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NEW COVID-19 VARIANT AND INDICATIONS US MONETARY TIGHTENING COULD 
HAPPEN FASTER THAN EXPECTED DRIVES MARKETS 

Concern about the threat posed by the Omicron variant of COVID-19 prompted a sell-off in 
global equity markets in November. The World Health Organization described global risk from 
the new variant as being “very high”, while vaccine experts said it could take weeks to 
establish how effective existing vaccines are against the variant. That prompted fears of 
further prolonged and economically-damaging lockdowns and travel restrictions. Japan, for 
example, announced a ban on foreign citizens entering the country having relaxed rules just 
three weeks earlier. Unsurprisingly against this background, investors sought the safety of 
core government bonds, with yields falling sharply late in the month as the threat to the global 
economy became apparent. High-yield credit, by contrast, came under selling pressure. 
Among commodities, the price of gold – a traditional safe haven for investors – increased, 
while oil prices slumped on fears of slowing global demand. 

The MSCI World Index of global equities lost 1.43 per cent in local currencies, equating to a 
1.37 per cent gain in sterling terms. Stocks have advanced by 19.88 per cent in local-
currency terms in the year to date. Economies particularly exposed to slower growth, such as 
Japan and emerging markets, suffered the sharpest declines, while the US experienced a 
much smaller contraction. Economically sensitive sectors, such as energy, also fared badly. 
Shares in airlines slumped on the fear of new travel restrictions. Vaccine makers, by contrast, 
rallied. 

US stocks, as measured by the S&P 500, declined, having hit record highs earlier in the 
month. In addition to the new threat from the Omicron variant, comments by the chairman of 
the Federal Reserve, Jerome Powell, that the US central bank could consider acting more 
quickly to hike interest rates to counter higher inflation weighed on sentiment. Better-than-
expected corporate earnings in the third quarter provided some positive impetus. The 
information technology sector was the best performer, reflecting the potential boost to 
demand from further travel restrictions, while energy was the worst performer on the back of 
falling oil prices. The S&P 500 fell by 0.69 per cent in local-currency terms, bringing year-to-
date gains to 23.18 per cent. 

European equities came under pressure as some countries reintroduced restrictions on 
activity. Weakening business and consumer sentiment in response to inflationary pressures 
and COVID-19 also proved negative. More positively for equities, the president of the 
European Central Bank, Christine Lagarde, stood by the view that inflationary pressures 
would prove transitory. Energy, financial and consumer-sensitive stocks came under the most 
selling pressure. However, communication services rose on the back of M&A activity. The 
MSCI Europe ex-UK Index declined by 2.45 per cent in local-currency terms, with gains over 
the year to date amounting to 18.23 per cent. 

The emergence of Omicron punctured some of the positive sentiment towards Japanese 
stocks (which had reached multi-decade highs in September), overshadowing supportive 
political and economic developments. The result of the general election at the end of October 
quashed concerns that the ruling Liberal Democrat Party could lose its overall majority. Re-
elected Prime Minister Kishida moved swiftly to exploit the government’s fresh mandate, 
introducing US$490 billion of economic stimulus measures. The TOPIX Index lost 3.61 per 
cent, bringing gains for the year to date to 8.98 per cent. 

Emerging-market equities experienced another disappointing month, the MSCI Emerging 
Markets Index losing 3.21 per cent, resulting in a negative return of 1.38 per cent for the year 
to date. The prospect of further lockdowns in major economies and earlier-than-expected 
monetary tightening by the Federal Reserve battered stocks. Net energy exporters, such as 
Russia and Colombia, fared worst. 

With investors seeking safe assets, the yield on ten-year US Treasuries ended November at 
1.44 per cent, down on the 1.56 per cent recorded at the end of October. Meanwhile, 
concerns about inflation propelled demand for inflation-indexed Treasuries, one of the best-
performing sectors in November. European government bonds in general performed well. 
The yield on Germany’s 10-year benchmark government bond, for example, fell to -0.34 per 
cent, from -0.10 per cent at the end of October. 

Key points 

Uncertainty about the global economic outlook 

prompts stock sell-off 

Signs that US monetary policy could tighten 

further unnerve markets 

Japan and emerging markets lead the falls 

High-yield bonds also post losses 

Index-linked Treasuries perform well 
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IMPORTANT INFORMATION 

Past performance is not a guide to future 
performance. The value of an investment and 
any income from it may go down as well as up. 
You may not get back the original amount 
invested. 

Except where stated otherwise, the source of all 
information is Aviva Investors as at December 2021. 
Any opinions expressed are those of Aviva Investors 
and they should not be relied upon as indicating any 
guarantee of return from an investment in our funds. 

Nothing in this document is personalised advice or a 
recommendation. If you need a personalised 
recommendation based on your personal 
circumstances, you should seek financial advice. 
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