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Upgrading U.S. Treasuries to lock in income

* We upgrade U.S. Treasuries, preferring short-term bonds, as higher yields

improve potential returns, partly funded by downgrading U.S. equities to neutral. Jean Boivin

Head — BlackRock

* Global bonds swung sharply last week, with 10- and 30-year U.S. Treasury yields Investment Institute

hitting 24-year highs before retreating after strong bond auctions.

* U.S. CPl and PPI offer the first look at September inflation this week. We watch

for signs that could shift Fed expectations and Treasury yields. Rick Rieder

Chief Investment Officer of

Higher yields and potentially excessive Fed tightening expectations create room to
Global Fixed Income -

unwind our U.S. Treasury underweight — a mainstay for most of the last six years.

) ) ) BlackRock
We upgrade Treasuries, favoring short-term bonds. In turn, we take profits:
downgrading U.S. equities to neutral to manage potential volatility around the Al
buildout and trimming our Japanese government bond (JGB) underweight. We Wei Li

retain our conviction in Al fundamentals and preference for Al within U.S. equities. Global Chief Investment

Strategist — BlackRock
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The figure shown relates to past performance. Past performanceis not a reliable indicator of current or future results. The ACM

term premiumis a model-based estimate subject to uncertainty. Source: BlackRock Investment Institute, with data from LSEG

Datastream and the Federal Reserve Bank of New York, October 2026. Notes: The decomposition is illustrative rather than

estimated in full by a model. Its implied real-rate componentis calculated by subtracting inflation compensation and the Visit BlackRock Investment
ACM term premium from the nominal yield. Inflation compensation is based on 10-year breakeven inflation. Institute for insights on the
The 10-year Treasuryyield has risen 110 basis points this year to around 5.25%, global economy, markets
driven mainly by higher real interest rates rather than inflation expectations or
term premium. Two forces are behind the rise in real rates: intensifying
competition for capital is pushing up the neutral rate while Middle East tensions
and higher oil prices have driven a sharp reversal in Fed rate expectations. Since

January, markets have priced in 160 additional basis points of Fed tightening B I a CkROCk
over the next 12 months. We think that is overdone. With term premium

averaging around 75 basis points since September, higher yields offer a more I nveStm ent

attractive entry point. At currentyields, our analysis suggests a 75-basis-point I nstitute
cushion against further yield increases over 12 months before total returns turn

negative. That supports adding U.S. Treasuries, especially at the short end, where
we see the greatest scope for Fed tightening expectations to unwind.

and geopolitics.
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We are adding Treasuries from across the curve. For most of the last six years, we’ve been underweight Treasuries, turning
neutral in spots. Now, yields have reset toward our long-held higher-rates view, and we want to lock in some attractive
income. Ten-year Treasury yields sat near 0.9% back in October 2020 when we first went underweight and have since surged
to 24-year highs above 5.3%. We are upgrading shorter-term Treasuries to overweight, where we see scope for excessive Fed
tightening expectations to unwind, and long-term Treasuries to neutral as higher yields now provide better compensation for
interest-rate risk. We also trim our underweight in JGBs, held since July 2023 when 10-year yields were at 0.4%-0.5%,
compared with above 3% now. We fund the Treasury upgrades partly from U.S. agency mortgage-backed securities that have
been a stable source of income in portfolios and we are now neutral.

We also fund the Treasury upgrades by closing our long-held U.S. equity overweight to neutral. This is a short-term risk-
management move, reflecting our belief that investors must be more dynamic in today’s volatile macro and market regime.
We are also monitoring growing focus on Al policy and the Al buildout in jurisdictions across the country.

Our fundamental convictions on Al transformation remain intact. Higher rates are increasingly differentiating companies by
their ability to generate earnings and returns above the cost of capital. We still favor Al-related companies and listed
infrastructure, where growing demand and scarcity in critical infrastructure support attractive returns. Existing infrastructure
could grow even more valuable amid this scarcity. Despite narrative swings, we believe fundamentals will ultimately prevail.
We also maintain our emerging market equity overweight. FactSet data shows third-quarter earnings for S&P 500 companies
are expected to grow nearly 30% year-on-year.

Bottom line: We are managing near-term risk, not changing our core convictions. Higher yields offer an opportunity to add
Treasuries, funded partly by taking profits on U.S. equities. We remain constructive on Al and stand ready to add risk again as
visibility improves and attractive entry points emerge.

Market backdrop

Global government bonds saw another volatile week, with 10- and 30-year U.S. Treasury yields hitting their highest levels
since 2002 before retreating after strong bond auctions. European bonds also sold off, led by France amid fiscal concerns.
Oil prices rose as Middle East tensions persisted, adding to inflation worries. We see the bond selloff as reinforcing our
competition-for-capital thesis, while higher yields improve the case for owning Treasuries.

Assets in review

Selected asset performance, year-to-date return and range

Brent crude
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Past performance is not a reliable indicator of current or future results. Indexes are unmanaged and do not account for fees. It is not possible to invest directly in an index.
Sources: BlackRock Investment Institute, with data from LSEG Datastream as of October 8, 2026. Notes: The two ends of the bars show the lowest and highest returns at any point year to
date, and the dots represent current year-to-date returns. Emerging market (EM), high yield and global corporate investment grade (IG) returns are denominated in U.S. dollars, and the rest
in local currencies. Indexes or prices used are: spot Brent crude, ICE U.S. Dollar Index (DXY), spot gold, spot bitcoin, MSCI Emerging Markets Index, MSCI Europe Index, LSEG Datastream
10-year benchmark government bond index (U.S., Germany and Italy), Bloomberg Global High Yield Index, J.P. Morgan EMBI Index, Bloomberg Global Corporate Index and MSCI USA
Index.
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Week ahead

Oct. 12 Japan PPI Oct. 15 U.S. PPI and retail sales, UK GDP

estimate

EU trade balance, U.S. industrial
production

Oct. 14 U.S. CPI Oct. 16

U.S. CPl and PPI data take center stage this week, offering the first snapshots of September inflation. Fed minutes
last week underscored caution about the policy path and the importance of incoming data. We are watching for
persistent price pressures amid higher energy costs and recent PCE methodology changes, with the readings likely
to shape Fed rate expectations and Treasury yields.

Intersecting mega forces

Since we launched our mega forces framework, it has become clearer how their intersection shapes almost all our investment views
and opens up alpha opportunities. They cut across asset class labels, spurring a rethink of portfolio construction. Investors need to
be deliberate about the economic or thematic exposures they own, the vehicles they use to implement them and their investment
horizons.

Geopolitical Energy transition
fragmentation and and resilience:
Digital disruption strategic Energy systems
and Al: competition: are being re§haped
Technologies are Globalization is by growing
transforming how being rewired as demand, tech

we live and work. competition | change, physical

between major climate risks and

powers intensifies. evolving policy
priorities.

Demographic Future of finance:
divergence: The A fast-evolving
world is split financial
between aging architecture is
advanced changing how
economies and households and
younger emerging companies use
markets — with cash, borrow,
different transact and seek
implications. returns.

From drivers to portfolio expressions
Our highest conviction views, October 2026

Driver What we think Portfolio expression
Growth and Al scarcity Al fundamentals are §trong, but we Neutral U.S. equities and overwelghfc !EM equities;
eye near-term volatility. favor Al- and tech-related opportunities.
Duration and Higher starting yields improve Qverwelght short—t_erm US Trea§ur|es for solid
. ege  _a: . . income and a cushion against higher rates;
diversification prospective returns and income. .
neutral long-term Treasuries.
Credit spreads and Selectivity is crucial amid tight Credit with clear cash flows, lender protections
liquidity spreads and uneven fundamentals. and recovery value; higher-rated high yield.
Scarcity, secure supply and power Infrastructure, energy bottlenecks, EM local debt

LilationlanciscatEity demand carry inflation risks. and real-asset-linked exposures.

Macro hedge funds, venture capital, market-
neutral strategies, and selected private credit and
non-U.S. alpha.

Macro outcomes matter again in the

Alpha opportunity new regime.

Note: Views are from a U.S. dollar perspective, October 2026. This material represents an assessment of the market environment at a specific time and is not intended toé)ﬁ f&gé&)@%gﬁ%{g@gg&ofrgﬁ
a guarantee of future results. This information should not be relied upon by the reader as research or investment advice regarding any particular funds, strategy or security.
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Asset class implications
Six- to 12-month tactical positioning, October 2026
This shows the implementation of our key investment views from the previous page through an asset class lens.

Underweight m Overweight @ Previous positioning

Asset Positioning Commentary

Developed markets

. ° We are neutral. Strong Al fundamentals remain supportive, but policy uncertainty could fuel
United States latility. W . P Al and tech
Neutral near-term volatility. We continue to favor Al and tech.
We are neutral. We would need to see more business-friendly policy and deeper capital markets
Europe £ ) S . .
Neutral or Europe to outperform. We favor financials, infrastructure and industrials.
7
9
= UK We are neutral. Valuations remain attractive relative to the U.S., but we see few near-term
g- Neutral catalysts to trigger a shift.
w
Japan We are neutral. Strong corporate balance sheets and governance reforms remain supportive.

We prefer targeted exposures to physical Al and the buildout’s bottlenecks.

Neutral

We are overweight. Strong earnings and cheaper valuations create opportunities. We

Emerging markets particularly like different expressions of the Al scarcity theme across Asia and Latin America.

+1

We are neutral. We see opportunities in physical Al. Cheap, open-source Al could drive adoption,

China N but that doesn’t necessarily translate into Al-provider profitability.
eutral
We are overweight. Much of the repricing we anticipated has occurred, and expectations for
Short U.S. Treasuries o further Fed hikes look excessive. We favor the front end for attractive income and a greater
+1 breakeven buffer.
. We are neutral. Higher yields offer attractive income and a bigger cushion against further rate
Long U.S. Treasuries L4 ; . for vi ) ition f o ifi
Neutral increases. We still see room for yields to rise as competition for capital intensifies.
Global inflation-linked We are neutral. We see inflation settling above pre-pandemic levels, but markets may not price
bonds Neutral this in the near term as economic growth could slow.
We are neutral on short- and medium-term bonds. Current ECB rate pricing looks fairly valued
Euro area govt bonds I given the balance of risks. Higher energy prices could push rates higher. We prefer to deploy
Neutral risk elsewhere.
. We are neutral. We expect periods of elevated volatility given political uncertainty, longer-term
UK gilts bond ki | ket sh db b . - >
Nl onds making up a larger market share, and buyers becoming more price-sensitive.
Japanese govt bonds 0 We are underweight. The substantial repricing in yields has improved the risk-reward, but

further rate hikes and heavy issuance could push yields higher.

We are neutral. China bonds offer stability and diversification but developed market yields are

China govt bonds higher. A shift in investor sentiment toward equities limits upside.

Neutral

v
£
]
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£
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U.S. agency MBS I J We are neutral and lean into the stable income MBS provide despite tight spreads.

Neutral

We are neutral. Spreads are tight due to corporate strength, but attractive overall yields help

Short-term |G credit offset the risk of increased issuance.

Neutral

We are underweight. We prefer short-term bonds less exposed to interest rate risk over long-

Long-term G credit term bonds. But attractive overall yields help offset the risk of increased issuance.

We are neutral. High yield offers attractive income. We prefer higher-rated U.S. and European

Global high yield high yield over investment grade and see dispersion of returns increasing.

Neutral

Asia credit We are neutral. Overall yields are attractive and fundamentals are solid, but spreads are tight.
Neutral
. We are neutral. Fundamentals have improved, but we see a more attractive risk-reward profile in
Emerging hard currency
N EM local debt.
Emerging local currency We are overweight. We like the yield relative to its volatility and improving fundamentals.

+1

Past performance is not a reliable indicator of current or future results. It is not possible to invest directlyin an index. Note: Views are from a U.S. dollar perspective. This material represents an assessment of the
market environment at a specific time and is not intended to be a forecast or guarantee of future results. This information should not be relied upon as investment advice regarding any particular fund, strategy
or security. BI111026-M-6011390-EXP1027-4/5



BlackRock Investment Institute

The BlackRock Investment Institute (BIl) leverages the firm’s expertise and generates proprietary research to provide
insights on macroeconomics, sustainable investing, geopolitics and portfolio construction to help BlackRock’s portfolio
managers and clients navigate financial markets. Bll offers strategic and tactical market views, publications and digital
tools that are underpinned by proprietary research.
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