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Real yield curve twist: short-end safety, long-end risk

15 April 2026

Eurozone real yields have declined sharply at the front end, reflecting
demand for safety, while rising at the long end, driven by higher risk
premiums. Overall, real yield curve dynamics do not indicate significant fears
of a deep or prolonged economic slowdown, and real yields at the long end
are unlikely to fall much from current levels.
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THE CONTEXT

The war in the Middle East has led to considerable volatility in inflation expectations and nominal yields. This has
led to notable shifts in real yields, a key variable for economic decisions. In today’s coffee break we discuss the
behaviour of the real yield curve in the eurozone so far this year and what the different reactions of the short and the
long end suggest.
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THE DATA

Our chart shows the real yield curve, based on euro swaps. We calculate real yields as nominal
euro swap rates minus inflation swap rates with corresponding maturities. We focus on swap
rates rather than Bund yields to isolate broad market trends and avoid distortions related to
market-specific supply and demand dynamics. The chart compares today’s real yield curve
with the beginning of the year and the day before the conflict in Iran began. This framework
provides a simple way to assess how the conflict has affected real yields.

In the first two months of the year, real yields declined by around 30bp across maturities. This
move was driven by concerns over the potential nedative impact of artificial intelligence on
employment. Investors feared job displacement could materialise faster and prove more
significant than productivity gains.

Since the start of the conflict in Iran, the real yield curve has twisted around the five-year tenor.
Long-end real rates have increased by around 20bp, while short-end real rates have fallen by
roughly 30bp, moving close to zero. The decline at the front end was driven by a sharp rise in
inflation expectations, around 100bp at the two-year maturity, which exceeded movements in
nominal yields.

Since the ceasefire was announced, real yields at the long end have moved even higher, while
the short end has remained broadly unchanged at close to zero.

OUR VIEW

The dynamics of the real yield curve convey several important signals. The sharp decline in
short-end real yields reflects that, in an environment of elevated uncertainty, the front end of
the curve is perceived as the safest segment, and investors are willing to accept very low or
even zero real yields in exchange for safety and liquidity. Moreover, inflation swaps are not very
liquid and their prices move significantly in response to demand imbalances, while nominal
yields are more liquid and more stable.

From the ECB’s perspective, the strong decline in two-year real yields indicates that funding at
the short maturities has become cheaper, which should reinforce the case for tightening
monetary policy if inflation pressure persists. In our view, real yields at the short end are too
low and are likely to move higher going forward.

The rise in real yields at the long end most likely reflects higher risk premiums due to reduced
appetite for duration risk, a less certain geopolitical environment and expectations of higher
government borrowing linked to increased defence spending and a stronder role for the public
sector in the economy. An additional consideration is that a supply-driven energy shock could
push up the equilibrium real rate (r*) by increasing the required return on capital. Replacing
fossil fuels with alternative energy sources is likely to require large-scale investment, which
could also exert upward pressure on r*,

Overall, the recent evolution of the real yield curve does not suggest that investors are pricing
in a deep or prolonged economic slowdown. We agree on this and do not expect real yields to
fall significantly from current levels. One open question remains the long-term impact of
artificial intelligence on r*. However, the dynamics of real rates over recent weeks do not appear
to reflect a material shift in how investors assess this issue.
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OTHER THINGS TO NOTE

EUR-USD hits 1.18 amid elevated deal optimism

Risk-on sentiment continues across markets, primarily Asian equities, amid elevated
optimism that a US-Iran deal could be reached soon. The US dollar index (DXY) is down
again, and USD-CNH is below 6.82 as well. For now, however, all we know is that the two
parties may return to Islamabad later this week to resume nedotiations, but the dap between
the US and Iranian delegations remains wide on many issues. Russian Foreign Minister
Sergey Lavrov met Chinese President Xi Jinping on a proposal for a deal on four points to
break the deadlock. Meanwhile, EUR-USD remains well bid but slightly below 1.18 after a
high of 1.1811 was reached yesterday. A definitive break of 1.1813 would bring the pair
back above its 27 February close, the day preceding the outbreak of the conflict. After that,
the next key levels to be monitored on chartsare 1.1929 and the YTD high of 1.2041 touched
in late January. We remain positive about EUR-USD over the medium term, as in our baseline
scenario, but the key question now is whether a stronger EUR-USD is already consistent with
the uncertainty surrounding US-Iran negotiations and with the current geoeconomic picture.
Hence, EUR-USD might be exposed to disappointment and to renewed selling pressure
should nedotiations fail again. Yet at current levels, EUR-USD has built a sufficient downside
cushion to absorb a significant correction, with the 1.15-1.16 area likely to hold. (R. Mialich)

TODAY’S DATA RELEASES

Time (CET) Country Data Period UniCredit Consensus Previous
11:00 EZ Industrial production (% mom) Mar 0.0 0.3 -15

Source: Bloomberg, The Investment Institute by UniCredit
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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:

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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