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Co. Profits, Inventories & GDP Preview 
Wild Swings 
• The pandemic generated waves of government stimulus. These stimulus measures led to an 

unexpected 15.0% spike in company profits in the June quarter and have obscured the true 
underlying picture in profits. 

• Wages & salaries declined by 3.3% in the June quarter, which is the biggest decline since the 
data series goes back and reflects the sharp deterioration in the labour market. The annual 
pace also showed a contraction, of 1.1%, which was the largest decline since the December 
quarter of 2009.  

• Inventories declined sharply in the June quarter, falling by 3.0% or $4.8 billion. It was the 
biggest decline since the data series began in 1985. COVID-19-related restrictions have had a 
detrimental impact on production, resulting in a drawdown in inventories across all sectors 
except for mining.  

• Partial economic indicators have been mixed in the lead up to the GDP release this 
Wednesday, but on balance suggest upside risk to our long-held preliminary forecast for a 
fall of 7% in the June quarter. The quarterly decline in GDP is shaping up to be closer to 6%. 
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Gross Company Operating Profits 

Gross company operating profits spiked unexpectedly by 15.0% in the June quarter, which is the 
biggest quarterly gain in 3½ years. The outcome was heavily impacted by the receipt of 
government subsidies such as JobKeeper. The government unleashed substantial stimulus to 
help otherwise viable businesses survive the impact of the pandemic and have obscured the true 
underlying picture in profits. These subsidies or government transfers are included as income in 
the compilation of company gross operating profits but are not separately published in today’s 
release.  

The largest gains in profits were recorded in other services, which includes bookstores, 
pharmacies and other specialty stores. The gain in this sector was 252.8% in the quarter. 
Administration & support services and accommodation and food services also recorded hefty 
increases in the quarter of 120.6% and 86.3%, respectively. 

Mining has the greatest share of profits at around 35% in the quarter, but its profits slid 0.7% in 
the quarter. Mining is one of the industries that has shown greater resilience from the pandemic, 
so mining businesses might have not accessed government income support measures as much as 
other industries. Excluding mining, profits would be up 25.5%. 

On an annual basis, company profit growth slowed from 2.4% in the December quarter to 1.5% 
in the March quarter.  

 

Wages & Salaries 

Wages & salaries declined by 3.3% in the June quarter, which is the biggest decline since the data 
series goes back and reflects the sharp deterioration in the labour market. The annual pace also 
showed a contraction, of 1.1%, which was the largest decline since the December quarter of 
2009.  

The decline for wages and salaries is likely to bring down total incomes in the quarter. The wages 
component comprises just under half of GDP (based on the income measure). 

 

Inventories 

Inventories declined sharply in the June quarter, falling by 3.0% or $4.8 billion. It was the biggest 
decline since the data series began in 1985. COVID-19-related restrictions have had a detrimental 
impact on production, resulting in a drawdown in inventories across all sectors except for mining.  

The largest drawdowns occurred in accommodation & food services and retail trade, which are 
also industries that were especially hard hit by the lockdown restrictions. Inventories in 
accommodation & food services dropped 11.6% in the June quarter while those in retail trade 
declined 7.8%. The drop in retailing inventories was the sharpest on record. 

Inventories are expected to detract 0.5 percentage points from GDP growth in the June quarter.  

 

GDP Preview 

Partial economic indicators have been mixed in the lead up to the GDP release this Wednesday, 
but on balance lean towards upside risk. Our preliminary forecast for GDP for a long time has 
been for a contraction in GDP for the June quarter of 7%. The partial indicators published so far 
suggest the contraction might be closer to 6%. There are two more partial indicators to be 
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released tomorrow, which will help finalise economists’ forecasts. 

A contraction in the June quarter would confirm Australia was in recession in the first half of 
2020 with two consecutive quarters or more of a shrinkage in GDP required to meet the official 
definition of a recession. In the March quarter, GDP fell 0.3%. 

We are anticipating a broader based recovery to start in the December quarter with a flat 
outcome our preliminary forecast for the September quarter. The recovery has been delayed due 
to Stage 4 lockdowns in Victoria and growing clusters in NSW impacting confidence. 

 

Besa Deda, Chief Economist 
Ph: 02-8254-3251 
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The Detail 
 
The information contained in this report (“the Information”) is provided for, and is only to be used by, persons in Australia. The information 
may not comply with the laws of another jurisdiction. The Information is general in nature and does not take into account the particular 
investment objectives or financial situation of any potential reader. It does not constitute, and should not be relied on as, financial or 
investment advice or recommendations (expressed or implied) and is not an invitation to take up securities or other financial products or 
services. No decision should be made on the basis of the Information without first seeking expert financial advice. For persons with whom 
Bank of Melbourne has a contract to supply Information, the supply of the Information is made under that contract and Bank of Melbourne’s 
agreed terms of supply apply. Bank of Melbourne does not represent or guarantee that the Information is accurate or free from errors or 
omissions and Bank of Melbourne disclaims any duty of care in relation to the Information and liability for any reliance on investment 
decisions made using the Information. The Information is subject to change. Terms, conditions and any fees apply to Bank of Melbourne 
products and details are available. Bank of Melbourne or its officers, agents or employees (including persons involved in preparation of the 
Information) may have financial interests in the markets discussed in the Information. Bank of Melbourne owns copyright in the information 
unless otherwise indicated. The Information should not be reproduced, distributed, linked or transmitted without the written consent of Bank 
of Melbourne. 

 
 
Any unauthorised use or dissemination is prohibited. Neither Bank of Melbourne- A Division of Westpac Banking Corporation ABN 33 007 
457 141 AFSL 233714 ACL 233714, nor any of Westpac’s subsidiaries or affiliates shall be liable for the message if altered, changed or 
falsified. 

 


