CROSS ASSET
INVESTMENT STRATEGY

THEMATIC

#12

The vaccine is a binary event for the markets,
not for the economy
Since the announcements of the discovery of a very effective vaccine, first
by Pfizer-BioNTech and then by Moderna and AstraZeneca, the horizon has
opened up. Investors are beginning to dream of a world immune to Covid-19.
But one swallow doesn’t make a spring. Many unknowns remain (see p.4) and
the Covid-19 crisis will leave lasting traces in the economy going forward.
The horizon is becoming clearer:
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• Once vulnerable or at-risk people have
been vaccinated, the healthcare strategy
will change dramatically in the event of a new
wave of Covid, with no further lockdowns
and less need for social distancing measures.
This would put an end to the destabilising
“stop-and-go” policies.
• The sequence observed in 2020 (a very
marked rebound in GDP growth in Q3)
illustrates that certain sectors that have
been shut down by government measures
could rebound very quickly once the
constraints are lifted. Countries that
have implemented lockdowns may thus
experience a sharp rebound of GDP growth
over one or two quarters (due to base
effects and pent-up demand).
• In advanced economies, output has fallen
but incomes have been maintained through
stabilisation policies. Monetary and financial
conditions have remained accommodative.
Against this backdrop, households may
engage in “spending substitution”. Money
that has not been, or will not be, spent on
certain services (tourism, catering, recreation,
etc.) may be spent on other consumer goods
and services once confidence returns.
• In the same way, companies that were healthy
before the crisis may start investing again.
M&A might improve sectors undermined by
the recession.
All in all, this may lead to a strengthening
of global demand fairly quickly. This all
the truer as there was no financial crisis.
Savings are abundant, and investment needs
are elevated. This should be a favourable
environment for growth.
That being said, vaccinations will not allow
us to go back to square one:
• Vaccines will arrive too late to stem
the current Covid-19 wave in the US.
Simulations of epidemiological models show
that if new social distancing measures are
not put in place, the number of deaths could
double by the end of February1 .
• The vaccine will thus not prevent growth
from falling back (temporarily) into
negative territory in the short term (in Q4
in Europe and maybe in Q1 in the US).
• The vaccines will not allow damaged
sectors to recover quickly: in many
services (tourism, air transport, catering,
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leisure, culture, sports, etc.) lost output will
not be recovered. Moreover, growth will not
necessarily return to its pre-crisis trend in
these sectors.
Vaccines will not make the virus disappear:
the epidemic is still far from being under
control (in Europe and the US). Some social
distancing measures are likely to remain in
place until the vast majority of the population
is vaccinated. Moreover, several unknowns
remain (e.g., the duration of immunity and
contagiousness of those vaccinated).
Vaccines would be ineffective in case of
virus mutation.
Vaccinations may be delayed. Vaccination
campaigns pose logistical challenges
(in production, storage and delivery) in
advanced economies and even more so in
emerging economies.
Finally, vaccines will not cure economic
ills! They won’t prevent corporate defaults,
nor will they cure debt nor inequality.
Global public and private debt has reached a
new all-time high. Containing the increase in
debt-to-GDP ratios will be a new challenge in
the post-Covid period. Similarly, poverty and
inequality have risen dramatically in the wake
of the Covid-19 crisis and will not return to the
starting point without a supportive policy.

For investors, this context is ambiguous
The medium to long-term horizon becomes
clearer with vaccines. Yet short-term
uncertainties remain: vaccines are not going
to cure all the ills caused by the epidemic, and
the current economic situation is deteriorating,
particularly in the US. We believe that implied
volatility of US assets is reflecting the positive
shift in investor sentiment in the medium to
long run but might not take short-term risks into
account. On top of the ongoing virus related
uncertainties, US elections were a focal point
with active hedging across bonds and equities.
The result was perceived as the best possible
outcome for the markets, leading to a rally
in risky assets and an unwinding of hedging
positions. The high efficacy of the vaccines
has provided an extra boost to sentiment and
a collapse in implied volatility. This offers an
interesting feature for investors looking to
play the cyclical rotation while limiting via
hedging broader market exposures during
the bumpy first half of 2021.
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Modeling COVID-19 scenarios for the United States” (Nature medicine, October 2020)
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