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U.S. Equity Markets: Quarterly Review
Equity markets produced positive returns across all capitalization ranges during the first quarter of 2023. Returns were unevenly 
distributed across capitalization ranges, with large-cap companies (as measured by the S&P 500® Index) delivering returns of 
7.50% and outperforming mid-cap stocks (as measured by the CRSP U.S. Mid Cap® Index), which returned 3.87%, and small-cap 
stocks (as measured by the CRSP U.S. Small Cap® Index), which increased 3.71%. 
The first quarter saw a strong bid for equities and other risk assets. Despite rhetoric from the Federal Reserve (the “Fed”) that it 
would pull back some of the unprecedented $3.14 trillion in liquidity (as measured by Reserve Bank Credit, minus both the U.S. 
Treasury General Account and the Fed Reverse Repo Program) that had been injected into the markets during the COVID-19 
pandemic, the Fed and U.S. Treasury actually massively increased liquidity in the system, from $5.81 trillion on 12/30/22 to $6.24 
trillion—an increase of roughly $429 billion. Impressively, the Fed was able to do this while shrinking its balance sheet of securities 
held by over $218 billion. This unprecedented action was in response to a developing banking crisis caused by systemwide 
losses on individual bank balance sheets. The Fed did this by creating a new lending facility for banks called the Bank Term 
Funding Program (“BTFP”) to provide essential liquidity to banks that collectively lost hundreds of billions of dollars, as the value 
of the securities on their balance sheet fell as a result of rising interest rates. Importantly, this new program differs from the Fed’s 
“discount window,” since it allows banks to borrow the full par value of the bond they are pledging as collateral rather than the 
market values, which may be much lower.

Aquila Opportunity Growth Fund: Portfolio Attribution 
For the quarter ended December 31, 2022, the Fund’s performance was driven by stock selection and allocation effect between 
sectors. From a sector point of view, stock selection in Financials, Industrials and Healthcare contributed negatively to portfolio 
returns in Q1. Conversely, stock selection in Information Technology, Energy, and Materials had a positive impact on Fund 
performance. 
At the stock level, the largest positive contributors in the quarter were Arista Networks (ANET), HubSpot, Inc. (HUBS) and FedEx 
Corporation (FDX), all of which the Fund continued to hold as of quarter-end:
• Arista Networks is the largest provider of networking equipment and software to hyperscalers, such as Microsoft and Facebook. 

Arista’s technology is years ahead of the competition, and the company is experiencing significant visibility into backlog of orders 
from hyperscalers. Despite fears of slowing cloud capital expenditures, Arista guided to 25% 2023 revenue growth off a higher-
than-expected 2022 sales base, easing investor concerns and driving the stock higher during the period. 

• HubSpot provides a cloud-based customer relationship management (CRM) platform. Concerns that sales of HubSpot’s 
marketing- and sales-focused products would slow significantly were assuaged by higher 2023 revenue guidance and bolstered 
by substantially (30%) higher 2023 EBITDA guidance.

• FedEx delivers packages and freight worldwide. Management initiated cost savings activities last year in light of weak global  
economic trends. These self-help actions drove strong profitability in the latest reported quarter, and the company has 
announced further structural changes to its business to drive earnings and cash flow returns.

The largest performance detractors for the Fund were MetLife, Inc. (MET), Huntington Bancshares Incorporated (HBAN), and Centene 
Corporation (CNC):
•  MetLife provides individual insurance, employee benefits, and financial services globally. The price of MET stock saw pressure 

during the quarter, as concerns arose about international and emerging market sales, along with growing losses on its investment 
portfolio. Specifically, MetLife’s exposure to commercial real estate and private equity caused investor concern. The Fund 
continues to hold shares of MET as of 3/31/23.

•  Huntington Bancshares is an Ohio-based regional bank with exposure to the commercial hubs of the Twin Cities, Denver, and 
Chicago. HBAN’s performance was driven by the recent banking developments and specific concern about unrealized losses 
on its held-to-maturity assets. A combination of deposit outflows and higher cost of funding could put pressure on net interest 
margin. The Fund sold its position in HBAN.

•  Centene provides multi-line healthcare solutions to individuals globally. Their specialty services include Medicaid and Medicare 
health plans. Shares have underperformed due to concerns over government reimbursement, more normal utilization post-
COVID, and a shift in the risk pool. These changes will likely pressure the profitability profile for 2023 for managed care 
companies. The Fund continues to hold shares of CNC as of 3/31/23.

Y Shares: ATGYXA Shares: ATGAX I Shares: ATRIXC Shares: ATGCX



AQUILA OPPORTUNITY GROWTH FUND PORTFOLIO MANAGER COMMENTARY | Q1 2023

Fund Strategy and Outlook
We anticipate that the Federal Reserve will continue to raise interest rates, albeit at a slower pace, through the first half of 2023 and 
then leave them elevated for many quarters. This will likely continue to impact the interest rate-sensitive portion of the economy, and 
may lead to a recession and increased unemployment during 2023. As a result, we think corporate profits may be materially lower 
than investors are currently anticipating. As we begin 2023, the Federal Reserve is exerting its influence on markets. While its official 
stated policy is one of Quantitative Tightening (“QT”), the reality is more complex, with QT only impacting its balance sheet. Overall, 
the Fed, in conjunction with the U.S. Treasury, is pursuing a policy of what we are calling Quantitative Neutrality (“QN”), as measured 
by the securities held outright on its balance sheet, less the U.S. Treasury General Account and less the Fed Reverse Repo Program. 
Examining the data, we find reserves in the system have increased materially, from $5.5 trillion since the Fed began reducing its 
overall balance sheet to $6.2 trillion on 3/31/2023, principally as a result of the need for banks to borrow at the discount window and 
the creation of the new BTFP. We continue to take the view that the Fed will pursue a more QN-oriented policy in the near-term.
While there is always uncertainty in the future, our cautious optimism for equities is driven by several factors, including valuation, 
current high employment rates, continued strong demand for goods and services in the United States, and the reopening of the 
Chinese economy following the end to China’s zero-COVID policy. Mitigating these positive developments are higher energy 
prices, driven in part by years of underinvestment in energy infrastructure, and the energy shock caused by Russia/Ukraine conflict, 
American and Allied countries’ sanctions against Russia, inflation, and a continuation of the Federal Reserve tightening cycle. We 
think the Fed is likely to increase interest rates a few more times. Additionally, the recent failures of several banks and flight of bank 
deposits towards higher-yielding money market funds may lead to tighter lending standards at regional and medium-sized banks, as 
they rebuild their capital and adjust their lending standards. We expect the Fed to begin to significantly reduce the absolute size of 
its balance sheet. We anticipate investors will continue to be intensely focused on both inflation data and the actions of the Federal 
Reserve in the coming year. 
During the first quarter of 2023, we added to our positions in the Utilities (electric utilities), Real Estate Investment Trusts (specialty 
REITs), and Communications Services (entertainment) sectors, while reducing our weightings in the Financials, Health Care, and 
Industrials sectors, in anticipation of continued interest rate increases and an ongoing tightening cycle by the Federal Reserve and a 
slowing economy.
We continue to overweight the Energy sector, as we believe that despite the recent pullback, the upward move in oil prices is more 
durable than the market seems to expect due to years of underinvestment in exploration and production, as well as the development 
of energy infrastructure. 
Finally, while we are underweight Information Technology, we continue to overweight Semiconductors and Software companies 
leveraged to artificial intelligence, vehicle electrification, cloud infrastructure, and cybersecurity. We think the systems and software 
that run on increasingly diverse and complex silicon may result in stronger growth than the market seems to be discounting. In 
further support of our investment strategy and philosophy, we continue to identify attractive investment opportunities in the shares of 
companies that we believe are benefiting from material positive changes.

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

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

Fund Facts as of 3/31/2023

Inception Date
7/22/1994

Total Investments
$128.8M

Number of Holdings
 88

Lead Portfolio Manager
PEDRO MARCAL, 

DIRECTOR OF EQUITIES AND 
HIGH YIELD

https://aquilafunds.com/wp-content/uploads/2013/09/AOGF-Fact-Sheet.pdf
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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. 
Securities of the companies referenced were portfolio holdings of Aquila Opportunity Growth Fund during the first quarter of 2023. 
Following is a listing of the companies, represented as a percentage of the Fund’s total portfolio as of 3/31/23: Arista Networks: 1.30%; 
HubSpot, Inc.: 1.33%; FedEx Corporation: 0.53%; MetLife, Inc.: 0.90%; Huntington Bancshares Incorporated: 0.00%; and Centene 
Corporation: 0.49%. 
The S&P 500 Index is a stock index, weighted by market capitalization, representative of the 500 largest U.S. companies. The CRSP 
U.S. Mid Cap Index targets inclusion of the U.S. companies that fall between the top 70%-85% of investable market capitalization. The 
CRSP U.S. Small Cap Index includes U.S. companies that fall between the bottom 2%-15% of the investable market capitalization. There 
is no lower limit in market capitalization, other than what is specified by investability screens. An investment cannot be made directly 
in an index. Performance of an index does not reflect management fees and expenses, which are reflected in Fund performance. Past 
performance does not guarantee future results. 
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.


