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Exchange Monitor
The Alchemist looks at the current level the A$/US$ exchange rate.
While some brokers expect the rate to remain steady over 2018, we
think that a stronger-than-expected gain is possible

The Aussie Dollar — Not Coming Down Anytime Soon
INTRODUCTION

•

The Australian dollar traded at a January average of US$0.795/A$
and ended the month at US$0.807/A$.

•

This recent appreciation has largely been due to the broad,
positive macroeconomic outlook and the ongoing expectations for
an interest rate increases in the near future.

•

COMMODITY PRICE-BASED EXCHANGE RATE MODEL
•
•

At US$0.807/A$, the Aussie dollar sits outside what can
be expected from our purely commodity-based
modelling.
It is in RFC Ambrian’s opinion, that the Aussie dollar is
more fairly valued at US$0.850/A$. This reflects the
ongoing growth in mining exports and the increase in
prices across the commodity sector.

•

Figure 1 Commodity-based Estimate for A$/US$ .

The recent rally in commodities saw a 17.7% increase
in the RBA Commodity Price Index since June 2017, the
highest it has been in almost 3.5 years
This follows an 18-month period of a suppressed Aussie
dollar compared to commodity prices, largely driven by
contractionary US monetary policy as opposed to
Australia’s neutral stance.
Broker consensus has the Aussie dollar at fair value,
expecting it to maintain its US$0.79-0.80/A$ level
throughout 2018 and into 2019, reflecting consensus
that most commodities will decline or remain stagnant
for the remainder of 2018.
However, feedback to RFC Ambrian from numerous
influential industry analysts and miners, suggests that
growth in demand for commodities could drive a greaterthan-expected increase in the Aussie dollar. This is in
line with our commodities based modelling (see
Figure 1).
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SUMMATION
It is in RFC Ambrian’s view that the recent rally in the bulks and
base metals is likely to continue into the near future. This rally in
commodities will subsequently provide sustained upward pressure
on the Aussie dollar.

Figure 2 RBA Commodity Price Index
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RECENT TRENDS IN COMMODITY PRICES
• With bulk commodities making up 50.5% of the RBA
Commodity Price Index (and iron ore being 29.5% of
this), it is no surprise the index has rallied in recent
months.
• Rural commodities (which make up 14.7% of the index)
gained ground in the second half of 2017, although this
has had little impact on the overall index.
• Spot Copper and Aluminium are up approximately 16%
and 11% since July last year respectively.
• LNG makes up 9.7% of the index, up from 8.8% in
March 2017. With the Japan average spot LNG price
having risen 96% over the past 6 months to levels not
seen since the end of 2014.
• Already commodities are well above the 1Q 2018
consensus values, with little sign of slowing down in
the near future.
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Table 1

Commodities Consensus Forecasts (US$/tonne)
Price
18 ‘Jan

1Q18

2Q18

3Q18

4Q18

2019

228.3

177.0

165.3

150.8

146.0

135.7

Thermal Coal (spot) 106.85

86.64

80.60

77.20

76.74

72.31

Iron Ore (N. China)

74.35

67.47

64.77

60.48

60.82

61.41

Aluminium

2243.5

2118

2094

2080

2102

2085

7032

6658

6673

6646

6588

6713

Coking Coal (Aust.)

Copper

Source:Consensus Economics (January 2018), Bloomberg
Thermal Coal (Newcastle FOB Spot – 6000 kcal/kg)
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DISCLAIMER
RFC Ambrian Limited (“RFC Ambrian”) has prepared this note to provide general commentary and analysis to professional and sophisticated investors
on resource companies, securities and markets. No part of this report is to be construed as a solicitation, offer or invitation to buy or sell any security
and should not be relied upon in connection with any contract or commitment whatsoever.
RFC Ambrian prepared this report without taking into account the objectives, financial situation or needs of any person. Before making an investment
decision or otherwise acting on the basis of this report you should consult with a professional investment adviser to consider the appropriateness of the
advice, having regard to your objectives, financial situation and/or needs.
This report is based on publicly available information. Although the information contained in this report has been obtained from sources believed to be
reliable and accurate, its accuracy, reliability or completeness has not been verified by RFC Ambrian and is not guaranteed.
Opinions, conclusions, assumptions, estimates, reflections, forward looking statements and forecasts referred to in this report are those of RFC
Ambrian alone and not those of the companies referred to in this report and these companies do not endorse this report. Opinions expressed reflect
RFC Ambrian's judgement at the date of this report and may change without notice. Forecasts of commodity prices, interest rates, exchange rates and
economic growth are subject to significant change. No representation or assurance is given that any prediction, projection or forecast contained in this
report will be achieved.
RFC Ambrian and its related bodies corporate or any of their associates, officers or employees may have interests in securities referred to in this report
and may hold directorships in or provide corporate finance or other services to the companies referred to in this report. Further, they may buy or sell
securities of the companies referred to in this report as principal or agent, and as such may effect transactions which are not consistent with any
opinions contained in this report.
Use of the information in this report is at your own risk. RFC Ambrian is not responsible for any adverse consequences arising out of the use of this
report. To the extent permitted by law, RFC Ambrian accepts no responsibility for damages or loss relating in any way to any errors or omissions in any
information or opinions provided in this report, whether arising from negligence or otherwise from the use of or reliance on this report.
In Australia this report is intended, only for publication and distribution to professional and sophisticated investors and is not to be read or relied upon by
any other person.
This report is approved for publication in the UK under section 21 of the FSMA by RFC Ambrian Limited (UK). It is being made available for distribution,
to eligible counterparties and professional investors only (as those terms are defined by the rules of the Financial Conduct Authority (FCA)). Its contents
are not directed at retail clients. RFC Ambrian (UK) Limited publishes this document as non-independent research which is a financial promotion under
FCA rules. It has not been prepared in accordance with the regulatory rules relating to independent research and it is not subject to the prohibition on
dealing ahead of the dissemination of investment research.
RFC Ambrian Limited (ABN 59 009 153 888) is the holder of AFSL 233214.
RFC Ambrian Limited (UK) is a member of the London Stock Exchange and is authorised and regulated by the FCA.
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