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Special topic – The advantages and 
drawbacks of co-investments
The popularity of co-investments has been on the rise. Deploying capital into the 
portfolio company alongside a general partner (GP) has become en vogue amongst 
investors. Co-investment opportunities often arise when the GP needs extra equity to 
finance a deal. While the GP exercises control over the investment limited partners 
(LPs) only get involved in a company’s matters if the situation requires it. Thus, 
co-investment is considered a rather passive investing style promising a potentially 
high return at a reduced cost. Nonetheless, investors should carefully consider the 
potential drawbacks and think through the different implementation options available 
to them. 
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Economic trends and prospects in Europe have not only improved in 2015, they are at 
their best in three years. With domestic demand emerging as the key growth driver as 
the legacies of the crisis have been mostly overcome, the recovery is set to continue 
in the coming two years. We expect real GDP growth to accelerate from an estimated 
1.5% in 2015 to 2.0% in 2016.
The headwinds from weaker global economic conditions are rising. Demand from 
emerging markets is not expected to recover in 2016, the stimulus from the weak euro 
may be fading and the US business cycle is maturing. However, leading indicators 
for domestic demand, in particular for private consumption, remain strong enough 
to compensate for weaker external demand. In addition, the trade exposure of the 
EU and euro zone is limited due to the large internal market. As a bloc, the EU is as 
closed as the US.
Deflation was never a problem in Europe and will not be one going forward. Inflation 
is expected to increase gradually in the coming years, as output gaps continue to 
narrow. In spite of this trend, the European Central Bank (ECB) is not expected to 
start the process of normalising monetary policy any time soon. 



Disclaimer
This Newsletter is prepared for general circulation and is circulated for general information only. This document has been furnished to you solely for your 
information and may not be reproduced or redistributed to any other person. Information has been obtained from sources believed to be reliable but no 
representation or warranty, either expressed or implied, is provided in relation to the accuracy, completeness, or reliability of the information contained 
herein. Opinions and estimates constitute our judgment as of the date of this report and are subject to change without notice. Past performance is 
not indicative of future results. This report is not intended as an offer or solicitation for the purchase or sale of any financial instrument. Securities, 
financial instruments, or strategies mentioned herein may not be suitable for all investors. The opinions and recommendations herein do not take into 
account individual client circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial instruments, 
or strategies to particular clients. The recipient of this report must make his or her own independent decisions regarding any securities or financial 
instruments mentioned herein. The information contained herein is directed exclusively at market professionals and institutional investors and does not 
apply to, and should not be relied upon by, private clients. Akina Ltd, its affiliates, partners, employees, and agents accept no liability for any loss or 
damage of any kind arising out of the use of this report or its contents. This report is not directed to or intended for distribution to or use by any person 
or entity in any jurisdiction where such distribution, publication, or use would be unlawful. By accepting this document, you agree to be bound by the 
foregoing limitations.



Quo Vadis | January 2016 3

The popularity of co-investments has been on the rise. Deploying capital into 
the portfolio company alongside a general partner (GP) has become en vogue 
amongst investors. Co-investment opportunities often arise when the GP needs 
extra equity to fi nance a deal. While the GP exercises control over the investment, 
limited partners (LPs) only get involved in a company’s matters if the situation 
requires it. Thus, co-investment is considered a rather passive investing style 
promising a potentially high return at a reduced cost. Nonetheless, investors 
should carefully consider the potential drawbacks and think through the different 
implementation options available to them.

The advantages of co-investments
Co-investments bring countless benefi ts for investors to consider. Most prominent 
is the promise of increased returns while avoiding management fees or carried 
interest on the investment. The absence of the 2/20 fee structure, widely-used in 
the industry, increases theoretical returns. In fact, according to a study recently 
conducted by Cambridge Associates, co-investments deliver on their promise. 
The study compared the performance of buyout co-investments with the returns of 
buyout funds covering vintage years from 2002 to 2011 (Fig. 1). Overall, in seven 
out of ten vintage years co-investments outpace the buyout funds, indicating an 
average outperformance of MOI 1.3x. The dispersion of returns ranges from 0.4x in 
2011 to 3.4x in 2003.

Figure 1: Buyout co-investments outperform buyout funds

Yet another benefi t of co-investing is the less pronounced or absent j-curve effect - 
the net performance decline in the early fund years. By actively co-investing, an LP 
can deploy capital with a GP faster, which reduces this effect.

Committing to plain-vanilla private equity buyout funds can be seen as blind pool 
investing, with no possibility to evaluate the quality of any portfolio company. 
Co-investing, on the other hand, gives LPs the opportunity to build a tailor-made 
portfolio, investing only in portfolio companies that refl ect their convictions. LPs 
have more control over the investment pace, with the ability to quickly ramp up a 
portfolio or stay out of the market.
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Working closely with the GP puts the LP in a pole position to look over the GP’s 
shoulder and become a better LP. Valuable investment and industry know-how can 
come to light by observing a GP’s investment behaviour up close and having the 
chance to gain insight into the due diligence process. 

The passive nature of co-investing gives the LP leeway to leave the challenging 
and time-consuming task of deal sourcing and deal evaluation to the GP. Sitting 
comfortably in the back seat can be considered a merit of co-investing since time 
and effort can be used elsewhere. Nevertheless, being too passive can lead to 
imprudence and costly decision-making errors.

The drawbacks of co-investments
An indispensable ingredient of successful co-investing is having access to potential 
investment opportunities on a regular basis. However, getting access to constant 
and attractive deal flow is not as easy as it might seem. Many industry players 
are trying to seize the same opportunities. This highlights the importance of a 
functioning relationship with the GP who decides which LPs get presented potential 
deals. In order to increase the probability of getting into a GP’s deal flow the LP 
must bring something to the table besides financial support, which could be a 
certain industry expertise or industry network. 

What other criteria does the GP seek in an LP besides industry know-how or a 
network? The unpredictable and opportunistic nature of the co-investment business 
requires an LP to have a quick decision-making process in place that enables 
the LP to respond in a timely manner to the GPs investment offer. LPs often have 
less than three weeks to review the opportunity, conduct their own research and 
decide whether or not to participate. Failing to meet the GP’s deadline could hurt 
the relationship and could result in exclusion from the GP’s deal flow. Meeting 
the deadline, however, can establish the LP as a shrewd and reliable partner, 
strengthening the relationship with the GP, which may lead to greater deal flow in 
the future. 

A commonly expressed suspicion by LPs is that GPs keep the most promising 
deals to themselves, sharing only opportunities of lower quality. Industry experts 
refer to this as adverse selection. However, there is little scientific evidence 
pointing to cherry-picking behaviour by GPs. On the contrary, professionals 
observe the opposite behaviour: just as when you invite someone for dinner, you 
cook your favourite dish and not experiment on your guests, so too do GPs often 
rather bring out their best for LPs. 

To think that co-investing alongside a GP is an opportunity to benefit from 
investment skills without applying one’s own resources to the deal selection, 
execution and monitoring can be a dangerous path to follow. An LP is well 
advised to set up a professional co-investment process with a dedicated and 
independent team – similar to the GP’s. In fact, co-investing demands direct 
investment knowledge, as the risk profile is similar. Furthermore, the deals are 
less standardised meaning deal selection skills are critical for a successful 
co-investment program.

Co-investments can be pro-cyclical as most of the opportunities are offered 
when average deal sizes increase and purchase multiples rise. Investors should 
remain aware that the best time to co-invest may be in volatile markets with less 
competition, which generally results in lower valuations. In this situation, the ability 
to understand and select the deals that best fit the co-investment program will be 
the critical success factor for the investor.

Yet another potential risk of co-investing is the lack of diversification compared to 
an investment in a buyout private equity fund. Co-investments offer concentrated 
exposure to an individual portfolio company, whereas private equity funds allocate 
their money to various portfolio companies providing sufficient diversification to limit 
downside risk.

 Being too passive 
can lead to imprudence 
and costly decision-
making errors. 

 LPs often have less 
than three weeks to review 
the opportunity. 
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Jumping on the co-investment bandwagon
There is a wide spectrum of co-investment strategies, from deploying capital 
directly into a portfolio company alongside the GP to an indirect co-investment 
exposure via fund-of-funds. We start with the latter moving towards the more direct 
approach highlighting the level of risk, potential of gain, as well as the expected 
amount of resources needed for each co-investment strategy.

Investing in fund-of-funds (FoF) with a co-investment allocation
One way to jumpstart the co-investment engine is to invest in an FoF which 
allocates a certain amount to co-investments, typically 5 to 15 percent of the 
commitment. The probability of losing money with an FoF consisting of at least 
15 funds is close to zero, as our recent study (in cooperation with Prof. Oliver 
Gottschalg from HEC Paris) “Size matters – small is beautiful. The impact of 
Portfolio Diversification and Selection on Risk and Return in Private Equity” 
reveals. The other side of the coin is that an outsized win by one of the fund 
investments underlying portfolio companies has a diminishing  impact on the 
average performance. Hence, integrating co-investments into the FoF-strategy can 
boost returns and can build the foundation for alpha creation. 

Nonetheless, adding co-investment deals into an FoF-program invites risk to the 
portfolio. Co-investment deals can easily destroy the hard-earned performance 
from fund investments. For this reason LPs should verify that the FoF has put 
enough resources in place to follow a dedicated direct co-investment process.

Figure 2: FoF with co-investment allocation

 Integrating 
co-investments into 
the FoF-strategy can 
boost returns. 
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Investing in a co-investment fund with various GPs
Co-investment funds with several GPs are typically created by FoF leveraging 
their platform of existing GP relationships. The exposure to portfolio companies is 
concentrated and thus the risk accentuated compared to an FoF. Making a single 
bet alongside GPs and adding value to the portfolio company requires a different 
set of skills than selecting fund managers. In fact, the risk profile of a co-investment 
fund is similar to a direct fund, which underlines the importance of installing an 
independent, dedicated team with direct deal experience. 

However, this reduction of GP concentration risk potentially comes without 
any suffering of return. Quite the contrary, reviewing deals from various GPs 
guarantees a diversified deal flow with more oysters to open, thereby increasing 
the chance of finding a pearl.

Figure 3: Co-investment fund with various GP

Akina’s recently launched Euro Choice Direct is targeting co-investments into 
growing European small and mid-sized companies. Our intense focus on the 
European mid-market means active interaction with over 400 private equity mid-
market fund managers and access to over 600 portfolio companies through 
Akina’s advised fund. This results in a broad and attractive deal flow of about 100 
co-investment proposals per year from which our dedicated co-investment team 
selects the investments with the most attractive risk-return profile with a view 
toward building an attractive direct portfolio.

 The risk profile of a 
co-investment fund is 
similar to a direct fund. 
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Investing in a single-GP co-investment fund
Some GPs raise separate co-investment funds to operate alongside the main fund 
so that the LP is betting on the deal flow of a single GP. The risk lies not only in the 
lack of GP diversification. GPs often open separate co-investment funds in parallel 
to a main direct fund which creates the challenge of treating the co-investment LPs 
and the direct investment LPs equally. So there is a real danger that the planned 
portfolio construction in the co-investment fund is not completed since the focus 
lies on the main fund. In addition, LPs have to be aware that the GP might just fill 
the co-investment fund with deals that need extra cash in order to execute the deal 
in the main fund.

Figure 4: Single-GP co-investment fund

Co-investing directly into the portfolio company
If you plan to go down this road you have to be aware that it could turn out to be 
a long and stony one. It is the most direct and the riskiest form of co-investment. 
However, it also offers the highest return potential.

GPs often offer co-investment opportunities only to LPs who commit to their fund. 
LPs then can decide on a deal-by-deal basis whether or not they desire to invest 
alongside the GP. Clearly, a strong relationship with the GP is a prerequisite to get 
deals presented, but then quick reaction times and a proven internal evaluation 
process must be in place for the investor to be able to meet the GP’s expectations. 
Therefore, the resources required to execute such a strategy are clearly at the 
highest end of the spectrum of available options.
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Figure 4: Single-GP co-investment fund 
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Will co-investments live up to their expectations in the future?
We are now well equipped to tackle the challenges of co-investing. Yet, one 
noteworthy question has been left unanswered: going forward, can co-investments 
live up to their expectations and add value to the investor’s portfolio? Even though 
many investors have had their fingers burned in the past, it seems fair to assume 
that the appetite for co-investments will continue to grow in the future. The promise 
of outsized returns is too tempting.

Thanks to a demanding fund-raising environment, GPs need to offer more to attract 
investors’ attention. The offer of lucrative co-investment opportunities is likely to 
prompt investors to commit to the GP’s fund. Therefore, not only will the speed of 
deal flow increase but also the quality of offered co-investments. 

In spite of today’s friendly co-investment environment, resources (ability to deliver 
investment decisions in an acceptable timeframe) and experience (selecting 
promising co-investment deals) remain the key success factors for co-investors. 
Co-investment specialists might therefore be promising partners for LPs looking 
for access to this much sought-after investment niche. We, at Akina, consider 
ourselves such specialists. Akina’s expertise in advising on co-investments dates 
back to 2000 and encompasses numerous transactions. We would be delighted to 
discuss your needs and any opportunity to cooperate on the co-investment side.

Akina’s co-investment track record
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Executive Summary

Best prospects in three years
Economic trends and prospects in Europe have not only improved in 2015, they 
are at their best in three years. With domestic demand emerging as the key growth 
driver as the legacies of the crisis have been mostly overcome, the recovery is set 
to continue in the coming two years. We expect real GDP growth to accelerate from 
an estimated 1.5% in 2015 to 2.0% in 2016.

External headwinds have picked up
The headwinds from weaker global economic conditions are rising. Demand from 
emerging markets is not expected to recover in 2016, the stimulus from the weak 
euro may be fading and the US business cycle is maturing. However, leading 
indicators for domestic demand, in particular for private consumption, remain 
strong enough to compensate for weaker external demand. In addition, the trade 
exposure of the EU and euro zone is limited due to the large internal market. As a 
bloc, the EU is as closed as the US.

Low interest rates to stay
Deflation was never a problem in Europe and will not be one going forward. 
Inflation is expected to increase gradually in the coming years, as output gaps 
continue to narrow. In spite of this trend, the European Central Bank (ECB) is not 
expected to start the process of normalising monetary policy any time soon.

European recovery amidst a challenging global backdrop

Resilient recovery
The economic recovery of the euro area and the EU gained traction in 2015. 
Defying the slowdown in emerging markets, and in China and Russia in particular, 
real GDP growth in the euro area rose to 1.6% year-over-year in the third quarter of 
2015, up from full-year growth of 0.9% in 2014. Domestic demand has emerged as 
the key growth driver in most economies, although to a different degree.

The recovery in Europe also broadened over the course of the year. The decent 
growth momentum currently experienced by the formerly “sick” economies of 
the euro zone, including Spain, Italy and France, is particularly encouraging. 
GDP growth in Spain has more than doubled in 2015 to 3.4% year-over-year in 
the third quarter, placing it in the lead as the fastest growing of the euro area’s 
large economies, followed by the Netherlands and Germany. While GDP growth 
in France and Italy remains below the average of the euro zone, it gained 
considerable strength in 2015. In both countries, the economies are now growing 
above trend, which is gradually closing the output gaps in these countries. Outside 
the euro zone, growth in Poland and Sweden continued to power ahead, but has 
moderated somewhat in the United Kingdom in recent months from the very high 
levels recorded at the beginning of the year.

Market in Focus - Europe 
A joint white paper by Wellershoff & Partners Ltd and Akina Ltd 

Dr. Felix Brill
CEO Wellershoff & Partners 

Mark Zünd
Senior Partner
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Inflation, not deflation
Inflation in the euro area continued to trend down in 2015. In fact, headline 
inflation numbers were negative or around zero for most of the year. If we look 
at the inflation trend excluding the very volatile component of energy and food, 
the picture is a distinctly different one, however. Core inflation has increased by 
0.2 percentage points over the course of the last 12 months to 1% year-over-
year currently, clearly showing rising inflationary tendencies. This trend has been 
masked by the fact that falling oil prices reduced overall inflation by nearly 1 
percentage point on average last year. In the coming months, this disinflationary 
effect will gradually fade and push headline inflation back into positive territory.

Figure 1: Core inflation on the rise in the euro zone

In view of this expected development, deflation fears may no longer be used as 
a justification to extend or even augment the asset purchasing programme that 
the ECB launched in March 2015. Ultimately, the programme may have just had 
one main target, namely to weaken the euro. And weaken it it did. Almost to the 
day of the launch of the programme, the USDEUR exchange rate promptly fell to 
1.05, a 25% decline over the year. True to the belief that expectations rather than 
actions move market prices, this proved to be the trough and the euro has slightly 
appreciated since.

Past the crisis
Our sentiment-based leading indicators point to a continued moderate expansion 
in the euro zone and the EU economies in the coming quarters. While the recovery 
received support from tailwinds such as the decline in oil prices, the depreciation of 
the euro and accommodative monetary policy, the fact that the legacies of the crisis 
have now been overcome to a large extent make this recovery sustainable in our 
view. This is particularly obvious in bank lending trends. Net lending to households 
and corporates turned positive in mid-2015 after having contracted for over three 
years. Surveys suggest banks will continue to ease credit standards. As the 
pressure on households and corporations to reduce their debt eases, the chances 
increase that even modestly rising household incomes and company profits will 
be spent and invested going forward. Rising house prices now supplement this 

The negative inflation rates that we saw 2015 
were the result of falling oil prices. Lower 
energy prices reduced headline inflation by 1 
percentage point on average. This has masked 
a moderate increase in core inflation since the 
beginning of 2015.
Source: Thomson Reuters Datastream, 
Wellershoff & Partners
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process in several countries. This is most obvious in Spain and Ireland, economies 
that experienced a pre-crisis housing boom but were hit hard by the financial crisis, 
but also in the Netherlands.

Another area where the legacies of the crisis have now vanished is fiscal policy. 
Since the ECB started purchasing government debt in the euro zone, market 
pressure on governments to consolidate fiscal positions has gone. As such, fiscal 
policy no longer is the drag on economic growth that it had been immediately 
following the crisis. High debt levels will still prevent an expansive fiscal stance 
going forward, however. In contrast, monetary policy will remain expansionary for 
the foreseeable future. If one believes interest rate futures markets, the ECB will 
not raise the interest rate for at least another two years.

Private consumption drives growth
Private consumption has emerged as a key driver of real GDP growth in Europe 
in 2015. The factors supporting the recovery in private consumption growth have 
been improving labour market conditions as well as gains in purchasing power due 
to low inflation on the back of falling oil prices. In some countries, including Spain 
and Ireland, the need for households to reduce debt has diminished after years of 
deleveraging and with accommodative monetary policy reducing the debt burden. 
These countries have seen a relatively more rapid increase in private consumption 
on the back of rising real incomes. Rebounding house and financial asset prices 
have added private wealth gains to these positive factors.

Figure 2: Economic growth in the euro zone is accelerating

While the positive impact of low energy prices will eventually fade, the other factors 
should continue to support private consumption growth going forward. This is 
particularly true for labour market developments. As the economic recovery gains 
strength, employment growth should become self-sustained and although it will 
likely remain modest overall, employment should no longer contract, as was the 
case between 2009 and 2013. Countries that have implemented labour market 
reforms, such as Spain and Portugal, are likely to see faster employment growth. 
At the opposite end of the spectrum, France is likely to continue to see only very 
modest job creation.

 Fiscal policy no 
longer is the drag on 
economic growth. 

The European recovery gained traction in 
2015. Real GDP grew 1.6% year-over-year 
in the third quarter. Leading indicators remain 
favourable and point to continued expansion in 
the quarters ahead.
Source: Thomson Reuters Datastream, 
Wellershoff & Partners
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With interest rates expected to remain very low for the foreseeable future and 
lending conditions of banks improving, households have lower incentives to save 
and deleverage. Historically, these conditions have often been associated with 
an increase in durable goods purchases. For countries where household debt 
remains very high, such as Denmark, the Netherlands and Sweden, the need to 
deleverage will continue to limit the impact of favourable financing conditions for 
households, however. On the other hand, the degree to which high leverage ratios 
continue to weigh on consumer demand will also depend on the development of 
financial wealth from rising bond, equity and house prices, as well as tax policy. In 
the Netherlands, for instance, a recently announced set of tax cuts aiming to lower 
the tax wedge is expected to have a significantly positive impact on consumption 
growth in spite of high household debt levels. In the Netherlands, as well as in 
Denmark, net worth of households has increased thanks to rising house prices. 
As a result, net leverage ratios of households have started to decline in both 
economies. In contrast, in Sweden, rapidly rising house prices since mid-2013 
have become an increasing risk to the consumption outlook.

Could weakness in emerging markets derail the recovery?
The external environment has become a lot less friendly for European exports over 
the course of the last 12 months. While the recovery in the industrialised world 
strengthened, growth in emerging markets decelerated markedly. With one of 
Europe’s top three trading partners in recession (Russia) and another one facing a 
marked growth deceleration (China) it may appear surprising that the recovery in 
Europe has not been derailed so far. However, exports to the US, Europe’s main 
export destination, grew at a rapid clip last year partly compensating for the weak 
demand from emerging Europe. The weak euro has been a particular boon in this 
case. It is also important to remember that the trade exposure of the EU and euro 
zone economies is relatively limited due to the large internal markets. In the EU, 
for instance, the sum of exports and imports of goods and services with countries 
outside of the union is equal to some 35% of GDP – approximately the same level 
as for the US.

Nevertheless, the risks to growth from the external environment are clearly to 
the downside. First, the stimulus that the weak euro provided may fade over 
the coming years. Currencies of most commodity-exporting countries, such as 
Russia, have weakened even more than the euro, and will depress demand from 
these countries. Second, although we do not expect Chinese growth to collapse, 
it will continue to weaken on a structural basis. Based on our recent estimates, 
Chinese trend growth should slow to 4% per annum as we approach the next 
decade. Within the EU, Germany has the highest exposure to China, followed by 
the UK and Finland. Finally, the cyclical recovery of the US economy is maturing. 
While historically, growth continued to grow above trend once the output gap had 
closed, one of the key challenges in this phase of the recovery is the development 
of corporate profits. After six years of strong growth, company earnings are now 
falling, in part as a result of the strong dollar.

 Exports to the US grew 
at a rapid clip last year. 
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Regional Outlook

Recovery extends into the periphery
With the notable exception of Greece, where political turmoil pushed the economy 
back into recession tin 2015, the economies of the periphery all saw their 
recoveries strengthen. Besides the growth champion Ireland, this is particularly 
true for Spain, where GDP growth expanded at an annualised rate of 4% in the 
second quarter before consolidating somewhat in the third quarter to a rate of 
3.2%. For Spain, 2015 also marks the first year construction spending stopped 
contracting after 7 consecutive years. Although it would be inadequate to associate 
the recovery of the Spanish economy to a turnaround in residential investment 
solely, it helped to lift growth in private consumption. With average house prices 
no longer contracting and financing conditions improving, the need for households 
to deleverage has eased significantly in 2015. On the other hand, wage growth 
remains modest as unemployment is still high at 22.4%, down from 26% at the 
peak. We expect the Spanish recovery to consolidate into 2016 and 2017. With 
GDP growth rates of 2.8% and 2.2%, respectively, the economy is still expected 
to grow markedly above its trend, which will work towards closing the still very 
significant output gap in this economy.

The news flow from Italy has been less buoyant than in Spain but still positive 
for 2015. For the first time since 2011, Italy is back in positive growth territory. 
What looks good for Italy, with GDP growth of 0.5% year-over-year on average in 
the first three quarters of the year, looks weak in comparison with the rest of the 
euro zone. However, leading indicators in Italy have improved the most in the last 
quarter of 2015 and now signal GDP growth of up to 2% year-over-year in the 
coming quarters. Buoyant sentiment may have been supported by the popularity 
of the Renzi government and its focus on growth and ending austerity. Financing 
conditions are gradually improving as reflected by an increase in the stock of 
credits to households and manufacturing firms in recent months. Altogether we 
believe the conditions are in place for economic growth to sustain its encouraging 
momentum into 2016. We forecast full-year GDP growth to accelerate from an 
estimated 0.8% in 2015 to 1.5% in 2016.

In contrast to Spain and Italy, Portugal has not been able to shed itself completely 
from the after effects of the crisis. In particular, pressure on households to 
deleverage remains high. Against this background, private consumption has lost 
momentum recently after it had started recovering in 2014. Real GDP stagnated in 
the third quarter after posting moderate growth in the first half of the year.

Russia leaves remarkably little economic damage in CEE
It is remarkable how the economies of Central and Eastern Europe (CEE) have 
been able to weather the sharp economic slowdown in Russia and the Ukraine 
in 2015. This is particularly noteworthy as these are small open economies, for 
which exports can be a considerable swing factor in the economic cycle. Although 
export growth in the Baltic countries (Lithuania, Latvia and Estonia, where exports 
to Russia accounted for 10-20% of total exports in 2014) slowed in 2015, strong 
domestic demand managed to offset the negative impact from trade in the case 
of Latvia and Lithuania. The picture is even more robust in Poland, the Czech 
Republic and Hungary. In addition to strong domestic demand, these countries 
reported decent export growth helped by strong demand from the euro area.

Sentiment-based leading indicators for Poland signal a continuation of the strong 
growth momentum with strong support from all sectors, including manufacturing, 
retail, as well as construction. Thanks to robust, above-trend economic growth, 
deflation is expected to end in the coming year, although the still considerable 
output gap is likely to keep price pressure modest overall.

 The economy is still 
expected to grow markedly 
above its trend. 

 Conditions are in place 
for economic growth to 
sustain its encouraging 
momentum into 2016. 
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Figure 3: Economic growth and economic sentiment in selected countries

Russia is unlikely to become a source of growth for the euro zone. Hopes are slim 
that the EU sanctions against Russia and the reciprocal sanctions from Russia 
against European agriculture exports will be lifted any time soon. Although the 
Russian economy appears to have troughed in mid-2015 with recent indicators 
signalling a modest rebound, it will take a while for Russia to emerge from its 
recession. Real wages in Russia have fallen some 10% in 2015 and are expected 
to fall further in 2016. To limit a widening of the budget deficit amidst the collapse 
in oil prices, the government has frozen public wages and pensions for 2016. 
Against this background of continued weak consumer demand, high interest rates 
and no access to Western capital markets, companies are unlikely to increase their 
investment spending for the foreseeable future.

Diverging business cycles in the Nordic countries
The Swedish economy is firing on all cylinders with real GDP growth of 3% year-
over-year in the first half of 2015 and confidence indicators pointing to continued 
strong growth. Sentiment indicators are particularly buoyant in the construction 
sector, where house prices have been growing strongly since mid-2013. One of 
the challenges for Sweden will be to integrate the large number of asylum seekers, 
who are boosting labour supply at a time when unemployment is falling only slowly.

Although not quite as strong as in Sweden, the recovery of the Danish economy 
also has taken hold and is expected to continue over the coming year. Consumer 
spending is expected to remain an important driver of GDP growth, supported by 
rising employment.

In contrast, the Norwegian economy slowed considerably in 2015, as low oil prices 
take their toll. Real GDP contracted 0.1% year-over-year in the second quarter.
Though business confidence indicators stabilised in recent months, in the third 
quarter consumer confidence saw its greatest drop since the global financial crisis. 
The unemployment rate, while still relatively low, rose one percentage point in 2015 
to 4.6% in the third quarter. Consumers also may start to feel the consequences 
of high household debt, which until recently had been masked by rising property 
prices. As the boom from the energy sector is ending, risks to the highly-leveraged 
and highly-priced real estate market are rising. As such, private consumption, 
which held up well in the first half of 2015, may no longer be counted on to offset 
the negative impact of low oil prices on trade and investments.

Source: Thomson Reuters Datastream, 
Wellershoff & Partners
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 It will take a while 
for Russia to emerge 
from its recession. 

 Consumer spending 
is expected to remain 
an important driver 
of GDP growth. 
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After a three-year recession, the Finnish economy stopped contracting in the 
first half of 2015, but shrank again in the third quarter. The collapse in exports to 
Russia, which accounted for 10% of total exports in 2014, was partly offset with 
stronger export growth to the rest of the euro zone. It was construction spending, 
however, that was the main driver of growth in the first half of the year. Leading 
indicators currently signal a return to positive growth in the coming quarters.

United Kingdom – slowing gently
Concerns the British economy may be overheating receded in 2015 as GDP 
growth slowed to 2.3% year-over-year in the third quarter from nearly 3.0% in 
2014. In particular, the construction sector has lost momentum recently and our 
sentiment-based leading indicators do not point to a rapid turnaround. In contrast, 
the services and retail sectors have remained buoyant, as the labour market 
continues to strengthen. The unemployment rate is back to pre-crisis levels at 
5.6% and wages are growing strongly both, in nominal and real terms. Together 
with continued low interest rates the robust labour market should ensure the GDP 
growth trajectory only slows gently in the coming quarters.

In contrast to most euro zone countries, the United Kingdom still has considerable 
headway to make as far as fiscal consolidation is concerned. At 5% of GDP for 
2015, the budget deficit remains high and will require continued adjustments to 
balance, which is targeted for 2019/2020. Another complication looming over 
the British economy is the pending referendum on Brexit, which is due to be 
held before the end of 2017. Studies regarding the actual economic impact of an 
eventual Brexit are inconclusive so far.

Benelux exposed to trade developments
In tandem with the euro zone, the Netherlands and Belgium have seen their 
economic recoveries strengthen in 2015. At an estimated 2% in 2015, the growth 
momentum in the Netherlands is markedly stronger than in Belgium. A strong 
recovery in the housing market has been the key driver of the rebound in the 
Netherlands, supporting investment spending and lifting consumer confidence. Our 
sentiment-based leading indicators suggest domestic-demand led growth is set to 
remain robust into 2016. However, the open character of the Benelux economies 
leave them particularly exposed to global developments. While the direct impact 
of slowing growth in emerging markets may not be felt, as their direct trade 
shares are small, the Netherlands in particular is exposed through its supply chain 
linkages to German industry.

A fragile recovery in France
Together with Italy, France has seen the most noticeable improvement in economic 
sentiment over the last three months. Sentiment in the retail sector in particular has 
improved sharply. This bodes well for the consumption-fuelled economic recovery 
that started in 2015 to continue into 2016. The recovery remains fragile, however. 
On the one hand, it is narrowly based with business sentiment in the other sectors 
improving at a much slower pace, if at all. Overall, business confidence probably 
remains too weak to boost equipment spending noticeably in the coming year. 
Similarly, employment growth has been insufficient to reduce the country’s high 
unemployment rate of 10% (23% for under 25 year-olds). Finally, in contrast to 
the trend in the euro zone, where government debt ratios are estimated to have 
peaked in 2014, France’s debt ratio is still rising. Although the deficit is expected to 
fall thanks to the improving macroeconomic outlook, it remains high with 3.8% of 
GDP in 2015 and a targeted deficit of 3.4% of GDP in 2016.

 Another complication 
looming over the British 
economy is the pending 
referendum on Brexit. 

 The Netherlands and 
Belgium have seen their 
economic recoveries 
strengthen in 2015. 

 France’s debt ratio 
is still rising. 
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Strong labour market supports German growth
Germany is most exposed to international trade among the largest economies. 
Exports to China alone account for nearly 3% of GDP, more than double the ratio 
in the EU. While exports to China only started to contract from the second quarter 
of 2015, exports to Russia have dropped nearly 40% in the last two years. It is 
remarkable, however, how little weak demand from emerging markets has dented 
the overall export performance so far.

With the fading boost of the euro’s depreciation, the slowdown in emerging markets 
may be felt more strongly going forward. Indicative of the cautious mood, business 
sentiment in the manufacturing sector has stagnated in recent months, albeit at 
healthy levels. On the other hand, consumer and business surveys suggest that 
domestic demand may remain strong enough to compensate for rising external 
headwinds. While net exports were a key source of growth immediately after the 
crisis, domestic demand, in particular private consumption, has become a much 
more important source of growth in the past two years. Sentiment in the retail 
sector, in particular, is buoyant. The same is true for construction and to a lesser 
extent for the services sector.

While low energy prices have been supporting household budgets, it is the strong 
labour market that is the backbone of strong consumer demand in Germany. 
Surveys show that households have rarely been more confident about their income 
prospects as the unemployment rate has dropped to the lowest level in more than 
two decades. The integration of asylum seekers may temporarily halt this decline, 
though estimates by the European Commission suggest that spending related to 
accommodate refugees should provide a small stimulus. Overall, we expect real 
GDP to accelerate slightly in 2016 to 2.2% from the 1.8% estimated in 2015.

Figure 4: Economic growth and economic sentiment in selected countries

 Sentiment in the retail 
sector, in particular, 
is buoyant. 

 We expect real 
GDP to accelerate 
slightly in 2016. 

Source: Thomson Reuters Datastream, 
Wellershoff & Partners
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Slow growth in Switzerland and Austria
The Swiss economy proved more resilient than many had predicted after the 
Swiss National Bank (SNB) abandoned the peg of the Swiss franc to the euro on 
15 January 2015. To defend their market share and benefit from the economic 
recovery in the euro zone, Swiss enterprises reacted to the SNB shock with 
significant export price reductions. As a result, export volumes held up better than 
expected and together with modest growth in domestic demand helped prevent 
a recession in 2015. However, falling company profits and sinking profit margins 
indicate weak investment activities in the coming quarters. For this year, we expect 
only moderately stronger economic growth. 

The outlook for the Austrian economy is similarly subdued. Activity rose across all 
sectors in 2015 but only moderately. Real GDP growth of 0.6% year-over-year on 
average in the first three quarters was underpinned by public investment mainly, 
while private demand remained weak. Unemployment has risen in recent quarters 
and consumer sentiment is among the weakest in the euro zone. The government 
announced a tax reform that should lower the tax burden on labour for the coming 
year. While this has the potential to jump-start domestic demand, uncertainties 
about the economic outlook may prompt households to increase savings instead. 
As in Switzerland, we expect only moderately stronger real GDP growth in 2016.

Table 1: Growth outlook

 The Swiss economy 
proved more resilient than 
many had predicted. 

Source: IMF, Penn World Tables, Thomson Reuters Datastream, Wellershoff & Partners

Trend growth (per year) Real GDP growth
2000s 2010s 2020s 2015 2016 2017

US 2.2 1.5 1.4 2.5 2.2 1.8
Japan 0.7 0.4 0.5 0.6 0.8 0.6
EU-28 1.8 1.3 1.1 1.4 1.8 2.0

UK 2.3 1.7 1.6 2.5 2.0 1.8
Eurozone 1.4 1.0 0.9 1.5 2.0 2.0

Germany 1.2 1.2 0.8 1.8 2.2 2.0
France 1.5 0.7 0.9 1.2 1.5 2.0
Spain 2.7 1.2 0.9 3.2 2.8 2.2
Italy 0.8 0.2 0.2 0.8 1.5 1.8

CEE-5 4.0 2.8 1.8 3.1 2.9 2.7
Poland 4.3 3.0 2.3 3.5 3.5 3.6
Hungary 3.8 2.6 1.9 3.0 2.5 2.1
Czech Republic 3.5 2.7 2.0 3.9 2.6 2.2
Romania 4.3 3.0 1.8 3.4 3.9 3.3
Bulgaria 3.9 2.6 1.2 1.7 1.9 2.5

Russia 4.3 0.4 1.3 – 4.5 –1.0 1.0
Turkey 4.0 3.6 3.8 3.0 2.9 3.5
India 7.4 7.5 6.8 7.5 7.8 8.0
China 10.2 6.3 4.0 6.8 6.2 5.8
Brazil 3.1 1.7 2.4 –2.8 –1.5 2.0
World 10.2 6.3 4.0 2.5 2.8 3.0
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Implications for Investing

Peripheral recovery
The European recovery strengthened in 2015. Unlike the years immediately 
following the crisis, economic growth is now led by domestic demand, which makes 
it more resilient in times of weakening demand from emerging markets. In addition, 
the recovery is spreading to previously lagging countries. Spain’s real GDP growth 
rate more than doubled in 2015. Meanwhile, sentiment-based leading indicators 
in France and Italy improved more than in any other European country in recent 
months. This optimism bodes well that these countries will continue to catch up. 

The specific investment opportunity is to invest in companies, whose’ corporate 
earnings are still depressed and valuations subdued from the long crisis period, 
but where the macro-economic recovery is expected to provide for strong earnings 
growth potential over the next few years. Within the EU, Spain, Ireland, Greece and 
Italy have the highest catch-up potentials.

Growth financing
The asset purchase programmes of the ECB have strengthened the functioning of 
credit channels. The credit cycle has turned and credit standards have been eased. 
Net lending to households and corporates turned positive in mid-2015 after having 
contracted for over three years. In addition, company earnings are rising and profit 
margins are increasing in trend. This bodes well for somewhat stronger investment 
activities going forward. 

The specific investment opportunity in a more friendly macro environment is to 
invest in family- or entrepreneur-led companies with significant growth projects, 
that they prefer to finance with equity capital.

Sector transformations
In the euro zone, survey-based indicators in the retail sector currently are 
the strongest they have ever been. This opens opportunities in the European 
retail sector. Sentiment in the construction sector is also on an improving trend 
amidst recovering housing markets. On the other hand, leading indicators in the 
manufacturing sector have stagnated in recent months, albeit at a robust level. 
The combination of low interest rates, improving financing conditions and positive 
sentiment feed into each other, supporting the enhanced confidence of decision 
makers in the European macro-economic outlook.

The specific investment opportunity is supporting companies that see significant 
acquisition led growth opportunities in order to consolidate their market position in 
fragmented sectors in Europe.

Consumption growth
Improving labour markets will continue to support private consumption as the 
main engine of growth in Europe. In addition, low interest rates and rising house 
prices in several countries reduce the need for households to deleverage. These 
strong domestic tailwinds should make the recovery resilient to weakening external 
demand. Increasing purchasing power favours suppliers of products and services 
for domestic consumers. While demand from emerging markets is weakening, 
consumer demand in China has remained robust while spending on health care 
and education is on a strong upward trend. This bodes well for companies that 
cater to global consumers.

The specific investment opportunity is to back companies that address consumer 
needs with a differentiated offering and that can benefit from the strong 
consumption growth in Europe as well as internationally. 

Conclusions and Akina’s hot spots 2016

Economic recovery to prove resilient
The economic recovery in Europe has broadened in 2015 and we expect this trend 
to continue in 2016. 
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Europe’s economies are benefitting from many supporting factors: oil prices remain 
relatively low, global growth is steady, the euro has depreciated and economic 
policies in the European Union are supportive. In addition, ongoing quantitative 
easing by the ECB is having a significant impact on financial markets, contributing 
to lower interest rates and expectations of improving credit conditions.

Private consumption is growing as a result of improving labour markets, increasing 
wages and low inflation, leading to rising disposable incomes for households. 
Furthermore, the need of households to reduce debt has diminished after years of 
deleveraging and accommodative monetary policy reducing debt burden.

Conviction driven investing will succeed
Capital deployment in Europe has proven relatively resilient in 2015, mainly 
because of steady recovery in most European countries. Buyout-related exits 
were on the rise as buyout managers took advantage of the acquisition appetite 
of strategic and financial buyers, as well as ample availability of debt for 
recapitalisations. As a result, the seller’s market for private equity assets is unlikely 
to slow appreciably in 2016, as all the elements that made 2015 a good year 
remain in place: large supply of low cost, accommodative debt for sizeable deals; 
active strategic and financial buyer interest; and buoyant capital markets. However, 
the flood of capital fuelled by the ECB has led to record-low default rates, as even 
highly leveraged companies have been able to refinance themselves and avoid 
distress. Therefore, careful and smart manager selection will be more crucial than 
ever. Differentiating strategies in resilient industries will be required to meet return 
expectations. Focus is on growing, eventually export-oriented, businesses with 
exposure to multiple markets and the ability to leverage on domestic growth.

Emergence of more complex liquidity solutions at the lower end of the 
secondaries market
The overall secondary market volume will remain near record levels for 2015. 
Large players represent only 15% of the buyer universe by number but account for 
up to 70% of deal volume as well as dry powder. Average market pricing continues 
to show NAV-“stickiness” – in particular for highly drawn funds managed by quality 
GPs. On the supply side, the main volume sellers remain financial institutions 
and public pensions (ca. 65% of 2015 transaction volume) – the key driver being 
portfolio management and portfolio rebalancing, and to a lesser extent regulatory 
pressure or even financial distress. In addition, GP-driven situations including 
complex fund restructurings, investor tender offers and direct secondaries have 
become more prominent also at the lower end of the secondaries market. The 
increasing universe of secondary buyers has led to a further specialization for 
different transaction types across all segments. From a geographical point of view, 
high discount deals are still seen in regions with higher macro & political risks 
(e.g. Eastern Europe & Russia), whereas market discounts in Italy & Spain have 
narrowed substantially in the recent past. For a European platform like Akina it is 
key to keep high return targets with regard to secondary deals in a fast changing 
environment – via playing the macro, asset and liquidity solution play very flexibly 
and ahead of the overall market.

Co-investments on the rise
Even though valuations in the European market seem high, compared to the US 
market they are still attractive. We believe that a significant opportunity exists today 
in Europe for the resurgence of leveraged buyouts, spurred by the return to growth 
within the European economy. This, in turn, creates opportunities for private equity 
due to subsequent portfolio rationalisation, carve outs of non-core or regulatory-
constrained assets, and anti-trust related disposals. Finally, disruptive technologies 
will represent an important opportunity for investment in the coming years, as 
these start-ups evolve beyond their embryonic stage and require growth capital 
to develop. With co-investing en vogue and mid-sized companies in the focus of 
investors in particular, and also greater availability of mid-sized companies on the 
market, early identification and swift execution of transactions will become even 
more crucial.
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