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FX Viewpoint

USD outperforms; EUR and GBP struggle

Currencies
Global

¢ The US-Iran deal and a shift in Fed messaging ended range-
bound moves in many G10 FX pairs

¢ Hawkish repricing of US rates, supported by resilient growth,
is USD positive

¢ The EUR and GBP are likely to face rising headwinds from
political uncertainty and growth risks

USD: From range to rally

The interim US-Iran peace agreement, alongside a shift in Federal Reserve (Fed)
messaging, has disrupted the previously range-bound behaviour across several G10
currencies. The change in the Fed narrative is particularly supportive for the USD,
enabling a break-out from long-established trading ranges. Reflecting this, the US
Dollar Index (DXY) moved above 101 (Bloomberg, 26 June).

Although easing geopolitical tensions typically reduces demand for the USD as a
“safe haven” currency (Chart 1), we expect the increasingly hawkish repricing of US
rate expectations to become the main driver, supporting further USD strength over
the near term. Importantly, Fed policy appears to be anchored in continued US
economic resilience, rather than the stagflation-style trade-offs shaping policy
debates elsewhere in G10.
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EUR: Rising downside risks

In Europe, dovish remarks from European Central Bank (ECB) President Christine
Lagarde on 22 June likely put downward pressure on the EUR. Since the Strait of
Hormuz has reopened and oil prices have fallen, our economists now expect the
ECB to hold rates in 2026, rather than proceed with the two additional hikes
previously anticipated.

We therefore expect EUR-USD to drift lower over the coming months. While lower
energy prices can be supportive for the EUR, they are unlikely to be enough to
resolve wider concerns about economic growth in the region (Chart 2). Political risk
could also re-emerge, with France’s April 2027 presidential election approaching
and centrist parties currently trailing in the polls (Politico, 26 May). Any perceived
weakening in fiscal discipline or reform momentum could raise risk premia, slow
capital inflows, and add further pressure on the EUR.
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GBP: Political uncertainty and a softer macro backdrop

In the UK, Prime Minister Starmer’s resignation has shifted market focus to the
leadership contest and the policy direction of the next Prime Minister. With limited
clarity, the GBP appears more exposed to downside risks than positioned for upside
relief. Candidates must declare by 9 July. If favourite, Andy Burnham (Polymarket,
22 June) is unchallenged, a swift transition could see him in office by 16 July.

Beyond politics, the macro backdrop is less supportive. UK-US 2-year rate
differentials have narrowed sharply, from c66bp in April to roughly Obp, reducing the
carry support that has helped underpin the GBP (Chart 3). This reflects the Fed’s
hawkish shift (17 June) versus a cautious Bank of England (BoE) hold at 3.75%, with
our economists expecting the BoE to remain on hold through year-end. Fiscal
optics have also deteriorated, with government borrowing exceeding the UK Office
for Budget Responsibility’s (OBR) forecast for a second consecutive month. All these
factors are likely to weigh on GBP in the months ahead.
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UK leadership uncertainty
leaves the GBP more exposed
to the downside

Narrower UK-US spreads, BoE
hold, and weaker fiscal optics
may weigh on the GBP
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Disclosure appendix

Important disclosures

This document is for information purposes only and it should not be regarded as an offer to sell or as a solicitation of an offer to
buy the securities or other investment products mentioned in it and/or to participate in any trading strategy. Information in this
document is general and should not be construed as personal advice, given it has been prepared without taking account of the
objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on it, consider the
appropriateness of the information, having regard to their objectives, financial situation and needs. If necessary, seek professional
investment and tax advice.

Certain investment products mentioned in this document may not be eligible for sale in some states or countries, and they may
not be suitable for all types of investors. Investors should consult with their HSBC representative regarding the suitability of the
investment products mentioned in this document and take into account their specific investment objectives, financial situation or
particular needs before making a commitment to purchase investment products.

The value of and the income produced by the investment products mentioned in this document may fluctuate, so that an investor
may get back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value
that could equal or exceed the amount invested. Value and income from investment products may be adversely affected by
exchange rates, interest rates, or other factors. Past performance of a particular investment product is not indicative of future
results.

HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments (including derivatives) of
companies covered in HSBC Research on a principal or agency basis.

Whether, or in what time frame, an update of this analysis will be published is not determined in advance.

Additional disclosures
1  This report is dated as at 26 June 2026.

2 All market data included in this report are dated as at close 25 June 2026, unless a different date and/or a specific time of
day is indicated in the report.

3  HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its
Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of
Research operate and have a management reporting line independent of HSBC's Investment Banking business.
Information Barrier procedures are in place between the Investment Banking, Principal Trading, and Research businesses
to ensure that any confidential and/or price sensitive information is handled in an appropriate manner.

4 You are not permitted to use, for reference, any data in this document for the purpose of (i) determining the interest
payable, or other sums due, under loan agreements or under other financial contracts or instruments, (ii) determining the
price at which a financial instrument may be bought or sold or traded or redeemed, or the value of a financial instrument,
and/or (iii) measuring the performance of a financial instrument or of an investment fund.
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