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Recovery is underway across major advanced European economies, with central banks around
the continent gradually lowering interest rates as inflation has returned close to target. Central
bank rate cuts should help to support activity over the next year.

While we expect the euro-zone recovery as a whole to continue growing slowly, there are a
number of bright spots across Europe. Permira Credit portfolio companies have generally

achieved growth rates that outpace GDP growth.

Private credit market activity picked up pace in the third quarter of 2024, as investors gained
more confidence that the economic backdrop will be supportive in achieving valuations that
they are looking for. While some caution remains, there are still ample opportunities for

private credit to thrive.

ECB rate cuts amidst falling inflation

The euro-zone economy returned to growth in
the first half of this year. Real GDP rose by 0.3%
on the quarter in Q1, and by a further 0.2% in
Q2. The rebound followed on from five
successive quarters of stagnant growth, largely
the result of the high inflation and interest rate
environment. Further falls in inflation and cuts
to interest rates should support the gradual
recovery in the euro-zone economy this year
and next.

Inflation has decreased significantly from its
late-2022 peak, with the headline rate falling to
1.8% in September 2024. This is the first time
that inflation has fallen below the European
Central Bank (ECB)’s target of 2.0% since June
2021. (See Chart 1.)

Chart 1: Euro-zone headline inflation (y/y%)
and policy rate (end of period %)
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So far, this has mainly been driven by the
reversal of the energy and global supply chain
shocks. Services inflation, which is more
sensitive to domestic price pressures, has not
fallen much since November last year and came
in at 4.0% in September. This should soon ease,
as the labour market continues to normalise and
wage growth slows.

The monetary policy loosening cycle is set to
continue. The ECB cut the deposit rate by 25
basis points at its last three meetings in June,
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September and October, taking it down to
3.25%. We suspect that rate cuts from here will
continue to be gradual. Although policymakers
will not want to see much more loosening in the
labour market, there is no need to cut rates
aggressively unless downside risks materialise.
And for now, we think the euro-zone is likely to
avoid a recession.

We expect the ECB to cut by 25 basis points at
each meeting until the deposit rate hits 2.50% in
March 2025. (See Chart 1 again.)

Gradual euro-zone recovery underway

The euro-zone economy will continue to expand
this year, albeit at a slow place, with looser
monetary policy providing a boost in 2025.

Real household incomes are growing rapidly, but
this is not translating into rapid spending growth
because high interest rates and low confidence
have deterred consumption and pushed the
savings rate up to a record high outside the
pandemic. But on this front, the worst seems to
be over, particularly in Germany. And while we
do not expect large falls in the savings rate in the
coming quarters, we do not think they will
continue to rise either. This should provide at
least some support to household consumption.

In all, we expect the euro-zone economy to grow
at a modest pace in the coming quarters, with
GDP growth projected to average around 0.7% in
2024 and 1.0% in 2025, an improvement from
the 0.5% growth seen in 2023.

While we expect the euro-zone recovery as a
whole to continue growing only slowly, there are
a number of countries across Europe that are set
to outperform.
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UK to lead cyclical recovery

The UK economy is also set to outperform the
euro-zone average in the years to come. While
much of the UK’s most recent economic growth
is being supported by the fading of the drags
from the previous rises in inflation and interest
rates, the economy is still on solid footing.
Stability with the new government should
support an increase in investment, and the UK is
not facing the same fiscal pressures as many of
its European peers. Indeed, the Autumn budget
to be announced at the end of October is widely
expected to be more supportive than previous
budgets.

The Bank of England will continue to cut interest
rates. With inflation close to the 2.0% target and
the unemployment rate close to its natural rate
of about 4.0%, it makes sense for interest rates
to be closer to their neutral rate. That may be
around 3.00%, some way below the current
5.00%.

Moderate growth signals in Germany and
France

In Germany, the gradual fall in interest rates is
expected to support investment, which we
expect to positively contribute to growth from
2025. This is in contrast with much of the post-
pandemic performance, where investment was a
significant drag on the economy.

After growing by 0.2% quarter-on-quarter in Q2,
the French economy was boosted by the Paris
Olympics in the third quarter due to ticket sales
and increased expenditure on hotels and
hospitality. And while we expect the economy to
continue growing at a moderate pace over the
next few years, the government’s recently
announced fiscal policy will continue to be a
headwind for the economy in the years to come.
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Nordic recovery in sight

After three vyears of stagnant growth, the
outlook for Sweden’s economy is looking a lot
more positive. This is for three key reasons.

First, the average interest rate on household
debt will fall by about 0.5 percentage points over
the coming months, which will reduce
households’ interest expenditure meaningfully,
which could lead to an increase in household
consumption. Changes in interest rates in
Sweden tend to have a bigger impact on
consumption than elsewhere due to the
combination of a large amount of household
debt and the high proportion of it that is on
variable or short-term rates.

Second, Sweden’s government has announced a
fiscal stimulus worth around 0.9% of GDP in its’
recent 2025 budget. This increased government
spending should further boost household
consumption. And third, we expect the 2025
collective bargaining agreement, which is set to
cover around 80% of all workers, to result in a
wage rise of around 4% for next year.

With all these developments helping to
hopefully meaningfully prop up consumption,
we expect the Riksbank to cut the policy rate
from 3.25% currently to a terminal rate of 2.50%
early next year. That is much less easing than
anticipated by investors, who currently expect
the policy rate to fall to 1.5%. Indeed, we think
that if the Riksbank did cut interest rates that far
it would cause the economy to overheat and
inflation to rise above target.

Elsewhere in the Nordics, the economic outlook
in Norway has also improved. And with inflation
falling towards the target and labour market
conditions normalising, we think the Norges
Bank will soon be ready to join the developed
market loosening cycle. This should help support
the consumer and residential property sectors,
with economic growth remaining more resilient
than most European peer countries.
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Rising employment and incomes to lift Dutch
GDP

The Netherlands has turned a corner and its GDP
growth is set to outpace the rest of the euro-
zone in the coming years. The economy
rebounded strongly in Q2, following several
successive quarters in recession as consumer
confidence and economic sentiment improved.
We expect consumption growth to pick up in the
coming months, as rising employment and real
wages will boost aggregate household incomes.
Moreover, falling interest rates should reduce
household interest expenditure more than
elsewhere because household debt is relatively
elevated in the Netherlands.

And unlike most of the euro-zone, where fiscal
policy will be tightened in the coming years, the
government’s budget balance is slightly
expansionary due to increased spending on
welfare and public investment by the new four-
party coalition. That said, low public debt and
robust growth prospects will keep the debt
position in check.

Early signs of improvement in credit demand

Monetary policy loosening is already having
ripple effects on the broader investment climate
in the euro-zone. Recently released data from
the ECB showed that loan demand — a precursor
to durable economic growth — increased in the
third quarter of 2024. According to the central
bank’s quarterly ‘Bank Lending Survey’, banks in
the euro-zone saw credit demand from
companies increase for the first time since 2022.
(See Chart 2.)
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Chart 2: Net change in credit demand from
companies (%)
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This rise was mainly driven by declining interest
rates as well as a small contribution from fixed
investment, after broadly two years of negative
impacts from these factors. Corporate demand
for credit typically precedes actual loan activity
by around three quarters for firms, which
provides hope that credit growth should pick-up
pace soon.

Additionally, the ECB’s ‘Bank Lending Survey’
also noted that net credit standards for loans to
businesses were unchanged in the third quarter,
bringing an end to two years of tightening. Yet
while credit standards remained unchanged in
net terms, risk perceptions were still reported as
having a small tightening impact. This backdrop
of tight bank lending standards will further
encourage the migration of credit from banks to
direct lenders, particularly for the middle
market.

The improvement in the macroeconomic
backdrop can already be seen in the European
private credit market. New loan volumes totaled
€81 billion in the first three quarters of 2024,
making it the busiest period for loans since the
first three quarters of 2021. (See Chart 3.)
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Chart 3: European new issue leveraged loan
volume, January to September (billion euro)
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Deal volumes should continue to grow from
here. With lower levels of activity in 2023,
European-focused buyout funds still have vast
amounts of capital waiting to be deployed. But
more importantly, diminishing uncertainty
around the outlook for growth across Europe will
be a larger driver of activity. While further policy
rate cuts should help spur sales processes,
increased dealmaking has more to do with
expectations for economic performance over
the next few vyears. Investors need to be
confident that the businesses they are buying
and selling have the potential to grow. Investors
are still waiting to see what’s going to happen —
including around the outcome of the US election
in November and the conflict in the Middle East
— before there’s a big catalyst of activity. The
more confidence there is that economies are not
going to fall back into recessions, the more
confidence investors will have to sell businesses
and achieve valuations that they are looking for.

Sectoral bright spots despite macro headwinds

While M&A activity remains behind its peak
levels seen in 2021, there are ample
opportunities for private credit to thrive under
the current macroeconomic backdrop
particularly when you look deeper into
subsectors and regions.

Indeed, the Nordic region has been one of the
fastest growing private credit markets across
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Europe as Nordic countries are home to many
strong mid-market companies in resilient
sectors such as technology, business services
and healthcare. Over the last years banks
continue to be displaced by credit funds with
100% of deals done by credit funds in the mid-
market in 1H24 according to MidCapMonitor by
Houlihan Lokey.

Our view is that the UK will continue remain the
dominant market in Europe for private credit, as
its legal framework and focus on non-cyclical
services industry lend themselves well to
private credit. Additionally, falling interest rates
and more stability on the political front should
support private investment further.

And even in countries with some
macroeconomic headwinds, there appear to be
considerable opportunities in non-cyclical
sectors. In Germany, for example, where
subdued export demand is expected to weigh
on industrial sector activity, output in the
professional services sector has continued to
expand apace despite the adverse economic
cycle. Healthcare is another sector which could
fare particularly well in the coming years, as
demand for healthcare grows on the back of
Germany’s rapidly ageing population.

Similarly, while tighter fiscal policy will weigh on
economic growth in France, it is not as likely to
impact the outlook for less cyclical sectors such
as technology. The sector is now almost 25%
larger than it was before the pandemic, and
despite slowing in recent quarters, still
expanded around three times faster than GDP
since 2023.
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Important disclosure information

Unless otherwise noted, the information
contained herein (the “Information”) has been
compiled as of 12 July 2024, and there is no
obligation to update the information. The
delivery of this document will under no
circumstances create any implication that the
information herein has been updated or
corrected as of any time subsequent to the date
of publication or, as the case may be, the date as
of which such information is stated.

Please note that Permira Credit Solutions Il and
associated managed accounts are lenders to
Capital Economics.

The Information may not be copied, reproduced
or disclosed in whole or in part without the prior
written consent of Permira Credit.

The Information is made available on a
confidential basis by Permira Credit and is being
distributed on a confidential basis. No
representations or warranties whatsoever
(whether express or implied), including
representations or warranties relating to the
completeness or accuracy of the Information,
are given. Certain economic and market
conditions Information contained herein has
been obtained from published sources and/or
prepared by third-parties and in certain cases
has not been updated through the date hereof.
All Information contained herein is subject to
revision and the Information set forth herein
does not purport to be complete. The
Information is not intended to and does not
constitute an offer of interests or a solicitation of
an offer to purchase interests in any Permira
Credit fund or any other entity whatsoever, and
does not create any legally binding obligations
on the part of Permira Credit.

Nothing herein should be construed as tax,
financial, investment, legal, regulatory or other
advice.
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Certain Information contained in this document
constitutes “forward-looking statements” that
can be identified by the use of forward-looking
terminology such as “may,” “will,” “should,”
“expect,” “anticipate,” “target,” “project,”
“estimate,” “intend,” “continue,” or “believe” or
the negatives thereof or other variations
thereon or comparable terminology. Due to
various risks and uncertainties, actual events or
results may differ materially from those
reflected or contemplated in such forward-
looking statements.

Any statements of opinion and/or belief
contained herein and any views expressed and
any projections, forecasts or statements relating
to expectations regarding future events or the
possible future performance referred to herein
or in any other written or oral material which has
been provided in connection with this document
represent the assessment and interpretation of
the authors on the basis of information available
to them as at the date of publication of this
document or as otherwise set out herein.



