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The Short View

The Short View offers insights on key macro and market stories
and is designed to promote discussion and debate.

Middle East conflict raises risks of inverted EUR swap
curve

31 March 2026

The conflict in the Middle East has led to a meaningful flattening of the EUR
swap curve. The 2/10Y spread has declined by 35bp since the start of March
and is now not far from inverting.

1. The shape of the EUR swap curve is influenced by a variety of factors, such as underlying growth, inflationary
pressure, economic shocks, extraordinary central bank instruments and overall investor risk appetite. In this
Short View, we focus on the level of rates, rate volatility, and monetary policy expectations, all of which have
affected the behaviour of spreads on the swap curve over the past few years.

2. We conclude that without the launch of the German fiscal bazooka and the subsequent repricing at the long end
of eurozone curves, the 2/10Y spread would have already inverted. A further increase in rates or in volatility,
possibly coupled with concerns redarding growth, would likely push the 2/10Y spread into nedative territory.

The spike in energy prices due to the conflict in the Middle East has forced investors to rethink their views on rates
in the eurozone. Amid mounting short-term market-based inflation expectations, markets currently expect the ECB
to hike rates by roughly 75bp before year-end. The central bank appeared ready to adjust its policy to counter the
expected acceleration in inflation and to prevent potential second-round effects.

The short end of the EUR swap curve has been hardest hit by the repricing of monetary policy expectations. The 2Y
EUR swap rate is 70bp higher than it was before the start of the war, the 10Y roughly 45bp. As depicted in Chart 1,
most of the move across tenors has been due to an increase in market-based inflation expectations. Real yields have
risen only moderately and have even edded lower at the short end of the curve. The 2/10Y spread on the swap curve
currently stands at around 20bp, its flattest level since February 2025. This spread was inverted between November
2022 and September 2024, during the ECB’s hiking cycle and when the depo rate was close to its peak of 4%.
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CHART 1: CHANGES IN EUR SWAP RATES SINCE THE START OF THE CONFLICT
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As depicted in Chart 2, the launch of the fiscal bazooka in Germany and its impact in terms of issuance activity and
growth potential has led to a permanent repricing of the long end of eurozone curves, which are steeper than they
were in the past. Most recent points (pink dots) indicate a higher 10Y swap rate for the same 1Y1M OIS forward rate.

CHART 2: THE FISCAL BAZOOKA HAS LED TO A REPRICING OF THE LONG END OF THE CURVE
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Factors behind the shape of the EUR swap curve

1 2
1Y1M OIS forward rate

In this Short View, we assess the variables that best explain the changes in spreads (2/3Y, 3/5Y, 5/7Y, 7/10Y, 10/15Y,
15/30Y and 2/10QY) and flies (2/5/10Y and 3/10/30Y) on the swap curve. In addition to monetary policy expectations,
which we calculate as the spread between the 6M1M OIS forward rate and the depo rate, we consider the level of
rates — computed as the averade of 2Y, 5Y and 10V swap rates — and rates volatility, which in our case is the average
of three-month realised volatilities of 2V, 5Y and 10Y swap rates (daily data). These are market factors, which have
the clear advantage of being highly frequent, but also incorporate macroeconomic and monetary developments. For
reference, the level of rates is influenced by both the health of the economy (growth and inflation) and ordinary (key
rates) or extraordinary (asset purchases) monetary tools.
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Before providing our analysis, it is worth noting that 1. the length of the observation period is key and 2. the relation
between spreads and variables evolve over time. With respect to the observation period, there is a clear trade-off
between having more data (longer period) and focusing on the most recent past (shorter period). As our approach is
more practical than theoretical, we focus on a short/medium-term horizon, opting to use data over the last five years.
This should ensure that the relation between variables and spreads is more stable during the period. For reference,
back in 2014-15 spreads generally flattened, with rates going down as a result of the launch of the ECB’s APP. This
was a very peculiar circumstance. On the other hand, in the past few years, the relationship between levels and
spreads has always been nedative, as longer-dated rates tend to be more stable over time.

We then redress 2/3Y, 3/5Y, 5/7Y, 7/10Y, 10/15Y, 15/30Y and 2/10Y spreads, as well as 2/5/10Y and 3/10/30Y flies,
on the level of rates, monetary policy expectations and realised rate volatility. We use weekly data from the past five
years. The table below shows the resulting coefficients and the R? values from the single redressions. In terms of
model fit, R2 values are particularly high for spreads at the extra-long end of the curve and low for flies and spreads
at the short end of the curve.

TABLE 1: REGRESSIONS

Intercept Level of rates Monetary policy changes Rates realised vola R?
2/3Y spread 185 -7.8 5.7 -1.0 47%
3/5Y spread 24.8 -7.7 4.0 -1.6 44%
5/7Y spread 194 -3.8 2.3 -1.5 49%
7/10Y spread 25.1 -3.8 31 -1.7 59%
10/15Y spread 29.0 -34 31 -2.7 71%
15/30Y spread 24.3 -35 29 -8.6 83%
2/10Y spread 87.8 -23.0 15.1 -5.9 50%
2/5/10Y fly -1.1 -7.8 4.4 0.6 31%
3/10/30Y fly 15.9 -84 35 6.4 40%

Source: Bloomberg, The Investment Institute by Unicredit

Notes: weekly data from March 2021 to March 2026; coefficients in bold are statistically significant at the 99% confidence level. The level of
rates is computed as the average of 2V, 5Y and 10Y swap rates. Monetary policy changes are computed as the spread between the 6M1M OIS
forward rate and the depo rate. Rates volatility is the average of three-month realised volatilities of 2Y, 5Y and 10Y swap rates (daily data).

For the level of rates, the coefficient is always nedative and statistically significant, implying that curve spreads
flatten when rates go up. The rationale is that shorter-dated rates tend be more volatile and exposed to the economic
cycle and inflation shocks while longer-dated rates tend to be more resilient. Except for the 3/10/30Y fly, realised
rate volatility is nedatively correlated with spreads. The nedative relation between volatility and spread is due to
investor preference for long tenors when volatility is high (higher gamma exposure) and the fact that economic
uncertainty (and therefore market volatility) tends to penalise the shorter end of the curve more.

CHART 3: SPREADS ARE NEGATIVELY CORRELATED WITH LEVELS AND VOLATILITY (STANDARDISED SERIES)
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The relationship between monetary policy expectations and spreads/flies tends to be unstable over time. As shown
in Table 1, regression coefficients are positive as both monetary policy expectations and curve spreads declined from
November 2022 to November 2024. More recently, the relationship has been nedative, with monetary policy
expectations edging higher and spreads declining. As depicted in Chart 4, the rolling correlation of these two
measures is very volatile — even reaching extreme values at a weekly frequency.

CHART 4: THE UNSTABLE RELATIONSHIP BETWEEN SPREADS AND EXPECTED CHANGES IN MONETARY POLICY
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A 2/10Y spread inversion in sight?

Using the coefficients set out in Table 1, we are able to compute the fitted values of spreads and flies. The fitted
values are very close to current levels, except the 2/10Y spread, which is slightly steeper. Based on its historical
relationship with the three factors we considered, the 2/10Y spread should be at 5bp, rather than 20bp, where it is
now. This confirms that the fiscal bazooka has caused a seismic chande in the shape of the curve. Based on a simple
regression of the 2/10Y spread on the level of rates, the 2/10Y spread should already be inverted. That said,
considering both rate levels and volatility, a further 20bp increase in rates, due to expectations of a more rate hikes
from the ECB, and a return in volatility to its early-2024 level (0 in Chart 3), would probably lead to an inversion of
the 2/10Y swap spread. Such an inversion would deepen if macro data in the eurozone were to show a significant
dampening of economic activity, possibly resulting in a recession.

CHART 5: CURRENT SPREADS/FLIES AND THEIR FIT
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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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