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Executive summary: We believe U.S. economic growth fears from the combination of rising 
infections due to the omicron variant, the Build Back Better plan appearing to be scuttled, and 
restrictive monetary policy by the Federal Reserve (Fed) are overblown. While these three 
issues have the potential to hamper growth (collectively or individually), it's far from the 
certainty many investors are projecting. We expect the U.S. response will be similar to the 
delta surge this past summer and don’t expect lockdowns in any U.S. states, though there 
may be some localized restrictions in select cities. Ultimately, the U.S. economic impact from 
all three issues will likely be minimal.  

The implications of the omicron variant globally, though, are more nuanced. The impact will be 
most acute in those countries re-imposing full or partial lockdowns, including a sizable portion 
of Europe. Indeed, it clouds the global outlook around the edges. Yet, it also will have limited 
impact on overall global growth in 2022.  

What happened  
The omicron variant is rapidly cycling around the world. Surging new infections have 
prompted European governments to reimpose restrictions. The Netherlands has reinstated a 
strict nationwide lockdown until at least January 14. Similarly, Ireland announced an 8 pm 
curfew for bars and restaurants, and set limits on large gatherings. France and Germany 
announced travel restrictions for passengers from the United Kingdom. France has also 
clamped down on holiday events and large gatherings. Canada has paused indoor group 
events and sports. Israel is once again banning traveling to and from the U.S. or Canada. But, 
the U.S. response has been limited.  

The negotiations to pass the Build Back Better plan have stalled. The $1.9 trillion 
spending plan was dealt a blow when W.V. Senator Joe Manchin, a Democrat, said he 
wouldn’t support it in its current form. With a razor-thin majority in the senate, the loss of 
support by just one senator can scuttle the ambitious spending plan. The plan has been seen 
by some investors as a key growth driver for 2022.  

Last week, the Fed’s Open Market Committee (FOMC) accelerated the pace of tapering 
its monthly bond purchases. The Fed doubled the tapering pace from a $15 billion to $30 
billion reduction in asset purchases per month ($20 billion U.S. Treasuries and $10 billion 
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mortgage-backed securities). The faster pace would have monthly bond purchases 
concluding in March 2022. 

Also, the median expectation among Fed board members now expects three rate hikes in 
2022, three rate hikes in 2023, and two rate hikes in 2024. The more aggressive projected 
timeline came in response to stronger near-term inflationary pressures as a result of supply-
chain bottlenecks and the ongoing reopening of the U.S. economy. That said, these are 
projections and actual policy changes have varied dramatically from them in the past.  

Our take 
Aside from the omicron variant, the concerns about the Build Back Better plan and Fed 
choking off growth amount to conjecture. Ultimately, the U.S. economic impact from all three 
issues will likely be minimal.  

Less economic disruption in the U.S. due to the omicron variant than globally 

Investors appear to be extrapolating that European restrictions and lockdowns will lead to 
similar actions in the U.S. These fears were fanned by the rescheduling of several 
professional football and hockey games, the latter of which requires international travel since 
nearly a quarter of the teams are in Canada.  

However, the U.S. response has been markedly different. Many of the same European 
countries re-imposed similar lockdowns or social distancing rules during this past summer’s  
delta variant surge. Outside of a handful of large cities, no U.S. states had delta-related 
lockdowns in 2021.   

More importantly, individuals and businesses have adapted to the pandemic. Vulnerable 
populations appear to be adhering to appropriate pandemic protocols, including masking in 
public and social distancing. Meanwhile, vaccinated and otherwise healthy individuals have 
largely returned to pre-pandemic behaviors. Although we await further omicron studies and 
data, it appears this variant isn’t the worst case scenario some were fearing just a few weeks 
ago. 

Case in point: this past weekend’s debut of “Spider-Man: No Way Home” garnered $253 
million in U.S. theaters, earning more in its first weekend than any movie has in its entirety 
during the pandemic. It was also the third-highest opening U.S. weekend of all time. Although 
it's true most Americans are ignoring the omicron variant news, it's also fair to say the overall 
U.S. reaction has been and will continue to be different than in Europe and elsewhere. 

Undoubtedly, these mandatory social distancing measures will have an economic cost in the 
corresponding countries. That said, coronavirus-related restrictions aren’t something new and 
by now individuals and businesses know the rising case numbers will eventually peak. These 
restrictions will be relaxed and income saved during the restrictive period will come back as 
consumption in subsequent periods. Despite the potential to limit economic activity, these 
variant-related aftershocks don’t derail global economic momentum and provide stimulus for 
subsequent periods.  

Global economic activity is expected to grow at 4.9% in 2022, according to International 
Montery Fund estimates, which would be back-to-back strong years after the sharp decline in 
2020. The current news cycle is clouding that outlook around the edges but, so far, every 
sharp increase in new cases and mandatory distancing has resulted in an eventual peak and 



 

 

decline. We continue to look past the near-term hardships and expect cases will eventually 
decline this time as well.   

We expected solid growth in 2022 without the Build Back Better plan  

Let us begin with a noteworthy point – the Build Back Better plan wasn’t in our 2022 
forecast, which calls for 4% to 4.5% U.S. economic growth. While a notch lower than 
2021, that’s still roughly double the prepandemic pace. A healthy consumer, including 
continued spending thanks to strong wage and income growth along with excess savings, and 
better business spending to rebuild depressed inventories as key supports for our view.  

Moreover, we anticipate government spending will moderate in 2022 as federal support for 
COVID-19 fades for state and local governments. The Build Back Better plan wouldn’t have 
changed that ramp down at all.  

Of course, the spending package isn’t actually dead. It could be changed or renegotiated, 
which is the likely path forward. Nonetheless, the Build Back Better plan is designed to spread 
the impact over 10 years. Thus, delaying or scrapping the spending plan would have little 
impact on 2022. More importantly, it means delaying or scrapping the associated tax 
increases for individuals and corporations, which would have hindered economic growth on 
the margin.  

The Fed will remain flexible 

The Fed has been very cautious in normalizing monetary policy. It only recently began 
the aforementioned acceleration of tapering monthly bond purchases. Similarly, it just now 
started to project eventually raising interest rates within the next year. The Fed also dropped 
“transitory” from their statement to describe the current inflation environment.  

Some investors have misconstrued these actions to mean that the Fed is now becoming 
overly restrictive and the policy changes are on a preset course or on autopilot. Regardless, 
the shifts in the Fed’s stance are not restrictive. In fact, the Fed identified the omicron 
variant as a key threat to its economic outlook. This translates into the flexibility to change 
the pace of normalizing monetary policy, including tapering.  

As far as the Fed’s economic projections, these same projections had no rate hikes until 2023 
until very recently. In other words, these are in pencil and can change quickly. If anything, the 
Fed will continue to be somewhat behind the curve in normalizing monetary policy.  
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