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For several years running, introductions to our Distressed Debt Market Outlook have opined on the 
difficult search for yield. We documented how record primary issuance staved off defaults. We wrote 
about how the few workouts that occurred were dominated by the same handful of hedge funds. And  
we noted that the main drivers of these restructurings were secular decline trends.

However, the same old dynamics don’t apply this 
year. Instead, distressed investors are tormented  
by a whole new list of variables.

Commodity pressures have led to a punishing 
market selloff. The primary market is dead.  
A wave of energy-related bankruptcies is upon us, 
and a metals industry collapse isn’t far behind.  
In that vein, this year’s Debtwire North American 
Distressed Debt Market Outlook reflects that the 
capital markets are shaken, and times are indeed 
hard for fixed-income players. 

With all that being said, this does not mean 
opportunity is scant, or that the buyside is 
paralyzed. One of the more engaging themes 
running through this year’s survey is that now is not 
the time to run and hide. To the contrary, most of our 
respondents — a mix from the hedge fund, private 
equity, sellside and institutional investor worlds — 
say they are ready, willing and able to tackle energy 
and distressed debt in 2016. 

Are they optimistic a turnaround is near? Or are 
they simply afraid to miss out on an eventual rally? 
While our survey falls short of psychoanalysis,  
the responses themselves paint a portrait of 
restlessness and confusion.

Exactly half of our respondents said they will 
allocate more capital to distressed E&P companies 
this year, and yet 43% take the view that oil prices 
will see no increase this year. When it comes to 
industrial commodities (steel, aluminum, copper, 
zinc, coal), an overwhelming 73% say prices will 
continue falling in 2016. 

Striking another counterintuitive chord, a 53% 
majority of respondents claims that despite bleak 
returns from the distressed asset class in 2015,  
it will allocate more capital to the overall distressed 
investing space in 2016. Likewise, more than half of 
our respondents expect the fundraising environment 
for distressed investing to be favorable this year. 
 
Are these contradictions a signal that no one knows 
what to do, or is it a refreshing snapshot of a market 
liberated from groupthink?

Of course, this is all subject to change, particularly  
in a year such as this when the political climate 
moves to the forefront. On this topic, our respondents 
broke from stereotype. Popular opinion might 
hold that those in the finance industry prefer the 
Republican Party, due to the commonly held view 
that the GOP is better for Wall Street. However, 46% 
of respondents to our survey said they planned to 
vote for the Democrat in the 2016 presidential vote, 
compared with just 27% for the Republican.

Almost two-thirds of respondents (64%) say 
a Democratic president would benefit capital 
markets more than a Republican. And two-thirds 
of respondents (67%) perceive the economy to have 
better prospects if a Democrat is elected president.

Distressed investors are looking to meet this year’s 
challenges head-on by sticking with a market that  
is going through turbulence but is expected to 
bounce back. Having the money in place and the 
power to act at the right time for these firms is key. 
And in an election year, there is more money and 
power at stake than usual. 

Money and power at stake

Andrew Ragsly
Managing Editor, Debtwire North America
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What percentage of your firm’s overall 
assets are dedicated to distressed debt? 

Which of the following best describes 
your firm?

10%
Institutional investor

25%
Sellside trading desk

25%
Private equity

40%
Hedge fund

61%-80%41%-60%21-40%1-20%

7%

27%

40%
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Cortland Capital Market Services commissioned Debtwire to interview 100 distressed 
debt investors, including hedge fund managers, sellside trading desks and other asset 
managers on their expectations for the North American distressed debt market in 
2016. Interviews were conducted over the telephone in November and December  
of 2015. Responses were collated by Debtwire and are presented in aggregate. Survey 
responses are presented anonymously, while on-the-record commentary from market 
professionals is culled from Debtwire stories that were published in January.
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How much are you planning to allocate to 
distressed debt in 2016 compared with 2015?

Despite the bleak returns from the distressed 
investing space in 2015, a 53% majority of 
respondents to our survey insist they are willing 
to allocate more capital next year, hoping to take 
advantage of a market rebound. Comparatively, just 
19% of respondents said they intended to allocate 
more to distressed investments in 2015’s Outlook. 
“I feel distressed opportunities will increase next 
year with the level of reform that is about to take 
place, making way for opportunities for us to focus 
on, which will account to an increase in allocation 
to distressed debt,” explained one chief investment 
officer at a hedge fund.

Meanwhile, just over a third will make a similar 
allocation to what they allotted last year, and just 
11% expect to cut their exposure to distressed debt.

“Last year was two years in one. The first half 
was a continuation of broad themes from 2014 – 
easy liquidity, optimism about global (meaning 
Chinese) growth and its attendant propulsion 
of commodities. The second half reflected one 
credit event calamity after another.”

—Alan Gover, partner at White & Case’s financial 
restructuring & insolvency practice

Have you increased your asset allocation 
to distressed investing in the last year?

The past year for distressed investors began as  
a time of opportunity. More than two-thirds of our 
survey respondents increased their allocation  
to distressed debt. 

However, as the year unfolded, pain prevailed. The 
credit market and commodities failed to rally from 
their respective slumps. Indeed, oil prices have 
continued their downward trajectory into 2016.

This macroeconomic uncertainty sent a signal 
to some investors to increase activity in the 
distressed market. “We did increase our asset 
allocation to distressed investing compared with 
2014,”says one partner at a private equity firm. 
“The insecurity in markets in 2015 was high, and 
we were faced with several opportunities to gain 
access to quality businesses which we did not want 
to miss out on.”

68%
Yes

32%
No

1%
Significantly less
Significantly more

10%
Somewhat less

53%
Somewhat more

36%
About the same
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The sectors that generated the most interest from 
respondents for deploying capital in 2016 include 
financial services (51%), energy (50%) and industrials 
(47%). Next in line were the consumer/retail and 
pharma, medical and biotech sectors, which 
generated interest from 27% of respondents each. 

Financial services firms, a regular top pick among 
distressed investors, face challenges that could 
lead to distress due to changing political and 
regulatory pressures, several respondents noted.

Payday lenders, for example, are under pressure 
from the Consumer Financial Protection Bureau. 
“Bank lenders also face regulatory risks, including 
the risk of additional scrutiny of deal terms and the 
possible consequences if the terms are found to be 
inadequate,” Lewis Grimm, partner in the banking 
and finance practice at Jones Day, told Debtwire.

Survey respondents’ interest in retail has waned 
to a degree, especially considering that in our 2015 
Outlook, 39% chose that sector as their top focus, 
compared with just 27% this year. Energy also shot 
up to 50% from 33% over the same period. “The 
energy sector is providing the entire buyer market 
with attractive opportunities, as the crude oil price 
volatility has impacted the core strength of the 
companies,” says the investment head at a fund 
manager. “Lower profitability has pulled many into 
the distressed space.”

For more on distressed debt in energy, see page 14.

What do you think the fundraising 
environment will be like in 2016?

Distressed debt investors are somewhat optimistic 
when it comes to fundraising this year, though the 
positive responses didn’t overwhelm. Slightly more 
than half believe the fundraising environment will 
be favorable, while just 26% think it will be less  
than ideal. 

“It looks quite good, there’s lots of money or rather 
capital in the economy and those providing it are 
ready to invest it,” mentioned one partner at a 
proprietary trading firm. “There are many sectors 
to invest in and the overall condition of the economy 
is getting better as a whole.”

The optimism shown for distressed investing and 
fundraising may seem at odds with market volatility 
in 2015. However, it suggests a long-term approach 
by investors, who are holding out for a market 
rebound. And no one wants to be on the sidelines 
when the pickup happens. 

44%
Somewhat favorable

21%
Average

3%
Significantly unfavorable

9%
Significantly favorable

23%
Somewhat unfavorable

Which sectors do you anticipate allocating 
your distressed debt investment capital  
toward in 2016? (select up to three)
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Percentage of respondents

Other

Defense

Coal

Transportation
(autos, shipping, airlines)

Metals

Technology, media
and telecommunications

Business services

Chemicals

Real estate

Pharma, medical
and biotech

Consumer/retail

Industrials

Energy

Financial
services 51%

50%

47%

27%

27%

21%

19%

16%

15%

15%

6%

3%

1%

1%

“Looking ahead, there will be a continuation of distressed liability 
management and rescue financing transactions, stretching from natural 
resources into parts of the retail, industrial and technology industries. 
We also expect to see a large swath of investment-grade (IG) companies 
get downgraded to junk, with tens of billions of IG paper needing to find 
a home with high-yield investors. Primary credit markets will be open 
but more discerning, with more tailored and bespoke financing solutions 
required for companies in challenging sectors or situations.” 

—Roopesh Shah, Goldman Sachs global head of the restructuring group
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Which of the following macro topics will 
have the most impact on your distressed 
decision making over the next 12 months? 
(select up to two) 

A 60% majority of survey participants expect 
financial reform and regulatory changes to have 
a broad impact when it comes to distressed 
investment decision making over the next year. 
Meanwhile, 43% of respondents named the US 
economic outlook as one of the top two macro
topics to shape their investment choices.

Increasing regulatory headwinds pose risks 
for issuers in various industries, including the 
alternative financial services space, the coal 
sector and healthcare, potentially translating to 
opportunities for investors. Regulatory changes 
can also pose problems for cross-border investors. 
“We are planning to move into Europe and invest 
there, and the change in rules and regulations will 
affect our strategies,” said a partner at a private 
equity firm. “It may make it more expensive for us 
too. We also face risks and threats, the uncertainty 
of the Eurozone and the new problems that have 
sprung up have been worrying us.”

“Many investment banks are cautiously 
approaching underwriting going into 2016. To 
the extent that they are exposed on credits, their 
primary aim will be to clear their books before 
taking on too much additional risk. If they are 
not exposed, they may see this as an opportunity 
to grab market share from more conservative 
competitors. The volatility will continue until 
confidence returns to the loan market, which 
will hopefully come in the form of stronger 
commodity prices reflecting greater demand 
from China and other emerging markets, 
stronger corporate earnings in the United States 
and increased consumer spending.” 

—Lewis Grimm, partner in Jones Day’s banking and 
finance practice

60%
Financial reform/regulatory changes

43%
US economic outlook

28%
Issues surrounding 

the Eurozone 
economy/EU

25%
Uncertainty
in emerging

markets

23%
Commodity

prices

21%
Corporate

default rates
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CoalTelecommunicationsHealthcarePower generationFinancial services

40%

19%
18%

12%
11%

Among those surveyed, 40% noted they are most 
concerned about the impact of financial sector 
regulations on securities prices. US financial 
regulation is notoriously convoluted and further 
measures aimed at decreasing systemic risk could 
cause substantial disruption to the industry. 

Just under a fifth of respondents cited each the 
power generation and healthcare industries as 
two areas where the regulatory environment 
could impact securities prices in a meaningful 
way. In the case of healthcare, respondents 
pointed to such issues as new requirements for 
record keeping, strict monitoring of research and 
development processes, and intensive licensing 

“For regulated banks, developing a financing structure that works from 
a regulatory and credit standpoint from the outset remains critical. At 
the same time, borrowers and sponsors will likely continue the trend of 
diversifying their potential financing sources at the outset of the transaction, 
especially in the traditional mid-market. Direct lenders will likely become 
increasingly active […] Regulatory restrictions will continue to be an issue 
for traditional bank underwriting. Recent syndication issues may make both 
regulated and unregulated financial institutions more cautious. With respect 
to terms, the focus is on potential maximum leverage and fall-aways. We 
may see more relatively expensive second liens with premiums to make 
some deals work from a first lien leverage perspective.”

—Danek Freeman, partner in banking and finance at Weil, Gotshal & Manges

procedures potentially swaying trading prices. 
“Healthcare players are finding it difficult to cope 
with the competitive pressures amid the regulatory 
demands for higher quality and standards,” said 
one managing director at an investment bank. 

The power generation industry, including coal, 
is also coming under increased scrutiny amid a 
push from President Barack Obama to cut carbon 
dioxide emissions more than 30% by 2030 as part 
of international efforts to address climate change. 
“Securities in the power sector are at risk,” noted 
a hedge fund chief investment officer. “With the 
Paris agreement, our country will change the way 
we invest in and generate power.”

In which sector are you most concerned about the impact of the regulatory environment  
on securities prices?
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Although the capital markets are seeing a lot of 
red, respondents to our survey maintain general 
investor willingness to forgo security for upside.

Coming in as the top two selections at 54% and 53%, 
convertible bonds and equity both nearly matched 
their selections in the 2015 Outlook, which were 57% 
and 52% respectively.  

CDSUnsecured
debt

Second-lien
debt

Private
placements

First-lien
debt

EquityConvertible
bonds

54%

26%

25%

53%

21%

17%

4%
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These results suggest that, despite tough times 
recently, distressed investors are comfortable 
with riskier plays given that convertible bonds and 
equity are at the bottom of the capital structure 
than most debt. 

“Equity will be most attractive in 2016 as businesses 
will have fewer options to raise capital and may not 
be able to satisfy their appetite with funds offered 
by financial institutions. This in turn could offer 
incentives to investors willing to take the risk of 
giving them capital, making equity a better option 
for investors and businesses,” says an investment 
director at a brokerage firm.

The third-most popular choice this year was the 
relative safety of first-lien debt, chosen by 26% of 
respondents. That compares with 24% from our 
2015 Outlook. 

Unsecured debt continues to be unpopular, coming 
in at just 17% this year, the same as in 2015. 

Which of the following instruments will offer the most attractive investment opportunities  
in 2016? (select up to two)
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What will drive primary market activity  
in 2016? 

Strategic M&A (34%) and leveraged buyouts (32%) 
will carry primary issuance in 2016, according to 
respondents. Less than a fifth (18%) suggest that 
refinancing will be the main source of volume, while 
just 12% and 4% believe deal flow will mostly back 
capital expenditures and dividends, respectively. In 
terms of ranking, these results more or less mirror 
our 2015 Outlook, in which 45% chose M&A, 23% 
chose leveraged buyouts, 13% chose refinancings 
and 19% chose capital expenditures. 

Companies buying each other will be driven by the 
need to join forces in order to capitalize on cost 
savings and the potential to be better together. 
“Strategic M&A will drive primary activity in the 
next year,” explains one private equity partner. 
“The importance of consolidation, synergy 
optimization and mutual growth benefits will  
be a consideration made by many players.”

4%
Dividend payouts

12%
Capital expenditures

18%
Refinancing

32%
Leveraged buyouts

34%
Strategic M&A

“The most persistent issue among bankers in 2015 was how regulatory 
limits restricted the ability to underwrite LBOs, especially in certain sectors 
such as tech and telecom. It can be really hard for sponsors to compete for 
assets, especially against corporate acquirers in high-multiple sectors, and 
this will likely continue to be an issue in 2016. M&A should continue to drive 
deal origination in 2016. Leveraged lending guideline limits and the state  
of the high-yield market may lead to more refinancing challenges for highly 
leveraged issuers in 2016 as compared with the last couple of years, leading  
to more defaults and an increase in restructuring deals, including distressed 
exchanges and direct lenders, or credit funds providing rescue financing.” 

—Danek Freeman, partner in banking and finance at Weil, Gotshal & Manges
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1%
Significant decrease

51%
Somewhat increase

41%
No change

3%
Significant increase

4%
Somewhat decrease

How do you anticipate your foreign 
investment percentage changing in 2016?

Given uncertainty in Europe as well as emerging 
markets, it’s unsurprising that 54% of distressed 
investors polled said that they plan to invest more 
in foreign assets this year, while just 5% responded 
that they would pull back.

“Our foreign investment will increase next year,  
as we see a range of opportunities to exploit 
in Europe and Asia with the growing economic 
weakness, giving rise to capital demands we wish  
to fulfill,” said a managing director at a private 
equity firm.

Outside of North America, where  
is the most fertile ground for sourcing 
distressed opportunities?

More than half of respondents say Europe will 
provide the most distressed opportunities after 
North America, given the continent’s sluggish 
recovery from recession. This closely matched 
our 2015 Outlook, where Europe came in at 55%.  
Similar too was how Asia was flagged by 24% of 
respondents this year, compared with 23% last year. 

Investors will look to Europe as the continent shows 
slow signs of recovery from its recession last year. 
“The factors are numerous,” says one investment 
director at a proprietary trading firm. “Firstly the 
economies are underperforming and the growth 
level is much below the expectations and on top of 
this the commodity pricing issues and shareholder 
issues keep hampering businesses.” Eurozone 
growth, for example, slowed to 0.3% in November. 

“I see more volatility coming on board. The 
only positive thing I can see coming out is that 
as the rest of the world finds itself in more of a 
challenging place to operate, there’ll be a flight 
to quality. And when you look at overall economic 
structures and where the safest place to put 
money is, it’s the US,”

—Kevin F. Griffin, CEO and CIO, MGG  
Investment Group 

56%
Europe

24%
Asia

12%
Latin America

8%
Africa
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Surprisingly, most respondents (53%) believe that 
US corporate defaults will decrease in 2016. Just 
under a third (31%) expect the rate to increase this 
year. Respondents in the fewer defaults camp — 
going against conventional wisdom — cited more 
certainty and stability in the US markets. “The US 
economy has recovered and is stronger than before, 
most businesses have successfully restructured 
their debts and financial structures, so the  
chances of defaults are lower,” said a director at  
a proprietary trading firm who took our survey.

Significant increaseSomewhat increaseNo changeSomewhat decreaseSignificant decrease
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7%

46%

16%

28%

3%

This view is at odds with available anecdotal and 
analytical evidence. For instance, the January 2016 
edition of Debtwire’s monthly Distressed Watchlist 
was up to 399 credits. That’s up 96% from the 203 
that made the January 2015 Watchlist.

“There are several indicators that things are going 
to get much worse before they get better. Junk bond 
defaults are up to 2.6% from 2.1% earlier this year,” 
Mark Liscio, partner and chair of Kaye Scholer’s 
bankruptcy & restructuring department, told 
Debtwire. “Ed Altman [finance professor at NYU’s 
Stern School of Business] predicts default rates will 
hit 3.25% by the end of this year and 4.3% next year 
— the first time since the credit crisis that they will 
breach the 30-year average of 3.8%. Add to that the 
continuing softness in the price of oil (at sustained 
levels that haven’t existed since late 2008 and early 
2009), creeping interest rates, widening dislocation in 
the credit markets, institutional concerns as to asset 
values and a skittish retail consumer, and there is 
enough evidence that we will see significantly more 
activity next year. The question on everyone’s mind is 
whether the total effect of these factors will result in 
a full market meltdown in 2016 or 2017 — a question 
of when, not if.”

What do you think will happen to US corporate defaults in 2016 compared with 2015?
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Do you expect to allocate more or less 
capital to distressed E&P companies in the 
next 12 months?

Many investors were hit hard by losses on 
E&P assets in 2015. And yet, a 70% majority of 
respondents said they will maintain or increase 
their capital allocation to the sector this year. 
Opportunities are certainly prevalent. Debtwire’s 
January 2016 Distressed Watchlist included  
161 energy credits, compared with just 95 in 
January 2015. 

The motivating factors quoted by respondents 
looking to continue investing in distressed E&P 
include rock-bottom valuations — two respondents 
used the term “throwaway prices” to describe 
current trading levels — and the possibility of an oil 
rebound. “The possibilities of growth in value are 
high in the long run,” said a managing director at  
a private equity firm.

Among the 30% of respondents looking to scale 
down their exposure to E&P, many are wary of 
further losses after a harsh 2015. A partner at a 
private equity firm said that alternative energy 
investments could be more attractive: “The returns 
need to be secure or we will not really consider 
investing in this sector — we would rather invest  
in renewable energy.”

 What do you think will happen to oil 
prices in 2016?

When it comes to predicting the price of oil in 2016, 
anyone’s guess will suffice. At the time in December 
2015 that most survey participants were asked 
their views on the price of oil, the majority had a 
bullish view on the commodity. Almost 60% said 
that oil prices will increase in 2016, which so far 
hasn’t materialized as the price of oil — at the time 
of writing in late January 2016 — had again fallen to 
less than $30 a barrel, a level not seen since 2003. 
Morgan Stanley and Goldman Sachs predict it could 
drop to $20.

Only 7% of the respondents had a bearish view, 
while 36% of the participants expected the price to 
stay the same as last year. One respondent with a 
bearish outlook said his firm is taking lessons from 
the price collapse of the last 18 months. “We did not 
think it would go below $40, but it did, and now we 
are preparing ourselves for it to dip some more,” 
said a senior managing director at a hedge fund.
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7%
Somewhat decrease

57%
Somewhat increase

36%
No change

50%
Same

30%
Less

20%
More
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Responses varied widely regarding the best way 
to invest in E&P assets, reflecting the diversity 
of strategies in the space. Among the 23% of 
respondents favoring rescue capital in the secured 
position, some argue that control can be gained 
more readily in this way, which can be leveraged 
to improve management. “The best way to invest 
in E&P-related assets would be rescue capital, as 
control can be gained and, based on experience, 
successful changes can be brought about,” said one 
respondent, an investment director at a sellside 
trading desk.

Unsecured bonds
at pennies on

the dollar

EquityBankruptcy
363 sales

Buying individual
oil wells/assets

outright at 
fire-sale prices

Secured debt
in the 

secondary market

Rescue capital
in the 

secured position
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23%

21%
20%

17%

10%

9%

A tension exists, however, between seeking 
influence over management and not wanting to 
wade in too deep. “We would purchase the debt of 
the company — it leaves us with lesser control over 
the company and an easy exit in case we need to 
pull out,” said a hedge fund managing director who 
prefers secured debt in the secondary market.

One-fifth of respondents see the best potential in 
buying individual wells – thousands of suspended 
wells from Texas to Colorado can be finished more 
efficiently than bringing new ones online. “By buying 
individual oil wells, owners can alter strategies, 
make additional investments in technology, and 
expect the investment to grow,” said another 
managing director at a hedge fund.

What is the best way to invest in distressed E&P-related assets?
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How will global supply and demand dynamics in 2016 impact pricing for industrial 
commodities (steel, aluminum, copper, zinc, coal)?

Oversupply will reign,
continuing to push

prices down

Supply cuts will take effect,
but weak demand will keep

prices at trough levels

Markets will rebalance
and prices will increase

Percentage of respondents

40%

38%

22%

A heavy fog remains over the industrial commodities 
landscape in 2016, due in part to uncertainty in the 
Chinese economy. As a result, survey respondents 
were divided in their predictions for commodity 
pricing in 2016. Twenty-two percent said the 
oversupply will continue to push down prices, 38% 
said supply cuts are coming but prices won’t budge, 
and a further 40% said  a market rebalance will lead 
to higher prices.

Leveraged investment in the mining sector has risen 
over the last decade, driven by demand from China, 
but a supply glut has formed as the pace of Chinese 
manufacturing has slowed. In 2015, the S&P 
industrial metals index saw a gradual 21% decline, 
and fell a further 6% in the first two weeks of 2016 
on the back of double-digit decreases in Chinese 
equities. Nonetheless, some respondents remained 
optimistic that commodities will eventually make a 
comeback in 2016. “Oversupply is quite prevalent, 
but there is growing demand,” said one respondent, 
the chief investment officer at a hedge fund.

“For buyside investors with technical expertise, 
the metals and mining sector presented a wealth 
of opportunities in 2015. Most of these players 
will tell you that to invest in this space, and for 
the investment to realize meaningful returns 
over the long run, you must bring geological and 
engineering expertise to the table along with an 
understanding of the complex capital structures 
that have developed over time with many of these 
companies. For investors that possess talent with 
this expertise, 2015 was a good year.

“In 2016, energy will continue to be a significant 
sector that we are watching as well as metals and 
mining. I don’t have a crystal ball, but depending 
upon, in part, the strength and performance 
of China’s economy, metals and mining may 
continue to present a hotbed of restructuring 
activity in 2016.”

—Jessica Boelter, partner in Sidley Austin’s 
corporate reorganization and bankruptcy group
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No, negative

No, no impact

Yes, positive

Percentage of respondents

62%

37%

1%

  If sanctions are lifted on Russia do you believe it will have a positive impact on the  
US economy?

US sanctions on Russia, which have been in place 
since July 2014, have effectively cut off US lending 
for Russian firms. Bilateral trade between the 
nations has also dropped significantly, from $33.1bn 
in the first 11 months of 2014 to $22.2bn in the same 
period of 2015, although that is partly the result of 
the massive fall in the value of the ruble. The US has 
extended sanctions until July 2016. 

If and when the US restrictions are lifted, 62% of  
our survey respondents believe it will have a positive 
effect on the US economy, since it will re-open a 
Russian market with an abundance of distressed and 
cheaply priced opportunities. “Removing sanctions 
on Russia will give us the access we want to that 
country — there are many investment options there 
that we just cannot tap into,” said a managing partner 
at a sellside trading desk. Repairing the US-Russia 
relationship could also bolster global economic 
stability, leading to gains for US businesses, says  
a managing director at an institutional investor.

More than a third of respondents (37%) said the 
removal of sanctions will have no impact on the 
US economy, arguing that Russia is not a major US 
trade partner. “A lift on the bans may help Russia 
grow, but our country and economy is not really 
affected by them much,” said a managing director  
at a hedge fund.
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Which political outcome is more 
beneficial to the capital markets?

Almost two-thirds of respondents (64%) say 
a Democratic president would benefit capital 
markets more than a Republican, contradicting the 
stereotype of Democrats constricting Wall Street 
activity. Democratic candidates Hillary Clinton and 
Bernie Sanders have called for measures such as  
a financial transaction tax and further legislation  
to regulate or break up big financial institutions.

Democrats would offer more protection to 
investors, focusing on egalitarian economic policies, 
say those who argue that a Democratic president 
would serve markets better. “Democrats focus on 
things such as transparency, investment protection 
and social welfare, resulting in increased stability 
for businesses and an improved investment 
landscape,” said a director of investment at an 
institutional investment firm.

Just over one-third (36%) of respondents think 
that Republicans would be more beneficial to 
the capital markets. Respondents in this group 
cite Republicans’ pro-corporate policies, their 
knowledge of the financial industry, and the fact that 
they have considerable investments, alluding to the 
correlation between wealth and Republican voting 
status. “The Republican candidates have worked in 
the markets and are aware of how they work,” said  
a managing director at a hedge fund.

64%
Electing a Democrat for president

36%
Electing a Republican

for president

How do you plan to vote for president?

Popular opinion might hold that those in the finance 
industry prefer the Republican Party, due to the 
commonly held view that the GOP is better for Wall 
Street. However, 46% of respondents to our survey    
said they planned to vote for the Democrat in the 
2016 presidential vote, compared with just 27% for 
the Republican. Survey respondents did not name 
specific candidates they favor in 2016, although 
two respondents praised Obama, saying he had a 
definite vision for the future and a positive influence 
on the economy. The Democrats tend to focus on 
improving the economic lot of all groups, whereas 
“the other party concentrates on making the rich 
even richer,” said a partner at a hedge fund. 

I don’t vote

Undecided

Republican

Democrat

Percentage of respondents

46%

27%

26%

1%
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Which political outcome is more 
beneficial to the US economy?

As with capital markets, two-thirds of respondents 
(67%) perceive the economy as having better 
prospects if a Democrat is elected president, while 
one-third say a Republican leader would benefit the 
economy more. One managing partner at a sellside 
trading desk cited the legacy of George W. Bush in 
arguing that a Democrat would be a better choice: 
“The last time a Republican took over the economy, 
we were left in a hot mess.” 

One respondent who favors the Republicans says 
a GOP candidate would promote growth more 
effectively. “It’s time to use more aggressive 
strategies for a successful future,” said a managing 
director at a sellside trading desk.

If the Fed does raise interest rates in 2016, 
what impact will that have on debt markets?

Respondents’ opinions on the impact of interest rates 
varied, with 43% saying a Fed hike would have a 
somewhat negative effect on debt markets and 21% 
projecting a somewhat positive effect. Thirty-one 
percent were predicting no discernable impact on 
debt markets and only 5% of respondents foresee  
a rate increase having a significantly negative effect.

Tom McCaughey, global head of structured 
acquisition finance and sponsor coverage at ING 
Capital, agreed. “Interest rate movements are 
unlikely to matter because they are unlikely to be 
large or frequent,” he told Debtwire in January.  
“The pervasive floors mean that cash flows for 
borrowers will not be affected until next year at  
the earliest.

MGG’s Kevin F. Griffin has a different view. “Rising 
interest rates will make it more challenging for 
companies to have ample liquidity. We think that’ll 
create future opportunity as good companies will 
have bad balance sheets that need restructuring,” 
Griffin told Debtwire.

67%
Electing a Democrat for president

33%
Electing a Republican

for president

43%
Somewhat negative

21%
Somewhat 

positive

31%
No discernable 

impact

5%
Significantly negative
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Nearly 60% of respondents believe that the Till and 
Momentive decisions on cram-up interest rates will 
see a move against secured creditors in terms of 
restructuring strategies. Forty-one percent said 
these decisions would be unlikely to have an impact 
or would have no discernable impact.
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Significantly unlikelySomewhat unlikelyNo discernable impactSomewhat likelySignificantly likely
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The Momentive confirmation decision, affirmed 
on appeal, saw secured creditors “crammed” into 
replacement notes at rates of interest below that of 
the market through the Chapter 11 plan. However, 
some have felt that these decisions arose out of 
a unique situation that might not present itself 
regularly. Nonetheless, over half of respondents 
anticipated bad news for secured lenders going 
forward. “The decisions on cram-up interest rates 
will have an impact on the secured creditors. This 
goes against their interests as they will lose out 
their position and get lower interests for their 
investments,” said one hedge fund managing 
partner who participated in the survey. 

 What is the likelihood that the Till and Momentive decisions on cram-up interest rates will 
shift restructuring strategies against secured creditors as an overall practice?
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Notwithstanding the legal standards  
of disqualifying conflicts of interest, do you 
believe that it is appropriate for an equity 
sponsor’s prior counsel to represent one of its 
portfolio companies during its restructuring?

Respondents overwhelmingly felt that it’s 
appropriate for a sponsor’s ex-counsel to represent 
one of its portfolio companies in a restructuring, 
with 69% thinking so — as long as the prior 
representations were discreet. Just 8% felt that it is 
appropriate in any circumstance, while 23% said it 
was not appropriate due to conflicts of interest.

Our question was borne out of the failed attempt 
to disqualify Caesars Entertainment Operating 
Company’s (CEOC) restructuring counsel on the 
basis that it had represented the company’s equity 
sponsor in the past. Given that the sponsor and non-
debtor parent’s prepetition restructuring actions 
have been a hotbed of litigation, some felt that the 
bankruptcy entity’s counsel was unlikely to pursue 
that litigation and more inclined to negotiate a 
favorable settlement for the sponsor.

A clear majority of respondents were not concerned 
that the desire to create a pipeline of sponsor-
related bankruptcy business would impact an 
advisor’s ability to represent its client. Those saying 
that prior representations should be discreet for 
representation to be allowed emphasized the need 
for agreements first – but also suggested that 
having prior counsel involved could be a better 
option. “If there are agreements in place it should 
be ok — if they have done this in the past discretely,  
I personally do not see any problems in prior council 
participating in the restructuring,” said a managing 
director at an investment management company. 
“They may in fact give better advice and help the 
company restructure better.”

69%
Yes, but only if prior representations

were discreet engagements

8%
Yes, always

23%
No, regardless of the prior 
representation, counsel will always
be averse to litigation in order 
to maintain a pipeline of portfolio 
company representations in 
the future
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 If the current Caesars Entertainment 
litigation in the Southern District of New York 
results in a ruling that the stripping of the 
parent guarantee on the operating subsidiary’s 
debt was impermissible under the Trust 
Indenture Act, what is the likelihood that  
there will be a decrease in out-of-court 
restructurings and an increase in Chapter  
11 filings?
 
Nearly three-quarters of respondents think that 
Chapter 11 filings will increase and out-of-court 
restructurings will decrease should the stripping of 
the parent guarantee on the operating subsidiary’s 
debt be deemed impermissible under the Trust 
Indenture Act (TIA).  Fifteen percent think there 
would be no change, while 12% felt it would be 
decidedly unlikely for the switch to chapter 11 from 
out-of-court restructuring to happen.  

Note that not all companies have debt issuances 
qualified by the TIA, and Xtract Research has noted 
a recent trend away from such issuances. When 
a restructuring company does have TIA-qualified 
notes, the question then becomes whether it 
would risk TIA-based litigation in an out-of-court 
restructuring following a loss in Caesars, or just file 
a Chapter 11.

Most respondents felt that if stripping the parent 
guarantee is held to be a TIA violation, this will 
encourage Chapter 11 proceedings in the future.  
“I think there will be more in-court proceedings or 
increase in Chapter 11 filings,” said the investment 
director at a private investment firm. “If the parent 
owners of this subsidiary are set free against the 
debts, this will give hopes to most companies about 
to face such a situation in the near-term.” 

Others were more cautious, however, and pointed 
out that parties in Caesars could always settle 
before a ruling, although time is running out. “There 
are chances of handling the case out of court, but 
it seems quite unlikely now,” says the managing 
director of an investment management firm. “The 
case has been going on for a while and has become 
quite murky. There are a lot of things that have 
come into play – if they wanted to settle this out of 
court, they should have done it sooner or now before 
it goes ahead any further.”

71%
Somewhat likely

15%
No change

2%
Significantly unlikely

2%
Significantly likely

10%
Somewhat unlikely
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  Do you think Caesars will emerge from 
Chapter 11 before the end of 2016?

Respondents were roughly split regarding CEOC’s 
prospects for a Chapter 11 exit this year. The casino 
giant filed for bankruptcy protection in January 
2015, with hopes for a swift restructuring process. 
More than a year later, the end of the case is still 
nowhere in sight. Nearly half (47%) of our survey 
respondents think Caesars is now unlikely to make 
it out of bankruptcy in under two years, even if the 
company and its creditors all agree they’d like to 
end their disputes sooner rather than later. 

“It will keep on dragging,” said a partner at  
an algorithmic trading firm. “There is too much 
at risk currently. The main company [Caesars 
Entertainment Corporation] is trying not to be pulled 
into the debt and the lawsuit, and it will try to make 
sure it can delay the deal as much as it can and 
maybe settle this outside court.”  

Developments in the case since the survey may 
dampen expectations for a quick resolution. 
Litigation is proceeding against non-debtor parent 
Caesars Entertainment Corporation in New York, 
and Chicago Bankruptcy Court Judge A. Benjamin 
Goldgar is awaiting an independent examiner’s 
report that could trigger a fresh round of litigation. 
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No, a resolution will
take more than another year

Yes, the company will
emerge in 2016

53%

47%

Are the conflicts of interest attacks on 
Kirkland & Ellis’s role in representing Caesars 
a harbinger of similar conflict of interest 
attacks to come in future cases?

Respondents who said that Caesars would not escape 
Chapter 11 by the end of the year also mentioned 
the conflict of interest attacks on law firm Kirkland 
& Ellis as a reason why the fight may be prolonged. 
Second-lien noteholders have accused Kirkland of 
improperly advising the company to waive claims 
against its non-debtor parent, a potential source of 
creditor value in the case. However, respondents 
overall were almost equally divided on whether the 
attacks would spur on others in future cases.

Those who felt that future conflicts of interest attacks 
are to be expected believe that more and more 
checks will be inevitable. “In this case we have seen 
so much conflict of interest, it is the same with other 
companies,” said one hedge fund partner. Other 
advisors taking part in similar deals may not yet 
have been revealed, the partner added. “In the future 
there will be a thorough check on companies and a 
lot of conflict of interest cases will come to light.”

Others downplayed the risk, arguing that the 
Caesars case is an example of a specific attack  
by investors to save their holdings. “This is a clear 
case where the bondholders targeted Caesar’s 
restructuring lawyers trying to sustain and protect 
their position in the proceedings, so similar 
accusations cannot be expected in all future cases,” 
argued the chief investment officer at a trading firm.
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