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The level of valuation of one country’s stock market 
compared to another is mainly a function of its level of 
growth visibility and cyclicality of all the companies that 
make up the index. In essence, a lower cyclicality and a 
higher growth visibility will result in a higher market 
multiple. For example, if we take the cyclical exposure of 
the S&P 500 versus the S&P TSX in Canada and define 
cyclicals as the Financials, Industrials, Energy and 
Materials sectors, we notice a big difference between 
both, with approximately 26.5% of the S&P 500 being 
part of the cyclicals versus 69.0% for the S&P TSX.  
This fact explains most of the spread between the 
valuation of both markets, with the S&P 500 currently 
trading at around 21.20 times the profit valuation for the 
next 12 months earnings estimate while the S&P TSX is 
lower, at approximately 16.25 times. Simply put, 
investors don’t want to pay a high price for a company 
that depends too much on the level of economic growth 
because at some point, the economic cycle will reverse 
and the company will see part of their profits melt away. 
The higher the importance of those companies within an 
index, the lower the multiple will be. It’s called the 
composition effect. The flip side of this is a company 
with a relative stability in its level of sales and profit 
growth because of some defensive’s attributes or a 
higher level of structural growth exposure. For example, 
Procter & Gamble and Adobe will always trade at a 
higher multiple than Chevron and JP Morgan.  
The increasing spread between both markets within the 
last few years is also explained by the relative decreasing 

cyclicals exposure of the S&P 500 versus its Canadian counterpart. 
As you can see, the U.S. equity market got significantly less 
cyclical within the last few years.

Thus, the argument of favouring one country over another should 
not be a function of the level of the price-to-earnings ratio between 
both. It should be a function of our cyclical outlook or how much 
we think things will continue to get better of the economic front.

After this summer, we think we will be at peak economic growth 
driven by peak fiscal and monetary policies, peak reopening, peak 
inflation in the U.S. and peak Chinese economic growth, all of 
which should favour outperformance of the U.S. equity markets 
because of its defensive and structural growth attributes,  
as markets stop to reward cyclical exposures, in the face of 
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slowing improvements going forward. There is already a high 
level of visibility in all of those except maybe inflation, which 
could stay at a slightly higher level than expected in the short 
term, but the jury is still out. Don’t get us wrong, we think 
monetary and fiscal policies will continue to support growth, 
but we don’t think that it will get any better and, historically, 
that’s never good for the average cyclical outperformance.

This is leading us back to many themes where we are starting 
to see a rising amounts of investment opportunities in the last 
few weeks. In my “Let’s talk” presentation1 back in March,  
I explained how we apply a technology lifecycle model, called 
the hype cycle, along with our traditional discounted cash flow 
valuation model, which led us to take lots of profits in some of 
last year’s winners. Subsequently this framework did not 
disappoint, and we saw corrections in many themes that had 
seen their stock prices get too high, too fast. Fast forward to 
today, we are sharpening our pencils and coming back with 
new positions in themes that have been severely punished 
year-to-date.

The best expression of this is that we are coming back to our 
smart energy big theme with renewed exposures to 
renewables and energy storage. While stock prices corrected 
significantly there, the big picture improved with an increasing 
alignment of innovation, public and political support. Last year 
was a record year in terms of investment in the energy 
transition and this is just the start as, according to the 
International Renewable Energy Agency (IRENA), we will need 
to spend 2.5 times more per year on average until 2050 to get 
anywhere close to the long-term objectives from the 2016 Paris 
agreement. These targets could also be heightened with the 
big catalyst coming of the COP26 conference that will be held 
in Glasgow this fall, where we expect further commitments 
from governments around the world, so stay tune!  
In conclusion, we will continue to work on our unique thematic 
style while incorporating our differentiated view of the markets.

iAIM snapshot

	— Principal asset manager for iA Financial Group

	— Major player in the asset management industry

	— Manages $97 billion in general portfolios and 
segregated and mutual funds

	— A team of 184 people, including 108 investment 
professionals (including 44 CFA charterholders)

	— Composed of experienced managers who emphasize 
fundamental analysis, identification of value and  
long-term investing

In conclusion, we will continue 
to work on our unique 
thematic style while 
incorporating our differentiated 
view of the markets. JEAN-PIERRE CHEVALIER, CFA

	— �Senior Portfolio Manager, U.S. Equities

	— �Joined iAIM in 2011

	— 14 years of experience in the industry

	— Bachelor’s degree in Business Administration, Université Laval

Main funds managed by the team

	 Thematic Innovation

	 U.S. Equity

	 Global Equity

	 Global True Conviction

	 Thematic Innovation Hybrid 75/25

	 Global Equity Hybrid 75/25

	 Global True Conviction Hybrid 75/25

	 IA Clarington Thematic Innovation Class

	 IA Clarington Global Value Fund

1 https://www.youtube.com/watch?v=HeJ284-FLfU	
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DISCLAIMER

This document was prepared by iA Investment Management. Unless otherwise indicated, the segregated funds presented in this document 
are offered by iA Financial Group and the Mutual Funds presented are offered by iA Clarington Investments Inc.

The opinions expressed herein are based on current market conditions and may change without notice. They are not intended to provide 
investment advice. The forecasts provided herein are not guarantees of future performance, and include risks, uncertainty and assumptions. 
While these assumptions appear reasonable, there is no guarantee that they will be confirmed.

An investment in the mutual fund or the segregated fund may result in commissions, trailing commissions, management and other fees. 
Please read the prospectus or the Information Folder before making an investment. Each rate of return indicated is a historical annual 
compounded total rate of return that takes into account fluctuations in the value of units or shares and the reinvestment of all distributions and 
does not take into account buying commissions or redemption fees, investment fees, optional fees or tax on payable income by a unit holder, 
which would contribute to poor performance. Mutual Funds are not guaranteed and the segregated funds are guaranteed in part, under 
certain conditions. The value often fluctuates upward or downward, at the risk of the subscriber, and past performance is not indicative of 
future performance.

The rate of return is used to illustrate the effects of the compound growth rate only and is not intended to reflect the future values of the 
investment fund or the return on an investment in the investment funds.

iA Financial Group is a business name and trademark of Industrial Alliance Insurance and Financial Services Inc. iA Investment Management  
is a trademark and business name under which Industrial Alliance Investment Management Inc. operates. iA Investment Management and  
iA Clarington Investments Inc. are wholly owned subsidiaries of iA Financial Group.

This publication contains information provided by companies not affiliated with iA Financial Group (“Third Party Content Providers”), including, 
but not limited to, ratings, stock indexes and company-classification systems (“Third Party Content”) Third party Content is the property and 
trademarked by the relevant Third Party Content Providers and has been licensed for use by iA Financial Group. The use of Data received from 
Third Party Content Providers by iA Financial Group is authorized under licence.

This publication contains information provided by companies not affiliated with iA Financial Group (“Third Party Content Providers”), including, 
but not limited to, ratings, stock indexes and company-classification systems (“Third Party Content”) Third party Content is the property  
and trademarked by the relevant Third Party Content Providers and has been licensed for use by iA Financial Group. The use of Data received 
from Third Party Content Providers by iA Financial Group is authorized under licence. 

The information presented in this publication is provided for informational purposes only. iA Financial Group and Third Party Content Providers 
make no representations or warranties as to the information contained herein and no not guarantee its originality, accuracy or completeness. 
iA Financial Group and Third Party Content Providers disclaim all liability in respect of this information or the use or misuse thereof. 

The investment funds offered by iA Financial Group (“Funds”) are not sponsored, endorsed, sold or promoted by Third Party Content 
Providers. Third Party Content Providers make no representation as to the relevance of investing in the Funds, offer no guarantee or  
conditions in respect thereof, or assume liability in respect of their design, administration or negotiation. 

Financial and economic publications of iA Financial Group are not written, reviewed or approved by Third Party Content Providers. 

Any information contained herein may not be copied, used or distributed without the written consent of iA Financial Group and/or  
the relevant Third Party Content Provider.

Where FTSE indexes are used, or referenced: FTSE International Limited (“FTSE”) © FTSE [2018] ® is a trademark of the London Stock 
Exchange Group companies and is used by FTSE under licence. “NAREIT®” is a trademark of the National Association of Real Estate 
Investment Trusts and used by FTSE under licence. “EPRA®” is a trademark of the European Public Estate Association and used by FTSE 
under licence. “TMX” is a trademark of the TSX Inc. used by FTSE under licence.

NASDAQ®, OMXTM, NASDAQ-100® and NASDAQ-100 Index® are registered trademarks of NASDAQ Inc. and are licensed for use  
by iA Financial Group. 

Where the Global Industry Classification Standard (GICS) is used or referenced: the GICS was developed by MSCI Inc. (“MSCI”)  
and Standard & Poor’s Financial Services LLC (“S&P”) and is licensed for use by iA Financial Group.

The International Equity Index Fund, the Global Equity Index ACWI Fund, the Global Stock Account, the European Stock Account and  
the International Stock Account are each indexed to an MSCI index. MSCI indexes are licensed for use by iA Financial Group. For more 
information about the MSCI indexes, visit htpps://msci.com/indexes.
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