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Highlights

*  Vaccines are the cure to the stop-and-go economy that is pushing businesses to the edge. However, the experiences of

Israel and the UK indicate that even when a more aggressive vaccine campaign gets off the ground in Canada, targeted
restrictions will need to be maintained in the short run.

*  Hospital capacity has been a key trigger for Canadian provinces to tighten restrictions. International experiences indi-
cate that hospitalization stress related to COVID can be more quickly reduced by focusing vaccinations exclusively on
the elderly and others most at risk of developing extreme disease.

Until the elderly are vaccinated, anything that encourages gatherings of younger people should be managed carefully.
Communities and groups that are at greater risk of spreading the virus should be the focus of higher frequency and
accessible testing.

'This time last year, we used China's economic experience as a guide into what to expect for Europe and North America,
as the virus and business restrictions migrated across regions. Now, Israel and the UK offer insights for Canada into the
degree to which a successful vaccination rollout can relax business restrictions and speed up the economic recovery.

Canada's vaccine rollout has been lagging other advanced economies. Unexpected shipment reductions have placed the
month of March as a critical period for vaccine deliveries. Combined shipments of Moderna and Pfizer are expected
to reach 3.1 million doses in March alone, compared to roughly
2.4 million doses that are expected to be delivered between the
months of December and February.!

Chart 1: Canada Lags Others in Vaccinating Its Population
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end of March. By the end of Israel's lockdown, it had
vaccinated 40% of the population, while the UK will have
vaccinated at least 35% of the population.

The lag between vaccination thresholds and an easing
in restrictions is likely going to be an outcome repeated
in Canada, where governments have demonstrated that
the threat to hospital capacity is a key trigger to required
restrictions. And, a more precarious supply of vaccines
within Canada highlights the urgency to deliver with

speed and precision.

Let's take Ontario as the example. Although elderly ac-
count for only 21% of the recent 2nd wave of virus cases,
they make up roughly 69% of hospitalizations and 93%
of fatalities. It's also been well documented over the past
year that hospital stays are significantly longer for this
age cohort. This suggests that the coupling of vaccine ef-
forts and economic outcomes can be most effective with
a focus exclusively on those at greatest risk of developing
severe illness and hospitalization. Even after doing so, the
lesson learned from Israel is that it takes time to reap the
benefits from even the first dose of the vaccine.

In addition, restrictions may linger longer because vaccine
outcomes are still being understood by the medical com-
munity. Israel's concentrated use of the Pfizer vaccine has
demonstrated that it remains highly effective for the elderly,
and its yet unclear the degree to which other vaccines will
replicate this outcome. Canada should take care to ensure
that those vaccines with strong, demonstrated outcomes
for the elderly are prioritized for that group, particularly
with supply far from assured from one month to the next.

Canada's Vaccination Program Lags Its Peers

Canada was one of the first countries to authorize vac-
cines, but its rollout has been slower than peers (Chart
1). There are several reasons for the delays, from the typi-
cal growing pains other countries experienced related to
the scaling up of a large and complex program, to the
more recent obstacles stemming from interrupted and in-
sufficient supply relative to other G7 countries. In two
months, only 2.3% of the Canadian population has re-
ceived at least one dose. If vaccine administration speeds
up in the coming months as telegraphed by various gov-
ernment levels, we estimate it will still take until the end

Chart 2: Canada Is Likely to Reach Herd Immunity By
End-2021
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of 2021 to achieve herd immunity (Chart 2). You don't
necessarily need herd immunity to move towards a nor-
malization of the economy. But, you do need to create a
sustainable model that mitigates pressures on hospitals
and the society at large.

Early Lessons From Israel And the UK

Right from the outset, Israel's vaccination program has
set an example for the rest of the world. It prioritized the
elderly and vaccinated almost 40% of its population with-
in 7 weeks. Around 90% of Israel's elderly population has
already received the first dose, with 80% having received
both doses. The UK is not too far behind with the first
dose being received by 18% of its population and 90% of
its over-80 population. However, due to their policy of
delaying the second dose by 12 weeks, only 0.75% of the

population has received full vaccination.

So how did Israel quickly vaccinate its population?

Price may have been a partial factor to securing vaccines,
as some reports suggest Israel paid up for the Pfizer vac-
cine relative to other countries. However, Israel's more
reliable supply may also reflect its ability to exploit a com-
parative advantage. The government promised to provide
anonymized age, sex and demographic data of vaccinated
people to Pfizer. In other words, Israel oftered to work as
a partner with Pfizer to build a stronger understanding of
its vaccine efficacy and limitations on a scale much larger
than could have been achieved in Stage 3 trials. In turn,
this helps Pfizer course correct with greater speed.
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'This was made possible by Israel's strong health infra-
structure and logistics. It also has a universal healthcare
system in which each person has a digitised health record
that facilitates tracking and communicating with pa-
tients. Lastly, its small geographical footprint — 6 times
smaller than Southern Ontario — has also helped with
the vaccine distribution and logistics. The UK has many
of these same benefits.

Israel was also strongly motivated to seek a swift solu-
tion. It does not produce any of the approved vaccines,
which sets it apart from the UK, which manufactures
Pfizer, Moderna and Oxford-Astrazeneca vaccines. In
addition, Israel has also spent the longest time in lock-
down of any country, which created immense domestic
pressure — the government collapsed in December 2020.
It's not surprising that the new government made all ef-
forts to receive accelerated access to the vaccine.

Israel is also not a federation in which sub-national gov-
ernments are responsible for the provision of healthcare.
Here too the UK draws similarities. These factors have
made the coordination of vaccination efforts much easier.
Notwithstanding some of these differences with Canada,
there are lessons to be learned:

* Israel decentralized vaccine sites away from hospitals
and into areas where accessibility might be an issue.
This is especially important for Canada where its large
geographic reach and population distribution can
make it particularly difficult for the elderly and those
at risk of developing severe illness to get vaccinated

(Chart 3).

Israel relied heavily on its military in vaccinating its
population. The military's involvement allowed for a
quick and efficient set up of inoculation sites.

* It did extensive community outreach and leveraged
community-based health centres and institutions.

Israel maintains a sense of urgency in its vaccination
efforts by operating centres around the clock.

Are Israel and the UK's vaccination programs working?

Yes, but not as fast as some might prefer. Data from Israel
show that those receiving one dose only had 33% fewer
infections than those not vaccinated (unlike the 52% fig-
ure in clinical trials).? But, the vaccine is 66 to 85% effec-

tive for those who received two doses.? The vaccine is also
87 to 96% effective in stopping severe disease from the
virus. This has a substantive impact on the health system
and provides reassurance for vaccine efficacy. Not sur-
prisingly, hospitalizations are falling in both Israel and
the UK, but at differing rates. Compared to the mid-Jan-
uary peak, UK's hospitalization rates have come down
19% versus a 31% drop in Israel. The smaller drop in the
UK may reflect a number of factors including the slightly
lagged vaccination program, weaker efficacy of the single
dose that was also seen in Israel, and the policy of delay-
ing the 2nd dose. As yet, it is too soon to say what impact
tull vaccinations will have on UK's hospitalization rates.

In Israel's case, hospitalizations started to decrease rough-
ly 5 weeks after the start of its vaccination program on
December 19. Keep in mind that at that time, Israel was
already vaccinating at 10 times the rate of Canada. Even
so, hospitalizations remain elevated relative to the Israe-
li government's comfort level. The more contagious UK
variant is believed to be responsible for the still-elevated
case loads, especially among the younger aged cohorts
(Chart 4).* In Israel, this variant is estimated to be ac-
counting for roughly half of all cases, and it's conceivable
that it could also become the dominant variant in Canada
as more time elapses. Israel offers a cautionary tale of the
need for speed on vaccinating the most vulnerable groups,
while also maintaining some controls in place to limit the
spread among other age cohorts. Although Israel lifted a
month-long lockdown on February 7 — with over 40% of
its population vaccinated with at least one dose — health
officials were still warning against doing so. For Canada,
under current vaccine availability, the population may not

Chart 3: Two-thirds of Canadians Think It Will Be
Difficult to Get a Vaccine
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Chart 4: Younger Cohorts Are Responsible for
More than 50% of Cases in Israel
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surpass that same mark until around August. Provinces
with the potent combination of high population density
and older demographics — such as Quebec and Ontario —
could be more delayed.

When Israel's cases first started falling after mid-January,
it was difhicult to say whether it was due to the vaccine or
the lockdown. But, the latest data indicate that the decline
(-46%) in cases among the elderly (the first in line for the
vaccination) have been more pronounced than the decline
(-18%) among the younger population. Since both the el-
derly and the young saw a similar decline during Israel's
September lockdown, this means that the divergent drop
in cases this time around can be attributed to the vaccine.
Even in the UK, hospitalizations dropped slightly faster
after the 3rd lockdown compared to the 2nd one (Chart
5). The divergent drop in hospitalizations between the 2nd
and 3rd lockdowns — albeit milder than in Israel — is likely
attributed to the UK's administration of the first dose.

That said, it's difficult to tease out with precision the di-
rect effects. The divergence could also be partly related
to behaviors. Those who were vaccinated first may also
be more likely to exhibit cautious behavior due to their
risks. We will only be able to 'cleanly" attribute the impact
of the vaccine on new cases and hospitalizations roughly
two weeks after the end of the lockdown and once those
vaccinated can move about freely. For Israel that would be

in the second half of February, while for the UK it could
be as late as early-April.

Vaccines Are The Starting Point For Economic
Recovery, But The Paths Can Vary

'The path of economic recovery depends on the path of the
virus, which in turn depends on the path of vaccine adminis-
tration. A smooth and speedy vaccine roll-out is a necessary
condition for a sustainable economic recovery that prevents
the stop-and-go economic cycles of the past year. Howev-
er, Israel's experience has shown that the benefits towards
loosening restrictions will come with lags, and this, in turn,
will depend on the ability to meaningfully influence severe
illness and hospitalization rates. Throughout an aggressive
and successful vaccination campaign, the country still main-
tained strict nation-wide lockdowns (Chart 6).

For Canada, vaccine supply issues layer on additional
complexities, suggesting that timely, targeted and tempo-
rary restrictions would need to complement the vaccine
efforts until several questions can be answered:

Chart 5: UK Hospitalizations Have Dropped at a Faster Rate
After the 3rd Lockdown Than the 2nd Lockdown
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Chart 6: Israel Maintained a Stringent Lockdown Despite the
Successful Vaccine Rollout
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*  Impact of new variants: While some vaccines may be
effective against some variants (for example Pfizer and
Moderna against the UK variant), it doesn't necessar-
ily mean that the vaccines will be effective against all
existing and future variants, or that Canada will have
timely access to those vaccines. This speaks to the nec-
essary speed of Canada's vaccination program to limit
the spread of more virulent variants within the most
vulnerable portion of the population to severe illness.

*  Efficacy in the elderly: Most vaccine trials did not in-
clude (enough) elderly or those with underlying health
conditions. While the Pfizer vaccine has been effective
on both fronts, the same is not yet assured with other
vaccines. Although the WHO recently endorsed the
use of the Oxford-AstraZeneca vaccine, France, Ger-
many, Italy, Sweden and Poland have advised against
its use for older people, while Swiss medical regula-
tors have disallowed its use altogether. Meanwhile, the
Moderna vaccine has been shown to be less effective
(86%) in older people compared to its overall efficacy
(94%). However, this is still an extremely high efficacy
rate and would materially reduce illness, hospitaliza-
tions and fatality rates.

* Effect on transmission: The base case assumption is
that the vaccines will prevent transmission. A vaccine's
ability to prevent (or reduce) transmission will vary
and none of the trials of the vaccines approved so far
have drawn firm conclusions. From the rollout in Isra-
el, we do not yet conclusively know whether vaccinated
people are indirectly protecting unvaccinated people.
Perhaps the case loads would have been lower if the
Pfizer vaccine was preventing transmission to others?
More time is needed to evaluate the data.

*  Vaccine skepticism: Vaccine skepticism remains high
across the world. In January, 67% of Canadians showed
a willingness to take the vaccine when made available.’
Digging into the details reveals that younger Canadi-
ans are less eager (55%) to take the vaccine compared
to the elderly (73%) (Chart 7).® Vaccine skepticism (in
addition to slower supplies) among the younger pop-
ulation is one of the reasons Israel's vaccination rate
dropped in recent days. It is important that at least
70% of a country's adult population is vaccinated to
gain herd immunity.

*  Vaccine nationalism: We noted six months ago that
there will be a lack of cooperation among countries
when a vaccine comes onto the market (see our report).
We also warned that "relying too much on imports for
critical drugs and vaccines" can lead to possible short-
ages, for countries — like Canada — with insecure sup-
ply chains. We are seeing both trends today. A good
example is the EU's recent decision to impose controls
on vaccine exports to some countries. Although the
EU has verbally reassured Canada that the policy won't
be applied, circumstances are highly volatile. Govern-
ments are operating within pressure-cooker environ-
ments, and vaccine demand will far outstrip supply for
months to come. Assurances can always prove fleeting
if pressures continue to build.

Lessons For Policymakers:
1. Elderly first, others later

We know by now that the longer the lockdowns, the deeper
the economic wounds. Businesses have been operating un-
der degrees of lockdowns over the past year, and even with
government support programs, the longevity of lockdowns
does impact the odds of survivorship due to debt accumu-
lation and other factors (see our report). But lockdowns
cannot be eased if hospitalization stress remains high. And
hospitalizations cannot ease if the elderly are contracting
the virus. Therefore, given the limited vaccines and other
associated risks, a vaccination program should focus ex-
clusively on prioritizing the elderly and those most prone
to being hospitalized. Such a program can also achieve a
faster and more sustainable relaxation of business restric-
tions. Both Israel and the UK — two of the most successful

Chart 7: Younger Canadians Are Less Eager to
Take the Vaccine
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Note: Willingness to take the vaccine is based on the respondents saying "yes, ASAP" to the
question "If a vaccine against the coronavirus became available to you, would you get
vaccinated, or not?"

Source: Angus Reid Institute, TD Economics.
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vaccination programs — prioritized the elderly in the first
phase of their vaccination programs.

Under the current approach, the benefits to the elderly and
hospitalizations are being delayed, with a similar outcome
on the timing of the economic recovery. The temporary
freeze in Pfizer shipments was a major blow to Canadian
provinces who scrambled to adjust their vaccination sched-
ule to delay their second doses. Ontario, British Columbia
and Alberta have delayed the second dose by up to 42 days.
Meanwhile, Quebec has delayed the second dose by up to
90 days. With such a gap between the first and second dos-
es, there will likewise be longer lags in Canada on a criti-
cal reduction in hospitalizations, thereby requiring stricter
economic lockdowns than the counterfactual scenario.

Young people are less susceptible to being hospitalized,
creating less of a burden on the health system relative to
infection rates. However, the younger cohorts were the
primary drivers of the virus' second wave last year. This
suggests that high risk-factors will continue to exist even
as the vaccination program matures within Canada. These
should be carefully managed until the elderly and those
susceptible to high hospitalizations have been vaccinated.
One way of doing this is to ensure that the young and
other high-risk groups become an increased focus for
testing. These groups should be prioritized for highly ac-
cessible and/or frequent testing to stop the spread.

2. 'The need for speed

'The faster that vaccines are rolled-out, the quicker that hos-
pitalizations can drop on a sustained basis and the sooner
we'll return to 'normal'. Israel is a good case in point. It
tully vaccinated almost 80% of its elderly population in just
7 weeks, whereas the rollout among the under-60s began
later and is climbing more slowly. As a result, there has
been a 41% drop in cases in the elderly and a 31% drop in
hospitalizations from mid-January to early-February. This
is especially relevant for Canada where the elderly repre-
sent a higher share (18%) of the population, compared to
countries with faster vaccination programs like the U.S.

(15%) and Israel (12%).

3. Go with what you know

Given that Canada's vaccine supply chains are not secure,
it is hedging its bets by securing orders from other vaccine
makers such as Novavax (52 million doses) and Johnson
& Johnson (38 million doses). However, the experience
of Israel and the UK have reinforced that outcomes can
change once vaccines are outside of a trial environment
and being monitored within a large sample of elderly and
people with comorbidities. If possible, Canadian govern-
ments could consider designating vaccines on the differ-
ent population age cohorts that offer more predictable
outcomes on hospitalization. In turn, this would have the
added benefit of speeding up economic normalization and
mitigating further permanent scaring on businesses and
workers. However, this would need to be balanced against
vaccine availability and the ability to achieve speed and
scale of the vaccination program.

Bottom Line

Vaccines are a necessary condition for economic recov-
ery but won't immediately unlock Canada's full economic
potential. Vaccination programs will need to remain cou-
pled with targeted restrictions in the short run. The length
of time of further business interruptions can be mitigated
by focusing the vaccination programs on those individu-
als who bear the greatest risk of severe illness and hospi-
talization. And, until the elderly are vaccinated, anything
that encourages gatherings of younger people should be
managed carefully. With the lull in vaccine shipments
and international examples offering new knowledge, now
is the time for Canadian policymakers to retool. Canada
stands at a critical juncture.
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