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2022 investment themes
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Living with inflation – We expect inflation to be persistent and settle above pre-Covid levels. Central banks should kick 
off policy rate hikes but remain more tolerant of price pressures, keeping real interest rates historically low and supportive of risk 
assets.

Implication: We prefer equities over fixed income and remain overweight inflation-linked bonds.

Cutting through confusion – A unique mix of events – the restart, new virus strains, supply-driven inflation and new 
central bank frameworks – could cause markets and policymakers to misread inflation. We keep the big picture in mind but 
acknowledge risks – to the upside and downside - around our core view.

Implication: We trim some risk amid an usually wide range of economic outcomes.

Navigating net zero – Climate change is part of the inflation story. We believe a smooth transition is the least inflationary 
outcome, yet even this still amounts to a supply shock playing out over decades. 

Implication: We favour developed market (DM) equities over emerging markets (EM).

The opinions expressed are as of December 2021 and are subject to change at any time due to changes in market or economic conditions. Strategic 
implications refer to long-term views, tactical implications refer to asset views on a 6-12 month horizon.
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Sources: BlackRock Investment Institute, December 2021. Notes: The schematic shows hypothetical macro and policy outcomes. These are our views on the implications for equities and 
government bonds as of December 2021. For illustrative purposes only. This material represents an assessment of the market environment at a specific time and is not intended to be a 
forecast of future events or a guarantee of future results. This information should not be relied upon by the reader as research or investment advice regarding any funds, strategy or 
security in particular.

Global bonds

Productivity boom
Sustained capital investment boosts potential growth, keeping the macro 

environment disinflationary. The Fed is patient and keeps policy loose, with 

rates below neutral. The yield curve  steepens, real yields stay low, and risk 

assets do well.

Slamming the brakes
Delays to the restart, perhaps due to a new vaccine-resistant virus strain, 

result in weaker growth but persistently higher inflation. Central banks 

aggressively push against inflation, initially sparking a surge in yields. 

Result: recession with high inflation. The yield move hits stocks hard.

Base case: new nominal 
Mildly higher inflation meets with a muted central bank response, 

keeping real rates historically low. Stocks can thrive, but bonds still suffer 

as the yield curve modestly steepens.
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Stagnation 
Growth slumps. Inflation pressures abate because labor market slack holds 

back wage growth. Central banks are unsuccessful in reviving growth and 

inflation. The yield curve flattens, and equities take a hit as earnings slump.

Safety premium questioned 
The perceived safety of government bonds is questioned amid rising debt 

levels. Investors demand larger compensation for the risk of holding long-

term bonds. The yield curve steepens sharply. Yet this is a relative asset 

shift: equities can still do well.

Runaway inflation
Inflation expectations become unanchored in the post-Covid confusion. A 

messy transition to net zero could exacerbate this. 1970s-style stagflation 

is back. Yields surge across the curve and risk assets sell off.

Classic risk-off
Asset bubbles form and burst. Trade wars flare up again and hurt global 

activity. Central banks struggle to respond. Long-term yields fall sharply 

amid a flight to perceived safety and the term premium turns negative 

again. Risk assets suffer.

Macro landscape

The new regime – and alternatives
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War complicates the base case in that is adding to the supply shock 
that was already in train. 
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Sources: BlackRock Investment Institute,  Bureau of Labor Statistics, U.S. Bureau of Economic Analysis, Institute for Supply Management, with data from Haver Analytics, January 2022. Note:  the orange and 
yellow lines on the chart on the left show core goods and core services CPI inflation respectively, measured by the year-on-year percent change in prices. The green line shows the share of nominal goods 
spending in total U.S. personal consumer spending. The chart on the right shows the index of manufacturing supply chain constraints. The index is based on ISM survey indicators: supplier delivery times, 
backlog of orders, prices paid and inventories. 

Unusual supply-driven inflation is causing confusion
We are in a new macro landscape where inflation is shaped by supply constraints – a departure from the past few 
decades. We expect inflation to moderate but settle at higher levels than pre-pandemic.

U.S. indicator of supply constraintsU.S. indicator of supply constraints
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U.S. PCE inflation breakdown, 2017-2021U.S. PCE inflation breakdown, 2017-2021

Inflationary pressures have broadened out
Central banks will start to raise rates but remain more tolerant of inflation. Fighting such inflation aggressively with 
monetary policy will dent growth while doing little to address the underlying cause.

Forward looking estimates may not come to pass. Sources: BlackRock Investment Institute, U.S. Bureau of Economic Analysis, Eurostat, Reuters News with data from 
Haver Analytics, December 2021. Notes: the charts show the breakdown of U.S. headline PCE inflation and Euro area headline HICP inflation into the percentage 
point contribution of different components. The markers show consensus projections of headline inflation rates – or the total shown in the charts above. There are 
no consensus projections for individual component contributions. “Goods” in the euro area refer to industrial non-energy products. There is no Shelter sub-
component in the euro area.

Euro area HICP breakdown, 2017-2021Euro area HICP breakdown, 2017-2021
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BlackRock Financial Conditions Indicator 
Our financial conditions indicators (FCI) give a forward view of where our Growth GPS may head and 
are expressed in GDP terms. 

Sources: BlackRock Investment Institute and Bloomberg, February 25, 2022. Notes: The green line shows the rate of GDP growth implied by our financial conditions indicator (FCI), based on its historical 
relationship with our Growth GPS. The BlackRock Growth GPS (orange line) shows where the 12-month forward consensus GDP forecast may stand in three months’ time. The FCI inputs include policy 
rates, bond yields, corporate bond spreads, equity market valuations and exchange rates. Forward-looking estimates may not come to pass

• The BlackRock G3 Growth GPS shows 
where the 12-month forward consensus 
GDP forecast for the US, euro area and 
Japan may stand in three months’ time.

• The FCI shows the rate of G3 GDP growth 
based on its historical relationship with our 
Growth GPS. The FCI inputs include policy 
rates, government bond yields, corporate 
bond spreads, equity market valuations 
and exchange rates. The FCI has 
historically led changes in the Growth 
GPS.

• Financial asset prices can both drive and 
be driven by the growth outlook. Our FCIs 
keep only the portion of financial asset 
prices such as real term premia that drive, 
rather than are driven, by growth news.

CUTTING THROUGH CONFUSION
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Sources: BlackRock Investment Institute, with data from Refinitiv Datastream, February 2022. Notes: The chart compares near-term market pricing of Fed rate 
expectations to the end of 2023 (orange line) with market pricing 10-years out based on overnight interest rate swaps (OIS). An OIS is an interest rate swap in which 
daily payments of a reference rate, such as the effective
federal funds rate  are exchanged for a fixed rate over the contract period. This captures the expected path of the reference rate over the contract term.

U.S. Federal Reserve rate expectations re-timed, not resized
The sharpest repricing has been in the path of short-rates over the next two years. Long-run rate expectations have 
remained relatively stable at historically low levels – key for risk asset valuations.

U.S. interest rate expectations, 2021-2022U.S. interest rate expectations, 2021-2022
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U.S. yield curve, Jan 2022 vs Sept 2021U.S. yield curve, Jan 2022 vs Sept 2021

We still expect steeper yield curves driven by term premium
Markets have swiftly repriced a steeper near-term path of front-end interest rates in the U.S. Yet we see markets 
underappreciating higher term premium in bond markets in the long-run.
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Past performance is no guarantee of future results.  Forward looking estimates may not come to pass. Sources: BlackRock Investment Institute, with data from 
Refinitiv Datastream, February 2022. Notes: The left chart shows the shift in the U.S. yield curve between 30 September 2021 and 24 January 2022. The chart on the 
right shows the current spot U.S. yield curve (pink), a market-implied projection of the yield curve five years from now based on overnight index swap pricing (yellow 
line) and our estimate (orange line) of where U.S. yields will be in five years’ time. 

CUTTING THROUGH CONFUSION
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We prefer equities over credit, government bonds
The sharp repricing of interest rate expectations has hit risk assets. We see a strategic opportunity to upgrade our 
developed market equity view while retaining our underweight on government bonds.
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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. Source: BlackRock Investment 
Institute, February 2022. Data as of 24 January 2022. The chart shows our asset views on a 10-year view from an unconstrained U.S. dollar perspective against a long-term equilibrium allocation. Global 
government bonds and EM equity allocations comprise respective China assets. Income private markets comprise infrastructure debt, direct lending, real estate mezzanine debt and US core real estate. 
Growth private markets comprise global private equity buyouts and infrastructure equity. The allocation shown is hypothetical and does not represent a real portfolio. It is intended for information 
purposes only and does not constitute investment advice. Index proxies: Bloomberg Barclays US Government Inflation-Linked Bond Index, MSCI World US$, Bloomberg Barclays China Treasury + Policy 
Bank Total Return Index, MSCI EM, Bloomberg Barclays U.S. Credit index, JP Morgan EMBI Global Diversified Index, Bloomberg Barclays Global Credit Index, Bloomberg Barclays Global Aggregate 
Treasury index. We use BlackRock proxies for private market assets. The hypothetical portfolio may differ from those in other jurisdictions, is intended for information purposes only and does not 
constitute investment advice.

Hypothetical U.S. dollar 10-year strategic views vs equilibrium, January 2022 

DM governments

Global IG credit

DM high yield and EM debt
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STRATEGIC VIEW
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PERFORMANCE DATA

Performance figures represent past performance and are not indicative of future performance. Current performance may be higher or lower than that shown. Net performance figures 
are calculated after fund management fees and expenses, and assume reinvestment of distributions. Gross performance figures are calculated gross of ongoing fees and expenses. 
Unless otherwise stated, performance for periods greater than one year is annualised and performance calculated to the last business day of the month. 

IMPORTANT INFORMATION

Issued by BlackRock Investment Management (Australia) Limited ABN 13 006 165 975, AFSL 230 523 (BIMAL) for the exclusive use of the recipient, who warrants by receipt of this 
material that they are a wholesale client as defined under the Australian Corporations Act 2001 (Cth) and the New Zealand Financial Advisers Act 2008 respectively. 

This material provides general information only and does not take into account your individual objectives, financial situation, needs or circumstances. Before making any investment 
decision, you should therefore assess whether the material is appropriate for you and obtain financial advice tailored to you having regard to your individual objectives, financial 
situation, needs and circumstances. This material is not a financial product recommendation or an offer or solicitation with respect to the purchase or sale of any financial product in 
any jurisdiction.

This material is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or 
regulation. BIMAL is a part of the global BlackRock Group which comprises of financial product issuers and investment managers around the world. BIMAL is the issuer of financial 
products and acts as an investment manager in Australia. BIMAL does not offer financial products to persons in New Zealand who are retail investors (as that term is defined in the 
Financial Markets Conduct Act 2013 (FMCA)). This material does not constitute or relate to such an offer. To the extent that this material does constitute or relate to such an offer of 
financial products, the offer is only made to, and capable of acceptance by, persons in New Zealand who are wholesale investors (as that term is defined in the FMCA).

BIMAL, its officers, employees and agents believe that the information in this material and the sources on which it is based (which may be sourced from third parties) are correct as at 
the date of publication. While every care has been taken in the preparation of this material, no warranty of accuracy or reliability is given and no responsibility for the information is 
accepted by BIMAL, its officers, employees or agents. Except where contrary to law, BIMAL excludes all liability for this information.

Any investment is subject to investment risk, including delays on the payment of withdrawal proceeds and the loss of income or the principal invested. While any forecasts, estimates 
and opinions in this material are made on a reasonable basis, actual future results and operations may differ materially from the forecasts, estimates and opinions set out in this 
material. No guarantee as to the repayment of capital or the performance of any product or rate of return referred to in this material is made by BIMAL or any entity in the BlackRock 
group of companies. 

No part of this material may be reproduced or distributed in any manner without the prior written permission of BIMAL. 

© 2022 BlackRock, Inc. All Rights reserved. BLACKROCK, BLACKROCK SOLUTIONS, iSHARES and the stylised i logo are registered and unregistered trademarks of BlackRock, Inc. or its 
subsidiaries in the United States and elsewhere. All other trademarks are those of their respective owners.

Important Information
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