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DFS NEWS
Private Equity Is Public Enemy Number One, Episode 997

Have you noticed grocery stories and retail chains are going out of business?
It’s all because of private equity. This week Professor Rosemary Batt gave us
a crash course on how private equity firms take a perfectly fine corporation
like Toys R Us and then suck it dry. She and Eileen Applebaum wrote about
this for American Prospect. Here’s an excerpt from our conversation with
Professor Batt which you can find on episode 997.
DAVID: How does the private equity firm make money?
PROFESSOR BATT: By loading the company with debt.
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This cartoon got it
completely wrong.
Amazon had nothing to
do with the demise of
Toys R Us. Two private
equity firms named
KKR and Bain Capital
put Toys R Us out of
business by saddling
Toys R Us with the
debt these private
equity firms racked up
to buy it.
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New debt puts pressure on the management to squeeze costs. That may lead the company to
reduce jobs in order to service the debt. The private equity firm can load more debt on the
company. It’s called a “dividend recapitalization.”
Which is a fancy word for saying, “I’m going to take
out another loan from a bank. I’m going to load it on
the company. Instead of using that money to invest in
the grocery store and upgrade it so it can compete
more eﬀectively, I’m going to pay myself and my
private equity investors dividends.”
DAVID: Wow!
PROFESSOR BATT: “So I’m just loading the
company with more debt in order to pay myself a
dividend.”
DAVID: Wow!
Mitt Romney is the
PROFESSOR BATT: A third way that they can make
new senator from
money from buying the supermarket chain is
Utah. He made his
the supermarket often owns its own property. Retail
fortune working for
typically owns their own property and they do that
Bain Capital, which is
because in the event of an economic downturn it
the bane of Toys R Us’
existence.
can continue to survive because it doesn’t have to
“Private equity pay rent. But with private equity, one of their classic
executives load moves is they separate a company between a
property company and an operating company. And the property is actually
these companies sold oﬀ to another real estate firm. And then the existing store has to pay
with debt in
rent. Usually inflated rent by this time on property that it used to own.

order to pay
themselves
exorbitant
salaries”
-PROFESSOR ROSEMARY
BATT
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DAVID: Wow!
PROFESSOR BATT: And so private equity can make money oﬀ the sale of
that property, pay themselves and their investors.
DAVID: They suck the company dry, leaving the workers with nothing.
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