
 

Impact of California wildfires on equities 

Summary 

California’s wildfires have caused significant destruction, leading to 
initial estimated economic damages in the $50-billion range1 with 
insured losses of $20 – $30 billion2. We expect the Property and 
Casualty insurance sub-sector and specific companies within the 
Utilities sector to experience the most acute short- and long-term 
impact, though it does not currently change our stance on any existing 
recommendations. We see the potential for longer-term rebuilding 
opportunities within portions of the Consumer Discretionary, 
Industrials, and Materials sectors, but do not yet see this event as a 
material positive catalyst. 

Overview 

First and foremost, we would like to express our heartfelt sympathies to those impacted by the tragic events unfolding in 
the Los Angeles area. This round of wildfires has been particularly headline grabbing, and in times such as these, we view it 
as our job to provide the proper context so that investors can digest what can often be a fast-moving and emotionally 
charged news cycle. Moving on to the recent events, we would note that the Los Angeles wildfires were sparked by a 
January 7 Santa Ana wind event and pre-existing dry conditions. The fire has consumed tens of thousands of acres in Los 
Angeles and surrounding areas, including multimillion-dollar properties. 

1. “Los Angeles wildfire economic loss estimates top $50 billion,” CNBC, January 8, 2025.
2. “$30B California Fire Loss Seems Possible,” Wells Fargo Securities, January 12, 2025.
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Although the fires are yet to be contained, current estimated insured loss estimates approach roughly $30 billion, making 
this event one of the costliest natural disasters in recent history. For example, this range of insured losses would put this 
event nearly on par with some of the most destructive hurricanes the U.S. has witnessed (for example, Hurricanes Harvey 
and Sandy), as shown in the chart below. The total economic impact, while still highly uncertain, could represent a multiple 
of this estimate. Initial media reports have primarily focused on the impact to several insurers with homeowners’ insurance 
exposure in the affected areas surrounding Los Angeles County as well as a discrete group of investor-owned utilities with 
direct exposure to the local market. California Governor Gavin Newsom already proposed emergency funding of $2.5 
billion for recovery and cleanup efforts and to reopen schools impacted by the fires. In addition, two executive orders were 
signed in recent days allowing for expedited rebuilding and debris removals. 

Insured property loss, adjusted for inflation 

Source: Insurance Business Magazine. Data as of May 17, 2024. Ongoing California wildfires indicated by bar with lines.  

We believe that short-term volatility for certain companies in these areas could remain somewhat elevated in the coming 
days and weeks. Looking longer term, we would note that the risks related to major natural disasters has been rising in 
recent years, and we have tried to remain abreast of this factor in our sub-sector and individual equity recommendations. 
We do see this as an appropriate moment for investors to review their exposures to companies that may face particularly 
acute risks. However, we do not anticipate a materially negative long-term impact to the Property & Casualty Insurance 
and Electric Utilities sub-sectors given the somewhat limited overall exposure to the region in each case. However, we will 
continue to monitor events closely at the individual security level. 

Within Wells Fargo’s third-party manager portfolios, exposures tend to be generally low in any given product type to the 
insurers and utilities already acknowledged to be most impacted, and we believe that these exposures are being prudently 
managed and monitored. In terms of active and passive equity products, some minimal exposure resides in infrastructure 
and concentrated managers, but is mitigated by diversification and active management. We believe listed real assets, non-
traded real estate investment trusts, and hedge funds all have de minimis exposure. 

We share the next section with the acknowledgment that it can be difficult to look for opportunities that arise as we 
process the impact of unfortunate events. We do not yet see a material positive catalyst for any sub-sectors or individual 
equities, although this is subject to change as the secondary impact develops. Looking further out, we believe rebuilding 
activity could provide modest incremental opportunities for certain sub-sectors and companies across the Consumer 
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Discretionary, Industrials, and Materials sectors. From a historical standpoint, we would note that reconstruction activity 
following events with similar loss levels has, in our opinion, not typically resulted in long-lasting investment opportunities. 
We would caveat this, though, with the reminder that many cyclically oriented areas of the goods economy are currently 
operating at less than robust levels. There is thus the potential that this event, coupled with additional catalysts, could drive 
greater-than-anticipated changes over the coming months and quarters. 

Details from the insurance-industry perspective 

Scope of damages 

The severity of natural catastrophes has only increased in recent years with floods, hurricanes, and severe thunderstorms 
driving higher losses. The Los Angeles suburb of Pacific Palisades has a large and dense concentration of multimillion-dollar 
homes with current average values north of $4 million, and it is located in an area spread over steep canyons, making it 
difficult for firefighters to access. According to The Department of Forestry and Fire Protection, over 37,000 acres have 
burned thus far in the Palisades and Eaton Fires with 22% and 55% containment at the time of this report. The primary 
areas impacted by the wildfires have been residential at this point. With the fires yet to be fully contained, estimated 
economic damages from this event may exceed $100 billion, as projected by AccuWeather. 

Historical context 

Natural catastrophe losses in the U.S. (2017 – 2023) 

Source: Insurance Information Institute. Data as of January 2024. Represents cumulative losses from 2017 through 2023.  

Key insurers affected 

In general, we believe losses will be shared among several stakeholders, including the California Fair Access to Insurance 
Requirements (FAIR) Plan, commercial property insurers, standard homeowners’ insurers, and insurers that specialize in 
high-value excess and surplus. Chubb Ltd’s (Chubb’s) market share of the state’s homeowners’ policies was 2.6% as of the 
end of 2023 according to S&P Global Market Intelligence. It is our belief that Chubb’s market share may be even lower now 
given the disciplined underwriting strategies and relative challenges in the state of underwriting profitable policies. 
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With that said, the largest insurers have capital strength to absorb losses, and many have already taken steps to reduce 
their exposure to the state over recent years. Companies have adopted measures like rate adjustments and strengthened 
reinsurance programs to mitigate exposure. Despite these steps, the growing intensity of wildfires continues to test the 
resilience of the industry and its ability to balance profitability with coverage accessibility. Recent regulatory changes in the 
state occurred just prior to the January fires. In the recent past, insurers could not use forward-looking climate-based 
models to inform their policy pricing. While already expected to put upward pressure on policy rates, it also opened the 
possibility of insurers returning to the state or expanding their coverage to more homeowners. Additionally, California’s 
Department of Insurance Commissioner Ricardo Lara issued a regulation that would allow insurers to pass along increases 
in reinsurance costs through their pricing. With such a significant catastrophe occurring so early in the year, it is likely we 
could see larger-than-anticipated rate-increase requests effective 2026. We continue to view the Property & Casualty 
Insurance sub-sector as favorable.   

Impact by sector  

Utilities  

Joe Buffa — Equity Sector Analyst 

There are three major investor-owned utilities in California. Historically, California law and regulation have not been 
favorable to utilities regarding wildfire liability given the state’s use of inverse condemnation. Under inverse condemnation, 
a utility in the state can be held liable for property damage caused by the utility’s equipment, regardless of negligence. The 
most recent example of inverse condemnation in action comes from the 2017 – 2018 Northern California wildfires that 
ultimately sent a local investor-owned utility into bankruptcy. Following those fires, California lawmakers took steps to 
address utility liability arising from these natural disasters. While the state did not eliminate the strict liability of inverse 
condemnation, it did provide guidance for utility regulators to determine prudency and set up a wildfire insurance fund for 
the state’s utilities. Positively, these actions lowered the financial risk for the state’s utilities regarding wildfires, but that 
risk was not (and cannot be) eliminated. 

The current wildfires are largely in Los Angeles’ municipal utility’s territory, but an investor-owned utility’s transmission 
lines are also present in the area. Shares of publicly-traded utilities that operate in the state have reacted negatively to the 
developments and we do believe these stocks could continue to experience near-term volatility. If the California Public 
Utilities Commission finds any impacted utility was prudent in its management of its system, the company would be 
repaid for eligible claims from the California Wildfire Fund. 

Financials 

Laurie Harlan Cheek and Alex Sagal — Equity Sector Analysts 

Banks and other financial institutions face multiple challenges when natural disasters, such as the wildfires in California, 
occur. Infrastructure damage and physical destruction to branches and ATMs limit customers’ access to banking services. 
Looking past temporary branch closures, government agencies have encouraged financial institutions to work 
constructively with borrowers in communities affected by the wildfires. Prudent efforts to adjust or alter terms on existing 
loans in affected areas are supported by the agencies. Under Fannie Mae's guidelines for single-family mortgages impacted 
by a disaster, homeowners may request mortgage assistance by contacting their mortgage provider. Homeowners are often 
eligible to reduce or suspend their mortgage payments for up to 12 months by entering a forbearance plan with their 
mortgage servicer. 

The financial impact of natural disasters on banks has been studied by some, with varied findings. In a Federal Reserve 
Bank of New York publication titled “How Bad Are Weather Disasters for Banks?”, natural disasters were found to be 
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generally insignificant or to have only a small effect on bank performance and stability. A different study, titled, “Natural 
disasters and bank stability: Evidence from the U.S. financial system,” published in the Journal of Environmental 
Economics and Management, showed that weather-related natural disasters in the U.S. significantly weakened the 
financial stability of banks with business activities in the affected regions. 

Banks live and thrive on liquidity and confidence — each informs the other and strengthens or weakens the other. 
Confidence levels in community and regional banks that have material exposure to the Los Angeles market may take a hit, 
with potentially higher probabilities of defaults and non-performing assets in mind. However, we believe a backstop of 
insurance payments and financial-aid programs will help snuff out most concerns. We also expect both large and small 
financial institutions to be integral in supporting the short- and long-term recovery efforts of this natural disaster. In the 
immediate aftermath of the disaster, we expect banks to quickly mobilize cash reserves and distribute aid. In the 
intermediate term, we expect loan demand to be elevated in the affected areas due to reconstruction efforts, benefiting 
some banks. 

Real Estate 

John Sheehan, CFA — Equity Sector Analyst 

There have not been any announcements of significant property damages by equity real estate investment trusts (REITs). 
Importantly, virtually all REITs maintain comprehensive property insurance including business interruption coverage, 
which should help mitigate economic losses. REIT sub-sectors could witness increased demand. We believe the Los 
Angeles wildfires will likely result in increased demand for rental housing from both displaced residents and workers 
brought to Los Angeles to assist with the reconstruction process. For apartment and single-family REITs, we expect 
occupancy rates of Los Angeles area properties to spike over the next few quarters. Over the intermediate term, we believe 
industrial warehouse properties could see higher demand as construction materials and equipment is brought to the Los 
Angeles area. Self-storage companies may witness a similar increase in demand related to material and equipment storage 
during the reconstruction process. 

Industrials 

Larry Pfeffer, CFA — Equity Sector Analyst 

We do not currently anticipate a material short- or long-term positive or negative impact at the sector level from the tragic 
events unfolding in the Los Angeles area. We do believe that reconstruction activity could provide a modest positive lift 
over the medium term for companies in the Construction Machinery & Heavy Transportation, Trading Companies & 
Distributors, and Building Products sub-sectors. That said, we do not view this as a material catalyst to change our opinion 
on these sub-sectors or individual equities therein. 

Separately, we would note that natural disasters have on certain occasions, acting in concert with other forces, contributed 
to inflationary forces in certain portions of the industrial supply chain, most notably the Cargo Ground Transportation sub-
sector. The Los Angeles market tends to be a heavy source of outbound freight as it contains the largest port complex in the 
country. We would anticipate a moderate amount of short-term disruption to the broader logistics network surrounding 
the port complex, even as the facilities themselves are not directly impacted. Key factors to consider include displacement 
of port employees, closed or constrained road networks, and reliable access to power. In addition, the region is likely to 
experience a spike in inbound demand over the coming quarters as reconstruction efforts move forward. This could in turn 
effect the balance of freight lanes across the country, contributing incrementally to freight inflation. More broadly, we 
believe excess capacity remains in this industry and that consumer demand for goods, while growing modestly, is currently 
not anticipated to place material pressure on the system. In summary, we do believe these events could contribute to a 
somewhat more rapid rebalancing of supply and demand in favor of freight carriers than we had previously anticipated. We 



Sector Insights — Impact of California wildfires on equities | January 17, 2025  

 Page 6 of 9 

will closely monitor leading indicators in the coming weeks, but for the time being, we remain less favorable on Cargo 
Ground Transportation relative to the rest of the Industrials sector. 

Consumer Discretionary  

Brian Postol — Equity Sector Analyst 

We believe the Los Angeles wildfires have minimal impact in the retail industry. The Los Angeles and Long Beach port is 
not close to the impacted area. Disruption, if any, should be immaterial to the flow of goods through the rest of country and 
stores. Target Corporation (Target) is the retailer with the largest exposure to the Los Angeles metropolitan area, however, 
not all Target stores in Los Angeles will be impacted — and it is likely to be just a few.  Retailers and landlords will have 
insurance coverage to cover any losses of buildings, inventory, etc. 

We estimate that the two leading home-improvement retailers each have roughly 1% of their store base in the Los Angeles 
area. We would not expect all stores to be affected, but we would expect rebuilding efforts in the region to provide a slight 
benefit to same-store sales over the medium term. We view the dynamics as somewhat similar to those of a major 
hurricane. Historically, it has taken roughly six to nine months for this impact to occur as insurance adjustors need to 
evaluate damage and distribute payments and homeowners then need to secure the services of contractors. We remain 
favorable on the Home Improvement Retail sub-sector due to the underlying strengths of these businesses and our ongoing 
expectation for the maintenance and repair of an aging housing stock. We do not expect this event to be a material positive 
catalyst for the group.  

Materials 

Ian Mikkelsen, CFA — Equity Sector Analyst 

Companies within the Materials sector (particularly within the Specialty Chemicals and Construction Materials sub-
sectors) that have exposure to construction and restoration may see increased product demand in the intermediate term 
once rebuilding efforts accelerate. We would expect the bulk of this demand impact to occur within a 6 – 18 month lag 
following the cessation of the wildfires. 

Additional resources 

For more information on the fixed-income implications of the wildfires, please see the following two reports from the 
Global Securities Research’s fixed-income analysts. 

• Municipal Sector Insights — Potential impacts of the Southern California wildfires 

• Municipal Issuer Insights — Wildfires lead to Los Angeles Water and Power downgrade 

Appendix — Prices for companies discussed 

Company Symbol Price 

Chubb Limited CB $273.53 

Target Corporation TGT $133.25 

Source: FactSet. Prices as of January 16, 2025. 

  

https://saf.wellsfargoadvisors.com/emx/dctm/Research/ASG/Fixed_Income_Strategy/potential_impacts_so_cal_wildfires011425.pdf
https://saf.wellsfargoadvisors.com/emx/dctm/Research/ASG/Fixed_Income_Strategy/california_wildfires_011525.pdf
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Global Securities Research List Descriptions: 

The Core List is comprised of blue chip, industry-leading companies. The objective is to provide a list of high-quality stocks 
that can be used to build a well-diversified portfolio or that can be used to supplement an existing portfolio. 

The Diversified Stock Income Plan (DSIP) List focuses on companies that we believe will provide consistent annual 
dividend growth over a long-term investment horizon. Our objective is to provide a broad list of high-quality, industry-
leading companies from which an investor can assemble a well-diversified portfolio. Through consistent dividend growth, 
our goal is to help investors stay ahead of the wealth-eroding effects of inflation. 

The Equity Select List includes a wide range of what we view as high-quality securities. It has representation across all 11 
economic sectors and exposure to stocks with varying levels of maturity, valuation, and cyclicality. The Equity Select List 
assumes a long-term holding period (five-plus years) and can be used to build or supplement a well-diversified equity 
portfolio. 

The Focus List is a concentrated list of stocks that represents a combination of the equity sector guidance from Global 
Investment Strategy and security selection from Global Securities Research. The objective is to exceed the total return of 
the S&P 500 Index over an approximate one-year timeframe. 

The Growth List focuses on companies that we believe offer above-average growth potential. Our objective is to offer 
investors a list of stocks that they can use to help build a well-diversified portfolio or fill holes in an existing portfolio. 

The High Yield Equity Income List (High Yield List) focuses on companies with higher dividend yields than the broader 
market. Our objective is to provide a diverse list of high-yielding stocks with secure dividend streams that an investor 
willing to accept a higher level of risk can utilize as part of an income-producing portfolio. 

The Small- and Mid-Cap List (SMID List) includes stocks representing companies with market capitalizations ranging 
from $1.0 billion to $20.0 billion at the time of addition. The objective is to exceed the total return of the S&P 1000 Index 
over the long term (at least one year). 

The Value Equity List focuses on companies that we believe are trading at a discount to their underlying fundamentals and 
have the potential to reduce or eliminate this valuation discount. Our objective is to provide investors a list of stocks that 
may generate attractive returns on a long-term basis as the stock price adjusts to better reflect the underlying 
fundamentals of the company. 
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IMPORTANT DISCLOSURES 

One or more members of Global Securities Research leadership owns a long common equity position in Chubb Limited and 
Target Corp. 

Analyst Certification: The analyst who prepared this report hereby certifies that the views expressed in this report 
accurately reflect his/her personal views about the subject companies and their securities.  The analyst also certifies that 
he/she has not been, is not, and will not be receiving direct or indirect compensation for expressing the specific 
recommendation(s) or view(s) in this report.  

WFII analysts receive no compensation in connection with the firm’s investment banking, sales and trading, or principal 
trading revenues.  Analysts may be eligible for annual bonus compensation based on the overall profitability of the firm, 
which takes into account revenues derived from the firm’s business activities, including its investment banking business, 
sales and trading, and principal trading.  

Important Disclosures relating to Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC 
as broker-dealers distributing Wells Fargo Investment Institute prepared research reports: 

Wells Fargo Clearing Services, LLC (“WFCS”) and Wells Fargo Advisors Financial Network, LLC (“WFAFN”) provide their 
customers with access to third-party research, including this report, which is produced by Wells Fargo Investment 
Institute, Inc. 

To review important information about certain relationships and potential or actual conflicts of interest that may exist 
between WFCS, WFAFN, their affiliates, and any company     that may be the subject of or part of a list that is the subject of 
this report, please visit the Research Disclosure page of wellsfargoadvisors.com as provided below. 

https://www.wellsfargoadvisors.com/disclosures/research.htm 

WFCS and/or WFAFN trades or may trade as principal in fixed income and preferred securities (or in related derivatives). 

Disclaimers 

All prices and figures are as of January 16, 2025, unless indicated otherwise. 

All investments are subject to market risk which means their value may fluctuate in response to general economic and 
market conditions, the prospects of individual companies, and industry sectors due to numerous factors some of which 
may be unpredictable. Be sure you understand and are able to bear the associated market, liquidity, credit, yield fluctuation 
and other risks involved in an investment in a particular strategy. 

Equity securities are subject to market risk which means their value may fluctuate in response to general economic and 
market conditions and the perception of individual issuers. Investments in equity securities are generally more volatile 
than other types of securities. An investment that is concentrated in a specific sector may be subject to a higher degree of 
market risk. 

There are special risks associated with an investment in real estate, including the possible illiquidity of the underlying 
properties, credit risk, interest rate fluctuations and the impact of varied economic conditions. 

Global Securities Research (GSR) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered 
investment adviser and wholly owned subsidiary of Wells Fargo Bank, N.A., a bank affiliate of Wells Fargo & Company. 

The information in this report was prepared by Global Securities Research (GSR). Opinions represent GSR’s opinion as of 
the date of this report and are for general information purposes only and are not intended to predict or guarantee the 
future performance of any individual security, market sector or the markets generally. GSR does not undertake to advise 

https://www.wellsfargoadvisors.com/disclosures/research.htm
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you of any change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue 
reports or have opinions that are inconsistent with, and reach different conclusions from, this report. Past performance is 
no guarantee of future results.  

The information contained herein constitutes general information and is not directed to, designed for, or individually 
tailored to, any particular investor or potential investor. This report is not intended to be a client-specific suitability or best 
interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell 
securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment 
product based on performance alone. Consider all relevant information, including your existing portfolio, investment 
objectives, risk tolerance, liquidity needs and investment time horizon.  The material contained herein has been prepared 
from sources and data we believe to be reliable but we make no guarantee to its accuracy or completeness. 

Global Securities Research works with information received from various resources including, but not limited to, research 
from affiliated and unaffiliated research correspondents as well as other sources. Global Securities Research does not 
assign ratings to or project target prices for any of the securities mentioned in this report. 

Global Securities Research receives research from affiliated and unaffiliated correspondent research providers with which 
Wells Fargo Investment Institute has an agreement to obtain research reports. Each correspondent research report 
reflects the different assumptions, opinions, and the methods of the analysts who prepare them.  Any opinions, prices or 
estimates contained in this report is as of the date of this publication and is subject to change without notice. 

Global Securities Research publishes several theme-based lists of recommended equity securities. Each list is based on a 
specific investment objective and time horizon which may be different from the other lists. This may cause Global 
Securities Research to recommend an equity security to be added to one list and removed from another list. Thus, one list 
may contain different recommendations or conclusions that could result in short-term price movements contrary to the 
recommendations in another list. 

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory 
Authority, but is not licensed or registered with any financial services regulatory authority outside of the U.S. Non-U.S. 
residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be afforded certain 
protections conferred by legislation and regulations in their country of residence in respect of any investments, 
investment transactions or communications made with Wells Fargo Advisors.  

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial 
Network, LLC, Members SIPC, separate registered broker-dealers and non-bank affiliates of Wells Fargo & Company. 

©2025 Wells Fargo Investment Institute and subject to the CC BY-NC-ND 4.0 DEED. All rights reserved. v01.07.25 RSNIP-
02072026-6873992.1.1 
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