THE GREAT INSTABILITY
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LESSONS IN
VOLATILITY FOR
LONG-TERM INVESTORS
Even before Covid-19, we coined the term
The Great Instability to highlight the global
economy and society's fragility. Understanding
the world’s wider vulnerabilities is key to
medium and long-term investing.

Here are ﬁve lessons for
a precarious planet.
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LEFT-TAIL RISK
IS HERE
TO STAY

A left-tail event is a rare, far-reaching shock.
But the world is a volatile place, as recent crises show:
• The 2008 ﬁnancial crash
• Major terror attacks
• Superpower trade conﬂict

LOSSES
OUR
ECOSYSTEM
IS FRAGILE

GAINS
Globalisation and technology have created lean
companies – and vulnerabilities:
• Connectivity turns local shocks global
• Complexity blinds companies to their fragilities
• ‘Just in time’ processes mean output stops fast
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GOVERNMENT
DOES
MATTER
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THE ONLY GAME
IN TOWN
IS OVER

!
!

Only the state can build resilience against left-tail
risks and manage the aftermath. That requires:
• Mobilisation of people for the common good
• Politicians’ integrity
• Technical competence

We had become reliant on central banks to do
“whatever it takes” to tackle shocks. No more.
• Central banks had little ammunition left even
before COVID-19
• The virus exhausted any remaining capacity
• Finance ministers will have to step up next time
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LET’S TALK ABOUT
THE DAY AFTER
TOMORROW

The virus may change society profoundly, prompting
a bigger response to climate change:
• Changes to cut emissions are easier than
those to halt the virus
• Recent behavioural shifts could help ease
climate change, too
• Long-haul ﬂights are an obvious example
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Forecasting the legacy of
Covid-19 should be in the DNA
of any long-term investor.
Read more about the great
instability on our Investigator
platform.
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