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Leading Index stabilises

¢ Leading Index growth rate lifts to +0.03%.

¢ Index points to momentum stabilising in the second half
of 2024.

* Updates yet to signal a sustained recovery.

¢ Gains mainly driven by a rally in commodity prices that
has now turned.

¢ Other components giving more mixed, and mostly soft,
signals on growth.

The six-month annualised growth rate in the Westpac-
Melbourne Institute Leading Index, which indicates the likely
pace of economic activity relative to trend three to nine
months into the future, rose to +0.03% in February from
-0.25% in January.

The Leading Index growth rate continues to show signs of
improving, hovering around the zero ‘gain line’ over the last
four months following fifteen consecutive months of negative,
below trend reads. The recent reads are broadly consistent
with a more stable growth profile emerging later this year
following a long period of soft, below trend outcomes.
However, the Index growth rate is still some way from
signalling the start of a sustained recovery. The detail behind
the index also suggests positive, above-trend growth will
continue to be elusive for some time yet.

Importantly, much of the improved signal from the Leading
Index over the last six months is due to a rally in commodity
prices that now looks to be unwinding. Australia’s commodity
prices surged nearly 10% over the six months to February, led
by a 20% lift in iron ore prices. That surge unwound sharply in
the first few weeks of March: spot iron ore prices are now back
around US$110/t compared to peaks of over US$135/t late last
year. The impact of the latest move will be captured in next
month’s Leading Index release.

The Leading Index growth rate has lifted from -0.48% in
August to the current 0.03%. Component-wise, all of the
0.51ppt lift is due to the improved read on RBA commodity
prices, measured in AUD terms, which added +0.5ppts. Other
components have seen small positives from the sharemarket
(+0.09ppts), an improving yield spread (+0.03ppts) and a
slight lift in consumer sentiment (+0.02ppts) offset by softer
momentum reads on US industrial production (-0.12ppts),
aggregate monthly hours worked (-0.06ppts) and dwelling
approvals (-0.06ppts) - albeit with these last two components
seeing notable lifts in the latest month.
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The Reserve Bank Board next meets on May 6-7. We expect
the Board to again leave the official cash rate unchanged,
provided inflation continues to track towards a return to

the RBA's 2-3% target over a reasonable time frame. Recent
updates show economic growth slowed to a crawl in the
second half of 2023 with domestic demand basically flatlining.
That soft performance looks to have carried into the first half
of 2024 and while the latest Leading Index reads suggest
conditions may improve in the second half, the signal is neither
strong nor convincing.

Matthew Hassan, Senior Economist

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.
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