
 

© 2021 Wells Fargo Investment Institute. All rights reserved. Page 1 of 3 

 

 
News or events that may affect your investments November 29, 2021  

Q&A: Managing through a new COVID-

19 variant 

Key takeaways 

• Cases of the Omicron variant of COVID-19 are showing up in Europe, 

Africa, Asia, and Canada. New lockdowns in Europe triggered selling in 

equity and commodity markets last Friday. 

• The emergence of a new variant is another source of uncertainty but 

has always been a possible risk in our overall outlook. 

What it may mean for investors 

• We continue to expect that the economy will grow in 2022, but earlier 

this month we recommended a greater focus on quality and a balance in 

equity portfolios between growth and cyclical exposure, in large part 

because of the risk of additional coronavirus outbreaks in 2022. We now 

reiterate that guidance. 

Cases of the Omicron variant of COVID-19 are showing up in Europe, 

Africa, Asia, and Canada. New lockdowns in Europe triggered selling in 

equity and commodity markets last Friday, while investors moved into 

fixed income. COVID-19 cases in the U.S. Northeast and Midwest were 

already increasing with the cold weather, and some U.S. Omicron cases 

almost inevitably will emerge in the coming days or weeks. 

There is much that scientists do not know yet about this new variant and 

will be learning in the coming weeks. One fact remains important to 

remember, in our view – namely, that the world has better tools to combat 

a new COVID-19 variant than it did in March 2020. We continue to 

expect that the economy will grow in 2022 but earlier this month we 

recommended a greater focus on quality and a balance in equity portfolios 

between growth and cyclical exposure, in large part because of the risk of 

additional COVID-19 outbreaks in 2022. We now reiterate that advice.  

 

Paul Christopher, CFA 
Head of Global Market Strategy 
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What should investors be watching for with this new Omicron variant? 

The critical questions are (i) how easily the new variant spreads, (ii) to what degree it can evade current vaccines, 

and (iii) whether it has the potential to be more deadly than previous variants. There is little data on whether the 

Omicron variant can evade the vaccines completely or partially, and even less on its mortality. In South Africa, 

Omicron has spread quickly in just two weeks. The more easily transmissible, evasive, and deadly the new variant, 

the more likely that there may be new lockdowns, probably most widespread in the Northeast and in California. 

This is the scenario that equity markets reacted to on Friday. 

What is the likely economic impact from the new variant? 

Global populations seem well accustomed to masks and distancing. Many stores already have plexiglass shields at 

cash registers. Booster shots are now available to U.S. adults, and the new variant may overcome at least some 

vaccine hesitancy, which has been a problem in various parts of the world. Most of all, scientists already are 

adapting new vaccines to the genetic code of the Omicron variant. Those vaccines could be available before the 

spring of 2022.1 In addition, anti-viral COVID-19 pills have shown significant success in reducing the severity of 

illness in high-risk patients and are awaiting Food and Drug Administration approval.2 These factors may limit 

restrictions and any slowdown in economic activity. 

Inflation pressures have increased during 2021, and it is not clear yet whether the new variant will help or worsen 

that problem. Last Friday, European Brent crude oil futures prices fell from $80.92/barrel to $71.59/barrel, an 

11.6% decline and the lowest level since September 10, 2021. Prices on Monday rebounded to $75.17/barrel, 

perhaps suggesting more of a wait-and-see approach. Nevertheless, if economic activity slows, inflation could peak 

sooner than our first-half of 2022 expectation. Much will depend upon how scientists will answer the three key 

questions regarding this new COVID variant. 

We also saw a rebound in equity prices on Monday, following the Friday rout. Asian and European markets were 

down but by less than 1%, and U.S. S&P 500 futures prices were higher in the pre-open. These signs suggest to us 

that markets are willing to wait for additional information.  

What should investors do now? 

We stand by our expectation that global economic growth and inflation will slow but remain above average in 

2022. The emergence of a new COVID-19 variant is another source of uncertainty but has always been a possible 

risk in our overall outlook. If the Omicron variant proves more deadly, more transmissible, and completely evades 

the currently available vaccines, then slower economic growth may develop, and equity growth sectors may take a 

stronger leadership role. This worst-case combination is far from inevitable, but even if Omicron has low mortality 

but spreads easily, it still may pose an additional economic obstacle.  

In part for this risk, we adjusted our guidance earlier in November, specifically to increase quality in portfolios and 

to rebalance between U.S. cyclicals and growth-oriented equities. An environment of slowing but above-average 

economic growth can benefit both cyclical and growth-oriented equity sectors. We favor a combination of 

Information Technology and Communication Services sectors for growth, and Financials and Industrials for 

exposure to the economic cycle’s upswing. 

Quality is a key component of our guidance. First, because we believe that the U.S. will lead in vaccine development 

and in economic growth, we prefer the U.S. over international equity markets. Second, our preference for 

Information Technology reflects its leadership among the S&P 500 Index sectors in quality metrics such as return 

on equity and (low) leverage. While valuations are above historic averages, we believe investors likely will continue 

to pay a premium for companies that are posting consistent growth and that show some resilience to cyclical 

slowdowns.  

                                                           
1 “The Omicron Variant Panic”, The Wall Street Journal, November 26, 2021. 
2 “When will Americans be able to get a COVID-19 antiviral pill?”, CBS News, November 16, 2021. 
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Risks Considerations 

Each asset class has its own risk and return characteristics.  The level of risk associated with a particular investment or asset class generally correlates with the level of return the 

investment or asset class might achieve. Stock markets, especially foreign markets, are volatile.  Stock values may fluctuate in response to general economic and market conditions , the 

prospects of individual companies, and industry sectors.  Foreign investing has additional risks including those associated with currency fluctuation, political and economic instability, 

and different accounting standards. These risks are heightened in emerging markets. Bonds are subject to market, interest rate, price, credit/default, liquidity, inflation and other risks. 

Prices tend to be inversely affected by changes in interest rates. High yield (junk) bonds have lower credit ratings and are subject to greater risk of default and greater principal risk. The 

commodities markets are considered speculative, carry substantial risks, and have experienced periods of extreme volatility.  Investing in a volatile and uncertain commodities market 

may cause a portfolio to rapidly increase or decrease in value which may result in greater share price volatility.  

Sector investing can be more volatile than investments that are broadly diversified over numerous sectors of the economy and will increase a portfolio’s vulnerability to any single 

economic, political, or regulatory development affecting the sector. This can result in greater price volatility  

Definitions 

An index is unmanaged and not available for direct investment.  

S&P 500 Index is a market capitalization-weighted index composed of 500 widely held common stocks that is generally considered representative of the US stock market.   

General Disclosures 

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and wholly owned subsidiary of Wells Fargo Bank, 

N.A., a bank affiliate of Wells Fargo & Company. 

The information in this report was prepared by Global Investment Strategy.  Opinions represent GIS’ opinion as of the date of  this report and are for general information purposes only 

and are not intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to advise you of any 

change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different 

conclusions from, this report. 

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor.  This report 

is not intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell 

securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider all relevant 

information, including your existing portfolio, investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has been prepared from 

sources and data we believe to be reliable but we make no guarantee to its accuracy or completeness. 

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or registered with any financial 

services regulatory authority outside of the U.S.  Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be afforded certain 

protections conferred by legislation and regulations in their country of residence in respect of any investments, investment transactions or communications made with Wells Fargo 

Advisors.  

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered broker-dealers and 

non-bank affiliates of Wells Fargo & Company. CAR 1121-05373 




