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Debtwire’s 2017 Distressed Debt Outlook carries over several themes from our 2016 edition –  
the most prominent being that the energy sector is still the place to be for restructuring action.

Oil & gas, along with energy services companies, 
dominated the workout game throughout 2016. 
These situations were joined in bankruptcy courts 
by the most significant US coal operators (Peabody 
Energy and Arch Coal) and two of the largest, most 
complex global alternative energy companies 
(SunEdison and Abengoa).

Yet, the moderate rebound and tenuous stabilization 
of commodity prices — namely oil and met coal — 
changed the playing field. For borrowers who were 
able to avoid early 2016 reorganizations, capital 
structure rallies led to outsized returns and spurred 
new financings. For companies already stuck 
in bankruptcy court, an uptick in trading prices 
emboldened junior creditors and shareholders to 
argue for higher enterprise valuations.

As such, the sector’s penchant for volatility —  
both on the upswing and the potential downside 

— will still command the distressed markets’ 
attention in the year ahead, according to our 2017 
outlook respondents.

In fact, our survey pool — a broad mix of PE, hedge 
fund, institutional investor, and sell-side players — 
still cites oil & gas as the most attractive sector for 
investment in 2017. More than half of respondents 
selected oil & gas as one of their three-most-
targeted sectors for 2017, with the lead growing 
further once respondents had to select their top 
sector. Outlook results also show that the oil & gas 
sector will receive an even greater allocation of 
investment than in 2016.

For those sick of hearing about energy, look no 
further than financial services, industrials and real 
estate, all of which healthy amounts of respondents 
considered ripe for investment. Real estate saw the 
greatest year-to-year gain of any sector, in terms of 
investor interest.

However, assuming such a higher-level view of the 
distressed market leads to mixed signals. On the one 
hand, corporate defaults are expected to be higher, 
creating more opportunity in the distressed space. 
But it’s telling that respondents repeatedly indicated 
plans to invest with caution. Case in point, the amount 
of investors planning to increase allocations dropped 
precipitously, while those planning to decrease 
allocations nearly doubled. Moreover, there is much 
greater pessimism on the hedge fund side about 
fundraising environments as compared to last year.

Somewhat counterintuitive to a bearish approach, 
however, is respondents signaling their preferred 
means of investing in distressed capital structures 
is through junior debt and equity, with convertible 
and unsecured bonds preferred over secured 
debt. And don’t sleep on CDS, which has seen its 
popularity soar since last year and which reared 
its head in a big way in late 2016 in connection with 
iHeartCommunications.

The broad consensus is that “market conditions” 
was the primary driver of underwhelming returns 
for hedge funds in 2016, and the macro outlook this 
year is far from clear given the political climate. 
In fact, the US presidential election was the most 
concerning macro topic for respondents, far 
outpacing anything else, including the US economic 
outlook or commodity prices. 

The general feeling was that the Trump 
administration would have a negative impact on 
the markets, with two times as many respondents 
sharing that negative sentiment instead of a 
positive outlook. Although markets rallied following 
November 7, Trump’s scattered policy views, 
penchant for dishonesty along with brewing scandals 
could turn out to be a real drag. Of course, the 
distressed investing community is a resilient bunch, 
finding hope—and yield—even in extraordinary times.

Still energized, more cautious

Andrew Ragsly
Managing Editor, Debtwire North America

Josh Friedman
Legal Analyst, Debtwire
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What percentage of your firm’s overall 
assets is dedicated to distressed debt? 

Which of the following best describes 
your firm?

Cortland Capital Market Services commissioned Debtwire to interview 100 distressed 
debt investors, including hedge fund managers, sell-side trading desks and other 
asset managers on their expectations for the North American distressed debt market 
in 2017. Interviews were conducted over the telephone in November and December  
of 2016. Responses were collated by Debtwire and are presented in aggregate. Survey 
responses are presented anonymously, with respondent commentary added to provide 
context and qualitative value to the findings.
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Have you increased your asset allocation 
to distressed investing in the last year?

Last year’s report showed a resounding 68% 
majority of respondents increasing their allocation 
to distressed debt in the past year. But this year’s 
survey tells a different story, as market participants 
are split down the middle. 

The lower year-over-year distressed allocations  
stem largely from concerns over a slow economic 
recovery and weak underlying fundamentals of 
distressed companies. “Market conditions have 
deteriorated and we are holding onto our capital,”  
said a head strategist of an international trading desk.

But other survey respondents see current market 
conditions as a classic opportunity to pounce. 
The partner of a Connecticut-based hedge fund 
said his firm will seek to “exploit the uncertain 
macroeconomic environment to get quality 
businesses at attractive valuations.”

Another investment head of a hedge fund echoed 
the sentiment, noting that there are investment 
opportunities in attractive companies that have 
been undervalued due in part to macroeconomic 
uncertainty, slow credit markets and volatile 
commodity prices.
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50%
Yes

50%
No
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How much are you planning to allocate  
to distressed debt in 2017 compared with 2016? 

Among those surveyed, 43% of respondents said 
they would allocate the same amount to distressed 
debt this year as they did in 2016. Meanwhile, the 
percentage of respondents planning to increase 
allocations dropped to 36% from 54% last year, and 
the percentage of respondents planning to decrease 
allocations nearly doubled to 21% from 11% in our 
2016 outlook. 

On the minds of investors is sluggish economic 
growth in both the US and globally. GDP growth in the 
US has been underwhelming at best, increasing from 
2.4% in 2014 to 2.6% in 2015; global figures inched 
lower to 2.6% from 2.7% over the same period.1 An 
institutional investor cited “low, deteriorating GDP”  
as one of his firm’s main reasons for cutting 
distressed allocations.

Meanwhile, recent declines in AUMs have forced 
some investors to decrease distressed investing 
activity. “We had hoped to increase our allocation 
toward alternative investments and distressed 
investing in 2017,” said an energy-focused private 
equity respondent. “But we suffered losses due to the 
collapse of energy prices and energy-related debt, 
and this has affected our plans.”

35%
Somewhat more

1%
Significantly more

6%
Significantly less

43%
About the same

15%
Somewhat

less

1. http://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG?end=2015&locations=US&start=2004
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What do you think the fundraising 
environment will be like in 2017? 

Just over one-third of respondents (34%) expect 
the fundraising environment to be favorable in 2017 
— a sharp decline from last year’s 55% majority. 
Remaining respondents leaned more heavily on 
predicting average conditions (38%) than unfavorable 
ones (28%).

Respondent commentary reveals noticeable 
differences between hedge fund and private equity 
investors. Hedge fund respondents tend to be the 
least optimistic about fundraising: one respondent 
from this group cited “the challenging leveraged loan 
market and the economic slowdown in emerging 
market economies” as two key deterrents to 
fundraising in 2017. A handful of other hedge fund 
managers said they believe increased regulatory 
burdens in the financial sector will make investors 
shy away from distressed opportunities in favor of 
lower-risk options. However, this line of thinking may 
shift under a Republican presidency.

Private equity respondents, on the other hand, see 
a much different picture. Echoing the sentiment of 
some of his peers, the managing director of a leading 
Chicago-based private equity firm said: “This year is 
likely to see a rise in the level of exits and this will free 
up significant capital for fundraisers. Private equity 
businesses looking to raise funds had a great year in 
2015 and the early months of 2016, and I feel this will 
continue. Most capital lenders trust the private equity 
market, making it easy to attract funding sources.”

2%
Significantly favorable

32%
Somewhat favorable

38%
Average

28%
Somewhat 
unfavorable
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At the time this survey was conducted, respondents 
were more concerned with the results of the US 
presidential election than any other macro topic. 
More than half — 53% — said the outcome of the 
election would be the first or second most important 
factor influencing their distressed decision-
making in the year ahead. Meanwhile, 30% said the 
economic outlook and 28% said commodity prices 
were one of the top two macro factors influencing 
their investment decisions.

Of course, some of these factors are intertwined: 
the next administration will impact regulations in 
the financial services and energy sectors, and the 
effects of these regulations will have far-reaching 
implications for the economy as a whole.

Uncertainty in
 emerging markets

Aftermath of Brexit

Economic developments
 in Asia (e.g., slowdown

 in China)

Corporate default rates

US financial reform/
regulatory changes

Commodity prices

US economic outlook

US election outcome

37%

16%

17%

13%

17%

11%

9%

19%

7%

12%

5%

9%

5%

8%

3%

12%

A sell-side trading desk respondent described 
the scope and interconnectedness of the changes 
he expects to see in 2017: “Post-election, there 
will be a significant change in fiscal and monetary 
policies, financial reform, regulations and 
macroeconomic indicators like inflation rates, 
taxation, and currency exchange rates. This, in 
turn, will impact prospective distressed companies 
and the investments in those companies.”

Which of the following macro topics will have the most impact on your distressed decision-
making over the next 12 months? (Select top two and rank them 1-2)

Key:

 1  2
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Which sectors do you anticipate allocating 
your distressed debt investment capital toward 
in 2017? (Select up to three)

Largely in keeping with last year’s most popular 
industries for distressed players, respondents are 
targeting investments in oil & gas (54%), financial 
services (49%), and industrials (47%). Similarly 
consistent are the pharma, medical and biotech 
(23%) and chemicals (17%) sectors, which both 
attracted similar percentages of respondents this 
year compared to last.

The percentage of respondents selecting real estate, 
however, has jumped from 21% in 2016 to 39% in 
2017, while the percentage of respondents selecting 
consumer/retail has declined considerably from 27% 
to 16% over the same period.

Across the board, industry-specific regulatory 
concerns are having a major impact on decision-
making. As one hedge fund respondent said of the 
energy sector: “The coal and energy generation 
spaces grapple with a lot of rules and regulations 
that interfere with growth. We expect this to impact 
security prices in the future.”

Respondents voiced similar expectations for the 
financial services industry, though the scope 
of those regulations — including the potential 
scaling-back of key parts of Dodd-Frank — will 
depend largely on the decisions made by the 
incoming administration.

Power generation

Transportation

Coal

Business services

Metals

Alternative energy

Technology, media and
 telecommunications (TMT)

Consumer/retail

Chemicals

Pharma, medical
 and biotech

Real estate

Industrials

Financial services

Oil & gas 54%

49%

47%

39%

23%

17%

16%

14%

11%

10%

8%

5%

3%

2%
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Which sector do you anticipate allocating 
the most distressed debt investment capital 
toward in 2017?

Asked to name the preferred sector of the top three 
from the previous question, oil & gas (35%) took 
the lead by far. Outside of oil & gas, respondents 
were most likely to identify industrials (17%), 
financial services (16%), and real estate (14%) as 
their top choices.

As evidence of the respondent pool’s interest in 
the oil & gas sector, later parts of this survey show 
half of respondents plan to increase their oil & gas 
allocations in 2017, with 52% of this group expecting 
to do so by 26-50% (p. 19-20).

Although commodity price volatility and regulatory 
uncertainty remain key concerns for investors 
in this space (p. 26), respondents are generally 
confident that oil prices will rebound in the long 
term — making distressed oil & gas assets ideal 
targets in the short term.

“Volatility in crude oil prices has impacted  
the core strength of energy companies and  
hit their profitability. This, in turn, has pushed 
many of these companies into the distressed 
category, making them good assets for long-
term investment.”

— Head of Investment at a Hedge Fund with over 
US$25bn in AUM

Alternative energy

Coal

Transportation

Chemicals

Consumer/retail

Pharma, medical
 and biotech

Technology, media and
 telecommunications

 (TMT)

Real estate

Financial services

Industrials

Oil & gas 35%

17%

16%

14%

6%

3%

3%

3%

1%

1%

1%
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Subordinated securities continue to be among the 
most popular for survey respondents — convertible 
bonds and equity are considered the most attractive 
options for 2017, with 52% saying both convertible 
bonds and equity are their top two choices.

These figures are consistent with the 2016 survey 
results, in which 54% of respondents favored 
convertible bonds and 53% favored equity.

This year, however, other instruments have gained 
in popularity: the percentage of respondents 
selecting unsecured debt as an attractive 
instrument jumped from 17% in last year’s survey  
to 34% in this year’s survey, with one-fifth citing  
it as their number one choice.

Also notable is that interest in CDS has increased 
even more dramatically: last year only 4% of 
respondents considered it the most attractive 
instrument, compared to 25% this year. First lien 
debt, on the other hand, has fallen out of favor: only 
17% of respondents identify first lien as their first or 
second choice this year, compared to 26% last year.

Junior secured debt

First lien debt

CDS

Unsecured debt

Equity

Convertible bonds

28%

24%

27%

25%

20%

14%

11%

14%

9%

8%

5%

15%

A shift in taste to favor lower in the capital structure 
positions is at odds with the otherwise cautious tone 
reflected throughout much of this year’s survey.

A partner at a New York-based hedge fund describes 
his firm’s shift toward convertible bonds as an effort 
to “avoid price risks and generate assured returns.” 
A sell-side trading respondent similarly explained: 
“The risks involved in convertible bonds are not very 
high and investors can be assured of returns in a 
slow-growth economy.”

Which of the following instruments will offer the most attractive investment opportunities  
in 2017? (Select top two and rank them 1-2)

Key:

 1  2
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Thirty-five percent of respondents identify strategic 
M&A as the key driver of primary market activity, 
mirroring the 34% of respondents who expected the 
same in 2016. Expectations for refinancings (17%) 
and dividend recapitalizations (7%) also remained  
in line with last year’s responses.

However, the percentage of respondents expecting 
capital expenditures to spark primary issuance 
more than doubled from 12% in 2016 to 26% in 2017. 
Meanwhile, the percentage of respondents citing 
leveraged buyouts as a leading driver declined from 
32% to 15%.

Dividend payouts

Leveraged buyouts

Refinancing

Capital expenditures

Strategic M&A

35%

21%

26%

24%

17%

17%

15%

24%

7%

14%

Slow economic growth is expected to underpin 
strategic M&A and capital expenditure in the near 
term. “Companies are finding it difficult to grow 
organically and so they are focusing on consolidation, 
synergy optimization and mutual growth benefits 
through strategic M&A,” said a partner at a 
Connecticut-based hedge fund.

Strategic M&A may be particularly high in the 
energy space. “The fall of oil and gas prices has put 
a lot of strain on American oil and gas companies, 
providing attractive opportunities to large strategic 
and financial buyers who have the ability to bear the 
repercussions of a transitory weak revenue stream,” 
said another hedge fund respondent. “As distressed 
investors, we are very much interested in this.”

Which activities will drive primary issuance most in 2017? (Select top two and rank  
them 1-2)

Key:

 1  2
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What do you think will happen to US 
corporate defaults in 2017 compared with 2016?

More than half of respondents (57%) expect an 
increase in corporate defaults this year. But the 
majority of this group (55%) expects the increase  
to be a modest one; only 2% expect the increase  
to be significant. Remaining respondents expect no 
change in default rates (24%) or a decrease (18%). 
In comparison, the majority of respondents in last 
year’s survey (53%) forecasted a decline in defaults 
compared to 2015, while 31% bet on a rise in 2016. 

Many of this year’s respondents believe corporate 
defaults will stem from the energy and commodities 
sectors. “Energy businesses with higher debt ratios 
will be pushed toward corporate defaults in the 
next year due to falling oil & gas prices. Energy 
corporates and mining businesses are under the 
most pressure due to commodity price volatility,” 
said a hedge fund manager.

What do you view as the prime culprit for 
the hedge fund industry’s meager returns?

When asked to diagnose underwhelming 
performance by hedge funds, the majority of those 
polled (62%) cited tough market conditions. More 
than a quarter (27%) blamed groupthink — herd 
mentality — and 11% pointed to a lack of talent.

Though most respondents are sympathetic to the 
challenge of investing in a volatile market, there 
are some who feel it is hedge funds’ job to navigate 
such difficulties. “The markets have been unstable 
and returns have been slow, but hedge funds have 
been investing large amounts without changing their 
strategies or taking steps to secure themselves from 
these challenges,” said one respondent.

Some commentators blame intellectual stagnation 
for lackluster returns in recent years.2 Although the 
5.24% returns recorded in 2016 mark a significant 
increase from the .04% and 2.88% registered in 2015 
and 2014, respectively, they are still a far below the 
11.12% returns from 2013 and earlier.3

55%24%

18%

2%

1%

27%

11%

62%

3. Source: http://www.barclayhedge.com/research/indices/ghs/Hedge_Fund_Index.html

2. Source: https://www.ft.com/content/c60ce09e-225d-11e6-9d4d-c11776a5124d

Key:

 Significant increase

 Moderate increase

 No change

 Moderate decrease

 Significant decrease

Key:

 Tough market conditions

 Groupthink – too much money, too few ideas

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

The percentage of respondents identifying Europe 
as the most attractive region for distressed 
opportunities has dropped from 56% in last year’s 
report to 44% this year. Conversely, the percentage 
of respondents identifying Asia has increased from 
24% to 39%. Sentiment for other regions remained 
relatively consistent.

While the percentage of respondents selecting 
Europe as their top choice declined, the shifts are 
more reflective of increased enthusiasm for Asia 
than they are a negative outlook for Europe. “A 
significant number of companies in the Asia-Pacific 
region are facing slowing growth and demand, and 
have accumulated significant debt. Investing in debt 
in these markets will help companies generate 
the capital they need to grow. Liquidity in these 
markets has been affected as well, and this has 
made it a very good opportunity for hedge funds and 
investors,” said a trader at a Chicago-based bank.

But many respondents are still convinced that 
European opportunities will abound in 2017. 
“Europe might be one of the most fertile grounds 
for sourcing distressed opportunities. Competition, 
unfavorable market conditions, high costs, and 
internal problems within companies have hit the 
growth and profitability of European businesses 
and left them in need of capital. Uncertainty 
around Brexit may add to the existing distressed 
opportunities as well,” the head of a New York-
based trading desk said.

“The European market has countries that are 
high in debt, with a lot of opportunities for 
investment. These countries are ideal because 
the market size is quite large and returns are 
more secure as compared to other markets.”

—Managing Partner at a multi-strategy trading firm 

2%
Middle East

39%
Asia

14%
Latin 

America

44%
Europe
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How do you anticipate your foreign 
investment percentage changing in 2017?

When asked whether they anticipate a change in 
foreign investment percentages in 2017, respondents 
were almost evenly split between expecting an 
increase (47%) and expecting no change at all (45%), 
while only 8% said they anticipate a decrease. These 
results represent a minor change from our 2016 
outlook, when 51% of the respondent pool anticipated 
an increase and 41% anticipated no change.

Some respondents this year say they are expanding 
their foreign investments because of disappointing 
domestic market conditions. One respondent whose 
firm will focus on Europe this year said he hopes to 
offset mediocre returns at home by shifting attention 
overseas: “We will need to invest larger amounts 
abroad as we have not been generating strong 
returns from the US market alone. We also need to 
reduce risks and diversify our returns by investing in 
markets that are predicted to grow at a rapid pace.”

A respondent who plans to focus more on Asia 
this year described a similar situation: “Our 
foreign investment percentage will change. We 
are not certain of how well our domestic market 
will perform. We have capital requirements and 
will invest abroad to fulfill those needs. Investing 
abroad will be safe for us, and will help us diversify 
risks as well.”

1%
Significant increase

46%
Somewhat increase

45%
No change

8%
Somewhat decrease
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What do you think will be the average 
natural gas price per million British thermal 
units (MMBtu) in 2017?

Most respondents expect the average natural gas 
price per million British thermal units (MMBtu) to 
range from US$3.00-3.49 (53%) or from US$3.50-
3.99 (41%) in 2017. Only 7% of respondents expect 
prices to be in the lower range of US$2.50-2.99.

One respondent in the majority provides a big-
picture view of these figures: “Expected price 
increases reflect consumption growth, mainly from 
the industrial sector, that is expected to outpace 
the growth in production over the same period. 
This increased demand is led by an increase in 
power sector consumption and consumption in the 
residential and commercial sectors.”

“The price of oil will steadily rise in 2017 as 
markets improve. Demand will increase from 
different markets around the globe.”

— CEO of a diversified proprietary trading firm  
with 21-40% of assets dedicated to distressed debt

What do you think will be the average WTI 
oil price per barrel in 2017?

Just over half of respondents (52%) predict that 
the average WTI oil price per barrel in 2017 will be 
between US$45 and US$49.99; 36% of respondents 
expect slightly higher prices in the US$50-54.99 
range. Only 6% of respondents apiece expect prices 
to be between US$40 and US$44.99 or between 
US$55 and US$59.99. These predictions generally 
mirror recent figures. In 2015, prices ranged from 
a low of US$37.19 (December) to a high of US$59.82 
(June) with dramatic month-to-month changes 
toward the middle of the year; 2016 was slightly less 
erratic, with a high of US$49.78 (October) and a low 
of US$30.32 (February).4

Multiple respondents cite decreased global supply 
as the key determinant of 2017 price fluctuations. 
A managing partner at a New York-based trading 
desk explained: “We expect oil prices to increase 
up to US$50 or US$54.99 in 2017. This will be led 
primarily by a decrease in supply as both OPEC and 
non-OPEC production is expected to decline. There 
are expectations of an increase in global demand 
over the next year, which will lead to a surge in oil 
prices over the next 12 months.”

4. Source: http://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=rwtc&f=M

52%

36%

6% 6%

53%

41%

6%

Key:
 US$40 to US$44.99

 US$45 to US$49.99

 US$50 to US$54.99

 US$55 to US$59.99

Key:
 US$2.50 to US$2.99

 US$3.00 to US$3.49

 US$3.50 to US$3.99
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Do you expect to allocate more or less 
capital to distressed oil & gas companies  
in the next 12 months?

Roughly half of respondents (51%) expect to allocate 
more capital to distressed oil & gas companies 
in the next 12 months. Thirty-nine percent of 
respondents expect to keep allocations the same, 
while only 10% plan to decrease allocations. This 
aligns with previous findings (p. 18) which showed 
oil & gas to be respondents’ top choice of sector for 
distressed opportunities in 2017.

The availability of distressed oil & gas opportunities 
is still sizeable; however, the commodity stabilization 
in the second half of 2016 has shrunk the amount 
of distress in the space. For example, Debtwire’s 
Distressed Energy and Related Services Watchlist for 
December 2016 encompassed 89 borrowers, down 
from 140 borrowers in our December 2015 Watchlist.

One New York-based hedge fund respondent 
explained: “Investing in oil & gas at this time is not 
ideal, and is a risk that even high-risk players like 
hedge funds will not be willing to take. We want 
to stay clear of the oil & gas industry. It will take 
a very long time for the sector to show some good 
progress and investing now is not a good strategy.”

39%
Same

51%
More

10%
Less
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If you expect to allocate more or less  
to the oil & gas sector, by roughly what 
percentage are you planning to increase  
or decrease your allocation?

More than a quarter of respondents (27%) expect  
to increase their allocations to the energy sector  
by 26-50%, while 22% plan to increase them by 
1-25%, underlining the strong interest on the part  
of distressed investors in the oil & gas space. 
Nearly four in ten (39%) will keep the same 
allocation to the space.

The CEO of a sell-side trading desk explained 
their rationale for seeking opportunities in the 
sector: “We may increase our capital allocation 
to distressed oil & gas companies, as we are 
expecting a lot of investment opportunities at 
attractive valuations in this sector. Moreover, due 
to the ongoing volatility in China we might target 
more distressed debt opportunities outside the 
traditional markets.”

“We are bullish on the E&P sector and are 
planning to allocate more capital to distressed oil 
& gas companies, as we have made significant 
gains from our energy exposure, barring the 
investments in the services sector, where we 
have made losses.”

— Managing Partner at a trading firm 

27%
More - 

by 26-50%

22%
More -

by 1-25%

39%
Same

1%
More - by 51-75%

4% Less - by 1-25%
4% Less - by 26-50%

2%
Less - by 76+%
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What are the best ways to invest in distressed oil & gas assets? 
(Select top two and rank them 1-2)

When asked to identify the best strategies for investing in distressed oil & gas 
assets, respondents chose deeply distressed unsecured bonds (28%) as their 
preferred securities to park their money. Nearly as desirable are investments  
in rescue loans and bonds sitting at the top of the capital structure (27%).

Equity (20%) and secured debt (18%) in the secondary market were selected as the 
most attractive strategy by approximately one-fifth of respondents. Meanwhile, 
363 sales in bankruptcy (7%) were seen as the least enticing way to get exposure 
to the oil and gas sector.

“Rescue capital in the secured position will be one of the best ways to invest 
in distressed oil & gas assets. These allow for control to be gained and 
successful changes introduced.”

—  Partner at an activist hedge fund

Bankruptcy 363 sales

Secured debt in the
 secondary market

Equity

Rescue capital in
 the secured position

Unsecured bonds at
 pennies on the dollar

28%
16%

15%

13%

27%

11%23%

19%20%

12%

21%

9%

18%

8%

26%

12%

7%

15%

Key:

 1  2



20

When asked to identify the sector in which 
securities prices would be most sensitive to 
regulatory pressures, two-thirds of respondents 
cited offshore drillers. Over 50% of them said 
financial services remains an area of concern, 
while just under a third of respondents believe the 
coal sector will be impacted by regulations. Power 
generation (21%), healthcare/biopharma (22%) and 
telecommunications (9%) ranked lower on the list.

Telecommunications

Healthcare/biopharma

Power generation

Coal

Financial services

Offshore drillers (e.g., due
 to new BOEM regulations)

48%

18%

27%

24%

13%

18%

7%

14%

5%

17%

9%

Of course, many of these concerns could turn out to 
be misplaced, given the inconsistent rhetoric flowing 
from the Trump administration and Republican 
leadership with regard to healthcare, energy and 
corporate telecom mergers. Moreover, a rollback in 
financial regulation appears more likely today than  
at the time the survey answers were given.

“We are worried about the changes in regulation 
of the power generation and offshore drilling 
industries. These sectors will be impacted quite  
a bit by environmental laws.”

— Managing Partner at a diversified trading firm

In which sector are you most concerned about the impact of the regulatory environment  
on securities prices? (Select top two and rank them 1-2)

Key:

 1  2
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Do you think the Fed will raise interest 
rates in 2017?

The large majority of respondents (71%) expect the 
Federal Reserve to raise interest rates in 2017, in 
line with official figures showing a slow but steady 
rise in the federal funds rate throughout the month 
of December.5

Respondents were careful to clarify that any 
increases will be gradual rather than sudden  
so as not to stoke further volatility in the market. 
“The US will slowly change interest rates but 
will not increase them significantly as that would 
create major problems for the economy. We expect 
the market to remain volatile and an increase in 
interest rates will only add to that volatility,” one 
respondent explained.

This part of survey was conducted prior to the 
presidential election on November 8. The results 
at the time predicted that a Trump administration 
would have a negative impact on markets, according 
to 50% of respondents. That figure is double the 24% 
of respondents who predicted a positive effect.

The outlook for a Clinton administration was 
noticeably more positive. The majority of those 
polled said it would have a somewhat favorable 
(54%) or significantly favorable (11%) effect on 
markets, while only 9% predicted unfavorable 
effects. These predictions are in sync with the 2016 
edition of this survey, in which 64% of respondents 
said a Democratic outcome would be more 
beneficial to capital markets than a Republican 
outcome. That report also indicated that 46% of 
respondents planned to vote Democrat, 27% said 
they planned to vote Republican and 26% were 
unsure. Fast-forward to today, and the market 
has rallied following Trump’s victory. However, 
the climate is still ripe for volatility given the new 
administration’s scattered messaging.

Hillary Clinton
administration

Donald Trump
administration 13% 37%

9% 26% 54% 11%

26% 24%

5. Source:  https://www.federalreserve.gov/releases/h15/

29%

71%

Key:

 Yes  No

Key:

 Significantly unfavorable effect

 Somewhat unfavorable effect

 Neutral effect

 Somewhat favorable effect

 Significantly favorable effect

What effect would a Hillary Clinton vs. Donald Trump administration 
have on markets?
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When asked to rank legal issues expected to have 
the greatest impact on restructurings in 2017, 
respondents cited third-party releases related to 
Caesars Entertainment Operating Company (27%) 
and structured dismissals related to New Jersey-
based trucking company Jevic Holding Corp (22%) 
as having the most significant impact. The second-
most influential would be changes to state or 
federal regulations (34%) and midstream oil & gas 
agreements (21%).

Trust Indenture Act (Caesars,
Education Management)

Make-wholes
(Momentive, EFH, Molycorp)

Changes in state and federal
regulation (Coal: Alpha

Natural Resources, Arch
Coal; and offshore O&G)

Midstream O&G Agreements
(“Covenants running with

the land,” Sabine Oil & Gas)

Structured Dismissals (Jevic)

Third-party releases
(Caesars)

27%

8%

22%

13%

21%

21%

16%

34%

7%

7%

7%

17%

6. Source: https://www.debtwire.com/intelligence/view/2349911?searchTerm=Jevic

The Jevic case — which centers on whether 
creditors should be paid before former employees 
— has been closely followed by the distressed 
debt community. It raises questions about the 
applicability of the absolute priority rule in the 
context of structured dismissals.6 According to one 
hedge fund respondent, the case will “provide for 
the protection of workers as well as investors, and 
will protect creditors from companies involved in 
carrying out multiple deals.” Other respondents 
are unconvinced the case will have far-reaching 
implications. Many consider Jevic an anomaly  
given its unique capital structure.

Which important legal issues from 2016 will have the greatest impact on restructuring 
markets in 2017? (Select top two and rank them 1-2)

Key:

 1  2
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How likely are plan support agreements 
or restructuring support agreements to see 
increased usage in 2017?

Plan support agreements — in which the debtor lays 
out key terms of the restructuring with stakeholders 
before entering Chapter 117 — are expected to 
increase in 2017. More than half of respondents 
(52%) say plan support agreements or restructuring 
support agreements will see increased usage in 
2017, compared to 12% who say this is unlikely and 
28% who foresee no change at all.

Answers depended largely on respondents’ views on 
future market conditions. Those who expect capital 
availability to improve assume fewer restructurings 
and therefore the declining need for PSAs. “The 
price of oil will increase in 2017 and the market will 
steadily improve. For that reason, we do not think 
the number of plan support agreements will change 
much, as capital raising will become easier and 
companies will be able to generate capital from the 
market again,” said one hedge fund respondent.

Conversely, those with a bleaker outlook are of the 
mindset that tightening capital markets will lead 
to the need for more restructurings. A New York-
based institutional investor said, “Plan support 
agreements will be used to quite an extent, as 
there are many companies in the oil & gas sector 
that have registered very low returns. This is 
problematic, because these companies now face 
the possibility of going bankrupt and will need to 
work out strategies to prevent themselves from 
being too negatively affected.”

“The price of oil will increase in 2017 and the 
market will steadily improve. For that reason, 
we do not think the number of plan support 
agreements will change much.”

— Managing Director at a hedge fund

51.5%
Somewhat likely

28.3%
No change should

 be expected

8.1%
Significantly likely

8.1%
Somewhat unlikely

4%
Significantly unlikely

7. Source: https://www.kirkland.com/sitecontent.cfm?contentID=218&section=5&subitemid=586&itemid=767
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How likely is the success of second lien 
creditors in Caesars to embolden junior 
creditors and lead to more aggressive 
litigation against PE sponsors in future cases?

The multi-year Caesars Entertainment Operating 
Company bankruptcy case has been a case study  
in the ability of junior creditors to use litigation over 
management’s pre-petition actions – mainly  
a controversial transfer of assets – as leverage 
toward negotiating a higher recovery.  

On this matter, second lien bondholders have been 
largely successful, and yet respondents are fairly 
split as to the precedent this case sets for future 
workouts. About half of respondents (51%) said the 
success of second lien creditors in the restructuring 
of Caesars Entertainment is likely to embolden junior 
creditors, and lead to more aggressive litigation 
against private equity sponsors in future cases. 
Eleven percent of respondents view this as unlikely, 
while 38% expect the case to inspire no change at all.

“The deal has not made any headway, and adding 
one more set of creditors does not necessarily 
mean there will be a change in the outcome. 
The management has already managed to get 
immunity, and only the company will be dissolved 
to pay off debtors.”

— Managing Director at a hedge fund

13%
Significantly likely

38%
Somewhat likely

38%
No change should

be expected

11%
Somewhat unlikely
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What kind of impact do you think Judge 
Shelley Chapman’s decision in Sabine Oil & 
Gas on the issue of Midstream Agreements 
and whether they contain “covenants running 
with the land” will have on oil & gas 
companies in 2017?

The majority of respondents (69%) expect the 
Sabine Oil & Gas ruling to have an impact on oil  
& gas companies going forward. Close to half (46%) 
expect this impact to be somewhat significant and 
23% expect it to be highly significant. One-quarter 
of respondents expect the ruling to have little to  
no impact at all in 2017.

As with most other cases analyzed in this report,  
it is not the minutiae of Sabine’s legal proceedings 
that concerns most respondents but rather the 
questions it raises about what will or will not be 
protected through bankruptcy. In March 2016, it 
was decided that Sabine could cancel gathering 
agreements with two pipeline companies — 
raising concerns that similarly lucrative gathering 
agreements could also be vulnerable during 
bankruptcy. More recently, in November 2016, the 
spotlight shifted to Sabine’s unsecured creditor 
committee (UCC) after they appealed a bankruptcy 
court decision that prevented them from prosecuting 
claims related to the company’s 2014 merger with 
Forest Oil Corp.8

Though multiple respondents describe Sabine as 
a “unique” animal whose situation will not parallel 
that of most other companies, one respondent 
believes the case will lead to more vigilance overall: 
“Companies will think twice before undertaking 
investments involving midstream agreements and 
will ensure that they are not putting themselves  
in a similar position to Sabine Oil’s.”

23%
Highly significant

impact

46%
Somewhat 

significant impact

25%
Little to no 

impact

6%
Not sure/no opinion

8. Source:  https://www.debtwire.com/intelligence/view/2344940?searchTerm=sabine
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What kind of impact do you think the 
upcoming Supreme Court decision regarding 
structured dismissals (Jevic) will have on 
Chapter 11 restructurings?

The upcoming Supreme Court decision regarding 
structured dismissals in the case of Jevic Holding 
Corp is expected to have a highly significant (12%) 
or somewhat significant (64%) impact on Chapter 
11 restructurings going forward. One-fifth of 
respondents expect the decision to have little  
to no impact.

Speaking for the majority, one respondent 
explained: “Payment priority schemes under 
Chapter 11 are subject to change as the Supreme 
Court identifies an increasing number of challenges 
impacting the debt environment. They are likely to 
amend the structured dismissal protocols so as to 
enable a fair and effective split that satisfies the 
investors and returns value to the financial sector.”

Many of the respondents in the 20% who do not see 
Jevic as influential believe the conditions leading 
up to Jevic’s 2008 bankruptcy would not happen 
today. As in previous findings, respondents seem 
to be well aware that distressed investing and the 
outside factors influencing it are perpetually subject 
to change.

“Jevic will not have a big impact on 
restructurings, as the deal is a case of a company 
carrying out different deals to get capital. We do 
not think this will be a problem, since lenders 
and investors have since realized the importance 
of making sure they do not enter financing deals 
with companies with a lot of debt.”

— Managing Director at a Texas-based hedge fund

12%
Highly significant impact

64%
Somewhat significant impact

20%
Little to 

no impact

4%
Not sure/no opinion
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Do you see Chapter 15 recognition 
proceedings being used more as a tool for 
large global in-court restructurings (e.g., 
Abengoa, China Fishery, Hanjin)?

Just over one-tenth of respondents are certain 
that Chapter 15 recognition proceedings will 
be used more as a tool for large global in-
court restructurings going forward. Remaining 
respondents are more apt to see this as likely 
(47%) than unlikely (21%). Only 4% see this as  
a total impossibility.

Many respondents note the practicality of 
Chapter 15 proceedings when dealing with 
multiple jurisdictions, including one respondent 
who explained: “Companies like [Spain-based] 
Abengoa, and China Fishery have already used 
Chapter 15 processes, and have started carrying 
out restructurings of their businesses in domestic 
markets. This law helps international companies 
carry out restructurings, while protecting investors 
and debtors in different regions. It also brings 
different courts closer in cases where companies 
need to restructure.” Another respondent similarly 
stated that “the structured processes of Chapter  
15 help achieve greater efficiency in the 
administration of cross-border insolvencies.”

Despite the general optimism, a significant number 
of respondents are skeptical. According to a hedge 
fund respondent, the regulatory environment is 
changing too rapidly to tell whether Chapter 15 will 
prove as effective in the future as it is now: “We 
cannot say whether Chapter 15 will continue to play 
a role in global restructurings. It has been used 
for a few deals successfully, but we expect to see 
changes in the rules and regulations — and these 
changes will impact whether Chapter 15 tools can 
even be used.”

47%
Somewhat likely

21%
Somewhat

unlikely

17%
Not sure/
no opinion

11%
Definitely

4%
No chance
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