
After swift recovery in 
U.S. and European private 
credit markets, where 
should investors look next?
As we are seeing economies across 
the U.S. and Europe recover from 
the pandemic, the credit markets are 
no exception. Though we see similar 
recovery paths in most regions, we 
detected distinct differences as well. 

Europe suffered a similar Covid slump 
(and enjoyed a similar rebound) as 
the U.S. Yet Europe also retained the 
country-by-country distinctions they 
had pre-Covid. The recovery in all 
capital markets was swift; deal volumes 
are now at record highs.

Issuers and investors toggled less 
between U.S. and Europe than pre-
Covid, but that could rebalance in 
the medium-term. Private credit 
fundraising has been robust, with 
most capital dedicated to senior and 
subordinated debt strategies, as well 
as distressed.

U.S. VS. EUROPE DIRECT LENDING: 
COMPARING FUNDAMENTALS 

There are fundamental differences between U.S. 
and European private credit markets. Banks are 
more “efficient” in Europe and represent a greater 
share of leveraged loans. And despite the toe-hold 
direct lenders have established there over the past 
decade, barriers remain.

Pricing in the U.S. and across Europe is close. 
Though European upfront fees are higher, certain 
credit terms are decidedly more issuer friendly. 
Banks have been more aggressive than direct 
lenders in some locales relative to others.

However, there are significant differences among 
legal jurisdictions. Even filing for security interests 
in certain geographies can be a challenge. And of 
course, having regional offices is critical to establish 
relationships with key deal referral sources.

Despite these differences in the markets, the 
reaction of the private debt markets to the Covid-19 
downturn were very similar in many respects. 
This was particularly true of the initial impact on 
portfolios. One fund-of-fund manager estimated 
of the more than 200 borrowers in its funds, 
23% were “highly-impacted” compared to 17% 
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in its private equity portfolios. These companies 
were found mostly in the retail, hospitality, and 
travel sectors.

As time passed, though, conditions improved. 
The same nimble reactions and effective 
communication displayed by U.S., firms happened 
in Europe as well.

Deloitte’s Alternative Lender Deal Tracker provided 
excellent data to support these observations 
highlighting a “record-breaking run of deals seen 
in Q4 2020 [that] continued into Q1 2021, with 
160 alternative lending deals closed in Europe, 
the highest ever recorded number of deals in a 
single quarter.”

However, despite the similarities and differences 
in direct lending between the two regions, the U.S. 
does have several distinct advantages over Europe, 
as shown in Figure 1.

U.S. VS. EUROPE: TOGGLING FOR 
LOAN VALUE

Activity for leveraged loans in Europe has generally 
returned to that of pre-Covid levels. The pendulum 
for terms, that had swung investor-friendly in 
2020, is much more issuer-friendly in 2021. Also, 
the asset recovery from 2020 downturn is so 
complete that there’s hardly an element of caution 
remaining to tamp down frothy conditions.

Tikehau Capital, a pan-European alternative asset 
manager, reported in a private note that 1Q 2021 
European leveraged finance activity, combining 

both loans and bonds, was just under €80 billion; 
more than double 4Q’s performance. New-issue 
institutional loan volume for 1Q 2021 showed even 
greater growth, to more than €35 billion from 
under €10 billion from the previous quarter (data 
courtesy S&P Global Market Intelligence).

On the pricing front, average term loan B yields 
have slipped to just under 4.00%, having gapped 
out at the onset of Covid in 2020 to about 5.00%. 

Yet it speaks to the stability of the asset class that 
Euro yields (and spreads) have otherwise remained 
range-bound since 2016. It’s thus not unusual for 
investors to toggle between the U.S. and Europe, 
depending on conditions for pricing and terms.

From a cross-border borrower’s perspective, 
competitive relative pricing means issuers have 
more options in structuring their financings. As 
Figure 2 highlights, the pandemic caused spreads 
to widen in Europe and contract in the U.S. This 
means other elements come into play, such as 
covenants and debt allowances.

No surprise, then, that being a debt advisor in 
Europe today carries special opportunities and 
challenges. Never have the choices for issuers been 
more varied, yet never have global and national 
market dynamics been more complex.

Figure 2: Two of a kind

The relative yields-to-maturity of institutional term loans in 
the U.S. vs. Europe have narrowed during Covid.
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Figure 1: U.S. direct lending holds many advantages
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EUROPEAN DIRECT LENDING — BY 
THE NUMBERS

Calculating private credit volume in Europe is a 
bit dodgy. Even in the U.S., good numbers have 
only been available in the last couple years. We can 
however triangulate from other known metrics.

As Figure 3 highlights, assets under management 
for European direct lending is almost $160 billion, 
including about $50 billion of dry powder. By 
another measure of activity, Deloitte’s Deal Tracker 
estimated the total number of deals closed by 
alternative lenders in the UK since 2012 as almost 
1000, with 650 in France, and 300 in Germany.

Lincoln International, a leading European private 
credit arranger, has noted that over the past 
decade, direct lending has taken over the leveraged 
middle loan market, which was previously held 
by banks. While Europe is not a uniform market, 
Lincoln’s illustrative terms for “reasonably strong” 
senior and unitranche credits are generally 
consistent by country, as shown in Figure 4.

Figure 3: It takes un village

Non-bank European lending AUM is almost $160 billion, 
including about $50 billion of dry powder.

European direct lending assets under management
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Figure 4: Terms and conditions apply

Spring 2021 midmarket terms guidance – funds

U.S. U.K. France Germany Italy

Leverage 5.0 – 6.5x 5.0 – 6.0x 5.0 – 6.5x 5.0 – 6.0x 4.5 – 6.0x

Margin 5.50% – 
6.50%

5.75% – 
6.75%

5.50% – 
6.75%

5.75% – 
6.50%

5.50% – 
7.50%

Arrangement 
fees 2.0% 2.75% – 

3.50%
2.50% – 
3.00%

2.75% – 
3.00%

2.75% – 
3.50%

Amortisation 1% Bullet structures are available

Equity cushion 40%+ 35% to 40% 35% to 40% 35% to  40% 35% to 40%

Prepayment 
penalties 102 or 101 NC1, 

102 (6m)
NC1, 101 or 

102
NC1, 101 or 

102
NC1, 101 or 

102

Source: Lincoln International

It’s not unusual for investors to toggle between 
the U.S. and Europe, depending on conditions for 
pricing and terms.
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FUNDRAISING FOR EUROPEAN 
PRIVATE DEBT

Figure 5 highlights how both U.S. and European 
fundraising for private debt came into Covid with a 
head of steam. That momentum slowed in the wake 
of the pandemic in 2020. Since then, however, 
things have picked up.

To some investors the European opportunity 
started looking more attractive when U.S. yields 
dropped precipitously in 2020. Since then, the 
difference in yields between cross-Atlantic credit 
markets has not been “nearly as substantial as it 
used to be. In addition, the Euro’s relative strong 
showing against the dollar gave the investment 
opportunity another boost.”

According to Private Debt Investor’s (PDI) 
Fundraising report for H1 2021, there’s $133 billion 
worth of funds in the North American market, $97 
billion in Europe and $18 billion in the Asia-Pacific 
region. The asset mix of these efforts primarily 
includes senior, subordinated, and distressed debt, 
with about $41 billion raised with interim closes in 
North America, $26 billion in Europe, and less than 
$5 billion in APAC.

Campbell Lutyens, a global private debt advisor, 
said that U.S. LPs focusing on private credit are 
coming from a more private equity perspective. 
That leads them to seek higher return instruments 
such as mezzanine and distressed debt. “In 

Europe,” they reported, “investors are coming from 
more of a fixed-income background.” That means 
high-single digit returns are relatively attractive. 
Investors around the world tend to look close to 
home for their assets. 

So, when will investors look farther afield for 
opportunities with private debt managers? PDI 
highlighted LPs who said they “continued to see 
home-focused investing preference where dollar 
investors prioritized U.S. dollar opportunities. 
European allocators also looked closer to home, 
partly due to foreign exchange and hedging 
cost considerations.” Campbell Lutyens expects 
European investors to start looking towards North 
America again to augment their portfolios. How 
strong that trend will be remains to be seen, but 
European investors will see a bigger need to be in 
North America than vice-versa.

Figure 5: Fund stuff

Fundraising for private debt in both U.S. and Europe was 
strong coming into Covid, fell off, but is recovering.

Private debt fundraising U.S. vs Europe
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Being a debt advisor in Europe today carries 
special opportunities and challenges. Never have 
the choices for issuers been more varied, yet 
never have global and national market dynamics 
been more complex.
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For more information, please visit nuveen.com.

Endnotes
All information is as of 30 Jun 2021 unless otherwise noted. 
Investments in middle market loans are subject to certain risks. Please consider all risks carefully prior to investing in any particular strategy.
These investments are subject to credit risk and potentially limited liquidity, as well as interest rate risk, currency risk, prepayment and extension risk, inflation risk, and risk 
of capital loss.
The views and opinions expressed are for informational and educational purposes only as of the date of production / writing and may change without notice at any time based on 
numerous factors, such as market or other conditions, legal and regulatory developments, additional risks and uncertainties and may not come to pass. This material may contain 
“forward-looking” information that is not purely historical in nature.
Churchill Asset Management is a registered investment advisor and an affiliate of Nuveen, LLC. “Churchill Senior Lending” refers to the senior secured loan investment team and 
portfolio of Churchill Asset Management.
This material is not intended to be a recommendation or investment advice, does not constitute a solicitation to buy, sell or hold a security or an investment strategy, and is not 
provided in a fiduciary capacity. The information provided does not take into account the specific objectives or circumstances of any particular investor, or suggest any specific course 
of action. Financial professionals should independently evaluate the risks associated with products or services and exercise independent judgment with respect to their clients.

A word on risk
Investments in middle market loans are subject to certain risks such as: credit, limited liquidity, interest rate, currency, prepayment and extension, inflation, and risk of capital loss. 
Nuveen provides investment advisory solutions through its investment specialists.


