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Theme of the month: The impact of Omicron 

Å The emergence of the Omicron variant in late November quickly resulted in surging cases across the world. Yet hospitalisations and deaths have been 
more subdued as Omicron has caused less severe infections. This could see disruption followed by increased global immunity against future waves.

Å Governments have enacted a range of restrictions in the face of Omicron, but on balance less than in previous waves. Individual behaviour has also 
changed with observed drops in consumer spending. A weaker turn of year is likely to give way to a firmer rebound into springwith a small net effect. 

Å Short-term Omicron disruption may lift inflation in the coming months but exacerbate a drop in inflation thereafter as supply chains improve, labour 
supply increases and consumers reduce their bias towards goods purchases. Yet downside risks in EM and China could perpetuatesupply-chain inflation. 

Macro update: Bracing for tightening 

Å Geopolitical tensions have risen, with concerns of a Russian invasion of Ukraine. This would spark a material risk-off, further energy prices pressures and ς
ƛƴ ǘƘŜ ŜǾŜƴǘ ƻŦ wǳǎǎƛŀΩǎ ōŜƛƴƎ Ŏǳǘ ƻŦŦ ŦǊƻƳ ǘƘŜ ƛƴǘŜǊƴŀǘƛƻƴŀƭ ǇŀȅƳŜƴǘ ǎȅǎǘŜƳ ςcould even increase broader tensions between China and the US. 

Å The expected swift passage of the Omicron wave has left markets expecting tighter monetary policy from the Fed ςwhere the labour market has 
tightened more quickly ςand in the UK and Canada, amongst other developed economies. 

Å Inflation has risen further. This may be close to a peak in several regions (US, Canada and the Eurozone), although the short-term Omicron disruption 
could see pressures persist. The transitional aspects of the inflation surge should fade visibly from the spring ςrevealing thework left for central banks. 

Investment strategy: risky assets caught between hawkish central banks, earnings angst and geopolitical risk

Å FX: The forward level of interest rate differential has been more relevant for currency markets, hence further USD upside against low yielders and EUR in 
particular is possible. That said, USD is starting to look expensive, and it is wise to start looking for cheaper carry alternatives. 

Å Rates: Last year was full of surprises on inflation and the Fed policy path has repriced notably as a result. The swift repricing of policy expectations is not 
confined to the Fed, though. However, the USD 2y3y/5y5y spread suggests that rate expectations are very close to their historical maximum. 

Å Credit: 2022 has seen the worst start in global credit in 25 years, but predominantly due to interest rates rather than spreads.We think that a relative 
overweight of HY over IG should continue to reap benefits in 2022, as we enter the Fed normalisation cycle and default rate expectations remain benign. 

Å Equity: In a year shaped by the normalisation of US monetary policy, stocks are going through a tortuous path post-Covid. Based on our wage growth 
forecasts, profit margin growth is expected to decelerate and even decrease from the third quarter of 2022 onwards. We maintain moderate overweight. 

Summary: January 2022
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Central scenario
Summary ςKey messages

Our central scenario: 
Fading virus allows inflation 

retracement as recoveries persist

We forecast global growth to rise by 
4.1% in 2022 and 3.6% 2023.

Economic growth persists despite supply 
pressures and tighter monetary policy. 
Inflation and supply constraints recede.

Rates

Gentle rise in longer-term rates, 
driven primarily by rising real rates 

in a what still-expected-to-be
a measured tightening cycle.

Credit

Benign spread regime can 
extend into 2022 favouring 
higher beta carry while still 

problematic for duration risk. 

Equities

Strong earnings surprises in 2021 
are set to diminish in 2022 but 

above trend growth should prove 
supportive of earnings. 

FX

Fed pricing favours dollar for now. 
European election uncertainty to 

weigh H1. Dollar outlook weakened 
by inflation and politics H2 2022.   

Growth

Rebound continues. Virus and 
supply risks to recede in H2 
2022. Supported by excess 

saving spending in many DMs.   

Inflation

άaƻǎǘƭȅέ ǘǊŀƴǎƛǘƻǊȅ ƛƴŦƭŀǘƛƻƴ 
pressures ease visibly from 
Spring 2022. Threat from 

persistent labour supply issues 
and more region specific.

Fiscal policy

Expect reduced US package later 
in Q1. Support in Europe more 
gradual, but persists. UK NI tax 

rate in doubt around energy hikes. 

Emerging Markets

Omicron sweeps, but delivering 
a boon or bust? Inflation 

requires further monetary 
tightening, exacerbated by Fed.

Monetary policy

Divergence. Those with supply-
side issues and tight labour 

markets tighten (US, UK, Ca),  
those without do not (Ez, Jp).  

EMs pressured by inflation 
expectations and FX. 



Alternative scenarios

Summary ςKey messages
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Entrenched supply shock (probability 25%) A global boost (probability 10%)

What could be different?

- Coronavirus mutation sees renewed outbreaks 

- Post-pandemic structural changes ςlabour market withdrawal 
and goods demand ςpersist. Supply shocks last longer

- Geo-political tensions spilloverin post-Covid world

- Nervous households maintain high saving buffers

What it means

- Growth weaker, employment rebound softer, but inflation 
remains more elevated 

- Monetary policy ill-equipped to deal with supply shocks, 
deteriorating inflation credibility forces tighter monetary policy 
in DMs

What it means

- Growth surprises on the upside in most regions 

- Inflation fades towards and below central bank targets 

- Monetary policy proves more patient than expectations

Market implications

- Risk-on environment, equities make further gains, growth retains 
lead over value

- UST softens, EUR strengthens  

- Spreads grind tighter

Market implications

- Risk appetite deteriorates / equities sell off / credit widens

- Safe-haven rates rally resumes

- EM debt to come under pressure

What could be different?

- Vaccine rolls out more quickly spurring pent-up demand burst 

- Labour market participation recovers, strong income growth 
and easing inflation pressures 

- Productivity boost following investment rebound and structural 
post-pandemic adjustments 
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Summary ςKey messages
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Financial Risks

Short term Long term

Russia / Ukraine 
confrontation

Italy/Spain/France
Political risk

US ςCongressional 
gridlock 

N Ire elections, and indy
refs (Sctldand NI)

Global ςTrade and 
currency wars

China ςhard 
landing

US ςCorporate 
leverage

Global ςLiquidity 
disruptions

Europe ςSovereign 
debt crisis repeat

Global ςfinancial 
conditions tighten 

abruptly

China ςproperty 
inspired financial 

pressures

Global pandemic ς
risk of new variants

Global ςRise of populism

Supply 
constraints

Climate Change 
transition effects 

Labour market 
scarring

US ςChina 
decoupling persists
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Increased transmissibility

- The Omicron variant was first discovered in South Africa on 24 November 2021. The level of global cases recorded went from 3.8m 
in that week to 20.8m in the latest week (John Hopkins). The rise in cases has been far faster than with previous variants. 
Transmissibility is estimated to be around four times that of the Delta variant. It has also evaded previous immunity, from vaccines 
to natural immunity.  

Faster burn-out 

- Yet the faster transmissibility and spread of the virus also appears to have resulted in a faster burn-out. With light increasesin 
restrictions, infections peaked in South Africa and have fallen in subsequent weeks, almost as quickly as they rose. A similar 
pattern followed first in London, and then more broadly across the UK ςpopulations that are likely more comparable with other 
developed economies. Omicron now appears to be around a peak in the US, across the Eurozone and in Canada.  

The impact of Omicron 

hƳƛŎǊƻƴ ǾŀǊƛŀƴǘΩǎ ǊŀǇƛŘ ǎǇǊŜŀŘ

Omicron variant spread faster than any previous waves 

Source: OWID, AXA IM Research, January 2022

Accelerated rise and fall of current wave compared to previous 

Source: OWID, AXA IM Research, January 2022
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Reduced hospitalisations 

- Concentrating on the more comparable populations of the UK, we can observe three phases of COVID and hospitalisations: pre-
vaccination (before March 2021), post-vaccination (Mar-Nov 2021) and omicron (Dec 2021 -). Normalising the post-vaccination 
phase, we can see that pre-vaccination hospitalisations were much higher relative to cases; during omicron hospitalisations have
been much lower. Across London and the UK hospitalisations have been running at approx. half the rate of the previous phase. 

Reduced severity common across international economies

- Although the lags in cases with other countries and then with hospitalisations makes broader international comparisons tentative, 
a reduction in the ratio of hospitalisations to cases is apparent in a number of economies. In fact, initial evidence suggests that the 
¦YΩǎ ǊŜŘǳŎǘƛƻƴ ƛƴ ƘƻǎǇƛǘŀƭ ŀŘƳƛǎǎƛƻƴǎ ƻŦ ŀǊƻǳƴŘ ŀ ƘŀƭŦ Ƴŀȅ ōŜ ƻƴ ǘƘŜ ƭƻǿ ǎƛŘŜΣ ǿƛǘƘ Ƴŀƴȅ 9ǳǊƻǇŜŀƴ ŎƻǳƴǘǊƛŜǎ ǊŜŎƻǊŘƛƴƎ ǎƘŀǊǇŜǊ
drops. A similar trend is also observed in the relationship between cases and deaths. 

The impact of Omicron 

Reduced severity of cases

UK hospital admissions far below cases during omicron wave

Source: OWID, UK Health Security Agency, AXA IM Research, January 2022

International evidence corroborates falling hospitalisation rates 

Source: OWID, UK Health Security Agency, AXA IM Research, January 2022
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Omicron led to a range of restrictive actions

- A range of government restrictions followed the emergence of Omicron. Germany tightened restrictions through the later Delta 
ǿŀǾŜ ŀƴŘ ƛƴǘƻ hƳƛŎǊƻƴΦ CǊŀƴŎŜΩǎ ǊŜǎǇƻƴǎŜ ǿŀǎ ƭƛƳƛǘŜŘΣ ōǳǘ ǊŜǎǘǊƛŎǘƛƻƴǎ ŀǊŜ ŜƭŜǾŀǘŜŘ ƻǾŜǊŀƭƭΦ Lƴ ǘƘŜ ¦YΣ ǿƻǊƪŜǊǎ ǊŜǎǳƳŜŘ ǿƻǊƪ-
from-home, but joined the US with relatively looser restrictions. The Omicron spread has occurred regardless of restrictions.  

Behavioural reactions 

In the absence of government restrictions, individuals curtailed their own behaviour

- ¢ƘŜ ƻǳǘōǊŜŀƪ ƛƳǇŀŎǘŜŘ 5ŜŎŜƳōŜǊΩǎ ǎŀƭŜǎΦ ¦{ ǎŀƭŜǎ ŘǊƻǇǇŜŘ ōȅ мΦф҈ όƳƻƳύ ōȅ ǾŀƭǳŜ ƛƴ 5ŜŎŜƳōŜǊΣ ¦Y ǾƻƭǳƳŜǎ ŦŜƭƭ ōȅ оΦт҈Φ ¢Ƙƛǎ 
occurred even as consumer spending has gravitated more towards retail consumption during COVID episodes. 

- Consumer services are expected to have fared worse. Open Table records a material drop in diner numbers in the US, Germany 
and the UK. This is suggestive of a broader trend in consumer services  

The impact of Omicron 

Exogenous to endogenous reactions

Increased restrictions follows heterogenous course

Source: BlavatnikSchool of Government, University of Oxford, AXA IM 
Research, January 2022

Falling restaurant bookings barometer for wider consumer services 

Source: Open Table, AXA IM Research, January 2022
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Gauging with Google

- We look at mobility metrics as a means of merging the impacts of exogenous and endogenous reactions to the Omicron outbreak. 
There has been a marked drop in activity from around the second half of December. Declines were about as large in Germany, 
where restrictions were high, as in the UK, where restrictions were low. In the UK there has been a strong relationship between 
mobility and GDP. We expect GDP to contract in the UK in December and January.  

Mostly made up

- This pattern of growth is likely to be echoed across regions resulting in softer Q4 GDP growth and a weaker still Q1 2022. However, 
we anticipate a marked rebound in activity in February as Omicron fades. This is likely to lift Q2 economic activity. On balance, 
while we expect the direct impacts of Omicron to weaken the short-term outlook and shift the pattern of growth, we expect the 
overall rate of growth to be broadly unaffected (forecasting 4.9% vs 5.0% in the UK).

The impact of Omicron 

The combined impact 

Google mobility falls sharply and across different economies

Source: Google, AXA IM Research, January 2022

Link between mobility and GDP suggests output declines ahead

Source: Google, ONS, AXA IM Research, January 2022
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Emerging Market boon or bust ?

- Most EMsςparticularly outside of Latin America ςhave low levels of vaccination. Omicron can be expected to spread quickly. 
Reduced severity should spare most EMs the worst that a spread of Delta could have delivered. It should also leave populations 
immune to future waves of COVID ςquicker than waiting for vaccines. This could boost EM growth from H2. However, reduced 
severity may be a function of vaccination. With Omicron cases expected to be high, this could still be highly disruptive for some EM 
economies.  

Can China tame Omicron as well ?

- China has minimized infections from COVID so far with an effective zero-COVID strategy. We do not expect China to choose to 
relinquish this strategy, but it will be more difficult to maintain with the more transmissible Omicron. If Omicron breaks out in China 
its population of 1.4bn, without MRNA vaccine protection and little natural immunity would likely suffer a severe outbreak. Beyond 
impacting Chinese growth, this could have a marked impact on satellite economies and global supply chains.  

The impact of Omicron 

The growth uncertainties

Omicron may resolve low EM immunity 

Source: OWID, AXA IM Research, January 2022

A material outbreak in China could have marked growth implications

Source: OWID, National Bureau of Statistics of China, AXA IM Research, January 2022 
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Supply-chain pressures

- hƳƛŎǊƻƴΩǎ ŘƛǎǊǳǇǘƛƻƴ ƛǎ ƭƛƪŜƭȅ ǘƻ ǘŜƳǇƻǊŀǊƛƭȅ ǊŜǾŜǊǎŜ ǘŜƴǘŀǘƛǾŜ ǎƛƎƴǎ ƻŦ ǎǳǇǇƭȅ-chain improvement, which could drive inflation 
higher. Yet a faster fading virus should help inflation fall more quickly thereafter, particularly if EMs rebound with more resilience 
against future waves. Risks to EMs and China would impact supply chains and suggest more persistent inflation. 

The goods ςservices balance

- If the virus fades more quickly after Omicron, the bias of developed economy consumer demand to goods is likely to revert to 
services, more broadly easing supply-chain stresses and helping bring goods price inflation down more quickly. 

And the endogenous labour withdrawal

- The virus has also led to a reduction in labour supply in many countries. As it fades, supply should recover and dampen inflationary 
wage growth. 

The impact of Omicron 

Three transmission channels to inflation

Omicron could reverse easing supply chain pressure 

Source: ISM, AXA IM Research, January 2022

US labour market withdrawal has in part been a result of COVID

Source: xx
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Inflation at a forty-year high

- 5ŜŎŜƳōŜǊΩǎ /tL ƛƴŦƭŀǘƛƻƴ ǊƻǎŜ ǘƻ тΦл҈ ŀǎ ǳǎŜŘ ŎŀǊǎ ŀƴŘ ǊŜƴǘǎ ŘǊƻǾŜ ǇǊƛŎŜǎ ƘƛƎƘŜǊΦ ²ƛǘƘ ttL ƛƴŦƭŀǘƛƻƴΣ ǳǎŜŘ ŎŀǊǎ ŀƴŘ ƻƛƭ ǇǊƛŎŜinflation 
all appearing to have peaked, inflation could soon ease. However, supply disruption risks (from the Omicron wave) and geo-political 
pressure (Ukraine) on energy prices threatens a few more elevated months. Inflation should fall visibly from Spring and we lower
our 2023 outlook, now anticipating faster policy tightening. We forecast inflation to average 4.6% in 2022 and 2.6% in 2023.

GDP expectations softening

- Retail sales dropped by 1.9% m/m in December and the Atlanta Fed GDP now tracker fell back to 5.0% (saar), closer to our own 
4.8% forecast. In December, we forecast growth in 2022 at 3.5%, below the 4.0% consensus and 2.7% in 2023. Although consensus
forecasts have softened to 3.8% for this year, we lower our outlook further on a now expected faster pace of Fed tightening. We 
now forecast GDP growth of 3.3% and 2.5% for this year and next (consensus 3.8% and 2.5%). 

The ups of inflation and the downs of growth 

US

Significant supply disruption underpinned inflation surge

Source: Liberty Street Research, Bloomberg, January 2022

Q4 GDP outlook drifts lower

Source: Bloomberg, January 2022 
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Firmer labour market underpins sooner hike expectations

- Despite subdued payrolls growth in the past two months at 199k and 249k, the household survey recorded much firmer 
employment, up 650k and 1,090k, unemployment at 3.9% and pay growth of 0.6% m/m in December. This could reverse somewhat 
ƻǾŜǊ ǘƘŜ ŎƻƳƛƴƎ ƳƻƴǘƘǎΣ ōǳǘ ǘƘŜ ƭŀōƻǳǊ ƳŀǊƪŜǘ ŀǇǇŜŀǊǎ ǘƛƎƘǘ ŀƴŘ ǎƘƻǳƭŘ ƳŜŜǘ ǘƘŜ CŜŘΩǎ ŦƻǊǿŀǊŘ ƎǳƛŘŀƴŎŜ ŎƻƴŘƛǘƛƻƴǎ ŦƻǊ ǊŀǘŜǎ ƭift
off. As such, we now forecast four 0.25% rate hikes this year to (1.00-1.25%), starting in March and three in 2023 (to 1.75-2.00%). 

Lining up QT

- 5ŜŎŜƳōŜǊΩǎ Cha/ ƳƛƴǳǘŜǎ ƴƻǘŜŘ ŎƻƴǎƛŘŜǊŀǘƛƻƴ ƻŦ ŀ ōŀƭŀƴŎŜ ǎƘŜŜǘ ǳƴǿƛƴŘ ǘƘŀǘ ǿŀǎ ǎƻƻƴŜǊ ŀƴŘ ŦŀǎǘŜǊ ǘƘŀƴ ōŜŦƻǊŜΦ hǳǊ ŜǎǘƛƳŀǘŜ ƛǎ
that the Fed will announce QT in Q3 and ultimately allow $60bn in USTs and $30bn in MBS maturities per month. This would see 
modest tightening this year, but a reduction of around $1trn in 2023. The impact of this tightening will in part depend on the 
ƛƴǘŜǊŀŎǘƛƻƴ ǿƛǘƘ ƻǘƘŜǊ ƭƛǉǳƛŘ ƘƻƭŘƛƴƎǎ ƻƴ ǘƘŜ CŜŘΩǎ ōŀƭŀƴŎŜ ǎƘŜŜǘ ŀƴŘ ǿŜ ŦƻǊŜŎŀǎǘ ǘƘŜ ƛƳǇŀŎǘ ƻƴ ǊŜŀƭ ȅƛŜƭŘǎ ǘƻ ōŜ ƎǊŀŘǳŀƭΦ  

Fed to move sooner

US

Labour market appears tight on household survey

Source: BLS, AXA IM Research, January 2022

Reverse repo holdings likely to dampen QT impact

Source: FRB, Bloomberg, AXA IM Research, January 2022
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The worst of the Omicron wave is probably behind us

- Cases are easing in several countries, while hospitalisations have remained at a manageable level. Restrictions are likely toremain for 
a few extra weeks but should ease thereafter.

Near term economic developments are mixed

- In Germany, both manufacturing and services PMIs surprised to the upside, but dipped somewhat in France. Business climate also 
slightly deteriorated while consumer confidence was broadly flat. We believe there is downside risks to our Q1 GDP forecast which 
currently stands at +0.6%. 

Short term Outlook : two majors risks to monitor 

- Germany would be the most exposed to the supply-ŎƘŀƛƴ ŘƛǎǊǳǇǘƛƻƴ ƭƛƪŜƭȅ ƛŦ hƳƛŎǊƻƴ ŎƘŀƭƭŜƴƎŜǎ /ƘƛƴŀΩǎ ΨȊŜǊƻ-/h±L5Ω ǇƻƭƛŎȅ  

- Energy price and broader inflationary pressures on consumer purchasing power This could be further exacerbated if geopolitical 
tensions rise around Ukraine. 

Brighter days on the horizon

Euro area

Buoyant industries but struggling services Stabilisation in consumer confidence point to private 
consumption normalisation January 

Source: IHS Markit, AXA IM Research, January 2022
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Inflation: we have probably seen the peak in December  

- LƴŦƭŀǘƛƻƴ ǇŜŀƪŜŘ ŀǘ р҈ȅƻȅ ōǳǘ ǊŜƳŀƛƴŜŘ ƳƛȄŜŘ ŀŎǊƻǎǎ ŎƻǳƴǘǊƛŜǎ όǊŜŀŎƘŜŘ сΦр҈ ƛƴ {ǇŀƛƴΣ рΦт҈ ƛƴ DŜǊƳŀƴȅΣ пΦн҈ ƛƴ Lǘŀƭȅ ŀƴŘ ΨƻƴƭȅΩ 3.4% in 
France).The end of the Germany VAT cut effect will reduce the Eurozone core rate by around 0.5 pp from January, but price pressures 
are likely to persist reflecting energy and food past prices (around 2% in Q1)

- Beyond Q1, electricity and gas contributions to inflation should ease, as should supply constraints. However, recent wages data do not 
point to homogeneous upside pressure across the Eurozone, but with further labour market improvement expected, this could 
materialise through 2022-2023. 

¢ƘŜ 9/.Ωǎ ƛƴŦƭŀǘƛƻƴ ƻǳǘƭƻƻƪ ƛǎ ŎƘŀƭƭŜƴƎŜŘ ōȅ ǘƘŜ ƳŀǊƪŜǘΣ ǿƘƛŎƘ ƴƻǿ ǇǊƛŎŜǎ ŀ ŦƛǊǎǘ-rate hike in October 2022

- We believe this is premature and would jeopardise economic activity as inflation should ease materially over the second half of 2022 
(from 4% to 1.9%). Recent ECB speeches ςincluding from hawks ςdo not point to such early actions in our opinion. We believe a move 
ŀǘ ǘƘŜ ǎǘŀǊǘ ƻŦ нлно ǿƻǳƭŘ ōŜ ǘƘŜ ŜŀǊƭƛŜǎǘ ŀǇǇǊƻǇǊƛŀǘŜ ŀƴŘ ōŜƭƛŜǾŜ ŎǳǊǊŜƴǘ ŦƻǊǿŀǊŘ ƎǳƛŘŀƴŎŜ ƛƳǇƭȅƛƴƎ ŀ ŦƛǊǎǘ ƘƛƪŜ ΨǎƘƻǊǘƭȅ ŀŦterΩ ƴŜǘ 
purchases end is not appropriate and is likely to be amended in the future.

5ƻƴΩǘ ǇǳǎƘ ƛǘ ǘƻƻ ŦŀǊ

Euro area

Still muted wage growthGovernment measures only offset a share of the rise in energy prices


