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LUCK OR SKILL – 
Is your manager’s 
alpha genuine?
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ABSTRACT:
Asset managers are quick to mention that they have outper-
formed a benchmark asset, but often these claims are limited 
to a hand-picked period or cover a short time frame from fund 
inception. Such claims must be statistically tested to determine 
if they are more likely the result of investment skill or simply 
chance. The Student’s T-test allows an investor to evaluate the 
statistical strength of a claim of superior alpha on returns.

We performed an example of this analysis on one of our part-
ner funds, Veripath Farmland Funds, and found that Veripath’s 
portfolio selection generated returns above those of Canadian 
farmland generally and that the alpha of these returns was 
statistically significant, meaning it is highly unlikely that it was 
generated by chance.
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INTRODUCTION:
When evaluating the performance of an asset manager, it is important to quantify whether the returns achieved were 
generated from superior asset selection or from chance. This is where the application of a statistical test can help 
distinguish between two possibilities. 

The Student’s T-test can be used to determine if there is a significant difference between the mean value of two groups, 
in this paper that will be the difference between mean Veripath returns versus the average price growth of Canadian 
farmland, or in effect testing whether the alpha of Veripath returns is statistically greater than zero. The T-test is useful 
here because the sample size of annual returns is small, which is usually the case for financial return series. 

The T-test was created by William Gosset, when he was working as a statistician at the Guiness Brewery. A similar 
test already existed using the normal distribution, but the test does not adjust for small sample sizes. Gosset needed 
to ensure the consistency of beer while accounting for the greater uncertainty that was introduced by taking a small 
number of samples. The T-test uses a distribution that takes the number of observations as an input, fewer observations 
effectively flatten the normal distribution making it more difficult to statistically separate two means.
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DISCUSSION OF RESULTS: 
We used our partner fund, Veripath Farmland Funds, to showcase the T-score concept.  
We have data on Veripath returns and Canadian farmland benchmark returns from 2009 to 
2022, during this period the average returns were 10.9% (ex rents) versus 8.8% (ex rents0 
respectively. We subtracted the Canadian series from the Veripath returns and then used 
the T-test to determine whether the alpha created by Veripath’s management team was 
statistically different from zero. Over this period, the average alpha is 2.1%, with a volatility 
of 3.4%, and the T-statistic is 2.31.  

 

 

The easiest way to interpret this result is to use the P-value, which here is 0.037. The 
implication is that at a 95% confidence level we can reject the null hypothesis which is that 
the alpha generated by Veripath is not statistically different from zero.  

To reframe this statistical statement, we could say that if there were 27 other farmland 
investment firms that generated identical average returns, we would expect only one of 
those firms to be generating the excess returns by chance, all the other firms would be 
generating returns by superior asset management.  

Another way to review the data is to determine the minimum number of years of 
outperformance that are required before there is a high confidence that the results are 
reliably not chance.    
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The easiest way to interpret this result is to use the P-value, which here is 0.037. The implication is that at a 95% con-
fidence level we can reject the null hypothesis which is that the alpha generated by Veripath is not statistically different 
from zero. 

To reframe this statistical statement, we could say that if there were 27 other farmland investment firms that generated 
identical average returns, we would expect only one of those firms to be generating the excess returns by chance, all the 
other firms would be generating returns by superior asset management. 

Another way to review the data is to determine the minimum number of years of outperformance that are required before 
there is a high confidence that the results are reliably not chance.   

For Veripath’s alpha series, 10 years of results would be needed to reach a 97.5% confidence level that the excess returns 
are statistically significant – Veripath has 15 + years. 

The number of years required depend on the mean and standard deviation of the excess return series. Because we have 
results since 2008, Veripath can reach this hurdle, while many Canadian farmland investment firms with much shorter 
track records would have difficulty being able to prove that their return alpha was not luck.

CONCLUSION:
While the T-statistic cannot definitively determine whether any asset manager is outperforming the market from which 
they select assets, the T-statistic results in the Veripath example suggest the likelihood that the investment team was 
“lucky” in generating returns above Canadian farmland benchmark is statistically insignificant.
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APPENDIX:
Year Veripath Returns Canadian Farmland
2009 12.7% 8.0%
2010 14.6% 6.7%
2011 15.9% 8.6%
2012 17.2% 11.1%
2013 16.1% 16.6%
2014 13.3% 11.9%
2015 9.9% 8.9%
2016 8.0% 6.8%
2017 8.0% 8.0%
2018 7.6% 6.1%
2019 7.5% 5.8%
2020 7.5% 5.6%
2021 7.1% 6.2%
2022 7.1% 12.4%
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DISCLAIMER
Our reports, including this paper, express our opinions which have been based, in part, upon generally available public 
information and research as well as upon inferences and deductions made through our due diligence, research and 
analytical process. The information contained in this paper includes information from, or data derived from, public third-
party sources including industry publications, reports and research papers. Although this third-party information and 
data is believed to be reliable, neither Omnigence Asset Management nor its agents (collectively “Omnigence”) have 
independently verified the accuracy, currency or completeness of any of the information and data contained in this paper 
which is derived from such third party sources and, therefore, there is no assurance or guarantee as to the accuracy or 
completeness of such included information and data. Omnigence and its agents hereby disclaim any liability whatsoever 
in respect of any third-party information or data, and the results derived from our utilization of that data in our analysis. 
While we have a good-faith belief in the accuracy of what we write, all such information is presented “as is,” without 
warranty of any kind, whether express or implied. The use made of the information and conclusions set forth in this 
paper is solely at the risk of the user of this information. This paper is intended only as general information presented 
for the convenience of the reader and should not in any way be construed as investment or other advice whatsoever. 
Omnigence is not registered as an investment dealer or advisor in any jurisdiction and this report does not represent 
investment advice of any kind. The reader should seek the advice of relevant professionals (including a registered invest-
ment professional) before making any investment decisions. The opinions and views expressed in this paper are subject 
to change or modification without notice, and Omnigence does not undertake to update or supplement this or any other 
of its reports or papers as a result of a change in opinion stated herein or otherwise.


