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“The creditor’s influence over the debtor increases significantly where the
debtor is in financial distress, because the distressed debtor has fewer (and
therefore more expensive) refinancing alternatives. If the debtor is in a
financially hopeles situation, refinancing options may no longer be available
at all. Once accelerating, the loan would result in the debtor’s insolvency, the
creditor has gained significant de facto influence over the debtor’s
management. A nearly insolvent borrower will most likely be in breach of a
number of state-of-firm covenants, giving its creditors the right to accelerate
the loan. The debtor thus relies on its creditors to grant periodic waivers of
covenants for its survival.”®
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”if a firm is a creditor of its competitor, and vigorous competition by the
creditor increases the probability of the debtor’s bankraptcy, the creditor may
hesitate to compete aggressively, since this raises the probability that the debt
will never be fully repaid. Thus, in cases where the debtor is financially weak,
or where vigorous competition by the creditor may significantly raise the
probability of the debtor’s insolvency, acquisition of debt may serve as a
strategic commitment by the creditor to compete less aggresively. A firm
expending a lone to its competitor under such circumstances thereby
commits to competing less vigorously. This may induce competing firms
to behave less competitively themselves, to the benefit of the creditor.”
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