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Has recent market volatility changed your nearterm outlook?
• We spend the majority of our time focusing on the
mid- to long-term (3–5 years). We think about how our
holdings are going to evolve and what their earning
power is going to be over that timeframe.
• But we have been circumspect on the outlook for the
economy for some time now. Persistently high inflation
and very aggressive central bank rate hikes have rarely
resulted in good outcomes for the economy.
• The yield curve is currently inverted, and historically this
has been a strong indicator of future recessionary risks.
Since the beginning of the post-World War II era, an
inverted yield curve has been followed by a recession
(after about 24 months) in around 90% of cases. On that
basis alone, investors need to be careful about paying
too much attention to current earnings without thinking
about some of the risks in the broader economy.

U.S. Yield Curve

• Value is still trading very cheaply relative to growth on
an historical basis. So, we certainly think that we are
still in the earlier innings of a rotation.
• There are two important factors at play today that were not
in place in the prior decade: higher interest rates and higher
inflation. We think both will help drive down excessive
values in the growth space and fuel mean reversions in the
top lines of many value-oriented businesses.
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How does this impact growth versus value?
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Source: JP Morgan Guide to the Markets, as at June 30, 2022. Growth
is represented by the Russell 1000 Growth Index; value represented
by the Russell 1000 Value Index. *Long-term averages are calculated
monthly since December 1997.
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Source: Federal Reserve Bank of St. Louis, as at July 25, 2022.
Data is daily and non-seasonally adjusted.

How are you positioned within consumer
discretionary?

Compass Group PLC

• If you look at the sector more broadly, it is typically
hit hard during periods of market decline or economic
weakness. Over the last four recessions, the sector has
fallen by around 40% on average.
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• The fund currently has a significant weighting to
consumer discretionary, but about 85% of it is in
businesses that have very staple-like products. Because
they are selling everyday products that people need
throughout an economic cycle, these companies have
very persistent cash flows. This translates into lower
volatility over time.
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Source: Bloomberg, as at July 25, 2022.

IA Clarington Global Equity Fund
Sector

Weight

Consumer discretionary
Health care
Financials
Consumer staples
Energy
Communication services
Information technology
Industrials
Materials
Cash and other net assets
Treasury bills

17.9%
17.1%
14.0%
12.5%
8.3%
8.2%
7.1%
5.4%
1.6%
7.0%
1.0%

Is the recent correction in equities justified?
• We think the selling was justified where market
prices were being underwritten by long-dated growth
expectations alongside historically low discount rates.
This was concentrated within the technology sector,
but there were many businesses in other areas –
industrials, consumer discretionary and even financials
– where over the last year prices and valuations have
come down 30–40% or more from recent highs.
Even after that decline, many of these businesses are
currently trading at their long-term average price-toearnings (P/E) ratios. So, valuations are by no means at
depressed or distressed levels.
• We are starting to see opportunities and have been
deploying capital as prices have fallen. A recent addition
to the fund is Germany-based SAP SE, the largest
enterprise resource planning software provider in the
world. The company is currently turning its existing
offering into a cloud-based offering, which we think is
going to help drive double-digit earnings over the long
term. We bought SAP at around 16–16.5× earnings,
which we think is attractive for a business with such
persistent growth over time.

Source: iA Clarington, as at June 30, 2022.
• A good example is U.K.-based Compass Group
PLC, the largest caterer in the world and our largest
holding within consumer discretionary. When there is
weakness in the economy, the company will experience
a deceleration in growth, but its top and bottom lines
remain very resilient. For instance, during the financial
crisis of 2008, growth slowed to 0% for a year before
returning to high-single-digit rates. This exemplifies
the resilience that is characteristic of our consumer
discretionary holdings.
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is some risk – especially given the issues we see in
the macro environment – that earnings may not be as
supportive as we would have hoped.
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• The fund has one of the largest valuation advantages
relative to the index in its history. Also, the earnings
generated by the companies we hold are more
sustainable; specifically, they are less cyclically
extended than what we see in the broader market.
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Source: Bloomberg, as at July 25, 2022.
In your view, are equity markets cheap from a
global perspective?
• After the decline we saw in the first half of the year, P/E
ratios for the global market and within the U.S. are back
to long-run averages. So, they are neither high nor low.
• But you have to look deeper than the headline P/E to
get a better understanding of valuations. You also have
to focus on earnings. Currently, earnings expectations
are at all-time highs and are expected to continue
higher. Corporate profit margins also remain near alltime highs. If we go back to around 1970 and look at
the long-term upward trend in U.S. earnings, what we
find is that the current level of earnings is almost as
far from trend as it has ever been. So, even though the
P/E for the market may look reasonable, we think there

• So, we think we have downside support both from
the valuations we are paying and from the underlying
earnings potential of our businesses. In our view, this
translates into potential for differentiated performance
as well as enhanced risk mitigation going forward.
What is QV’s edge relative to peers?
• We think it comes down to our philosophy and
our discipline in sticking to it. We aim to own
quality businesses and focus on reducing the risk
of loss through balance sheet strength, long-term
compounding characteristics and valuations that
provide a margin of safety.
• We consistently adhere to our investment process
regardless of what the market may be doing. This is a
lot easier said than done, especially when the market is
favouring a different approach. It requires that we stay
patient and maintain a long-term focus.
Visit iaclarington.com to learn more about Mathew
Hermary and the IA Clarington Global Equity Fund.

For definitions of technical terms, visit iaclarington.com/glossary or speak with your financial advisor.
The information provided herein does not constitute financial, tax or legal advice. Always consult with a qualified advisor prior to making any
investment decision. Statements by the portfolio manager or sub-advisor responsible for the management of the fund's investment portfolio, as
specified in the applicable fund's prospectus ("portfolio manager") represent their professional opinion, do not necessarily reflect the views of iA
Clarington, and should not be relied upon for any other purpose. Information presented should not be considered a recommendation to buy or sell
a particular security. Specific securities discussed are for illustrative purposes only. Mutual funds may purchase and sell securities at any time and
securities held by a fund may increase or decrease in value. Past investment performance of a security may not be repeated. Unless otherwise
stated, the source for information provided is the portfolio manager. Statements that pertain to the future represent the portfolio manager's
current view regarding future events. Actual future events may differ. iA Clarington does not undertake any obligation to update the information
provided herein. The information presented herein may not encompass all risks associated with mutual funds. Please read the prospectus for a
more detailed discussion on specific risks of investing in mutual funds.
Commissions, trailing commissions, management fees, brokerage fees and expenses all may be associated with mutual fund investments, including
investments in exchange-traded series of mutual funds. Please read the prospectus before investing. Mutual funds are not guaranteed, their values
change frequently and past performance may not be repeated. Trademarks displayed herein that are not owned by Industrial Alliance Insurance and
Financial Services Inc. are the property of and trademarked by the corresponding company and are used for illustrative purposes only.
The iA Clarington Funds are managed by IA Clarington Investments Inc. iA Clarington and the iA Clarington logo, and iA Wealth and the iA Wealth
logo, are trademarks of Industrial Alliance Insurance and Financial Services Inc. and are used under license.
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