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A year after Covid-19, capital
markets are in uncharted waters

By Olivier Fines

T ITH the Covid- 19 crisis,
\\ capital markels have
entered uncharied wa

ters. Indeed, the role of linanoe in so
cicly could be materially changing.
(FA Institute conducted a survey of
its global membership 1o analyse the
ellects of the Covid induced eco
nomic crisis on linancial markets
and the invesiment indusiry. The
survey was run worldwide [rom
March 8 1o 28, 202 1. Now we ane e
leasing the survey reporl: Covid-19,
one year kiter.

This rescarch conslilutes Lhe
second ileration of our work on the
ellecis of the Covid-19 erisis. The
first survey resulls were released in
June 2020, and were based on a
worddwide survey conducted from
April 14 10 24, 2020

The 2020 crisis marked an unpre
cedented event in the history of coo
nomic lockdowns were implemen
ed in response o the health emer
gency, public authoritics resorted Lo
a nowel approach o bridge the gap
for economic actors until the recow
ery would kick in_

For the first time, governmenls
and moneclary authorilies in ad
vanced eronomies agreed 1o coordin
ale fesal policy and monetary policy
as a combined response 1o the eco
nomic crisis that would ensue. The
objective has been 1o preempt any
direct transmission of the crisis into
linancial markets and 1o avoid a sim
ilar dislocation of credil and money
markets at the core of the
2007-2009 Global Financial Crisis.

Our research reviewed how such
a ransformational interpretation of
the role of central banks and their in
dependence in conducling monetary
policy could herve unintended con
sequences for linancal markets and
Lhe coonomy._

CFA Institule also wanted 1o draw
the atention of policy makers 1o the
soCiocconomic aspects of this crisis.
As parl of our analysis, we reviewed
how the recovery may be aflecting
various parts of the economy in ma
terially different ways, depending on

regions, industrics, and social cal
egorics under consideration. The [ra
gile equilibrium among the various
cronomic stratums of socicly may
be allfected by these stimulus mess
ures.

We structured owur study of the
survey resulls around a series of
storics, which the [ull report ex
plores with granulbarity and contexiu
alisation. The survey resulls are oom
plemented by our markel analytics
and economic research. Those
themes were as follows:

The shape of the economic Pecovery

Omee year after the start off the crisis,
the recovery Lhal is lorming could be
taking a K- shape, in which diflferent
parts of the coonomy, markets, and
social calepores are allected in ma
terially diflferent ways.

m Ky survey resull: A plurality of 44
per oenl of respondenits globally see
the economy of their region recover

ing in the form ol a K-shape, which is
an economic course that affects dil

ferent categories of people, busi

nesses, regions, and indusiries in
VArying ways.

Equity markets and the real economy

Wiz show Lhat equily markets ane per

ceived 1o have progressed oul-of

pace with the real cconomy as 2 res

ultl of monetary stimubes.

B Ecy survey result: A plurality of re

spondents globally expressed the
view Lhal equilies in their respective
markels (45 per cenl) and globeal de

veloped markets in general (43 per
cent) have recovered oo quickly
[roem the market shump in February

March 2020 and are due for a comec

lion within the next one 1o three
YOS,

Inflation may be back on the agenda

Inpul prices have been the first o
show nervousness in conneclion
wilh the outpul gap generated by the
crisis. The question will be whether
this is lemporary or structural

B Ky survey resull: A large majority
or 65 per cent of respondents glob

ally believe that an accommodative

mionelary policy combined with sup
ply-side constraints will cuse infla
lionary pressures over Lhe next one
1o three years. Those respondents,
however, appear 1o be splil equally
on whether this inflation will cause
central banks o restricl monelary
policy as a resull (31 per cent think
central banks will swilch o a resirict
ive policy and 34 per oenl think not).

Structural consequences of the osis
on the econormy

We may be observing structural
tansformations w the raditional
cconomic balance, with the rise of
central bank interventions and a lar
ger role for povernments, Big Tech
as the dear winners, and cnviron

mental, social, and povernance is

sues (B50) as a foroeful trend in finan

B Ecy survey resull- AL a global level,
58 per cent of respondenis agree
that the role of government will
broaden as a resull of the crisis and
that the share of govermment spend

ing in GDP will struclurally and ma

terially rise, a5 will taxes. In addition,
40 per cent agree that the Build Back
Better movement and the wrend 1o

wards sustainable investment
products are strscturally strong.

The financing of economic relef
programimes

How the government economic ne
liel programmes will be paid for is a
key question wilth laxes and debt
monelisalion under consideration.
B Koy survey result: A birpe majority
of 65 per cent of nespondent s belieowe
there will be a rise in the gpencral
level of ation 10 linance govern
mient coonomic reliel programmes.

Monetary stmulus by central banks
The question should now swilch to
wiecther il will be possible 1o normal
ise monelary policy while authorit
ics ane wondering how 1o coordinate
money supply and [ecal policy.

B Ecy survey resull- AL a global level,
respondents are split on whether the
current extracrdinary cyce of acoom
modative monetary policy should
start being restricted (51 per cent) or

=

CFA Institute’s survey report, Covid-19. one year kater, shows that equity

markets are perceived to have

progressed out-of -pace with the real economy as a result of monetary stimulus. FHOTO: ATF

whether il should continee 1o sup
coonomy is sulliciently stable (43
por cenl).

On the guestion of the import
ance of central bank independence,
35 per cenl would support a coordin
ation of monctary and liscal policy,
whereas 29 per cenl think il is a bad
idea because central banks should
operale independently [rom the
Treasury.

SOCINECONNTIC Consequences of
SHIMUILS Measures

Authoritics should consider the ef
fecis of economic and moneclary
slimulus on the [ragile balance
among the various socieeoomomic
siralums.

B Eey survey resuli: Al a global level,
44 per cenl of respondents believe
the stimules measures have coeated
a poldmine for the investor class,
widening the wealth gap with the
working dass.

Regulators and the onsis
Regulators fared well during the

crisis, but a key guestion now is

about the major risks they should be
locusing on_

B Ky survey resull: Globally, a ma
jority of respondents (51 per cent)
agree Lthat regulators hewve overall
properly addressed the situation in
line withs Lheir mesnckie. On the gques
tion of key risks regulators should
now [ocws on, 40 per cent agree thal
systemic risk and “voo-big-wo-fail” in
slitutions in risk of distress should
be a concern for regulators.

Corporates
In the short-term, it would appear

thai the risk of corporate credil de
[ault risk is on the rise, but it could
normalise over Lhe longer lerme In
the meantime, corporates should
provide investors wilh more lor
ward looking information 1o enable
them Lo assess Lthe impact of the
crisis more precisely.

B Koy survey result: A majority of 56
per cenl of respondents globally
think creditl default risk has in
creased in the shor verm (1-3 years),
compared wilh 43 per cenl who
think so in the medivm term (5
years) and 32 per cenl over Lhe long

term (10 years), which may indicate
that respondenis expect the market
1o stabilise progressively.

On the question relaved 1o linan
cial reporling priorities as we
emerge from the arisis, 23 per cent
of respondents agree that [orward
looking information is the most im
portant aspect o foos on, o help as
sess the impact of the crisis on com
panics” anlicipated results.

As Lhese thermes and statisiics ane
analysed in the full report, we are
drawing the allention of policy
makers on what we think are key
learning outcomes from the crisis.
CFA Institute believes it is important
o consider those Boors 1o prepare
for future crises more clliciently.
O impaortant kesson from the 2020
crisis is the extent wo which it is dilli
cull 1o crafl one-sipe-fits-all public

Poltential uwnintended con
sequences may meaterialise [rom
these policies, which need 1w be care
fully appreciated.
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