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Operation Warp Speed (OWS) is a public-

private partnership launched by the Trump 

administration in April 2020, aimed at facilitating 

-- and especially accelerating -- the 

development, production and distribution of a 

COVID-19 vaccine. Trump’s team named their 

challenge after the superluminal speed 

imprinted on the collective 

imagination by the television 

series Star Trek, and even earlier 

by Asimov's novels, and it reflects 

an almost insurmountable task: 

find a credible medical response 

to the pandemic in less than a year, a record 

time if you remember that normally a vaccine 

takes at least a decade before it becomes fully 

operational. As a science fiction fan, I couldn't 

help but consider the name as auspicious. Five 

months after the operation began, with the 

stated goal of producing 300 million doses of a 

safe vaccine by January 2021, the hope seems 

less like science fiction. Of the 170 or so vaccines 

being tested around the world today, nine are 

already in Phase 3, where the likelihood of 

approval is 80-85%, and five of them are already 

authorized for emergency use. Another three 

will be approved before the end of the year. 

Wide-scale vaccinations can start immediately 

(according to the CDC, within 24 hours) after 

the authorization of one or more vaccines, 

which could happen by the end of the year in 

some cases (Moderna, Pfizer/BioNTech, 

AstraZeneca). A second wave of vaccines 

should be authorized between the end of the 

first quarter and the middle of the second. 

Pharmaceutical companies in the front lines 

have already started to produce doses of 

vaccine with a view to authorization, benefiting 

on the one hand from substantial government 

grants, and on the other hand from existing 

contracts with governments for the delivery of 

hundreds of millions of doses in the last quarter 

of this year, and in the first quarter of next year. 

In the meantime, new treatments based on 

antivirals and monoclonal antibodies seem to 

better control the infection, allowing mortality 

rates to be contained even if the number of 

cases rise. As a result -- although the 

approaching winter and the increasing number 

of cases in some European and emerging 

countries calls for caution -- 2021 looks like it is 

shaping up as the year when the impact of 

pandemic on our lives should gradually begin 

to wane, along with its impact on the economy 

in general, although doubts remain about the 

real effectiveness of vaccines, the availability of 

the entire population to vaccinate, the long-

term side effects. The U.S. Department of Health 
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estimates that the entire U.S. population could 

potentially be vaccinated by the end of April 

next year; this assumes not only the theoretical 

willingness of the population to do so, but also 

the population’s immediate availability. Surveys 

indicate that a large portion of the population 

would prefer to wait 3-6 months before getting 

a shot. In any case, the overall picture on this 

front is markedly better than what we expected 

back in March, and the progress made seems 

does seem to do justice to the expression warp 

drive. 

The global economy’s current speed resembles 

science fiction much less. It is showing signs of 

deceleration after its initial recovery induced by 

the massive state and central bank stimuli. The 

fourth quarter should see a slowdown, since 

many of the support programs enacted by 

governments (furlough schemes, family 

allowances, increased unemployment benefits, 

etc.) have expired or will soon, while stock 

replenishment and a recovery in the repressed 

demand for consumer goods during lockdown 

have already managed to play out. World GDP 

growth is estimated to have recovered so far 

about half of what it lost during COVID-19, but 

much of this 

recovery is 

attributable 

to American 

consumption 

which -- 

unlike what 

happened 

during the 

Great Financial Crisis, or GFC -- has been 

supported by an expansion of disposable 

income at a new historic high during a 

recessionary phase. Obviously, this expansion is 

far from organic. It is the result of massive public 

aid, which is 

bound to taper 

off during the 

coming months 

given the low 

probability of a 

bipartisan fiscal 

agreement 

between the Democrats and the GOP before 

the elections, and in all likelihood may cease 

even by the end of the year. Even though the 

U.S. savings rate in February (8.3%) was higher 

than in October 2008 (5.5%) at the peak of the 

GFC, and even though it was boosted by 

emergency spending measures (estimated at 

more than 17% in July),  the recovery of 

consumer confidence is starting to falter which, 

combined with a weak labor market, 

foreshadows a decline in demand. A recent 

estimate by the Hutchins Center of Fiscal Policy 

at the Brookings Institution indicates that, in the 

absence of further stimulus measures, fiscal 

policy could shave 1.5% from U.S. GDP growth 

in 2021, beginning in the second quarter.  More 

generally, attitudes towards fiscal policy at a 

global level will be a key factor 

to watch in the coming quarters, because this 

could lead to a paradigm shift for the global 

economic-financial system. As things stand 

now, about half of the discretionary fiscal 

stimulus provided in 2020 by the United States, 

the Eurozone, China, Japan and the United 

Kingdom should 

be reduced in 

2021, removing 

a primary 

source of 

support for 

global recovery.  

That’s why there 

is talk about a 

“fiscal cliff,” the 

dangerous 

precipice on which fiscal policy could be 

poised a few quarters from now. Doing nothing 

would in all likelihood put the global economy 

back into the freezer, with suffocatingly low 

growth rates in an absolute sense and -- more 

importantly -- in relative terms compared to the 

dizzying debt growth spiral unleashed by public 
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sector deficits and, on the corporate level, by 

the grab for liquidity that began at the start of 

the crisis. The global economy would then start 

looking like a train racing down a steep track full 

of dangerous curves. 

As The Credit Voice pointed out in June, the 

writer believes that the pandemic may be a 

long-sought pretext for the authorities to force a 

structural move away from a form of simple and 

exasperated monetarism -- which is what we 

had before the pandemic -- to MMT (Modern 

Monetary Theory). This is a macroeconomic 

policy regime in which fiscal policy replaces 

monetary policy as the main instrument of 

stabilization, increasing public spending or 

cutting taxes when economic growth and 

inflation are below the trend, and doing the 

opposite when the economy is overheated. 

Fiscal policy could remain much looser and 

more flexible than in the past, even when the 

pandemic is over, because the authorities now 

have the political cover they need to cross the 

Rubicon. Once they have, it may be hard for 

them to return to the previous regime where the 

combination of fiscal discipline and monetary 

financing produced neither sufficient growth to 

stem strong social inequality, nor enough 

inflation to erode the value of debt in real terms.   

The new paradigm (which in reality is the return 

of an old paradigm) involves the aggressive, 

joint and continuous use of fiscal and monetary 

policy to stimulate aggregate demand to the 

highest level possible, spending generously with 

the goal of achieving a nominal GDP growth 

that outpaces the growth of debt, and 

controlling the rise in interest rates through an 

extremely unconventional monetary policy. It 

finds its ideological legitimacy in the high 

multipliers that are typically associated with 

fiscal policy in a zero rate regime.  This means 

first and foremost to reject the Schwarz Null 

(Black zero) policies of Germany, relegating 

fiscal discipline to oblivion. It also means printing 

money at a much higher rate than the already 

very sizeable amounts seen at the beginning of 

the pandemic, although not necessarily as 

massive as those observed immediately 

afterwards. Without a doubt, the gargantuan 

stimuli launched in this emergency phase have 

already taken us into new territory. The fiscal 

response to the pandemic has been twice as 

great as during the GFC, and we have seen an 

expansion of central bank balance sheets at 

rates usually only undertaken during wartime. 

The fundamental point is whether we will remain 

in this new territory. And the answer to this 

question is probably the final word for the 

outlook for bond markets in the coming years.  
  

A hint about where we are headed comes from 

Powell and various other Fed members’ 

appeals to consider fiscal policy as the most 

effective leverage in an environment where 

monetary policy is confined to decimal points 

and is exhausting its creativity. But above all, a 

hint comes from the Fed’s decision to adopt a 

new inflation target, called AIT (average 

inflation targeting), which in simple terms 

proposes a more tolerant and complacent 

attitude towards inflation when it reaches the 

target level of 2%. Reflecting this decisive and 

further softening of "intentions," the market does 

not expect American interest rates to increase 

for the next three years. The more complacent 

attitude to inflation is aimed at containing the 

growth of debt that will be created by 

unprincipled public spending. My impression is 

that fiscal policy will be unable to tighten the 

strings without stalling the global economy, and 

therefore will have to remain structurally anti-
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cyclical as we’ve seen in this emergency 

phase, rather than pro-cyclical as has often 

happened in the last decade. The resulting 

public deficits will have to be financed by 

placing large amounts of government bonds on 

the market, leaving central banks the task of 

maintaining real rates in negative territory 

through secondary market purchases (QE) or 

through the main form of debt monetization, 

direct subscription at auction. Monetary policy 

at this point will become pro-cyclical for a time, 

trying to generate inflation rather than taking 

steps ahead of the curve to curb its growth. As 

a sign of the times, look no further than the fact 

that the central banks of some emerging 

countries, such as Indonesia, the Philippines and 

India, have already embraced some forms of 

debt monetization, abandoning a protocol of 

prudence and discipline that had 

characterized them for decades. 

The paradigm shift will, as I said above, have 

massive implications for bond markets in 

general, and 

therefore also 

for the credit 

markets. The 

stimuli 

launched this 

year will 

produce yet 

another increase in global debt of about 15-

20%, and a further increase of about 5%-10% is 

expected in 2021, as the rate of debt growth will 

still outstrip GDP. Given that the primary reasons 

behind the low global growth – the 

demographic curve,  income inequality, 

technological saturation and so on --  will 

continue to play a role in the near future, it is 

likely that MMT in the first few years will further 

accelerate debt growth relative to GDP, 

making the system increasingly prone to sudden 

and violent financial shocks. Central banks will 

respond to these shocks by escalating their 

increasingly unconventional measures in order 

to financially repress the system. They will pay 

special attention to credit markets. This is the 

Financial Repression 2.0 scenario we discussed 

in June. In the next two years at least, as far as 

the credit markets are concerned, the 

enormous liquidity that will continue to circulate 

in the system as a result of central bank 

servitude will make the financial shocks into 

buying opportunities. Unless we see a sudden 

(very unlikely) acceleration of inflation – which 

is the only real bull in the china shop of this 

fragile global financial system -- these policies 

will continue, supporting spreads that, as 

mentioned above, have themselves become a 

target measure of macroeconomic policy. This 

does not mean that the market will not try to 

price in the increasing risks arising from this 

scenario (within the narrow margins it will be 

allowed to price in anything at all). I expect 

government bond yield curves to be much 

steeper than in the past, as the short-term part 

is nailed down while the medium to long term 

part will become more and more exposed as 

time goes by. At the same time, under 

conditions of controlled volatility, I expect credit 

curves to be steeper as week, reflecting the risk 

of that these 

direct support 

policies will be 

abandoned 

over time, but 

knowing at the 

same time that 

any shock 

would lead to 

a temporary and massive inversion of these 

curves for technical reasons. Finally, I expect 

consistently high levels of dispersion (i.e. highly 

different behavior between individual credits), 

linked to the growing polarization of the market 

in terms of the sustainability of the financial 

structure. Spreads will however move in 

corridors, similar to the fluctuation bands in 

managed exchange rate regimes, set 

according to macroeconomic policy 

objectives.  

Beyond the two-year time horizon, the strategic 

picture becomes much more unstable: a 

possible success of MMT policies, combined 

with redistributive policies in various major 

economies, could significantly affect inflation 

expectations, creating turbulence in bond and 

credit markets.   After years of unsuccessful 

attempts, central banks could initially maintain 

a complacent attitude towards an uptick in 

inflation (as carved out in the new AIT). At the 
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same time, policy time lags may not easily 

permit governments to quickly adapt their fiscal 

policy, with the risk of an overheated economy 

and a violent market-driven rate adjustment. 

The strategic 

view on credit is 

positive for the 

next two years, 

supported by 

spreads that are 

above the long-

term medians, 

by very limited default dynamics compared to 

what was expected even six months ago, and 

by a stabilization of credit quality (albeit at low 

levels). At the same time, there are reasons to 

be cautious and maintain some room for 

maneuver over the next 3-6 months. In addition 

to the probable worsening of the pandemic in 

the Northern Hemisphere due to the arrival of 

winter, and in addition to the slowdown of 

economic growth as emergency stimulus 

measures expire, the most material risk in the 

short term is linked to the American elections.  

This is not only due to the differences in 

economic policy between the two candidates. 

Biden is still ahead, and more so than Clinton 

was at the same point in 2016. But if one looks 

at the situation in the so-called swing states and 

its potential impact on the electoral college 

votes, the situation is not so different in 2016, 

and remains extremely fluid and uncertain. The 

more potentially uncertain the outcome of the 

election becomes, the more the risk of social 

conflict in the United States, and even 

prolonged unrest, increases. The Bipartisan 

Policy Center has recently estimated that due 

to the 

pandemic the 

percentage of 

absentee 

votes -- cast in 

the physical 

absence of 

the voter (by mail, proxy, online) – will rise to 50-

70% of all votes in these elections, compared to 

about 40% in previous elections. An uncertain 

election outcome could mean that the 

candidates will not concede victory, citing 

accusations of fraud or error -- not only on 

election day, but also for weeks to come. One 

needs to bear in mind that Republican and 

Democrat voters tell pollsters they have differing 

opinions about their preferred method of 

voting, with Democrats much more in favor of 

the absentee vote. The spread of less-secure 

voting methods, a differing use of these 

methods by the votes of the two candidates, 

and a high polarization make for a dangerous 

brew that could generate volatility. 

When looking at 

the U.S. 

presidential 

election 

outcome, 

however, it is 

worth 

remembering that a victory of a Democratic 

candidate has traditionally had a more 

negative impact on the stock market. Biden 

certainly leans towards higher corporate taxes, 

as well as increasing income taxes for the 

wealthy, and redistributive policies in general. 

Although the estimated impact on listed 

companies is considered moderate and 

manageable, one should not forget that any 

possible post-

election correction 

would come in the 

context of a general 

overvaluation of 

stock indices 

worldwide and the 

extraordinary 

excitement of the American retail investor, as 

demonstrated by the recent boom in volumes 

traded on index options. This could have a 

downward multiplier effect, generating a larger 

correction that would certainly weigh on global 

financial conditions and credit spreads. 
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