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Milder-than-Feared Health Effects from Omicron Could Keep the Fed's Plans for More Aggressive Response to Persistent Inflation On Track

Investors spent December accumulating data on the health effects of Omicron and assessing its potential impact on an economy facing fading
fiscal stimulus and staring down a faster pace of monetary tightening. Early in December, South Africa reported that hospitalizations remained
subdued a couple of weeks into the Omicron outbreak, providing a glimmer of hope that the mutated strain might be more transmissible than
previous variants but less severe. Those hopes grew day by day as anecdotal evidence began to roll in showing Omicron infections were
associated with milder health consequences. Although Pfizer and Moderna reported decreased protection from original vaccinations, both said a
booster dose significantly increased antibody levels against Omicron, reinstating a high level of protection against severe illness and death. Later
in December, several scientific studies indicated preliminary results showed a lower risk of hospitalization with Omicron than Delta. 

Nonetheless, the rapid rise in cases led to a return of government restrictions across Europe and elsewhere, resulting in speculation the
presumed headwinds for economic activity could slow central banks’ plans to tighten policy. That speculation would prove incorrect. The Bank of
England went ahead with a 0.15% rate hike and the ECB announced plans to wind down emergency asset purchases. Most importantly, the Fed
doubled the monthly pace of tapering, as expected, and forecasted a notably faster path of rate increases in response to persistently fast and
broadening inflation and a stubbornly slow recovery for labor force participation. The median Fed official projected six rate hikes by the end of
2023, split evenly over the next two years, compared with three rate hikes in September's projections. The new statement scrapped any mention
of transitory inflation pressures and highlighted the substantial decline in unemployment. During the month, the Fed’s preferred core PCE
inflation measure accelerated to the quickest rate since 1983. Participation inched up in November’s jobs report but unemployment fell sharply
nonetheless, from 4.6% to 4.2%, within 0.2% of the Fed’s estimate of longer-run full employment. With the Fed satisfied that its inflation tests
had been met, the only remaining contingency for raising rates is a return to maximum employment. Largely because of lethargic participation,
the Fed’s new forecast projected maximum employment could be reached earlier in 2022 than was previously expected. 

By the end of the month, virus cases were rising by record numbers but enough evidence had accumulated to give comfort that the health and
economic effects of Omicron would be milder than feared. Both consumer confidence measures rose in December and jobless claims showed no
signs of an impact to the labor market. While investors will certainly keep watch over virus developments, focus is likely to shift towards
underlying economic fundamentals early in 2022. The President’s Build Back Better plan was derailed in December and fiscal support for the
economy is fading, evidenced by the household savings rate dropping below its pre-pandemic level. While markets have priced for three rate
hikes in 2022, they are less convinced the Fed will be able to tighten as much as officials expect. The 10-year yield ended December at 1.51% and
the spread between the 2-year and 10-year notes closed at 77 bps, near its lowest level since late 2020.
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ISM Manufacturing index 
rose nearly as expected to 
61.1; ISM Services Index 
jumped unexpectedly to a 
new all-time high of 69.1 
on broadly stronger 
activity and persistent 
supply-chain issues

Nonfarm payroll growth 
of 210k in November 
disappointed 
expectations (+550k); 
however, unemployment 
declined sharply from 
4.6% to 4.2% in a more 
robust household report, 
despite a pick-up in 
participation; wage 
growth remained firm

Pfizer said a third 
dose increased 
protection against 
Omicron to levels 
similar to two doses 
against previous 
strains

Weekend reports 
showed 
hospitalizations in S. 
Africa remained 
subdued a couple of 
weeks into the 
Omicron surge

CPI inflation rose 0.8% in November,
accelerating from 6.2% YoY to 6.8% (fastest 
since 1982); core +0.5% and +4.9% YoY (fastest 
since 1991); while less strong than in October 
and over the summer, firm and broad pressures 
bolstered case for Fed accelerating taper

Seasonally adjusted 
initial jobless claims 

fell to 184k, a new 
low since 1969

Small business 
expectations for 
economic 
improvement (NFIB) 
matched the lowest 
level on record (1973) 
as inflation indicators 
hit multi-decade highs

PPI inflation hit 
another record 
in November

Democrats
voted to raise 
the debt ceiling 
by $2.5t, 
pushing the next 
fight past the 
midterms

Retail sales remained at an historically 
high level in November but rose less than 
expected after strong October gain

The Fed doubled the tapering pace from $15b to $30b, retired its transitory 
assessment of strong inflation, updated its forecast to show faster 
progress towards max employment and persistently strong inflation; as a 
result, the median official expects 3 hikes in 2022 (up from 50:50 chance of 
1 in September's SEP) and 6 by the end of 2023 (3 by end of 2023)

The Bank of England 
hiked rates 
unexpectedly; the 
ECB announced the 
winddown of 
emergency asset 
purchases

Moderna said its 
booster increased 
antibody levels 
against Omicron ~37-
fold

European countries 
continued to tighten 
restrictions in 
response to Omicron

3Q21 GDP 
revised up from 
+2.1% to +2.3%

The FDA approved 
Pfizer's antiviral Covid pill 
(and later Merck's), the 
first at-home treatments

Core PCE inflation accelerated 
from 4.2% to 4.7%, the fastest 
since 1983; price increases 
accounted for all of a 0.6% 
spending gain in November; 
savings rate of 6.9% was the 
lowest since 2017

The CDC shortened 
the isolation period 
for asymptomatic
infected persons 
from 10 days to 5

Goods trade deficit rose 
unexpectedly to a new 
record in November as 
imports surged and 
exports pulled back after 
spiking in October
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Value
Dow Jones 36,338 5.38% h 7.37% h 18.73% h
S&P 500 4,766 4.36% h 10.65% h 26.89% h
Nasdaq 15,645 0.69% h 8.28% h 21.39% h

Stoxx Europe 600 488 5.37% h 7.25% h 22.25% h
China CSI 300 4,940 2.24% h 1.52% h -5.20% i
Nikkei 225 28,792 3.49% h -2.24% i 4.91% h

Yield

U.S. 2-year 0.73% 16.7 h 45.7 h 61.1 h
U.S. 5-year 1.26% 10.3 h 29.8 h 90.2 h
U.S. 10-year 1.51% 6.6 h 2.3 h 59.7 h

German 10-year -0.18% 17.2 h 2.2 h 39.2 h
U.K. 10-year 0.97% 16.2 h -5.1 i 77.4 h
French 10-year 0.20% 18.7 h 4.3 h 53.6 h
Italian 10-year 1.17% 20.3 h 31.4 h 62.9 h
Japanese 10-year 0.07% 1.4 h -0.1 i 5.0 h

Value
WTI Crude 75.21$ 13.64% h 0.24% h 55.01% h
U.S. Dollar 95.67 -0.34% i 1.53% h 6.37% h
Gold Spot 1,829 3.08% h 4.12% h -3.64% i
Commodity Index 99.17 3.52% h -1.58% i 27.05% h

Existing Home Sales MoM New Home Sales MoM Core Retail Sales

ISM Manufacturing Manufacturing Production

INTENDED FOR INSTITUTIONAL INVESTORS ONLY. The information included herein has been obtained from sources deemed reliable, but it is not in any way guaranteed, and it, together with any
opinions expressed, is subject to change at any time. Any and all details offered in this publication are preliminary and are therefore subject to change at any time. This has been prepared for
general information purposes only and does not consider the specific investment objectives, financial situation and particular needs of any individual or institution. This information is, by its very
nature, incomplete and specifically lacks information critical to making final investment decisions. Investors should seek financial advice as to the appropriateness of investing in any securities or
investment strategies mentioned or recommended. The accuracy of the financial projections is dependent on the occurrence of future events which cannot be assured; therefore, the actual results
achieved during the projection period may vary from the projections. Interest rate swaps and derivatives are offered and sold via Vining Sparks Interest Rate Products, LLC. The firm may have
positions, long or short, in any or all securities mentioned.  Member FINRA/SIPC.
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Nonfarm payroll growth was weaker than expected but the household 
report was strong; unemployment declined despite an increase in 

participation

Expected 111.0

ISM Services jumped unexpectedly to a new record; the ISM
Manufacturing Index rose nearly as expected

Still at a high level, monthly
retail sales came up short 

of expectations

Matched highest level 
since 1983

Both new and existing home sales were weaker 
than expected; new home sales saw sharp prior 

negative revisions

Sharp narrowing was followed by 
a significant widening of the 
goods deficit in November


