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Vaccines versus variants 

Recent mutations of 

Covid-19 need to be 

considered when 

assessing the 

economic outlook… 

Our views 

We are still 
comfortable with a pro 

risk stance in our 
portfolios 

Nevertheless, recent 

market action has 
reduced prospective 

returns for risky asset 
classes 

Amid downside risks 

such as diminished 
vaccine efficacy, we 

need to take a nimbler 
approach to backing 

the recovery trade and 
be realistic on what 

returns can be 
achieved 

The global economy continues to be heavily impacted by social restrictions designed to halt 

the spread of Covid-19. At this stage, the key to unlocking economies is the successful rollout 

of effective vaccines that sharply reduce associated hospitalisations and deaths. 

Currently, countries have been forced into a race of “vaccines versus variants”. The 

emergence of new variants of the virus and the likelihood of further mutations threatens to 

reduce the effectiveness of existing vaccines and prolong the pandemic.  

Two key factors are important for a successful vaccine rollout:  

• Available vaccines have to remain effective at preventing severe cases of Covid-19 

• Vaccines have to be rolled out at a quick enough pace to avoid too many mutations 

The effectiveness of vaccines is currently the biggest risk to reopening parts of the 

global economy. A recent mutation of the virus dubbed the “South African variant” has 

displayed resistance to vaccines across the spectrum. Two pharmaceutical companies have 

confirmed a 25%-30% reduction in headline vaccine efficacy rates against the new variant, 

whilst another noted that their vaccine offered “minimal protection” against less severe cases 

of this variant. 

Figure 1: New virus variants 

UK Variant

• Up to 70% more transmissible 

• Doesn’t appear to be more deadly 

• Vaccines appear as effective 

Brazil Variant 

• Infected people who already have anti-bodies 

• Doesn’t appear to be more deadly 

• Vaccines appear as effective 

South Africa Variant 

• Appears most resistant to vaccines 

• Vaccines appear effective at preventing severe cases 

• Infected people who already have anti-bodies 

Source: HSBC Global Asset Management, subject to change. 

The good news: vaccines still look to avoid severe cases… 

The main aim of vaccines is to reduce severe cases of the virus, i.e. those that end up in either 

hospitalisation or death. Once this is achieved, the pressure on healthcare systems should fall 

dramatically. So far, there is no significant evidence to suggest that vaccines are ineffective in 

preventing the most severe cases from new variants. Leading scientists suggest that it is 

unlikely that recent mutations change this significantly, but not all of the facts are clear and 

things could change. 

Indeed, the increased rate of observed mutations and the time delay around testing the 

effectiveness of vaccines to new strains has created uncertainty amongst governments. Policy 

makers have moved to tighten borders, temporarily halted the rollout of specific vaccines, and 

ultimately could reduce the speed at which they reopen the economy.  

The downside risk event is that a mutant virus leads to vaccines becoming ineffective. Under 

this scenario, pharmaceutical companies would have to tweak their vaccines to target the new 

strains. Estimates suggest this could take as little as 6-8 weeks, although manufacturing and 

logistics issues would mean it probably takes longer to reach the population. 
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…but evidence (so far) 

suggests that vaccines 

remain effective 

against severe cases 

Countries only need to 

inoculate a fraction of 

their populations to 

drastically reduce 

pressure on healthcare 

systems 

We think markets are 

“hyper-sensitive” to 

disappointing news and 

thus requires us to take 

a nimbler approach to 

backing the recovery 

trade 

We need to be realistic 

about what returns can 

be achieved in the 

aftermath of strong 

market gains over the 

past year 

…while vaccine rollout has been broadly successful 

Despite fears of mutations, the rollout of vaccines so far has been broadly successful relative 

to expectations. In the UK and the US at the time of writing, 26% and 18% of the population 

have already been (partially) inoculated, respectively. In the EU, things are less rosy with only 

6%, however the slow rollout there is expected to speed up rapidly in the coming weeks and 

months. 

Progress has, however, been slower in emerging markets (EM) and much of Asia. Indeed, 

whilst most countries have significant deals in place for prospective vaccines, immediate 

vaccine supply has heavily favoured a few rich and smaller regions. Faster progress is 

expected to be made once further vaccines come on stream and excess supplies start to flow 

from developed markets (DM). 

Importantly, not all of the population needs to be inoculated in order to significantly 

reduce hospitalisations and deaths, nor does herd immunity need to be reached. Based on 

granular data in the UK, around 90% of deaths from Covid-19 occurred in people aged 65 or 

over. Of those that died under the age of 65 the vast majority had a severe underlying 

condition. 

Given this, the majority of the pressure on healthcare systems can be relieved by inoculating 

only a fraction of society, particularly the old and the more vulnerable. In the UK for example, 

only around 18% of the population is over the age of 65.  

Figure 2: Share of the population to receive at least one vaccine dose (%) 

Source: Our World in Data. Subject to change. Data as of 22 February 2021 unless otherwise noted. Canada data 
as at 13 February 2021. UK data as at 21 February 2021. 

Following a scenario of sharply falling hospitalisations and deaths associated with vaccine 

rollout, governments could feel comfortable unwinding domestic social restrictions, which 

would unlock economic activity. In the UK, US and EU, this could start as early as Q2 this 

year. For much of Asia and EMs, the second half of the year looks more realistic. 

Investment implications 

Overall, relative valuations still point to a pro-risk stance in our portfolios, in the context 

of continued substantial policy support and further economic recovery as the virus recedes. 

We also think consensus expectations could be underestimating the scope for pent-up 

demand to be unleashed in major Western economies as restrictions are loosened.  

At the same time, however, we acknowledge that recent news around virus mutations creates 

two risks: it could take longer to effectively protect populations, implying ongoing social 

restrictions; and it is possible that future mutations significantly reduce the effectiveness of 

current vaccines, leading to renewed restrictions while new vaccines are developed. Equally, 

though, future vaccines and new treatments could render Covid-19 a non-issue in the future. 

Importantly, we also need to consider asset class valuations. With recent market action having 

embedded a significant amount of “good news”, risky asset class valuations have become less 

attractive, implying that even small disappointments to these upbeat expectations can affect 

pricing. In other words, we think markets will be “hyper-sensitive” to disappointing news and 

thus requires us to take a nimbler approach to backing the recovery trade. For example: 

• Within emerging markets, we think ASEAN (Association of Southeast Asian Nations) 

equities are better placed than EM ex Asia equities to benefit from an ongoing narrative 

of global economic recovery  

• Countries that are rolling out vaccines quickly, such as the UK, could present opportunities. 

• US bond yields have moved higher in recent months, driven by an expectation of higher 

inflationary pressures in the economy. This has improved the risk-adjusted prospective 

returns of US Treasuries, and means they have more scope to offer diversification 

benefits in our multi-asset portfolios 

Overall, we need to be realistic about what returns can be achieved in the aftermath of strong 

market gains over the past year, and ongoing challenges from the virus.   

James Antwis, Global Investment Strategy Team 
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