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The first four months of 2022 mark the worst start to a year in the history of the Bloomberg Municipal Bond Index. Municipal bonds
are not alone as virtually every bond index is on pace for one of the worst years in history. The seemingly overnight shift in U.S. Federal
Reserve (Fed) rate hike expectations in response to entrenched inflationary pressures has caused a massive recalibration in interest
rates across the yield curve, resulting in a sharp drop in bond prices.
In the midst of arguably the most challenging period in history for bonds, many investors are understandably not focused on the
opportunities present in the market. That said, it’s worth noting that negative returns in the municipal bond market tend to lead to
abnormally strong returns in subsequent quarters. In the history of the Bloomberg Municipal Bond Index, the index has posted 40
rolling 12-month periods with negative returns. In 39 of the 40 subsequent 12-month periods, returns for the index were positive.
Past is not always prologue, but history suggests investors should use periods of weakness as entry points into the municipal market.

Number of negative rolling 12-month returns since index inception

Bloomberg Municipal
Bond Index
40

In the subsequent 12 months:
Number of positive returns
Maximum return

39 out of 40
40.87%

Minimum return

-8.31%

Median return

11.91%

Average return

14.70%

Source: Bloomberg; data as of 12/31/2021

As a result of the current selloff, municipal bond yields are finally starting to get interesting, with the yield on the Bloomberg Municipal
Bond Index just shy of its 10-year highs. Municipal yields at these levels have been fleeting and have historically preceeded multi-year
rallies in municipal bonds. When compared to various taxable bond sectors, municipal bonds currently offer attractive yields, especially
after tax considerations. Should interest rate volatility persist, investors now have a greater income cushion to offset mark-to-market
volatility in bond prices.
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There are reasons to believe that the current selloff in municipal bonds may begin to moderate in the weeks ahead. There have been
six sharp selloffs in municipal bond funds since the Investment Company Institute began tracking data on the flow of cash into and out
of funds in 2006. The typical selloff has lasted 12 weeks on average, and the current episode has lasted 16 weeks. It’s impossible to
say with certainty when the selling pressure will end, but history would indicate that we’re closer to the end than the beginning.
Furthermore, three major technicals are beginning to improve in the municipal market. The tax-exempt bond market is anchored by
seasonality, which allows investors to position themselves opportunistically. First, summer months provide lower supply to the market.
The $35.9 billion of municipal bond supply in April 2022 was down 17% month over month, and we expect May to continue its historical
trend of 10% declines month over month. Second, the U.S. tax deadline consistently creates selling pressure in the market when
investors sell bonds to fund their tax bills. Third, and most influential, summer redemption season begins in June. When including
principal maturing, bonds called, and interest payments, $156 billion of cash will need to be reinvested over the course of June, July,
and August. Over the last five years, summer redemptions have averaged 42% higher than the annual monthly average. This money
will likely be reinvested into the market increasing demand for municipal bonds in conjunction with supply tapering off.
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Moreover, crossover buyers (e.g., institutions and foreign buyers) are beginning to enter the market now that nominal yields relative
to other fixed income asset classes are starting to get interesting. Increasing demand and waning supply will keep a lid on how high
interest rates move from here in the municipal market.
With supply and demand trends improving for municipal bonds, and with economic growth past peak and inflation likely in a topping
process, intermediate- and long-term municipal rates may also be in a topping process. For investors with a long-term perspective, we
think the current moment provides an attractive entry point given the availability of generous yields and the supportive
macroeconomic and technical backdrop for municipal bonds.
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Risk Considerations
Investing involves risk, including risk of loss.
Diversification does not ensure a profit or guarantee against loss.
Investing in bonds involves risks that may adversely affect the value of your investment such as inflation risk, credit risk, call risk, interest rate risk,
and liquidity risk, among others. The two most prominent factors are interest rate movements and the credit worthiness of the bond issuer. Investors
should pay careful attention to the types of fixed income securities that comprise their portfolios and remember that, as with all investments, there is
the risk of loss of capital.
Disclosure
Index or benchmark performance presented in this document does not reflect the deduction of advisory fees, transaction charges, or other expenses,
which would reduce performance. Indexes are unmanaged. It is not possible to invest directly in an index. Any investor who attempts to mimic the
performance of an index would incur fees and expenses which would reduce return.
This document is a general communication being provided for informational purposes only. It is educational in nature and not designed to be taken
as advice or a recommendation for any specific investment product, strategy, plan feature, or other purpose in any jurisdiction, nor is it a commitment
from Carillon Tower Advisers or any of its affiliates to participate in any of the transactions mentioned herein. Any examples used are generic,
hypothetical, and for illustration purposes only. This material does not contain sufficient information to support an investment decision, and it should
not be relied upon by you in evaluating the merits of investing in any securities or products. In addition, users should make an independent
assessment of the legal, regulatory, tax, credit, and accounting implications and make determinations together with their own professional advisers.
Any forecasts, figures, opinions, or investment techniques and strategies set out are for information purposes only, based on certain assumptions
and current market conditions, and are subject to change without prior notice. All information presented herein is considered to be accurate at the
time of production, but no warranty of accuracy is given and no liability in respect of any error or omission is accepted. It should be noted that
investment involves risks, the value of investments and the income from them may fluctuate in accordance with market conditions and taxation
agreements, and investors may not get back the full amount invested. Both past performance and yields are not reliable indicators of current and
future results.
Past performance does not guarantee or indicate future results. No inference should be drawn by present or prospective clients that managed
accounts will achieve similar performance in the future. Investment in a portfolio, investment manager or security should not be based on past
performance alone. Because accounts are individually managed, returns for separate accounts may be higher or lower than the average
performance stated. Individual portfolio/performance results may vary due to market conditions, trading costs and certain other factors, which may be
unique to each account. There is no guarantee that these investment strategies will work under all market conditions, and each investor should
evaluate their ability to invest for the long term, especially during periods of downturn in the market. Investing in equities may result in a loss of
capital. Investing involves risk and you may incur a profit or a loss. Investment returns and principal value will fluctuate so that an investor’s portfolio,
when redeemed, may be worth more or less than their original cost.

This information is not intended to serve as investment, tax, legal, or accounting advice. It should not be considered a recommendation to engage in
or refrain from taking a particular course of action and is not an endorsement, recommendation, or sponsorship of any securities, services, or other
investment property. It has been prepared for informational purposes only, and you should consult your own investment, tax, legal, and/or accounting
professionals before engaging in any transaction. Any discussion of tax matters contained herein is not intended or written to be used, and cannot be
used, for the purpose of avoiding any penalties that may be imposed under federal tax laws. The opinions expressed are those of the author(s) and
do not necessarily reflect the views of the firm, its clients, or any of its or their respective affiliates. Views expressed are as of the date indicated and
may change based on market and other conditions. The accuracy of the content and its relevance to your particular circumstances is not
guaranteed.
Definitions and indexes
A yield curve is a line that plots yields (interest rates) of bonds having equal credit quality but differing maturity dates. The slope of the yield curve
gives an idea of future interest rate changes and economic activity.
Technicals refers to technical indicators of historic market data, including price and volume statistics, to which analysts apply a wide variety of
mathematical formulas in their study of larger market patterns.
Fund flow is the net of all cash inflows and outflows into and out of a particular financial asset. It typically is measured on a quarterly or monthly
basis. Investors and others look at the direction of fund flows for indications about the health of specific securities and sectors or the overall market.
Indices are unmanaged, and one cannot invest directly in an index.
The Bloomberg Municipal Bond Index is a rules-based, market-value-weighted index engineered for the long-term tax-exempt bond market. The
inception date of the index is January 31, 1980.
“Bloomberg®” and the Bloomberg Municipal Bond Index are service marks of Bloomberg Finance L.P. and its affiliates, including Bloomberg Index
Services Limited (“BISL”), the administrator of the indices (collectively, “Bloomberg”) and have been licensed for use for certain purposes by Carillon
Tower Advisers and Eagle Asset Management. Bloomberg is not affiliated with Carillon Tower Advisers or Eagle Asset Management, and Bloomberg
does not approve, endorse, review, or recommend Eagle’s fixed income or municipal bond strategies. Bloomberg does not guarantee the timeliness,
accurateness, or completeness of any data or information relating to Eagle’s fixed income or municipal bond strategies. The views and opinions
expressed are not necessarily those of any broker/dealer or any affiliates.
Nothing discussed or suggested should be construed as permission to supersede or circumvent any broker/dealer policies, procedures, rules, and
guidelines.
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