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Iran conflict: ripple effects on copper and aluminium

5 March 2026

Copper and aluminium remain resilient despite geopolitical uncertainty,
supported by firm demand and tight supply. While energy and USD volatility
may add to the short-term noise, long-term fundamentals still dominate.
We remain constructive for 2026, with only a mild softening expected in
2027 as economic growth slows in China. This backdrop creates
opportunities in commodities and emerging markets.

1. Geopolitical risks increase uncertainty: The Iran conflict has increased market uncertainty, lifting volatility,
USD safe-haven demand and oil risk premiums. While macro effects should remain manageable unless tensions
escalate further, disruptions around the Strait of Hormuz have become more relevant for metals, adding
supply-risk pressure due to energy sensitivity and vulnerable shipping routes.

2. Metals are supported by fundamentals: Copper and aluminium remain supported by firm structural demand
and tight supply. Copper is sensitive to USD movements, with the USD strength temporarily weighing on prices
even as structural drivers dominate. Middle Eastern supply-risk factors, including production and exposed
shipping routes, further reinforce the tight underlying market.

3. Favourable commodity outlook: The current environment favours commadities, high-quality miners and select
emerging markets with robust fundamentals. Should global sentiment stabilise, markets with meaningful
commodity exposure are well positioned, particularly as copper and aluminium may reflect additional
Middle-East-related supply-risk premiums, strengthening an already tight global backdrop.
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Geopolitical risk premium returns

The renewed escalation of conflict in the Middle East has brought back the geopolitical risk premium across financial
markets. US and Israeli strikes on Iranian targets, drone attacks on refineries in Saudi Arabia and Kuwait and reduced
tanker traffic through the Strait of Hormuz have lifted oil prices by about 7% during recent sessions. The Strait of
Hormuz, through which around 20% of global oil and gas flows, remains a crucial chokepoint for world energy supply.

The conflict is impacting markets through two main channels. First, heightened uncertainty is strengthening the US
dollar as investors are seeking safety. Second, concerns over enerdy transportation and refining capacity are
increasing the risk premium embedded in oil prices. In our baseline scenario, we do not expect a sustained or
significant rise in oil prices unless the conflict intensifies or becomes prolonged. Some volatility is likely to continue
but the broader outlook for global growth and inflation remains stable, with uncertainty rather than persistently
higher energy costs acting as the dominant transmission mechanism.

Copper supported by structural demand and constrained supply

Copper continues to show resilience within the broader base metals group, even amid elevated volatility. The chart
below, comparing LME copper prices with the US dollar index (DXY), reflects the return of the typical negative
correlation between the two. Historically, a stronger USD tends to weigh on copper. However, despite the geopolitical
environment, the recent weakening of the USD suggests that any future appreciation is likely to be limited. More
importantly, the performance of copper increasingly reflects its structural story rather than short-term macro
movements.

Demand remains solid across several sectors, including the expansion of Al-data centres, electricity-grid upgrades,
renewable energy technologies and defence. On the supply side, China’s decision to cut output of key nonferrous
metals in 2026, combined with low global inventories and persistent geopolitical tensions, highlights the market’s
tight supply conditions. The chart below shows both the renewed negative correlation between copper and the USD
and copper’s ability to outperform even during periods of potential USD strength. This underscores the confidence in
copper’s underlying trend.

A STRONGER DOLLAR IS UNLIKELY TO HINDER THE PERFORMANCE OF COPPER
LME COPPER 3M FORWARD (USD PER TONNE) VERSUS US-DOLLAR (AS MEASURED BY THE DXY INDEX)
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Additional supply-risk factors may also support higher copper prices. Iran produces about 1.5% of global mined
copper and its output has risen from 315,000 tonnes in 2017 to about 410,000 tonnes in 2025, meaning even small
disruptions could matter in an already tight market. The Middle East also supplies roughly 20mn tonnes of sulphur
annually, roughly half of dlobal seaborne sulphur, which is essential for African leaching operations. Escalating
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geopolitical tensions could further increase freight and insurance costs, amplifying disruption risks and tightening
the global availability of concentrate.

Aluminium holds its ground as high energy costs support an already tight
market

Aluminium remains supported by steady structural demand and rising production costs. Both forces have been
intensified by ongoing geopolitical tensions. Disruptions around the Strait of Hormuz, including drone attacks and a
reduction in tanker movements, have pushed energy prices sharply higher, adding significant cost pressure to
aluminium production. The chart below, which compares LME aluminium prices with Brent crude, depicts
aluminium’s strong positive relationship with energy costs, reflecting its highly energy-intensive production process.
When oil and electricity prices increase, smelter margins narrow and aluminium prices tend to rise.

US tariffs in 4Q25 added to market tightness by raising domestic premiums and distorting trade flows, particularly
by restricting availability outside the United States. Combined with elevated global energy prices, these effects are
likely to tighten the market further. At the same time, demand from electrification, renewable power infrastructure
and construction remains firm. These less-cyclical sectors continue to increase aluminium’s sensitivity to energy-
driven production costs. Given this context, higher energy prices are likely to further support aluminium, although in
our baseline scenario we do not expect a prolonged spike in oil prices.

RISING ENERGY COSTS COULD IGNITE MOMENTUM IN ALUMINIUM PRICES
LME ALUMINIUM 3M FORWARD (USD PER TONNE) VERSUS BRENT CRUDE (USD PER BARREL)
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Aluminium is facing similarly elevated supply-risk pressures as geopolitical tensions intensify. With the Middle East
accounting for roughly 8% of global aluminium output, any disruption around the Strait of Hormuz has an outsized
impact on availability. The recent conflict has already impeded shipping and raised freight and insurance costs,
increasing the risk of delays to aluminium exports as well as alumina imports, with regional smelters depending on
the latter. As smelters typically hold only 3-4 weeks of alumina inventory, prolonded disruption could lead to
production cuts and tighten global supply. Combined with firm structural demand, these logistics-related pressures
are increasing aluminium’s sensitivity to supply shocks and reinforce upward price risks.
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Positioning in base metals amid elevated uncertainty

The Iran conflict continues to stress energy markets and is increasing geopolitical risk premiums. Nevertheless,
copper and aluminium remain supported by structural demand and supply constraints shaped by the current
geopolitical context. While volatility is likely to remain elevated, the fundamental trend for both metals remains
intact.

Given this backdrop, we remain constructive on both base metals for 2026. For aluminium, we have updated our
price forecast to around USD 3,300 per tonne by the end of 2026, supported by structurally tight supply, enerdy cost
pressures and resilient demand from electrification and infrastructure. By the end of 2027, we anticipate a mild
easing toward USD 3,200 per tonne, reflecting gradual supply normalisation and softer economic growth in China.
For copper, our view is supported by persistent supply constraints, multi-year investment cycles and accelerating
demand linked to grid expansion, renewable energy and data centres. We forecast an end-of-period level of around
USD 13,400 per tonne for 2026, followed by USD 13,300 per tonne in 2027, as supply improves dgradually while
remaining tight relative to long-term demand.

Base metals therefore continue to function as an effective hedge adainst dgeopolitical and supply-chain uncertainty.
Producers with solid balance sheets, low production costs and clear exposure to copper and aluminium are well
positioned to benefit from resilient pricing and long-term secular demand drivers. Beyond the metals sector,
emerging markets, especially in Latin America, stand to gain from stronger terms of trade, improving fiscal conditions
and more-robust external balances. Opportunities extend across EM equity and EM debt, particularly in countries
with sound macro fundamentals and significant commodity exposure.
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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:

4. |Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

5. 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.

6. 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.

7. 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.

8. 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.

9. |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.

10. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

11. 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 autharisation from UniCredit Group unless if purposes of personal use only. E 25/1

" . .
www.the-investment-institute.unicredit.eu J Unlcredlt



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

	The Short View
	Iran conflict: ripple effects on copper and aluminium
	Aluminium holds its ground as high energy costs support an already tight market
	Positioning in base metals amid elevated uncertainty

	Legal Notices
	Glossary
	Marketing Communication



