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Latest insights into economic momentum
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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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Leading Index slightly more positive

Matthew Hassan
Head of Australian Macro-Forecasting

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, nudged up to +0.42% in December
from +0.20% in November.

The latest update is broadly consistent with 2025’s recovery
carrying into 2026. However, the momentum is still not all
that convincing with the Index growth rate only modestly
above trend, having stalled through the middle of last year. An
outright strong growth pulse, associated with Leading Index
growth rate reads of over 1%, still looks to be a long way off.
Westpac expects the Australian economy to grow by 2.4%
this year, a result that we would see as being roughly around
trend.

The Leading Index detail shows recent small gains in the
growth rate have been narrowly based.

Net-net, the Leading Index growth rate has risen 0.38ppts
since mid-2025, from about flat in June (+0.04%) to a modest
positive currently (+0.42%). Two drivers account for bulk of
the gain: rising commodity prices (measured in AUD terms),
which account for 0.29ppts of the lift; and a renewed upturn
in dwelling approvals, which added a further 0.15ppts.
Australia’'s commodity price basket rose 5.4% over the second
half of last year, led by gold and copper, but further gains may
be hard to sustain given the unsettled global backdrop and

an appreciating AUD. Meanwhile, the more positive signal
around prospects for homebuilding pre-dates the sharp shift
in interest rate expectations since late last year.

Other components have been broadly neutral over the same
period with a slight improvement in labour-market-related
components offset by slightly softer signals from consumer
expectations, the S&P/ASX200, yield spread and US industrial
production.

The Reserve Bank Monetary Policy Board (MPB) next meets
on February 2-3. The latest Leading Index result suggests the
genuine cyclical upswing that formed in 2025 is carrying into
the new year. However, it is unclear how much this contributed
to last year’s lift in inflation and, in turn, whether this lift will
persist. Important updates on inflation and labour markets
should provide more clues over the next two weeks. On
balance we think these will allow the MPB to keep the cash
rate on hold at this February meeting and throughout the
remainder of 2026. However, the MPB is clearly sensitive to
inflation risks and has prepared the ground for possible rate
increases, should they be needed.

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 Westpac-Melbourne Institute Leading Index of
Economic Activity is designed to assist in identifying
turning points in the economy. The index combines
variables that reflect different aspects of the economy
into a single index that generally produces a more reliable
cyclical indicator than any single component taken
individually. The Leading Index of Economic Activity
provides advance information on the state of the economy
and gives early warnings of cyclical turning points.

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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