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Forecast update – June 2022  

 

Recession risks on the rise as policy and financial conditions tighten 

Central banks are moving expeditiously to get a lot closer to neutral, with a number of G10 banks taking 50bp steps over 

the past month. Forward guidance has also played a role in pushing up short-term bond yields and financial conditions have 

tightened, especially in the US.  With Chinese growth being revised sharply lower and monetary policy tightening across the 

G10 at an unprecedented pace, recession risks are on the rise. With recession fears growing investors are starting to price 

in an earlier end to tightening cycles even as central banks accelerate.  For central banks, the outlook is tricky. They generally 

operate with relatively blunt tools aimed at slowing demand towards a reasonably stable supply point on a ~2yr horizon. 

This task is complicated in the current cycle by the fact that the supply side of the global economy has been significantly 

more volatile than usual during the Covid crisis and central banks need to make assumptions here too, especially on labour 

markets.  Against this backdrop, financial market volatility is likely to remain high. We see further downside for equity and 

credit markets supporting demand for safe haven currencies in the near term.  

 

In recent weeks as recession risks have risen, inflation expectations have started to ease and bonds yields are off their 

highs. We see a good chance that longer-dated UST yields have now peaked for the year. Growth forecasts are lower as 

China’s lockdown has been prolonged, not only removing an important slug of global demand but also keeping supply-side 

pressures more elevated for longer, further adding to inflation pressures. Energy prices remain elevated too. The peak for 

inflation in most countries will be higher and later, pushing the annual 2022 figures higher. From here, we look for US 

domestic demand to continue to slow through 2022. In Europe it will be a difficult summer as the cost of living squeeze hits. 

In the eurozone, it looks as if there will be some pent up demand from the lockdown earlier in the year, helping keep activity 

above zero. In the UK, growth may briefly turn negative over the summer. In Japan, as in the eurozone, we see pent up 

demand helping counter the impact of rising energy prices. In addition, some of the impact of higher prices on consumption 

will be countered by government support. Our G4 growth forecasts for 2022 are weaker this month with higher inflation a 

major driver. 

The prospects of much tighter policy has nudged inflation expectations off the highs.   

  

Source:  Bloomberg  
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US economy – Fed in a hurry. Growth to slide below trend by year end  

Q1 GDP declined 1.5% saar, dragged lower by a huge negative contribution from net trade. Underlying domestic activity 

was nonetheless firm. We expect that Q2 GDP will show solid overall growth but going forward tighter fiscal and monetary 

policy will weigh on activity and we expect sub-trend growth in H2. In Q4 2022, the YoY growth rate will likely be below 1.0%, 

with annual GDP at 2.2%. This weaker figure vs last month reflects both weak Q1 GDP and weaker prospects over the 

remainder of 2022. Recent jobs reports have been strong and wages are rising at a rapid clip, well above post-GFC norms. 

Vacancies remain near record levels and unemployment is close to the pre-Covid low. The labour market is unambiguously 

tight, keeping the Fed on alert, although with jobless claims now rising peak labour market tightness is likely now behind us. 

Higher global natural gas prices have finally dragged US gas prices higher too further weighing on consumer activity and 

sentiment. Global supply chain strains remain elevated. A later and higher peak means that annual 2022 CPI will now push 

up above 6.0% and will remain above target through 2023 as well.  US inflation is not simply energy driven. Core CPI is 

running at 6.2%YoY and rents are an upside risk for the CPI in 2022 given house price developments.   

 

Policy – 50bp rate hikes likely in June and July, 25bp in September and a pause in Q4.  

The Fed hiked 50bp in May and has indicated that there will be 50bp hikes at “the next few meetings”, widely anticipated as 

June and July. We expect a further 25bp hike in September, which would push the policy rate into the neutral zone that 

Powell said was between 2~3% in the post FOMC press conference in May. Both Bostic and George have hinted that it may 

be sensible to pause in the autumn, in part because the pace of tightening has been so rapid and they may want to assess 

the impact of a smaller balance sheet too. We expect that by the time the November meeting rolls around there will be the 

“clear and convincing” evidence of a slowing in the CPI that Chair Powell is looking for. Combined with weakening growth 

we expect that this will be sufficient to get the Fed to pause in Q4. President Biden’s build back better programme has hit 

the rocks and fiscal policy will be much tighter in 2022 vs 2021.  

 

Rates – Peaking out  

The weaker global backdrop and rapid tightening of financial conditions suggests that the peak for longer-term UST yields 

may now be in. We now look for UST yields to be little change and less volatile over the remainder of the year.  

Tighter financial conditions ….                                      …and tighter fiscal policy will slow US growth  

  
Source: Bloomberg. IMF 
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Eurozone economy – Rising inflation to hit eurozone consumers  

The outlook for eurozone growth remains modest over the summer months against the backdrop of the surge in commodity 

prices, especially European natural gas prices. We revise down our 2022 forecast to 2.6%, as we see rising inflation 

pressures eating into nominal growth. It looks like the economy will enjoy some lingering pent up demand through early 

summer, keeping Q2 GDP positive. For now, we do not see any quarters of negative growth. We assume commodity prices 

remain elevated for the bulk of this year, that the conflict in Ukraine does not escalate and that the sanctions on Russia 

remain in place through 2022.  We expect that eurozone governments will loosen fiscal policy to support activity and 

subsidize energy prices, boosting government debt levels but limiting the hit to activity. The inflation impulse in the eurozone 

is weaker than in the US and the UK given that its labour markets are less buoyant. That said, unemployment has fallen 

below its pre-Covid peak and service price inflation looks to be building. The jump in inflation in May took the CPI past 

8.0%YoY. The higher and later inflation peak means a higher annual figure. Inflation has more momentum that we previously 

anticipated and we now look for the CPI to rise above 6.0% on an annual basis in 2022 and remain above target for most of 

2023 as well.  

 

Policy – ECB to push ahead with policy tightening as inflation surges. Centrists to fend off 50bp hikes 

President Lagarde’s 23-May blog post indicates a strong consensus for hiking the depo rate in 25bp July and by a similar 

amount in September, allowing the ECB to exit negative rates. We expect that the ECB’s economic forecasts for the June 

meeting will set the move up by projecting inflation at 2% at the back end of the forecast horizon, thus satisfying the new 

mandate for tighter policy. We expect a further 25bp hike in the depo rate in December and further modest rises in the policy 

rate in 2023. We expect that the centrists will be able to hold off any demands for 50bp hikes. Ending the APP adds to the 

risks that peripheral spreads will widen and weigh on EUR but the ECB seems happy to cross this bridge when it comes to 

it. The EU fiscal pact is likely to remain suspended in light of recent developments in Ukraine and the necessity of supporting 

consumers through the energy price shock. Any drive for tighter fiscal policy will be pushed into the long grass for now.  

 

Rates – Bunds to outperform amid slower withdrawal of policy support 

Market pricing of a little more than 25bp at each of the four ECB meetings in H2 looks a little excessive. We see the centrists 

managing to hold off any push for 50bp hikes.  EZ rates seem unlikely to push much higher from current levels.    

Surging inflation…                                                        …has boosted rate hike expectations        

  
Source: Bloomberg 
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Japanese economy – Post-Covid rebound finally arriving  

Q1 GDP declined 0.3%QoQ due to Covid restrictions.  Q2 is likely to improve as the restrictions have now been mostly 

removed but a major “bounce” in activity is unlikely. We look for Q2 GDP to rise over 1.0%QoQ. We now see 2022 GDP at 

just 1.6%, with 2023 GDP at almost 2%. Policy support remains substantial. Price pressures are much weaker than 

elsewhere and companies are more reluctant to push price increases onto their customers. Nonetheless, even in Japan 

there are some modest price pressures. Headline CPI rose above 2.0%YoY in spring and is likely to remain there for much 

of the year. Core inflation is, however, well below target at just 0.8%YoY and will remain well below target. Headline inflation 

will drop towards the end of the year as the contribution from energy fades. Annual average 2023 CPI will be around 1.0%.  

 

Policy – BoJ determinedly sitting out the scramble to tighten policy.  

The yen has been weak enough to spur discussion of intervention. MoF makes the decisions on intervention not the BoJ. A 

weak yen does give Kishida some political problems ahead of the Upper House election in July. Intervention would be most 

effective in boosting the yen if there was some prospect of tighter BoJ policy to accompany it. However, the BoJ has 

aggressively and successfully defended the upper end of the 0.0% +/-25bp range for 10yr JGBs underscoring that there is 

very little chance of a change in the monetary policy stance anytime soon. At the April BoJ meeting Governor Kuroda 

reiterated that a weaker yen remains a positive for the economy and that commodity-driven inflation does not qualify as the 

benign wage/price spiral that will mean the BoJ finally sees scope to tighten policy. The introduction of daily 10yr fixed-rate 

ops (if required) clarifies that the BoJ is not interested in tighter policy. We expect USD/JPY would need to push quite a long 

way above 130 to trigger intervention. Kishida announced a supplementary budget in late April, partially offsetting the impact 

of higher energy prices but it was mainly funded by reserves set aside in the FY22 budget, limiting the impact on activity.  

 

Rates – BoJ still in control of the curve. JPY weaker short-term but peak looks near 

The BoJ’s fixed-rate operations show its determination to keep control of the yield curve – something we see it as able to 

do for many months to come. The volume of bonds purchased under fixed-rate operations to date is small. The BoJ has 

plenty of ammunition to buy more bonds if required. We look for JPY to remain soft in the near term given wide yield spreads 

and the rising trade deficit. Towards the back end of the year, much of the pressure should ease as energy prices dip, 

tourism re-starts and US rate pricing eases. JPY should recover some lost ground against this backdrop.  

Policy divergence a key driver of JPY weakness…      …with a weaker trade balance also a factor                  

  
Source: Bloomberg 
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UK economy – Muddling through Cost of Living squeeze 

Q1 GDP was solid at 0.7%QoQ. We expect Q2 GDP be close to flat, possibly a little negative. We see GDP rising 3.6% in 

2022, with the bulk of this gain driven by a carry-over impact from 2021. We look for growth to fare OK in the face of the 

historic income squeeze and to re-accelerate in 2023. This will leave annual 2023 GDP around 1.7%. The combination of 

Covid savings, government support, a strong labour market going into the squeeze and employers’ unwillingness to let 

employees go as they have just struggled to get back to being fully crewed in the wake of Covid, will mean spending holds 

up. The government’s initial efforts to offset the impact of the energy surge on consumers were modest, forcing the 

chancellor to come back with a £15bn package in late May. We expect that the firm labour market will limit any significant 

easing of inflation pressures. Our annual average unemployment forecast is 3.8% for 2022, with only a limited rise in H2.  

The CPI surged to 9.0%YoY in April. Another large jump in energy bills in autumn looks likely and this will keep the CPI 

elevated. We push our 2022 CPI forecast up to 7.0% on an annual average basis. The CPI is likely to remain well above 

target through all of 2023.  

 

Policy – BoE to keep pushing rates higher into 2023 

The BoE hiked the policy rate by 25bp to 1.00% in May, with 3 votes for a 50bp hike. The Bank’s forecasts appear downbeat, 

even allowing for technical factors. This is especially the case on a relative basis. If the BoE is right then other major central 

banks will need to make sharp downward revisions. The Bank’s focus seems to be on the cost of living squeeze rather than 

the historic surge in inflation. We expect that the Bank will need to do more to tame inflation. We look for 25bp hikes in June, 

August and November taking the policy rate to 1.75% by year end, with the hiking cycle extending into 2023 against a 

backdrop of above target inflation. The BoE appears to believe the neutral rate is on the low side of most estimates, 

somewhere around the 1.0% level. We suspect that it is somewhat higher. Hence our belief that the BoE will need to keep 

hiking in 2023 to bring inflation back towards trend. The Bank has yet to give details of its plans for active quantitative 

tightening but will likely announce them by year end.  

 

Rates – QT to add upward pressure on long-end Gilts 

We look for 2yr Gilt yields to continue to drift modestly higher alongside the rising policy rate. With active QT on the horizon 

longer-term gilt yields will likely push higher too.    

Despite historic income squeeze…                                …investors still expect higher policy rates 

  
Source: OBR, Bloomberg 
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Forex view – Safe haven demand vs lower UST yields. USD to drift near term 

The US labour market continues to look strong and inflation remains elevated. The FOMC is focused on rapidly getting to 

neutral as the first step. The upswing in US inflation means that the Fed does not have the luxury of worrying about growth 

in the short run. There is a strong push to tighten policy fast, which has been a key support for the currency. The US trade 

balance is somewhat insulated from events in Ukraine by domestic energy production, which is an important buffer against 

the impact of rising oil prices. US equity markets look less unattractive on a relative basis now that the growth prospects in 

Europe have darkened. Policy settings, both fiscal and monetary, will become a drag on activity as the year progresses. We 

look for the US dollar’s upward momentum to ease in H2 2022, as energy prices steady and inflation peaks, allowing the 

Fed to ease its foot of the gas.  

 

The BoJ’s intervention in the JGB market to defend the 0.25% upper yield limit for 10yr JGBs underscores its determination 

to prioritise the achievement of its inflation goal and not to allow domestic interest rates to track overseas rates higher. This 

serves to underscore the policy divergence theme, especially against the US dollar, where the Fed is now in a hurry. In 

addition to policy divergence, Japan’s terms of trade have deteriorated sharply as oil and other commodity prices have risen 

and Japan is now running a sizable trade deficit. Over and above the trade deficit, the closing of the borders through Q1 has 

deprived Japan of inbound tourism revenues. These run around ¥2trn/year. Given China’s Zero-Covid policy, Japan’s 

inbound tourism revenues are unlikely to pick up anytime soon. We see a mild strengthening on a 12-month horizon as 

energy prices ease, Japan re-opens and Covid fades and US rate hike fever cools.  We expect that the Ministry of Finance 

will pass on intervention unless the yen weakens a lot further from current levels.  

 

EUR is heavily exposed to geopolitical events in Ukraine, directly via the impact of energy imports on the trade balance and 

indirectly via the impact on sentiment and consumer spending. In the coming months we look for EUR/USD to remain around 

current levels, as energy prices remain elevated against a backdrop of sanctions. The eurozone trade balance is likely to 

worsen further in the near-term too. Over the summer, a downward slide in risk appetite is likely to be offset by signs that 

the ECB is catching up the Fed. As the ECB drags the deposit rate out of negative territory there is a reasonable likelihood 

that certain investors that have been avoiding negative yielding bonds take another look at EUR assets. This should help 

limit the downside for EUR. We look for gains in H2 once asset markets bottom out and the ECB actually starts hiking.   

 

The UK economy is entering a challenging period as the cost of living squeeze gets underway in earnest, against a backdrop 

of elevated energy prices. However, we see the market as too pessimistic on the UK outlook. UK equities look likely to 

outperform relative to the US and Eurozone. The economy has decent momentum going into the income squeeze and we 

expect a recession to be avoided. We expect the UK will weather the coming storm in reasonable shape and that the BoE 

will continue to hike rates steadily through H2 2022 and into 2023. Slower UK growth means GBP will appreciate less in H2 

but we still expect EUR/GBP to push below 0.8. At the same time we see GBP/USD rising to 1.39 on a 12-month horizon. 
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FX forecasts (as of 1 June) Current End-Q2 22 End-Q3 22 End-Q4 22 End-Q1 23 

USD/JPY 129 129 125 123 120 

EUR/USD 1.07 1.07 1.07 1.09 1.10 

GBP/USD 1.26 1.27 1.29 1.34 1.39 

EUR/GBP 0.85 0.84 0.83 0.81 0.79 

EUR/JPY 136 137 134 134 132 

GBP/JPY 160 163 161 165 167 

Bond forecasts (%) Current End-Q2 21 End-Q3 22 End-Q4 22 End-Q1 23 

United States      

    Policy rate 0.875 1.25~1.50 2.00~2.25 2.00~2.25 2.25~2.50 
    2yr 2.58 2.50 2.50 2.40 2.70 
    10yr 2.89 2.80 2.60 2.60 3.05 
    30yr 3.06 3.00 2.90 3.10 3.50 
Eurozone/Bund        
    Policy rate/Deposit rate 0/-0.5 0/-0.5 0.25/0.0 0.50/0.25 0.75/0.50 
    2yr 0.52 0.40 0.20 0.20 0.40 
    10yr 1.13 0.90 0.60 0.50 0.50 
    30yr 1.39 1.20 0.80 0.50 0.50 
Japan        
    Policy rate -0.1~0.1 -0.1~0.1 -0.1~0.1 -0.1~0.1 -0.1~0.1 
    2yr -0.08 -0.10 -0.10 -0.10 -0.10 
    10yr 0.23 0.20 0.15 0.15 0.10 
    30yr 1.03 0.90 0.90 0.90 1.00 
United Kingdom        
    Policy rate 1.00 1.25 1.50 1.75 2.00 
    2yr 1.60 1.60 1.70 1.60 1.75 
    10yr 2.12 2.10 2.10 2.20 2.40 
    30yr 2.40 2.40 2.40 2.60 2.80 

Macro forecasts (%) 2021  2022  2023 

United states      

   Real GDP 5.7  2.2  2.0 
   CPI 4.7   6.5   2.9 
   Unemployment rate 5.4   3.6   3.8 

Eurozone           
   Real GDP 5.3  2.6  2.2 
   CPI 2.6   6.2   2.5 
   Unemployment rate 7.7   6.9   7.0 

Japan            
   Real GDP 1.8  1.6   1.9 
   CPI -0.3   1.8   1.0 
   Unemployment rate 2.8   2.5   2.4 

United Kingdom          
   Real GDP 7.4  3.6  1.7 
   CPI 2.6   7.0   3.6 
   Unemployment rate 4.6   3.8   3.9 

Source: Bloomberg (current), Mizuho (forecasts).  Note: GDP, unemployment and inflation figures are annual averages.   
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Important Information 

This publication has been prepared by Mizuho Bank, Ltd. (“Mizuho”) and represents the views of the author.  It has not been prepared by an independent 

research department and it has not been prepared in accordance with legal requirements in any country or jurisdiction designed to promote the 

independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research.  

 

Disclaimer 

Unless otherwise stated, all views or opinions herein are solely those of the author(s) as of the date of this publication and are not to be relied upon as 

authoritative or taken in substitution for the exercise of judgement by any recipient, and are subject to change without notice.  

 

This publication has been prepared by Mizuho solely from publicly available information. Information contained herein and the data underlying it have 

been obtained from, or based upon, sources believed by us to be reliable, but no assurance can be given that the information, data or any computations 

based thereon are accurate or complete. This publication provides general background information only. It is information in summary form and does not 

purport to be complete. This publication has been prepared for information purposes only and is not intended by Mizuho or its affiliates to constitute 

investment, legal, accounting, tax or other advice of any kind and all recipients of this publication are advised to contact independent advisors in order to 

evaluate the publication, including, without limitation, the suitability of any security, commodity, futures contract or instrument or related derivative 

(hereinafter, a “financial instrument”), product or strategy herein described. This publication is not intended to be relied upon as advice to investors or 

potential investors and does not take into account investment objectives, financial situation or needs of any particular investor. It is not intended for 

persons who are Retail Clients within the meaning of the United Kingdom’s Financial Conduct Authority rules nor for persons who are restricted in 

accordance with US, Japanese or any other applicable securities laws. 

 

This publication has been prepared for information purposes only and is not intended by Mizuho to market any financial instrument, product or service 

or serve as a recommendation to take or refrain from taking any particular course of action or participate in any trading or other strategy. This publication 

is not an offer to buy or sell or a solicitation of any offer to buy or sell any security or any of the assets, businesses or undertakings described herein, or 

any other financial instrument, nor is it an offer to participate in any trading or other strategy, nor a disclosure document under applicable laws, rules, 

regulations or guidelines. Nothing contained herein is in any way intended by Mizuho or its affiliates to offer, solicit and/or market any financial 

instrument, product or service, or to act as any inducement to enter into any contract or commitment whatsoever.  Neither the author, Mizuho nor any 

affiliate accepts any liability whatsoever with respect to the use of this report or its contents. 

 

Mizuho and its affiliates, connected companies, employees or clients may take the other side of any order by you, enter into transactions contrary to any 

recommendations contained herein or have positions or make markets or act as principal or agent in transactions in any securities mentioned herein or 

derivative transactions relating thereto or perform or seek financial or advisory services for the issuers of those securities or financial instruments. 

 

All of the information contained in this publication is subject to further modification without prior notice and any and all opinions, forecasts, projections 

or forward-looking statements contained herein shall not be relied upon as facts nor relied upon as any indication of future results. Opinions stated in this 

report are subject to change without notice. Future results may materially vary from such opinions, forecasts, projections or forward-looking statements. 

The information may not be current due to, among other things, changes in the financial markets or economic environment. Past performance is not 

indicative of future performance.  

 

United Kingdom / European Economic Area: Mizuho is authorised and regulated by the Financial Services Agency of Japan.  In the UK, Mizuho is 

authorised by the Prudential Regulation Authority and subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential 

Regulation Authority. Details about the extent of MHBK's regulation by the Prudential Regulation Authority are available upon request. This publication 

may also be distributed by Mizuho International plc. (“MHI”). MHI is authorised by the Prudential Regulation Authority and regulated by the Financial 

Conduct Authority and the Prudential Regulation Authority. 

 

United States: This publication is not a “research report” as defined in Commodity Futures Trading Commission (“CFTC”) Regulations 1.71 and 23.605. 

The content of publications distributed by Mizuho Securities USA Inc. (“MSUSA”) is the responsibility of MSUSA. The content of publications 

distributed directly to US customers by Mizuho is the responsibility of Mizuho. US investors must effect any order for a security that is the subject of this 
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