C AP ITAL AT RISK. THE VALUE OF INVESTMENTS AND THE INCOME FROM THEM CAN FALL AS WELL AS RISE AND IS NOT GUARANTEED. INVESTORS MAY NOT
GET BACK THE AMOUNT ORIGINALLY INVESTED.
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Summary

February 2021

• Most forecasters ignore the effects of climate change in
their economic projections or long-term return
expectations. We don’t believe this is right.
• Our return expectations – the building blocks of our
strategic asset allocation – now reflect the impact of
climate change on the investing landscape.
• This is an integral part of a series of actions that BlackRock
is taking to prepare for a net-zero world.
• We see the transition to a more sustainable world helping
growth and presenting a historic investment opportunity.

The popular notion that tackling climate change comes at a net cost to the global
economy is wrong, we believe. Avoiding climate-related damages will help
prevent economic deterioration and improve risk-asset returns, in our view. We
see the “green” transition to a carbon-neutral world rewarding companies,
sectors and countries that adjust and penalizing others.
That is why our capital market assumptions (CMAs) – long-run estimates of risk
and return – now reflect the impact of climate change. Estimates in this area are
highly uncertain, yet our framework is designed to account for this. We will refine
the framework as we monitor the evolution of the “green” transition.
We focus on climate because we believe a broad consensus around its impact
and measurement suggests that climate change is fast becoming a key driver of
asset pricing. Our updated CMAs are driven by sectoral views, with exposure to
climate risks and opportunities a key determinant.

We see technology and healthcare benefiting the most from that perspective, and
carbon-intensive sectors such as energy and utilities lagging. This in turn
increases our strategic preference for developed market (DM) equities, at the
expense of high yield and some emerging market (EM) debt.
Why? The composition of DM equity indexes better aligns with the climate
transition because they include many technology and healthcare companies.
Sectors that face structural challenges due to rising climate awareness, such as
energy and utilities, are more prevalent in high yield and EM debt indexes.
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Climate risks and opportunities
Climate change and efforts to curb it will have major
economic outcomes, we believe, not just far into the future
but even in the next five years. Economic projections that
ignore climate change are widely relied upon – yet are
based on an unrealistic future scenario, in our view. The
two scenarios to compare from this perspective: a
transition to a low-carbon economy in which policies to
fight climate change are enacted, and a no-climate-action
scenario with no actions to limit damages.

A commonly held notion is that tackling climate change
has to come at an economic cost. We think that’s wrong.
We assume the global economy transitions to a lower
carbon path consistent with Paris Agreement goals. The
positive effect of this transition rests on a gradual
phasing in of carbon taxes, green infrastructure spending
consistent with the IMF’s recommendation, and subsidies
on renewable energy. If none of these actions are taken to
mitigate climate change, we estimate a cumulative loss in
global output of nearly 25% in the next two decades. The
stylized Accounting for climate change chart illustrates
the potential difference between the two paths.
Climate change will drive dispersion of returns at a sector
level, in our view. There will be sectoral winners and losers
– underpinning why we believe a sectoral approach to
sustainable investing is more appropriate than a regional
one. Likely beneficiaries are technology and healthcare,
we believe, while laggards include energy and utilities.
We focus on the "E" (environmental) of ESG in our
updated CMAs. Why? First, there is wide recognition of the
importance of climate change on economic and social
outcomes. Second, there is consensus on the
measurement of an entity’s contribution to climate
change: carbon emissions. Carbon emissions have
become a widely enough adopted indicator of
sustainability for investors to be a driver of repricing at
the broad market level.
We see insights into S (social) and G (governance) as key
sources of potential returns through security selection,
rather than as systematic drivers of returns. We will
consider incorporating them in our framework once
consensus around their impact and availability of
consistent data improve in coming years.

We see a green transition
as a positive for growth
and risk asset returns.
Natalie Gill
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Accounting for climate change…
Stylized illustration of global growth paths

Assuming a green
transition to a net-zero
carbon emission world
notably improves the
growth outlook

Economic growth

The green transition

Assuming a likely hit to
global growth from
climate change creates
a more realistic
starting point for
looking at the future
Time

Source: BlackRock Investment Institute, February 2021. Notes: This is a stylized
depiction of our best estimate of how we believe global growth will evolve in two
scenarios, based on information currently available. It is not intended to reflect the size
of the potential difference between the two paths. There is no guarantee that a positive
i n vestment outcome will be achieved.

…leads to a change in views
Impact of climate-aware CMAs on our views
Sector preferences

Tech

Asset preferences

DM equities

Healthcare
Utilities

Energy

High yield
EM debt

Sources: BlackRock Investment Institute, February 2021. Notes: This is a stylized
depiction of our sectoral and asset class preferences on a strategic horizon as a result
of incorporating climate change in our capital market assumptions. They are not meant
as investment advice or an investment recommendation. There is no guarantee that a
p os itive investment outcome will be achieved.

How does all of this translate into our strategic views?
There are broad differences between our new, climateaware views versus those based on scenarios that ignore
climate change or assume no mitigation. See the table.
Our preference for DM equities has become stronger, at
the expense of high yield and some EM debt. Why? The
composition of DM equity indexes better aligns with the
climate transition, with large weights of technology and
healthcare companies, less vulnerability to transition risks
and lower carbon intensity. Equities also can better
capture potential opportunities of the green transition, as
bonds are capped in their capital appreciation.
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Incorporating climate change
The climate framework
Our framework, illustrated in the schematic below,
outlines how we incorporate climate change and shifting
investor sustainability preferences into expected asset
class returns and, ultimately, strategic asset allocation.
We see climate change entering the equation through
three channels: macro, repricing and fundamentals.
Macro: We believe macro variables will be different in a
world that is transitioning to a sustainable future. Such
changes mean sustainability affects everything that goes
into forming a view on long-term asset class returns. We
see changes in so-called risk premia for all asset classes –
the compensation investors require for holding them.
Repricing: The price investors are willing to pay for
sustainable assets is changing. The BlackRock Global
Sustainability Survey of September 2020 found 425
institutional investors planned to double their
sustainable assets under management in the next five
years to 37%. We see this as a tectonic shift toward
sustainable assets. Changing investor preferences will
spur a climate change-led repricing due to the falling cost
of capital for sustainable assets. These assets will
generate higher returns than traditional peers as a result,
in our view. Investors are just starting to respond to the
structural shift, suggesting it is not yet in the price. Once
this repricing phase has passed, we believe this channel
will eventually no longer be this channel is no longer a
boon for "greener" assets' expected returns.

Fundamentals: Climate change and policies will affect
profitability across sectors, we believe. This will have
knock-on effects for other variables such as credit default
and downgrade assumptions. We estimate corporate
earnings consistent with our green transition scenario. To
arrive at estimates, we first assess the sensitivity of
earnings to carbon pricing. We then assess the impact of
transition risks – or the financial risks arising from the
transition to a low-carbon economy – and physical risks.
We score sectors on two dimensions: How exposed they
are to climate change, and whether that exposure
represents a risk or opportunity. For example, a company
could be a high carbon emitter and have a high carbon
price sensitivity as a result, yet still benefit from the green
transition. Think of chemical companies that manufacture
materials for electric vehicle batteries.
No one knows yet what a low-carbon world will look like.
Climate change projections are highly uncertain. This is
due to the complexity of modeling the dynamics and
myriad dependencies between climate and carbon
emissions, economic variables and mitigation policies.
Our framework allows us to systematically monitor key
metrics and the evolution of the green transition, and we
plan to adapt it accordingly. Our approach explicitly
accounts for uncertainty - highly relevant for climate
change that will have varying but highly uncertain
impacts over time. We believe this approach lends itself
well to the structural transformation taking place.

Three channels drive the climate change impact on assets
BlackRock framework for climate-aware portfolios

Macro channel
Macro
variables
affected
Effects of climate
change and
related policy
measures
Changing societal
preferences

Changes in
overall risk
premia

Repricing channel
Capital flows
into
sustainable
assets

Sustainable
assets starts
trading at a
premium

New return
expectations
for
all asset
classes

Climate-aware
Portfolio
strategic
Portfolio
design
design asset allocations

Fundamentals channel
Climate change effects could
change corporate profitability

Source: BlackRock Investment Institute, February 2021. Notes: For illustrative purposes only. Subject to change without notice.
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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 the global economy, markets, geopolitics and long-term asset allocation – all to help our clients and
portfolio managers navigate financial markets. BII offers strategic and tactical market views, publications and digital
tools that are underpinned by proprietary research.

Bl ackRock’s Long-Term Capital Market Assumption Disclosures:This information is not intended as a recommendation to invest in any particular asset class or strategy or product or
as a promise of future performance. Note that these asset class assumptions are passive, and do not consider the impact of active management. All estimates in this document are in
US dollar terms unless noted otherwise. Given the complex risk-reward trade-offs involved, we advise clients to rely on their own judgment as well as quantitative optimisation
approaches in setting strategic allocations to all the asset classes and strategies. References to future returns are not promises or even estimates of actual returns a client portfolio
may achieve. Assumptions, opinions and estimates are provided for illustrative purposes only. They should not be relied uponas recommendations to buy or sell securities. Forecasts
of financial market trends that are based on current market conditions constitute our judgment and are subject to change without notice. We believe the information provided here is
reliable, but do not warrant its accuracy or completeness. If the reader chooses to rely on the information, it is at its ownrisk. This material has been prepared for information purposes
only and is not intended to provide, and should not be relied on for, accounting, legal, or tax advice. The outputs of the assumptions are provided for illustration purposes only and are
subject to significant limitations. “Expected” return estimates are subject to uncertainty and error. Expected returns for each asset class can be conditional on economic scenarios; in
the event a particular scenario comes to pass, actual returns could be significantly higher or lower than forecasted. Becauseof the inherent limitations of all models, potential
investors should not rely exclusively on the model when making an investment decision. The model cannot account for the impact that economic, market, and other factors may have
on the implementation and ongoing management of an actual investment portfolio. Unlike actual portfolio outcomes, the model outcomes do not reflect actual trading, liquidity
constraints, fees, expenses, taxes and other factors that could impact future returns.
Cap ital at risk. The value of investments and the income from them can fall as well as rise and are not guaranteed. Investors may not get back the amount originally invested.
G eneral disclosure: This material is intended for information purposes only, and does not constitute investment advice, a recommendation or an offer or solicitation to purchase or sell
any securities, funds or strategies to any person in any jurisdiction in which an offer, solicitation, purchase or sale wouldbe unlawful under the securities laws of such jurisdiction. The
opinions expressed are as of February 2021 and are subject to change without notice. Reliance upon information in this material is at the sole discretion of the reader. Investing
involves risks
In the U K and inside the EEA: Until 31 December 2020, issued by BlackRock Investment Management (UK) Limited, authorised and regulated by the Financial Conduct Authority.
Registered office: 12 Throgmorton Avenue, London, EC2N 2DL. Tel: + 44 (0)20 7743 3000. Registered in England and Wales No. 02020394. For your protection telephone calls
are usually recorded. Please refer to the Financial Conduct Authority website for a list of authorised activities conducted by BlackRock. From 1 January 2021, in the event the United
Kingdom and the European Union do not enter into an arrangement which permits United Kingdom firms to offer and provide financial services into the European Economic Area, the
issuer of this material is: (i) BlackRock Investment Management (UK) Limited for all outside of the European Economic Area; and (ii) BlackRock (Netherlands) B.V. for in the European
Economic Area, BlackRock (Netherlands) B.V. is authorised and regulated by the Netherlands Authority for the Financial Markets. Registered officeAmstelplein 1, 1096 HA,
Amsterdam, Tel: 020 – 549 5200, Tel: 31-20-549-5200. Trade Register No. 17068311 For your protection telephone calls are usually recorded.
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In the U .S. and Canada, this material is intended for public distribution.
In L atin America: No securities regulator has confirmed the accuracy of any information contained herein. The provision of investment managem ent and investment advisory services
is a regulated activity in Mexico thus is subject to strict rules. For more information on the Investment Advisory Services offered by BlackRock Mexico please refer to the Investment
Services Guide available at www.blackrock.com/mx. This section covers the following jurisdictions in Latin America: Argentina, Brazil, Chile, Colombia, Costa Rica, El Salvador, Mexico,
Panama, Peru and Uruguay.
In S i ngapore, this is issued by BlackRock (Singapore) Limited (Co. registration no. 200010143N). This advertisement or publication has not been reviewed by the Monetary Authority
of Singapore.
In H ong Kong, this material is issued by BlackRock Asset Management North Asia Limited and has not been reviewed by the Securities and Fu tures Commission of Hong Kong.

In S outh Korea, this is issued by BlackRock Investment Management (Korea) Limited. For information or educational purposes only, not for re use, redistribution, or any commercial
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In Ch ina, this material is provided for informational or educational purposes in People’s Republic of China (“PRC”, for such purposes , excluding Hong Kong, Macau and Taiwan) only
and does not constitute a solicitation of any securities or BlackRock funds.
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