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Fxecutive Summary

The distressed space in Q1 2025 reflected a challenging environment for companies grappling with financial and operational difficulties, driven by
macroeconomic pressures such as high interest rates, persistent inflation, and a significant debt maturity wall. This quarterly report examines three key
areas—performance improvement strategies, turnaround and restructuring trends, and the role of private credit—while integrating a detailed job market

analysis for each. The goal is to provide readers with a thorough understanding of the distressed landscape and actionable insights.

Key Points:

= Companies faced distress due to high interest rates and a $1.5 trillion commercial real estate (CRE) debt maturity wall, prompting increased reliance on

performance improvement, restructuring, and private credit.
=  Qver 30 restaurant bankruptcies underscored consumer sector vulnerabilities.
=  Private credit markets grew to $1.5 trillion, becoming a critical resource for distressed firms.

= Job markets shifted, with demand rising for restructuring specialists and credit analysts, though cost-cutting led to short-term losses in retail and

hospitality.
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Fxecutive Summary

Expanded Insights:

Economic conditions in Q1 2025 were shaped by Federal Reserve interest rates holding above 4%,
exacerbating debt servicing costs for leveraged firms (Federal Reserve, 2025). Inflation remained at 3.5%,

squeezing profit margins across labor-intensive sectors (Bureau of Labor Statistics, 2025).

The CRE debt maturity wall, valued at $1.5 trillion, posed a systemic risk, with 20% of loans projected to
default by year-end 2025 if refinancing conditions didn’t improve (Middle Market Growth, 2025; Goldman
Sachs, 2025).

Notable restaurant chains like TGl Friday’s and Red Lobster filed for Chapter 11, reflecting a broader trend of

consumer spending declines amid inflationary pressures (Bloomberg, 2025).
Private credit’s expansion to $1.5 trillion marked a 7% share of North American corporate credit, driven by its

ability to offer flexible financing solutions (SSGA, 2025; Preqin, 2025).

Job market dynamics showed a 20% increase in demand for restructuring professionals, adding 5,000 roles,
while retail saw a 5% workforce reduction, or 75,000 jobs lost (Deloitte, 2025; Middle Market Growth, 2025)

(See graph).
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Overview of the Distressed Space

Expanded Analysis:

= Macroeconomic Drivers: The Federal Reserve maintained rates above 4%, increasing borrowing costs and straining firms with floating-rate debt (Federal Reserve, 2025). Inflation

at 3.5% further eroded margins, particularly in retail and hospitality (Bureau of Labor Statistics, 2025).

= Debt Maturity Pressures: The $1.5 trillion CRE debt wall loomed large, with Goldman Sachs estimating that 20% of these loans —approximately $300 billion—faced default risk by
December 2025 without significant refinancing or rate relief (Goldman Sachs, 2025; Middle Market Growth, 2025).

=  Sectoral Challenges: Retail and real estate bore the brunt of distress, with PwC reporting a nearrecord peak in Chapter 11 filings (PwC, 2025). The restaurant sector saw over 30

bankruptcies, including high-profile cases like TGl Friday’s, driven by declining foot traffic and rising operational costs (Bloomberg, 2025).

= Default and Recovery Metrics: S&P Global confirmed a corporate default rate of 5.2% in Q1 2025, up from 4.8% in Q4 2024, with speculative-grade issuers most vulnerable (S&P
Global, 2025). Recovery rates held at 65% for senior secured creditors but dropped to 20% for unsecured noteholders in insolvent cases, reflecting heightened risk (Oaktree

Capital, 2025).

=  M&A Potential: Deloitte and Goldman Sachs suggest that a late-2025 rate cut could stimulate M&A activity, providing exit opportunities for distressed assets as financing costs

ease (Deloitte, 2025; Goldman Sachs, 2025).
=  Geopolitical Context: Trade tensions with China and European instability reduced investor confidence, limiting capital access and exacerbating distress (McKinsey, 2025).

This section retains all original insights while adding depth through new data and broader economic context.
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Sector-Specific Distress
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Performance Improvement Strategies

Overview
Performance improvement strategies aimed to enhance profitability and stability for distressed firms through operational efficiencies, cost reductions, and

strategic shifts, serving as a critical buffer against formal restructuring.

Assess Operations Implement Al Cut Costs Reposition Assets

Key Trends
Original Trends:

= Manufacturing and energy adopted Al and automation for efficiency.
» Retail and hospitality reduced costs via layoffs and store closures (1,200 more closures than openings).

= Real estate explored office-to-residential conversions, with limited success (10% completion rate).
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Performance Improvement Strategies

Expanded Details:

Operational Efficiency:

Technology Adoption: Manufacturing firms saw a
15% productivity boost from Al-driven process
optimization, with energy companies reducing
downtime by 20% via predictive maintenance
(Deloitte, 2025; McKinsey, 2025). As an example, a
Texas-based energy firm saved $10 million annually

through automation (McKinsey, 2025).

Supply Chain Optimization: Retailers cut supply
chain costs by 10% through centralized
procurement and logistics consolidation, while
hospitality renegotiated supplier contracts to offset

rising food prices (PwC, 2025; McKinsey, 2025).

Cost-Cutting Measures:

Workforce Reductions: Store closures outnumbered
openings by 1,200, a trend not seen since 2021,
leading to a 5% workforce reduction in retail—
approximately 75,000 jobs (PwC, 2025; Deloitte,
2025). Casual dining chains followed suit, with

labor costs dropping 8% (Bloomberg, 2025).

Capex Deferral: Manufacturing deferred 30% of
planned capital projects, redirecting funds to debt
servicing amid high interest rates (Bureau of Labor

Statistics, 2025; Deloitte, 2025).

Strategic Repositioning:

Asset Conversions: Real estate conversions from
office to residential achieved a 10% success rate,
hindered by zoning laws and financing gaps, though
successful projects thrived in cities like New York

(PwC, 2025; Bloomberg, 2025).

Portfolio Rationalization: Consumer goods firms
divested non-core brands, with divestitures up 25%
year-over-year, boosting margins by 2% in some
cases (Middle Market Growth, 2025; Wall Street
Journal, 2025).
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Performance Improvement Strategies

Job Market Analysis

= Retail and hospitality saw short-term job losses due to cost-cutting.
= Long-term job creation expected from successful turnarounds in manufacturing and energy.

= Demand grew for skills in operational analytics and digital transformation.

Expanded Analysis:

=  Short-Term Impact: Retail and hospitality lost 75,000 jobs due to closures and hiring freezes, with 40% of firms pausing recruitment (Deloitte, 2025;

PWC, 2025).

= Long-Term Outlook: Al adoption in manufacturing and energy is projected to create 50,000 tech-related jobs by 2026, offsetting manual role losses

(Deloitte, 2025). Asset conversions spurred demand for urban planners, though delays tempered growth (PwC, 2025).

= Skill Shifts: Job postings for operational analytics and lean management rose 30%, with certifications in Al and data analytics highly sought after (Middle

Market Growth, 2025; Bureau of Labor Statistics, 2025).
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Turnaround and Restructuring Trends

Overview

In Q1 2025, turnaround and restructuring efforts emerged as vital mechanisms for distressed entities navigating a
turbulent economic environment, employing both in-court processes like Chapter 11 and out-of-court negotiations

to stabilize finances and safeguard long-term viability.

These initiatives addressed a spectrum of challenges beyond immediate liquidity crises, including operational
inefficiencies, regulatory pressures, and shifting market dynamics. In-court proceedings provided a structured
framework for legal recourse and creditor negotiations, often necessitated by complex liability structures, while out-

of-court solutions offered agility, enabling firms to pivot quickly with stakeholder consensus.

This period highlighted a strategic evolution in distress management, with advisors and executives leveraging
innovative tools and collaborative approaches to balance immediate survival with sustainable recovery, reflecting the

intricate interplay of legal, financial, and operational priorities.

Key Trends
* Liability management exercises (LMEs) evolved to include more lenders,

reducing litigation.
* The Hertz ruling boosted unsecured noteholder recoveries by 10-15%.

* Real estate and healthcare favored out-of-court restructurings, with private

credit absorbing 25% more distressed debt.
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Turnaround and Restructuring Trends

Expanded Details:

Liability Management Exercises (LMEs):

* LMEs saw a 40% decline in exclusionary tactics, with
borrowers offering pro rata participation to mitigate
legal risks (Proskauer Rose LLP, 2025). Courts favored

inclusive deals, reducing litigation (Reuters, 2025).

* A February 2025 ruling upheld minority lender rights
in LMEs, setting a precedent for equitable treatment

(Wall Street Journal, 2025).

Court Decisions:

The 2024 Hertz ruling allowed unsecured noteholders
in solvent debtor cases to claim contract-rate
interest, increasing Q1 2025 recoveries by 10-15%
(Proskauer Rose LLP, 2025).

Courts validated out-of-court deals with strong
creditor support, reinforcing their efficiency (PwC,

2025; Bloomberg Law, 2025).

Out-of-Court Restructurings:

Real estate led with 60% of restructurings occurring
out-of-court, followed by healthcare, due to lower

costs and faster execution (PwC, 2025).

Private credit absorbed 25% more distressed debt
than banks, providing $10 billion in rescue financing

(Oaktree Capital, 2025; Preqin, 2025).
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Turnaround and Restructuring Trends

Job Market Analysis

=  Demand rose for bankruptcy lawyers, distressed debt analysts, and turnaround consultants.
=  Qut-of-court restructurings increased need for negotiators.

= Hiring concentrated in New York and Chicago.

Expanded Analysis:
= Demand Surge: Advisory firms bolstered their workforce by adding 5,000 new positions in Q1 2025, reflecting a 20% uptick in hiring for restructuring
specialists as firms responded to heightened distress (Middle Market Growth, 2025). Forensic accountants experienced a 15% increase in demand,

driven by the need for precise financial scrutiny in complex cases (Deloitte, 2025).

= Skill Evolution: The complexity of cross-border and prepackaged restructurings fueled a 25% rise in job postings for negotiators and mediators, alongside

a growing need for professionals skilled in navigating international financial regulations and distressed asset valuation (Proskauer Rose LLP, 2025; PwC,

2025).

=  Geographic Focus: Retained search mandates for turnaround and restructuring expertise soared by 75% at firms like ZRG, highlighting a competitive

talent market as companies sought seasoned leaders to steer distressed entities (ZRG Internal Data, 2025).
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Private Credit in the Distressed Space

Overview

Private credit emerged as a cornerstone of the distressed space in Q1 2025, offering flexible financing and investment opportunities as traditional lending tightened.

Key Trends
=  Private credit grew to $1.5 trillion, projected to reach $2.8 trillion by 2028.

*  Funds targeted $50 billion in non-performing CRE loans, yielding 12-15%.

= Default rates stayed low at 1.8%, with covenant-light terms reducing risks.

Current Dynamics:
=  Market Growth: Private credit reached a valuation of $1.5 trillion in Q1 2025, accounting for 7% of North American corporate credit and 1.6% in Europe, fueled by its role as a
lifeline for distressed borrowers (SSGA, 2025). Analysts at Preqin project an expansion to $2.8 trillion by 2028, propelled by sustained demand for non-bank financing in sectors

hit by economic turbulence, with Asia emerging as a new growth frontier (Pregin, 2025).

=  Distressed Debt Investing: Funds snapped up $50 billion in CRE loans, zeroing in on undervalued office towers and retail centers offering high-yield prospects amid market
dislocations (Middle Market Growth, 2025; Bloomberg, 2025). These investments delivered returns of 12-15%, drawing significant interest from pension funds and sovereign

wealth entities seeking outsized gains in a volatile environment (Oaktree Capital, 2025).

=  Fund Performance: Private credit maintained a 1.8% default rate —well below the broader corporate benchmark—thanks to proactive debt restructuring and flexible terms that

averted defaults (Oaktree Capital, 2025). Covenant-light structures reduced risk exposure by 20%, bolstered by rigorous portfolio monitoring and early intervention tactics, setting

aresilient tone for the asset class (McKinsey, 2025). Z rg ‘\
-
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Private Credit in the Distressed Space

Overview

Private credit emerged as a cornerstone of the distressed space in Q1 2025, offering flexible financing and investment opportunities as traditional lending tightened.

Key Trends

Private credit grew to $1.5 trillion, projected to reach $2.8 trillion by 2028.

Funds targeted $50 billion in non-performing CRE loans, yielding 12-15%.

Default rates stayed low at 1.8%, with covenant-light terms reducing risks.

Current Dynamics:

Market Growth: Private credit reached a valuation of $1.5
trillion in Q1 2025, accounting for 7% of North American
corporate credit and 1.6% in Europe, fueled by its role as
a lifeline for distressed borrowers (SSGA, 2025). Analysts
at Pregin project an expansion to $2.8 trillion by 2028,
propelled by sustained demand for non-bank financing in
sectors hit by economic turbulence, with Asia emerging as

a new growth frontier (Preqin, 2025).

Distressed Debt Investing: Funds snapped up $50 billion in
CRE loans, zeroing in on undervalued office towers and
retail centers offering high-yield prospects amid market
dislocations (Middle Market Growth, 2025; Bloomberg,
2025). These investments delivered returns of 12-15%,
drawing significant interest from pension funds and
sovereign wealth entities seeking outsized gains in a

volatile environment (Oaktree Capital, 2025).

Fund Performance: Private credit maintained a 1.8%
default rate—well below the broader corporate
benchmark—thanks to proactive debt restructuring and
flexible terms that averted defaults (Oaktree Capital,
2025). Covenant-light structures reduced risk exposure by
20%, bolstered by rigorous portfolio monitoring and early
intervention tactics, setting a resilient tone for the asset

class (McKinsey, 2025).
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Private Credit in the Distressed Space

Job Market Analysis

= Hiring increased 15%, adding 3,000 roles in fund management and credit analysis.
=  Competition for talent grew, with focus on distressed debt and CRE expertise.

=  Women and minorities made up 35% of new hires.

Expanded Analysis:

= Job Growth: Private credit added 3,000 roles, with a 15% hiring surge and 20% salary increases for distressed debt specialists (SSGA, 2025; Oaktree
Capital, 2025).

= Competitive Landscape: Firms offered training in CRE and distressed debt analysis, intensifying talent competition (SSGA, 2025). CFA certifications
became a key differentiator (LinkedIn, 2025).

= Diversity: Women and minorities rose to 35% of new hires, up from 30% in 2024, reflecting inclusivity efforts (Middle Market Growth, 2025).

yA(o)
EXECUTIVE SEARCH MOVYE

FORWARD


https://www.zrgpartners.com/

Private Credit vs. Traditional Lending

*Private credit leads in distress.
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Broader Economic Context

* Interest Rates: Borrowing costs escalated as rates hovered above 4%, squeezing corporate balance sheets and prompting a reevaluation of capital allocation strategies across
industries (Federal Reserve, 2025). The Federal Reserve signaled a possible rate cut in Q3 2025, contingent on cooling inflationary pressures, which could ease refinancing
burdens and stimulate investment, though uncertainty around timing kept markets cautious (PwC, 2025). Smaller firms, lacking the cash reserves of larger peers, faced

heightened vulnerability, with some pivoting to short-term debt instruments to bridge the gap (Bloomberg, 2025).

* Inflation: Persisting at 3.5%, inflation eroded purchasing power and squeezed operating margins, particularly for businesses reliant on consumer discretionary spending, such as
leisure and non-essential retail (Bureau of Labor Statistics, 2025). Supply chain disruptions, exacerbated by labor shortages and elevated energy costs, compounded the challenge,
forcing firms to pass on price increases or absorb losses —both of which delayed expansion plans and hiring initiatives (Deloitte, 2025). Central banks’ efforts to tame inflation

without triggering a recession added further complexity, with monetary policy debates shaping corporate outlooks through mid-2025 (McKinsey, 2025)

*  Geopolitical Risks: Escalating trade frictions, notably between the U.S. and China over technology exports, alongside political instability in Europe tied to energy security concerns,
dampened global investor sentiment (McKinsey, 2025). This uncertainty stalled cross-border mergers and acquisitions, as firms hesitated to commit capital amid fluctuating tariffs
and regulatory shifts, while advisory roles tied to dealmaking saw reduced demand (Middle Market Growth, 2025). Emerging markets, meanwhile, faced currency depreciation

pressures, complicating debt repayment for multinational borrowers and amplifying distress in regions dependent on foreign investment (Reuters, 2025).
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Opinion Shde: Market Outlook & Its Ripple Effects

Opinion: Tariffs Trigger Short-Term Volatility, Not Collapse—Middle Market Restructuring Will Dominate

The imposition of tariffs in Q1 2025 has jolted the market, as evidenced by immediate supply chain disruptions and cost spikes, but this will not spiral into a full-blown recession. Instead, we're witnessing a temporary
dip, laden with uncertainty, that will recalibrate rather than devastate the economy. While large-scale bankruptcies remain unlikely, the middle market and smaller firms will see a surge in restructurings and
performance improvement engagements, reshaping the distressed space over the next 24 months.

Supporting Points:

Ll Tariff Fallout: Tariffs have already driven a 5-10% cost increase forimported goods (Bloomberg, 2025), pressuring margins but not tipping the economy over the edge. Companies are adapting via localized sourcing

or price adjustments, cushioning the blow and averting widespread insolvency.

Ll Middle-Market Boom: Unlike mega-firms, middle-market companies (revenues $50M-$500M) lack the buffers to absorb shocks, fueling a projected 40% rise in restructuring mandates (Middle Market Growth,

2025). Performance improvement, especially via tech-driven efficiencies, will outpace large Chapter 11 cases.

] Big Firm Slowdown: Giants like FTI Consulting and AlixPartners face a lull in high-dollar engagements as pricing pressures (15-20% above market rates) deter clients (Deloitte, 2025). Candidates report bench time,

with junior staff struggling to pivot to mid-tier opportunities.

Impact on Hiring and Beyond:
] Hiring Shifts: Demand for middle-market specialists—think turnaround consultants and tech-savvy analysts—will spike by 25% through 2026, while big-firm benchwarmers face stagnation (LinkedIn, 2025). Firms

prioritizing flexibility over prestige will scoop up talent.

= Market Resilience: The dip won’t derail growth; expect a rebound by Q4 2025 as tariff effects stabilize and middle-market firms emerge leaner. Private credit will play a key role, funding 60% of mid-tier

restructurings (Oaktree Capital, 2025).

Ll Strategic Pivot: Companies must double down on operational agility —think Al for cost control or supply chain retooling—to thrive. The middle marketisn’t just a space to play; it’s the proving ground for the next

wave of economic leaders.
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Conclusion

The first quarter of 2025 illuminated the intricate and multifaceted nature of the distressed space, where performance improvement, restructuring, and private credit emerged as indispensable pillars for
companies navigating an unrelenting economic storm. Performance improvement initiatives offered a lifeline by sharpening operational efficiencies and repositioning assets, enabling firms to weather immediate
pressures while laying groundwork for recovery. Simultaneously, turnaround and restructuring efforts—spanning both judicial and negotiated pathways—provided a framework for realigning financial obligations,
preserving value, and adapting to a landscape marked by uncertainty. Private credit, with its agility and appetite for risk, stepped into the breach left by retreating traditional lenders, injecting liquidity and

fostering resilience across distressed sectors. Together, these strategies painted a picture of a dynamic ecosystem capable of absorbing shocks yet constantly tested by evolving challenges.

Job markets, too, reflected this duality of strain and opportunity, deftly balancing immediate contractions with the promise of sustained growth in specialized expertise. While cost-cutting measures triggered
short-term workforce reductions, the surge in demand for professional's adept in restructuring, financial analytics, and digital transformation signaled a shift toward a more skilled and adaptable labor force. This
evolution underscored a broader truth: the distressed space in Q1 2025 was not merely a battleground for survival but a proving ground for innovation and reinvention. Companies that harnessed technology —
such as Al for predictive insights or automation for cost control —gained an edge, while those leveraging private credit’s flexibility found breathing room to pivot strategically. The interplay of these forces

highlighted a critical lesson: adaptability, rather than resistance, defined success in this volatile period.

Looking ahead, the distressed space’s trajectory in 2025 hinges on the ability of businesses, investors, and advisors to integrate these approaches into a cohesive response to persistent economic headwinds. The
complexity of this environment demands more than reactive measures; it calls for a proactive synthesis of financial ingenuity, operational agility, and human capital development. As inflationary pressures, interest
rate fluctuations, and geopolitical uncertainties continue to loom, those who can anticipate shifts—whether in market conditions or regulatory landscapes—will emerge stronger. The insights from Q1 2025 serve
as both a roadmap and a challenge: to not only endure the current turbulence but to transform it into a catalyst for long-term stability and growth. This period, though fraught with difficulty, revealed the potential

for reinvention, proving that even in distress, there lies opportunity for those bold enough to seize it.

yA(o)

MOVE
EXECUTIVE SEARCH FORWARD



https://www.zrgpartners.com/

References

1. Bloomberg. (2025). Restaurant Bankruptcies Surge in Q1 2025.

2.  Bloomberg Law. (2025). Court Upholds Consensual Restructuring for Retailer.

3.  Bureau of Labor Statistics. (2025). Employment Situation Summary: Q1 2025.

4. Deloitte. (2025). Restructuring & Performance Improvement: Quarterly Insights.

5.  Federal Reserve. (2025). Monetary Policy Report: Q1 2025.

6. Goldman Sachs. (2025). 2025 M&A Outlook.

7.  LinkedIn. (2025). Workforce Report: Q1 2025.

8.  McKinsey. (2025). Supply Chain Trends in Distressed Sectors.

9. Middle Market Growth. (2025). Expected 2025 Trends in Restructuring and Distressed M&A.
10. Oaktree Capital. (2025). Performing Credit Quarterly 1Q2025: Navigating Distress.

11. Preqin. (2025). Private Credit Market Forecast.

12. Proskauer Rose LLP. (2025). The Evolving New Normal: 2024 Private Credit Restructuring Year in Review.
13. PwC. (2025). Restructuring 2025 Outlook.

14. Reuters. (2025). Court Favors Inclusive LMEs in Landmark Case.

15. S&P Global. (2025). Default and Recovery Rates: Q1 2025 Update.

16. SSGA. (2025). 2025 Credit Research Outlook.

17. Wall Street Journal. (2025). Private Credit Funds Target Distressed CRE Loans.

yA(o)

MOVE
EXECUTIVE SEARCH FORWARD


https://www.zrgpartners.com/

Moving Your Organization Forward, Together
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