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Increasing Opportunity in Distressed Credit 
Beginning in late February, financial markets began to price in the escalating health and 
economic costs of a global pandemic. The introduction of increasingly restrictive social 
distancing measures across the world aimed at containing the spread of Covid-19 put a 
sudden stop to vast swaths of social and commercial activity. Simultaneously, Saudi Arabia 
and Russia initiated an oil price war which was followed by an historic collapse in oil prices, as 
markets calibrated to sudden demand reduction. The economic damage resulting from this 
unprecedented situation is likely to be significant, both in depth and duration. 
 
Ultimately, we are optimistic about the ability of the US economy to recover following a 
mitigation of the current health crisis, given the extent of fiscal stimulus, aggressive monetary 
policy and the fundamental signs of health in the US economy prior to the outbreak.  
However, the exact timing of that recovery is uncertain, given the potential for the virus to 
endure seasonally and the unknown consumer behavioral adjustments that will likely result. 
Moreover, from a risk perspective, we believe this requires underwriting a non-linear recovery 
with expected resurgences and sporadic quarantines.  
 
In Europe, where near-recessionary conditions existed pre-virus, the situation is far more dire.  
Germany, the UK, and Italy were all in, or near, recessionary environments for much of 2019.  
We believe global supply chain disruptions, reduced demand across major industrial sectors, 
and what is likely to be an almost non-existent tourism season, will combine to produce a 
more lasting correction across the European Union. The region lacks the ability to enact large 
scale and coordinated fiscal stimulus across the continent and, unlike the US, the European 
Central Bank has limited monetary firepower, given that rates are already at, or below, zero.  
 
Figure 1: Recent Peak in US Distressed Loans (USD bn) 

Source: S&P LCD, March 2008 to March 2020. 

 
As a result of Covid-19 and related events, we are seeing a clear unfolding of opportunity 
across the global credit markets.  In March, the volume of distressed loans reached a high, 
eclipsing levels reached during the global financial crisis, with more than 50% of outstanding 
loans priced at distressed levels (Figure 1).  Since then, large cap liquid credit (BB loans, etc.) 
has rebounded substantially, while the more infrequently traded, more inefficiently priced 
small cap/middle market loan universe has yet to recover.  We do not believe the full extent of 
the pandemic has been priced into the credit markets, particularly in small cap/middle market 
credit, where we expect weak earnings in the second and third quarters to cause further 
fundamental pricing pressure.  Additionally, we expect earnings misses to trigger ratings 
downgrades, which can create technical selling pressure for many of the structured vehicles 
that own the majority of the loan market.  Put simply, we believe we have only seen the “tip of 
the iceberg” with respect to distressed opportunities.    
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 Small Cap/Middle Market Distressed Opportunity 
We typically define the small cap/middle market opportunity set as issuers with USD30-
USD75 million of earnings before interest, taxes, depreciation and amortization (EBITDA) and 
less than USD1 billion market value of debt.  This segment of the market tends to exhibit three 
important differentiators relative to large cap distressed credit: (1) the space tends to be much 
less efficient as the debt is “private side”, held by relatively few lenders and information is 
scarce as the credits are not covered by trading desks, etc. (2) the investment opportunity 
tends to be “evergreen” as these companies continually face idiosyncratic credit issues 
irrespective of the market cycle for routine reasons (e.g. working capital issues, customer 
losses, integration inefficiencies, operational or manufacturing issues) and (3) the 
opportunities tend to be diversified across sectors.  By contrast, large cap distressed credit 
tends to be more efficiently priced and the opportunity set is cyclically driven, with investments 
typically concentrated in specific sectors experiencing the most acute distress.  In recent 
years, large cap distressed credit opportunities have been heavily focused on energy and 
retail.  In today’s environment, large cap distressed credit opportunities are predominantly 
focused on the first-derivate Covid-19 impacted names related to travel, entertainment, 
leisure, etc.   
 
In our experience, past “cycles” increased the opportunity set of small cap/middle market 
distressed credit by 30-40%.1 Covid-19 presents a unique outlier scenario in which a global 
economic near-shutdown has multiplied the pipeline almost three times (Figure 2).  Many of 
these opportunities are good companies, with sustainable, long-term business models and 
fundamentally sound prospects; however, we have seen their loans trade off by 20-plus points 
since February.2 These are companies we would not have expected to be available at 
distressed prices.   
 
Figure 2: Expanded US Small Cap/Middle Market Opportunities (USD bn) 
Face Value of Distressed Credit* in Small Cap/Middle Market**

Source: JPMorgan April 24, 2020. Notes: *Defined as debt with an all-in yield greater than 10%. **Small 
cap/middle market defined as companies with less than USD1 billion (market value) tranches of debt. 

 
The opportunity set in distressed credit has been widely recognized and vintages of 
distressed credit appear well-poised to deliver compelling total returns; however, we think 
there is an equally interesting story regarding the potential to take advantage of these 
opportunities with reduced risk relative to previous cycles if executed correctly.  Distressed 
transactions typically involve two distinct restructuring activities to create value.  The first is 
restructuring operational challenges within target companies, such as resolving a 
manufacturing issue.  The second is the execution risk of financial restructuring.  Most often, 
distressed investing requires both of these levers to achieve target total returns.  However, in 
the current opportunity set of small cap/middle market distressed companies, we are 
observing that very little, if any, operational restructuring may be required.  These are not 
“broken” businesses that need significant operational changes or management transitions. 
They are companies dealing with demand, liquidity, and supply chain issues that can be 
resolved in sectors where we have confidence in their post-Covid-19 business models. We 
believe the reduced need for operational restructuring will improve the risk profile of these 
investments relative to large cap distressed investments.   
 
While small cap/middle market distressed credit represents an attractive opportunity, we 
believe the effort is best pursued by credit platforms with sourcing, diligence and execution 
advantages paired with a dedicated team with experience in the segment. This segment has 
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traditionally been challenging for larger strategies looking to deploy large amounts of capital in 
single transactions while smaller stand-alone competitors lack the broad market connectivity 
and coverage. The current environment is the most significant distressed pipeline our team 
has seen in its decades of distressed investing.  We believe this opportunity will persist over 
the coming quarters and years and believe patience and discipline will be the best approach 
in capital deployment.  

 
 
1 Source: Invesco estimate, data as of May 15, 2020. 
2 Source: Invesco, data from Feb. 15, 2020 to May 15, 2020. 
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Investment risks 
The value of investments and any income will fluctuate (this may partly be the result of 
exchange rate fluctuations) and investors may not get back the full amount invested. Past 
performance is not a guide to future returns.  
 Fixed-income investments are subject to credit risk of the issuer and the effects of 
changing interest rates. Interest rate risk refers to the risk that bond prices generally fall as 
interest rates rise and vice versa. An issuer may be unable to meet interest and/or principal 
payments, thereby causing its instruments to decrease in value and lowering the issuer’s 
credit rating. 

Important information 
This document is for Qualified Investors in Switzerland, Professional Clients only in Dubai, Jersey, 
Guernsey, Isle of Man, Ireland, Continental Europe (as defined below) and the UK; for Institutional 
Investors only in the United States and Australia; in New Zealand for wholesale investors (as 
defined in the Financial Markets Conduct Act); for Professional Investors in Hong Kong; for 
Qualified Institutional Investors in Japan; in Taiwan for Qualified Institutions/Sophisticated 
Investors; in Singapore for Institutional/Accredited Investors; for Qualified Institutional Investors 
and/or certain specific institutional investors in Thailand; in Canada, this document is restricted to 
Accredited Investors as defined under National Instrument 45-106. It is not intended for and 
should not be distributed to, or relied upon by, the public or retail investors. Please do not 
redistribute this document.  

For the distribution of this document, Continental Europe is defined as Austria, Belgium, 
Denmark, Finland, France, Germany, Greece, Italy, Luxembourg, Netherlands, Norway, Portugal, Spain 
and Sweden. This does not constitute a recommendation of any investment strategy or product for a 
particular investor. Investors should consult a financial professional before making any investment 
decisions.  
       This overview contains general information only and does not take into account individual objectives, 
taxation position or financial needs. Nor does this constitute a recommendation of the suitability of any 
investment strategy or product for a particular investor. Investors should consult a financial professional 
before making any investment decisions. It is not an offer to buy or sell or a solicitation of an offer to buy 
or sell any security or instrument or to participate in any trading strategy to any person in any jurisdiction 
in which such an offer or solicitation is not authorized or to any person to whom it would be unlawful to 
market such an offer or solicitation. It does not form part of any prospectus. While great care has been 
taken to ensure that the information contained herein is accurate, no responsibility can be accepted for 
any errors, mistakes or omissions or for any action taken in reliance thereon. 
 The opinions expressed are that of Invesco Fixed Income and may differ from the opinions of other 
Invesco investment professionals. Opinions are based upon current market conditions, and are subject to 
change without notice. 
 As with all investments, there are associated inherent risks. Please obtain and review all financial 
material carefully before investing. Asset management services are provided by Invesco in accordance 
with appropriate local legislation and regulations. 
 This material may contain statements that are not purely historical in nature but are “forward-looking 
statements.” These include, among other things, projections, forecasts, estimates of income, yield or 
return or future performance targets. These forward-looking statements are based upon certain 
assumptions, some of which are described herein. Actual events are difficult to predict and may 
substantially differ from those assumed. All forward-looking statements included herein are based on 
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information available on the date hereof and Invesco assumes no duty to update any forward-looking 
statement. Accordingly, there can be no assurance that estimated returns or projections can be realized, 
that forward-looking statements will materialize or that actual returns or results will not be materially lower 
than those presented. 
 By accepting this document, you consent to communicate with us in English, unless you inform us 
otherwise. All information is sourced from Invesco, unless otherwise stated. 
 All data as of May 15, 2020 unless otherwise stated. All data is USD, unless otherwise stated. 

Restrictions on distribution 

Australia This document has been prepared only for those persons to whom Invesco has provided it. It 
should not be relied upon by anyone else. Information contained in this document may not have been 
prepared or tailored for an Australian audience and does not constitute an offer of a financial product in 
Australia. You may only reproduce, circulate and use this document (or any part of it) with the consent of 
Invesco.  

The information in this document has been prepared without taking into account any investor’s investment 
objectives, financial situation or particular needs. Before acting on the information the investor should 
consider its appropriateness having regard to their investment objectives, financial situation and needs.  

You should note that this information: 
 — may contain references to dollar amounts which are not Australian dollars;  
 — may contain financial information which is not prepared in accordance with Australian law 
 or practices;  
 — may not address risks associated with investment in foreign currency denominated 
 investments; and  
 — does not address Australian tax issues 
Issued in Australia by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, 
Melbourne, Victoria, 3000, Australia which holds an Australian Financial Services License number 
239916.  

Canada This document is restricted to accredited investors as defined under National Instrument 45-106. 
All material presented is compiled from sources believed to be reliable and current, but accuracy cannot 
be guaranteed. This is not to be construed as an offer to buy or sell any financial instruments and should 
not be relied upon as the sole factor in an investment making decision. As with all investments there are 
associated inherent risks. Please obtain and review all financial material carefully before investing. Issued 
in Canada by Invesco Canada Ltd., 5140 Yonge Street, Suite 800, Toronto, Ontario, M2N 6X7. 
 

Further information is available using the contact details shown: 
- Issued in Belgium, Denmark, Finland, France, Greece, Italy, Netherlands, Spain, Sweden, 
Luxembourg, Norway and Portugal by Invesco Asset Management SA, 16-18, rue de Londres, 75009 
Paris, France. Authorised and regulated by the Autorité des marchés financiers in France. 
- Issued in Dubai by Invesco Asset Management Limited. PO Box 506599, DIFC Precinct Building No 4, 
Level 3, Office 305, Dubai, UAE. Regulated by the Dubai Financial Services Authority. 
- Issued in Austria and Germany by Invesco Asset Management Deutschland GmbH, An der Welle 5, 
60322 Frankfurt am Main, Germany.  
- Issued in Switzerland by Invesco Asset Management (Schweiz) AG, Talacker 34, 8001 Zurich, 
Switzerland. 
- Issued in Ireland, the Isle of Man, Jersey, Guernsey and the United Kingdom by Invesco Asset 
Management Limited which is authorised and regulated by the Financial Conduct Authority. Invesco Asset 
Management Ltd, Perpetual Park, Perpetual Park Drive, Henley-on-Thames, RG9 1HH, UK. 

Hong Kong This document is provided to professional investors (as defined in the Securities and Futures 
Ordinance and the Securities and Futures (Professional Investor) Rules) only in Hong Kong. It is not 
intended for and should not be distributed to, or relied upon, by the members of public or the retail 

investors. Issued in Hong Kong by Invesco Hong Kong Limited 景順投資管理有限公司, 41/F, Champion 

Tower, Three Garden Road, Central, Hong Kong.  

Japan This document is only intended for use with Qualified Institutional Investors in Japan. It is not 
intended for and should not be distributed to, or relied upon, by members of the public or retail investors. 
Issued in Japan by Invesco Asset Management (Japan) Limited, Roppongi Hills Mori Tower 14F, 6-10-1 
Roppongi, Minato-ku, Tokyo 106-6114; Registration Number: The Director-General of Kanto Local 
Finance Bureau (Kin-sho) 306; Member of the Investment Trusts Association, Japan and the Japan 
Investment Advisers Association. 

 

New Zealand This document is issued in New Zealand only to wholesale investors (as defined in the 
Financial Markets Conduct Act). This document has been prepared only for those persons to whom it has 
been provided by Invesco. Information contained in this document may not have been prepared or 
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tailored for a New Zealand audience. This document does not constitute and should not be construed as 
an offer of, invitation or proposal to make an offer for, recommendation to apply for, an opinion or 
guidance on Interests to members of the public in New Zealand. Any requests for information from 
persons who are members of the public in New Zealand will not be accepted. Issued in New Zealand by 
Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, Melbourne, Victoria, 3000, 
Australia, which holds an Australian Financial Services Licence number 239916. 

Singapore This document may not be circulated or distributed, whether directly or indirectly, to persons in 
Singapore other than (i) to an institutional investor under Section 304 of the Securities and Futures Act 
(the “SFA”), (ii) to a relevant person pursuant to Section 305(1), or any person pursuant to Section 305(2), 
and in accordance with the conditions specified in Section 305 of the SFA, or (iii) otherwise pursuant to, 
and in accordance with the conditions of, any other applicable provision of the SFA. This document is for 
the sole use of the recipient on an institutional offer basis and/ or accredited investors and cannot be 
distributed within Singapore by way of a public offer, public advertisement or in any other means of public 
marketing. Issued in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01 
Republic Plaza, Singapore 048619.  

Taiwan This material is distributed to you in your capacity as Qualified Institutions/Sophisticated 
Investors. It is not intended for and should not be distributed to, or relied upon, by members of the public 
or retail investors. Issued in Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, 
Taiwan (0800- 045-066). Invesco Taiwan Limited is operated and managed independently.  

United States Issued in the United States by Invesco Advisers, Inc., Two Peachtree Pointe, 1555 
Peachtree Street, N.E., Suite 1800, Atlanta, Georgia, 30309.  
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