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Noteworthy News
• US Federal Reserve Chair Jerome Powell said on August 25th that they may need to raise interest rates further to cool

still-too-high inflation, promising to move with care at upcoming meetings. He noted that progress had been made on
easing price pressures and risks from the resilience of the US economy.
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Opening Comments

Chinese Economic Volatility
• The PBOC (People's Bank of China) delivered a surprise rate cut in August as the world's second largest economy has

stumbled under the weight of expectations.

• Demand for Chinese manufactured goods is slow, and the service sector cannot sustain the economy. There are a few
thoughts to consider here (other than the obvious conclusion that this is a negative surprise for global growth).

• The first is that, while the weak recovery is bad news for global growth, it actually helps alleviate inflation pressure for
the developed world. Previous boom-bust commodity cycles, especially for industrial metals, largely depended on the
investment-led economic cycles in China. This time around, China has not stoked its economy by gobbling up
commodities, which helps keep prices lower.

• Second, China is facing long-term structural challenges from declining demographic growth, a weak property sector
and issues surrounding elevated local government debt. Forget about inflation, deflation may be the bigger concern
with the GDP (Gross Domestic Product) deflator falling into contraction in the second quarter, a -1.5% yoy decline
something not seen since the Great Financial Crisis in 2008.

• We feel that China's reopening is largely reflected in markets at this point, so we are moderating our exposure to China.

• Our new website is live! The new website is redesigned from the ground up and was developed with you, our clients, in
mind. The website features all of our recent newsletters to you, as well as other regularly updated market commentary
and analysis from TD. Andrew's website can be accessed here and Nathan's can be accessed here, as well as with the
links in our signatures at the bottom of this newsletter.

https://portfolio-managers.td.com/andrew.kay/
https://portfolio-managers.td.com/nathan.leveille/
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Looking Forward
• The full effect of higher rates on the consumer and real estate market remains to be seen. As such, we anticipate that

the Canadian economy will slow in 2023. However, strong free cash flows within the Energy sector, and relatively
inexpensive Financial stocks, may present attractive opportunities.

• We remain concerned that U.S. earnings growth could be challenged as U.S. Federal Reserve rate hikes slow economic
growth. The year-to-date returns on U.S. equities have been led by a few mega cap stocks. Valuations for the rest of the
U.S. equity market are more reasonable, which offers some potential support for the stock market, even in a modest
economic slowdown.

• Downward revisions to earnings estimates appear to have slowed, or possibly ended, and estimates are flattening out.
There hasn’t been a meaningful downgrade to 2023 estimates in several quarters. The number of U.S. companies
issuing positive versus negative outlooks is improving, and cyclicals continue to outperform defensives.
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Closing Thoughts
• As summer wraps up, we turn our attention to upcoming Bank of Canada and US Federal Reserve interest rate

decisions in September. We hope everyone had a relaxing summer and wish everyone the best as we transition into
fall! - Andrew & Nathan
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