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David Forbes-Nixon, co-founder, chairman and chief executive at
Alcentra, and Eric Larsson, co-portfolio manager of the special situations
team, discuss energy, retail and other opportunities amid economic strain

VWhere to ramp up

Are macro conditions a tailwind

for the European distressed
market?
David Forbes-Nixon: We are in the very
late stages of the longest credit bull market
in history, and whilst we do not forecast a
recession, there is clearly a slowdown taking
place. Christine Lagarde of the International
Monetary Fund said recently that two years
ago about 75 percent of the world’s economies
were growing, but now about 70 percent are
slowing. Europe is seeing an economic down-
turn due to geopolitical risks and other factors
with some countries suffering a great deal,
such as Ttaly, where there is a large number of
non-performing loans on bank balance sheets.
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Furthermore, the leveraged loan market is
priced to perfection. Leveraged loan multiples
reached 5.4x last year, compared with a peak of
5.2x before the Global Financial Crisis.

Eric Larsson: Because everything is priced to
perfection, one does not need to see a big miss
in performance relative to a borrower’ target,
before it can become stressed.

So, opportunities are increasing?
DFN: The market is very fragile. We

N a slowdown

witnessed this late last year, when there was
enormous volatility on very little news. Tak-
ing 2018 as a whole, 135 European high-yield
bonds traded down 10 points or more, but
only five traded up 10 points or more, partly
because of the announcement of the end of
quantitative easing and the lack of dealer cap-
ital to support their deals. Compare this to
2017, when only 13 traded down and 63 trad-
ed up to a similar degree. Also, the European
Central Bank currently holds about 10 percent
of all European triple-B corporate bonds: this
could create an enormous potential opportu-
nity for investing in fallen angels — bonds that
have fallen from investment-grade to high-
yield ratings, perhaps in part because they are






