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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.

Arizona Economy and Municipal Bond Market
New municipal bond issuance in Arizona this past quarter slowed appreciably, with only $905 million of new bond issues sold in 
the three months ending March 31, 2023, a 50% decrease from the $1.82 billion issued in the first quarter of 2022. Several states 
experienced similar sharp declines in issuance and, as a result, Arizona’s new issue volume finished in the top half, ranking 23rd 
among all 50 states. Of note, in February, the Salt River Power Authority came to market for the first time since September 2020 
with a $500 million issue.

The employment and labor picture continued strong trends in Q1. The Arizona unemployment rate fell to 3.7% in February, 
barely above the overall U.S. rate of 3.6%. Total non-farm employment grew to 3,147,800 in February, which was a year-over-year 
increase of 2.6%. Post-pandemic economic growth has accelerated rapidly in the past year thanks to a renaissance in tourism and 
leisure activity.  

In February, the State reported significant year-over-year growth rates in the following sectors: Contracting (+28.4%), Use 
Taxes (+19.6%), and Restaurant and Bar (+16.5%). January metrics for hotel occupancy (63.7%) and revenue per available room      
($104.16) were each ahead of January 2022 levels. Those trends are expected to continue following a very brisk calendar of 
traditional “high season” activities in the first quarter of 2023. In February, the Waste Management Phoenix Open experienced 
record attendance, while Super Bowl Week activities took place concurrently, culminating in the Super Bowl XVLIII game in 
Glendale, Arizona. Together, these events helped attract over one million visitors to the State in February alone, while the 
subsequent MLB Spring Training season experienced record attendance through its conclusion in March. These signature events 
are anticipated to translate into future economic development wins for several communities statewide.

Arizona continued is evolution as the nation’s “Smart Manufacturing Hub” in the quarter on the heels of several significant 
announcements within its high-tech ecosystem. Most significant was the decision by LG Energy Solution to invest $5.5 billion to 
build in Queen Creek, AZ what will be the nation’s largest stand-alone battery manufacturing facility. This comes on the heels 
of over $40 billion in announced new semiconductor manufacturing investments in 2022 by Intel Corporation and Taiwan 
Semiconductor Manufacturing Company Limited. These investments will help further the record breaking gains the State is 
achieving in exports. Arizona exports achieved a record high of $27.2 billion in 2022, exceeding the pre-pandemic high of $25 
billion reached in 2019.
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Fund Strategy and Outlook
Despite the slowdown in new issuance, the secondary market in Arizona municipal bonds was very brisk, reflecting the overall 
record-breaking national muni trading trends reported in 2022. As a result, the Fund capitalized on several pockets of value that 
appeared during the quarter as a result of shifts in the muni yield curve. These were found in both cheaper new issues sold in 
February and select offering situations in the secondary market. Nimble active management during the quarter was vital given 
the municipal bond yield backdrop. Benchmark municipal bond yields, as reflected by Bloomberg AAA general obligation yield 
indices, declined across the yield curve in the first quarter.  
This was actually the second consecutive quarterly decline in these benchmark yields and increase in municipal bond prices. 
And while the U.S. Treasury Bond curve remains negatively- sloped, with yields for bonds between 10 - 30-year maturities below 
that of short-term yields, the municipal bond yield curve still retains a long-term positive slope—with yields for bonds between 
10 – 30-year maturities that are above short-term yields. This created a demarcation in muni valuations, as municipal-to-Treasury 
bond yield ratios from 1 - 10 years remained below 66%, while the same ratios from 15 - 30 years ranged from 82% - 92%, creating 
a compelling value situation. As a result, we expect to prudently “lean into” duration and add longer dated maturities in Arizona 
where we believe better values reside and to lock in wider Arizona yield spreads that emerged this year.  
We pursued our long-held strategy of delivering a high-quality, intermediate maturity portfolio. The Fund’s more defensive 
maturity stance taken throughout 2022 was relaxed slightly during the quarter. The average stated final maturity increased 
modestly from 7.79 years at the end of 2020 to only 8.13 years as of March 31, 2023. The effective duration of the Fund also 
extended slightly from 5.00 years to 5.08 years during the quarter. These modest increases resulted from bond swaps that 
combined shorter 3-year maturities with some select longer-term maturities whose yields we believed were particularly cheap 
relative to comparable-maturity U.S. Treasury bonds. These active management efforts have helped sustain the Fund’s attractive 
level of tax-free income, and we anticipate further opportunities to capitalize on continued fluctuations in the municipal bond 
yield curve.  

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 
3/14/1986

Total Investments
$203.7M

Number of Holdings
 138

Lead Portfolio Manager
ANTHONY TANNER, 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. 
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 no t 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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