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IN A WORD:

The EU leaders were able to agree on a deal regarding the EU recovery fund. The global size
remains the same compared to the initial proposal but the split between grants and loans
has been modified. The deal also includes a condition regarding rule-of-law violations.
Leaders also agreed on a EUR 1tn EU budget over the next seven years.

The nature of the deal regarding the EU recovery fund

After difficult and lengthy negotiations, EU leaders were able to agree this morning. The
global size remains the same compared to the initial proposal but the split between grants
and loans is modified. The key topics were (1) the size of the fund and the split grants/loans,
(2) the conditionality and governance and (3) the distribution.

The size of the fund and the split grants/loans: The global size of the fund will be EUR 750bn.
Grants will amount to EUR 390bn and loans, EUR 360bn. This is broadly in line with our
expectations.

The initial EU Commission proposal was for a headline amount of EUR 500bn in grants,
including around EUR 70bn in guarantees and a number of smaller pockets of money
(humanitarian aid). These items have borne the brunt of cuts to find a compromise, while the
core of the fund, the Recovery and Resilience Facility, has remained intact.

The conditionality and governance: The terms of the agreement are quite complex Member
states will submit national plans, detailing their post COVID-19 recovery strategies. The EU
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finance ministers must then approve these by qualified majority voting. The European
Commission then has to decide when and how much each country would get from the fund
based on pre-defined criteria. If a member state considers that there are “serious deviations”
from a country’s commitments, the payment may be delayed. In such situation, the matter
may be escalated to the EU leaders. The maximum period is specified to be three months.

This arrangement creates the potential for tensions and uncertainty each time there is a
disbursement in the future. The arrangement however stops well short of an actual veto, and
the delay is limited. These are thus positive aspects of the deal. This should also smooth the
operation of the fund and have less political repercussions.

The deal also includes a condition regarding rule-of-law violations. In this case, a weighted
majority of EU governments could block payments to a particular country.

The distribution: The fund's allocation key for the years 2021 and 2022 will be established
according to the Commission’s proposal. For 2023, the 2015-19 unemployment criterion is
replaced with the cumulative loss in real GDP observed over the period 2020-21 to take into
account the consequences of the pandemic. Regarding grants, 70% will be committed in 2021 -
22 and the remainder by the end of 2023.

Market reactions

A deal of this type was largely expected. The euro has strengthened over the past few days in
anticipation of such a deal and has not reacted since the announcement (the value of one
euro is fluctuating at around 1.145 dollar). We see more upside later this year after a period of
consolidation. Peripheral bond spreads have also been lower in recent days. There is potential
for more tightening. European equity markets were rising on Tuesday July 21°*. However, the
general positive mood on equity markets has also been supported by the positive news flow
regarding vaccine trials and the expected additional economic stimulus under discussion in
the US. The markets remain however vulnerable to negative news regarding US-China
tensions. We stick to our “buy on weakness” strategy for equity markets.
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DISCLAIMER

This marketing document is provided by the Wealth
Management business of BNP Paribas, a French public limited
company with a capital of € 2,499,597,122, registered office 16
bd des Italiens 75009 Paris - France, registered at RCS Paris
under number 662,042,449, authorised in France, under the
number 662,042,449, approved in France by the Autorité des
Marchés Financiers (AMF). As a marketing document, it has not
been produced in accordance with regulatory constraints to
ensure the independence of investment research and is not
subject to the prior transaction ban. It has not been submitted
to the AMF or other market authority. This document is
confidential and intended solely for use by BNP Paribas SA, BNP
Paribas Wealth Management SA and companies of their Group

('BNP Paribas) and the persons to whom this document is issued.

It may not be distributed, published, reproduced or revealed by
recipients to other persons or reference to another document
without the prior consent of BNP Paribas.

This document is for informational purposes only and does not
constitute an offer or solicitation in any State or jurisdiction in
which such offer or solicitation is not authorised, or with persons
in respect of whom such offer, solicitation or sale is unlawful. It
is not, and should under no circumstances be considered as a
prospectus. The information provided has been obtained from
public or non-public sources that can be considered to be
reliable, and although all reasonable precautions have been
taken to prepare this document, and, in the event of any
reasonable precauvtions, the accuracy or omission of the
document shall not be recognised. BNP Paribas does not certify
and guarantees any planned or expected success, profit, return,
performance, effect, effect or profit (whether from a legal,
regulatory, tax, financial, accounting or other point of view) or
the product or investment. Investors should not give excessive
confidence in theoretical historical information relating to
theoretical historical performance. This document may refer to
historical performance; Past performance is not a guide to future
performance.
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The information contained in this document has been drafted
without taking into account your personal situation, including
your financial situation, risk profile and investment objectives.
Before investing in a product, the investor must fully understand
the risks, including any market risk associated with the issuer,
the financial merits and the suitability of such products and
consult its own legal, tax, financial and accounting advisers
before making an investment decision. Any investor must fully
understand the characteristics of the transaction and, if not
otherwise provided, be financially able to bear the loss of his
investment and want to accept such risk. The investor should
remember that the value of an investment as well as the income
from them may fall as well as rise and that past performance is
not a guide to future performance. Any investment in a product
described is subject to prior reading and to an understanding of
the product documentation, in particular that which describes in
detail the rights and duties of the investors and the risks
inherent in an investment in that product. In the absence of any
written provision, BNP Paribas does not act as an investor's
financial adviser for its transactions.

The information, opinions or estimates contained in this
document reflect the author's judgement on the day of his
drafting; they must not be considered as authority or be
substituted by anyone in the exercise of his or her own
judgement and subject to change without notice. Neither BNP
Paribas nor any BNP Paribas Group entity will be liable for any
consequences that may arise from the use of the information,
opinions or estimates contained in this document.

As a distributor of the products presented in this document, BNP
Paribas may receive distribution fees on which you can obtain
further information on specific request. BNP Paribas, its
employees or Directors may hold positions in or relationship
with their issuers.

By receiving this document you agree to be bound by the above
limitations. © BNP Paribas (2020). All rights reserved
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