
A muni bounce back?
Municipal bonds have historically exhibited strong recoveries following periods of negative 12-month returns, a threshold that 
was triggered in 3Q 2025. 
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All charts are for illustrative purposes only and do not reflect the performance of any Franklin Templeton affiliated fund.  
Past performance does not guarantee future results.
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A Fed rate cut cycle may boost muni returns
Historically, municipal bonds have exhibited strong returns relative to money markets for several years following the start of 
a Fed rate cutting cycle. 
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3 The potential upside may outweigh the potential downside
If rates rise by one percentage point, some muni categories may experience negative returns, however, a one percentage 
point decline in interest rates could result in strong returns across muni sectors. 
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WHAT ARE THE RISKS?
All investments involve risks, including possible loss of principal. Fixed income securities involve interest rate, credit, inflation and reinvestment risks, and 
possible loss of principal. As interest rates rise, the value of fixed income securities falls. Municipal income may be subject to state and local taxes. Some income 
may be subject to the federal alternative minimum tax for certain investors. Capital gains, if any, are taxable. Changes in the credit rating of a bond, or in the 
credit rating or financial strength of a bond’s issuer, insurer or guarantor, may affect the bond’s value. Liquidity risk exists when securities or other investments 
become more difficult to sell, or are unable to be sold, at the price at which they have been valued.

1. Sources: Bloomberg, Federal Reserve. For initial Federal Reserve cut dates on 4/15/82, 9/20/84, 11/4/87, 6/5/89, 7/6/95, 9/29/98, 1/3/01, 9/18/07, 7/31/19 and 9/17/24. Money Markets and Municipal Bonds are represented 
by the ICE BofA 3-Month US Treasury Bill and Bloomberg Municipal Bond Indexes, respectively. Indexes are unmanaged and one cannot invest directly in an index. They do not reflect any fees, expenses or sales charges.
2. Sources: Bloomberg, FactSet. Analysis based on 64 rolling 12-month periods since January 1, 1980, where the Bloomberg Municipal Bond Index was negative. Hit rate represents the percentage of time the 
subsequent 1-, 2- or 3-year returns were positive following a negative 12-month return.
3. Sources: Bloomberg, Morningstar. Measures the sensitivity to interest rates of different municipal bond sectors. Calculated based on the yield, convexity and duration as of 12/31/25, assuming a 1% parallel  
shift up or down in the yields of the following Bloomberg indices: Municipal High Yield (High Yield Munis). Municipal Bond (Municipal Bonds), Municipal 1–15Y Blend (Intermediate Municipal Bonds), Municipal 
Short-Term (Short-Term Munis). There is no assurance that any estimate, forecast or projection will be realized. Indexes are unmanaged and one cannot invest directly in an index.
Important data provider notices and terms available at www.franklintempletondatasources.com. 

The ICE BofA 3-Month US Treasury Bill Index is an unmanaged index that measures the performance of US denominated Treasury Bills with a remaining term to final maturity equal to three months or less. 
The Bloomberg Municipal Bond Index is a broad measure of the municipal bond market with maturities of at least one year. The Bloomberg Municipal High Yield Index is a market value-weighted index of 
high yield municipal bonds. The Bloomberg Municipal 1–15 Year Blend Index is a market value-weighted index of investment-grade fixed-rate municipal bonds with maturities of one to 15 years designed to 
measure the intermediate municipal bond market. The Bloomberg Municipal Short-Term Index is a measure of the short-term municipal bond market.
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