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MARKETS IN CONTEXT

It can be hard to tell what’s happened

by reading the news
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Opinion: Here’s why U.S. stocks could fall
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Presenter
Presentation Notes
Depending on when you were paying attention to the news, you may have seen these headlines. But based on just these, it can be hard to know what’s actually happening.
The news cycle is filled with a lot of noise. 
Our advice: listen to your financial advisor, not CNBC. 



MARKETS IN CONTEXT

We are 11 years into a bull market

Since the financial crisis, we’ve had better returns and less risk

Annualized returns and annualized standard deviation from January 2009 to
December 2019, compared with history

14.1%
13.7%

Historical Post-crisis Historical Post-crisis
average average average average

Annualized returns Annualized standard deviation
Past performance is not a reliable indicator of current or future results. It is not possible to invest directly in an index.
Source: Morningstar as of 12/31/2019. Historic Average represents annualized total returns and standard deviations of the S&P 500 Indexfrom 2/1/1970 through 12/31/2008. Post-Crisis Average represents annualized total returns and standard
deviations from 1/1/2009 through 6/30/2019. Past performance is no guarantee of futureresults. Index performance is shown forillustrative purposes only. You cannot invest directly in an index.
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Presentation Notes
To get a better idea of where markets are, let’s zoom out. Markets have been historically good for the past 11 years, since the financial crisis. These graphs show how well stocks did (based on the S&P 500 index) and with relatively low volatility.
You may have heard that we are now 11 years into a bull market. It’s true. And compared to history, your portfolio may have done better than average over this time period. 
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2019 was a historic year

Only 4 years have been better for both stocks and bonds at the same time (out of 94)

U.S. stock and bond performance
Full-year performance, 1926-2019

31.5%

8.7%

Stocks Bonds

Stocks Bonds

Morningstar as of 12/31/19. Stocks represented by the IASBBI US. Large Cap TR Indexand U.S. Bonds by the IA SBBI U.S. IT Gov Bond Tr Index. Past performance does not guaranteeorindicate future results. Index performance is for illustrative purposes

only. You cannot invest directlyin the index.

1985 31.7 22.1
1989 31.7 145
1995 37.6 18.5
1997 33.4 9.7
2019 31.5 8.7
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Presentation Notes
As far into the bull market as we are, we’re still seeing strong returns from investments. In fact, 2019 was one of the best years on record, across the board. Typically, stocks and bonds move inversely to each other: one goes up when the other goes down, and one goes down when the other goes up.
But last year we saw both increase, so much so that only 4 other years were better for both stocks and bonds at the same time in the 94-year history of the S&P 500 Index.
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Remember to stay grounded

Market cycles
Output gap and stages of the U.S. business cycle, 1965-2019
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Sources: BlackRock Investment Institute, with datafrom Refinitiv Datastream, as of December 2019. Notes: This chart shows an estimate of the US. output gap (thatis, GDP as a percentage of potential GDP). We have classified different time periods as
belonging to certain stages of thebusiness cycle. The classification of the stage is done via a ‘cluster analysis that groups together time periods where economic series have behaved in similar ways.
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Presentation Notes
But what does that mean for the future? What does the market environment look like as we head into 2020? 
No one can predict what will happen in markets, but economists are noticing that things are not as rosy as they have been. 
One way to predict whether a recession is approaching is by measuring what are called “output gaps.” Effectively, it’s a measure of whether companies are working efficiently – if the output gap is negative, companies are not producing goods to their full capacity, and if the output gap is positive, then they are potentially overproducing.
And what research has shown, is that a positive output gap has in the past, preceded recessions.
So that’s what you’re looking at here. As you can see, BlackRock believes we’re solidly in the middle of what we consider the “late cycle.” And again, as you can see, it’s been quite some time since the last recession.


MARKETS IN CONTEXT

Be ready for the unexpected

Market attention to geopolitical risks remains high
BlackRock Geopolitical Risk Indicator, 2006-2019
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Source: BlackRock Investment Institute, with data from Refinitiv Datastream, December 2019. Notes: See BlackRock's Geopolitical risk dashboard for full details. Source: BlackRock Investment Institute, with data from Refinitiv,
November 2019. Notes: We identify specific words related to geopolitical riskin general and to our top-10 risks. We then use text analysis to calculate the frequency of their appearance in the Refinitiv Broker Report and Dow Jones
Global Newswire databases as well as on Twitter. We then adjust for whether the language reflects positive or negative sentiment, and assign a score. A zero score represents the average BGRI level over its history from 2003 up to
that point in time. A score of one means the BGRI level is one standard deviation above the average. We weigh recent readings more heavily in calculating the average.
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Presentation Notes
It’s important to remember that even as we enter a period of what we call the “late cycle” – approaching a recessionary period – that does not mean to pull out of your investments. It turns out that stocks can still do well late in the cycle, as we’ve seen from this year’s performance so far. 
With that said, we’ve had a few hiccups in the later half of 2019. While BlackRock believes that growth will continue for the near future, it’s important to remember that each “hiccup” represents uncertainty that is impacting markets. The most notable cause for this uncertainty is the market’s reaction to geopolitical risk.
The majority of last year was fueled by the U.S.-China trade war, sometimes making dramatic daily swings as announcements were made. But as those tensions have eased, it doesn’t mean most of our geopolitical risk has ended. Instead, it’s been replaced with others. Brexit is still ongoing, causing issues in currency markets. The trade war with China may be over, but tensions still linger and could impact equity markets on short notice. And, as you may know, the recent escalation between the U.S. and Iran has caused friction in the oil markets. The later we are into the late cycle, the easier it is for these events to impact markets. Minor changes can have outsize effects on our investments, on shorter notice.
So while it’s not quite time to run yet, you should be starting to think of how you can prepare to absorb any shocks that are outside of your control in the coming year. Work with your financial advisor to make your portfolio more resilient, so that it’s less affected by the swings caused by sudden geopolitical events.
Just a few examples: incorporating minimum volatility equity strategies to seek less volatility to diversify within equities, and unconstrained FI to diversify away from equities. 




MARKETS IN CONTEXT

Interest rates: two sides of a coin

Short-terminterest rates haverisen, fallen... and paused
1-Year Treasury Bill secondary market rate over the last 10 years

3.0%
2.5%
2.0%
1.5%
1.0%
0.5%

0.0%
1272009 12/2010 12/2011 12/2012 12/2013 12/2014 12/2015 12/2016 12/2017 12/2018 12/2019

Source: Federal Reserve Bank as of 12/31/19. Past performance is no guarantee of future results.
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Presentation Notes
One more note on something you may have heard a lot about – interest rates and the Fed. 
The Federal Reserve is responsible for a number of things – keeping our financial system healthy by lending to other banks, and guiding the level of interest rates. For many years, interest rates have been historically low. The Fed brought rates down after the Financial Crisis to encourage businesses and people to spend more.
This includes most of last year: despite the Fed raising rates at the end of 2018 from 0.25% (virtually zero) to 2.5%, they slowed the pace of hikes further in 2019, so much so that they even started to reverse it and start cutting them. But what does any of this mean, and how does that affect you? 
In general, we like low rates because when we buy a house, for example, it can be more affordable by making mortgage rates lower. On the flip side, I’m sure you’ve noticed that your savings account isn’t giving you much in the way of interest. Since we’re in better shape as an economy compared to 2009, these rates had steadily risen – starting in earnest in 2017 and continuing this past year. This makes certain investments, like short-term bonds, more attractive because they are more likely to give you some income with less risk, in some cases close to 3%. This just wasn’t the case a few years ago. 
That doesn’t be rate hikes are necessarily worrisome either – If an economy is healthy, the Fed raises rates because they feel that they don’t have to encourage people to spend money rather than save it in order to give the economy a needed boost. Both stocks and bonds can perform well in this environment. 
Right now, the general consensus going into 2020 is that the Fed will continue to pause on interest rates, neither raising or lowering them further as they wait to see what happens next. Essentially, the Fed feels that rates at the exact rate they should be based on our current position in the economic cycle.
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Presentation Notes
So that’s a brief, high-level overview of what’s happening in markets. How does it make you feel? Worried? Optimistic? Unsure?
In this next section, I’d like to talk about some key behavioral finance concepts that can help you navigate markets. Because it’s all fine to understand what we think might happen in markets, but sometimes our emotions can get in the way of achieving the best outcomes for our money.
In this time of uncertainty, here are some key behavioral trends we’ve seen from investors, and things to think about as you work with your financial advisor in 2019 and beyond. 



HOW YOU FEEL

“I don’t want to lose money”

Thelonger you invest, the lower the risk of losing money
Returns of Stocks (1926-2019)

38% 25% 11% 5% 0.2%

Times You
Lost Money
(Negative Returns)

Times You
Made Money
(Positive Returns)

99.8%

1 Month 1 Year 5 Year 10Year 15Year

Sources: BlackRock; Morningstar. US Stocks represented by S&P 500 and thelA SBBI US Lrg Cap Index Past performance is no guarantee of future results. Thisis for illustrative purposes only and not indicative of anyinvestment Itis not possibleto invest
directly in an index.
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One emotion you might feel, is fear: “I don’t want to lose money.”
When you hear “increased uncertainty” in markets, you might wonder whether you should pull your money out. This is because it’s very difficult for anyone to see the long-term. 
As you can see here on the graph, if you stayed invested for more than 15 years starting at any point in the last 90+ years, you very likely would have had a positive return. 
And by the way – can anyone guess how long the average recession lasts? It’s 1.5 years – perhaps shorter than most might think. So keeping a long-term perspective can help. 



HOW YOU FEEL

“l missed the boat. I’'ll wait for the
next one”

Compound interest, “the eighth wonder of the world”
Hypothetical growth of $100,000 assuming 10% annual yield

$300,000
$259,374

$260,000

$220,000
$180,000 $161,051

$140,000

$100,000
0 1 2 3 4 5 6 7 8 9 10

Years

Source: BlackRock as of 12/31/19. For illustrative purposes only. Past performanceis no guarantee of future results. Index performance is shown for illustrative purposes only. You cannot invest directly inan index.
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Or, perhaps on hearing that we are 11 years into a bull market, you’re thinking “I’ll just wait until markets dip and then buy in when stocks are cheap.” 
This is known as trying to time the market. There is no “best time” to invest unless you’re a fortune teller. Instead, it’s important to get invested sooner than later in order to take advantage of the power of compounding gains. 
In this hypothetical example where your money grows 10% each year, the difference between investing for 10 years versus 5 years isn’t just 100% more – it would be 261% more - almost three times as much.
And by the way, there have been some economists predicting a recession for the last 5 years, based on the average length of a market cycle. So regardless of what you think might happen, waiting until markets go down to invest is likely not the best strategy.
Albert Einstein once said that compound interest is “the eighth wonder of the world…. he who understands it, earns it; he who doesn't, pays it.”
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“My portfolio is too conservative,
| am leaving too much money on
the table”

2000°-2002 -40.1% -18.6% “l lost money”
2003-2007 +82.9% +73.8% “I didn’t make as much”

2008 -37.0% -24.0% “I lost money”
2009-2019 +351.0% +191.7% “I didn’t make as much”
Total Return +211.4% +213.5%

“Diversification wins even

when it feels like its losing”
Growth of $100K $311,420 $313,510

Source: Morningstar as of 12/31/19. "Performance is from 8/1/2000 to 12/31/2000 to more accurately reflect the time period encompassing the previous two bull and bear markets. Past performance does not guaranteeor indicatefuture results.
Diversified Portfoliois represented by 40% S&P 500 Index, 15% MSCI EAFE Index, 5% Russell 2000 Index, 30% Bloomberg Barclays US Aggregate Bond Index, and 10% Bloomberg Barclays US Corporate High Yield Index. Index performanceis for
illustrative purposesonly. You can not invest directlyin the index.
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And lastly, a feeling of envy can also lead us to what we call S&P or stock market envy. 
S&P Envy, perhaps, is the reason why you didn’t even really feel the positive impact of an 11-year, historic bull market. 
Think about the last time you might have picked up the phone to ask your financial advisor about what’s happening in markets. Either markets were down, and you were losing money, or markets were way up, and it seemed like you weren’t doing as well as you should.
That’s because a well-diversified portfolio of stocks and bonds is designed to do exactly that – it captures less of the upside, but more importantly, captures less of the downside. In the end, you end up with more money than simply following the stock market. 
In 2020, you may have read about this historic rally we’ve seen, markets hitting all-time highs, and wondered why your money hasn’t grown as much as the S&P 500. 
A diversified portfolio can be hard to own emotionally. But pay attention to the math: a diversified portfolio has often produced a better outcome for you in the long-term.
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Presentation Notes
So what’s the way forward? What should you do with your money?
Ultimately, work with your financial advisor to ensure you’re making the right choices for you. 



THEWAY FORWARD

Focus on your goals, not the news

Find the
right mix of Your
stocks, bonds Portfolio
and cash

Stay invested
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Presentation Notes
To effectively speak with your advisor, make sure they know the specific needs you have for your money, and your tolerance for risk. 



THEWAY FORWARD

Above all else, stay invested

Missing top-performing days can hurt your return
Growth of a hypothetical investment of $100,000 in the S&P 500 index over the last 20 years (2000-2019)

$324,019

$214,950

$161,706

$127,102 $101,607
’ $82,256

Ending Value

Stayed Invested Missed 5 days Missed 10 days Missed 15 days Missed 20 days Missed 25 days

Sources: BlackRock; Bloomberg as of 12/31/19. Stocks are represented by the S&P 500 Index, an unmanaged indexthat is generally considered representative of the US stock market. Past performance is no guaranteeof futureresults. It is not possible to

invest directly in anindex.
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And when in doubt, stay invested. Seeing the value of your investments fall may tempt you to take action, but selling only locks in your losses. 
In fact, good and bad days tend to cluster together: out of the 25 worst days in the market from 2000-2019, 24 were followed by one of the 25 best days within one month.
We saw this to great effect at the end of 2018 – if you had pulled out of markets when investors were losing confidence, you may have missed out on returns in 2019. 
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Important notes

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 January 2020 and may change as subsequent conditions vary. The
information and opinions contained inthis material are derived from proprietary and nonproprietary 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 of these views 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.

Investing involves risk, including possible loss of principal.

©2020 BlackRock. All rights reserved. BlackRock is a registered trademark of BlackRock. All other marks are the property of their respective owners.
Prepared by BlackRock Investments, LLC. Member FINRA.
193401T7-1019
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