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Red dit meets the bond market
Boston & London - January 2021 was a memorable month for financial markets. GameStop
grabbed the most headlines for the meteoric rise in the prices of its shares. The focus has
rightly been on the wild gyrations in the stock prices of this and other companies as they
garnered significant increases in interest from retail investors around the w orld.
If we look a little deeper, we can see that the impact has reverberated through to the bond
market in certain instances. Let's consider the case of AMC Entertainment, one of the largest
movie theatre operators in the U.S. and a prominent player in the European market. AMC is a
long-time issuer of high-yield corporate bonds, with a combination of bonds and loans
currently outstanding.
Coming into 2021, the bond and loan prices were trading at levels indicating significant stress.
In our opinion, the company faced a reasonable probability of default or restructuri n g —
despite raising a combination of public and private debt and equity capital throughout 2 0 2 0
to ad d much needed cash to its challenged balance sheet.
As expected for a business whose revenues have been decimated throughout the pandemic,
the stock price had fallen precipitously from pre-COVID levels. That was before the Red ditinspired drama unfolded before our eyes, with the company's share price experiencing a
rapid rise — then adeep decline in the first week of February.
AMC Entertainment's rapid rise and fall in recent equity trading

Source: Bloomberg, February 4, 2021.

Here's our take on the story behind the chart:
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"Often the
unintended
consequences of
large-scale
actions can
reverberate
through financial
markets in
hard-to-predict
ways."

As a heavily shorted stock, AMC Entertainment became a buying target for a large number
of retail investors, and the stock price rose sharply in what we might describe as a frenzy.
With the share price going up, the company issued ad ditional equity to strengthen the
balance sheet. They were able to execute the transaction at a much higher price than
w ould have been possible just a few days earlier.
When the stock price climbed further, one large institutional investor converted a
$ 6 0 0 million loan to the company into equity and sold this equity hundreds of percentage
points higher than where the stock was trading at the start of the year.
No w the company has less debt on the balance sheet and a larger equity cushion sitting
underneath the remaining debt, along with more liquidity to address cash needs as it
attempts to ride out the rest of the pandemic.
Consequently, all outstanding debt tranches have rallied significantly in price.
What makes the situation so interesting is that the fundamental health of the issuer improved
without anything changing in the company's core operations. As a result, we think it is much
less likely to default on its debt or enter into a restructuring arrangement.
Bottom line: We suspect that may not be what those retail investors had in mind. But this is
just one example of what experienced investors already kno w: Often the unintended
consequences of large-scale actions can reverberate through financial markets in hard-topredict ways.

The value of investments may increase or decrease in response to economic, and financial
events ( whether real, expected or perceived ) in the U.S. and global markets. Investments in
debt instruments may be affected by changes in the credit w orthiness of the issuer and are
subject to the risk of non-payment of principal and interest. The value of income securities
also may decline because of real or perceived concerns about the issuer's ability to make
principal and interest payments. Investments rated belo w investment grade (sometimes
referred to as "junk") are typically subject to greater price volatility and illiquidity than higher
rated investments. As interest rates rise, the value of certain income investments is likely to
decline.
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