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EU recovery fund deal agreed

European Union (EU) leaders 
have reached an agreement 
over a EUR750bn support 
package

The deal overcomes 
longstanding opposition to 
fiscal transfers from richer to 
poorer member states 

Arguably the package reduces 
the risk of a eurozone break-up 
but some challenges remain

Our views

We believe the package of 
measures justifies a more 
constructive view on 
eurozone equities in the 
context of attractive 
valuations, ongoing 
European Central Bank 
(ECB) policy support, and 
relatively favourable Covid-
19 case dynamics in 
Europe

EU leaders reach a deal on a EUR750bn package 
European Union (EU) heads of state have reached an agreement over a EUR750bn package of 
grants and low-cost loans for member states, after four days of negotiations. The centrepiece of 
the rescue package is a EUR312.5bn fund (2.3% of EU-27 2019 GDP) set aside for direct 
grants to member states (see Table 1).

Table 1: Summary of EUR750bn New Generation EU package
Facility Description EUR

Recovery and 
Rescue Facility

Direct grants paid to member states over three years from 2021. EUR81bn to Italy, 
EUR72.7bn to Spain, EUR28.8bn to Germany (4.5%, 5.8%, and 0.8% of respective 
countries’ 2019 GDP)

312.5bn

Low-cost loans offered to member states 360bn

ReactEU Support for regions hardest hit by Covid-19 47.5bn

Other programmes Funds for regional development, climate transition and research & development 30bn

Total 750bn

Source: European Council, HSBC Global Asset Management, as at 21 July 2020

While payments from this fund will be allocated according to a range of metrics including each 
state’s pre-Covid-19 unemployment rate, some of the countries hardest hit by Covid-19 such as 
Italy and Spain will receive relatively more support than others such as Germany. The grants 
will be spread over three years, with 70% of the funds paid in 2021 and 2022, subject to 
governments committing to economic reform plans.
The EU is expected to raise debt at low rates in financial markets with a maximum maturity of 
30 years. Repayments on the bonds issued to fund the grants are likely to begin only after 2027 
and will be sourced from the EU’s ‘own resources’, including national budget contributions and 
revenues from the bloc’s tariffs and levies on carbon, digital activities and financial transactions.

A small step towards fiscal union, but challenges remain
The deal overcomes longstanding opposition within the bloc to fiscal transfers from richer to 
poorer member states. As a result, the EU has taken a small but important step towards fiscal 
union. Arguably, this reduces the risk of a eurozone break-up in the longer term, as there is now 
precedence for economically-weaker member states to receive financial support from the bloc
meaning they are less vulnerable to financial market pressures in economic downturns.
Nevertheless, some challenges remain:

• The cyclical boost from the package will be relatively limited given it is spread over a 
number of years. For some eurozone economies GDP is likely to remain below pre-
Covid-19 levels until at least 2022 and highly-indebted countries – particularly Italy –
are likely to require further assistance from the European Central Bank’s EUR1.35tn 
emergency bond-buying scheme to keep borrowing costs low

• Some member states remain sceptical about fiscal burden sharing
• EU treaties still commit some countries to reducing their debt levels in the medium-

run. Given the large increases in member state borrowing so far, the risk of a period 
of austerity that weighs on economic growth after the crisis remains high
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Investment implications
The recovery fund can help support the medium-term growth prospects of more vulnerable European economies as they recover from the Covid-19 
shock. 
In our view, the fund should also help diminish the risk of more economically fragile member states exiting the eurozone, due to financial market 
pressures or Eurosceptic political forces. Indeed, a repeat of the rolling crises we saw in the aftermath of the global financial crisis may now be less 
likely. Over time, this can help compress the “political risk premium” we believe is embedded in the pricing of European risk assets.
We therefore hold a more constructive view on eurozone equities in the context of attractive valuations, ongoing policy support from the European 
Central Bank, and evidence that European governments have managed to broadly suppress the virus for the time being. 
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Important information:

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in part, for 
any purpose. All non-authorized reproduction or use of this document will be the responsibility of the user and may lead to legal 
proceedings. The material contained in this document is for general information purposes only and does not constitute advice or a 
recommendation to buy or sell investments. Some of the statements contained in this document may be considered forward looking 
statements which provide current expectations or forecasts of future events. Such forward looking statements are not guarantees of 
future performance or events and involve risks and uncertainties. Actual results may differ materially from those described in such 
forward-looking statements as a result of various factors. We do not undertake any obligation to update the forward-looking 
statements contained herein, or to update the reasons why actual results could differ from those projected in the forward-looking 
statements. This document has no contractual value and is not by any means intended as a solicitation, nor a recommendation for 
the purchase or sale of any financial instrument in any jurisdiction in which such an offer is not lawful. The views and opinions 
expressed herein are those of HSBC Global Asset Management Global Investment Strategy Unit and HSBC Securities (USA) Inc. 
at the time of preparation, and are subject to change at any time. These views may not necessarily indicate current portfolios’ 
composition. Individual portfolios managed by HSBC Global Asset Management primarily reflect individual clients’ objectives, risk 
preferences, time horizon, and market liquidity.

The value of investments and the income from them can go down as well as up and investors may not get back the amount 
originally invested. Past performance contained in this document is not a reliable indicator of future performance while any 
forecasts, projections and simulations contained herein should not be relied upon as an indication of future results. Where overseas 
investments are held the rate of currency exchange may cause the value of such investments to go down as well as up. 
Investments in emerging markets are by their nature higher risk and potentially more volatile than those inherent in some 
established markets. Economies in Emerging Markets generally are heavily dependent upon international trade and, accordingly, 
have been and may continue to be affected adversely by trade barriers, exchange controls, managed adjustments in relative 
currency values and other protectionist measures imposed or negotiated by the countries with which they trade. These economies 
also have been and may continue to be affected adversely by economic conditions in the countries in which they trade. Mutual fund 
investments are subject to market risks, read all related documents carefully. Please consider the investment objectives, risks, 
charges and expenses carefully before investing. The prospectus, which contains this and other information, can be 
obtained by calling an HSBC Securities (USA) Inc. Financial Advisor or call 888-525-5757. Read it carefully before you 
invest.

Investment and certain insurance products, including annuities, are offered by HSBC Securities (USA) Inc. (HSI), member 
NYSE/FINRA/SIPC. In California, HSI conducts insurance business as HSBC Securities Insurance Services. License #: OE67746. 
HSI is an affiliate of HSBC Bank USA, N.A. Whole life, universal life, term life, and other types of insurance are provided by 
unaffiliated third parties and offered through HSBC Insurance Agency (USA) Inc., a wholly owned subsidiary of HSBC Bank USA, 
N.A. Products and services may vary by state and are not available in all states. California license #: OD36843. Investments, 
Annuity and Insurance Products: Are not a deposit or other obligation of the bank or any of its affiliates; Not FDIC 
insured or insured by any federal government agency of the United States; Not guaranteed by the bank or any of its 
affiliates; and subject to investment risk, including possible loss of principal invested. 

All decisions regarding the tax implications of your investment(s) should be made in consultation with your independent 
tax advisor.


	Investment EventEU recovery fund deal agreed
	Our views
	EU leaders reach a deal on a EUR750bn package
	A small step towards fiscal union, but challenges remain
	Investments, annuity and insurance products
	Investment implications
	Important information:


