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Stock Market Advance Hits a Roadblock with 
New Uncertainties

In our last quarterly commentary, we outlined several potential risks we are 
monitoring that could impact the markets as we conclude 2021. One of these 
risks remains COVID-19 and any potential spikes in cases. We also mentioned 
the uncertainly surrounding the outlook for inflation. New developments 
in both matters created uncertainty, which led to increased volatility in the 
broader stock markets.

The Omicron Variant 

As the Thanksgiving week was nearing an end, news surfaced of a new 
COVID-19 variant. This latest variant, referred to as Omicron, emerged in South 
Africa and is spreading across the globe. Little is known about Omicron and it 
will take weeks of analysis and incoming case data to understand how much of 
a threat Omicron poses in terms of transmissibility and disease severity. 

However, the few known details are raising concerns for health officials. 
An initial review of Omicron’s genomic sequence indicates it has picked up 
dozens of mutations, including those known to evade immunity and increase 
transmissibility. Health officials and researchers are concerned the high 
number of mutations may make Omicron more contagious and difficult to 
contain.2 

Additionally, there is uncertainty about how much protection current vaccines 
provide against Omicron. However, the reality is that much is still unknown. All 
viruses mutate to survive. Historically, these mutations cause viruses to lose 
their potency. Additionally, it is too soon to discount the ability of the vaccine 
manufacturers and the science behind the original COVID-19 vaccine.

Inflation

As we are aware, inflation has risen sharply in 2021; however, the Federal 
Reserve had labeled the recent inflationary environment as “transitory”. In a 
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surprise to many investors, Jerome Powell, the Chair of the Federal Reserve, speaking 
before Congress suggested removing the transitory label. This comment, along with 
indications that the Federal Reserve could reduce its bond buying program led to 
even more uncertainty, which led to the markets selling off on the Tuesday after 
Thanksgiving.

While inflation doesn’t directly impact stocks as much as much as it does bonds, it 
still leads to uncertainty and fear. One of the reasons is that inflation often results 
in higher interest rates, which can cut hurt corporate earnings and make growth & 
expansion more expensive. Additionally, inflation may also increase the cost of doing 
business, such as hiring new employees or purchasing raw materials and equipment, 
also hurting corporate earnings.

Increased Uncertainly Leads to Market Volatility

Markets are understandably nervous about Omicron and sold off very quickly 

following the Omicron news. The Dow fell over 900 points the day after Thanksgiving 

and then fell an additional 650 points on November 30 after Powell’s comments.1

Riskier asset classes, such as small cap U.S. stocks, emerging market equities, and 

high yield corporate bonds, all underperformed during the final days of November. 

Interest rates declined as investors purchased U.S. Treasury bonds, while the yield on 

high yield corporate bonds rose as investors demanded more yield to compensate 

for a higher perceived level of risk. The price of a barrel of WTI Crude Oil plunged 

more than 15% during November on fears of decreased energy demand. It should be 

noted that many consider the Federal Reserve to be late in recognizing the extent of 

inflation.  Could they be late in recognizing its peak? Time will tell.

We believe a key leading indicator for the U.S. stock market may be Omicron cases in 

Europe. Covid data from earlier in 2021 regarding the Delta variant shows European 

Covid trends have generally led U.S. Covid trends by approximately a month.  Initial 

cases in Europe suggest U.S. cases may rise in December. We caution the next few 

weeks will be full of speculation, but it is important to focus on the facts and data. 

While the Delta variant slowed third-quarter, U.S. GDP growth, economic growth 

remained positive. The Omicron variant may increase volatility and cause restrictions 
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to be reimposed, but consumers and business are more adapted to living with 

restrictions. Additionally, there has been a noticeable uptick in vaccinations since the 

announcement of the Omicron variant.

We will continue to monitor events as they unfold, paying more attention to known 

facts and figures while recognizing that news headlines designed to elicit emotional 

reactions to capture viewer attention may not always accurately portray corporate 

profit growth and global economic conditions. 

As always, we are here to discuss your investment questions and concerns. Please do 

not hesitate to contact us.

Happy Holidays and warm regards,

Dennis P. Barba, Jr. 

CEO & Managing Partner
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