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The market developments of 2025 – shaped by structural trends (or ‘mega forces’) such as artificial intelligence 
(AI) and geopolitical fragmentation – have underscored a profound rise in uncertainty. As a result, it’s become far 
more challenging to anchor strategic asset allocation (SAA) decisions around a single, long-term starting point 
scenario.

• AI drove US equity performance and economic growth last year, but the outlook is highly uncertain. If AI adoption 
exceeds expectations, the US stands to benefit more than other markets (Fig 1).

• Geopolitical fragmentation led to volatility in 2025. There’s a scenario in which the US could become a source of 
geopolitical instability over a strategic horizon, which may lead to a larger drop in US GDP versus other markets (Fig. 
1) and a sharp rise in risk premia across US assets.

US equities remain the largest allocation in BlackRock Investment Institute's (BII) strategic portfolios. However, 
according to BII's new Q4 Capital Market Assumptions (CMAs), expected returns for US equities and broader 
portfolios have become far more uncertain over a strategic horizon, depending on how the two mega forces above 
unfold (Fig. 4). The nature of this uncertainty has shifted – it’s no longer just about uncertainty around a central long-
run trend, but also around which scenario is materialising.

Meanwhile, macro and market volatility will likely be structurally higher. Central banks will be less able to cushion 
shocks than in the past, due to structurally higher inflation driven by ageing demographics pushing up DM wages, 
geopolitical fragmentation spurring supply chain rewiring costs and the AI buildout potentially leading to power supply-
demand imbalances. In short, we expect more uncertain returns and higher volatility.

Figure 1: The US faces a wider range of potential economic growth outcomes than other developed economies
Five-year GDP growth estimates, Q4 2025

Forward-looking estimates may not come to pass. Source: BII, January 2026. Note: The chart shows our assumptions 
for five-year real GDP growth under the three scenarios that underpin our capital market assumptions (CMAs). 

Adapting central bank portfolios for an uncertain future: a three-pronged approach
Scenario testing (pg. 3) – we advocate assessing how SAA may perform across a range of scenarios and 
identifying which assets are most vulnerable to regime shifts or could provide resilience. We demonstrate how 
sample institutional portfolios may perform across the potential scenarios shown in Fig. 1. We find that equity 

allocations – particularly US equities (and, by extension, global equities, given their high exposure to the US) – exhibit 
the widest dispersion of outcomes. This underscores the need for a more dynamic approach to portfolio construction 
spanning asset allocation and portfolio implementation enhancements to help boost portfolio outcomes, including 
expected returns and stability.

Asset allocation enhancements (pg. 4-5) – private markets can help lift portfolio returns by offering higher 
alpha potential than public markets and providing access to opportunities aligned with mega forces. Within the 
public market sleeve, a strategic allocation to macro hedge funds, EUR high-yield credit and EUR AAA CLOs can 

further enhance returns, while delivering relatively stable performance across the scenarios outlined above.

Portfolio implementation enhancements (pg. 6-7) – shifting part of the portfolio core from index exposures to 
systematic alpha strategies can increase expected returns while helping to neutralise macro factor risks. 
Optimising instrument selection – for example, replacing futures with ETFs in US equity exposures – can 

improve cost efficiency. Finally, partially hedging USD exposure can provide protection against potential further dollar 
downside, while still preserving the benefits of the USD’s safe-haven characteristics.

Putting theory into practice – we bring this all together through a portfolio case study (pg. 8).
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• US risk premia worsen: a more negative scenario of US-driven geopolitical decoupling, leading to lower growth, 
higher inflation and repricing of risk premia across US assets. This would warrant a lower US equity allocation.

Highlights from our analysis
• The dispersion of portfolio outcomes is wide across the three scenarios, ranging from 2 to 5% expected returns 

(Fig. 3), with the weakest occurring in the ‘US risk premium worsens’ scenario and the strongest in the ‘AI productivity 
boom’ scenario. This is driven primarily by equity allocations, especially US equities, and emphasises the importance 
of monitoring scenario evolution and adopting a more dynamic approach to portfolio construction by leveraging 
other asset classes and more efficient implementation vehicles to enhance expected risk-adjusted returns.

• Private markets play a key role in boosting portfolio expected returns, thanks to their higher alpha potential and 
early access to structural opportunities, along with lower return variability than global equities across the scenarios 
(Fig. 4). In growth-focused private markets, most of the valuation repricing driven by higher rates is now largely 
complete, we believe, and we see the strongest expected returns in private equity and infrastructure, supported by 
mega forces, as well as attractive entry points in real estate. In income-oriented private markets, direct lending 
offers higher expected returns than public fixed income, while helping to maintain portfolio stability across all three 
scenarios.

• In public markets, hedge funds and high yield (HY) can enhance returns while adding stability across the 
scenarios. Hedge funds benefit from alpha opportunities amid greater market dispersion and offer diversification 
without sacrificing liquidity, at a time when fixed income is a less effective diversifier (pg. 4). A strategic HY allocation 
can lift returns: despite tight spreads, long-term returns are driven mainly by coupon income (pg. 4-5).

This information is not intended as a recommendation to invest in any particular asset class or strategy or as a 
promise - or even estimate - of future performance. Forecasts are not a reliable indicator of future performance. 
Source: BlackRock, as of 10 February 2026; CMA data as of 31 December 2025; currency: EUR; time period: 10 Years. 
Return assumptions are total nominal returns. Asset return expectations are net of assumed fees. Fees and alpha are 
estimates for illustrative purposes only and do not represent any actual fund performance. Indices are unmanaged and 
one cannot invest directly in an index. These portfolios represent a sample of just various possible solutions. BlackRock 
has not considered the specific needs of the client and is not making any recommendation of any particular option. You 
should consider the most appropriate allocation for your needs.

Figure 2: Illustrative central bank portfolio
Asset allocation

Source: BlackRock, as of 3 February 2026.

In the analysis below, we use BII’s 10-year capital market 
assumptions (CMAs) to show how the expected returns of an 
illustrative central bank portfolio (Fig. 2) may change under three 
hypothetical scenarios:

• Starting point scenario: US equity valuations remain broadly 
stable on a strategic horizon, with returns driven by AI-
enabled earnings growth, rather than multiple expansion. Yet 
it’s unclear whether AI-related revenues will accrue within 
technology or across other sectors, making AI an increasingly 
active investment theme. In this scenario, US equities remain 
the largest allocation in BII’s strategic portfolio.

• AI productivity boom: in this upside scenario, AI adoption 
exceeds expectations and the US benefits disproportionately 
from productivity gains. Allocations to US equities increase, 
reflecting the potential for double-digit - possibly mid-teens – 
earnings growth. While rare, such growth is plausible during 
transformative innovation phases based on historical data.
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Figure 3: Portfolio outcomes are widely dispersed 
across the three scenarios
Expected returns of the illustrative portfolio over 10 years

Figure 4: Private markets, hedge funds and HY can help 
enhance portfolio returns across scenarios
Expected returns of the asset classes over 10 years

1. Scenario analysis for central bank portfolios 
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Below, we outline a way to adopt a more dynamic approach to portfolio construction and enhance portfolio efficiency, by 
tapping into opportunities across macro hedge funds, EUR HY and EUR AAA CLOs.

Hedge funds
Investor interest in hedge funds has grown in recent years, with total global industry capital rising for a 13th 

consecutive quarter in Q4 2025 to reach a record $5.16T.1 Q4 2025 saw the highest quarterly net asset inflows 
into hedge funds since Q3 2007.2 This uptick in interest has been driven by:

• Improved alpha opportunities – after a decade of muted alpha amid low rates and high liquidity, elevated volatility 
and dispersion are now creating more opportunity for hedge funds to exploit inefficiencies. They’ve delivered robust 
and uncorrelated alpha since 2020, with more broad-based contributions across factors and asset selection in 2025.

• Demand for diversification without sacrificing liquidity – with bonds providing less reliable diversification and 
some investors constrained in taking on more illiquidity, demand has shifted to liquid sources of diversification. 
Through dynamic risk management and largely idiosyncratic exposures, hedge funds offer low correlation to other 
assets, with shallower and less frequent drawdowns than broad equities and fixed income over the past decade.

Macro strategies are especially well positioned today, we believe, given diverging macro fundamentals and cross-
country dispersion. Their returns, however, tend to be highly dispersed due to their often fundamentally driven, high-
conviction nature. Blending complementary discretionary and systematic approaches within the same strategy can 
therefore be attractive. The discretionary component may focus on a smaller number of high-conviction trades, while a 
systematic approach can bring breadth, continuity and a focus on relative-value opportunities. This combination can 
preserve the alpha potential of high-conviction views while providing a systematic framework to dampen volatility. 

The case study below shows how a 10% allocation, funded from fixed income, can lower portfolio risk amid volatility and 
improves the portfolio’s position on the efficient frontier. Private market investors may also allocate cash to such 
strategies for liquidity, enhanced return potential and lower correlation with public markets while awaiting capital calls.

While proprietary technology platforms may help manage risk, risk cannot be eliminated. Risk management cannot 
fully eliminate the risk of investment loss. This information is not intended as a recommendation to invest in any 
particular asset class or strategy or as a promise - or even estimate - of future performance. Forecasts are not a 
reliable indicator of future performance. Source: Morningstar, as of August 2025 for historical performance, risk and 
correlation data, with quarterly rebalancing. Currency: USD. Global Fixed Income Proxy: BBG Global Aggregate Index 
USD, Global Equity Proxy: MSCI All Country World USD. Indices are unmanaged and one cannot invest directly in an 
index. Hedge Fund Proxy: illustrative macro hedge fund blending discretionary and systematic approaches. Time period: 
September 2019 to August 2025. 

High yield credit
Many investors believe that high yield should only be considered when spreads are wide, providing an attractive 
entry point for higher potential returns. While timing can certainly enhance outcomes, we believe that HY credit

should be viewed as a core component of strategic asset allocation, rather than merely a tactical allocation.

Historically, coupon income – rather than price appreciation – has driven the majority of HY returns (Fig. 7). With 
all-in yields of around 5%,3 a strategic allocation to EUR HY allows investors to compound income over time and better 
absorb short-term price dislocations, even as spreads remain near historical tights (below 300bps).4 Over a three-year 
horizon, European HY has generated positive returns more than 95% of the time, outperforming IG and emerging 
market debt (EMD) over similar periods.5 An active approach in EUR HY can help navigate elevated macro volatility on a 
strategic horizon, while capitalising on growing dispersion across sectors and issuers.

The figures shown relate to past performance. Past performance is not a reliable indicator of current or future 
results. See page 10 for historical performance figures.

FOR INSTITUTIONAL, PROFESSIONAL, WHOLESALE, ACCREDITED, AND QUALIFIED INVESTORS/CLIENTS, AND 
PROFESSIONAL INTERMEDIARIES ONLY.
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2. Asset allocation enhancements
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Figure 5: A 10% allocation to a hedge fund blending 
discretionary and systematic approaches can help 
reduce risk…
Historical risk to date (%)

Figure 6: …and could shift the portfolio towards a more 
efficient frontier
Historical return and risk, September 2019 to August 2025

60/30 portfolio + 10% hedge fund
Return/risk: 0.68

60/40 portfolio
Return/risk: 0.59
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CLOs
Collateralised loan obligations (CLOs) are becoming an 
increasingly mainstream asset class – including in

institutional portfolios – maturing to a $1.2T global market 
(versus $1.8T for HY bonds).6 They can offer high-quality income 
and low duration risk (Fig. 8). In terms of specific CLO exposure, 
we prefer EUR AAA CLOs on a strategic horizon due to: 

1. Higher yield versus EUR IG and with potentially lower risk. 
Although CLOs and collateralised debt obligations (CDOs) 
may sound similar, they differ significantly in several key 
aspects such as their underlying assets, the diversification of 
their loan pools, structural features designed to help protect 
investors, and the active management of the loan pools. 
Moreover, CLOs have a distinct history compared to CDOs, 
particularly in the context of the Global Financial Crisis, when 
CLOs experienced only minimal losses. Notably, no AAA-rated 
CLO has ever defaulted.

2. Lower duration versus EUR IG, paying a floating rate coupon 
that resets quarterly with risk-free rates. This provides 
protection against interest rate volatility.

3. Low correlation with other asset classes, with CLOs not 
being part of traditional indices such as the Global Aggregate 
Bond Index.

Institutional investors can buy CLOs directly, but doing so 
typically requires dedicated systems to analyse underlying loan 
pools, the ability to meet high minimum tranche sizes 
(€100k/$100k) and capacity to perform issuer-level risk-
retention analysis under European regulations. These hurdles 
help explain the rising popularity of CLO ETFs. In 2025 alone, 
$15.8B was added globally to AAA CLO ETFs,7 which offer easier 
access, real-time pricing, transparent holdings and secondary 
market liquidity.

Figure 8: CLO AAAs offer higher spreads and 
lower duration than IG corporates
Spread and duration of CLO versus IG Corp

Source: Barclays, J.P. Morgan CLOIE Index, as of 
31 December 2025.

Figure 7: Compounding income in HY credit helps build returns and cushion price volatility
Composition of returns, 2010-2025

The figures shown relate to past performance. Past performance is not a reliable indicator of current or future 
results. Index performance returns do not reflect any management fees, transaction costs or expenses. Indices are 
unmanaged and one cannot invest directly in an index. Source: Barclays, data as of 31 December 2025. Returns are 
shown for the BBG Barclays Pan-European High Yield Index. See page 10 for historical performance figures.
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We now turn to ways to improve the efficiency of the implementation vehicles themselves – specifically: (1) allocating 
part of the portfolio core to systematic active strategies; (2) replacing futures with ETFs for US equity exposures; and (3) 
partially hedging USD exposure.

1. Allocating part of the portfolio core to systematic active strategies
Higher dispersion – driven by elevated capital costs, the AI buildout and geopolitical fragmentation – is likely to persist, 
creating more alpha opportunities. Since 2020, skilled active managers have already generated more alpha than in the 
prior decade.8 Low-cost, low-tracking-error systematic strategies can help to capture this opportunity, delivering 
consistent, repeatable alpha. The long-term impact can be meaningful: just 1% annual alpha over MSCI World, 
compounded for 10 years, leads to 28% cumulative outperformance.9 

The figures shown relate to past performance. Past performance is not a reliable indicator of current or future 
results. See page 10 for historical performance figures.

When assessing managers for these strategies, we believe investors should look for:

1. Consistently high Information Ratios (IR) across market cycles – for example, in both rising and falling markets, 
and in value- and growth-driven regimes.

2. Effective management or neutralisation of macro risk, which is particularly key in periods of high macro volatility.

3. A proven ability to generate repeatable insights using traditional and alternative data, supported by AI. These 
signals should be backed by rigorous scientific validation and show continual refinement, innovation and breadth.

The case study below shows how replacing core index exposures with systematic strategies meeting the above criteria 
can enhance risk-adjusted returns. In a 60/40 portfolio, substituting global equity, EM equity and US IG with illustrative 
systematic strategies results in higher annualised returns, a similar risk profile, reduced macro risk (with active risk 
driven mainly by equity-specific, rather than style factors), a higher Sharpe ratio and improved maximum drawdown.

Figure 9: Substituting certain index exposures with systematic strategies
Asset allocation of an illustrative portfolio

Source: BlackRock Aladdin, as of 28 February 2025. Currency: EUR.

Source: BlackRock Aladdin, as of 28 February 2025. Currency: EUR.

The figures shown relate to past performance. Past performance is not a reliable indicator of current or future 
results and should not be the sole factor of consideration when selecting a product or strategy. Source: BlackRock, 
MPI, Morningstar. Time Period: 02/01/18 - 31/12/24. Figures for the all active ETFs returns are based on composites of 
illustrative systematic strategies. Data Frequency: month. Currency: EUR. Composite performance is gross of fee. Index 
performance returns do not reflect any management fees, transaction costs or expenses. Indices are unmanaged and 
one cannot invest directly in an index. This information demonstrates, in part, the firm's Risk/Return analysis. This 
material is provided for informational purposes only and is not intended to be investment advice or a recommendation 
to take any particular investment action.

FOR INSTITUTIONAL, PROFESSIONAL, WHOLESALE, ACCREDITED, AND QUALIFIED INVESTORS/CLIENTS, AND 
PROFESSIONAL INTERMEDIARIES ONLY.
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Figure 10: Equity-specific risk dominates active risk
Risk contribution breakdown, %

Figure 11: Systematic strategies can enhance portfolio 
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3. Portfolio implementation enhancements

GPS0226-5248715-EXP0227-6/14



2. Replacing futures with ETFs for select exposures
Many institutional investors have historically used futures to access delta one exposures. However, we see a case for 
replacing fully funded futures with ETFs for certain exposures, such as the S&P 500. Here, managing a funded futures 
position requires handling both the futures roll and the associated cash balance to offset the inherent leverage of 
the future - introducing operational complexity and potential additional costs. Specifically:

1. Roll pricing can deviate from fair value as expected dividends, funding rates, index levels and end-user 
positioning influence theoretical futures pricing. During contract rolls, concentrated demand to extend exposure 
can cause futures to trade rich relative to fair value, increasing roll costs; conversely, when futures trade cheap, long 
rollers benefit. For example, S&P 500 e-mini futures have consistently rolled above fair value – most notably by about 
+90bps annualised in Q4 2025 – driven partly by seasonal factors and strong demand for levered US equity exposure 
(Fig. 12).10 As a result, maintaining S&P 500 exposure via futures carries meaningful roll costs, estimated at roughly 
90bps for Q4 2025.11 We expect these elevated costs to persist, absent a major shift in investor demand or 
positioning in US equities.

2. Cash collateral can underperform without extending duration or credit risk, as the rate received on leverage off-
setting cash may be lower than the implied rate in the futures price.

While certain exposures consistently roll cheap and therefore favour futures, in markets such as the US and Europe –
where ETF efficiency has improved significantly, with single-digit-basis-point swap ETF pricing in the US and tight 
benchmark tracking for MSCI Europe ETFs – ETFs may now be the more effective vehicle for implementing fully-
funded, delta-one index exposure.

Figure 12: S&P 500 e-mini futures have consistently rolled above fair value 
Historical end user positioning and misprising of S&P 500 futures

Source: CFTC Commitment of Traders Report & BlackRock, as of 30 September 2025. Figures shown are in USD.

3. Partially USD-hedging portfolios
Over the past 5-7 years, USD exposure has largely been a natural hedge for investors in US equities: unhedged exposure 
showed lower risk than fully hedged positions, particularly when evaluated over a multi-year horizon (Fig. 13). One-year 
tactical risk views have historically told a similar story. However, they now suggest that leaving US equity exposure 
unhedged increases risk, reflecting recent USD volatility and its less reliable behaviour during risk-off periods (Fig. 14).

We expect the USD to weaken further, driven by Uncovered Interest Rate Parity and rising term premia – both historically 
associated with a softer dollar. However, we don’t expect the USD to lose its safe-haven status in our starting point 
scenario outlined in section 1. Therefore, partial USD hedging – around 60-65% for bond-heavy portfolios and c.30% 
for equity-heavy portfolios – can help protect against further USD downside while preserving the benefits of its safe-
haven characteristics.

Source: BlackRock, Aladdin, as of 30 September 2025. Currency EUR.

FOR INSTITUTIONAL, PROFESSIONAL, WHOLESALE, ACCREDITED, AND QUALIFIED INVESTORS/CLIENTS, AND 
PROFESSIONAL INTERMEDIARIES ONLY.
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Figure 13: Fully hedging USD exposure historically 
resulted in higher overall risk
Total risk delta: unhedged vs. EUR hedged S&P 500

Figure 14: An unhedged US exposure now results in 
positive FX contribution to portfolio risk
FX contribution to total risk
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• Allocation to infrastructure and private equity – growth private market asset classes – increases expected 
portfolio returns (Fig. 16). The allocations funded from fixed income (government bonds and credit) lead to the 
highest increase in expected returns versus the starting portfolio (from 4% to 4.6%), while funding from public 
equities leads to a more moderate increase (from 4% to 4.4%).

• Adding private equity and infrastructure improves portfolio efficiency, regardless of the funding source. The 
return-risk ratio of all three updated portfolios is higher than the starting portfolio, locating them above the same 
efficiency black dotted line in Fig. 16.

• The greatest improvement in portfolio efficiency occurs when funding a private markets allocation from public 
equity, with the return-risk ratio rising from 0.75 in the starting portfolio to 0.85. This is thanks to infrastructure and 
private equity providing exposure to growth opportunities, helping to boost the portfolio’s expected returns, while 
providing diversification benefits, resulting in slightly lower portfolio risk. Funding from government bonds and 
public credit results in more moderate increases from 0.75 to 0.78 and 0.79, respectively.

Figure 16: Adding private equity and infrastructure can strengthen long-term returns and portfolio efficiency
Expected risk-return profile of a 5% allocation shift to private equity and infrastructure equity, funded from public 
equity, public credit or government bonds

This information is not intended as a recommendation to invest in any particular asset class or strategy or as a 
promise - or even estimate - of future performance. Forecasts are not a reliable indicator of future performance. 
Source: BlackRock, as of 10 February 2026; CMA data as of 31 December 2025; currency: EUR; time period: 10 Years. 
Return assumptions are total nominal returns. Asset return expectations are net of assumed fees. Fees and alpha are 
estimates for illustrative purposes only and do not represent any actual fund performance. Indices are unmanaged and 
one cannot invest directly in an index. These portfolios represent a sample of just various possible solutions. BlackRock 
has not considered the specific needs of the client and is not making any recommendation of any particular option. You 
should consider the most appropriate allocation for your needs.
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Central bank case study: adding to private equity and 
infrastructure allocations headline

Figure 15: An illustrative central bank portfolio
Asset allocation

Source: BlackRock, as of 31 October 2025.

Private markets can offer a way to enhance portfolio returns 
across a range of potential scenarios, as well as providing early 
access to mega forces, complementing public market allocations.

In our client engagements, we are observing a growing – albeit 
nascent – trend of central banks starting to consider allocations 
to private markets.

In the case study below, we analyse an illustrative central bank 
portfolio. Specifically, we examine the impact on expected risk 
and return outcomes of adding a 5% allocation to infrastructure 
equity and private equity, split equally and funded from public 
equity, public credit or government bonds.

This is an illustrative case study. The BlackRock Portfolio 
Consulting team can run a similar analysis for an individual 
portfolio using proprietary BlackRock analytics, considering the 
portfolio’s specific objectives and constraints.
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Geometric return (%) 4.0% 4.6% 4.6% 4.4%
Path Volatility (%) 5.3% 5.9% 5.8% 5.2%
Return/Risk 0.75 0.78 0.79 0.85

From public equity
+2.5% private equity 
+2.5% infra equity
-5% listed equity

From public credit
+2.5% private equity 
+2.5% infra equity
-5% credit

From government bonds
+2.5% private equity 
+2.5% infra equity
-5% government bonds
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Request a consultation with Investment & Portfolio Solutions (IPS) 
IPS is a team of portfolio strategists and investment professionals specialising in asset allocation research and portfolio 
construction for institutional investors. We focus on multi-asset portfolio construction and tactical and strategic 
investment strategy across alpha-seeking and index strategies, covering private and public markets. Our consultations 
are designed to empower investors to navigate complex market environments, seize emerging opportunities and achieve 
their long-term investment objectives.

Examples of IPS portfolio outcomes

Contact your BlackRock representative to find out more, or to request a portfolio consultation.

L
I

Local market insight
Local coverage for comprehensive 
portfolio analysis and market 
insights.

Global perspective
A global platform offering 
unparalleled access and 
insights into portfolio 
construction and market 
access.

London
Portfolio Consulting, 

Investment Strategy, Model 
Portfolios, Technology 

Munich & 
Frankfurt
Portfolio Consulting

Milan
Portfolio Consulting

Budapest
Technology

Mumbai
Technology

IPS Portfolio 
Consulting in 2025

300 portfolio 
solutions

For 150 institutional 
investors

Across 35 countries

Lower portfolio costs
Using trading cost analysis and 

understanding total portfolio cost of 
ownership

Improve portfolio liquidity
Designing liquidity solutions using 

ETFs & cash instruments

Improve diversification
Using Aladdin® risk model to identify 

diversification opportunities

Enhance yield/returns
Maximising portfolio yields 

and income through 
tactical and strategic asset 

allocation

Net-zero transition
Using transition analytics to 

help achieve portfolio 
decarbonisation

Simplify portfolios
Consolidating portfolio to 
achieve the targeted risk 

profile

Peer comparison
Peer insights across the 
institutional investment 

landscape

Source: BlackRock, February 2026.
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Notes
Past performance is not a reliable indicator of current or future results. This information is not intended as a 
recommendation to invest in any particular asset class or strategy or as a promise - or even estimate - of future 
performance.

1, 2 Source: 2025.Q4 HFR Global HF Industry Report (source data)
3, 4  Source: Barclays, as of 31 December 2025, based on BBG Barclays Pan Euro High Yield index. 
5  Source: BlackRock, ICE BofAML as of 31 December 2025. European High Yield = ICE BAML Euro High Yield 
Constrained Index (HEC0), European Investment Grade = ICE BAML Euro Corporate Index (ER00), Emerging Market 
Debt = ICE BAML Emerging Market Corporate Plus Index (EMCB) 100% hedged. 
6  Source: ‘Demystifying Collateralised Loan Obligations (CLOs)’, BlackRock, March 2025.
7  Source: BlackRock Global Business Intelligence and EPFR, as of 31 December 2025. 
8  Source: ‘2025 Midyear Global Outlook’, BlackRock Investment Institute, July 2025.
9  Source: BlackRock, as of 31 September 2025.
10,11  Source: BlackRock and BAML, December 2025.

Historical performance figures

The figures shown relate to past performance. Past performance is not a reliable indicator of current or future 
results. Index performance returns do not reflect any management fees, transaction costs or expenses. Indices are 
unmanaged and one cannot invest directly in an index. Source: ICE BofAML, as of 31 December, 2025.

Appendix

2021 2022 2023 2024 2025

EUR HY (ICE BAML Euro High Yield Constrained Index (HEC0)) 3.35 -11.48 12.01 8.61 5.15

EUR IG (ICE BAML Euro Corporate Index (ER00)) -1.02 -13.94 8.02 4.66 3.03

EMD (ICE BAML Emerging Market Corporate Plus Index 
(EMCB) 100% hedged) -2.21 -16.45 5.32 4.86 6.42
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BlackRock’s Capital Market Assumptions 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 
UK pound sterling 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 upon as 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 own risk. 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. Because of 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. Asset allocation/diversification does not guarantee investment returns and does not eliminate 
the risk of loss.

Index Disclosures: Index returns are for illustrative purposes only and do not represent any actual fund performance. 
Index performance returns do not reflect any management fees, transaction costs or expenses. Indices are unmanaged 
and one cannot invest directly in an index.

General Disclosure: This material is prepared by BlackRock and 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 the date shown above and may change as subsequent conditions 
vary. The information and opinions contained in this material 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. This material is intended for 
information purposes only 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. Investment involves risks.

CMA Methodology
Interest Rates: Our model provides a way to chart the yield curve at multiple time horizons in the future. We base this on 
our estimates of: (1) the short rate and (2) model implied term premia. We base our estimates of short rates on market 
data in the near term and on macro-informed data in the long term. We assume investors’ views about long run inflation 
and real growth, coupled with changing preferences as to savings and risk aversion, will ultimately determine their 
expectations for short rates (the “long run short rate”). We use an affine term structure model -a type of model that 
assumes bond yields as a linear function of a small set of parameters (Piazzesi, 2010) –to compute model-implied term 
premia. In our implementation, we represent the yield curve using the first five principal components of yield, as laid out 
by Adrian et al. (2013). We then blend the model implied term premia from the affine term structure model with market 
implied term premia, with the relative weights dependent on the relevant time horizon.

Equities: Expectations of cash flows and discount rates can help explain the variability in equity returns as shown by 
Campbell (1990). We have used this insight to develop a discounted cash flow (DCF) model, with a few key innovative 
features. Most academic research focuses on the question of whether stock returns are predictable at all. We are 
concerned with making the best estimates that we can. We make two additional contributions. First, the baseline DCF 
model estimates earnings by leveraging analyst earnings estimates in the near term as discussed by Li et al (2013) to 
derive the implied cost of capital. The common assumption in implied cost of capital (ICC) studies is that earnings 
growth implied by analyst earnings estimates in the near term should trend towards GDP growth in the long term. This 
can introduce an unintended assumption of continued expansion of profit margins. We have introduced a modification 
to account for late economic cycle dynamics. We allow for corporate profit margins to revert to trend (the median over a 
rolling 10-year history) as margins typically peak late-cycle. The standard ICC approach typically tests for equity returns 
using linear regression tests. For our DCF model, we take the desired time horizon as an input (number of years) and we 
estimate the appropriate discount rate for the specific time horizon using our aggregate implied cost of capital. This 
way, we account for both key sources of variability in equity returns, namely changes in cash flows and changes in the 
discount rate.
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Credit: Our model for credit asset (excess) returns is anchored on two key elements: 1) our estimate of credit spread at a 
given horizon and 2) our estimated loss due to defaults and downgrades over the horizon. The first component is 
projected in a consistent manner with our view of real GDP growth and the link between credit spreads and equity 
volatility. Our approach helps explain the behaviour of credit spreads using a limited number of predictive variables. Yet, 
as validated by tests against more complex methods, it retains the ability to help explain a high proportion of the 
variance in credit spreads. The second component is estimated based on our outlook for spreads, the duration of the 
asset and an assumed transition matrix which captures migrations and defaults across multiple credit cycles. We 
currently base our transition matrix on Moody’s long-run transition data. We aim to further develop our model by 
directly modelling transitions based on macroeconomic conditions in order to better capture cycle dynamics and the 
respective variation in losses due to credit events. In addition to making our estimates of credit spreads consistent with 
our macroeconomic views, our new credit (excess) return model allows greater flexibility of calibrating our expected 
returns to different credit rating compositions which may prevail over the entire time horizon.

Uncertainty and optimisation: Expected returns and asset price volatility are difficult to predict. We believe any 
technique that builds portfolios should incorporate this inherent uncertainty (Ceria et al. 2006). We consider both long-
and short-term drivers of return. In the long run, we expect a relatively small number of macroeconomic drivers —
economic growth, rates, inflation, credit and currencies —to determine an asset’s returns. In the short-run, other factors 
can overpower the structural drivers causing wider fluctuations from an asset’s fair value. Valuations can be helpful in 
estimating short-term returns. We combine contributions from the long-and short-term return drivers to produce a final 
set of return expectations with a range of uncertainty around each.

The next step is to use this set of return expectations in an optimisation engine that seeks out the best return without 
breaching an investors’ risk limit. Mean variance optimisation would produce a portfolio that maximises expected return 
under one base scenario with a given level of risk. In contrast, we look to build a “least-worst” portfolio –one that 
maximises returns for an investors’ target risk levels across the worst outcomes, say for the bottom 50% of the 
distribution, from a set of stochastically generated scenarios (cf. Tütüncü et al. 2004 and Garlappi et al. 2006). This 
helps ensure the portfolio is not overly reliant on just the median return. This process seeks to produce a portfolio that is 
robust to small changes in the central return estimates (Scherer, 2006).

Stochastic engine: We use Monte Carlo simulation to create random distributions informed by historical return 
distributions and centred on our expected returns. The engine simulates thousands of return pathways for each asset, 
representing the range of possible outcomes over a five-to 20-year time horizon. We leverage BlackRock’s risk models to 
help ensure that assets generate similar returns, to the extent that they have common drivers . The range of scenarios 
incorporate our work on incorporating uncertainty in return expectations. We use an extension of the Black-Litterman 
model (1990) –a well-known model for portfolio allocation that combines equilibrium returns and medium-term views 
in a single-period setting. Our model uses a Kalman filter (1960) –an algorithm that extracts insights about return paths 
by bringing together a number of uncertain inputs -to extend Black-Litterman into a multi-period setting. This allows us 
to capture the variation of expected returns over time under various scenarios —from economy-related to market 
sentiment driven. A large part of these variations is not predictable. Constructing portfolios that are robust to, or can 
exploit, these variations is a major challenge for investors. The ability to calibrate the engine with asset class views with 
uncertainty at arbitrary time horizons, and to evolve this uncertainty stochastically, drives the dispersion of return 
outcomes. Highlighting the uncertainty that investors face when building portfolios helps ensure ostensibly precise 
return expectations do not lead investors to concentrated portfolios.

Simulated return paths support a broader range of applications, such as asset-liability modelling. We believe 
stochastically generated return scenarios enable investors to move with ease beyond mean-variance and optimise 
portfolios against their individual needs. Investors can place more emphasis on the tails of the distribution or focus on 
the path of returns rather than just the total return. They can incorporate flows in or out of the portfolio over the course 
of the investor’s time horizon or place more emphasis on scenarios that are challenging for the investor’s business 
beyond their portfolio. Investors with complex asset-liability matching requirements, such as insurers, typically rely on 
stochastic simulations of returns to assess and construct portfolios.
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This document is marketing material: Before investing please read the Prospectus and the PRIIPs KID available on 
www.blackrock.com/it, which contain a summary of investors’ rights.

Risk Warnings
Capital 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.

Past performance is not a reliable indicator of current or future results and should not be the sole factor of consideration 
when selecting a product or strategy.

Changes in the rates of exchange between currencies may cause the value of investments to diminish or increase. 
Fluctuation may be particularly marked in the case of a higher volatility fund and the value of an investment may fall 
suddenly and substantially. Levels and basis of taxation may change from time to time and depend on personal 
individual circumstances.

Important Information
This material is for distribution to Professional, Qualified Clients and Investors only. 

This document is marketing material and will expire 12 months after issue. 

In the European Economic Area (EEA): this is Issued by BlackRock (Netherlands) B.V. is authorised and regulated by 
the Netherlands Authority for the Financial Markets.  Registered office Amstelplein 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.

In the UK and Non-European Economic Area (EEA) countries (excluding Switzerland): this is 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.

For Ireland:
For Ireland and only in relation to Per Se Professionals and/or Eligible Counterparties (i.e., Professional Investors), this 
may also be 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.

Switzerland (BlackRock)
For Switzerland, this is Issued by either BlackRock Investment Management (UK) Limited ( or BlackRock (Netherlands) 
B.V..

BlackRock Investment Management (UK) Limited is 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.

BlackRock (Netherlands) B.V. is authorised and regulated by the Netherlands Authority for the Financial Markets. 
Registered office Amstelplein 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.

For investors in Israel
BlackRock Investment Management (UK) Limited is not licensed under Israel's Regulation of Investment Advice, 
Investment Marketing and Portfolio Management Law, 5755-1995 (the “Advice Law”), nor does it carry insurance 
thereunder.

For investors in Switzerland
For professional clients and qualified investors only. 

This document shall be exclusively made available to, and directed at, qualified investors as defined in Article 10 (3) of 
the CISA of 23 June 2006, as amended, at the exclusion of qualified investors with an opting-out pursuant to Art. 5 (1) of 
the Swiss Federal Act on Financial Services ("FinSA").

For information on art. 8 / 9 Financial Services Act (FinSA) and on your client segmentation under art. 4 FinSA, please 
see the following website: www.blackrock.com/finsa.

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.

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. This document will expire 12 months 
after issue.
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