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“He uses statistics as a drunken man uses lamp-posts - for support rather than illumination.” 
Andrew Lang 

 
Data is like coffee shops.  These days it is everywhere and in abundance.  It doesn’t matter whether you are 
building a hockey team, managing investments, or picking the fastest route home, there are a lot of numbers 
being crunched.  We could be living through the first period in history where statisticians are cool. 

New technology has afforded us the ability to access and process vast amounts of data.  In theory, this should 
enable us to make more informed and rational choices instead of relying on ‘gut feel.’  But until algorithms 
are making all our decisions and driving our cars, we humans have to sort through and interpret this 
overwhelming flow of information.  

The first challenge is selecting and determining what measurements are relevant.  This can be especially tricky 
when confronted with divergent or contradictory evidence and is further compounded by our tendency to 
concentrate on material that confirms our pre-existing beliefs.   Ultimately, what we choose to focus on and 
ignore will shape the views we form.  

Once the data has been selected, it must then be analyzed.  When interpreting the facts, we must be wary of 
any disconnect between what the numbers say and what people feel to be true. In such cases, evidence-based 
conclusions may not jive with the behaviour of consumers, voters, and market participants. As seasoned 
investors know, despite what the numbers indicate, markets can go from irrational to very irrational and stay 
there for a long time. 

There is also the question of the quality of the data and the methods being used to analyze it.  This is not just 
a shot at fake news, but an important consideration for scientific research.  This why academics often review 
the findings of their peers, sometimes with surprising results.  After all, as statistics show, 80% of statistics are 
made up. 

Even when the data is good, we run the risk of confusing correlation and causation.  A fun illustration of this 
was presented over two decades ago by David Leinweber and Dave Krider.  They found a 75% correlation 
between butter production in Bangladesh and the S&P500.  Adding US cheese production improved this to 
95% and introducing a third variable; sheep population, resulted in a regression that explained 99% of the US 
stock market.  As nonsensical as this seems, they apparently still get phone calls from people wondering what 
the butter indicator is saying. 

Finally, there is the illusion of precision that can come from cold hard facts and numbers.  There is a certain 
amount of confidence that is inspired by the exactness of 4.523.  This can lead us to be precisely wrong rather 
than approximately right.  With all the tools available to us, it is easy to overemphasize what we can measure 
and ignore what we can’t. 

We have no doubt that making decisions based on hard evidence helps us avoid hidden biases, popular 
misconceptions, and wishful thinking.  But a plethora of information also makes the decision-making process 
extremely complicated.  Perhaps the greatest irony of the preponderance of data is that good judgment 
matters even more. 
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The Fund 
Aside from the Home Capital debacle at the end of the month, it was smooth sailing for the markets in April.  
Canadian credit continued to perform, led by higher-quality long bonds and solid ‘Triple B’ names.  Bank 
NVCC has been the star performer narrowing 55 bps so far this year.  We elected to take profits and exit our 
position and will wait patiently for a re-entry point.   

We did not have any exposure to Home Capital, and when the OSC allegations became public, we 
reduced/exited positions in regional lenders.  Exposure to the outperforming sectors coupled with carry 
contributed to a strong performance of 1.03% in April. 

 Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD  

2017 1.73% 1.30% 0.44% 1.03% - - - - - - - - 4.58%  

2016 0.19% 1.49% 5.32% 3.51% 0.60% 0.54% 1.73% 1.63% 1.01% 1.86% 1.60% 1.62% 23.15%  

2015 - 2.29% 2.51% 1.27% 2.46% 0.25% 0.73% (0.25%) 1.68% 1.71% 1.37% 0.87% 15.86%  

The Algonquin Debt Strategies Fund LP was launched on February 2, 2015. Monthly returns are based on 'Series 1 X Founder's Class' NAV as 
calculated by SGGG Fund Services Inc. and are shown in Canadian dollars, net of all fees and expenses. 

Credit 
Home Capital continues to dominate our radar screen. They have three outstanding bond issues trading in 
the low ‘nineties’ including one that matures on May 24th.  It is clear that people are worried about how this 
story plays out. 

Their business model is based on funding long-term assets (mortgages) with large short-term borrowing 
(high-interest savings accounts and GICs).  The recent run on deposits is a “loss of confidence” story, and it 
is hard to imagine how management can stem the withdrawals.  As veterans of the 2008 financial crisis, we 
know that fear is contagious and can lead to knock-on effects impacting other lenders including the banks.  
Since the problem isn't to do with the quality of the mortgages themselves, but rather a loss of confidence in 
the Home Capital, it is likely that this mess is an isolated one. 

Outside of the financial space, we expect the demand for credit to remain robust.  Until there is some 
resolution to the Home Capital saga, we will maintain a medium risk posture. 

Rates 
In what seems to be the normal pattern, US first-quarter data was uninspiring.  Furthermore, it is becoming 
apparent that President Trump’s ambitious agenda will likely unfold at a much slower pace than originally 
anticipated, and will likely be less aggressive than the platform he campaigned upon.  As a result, US yields 
drifted roughly ten bps lower during the month.  Even though Canadian GDP was quite good, many believe 
the results are transitory which took Canadian rates lower by the same amount. 

The Federal Reserve has signaled that the US economy is expanding as expected so remains poised to lift 
rates as early as June.  Meanwhile, the Bank of Canada will almost certainly leave rates unchanged and provide 
a cautious outlook when they meet on May 24th. 
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Contact 
Algonquin Capital Corporation 
1 Yonge Street, Suite 1801 
Toronto, Ontario, M5E 1W7 
www.algonquincap.com 

Raj Tandon 
Founding Partner 
raj.tandon@algonquincap.com 
+1 (416) 214-3493 

 

 

Disclaimer 
Algonquin Capital Corporation (“Algonquin”) is registered with the Ontario Securities Commission as an exempt market dealer, investment fund 
manager, and portfolio manager. 

This commentary is confidential and for authorized use only. Under no circumstances are its contents to be reproduced or distributed to the public, 
media, or potential investors without written authorization. The information contained herein, while obtained from sources believed to be reliable, is 
not guaranteed as to its accuracy or completeness.  

 The information contained in this commentary is not investment or financial product advice and is not intended to be used as the basis for making an 
investment decision. This commentary by Algonquin is not, and does not constitute, an offer to sell or the solicitation, invitation, or recommendation 
to purchase any securities. No representation or warranty, express or implied, is made as to the fairness, accuracy, completeness, or correctness of the 
information, opinions, and conclusions contained in this document. To the maximum extent permitted by law, none of Algonquin, its directors, 
employees, or agents, nor any other person accepts any liability, including without limitation, any liability arising out of fault or negligence for any loss 
arising from the use of the information contained in this commentary.  

This commentary contains statements that constitute “forward looking statements”. Examples of these forward looking statements include, but are not 
limited to, (i) statements regarding future results of operations and financial condition, (ii) statements of plans, objectives or goals and (iii) statements 
of assumptions underlying those statements. Words such as “may”, “will”, “expect”, “intend”, “plan”, “estimate”, “anticipate”, “believe”, “continue”, 
“probability”, “risk” and other similar words are intended to identify forward looking statements but are not the exclusive means of identifying those 
statements. Forward looking statements included herein are based on current expectations and beliefs and Algonquin disclaims, other than as required 
by law, any obligation to update any forward looking statements whether as a result of new information, results, future events, circumstances, or if 
Algonquin’s expectations or opinions should change, or otherwise. By their very nature, forward looking statements involve inherent risks and 
uncertainties, both general and specific, and risks exist that such predictions, forecasts, projections, and other forward looking statements will not be 
achieved. A number of important factors could cause Algonquin’s actual results to differ materially from the plans, objectives, expectations, estimates, 
and intentions expressed in such forward looking statements. As such, undue reliance should not be placed on any forward looking statement. 

http://www.algonquincap.com/
mailto:raj.tandon@algonquincap.com
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