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Municipal Bond Market Overview 
The first quarter of 2023 was punctuated by the first signs of economic trouble, with the failures of Silicon Valley Bank and 
Signature Bank. These bank failures may have shown the first casualties of the Federal Reserve’s aggressive interest rate 
increases and their impact on these unique bank business models. Additional disintermediation continues to occur, leaving 
banks to compete with other non-traditional competitors. Despite this, the Federal Reserve (the “Fed”) has marched on, with a 
subsequent rate hike, and potentially more, to combat its battle with inflation. We have recently witnessed the moderating of 
inflation and beginnings of softness in the labor market, along with the constant hum of recession. 
Municipal bonds had a decent quarter with positive results. However, municipal bonds lagged their taxable fixed income 
brethren by a decent margin, as credit spreads snapped back at the very end of the quarter. Supply still remains a challenge, 
and Municipal/Treasury ratios remain in a relatively expensive range.

Rhode Island Municipal Bond Market and Economy 
Issuance within the State of Rhode Island was slightly over $93 million for the first quarter of the year, consisting of one 
RIHousing issue, which included a tax-free (80%) and a taxable (20%) series.  There has been only one new issue so far in April, 
a $112 million issue for Providence College, with nothing more currently showing for the remainder of the second quarter.  
In March, Rhode Island’s total non-farm employment dropped by 700, to 500,600. On a year-over-year basis, the local economy 
has added 7,700 jobs, for a 1.6% increase. During March, we saw ten employment sectors lose jobs, six remained the same, 
and only two sectors showed a monthly increase. The two sectors that showed job growth were Government (+1,000) and 
Administrative & Waste Services (+600).
The State is still projecting a budget surplus in the magnitude of $600 million for the fiscal year ending June 30, 2023. At 
present, sales tax relief seems to be fairly popular and multiple proposals have been submitted to the General Assembly for 
consideration. The State’s second semi-annual Revenue Estimating Conference is in May, and we can expect any changes to 
come on the heels of that meeting and before the General Assembly adjourns for the summer.
Higher interest rates are having an impact on a number of local municipal projects, as funding costs cause reconsideration in 
light of higher construction and bonding costs. Some notable projects, such as Tidewater Landing – Rhode Island FC soccer 
stadium, the “Superman Building,” and various public schools may be put on hold or scrapped altogether. According to one 
major Rhode Island developer, construction costs are up over 30% and, to no surprise, interest costs have more than doubled 
over the past year. 

Fund Strategy and Outlook
We have now witnessed how quickly a determined Federal Reserve can impact financial markets and economic outlook. After 
an unprecedented number of interest rate hikes and shrinking of its balance sheet, the impacts are starting to work their way 
through the financial system. Such impacts are showing signs of cracks in the financial system through the Silicon Valley Bank 
and Signature Bank failures, and a number of layoff announcements by many S&P 500 companies. While this is normally a good 
sign for bonds, given the large move in rates, it has been a challenge, as the U.S. Treasury yield curve remains inverted. While 
bond yields still look attractive, municipal bond issuance remains down from the prior year, and current issuance in Rhode Island 
is sparse. One challenge would be if rates begin to moderate, new issuance may pick up, while yields may not be so attractive. 
This would also be a result of the bond market not fully pricing in inflation, and that the economy may indeed falter given such 
aggressive Fed tightening. 
As it stands now, the municipal yield curve offers some attractive yields, particularly for longer-dated bonds. Given current 
portfolio positioning, the Fund may take advantage of any expected slower growth and a potentially shifting yield curve. 
We continue to emphasize our disciplined, locally-based investment strategy, which is to search and find value within the 
investment-grade market on behalf of our shareholders.

For more information on this fund and the entire Aquila Group of Funds, please visit www.aquilafunds.com            
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For specific information about the Fund’s characteristics, holdings and performance please see the Fact Sheet on our website at 
www.aquilafunds.com.
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Fund Facts as of 3/31/2023

  Inception Date
9/10/1992

Total Investments
$203.7M

Number Of Holdings
 168

Portfolio Manager
JEFF HANNA, CFA®

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. Pre-refunded/Escrowed bonds are issued 
for the purpose of retiring or redeeming an outstanding bond issue at a specified call date. Until the call date, the proceeds from the bond issuance are 
typically placed in a trust and invested in U.S. Treasury bonds or state and local government securities. Non-rated bonds are holdings that have not been 
rated by a nationally recognized statistical rating organization. 
Municipal/Treasury Ratio compares the rates of municipal bonds with those of U.S. Treasury bonds in percentage terms. 
A credit spread is the difference in yield between a U.S. Treasury bond and another debt security of the same maturity but different credit quality.
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. 
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. Past performance does not 
guarantee future results. 
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 advisor, and when you call 800-437-1020 or visit www.aquilafunds.com.

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

