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Municipal Bond Market Overview
Tax-free municipal bond yields declined in the first quarter of 2023, as recession concerns began to temper longer-term 
expectations around interest rates and inflation. The 10-Year Bloomberg AAA yield declined 35 basis points, from 2.64% at year-
end to 2.29% on March 31, 2023. This decline largely mirrored the 31-basis point decline in the 10-Year U.S. Treasury bond yield, 
which declined from 3.87% to 3.56% over the same period.  
The decline in municipal bond yields helped the Bloomberg Quality Intermediate Municipal Bond Index post a return of 2.01% in 
Q1. This also marked the second consecutive quarterly decline in municipal bond yields. As a result, the overall municipal bond 
market has actually recovered to produce a positive total return for the trailing 12-month period ending March 31, 2023. The 
Bloomberg Municipal Bond Index, a broader measure of overall municipal bond market performance, eked out a 0.28% total return 
from March 31, 2022 to March 31, 2023.
Despite lower market yields during the first quarter this year, municipal bond issuance volume dropped sharply. Nationally, 
issuance from January-March 2023 declined 27%, to $75.5 billion from $103.5 billion issued in the first quarter last year. It also 
represented a modest acceleration in the slowdown of new issuance activity, as 2022 annual new issuance volume declined 20%.
The declining new issue volume trends that began at the end of 2021 have been offset by a surge in secondary market trading. 
In 2022, the overall number of trades rose by 66% from 2021, and 17% higher than the previous high reached in 2008 during the 
Credit Crisis. The total par value of fixed rate municipal securities traded in 2022 totaled $2.5 trillion, over 7 times the amount of 
new issue volume during the year. This was 40% above the $1.6 trillion in total par value traded in 2021. So far in the first quarter 
of 2023, average daily trading volume in the municipal bond market increase 6.5% compared to the first quarter of 2022. This 
secondary market environment can be advantageous to the active portfolio efforts that professional municipal bond mutual fund 
managers seek to exploit on behalf of their shareholders.

Kentucky Municipal Bond Market and Economy
As noted above, municipal bonds, as measured by the Bloomberg Quality Intermediate Index, posted a positive total return 
in Q1, which contributed to overall Fund performance. The shorter-maturity nature of the Index and its generally higher-
quality composition helped drive return, principally because of the extraordinary shape of the municipal bond yield curve. 
This unusually-shaped municipal bond yield curve, has resulted in added yield in the front of the curve, followed by lower 
intermediate-term yields, and then higher long-term yields. This is considered to be unchartered waters for the municipal yield 
curve, since it is believed to have never inverted to this extent. Besides the U.S. Treasury yield curve inversion, it is highly 
plausible that this saucer or bowl-shaped inversion is partially the result of a lack of supply. 
The supply of municipal bonds has declined considerably, particularly in the State of Kentucky. New municipal bond issuance 
in Kentucky contracted by 84.7% in the first quarter of 2023, while bond issuance on a national level contracted 27%. The 
highlights of bond issuance in the quarter were several large Kentucky school district deals, namely Fayette, Clark and Johnson 
counties. Owensboro Water ($69 million) and Owensboro general obligation bonds ($33 million) were among the largest 
municipal bond deals issued during the period. 
As the second quarter unfolds, some financial firms are predicting a rise in new municipal bond issuance. As of late-March, the 
Kentucky 45-day forward calendar indicated that new bond issuance is expected to total $125 million, which would represent 
an increase from a high of approximately $85 million during Q1.  We are anxiously awaiting to see how added supply may affect 
the yield curve, whether it may help flatten the yield, or perhaps result in a positively-sloping yield curve. This may also depend 
on the state of the U.S. economy, including the possibility of an economic recession. 
Kentucky general tax revenues continue to increase, rising 5.8% for the fiscal year that began July 1, 2022 and ending 
March 31, 2023. This increase allowed the legislature to meet its revenue goals and cut another half a percent from the state 
income tax (in calendar year 2023). 
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“Kentucky EV Battery Mania” continues to sweep the State, with announcements of projects by several companies building the 
following:

• Microvast, Hopkinsville, KY – lithium battery separators ($504 million)
• Ascend Elements, Hopkinsville, KY – lithium battery reclamation plant ($310 million)
• Toyota Hopkinsville, KY – interiors, filters and powertrain for EVs ($225 million)
• Enervenue, Shelbyville, KY – metal hydrogen batteries; not EV-related, utility battery storage ($264 million)

These are in addition to the announcements by Ford EV/SK Industries and Envision AESC in Glendale, Kentucky late-last year 
($5.8 billion). Auto manufacturing in the State continues to provide attractive-paying jobs for the Kentucky workforce. The State’s 
overall unemployment rate has dropped to 3.9%, tying its all-time low. 

Fund Outlook and Strategy
We continue to like our relatively short-term-weighted average maturity of approximately 7.47 years, average life of 4.79 years, 
and effective duration of 4.17 years. Considering the turmoil in the market brought on by recent bank failures, the threat of an 
economic recession, and credit fundamentals deteriorating, we remain pleased with the Fund’s overall credit. During recent 
periods of market volatility, our strategy has been to take advantage of the “bids wanted” market (bond holders seeking to sell 
bonds and raise cash). This typically allows us to buy bonds at levels equal to the one-year median ratio of AAA municipal bonds 
relative to U.S. Treasuries. Also, during periods of market weakness, we have been able to source new competitive issues that 
dealers have shunned. In a word, we are seeking “value” as part of our locally-based, active portfolio management.

For specific information about fund characteristics, holdings and performance please see the Fund Fact Sheet on our website at 
www.aquilafunds.com.

Fund Facts as of 3/31/2023

Inception Date
5/21/1987

Total Investments
$166.5M

Number of Holdings
 132

Lead Portfolio Manager
ROYDEN DURHAM 

For more information on this fund and the entire Aquila Group of Funds, please visit www.aquilafunds.com

https://aquilafunds.com/wp-content/uploads/2013/09/KY-Fact-Sheet.pdf


AQUILA CHURCHILL TAX-FREE FUND OF KENTUCKY QUARTERLY COMMENTARY  |  Q1 2023

This information is general in nature and is not intended to provide investment, accounting, tax or legal advice. It is not intended to represent a 
recommendation or solicitation related to any particular investment, security or industry sector. The opinions shared are those of the portfolio manager 
and do not necessarily reflect those of the Investment Adviser of the Fund.
Information regarding holdings is subject to change and is not necessarily representative of the entire portfolio. A complete list of the Fund’s current 
holdings, including percentage allocation, is available on our website and by contacting Aquila Group of Funds. 
Independent rating services (such as Standard & Poor’s, Moody’s and Fitch) assign ratings, which generally range from AAA (highest) to D (lowest), to 
indicate the credit worthiness of the underlying bonds in the portfolio. Where the independent rating services differ in the rating they assign to an issue, 
or do not provide a rating for an issue, the highest available rating is used in calculating allocations by rating. 
Municipal/Treasury Ratio compares the rates of municipal bonds with those of U.S. Treasury bonds in percentage terms.
A credit spread or a yield spread is the difference between the quoted rates of return on two different investments, usually of different credit qualities 
but similar maturities. 
Modified and effective duration both measure the value of a security in response to a change in interest rates. Effective duration also takes into account 
the effect of embedded options. 
The Bloomberg Quality Intermediate Municipal Bond Index tracks the performance of municipal bonds issued after December 31, 1990 with remaining 
maturities between 2 and 12 years and at least $5 million in principal outstanding. The Bloomberg 10-Year Municipal Bond Index is an unmanaged 
index composed of a broad range of investment-grade municipal bonds with maturity dates of approximately 10 years. The Bloomberg Municipal 
Bond Index measures the performance of the U.S. municipal bond market and covers four main sectors: state and local general obligation bonds, 
revenue bonds, insured bonds, and pre-refunded bonds. Indices are unmanaged and are not available for direct investment. Past performance does not 
guarantee future results. 
BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg or Bloomberg’s 
licensors own all proprietary rights in the Bloomberg Indices. Bloomberg does not approve or endorse this material or guarantee the accuracy of 
completeness of any information herein, nor does Bloomberg make any warranty, express or implied, as to the results to be obtained therefrom, and, to 
the maximum extent allowed by law, Bloomberg shall not have any liability or responsibility for injury or damages arising in connection therewith. 
Mutual fund investing involves risk; loss of principal is possible. Investments in bonds may decline in value due to rising interest rates, a real or 
perceived decline in credit quality of the issuer, borrower, counterparty, or collateral, adverse tax or legislative changes, court decisions, market or 
economic conditions. State-specific fund performance could be more volatile than that of funds with greater geographic diversification. 
Before investing in the Fund, carefully read about and consider the investment objectives, risks, charges, expenses and other information found in the 
Fund prospectus. The prospectus is available from your financial professional, and when you call 800-437-1020 or visit www.aquilafunds.com.
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