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Manager commentary – Q4 2025 

 
Global equity markets advanced broadly over the quarter, buoyed by resilient economic growth and a 
shift in central bank policy expectations that encouraged risk-taking. Global small-cap equities, as 
measured by the MSCI World Small Cap Index (CAD), advanced +1.30% in the fourth quarter of 2025, 
keeping pace with global large caps and extending their gains from the prior quarter, but at a much 
more muted pace relative to the nearly 11.0% gain in the third quarter. The fourth quarter marked a 
period of cooling momentum and internal rotation compared to the speculative fervour seen in the 
third quarter. The "low-quality" rally that dominated the middle of the year (characterized by surges in 
non-earners, microcaps and “retail favourite” stocks) lost some strength but remained a key influence 
on small-cap performance. Similar to global large caps, investors shifted some focus to value-oriented, 
pro-cyclical stocks and diversification away from the U.S. (the MSCI World Small Cap ex US Index 
outperformed the Russell 2000 US peers after lagging in the third quarter). Active managers focused on 
resilient fundamentals were again hampered as the quality factor (companies with strong balance 
sheets, financially healthy, high profitability) underperformed across U.S. and non-U.S. small-cap indices.  

During the quarter, IA Clarington Inhance Global Small Cap SRI Fund (Series A) returned -4.07%, 
underperforming the MSCI World Small Cap Index (CAD). The Fund’s relative underperformance was 
attributable mainly to security selection (roughly 400 basis points (bps)), with sector allocation also 
adding somewhat to underperformance. Allocation effects were mixed: small positive contributions 
from an underweight sector position in communication services and an overweight in information 
technology were offset by negative impacts from underweight sector positions in both materials and 
health care. Selection was weakest in the  health care, industrials and information technology sectors, 
with the consumer discretionary sector being the sole bright spot.  

On an individual basis, the Fund had a few larger detractors that stood out. After solid performance last 
quarter, Grocery Outlet Holding Corp. stock came under significant pressure after posting its third-
quarter results as the company reduced guidance on same-store-sales (revenue growth from existing 
stores open for a year or more), renewing concerns about its turnaround progress. Stevanato Group SpA 
shares were down in the quarter despite solid third-quarter earning results. Shares fell from a near-term 
peak in September largely owing to industry concerns after peers reported weak results. Topicus.com 
Inc. shares remained under pressure as sentiment continues to be dominated by fears that generative 
artificial intelligence (AI) could erode vertical market software (specialized software built for a specific 
industry) competitive advantages and margins. Steadfast Group Ltd. shares remained weak after CEO 
Robert Kelly was placed under temporary suspension regarding workplace complaints in late October. 
While he was reinstated quickly, sentiment remained weak for Steadfast and insurance brokerage peers 
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given concerns on slowing insurance pricing. Along with these names, a number of stocks impacted the 
Fund’s performance by 20-30 bps, which in aggregate created a sizable headwind of approximately 250 
bps. Among the top positive contributors, XPEL Inc. advanced steadily after solid third-quarter results 
and putting out ambitious 2028 targets for 13-14% growth and 20%+ operating margins. Five Below 
Inc.’s robust earnings results continued to fuel a sharp rally in its shares. Darling Ingredients Inc. 
rebounded after initial earnings disappointment, as analyst upgrades and an improving industry 
backdrop supported the stock. Safestore Holdings PLC benefited from a positive trading update and 
resilient sector dynamics, and TopBuild Corp. surged on strong earnings and raised guidance following 
successful acquisitions. 

Over the quarter, we initiated a new position in ServiceTitan Inc. (TTAN US) and exited the Fund’s 
remaining positions in Alfen NV (ALFEN NA) and Four Corners Property Trust Inc. (FCPT US). 

• ServiceTitan is a vertical software-as-a-service (SaaS) platform purpose-built for residential and 
commercial trades businesses, including HVAC, plumbing, electrical, roofing and other field-
service operators. The platform serves as a system of record for contractors, combining 
workflow management, CRM, scheduling, pricing, marketing, analytics, and embedded 
payments into a single, mission-critical operating system. Positioned as the one‑stop digitization 
platform for service contractors, ServiceTitan addresses a large, under-digitized market with 
strong structural tailwinds. Growth is driven by expanding customer adoption, increasing gross 
transaction value (dollars that customers process through TTAN’s systems), and rising 
monetization through add-on modules with enhanced functionalities. ServiceTitan has an 
attractive profile for growth-oriented software business given its strong net revenue retention, 
operating leverage at scale and relatively less “AI disruption” risk. We see additional runway for 
growth as trades end‑markets continue to digitize and also given TTAN’s entry into adjacent 
commercial trades markets and expansion opportunities in adjacent commercial markets. TTAN 
is a rare software business approaching about US$1 billion in revenue, still growing roughly 20%, 
and doing so with healthy operating margins. 

• Four Corners Property Trust is a solid, low-risk, well-managed REIT operating as a triple-net 
landlord (a commercial property owner who collects base rent from a tenant, who then pays for 
the three major property expenses, or "nets": property taxes, building insurance and 
maintenance/repairs). Its value creation primarily depends on the spread between its cost of 
capital and prevailing acquisition cap rates (a rate that helps gauge a properties potential 
return). FCPT’s portfolio is anchored by well-managed restaurant brands and quick-service 
chains, providing an attractive risk profile and stable cash rent. However, we are exiting the 
position as we see better opportunities with higher growth potential.  
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• Alfen NV is a Dutch provider of smart grid solutions, electric vehicle (EV) charging infrastructure, 
and energy storage systems, positioned as a key player in the energy transition theme. While its 
ESG profile attracted strong investor interest, the company has faced significant execution 
challenges, ranging from slowing EV charging demand and delays in energy storage projects, to 
operational issues in its core grid services. These missteps have eroded confidence in 
management’s ability to deliver sustainable growth, leading us to exit the Fund’s remaining 
small position despite a depressed valuation. 

 

In terms of shareholder engagement this quarter:  

• Vancity Investment Management supported a “Say on Climate” vote request sent to FTSE 100 
companies, encouraging them to provide shareholders with an opportunity to vote on their 
climate risk and resilience strategies at least once every three years. Such votes enable investors 
to express support for a company’s approach, including related capital expenditures, and 
establish a clear mechanism for raising concerns where necessary. 

• The ESG team participated in multiple Canada Climate Week events which support Canada’s 
commitment of a significant greenhouse gasses (GHG) reduction by 2030 through the creation 
and promotion of events where cross-collaboration on Canada’s climate-related challenges can 
drive solutions and opportunities. This was an opportunity to connect with other investors and 
climate experts, and to hear from thought leaders.  

• We joined the steering committee of a new collaborative engagement group organized by 
Interfaith Center on Corporate Responsibility (ICCR). The purpose of the group is to engage 
companies on excessive executive compensation. Excessive executive compensation can be 
detrimental to investors as it often suggests weak corporate governance and can be poorly 
aligned with long-term shareholder value. For society, it fuels wealth inequality and social 
tension, as the growing disparity between CEO and average-worker pay is perceived as unethical 
and can undermine economic stability and trust in democratic institutions. 

The 2025 calendar year concluded with a positive backdrop for global small caps, particularly in the U.S., 
which represents approximately 70% of the benchmark. After trade and tariff-related volatility disrupted 
the first quarter, equity markets rallied meaningfully into year‑end, supported by a resilient U.S. 
economy and a broad loosening of global monetary policy. While global small caps produced strong 
returns—bolstered by an exceptionally sharp rebound from the April tariff‑induced lows—they 
nevertheless continued to trail global large caps. 
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Both U.S. and global small caps saw a powerful rally, but the largest underlying drivers were generally 
momentum-driven (strong, sustained price movement that is trending to continue) and low-quality 
stocks, concentrated in speculative areas such as “AI-theme” names, cryptocurrency plays, “retail/meme 
stocks”, micro-caps and other high-beta segments. Many of these stocks have rallied on pure sentiment 
and/or with limited fundamental support. 

Through the second half of 2025, quality and fundamentals were overshadowed by speculation, creating 
a challenging environment for active managers. It is not uncommon to see such “low-quality rallies” 
following market troughs like the April lows, and these trend-periods can persist for several months 
before fundamentals reassert themselves. While our disciplined focus on high-quality business models 
with visible growth and strong ESG profiles was out of favour during this speculative phase, history 
suggests that such "low-quality" periods are typically followed by a sharp reassertion of fundamentals. 
We are encouraged by the potential for this to unfold in 2026.  

Ultimately, small-cap performance remains closely tied to broader investor positioning, fund flows and 
shifts in macroeconomic sentiment, market inflections that are difficult to anticipate. Rather than 
attempting to time these shifts, we maintain a disciplined focus on identifying high-quality small caps 
characterized by conservative balance sheets, pricing power, consistent revenue growth and durable 
competitive advantages. These fundamental strengths typically allow companies to navigate short-term 
economic uncertainties and effectively compound investor capital over the long term. 

 
Fund and benchmark performance as at December 31, 2025 1 year Since inception 

(Feb 2023) 
IA Clarington Inhance Global Small Cap SRI Fund - Series A -0.9% 0.0% 

MSCI World Small Cap Index (CAD)1 14.3% 12.1% 

 
For definitions of technical terms, visit iaclarington.com/glossary or speak with your investment advisor. 

1Source: MSCI Inc. MSCI makes no express or implied warranties or representations and shall have no liability 
whatsoever with respect to any MSCI data contained herein. The MSCI data may not be further redistributed or 
used as a basis for other indices or any securities or financial products. This report is not approved, reviewed, or 
produced by MSCI.  

The performance data comparison presented is intended to illustrate the Fund’s historical performance as 
compared with historical performance of widely quoted market indices. There are various important differences 
that may exist between the Fund and the stated indices that may affect the performance of each. The Fund’s 
benchmark, The MSCI World Small Cap Index captures small cap representation across 23 Developed Markets 

https://iaclarington.com/compliance-regulatory/glossary
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(DM) countries. With 4,139 constituents, the index covers approximately 14% of the free float-adjusted market 
capitalization in each country. The Fund holds securities of companies which meet the fund manager's socially 
responsible investment principles, while the holdings in the benchmark may not align with these principles. The 
Fund’s market capitalization, geographic and sector exposure may differ from that of the benchmark. The Fund’s 
currency risk exposure may be different than that of the benchmark. The Fund may hold cash while the benchmark 
does not. It is not possible to invest directly in market indices. The performance comparison is for illustrative 
purposes only and does not imply future performance. 

Indicated mutual fund rates of return include changes in share or unit value and reinvestment of all dividends or 
distributions and do not take into account sales, redemption, distribution or optional charges or income taxes 
payable by any securityholder that would have reduced returns. Returns for time periods of more than one year 
are historical annual compounded total returns while returns for time periods of one year or less are cumulative 
figures and are not annualized. A mutual fund's "yield" refers to income generated by securities held in the fund’s 
portfolio and does not represent the return of or level of income paid out by the fund. 

The information provided should not be acted upon without obtaining legal, tax, and investment advice from a 
licensed professional. Statements by the portfolio manager or sub-advisor represent their professional opinion and 
do not necessarily reflect the views of iA Clarington. Specific securities discussed are for illustrative purposes only 
and should not be considered a recommendation to buy or sell. 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 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. 

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. The information 
presented herein may not encompass all risks associated with mutual funds. Please read the prospectus before 
investing. Mutual funds are not guaranteed, their values change frequently, and past performance may not be 
repeated. 

The iA Clarington Funds are managed by IA Clarington Investments Inc. iA Clarington and the iA Clarington logo, iA 
Wealth and the iA Wealth logo, and iA Global Asset Management and the iA Global Asset Management logo are 
trademarks of Industrial Alliance Insurance and Financial Services Inc. and are used under license. iA Global Asset 
Management Inc. (iAGAM) is a subsidiary of Industrial Alliance Investment Management Inc. (iAIM). 
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