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Iran conflict, policy rates and scenarios for the USD

23 March 2026

FX market sentiment might start changing if the Iran conflict requires deeper
and direct US involvement, increasing potential idiosyncratic risks to the USD.
Forward markets are also pricing in more monetary tightening outside the US
than within the US by 4Q26. This might not be sufficient to reverse market
trends, but it may offer majors a floor against the USD, at least temporarily.

MOUNTING INVESTOR EXPECTATIONS OF HIGHER CENTRAL BANK RATES

CHANGES (IN BPS) IN G10 POLICY RATES IMPLIED BY FORWARD RATES BY END-2026 BEFORE THE START OF THE
CONFLICT AND LAST FRIDAY
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THE CONTEXT

The dynamics of the greenback have been clear since the start of the US-Israel strike on Iran on 28 February. The US
unit has clearly benefited from the abrupt spike in global risk aversion and in energy prices. All the debate about de-
dollarisation has been put aside, with the greenback becoming viewed as the reference safe-haven asset, outpacing
other traditional safe-haven assets like the Japanese yen and the Swiss franc. Hawkish holds from most central banks
last week — aside from the RBA, which lifted its benchmark rate to 4.10% — triggered sharp repricing in forward
markets, lifting expectations of renewed tightening across major G10 central banks by year-end.
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THE DATA

The chart shows how market expectations for the next monetary policy moves by year-end
have shifted markedly since the start of the conflict. The chart plots how implied policy rates
(in bp) have abruptly shifted towards more tightening for major G10 central banks. The most
significant turnaround was seen in expectations for the RBNZ, the BoC, the ECB, the BoE, and
the Fed. Roughly 75bp worth of additional tightening is now generally priced in by December
for most G10 central banks and at least 25bp is already expected by mid-year. Investors have
also erased expectations of a rate cut in the US, both in June (the first meeting presided over
by the new Fed Chair Kevin Warsh) and by 4Q26.

OUR VIEW
In addition to the picture visible in the chart above, two other factors of interest have emerged
in the past few days:

1. There has been talk of more direct involvement in the conflict by the US (the so called
“boots on the ground” scenario), with the Hormuz crisis building. This would impact the US
administration’s strategy, and in theory might work as an idiosyncratic risk factor for the USD
and erode market support for the greenback. The USD will probably also start to lose its grip if
the conflict softens, as this would cause investors to return to focusing on the structural factors
that were weighing on the greenback before the start of the strike on Iran. These were mostly
related to US President Donald Trump’s economic policies, including the possibility that the US
administration might welcome a weaker currency ahead of the midterm elections on 3
November to reduce the US trade imbalance.

2. ECB sources, including the Bundesbank’s Joachim Nagel, have hinted at a rate hike as early
as at the next meeting on 30 April. This looks unlikely to us, but forward rates are already
implying roughly 18bp worth of tightening at that meeting. This prospect has abruptly
widened policy-rate differentials back in favour of the EUR, as the chart implies, given the
limited scope the market is assigning to rapid increases in us policy rates.

Admittedly, the Middle East crisis is still too uncertain and fluid to imagine a radical turnaround
in market sentiment, but the mix of the factors above might offer at least a temporary floor to
many majors against the USD. FX majors are between a rock and a hard place at the European
opening, following the sell-off across Asian stock markets and ahead of President Trump’s
ultimatum to Iran to reopen the Strait of Hormuz. This is offering the USD some relief (the US
dollar index, DXY, is back close to 100), reversing its partial retreat seen at the end of last week.
Yet, EUR-USD is still trading above 1.15, i.e. roughly one big figure above the low of 1.1412
reached on 13 March. In any case, the pair has still to regain 1.1775 (the level prevailing on 5
February, the day of the previous ECB council meeting) and even 1.1813 (the closing level on
27 February, the day before the attack on Iran) to show much more sustainable momentum.
USD-JPY remains below 160 in the absence of BoJ intervention. By contrast, sterling might
suffer fresh pressure if investors return to pricing in further BoE easing, as we still expect this
year.

To sum up: it has become clear that EUR-USD is only likely to tumble back below 1.10 if there
is a further intensification and enlargement of the conflict (for example, through escalation
involving Yemen and the Houthis) and a consequent further and sharp increase in oil prices.
This would boost the role of the dreenback as a preferred safe-haven currency. The other two
outcomes — either the emerdence of a solution to the conflict or US boots-on-the-ground
involvement — is likely to be negative for the USD. All these hypotheses, including increasing
expectations of rate hikes by major central banks compared to the Fed, represent key themes
to monitor in the near term.
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OTHER THINGS TO NOTE

France’s municipal elections: key takeaways from the second round

The results of France’s municipal elections yesterday showed that, in many cities, voters
rejected the purely opportunistic alliances that the Socialists and Greens formed with
France Unbowed (LFI), whose leader, Jean Luc Mélenchon, is widely viewed as adopting an
overly radical or inflammatory political style — a perception that contributed to this
backlash. The Greens also lost many of the cities they had won in 2020, when the COVID
crisis temporarily boosted the political salience of environmental issues — a dynamic that
no longder holds. By contrast, parties from the centre to the centre-right performed strongly
in numerous medium-sized and larde cities when they remained united, highlighting that
cohesion within the bloc is key to its electoral success. This dynamic puts additional
pressure on former French prime minister and leader of Horizons Edouard Philippe — who
was comfortably re-elected mayor of Le Havre — and Renaissance party president Gabriel
Attal to avoid splitting the centrist vote ahead of the 2027 presidential election. Despite
failing to capture major cities where it had high hopes, the far-right National Rally (RN)
continues to entrench itself more deeply, winning several dozen cities, both large and
medium-sized, beyond its traditional strongholds (T. Bucco).

CDU wins Rhineland-Palatinate election as SPD tumbles

In yesterday’s federal state election in Rhineland-Palatinate, the CDU emerged as the
strongest party with 31.0% of the vote (+3.3pp). The SPD slumped to 25.9% (-9.8pp),
while the AfD surded to 19.5% (+11.2pp). The Greens slipped to 7.9% (-1.4pp). Both the
FDP and the Left came in below the 5% threshold. A CDU-SPD coalition now looks the
most likely outcome. This would be the first CDU-led government in Rhineland-
Palatinate in 35 years (A. Rees).
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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:

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

2. Iftheinvestment 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.

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

4. 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.

5. 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.

6. 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.

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

8. Diversification does not guarantee a profit or protect adainst 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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