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U.S. equity markets continued their strong performance in 
2021, in a year where the valuation of the broad indices 
remained nearly flat while earnings growth materially 
surprised to the upside. On the economic front, fiscal 
policies remained supportive, enabling a surge in goods 
demand, creating supply chains bottlenecks and rising 
inflation while the great retirement in the labour market 
gave hint of further decline of the equilibrium rate of 
interest. A few big themes were top of mind this year. 
First, the broadening impact of the digital revolution, as it 
transforms non-tech industries, was a big factor helping 
companies better execute in this environment. Second, 
the energy transition is becoming more and more a reality 
and has also the potential to introduce significant volatility 
in the commodity space. We see opportunities spanning 
decades around the technologies that enable the energy 
transition. Lastly, the emergence of Web 3.0 (e.g. digital 
assets) and the eventual next computing platform (e.g. 
metaverses) are still early but with promises of changing 
the status quo and unleashing disruption along the way.  

It appears that the pandemic is morphing into an endemic 
situation. Emergency fiscal and monetary policies put in 
place to minimize the impact of the pandemic should 
subside and create a headwind to growth over the next 
two years. In that environment, and if supply chain 
bottlenecks get resolved gradually, we believe inflation 
pressures should remain under control. There is a risk of 
an overshoot in the near term, especially if the winter is 
colder than usual and commodity prices rises further. 
Nonetheless, we believe it will mostly be positive for the 
equity market, as many companies would be able to 
execute with a higher pricing power level. 

Market valuation is elevated on a historical basis when looking at 
price-to-earnings ratios. Having said this, it’s important to 
remember that equity market valuation is inversely correlated to 
the interest rate level on a non-linear basis. That makes the 
multiple very sensitive to any significant move in interest rates. 
Higher than anticipated earnings growth would therefore be a key 
driver of returns. We also believe U.S. companies benefit greatly 
from the digital revolution, which results in a greater ability to 
convert earnings into free cash flow, which enables a higher level 
of capital returns and ability to invest for growth.

The Thematic Innovation Fund is a U.S. equity fund with a thematic 
investment style that invests in companies from all sectors 
benefitting from technological advances or prospering in a 
perpetually changing environment. This is a well-diversified 
strategy which makes it possible to have a strong focus on risk 
management while benefitting from a deep understanding of 
long-term innovation themes. We construct the portfolio with a 
barbell strategy. On one side, we like to have exposure to 
innovators and keep between 5% and 15% in small- and mid-
capitalization. Each position here needs to make sense from a risk 
and return point of view. We currently see overvaluation pockets in 
some themes, like electric vehicles and artificial intelligence 
hardware, for example, and think our active approach of avoiding 
these deteriorating return propositions could result in alpha. On 
the other side, we go with dominant firms where we currently see 
more opportunities in some defensive sectors, like healthcare, and 
in companies that have historically showcased a higher level of 
pricing power.

The Law of Accelerating Returns says that the same exponential 
growth factors that made Moore’s law possible, doubling of 
semiconductor capacity per square inch every 18 months, have 
extended themselves to all forms of technological progress. As an 
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investor, ignoring the indisputable parabolic curves emerging 
across industries and economies is not an option. Thus, the 
nature of the Fund’s strategy is to add value by benefitting 
from an understanding of the pervasive impacts of disruptive 
technological innovations. The continuing evolution of the 
internet and the emergence of artificial intelligence, DNA 
sequencing, robotics and battery technology makes it a very 
interesting time in history comparable to the rise of the 
automobiles, electricity, and telephone technologies at the 
beginning of the 20th century.

As we move into 2022, we see opportunities regarding the 
upcoming enterprise spending boom. We already have good 
visibility in a record level of CAPEX from the semiconductors 

industry, the public cloud build-out, and the telecom sector. We 
continue to favour cybersecurity as well, as the critical nature 
of digital infrastructure justifies massive investments on that 
front. Automation should also be favoured in this environment, 
either from a software perspective or from the need to 
modernize outdated equipment. As usual, we like to balance 
these opportunities with positions that have good potential as 
well but also reduce the risk of the portfolio. Speaking of 
which, we like the traditionally defensive Health Care sector, 
which has underperformed significantly since mid-2020. We 
think an environment of declining fiscal and monetary 
supports, reduced political pressures and historical discount to 
the rest of the market bodes relatively well for the sector.

iAIM snapshot

	— Principal asset manager for iA Financial Group

	— Major player in the asset management industry

	— Manages $97 billion in general portfolios and 
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	— Composed of experienced managers who emphasize 
fundamental analysis, identification of value and  
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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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