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GBPUSD

Sterling enters H2 2026 with domestic
fundamentals becoming less supportive. Growth
has lost momentum, political leadership is
changing, and investors are awaiting greater clarity
on fiscal policy ahead of the Autumn Budget. With
the BoE constrained by inflation and the Fed
expected to remain relatively hawkish, does
GBP/USD have enough support to move higher, or
are risks skewed towards dollar strength over the
coming months?

Sucden Financial — GBP/USD: A Tale of Two Political Risks

GBP Analysis

UK Politics

Keir Starmer resigned on 22 June 2026, after less
than two years in office. Andy Burnham, former
Greater Manchester mayor and now MP for
Makerfield, is the only declared Labour leadership
candidate and could be confirmed as party leader
on 17 July, with appointment as Prime Minister
shortly afterwards if he remains unopposed. For
markets, the transition has so far been orderly. Gilt
yields showed little reaction to Starmer's departure,
suggesting investors do not currently view the
leadership change as a material threat to fiscal

policy.

Markets are likely to focus more closely on the new
government once Burnham finalises his cabinet and
sets out policy ahead of the Autumn Budget. His
platform is generally viewed as more interventionist
than Starmer's, although he has pledged to
maintain the fiscal rules and avoid increases in the
main rates of income tax, VAT and National
Insurance.

For GBP/USD, the key questions are therefore who
controls economic policy after July and whether the
Autumn Budget delivers a credible fiscal plan. Until
then, politics is likely to influence market sentiment
at the margin, with GBP/USD taking clearer
direction from growth, inflation and relative rate
expectations.

UK growth momentum has softened relative to the US,
leaving GBP/USD with limited support from the macro
side.

UK-US PMI spread ——GBP/USD
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UK Growth

The UK economy entered 2026 on a firmer footing,
with Q1 GDP growth unrevised at 0.6% QoQ,
supported by services, government spending and a
recovery in household consumption. However, that
strength did not translate into higher living
standards. Real disposable income per capita fell
0.8% over the quarter as taxes and inflation
continued to weigh on households.

More recent data suggest the pace of growth has
eased. The flash June composite PMI fell to 49.4,
signalling a second consecutive month of private
sector contraction, while services activity weakened
to its lowest level since early 2021. Labour market
indicators have also softened, with PAYE
employment declining, vacancies falling to their
lowest level since 2021 and real wage growth
broadly flat.

Taken together, the data suggest the economy has
lost momentum following a stronger first quarter.
While activity remains above recessionary levels,
recent survey and labour market data point to a
softer growth profile through the second half of
2026. The OBR expects GDP growth of 1.1% this
year, though achieving that forecast will likely
require an improvement in private sector activity
from current levels.

For GBP/USD, weaker activity data are unlikely to
provide support for sterling. A softer UK growth



profile reduces the relative attractiveness of the UK
economy and leaves GBP increasingly reliant on
the rates story for direction.

While broad dollar direction remains the dominant driver
of GBP/USD, sterling has struggled to fully participate in
periods of dollar weakness.

— GBPUSD DXY inverted (rebased)
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BoE expectations

The Bank of England left Bank Rate unchanged at
3.75% in June in a 7-2 vote, with two members
favouring a 25bp increase. While CPI eased to
2.8% in May, the MPC expects inflation to move
higher again over the second half of the year as
earlier energy price increases feed through, with
CPI projected to rise above 3% by Q4. June
minutes also highlighted a sharp repricing in short-
dated UK rates following the escalation of tensions
in the Middle East, as markets pared expectations
for policy easing and pushed rate expectations
higher into year-end.

We expect the BoE to leave policy unchanged at
the 30 July meeting, with the hurdle for rate cuts
remaining high while inflation is projected to
reaccelerate and policymakers remain concerned
about underlying price pressures. Although growth
and labour market indicators have softened, we do
not see sufficient evidence for an easing cycle to
begin in H2 2026. Risks remain tilted towards rates
staying higher for longer, particularly if higher
energy costs feed into wages and services inflation.
While a further hike is not our base case, it cannot
be ruled out should inflation prove more persistent
than currently expected.

Relative rate differentials remain more supportive of
the dollar than sterling, with markets pricing around
two further Fed hikes against roughly one additional
BoE increase. Our central view is less hawkish than
current pricing, with the Fed delivering no more
than one hike and the BoE remaining on hold. As a
result, we see limited scope for sterling to gain
through the rates channel alone.

Inflation remains above target despite recent moderation.

—— CPI Headline
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USD Analysis

US Midterms

The 2026 US midterms, scheduled for November 3,
will set the balance of power in Congress for the
remainder of President Trump’s second term. The
full House will be up for election, alongside 35
Senate races — 33 regular contests and two
special elections in Florida and Ohio following
Senate vacancies. At this stage, Republicans hold
narrow majorities in both chambers, with around
218 House seats versus Democrats’ 212 and 53
Senate seats versus Democrats’ 45. That means
Democrats only need a small net gain to reclaim
the House, but the Senate remains the harder path,

as they are defending more seats and need four net

gains to flip control.

Sucden Financial — GBP/USD: A Tale of Two Political Risks

That starting point matters because midterms
typically become a referendum on the sitting
president, and given the historical precedent, the
incumbent party usually loses seats. Since WWII,
the president’s party has lost around 26 House
seats and 4 Senate seats on average. With
Trump’s approval in the low 40s and Democrats
leading by around 3-5 points on the generic ballot,
the backdrop looks challenging for Republicans,
particularly in suburban swing districts. Still, the
Senate map is less favourable to Democrats
because many contested seats sit in Trump-leaning
states. We therefore believe the most likely
outcome is a split decision: Democrats gain the
House while Republicans retain the Senate. A full
Democratic sweep is plausible but harder, while a
GOP hold of both chambers would likely require
stronger economic momentum, improved approval
ratings, or weaker Democratic turnout.

Fiscal / Shutdown Risk

Gridlock: little new fiscal policy.
Shutdown risk: elevated.

Constrained: Trump veto limits
policy change.
Shutdown risk: moderate.

USD / Rates Reaction

USD: little changed /
slightly softer if expected;
volatility possible.
Yields: slight downward
bias as fiscal risk eases.

USD: risk-off bounce if
surprise; then mild
weakening as deficit risk
fades.

Yields: downward pressure
on long rates.

Active fiscal agenda: tax cuts /
targeted spending possible.
Shutdown risk: low-moderate.

USD: mixed but supported
if fiscal easing lifts yields.
Yields: upward pressure,

Scenario Probability Control
1. Divided ~40-45% Dem House;
Congress GOP Senate
Dem House,
GOP Senate
2. Democratic ~25-30% Democrats flip
Sweep both
Dem House & chambers
Senate
3. GOP Holds ~20% Republicans
Both retain both
Repub House chambers
& Senate

Source: Sucden Financial

For markets, the cleaner transmission is still the
fiscal channel. A divided Congress would imply
gridlock, fewer major fiscal initiatives, and a higher
risk of funding standoffs or shutdowns. That should
modestly reduce deficit and stimulus expectations,
putting some downward pressure on long-end
yields and limiting USD upside. A Democratic

mainly long-end.

sweep would still be constrained by Trump’s veto
power, but it could increase headline political noise,
creating short-term risk-off support for the dollar
before markets refocus on gridlock. By contrast, a
GOP hold of both chambers would be the more
USD-supportive scenario if investors price renewed



tax cuts or targeted spending, higher deficits, and
firmer growth or inflation expectations.

History also suggests that any USD reaction is
likely to be short-lived and context-dependent.
Election risk premia tend to build months in
advance, with volatility peaking just before the vote
and fading once results become clear. In 2018, the
dollar reaction was muted because the divided-
government outcome was largely expected. In
2022, USD moves were dominated by inflation, Fed
tightening, and global risk sentiment rather than the
election itself. The same is likely in 2026: midterms
may create pockets of volatility, but sustained USD
direction should still depend more on Fed policy,
inflation, growth, and broader risk appetite.

USD volatility has typically risen into midterm results,
particularly when control of the House or Senate
remained uncertain.
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US Growth

We believe macro will set the scene for most USD
moves into year-end. Inflation is still elevated, with
headline CPI around 4.2% YoY in May, partly
driven by energy shocks linked to the conflict
involving Iran, while core CPl is closer to 2.9%.
That split matters because it suggests some of the
headline pressure is transitory, but not enough for
the Fed to relax. Its own forecasts have still moved
higher, with 2026 inflation expected around 3.6%
headline and 3.3% core.

Energy-led price pressure has lifted headline CPI, while
core inflation has remained more contained, leaving the
Fed focused on persistence rather than one-off shocks.
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At the same time, growth is moderating rather than
breaking. Q1 GDP was around 2%, the Fed’s 2026
growth forecast is near 2.2%, and the labour market
is cooling from very tight levels but remains broadly
firm, with unemployment around 4.3%. For us, the
important point is that the economy is no longer
running hot enough to justify a clearly hawkish
reaction function, but it is also not weak enough to
force the Fed into an early cutting cycle. Payroll
momentum has slowed, job openings have
normalised, and wage growth is less threatening
than it was at the peak. Yet household balance
sheets and consumer spending have not
deteriorated enough to make growth the dominant
concern. This leaves the Fed in a difficult middle
ground: inflation is still too high to ease comfortably,
while growth is soft enough to make every data
print matter more for yields, risk sentiment and the
dollar.

The New Fed

Against that backdrop, the appointment of Warsh
shifts the market focus away from a simple question
of whether the Fed will cut, and toward how much
tolerance the new Chair has for inflation volatility,
weaker growth and political pressure.

The institutional backdrop is important but should
not dominate the market story. The Supreme Court
has expanded presidential authority over much of
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the federal regulatory state, while also preserving
some protection for Federal Reserve
independence. The Fed remains legally
independent from the President, although the
pathway for removing a governor for sufficiently
serious wrongdoing keeps the issue politically
sensitive. Under Warsh, the market question is less
about legal independence itself and more about
whether investors believe the Fed will resist White
House pressure when inflation or growth conditions
demand it.

The June projections point to a more hawkish near-term
rate path, with easing expectations pushed further into
2027.
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So far, Warsh has leaned more hawkish than
expected. Despite earlier assumptions that he
might be sympathetic to Trump’s preference for
easier money, his first policy signals have
emphasised inflation control, reduced forward
guidance, and greater data dependence. That is
important because a Fed that gives less guidance
effectively hands more of the policy reaction
function back to the data. Markets will have less
visibility on the committee’s next move, keeping
yields and the dollar more reactive to CPI, payrolls,
wages, and any tariff- or energy-led inflation
surprises.

With half of Fed officials now expecting a hike by
year-end, the committee still looks uncomfortable
with inflation risks. This reinforces a higher-for-
longer bias and supports the dollar by preserving
the US real-yield advantage, but it also raises the
risk of sharper two-way moves whenever incoming
data challenge the market’s interpretation of the
Fed path.

Sucden Financial — GBP/USD: A Tale of Two Political Risks

Our base case therefore remains that the Fed holds
rates at 3.5-3.75% through late 2026, with a small
risk of one additional 25bp hike if inflation proves
sticky, especially if tariffs or energy prices pressure
households beyond a simple supply shock. A
cutting cycle is more likely to emerge in 2027 than
immediately. Short-end yields should therefore
remain anchored, while long-end yields may drift
lower if markets gain confidence that inflation is
easing, although heavy Treasury issuance and term
premia should limit the move.

USD Outlook

For the USD, this means the market has already
priced a more hawkish Fed. The dollar index has
pushed back above 101, highs not seen since May
2025, as investors revised away from aggressive
easing and back toward a higher-for-longer path.
The question now is what comes next once that
repricing is largely embedded.

The lack of near-term cuts should keep the dollar
resilient through yield differentials, but the upside is
likely to be more limited into the second half of the
year unless the data force another hawkish reset.
We therefore expect the dollar to remain supported,
with upside spikes on hotter inflation, stronger
labour data, or any Warsh communication that
reinforces anti-inflation resolve, but less scope for a
sustained trend higher if growth continues to
moderate and risk sentiment holds up.

FX volatility is likely to remain event-driven, centred
on inflation, labour data, Fed communication, and
election polling. In short, the Warsh Fed keeps USD
downside limited for now, while the midterms add
headline volatility rather than a durable trend unless
the result materially shifts fiscal expectations.



GBP/USD Outlook

Our base case is for GBP/USD to remain under
modest downward pressure through H2 2026. UK
growth has lost momentum, while the BoE remains
constrained by a combination of softer activity and
a still challenging inflation outlook. At the same
time, we do not expect UK rates to become
sufficiently attractive relative to the US to generate
sustained support for sterling.

Politics and fiscal policy are unlikely to be the
primary drivers of GBP/USD under our central
scenario, provided the new government maintains
its commitment to fiscal discipline. However,
sterling remains exposed to periods of risk aversion
given the UK's reliance on foreign capital and its
twin fiscal and external deficits.

While we do not expect a significant appreciation in
the dollar from current levels, the fundamental
picture still appears more supportive for the US
than for the UK.

US economy continues to expand at a moderate
pace, the labour market remains relatively resilient,
and the Fed retains a higher-for-longer bias despite
expectations for gradually softer inflation. By
contrast, UK growth has slowed, political
uncertainty has increased, and the BoE has limited
flexibility to respond to weaker activity while
inflation remains above target.

Taken together, we see limited scope for sustained
GBP/USD upside through the remainder of 2026.
Relative growth expectations, Fed-BoE policy
differentials and confidence in the UK's fiscal
framework are likely to remain the key drivers of the
pair, with risks continuing to favour modest sterling
underperformance against the dollar.

Glossary

GBP/USD: The exchange
rate between sterling and
the US dollar, showing how
many dollars one pound
buys.

DXY: The US Dollar Index,
which tracks the dollar
against a basket of major
currencies.

PMI: Purchasing Managers’

Index; a survey-based
indicator of business
activity.

CPI: Consumer Price Index;

the main measure of
consumer inflation.

Dot plot: The Fed’s
quarterly summary of
policymakers’ policy-rate
projections.

Source
Abbreviations

FRED: Federal Reserve
Economic Data.

ONS: Office for National
Statistics.

BLS: Bureau of Labour
Statistics.

Fed: Federal Reserve.
BoE: Bank of England.
OBR: Office for Budget
Responsibility.

MPC: Monetary Policy
Committee.

S&P Global: Provider of
PMI survey data and market
intelligence.
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Our research team, together with the firm’s experienced trading
professionals produce commentary and analysis covering a broad

range of markets.

Complimentary Research

We offer an extensive range of free reports to assist with market
knowledge, offering price forecasts, data and in-depth market
analysis

Daily Base Metals Report

» Commentary on LME aluminium, copper, lead, nickel, tin and zinc
» Summary of the day’s trading activity on the LME

» Overview of major macro-economic trends for that day

* Includes energy and precious metals commentary

* Price data in table format

Quarterly Metals Report

Expert views and price forecasts for base, precious and ferrous

metals

Metals market analysis

In-depth macroeconomic outlooks for the global economy

— Central Bank activity, analysis of manufacturing PMls,
geo-political changes

Detailed forecasts available on request

Soft Commodity Technical Charts

» Technical analysis comments and charts for sugar, cocoa and
coffee contracts for both New York and London

* Produced three times a week

» QOutline of key support and resistance levels

» Views on future potential price moves

Coffee Market Outlook

This report drills down into the detail of the coffee market and is
produced three times a year, we also produce shorter more concise
updates. We undertake a macroeconomic assessment of major
consuming and producing regions before analysing the recent
earnings reports from Starbucks, Nestle, Luckin Coffee, Dunkin
Donuts, and Costa. This helps us highlight new sales and marketing
techniques and any consumption changes, which has been
particularly popular during COVID-19. The largest chunk of this
report is where we assess the Supply and Demand outlook using
our primary data for the coffee market and where we apply our
fundamental models. We showcase our crop forecasts and highlight
any changes before providing prices forecasts and trading
strategies with futures and options.

EV and Battery Materials Reports

A suite of reports looking at how the global automobile market is
changing, and as vehicle manufacturers look to transition to a more
environmental fleet of autos we have outlined how prepared the
energy markets in the U.S., China, Japan, and Europe are to aid
this transition. Electric vehicles go a long way reduce GHG
emissions in the auto market, we are not disputing this, and when
you factor in the lifecycle of batteries EVs are a lot greener.
However, these reports assess the energy mix in these specific
regions and outlines what governments are doing to promote
renewable energy and transition away from fossil fuels. Using the
energy mix we provide emission analysis for different EVs
compared to ICE vehicles in that country.

Daily FX Report

» Concise morning update covering fundamentals and technicals
for USD, EUR, GBP, JPY and CHF

« Highlights key upcoming events

» Key intraday support and resistance levels

FX Monthly Report

« Commentary on recent developments on major currency pairs,
including a macroeconomic overview.

« Unique insights and trading strategies from our FX desk.

» Precious metals outlook.

« Technical analysis on key currency pairs.

Market Insights

» Dynamic ad-hoc insights in response to market events and trends

» Provides clarity and trading ideas in uncertain times

* We welcome requests for topics from clients, trading and client
teams.

Bespoke Analysis

We can accept specific client requests for bespoke research on a
range of interesting topics and we welcome the challenge to provide
intelligent analysis and our expert opinion on forecasts, backed up
with data and historical referencing.

Direct access to the Research Team

Whether you wish to schedule a daily, weekly, monthly or yearly call
to discuss a particular market issue, talk trends or gain access to
data, we are able to offer a direct line and a dedicated team
member for an in-depth discussion.

Contact our team for further information.

Tel: +44 20 3207 5294
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Disclaimer

The material in this report has been issued in the United Kingdom by
Sucden Financial Limited ("Sucden") which is incorporated in
England and Wales with company number 1095841. Sucden's
registered office is: Plantation Place South, 60 Great Tower Street,
London, EC3R 5AZ. Sucden is authorised and regulated by the
Financial Conduct Authority.

This material constitutes "investment research" for the purposes of
the Markets in Financial Instruments Directive and as such contains
an objective or independent explanation of the matters contained in
the material. The information in this report is provided solely for
informational purposes and should not be regarded as a
recommendation to buy, sell or otherwise deal in any particular
investment. All information in this report is obtained from sources
believed to be reliable and we make no representation as to its
completeness or accuracy. Please be aware that, where any views
have been expressed in this report, the author of this report may
have had many, varied views over the past 12 months, including
contrary views. A large number of views are being generated at all
times and these may change quickly. Any valuations or underlying
assumptions made are solely based upon the author’s market
knowledge and experience. Please contact the author should you
require a copy of any previous reports for comparative purposes.
Any reference to past performance should not be taken as an
indication of future performance. This report is for the use of
intended recipients only and may not be reproduced (in whole or in
part) or delivered or transmitted to any other person without the prior
written consent of Sucden. The material in this research report is
general information intended for recipients who understand the risks
associated with investment. It does not take into account whether an
investment, course of action, or associated risks are suitable for the
recipient. Furthermore, this document is intended to be used by
market professionals (eligible counterparties and professional clients
but not retail clients). Retail clients must not rely on this document.
To the fullest extent permitted by law, no Sucden Group company
accepts any liability whatsoever (including in negligence) for any
direct or consequential loss arising from any use of or reliance on
material contained in this report. All estimates and opinions included
in this report are made as of the date of this report. Unless otherwise
indicated in this report, there is no intention to update this report.
Please read our full risk warnings and disclaimers.
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