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USD at war: three lessons to be learned

8 April 2026

The de-dollarisation process requires a low-volatility environment to
continue. When global risk aversion abruptly and suddenly spikes, investors
simply return to buying the most liquid currency, i.e. the USD. Correlation
confirms that global risk aversion is currently playing a greater role in driving
the US unit than the rise in oil prices. The USD can lose its grip as global risk
aversion eases, as it happened following the two-week ceasefire
announcement. Still, tightening by major central banks can do little to fully
reverse this trend.

1. The context: More than a month has passed since the start of the US-Israel military campaign adainst Iran
and we can identify lessons about the behaviour of the FX market. The de-dollarisation process requires a
stable environment to continue. Otherwise, when a tail risk abruptly materialises, driving up global risk
aversion, investors return to buying the most liquid currency, ie. the USD. Correlation analysis also
confirms that the rise in global risk aversion is playing a greater role in driving the greenback than the
increase in oil prices.

2. Ourview: Still, the USD is set to lose its grip if global risk aversion eases, as it is happening following the
two-week ceasefire announced overnight, or the war itself becomes an idiosyncratic risk factor for the US
administration if an exit strateqy fails to emerde. Adgressive tightening by major central banks, already
reflected in forward rates, may at best limit USD strength but is unlikely to definitively reverse the trend.
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US-Israel campaign adainst Iran: three FX market lessons to be learned

More than a month has passed since the start of the US-Israel conflict with Iran (28 February), and it is now possible
to identify “stylized facts”, or clear patterns, can emerde and draw lessons from FX market reactions.

The USD has undoubtedly proved the main winner over the past month or so, with the US dollar index (DXY) — a
trade-weighted index against six major currencies (the EUR, the JPY, the GBP, the CHF, the CAD, and the SEK) — up
around 2.5% since the end of February.

Lesson One: Global risk aversion is currently the main driver for the USD

The rise in the US unit raises the first question: What has been the major driver behind it? Has the USD benefited
from the spike in global risk aversion, or does its strengthening simply reflect the rise in oil prices and the resulting
increase in demand for dollars to settle oil imports?

To answer this question, we simply calculate correlation between first differences (or daily net changes) in the DXY
and the VIX index and between the DXY and Brent oil prices. The VIX index measures the stock market's expectation
of 30-day implied volatility based on S&P 500 index options. It is known as the fear index or fear gauge, as it reflects
market sentiment regarding risk and uncertainty. A high VIX suggdests high ‘anticipated turbulence, while a low VIX
implies market stability.

Our analysis shows that the correlation between the DXY and the VIX index is much dgreater (0.48) than that between
the DXY and Brent oil prices (0.20). Hence, our first lesson is that risk aversion is currently the main driver of the USD.
This is also visible in Chart 1, which plots the two indices together.

The two indices have been moving in the same direction since the outbreak of the Iran conflict. However, this
contrasts with developments roughly a year ago, following the “Liberation Day” announcement (2 April), when US
President Donald Trump unveiled new tariffs on major trading partners. Back then, the VIX spiked to much higher
levels in the current episode, clearly indicating that uncertainty around US policy was a more significant driver than
the conflict is today. As a result, the DXY fell following the announcement rather than rising, as it is now.

CHART 1: GLOBAL RISK AVERSION IS CURRENTLY THE MAIN DRIVER OF THE GREENBACK ACROSS THE BOARD
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The way in which the USD has benefited from its traditional role as safe-haven currency of choice when global risk
aversion abruptly spikes is illustrated in Chart 2, which plots the DXY against the EUR-USD, USD-JPY and USD-CHF.
The four variables are all set equal to 100 on 27 February (the day before the outbreak of the conflict). The message
is clear here too: the USD has outpaced the other two traditional safe-have currencies, with the JPY slipping back to
around 160, raising concems over possible BoJ intervention, and the CHF returning to around 0.80 after touching a
low close to 0.76 at the end of January. The EUR, often cited as a potential alternative to the greenback, weakened
as well.
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Note that the DXY index slipped back below 100, while the JPY, the CHF and the EUR recovered some ground towards
158, 0.78 and 1.17, respectively, after the two-week ceasefire was announced ovemight. Both USD-CNY and USD-
CNH dropped towards 6.80 as well.

CHART 2: THE USD HAS OUTPACED OTHER SAFE-HAVEN CURRENCIES SUCH AS THE JPY AND THE CHF
103

102

97
96 =—EUR-USD JPY-USD
g5 ——DXY CHF-USD

27-Feb-26 09-Mar-26 19-Mar-26 29-Mar-26 08-Apr-26
Source: LSEG, The Investment Institute by UniCredit
Note: All variables are setequal to 100 on 27 February 2027 (the day before the outbreak of the Iran conflict).

It is therefore clear that when global risk aversion suddenly spikes, investors quickly return to buying the most liquid
currency, i.e. the greenback. This brings us to the second lesson:

Lesson Two: The de-dollarisation process is not over, but it requires a low-volatility environment to continue

If we go back to 27 February, FX market sentiment was overall bearish the greenback. Factors behind the weakness
seen throughout 2025, including uncertainty about the US economy, the Fed’s next policy moves, and, more broadly,
Trump’s economic policies, continued to weigh on the USD at the beginning of 2026 and remain intact. The conflict
has merely overshadowed them. They are likely to reassert themselves once the current support from the Middle
East crisis fades.

Does the USD rebound mean that de-dollarisation — the reduced use of the USD globally — is over, even though it was
a key factor of the dollar’s decline in 20257 Price action so far this year makes it clear that de-dollarisation remains
a slow process and, more importantly, requires a stable or low-volatile environment to continue.

This also reflects the still-substantial difference in the use of USD in the international monetary system at present.
In Chart 3, we plot the current percentade utilisation of the greenback in central bank reserves, international debt
and loans, payment systems, invoice trading and FX market transactions.

The euro barely exceeds 20% of the share in all catedories, while the CNY remains just above zero. A more intense
use of central bank digital currencies — such as the digital yuan (e-CNY) and a prospective digital euro (e-EUR) — might
further dent the leadership of the USD, but the two currencies are not set to definitively dethrone it anytime soon
(see also our long view: The long goodbye: how didital currencies could undermine USD edemony, 1 September 2025)
Both the JPY and the CHF remain two regional currencies, unable to seriously challenge the USD’s dominance.
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CHART 3: THE DISTANCE BETWEEN THE USD, THE EUR AND THE CNY IS STILL SUBSTANTIAL IN THE
INTERNATIONAL MONETARY SYSTEM
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Notes: all data are expressed as in percentade points of the total. Sum of shares of foreign exchande transactions total 200%.

Lesson Three: Abrupt shift towards aggressive tightening by major central banks cannot reverse USD strendgth
as long as risk aversion looms

Adainst this backdrop, forward rates have started to reflect a strong shift towards aggressive tightening by major
central banks. This is clearly visible in Chart 4, which compares policy rates implied for 4Q26 across major central
banks now and as of 27 February.

The shift has been particularly significant for the ECB and the BoE, reflecting the abrupt worsening in inflation
expectations in the eurozone and the UK on the back of the rise in energy prices. Yet this move has failed to reverse
the decline both the euro and sterling have experienced against the USD. At the most, this adjustment helped limit
downside for the two currencies but was insufficient to counteract the strength of the greenback.

CHART 4: ABRUPT SHIFT IN IMPLIED POLICY RATES (4Q26) SINCE THE START OF THE IRAN CONFLICT
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One plausible reason is that markets have also sharply scaled back expectations of Fed easing in the remainder of
the year, moving from over 50bp on 27 February to roughly 15. However, as the renewed strength of the greenback
has not been driven by interest rate differentials but by its safe-haven role during the recent spike in global risk
aversion, even an abrupt change in rate expectations is unlikely to weaken the USD.

And here is our third lesson: aggressive tightening by major central banks, as currently implied by forward rates, may
provide their respective currencies with some floor against the greenback, but is insufficient to dent the strength of
the USD if risk aversion persists.

Conclusion: USD unlikely to lose it grip unless the Iran conflict ends or
becomes an idiosyncratic risk factor for the US administration

If the greenback’s current strength comes primarily from its role as the preferred safe-haven currency, further USD
appreciation would likely require renewed escalation and a prolonged conflict that extends beyond the summer and
keeps risk aversion elevated.

By contrast, it also means that as risk aversion eases, the USD is likely to lose its grip, as it happened following the
two-week ceasefire announcement. Once the conflict has definitively ended, the markets are set to return to focus
on the factors that were weighing the greenback before the outbreak of the war.

EUR-USD closed at 1.1813 on 27 February. Investors are aware of the factors potentially undermining the USD, which
have nat gone away and may return to the spotlight if risk aversion softens. So far, EUR-USD has hit a low of 1.1412,
just a handful of pips below the low of 1.1442 reached during the 12-day US-Israel vs. Iran conflict last year (13-25
June 2025) — indirect proof that investors bought the USD as risk aversion spiked but remain reluctant to ride a more
sustained bullish trend, given the uncertainties that surrounded the US unit before the outbreak.

Some indication also come from option market indicators. Risk reversal rates for EUR-USD, which measure market
preference for calls (when positive) or puts (when nedative), for a given maturity and a given delta (they are typically
guoted at a 25-delta) and remain in favour of put options at one to three-month maturities (even though at less
nedative levels compared to the values seen immediately after the outbreak of the conflict), as shown in Chart 5.

CHART 5: EUR-USD RISK REVERSAL RATES STILL SUGGEST A SHORT-LIVED IRAN CONFLICT
0.50

0.30
0.10

20.10 |
-0.09

-0.30

-0.50 -0.40

-0.70

-0.90 -0.75

-1.10 -0.96
-1.30
-1.50

0.07

1IMRR 3MRR 6MRR 9M RR 1YRR
Source: LSEG, the Investment Institute by UniCredit

On the other hand, they are less negative between six and nine months and even slightly positive, and thus in favour
of calls, on a 12-month horizon. This picture indicates that investors are interpreting the current period of uncertainty
as unlikely to last much beyond the summer.

The USD is thus likely to return on offer if risk aversion eases, as also laid out in our baseline scenario, in which we
see EUR-USD moving back towards the upper end of the 1.15-1.20 area by the end of the vyear.
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Paradoxically, the same result could emerde if an opposite scenario materialises, with the US becoming drawn into
a protracted conflict, making little progress and lacking a clear exit strategy. In this case, the Iran war would be no
longer an event simply magnifying the role of the USD as the preferred world currency, but as an idiosyncratic risk
factor for the Trump administration and thus for the entire US system.

This would in turn further raise uncertainty about Trump’s presidency. The risk that he may become a “lame duck”
in the second term of his mandate would then become a more concrete possibility as well, especially if the
Republican Party is defeated in the US midterm election (3 November) — a prospect that would raise fresh credibility
concerns about US economic policy and, in turn, the US currency.
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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:

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 exchange 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 downgrading 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. 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.

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 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, images, 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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