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Leading Index heading down

The six-month annualised growth rate in the WestpacMelbourne Institute Leading Index, which indicates the likely
pace of economic activity relative to trend three to nine months
into the future, fell from 1.4% in July to 0.5% in August.
The Leading Index has held up surprisingly well during this
downturn but it seems likely that there is more weakness on the
way.
For example, while all components have contributed to the
slowdown in growth since March, commodity prices and
equities have been reasonably resilient. Developments in those
markets in September are likely to drag the Index down further.
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Westpac expects the economy to contract by 4% in the
September quarter; show a modest 1.6% recovery in the
December quarter as the NSW and Victoria lockdowns are
eased and building into a 7.4% surge in growth in 2022.
By December we would be expecting to see signs of this
recovery in the Leading Index as it paves the way for a very
strong rebound in 2022, highlighted by a 5.6% lift in the first half
of the year.
The Leading Index growth rate has fallen abruptly over the last
five months, from 3.43% in March to just 0.54% in August.
The largest contributions to the fall in the Index have come
through a slowdown in domestic activity with hours worked
(–1.25ppts) and dwelling approvals (–0.43ppts).
Confidence measures have also weighed on the Index. The
Westpac- Melbourne Institute Composite Expectations
Index contributed 0.28ppts to the fall, while Unemployment
Expectations (–0.13ppts) also played a role.
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Internationally-focussed components have also slowed the
Index, although generally representing more modest impacts
than the domestic components. The flattening of the yield
curve, as long bond rates have declined, has contributed to
a loss of 0.44ppts. The S&P/ASX200 (–0.19ppts); commodity
prices (–0.10ppts) and US Industrial Production (–0.07ppts)
represented much smaller drags on the Index growth rate.
The Reserve Bank Board next meets on October 5. The Board is
unlikely to change policy settings now until February next year
when the next step in winding back the bond purchase program
will be taken.
Given our positive outlook for growth in 2022 we expect the
Board will be aiming to fully wind back purchases by May/
August.
Bill Evans, Senior Economist, ph (61–2) 8254 8531

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the forecasts are based
are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may differ substantially from these forecasts.

Bulletin

1

DISCLAIMER
© Copyright 2021 Westpac Banking Corporation
Things you should know.
Westpac Institutional Bank is a division of Westpac Banking Corporation ABN 33 007 457 141 (‘Westpac’).
Disclaimer
This material contains general commentary only and is not intended to constitute or be relied upon as personal financial advice. To
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