
Chart of the Month
Being in the dog days of summer, it can be nice to visualize 
something cool and refreshing – like a watermelon! We can use the 
science experiment of wrapping a watermelon with rubber bands as 
an illustration to understand what is taking place in lending markets. 
What e�ectively happens is that as you continue to add rubber bands 
around the watermelon, they eventually squeeze it tight enough to 
the point where the watermelon explodes!

In this chart, the watermelon is represented by US High Yield Spreads, 
which is how much investors are being paid above a risk-free asset 
(Treasuries) to accept the risks that come with owning lower quality 
debt. The rubber bands are represented by bank lending standards. 
Shown here graphically as the percentage of surveyed banks that are 
tightening their standards, or put another way, putting more guardrails 
around who they lend to and on what terms given the uncertainty in 
the macroeconomic environment. Historically, as banks have been less 
willing to lend, investors also demanded a higher risk premium to own 
lower quality (junk) debt. However, despite the continued addition of 
“rubber bands” (banks tightening their lending), the squeeze has not 
yet been felt by the “watermelon” (HY Spreads) in 2023. Some technical 
support is keeping the HY Spread low for now, but we continue to 
watch it closely as the e�ects of the Federal Reserve’s rapid increase 
in rates will continue to trickle through di�erent parts of the market.

As a business owner, you will likely face a di�cult decision: whether to keep or sell your company. Having a plan ahead of time can help you maximize the value of your 
business, whether through a sale or as a continued source of income for you and your family. But easier said than done. We know from serving other business owners 
that this decision often involves answering complex questions and dealing with strong emotions.

Is your business a financial asset, or more, to you and your family? Most business owners care deeply about their company and employees. But for some, the value of 
their business runs even deeper than taking care of their company’s stakeholders financially. It is part of their family’s history and identity, something they would like to 
pass down to their children or other beneficiaries. If that is the case, you should adopt strategies for being able to keep your business in the family. If not, you will want 
to adopt a di�erent set of strategies for readying your company for a sale.

Is someone willing and able to inherit your business? If you determine that you would rather pass your business down to your children or other bene�ciaries, you should 
carefully consider whether suitable successors exist. Is the next generation interested in running your business? Have you talked to them overtly about this possibility? Are 
they capable? Do you believe they will have the right motivations and skills to continue your hard work and vision? This is often one of the most di�cult pieces of succession 
planning for business owners to address. But not proactively doing so can create much more di�cult situations — such as family con�ict and declining business value, 
down the road.

While these questions can serve as a guide, they likely won’t make the decisions easy. For help, including valuing your business and quantifying your future personal cash�ow 
needs, please reach out to us. We can help you model your options and learn from experiences of other business owners who have also faced this di�cult crossroad.
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How to Decide Whether to Keep or Sell Your Business
A helpful guide for business owners
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Bank Lending vs. High Yield Spreads
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Source: Bloomberg; Senior Loan O�cer Opinion Survey (Federal Reserve); Bloomberg US Corp. HY Index
Data as of7/31/2023

Banks Tightening Standards (Left) US High Yield Spread (Right)
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