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Market Overview
Inflation and employment accelerated early in the quarter.

Capital markets began the year believing that the fight to quell inflation was nearly over. This sentiment was based on 
moderating inflation data in preceding months and the fact that the U.S. Federal Reserve (Fed) had already hiked the fed 
funds rate 425 basis points (bps) over the past nine months. The consensus viewpoint envisioned a “Goldilocks” scenario 
of the Fed first pausing, then pivoting to cutting rates in the second half of 2023, with the recent policy tightening doing 
little to no damage to corporate earnings or the broader economy. As a result of this sanguine outlook, risk markets 
unsurprisingly rallied early in 2023.

Fed turned hawkish in February.

As the calendar turned to February, the Bureau of Labor Statistics payroll report showed jobs had been added at a rate 
more than double expectations and the unemployment rate ticked down 0.2% to 3.4%, a historically low level. Seasonal 
impacts may have played a part in the shockingly strong jobs report, but clearly the employment picture remained robust. 
Employment strength, along with Consumer Price Index (CPI) data that showed a month-over-month acceleration, 
snapped the downward trend in CPI toward the end of 2023, putting further pressure on the Fed to maintain a hawkish 
tone. Fed officials hinted that a 50-bp hike might be appropriate in March, up from a modest 25-bp hike in February. In 
addition, several Fed officials called for a higher terminal rate and holding the rate at an elevated level well into 2024.

Banking crisis or bank management crisis?

Reports surfaced early in March that Silicon Valley Bank and Signature Bank were both facing insolvency, seemingly 
overnight. The financial press was quick to sound the alarm about a burgeoning regional banking crisis. Several hectic 
days later, it became clear that several regional banks had done a poor job of managing their liabilities (heavy reliance 
on large, uninsured deposits for funding) and in some cases their assets as well (gross miscalculation of the potential 
magnitude of rate increases). These banks failed and were swiftly taken over by regulators. The damage was thankfully 
contained as other regional banks, better-capitalized and arguably better-managed, were determined to have low 
immediate risk of failure. In a somewhat separate but related situation, Credit Suisse was also ushered into the arms of 
one-time rival UBS by the Swiss National Bank.1

Fed’s hawkishness fades. 

Following the stress in the banking sector, market perception of the Fed’s willingness to continue tightening experienced 
a sharp U-turn. The most glaring example of this shift was the dramatic decline in the 2-year U.S. Treasury yield, which 
fell 130 bps from 5.07% on March 8 (the day before the run on Silicon Valley Bank began in earnest) to an intra-month low 
of 3.77% on March 24. Heeding the calls for relief, the Fed ultimately hiked only 25 bps in March, retreating from a more 
aggressive stance to avoid further pressure on the weakened banking sector. 

Spread sectors mixed and yield curve inversion remains.  

First-quarter sector performance was mixed, as corporate rallied early and weathered the late quarter volatility, but 
commercial mortgage-backed securities (CMBS), mortgage-backed securities (MBS), and asset-backed securities (ABS) 
had negative performance, particularly following the regional bank uncertainty in early March. The Treasury yield curve 
flattened, as one-year and shorter rates rose with the two Fed rate hikes during the quarter. However, every point beyond 
one year in maturity declined sharply. The longer end of the curve focused on the regional banking crisis impact on future 
economic growth. The curve remains inverted, with the 6-month point offering the highest yield.

Portfolio Review
The largest contributor during the first quarter was the U.S. Treasurys sector, which experienced a positive total 
return due to declining rates. The Fund also benefitted from a curve steepener trade and concentrated long exposure 
to the 2-year point on the Treasury curve, both of which contributed meaningfully during March following the issues 
surrounding U.S. regional banks and the subsequent collapse in Treasury yields. Exposure to investment-grade (IG) 
corporates also contributed, as the sector benefitted from the decline in risk-free rates, which offset modest spread 
widening. The Fund’s allocation to non-U.S. dollar holdings contributed due to moderate weakening of the U.S. dollar 

1 The Carillon Reams Unconstrained Bond Fund did not own any securities issued by the banks named, except for three UBS bonds 
amounting to 1.43% of the Fund’s net assets.
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during the first quarter. Dynamic management 
of non-U.S. dollar holdings also contributed, 
as the U.S. dollar weakened, then rallied, and 
weakened again into the end of the quarter, 
providing opportunities to adjust exposures 
tactically. The high yield (HY) corporates 
sector also contributed, primarily due to 
dynamic management of the Fund’s allocation 
throughout the first quarter. Allocations to ABS, 
CMBS, and MBS all produced positive total 
returns and contributed moderately during the 
first quarter.

The weight in IG corporates was essentially 
unchanged quarter over quarter with exposure 
biased toward financials, in particular money-
center banks. The allocation to HY corporates 
increased modestly and remained broad-based 
with no significant industry biases. Exposure to 
non-U.S. dollar bonds and currencies increased 
mid-quarter, as valuations became more 
attractive following the rally in the U.S. dollar 
in February and early March. The allocations 
to agency MBS and AAA-rated non-agency 
MBS both increased during the first quarter 
but remained at low absolute levels. Exposure 
to CMBS and ABS were essentially unchanged 
quarter over quarter and remained at low 
absolute levels. The weight in U.S. Treasurys 
declined meaningfully during the first quarter 
but remained at a significant absolute level.

Portfolio duration was significantly lower 
quarter over quarter, in reaction to the sharp 
decline in risk-free rates during March and 
ended the first quarter at the upper end of the 
neutral range for the Fund. Duration positioning 
reflected moderately attractive real rates and 
interest rate risk that appeared more balanced 
following a volatile quarter for U.S. Treasurys. 
Yield curve exposure was more balanced versus 
the prior quarter, but still featured tilts toward 
the 1- to 3-year, 3- to 5-year, and 7- to 10-year 
segments and minimal exposure to the long end 
of the curve.

Outlook
Market’s call for pivot may go unanswered.  

Current expectations have the Fed cutting rates 
as early as this summer. A pivot this abrupt is 
unlikely to occur without a significant shock 
to economic growth, and if that scenario plays 
out, the equity market may face a rough path 
forward. On the contrary, if concerns over the 
regional bank crisis fade – and there is no 
other shoe that drops – then there may be no 
compelling reason for the Fed to cut rates in the 
near term.

Hard or soft landing?  

Markets have returned to debating whether 
this Fed hiking cycle will produce a soft or hard 
landing. A “no landing” scenario was briefly 
floated in January, but trouble in the banking 
sector quickly debunked this scenario of inflation 
subsiding without significantly impacting 
growth. Tightening financial conditions are 
now more likely to occur without “help” from 
the Fed, as banks’ willingness to lend has been 
curtailed. This may support the Fed’s efforts to 
slow growth and bring inflation down but lagging 
impacts from earlier hikes in this cycle may push 
the economy toward a harder landing.  

Dollar likely to keep following the Fed.  

The U.S. Dollar Index (DXY) ended the first 
quarter near where it began but was somewhat 
volatile during the quarter, taking its cues from 
the shifting narrative around Fed policy. If 
the Fed’s hawkishness fades going forward, 
consistent with what the yield curve is currently 
pricing in, then the U.S. dollar could slide further. 
This also assumes other central banks remain 
hawkish during the time frame, at least relative 
to the U.S.

China reopening supports global growth.  

China swiftly moved away from its zero-
COVID policy late last year, which could begin 
to boost global growth. President Xi Jinping 
secured a third term, maintaining stability in 
senior leadership. China’s challenging future 
demographics loom on the horizon but are 
not likely to be a drag on growth prospects for 
several more years.

Risk Considerations: The Fund employs an 
unconstrained investment approach which 
creates considerable exposure to certain types 
of securities that present significant volatility in 
the Fund’s performance, particularly over short 
periods of time. The return of principal in a fixed 
income fund is not guaranteed. Fixed income 
funds have the same interest rate, inflation, issuer, 
maturity, and credit risks that are associated with 
underlying fixed income securities owned by the 
Fund. 

Foreign investments present additional risks due 
to currency fluctuations, economic and political 
factors, government regulations, differences 
in accounting standards, and other factors. 
Investments in emerging markets involve even 
greater risks. 

Mortgage- and Asset-Backed Securities are 
subject to prepayment risk and the risk of default 
on the underlying mortgages or other assets.

High-yield securities involve greater risk than 
investment grade securities and tend to be more 
sensitive to economic conditions and credit risk. 

Derivatives such as options, futures contracts, 
currency forwards, or swap agreements may 
involve greater risks than if the Fund invested in 
the referenced obligation directly. Derivatives are 
subject to risks such as market risk, liquidity risk, 
interest rate risk, credit risk, and management 
risk. Derivative investments could lose more than 
the principal amount invested. The Fund may 
use derivatives for hedging purposes or as part 
of its investment strategy. The use of leverage, 
derivatives, and short sales could accelerate 
losses to the fund. These losses could exceed the 
amount originally invested. 

The Fund may, at times, experience higher-than-
average portfolio turnover, which may generate 
significant taxable gains and increased trading 
expenses, which, in turn, may lower the Fund’s 
return.

Short-sale risk includes the potential loss of more 
money than the actual cost of the investment, and 
the risk that the third party to the short sale may 
fail to honor its contract terms, causing a loss to 
the fund.

Past performance is not indicative of future results and 
investing involves risk, including the risk of loss. All 
information as of March 31, 2023. Opinions expressed 
are the current opinions as of the date appearing in this 
material only. This material should not be construed as 
research or investment advice. No part of this material 
may, without Carillon Tower Advisers’ prior written 
consent, be copied, photocopied or duplicated in any 
form, by any means.

The information provided should not be construed as 
a recommendation to buy, sell, or hold any particular 
security. The data is shown for informational 
purposes only and is not indicative of future portfolio 
characteristics or returns. Portfolio holdings are not 
stagnant and may change over time without prior 
notice.

Definitions

The federal funds rate, known as the fed funds rate, is 
the target interest rate set by the Federal Open Market 
Committee of the U.S. Federal Reserve. The target is the 
Fed’s suggested rate for commercial banks to borrow 
and lend their excess reserves to each other overnight.

Basis points (bps) are measurements used in 
discussions of interest rates and other percentages in 
finance. One basis point is equal to 1/100th of 1%, or 
0.01%.



 

A consensus estimate is a forecast of a public company’s 
projected earnings, the results of a particular industry, sector, 
geography, asset class, or other category, or the expected 
findings of a macroeconomic report based on the combined 
estimates of analysts and other market observers that track the 
stock or data in question.

Hawkish, dovish, and centrist are terms used to describe the 
monetary policy preferences of central bankers and others. 
Hawks prioritize controlling inflation and may favor raising 
interest rates to reduce it or keep it in check. Doves tend to 
support maintaining lower interest rates, often in support 
of stimulating job growth and the economy more generally. 
Centrists tend to occupy the middle of the continuum between 
tight (hawkish) and loose (dovish) monetary policy.

The U.S. Bureau of Labor Statistics (BLS) nonfarm payroll 
report, known as the Employment Situation Summary, is a 
monthly report tracking nonfarm payroll employment and the 
national unemployment rate, with data on job trends in public 
and private sectors of employment. The report is based on 
surveys of households and employers.

The U.S. 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.

The terminal rate is the rate at which the U.S. Federal Reserve 
stops raising the federal funds rate in an attempt to bring 
down inflation. The federal funds rate, known as the fed funds 
rate, is the target interest rate set by the Federal Open Market 
Committee of the Federal Reserve. The target is the Fed’s 
suggested rate for commercial banks to borrow and lend their 
excess reserves to each other overnight.

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. Investors and market analysts 
watch certain yield curves for signs of inversion, when yields 
for longer-term debt instruments fall below yields on short-term 
debt with the same credit quality. Inversions are watched as 
potential signs of a weakening economy and in certain cases, a 
harbinger of recessions.

Total return, when measuring performance, is the actual rate 
of return of an investment or a pool of investments over a 
given period of time. Total return includes interest, capital 
gains, dividends, and distributions realized over the specified 
period. Total return accounts for two categories of return: 
income including interest paid by fixed-income investments, 
distributions, or dividends and capital appreciation, 
representing the change in the market price of an asset.

Curve steepener trades entail using derivatives to benefit from 
escalating yield differences that occur as a result of increases 
in the yield curve between two Treasury bonds of different 
maturities. A curve steepener trade involves buying short-term 
Treasury bonds and shorting longer-term Treasury bonds.

A neutral range is one in which a financial metric for a security 
or portfolio stays within a tight range of that metric’s values for 
a reference security or benchmark.

The U.S. Dollar Index is a measure of the value of the U.S. dollar 
relative to the value of a basket of currencies from most of the 
U.S.’s most significant trading partners.

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

High-yield bonds have credit ratings below BBB- from Standard 
& Poor’s or below Baa3 from Moody’s.

A credit spread is the difference in yield between a U.S. 
Treasury bond and another debt security with the same 
maturity but different credit quality. Also referred to as “bond 
spreads” or “default spreads,” credit spreads are measured in 
basis points, with a 1% difference in yield equaling a spread 
of 100 basis points. Credit spreads reflect the risk of the debt 
security being compared with the Treasury bond, which is 
considered to be risk-free. Higher quality securities have a 
lower chance of the issuer defaulting. Lower quality securities 
have a higher chance of the issuer defaulting.

Duration incorporates a bond’s yield, coupon, final maturity and 
call features into one number, expressed in years, that indicates 
how price-sensitive a bond or portfolio is to changes in interest 
rates. Bonds with higher durations carry more risk and have 
higher price volatility than bonds with lower durations.

Benchmark Index

The ICE BofA US 3-Month Treasury Index measures the 
performance of a single issue of outstanding Treasury bill 
which matures closest to, but not beyond, three months 
from the rebalancing date. The issue is purchased at the 
beginning of the month and held for a full month; at the end of 
the month that issue is sold and rolled into a newly selected 
issue.

Carillon Tower Advisers is the investment adviser for the 
Carillon Family of Funds and Scout Investments is the sub-
adviser to the Carillon Reams Unconstrained Bond Fund. 
Reams Asset Management is a division of Scout Investments.  
Scout Investments is a wholly owned subsidiary of Carillon 
Tower Advisers.  Carillon Fund Distributors is a wholly owned 
subsidiary of Eagle Asset Management (a sub-adviser to 
certain of the Carillon Family of Funds) and Eagle Asset 
Management is a wholly owned subsidiary of Carillon Tower 
Advisers. All entities named are affiliates.

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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