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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.

Oregon Municipal Bond Market and Economy
Personal and corporate tax collections have continued to exceed the State’s expectations. As a result, the State is projecting that 
Oregon’s unique “Two Percent Kicker” law will distribute a record $3.9 billion at the end of the current 2021-23 biennium. The 
Two Percent Kicker law requires the State to refund excess revenue to taxpayers when actual general fund revenues exceed the 
forecast amount by more than two percent. The exact “kicker” amount will be finalized and certified this fall, and will ultimately be 
paid out as a credit to Oregonians filing tax returns during the spring 2024 tax-filing season. Although the kicker is good news for 
taxpayers, it poses certain budgetary challenges for the State, particularly if the kicker is paid out at the ending of an expansion 
cycle and beginning of a potential recession. This has been Oregon’s experience following both the technology and housing 
booms in recent decades.
However, in anticipation of an economic downturn, the State has accumulated reserve fund balances that are larger than Oregon 
has been able to accumulate in past cycles, which should help stabilize the budget should a recession occur. The Oregon Rainy 
Day Fund, and the Education Stability Fund, currently total a combined $1.8 billion. At the end of the 2021-23 biennium, the two 
reserves are projected to total $2.1 billion, which is equal to 7.2% of current revenues. Including the currently projected $4.6 billion 
ending balance in the State’s general fund, the total effective reserves at the end of the current 2021-23 biennium are projected 
to be 22.6% of the State’s current revenues.
Oregon’s labor force has never been larger, and the labor force participation rate is now higher than it was prior to the pandemic. 
Over the past six months, the State’s unemployment rate has averaged 4.8%. In February, this rate dropped slightly to 4.7%, 
which continues to be higher than the national rate of 3.6%. In addition, employment rates for prime working age Oregonians are 
currently higher than they were prior to the pandemic. Oregon employers continue to hire, as they chase market opportunities 
due to strong consumer spending. Construction employment reached a record high of 122,700 in February, growing 6.5% over 
the past 12 months. However, non-durable goods manufacturing in the State experienced more job cuts than normal during both 
January and February. Both residential and commercial construction grew close to 4%, with residential building construction up 
800 jobs, or 3.8%, and non-residential building construction up 500 jobs, or 4.3%.
Rising mortgage rates, due to the Federal Reserve’s continued moves to curb inflation, have made home financing more 
expensive. The purpose of the rate increases is to cool off prices, and Oregon markets are responding with declining home sale 
prices. The Willamette Valley Multiple Listings Service, which covers Benton, Linn, Marion and Polk counties, reported that the 
number of sales declined 28% for the first quarter of 2023 versus the first quarter of 2022. Furthermore, the average sales price 
declined for March 2023 to $433,395 from $465,203 for 2022, a 7.3% decrease. According to data reported by Standard & Poor’s 
for the Corelogic Case-Shiller Index, Portland area home values declined 0.5% for the 12-month period ended January 31. Portland 
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is not alone, and several West Coast housing markets, including San Francisco, San Diego and Seattle, are also experiencing 
lower prices. Nationally, the S&P CoreLogic Case-Shiller U.S. National Home Price NSA Index, covering all nine U.S. census 
divisions, reported a 3.8% annual gain in January, versus -0.7% for Portland. In addition to higher mortgage rates, the housing 
market is also battling fallout from recent bank closures that is making it more difficult for some individuals to buy homes.
Higher interest rates have also impacted municipal bond issuance. The pace of Oregon issuance has slowed significantly over 
the past six months, with only eight new deals this past quarter, and five new deals the previous quarter. Although we have 
seen an improvement in the par amount of new issues, the pace has made it more challenging to source new bonds. Over the 
past quarter, new issues have included general obligation bonds from the City of Salem, Bend-La Pine School District, Portland 
Community College, David Douglas School and Forest Grove School District, and the State of Oregon. The City of Happy Valley 
and the City of West Linn also sold full faith & credit obligations. However, there were no refunding issues.  

Fund Strategy and Outlook
With a relatively flat yield curve and current market volatility, we remain cautious in our selection of municipal bonds. Our portfolio 
positioning of shorter duration, higher credit quality and higher average coupons, has been relatively advantageous during 
current dynamic market conditions with volatile daily changes. With the Federal Reserve pointing toward continued interest rate 
hikes and continued monetary tightening, we continue to resist the temptation to meaningfully extend duration. However, should 
the yield curve steepen, we would consider taking advantage of the higher rates by slightly lengthening duration to our target 
portfolio duration of 4.5 - 4.75 years.
Credit research remains the cornerstone of our strategy, with vigilant monitoring of both issuers and sectors. Under our overall 
defensive portfolio strategy, the Fund holds approximately 94% AA or higher credit quality, due to current credit risk spreads. 
Although we have observed wider spreads for certain credits, we view credit risk as not being sufficiently rewarded, particularly 
for longer maturities. Furthermore, we have expanded our effort to evaluate currently under-represented sectors and bonds 
with attractive structures or relative spreads. These under-represented sectors present an opportunity to increase exposure to 
holdings with yields commensurate to, or exceeding, potential volatility. These opportunities present an opportunity to capture 
incremental yield while diversifying risk.

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