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Check out the first paper in our two-part thematic investing series, 
Why Active Management Makes Sense >

At a Glance: 
 • Thematic investing seeks to capitalize on long-term growth opportunities created by 

macroeconomic, geopolitical and technological changes

 • The disruptive nature of these changes offers opportunities for skilled managers to add alpha

 • The rise of cloud computing is a secular growth theme that has created attractive alpha 
opportunities along the cloud value chain

 • At TD Asset Management Inc. (TDAM), we use an active investment approach to attain the best 
investment exposures to companies that achieve sustainable growth

https://www.td.com/ca/en/asset-management/documents/institutional/pdf/Thematic-Investing-Part-1-ENG.pdf
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The digital revolution is transforming industries and shuffling the ranks of firm leaders and laggards, as market 
power shifts to companies that can adapt their business models and take advantage of emerging technologies. 
At TDAM, we believe a disciplined fundamental active investment strategy can add alpha by identifying these 
shifts before they are fully reflected in companies’ stock prices.

Cloud computing has been one of the most exciting developments in IT services over the past decade.  The industry 
has experienced dramatic growth, as companies have sought to reduce costs and enhance security by moving their 
operations from “on premises” to the cloud. The COVID-19 pandemic provided a further boost, as firms implemented 
work-from-home arrangements on a mass scale. These same drivers are expected to support continued strong 
demand for cloud services in the years to come. 

While investors can gain exposure to cloud computing passively, we believe there are alpha opportunities to be 
earned from identifying and investing in the higher-quality growth companies that are poised to be leaders in the 
cloud industry and its supply chain. 
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Cloud Computing Defined
Cloud computing refers to using networks of remote services – usually accessed over the internet (the cloud) – to 
store, manage and process data. 

Most cloud computing services fall into one of three categories:

 • Infrastructure as a Service (IaaS)

 • Platform as a Service (PaaS)

 • Software as a Service (SaaS)

Collectively, these services are sometimes called the cloud computing “stack” because they sit on top of one 
another (see Figure 1). The first layer – IaaS – provides the infrastructure, including data storage, networks and 
computing. The second layer – PaaS – provides operating systems and a platform to offer cloud services to their 
customers. The third layer – SaaS – is made up of software applications (apps).

Figure 1: Cloud Computing Services
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Opportunities in Cloud Computing
According to IDC, a provider of technology intelligence, 
total spending on shared public cloud services 
amounted to USD $385 billion in 2021 and is projected 
to reach USD $809 billion by 2025. This represents a 
compound annual growth rate of over 21%1. 

That compound growth rate is significantly higher than 
the expected general growth in the global economy. As 
a result, investors who gain exposure to companies in 
the stack or the value chain, which includes vendors that 
service companies in the stack, will likely benefit from 
high secular growth in cloud services.

As an active manager, it is important to fully understand 
the industry and the business model of the companies 
competing in cloud services. It’s also important to 
continue evaluating the companies’ strategies over time 
to ensure they remain relevant and sustainable. We 
have found and continue to hold attractive sustainable 
growth opportunities in each layer of the cloud services 
industry.

1 Source: IDC Whole Cloud Forecast 2021-2025: The Path Ahead for Cloud in a Digital-First World, IDC #US47397521, Sept 2021

How TDAM Evaluates Growth Opportunities
The market has often underappreciated the return 
potential of companies exposed to strong secular 
growth themes. At TDAM, our track record as a 
successful growth manager is built on a disciplined 
active investment philosophy and process that 
emphasizes:

 • Conducting fundamental analysis of firms and 
industries across the value chain

 • Understanding a firm’s strategy, business model and 
competitive position

 • Assessing the quality and sustainability of a firm’s 
earnings growth and profitability metrics

 • Evaluating management teams and their capital 
allocation decisions

 • Ensuring valuations are appropriate relative to a 
stock’s growth potential  

As an active manager, we have identified firms with 
strong momentum and sustainable growth opportunities 
in each layer of the cloud services industry. In this paper, 
we explore two such opportunities – one in the cloud 
computing stack and the other in its supply chain.

Case Study: Microsoft
In 2015, our quantitative screening process identified Microsoft as a company poised to see 
strong growth in its cloud services business. At the time, cloud computing was not yet an industry 
trend. Based on our screening, we conducted fundamental research on Microsoft’s cloud 
capabilities, which led us to add the name to our TD Greystone US Equity Fund and in our  
TD Greystone Global Equity Fund.

Our analysis proved correct, as Microsoft went on to successfully transition its software business 
to a subscription-based SaaS model and expand its product lineup to include IaaS and PaaS 
solutions – leveraging its substantial economies of scale to establish itself in an industry with high 
barriers to entry. In the years since, Microsoft has recorded double-digit revenue growth across 
its cloud services business (see Figure 2) and gained significant market share as it scaled its IaaS 
and Paas offerings across its enterprise client base (see Figure 3)
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Figure 2: Microsoft — Strong Cloud Revenue
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Source: Bloomberg L.P., TDAM. As at December 31, 2021. 
Revenue includes Microsoft’s Intelligent Cloud segment which includes IaaS/PaaS and server products and professional services.

Figure 3: IaaS and PaaS Market Share
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Microsoft’s appeal as a thematic investment extends 
well beyond its cloud computing capabilities. The firm is 
also exposed to other secular growth areas associated 
with the rise of the digital economy, including workplace 
collaboration and communication, computer simulation 
and professional networking – all businesses where 
the company can also leverage its sizeable customer 
footprint. 

 • Workplace collaboration – Microsoft’s flagship 
Windows and Office businesses have proved a 
fertile base for the firm’s collaboration software, with 
Microsoft Teams recently surpassing 270 million 
monthly active users worldwide and over 90% of 
Fortune 500 companies now using Teams Phone. 

 • Computer simulation – Microsoft’s HoloLens mixed 
reality headset and Mesh collaboration software are 
enabling enterprise usage for virtually simulating real-
world interactions. 

 • Professional networking – Microsoft’s LinkedIn 
business, which it purchased in 2016, today  
boasts more than 800 million users globally and  
is monetized through advertising, recruitment  
and training. 

In addition to its scale advantages, Microsoft has 
favoured subscription-based businesses, where cash 
flows tend to be stickier. This has been an important 
driver of the company’s strong return on invested capital 
(ROIC), a key measure of profitability (see Figure 4).

Figure 4: Microsoft’s Return on Invested Capital
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Finding Value in Cloud Computing’s Supply 
Chain – Semiconductors and Semiconductor 
Equipment
Another way to gain exposure to the cloud computing 
secular growth theme is by investing in the industry’s 
supply chain. An area we find particularly attractive 
is the semiconductor and semiconductor equipment 
industries, which manufacture semiconductor chips, 
graphic processors and equipment used to produce 
these inputs. 

Semiconductors are an integral part of the digital 
economy, and their importance has only grown with 
the rise of cloud computing and a host of other digital 
products and services. This was particularly evident 
in 2021, when surging demand for semiconductors far 
outstripped supply, resulting in shortages that disrupted 

production around the globe.2 Semiconductor sales 
increased by 24% last year and are expected to surpass 
USD $0.6 trillion in 2022 and reach USD $1.0 trillion by 
2030.3

As digitalization increases the complexity of data 
analytics and management, high quality players in the 
semiconductor space – those with sustainable business 
models, strong management teams, and the ability to 
allocate capital to research and development (R&D) and/
or accretive acquisitions to keep pace with the industry’s 
rapid evolution – are likely to take deliver stronger 
earnings growth over the medium and long term.

2,3 Source: TechInsights

Case Study: Lasertec
In 2020, our quantitative screening process identified Lasertec as a strong candidate for 
investment and we added the stock to the TD International Stock Fund later that year. Lasertec 
manufactures semiconductor inspection equipment used by firms in the IaaS layer of the cloud 
computing stack. The firm was a leader in adopting Extreme Ultraviolet (EUV) lithography, an 
innovative new technology for producing advanced semiconductors. By establishing a solid 
foundation in EUV-compatible systems ahead of its peers, Lasertec gained a commanding share 
of the semiconductor equipment market and has seen strong growth in its order book and order 
backlog (see Figure 5).

Figure 5: Lasertec Has Seen a Pickup in Orders and a Backlog
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Our fundamental research on Lasertec revealed a 
number of attractive features in its business:

 • Lasertec has a fabrication-lite business model, 
outsourcing manufacturing and employing mainly 
engineers who focus on R&D

 • The firm targets niche markets where it can 
distinguish itself from competitors and where 
customers are willing to pay more for value-added 
products

 • Lasertec continuously pursues R&D and looks to 
differentiate itself through proprietary technologies 
and technological excellence

 • The company has been able to develop relationships 
with the top semiconductor manufacturers, giving it 
valuable insight into product development directly 
from its customers

These advantages have enabled the company to secure 
its competitive position and maintain high profitability, 
including industry-leading ROIC (see Figure 6). Based 
on our fundamental research, we believe this strong 
earnings and profitability performance is sustainable.

Figure 6: Lasertec’s Return on Invested Capital
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Conclusion
A well-structured fundamental active investment process 
can identify companies poised to take advantage of 
secular growth themes before that upside potential 
is fully captured in stock prices. In the preceding 
discussion, we’ve demonstrated this with two examples 
in the cloud computing space – Microsoft, a direct 
provider of cloud services, and Lasertec, a supplier of 

semiconductor equipment, a critical component of the 
cloud computing value chain.  

We identified these securities through our active 
investment process, and both positions have generated 
alpha in our funds, outperforming the returns that a 
passive investor could have achieved by investing in the 
comparable peer group (see Figures 7 and 8).

Figure 7: Microsoft Has Seen Strong Outperformance Relative to Cloud Computing 
Index
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Figure 8: Lasertec Has Seen Strong Outperformance Relative to Alternatives
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We believe active management is the best approach for capturing outsized return opportunities from disruptive 
trends like the rise of cloud computing. Equity markets are dynamic and investment themes evolve rapidly. Good 
active managers can identify the companies best positioned to profit from these shifts, continually review their 
hypotheses to ensure they are playing out as expected at the stock level, and adjust portfolios as needed in 
response to changing information. 

The information contained herein has been provided by TD Asset Management Inc. and is for information purposes only. The information has been drawn 
from sources believed to be reliable. Graphs and charts are used for illustrative purposes only and do not reflect future values or future performance 
of any investment. The information does not provide financial, legal, tax or investment advice. Particular investment, tax, or trading strategies should 
be evaluated relative to each individual’s objectives and risk tolerance. Certain statements in this document may contain forward-looking statements 
(“FLS”) that are predictive in nature and may include words such as “expects”, “anticipates”, “intends”, “believes”, “estimates” and similar forward-looking 
expressions or negative versions thereof. FLS are based on current expectations and projections about future general economic, political and relevant 
market factors, such as interest and foreign exchange rates, equity and capital markets, the general business environment, assuming no changes 
to tax or other laws or government regulation or catastrophic events. Expectations and projections about future events are inherently subject to risks 
and uncertainties, which may be unforeseeable. Such expectations and projections may be incorrect in the future. FLS are not guarantees of future 
performance. Actual events could differ materially from those expressed or implied in any FLS. A number of important factors including those factors 
set out above can contribute to these digressions. You should avoid placing any reliance on FLS. Bloomberg and Bloomberg.com are trademarks and 
service marks of Bloomberg Finance L.P., a Delaware limited partnership, or its subsidiaries. TD Asset Management Inc. is a wholly-owned subsidiary 
of The Toronto-Dominion Bank. ® The TD logo and other trademarks are the property of The Toronto-Dominion Bank or its subsidiaries.
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