
High US Household Debt- It makes sense for Retailers to liquidate than file for Chapter 11

After the debt fuelled consumption boom in the US ended in 2007, many retailers filed for 

bankruptcy.  The names included electronic retailer Circuit City, retailer of home textiles line 

Linen ‘n Things, jewelry retailer Whitehall Jewelers, high end electronics retailer Sharper Image 

and department store Mervyn’s.   Household debt to GDP ratio hit unviable levels in 2007. 

Consumption had only one way to go in the next few years as households restructured their 

balance sheets by focusing on savings- downwards.  So, businesses which were barely viable 

when credit was abundant had no chance of survival when the tide had turned.   Hence, after 

filling for bankruptcy, most of these retailers went straight to liquidation.  There was no chance, 

merely by restructuring of debt to make a company viable when the credit story collapsed with 

falling footfalls.  In a razor thin margin environment, a small fall in volume is all that is required 

for a company to move from viability to non viability.  Wizards of the private equity world 

thought they could do magic on unviable retailers and morph hardened toads into soft 

princesses.  The acquisition in 2006 of Linen ‘n Things for $1.3 billion was a classic case of such a 

failed pursuit.   Plying debt onto a retail firm, other than for gradual capital expenditure, never 

makes sense, because retailers are players in a highly cyclical business and require financial 

flexibility to handle economic slowdowns. 

Also, as households de-leverage, they might be inclined to consume cheaper consumer goods 

such as private label goods of retailers like American retailers Wal-Mart and Kroger.  This will 

impact the future financial strength of makers of premium consumer products such as P&G, 

Kimberley-Clark and Unilever.  With even moderately up market retailers such as Target 

adjusting their business models to be relevant to customers who are cutting their household 

budgets, the threats to the makers of consumer goods is very real.  Also, as households de-



leverage, corporate consumption also falls, impacting the financials of office-supply retailers 

such as Staples and Office Depot.  The only retailers whose credit story would be intact in such a 

de-leveraging environment are retailers of cheap goods such as Dollar General.  
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