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We spend a lot of time looking for problems amongst our borrowers and the borrowers we're considering. 

The biggest issue for us right now in terms of credit quality is pension funding. 

Many state and local governments are behind the eight ball in terms of covering growing pension cost. They haven't put 

enough in over the years and they now need to expand the amount that they send to their pension systems every year to 

try and catch up. Those increased costs are curtailing the amount of the budget they have for everything else. In certain 

places, that pressure is extreme, in New Jersey, in Illinois, growing in Connecticut, in Pennsylvania. And in local 

governments, Chicago is obviously one of the areas that we're focused on.  

A good example of places that are having real trouble funding their pension is Dallas, Texas. Dallas, Texas forever was a 

triple A rated credit. Underfunding pensions and very generous pension provisions have left them in a place where they're 

having trouble keeping up with the amount of money they need to put in the pension system just to keep it solvent. The 

rating agencies have reacted very negatively to this situation with multiple notch downgrades for what was once a very 

stellar credit in our market.  

What's happening now in Puerto Rico is very sad. Unfortunately, it was also very predictable. For years, the 

Commonwealth borrowed money at the end of every year to cover a gap in their budget. That's unsustainable and that's 

part of the reason why we had the rating below investment grade 10 years ago.  

Today Puerto Rico's at a point where they're making a decision about how much they can pay bond holders. Recent 

analysis indicates that it could be as little as 25 cents on the dollar that their existing bond holders will get in terms of 

recovery. What's happening in Puerto Rico now is a testament to the need for strong municipal credit analysis.       

 

The views expressed are as of April 2017, may change as market or other conditions change and may differ from views expressed by 

other Columbia Management Investment Advisers, LLC (CMIA) associates or affiliates. Actual investments or investment decisions 

made by CMIA and its affiliates, whether for its own account or on behalf of clients, may not necessarily reflect the views expressed. 

This information is not intended to provide investment advice and does not take into consideration individual investor circumstances. 

Investment decisions should always be made based on an investor's specific financial needs, objectives, goals, time horizon and risk 

tolerance. Asset classes described may not be suitable for all investors. Past performance does not guarantee future results, and no 

forecast should be considered a guarantee either. Since economic and market conditions change frequently, there can be no 

assurance that the trends described here will continue or that any forecasts are accurate. 

Investing involves risk including the risk of loss of principal. 

There are risks associated with fixed-income investments, including credit risk, interest rate risk, and prepayment and extension risk. In 

general, bond prices rise when interest rates fall and vice versa. This effect is usually more pronounced for longer term securities. 

Income from tax-exempt municipal bonds or municipal bond funds may be subject to state and local taxes, and a portion of income may 

be subject to the federal and/or state alternative minimum tax for certain investors. Federal income tax rules will apply to any capital 

gains.  Investment products are not federally or FDIC-insured, deposits or obligations of or guaranteed by any financial institution and 

involve risks, including possible loss of principal and fluctuation in value. 
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Securities products offered through Columbia Management Investment Distributors, Inc., member FINRA. Advisory services provided 

by Columbia Management Investment Advisers, LLC. 
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