
Anders Maxwell has been there and
done that. A veteran of the credit markets
for more than 30 years, Maxwell has spent
the last eight of those as a managing
director for New York-based investment
bank Peter J. Solomon Co. His focus there
is on corporate restructuring and strategic
sales. His career has taken him from sales
to trading to the advisory business, and he
has worked for firms ranging from GE
Capital to Dean Witter.

What was it that initially attracted you
to leveraged finance? 

Maxwell: It really appeals to my
architectonic sense. I was trained as an
architect, and what I like doing is struc-
ture. Leveraged finance has a high con-
tent of structure and analysis. That's
what I really enjoy, that's what I was
trained to do and what I like. Your pro-
ductivity is purely a function of your
ability to think.

What attracted you to Peter J.
Solomon Co.?

Maxwell: I had had it with big firms. I
very much enjoy the advisory business, and
I do not have much interest in anything else.
That's really what Peter's committed to.You
get to a certain point in your career when

you have a working understanding of what
makes you tick, and it's just a matter of
being true to that.

How has the high yield market
changed most significantly in the past
five years?

Maxwell: The size of the market in
five years has, practically speaking,
doubled. That's extraordinary. It’s gone
from an order of magnitude of $600
billion to a number roughly twice that.
That's without getting into all these
allied debt markets. That's just talking
about junk. What's happened in terms
of compression in spreads is incredible,
almost unprecedented. The quality of
high yield has changed, and I would
argue deteriorated markedly. Just look-
ing at the proportion of new issuance
that's triple C — it's pressing 40%,
which is pretty alarming. At the same
time defaults have been de minimis.
We're talking about, practically speak-
ing, no defaults.

What the numbers are telling you is that
it's downhill from here. In other words, you
have nothing to look forward to but deteri-
oration in the performance of high yield,
and the only question is: When does it
become apparent and how dramatic and of
what duration is that collapse? 
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How do you assess the state of the
leveraged finance market today?

Maxwell: Spreads can't get tighter,
default rates can't get lower. The quality of
new issuances, if you just use credit rating
as an indication, has never been this bad. I
don't care what metric you use, the quality
of paper that's being indiscriminately pur-
chased today is deplorable.

The market has gotten much bigger
and the risks of loss are, I would argue,
higher than I've ever seen in my career. I
have some basis for saying that. I've
lived through several cycles. That's
unusual in this market and another rea-
son why things have gotten so out of
control. You've got the inmates running
the asylum. It is a market fraught with
extraordinary risk.

What are your biggest concerns for the
future of leveraged finance?

Maxwell: What is most concerning
about the market is that the liquidity here
is really a function of leverage on leverage
on leverage. ... The multiplier effect of all
that leverage is driving that market. And
when that reverses itself, which history
substantiates that it will, it will take your
breath away. I've been there and done
that. I was sitting at a trading desk in
1989 when that happened. Let me tell
you, it's no fun.

All these kids that are running around
and running these hedge funds and taking
home these breathtaking compensations,
they're going to get an education. They're
going to see what happens when markets
don't go up. That's going to impact every-
body. We're going to have people taking
some substantial losses, and I fail to see
how it's going to be limited to one or two
hedge funds.

It will seem extraordinary for those
who are living through it the first time,
but if you look back at history, this is
the nature of things and the way mar-
kets behave. They go to excess and then
they correct. We're going to have a good
old-fashioned correction.

By way of full disclosure — I've been
anticipating this for about a decade. I've
been relatively bearish for a long period

of time. I'm in awe of the markets and
the duration this market has had in
terms of its run.

You've spent a lot of time working on
restructurings. How do you see the state
of the restructuring environment today?

Maxwell: Restructuring, as it's conven-
tionally defined ... is very, very quiet, and I
think that's going to continue to be the case.

Restructuring itself is going through a
change and metamorphosis. Our industry
is changing. There's going to be more of a
premium placed on strategic thinking and
real value-added from advisors in terms of
guiding companies through an increasing-
ly dynamic environment.

In this last cycle you've seen how really
cumbersome and expensive some of these
bankruptcies have turned out to be. In part
because of the changes in law, partly
because of changes in perspective and cer-
tainly significant changes in terms of own-
ership of this debt and the sheer size of mar-
kets. You're going to see a lot of things
change in restructuring. People are going to
have to take a more pragmatic approach,
particularly if I'm right about this tsunami
coming. The market's going to change, and
change dramatically, and the way people
react is going to be different. It makes it
that much more interesting and puts that
much more of a premium on a thoughtful,
analytical approach.

Do you have a general philosophy
about investment banking?

Maxwell: Investment banking, as
people like Peter Solomon define it, is an
art, and it's an intellectual and otherwise
study in integrity. You're telling people
what you really think, and presumably
what you think is valued because it's
based on years of experience and a
thoughtful approach. It's a business that
doesn't generally exist any longer in the
big firms because the big firms have got-
ten themselves into other — what they
perceive to be as more lucrative — lines
of commerce as opposed to unadulterat-
ed and thoughtful advice.

But that's what people of my genera-
tion were trained to do. That's certainly

central to what Peter considers the com-
petence of the firm. We don't write adul-
terated research, basically pawning off
stale trading positions. We have no capi-
tal to deploy to front run our clients.
We're not in the investing business. We
don't have any inherent conflicts with
our clients. We don't have a loan fund or
a mezzanine fund or a private equity
fund. We are in the business of sharing
our thoughts as they are perceived to be
helpful or useful in issues.

Asset classes such as second-lien loans
have come of age during a healthy market
economy. How do you think they will fare
when there is a downturn in the market?

Maxwell: Generally speaking, the
lack of discipline brought to lending as
a result of this market awash in liquidi-
ty is going to come back to really cost
people significantly in terms of losses. I
would include in that high yield as well
as these derivative products including
second and third-lien positions that
have become somewhat popular in the
last two or three years. The lack of dis-
cipline in terms of buying these loans is
going to become very evident when the
market eventually changes. You're not
going to get a more benign credit mar-
ket than we have now. Things can only
get worse from here; they can't get
much better.

What I was taught when I started as a
lending officer at General Electric credit
many years ago was that it doesn't take
much talent to make a loan. The issue is
getting the money back. You're going to
have a generation of fixed income port-
folio managers that are going to learn
that lesson the hard way, in my opinion.
To put it simply, the second-lien market
is going to have the same sort of per-
formance you would expect to see in the
unsecured market. ... If you look at a lot
of the workouts over the past 18 months,
you have a number of second liens in
there where the investors have come away
with less than they bargained for. ...With
the degradation in underwriting stan-
dards, almost by definition you're going
to have very significant underperfor-
mance in this next cycle. — MS

©2007 SourceMedia Inc. and High Yield Report. All rights reserved. SourceMedia, One State Street Plaza, New York, N.Y. 10004 (800) 367-3989



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


