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Iran war risks raising default rates in Europe

24 March 2026

It remains to be seen how sustainable the recent decline in the European
default rate proves to be, as the possibility of a prolonged war in Iran creates
credit risk going forward.

EUROPEAN DEFAULT RATE VS. IBOXX HIGH YIELD NON-FINANCIALS SPREAD
CREDIT RISK PREMIUMS (BP, LS) AND DEFAULT RATES (RS) HAVE STARTED TO POINT IN OPPOSITE DIRECTIONS

—iBoxx HY NFI spread (ls) = European speculative-grade default rate (12M lagged)
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Source: Moody's, S&P Global, The Investment Institute by UniCredit

THE CONTEXT

Developments in the Middle East remain highly fluid. Yesterday’s optimistic indications by US President Donald
Trump about possible negotiations initially supported market sentiment and pushed energy prices lower, but these
moves were later offset by Iranian officials denying that any direct talks with Washington were under way. Reports
this morning that Gulf states are inching closer to joining the war adainst Iran point towards further escalation risk.

Against this backdrop, investors are assessing the impact of the conflict on European credit. Moody’s released its
latest default study last week, showing that the default rate in Europe had declined to 3.5% in February from 4% in
the previous month, the first decrease in almost a year. Distressed exchandes accounted for all but one of February’s
defaults in Europe. The global default rate also fell from 4.3% to 4.1% in February, its lowest level since June 2023.
The data are positive, and support our expectation of a decline in the default rate towards 3% by the end of the year
under our base-case scenario, which assumes the war in Iran is not prolonged. However, the default rate is inherently
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a backward-looking indicator, and under a prolonded Iran-war risk scenario, the sustainability of the recent decline
remains uncertain. Related high oil and gas prices and interrupted supply chains create new credit risks, potentially
leading to higher default rates in the medium term.

THE DATA

Our chart shows Moody’s 12M trailing European default rate lagged by 12 months and the
iBoxx high-yield non-financials spread index. The two series typically move closely together.
However, this relationship weakened between the Great Recession of 2008-09 and the COVID
pandemic, when ECB QE-driven bond purchases distorted credit risk premiums. Most recently,
however, amid the escalating Iran war, credit risk premiums have started to widen.

OUR VIEW

Despite rising oil prices and concems about supply-chain viability amid the ongoing Iran war,
credit risk premiums have widened only moderately over the past few weeks. Since the war
started, the iBoxx non-financials investment grade senior index has widened by some 5bp to
82bp and the high-yield index has risen by 25bp to 310bp. This indicates that investors still
expect a stagflation or recession scenario to be avoided. In this context, the current rise in oil
prices need not be nedative for credit, provided it does not undermine our base-case
expectation of moderate economic growth. Mareover, solid cash buffers among European
issuers should support debt servicing and point to lower default rates in the near term.

However, credit is a growth-sensitive asset class, and the londer the Iran war lasts, the more
likely investors are to price in higher credit risk. Early signs are already emerging in credit
markets. These include a further rise in fallen angels within the iBoxx non-financials space to
EUR 5bn (versus just EUR 1.5bn in rising stars YTD), and an increase in the share of iBoxx CCC
rated credit trading at distressed levels (cash price below 70) to almost 50%, up from around
20% before the Iran war started. For the moment, investors seem to view this as idiosyncratic
risk, as the share of distressed bonds among B and BB rated issuers remains close to zero.
However, a prolonged war in Iran leading to an extended period of high energy prices would
create a negative environment for high beta credit — particularly among issuers in energy-
intensive sectors, such as chemicals, industrials, and automobiles and parts.

OTHER THINGS TO NOTE

Eurozone PMIs likely to decline in March

The eurozone composite PMI for March will provide a first indication of how the Iran war is
affecting business sentiment. We expect it to decline from 51.9 to 51.0, which would be its
lowest level since last August. The manufacturing sector is expected to be the most affected.
The extent of the decline will also depend on firms’ assessments of supplier delivery times.
The services sector is likewise expected to soften, as higher energy prices weigh on
household purchasing power and overall economic activity.

Italian voters reject judicial reform

With the vote fully counted, the No camp prevailed by a good margin in Italy’s constitutional
referendum, by 54% to 46%. The outcome varied across regions, with northern regions
showing stronger support, while southern redions opposed the reform. At about 59%, the
turnout was relatively high compared with previous constitutional referendums, giving even
dreater weight to the result. The outcome marks the first setback for the govemment,
possibly weakening its ability to push through other reforms, especially the recent proposal
to change the voting system. The defeat may also affect internal dynamics within the
governing coalition.
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Meloni quickly conceded defeat, stating that the government will continue to work with
“responsibility and determination”. Unsurprisingly, the victory has energised the centre-left
opposition, which now sees an opportunity to challenge the governing coalition. (L. Federico)

TODAY’S DATA RELEASES

Time (CET) Country Data Period UniCredit Consensus Previous
10:00 EZ Manufacturing PMI (index) Mar 49.8 496 50.8
10:00 EZ Services PMI (index) Mar 51.1 51.1 51.9
10:00 EZ Composite PMI (index) Mar 51.0 51.0 51.9

Source: Bloomberg, The Investment Institute by UniCredit

Author
Dr. Stefan Kolek, Senior Credit Stratedist - Non-financials (UniCredit, Munich), stefan.kolek@unicredit.de

Editors

Edoardo Campanella, Director and Chief Editor of The Investment Institute (UniCredit, Milan)
edoardo.campanella@unicredit.eu

Francesco Maria Di Bella, FI Strategist (UniCredit, Milan), francescomaria.dibella@unicredit.eu

UniCredit S.p.A
The Investment Institute by UniCredit, Piazza Gae Aulenti, 4, 1-20154 Milan

www.the-investment-institute.unicredit.eu

www.the-investment-institute.unicredit.eu 3



mailto:stefan.kolek@unicredit.de
mailto:edoardo.campanella@unicredit.eu
mailto:francescomaria.dibella@unicredit.eu
https://www.the-investment-institute.unicredit.eu/en

The Investment Institute Coffee Break
by UniCredit 24 March 2026

Legal 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 deneral 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 legal
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 chande at any time after publication, on the completeness, corre ctness and
truthfulness of which the UniCredit Group makes no guarantees 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 exchange 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. In the 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 damades that may arise to anyone from the use of this
document, including, but not limited to, damages due to losses, lost earnings or unrealised savings. The contents of the publication —
including data, news, information, imadges, 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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