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Summary

We are in an era of economic transformation shaped by mega forces - defined in our 2023 Midyear Global
Qutlook - such as artificial intelligence and geopolitical fragmentation. These forces have the potential to change
the trajectories of economies as well as reshape them. Al productivity gains could lead us to an unprecedented break
out from a 2% trend rate of growth. This could also fail to materialize, and further geopolitical fragmentation could
dampen global growth.

These mega forces are well known, yet the magnitude and even direction of their long-run impact is deeply
uncertain. This transformation also takes place at a time of weaker fiscal discipline and less stable inflation
expectations. Together, this means investors can no longer rely on macro anchors and stable long-run trends.
Outcomes are bifurcated — very different states of the economy could exist, and the average across them is
meaningless for portfolios, in our view. As a result, the way we build portfolios for a strategic horizons of five to 10
years needs to adapt. This requires us to question traditional portfolio construction principles.

Traditional portfolio construction principles have anchored portfolios around a static long-run allocation,
defined as a set mix of broad asset class buckets — such as the 60/40 mix of stocks and bonds. These types of static
allocations have worked well in a broadly stable macro environment. Today, solving for a static asset mix is
inconsistent with a world of transformation and the lack of a central long-term scenario.

What might have been seen as a well-diversified asset mix instead amounts to a large implicit bet on how
economic transformations will play out. Why? Mega forces cut across asset class labels. For example, much of the
Al buildout has been funded by the capital spending (capex) of hyperscalers who have led the U.S. stock market rally
in recentyears. Their capex has resulted in opportunities spanning both public and private asset classes. This
translates to a data centre and power generation build-out — opportunities that fall in infrastructure, real estate and
private equity.

We can’t have all the answers when economies are transforming in real time. Yet we have evolved our capital
market assumptions (CMAs) and portfolio construction approach to address this challenge, building on the
portfolio construction principles laid out in April 2023. Critical to building portfolios now, when transformation
means there is no one central long-term scenario, is to surface and own all key calls more often, to have a common,
whole portfolio lens, and to risk budget holistically.

Taking each in turn - first: we need to revisit the biggest portfolio judgements more often as new information
arrives. That may mean re-underwriting key allocation decisions more frequently than before and having an explicit
Plan B with the portfolio changes it would require. It's why our CMAs are revisited quarterly and feature explicit
alternate scenarios. Second, focus on fundamental economic drivers rather than asset class labels, especially in
private markets - it’s the basis of how we form our CMAs. It may mean building with more granular building blocks
to reflect where mega forces show up - something in our CMAs now. Third, treat alpha potential as part of the
allocation decision rather than an add-on. Each requires and ultimately facilitates stronger governance so
decisions are transparent and accountable.

The need for more frequent re-underwriting of key allocation decisions may discourage some investors, but
they should be wary of the false lure of simplistic approaches that promote inertia. The absence of an “easy”
long-term portfolio is not a reason to de-risk or retreat to cash. Yes, a simple portfolio is almost always better than
none, but that is a very low bar. Transformation brings enormous investment opportunity that cannot be captured
through traditional approaches, in our view. The real risk is missing out through inertia.
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Rethinking multi-asset allocations

Over recent decades, strategic asset allocation (SAA) has become central to industry practice. It provides a long-run
baseline mix of asset-class exposures that investors can govern, benchmark and rebalance against, and which is
revisited only periodically. In practice, this baseline often plays the role of a “neutral” allocation: tactical tilts are layered
around it and active managers are asked to outperform it.

The intellectual case for a static SAA rests on two related assumptions from Harry Markowitz’s work in the 1950s and
1960s. First, the investment problem is single-period, and second, that investment returns follow a stable distribution.
Robert Merton’s work on intertemporal portfolio choice in the 1970s showed that a fixed long-run portfolio is optimal
only if the investment opportunity set does not change through time. Over time, those assumptions became embedded
in industry governance frameworks, not least because from the 1980s through to the late 2010s they appeared
reasonable — macro volatility was relatively subdued, the investment opportunity set broadly stable, and the probability
assigned to alternative long-run regimes implicitly small. The costs of assuming stability appeared modest during that
period, as macro volatility declined and cross-asset relationships were comparatively stable.

We cannot make such strong assumptions today. As we set out in our 2024 Midyear Global Outlook, mega forces such
as artificial intelligence and geopolitical fragmentation are reshaping economic structures, while fiscal and inflation
anchors have weakened. The long-run economy could plausibly evolve along materially different paths, implying
meaningfully different growth, inflation, policy reaction functions, risk premia and cross-asset relationships. At the same
time, the structure of finance is evolving — from the growing role of private assets to digitization and new payment
technologies. This is not merely greater dispersion around a single expected path. It is the possibility that the economy
settles into structurally different regimes, each internally coherent but implying very different asset return expectations.
Any set of long-run capital market assumptions is therefore conditional: it reflects one assumed path for the economy.

When multiple long-run paths are plausible, the investment opportunity set is not stable. Outcomes are bifurcated -
very different states of the economy could exist, and the average across them is meaningless for portfolios. A
probability-weighted average of regimes may conceal materially different risk exposures and can lead to portfolios that
are poorly aligned with whichever regime ultimately prevails. As a result, the way we build portfolios for a strategic
horizon of five to 10 years needs to adapt. This requires us to question widely adopted traditional portfolio construction
principles. In that setting, anchoring governance to a single static “neutral” mix — such as the widely used 60/40 stock-
bond allocation — implicitly embeds a long-term bet on one environment.

The implication is not that SAA is obsolete, but that static, set-and-forget implementations are a weak fit for a world
where the long-run opportunity set itself is uncertain. Long-term portfolio frameworks need to evolve toward explicitly
recognizing regime uncertainty - for example, by expressing capital market assumptions (CMAs) through internally
consistent scenarios and by clarifying how portfolios would adapt as beliefs change. We use scenarios in our CMAs to
capture this wide range of outcomes in a world shaped by mega forces. The scenarios we track: our “starting point”
scenario, along with an “Al productivity boom” and “Higher risk premium for U.S. assets” scenarios. The schematic below
illustrates the hypothetical impact of each for returns on U.S. equities. Doing so makes the underlying bet explicit and
aligns long-term portfolio design with a more uncertain macro environment.

Monitoring scenarios is key
Illustrative distribution of U.S. equity returns

Probability
7\

Starting point

. Al productivity boom
scenario

%

v

Return
Forward-looking estimates may not come to pass. Source: BlackRock Investment Institute, February 2026. Note: The illustration shows a hypothetical distribution of U.S. equity returns
in the different scenarios underlying our capital market assumptions. Read more here..
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Rethinking asset class buckets

The challenges for portfolio construction start with the building blocks investors use to anchor SAAs: the asset-class
buckets defined by familiar market-weighted benchmarks. In an era of mega force-driven transformation, these
traditional broad market indexes can become a blunt tool for expressing the risks investors want to take. Concentration
can arise inside such benchmarks, as a symptom of transformation, and what looks like diversification on paper can still
behave like a single, concentrated position in practice. Concentration is neither inherently good nor bad, yet it should
not be assumed to be the right neutral starting point.

Consider U.S. equities. The economy’s shift toward digital and now Al-linked investment has coincided with a rising
share of index returns explained by a single common driver. At the same time, the share of technology in the MSCI USA
index has risen to 34.5% from 26% between 2022 and 2025, data from LSEG Worldscope shows. The chart on the left
illustrates that point: after controlling for standard style factors, one component has explained a larger share of S&P 500
returns in recent years. At the same time, labels are getting less informative. “Technology” no longer maps cleanly to a
narrow sector. Large companies increasingly combine platform, cloud, logistics, media and enterprise services in ways
that blur categories. As a result, sector buckets can understate how concentrated the underlying exposure set has
become. Take for instance, revenues for the “magnificent seven” U.S. mega-caps: by GICS sector labels, only about 37%
of revenues sit in Information Technology, yet a revenue-based classification suggests closer to 70% is tied to
technology businesses. Revenue-based views give a clearer picture of underlying technology exposure than traditional
sector labels.

Private markets are perhaps the most acute example of the problems with broad labelling. Investors may segment
portfolios into real estate, infrastructure and private equity and still end up concentrated in the same underlying theme.
A portfolio split across those labels can still carry a heavy exposure to Al data centers, for example. In that setting,
diversification by category can be optical rather than economic: what matters is the underlying cashflow drivers and how
they co-move across plausible macro states.

Bond benchmarks are not immune from concentration either as the chart on the right shows. As governments and
companies issue more long-dated debt, index investors end up owning more duration by construction. Nearly half the
Bloomberg Global Aggregate index — a widely used bond benchmark — now comprises bonds with maturities of 10 years
and beyond as governments and companies issue more longer-term debt. A benchmark that is often treated as a “core
bond” neutral can therefore embed a large and shifting interest-rate exposure, even when investors have not made that
choice deliberately.

Investors need to build portfolios around the risks they want to take, not the ones traditional broad market indexes
deliver by construction. That requires making explicit, deliberate calls on the exposures embedded within each asset-
class bucket - and owning those decisions.

A powerful common driver Concentration also in bond indexes
Variance in S&P 500 returns explained by one main factor ~ Share of maturities in Bloomberg Global Aggregate index
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Evolving asset allocation

So, what asset allocation approach should investors take — across and within asset classes? We've laid out there can’t be
a single static answer at a time of economic transformation. We know it is not to de-risk or step to the sidelines. A simple
portfolio is almost always better than cash, and the cost of sitting on the sidelines can be large. In such an environment,
assumptions embedded in portfolio construction need to be questioned, and the process for making allocation
decisions needs to meet a higher bar.

The industry is responding by moving away from traditional SAAs toward a so-called total portfolio approach (TPA). We
agree with many of the outcomes associated with such a shift, but TPA remains loosely defined and can mean very
different things in practice. There is no silver bullet and no one-size-fits-all portfolio. We can't have all the answers when
transformation is reshaping economies in real time - that's why our focus has been to take steps to evolve our asset
allocation approach over time. Today we follow a set of practical steps for building portfolios to meet long-term
objectives, which we bring together with the launch of our new CMA website, showcasing our evolved framework.

First, we start with the investment objective rather than a pre-determined asset mix. For some investors that means
targeting liabilities or minimizing funding-level volatility (pensions). For others, it means sustaining above-inflation
income (endowments). We do this by expressing the investment objective through an investor-specific reference
portfolio, a set of factor exposures needed to meet the objective and building from there — so the starting point is
specific, not a generic market-cap weighted allocation.

We don’t treat SAAs as a stable anchor that holds through time. Uncertainty due to transformation is not uniform across
time horizons, in our view. Immutable economic constraints mean investors can often form clearer judgements about
the near-term path of a transformation than about its long-run endpoint. What this means in practice: we shorten the
horizon for making allocation decisions. Our strategic views and are built using five-year CMAs rather than a longer
horizon. That is not because five years is “right” - in theory, the horizon should be shorter still — but because governance
constraints mean many boards cannot take real-time allocation decisions. We see five-year CMAs as a pragmatic step.

An era of transformation can lead to fast-moving markets, with investors learning real-time developments that have
major long-term implications. We think it is important to re-underwrite big calls more frequently. The implication: we
reassess the macro environment and resulting whole portfolio implications more frequently, and update exposures
as needed. We update our CMAs and strategic views quarterly. This is not churn. It is ensuring we always actively own
the rationale behind the allocation. The chart below shows how our long-term views on government bonds and credit
evolved through and after the Covid-19 pandemic. As the macro regime shifted, we reassessed our yield assumptions
and moved to an underweight in government bonds, reflecting our expectation of a structurally higher rate environment
taking root. We don’t believe SAAs can be a static exercise once every few years — but a dynamic and continuous
exploration of exposures as the opportunity set evolves.

This new environment also demands extra humility, in our view. Confidence in any central allocation should be lower.
The implication: investors should have an explicit Plan B - or set of Plan Bs - grounded in scenarios, with clarity on
portfolio changes those scenarios would require as new information is learned. These changes shift how portfolios
are run through time: shorter horizons, more frequent re-underwriting, and explicit contingencies. Yet if traditional
labels no longer provide a reliable map of exposures, what should investors build portfolios around?

More frequently re-underwriting big calls
Evolution of our strategic views on government bonds and credit since 2019
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From asset labels to economic exposures

If broad asset class building blocks no longer provide a reliable map of exposures, the practical response is to shift the
unit of analysis. We measure portfolio exposures at the whole portfolio level based on economic and factor drivers
of return and risk. This is critical for private assets where labels are less standardized, benchmarks are often absent and
infrequent valuation adjustments can understate true economic risk. Portfolios that look diversified on paper may be
leaning on the same underlying drivers, creating a diversification mirage. The chart below illustrates this: despite
different labels and accounting profiles, listed and private infrastructure equity exhibit very similar underlying economic
risk contributions. Without a common risk framework, that overlap in portfolio exposures can be obscured.

A whole portfolio lens needs to be used consistently to inform views on the macro environment, asset markets, risk
premia and active managers. Internal consistency is essential for implementation. When a view on rates, growth or
risk premia shifts, the implications should flow through the entire portfolio coherently rather than in one sleeve
only. We built our CMA framework to ensure such consistency across macro views, risk premia and expected returns.

Economic transformation raises dispersion within asset classes and strengthens the case for treating alpha as an
allocation decision. The implication: setting explicit rules for the relative sizing of alpha versus beta risk and
defining how private markets and hedge funds contribute to the portfolio’s active risk budget. Where dispersion
warrants it, we advocate a clear active risk budget and publish the governing rules. For example, we have recently argued
for a larger allocation to hedge funds than was the case before the Covid-19 pandemic, reflecting a more favorable
opportunity for active risk-taking.

Broad asset class benchmarks are a blunt instrument for expressing views in an era of transformation, as shown earlier.
Mega forces do not show up uniformly across markets: their effects land in specific sectors, parts of the yield curve and
balance sheet structures. Portfolio construction needs enough granularity to reflect this reality. The implication: using
more granular building blocks - across equity and credit sectors, and across different parts of the yield curve
consistent with governance and client objectives. For example, our work finds that capturing regional tilts would have
historically added value relative to a broad MSCI ACWI benchmark, with the benefit rising further if portfolios were built
with sector-level granularity. Indexes themselves have evolved, allowing investors to target more precisely defined
market segments and express specific economic exposures with greater accuracy than broad asset-class buckets allow.

More granularity is not feasible without governance that matches the ambition. Governance boards need a line of sight
into economic risk, liquidity risk and drawdown risk, especially where asset class labels can mislead. We apply an
assessment framework for new and novel asset classes, including bitcoin, with entry criteria, risk metrics and
governance gates. And we record the decision pathway even when the near-term conclusion is “not yet.”

Different labels, similar risks
Risk contribution by underlying factor
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Infrastructure Net Index, labelled Listed infrastructure equity, and of a Diversified Global Private Infrastructure allocation proxied by an Aladdin risk proxy, broken down by broad market
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TPA: what it requires in practice

Against the backdrop we have set out, the TPA has gained traction across the industry. Its rise reflects a rethink of how
portfolios are organized and governed during an era of transformation and where exposures interact across asset
classes rather than sitting neatly in siloes. There is no single, universally accepted definition of TPA. In broad terms, it
describes a shift away from a static allocation of capital across discrete asset-class buckets toward managing a more
dynamic total risk budget at the portfolio level, often with greater discretion delegated to a chief investment officer. The
appeal is clear: flexibility, faster adaptation to changing conditions and a sharper focus on total-fund outcomes rather
than sleeve-by-sleeve performance.

In several respects, this shift aligns closely with the principles we have outlined in the preceding pages. A whole-
portfolio view of risk and return, a more dynamic approach to allocation and a recognition that exposures should be
assessed by their contribution to portfolio outcomes rather than by labels are all core ideas that TPA brings to the fore.
Given this alignment — and the fact that TPA remains loosely defined in practice — the relevant question is not whether
itis “right” or “wrong,” but how it is implemented. Placing constraints at the appropriate whole-portfolio level rather than
within rigid asset-class silos can enhance adaptability to changing conditions, while remaining within clearly defined
governance boundaries.

Governance is therefore the critical fault line. When discretion spans asset classes without a common whole portfolio
lens, decision rights can blur, accountability can weaken, and boards can struggle to organize teams or evaluate
performance. Apparent risks and opportunities in one part of the portfolio may simply reflect inconsistent assumptions
elsewhere, undermining the ability to compare, substitute or budget risks coherently across exposures. These issues
become more acute when active decisions, indexing choices and private-market exposures are not assessed through
that lens.

These challenges are not theoretical. Left unaddressed, they create real governance risks. That doesn’t mean TPA is
misguided but that the label itself does not ensure the necessary discipline. What matters in practice is clarity on how
discretion is exercised within an agreed total-fund framework. Flexibility only improves outcomes when it is paired with
clear governance and risk ownership.

Regardless of the approach an investor adopts, delivering total-portfolio outcomes in an age of mega force-driven
transformation requires clear visibility of exposures, internal consistency in assumptions, governance structures that
support deliberate flexibility and timely and frequent refreshes of portfolios. We think, ultimately, this is what will allow
portfolios to adapt as paths the world takes evolve, while ensuring that risks are understood, owned and accountable at
every level.

There is a temptation to either wholesale denounce SAA for TPA, or vice versa. Both positions are too extreme, in our
view, not least because the acronyms mean different things to different investors. Whatever the label, investors will likely
still need a clearly articulated reference portfolio. Our focus is less on the label, and more on what is done in practice.
Static, set-and-forget mixes built solely through market-cap benchmarks may remain appropriate for the most
governance-constrained investors. For others, however, the demands of transformation call for a framework that
combines whole-portfolio discipline with structured flexibility.
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BlackRock Investment Institute

The BlackRock Investment Institute (BIl) 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.
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