
DebtRush
Newsletter

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.

RSC Market Update - January 2018

January 2018 - $233 Trillion in Global Debt and Growing

January 2018 - Outlook Good, But Feels Like a Calm Before the Storm

This week saw the release of a new report from the Institute of International Finance detailing that the 
total amount of global debt has surged to $233 Trillion as of the end of Q3-2017, setting a new record.   

Across the board, debt levels have continued to grow over the past 10 years and 20 years, as can be seen 
in the chart: 
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Other takeaways from the chart and the new report: 

• The largest increases since the financial crisis have clearly been in the growth of government debt, which 
has surged nearly doubled from $33 Trillion to $63 Trillion between 2007 and 2017 and have more than 
tripled since 1997 from $19 Trillion to $63 Trillion. 

• The shift from financial sector debt to Government debt is clear, as governments and Central Banks 
stepped in to “rescue” banks and other financial sector debt as a response to the 2008-2009 financial crisis. 

• There has been no deleveraging of any sector over the past 10 years. 

• From the end of 2016 to Q3-2017, total debt grew 8% from $216 Trillion to $233 Trillion. 

• One important note made by the IIF is that the global ratio of debt to gross domestic product declined for 
a fourth straight quarter. As of the end of Q3-2017, this ratio of debt to GDP sits at 318%, which is about 3 
percent lower than Q3-2016. 

• Large increases in corporate debt, led to record highs for private nonfinancial sector debt in Canada, 
France, Hong Kong, Korea, Switzerland, and Turkey. 

• “High debt levels could limit the pace and scale of policy tightening, with central banks proceeding cautiously 
in an effort to support growth,” a group of IIF analysts led by the executive managing director Hung Tran 
wrote in the report. 

This report confirms and reiterates many things that we already knew.  An artificially low interest rate environment 
over the past decade has led to continued growth and expansion of global debt levels, with no clear end in 
sight.  The growth in debt has undoubtedly led to growth in asset prices in many markets, but has also fostered 
economic growth and staved off economic collapse in many countries.   

The only question that remains is if this formula will ultimately work or at what point these unprecedented 
debt levels will lead to new problems and new financial crisis in certain economies.    

December and Year-end Leveraged Loan Recap from LevFin Insights 

After a slew of Refinance activity to begin 2017, middle-market new loan issues were driven primarily by LBO 
and M&A activity in the second half of the year. Also , average total leverage suddenly reversed in Q4 as middle 
market businesses added nearly half a turn of leverage.

Despite rate hikes, pricing on middle-market yields remained flat over the year and in some cases trended 
down. As we saw and read in other research, EBITDA adjustments as a percentage of pro-forma EBITDA continue 
to remain favorable to sellers and borrowers. 

Business Leverage continues to come down
Continuing off of last month’s theme, we thought it would be good to highlight a few more pieces of 
macro-data of how the economy has fared as the US approaches 9 years of economic expansion in June 2018. 

Source: Board of Governors of the Federal Reserve System (US), Nonfinancial Corporate Business; Credit Market Debt as a Percentage of the Market Value of Corporate Equities [NCBCMDPMVCE], 

retrieved from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/NCBCMDPMVCE, December 19, 2017.

The graph above displays the level of Credit Market Debt as a Percentage of the Market Value of Corporate 
Equities. We’ve been in a strong bull market and inflated equity prices are keeping this ratio down. Nonetheless 
debt to equity ratios have continued to trend downward following a minor spike in late 2015, early 2016. It 
appears that nominally debt levels are coming down but inflated asset are distorting the potential capital 
structure imbalance.

What’s more telling is the Private Debt to GDP ratio (next page), which shows a leveling off and slight climb in 
the amount of debt the private sector has added. This leveling off gives weight to the idea that rising equity 
prices have allowed private companies to accumulate more debt. This could be creating potentially over-levered 
businesses. As the first chart shows the Percentage of credit relative to the market value of corporate equities 
decreased and then quickly increased going into the crisis. These kinds of reversals are what can cause additional 
panic and financial stress as lenders become increasingly concerned about deteriorating credit quality relative 
to a business’ capital structure.

Source: https://tradingeconomics.com/united-states/private-debt-to-gdp
Most concerning about this data is that nominal debt levels have continued to stay elevated and with major tax changes now in effect that reduce the interest deduction, prior capital 
structures may be unsustainable going into 2018.

Finally, below are two seemingly contradictory headlines related to corporate borrowing to provide additional 
data point on the topic (linked). The second article was written only a few weeks before the first, the headline 
is a bit of a misnomer as the rate of loan growth slows but loan balances continue to rise. As we mentioned in 
a post over the summer, the slow down in C&I lending became growth apparent in Q3 this year. Despite the 
slowed growth rate corporate borrowing is nominally high due to still low interest rates and high M&A activity.

Corporate borrowing drives global debt issuance to a record $6.8 trillion in 2017

The Economy Is Humming, but Businesses Aren’t Borrowing

Holiday Shopping: How long will it take for Amazon to take over the world?
Many reading this likely made a few last-minute searches on the internet to complete their Christmas shopping. 
Most, likely visited Amazon, whether to make a final purchase or compare prices. The chart below shows the 
constant, arguable recession proof growth of e-commerce sales as a percentage of Total Sales in the U.S, now 
at 9.3%.

Source: U.S. Bureau of the Census, E-Commerce Retail Sales as a Percent of Total Sales [ECOMPCTSA], retrieved from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/

ECOMPCTSA, December 18, 2017.

           
As the U.S. economy increasingly moves towards digital, e-commerce and SaaS applications, one can’t help 
but mention Amazon and the way it is changing consumer habits. The consumption after all drives ~70% of 
U.S. GDP. The consumer’s behavior, preferences and patterns are key to understanding the trends in the US 
economy. To help quantify this force, here are  few stats on retail in the U.S.

• Total retail sales in the US in 2016 were $4.727 trillion per the US Census Bureau.
 -Per Statista: e-commerce sales in the US in 2017 reached approximately $409 billion dollars. 
• Amazon’s TTM Revenue is $161 billion, with Q3 Revenue of $43.74 billion, which matched its Q4 2016 revenue 

(historically its biggest quarter) 
 -FY17 Revenue is shaping up to be noticeably larger than 2016.
• Amazon has a meaningful ~3.5% of total retail sales of the U.S. but is still behind the largest retailer, Walmart 

whose FY 2017 Revenue was $485 billion. 

What is most astonishing is Amazon’s growth rate as a retailer, which has averaged 29% (Per Statista) over the 
past 11 years.This growth rate has come down in recent years, only to spike again in 2016 and 2017. If one 
is to look at just the past 5 years, 2012-2016, the average growth rate is 23.2%. If Amazon grows at this more 
conservative pace, it will reach ~$453 billion of revenue in 5 years.
Given that the company grew revenue by 20%+ from 2007-09, it’s not unrealistic to think that Amazon could 
be the largest retailer and subsequently greatest price maker for the US consumer market by the earlier 2020’s. 
It has already disrupted a number of industries from first books, then general consumer goods, now to streaming 
and web based services. Large tech companies are coming under greater scrutiny, it’ll be interesting to see 
how governments respond as Amazon becomes even larger. 

Sources: 
Corporate borrowing drives global debt issuance to a record $6.8 trillion in 2017
http://www.businessinsider.com/corporate-borrowing-record-high-2017-12

The Economy Is Humming, but Businesses Aren’t Borrowing
https://www.wsj.com/articles/the-economy-is-humming-but-businesses-arent-borrowing-1511697600

United States Private Debt to GDP
https://tradingeconomics.com/united-states/private-debt-to-gdp

Data Sources 
https://www.capital-structure.com/ 
https://fred.stlouisfed.org/ 
https://census.gov/retail/index.html
https://www.statista.com/statistics/272391/us-retail-e-commerce-sales-forecast/
https://finance.yahoo.com/quote/WMT/financials?p=WMT

About Rush Street Capital

Rush Street Capital is a leading investment bank and debt placement firm.  The Chicago-based advisor continues 
delivering optimal results for middle market business owners.  The flagship products of Rush Street Capital are 
debt advisory and debt private place services, helping clients to place debt in the most effective and advantageous 
manner.  Utilizing a vast database of relationships and knowledge of the debt capital markets, Rush Street 
Capital assists business owners, private equity firms, and independent sponsors to find the best possible capital 
structure.  Options include a wide array of corporate debt alternatives, including Senior Debt from banks, 
finance companies, hybrid lenders, Unitranche lenders, Business Development Companies (BDC), Mezzanine 
Debt, bridge loans, project financing, acquisition financing and more.   

For more information, visit  www.rushstreetcapital.com.       
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I guess that is the reality with fault lines – if we could see them above ground, then they wouldn’t be fault lines.  
At this stage of a credit cycle or an economic cycle for that matter, we would expect some fault lines to have 
formed under the surface and we would normally anticipate some disruption on the horizon.  I guess that is why 
that we keep hearing from market participants that they are preparing for the next economic downturn, despite 
the fact that today’s markets are continuing to remain robust and show no signs of stopping.  Both debt and 
equity markets are roaring as we enter 2018, with plenty of momentum and energy propelling them forward. 

2017 saw record numbers for new debt fund formation and debt issuers have continued to borrow at record 
amounts.  Middle market lending has become one of the flavors of the day and the results can be seen in 
borrower-friendly terms of many new deals.  Multiple expansion has continued with purchase prices in M&A 
deals and most buyout shops and lenders complain that there aren’t enough deals, fueling the upward price 
movement that follows such supply imbalance. 

The reality is that the backdrop of the current market is a perfect blend of still-low interest rates, relatively low 
inflation, steady and slightly rising economic growth and relative stability.  All of these factors are subject to 
change at any time, and without notice.  Markets cannot and do not expand forever.  Markets are dynamic and 
are under constant pressure and constant change. 

So what could possibly stop this relentlessly resilient market in 2018?  What is going to be the catalyst to alter 
the current market trajectory, assuming that the law of inertia still applies? 

Here is a short list of our concerns and potential problem areas as we begin the 2018 calendar: 

1. Rising interest rates.  Interest rates remain low on a historical basis, but they are rising.  Eventually, this is 
going to have an impact on credit markets and it is an area that we believe has received too little attention over 
the past 12 to 18 months.  If short-term rates continue to rise, borrowing costs go up and some deals just don’t 
make sense at the higher levels. 

2. Return of inflation.  If economic growth picks up, at some point, inflation may begin to become a relevant 
topic again.  A generation of professionals has been given a reprieve from the word “inflation” even being a 
relevant topic of conversation.  A low inflation environment has become a consistent assumption for most of us.  
At some point in our lives, this is going to change and 2018 could be the year that happens. 

3. Flattening Yield curve.  Don’t be too alarmed by this title – we’re not going to get overly analytical or 
theoretical.  What has occurred over the past year is pretty straightforward and easy to understand – short-term 
rates have gone up (raised by the Fed), but long-term rates have not.  That is not good.  That means that the 
yield curve is flattening, which signals problems ahead, often a recession.  If this trend reverses and long-term 
rates start rising, it signals inflation.  Either scenario is bad for economic growth and for debt and equity markets. 

4. Potential displacement from new tax legislation.  We are huge fans of tax cuts.  If it were up to us, we 
would lower and simplify the new tax legislation much further that was done.  While all of us are scrambling to 
figure out the new law that was just passed and its many changes, it is impossible to know how the changes 
will affect markets in the short term.  There could be some major changes with leveraged loans, due to the new 
structural limits on interest deduction.  And there are plenty of other changes that are coming.  This should 
provide boosts to certain areas of the economy, but it could also create displacement for other areas and certain 
geographies.  Whenever part of the docile, stable backdrop is changed, other areas can be affected.  Time will 
tell, where are the positives/negatives. 

5. Change in leadership at the Federal Reserve.  There are going to be some significant changes in 
leadership at the Federal Reserve in 2018.  We are certainly hopeful for a smooth transition and all signs point 
to that being the case.  However, changes in leadership can turn from smooth to rocky quickly.  We see this in 
organizations, all the time.  Any upset or unrest in the leadership transition at the Fed could lead to a shift in 
market sentiment, which could lead to market uncertainty.  Also, the Fed could take its eye off the ball and make 
a policy mistake during the transition period. 

6. U.S. Dollar rising or becoming more volatile.  The U.S. dollar has been calm and mostly out of the news 
for the past several months.  This could change in 2018 if there is a rush to safety in the U.S. dollar, which could 
cause it to rise.  The U.S. dollar could become more volatile for a number of reasons, which can directly affect 
many industries and eventually has an effect on the overall U.S. economy. 

7. Geopolitical tensions could erupt.  There are many geographies around the world that could erupt into 
significant conflicts in 2018.  We are not experts, but this a very real danger that could affect markets at any time.  
There is often no forewarning to these types of events and they can provide significant negative shocks to stable 
and calm markets, knocking them off their perch.  History shows that these events often can trigger big changes 
in the growth trajectory of economies and markets. 

As always, we remain optimistic about that future and bullish about the long-term prospects for the U.S. economy.  
However, we have been through enough to know the only sure thing is that times change.  Good times don’t last 
forever, but neither do bad times.   Economies and markets go in cycles, due to human nature.  What has gone 
up must come down at some point.  So enjoy the heck out of the good times, but watch out for the fault lines.  
Look carefully at the ground before you take that next step.  

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

Chicago, IL 60603

Rush Street Capital 

QUOTE OF THE MONTH

Proud Members Of

About Us

Rush Street Capital has moved 
offices. Please note our new 
address: 125 S. Clark St. 17th 
Floor, Chicago, IL 60603 

Rush Street Capital - 2017 Deals Closed
We would like to thank everyone that made 2017 such a successful year. The RSC team closed 

Ten (10) transactions in 2017! We look forward to working with you in 2018. 

Rush Street Capital is a leading investment bank and debt placement firm. The flagship products of Rush 
Street Capital are debt advisory and debt private place services, helping clients to place debt in the most 

effective and advantageous manner. Contact us today to learn how we can be of help! 
125 S. Clark St., 17th Floor, Chicago, IL 60603 RushStreetCapital.com

Happy 2018

Quote of the Month

Sunset Time Lapse Millennium Park video - June 20, 2017
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