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After making a convincing recovery in the past few months,
the Desjardins Leading Index (DLI) suddenly dropped to its
neutral point in July. Much like other the economic statistics
published recently, the DLI’s recent tracking is not providing
any clear sign of where Québec’s economy is headed, at least
not for the time being. As such, it is difficult to determine
whether the doom and gloom will continue for a few more
months. The 0.5% relapse in the real GDP in May, following
April’s 0.8% gain, is another sign of a stop and go economy.
The annualized 0.8% contraction of the real GDP in the first
quarter was the first step toward a recession. The numbers for
May are not clear cut about this possibility; in fact, June’s
statistics will be the deciding factors. Our forecast scenario
that calls for Québec to barely avoid a recession still stands,
despite May’s results. Even if real GDP growth firms up
somewhat in the second half of 2008, it will only reach 0.8%
for 2008 overall. Nothing should be taken for granted on this
front either.

CONSUMERS
The drop in oil prices – and by extension, gasoline prices –
was a welcome reassurance for consumers in July. It will,
however, be difficult for consumer confidence levels to win
back the ground lost since last spring. Energy prices, which
remain historically high, continue to be a concern in
households. Confidence slipped a bit in August, wiping out
some of the gains made in July.

The labour market is the major source of worry. Québec
sustained heavy job losses, with 29,700 jobs lost in July, after
starting the year in neutral territory. The unemployment rate
continued to climb, rising from 7.2% in June to 7.4% in July.
These unfavourable statistics on the job front reflect the
current economic slowdown.

The gloomy mood could end up slowing down the pace of
consumer spending, especially since the soothing effect of
tax relief granted at the beginning of 2008 will quietly fade
away by the second half of the year.
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HOUSING MARKET
Existing home sales fell by 1.4% in the first semester vs. the
same period last year. This change in direction was fully
anticipated given that consistently rising prices were bound
to have a cooling effect on demand at some point. The number
of transactions is still at a high level, however, but it is slowly
inching away from the peak reached in 2007.

Even though fewer homes are being sold, prices continue to
rise. It is still a sellers market, but sellers are seeing their strong
positions undermined. The increase in the number of
properties for sale, especially in the upper price ranges, is
giving buyers more leeway.

As long as the right balance remains out of reach, price hikes
will continue to outstrip inflation. In the first half of the year,
home prices increased by 5.1% year-over-year in Québec. And
since the market is light years away from the surplus situation
we are seeing in the U.S., we will not be seeing any widespread
drops in prices here.

EXPORTS
The decline of the Canadian dollar to under the US$0.95 mark
will give exporters a bit of a break. Even at this level, the
situation is still difficult. International exports of goods fell by
2.5% in real terms in June. This brings the year-to-date decline
to 3.6% for the first half of the year.

Given the persistent economic troubles in the United States,
any recovery in international exports will be slow in coming.
The semi-stagnation of the U.S. leading indicator is quite
convincing in this regard.

FINANCIAL MARKETS
The Bank of Canada again opted to maintain the status quo in
July. Despite the economic difficulties that are gripping the
country, Canada’s monetary authorities are dealing with a pace
of total inflation that is in excess of 3%. In this type of situa-
tion, the key interest rates should remain stable in Canada for
the next few months.

Québec’s economy will not be able to count on a rate cut in
the near future to help it through this turning point. With
employment reaching its upper limit and confidence levels
that are struggling to regain lost ground, it may take some
time to get this train back on track.


