
Chart of the Month

 The IMF forecasts slowing growth in the U.S. in 2019 and 2020, but expects global growth to remain 
flat at ~3.5%. Surprisingly they predict every other region of the world to experience notable growth in the 
next 2 years, excluding the slight decline in the Euro area. 

 “Never let the truth get in the way of a good story.” – Mark Twain 

 As everyone was sitting down to enjoy one of the most important days of the year for every American 
– Super Bowl Sunday – we sat back to pause with wonder at how fortunate we are to live in this great country 
and to be covered under the umbrella of this amazing U.S. economy. After recently having traveled abroad, 
and visited a communist country, I am more grateful than ever for our economy, our mature capital markets, 
our system of government and for capitalism. We are so very lucky. Take a brief moment today to appreciate 
how fortunate and how wealthy we really are. 

  The Fed has come to the rescue of the capital markets in early 2019 and the response has been quite 
positive for shareholders, bondholders, fund managers, oil producers and just about everyone else (except 
bears).  The dark, frigid doldrums of winter have caused most of the bears to go into hibernation over the past 
month, as the stock market posted its best January in over 30 years. 

  Over the past 6 weeks, the Fed has gone from hawkish and brutish in its tone to ambiguous -- then 
friendlier -- to downright dovish and accommodating.  Did we say tightening?  Oh that is so November 2018.  
In early February 2019, the Fed is no longer talking tough about raising rates this year and maintaining stringent 
discipline to its balance sheet pruning.  By January, the Fed Chairman had come full circle like a Tom Brady 
touchdown pass falling into the waiting arms of Wall Street, just as the clock expires.  What a country!  

  Within the past week, the yield curve has shown signs of steepening, ever so slightly.  During the 2nd 
half of the month of January, yields on shorter-term treasuries have mostly stayed the same, while yields on 
the 30-year have inched higher. While subtle, this is a powerful and a trend worth watching as it could the beginning 
of a reversal in the trend toward flattening in the yield curve that was present during most of the past year. 

  As can be seen in the charts below, the global economy is slowing and global growth is becoming 
increasingly dependent on the U.S. in early 2019 for strength.  China’s economy is proving to be increasingly 
problematic and mysterious.  China is basically a mess right now, as is much of the world outside of the United 
States. Europe and all of its many problems have not been solved.  Many would say that Great Britain leaving 
the European Union (popularly known as Brexit) is not even close to the most pressing issues facing the European 
economies. Shrinking populations, shrinking economies, ballooning government debt, massive entitlement 
programs and civil unrest are just a few of the problems that probably dwarf Brexit. 

  Why is all of that important?  Because despite what anyone might wish or desire, the global economy 
in 2019 is exactly just that – global. What happens in China and in the Chinese economy and what happens in 
Europe and in the European economy affects everyone else in the world and it certainly affects us here in the 
United States.  If China slows down dramatically and if Europe contracts, it will be felt in our own GDP numbers.   

  Look for more fallout from Venezuela, as well.  Cuba and much of the Caribbean countries are closely 
tied to Venezuela, which is in for quite a wild ride in 2019.  

  Our economy is the largest, most stable and most sophisticated in the world and it will stay that way 
for the foreseeable future.  Thank goodness for that.  We should all be grateful that is the case. 

 - Phil Kain

Rush Street Capital is a boutique financial advisory firm that specializes in all 
aspects of debt: debt private placements, debt advisory, debt market surveys, 

mergers and acquisitions advisory, debt restructuring, special situations, and 
capital markets.
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 December was a rough and bumpy flight to end 2018. The fourth quarter wiped out any and all gains for 
the year as major indices experience days of serious losses and volatility. Given the Fed’s decision to be more 
cautious on interest increases, 2019 has started much better, calmer, with diminished volatility and increased 
optimism. As Benjamin Graham famously said, “In the short run, the market is a voting machine but in the long run, 
it is a weighing machine,” and right now the stock market feels much more like a voting machine. With this paradigm 
in hand, we’ll explore why the market is voting in the other direction now and how long these “votes” might last.  

Chart I

Source: Vanguard, Bloomberg, WSJ

 As we highlighted last month, the credit market experienced a number of changes to finish the 
year. Leveraged loan volume grinded to a halt. As Chart II shows, Net Launched Volume of leveraged loans 
dropped dramatically, and is off to a slow start in January. While one could argue that the decrease in “Net 
Launched Volume” is just a product of the seasonal decreased activity in Q4, the drop off is exceptional. 

 Surprisingly, during the volatility last month, “Large-Corporate” pricing in leveraged loans shot-up 
over Middle-market loans. This change likely has to do with investor demographics between Large-Corporate 
investors and Middle-Market investors. The funds and investors that invest in only the safest of securities 
(which can include corporate bonds) naturally have a lower risk tolerance, therefore they decreased their 
holdings of perceived riskier corporate bonds in favor of Treasuries during the recent bout of volatility. The 
consequences of this were evident as the 10-Year Treasury fell below 3% again.

 By connecting these events to market trends and conditions as a whole, the market might have 
simply taken a breather as it assessed the future of interest rates. From recent experience, lenders still have 
a healthy appetite for new deals. Base interest rates are now approaching or are at long-term growth rates 
requiring borrowers to be more judicious and thoughtful with their credit decisions. A pause in interest rates 
may give the market what it needs to continue on or it’s pushing out many would-be borrowers; signaling 
decreased credit activity is ahead. 

Chart II

Source: LevFin Insights 

 Another drop-off in Q4 was global M&A activity. As reported by the Financial Times, not only was the 
value of global M&A down to its lowest level in 5 years, the number of deals decreased dramatically. Per the 
data below, the sub-8,000 deals completed in Q4 2018 was lower than any quarter in the past 11 years. Quite 
simply, financing a deal is more difficult when the biggest purveyor of capital to the M&A market, leveraged 
loans, takes a pause. 

Chart III

Source: Financial Times

 Finally, private equity fundraising cooled off in 2018. After years of non-stop fundraising, total activity 
as measured by the number of funds “Launched”, “Closed”, etc. dropped with as much of a pronouncement 
as leveraged loan volume. It should be noted that fundraising and aggregate dry powder in private equity 
has remained consistently elevated in recent years. Regardless, the cumulative signs point to substantial 
risk-aversion in the private capital markets.

Chart IV - Private Equity Fund Launches 

 

 

Source: S&P Capital IQ

 If one places a greater weight on the health of the financial economy for the direction of the economy as 
a whole, then the events of Q4 suggest the likelihood of a recession has increased. Lower deal volume, fewer 
loans and negative returns in major public equity markets suggests the economy is headed for lower growth 
ahead. Accordingly, the New York Fed has increased its expectation for a recession in the next 12 months. 

 Chart V forecasts the probability of an recession occurring in 2019. By December 2019 that probability 
is up to a period high of 21.35%. Reviewing the graph, one can see that the probability of a recession doesn’t 
have to be 100% for an actual recession to be occurring. Ironically, in 2008 it appeared that the model did a 
poor job predicting the recession and its duration. 

Chart V

Source: New York Federal Reserve

 Despite its inaccuracy at points, the model has merit and is capturing the changes in the economy. 
After just a month in 2019, there are still a number of open-ended decisions to be made paired with less expansive 
policy in the U.S. While this might not lead a recession immediately, the market needs to be prepared for the 
greater likelihood of lower growth in the years.  

 One certainty is the waning tax benefits. As the Ricardian equilibrium argues, consumers and businesses 
are forward looking, so, they have already adjusted their spending to account for higher tax (or decreased 
benefits) in future periods. Therefore, the tax benefits received last year simply produced an abnormal benefit, 
temporarily increasing GDP but unfortunately doing little to increase growth in the long-run. 

 The reality of this can be seen by appreciating that the tax benefits to businesses in 2019 will be less 
than 2018, but still greater than prior years. Since businesses, did little out of the ordinary to take advantage 
of these tax breaks (increase CAPEX) when they were the greatest, it’s questionable whether much will be 
different in 2019.  

 The other certainty (at least for now) is that the Fed will continue its Quantitative Tightening, or fancy 
speak for decreasing it asset holdings, which decreases cash in the system. While the process is as “boring as 
watching paint dry” it is nonetheless of major consequence. Lenders, investors, capital providers will eventually 
start to see less cash in the financial market as the Fed cashes in its assets. 

 Appreciating these changes, it’s less surprising that loan volume, fundraising and M&A activity decreased 
more noticeably in Q4. As debtors; the U.S. government, businesses, banks, are now spending more of their 
income paying back interest due to higher interest rates and the principal payments are being pulled out 
of the system, through decreased holdings by the Fed. This process is intended to provide the economy a 
soft-landing but other more volatile events are on the horizon to disrupt this. 

 Uncertain macroeconomic events seem to be reaching a fever-pitch at the moment. Trade negotiations 
with China are vague, the longest government shutdown that could be followed by another shut-down, China’s 
growth continues to slow-down (although to the skeptic, this is far from new), Brexit looks increasingly uncertain 
and political protests in Europe are popping up. The desired soft landing is becoming an increasingly difficult task. 

 What is a soft-landing though? Is it simply the Fed’s way of euphemizing a recession? Is it guiding the 
economy to no growth, low growth, negative growth? It elicits thoughts of a figurative jumbo-747 labeled as 
the “US Economy” trying to land safely in a rough storm over the continental United States. When in reality, 
the economy should not be thought of as a mechanical action to be manipulated but a natural phenomenon. 

 The Fed has certainly done a fine job helping the economy avoid an even worse recession but the 
extent of aid can only go so far. Economies, demographics, consumer and business decisions change. What 
should not change is allowing the market to choose the best investments, the best loans and best business 
decisions, and that includes reduced activity and a proper scale to weigh the best investments. 

State of the Markets 
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Lower Middle Market: Twin Brook backs Blue Point’s LBO 
of W.A. Kendall

 Twin Brook Capital Partners provided financing to 
support Blue Point Capital Partners in its leveraged buyout 
of W.A. Kendall & Co., according to sources.
 W.A. Kendall is a provider of vegetation 
management services—including tree trimming, mowing, 
line clearing, debris removal, storm restoration, and other 
services—to utility companies in the southeastern U.S. Blue 
Point invested in the Lawrenceville, Ga.-based company 
from Blue Point Capital Partners IV LP, which closed in 
January 2018 at its $700 million hard cap.
 Blue Point typically invests in manufacturing, 
business services, consumer and value-added distribution 
companies with $20 million to $300 million in annual 
revenue and EBITDA greater than $5 million.
 Twin Brook, the direct lending subsidiary of Angelo 
Gordon & Co., targets senior financing opportunities up to 
$400 million with hold sizes ranging from $25 million up to 
$150 million. The Chicago-based firm provides financing 
to support sponsor-led buyouts and recapitalizations of 
companies with $3 million to $50 million in EBITDA, with 
an emphasis on companies with $25 million of EBITDA and 
below.
 BB&T Capital Markets served as the financial advisor 
to W.A. Kendall in connection with the transaction.

– Thomas Dunford
thomas.dunford@levfininsights.com
212.205.8552

Lower Middle Market: Capital Southwest provides $10M 
split-lien TL for refi at Ace Gathering

 Capital Southwest Corp. today said it provided a 
$10 million split-lien term loan to support a debt refinancing 
at Rock Hill Capital portfolio company Ace Gathering 
Holdings. Capital Southwest is the lender and administrative 
agent on the term loan facility.
 Ace is a provider of crude-oil gathering and 
oil-recovery services to oil producers, saltwater disposal 
operators and other service companies throughout Texas. 
Rock Hill announced its investment in the Katy, 
Texas-based company in December 2017.
 Rock Hill focuses on investments in industrial 
services and industrial products providers in the South 
and Southeast with less than $10 million of annual EBITDA.
Capital Southwest is an internally managed BDC with 
about $308 million in net assets as of Sept. 30. The 
Dallas-based lending firm focuses on supporting the 
acquisition and growth of middle-market companies with 
investments of $5 million to $25 million across the capital 
structure, including first-lien, unitranche, second-lien, 
subordinated debt and non-control equity investments.

– Thomas Dunford
thomas.dunford@levfininsights.com  
212.205.8552

Lower Middle Market: NXT-ID signs letter of intent to refi-
nance into $16.5M TL at L+1,100 ahead of payments division 

spinoff
 NXT-ID Inc. today announced the signing of a 
letter of intent for a new three-year, $16.5 million senior 
term loan (L+1,100) to refinance its existing loan facility 
and pay for accrued interest and costs associated with 
the refinancing.
 The term loan proceeds will also provide ongoing 
working capital, funds for future expenditures and capital 
for general corporate purposes.
 The terms of the letter of intent require NXT-ID 
to complete the spinoff of its payments division, including 
its Fit Pay Inc. subsidiary and other assets, within 15 
days of the term loan’s closing. NXT-ID in September 
announced its intention to separate its payments, 
authentication and credential management business 
into an independent company and distribute those 
shares to NXT-ID shareholders through a spinoff. The 
new company, PartX Inc., will include the assets 
acquired in the May 2017 business combination with 
Fit Pay, as well as the payment, authentication and 
credential management assets previously developed by 
NXT-ID. PartX is applying for listing on Nasdaq.
 NXT-ID anticipates closing the term loan within 
45 days of the Jan. 10 signing of letter of intent.
The company in May 2018 refinanced into a five-year, 
$16 million senior secured term loan (L+950) provided 
by Canadian direct lender Sagard Credit Partners.
NXT-ID provides a platform of technology products 
and services that enable the Internet of Things. The 
Sebastian, Fla.-based company is listed on Nasdaq 
under the symbol NXTD with a market capitalization of 
$27 million. For the nine months ended Sept. 30, NXT-ID 
generated revenue of $13.1 million for a net loss of $3.9 
million, compared with $11.7 million in revenue for a 
net loss of $6 million in the year-earlier period.

 – Thomas Dunford
thomas.dunford@levfininsights.com
212.205.8552

Lower Middle Market: Capitala provides $33M in senior debt 
to Chicken Soup for the Soul

 Capitala Group today said it invested $33 million in 
senior debt for Chicken Soup for the Soul.
 Chicken Soup for the Soul is a multi-platform media 
and consumer products company focused on producing 
inspirational stories and content. The Cos Cob, Conn.-based 
company has sold more than 100 million books to date.
 Capitala’s investment closed in the fourth quarter. 
The firm’s lower-middle-market investment strategy 
focuses on investing in debt securities with minority 
equity co-investments at enterprise values less than $250 
million. The firm’s growth fund strategy targets control and 
minority equity investments, typically coupled with credit 
investments, in lower-middle-market companies at 
enterprise values less than $30 million.

 
– Thomas Dunford
thomas.dunford@levfininsights.com
212.205.8552
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Proud Members Of

Video Log From Lending Conferences 
In Las Vegas

“An entrepreneur is someone who jumps off a cliff 
and builds a plane on the way down.” 

--Reid Hoffman

“Fearlessness is like a muscle. I know from my own 
life that the more I exercise it, the more natural 

it becomes to not let my fears run me.” 

--Arianna Huffington
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