
We’ve all heard about the impact artificial 
intelligence (AI) is making on our lives by

writing copy, making entire movies, creating
“deepfakes” and driving cars. It’s also being
used for financial decision-making, and some
suggest it will soon take over from “human” 
investment advisors. We have our doubts.

Excitement regarding AI is commonly cited as the
reason for the impressive performance of U.S. stocks
this year; as of mid-September, the S&P 500 Index had
yielded a 17% Canadian dollar total return, including
dividends. Yet, ironically, funds managed using AI
have struggled to keep pace with the benchmark.

According to a recent story in The Wall Street Journal,
“at least 13 exchange-traded funds have put 
artificial-intelligence applications in charge of 
managing their portfolios. Almost all have missed
out on this year’s tech-led market rally and are lagging
behind benchmark indexes such as the S&P 500 – an
irony given the investor enthusiasm regarding AI subjects
and likely a sign of the technology’s limitations in the
ultracompetitive world of stock picking.”

The AI Powered Equity ETF, ticker symbol AIEQ, is the
oldest exchange-traded fund the article describes. It
was launched in 2017, and it runs on IBM’s Watson
supercomputer, which was famously used in 2011 to
compete on, and win, the TV quiz show Jeopardy!
The fund bases its bets on an analysis of millions of
news articles, social media posts, analyst reports and
financial statements. This year, it is up 9% – roughly
half as much as the broader market. This is because
it spread its bullish bets across too many stocks and
missed out on the surge in the Magnificent Seven –

Nvidia, Apple, Microsoft, Alphabet, Meta, Amazon
and Tesla – which benefited from investors’ belief
that these massive tech companies will benefit 
disproportionately from AI.

AIEQ tracked the performance of the benchmark in
its early years, and even outperformed at times.
Then in 2022, it got clobbered by the rout triggered
by the U.S. Federal Reserve’s interest rate hikes.
Since inception, it has produced a total Canadian
dollar return of 51%, less than half of the 109%
achieved by the S&P 500 Index.

The reality is humans have been trying to use 
computers and AI to beat the market for decades,
sometimes triumphantly and sometimes disastrously.

Jim Simons’ use of AI for investing is one of the
success stories, which was chronicled by Gregory
Zuckerman in a 2019 New York Times Best Seller 
titled The Man Who Solved the Market: How Jim 
Simons Launched the Quant Revolution. The author
describes the book as the untold story of how a 
secretive mathematician pioneered algorithmic
trading (the basis for so-called “quant funds”) and
became the greatest moneymaker of all time. The
inside cover asserts, “No other investor – Warren
Buffett, George Soros, Peter Lynch, Steve Cohen, or
Ray Dalio – can touch the track record of Renaissance
Technologies founder Jim Simons. Since 1988, 
Renaissance’s signature Medallion fund generated
average annual returns of 66 percent. The firm has
recorded trading gains of more than one hundred
billion dollars. Simons himself is worth twenty-three
billion dollars.” 
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While the story is remarkable, there are also a few
important nuances worth considering. First, the 
returns were generated by aggregating tiny gains from
huge volumes of short-term trades, something that
would be impossible for most to replicate. Second,
the trading gains were amplified by significant 
financial leverage provided by banks that may not
have understood the extent of the risk involved. Third,
the fund wasn’t available to the public and instead
was only open to employees, friends and family.

Ultimately, the author’s research led him to conclude
that Jim Simons’ extraordinary track record among
quant funds was the exception, not the rule. Most
have produced uninspiring results that haven’t
been much better than those of traditional firms
doing old-fashioned research.

Sometimes the computer algorithms that drive 
investment decisions fail dramatically, the most 
famous example being the fate of Long-Term Capital
Management (LTCM). The firm was founded in
1994 by John Meriwether, the former vice-chairman
and head of bond trading at Salomon Brothers, and
its board of directors included celebrated scholars
Myron Scholes and Robert C. Merton, who in 1997
shared the Nobel Prize in Economics. 

LTCM was initially successful, with cumulative returns
(after fees) of almost 145% in its first three years.
However, in 1998 it lost US$4.6 billion in less than
four months due to a combination of high leverage
and exposure to the 1997 Asian financial crisis and
1998 Russian debt default. These catastrophic
losses jeopardized not only the biggest banks on
Wall Street but the stability of the financial system
itself. Robert Lowenstein’s book, When Genius
Failed, explained not just how the fund made and
lost money but also how the personalities of 
LTCM’s partners, the arrogance of their mathematical
certainties and the culture of Wall Street itself 
contributed to the firm’s rise and fall.

It’s clear that some have successfully used AI to
create an edge and generate impressive returns
from aggressive short-term trading. It’s less clear
that AI can predict the future or which investments
will perform best over the next 10 or 20 years.

Phoenix-based Saguaro Capital Management has
spent nearly a decade applying AI to fundamental
investment management. While the company 
believes their approach yields a competitive edge in
identifying great companies, they are also under no
illusions about AI’s limitations. They tried and failed
to leverage AI to predict five-year company growth
rates using historical data. No matter how many
times or ways they attempted to build a model to
predict long-term revenue growth, they never

achieved a result better than random chance. 
That led to their thesis that the future is unknowable
and even AI can’t predict the unknowable.

Humans are emotional animals, and those emotions
are an investor’s worst enemy. Our natural biases, 
including loss aversion, anchoring and herding, cause
us to make mistakes that undermine our investment
performance. Dalbar Inc. has studied our shortcomings
for decades and quantified the cost. According to
their calculations, the average U.S. mutual fund 
investor achieved a compound annual return of just
6.0% over the last 30 years, nearly 40% less than the
9.9% annualized return for the S&P 500.

We are skeptical that AI will help investors overcome
the influence of emotional biases. Odds are investors
will lose patience when the investment bots 
underperform. In fact, that is what The Wall Street
Journal discovered. The 13 funds identified in their
article (referenced above) suffered outflows of
US$300 million this year and last. And that is a 
relatively large figure considering the funds have an
aggregate of US$670 million under management.

We have no doubt that AI will be used in the future
to produce both outstanding investment returns and
managers who are treated like rock stars. However,
as is the case historically, there will also be plenty of
mediocre results from funds that use AI. Moreover,
given human nature and our tendency to overdo
good things, the occasional disastrous outcome is
likely, too.

Most of us invest for the long term, and if you want
to know your retirement money will be there when
you need it, and that it will grow over time, then 
AI-driven day trading is probably not the answer.

Odlum Brown has been around for 100 years, helping
clients invest in stable, well-run businesses for the
long term. That’s the secret, not trying to outsmart
other investors day-to-day. Not everyone invests the
way we do, but the results over time don’t lie, and
clients who play the long game tend to do better.

In our view, a good investment advisor will always
play an important role in helping clients survive
market turbulence, avoid emotional mistakes and
develop an investment plan that is well tailored to
their needs and risk tolerance. We also doubt there
will ever be a replacement for the empathy and
counsel a real person can provide when navigating
life’s inevitable challenges.

MURRAY LEITH, CFA

Executive Vice President and Director, 
Investment Research

@murrayleith
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Guaranteed Income Options with Annuity Products
For many clients, annuities may provide a solid foundation for 
guaranteed retirement income. Annuities can range from the simple

life annuity to a more complex variable annuity (commonly referred to as a
guaranteed minimum withdrawal benefit plan, or GMWB). In this article, 
we will exclusively discuss life annuities.

One of the most common questions we are asked is, “How much income would I
receive from purchasing a life annuity?”

Several factors influence the income received from a life annuity, including the:
• Demographics of the annuitant (e.g., gender and age);
• Type of annuity purchased (e.g., single life or joint life);
• Frequency of income payments received (e.g., monthly or annually);
• Length of the purchased guaranteed payment period;
• Type of funds used to purchase the annuity (e.g., registered, non-registered 
or pension); and

• Other special features chosen (e.g., indexing).

One of the most important decisions to make before purchasing an annuity is
finding a guarantee that suits your circumstances. Choosing a guarantee option
ensures that a certain number of payments will be made if annuitants die within
the guarantee period, which starts when the annuity income starts. There are
many choices available, ranging from a zero guarantee (where payments stop
when annuitants die), to options for guaranteed payments to age 90. If annuitants
die during a guaranteed period, a value representing the remaining guaranteed
payments is provided to their chosen beneficiary or estate. If annuitants live 
beyond the guaranteed period, payments continue for their lifetime. For a joint
life annuity, a remaining value is paid to the beneficiary or estate only if both 
annuitants pass away during the guarantee period.

Here is an example of the lifetime monthly income you could receive from an 
annuity purchased with $100,000 of non-registered funds, providing a minimum
10-year guarantee.

Annuities purchased with non-registered funds have an added advantage, as
only a portion of each payment is considered taxable income. As listed above,
the monthly payment for a joint life annuity purchased for a male and female,
aged 75, is $650. The “taxable” portion of this monthly annuity income payment
would be $182.60, or $2,191 annually. Annuity income may also qualify for the
annual $2,000 federal pension income tax credit, which can reduce or eliminate
the tax otherwise payable on the annuity income.

You may wish to consider a life annuity if you seek:
• Guaranteed income for life;
• Higher monthly income than many other guaranteed income products 
provide;

• Guaranteed payments without exposure to market volatility; or
• A tax-advantaged income stream. Only a portion of each payment from an 
annuity purchased with non-registered funds is taxable, and the taxable 
portion remains level for life in the case of “prescribed” annuities.

To understand the many options for today’s annuity products and whether they
may be suitable for your retirement income needs, please contact us through
your Odlum Brown Investment Advisor or Portfolio Manager.

DEBBIE STUART CLU®, CHSTM, TEP, CFP®
Estate and Insurance Planner

                         Odlum Brown Financial Services Limited 

Odlum Brown Financial Services Limited (OBFSL) is a wholly owned subsidiary of Odlum Brown Limited offering life insurance
products, retirement, estate and financial planning exclusively to Odlum Brown clients. OBFSL offers a variety of coverage 
options from many of Canada’s top insurance companies tailored to suit clients’ individual needs. Our licensed professionals are
here to help you assess your position and then implement customized recommendations to meet your individual circumstances
and needs. For more information, please contact your Odlum Brown Investment Advisor or Portfolio Manager.

ODLUM BROWN FINANCIAL SERVICES LIMITED

Age 55 60 65 70 75 80 851

Single Life Male $508 $546 $598 $670 $759 $851 $950

Single Life Female $488 $522 $567 $629 $706 $806 $892

Joint Life Annuity2 $459 $486 $523 $576 $650 $755 $842

Rate source: Cannex Financial Exchanges Limited as of September 7, 2023; assumes non-registered funds with payments 
starting in one month. Rates subject to change.
1 Assumes a 5-year guarantee period for an annuity purchased at age 85, as this is the maximum guarantee available at this age.
2 The Joint Life Annuity illustrations are based on a male and female of the same age.

Guaranteed Life Annuity Income (based on a minimum 10-year guarantee period)
Monthly income from a $100,000 purchase

Clarification Notice
We wish to clarify a point made in the September Odlum Brown Report article “The Perils of Joint Ownership.” The original 
article stated that all decisions regarding jointly held real estate must be made jointly. The point of clarification is that the new
owner of a real estate asset held as Joint Tenants With Right of Survivorship could unilaterally “sever” a joint tenancy and 
dispose of their share without the original owner’s consent. Other decisions regarding jointly held real estate may require the 
cooperation of all owners.
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DISCLAIMER & DISCLOSURE

Odlum Brown Limited is an independent, full-service 
investment firm focused on providing professional 
investment advice and objective research. We respect

your right to be informed of relationships with the issuers or
strategies referred to in this report which might reasonably
be expected to indicate potential conflicts of interest with 
respect to the securities or any investment strategies 
discussed or recommended in this report. We do not act as a
market maker in any securities and do not provide investment
banking or advisory services to, or hold significant positions
in, the issuers covered by our research. Analysts and their 
associates may, from time to time, hold securities of issuers
discussed or recommended in this report because they 
personally have the conviction to follow their own research,
but we have implemented internal policies that impose 
restrictions on when and how an Analyst may buy or sell 
securities they cover and any such interest will be disclosed
in our report in accordance with regulatory policy. Our Analysts
receive no direct compensation based on revenue from 
investment banking services. We describe our research 
policies in greater detail, including a description of our rating
system and how we disseminate our research, on the Odlum
Brown Limited website at odlumbrown.com.

This report has been prepared by Odlum Brown Limited and
is intended only for persons resident and located in all the
provinces and territories of Canada, where Odlum Brown
Limited's services and products may lawfully be offered for
sale, and therein only to clients of Odlum Brown Limited. This
report is not intended for distribution to, or use by, any person
or entity in any jurisdiction or country including the United
States, where such distribution or use would be contrary 
to law or regulation or which would subject Odlum Brown
Limited to any registration requirement within such jurisdiction
or country. As no regard has been made as to the specific 
investment objectives, financial situation, and other particular
circumstances of any person who may receive this report,
clients should seek the advice of a registered investment 
advisor and other professional advisors, as applicable, regarding
the appropriateness of investing in any securities or any 
investment strategies discussed or recommended in this report.

This report is for information purposes only and is neither 
a solicitation for the purchase of securities nor an offer of 
securities. The information contained in this report has been
compiled from sources we believe to be reliable, however, we
make no guarantee, representation or warranty, expressed or
implied, as to such information’s accuracy or completeness.
All opinions and estimates contained in this report, whether
or not our own, are based on assumptions we believe to be
reasonable as of the date of the report and are subject to
change without notice.

Please note that, as at the date of this report, the Research
Analyst responsible for the recommendations herein, associates
of such Analyst and/or other individuals directly involved in
the preparation of this report may hold securities of the 
issuer(s) referred to directly or through derivatives.

No part of this publication may be reproduced without the 
express written consent of Odlum Brown Limited. Odlum Brown
Limited is a Member-Canadian Investor Protection Fund.

Odlum Brown Limited respects your time and your privacy. 
If you no longer wish us to retain and use your personal 
information preferring to have your name removed from our
mailing list, please let us know. For more information on our
Privacy Policy please visit our website at odlumbrown.com.

Supporting Wildfire 
Recovery in BC

In response to the many and varied needs arising
from this summer’s wildfires in the Okanagan, Odlum
Brown has made an aggregate donation of $50,000
to the following organizations:

• United for BC Wildfire Recovery Fund | United 
Way British Columbia

•West Kelowna Professional Firefighters Charitable
Society

• Mamas Fire Support | Mamas for Mamas
• Central Okanagan Food Bank
• Kelowna BC SPCA

This region is not only part of our community because we are a BC-based firm – it is truly part of who we 
are. Odlum Brown has had a Branch in Kelowna for over 50 years, and we have countless treasured clients,
colleagues and community partners who call the Okanagan home. Our hearts go out to them and to everyone
who has been impacted by these terrible fires.

We also want to express our tremendous gratitude to all of the firefighters, volunteers and other responders
who work to keep our province safe, and encourage everyone to help their community in any way they can.

HERO DAWGS
Ongoing
Throughout BC

We are excited to announce a new community partnership with
HERO DAWGS, a pet therapy society which focuses on reducing
stress, providing emotional support and offering a brief “paws”
from the daily pressures of work and life.

As a Founding Partner, we are proud to help grow and expand the important work of HERO DAWGS, including
providing canine-assisted wellness to healthcare workers and first responders throughout BC. The HERO DAWGS
pack makes regular visits to the critical care units at Vancouver General Hospital to support our incredible
healthcare heroes, in addition to spending time at local fire halls, offering workplace wellness visits and more.

To learn more, visit herodawgs.org.

Odlum Brown in the Community
For 100 years, Odlum Brown has been dedicated to doing what’s right, and we are passionately committed
to making a meaningful and lasting difference in our communities. Here are some of our latest initiatives.

https://herodawgs.org/

