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Overview

+ Inflation and inflation
expectations have

become pressure points
for rates markets globally.

September was an active
- and hawkish - month

for EM central banks.
However, we believe we
are close to, or potentially
past, the peak in the
acceleration of emerging
market (EM) rate hikes.

Country spotlight: the
Czech National Bank
surprised markets with a
larger than expected rate
hike in September. The
move may have knock-on
effects in the region.
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Inflation expectations create pressure points
for global rates markets

With COVID-19 slowly fading and economic activity robust, price pressures and, perhaps
more importantly, inflation expectations, have become pressure points for rates markets
globally. The US Federal Reserve (Fed) has cleared a path for tapering and we are starting
to see other developed market (DM) central banks indicate a gradual unwinding of their
extraordinary monetary stimulus implemented over the last 18 months.

While the Fed’s communication on tapering was positive for the US dollar in the short
term, we believe the impact on equity valuations may halt, or even reverse, the strong
flows into equities (primarily US and Chinese) that have benefited the US currency. To
see US dollar weakness in the medium term, however, we believe we would need to see
continued improvement in non-US growth combined with US growth in line with market
expectations. Over the next few months, monetary and fiscal developments in the US
will likely have an outsized impact on global markets, as excess savings will potentially be
attracted to perceived “safer” risk assets.

In addition to inflation concerns, market participants turned their focus to China in
September. The fallout from China’s crackdown on its over-levered real estate sector and
power shortages (though partially government-enforced for environmental reasons) may
lead to slower growth and could have broader implications for other EMs in the region.
However, it remains to be seen if either factor will impact supply chains or add to global
inflation pressures.

Market pulse

Our regional preferences have evolved over the past month, including greater caution
on Latin American interest rates. Inflation was higher than expected in Colombia, for
example, prompting its central bank to start hiking and possibly frontload its tightening
cycle. Similarly, in Mexico, bi-weekly inflation reports continue to put pressure on

the Bank of Mexico. We remain cautious on the central and eastern European (CEE)
countries while remaining constructive on South African long-term and Russian and
Mexican medium-term interest rates. We are generally constructive on EM currencies
and favor CEE over Latin America and Asia.

In terms of policy, September was another active - and hawkish - month for EM central
banks. There was a large rate hike in Brazil (+1% to 6.25%), accelerating rate hikes in the
Czech Republic (+0.75% to 1.5%) and Peru (+0.50% to 1%), gradual hikes in Mexico, Russia
and Hungary and an initial hike in Colombia (+0.25% to 2%)." In Turkey, where a long-
anticipated policy error was realized, the central bank cut rates by 1% to 18%.?

The policy rate gap between EMs and DMs continues to grow in nominal terms, and we
expect this to translate into a significant differential in relative real interest rates in 2022,
as inflation ebbs in various EMs. We, therefore, believe we are close to, or potentially
past, the peak in the acceleration of EM rate hikes. While pressures to tighten policy

will likely persist over the next few quarters, we believe they will be limited as the early
hikers are near the end of their current cycles, the new hikers will likely be gradual in
their approaches to tightening and only a small subset of the very low yielders with high
negative real rates might accelerate policy rate moves in the coming months.
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Country spotlight: Czech hikes

Last month we highlighted the accelerating pace of rate hikes by the Central Bank of
Chile. This month, the Czech National Bank (CNB) followed suit and surprised markets by
raising its policy rate by 75 basis points.® As with Chile, financial markets appeared to be
pricing in a smaller hike - in the range of 25 to 50 basis points.* The CNB has always been
an orthodox central bank and the larger than expected hike was a signal that inflation is
likely to be more persistent than originally forecasted. Our team believes current oil and
natural gas shortages ahead of the winter season could put upward pressure on inflation,
leading the CNB to frontload its rate hiking cycle. With this in mind, we believe the five-
year part of the rate curve is interesting. We expect the curve to invert but are cautious
on duration overall, as questions remain over where the terminal rate will ultimately end
up. Additionally, the CNB’s decision will likely have knock-on effects in the region, and
other central banks (National Bank of Hungary, National Bank of Poland, National Bank of
Romania) may be compelled to be more aggressive in their policy normalization going
forward.

About risk

The value of investments and any income will fluctuate (this may partly be the result of exchange rate
fluctuations) and investors may not get back the full amount invested. Past performance is not a guide to
future returns.

Fixed-income investments are subject to credit risk of the issuer and the effects of changing interest
rates. Interest rate risk refers to the risk that bond prices generally fall as interest rates rise and

vice versa. An issuer may be unable to meet interest and/or principal payments, therebycausing its
instruments to decrease in value and lowering the issuer’s credit rating.

The values of junk bonds fluctuate more than those of high quality bonds and can decline significantly
over short time periods.

The risks of investing in securities of foreign issuers, including emerging market issuers, can include
fluctuations in foreign currencies, political and economic instability, and foreign taxation issues.

The performance of an investment concentrated in issuers of a certain region or country is expected
to be closely tied to conditions within that region and to be more volatile than more geographically
diversified investments.
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For the distribution of this document, Continental Europe is defined as Austria, Belgium, Denmark, Finland, France,
Germany, Greece, Italy, Luxembourg, Netherlands, Norway, Portugal, Spain, Switzerland and Sweden. This does
not constitute a recommendation of any investment strategy or product for a particular investor. Investors should
consult a financial professional before making any investment decisions.

This overview contains general information only and does not take into account individual objectives, taxation
position or financial needs. Nor does this constitute a recommendation of the suitability of any investment strategy
or product for a particular investor. Investors should consult a financial professional before making any investment
decisions. It is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or

to participate in any trading strategy to any person in any jurisdiction in which such an offer or solicitation is not
authorized or to any person to whom it would be unlawful to market such an offer or solicitation. It does not form
part of any prospectus. While great care has been taken to ensure that the information contained herein is accurate,
no responsibility can be accepted for any errors, mistakes or omissions or for any action taken in reliance thereon.

The opinions expressed are that of Invesco Fixed Income and may differ from the opinions of other Invesco investment
professionals. Opinions are based upon current market conditions, and are subject to change without notice.

As with all investments, there are associated inherent risks. Please obtain and review all financial material carefully
before investing. Asset management services are provided by Invesco in accordance with appropriate local
legislation and regulations.

This material may contain statements that are not purely historical in nature but are “forward-looking statements.”
These include, among other things, projections, forecasts, estimates of income, yield or return or future
performance targets. These forward-looking statements are based upon certain assumptions, some of which are
described herein. Actual events are difficult to predict and may substantially differ from those assumed. All forward-
looking statements included herein are based on information available on the date hereof and Invesco assumes no
duty to update any forward-looking statement. Accordingly, there can be no assurance that estimated returns or
projections can be realized, that forward-looking statements will materialize or that actual returns or results will not
be materially lower than those presented.

By accepting this document, you consent to communicate with us in English, unless you inform us otherwise. All
information is sourced from Invesco, unless otherwise stated.

All data as of October 15, 2021, unless otherwise stated. All data is USD, unless otherwise stated.

Restrictions on distribution

Australia

This document has been prepared only for those persons to whom Invesco has provided it. It should not be relied

upon by anyone else. Information contained in this document may not have been prepared or tailored for an Australian
audience and does not constitute an offer of a financial product in Australia. You may only reproduce, circulate and use
this document (or any part of it) with the consent of Invesco.

The information in this document has been prepared without taking into account any investor’s investment objectives,
financial situation or particular needs. Before acting on the information the investor should consider its appropriateness
having regard to their investment objectives, financial situation and needs.

You should note that this information:

- may contain references to dollar amounts which are not Australian dollars;

- may contain financial information which is not prepared in accordance with Australian law or practices;

- may not address risks associated with investment in foreign currency denominated investments; and does not
address Australian tax issues.

« Issued in Australia by Invesco Australia Limited (ABN 48 001693 232), Level 26, 333 Collins Street, Melbourne,
Victoria, 3000, Australia which holds an Australian Financial Services Licence number 239916.

Canada

This document is restricted to accredited investors as defined under National Instrument 45-106. All material
presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. This
is not to be construed as an offer to buy or sell any financial instruments and should not be relied upon as the sole
factor in an investment making decision. As with all investments there are associated inherent risks. Please obtain
and review all financial material carefully before investing.

- Issued in Canada by Invesco Canada Ltd., 120 Bloor Street East, Suite 700, Toronto, Ontario, M4W 1B7.

Continental Europe, Dubai, Ireland, the Isle of Man, Jersey and Guernsey and the UK

The document is intended only for Qualified Investors in Switzerland and Professional Clients in Continental Europe,
Dubai, Ireland, the Isle of Mane, Jersey, Guernsey, and the UK and is not for consumer use. Marketing materials may
only be distributed without public solicitation and in compliance with any private placement rules or equivalent

set forth in the laws, rules and regulations of the jurisdiction concerned. This document is not intended to provide
specific investment advice including, without limitation, investment, financial, legal, accounting or tax advice, or

to make any recommendations about the suitability of any product for the circumstances of any particular investor.
You should take appropriate advice as to any securities, taxation or other legislation affecting you personally prior
to investment. No part of this material may be copied, photocopied or duplicated in any form by any means or
redistributed without Invesco’s prior written consent.



Further information is available using the contact details shown:

- Issued in Belgium, Denmark, Finland, France, Greece, Italy, Netherlands, Spain, Sweden, Luxembourg, Norway
and Portugal by Invesco Management S.A., President Building, 37A Avenue JF Kennedy, L-1855 Luxembourg,
regulated by the Commission de Surveillance du Secteur Financier, Luxembourg.

- Issued in Dubai by Invesco Asset Management Limited. PO Box 506599, DIFC Precinct Building No 4, Level 3,
Office 305, Dubai, UAE. Regulated by the Dubai Financial Services Authority.

- Issued in Austria and Germany by Invesco Asset Management Deutschland GmbH, An der Welle 5, 60322 Frankfurt
am Main, Germany.

- Issued in Switzerland by Invesco Asset Management (Schweiz) AG, Talacker 34, 8001 Zurich, Switzerland.

- Issued in Ireland, the Isle of Man, Jersey, Guernsey and the United Kingdom by Invesco Asset Management
Limited which is authorised and regulated by the Financial Conduct Authority. Invesco Asset Management Ltd,
Perpetual Park, Perpetual Park Drive, Henley-on-Thames, RG9 1HH, UK.

Hong Kong

This document is provided to professional investors (as defined in the Securities and Futures Ordinance and the
Securities and Futures (Professional Investor) Rules) only. It is not intended for and should not be distributed to, or
relied upon, by the members of public or the retail investors.

- Issued in Hong Kong by Invesco Hong Kong Limited 5 I & E BiA FR 23], 41/F, Champion Tower, Three Garden
Road, Central, Hong Kong.

Japan

This document is only intended for use with Qualified Institutional Investors in Japan. It is not intended for and should
not be distributed to, or relied upon, by members of the public or retail investors.

- Issued in Japan by Invesco Asset Management (Japan) Limited, Roppongi Hills Mori Tower 14F, 6-10-1 Roppongi,
Minato-ku, Tokyo 106-6114; Registration Number: The Director-General of Kanto Local Finance Bureau (Kin-sho)
306; Member of the Investment Trusts Association, Japan and the Japan Investment Advisers Association, and/or
2) Invesco Global Real Estate Asia Pacific, Inc., Roppongi Hills Mori Tower 14F, 6-10-1 Roppongi, Minato-ku, Tokyo
106-6114; Registration Number: The Director-General of Kanto Local Finance Bureau (Kin-sho) 583; Member of the
Investment Trusts Association, Japan and Type Il Financial Instruments Firms Association.

New Zealand

This document is issued in New Zealand only to wholesale investors (as defined in the Financial Markets Conduct
Act). This document has been prepared only for those persons to whom it has been provided by Invesco. Information
contained in this document may not have been prepared or tailored for a New Zealand audience.

This document does not constitute and should not be construed as an offer of, invitation or proposal to make an
offer for, recommendation to apply for, an opinion or guidance on Interests to members of the public in New Zealand.
Any requests for information from persons who are members of the public in New Zealand will not be accepted.

- Issued in New Zealand by Invesco Australia Limited (ABN 48 001693 232), Level 26, 333 Collins Street, Melbourne,
Victoria, 3000, Australia, which holds an Australian Financial Services Licence number 239916.

Singapore

This document may not be circulated or distributed, whether directly or indirectly, to persons in Singapore other
than (i) to an institutional investor under Section 304 of the Securities and Futures Act (the “SFA”), (ii) to a relevant
person pursuant to Section 305(1), or any person pursuant to Section 305(2), and in accordance with the conditions
specified in Section 305 of the SFA, or (iii) otherwise pursuant to, and in accordance with the conditions of, any other
applicable provision of the SFA.

This document is for the sole use of the recipient on an institutional offer basis and/ or accredited investors and
cannot be distributed within Singapore by way of a public offer, public advertisement or in any other means of public
marketing.

- Issued in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01 Republic Plaza,
Singapore 048619.

Taiwan

This material is distributed to you in your capacity as Qualified Institutions/Sophisticated Investors. It is not intended
for and should not be distributed to, or relied upon, by members of the public or retail investors.

« Issued in Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066).
Invesco Taiwan Limited is operated and managed independently.

United States

- Issued in the US by Invesco Advisers, Inc., Two Peachtree Pointe, 1555 Peachtree Street, N.E., Suite 1800, Atlanta,
GA 30309.
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