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Past performance does not guarantee 
future results. The information presented 
is for a representative account and for 
illustrative purposes only. Actual account 
holdings will vary depending on the size of 
an account, cash flows within an account, 
and restrictions on an account. This 
information is intended solely to report 
on investment strategies as reported by 
Eagle Asset Management, Inc. Opinions 
and estimates offered constitute Eagle’s 
judgment and are subject to change with-
out notice, as are statements of financial 
market trends, which are based on current 
market conditions. Under no circumstanc-
es does the information contained within 
represent a recommendation to buy, hold, 
or sell any security, and it should not be 
assumed that the securities, transactions, 
or holdings discussed were or will prove 
to be profitable. All holdings are subject to 
change daily. The Index is referred to for 
information purposes only; the compo-
sition of each Index is different from the 
composition of the accounts managed 
by the investment manager. An index is 
unmanaged and has no expenses. It is not 
possible to invest directly in an index.

© 2026, Eagle Asset Management, Inc. All 
rights reserved. 

Market overview1,2

The bond market, as measured by the 
Bloomberg US Aggregate Bond Index, 
returned 0.67% during the quarter, bringing 
its year-to-date total return to 0.62%. In 
each month, positive coupon income 
more than offset the modest price declines 
from higher interest rates across the yield 
curve. US Treasury yields moved higher 
as expectations for US Federal Reserve 
(Fed) interest rate cuts later in the year, 
were repriced following renewed inflation 
concerns from the Middle East conflict. The 
yield on the benchmark 10-year US Treasury 
note increased 15 basis points (bps), rising 
from 4.32% at the end of March to 4.47% at 
the end of June.

Portfolio review1,2

Taxable Portfolios

Investment-grade corporate bonds, as 
measured by the Bloomberg US Corporate 
Bond Index, returned 1.40% during the 
second quarter, bringing the year-to-date 
total return to 0.86%. Performance was 
primarily driven by strong coupon returns 
but was also supported by tightening 
corporate credit spreads that offset 
weakness in the US Treasury yield curve. 
The average corporate credit spread 
tightened 15 bps during the quarter, ending 
June at 0.74%, compared with 0.89% at the 
end of March. 

Corporate bonds outperformed all 
major taxable fixed-income sectors on a 
total return basis and US Treasuries on 
a duration-adjusted basis. Securitized 
products (asset-backed, mortgage-
backed, and commercial mortgage-backed 
securities) and government-related 
securities posted positive total returns and 
outperformed US Treasuries.

Tax-sensitive Portfolios

Municipal bond performance was positive 
in June, with the Bloomberg Municipal 
Bond Index up 0.96%. This brought the 
index’s return for the second quarter of 
2026 to 2.50% and 2.32% year-to-date. 
Municipals outperformed US Treasuries by 
218 basis points over the quarter, with US 
Treasuries up 0.32%. Robust demand has 
exceeded record-breaking supply, driving 
the municipal market to become the best 
performing fixed income sector year-to-
date. 

During the quarter, total return 
performance was positive across the 
curve. The Bloomberg 1-Year, 5-Year, 
10-Year, and 22+ Year Municipal Bond 
indices advanced 0.76%, 1.07%, 1.90%, 
and 4.24%, respectively. In response, our 
portfolio managers have reduced exposure 
to the barbell strategy and reallocated 
bond proceeds and cash into the belly of 
the curve. This positioned our programs 
more neutrally relative to their respective 
benchmarks. 

AAA municipal yields moved lower over the 
quarter, while US Treasury yields moved 
higher. This drove municipal/Treasury 
spreads meaningfully wider and ratios lower 
across the curve. The richening was most 
pronounced in the intermediate and long 
end. The 10-year ratio declined from roughly 
71% to 65%. The 30-year ratio declined from 
92% to 84%, indicating stronger relative 
performance from municipals versus 
Treasuries. 

While municipal to Treasury ratios remain 
expensive relative to their five-year 
averages, investors still have opportunities 
to lock in tax-efficient income from coupon 
payments.  As of June 30, the Municipal 
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Bond Index’s yield-to-worst was 3.58%, a 
tax-equivalent yield of 6.05% for those in the 
highest tax bracket. Yield-to-worst for the 
7-year and 15-year benchmarks was 3.15% 
and 3.68%, respectively. Given the tighter 
valuations, we recommend considering  
dollar cost averaging into the market.

Drawn by attractive yields and the potential 
safe haven from recent market volatility, 
investor demand for municipal bonds has 
remained strong throughout the year. 
Municipal bond funds posted positive net 
flows in June for the 11th consecutive week, 
with net inflows totaling $6.4 billion. This 
brings year-to-date net inflows to $53.3 
billion. It’s the second-highest level on 
record for this point in the year – surpassing 
2019 and trailing only 2021. We expect 
inflows to remain supportive in the second 
half of 2026 as absolute municipal bond 
yields continue to offer attractive value.

Municipal supply remained elevated in 
June, with issuance totaling $61.1 billion, 
one of the strongest months of issuance on 
record. Supply continues to outpace 2025’s 
record-setting levels. Total issuance in 2026 
reached $299.3 billion, up 6% year over year 
and 40% above the 10-year average. Year-
to-date tax-exempt issuance totaled $280.5 
billion, also up 6% year over year. Taxable 
municipal issuance declined 3% year over 
year to $18.7 billion.

The increased supply trend reflects 
a structural shift driven by deferred 
maintenance, inflation-driven cost 
increases, and the exhaustion of US 
federal COVID-related funding. Issuers are 
returning to traditional debt financing for 
infrastructure and operations, a trend we 
expect to persist. Average project costs 
are estimated to be 40% above pre- COVID 
levels, underscoring inflationary pressures 
that incentivize borrowing rather cutbacks.

We anticipate issuance to remain elevated 
throughout 2026 as municipalities continue 
to invest in their infrastructure. Strong 
supply is expected to pose technical 
challenges. Yet, attractive absolute yields 
should sustain demand at the same levels 
experienced in 2026 as investors search for 
yield.

We believe credit fundamentals should 
remain strong in the near term. However, 
emerging sector-specific challenges in 
2026 will demand heightened analytical 
precision. Fiscal pressures and shifting 
federal support require rigorous credit 
analysis in healthcare, higher education, 
transportation, and general obligation 
bonds. While many states and municipalities 
maintain healthy reserves, others face 
tighter budgets and increased reliance on 
capital markets.

Local school districts are under pressure 
as pandemic aid expires and costs rise. 
Demographic shifts and competition from 
charter and private schools are driving 
enrollment challenges. Higher education 
faces a demographic cliff following a peak 
in high school graduates in 2025. This is 
compounded by US federal policy changes 
and reduced research funding. Healthcare 
margins have improved since 2023 but 
remain vulnerable to Medicaid cuts and 
policy changes in safety-net hospitals 
and rural facilities under the One Big 
Beautiful Bill Act. Mass transit and other 
transportation systems continue to struggle 
with declining ridership and rising costs 
amid reduced US federal support. Ports, 
airports, and toll roads remain relatively 
stable.

Given these dynamics, we will maintain 
our disciplined approach that’s focused on 
intermediate-to-long maturities where value 
persists. We remain overweight in water and 

electric utilities and other essential-service 
sectors, while exercising caution in the 
sectors highlighted earlier. Rigorous credit 
monitoring will guide adjustments as fiscal 
and policy developments unfold. Despite 
technical headwinds, we believe attractive 
yields and strong demand position 
municipals for the potential to generate 
favorable tax-adjusted returns in 2026.

Outlook1,2

We have been constructive on the economy 
and were largely validated in the first 
half of 2026. Despite disruptions with the 
Middle East conflict, the broader data flow 
continued to support the reaccelerating 
growth path we expected entering the year. 
Economic activity is not linear. Even as we 
positioned for economic growth to improve, 
we cited concerns centered on the back half 
of the year. We are now moving closer to 
that window. Our base case remains that the 
robust pace of growth we’ve experienced so 
far will begin to moderate. The conditional 
ceasefire and ongoing discussions 
surrounding the Strait of Hormuz have 
reduced the probability of the most severe 
energy-supply disruption scenarios for now, 
though geopolitical risks remain elevated 
and the situation remains fluid. As a result, 
the inflation outlook faces less immediate 
pressure from energy markets than during 
the height of the conflict.

Market signals are beginning to align with 
this macroeconomic view. Momentum-
heavy leadership has started to lag on the 
margin, while safe-haven and less cyclical 
assets have begun to perform better. While 
this by itself is not necessarily a bearish 
signal, it does suggest markets may be 
starting to price a shift in the growth 
trajectory from acceleration to moderation. 
As a result, we expect more volatility and 
pockets of pressure across risk assets 
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as investors increasingly question the 
durability of growth into the second half of 
the year. 

Growth is not collapsing, and inflation 
relief from lower energy prices should 
help near-term sentiment. However, we 
have highlighted the broader pull-forward 
effects and temporary tailwinds, such as 
tax refunds that have benefited recent 
economic activity, that could make a 
slowdown feel more abrupt if the rate of 
change turns lower from a higher starting 
point. Our focus remains on process and risk 
management as the economy transitions 
from first-half acceleration toward a more 
uncertain second-half backdrop.

Growth

•	 Growth-oriented data reported so 
far for April and May, along with our 
expectations for June, continue to 
reinforce solid, accelerating growth. 

•	 Business investment remains the 
primary driver of growth, providing an 
important offset to any moderation in 
consumer spending. 

•	 Core durable goods new orders and 
capital goods new orders remained firm 
in May, while the ISM® Manufacturing 
PMI® Report for June stayed in 
expansionary territory for the sixth 
consecutive month, pointing to 
continued strength in capital spending 
and industrial activity.

•	 The labor market remains characterized 
by a “low-hire, low-fire” environment. 
June nonfarm payrolls rose by just 
57,000 with negative revisions to prior 
months. However, the average monthly 
payroll gain so far this year is 92,000. 
This remains above many estimates 
of the breakeven rate needed for the 
economy to do well given demographic 
and policy uncertainty headwinds.

•	 Second-quarter economic data has yet 
to show broad-based signs of slowing 
activity, but beyond the second quarter, 
we continue to harbor concerns that 
are driven by more challenging base 
effects, potential give-back dynamics, 
the dissipation of positive first-half 
factors like tax refunds, and persistent 
elevated inflation chipping away at 
household demand.

•	 The key growth message in the near-
term is that economic activity is not 
collapsing, but the robust rate of 
growth we have seen in the first half of 
the year is set to begin to taper. That 
distinction matters as markets generally 
react more to the rate of change than 
the absolute levels of growth.

Inflation

•	 The May Consumer Price Index (CPI) 
remained firm, but the underlying 
details suggest inflation is more 
consistent with an energy-driven shock 
than a broad 2022-style inflation spiral. 
Energy, particularly gasoline, was again 
the primary driver of the acceleration in 
headline inflation.

•	 Headline CPI rose 0.5% month over 
month and 4.2% year over year, while 
core CPI rose 0.2% month over month 
and 2.9% year over year. This reinforced 
the distinction between elevated 
headline inflation and a less severe 
underlying inflation impulse.

•	 Headline CPI should continue to benefit 
from the retracement in oil, gasoline, 
and broader energy prices toward pre-
conflict levels. However, the durability 
of that disinflationary impulse will 
remain sensitive to developments in 
the Middle East and any renewed risks 
to global energy supply chains.

•	 However, upstream price pressures 

continue to warrant monitoring. 
Core Producer Price Index (PPI) final 
demand (less foods, energy, and trade 
services) rose 0.8% in May. This was the 
largest monthly increase in four years, 
suggesting some underlying pipeline 
inflation persists, despite a more 
favorable outlook for headline CPI.

Federal Reserve

•	 The Federal Open Market Committee 
(FOMC) held the federal funds rate 
target range at 3.50% to 3.75%, 
while acknowledging that activity 
continues to expand at a solid pace 
and emphasizing that inflation remains 
above the US Federal Reserve’s (Fed’s) 
2% stated target. 

•	 The June 2026 FOMC summary of 
economic projections (SEP) report was 
much more hawkish than in March with 
upward revisions to inflation forecasts, 
along with the median year-end fed 
funds projected rate.

•	 Kevin Warsh’s first meeting as Federal 
chairman seemed more focused 
on an institutional reset than a 
rush into a new policy regime. He 
outlined a preliminary framework 
that suggests a more thoughtful 
review process as the Federal Open 
Market Committee rethinks forward 
guidance and establishes task forces 
to review internal processes. This 
includes alternative data sources and 
communication practices.

•	 The market initially interpreted Warsh’s 
remarks as rather hawkish, but we 
think the bigger question is whether 
that hawkishness is directed toward 
policy rates or the balance sheet.

•	 We continue to believe a policy change 
to the federal funds rate, in either 
direction, is a heavy lift in the near-
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term. Inflation remains too stubbornly 
high to justify cuts. Our expectation 
for growth to taper in the second half 
of the year and for inflation to trend 
lower makes the case for additional 
tightening less straightforward.

Interest rates

•	 We believe 4.67% in May is likely the 
peak for the 10-year US Treasury 
yield, and our base case is for the 
10-year yield to move into the 4.25% 
to 4.5% area. Elevated inflation, fiscal 
concerns, and heavy US Treasury 
funding needs should keep a floor 
under yields.

•	 The front-end of the curve remains 
closely tied to the repricing of 
hawkish Fed expectations. The 
2-year US Treasury yield increased 
by 37 bps during the second quarter 
while markets began pricing in the 
possibility of a Fed hike as early as 
September.

•	 We expect the US Treasury curve to 
steepen if hike expectations fade. This 
would benefit the front end through 
reduced policy-rate risk, while the 
long end may remain stickier due to 
the factors listed above. 

•	 The questions around the balance 
sheet are the main upside risk to 
long-end yields in the coming months 
and quarters. Fed Chairman Warsh’s 
balance sheet review will take time, 
but markets could begin pricing a 
more active balance sheet approach 
before any formal implementation.

•	 Should the Fed hike into a slowing-
growth backdrop, which is not our 
base case, we would expect the 10-
year US Treasury yield to move lower, 
not higher. Restrictive monetary 
policy aimed at tightening financial 
conditions is ultimately seen by the 

market as pulling forward weaker 
future growth, resulting in a flatter US 
Treasury curve.  

Credit

•	 Investment-grade corporate bond 
spreads widened marginally in June 
as the market digested another record 
month of new issuance, with roughly 
$187 billion in supply being met by 
healthy oversubscription levels. We 
expect elevated artificial intelligence 
(AI) related issuance to remain a 
notable feature of the market in the 
second half of the year.

•	 Investment-grade corporate bond 
spreads ended June at 0.76%, while 
high-yield option-adjusted spreads 
(OAS) ended at 2.75%, levels that 
remain near historical tights and do 
not offer much compensation for a 
more uncertain second-half growth 
backdrop.

•	 All-in yields are in our view still the 
more attractive part of the credit 
story as investment-grade and 
high-yield all-in yields still provide 
meaningful carry even though spread 
compensation is still limited.

•	 The prolonged compression in credit 
risk premiums reflects a market priced 
for a benign environment. As we shift 
toward a more uncertain growth 
backdrop, we would expect spread 
volatility to increase, particularly if 
the rate of change in economy activity 
moderates even more meaningfully. 

•	 Credit selection and prudent risk 
management remain essential, 
with income and carry providing a 
meaningful buffer against volatility. 

References to specific securities are intended to 
illustrate the types of securities Eagle may hold in this 
portfolio. They are not intended as representations 
of specific investment recommendations that would 
have been profitable to an investor. Past performance 
is not a guarantee of future results. Opinions and 
estimates offered constitute Eagle’s judgment and are 
subject to change without notice as are statements of 
financial-market trends, which are based on current 
market conditions. Investing involves risk, including the 
possible loss of principal.

This information is not intended to serve as invest-
ment, 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. 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 neces-
sarily 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.

2. Sources: Investor Tools Perform and Yield Book

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 invest-
ments, there is the risk of loss of capital. A Real Estate 
Mortgage Investment Conduit (REMIC) is a type of 
multiclass mortgage-related security in which interest 
and principal payments from mortgages are structured 
into separately traded securities. These classes are dis-
tinguished by their sensitivity to the prepayment risk of 
the underlying mortgage-related collateral. Therefore, 
they may be more or less sensitive to prepayment risk, 
bear different interest rates, and have various average 
lives and final maturities.

Asset-backed securities (ABS) and mortgage-backed 
securities (MBS) are created by pooling loans from a 
variety of sources and issuing bonds that are backed 
by these loans. Creditworthiness stems from the credit 
quality of the underlying loans, as opposed to corpo-
rate bonds in which creditworthiness is derived from 
the earning power of the issuing company. The primary 
risk of these securities is interest-rate risk. Rising 
interest rates might cause loan principal prepayments 
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to slow, resulting in less available principal to invest 
at prevailing higher rates. Conversely, rate decreases 
might accelerate prepayments, leaving more dollars to 
invest at lower rates.

Investment-grade refers to fixed-income securities 
rated BBB or better by Standard & Poor’s or Baa or 
better by Moody’s. 

Convertible securities and preferred stock combine the 
fixed income characteristics of bonds with some of the 
potential for capital appreciation of equities and, thus, 
may be subject to greater risk than pure fixed-income 
instruments. Unlike bonds, preferred stock and some 
convertible securities do not have a fixed par value 
at maturity, and in this respect may be considered 
riskier than bonds. Convertible securities may include 
convertible bonds, convertible preferred stocks and 
other fixed-income instruments that have conversion 
features.

Investments in high-yield bonds and convertible 
securities are subject to the client’s authorization, as 
set forth in the Investment Management Agreement. 
Such investments may be subject to greater risks than 
other fixed-income investments. The lower rating of 
high-yield bonds (less than investment grade) reflects 
a greater possibility that the financial condition of 
the issuer or adverse changes in general economic 
conditions may impair the ability of the issuer to pay 
income and principal. Periods of rising interest rates or 
economic downturns may cause highly leveraged issu-
ers to experience financial stress, and thus markets for 
their securities may become more volatile. Moreover, to 
the extent that no established secondary market exists, 
there may be thin trading of high-yield bonds, which 
increases the potential for volatility.

Sector investments are companies engaged in business 
related to a specific sector. They are subject to fierce 
competition and their products and services may be 
subject to rapid obsolescence. There are additional 
risks associated with investing in an individual sector, 
including limited diversification.

Bond Ratings: Ratings are by Moody’s, S&P, and/or 
Fitch. Ratings provided by nationally recognized statisti-
cal rating organizations, also called ratings agencies, 
are appraisals of a particular issuer’s creditworthiness, 
including the possibility that the issuer will not be 
able to pay interest or repay principal. Ratings are not 
recommendations to buy, sell or hold a security, nor do 
ratings remove market risk. Securities with the same 
rating can actually trade at significantly different prices. 
In addition, ratings are subject to review, revision, 
suspension, reduction or withdrawal at any time, and 

a rating agency may place an issuer under review or 
credit watch. Additionally, Fitch reports are available 
for municipal bonds. More about ratings is available at 
moodys.com, standardandpoors.com, and fitchratings.
com.

Definitions

Consumer Price Index / CPI – Measures the change in 
prices paid by consumers for goods and services. The 
U.S. Bureau of Labor Statistics bases the index on prices 
of food, clothing, shelter, fuels, transportation, doctors’ 
and dentists’ services, drugs, and other goods and 
services that people buy for day-to-day living. Prices 
are collected each month in 75 urban areas across 
the country from about 6,000 households and 22,000 
retailers.

Core CPI – Excludes two categories (food and energy) 
where prices tend to swing up and down more dramati-
cally and more often than other prices.

ISM® Manufacturing PMI® Report – A report compiled 
by the Institute for Supply Management based on 
data compiled from purchasing and supply executives 
nationwide. Survey responses reflect the change, if any, 
in the current month compared to the previous month 
for new orders, backlog of orders, new export orders, 
imports, production, supplier deliveries, inventories, 
employment, and prices. A Manufacturing PMI® reading 
above 50 percent indicates that the manufacturing 
economy is generally expanding; below 50 percent 
indicates that it is generally declining.

Producer Price Index / PPI – A report published monthly 
by the U.S. Bureau of Labor Statistics that measures the 
average change over time in the selling prices received 
by domestic producers for their output. 

Indices

The Bloomberg US Aggregate Bond Index is composed 
of the total US investment-grade bond market. The 
market-weighted index includes Treasuries, agencies, 
commercial mortgage-backed securities (CMBS), 
asset-backed securities (ABS) and investment-grade 
corporates. 

The Bloomberg US Corporate Bond Index measures the 
investment grade, fixed-rate, taxable corporate bond 
market.

The Bloomberg Municipal Bond Index is a rules-based, 
market-value-weighted index engineered for the long-
term tax-exempt bond market.

The Bloomberg 1-Year Municipal Index is an unman-
aged index comprised of investment-grade municipal 
bonds with maturities of one to two years.

The Bloomberg 5-Year Municipal Bond Index is an 
unmanaged index comprised of investment-grade 
municipal bonds with maturities of 4 to 6 years.

The Bloomberg 7-Year Municipal Bond Index is an 
unmanaged index comprised of investment-grade mu-
nicipal bonds with maturities of six to eight years.

The Bloomberg 10-Year Municipal Bond Index is an 
unmanaged index comprised of investment-grade 
municipal bonds with maturities of eight to 12 years.

The Bloomberg 15-year Municipal Bond Index is an 
unmanaged index comprising investment-grade munic-
ipal bonds with maturities of 12 to 17 years.

The Bloomberg 22+ Year Municipal Bond Index is an 
unmanaged index comprised of investment grade 
municipal bonds with an average maturity of more than 
22 years.

“Bloomberg®” and the Bloomberg US Aggregate 
Bond Index, Bloomberg US Corporate Bond Index, 
Bloomberg Municipal Bond Index, Bloomberg 1-Year 
Municipal Bond Index, Bloomberg 5-Year Municipal 
Bond Index Bloomberg 7-Year Municipal Bond Index, 
Bloomberg 10-Year Municipal Bond Index Bloomberg 
15-year Municipal Bond Index, and Bloomberg 22+-Year 
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 li-
censed for use for certain purposes by Raymond James 
Investment Management and Eagle Asset Management.
Bloomberg is not affiliated with Raymond James 
Investment Management or Eagle Asset Management, 
and Bloomberg does not approve, endorse, review, 
or recommend the Eagle Asset Management Fixed 
Income strategy. Bloomberg does not guarantee the 
timeliness, accurateness, or completeness of any data 
or information relating to the Eagle Asset Management 
Fixed Income strategy.

Indices are unmanaged. One cannot invest directly in 
an index.

The views and opinions expressed are not necessarily 
those of any broker/dealer or any affiliates. Nothing dis-
cussed or suggested should be construed as permission 
to supersede or circumvent any broker/dealer policies, 
procedures, rules, and guidelines.

© 2026, Eagle Asset Management, Inc. All rights 
reserved.




