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"The more I practice, the luckier I get.”
Arnold Palmer

We grow up learning that success is the product of hard work and skill. What often gets overlooked is the
role that luck can play; a factor that some economists believe has become increasingly important in our
globalized, winner-take-all marketplace.

Effort and talent are certainly prerequisites for success, but with so many hard working and highly skilled
individuals competing for the prize, the ‘ big winners’ are often also the luckiest. Take, for example, the
world of sports, where a fortuitous bounce can be the difference between a champion and the “first loser.’

How much influence luck has depends on the endeavour you are pursuing. At one extreme there is the
lottery, requiring minimal ability and a ‘helluva’ lot of good fortune. On the other end of the spectrum, we
have running and chess. It doesn’t matter how lucky you are; it’s highly unlikely that you’re beating Usain
Bolt in a 100m dash or Kasparov at his game.

In between these two poles are the pursuits involving varying degrees of effort, ability, and providence. Take,
for instance, poker; where with the right cards an amateur can take a few hands off a world champion. But
over several hands or games, we would expect the professional’s expertise to win out.

While the champ can use her skill to dominate the amateurs, she better hope to have lady luck on her side at
the final table. With so many highly skilled and evenly matched players, a good break can easily be the thing
that leads to the final pot. This phenomenon has been dubbed ‘the paradox of skill’; the more highly trained
and equally skilled the competition, the bigger fortune’s influence.

Like poker, investing is full of probabilities and uncontrollable factors. Also like poker, the outcomes are
definitive and quantifiable, and in the short term can be determined by chance. Fortunately, investing is not a
‘point in time’ competition with clear winners and losers. Instead, it is a process where results should be
measured over a longer period. Hard work, consistency of analysis, patience and discipline are key to moving
an investment further away from a lottery and closer to a game of chess.

It is, therefore, the investor’s task to untangle luck from skill, to focus on the process rather than the
immediate outcome. Unfortunately, this is a rather difficult proposition. We are naturally wired to seek out
and link causes and effects, even where chance has been at play. The media is always ready to feed this desire,
with a tidy story to explain every market move. And after something has occurred, a good narrative can make
it seem as if what happened was always inevitable. Adding further static to the feedback loop is our
inclination to assign luck the blame when things go wrong and ignore it when they go our way.

While difficult, separating luck and skill is a worthwhile endeavour, as it helps us to identify where our energy
should be focussed. When skill is the dominant factor, as in golf, deliberate practice is the key. Where luck is
involved, the focus should be on process and probabilities over results.

As an added bonus, studies have shown that those who can identify luck in their lives tend to be more
grateful, likable and happier. We therefore not only wish you good luck for the year ahead but also the
wisdom to recognize it.
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The Fund

The “Trump Bump’ continued into December. New issues were dominated by banks; however, notable deals
we participated in included Fairfax, Inter-Pipeline and Fortis. As some issuers pushed transactions into 2017,
portfolio managers continued to pick away at secondary product, forcing credit spreads narrower. The fund
benefited from a high exposure to credit and from the performance of the new deals to produce a monthly
return of 1.62%, bringing the full year result to 23.15%.

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

=}

2016 019%  1.49%  532% 3.51%  0.60%  0.54%  1.73% 1.63% 1.01%  1.86% 1.60% 1.62%  23.15%
2015 - 229%  251%  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

In a nutshell, 2016 was a wild year for credit. After gapping wider 30 or 40 bps in January, credit spreads
staged a remarkable recovery and ended, on average, 35 to 45 bps narrower on the year. Oil & Gas and
Pipelines were the best performers while Retail underperformed largely due to Sobeys.

Looking ahead, domestic new issuance for 2017 is estimated to be between $85 - 95B. In the near term, the
technical picture and investor sentiment support a modest narrowing of credit spreads. With the ‘policy-by-
twitter’ strategy of President-elect Trump, we expect a fair degree of market volatility which should make for
attractive trading opportunities.

Rates

Governors Poloz and Yellen certainly have their hands full. Dr. Yellen will have to guide US monetary policy
amidst a potentially significant fiscal boost from the GOP. Given an already tight labour market, US core
inflation ought to drift higher, allowing the Federal Reserve to tighten two or three times. As the sky didn’t
fall after the first two hikes, the next couple should easily be digested by the markets.

Governor Poloz has greater challenges in store. Elevated housing prices and household indebtedness remain
major risk factors for consideration. The uncertainty surrounding NAFT'A, looming across-the-board tax
cuts in the US, and the recent rise in Canadian bond yields likely mean the Bank of Canada will remain on
hold for quite a bit longer. Perhaps Canadians will get ‘lucky’ and enjoy a much stronger economy given
higher oil prices and improving growth across the world.

Contact

Algonquin Capital Corporation Raj Tandon

1 Yonge Street, Suite 1801 Founding Partner

Toronto, Ontario, M5E 1W7 raj.tandon@algonquincap.com
www.algonquincap.com +1 (416) 214-3493

Algonquin Debt Strategies Fund LP | December 2016


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

)

ALGONQUIN

CAPITAL

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 guamntccd as to itS ﬂccuracy or C()mplCtCﬂCSSA

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 ot 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, not 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 commentaty contains statements that constitute “forwatd looking statements”. Examples of these forward looking statements include, but are not
limited to, (i) statements regarding future results of operations and financial condition, (i) statements of plans, objectives or goals and (iii) statements
of assumptions undetlying those statements. Words such as “may”, “wil
“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 hetein are based on curtent 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.
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expect”, “intend”, “plan”, “estimate”, “anticipate”, “believe”, “continue”,
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