Instruments and Exchange Act).
In Australia, issued by BlackRock Investment Management (Australia) Limited ABN 13 006 165 975 AFSL 230 523 (BIMAL). The material provides
general information only and does not take into account your individual objectives, financial situation, needs or circumstances. In China, this material
may not be distributed to individuals resident in the People's Republic of China ("PRC", for such purposes, excluding Hong Kong, Macau and Taiwan)
or entities registered in the PRC unless such parties have received all the required PRC government approvals to participate in any investment or
receive any investment advisory or investment management services. For Other APAC Countries, this material is issued for Institutional Investors only
(or professional/sophisticated /qualified investors, as such term may apply in local jurisdictions) and does not constitute investment advice or an offer or
solicitation to purchase or sell in any securities, BlackRock funds or any investment strategy nor shall any securities be offered or sold to any person in
any jurisdiction in which an offer, solicitation, purchase or sale would be unlawful under the securities laws of such jurisdiction. 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. If any funds are mentioned or
inferred in this material, such funds may not been registered with the securities regulators of any Latin American country and thus, may not be publicly
offered in any such countries. The provision of investment management and investment advisory services is a regulated activity in Mexico thus is
subject to strict rules. No securities regulator within Latin America has confirmed the accuracy of any information contained herein.

The information provided here is neither tax nor legal advice. Investors should speak to their tax professional for specific information regarding their tax
situation. Investment involves risk including possible loss of principal. International investing involves risks, including risks related to foreign currency,
limited liquidity, less government regulation, and the possibility of substantial volatility due to adverse political, economic or other developments. These
risks are often heightened for investments in emerging/developing markets or smaller capital markets.

© 2019 BlackRock, Inc. All Rights Reserved. BLACKROCK is a registered 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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