
  

 

 

European private credit grabs market share, 
fuelled by M&A 
Francesca Ficai  
Private credit appears to have come through the first third of 2022 unscathed as Europe’s broadly 
syndicated loan and bond markets struggle to return to something resembling normal following the 
shock from the war in Ukraine, and amid a vastly altered rate environment. Indeed, the volume of 
“alternative” lending deals has been on the increase in the past decade and they are now so prevalent 
as to make this label a misnomer, market observers suggest — according to the Deloitte Alternative 
Lending Tracker, the deal split of funds versus banks has flipped from a 20/80 share respectively back in 
2012, to an 80/20 split in 2021. 
  
Looking across all the big issues impacting the market, meanwhile, these are now “blending into one,” 
one direct lender said. “Brexit, Covid, Ukraine, inflation — it’s all now one big issue we have to deal with, 
and we just carry on as usual,” he said. 

“Lenders are open for business, and the reaction to the war in the Ukraine was much smoother than the 
first reaction during Covid,” said one advisor. “In March 2020 the market almost halted and lenders put 
a premium on deals, whereas this time no one increased their pricing.”  

M&A driver 

As usual, the main driver behind private credit is M&A activity. In the first quarter of 2022, some 68% of 
direct-lending deals were acquisition-related, according to LCD, while refinancing and recap transactions 
took a 19% share. This M&A activity marks a decrease from the first quarter of 2021, which recorded an 
85% share of acquisition-related deals, and the fourth quarter of last year, with 71%. 

mailto:support.lcd@spglobal.com


 

“Deals in 4Q21 were so plentiful that it is quite difficult to beat that amount of activity, while for weaker 
assets it is probably wiser to refinance first and go to market once things are calmer,” one advisor 
said. “Mostly though, there are more refinancings due to the aggressive buy-and-build strategies that 
sponsors are pushing for to create value and increase EBITDA.”  

“Sponsors also opt for dividend recaps in order to optimize their internal rate of return (IRR) and wait 
for EBITDA to grow further,” noted another advisor. 

 



Equally, sponsored deals are still at the forefront when it comes to the share of European direct lending 
deals, accounting for 81.8% of such transactions observed by LCD News in the first quarter of 2022, with 
this share being fairly consistent since the first quarter of 2020 (the quarterly average of sponsored 
deals across this period is 83.8%). “Sponsorless deals are always very attractive in so far as it is a less 
competitive environment, however without the sponsor the level of due diligence work is much more 
cumbersome and therefore such deals remain contained,” says a debt advisor. 

Size and sector 

With the onset of COVID-19, the correlation between sector and size has increased in importance. 
Furthermore, with pressure on supply chains heightened by the war in Ukraine, and the role of China 
also in play, technology and healthcare companies are still deemed to be the safest assets in which to 
invest, according to direct lending deals tracked by LCD. In the first quarter, some 13.6% of such deals 
were in the Computers and Electronics sector, while 18.2% were in Healthcare. Across 2021, these 
shares were running at 24.6% and 13.8%, respectively. 

 

Meanwhile, the enormous amount of dry powder held by lenders (in 2021, $120.5 billion was raised by 
direct lenders globally, according to Deloitte) that's available for both debt and equity funds drives the 
market to carry on making deals, with direct lenders becoming increasingly confident in providing big 
tickets such as jumbo unitranches. 



 

Currently in the market, for example, there is a deal to be financed with possibly the biggest unitranche 
seen in Europe to date. It is understood that British software specialist The Access Group is set to be 
refinanced with a club unitranche of £2-3 billion, according to market sources. This kind of deal shows 
the strength of the asset class, and how direct lenders are taking market share from term loans and 
bonds — especially with primary issuance in those markets having been impacted by the Ukraine crisis 
and other headwinds. In another banner deal, the pricing by Morrisons this week of more than £1 billion 
of the secured bonds backing CD&R's takeover of the U.K. supermarket group shows how the 
boundaries between public and private debt markets are blurring as overall European capital market 
capacity shrinks, according to sources, given the move by underwriters here to go down the private 
placement route. 

ARR deals 

Another interesting theme that relates to size and sector is the rapid rise of 'annual recurring revenue', 
or ARR financings. These types of deals are typically smaller, with lower leverage, and as such typical 
tickets are currently coming through at roughly £50 million, sources said. One current example of an 
ARR financing is the sale of German company Quentic which specializes in ESG-related software, 
generates €34-40 million of revenue, and is looking for a 10x ARR financing. William Blair is advising, 
according to market sources, and this deal also shows how ARR financings are growing in size. 

ARR packages are mostly tailored for technology firms, which tend to be resilient and have withstood 
the COVID-19 pandemic well, and are also the companies that will more likely have the kind of clearly 
identifiable, recurring revenue based on subscriptions which is the cornerstone of such financings. 
Furthermore, ARR financing makes it possible to tailor a package that is not based on EBITDA — such as 
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in cases where companies would have no EBITDA or a negative figure, for example — on the premise 
that such a firm is on route to generating a lot of revenue, and soon enough EBITDA. 

"Besides the plain vanilla ARR financings for technology sponsors that printed at a 6%-plus margin and 
go up to 3x ARR, a growing number of specialised lenders are providing venture debt priced at more 
than 10% return, helping to create the next 'unicorns' that are not necessarily based on SaaS [software-
as-a-service] business models, but typically offer lenders comfort with visibility on fast growing revenues 
and strong valuations in late-stage venture rounds," explains Floris Hovingh, MD European Debt 
Advisory at Perella Weinberg Partners. "In the current climate, where high-growth technology valuations 
have dampened, founders of venture businesses are favouring a structured higher-yielding debt product 
over the convertible market." 

A further area where deals are a by-product of size is club and PIK financings. A recent example of both 
is the acquisition of Italian food company Irca by Advent, supported by a bridge-to-bond facility from 
BNP Paribas and Goldman Sachs at 5.75x EBITDA and a PIK note from Carlyle Credit, CVC Credit and Park 
Square Capital with leverage of 8x EBITDA. The company was marketed off 2022 EBITDA of roughly €75 
million. 

 

Clubbing defeats the will for direct lenders to take control, but with massive unitranches becoming more 
common, clubbing is more often than not a necessity. “With leverage levels steadily increasing, there 
has been a growth in junior debt whether on a second lien or holdco basis,” says Aymen Mahmoud, 
partner at MWE. “In particular the latter appears to be growing in popularity owing to the fact that it 
helps sponsors by providing stretched leverage but also allows direct lenders to make use of their 
special opportunities or junior capital funds, each of which has a higher ‘hurdle’ of returns which must 
be achieved in order to make an investment. This alignment of interests between lender and borrower is 
of the same type that has seen an increasing use of minority equity co-investment, and in many ways 
helps to drive a more functional market,” he adds. 



 

 

Indeed, the average leverage observed for the first quarter of 2022 was 5.48x (based on the deals where 
leverage is available or can be calculated using publicly available information as per LCD reporting), 
which is nearly a turn and a half higher than the same measure in the first quarter of 2020 — though it 
has fallen back slightly from the 6.23x level observed in the third quarter of 2021. 
 
Cov-lite on radar 

The main issue that direct lending fund managers need to deal with is cov-lite, in particular for the upper 
mid-market, explains Hovingh: “The problem is that as the big US direct lending managers are pushing 
towards cov-lite, it will be increasingly difficult for lenders to ignore it in Europe. But equally, given that 
European funds have made the leverage maintenance covenant the holy grail of direct lending and their 
last bastion to defend, it is hard for them to agree to the demands of the market. There is a lot of 
resistance from European managers to change a very successful direct lending narrative, encompassing 
a senior secured facility that provides a premium cash return, protection from inflation, and financial 
covenants — features long gone in the capital markets. Also as direct lenders it is not like the syndicated 
market where they can sell their debt if they detect problems on the horizon, as a direct lender you 
can’t sell out.” 

One interesting facet of private credit underpinning the progress outlined above is that it seems to 
benefit each time from massive market disruption, having first emerged from the global financial crisis, 
then proved its worth during the COVID-19 pandemic, and now continuing amid the war in Ukraine. 
“Europe is more directly affected by the war in Ukraine with higher energy prices and refugee 
displacement, while the rise in prices with lower wage growth hurts the euro area consumer,” says 
Matteo Cominetta, senior economist and strategist, director at Barings of the broader backdrop on the 
continent. “All in all, the risk of stagflation in the event of too-fast increases in interest rates is much 
higher in Europe. For this reason, the ECB will be much more cautious than the Fed and only raise rates 
much more gradually than a glance at the inflation numbers would suggest.” 

      



 


