
Chart of the Month

 Happy New Year everyone!  Lots of frenetic activity and action as we begin 2019, a carryover from a turbulent 
4th quarter of 2018. 

 The debt markets have turned substantially negative over the past 6 months. We are seeing a pickup in restructuring 
activity and lenders are more nervous as we begin 2019. There are significant headwinds for the global economy 
and the capital markets. Lenders seem weary - like a tired runner, nearing the end of long-distance race.  

 The junk bond market is continuing to languish (see chart below), and experience tells us that it is only 
a matter of time before this filters down to the Middle Market. It doesn’t take an expert chart-reader to note the 
negative trend in junk bond issuance - from $23 billion in September to $0. 

 Prosperity and rising economies often lead to complacency. We are creatures of habit and can get 
lulled into a false sense of security. Functioning debt markets are taken for granted like apps on a smartphone. 
It is only when they begin to malfunction that we start to realize our dependence on them had become acute. 
If the economy is like an engine, debt is the fuel and the debt markets are the oil that keeps all of the parts of 
the engine moving and flowing freely and easily. We are starting to see real disruptions in the debt ecosystem 
and there is growing uncertainty about the near-term outlook.   

 Could things normalize and reset?  Sure, they certainly may and we hope that they do.  However, in 
the meantime, we think it is better to be safe than sorry – to hope for the best, but expect the worst.  No one 
ever got wet because they brought an umbrella.  The time is now to consider restructuring and buttressing a 
company’s balance sheet, whether large or small, regardless of industry or outlook for 2019.

- 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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 The credit markets in 2018 experienced momentous changes. After two years of consistent rate increases, 
the Fed has decided future increases will be less certain. Quantitative tightening has continued on in the background 
as well. For some, the market changes that occured to finish the year were a surprise, after all, economic data has 
been positive! For those that have kept a close eye on the changes in the credit markets, December, and 2018 as a 
whole were a resounding sign of previously anticipated changes.

 The yield curve continues to be a topic of discussion, and by all means should be. After eight years of relative 
stasis, the yield curve has changed substantially. Market participants continue to wait for the 2 year to 10 year inversion, 
the December market sell-off only heightened those fears. The real takeaway on this trend is that sentiment in the 
credit market has dramatically changed. Investors are demanding a greater return and shedding low quality assets 
for long-term safety. The 30+ year old bond bull market may finally breathe its last breath in the next recession. 
Governments have simply not done enough to strengthen their balance sheets and reduced debt loads from the 
last financial crisis. Such a burden will hamper its ability to administer a similar level of stimulus in the next recession.

 The two graphs in Chart I show the trend of the yield curve over the last 6 near year-end and the more pronounced 
inversion in mid-term rates to start 2019.
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 Chart II below shows the market’s probability of a hike leading up to the next FOMC meeting. The orange 
line shows the Dec. 2018 probability of a rate hike which differed from prior periods.Throughout December, the 
market didn’t show nearly as much confidence in a rate hike as time to the FOMC meeting decreased. This 
uncertainty transferred into the January 2019 decision with a thud. This chart is from December 21st the day 
the NASDAQ officially entered bear-market territory and the hours before the Federal Government shutdown 
loomed. If the Fed stops increasing rates, and a recession occurs, this will be the lowest the Fed Funds Rate 
has been at prior to a recession. Rates this low, speak to concerns about authorities having little in the way of 
ammunition to ease the burden of the next downturn.  

Chart II
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 Quarter 4 saw another new trend in the credit markets, the S&P leveraged loan price index decreased 
dramatically in Q4. Leveraged loans, which are typically based off LIBOR rates have not performed well. From 
a high of over 98.5 cents on the dollar to below 95 cents on the dollar in December, investors demand for 
leveraged loans is waning.

Chart III

 Source: Bloomberg

 Similarly, the last quarter of 2018 saw billions of dollars outflow from speculative loan funds and loan 
funds in general. Substantial outflows goes hand-in-hand with lower pricing, and further demonstrates the 
flight to quality. The headwinds in the credit market include rising rates, quantitative tightening, trade uncertainties, 
partial government shutdown, and decreased fiscal stimulus, the leveraged loan market will not look the 
same in 2019. 

Chart IV

 Source: Bloomberg

 Finally, if we zoom into the last three months of the year and incorporate all loan funds, we can see 
how impressive the outflow of money from the credit market has been. 

Chart V

 In another area of the credit market, the yield to worst on corporate bonds has hit its highest mark 
in December for 2018. One market participant was quoted saying, “‘Classic risk-off feel in credit markets. 
Junk-bond yields are rising at a much faster clip than investment-grade ones, with the gap between the two 
increasing to the most since 2016. While an imminent default cycle seems unlikely, more downgrades from 
IG to HY seem probable.’” The top green section shows the relative spread between investment grade bonds, 
4.25% to junk-bonds 7.92%. The bottom green section shows the absolute spread difference of 3.67%. 

Chart IV

 Finally, on the retail side of credit, smaller and mid-sized banks are having mixed feelings on rising 
rates. While rising rates allow banks to charge higher interest rates on loans, the disproportionate rise in their 
cost of funds quickly squeezes spreads. Larger national and multinational banks are better suited to handle 
these changes through flexible rate products, interest rate swaps, etc. Smaller banks are not as well suited 
and are seeing their interest margin decrease, chart below. Such margin compression is likely to constraint 
and restrict local lending as banks require higher interest rates to cover their rising costs of funds. Essentially, 
we’re witnessing the active flow through mechanism of higher rates affecting the real economy. 

Chart VII

 To conclude, after two years of steady monetary policy the credit market finally is facing a major 
inflection point. As mentioned, the 30+ year bond bull market and more generally credit markets will face 
serious tests in 2019, especially as global growth continues to be out of sync. 

 Interest rates across the Treasury Yield curve are now at levels that is likely to exceed U.S. growth in 
2019 and certainly in the years ahead. Such a scenario is manageable under normal debt loads but with a 
federal debt load greater than annual GDP, and low inflation, how and when credit is used in the future will 
be different. The first instance of this will occur during the next downturn when central governments and 
banks have less flexibility to support the economy due to the left-overs from the last recession. 

Yes, The Debt Capital Markets Have Changed! 

https://www.cmegroup.com/trading/interest-rates/countdown-to-fomc.html
https://www.bloomberg.com/news/articles/2018-12-19/eaton-vance-lord-abbett-seen-shedding-risky-loans-amid-rout
https://www.bloomberg.com/news/articles/2018-12-13/u-s-leveraged-loan-funds-lose-cash-at-fastest-pace-on-record


 

Lower Middle Market: NXT arranges $75 million credit 
facility backing add-on deal by Lakeview Farms

 NXT Capital was sole lead arranger and sole 
bookrunner on a $75 million senior credit facility to support 
an add-on acquisition by Sequel Holdings portfolio 
company Lakeview Farms. NXT is also administrative agent 
on the financing.
 Sequel acquired Lakeview Farms in 2015 from 
Granite Capital Partners, with Falcon Investment Advisors 
and WP Global Partners co-investing. The Delphos, 
Ohio-based company makes sour cream, dips and 
refrigerated desserts for store brands and its own brand.
 NXT earlier this year closed on $48 million in senior 
financing to support a recapitalization by Lakeview Farms.
Sequel focuses on investment in companies with EBITDA 
greater than $4 million at enterprise values between $25 
million and $125 million.

– Thomas Dunford
thomas.dunford@levfininsights.com
212.205.8552

Lower Middle Market: OFS, Modern Bank back HiGro’s DRS 
Imaging in acquisition of docuLynx

 OFS Capital Corp. and Modern Bank led debt 
financing to support HiGro Group portfolio company DRS 
Imaging Services in its acquisition of docuLynx.
 Based in Omaha, Neb., docuLynx is a provider 
of document management software and services to 
clients in the corporate, education, healthcare and 
government sectors.
 DRS, based in Springfield, N.J., provides document 
conversion and technology services to clients in the 
healthcare, education, finance and government sectors. 
HiGro acquired the company earlier this year with financing 
from OFS and Modern Bank.
 HiGro focuses on investments in founder-owned, 
owner-operated and family-owned businesses with $2 
million to $10 million in annual EBITDA.
 Sidley Austin served as counsel to HiGro.

– Thomas Dunford
thomas.dunford@levfininsights.com  
212.205.8552

Lower Middle Market: Abacus provides $17 million to back 
Altus LBO of ChoiceSpine

 Abacus Finance Group today announced it 
served as sole lender on $17 million in financing to 
support the leveraged buyout of ChoiceSpine by Altus 
Capital Partners. Abacus is also administrative agent on 
the financing.
 ChoiceSpine, based in Knoxville, Tenn., is a 
designer, manufacturer and marketer of specialized 
spinal implants, instrumentation and biologics for the 
surgical treatment of complex spine disorders.
 Altus focuses on platform investments in man-
ufacturing companies with EBITDA of at least $4 million.
 Abacus, an affiliate of New York Private Bank & 
Trust, targets debt financing opportunities of up to $60 
million with a typical hold size ranging from $10 million 
to $30 million and finances companies with EBITDA 
between $3 million and $15 million. 

 – Thomas Dunford
thomas.dunford@levfininsights.com
212.205.8552

Lower Middle Market: Firmament backs Surge Private Equity’s 
investment in Global Bakeries with $15M credit facility

 Firmament Group provided a $15 million financing 
facility to support Surge Private Equity’s investment in 
Global Bakeries.
 Global Bakeries, based in Pacoima, Calif., is a baked 
goods manufacturer specializing in non-GMO bread 
products such as pita bread and chips, bagels, organic 
flatbread and croissants for bakeries, restaurants and 
grocery stores such as Trader Joe’s. Founder Albert 
Boyajian will retain equity in the company and will serve on 
the board of directors alongside Surge partners Tom 
Beauchamp and Lewis Sharp as well as Firmament Vice 
President Lauren Steel.
 Surge is a Dallas-based private equity firm that 
focuses on majority investments in businesses with $2 
million to $5 million in annual EBITDA.
 Firmament, formerly McLarty Capital Partners, 
specializes in investments of $5 million to $30 million across 
senior and junior debt capital including unitranche, 
second-lien and mezzanine debt, together with equity 
capital, primarily as a minority investor.
 
– Thomas Dunford
thomas.dunford@levfininsights.com
212.205.8552

Happy 2019 !

Rush Street Capital  
125 S. Clark St, 17th Floor

Chicago, IL 60603

Proud Members Of

Year End Message From Managing 
Partner, Phil Kain

“Be at war with your vices, at peace with 
your neighbors, and let every new year find 

you a better man.” 

- Benjamin Franklin

“A person who never made a mistake never 
tried anything new.”

 
– Albert Einstein
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