
Hawaiian Tax-Free Trust
PORTFOLIO MANAGER COMMENTARY

Q1 2023

Municipal Bond Market Overview
In the first quarter of 2023, the municipal market exhibited a continued rally, as yields fell lower in sympathy with easing inflation 
and disappearing supply chain interruptions. Over the period, inflation statistics continued to taper. Although still elevated above 
the Federal Reserve (the “Fed”) target of 2% the trends are moving in the right direction. Employment metrics remain strong as 
the economy is exhibiting underlying strength with job gains. However, the rapid increase in rates over the past year has created 
stress cracks in the banking system, as a few regional banks failed and had to be rescued by the regulators. The Federal Deposit 
Insurance Corporation (“FDIC”) fenced further damage by boosting FDIC coverage and providing liquidity to bank balance sheets. 
The immediate banking fears seem to have subsided. Despite these events, the Federal Reserve increased rates by a total of 
50 basis points (“bps”) in the first quarter, targeting inflation (including 25 bps after the mini banking meltdown.) To be sure, this 
doesn’t reverse their focus on fighting inflation. In fact, the Fed still states it intends to hold rates in this higher range longer 
than the market is expecting. Currently, (same as at year-end) the market is expecting a slowing of the economy, or possibly a 
recession, in the second half of 2023. Concurrently, the market is anticipating a decline in the federal funds rate (the interest rate 
that banks charge each other to borrow or lend excess reserves overnight) by the end of 2023. 
The municipal bond market rebounded in the first quarter. The Bloomberg Municipal Index and the Bloomberg Hawaii Index 
increased 3.6% and 2.2%, respectively. Lower interest rates and limited of supply of newly-issued bonds bolstered returns. 
According to Bloomberg, the national municipal “AAA” yield decreased from 2.6% to 2.3% in the 10-year maturity, and the 
Hawaiian 10-year maturity fell from 2.8% to 2.3%. Market issuers pulled back from bringing new debt, which has reduced market 
supply. Most issuers remained flush with funds and are resistant to issuing debt while interest rates remain elevated. For the 
one-year period, the supply of national new bond issuance (as recorded in The Bond Buyer) fell by 27% nationally, and by 92% in 
Hawaii. All in all, a satisfying quarter after a volatile prior year.

Hawaii Municipal Bond Market and Economy 
The Hawaiian economy is pushing mightily forward, according to State of Hawaii statistics. In the fourth quarter of 2022, the total 
number of visitors increased by 16%. During the same time period, state transient accommodations tax (TAT) increased 37%, while 
net individual income taxes fell by 14%. Tourism is doing fine even with a lag in the return of visitors from Japan. An increase in 
state excise tax of 13.8% countered the decline in income tax revenues for the fourth quarter of 2022. For the full year of 2022, 
state tax revenues increased by 16%. The first quarter of 2023 is off to a good start, with the State’s general fund tax revenue up 
3.1% compared with the first quarter a year ago.
Despite a constructive economic backdrop, the County of Honolulu was downgraded in February 2023 by Moody’s from Aa1 to 
Aa2, with a stable outlook. The rating service cited concerns with the State’s reliance on tourism, moderately higher debt levels 
and improving but still challenging, pension funding.  Positively, Moody’s commented on the strong cash position, experienced 
management, unusually favorable financial flexibility and the diversified economic support from military base investment. 
The City and County still maintains a mid-Aa rating after the downgrade, and a higher AA+ from Standard & Poor’s (“S&P”). 
Separately, the Honolulu Board of Water supply notched its second “AAA” rating from Fitch in March. S&P had upgraded the credit 
to “AAA” in February of 2022.

Fund Strategy and Outlook
Looking forward, we believe the Federal Reserve is nearing the conclusion of its interest hikes. We expect the economy may slow 
in coming quarters and inflationary pressures should continue to ease. The unknown is whether the Fed’s goal of lower inflation 
can be achieved without precipitating a recession. For now, the outlook points towards a generally constructive environment 
for investment-grade municipal bonds. We have opportunistically extended the portfolio’s average maturity to lock in elevated 
interest rates. We believe this bodes well in terms of current income and risk-adjusted return potential for Hawaiian Tax-Free 
Trust.

For more information on this fund and the entire Aquila Group of Funds, please visit www.aquilafunds.com            
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We should also make the point that we diligently seek to locate Hawaiian bonds from numerous mainland securities brokers 
and investment managers, from very early in the morning until market close. We have over 40 different counterparties who we 
regularly put in competition to ensure best execution. Our objective is to opportunistically bring Hawaiian bonds home in the 
secondary market from our mainland peers. In addition, being located in Hawaii helps with our understanding of local credit 
trends and issuers. For the primary market, we maintain strong relationships with all of the island issuers. This relationship is two-
way, with us staying close to the Hawaii market and directly financing bond issuance throughout the State. We have remained 
determined to bring a higher yield to Hawaiian Tax-Free Trust, as well as a consistent, stable future income stream that is 
generally exempt from state and federal taxation. 

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. 
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 Municipal Bond Index covers the U.S. dollar-denominated, long-term tax-exempt bond market. The index has four main sectors: state 
and local general obligation bonds, revenue bonds, insured bonds, and pre-refunded bonds. The Bloomberg Hawaii Index is an unmanaged index 
composed of a broad range of municipal bonds of issuers in the State of Hawaii. Indices are unmanaged and are not available for direct investment. 
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 advisor, and when you call 800-437-1020 or visit www.aquilafunds.com.


