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European private equity sponsors now face a set of challenges not seen for a generation as they deal 
with rising interest rates, dislocating capital markets and geopolitical uncertainty. “For a couple of 
decades, geopolitics did not generally need to be considered, but now it is important to factor it in,” one 
market observer said. 

“We have rampant inflation, increasing interest rates, and war in Ukraine, which are making investors 
nervous together with the Bank of England forecast of a year-long recession in the U.K. We also have a 
lot of issues with the supply chain, and here in the U.K. we have Brexit problems that are finally coming 
home to roost and that appear to have been previously dressed up as Covid problems,” said Tom 
Whelan, partner at McDermott Will & Emery. 

But the challenging market can also provide opportunities, especially as consumers change their 
behaviour and support growth in new industries such as clean-tech, food-tech and renewables, sources 
suggest. In turn, this shift is providing more space in the market for impact or thematic funds to operate. 
However, such opportunities are so far “crystal ball” predictions, and in the meantime the market has 
plenty of near-term worries that will invariably hit transaction volumes. “We are expecting fewer deals 
in the second half, and even fewer next year,” one M&A banker said.  

 

So far, the numbers indicate that PE activity is still going strong in Europe, with total deal volume for the 
last 12 months (to the end of July) at €68.6 billion for sponsor-backed buyouts, according to LCD data. 
However, this tally may not yet reflect the full force of the shock that followed the outbreak of war in 
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Europe, given that 2021 delivered the highest volume recorded over the last 10 years at €95.1 billion, 
which was nearly double the €49 billion total recorded in the pandemic-hit year of 2020. 

Patient capital  

PE funds have patient capital, however, and today’s problems are not the first obstacles that a decades-
old asset class has faced. That said, funds must now operate in a changed world in which debt comes at 
a higher price, and may not be readily available. Funds still have vast reserves of dry powder to put to 
work, but in such markets no one wants to overpay for assets. 

“Investment Committee discussions will also look at the other macro factors around the target industry, 
but will they be looking at the future of the target business?” asks McDermott's Whelan. “If you're 
looking at a target in the automotive components space, for instance, will there be a market for those 
automotive components or that business in the next 10 years? There are a lot of changes due to 
technology and the move to electrification of vehicles, and new business areas are coming to the fore as 
a result,” he adds. 

 

A disruption on this scale will inevitably have an effect on valuations. “There are plenty of examples of 
processes that either stalled or halted over valuations or the lack of availability of debt,” said one 
banker. Walgreens Boots Alliance — in the most high-profile example of a failed auction so far this year 
— decided against selling its British chemist and make-up operation at the end of June after bids failed 
to meet expectations. Earlier in the process, some high-profile private equity bidders dropped out amid 
talk of financing difficulties. 

There is, however, no sign yet that funds are replacing debt with equity. Over the last 12 months to July 
2022, the average equity contribution (measured by equity as a percentage of total sources) was 
45.71%, which is roughly in line with the average over the past ten years at 45.39%. 



 

Big freeze 

Syndicated debt markets effectively froze over from May through June, as an initial post-invasion 
recovery failed to hold. Banks' underwriting appetite also dissipated, which presented an opportunity 
for direct lenders. HPS and Carlyle, for example, are backing CD&R’s takeover of facilities contractors 
Atalian and OSC with a financing package. Family-backed Atalian reported mixed results recently, but 
the firm is an existing bond name, meaning it would have been a near certainty for either a liquid bond 
or loan execution in more normal times, bankers say. 

There has been some limited underwriting activity since April though, and six banks provided a €1.18 
billion bridge-to-bond take-out to support BC Partners’ and Bain Capital’s joint deal to buy existing high-
yield credit Fedrigoni. In such cases, the borrower's sector is very important, sources explain. “There is 
clearly more willingness to take underwriting risk in areas such as technology that will have a more 
resilient profile in the event of a recession,” says one banker. It is perhaps also no surprise that 
healthcare is by far the largest sector for European new loan issuance so far in 2022. 



 

Meanwhile, refinancing activity has plummeted — assuming such financing is even available — as 
borrowers do not necessarily want to refinance with more expensive debt, such as a unitranche. So far 
this year, refinancings have accounted for 17% of sponsor repayments, down from 55% last year, while 
secondary LBOs made up 59% of repayments this year versus 20% last year. 

 

As markets restart following the early summer downturn, borrowers are expected to bring lower 
leverage multiples as sponsors adjust to the new realities of the current marketplace, sources say. 
“Leverage will now have to start at least half-to-one turn lower to take account of higher financing 



costs,” suggests one banker. This change is yet to show in the figures for the last 12 months however, as 
average total debt leverage for buyouts so far this year is running at 6.29x, versus 5.82x in full-year 
2021.  

 

Opportunity knocks 

Despite such a challenging backdrop, PE sponsors can still find new opportunities, explain sources. “With 
global equity prices at a relatively low level, both in 200-day moving average and more historic terms, 
take-private transactions may represent good value for buyers, particularly if they are able to exercise 
other bases for arbitrage such as deploying dollars to make sterling purchases at an attractive FX rate,” 
one lawyer said. “While equity investors are waiting for markets to stabilize before deploying more 
capital, these businesses may represent optimal value — particularly if they are resistant to inflation or 
provide natural counter-cyclical business hedges.”  

Participants also hope that a more stable public equity market will support take-private or public-to-
private (P2P) deals in the coming months. These transactions have become a key source of deals for PE 
funds as they can unearth new assets that are untouched by the incessant back-and-forth of previous 
LBO activity. Also, private markets are more attractive for corporates as they relish more confidentiality, 
and may sometimes shy away from the public space. 



 

So far, average purchase price multiples are up slightly over the last 12 months at 11.67x, versus a 10-
year average of 10.52x, but have declined from a 10-year peak of 12.34x in 2020. Lower valuations are 
expected to feed through and hit secondary buyouts or even tertiary buyouts, with the latter having 
been a mainstay of the European market as assets typically get passed from one PE fund to another. As 
a result, primary deals — which can be found mostly in family-owned business, carve-outs and P2Ps — 
are now the 'holy grail' for PE funds. 

In 2021, secondary deals represented 55% of buyout transactions tracked by LCD, while corporate carve-
outs made up 23%, with P2Ps and family owned company deals each accounting for an 11% share. To 
date in 2022, 68% of buyouts have been secondary deals, 24% P2Ps and 8% corporate carve-outs. Family 
deals are much sought-after but have been rare beyond names such as Norgine Europe, which was 
financed as a private club deal and did not go through the broadly syndicated loan market. 

Looking at the data outlined above and all the themes and challenges in play, it seems the private equity 
industry is facing a changing world but undoubtedly has the maturity to face these headwinds, as well as 
the capacity to be a major player that puts capital to work backing assets that are part of this shift. 
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