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Introduction 
 
• The Australian dollar is near its two-year high at US$0.797/A$ 
• Recent strength in the Aussie dollar’s value has widely been 

attributed to Australian macroeconomic and global factors:  
o The Australian unemployment figure of 5.6% in June is 

near its lowest point in 3.5 years  
o The Prime Minister, among others, has suggested that 

the RBA’s new ‘neutral cash rate’ of 3.5% indicates a 
series of interest rate increases may be approaching 

o A weaker US dollar, driven by a more dovish interest rate 
policy from the Federal Reserve 

X  
Commodity Price-Based Exchange Rate Model 
 
With commodity prices accounting for as much as 80% of the 
Australian dollar’s movement, what do their movements imply for 
the Aussie dollar?  
• Purely commodity-price based modelling  indicates that at 

US$0.797/A$ the Aussie dollar is fairly valued and within one 
standard error of the predicted price 

• This follows a 12-month period when the Aussie dollar stubbornly 
refused to follow exceptionally strong commodity prices, particularly in 
the bulks 

• While prices for commodities are down from their Jan-May peaks, 
prices (and forecasts) for key commodities remain generally above 
their 2016 levels, bolstering the recent strength in the Aussie dollar 

• The sentiment for commodities we’ve picked up on in conversations 
with miners, developers and mining service executives is on the rise, 
with exploration budgets increasing across commodities and junior 
developers finding financing for their projects (eg, Heron’s Woodlawn) 

 

Commodity Prices Jul 2016 
Avg 

High  
Jul 16-Now %ch Now %ch 

Iron Ore (US$/t) 57 95 +66% 69 +22% 
Met Coal (US$/t) 96 314 +228% 176 +84% 
LNG (US$/mmbtu) 3.1 3.6 +17% 2.9 -4% 
Therm Coal (US$/t) 62 81 +30% 83 +34% 
Gold (US$/oz) 1,340 1,364 +2% 1,247 -7% 
Crude Oil (US$/b) 54 61 +12% 51 -6% 
Alumina (US$/t) 1,629 1,962 +20% 1,909 +17% 

 

 

Issue 32: 
 
The Australian Dollar – Overpriced? 
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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. 


