
Thoughts  
from the road

I recently traveled in the United Kingdom and 
Germany with Aidan Corcoran, who heads 
our European macro effort, visiting with policy 
makers, CEOs, and clients. Our key take-aways 
from this latest trip are as follows:

 y Across much of Europe, we continue to expect slow growth and/or another stall-
speed recession in the coming quarters. Importantly, however, we do expect to see 
some consumer resilience in 2024, as real wages begin to turn more positive and 
monetary policy becomes less restrictive. We stick to our 80 basis points Eurozone 
Real GDP growth forecast in 2024 (now slightly above consensus at 70 basis points). 

 y We see the Bank of England on hold for longer than most developed market 
central banks; by comparison, we think that the ECB could turn more dovish 
more quickly. Importantly, as we detail below, one of the ECB’s favorite measures of 
inflation (the persistent component of core inflation index) has hooked down.

 y Changing of the economic guards? When Europe had its sovereign debt crisis 
about a decade ago, it was Germany, the U.K., and the Netherlands that provided 
the economic ballast. Today, by comparison, these countries are each feeling the 
pinch of a slower China, the adverse impact of Russia/Ukraine on their energy 
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policies, and more regulatory complexity. As a result, 
the economic momentum since COVID has been 
coming more from the traditional ‘periphery’, including 
Spain, Greece, and Italy. 

 y On the investment front, we continue to spend 
time with companies within sectors that don’t 
necessarily rely on traditional macro tailwinds. In 
fact, in many instances, areas such as automation 
and fertility have emerged as attractive opportunities 
as they offer solutions to structural issues that 
are impacting growth in Europe (e.g., lackluster 
demographics). Meanwhile, tougher bank regulation is 
leading to more private lending and more risk transfer 
opportunities for opportunistic pools of capital, while 
over-indebtedness of both public and private entities 
is leading to some noteworthy corporate carve-out 
and divestiture opportunities. During this trip we also 
met with several growth companies that are eager to 
expand outside of their home countries and/or take 
their products and services to the United States or 
Asia. Finally, Europe continues to be a leader in several 
secular growth areas such as decarbonization and 
data. 

●   P O I N T N O.  1

Growth 
We expect continued slow growth across much of 
Europe into early 2024, with improving momentum 
as the year progresses. Higher input costs, lower 
confidence, and increased regulation all left us 
feeling that there is very little upside to our current 
Eurozone Real GDP growth forecast of 80 basis points. 
However, the downside risk is also limited by the weak 
performance of the economy post-COVID, which we 
expect to continue in the second half of 2023. To borrow 
from an old adage, it is really hard to hurt yourself falling 
out of the basement window. Said differently, Europe’s 
growth has been slow of late as it never regained 
demand-driven momentum (as say, the U.S. did) post-
COVID. One can see this in Exhibit 1. As such, a surprise 
downside shift to growth would only amount to another 
retrenchment back towards the anemic level demand 
backdrop the economy would have just exited. 

Exhibit 1: Household Consumption in Europe Has 
Struggled to Return to Pre-COVID Levels
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Exhibit 2: European Real Wage Growth Is Lagging the 
U.K. and the U.S.
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The U.K. outlook is more tenuous, as higher fuel costs, 
less immigration, and less savings since BREXIT and 
COVID are all weighing on the outlook. One can see this 
in Exhibit 1, which shows real household consumption 
in the United Kingdom lagging its global peers. To solve 
these issues, the U.K. will need to drive more productivity 
growth, to use savings as a domestic growth lever 



Thoughts From the Road  |  Europe  |  November 2023       3

(rather than investing those savings abroad), and to 
reinvest into growth markets, including, for example, 
more life sciences (which is already a 100 billion GBP 
business with almost 10% growth), financial services, and 
the energy transition. It also likely needs to reinvest in its 
healthcare system’s efficiency and effectiveness, so that 
it can get its labor participation rates back up to more 
competitive levels.

Overall, we expect some economic normalization 
between the U.S. and Europe in 2024. Simply stated, 
the U.S., with its huge fiscal impulse (which is why its 
ratings are falling) is probably over-earning at the same 
time that Europe is under-earning. Indeed, as we show in 
Exhibits 3 and 4, the U.S. fiscal impulse has driven what 
appears to be an unsustainable gap in consumption 
between it and Europe in recent quarters. We expect this 
gap to narrow next year. However, it is not just that the 
U.S. faces tougher year-on-year growth comparisons. 
Rather, we now think that Europe will begin to spend 
more of its excess savings, as falling inflation supports 
real disposable income and monetary policy potentially 
becomes less restrictive (see below on rates). In addition, 
job growth remains solid, and vacancy rates (the number 
of job vacancies over current employment) are at three 
percent in the Eurozone (vs. a long-term average of 
1.7%), hovering just off highs since the data began to be 
tracked in 2004.

Overall, we expect some economic 
normalization between the U.S. and 
Europe in 2024. Simply stated, the U.S., 
with its huge fiscal impulse (which is why 
its ratings are falling) is probably over-
earning at the same time that Europe is 
under-earning.

Exhibit 3: European Economic Data Surprises Have Been 
Persistently Bad, Especially Relative to the U.S.

(300)

(200)

(100)

0

100

200

300

Ju
l-1

9

O
ct

-1
9

Ja
n-

20

A
pr

-2
0

Ju
l-2

0

O
ct

-2
0

Ja
n-

21

A
pr

-2
1

Ju
l-2

1

O
ct

-2
1

Ja
n-

22

A
pr

-2
2

Ju
l-2

2

O
ct

-2
2

Ja
n-

23

A
pr

-2
3

Ju
l-2

3

O
ct

-2
3

Citi Economic Surprise Index 

Eurozone US

Data as at July 31, 2023. Source: ONS, Eurostat, Bureau of Labor 
Statistics, Global Macro & Asset Allocation analysis.

Exhibit 4: Europe Has Not Enjoyed as Much of a 
Fiscal Boost, But This Means It Will Also Require Less 
Tightening
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That said, there are some more structural forces at work 
that are denting longer-term business pyschology in 
Europe. In addition to higher rates and higher fuel costs 
in a country like Germany (which over indexed to natural 
gas versus nuclear under former Chancellor Merkel), 
Europe’s industrial sector is also feeling the structural 
slowdown that China is experiencing, as Chinese nominal 
GDP growth dips by two-thirds to seven percent, from 
21% just a few years ago. Unfortunately, this overhang 
will not likely reverse course overnight. Meanwhile, 
NIMBY (not in my back yard) attitudes and regulations 
are slowing the pace of development in key European 
real estate markets and infrastructure development 
projects. Finally, unlike in 2011 (when I joined KKR, and 
most governments were strong majorities that could get 
legislation through with minimal resistance), politicians 
today in Europe are hamstrung by coalitions that are 
deeply divided on key issues such as immigration, 
Russia/Ukraine, taxes, and labor representation. 

Importantly, Germany is not alone. Several of the 
traditional steady growers across the region, including 
the U.K. and Netherlands, will need to overcome a 
sluggish global economy and continued high energy 
and other input costs amid high inflation. At the same 
time, the Nordic region is still feeling the adverse effect 
of over-stimulating its housing market. By comparison, 
we see countries such as Spain and Greece, which were 
much maligned during the 2011 austerity campaign in 
Europe, actually performing better this cycle (helped by 
Europe’s Recovery and Resilience Facility). 

●   P O I N T N O.  2

Central Bank Policy
While the Bank of England will likely not tighten further, 
it may also not be able to cut rates too quickly, either. 
The exit of 55+ year-old workers from the labor force 
post-COVID, less dynamic immigration, and higher input 
costs have led to a meaningful negative supply shock 
with inflationary implications. So, consistent with this, 
Huw Pill, the Bank of England’s Chief Economist, has 
said that UK policy rates may follow a Table Mountain 
path (a reference to the long flat mountain overlooking 
Cape Town, South Africa) pointing to a higher for longer 

approach, as opposed to a Matterhorn-type interest rate 
cycle (quick acceleration up followed by rapid rate cuts 
on the way down). 

Meanwhile (and on a more positive note), it does feel 
like the ECB could turn more dovish faster than in the 
United States or in the United Kingdom. President 
Lagarde has noted that one of her key indicators that 
track what she calls persistent inflation is improving, and 
in fact has already fallen back to 2.1%. True, this measure 
of inflation excludes volatile components like food and 
energy, but this suggests we are potentially returning to 
a point where the ECB needs to weigh the weakening 
core inflation measures as much as the volatile headline 
measures. As such, we would not be surprised to see 
the ECB easing as soon as the  second quarter of 2024.

Exhibit 5: One of the ECB’s Favored Inflation Metrics Is 
Already Effectively In Line With the Two Percent Target
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Finally, the complicated macro picture is 
tempering price expectations, offering 
more opportunities for thoughtful asset 
allocators to deploy into what we think 
will prove to be an attractive vintage for 
private capital.
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Exhibit 6: Gas Prices in Europe Are Approximately 4x 
Those in the U.S. 
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●   P O I N T N O.  3

Investment Opportunities
Despite a challenging macro backdrop in Europe, we 
continue to find interesting ideas that are almost a ‘contra 
play’ on tougher macroeconomic challenges. Let’s start 
with ongoing labor shortages. Upward pressure on 
wages is driving what we believe is a secular upswing in 
automation/digitalization of the corporate sector. Against 
this backdrop, investments in areas such as fertility and 
warehouse software and logistics continue to make a lot 
of sense to us.

Ongoing capital charge pressure at the banks also 
continues to create opportunities in Direct Lending. We 
also expect more regulatory capital trades as banks look 
to improve balance sheet efficiency. 

Third, our ongoing ‘security of everything’ thesis is – 
unfortunately – alive and well in Europe. Companies, we 
believe, will seek further ways to create redundancies 
that make them less dependent on China. At the same 
time, corporations in Europe will also look for more ways 
to find energy efficiency/independence. Not surprisingly, 
this region remains a leader in the pivot towards de-
carbonization.

Fourth, as we have seen with recent deal activity by 
our KKR Europe investment teams, the need for both 
corporate and government entities to de-lever and 
create efficiencies is providing compelling opportunities 
for private capital. Moreover, all of this is occuring at a 
time when the data suggests that, the transportation 
and renewables sectors continue to see large shortfalls 
in capital expenditures that can only be filled by private 
capital.

Finally, the complicated macro picture is tempering price 
expectations, offering more opportunities for thoughtful 
asset allocators to deploy into what we think will prove to 
be an attractive vintage for private capital. 

Conclusion
The European macro and market environment remains 
highly complex, harking back to the ‘Adult Swim Only’ 
days of 2016. Simply stated, now is not the time to make 
a macro bet on a sharp recovery in Europe; it is unlikely 
to come through, despite what we believe will be a more 
dovish ECB in 2024. 

However, our conversations in Europe, especially with 
business leaders, left us confident that there are chances 
to turn potential macro headwinds into opportunities. 
For example, we see fertility clinics as a foil to slowing 
demographics or supply chain software/automation 
as a foil to rising labor costs. There is also currently a 
scarcity of capital in critical areas of the financial markets 
(consistent with our view that now is a good time to be 
a lender) as well as in growth industries such as data, 
transportation, and renewables. Finally, there are large 
scale opportunities in sectors where overindebted 
entities — both the public and private sector — may be 
looking for de-leveraging partners of choice. As such, 
we continue to think that any asset allocators who are 
pausing on Europe today, are probably passing up on 
one of the more compelling vintages that we will see for 
a while. 



Important Information

The views expressed in this presentation are the 
personal views of Henry McVey of Kohlberg Kravis 
Roberts & Co. L.P. (together with its affiliates, “KKR”) and 
do not necessarily reflect the views of KKR itself or any 
investment professional at KKR. This presentation is 
not research and should not be treated as research. 
This presentation does not represent valuation 
judgments with respect to any financial instrument, 
issuer, security or sector that may be described or 
referenced herein and does not represent a formal or 
official view of KKR. This presentation is not intended 
to, and does not, relate specifically to any investment 
strategy or product that KKR offers. It is being 
provided merely to provide a framework to assist in 
the implementation of an investor’s own analysis and 
an investor’s own views on the topic discussed herein.

The views expressed reflect the current views of Mr. 
McVey as of the date hereof and neither Mr. McVey 
nor KKR undertakes to advise you of any changes in 
the views expressed herein. References to “we”, “us,” 
and “our” refer to Mr. McVey and/or KKR’s Global 
Macro and Asset Allocation team, as context requires, 
and not of KKR. Opinions or statements regarding 
financial market trends are based on current market 
conditions and are subject to change without notice. 
References to a target portfolio and allocations of such 
a portfolio refer to a hypothetical allocation of assets 
and not an actual portfolio. The views expressed 
herein and discussion of any target portfolio or 
allocations may not be reflected in the strategies and 
products that KKR offers or invests, including 
strategies and products to which Mr. McVey provides 
investment advice to or on behalf of KKR. It should not 
be assumed that Mr. McVey has made or will make 
investment recommendations in the future that are 
consistent with the views expressed herein, or use any 
or all of the techniques or methods of analysis 
described herein in managing client or proprietary 

accounts. Further, Mr. McVey may make investment 
recommendations and KKR and its affiliates may have 
positions (long or short) or engage in securities 
transactions that are not consistent with the 
information and views expressed in this document.

This presentation has been prepared solely for 
informational purposes. The information contained 
herein is only as current as of the date indicated, and 
may be superseded by subsequent market events or 
for other reasons. Charts and graphs provided herein 
are for illustrative purposes only. The information in 
this presentation has been developed internally and/
or obtained from sources believed to be reliable; 
however, neither KKR nor Mr. McVey guarantees the 
accuracy, adequacy or completeness of such 
information. Nothing contained herein constitutes 
investment, legal, tax or other advice nor is it to be 
relied on in making an investment or other decision.

There can be no assurance that an investment 
strategy will be successful. Historic market trends are 
not reliable indicators of actual future market behavior 
or future performance of any particular investment 
which may differ materially, and should not be relied 
upon as such. Target allocations contained herein are 
subject to change. There is no assurance that the 
target allocations will be achieved, and actual 
allocations may be significantly different than that 
shown here. This presentation should not be viewed 
as a current or past recommendation or a solicitation 
of an offer to buy or sell any securities or to adopt any 
investment strategy.

The information in this presentation may contain 
projections or other forward-looking statements 
regarding future events, targets, forecasts or 
expectations regarding the strategies described 
herein, and is only current as of the date indicated. 
There is no assurance that such events or targets will 

be achieved, and may be significantly different from 
that shown here. The information in this presentation, 
including statements concerning financial market 
trends, is based on current market conditions, which 
will fluctuate and may be superseded by subsequent 
market events or for other reasons. Performance of 
all cited indices is calculated on a total return basis with 
dividends reinvested. The indices do not include any 
expenses, fees or charges and are unmanaged and 
should not be considered investments.

The investment strategy and themes discussed herein 
may be unsuitable for investors depending on their 
specific investment objectives and financial situation. 
Please note that changes in the rate of exchange of a 
currency may affect the value, price or income of an 
investment adversely.

Neither KKR nor Mr. McVey assumes any duty to, nor 
undertakes to update forward looking statements. No 
representation or warranty, express or implied, is 
made or given by or on behalf of KKR, Mr. McVey or 
any other person as to the accuracy and 
completeness or fairness of the information contained 
in this presentation, and no responsibility or liability is 
accepted for any such information. By accepting this 
presentation in its entirety, the recipient acknowledges 
its understanding and acceptance of the foregoing 
statement.

The MSCI sourced information in this presentation is 
the exclusive property of MSCI Inc. (MSCI). MSCI makes 
no express or implied warranties or representations 
and shall have no liability whatsoever with respect to 
any MSCI data contained herein. The MSCI data may 
not be further redistributed or used as a basis for 
other indices or any securities or financial products. 
This report is not approved, reviewed or produced by 
MSCI.

Kohlberg Kravis Roberts & Co. L.P. 
30 Hudson Yards 
New York, New York 10001 
+ 1 (212) 750.8300 
www.kkr.com


