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THE A$ – RETURNING TO COMMODITY PRICE FUNDAMENTALS?

Following recent falls by the US dollar against all major world currencies, the Australian dollar
has risen rapidly and is currently trading at levels around US$0.76.  The A$ (Sydney) closing price
on 13 January 2004 of US$0.7789 was a six year high and some 63% higher than its record
closing low of US$0.4789 on 2 April 2001.

Many commentators have remarked that the recent appreciation of the A$, apart from
following the market shift away from US$ investment, may also represent a return of the A$ to
commodity price fundamentals.

REVISITING RFC’S EXCHANGE RATE MONITOR

For many years RFC has published the performance of the A$ against commodity price levels in
the RFC Exchange Rate Monitor, as shown in the chart below.  The chart tracks monthly
average US$/A$ exchange rates since December 1984 against the RFC Export Price Index
(“EPI”) exchange rate, which is calculated from commodity price fundamentals as recorded
by the RBA US$ denominated All Items Commodity Price Index.
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ACTUAL EXCHANGE RATE RFC EPI EXCHANGE RATE

Actual US$/A$ monthly average exchange rate compared to an RFC EPI exchange rate 
based on the RBA US$ denominated "All Items" Commodity Index.

The recent strong performance of the A$ is clearly illustrated.  As shown, the RBA All Items Index
has also risen sharply recently, mostly due to rises in metal and rural commodity US$ prices.

The chart also demonstrates the long term interrelationship of the A$ and commodity price
levels, a trend that was clearly broken between mid 2000 and mid 2003.  In recent months this
divergence has been eliminated.
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A RETURN TO OLD TRENDS?

Recent shifts in actual exchange rates and commodity price fundamentals are further
illustrated in the plot of US$/A$ exchange rates against the RBA All Items Index below.  The
chart illustrates the long-term trend between commodity price fundamentals and the
Australian dollar exchange rate for each month since December 1984.
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  Commodity Price and A$ Exchange Rate Correlation

  /     Long term regression line

Data for the 32 months between September 2000 and April 2003 clearly lies outside the
established historical trend, as highlighted in red ink.

Since May 2003, this divergence has reversed.  However, whether the shift back to the old trend
line represents a long term return of A$ exchange rates to commodity price fundamentals
remains to be seen.

The Alchemist

DISCLAIMER
RFC Research Limited (“RFC”) has prepared this note to provide general commentary and analysis to professional investors on selected 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 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 and is not guaranteed.
Opinions, conclusions, assumptions, estimates, reflections, forward looking statements and forecasts referred to in this report are those of RFC alone and not
those of the companies referred to in this report and these companies do not endorse this report. Opinions expressed reflect RFC'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 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 is not responsible for any adverse consequences arising out of the use of this report. To the extent
permitted by law, RFC 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.
This report is intended to be, and is only, published and distributed in Australia and is not to be read or relied upon by any person situated outside of
Australia.
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