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Iran war: is it too late to buy inflation protection?

4 March 2026

Despite the recent increase in market-based inflation expectations, the 5Y
inflation swap rate remains close to 2%. We continue to see room to add
inflation-linked securities to a fixed-income portfolio due to lingering
geopolitical risks.

1. Energy prices have spiked due to the conflict in the Middle East. Eurozone market-based inflation expectations
have risen, especially at shorter tenors, but have not meaningfully exceeded the ECB’s 2% target.

2. Current inflation swap rates still reflect a constructive picture for the resolution of the conflict. Adainst this
backdrop, inflation-linked bonds remain appealing as an inflation hedge, especially considering the asymmetric
distribution of their historical returns relative to nominal bonds.

The conflict in the Middle East has reignited inflation expectations

Escalating tension in the Middle East has led to a significant increase in energy commaodity prices, due to attacks on
oil refineries and since Iran controls the Strait of Hormuz, which is crucial for oil and LNG shipments (see our Coffee
Break — Iran war: the fear premium drives up European gas prices for further details). Since the start of the conflict
last Saturday, ICE TTF Natural Gas Futures have risen by more than 50% to around EUR 50/MWh. The increase in the
Brent price has been more contained (15%) as geopolitical tensions have been partially offset by the OPEC+ decision
to increase oil production and the fact that the market is oversupplied and is likely to remain balanced even if Iran
were to cease production. As we discussed in our Coffee Break — Why USD 80/bbl remains a ceiling for oil prices
fundamentals should be sufficient to keep the oil price around the USD 80/bbl threshold, assuming the strait is closed
only temporarily.
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Oil and gas prices are crucial for European inflation as several countries, such as Italy and Germany, rely heavily on
fossil fuels for enerdy production, heating and transport. Hence, the recent increase in commaodity prices has pushed
market-based inflation expectations higher. Since the start of the conflict, the 5Y EUR inflation swap rate has risen
by 20bp to 2%, its highest level in roughly a year. Despite this move, the 5Y inflation swap rate remains subdued in
historical terms, especially considering that oil is not far from the upper bound of its trading range of the past two
years. This is due to the following factors:

1. European inflation is more contained than it was two years ago — headline inflation came in stronger than
expected in February but, at 1.9%, remained below the ECB’s target of 2%.

2. Expectations that Al may have a deflationary impact on the eurozone economy.

3. The euro has appreciated against the US dollar in the last few months, which has countered the increase in
commodity prices.

4. The market is still pricing in de-escalation as the maore likely scenario, although geopolitical risks are clearly
much higher than they were a week ago.

CHART 1: 5Y EUR INFLATION SWAP RATE BACK AT 2%
REALISED EUROZONE INFLATION, 5Y EUR INFLATION SWAP RATE (%, LS) AND BRENT (USD, RS)
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Source: Bloomberg, The Investment Institute by UniCredit
Note: the 5Y EUR inflation swap rate and the price of Brent are weekly average data.

The short end of the inflation swap curve tends to be mare sensitive to commaodity-price fluctuations as investors
perceive the impact of such shocks as temporary, while long-dated inflation expectations are more stationary and
are affected by long-term dynamics such as growth potential, productivity and demadraphic changes. This week has
been no exception, with the 2/10Y spread on the inflation swap curve flattening to QObp, its lowest level since the
beginning of January. This spread has been significantly inverted in the past, reaching -265bp in August 2022, in the
most acute period of the energy crisis that followed the Russia-Ukraine conflict. Chart 2 depicts the beta, or sensitivity,
of EUR inflation swap rates at different tenors to chandes in Brent and natural das prices. A 1% rise in the oil price
tends to lead to a 1.3bp increase in the 2Y EUR inflation swap rate. Betas decline at longer maturities. Sensitivity to
gas prices is lower than it is to oil prices across maturities.
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CHART 2: COMMODITY PRICES MOSTLY AFFECT THE SHORT END OF THE INFLATION SWAP CURVE
BETA OF EUR INFLATION SWAP RATES AT SEVERAL TENORS RELATIVE TO OIL- AND GAS-PRICE MOVES
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Source: Bloomberg, The Investment Institute by UniCredit
Note: Daily data of the past five years for 2V, 5Y, 7Y, 10Y, 15Y and 30Y EUR inflation swap rates, Brent (USD) and ICE TTF Natural Gas Futures.

A further escalation of the conflict, resulting in higher commaodity prices, would likely lead to a bear-flattening of the
inflation swap and breakeven curves. Hence, short-dated inflation-linked bonds are particularly appropriate for
hedging purposes.

Asymmetric returns and the case for inflation protection

While the short-term impact of the conflict on inflation and inflation expectations is clearly relevant, both the
duration and magnitude of the shock remain extremely hard to predict. Inflation-linked securities will remain highly
sensitive to geopolitical developments and moves in commadity prices, and the market will be very fluid. Considering
that the 5Y inflation swap rate stands at 2% and that we forecast eurozone inflation will average around 2% in the
coming years, markets seem to be pricing in only a moderate risk of a spike in inflationary pressure similar to the
episode that followed the Russian invasion of Ukraine in 2022. Back then, the 5Y inflation swap rate rose more than
100bp in a couple of weeks. We think that at 2% the 5Y inflation swap rate stands at a level that is still appealing
for hedding purposes and that it is worth adding inflation protection to a fixed-income portfolio.

Examining the historical performance of ILBs helps us put the asset class into context. An important point to note
about the euro-area inflation-linked bond market is that only a small number of countries issue ILBs, resulting in a
euro-wide inflation-linked index whose country composition differs materially from that of nominal bond indices. As
a result, comparing euro-area ILB indices against nominal benchmarks can lead to misleading conclusions. To avoid
this problem, in our analysis we focus on an equally weighted portfolio of Italian and French linkers and compare its
performance with that of a portfolio of nominal bonds with matching composition.

Chart 3 shows that from January 2009 to February 2026, inflation-linked bonds have on averade outperformed
nominal bonds by almost 1pp over a three-year investment horizon. More importantly, the distribution of relative
returns is highly asymmetric. Inflation-linked have significantly outperformed nominal bonds during periods when
inflation has exceeded the central bank’s tardet, which has predominantly been the case in the past five years.
Conversely, episodes of underperformance, like the 2013-16 period when inflation consistently undershot the ECB’s
2% target, have been comparatively limited.

The underlying reason for this asymmetry is straightforward: the relative performance of ILBs versus nominals
depends on the difference between realised inflation over the investment horizon and the inflation priced by markets
at the outset. Inflation can slow, but only to a limited extent; by contrast, it can accelerate far more dramatically —
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in principle, without an upper bound. In an environment of substantial uncertainty, this historical return distribution

makes ILBs an attractive proposition, particularly as current breakeven levels do not appear overly expensive.

CHART 3: INFLATION-LINKED BONDS: RETURNS ARE SKEWED IN FAVOUR OF INVESTORS
PERFORMANCE OF LINKERS RELATIVE TO NOMINAL BONDS OVER A THREE-YEAR INVESTMENT PERIOD
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Source: Bloomberg, The Investment Institute by UniCredit

Note: The chart shows the empirical distribution of the performance of an equally weighted portfolio of BTPei and OATei with maturity 1-10Y
relative to a portfolio of nominal BTPs and OATs with matching weights over a three-year holding period. The chart is based on monthly data
spanning the period Jan 2009-Feb 2026.
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Ledal Notices

Glossary

Terms used in the report are available on our website: Our glossary.

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with ledal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest.
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and
truthfulness of which the UniCredit Group makes no duarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

3. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

4. |Ifthe investment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changes in exchande rates and have an undesirable effect on the profitability of the investment.

5. Investments that offer high returns can undergo significant price fluctuations following any downdrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

6. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

7. Inthe presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

8. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to change in the future.

9. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

10. Diversification does not guarantee a profit or protect against a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this

document, including, but not limited to, damades due to losses, lost earnings or unrealised savings. The contents of the publication —

including data, news, information, imades, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless

otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not

allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes

without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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