
Crash course
What happens when the
wheels fall off? Tens of
billions of dollars of
defaulted debt tied up in
complex structured
investment vehicles
(SIVs) have kept
restructuring
professionals busy,
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Looking for new ways to stay af loat

Anew battlefront is open-
ing up between the
world’s economies. After
a decade in which

labour cost, labour mobility and
creativity were crucial determi-
nants of success, restructuring
capacity is poised to become the
new decider.

Credit is tight around the
globe. Fears of recession have
spread from the US to Europe.
The supposed de-coupling of Asia
and other fast-growth regions
looks more doubtful by the day.

Even after opening the liquid-
ity sluices, central banks in the
US and Europe have been obliged
to rescue anchor financial insti-
tutions, while nodding through
equity injections into many
more.

Bricks and mortar companies
are crumbling as fast as house
prices in many regions. And as
cautious consumers save more
and spend less, the pain is
spreading to retailers, carmakers,
and on down the food chain.

As the flood-tide of cheap
credit recedes, an armada of
overborrowed buyouts could
soon he left high and dry, heavy
with debt and abandoned by cus-
tomers.

Right now, banks are holding
off the evil day for over-stretched
corporate clients by rewriting
covenants and fiddling with loan
contracts. Along with many of
his peers, Matthew Prest, head of
European special situations at
Close Brothers Corporate
Finance in London, says banks
are “reluctant to recognise more
write-downs”.

But as Neil Cooper, partner at
Kroll Corporate Advisory and

Restructuring observes, ulti-
mately, many corporate borrow-
ers will “hit the beach”.

As the credit squeeze enters its
second year, many restructuring
specialists are still waiting for
the spike in corporate defaults to
kick in, while the number of
companies needing help negotiat-
ing breathing space from lenders
has grown.

Mark Sterling, head of restruc-
turing at lawyers Allen & Overy,
who cut his expert teeth in the
1989-1993 downturn, argues that
today’s troubles have yet to
match the five-year Asian finan-
cial crisis that started a decade
ago.

Many others are more gloomy,
drawing parallels with the slew
of company collapses on both
sides of the Atlantic in the early
1990s. For US companies, third-
quarter results, the first contain-
ing four quarters of credit
squeeze trading, may prove deci-
sive. December 31, as companies
complete their year-end accounts,
may also prove seminal. But
most predict June 2009 as the
month of destiny.

The omens from the US, where
sub-prime home-buyers first
began to default on loans in

spring 2007, are bad. Corporate
bankruptcies increased 40 per
cent in 2007, but during the first
seven months of 2008, they were
up 143 per cent, year-on-year, to
34, 217. And according to Mike
Milani, president of PwC Corpo-
rate Advisory and Restructuring
Group, the average size of compa-
nies collapsing, measured by
assets, is surging too.

A global round of corporate
restructuring looks inevitable.
Yet history is always the same,
but different. In the past decade,
many nations in Europe and Asia
have overhauled their insolvency
regimes. There has been a global
shift from a liquidation to a
recovery culture.

Governments have realised
that in today’s globalised, freer
markets, the ability quickly to

rescue and restructure troubled
companies is central to economic
competitiveness.

The lesson came from the US,
whose economic agility has
helped make it first in, and first
out, of many economic down-
turns.

That same recovery culture
bred advisory firms, hedge-funds
and private equity forces that
now apply their skills worldwide,
in competition with home-grown
European talent and funds.

So this time round will be dif-
ferent in several ways. There is
more restructuring talent, more
widely spread around the world.
In the US, says Brent Williams,
managing director of Chanin
Capital Partners, an arm of
restructuring firm Duff & Phelps,
“there is smarter liquidity out
there”.

Not only is there “a stream of
new players to provide liquidity”,
but “things are happening a lot
quicker. The restructuring indus-
try is better able to deliver
results. Game planning prior to a
formal proceeding is now the
norm.”

In Europe, the story is more
mixed. There is no shortage of
talent in London, the continent’s
financial capital, nor of well-run
hedge funds and private equity
firms. But outside the UK, which
now has a well-proven recovery
culture, many regimes are
untested.

Professional restructuring
capacity in Asia has improved
markedly since the Asian crisis a
decade ago. Parts of the region
have opened up to private equity
and hedge funds. Many global
players now have offices in
Tokyo, Hong Kong and Beijing.

But in Asia, as in Europe, the
expected surge of insolvencies
has yet to happen.

At least, however, it can now
happen. Germany’s “new”
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