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By: Pete Bednarek, Senior Portfolio Manager, SEI Fixed Income Portfolio Management  
 
SEI Fixed Income Portfolio Management (FIPM) manages fixed-income strategies for SEI’s Managed Account Solutions 
(MAS).  
 

 

 Natural disasters have taken a toll on municipalities from California to Puerto Rico this year. 

 Municipalities will continue to deal with the aftermath long after the stories fade from the news. 

 California and Texas hope to recover quickly, while the damage in Puerto Rico may be longer lasting. 
 

 
Three Category 4 hurricanes made landfall this summer 
across the United States. As we noted in previous 
commentary, the storms caused billions of dollars in 
damage throughout the impacted regions, including 
Texas and Puerto Rico.  
 
Now, a different sort of natural disaster has created a 
potential crisis for residents in Northern California. 
The wildfires that ripped through the area last month 
destroyed at least 8,400 homes and buildings, according 
to state officials. The scope and scale of damage is 
among the worst in state history.  
 
An overview of how recent events have affected the 
bonds in these localities follows. 

California 
 
The bulk of the destruction can be found in Sonoma 
County where fires tore through the region in early 
October. Despite at least $1 billion in damages, the 
county is well-positioned financially to manage recovery 
costs. While many hurricane-affected homeowners and 
businesses elsewhere in the country did not have flood 
insurance, homeowners insurance typically covers fire-
related damages; almost 90% of wildfire-affected 
residents are expected to be covered according to 
national rates of fire insurance coverage. 
 
A report from the UC Davis Agricultural Issues Center 
estimated that 90% of the region’s wineries harvested 
their grapes before the fires started. The Center also 
said that most of the vineyards suffered little or no 
damage. Of the 1,900 vineyards in Napa and Sonoma 
counties, the Center’s report said only 15 vineyards had 
suffered reportable damage.  
 
We don’t anticipate any ratings changes to the affected 
area’s debt as the Federal Emergency Management 

Agency has worked with state agencies to help quicken 
the recovery. 
 
Texas 
 
In hurricane-impacted Harris County, TX, only 15% of its 
residents had flood insurance. Fortunately, the state is in 
a strong financial position, with a AAA credit rating and 
the second-highest state gross domestic product, Both 
factors should enable a relatively quick recovery from 
storm damage. 
 
Puerto Rico 
 
Even before Hurricane Maria hit Puerto Rico, the island 
faced a bleak financial crisis, with well over $74 billion in 
outstanding debt and $53 billion in unfunded pension 
liabilities. The island’s infrastructure was completely 
destroyed by the September hurricane and estimates to 
repair it range from $50 to $80 billion. The House and 
Senate passed a relief bill to provide short-term 
humanitarian assistance, but rebuilding costs will make it 
even less likely that the island will be able to repay its 
debt. The Wall Street Journal recently reported that 
many mutual funds and hedge funds have begun to sell 
their Puerto Rico municipal bond holdings. 
 
Our View 
 
SEI Fixed Income Portfolio Management owns and buys 
local municipality bonds in California and Texas. While 
we feel there is not a lot of potential for default, we 
anticipate the potential for volatility with these bonds in 
the future.  
 
SEI Fixed Income Portfolio Management does not hold 
Puerto Rico bonds in our bond portfolios. We anticipate 
the financial disaster to continue and expect quite a bit of 
negative press in the coming months.
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Important Information 
 
This material represents an assessment of the market environment at a specific point in time and is not intended to be a 
forecast of future events, or a guarantee of future results. This information should not be relied upon by the reader as 
research or investment advice and is intended for educational purposes only. 
 
There are risks involved with investing, including loss of principal. Diversification may not protect against market risk.  
Bonds and bond funds will decrease in value as interest rates rise.  Investments in bonds of a particular state may be 
more volatile and susceptible to a single adverse economic or regulatory occurrence affecting those obligations. 
 
SEI Fixed Income Portfolio Management is a team within SEI Investments Management Corporation (SIMC). 
 
Information provided by SEI Investments Management Corporation, a wholly owned subsidiary of SEI Investments 
Company. Neither SEI nor its subsidiaries is affiliated with your financial advisor.  


