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Market commentary
Q4’22 provided investors with a brief respite from an 
otherwise tumultuous and volatile year, as both global 

stocks and bonds rebounded considerably from their early 
autumn lows. Arguably, the most significant factor that 

aided stocks over the course of the quarter was the 
resiliency of corporate earnings. Despite numerous 

headwinds, including elevated input costs and rising 
interest rates, a substantial percentage of large-cap 

companies in both the U.S. and Europe exceeded 
consensus earnings expectations for Q3’221, even if the 

forward guidance provided by corporate management 
teams was often quite restrained. Equity investor 

optimism was subsequently buoyed by a pair of U.S. 
Consumer Price Index (CPI) reports for both October and 

November that came in considerably below consensus 
expectations1. 

Nevertheless, despite finally receiving better than 

expected inflation data, at a press conference following 
the final FOMC (federal open market committee) meeting 

of the year, U.S. Fed Chairman, Jerome Powell, intimated 
that the U.S. central bank will likely continue raising the 

Fed funds rate through the spring and that U.S. monetary 
policy will probably remain restrictive for a period of time, 

even after the Fed reaches its terminal Fed funds rate for 
the current tightening cycle. Despite lackluster 

performance in the month of December, global stocks, as 
measured by the MSCI World Index, rallied +9.7% in 

Q4’221. 

December 2022

The BlackRock Capital Allocation Trust (BCAT) (the 
“Trust”) is a closed-end fund (“CEF”) that has an 

unconstrained approach with the ability to invest in 
public and private markets across different asset 

classes. BCAT is led by Rick Rieder, BlackRock, 
Inc.’s CIO for Global Fixed Income and Head of 

Global Allocation Investments, along with several 
senior members of the Global Allocation Team, 

including portfolio managers Russ Koesterich and 
David Clayton, along with Kate Moore, the team’s 

Head of Thematic Strategies. 

The views expressed reflect the opinions of the 
BlackRock Global Allocation Team as of 

December 31, 2022 and are subject to change 
based on changes in market, economic or other 

conditions.  These views are not intended to be a 
forecast of future events and are no guarantee of 

future results.

A unique approach to capture 
alpha and high income

Portfolio positioning as of 
December 31st, 2022: 

As of December-quarter end, the Trust had a 49.6% 
weighting in equities, up from 37.9 % at the end of 

September. 

Most global equity markets posted strong returns during 
Q4’22, with non-U.S. developed market and emerging 

market stocks leading the global advance, as a weakening 
U.S. dollar added to the gains enjoyed by non-U.S. stocks. A 

combination of better than expected earnings, lower than 
expected inflation data, and optimism regarding a re-

opening of the Chinese economy from COVID-induced 
lockdowns, all provided meaningful catalysts for the 

significant equity gains experienced during the quarter. 

Sharply rising risk-free rates, coupled with the team’s 

expectation that we are nearing the end of the Federal 
Reserve’s tightening cycle, served as the primary catalyst 

for our decision to moderately increase the portfolio’s 
exposure to equities (back towards a more neutral posture) 

largely at the expense of cash equivalents. 

Over the course of the quarter, we added exposure to the 
Healthcare sector. We find Healthcare to be particularly 

attractive in the current environment because the sector is 
less impacted by decelerating economic growth than most 

other sectors of the economy. In addition, we believe the 
longer-term exposure to secular growth coupled with aging 

demographics, positions Healthcare well relative to other 
“defensive” sectors, such as Utilities and Consumer 

Staples. Our largest additions during the quarter were in 
U.S. drug distributors and healthcare service providers, 

along with a pre-eminent U.S. medical device manufacturer 
whose products focus on minimally invasive application for 

patients.

Although the rally was broad-based across both geography 
and sectors, it wasn’t sufficient enough to save global 

stocks from having their worst calendar year performance 
since the Global Financial Crisis back in 2008, as the full 

year return for the MSCI World Index ultimately settled at -
18.14%1.

As was the case for stocks, bonds also rallied in Q4’22, but 

to a lesser degree than equities. Virtually all global bond 
sectors benefitted from lower than expected inflation in 

both the U.S. and Europe. As was the case with equities, 
however, the +4.55% return generated in Q4’22 by the 

Bloomberg Global Aggregate Bond Total Return Index was 
insufficient to deliver global bonds from one of their worst 

calendar year performances (-16.25%) on record1. 

1. Source: Bloomberg as of December 31st, 2022.
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Energy represents another sector that they team added to 
significantly to over the course of Q4. Although oil and 

natural gas prices have fallen from their highs of last 
spring, we believe that the world continues to remain 

supply constrained as it pertains to traditional 
hydrocarbon production and infrastructure. In fact, OPEC 

sustainable spare capacity is at its lowest level in decades, 
Russia’s production capacity is likely to be limited by 

sanctions indefinitely, and U.S. shale production is 
unlikely to serve as a material “swing producer” of 

hydrocarbons if demand jumps.  And while slowing 
economic growth, coupled with above average winter 

temperatures in the U.S. and Europe are likely to keep a 
ceiling on demand, the re-opening of the Chinese 

economy post-COVID could act as a potential offset for 
any decline in demand from the West. In addition, the U.S. 

government will soon need to replenish its Strategic 
Petroleum Reserve (SPR) which it has been draining the 

past several months in order to fight inflation. Our larger 
additions made over the course of the quarter in the Trust 

included quality refining and oilfield services companies, 
which are less directly exposed to oil and natural gas 

prices, have strong balance sheets and, like many energy 
producers, have recently allocated more cash flow 

generation to shareholder return. In addition, we added to 
a leading uranium fuel producer focused on emission free 

nuclear power. 

Within technology, our core positioning continues to 
emphasize software and with a limited exposure to 

hardware and semis.  Over the course of the quarter the 
Trust added to a number of payment names and cloud 

enabled enterprise software solutions.

Although Consumer Staples, tend to be a smaller 
weighting in the Trust due to the sector’s low expected 

growth rate and high relative valuations, we found 
idiosyncratic opportunities, particularly in companies that 

we believe are likely to demonstrate revenue and earnings 
resiliency in the face of slower economic growth more 

broadly. Consequently, we increased our exposure in one 
of Europe’s largest food producers in Q4’22, given to the 

criteria mentioned above. Balance sheet resilience and  
pricing power were the other characteristics that support 

our investment thesis.

Bond prices staged a bit of a recovery in Q4’22, after one 
of the most difficult years on record for the asset class. 

After four successive +0.75% interest rate increases by the 
U.S. Federal Reserve (and a +0.50% hike in December), 

U.S. inflation data finally began to show signs of abating 
as measures of the U.S. Consumer Price Index (CPI) came 

in well below consensus expectations for both the October 
and November reporting periods.1 During the quarter, U.S. 

credit performed well, with the ICE BofA/ML U.S. 
Corporate Index returning +3.53% and the ICE BofA/ML 

U.S. High Yield Index returning +3.98%1. However, the 
best performing sectors of the fixed income market during 

Q4’22, were non-U.S. developed and emerging market 
bonds which were propelled higher due to weakness in the 

U.S. dollar1. For the quarter, the FTSE non-USD World 
Government Bond Index returned +6.51% and the J.P. 

Morgan Emerging Market Bond Index returned +8.40%1. 

During Q4’22, our exposure to fixed income trended lower 
from ~56% to 51%. Within fixed income, credit decreased 

slightly from ~25% to ~24%, with a shift of exposure 
within. Notably we trimmed exposure to high yield and 

rotated most of the exposure to investment grade credit. 
We rotated to high quality credit, to build carry into the 

portfolio following a significant rise in the risk-free rate 
over the course of the year. 

Exposure to developed market sovereign bonds was 

reduced from ~7.5% to ~1.0% which primarily was focused 
on a reduction to US rates. This move was largely a result 

in a shift of the composition in exposure to emphasize rate 
derivatives (which are reflected on a market value basis) 

given the teams view that markets were pricing expected 
rate volatility too high.

In addition to reductions of developed market sovereign 

bonds, the Trust also trimmed exposure to CMBS 
(commercial mortgage backed securities) and non-agency 

RMBS (residential mortgage backed securities) and in 
favor of agency RMBS. Mortgages were among some of our 

largest purchases during Q4’22, as we believe that interest 
rate volatility is poised to fall as the Fed approaches its 

terminal Fed funds rate. Declining rate volatility has 
historically benefited mortgage-backed securities because 

such an environment tends to reduce both duration and 
pre-payment risks for mortgage bond holders.

With respect to private investments, the Trust continued to 

establish holdings across both private equity and private 
debt, with an 11.8% weighting in aggregate as of 

December month-end. Our goal is to gradually build a 
diversified portfolio2 of private investments with a general 

(but not exclusive) focus on technological innovation. 

New private equity positions added over the quarter 
included a healthcare provider who has developed an end-

to-end software platform able to capture and analyze 
surgical, clinical and financial data to potentially improve 

clinical and financial outcomes for all stakeholders.  Within 
the software industry, we added to an emerging technology 

provider of SASE solutions (Secure Access Service Edge) 
which deliver a security framework permitting devices and 

remote systems to seamlessly access applications and 
resources via the cloud and on-premises networks. Within 

private credit we added an aerospace and defense name 
which designs and produces rocket engines for the 

commercial space, hypersonic and defense launch 
markets..3 

Leverage

As of period end there was no financial leverage employed 
in the Trust. Primarily deployed within fixed income, 

leverage continued to be brought down over the course of 
the quarter from a leverage ratio of  2.4%, to 0.0% as the 

team looked to reduce risk across the portfolio.  When 
deploying leverage, the team will use a combination of 

repurchase and a credit facility which may provide 
additional flexibility.  The use of leverage is to seek to 

enhance both the income and total return of the portfolio.
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1. Source: Bloomberg as of December 31st, 2022.
2. Diversification does not assure a profit and may not protect against loss of principal.
3. Represents the largest equity and fixed income investment made during the quarter. The information above is not a prediction of future performance or any assurance that 
comparable investment opportunities will be available at the time of investment. It is non -representative of all underlying investments made by the investment team and it should 
not be assumed that the investment team will invest in comparable investments, or that any future Investments made by investm ent team will be successful. To the extent that 
these investments prove to be profitable, it should not be assumed that the investment team’s other investments will be profi table or will be as profitable.
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BCAT Portfolio/Trust Statistics as 
of December 31st, 2022

Asset Class Breakdown % of Net Assets

Equity 49.6

Fixed income 46.8

Commodity-related 0.0

Cash -1.0

Equity Sector Breakdown % of Net Assets

Communication Services 3.9

Consumer Discretionary 6.2

Consumer Staples 2.9

Energy 5.0

Financials 6.0

Health Care 7.2

Industrials 4.7

Information Technology 8.7

Materials 2.9

Real Estate 0.8

Utilities 1.2

Top 10 Equity Holdings % of Net Assets

MICROSOFT 1.4

AMAZON 0.9

ENBRIDGE 0.8

LVMH 0.8

SEMPRA 0.8

NORTHROP GRUMMAN 0.8

MARSH & MCLENNAN 0.8

UNITEDHEALTH GROUP 0.8

ARCHER DANIELS 
MIDLAND

0.7

MASTERCARD INC 0.7

Performance summary

1-year

Since

inception  

(9/28/20 –

12/31/22)

Total Return (NAV 
– XCATX)

-13.51% -3.74%

Total Return

(Market Price –
BCAT)

-26.24% -20.59%

Option activity
The team used options as an additional source of income 
throughout the period. As of December 30th, 2022, the 

team sold options on approximately 10.8% of the 
fundamental equity positions. 

Source: BlackRock as of 12/31/22. The Trust’s inception was 9/28/20. Returns are 
shown net of advisory fees paid by the Trust and net of the Trust’s operating fees and 
expenses. As of the Trust’s shareholder report dated 12/31/2021, the Trust’s gross 
ex pense ratio is 1.61%. Investors who purchase shares of the Trust through an 
investment adviser or other financial professional may separately pay a fee to that 
service provider. P ast performance is not indicative of future results. The performance 
quoted represents past performance and does not guarantee future results. Investment 
return and principal value of an investment will fluctuate so that an investor’s shares 
may be worth more or less than the original cost. Current performance may be lower or 
higher than the performance quoted, and numbers may reflect small variances due to 
rounding. % of Net Assets represents the Fund’s exposure based on the economic value 
of securities and is adjusted for futures, options, and swaps (except with respect to fixed 
income securities), and convertible bonds.
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Fixed Income Sector
Breakdown

% of Net Assets

Credit 24.0

Investment Grade 6.7

High Yield 17.3

Securitized 17.9

ABS 2.7

CMBS 4.1

CLO 5.6

RMBS 5.4

Non-Agency RMBS 0.0
Agency RMBS 6.6
Emerging Market Sovereign 
Bonds 3.1
US Dollar Denominated 2.5
Non-US Dollar Denominated 0.6

Developed Market 
Sovereign Bonds 0.7

Municipals 0.1
Rate Derivatives -1.1

5. Performance figures reflect annualized returns

Q4 2022

4.4%

4.0%
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Important information about the Trust

This document and the information contained herein relates solely to BlackRock Capital Allocation Trust (BCAT). The information contained herein does not relate to, and is not relevant
to, any other fund or product sponsored or distributed by BlackRock or any of its affiliates. This document is not an offer to sell any securities and is not a solicitation of an offer
to buy any securities.

Carefully consider the Trust’s investment objective, risk factors, and charges and expenses before investing. This and other information
can be found in the Trust’s prospectus which may be obtained by visiting the SEC Edgar database. Read the prospectus carefully
before investing.

Common shares for the closed-end fund identified aboveareonly available forpurchaseand sale at current marketprice on astock exchange. A closed-end fund’s dividend yield, market price
and NAV will fluctuate with market conditions. The information for this fund is provided for informationalpurposes only and does not constitute asolicitation of an offer to buy or sell fund
shares.

Performance results reflect past performance and are no guarantee of future results. Current performance may be lower or higher than the performance data quoted.
All returns assume reinvestment of all dividends. The market value and net asset value (NAV) of a fund’s shares will f luctuate with market conditions. Closed-end funds
may trade at a premium to NAV but often trade at a discount.

Risks associated with the Trust’s options strategy. The ability of the Trust to generate current gains from options premiums and to enhance the Trust’s risk-adjusted returns is
partially dependent on the successful implementation of its options strategy. There are several risks associated with transactions in options on securities. For example, there are
significant differences between the securities and options markets that could result in an imperfect correlation between these markets, causing agiven transaction not to achieve its
objectives. A decision as to whether, when and how to use options involves the exercise of skill and judgment, and even a well-conceived transaction may be unsuccessful to some
degree because of market behavior or unexpected events.

Restricted and illiquid investments risk. The Trust may invest without limitation in illiquid or less liquid investments or investments in which no secondary market is readily available
or which are otherwise illiquid, including private placement securities. The Trust may not be able to readily dispose of such investments at prices that approximate those at which the
Trust could sell such investments if they were more widely traded and, as a result of such illiquidity, the Trust may have tosell other investments or engage in borrowing transactions if
necessary to raise cash to meet its obligations. Limited liquidity can also affect the market price of investments, thereby adversely affecting the Trust’s NAV and ability to make
dividend distributions. The financial markets in general, and certain segments of the mortgage-related securities markets in particular, have in recent years experienced periods of
extreme secondary market supply and demand imbalance, resulting in a loss of liquidity during which market prices were suddenly and substantially below traditional measures of
intrinsic value. During such periods, some investments could be sold only at arbitrary prices and with substantial losses. Periods of such market dislocation may occur again at any
time. Privately issued debt securities are often of below investment grade quality, frequently are unrated and present many of the same risks as investing in below investment grade
public debt securities.

There is no assurance that the Trust will achieve its investment objective. The Trust is subject tonumerous risks, including investment risks discussed above. The Trust is not acomplete
investment program and you may losemoney investing in the Trust. An investment in the Trust may not beappropriate for all investors.

The amounts and sources of distributions reported in any notices are only estimates and are not being provided for tax reporting purposes. The actual amounts and sources of the
amounts for tax reporting purposes will depend upon the Fund’s investment experience during the remainder of its fiscal year and may be subject to change based on tax regulations.
The Fund will send a Form 1099-DIV for the calendar year that will tell how to report these distributions for federal income tax purposes.

Some BlackRock funds make distributions of ordinary income and capital gains at calendar year end. Those distributions temporarily cause extraordinarily high yields. There is no
assurance that a fund will repeat that yield in the future. Subsequent monthly distributions that do not include ordinary income or capital gains in the form of dividends will likely be
lower.

© 2023 BlackRock, Inc. or its affiliates. All Rights Reserved. BLACKROCK, BLACKROCK SOLUTIONS and iSHARES are trademarks of BlackRock, Inc., or its
affiliates. All other trademarks are those of their respective owners.

Prepared by BlackRock Investments, LLC, member FINRA.

Not FDIC Insured • May Lose Value • No Bank Guarantee

About BlackRock
BlackRock’s purpose is to help more and  more people experience financial well-being. As a fiduciary to investors and a 

leading provider  of financial technology, we help millions of people  build savings that serve them throughout their lives 

by making investing easier and more affordable.  For additional information on BlackRock, please visit  

www.blackrock.com/corporate | Twitter: @blackrock |  LinkedIn: www.linkedin.com/company/blackrock. 
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