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U.S. Fixed Income Markets: Quarterly Review
The first quarter of 2023 was a bit of a roller coaster ride for the fixed income markets, as investors tried to decipher mixed signals 
from various economic data, along with uncertain expectations regarding future Federal Reserve (the “Fed”) monetary policy. 
During the period, the Fed raised the benchmark federal funds rate (the interest rate that banks charge each other to borrow or 
lend excess reserves overnight) by 50 basis points (“bps”) in 25 basis point increments at both its February and March meetings, 
to end the first quarter at a target range of 4.75% - 5.00%. Although the rate hike in early February was generally anticipated by 
market participants, expectations for another 25 bps increase in March was very much in doubt due to the surprise bank failures 
of both Signature Bank and Silicon Valley Bank. However, quick action by the Fed to provide backstop liquidity to the banking 
industry through the Bank Term Funding Program helped stem the potential for systemic deposit runs on other banks. This allowed 
the Federal Reserve to continue its vigilance in taming inflation, while limiting the ill effects of higher rates on banking institutions. 
In fact, most members of the Federal Open Market Committee suggested that the federal funds rate may reach a level at or above 
5.00%, and this level would likely be maintained for an extended period of time until inflation is at a sustainable path toward their 
goal.  
Through Q1, the short-end of the U.S. Treasury yield curve continued to track fed funds, with 1-month T-bills moving about 50 basis 
points higher during the quarter. Yet, the aforementioned bank failures drove longer maturity bond yields lower in anticipation of a 
potential credit crisis and imminent recession. Specifically, the 2-year note declined 40 bps, while the 10-year note dropped 41 bps, 
with the majority of each decline happening after the mid-March banking sector upheaval. As rates in the U.S. Treasury market 
re-priced lower, there was a strong reversal in the historic yield curve inversion, as rates between 2-year yields (4.03%) and 10-year 
yields (3.47%) produced a less-negative spread (-56 bps), compared to a quarterly low of -109 bps in early March. Throughout the 
volatile quarter, risk assets continued to provide investors with positive total return over the period, with the S&P 500® increasing 
7.5%, and the Bloomberg U.S. Corporate High Yield Index rose 3.6%.

High-Yield Bond Market and Economic Overview 
Another impressive, yet choppy performance of the high-yield market over the course of the first quarter was driven mostly by 
the decline in the underlying risk-free rates of U.S. Treasury yields, as the yield-to-worst on the Bloomberg U.S. Corporate High 
Yield Index (“high-yield benchmark”) declined by 44 bps to 8.52%. Meanwhile, after recovering from a quarterly high of 516 bps 
immediately following the recent bank failures, the Option Adjusted Spread closed Q1 at 455 bps, not far from the year-end 2022 
level of 469. These moves throughout the period led to an overall total return of 3.6% for the high-yield benchmark. A substantial 
and unexpected “risk-on” rally in January drove the performance of the lowest rated high-yield issuers, with CCCs posting a 
monthly return of 6.1%, compared to single-Bs at 3.8% and 3.3% for BB-rated bonds—a truly impressive showing. However, 
surprisingly strong inflation data in February moved overall rates higher and resulted in negative monthly total return for the high-
yield benchmark (-1.29%). The month of March rounded out the quarter with a total return of 1.1% for the Bloomberg U.S. Corporate 
High Yield Index, driven by a “flight to quality” after the aforementioned banking failures. This led to BB-rated bonds producing 
a monthly total return of 2.0%, compared to single-Bs at 0.7% and -1.4% for CCCs. The wide-ranging and volatile first quarter 
produced varying degrees of positive total return for every sector of the high-yield universe, except banks (unsurprisingly). Period 
returns were led by Brokerage and Asset Managers (5.0%), Consumer Cyclicals (4.8%) and Transportation (4.7%), while Banks 
(-0.4%), Communications (0.8%) and REITs (1.2%) lagged all other sectors. Despite favorable performance over the first quarter of 
2023, the high-yield market saw a slight uptick in the 12-month rolling average default rate (1.91% vs. 1.65%), according to
J.P. Morgan Credit Research. Yet, it still remains well below the longer-term average of about 3.2%.
After experiencing an anemic level of issuance in December 2022 ($2.3 billion), high-yield issuers returned to the market in 
Q1, issuing $40.5 billion in bonds, the highest quarterly total since the first quarter of 2022. However, extreme market volatility 
centered around the banking crisis created unfavorable conditions for below investment-grade issuers. March’s volume of only 
$2.9 billion dragged down the quarterly total and undershot the $46.5 billion in high-yield new issues that hit the market in Q1 of 
last year.
Summary of key economic data:
• Gross Domestic Product (“GDP”) quarter-over-quarter: 2.6% (Q4 2022)
• Consumer Price Index (“CPI”) year-over-year: 5.0% (March 2023)
• Producer Price Index (“PPI”) year-over-year: 2.7% (March 2023)
• Personal Consumption Expenditures Price Index (also known as “PCE Deflator”) year-over-year: 5.0% (February 2023)
• Unemployment rate: 3.5% (March 2023)
• Oil prices (West Texas Intermediate, “WTI Crude”) increased about 6% to $75.67 during the quarter

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



Fund Strategy and Outlook
Despite recent developments in the banking sector, along with the cross-currents of highly volatile markets and conflicting 
economic data, the Fund’s portfolio management team remains proactive and focused on capital preservation, while providing a 
high level of income for shareholders. As can be seen by the extreme movement in both yields and credit spreads over the last 
few quarters, appropriate portfolio construction, and attention to underlying company fundamentals, has allowed the team to be 
selective and opportunistic in adding positions with what it believes to be attractive relative value, while avoiding companies with 
deteriorating credit metrics.  
As the Federal Reserve’s “easy” work has been done in raising rates to a level that has resulted in decelerating inflation data, 
prices for many goods and services still remain extremely high. In fact, some select areas are experiencing very “sticky” inflation 
that remains immune to higher rates. Hence, we believe the Fed has more work to do and expect additional rate hikes to be 
warranted in the coming months. This will likely portend a weaker economic environment as we approach the latter half of 2023, 
resulting in some widening in credit spreads from current levels. 
Ahead of this potential scenario, the team has positioned the portfolio for a more defensive posture by reducing exposure to 
CCC-rated companies, which tend to perform poorly during weakening economic conditions. In addition, we have maintained a 
slightly lower duration than our benchmark to limit volatility from wider credit spreads and/or higher absolute yields. By executing 
a proactively managed approach, the team will remain nimble and focused on opportunities to selectively improve portfolio 
construction. We expect this strategy and positioning to provide our shareholders with high current income, while offering some 
downside protection during these volatile and uncertain times.  

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 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 bond ratings, which generally range from AAA (highest)    
to D (lowest), to indicate the credit worthiness of the underlying bonds in the portfolio. Securities are classified as high-yield if the middle 
rating of Moody’s, Fitch, and S&P is Ba1/BB+/BB+ or below. 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. Non-rated bonds are holdings 
that have not been rated by a nationally recognized statistical rating organization.
The S&P 500 Index is a stock index, weighted by market capitalization, representative of the 500 largest U.S. companies. The Bloomberg 
U.S. Corporate High Yield Index is an unmanaged index considered representative of the universe of fixed-rate, noninvestment grade debt. 
The Bloomberg U.S. Aggregate Bond Index is an unmanaged index considered representative of the universe of fixed-rate, investment 
grade taxable debt. Performance of an index does not reflect management fees and expenses which are reflected in Fund performance. An 
investment cannot be made directly in an index. 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. 
Please refer to the Fund’s prospectus for a complete description of risks associated with an investment in the Fund. These include, but are 
not limited to, potential loss of value, market risk, financial risk, interest rate and credit risk, and investments in highly-leveraged companies, 
lower-quality debt securities, foreign markets and foreign currencies. 
Before investing in a 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.
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