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Principal Insights
Mind the Gap: The Private Credit Premium in the European Non-Sponsor Middle Market

Europe offers a highly attractive investment environment, particularly with
recent shifts in the geopolitical and macroeconomic landscape

Private credit is integral to driving Europe’s economic agenda, with banks
having pulled back from leveraged lending given regulatory constraints

Direct lending in Europe presents compelling risk/reward to investors
relative to the US market and, in particular, when addressed with a balanced
approach across sectors and countries

The core middle market offers higher margins, lower leverage and tighter
documentation, especially across the European direct lending landscape

The non-sponsor opportunity set is deeply underpenetrated in Europe,
providing ample white space for direct lenders to partner with multi-
generational family-owned companies and generate strong risk-adjusted
returns
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Europe offers a highly attractive investment environment
Particularly with recent shifts in the geopolitical and macroeconomic landscape

Why Europe Today Why Europe, Always

Europe is experiencing a renaissance as an investment destination,1 with 
geopolitical and macroeconomic shifts reshaping the opportunity set

Major policy initiatives are predicted to recalibrate growth, including through:

• The European Commission’s Savings and Investments Union initiative and

• Germany’s proposal to create a €500 billion 10-year fund to drive infrastructure 
investments2

Europe’s largest economies are in a more fiscally conservative position to 
pursue growth reforms,3 on the back of a more prudent response to the Covid-19 
pandemic4

European private capital has outperformed public market equivalents more 
often than the US over the past 20 years, and with such outperformance exceeding 
that of the US by twofold on average5

Europe offers abundant opportunity to generate excess risk-adjusted returns by 
solving for complexity across the region’s various legal, regulatory and political 
environments

The European investment landscape has historically presented diverse and robust 
opportunity sets to deploy capital over multiple market cycles, particularly for 
investors with deep local presence in European credit markets
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Private credit is integral to driving Europe’s economic agenda
With banks having pulled back from leveraged lending given regulatory constraints

European companies are traditionally more reliant on bank financing,1 which 
offers a wider array of corporate financing options to borrowers

Bank assets are far larger in size in Europe vs. the US and are even larger when 
compared to GDP2

Post-GFC regulations have created a more constrained bank lending 
environment globally, highlighting the pressing need for private credit to play a 
meaningful role in financing European businesses

Banks have played a decreasing role in leveraged finance in the core middle 
market, particularly in Europe,3 activity which has been offset, at least in part, by a 
sixfold increase in direct lending transactions in Europe over the past decade4
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In particular when addressed with a balanced approach across sectors and countries

Spread premium driven by structural differences between Europe and the US, 
including a more fragmented market with multiple legal systems and regulatory 
regimes

More conservative leverage and interest coverage ratios in Europe2

Market participants might attribute this to an assumed greater proportion of TMT and 
healthcare deals in the US – sectors often associated with higher leverage – but the 
European direct lending market has similar or greater exposure to TMT and 
healthcare relative to US direct lending3
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Direct lending in Europe presents compelling risk/reward to investors relative to 
the US
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Especially across the European direct lending landscape

Spread premium driven by fund flows into large direct lending transactions 
($1bn+)2

Many middle market companies are often insulated from global trade policy 
headwinds, given their domestically-focused businesses
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Leverage levels in the core middle market are typically ~1x lower than larger 
deals in the upper middle market1

A materially larger proportion of core middle market transactions include 
maintenance covenants3 – with a far greater percentage of market participants in 
Europe requiring tighter documentation4
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~50bps+ avg. excess spread in the core middle market1 Attractive credit metrics in the core middle market

The core middle market offers higher margins, lower leverage & tighter 
documentation
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Providing ample white space for direct lenders to partner with multi-generational family-owned companies 
and generate strong risk-adjusted returns
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Spread premium driven by (a) difficulty originating non-sponsor deals and
(b) increased diligence effort – given inability to rely on a sponsor’s diligence

Far fewer European companies with $100m+ in revenue are publicly held vs. the US3 – 
and yet private equity is far larger in the US4 – indicating that Europe has an even 
greater proportion of private non-sponsor-owned companies versus the US

• Despite this, the non-sponsor share of the direct lending market is similar 
across the US and Europe5

Non-sponsor share is also meaningfully lower in European direct lending 
relative to the European high yield bond markets6

7%

20%

4%

14%

5
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Industry return premium associated with non-sponsor borrowers2 PE AuM as a % of GDP4 % of $100m+ revenue companies 
that are public3
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The non-sponsor opportunity set is deeply underpenetrated in Europe
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Important Information

This document has been prepared by Arini Capital Management Limited and its affiliates Arini Capital Management US LLC and Arini Capital Management (ME) Limited (collectively, “Arini”), solely for the 
purpose of providing background information to the person to whom it has been delivered.

Arini Capital Management Limited is authorised and regulated by the UK Financial Conduct Authority (FRN: 1004205). Arini Capital Management Limited and Arini Capital Management US LLC are registered 
with the US Securities and Exchange Commission as investment advisers, with the US Commodity Futures Trading Commission as commodity pool operators and commodity trading advisors and are members 
of the US National Futures Association. Arini Capital Management (ME) Limited is authorised and regulated by the Abu Dhabi Global Markets Financial Services Regulatory Authority. Registration does not imply 
a skill or a level of training.

The information contained herein reflects the views and opinions of Arini as of the date of publication and is provided for informational purposes only. Actual events or results may differ materially from the 
views and forward-looking statements included in this material. Certain information contained herein is based on or derived from third-party sources, and Arini cannot guarantee the accuracy of such 
information. It does not constitute investment advice, an offer to sell, or a solicitation of an offer to buy any securities or investment products, and recipients should not rely on an information in this material 
when making investment decisions. The views expressed are subject to change without notice and Arini has no duty or obligation to update the information herein.

The summary descriptions included herein and any other materials provided to you are intended only for information purposes and convenient reference and are not intended to be complete. This information is 
not intended to provide and should not be relied upon for accounting, legal or tax advice or investment recommendations. You should consult your tax, legal, accounting, financial or other advisors about the 
issues discussed herein. This document is not intended as an offer or solicitation with respect to the purchase or sale of any security. No offer or solicitation may be made prior to the delivery of a definitive 
private placement offering memorandum (a “Memorandum”). Prospective investors should review a memorandum, including the risk factors and conflicts of interest in a memorandum, before making a 
decision to invest. 

NO RELIANCE
No reliance may be placed for any purpose on the information and opinions contained in this document or their accuracy or completeness. Arini believes the information or opinions contained in this document 
to be reliable but does not warrant its accuracy or completeness.  The estimates, investment strategies, and views expressed in this document are based upon current market conditions and/or data and 
information provided by unaffiliated third parties and is subject to change without notice.  Save to the extent that exclusion of liability is prohibited by law or regulation, Arini, its officers, employees, 
representatives, affiliates and agents accept no liability in any respect for any loss or damage, whether direct, indirect, consequential or otherwise (including loss of profit) arising out of or in connection with 
this document and its contents or any subsequent subscription into an Arini managed strategy and whether arising as a result of Arini’s negligence or otherwise.

© 2025 Arini Capital Management Limited.

Disclaimers
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