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Rate differentials and EUR-USD:  
disconnection set to continue in the near term  
21 April 2026 

Swings in risk aversion have been the main driver for EUR-USD since the 
outbreak of the Iran conflict, overshadowing rate differentials. Ahead of the 
ceasefire deadline, which is now delayed to Wednesday, a further escalation 
might drag EUR-USD down, while any breakthrough may lift it above Friday’s 
high of 1.1848. Markets will not return to focusing on rate differentials as a 
driver for this pair until the war-driven risk premium has dissipated.  

EUR-USD LESS AFFECTED BY RATE DIFFERENTIALS THAN IN THE PAST 

EUR-USD VS. SPREAD BETWEEN THE 2Y USD OIS (SOFR) RATE AND THE 2Y EUR SWAP RATE (RS, INVERTED) 

 

Source: Bloomberg, The Investment Institute by UniCredit 
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THE CONTEXT  

Markets opened the week with a cautious tone, as events over the weekend served as a reminder of the fragile 
geopolitical situation in the Middle East, with the Strait Hormuz still effectively blocked. Energy prices recovered from 
lows (the Brent is currently trading back at around USD 95bbl) while govies and stocks partially reversed Friday’s 
rally. By contrast, the FX market showed a muted reaction, as the US dollar index (DXY) edged just above 98 and 
EUR-USD remained just slightly above last Friday’s closing value of 1.1762. In any case, the price action since the 
start of the conflict (28 February) confirms that swings in global risk aversion remain the main driver for the greenback, 
which has immediately benefited from its safe-haven status when risk sentiment has deteriorated. Unsurprisingly, the 
greenback has also outperformed both the JPY and the CHF, the other two main safe-haven currencies. 

THE DATA 

Extraordinary events can have unusual effects on financial markets, often altering traditional 
relationships between financial variables. Our chart shows EUR-USD and the differential 
between the 2Y USD OIS (SOFR) rate and the 2Y EUR swap rate (in basis points, right and 
inverted scale) over the last three years. From April 2023 to April 2025, the exchange rate was 
negatively correlated with the rate differential. When the spread tightened, i.e. EUR rates 
moved closer to USD rates, EUR-USD went up, which is the textbook relationship between 
exchange rates and spreads. A year ago, after US President Trump announced the Liberation 
Day, the spread widened and EUR-USD rose. That move was perceived as representing 
disaffection towards US assets by investors concerned by US foreign policy and the potential 
loss of credibility of US institutions. After reaching 1.18 at the beginning of July, EUR-USD 
stabilised and was largely trading between 1.15 and 1.20 until the outbreak of the US-Iran war 
at the end of February. Over that period, this EUR-USD stability was not reflected in rate 
spreads, with EUR rates moving slightly higher as markets reduced expectations of further ECB 
rate cuts and USD rates edged lower. With the outbreak of the conflict, the relationship between 
the exchange rate and the spread has turned positive again, as it did after the Liberation Day 
announcement. However, more recently, the USD has appreciated relative to the common currency, 
while rates have risen more in the eurozone than in the US as the inflationary impact of the war is 
expected to be higher in Europe than it will probably be on the other side of the Atlantic. 

OUR VIEW 

We do not think that rate differentials are likely to return to being the key driver for EUR-USD 
until the war-driven risk premium has dissipated. As we show in our Short View – USD at war: 
three lessons to be learned, 8 April, since the outbreak of the conflict, global risk aversion has 
largely overshadowed other drivers of EUR-USD, such as fluctuations in oil prices and rate 
differentials. US President Donald Trump delayed the deadline for an US-Iran ceasefire by one 
day, i.e. to Wednesday at 20:00 EDT (2.00 CET on Thursday). This means that the two parties 
have in theory more time to negotiate, if talks between the US and Iran effective start today in 
Islamabad. That said, any renewed escalation in the conflict would push the greenback further 
higher across the board and drag EUR-USD lower. Nonetheless, at the levels reached, EUR-USD 
has already built a good base to make a plunge back to the recent low of 1.1412 and below 
quite difficult. By contrast, investors remain convinced that a meltdown scenario will not 
materialise and the two parties will ultimately reach a compromise, which explains the USD’s 
muted reaction to the US-Iran standoff in the Strait of Hormuz over the weekend. Hence, any 
breakthrough in the ongoing impasse, would be positive for EUR-USD, pushing it back above 
Friday’s high of 1.1848.  

  

https://www.research.unicredit.eu/DocsKey/fxfistrategy_docs_2026_188545.ashx?EXT=pdf&KEY=KZGTuQCn4lsvclJnUgseVC3FbuQ10KutoGeFLvopJmeaDjuegRV6Jw==&T=1
https://www.research.unicredit.eu/DocsKey/fxfistrategy_docs_2026_188545.ashx?EXT=pdf&KEY=KZGTuQCn4lsvclJnUgseVC3FbuQ10KutoGeFLvopJmeaDjuegRV6Jw==&T=1
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OTHER THINGS TO NOTE 

Kevin Warsh to face Senate Banking Committee confirmation hearing  

To be confirmed as Fed chair, a majority of the Senate Banking Committee must first 
approve Warsh’s nomination, after which it would proceed to a vote in the full Senate. 
Republican Senator Thom Tillis, a member of the Senate Banking Committee, has vowed to 
block any nomination to the Fed until the criminal investigation into Fed Chair Jerome 
Powell is resolved. Tillis’s objection is enough to block Warsh’s appointment if, as seems 
likely, all 11 Democrats oppose it, which would delay the appointment of Powell’s successor. 

Political uncertainty resurfaces in Romania  

Yesterday evening, the Social Democratic Party (PSD) decided by an overwhelming majority 
(97.7%) to withdraw its support for the current prime minister, Ilie Bolojan, leader of the 
National Liberal Party (PNL). Bolojan was asked to resign within three days before other 
measures to force his leave would be implemented, such as all PSD ministers resigning or a 
no-confidence motion being tabled. Bolojan announced that he does not intend to resign, 
arguing that the governing program was approved by all the members of the grand coalition. 
President Nicușor Dan will hold consultations with the various political parties to mediate 
the conflict, aiming to find a formula to maintain a pro-European government. Political 
tensions will be elevated in the coming weeks, with risks of no-confidence motion being 
brought or a minority government being formed without sufficient support to implement 
bold fiscal correction measures. We expect high volatility, with market moves driven by 
political developments and risks that worries of a fiscal slippage will resurface, intensifying 
upward pressure on EUR-RON, ROBOR rates and Romania’s financing costs. However, if a 
smooth transition to a new government committed to continuing fiscal adjustment can be 
achieved, we expect the market reaction to be contained. (Anca Negrescu) 

 TODAY’S DATA RELEASES 

Time (CET) Country Data Period UniCredit Consensus Previous 

14:30 US Retail sales ex. auto fuel (% mom) Mar 0.9 1.4 0.6 

14:30 US Retail sales (% mom) Mar 1.0 1.4 0.5 

16:00 US Senate Banking Committee scheduled 
to hold confirmation hearing for Fed 
chair nominee Kevin Warsh 

- - - - 

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 general public and is prov ided 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 w ith 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 change 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. If the 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. 

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 obt ain 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 si tuation 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 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, damages due to losses, lost earnings or unrealised savings. The contents of the publ ication – 
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 

https://www.the-investment-institute.unicredit.eu/en/glossary
https://www.the-investment-institute.unicredit.eu/en/conflictsofinterest-positiondisclosures
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