
                                                                                                                                              FEBRUARY 2014 
 

 
After putting in a short term trading bottom with the delicacy of a thud on February 1

st
, a day the S&P fell 2.2%, a number 

of reasons explain the strong equity rally during the remainder of the month. Most importantly, the handoff of the 

Chairman’s role at the FOMC from Mr. Bernanke to Ms. Yellen had gone swimmingly well. First, Yellen made it quite clear 

she won’t be deviating from the Fed’s current path, plus early signs support my view that Yellen is a superior 

communicator to Bernanke. Also, while there’s little question the recent pace of recovery in the U.S. housing market has 

been negatively impacted by a less attractive affordability index, and retail sales have been weak, many industrial-related 

statistics suggest the cyclical healing of the U.S. economy remains sound. Hence, markets have been afforded the benefit 

of the doubt that recent weakness has been largely weather-related. Finally, while emerging markets (EMs) also benefited 

from the shift back to risk assets, the proverbial horse is out of the EM barn. Investors realize that most EMs, despite 

being historically cheap, are likely to continue to underperform most developed markets for the foreseeable future, 

especially countries with twin deficits. As a result, North American stocks continue to benefit from incremental flow. 

 

Total Return in local currency 
February 2014 2014 – Year To Date 

Since Inception  
(Aug 2012) 

S&P 500  4.57% 0.96% 39.64% 

TSX Total Return 3.93% 4.77% 27.84% 

    

FF LONG SHORT LP CL F LEAD SERIES 3.51% 4.99% 75.75% 

FF MULTI STRATEGY LP CL F LEAD SERIES 1.94% 2.85% 56.03% 
Note: Returns for the Forge First funds are based on the Aug 2012 CLASS F Lead Series and net of all fees. In a year, up to 12 series can be created within a  
Class of units. Accordingly, no two series will have the same net return. Unitholders are advised to refer to their monthly statement for the net return of  
their respective Class and Series. 
 

Both our funds at Forge First had a solid February 2014, with each fund making money for the 16
th
 consecutive month. 

The Forge First Long Short LP (“FFLSLP”) delivered a net return of 3.51% for the Class F Lead Series during February, 

boosting its year to date gain to 4.99%. The long book of this fund generated a gross return of 614 bps while the short 

book cost the fund 204 bps. Energy (177 bps) was the largest profit contributor to the fund with other chunky wins coming 

from Industrials (87 bps) and Technology (68 bps). Losing sectors included ETFs (52 bps) and Materials (11 bps).  

The Sharpe Ratio for our FFLSLP fund sits at 4.95. Looking at the risk metrics for this fund, correlation with the S&P TSX 

index is running at 32% while the standard deviation is below the market at 8.65%. The FFLSLP ended February 2014 

with gross and net exposures of 165% and 68% respectively.  

Our other fund, the Forge First Multi Strategy LP (“FFMSLP”) generated a net return of 1.94% for the Class F Lead Series 

during the month of February 2014. Year to date this lower volatility fund has now advanced 2.85% net of fees. Gains 

were captured in the majority of sectors, including Energy (130 bps), Industrials (62 bps) and Technology (52 bps). Losing 

sectors included ETFs (-58 bps) and Materials (-28 bps).  While the long book made money 447 bps the short book cost 

this fund 213 bps during February.  

The risk metrics associated with the FFMSLP remain quite low. Specifically, the adjusted beta sits at a 0.17, the 

correlation to the S&P TSX is 10%, and the annualized standard deviation is 7.24%. The Sharpe Ratio for FFMSLP is 

4.47. Exiting February, the net exposure of this fund was 44% on gross exposure of 144%. 

Readers of previous commentaries will notice that our gross exposure levels remain lower than they were for the majority 

of 2013. While we remain constructive towards equities in the near term, two reasons dictate the lower conviction levels 

driving exposure. Fundamentally, the global economy is stuck in a low GDP, low inflation rut. In Asia, besides what we 

know about the slowdown in China, industrial production has slowed sharply in Korea & Taiwan and their exports have 

fallen of late. In Japan, although the composition of Q4 GDP was better than what the headlines suggested, core machine  
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orders have recently fallen 17% while a closely watched private consumption index has also reversed its previous 

uptrend. Despite a 56% y/y increase (through January) in their monetary base, Abenomics is running out of steam. 

 

In Europe this week, Draghi bumped his 2014 GDP forecast to 1.2%. However, with bank loans still shrinking, 

unemployment at an all-time high and sovereign debt ratios still climbing, the latest GDP report supports my view of 

stabilization versus cyclical recovery. Meanwhile, the Black Sea standoff that has yet to run its course and could impact 

global financial markets, clearly presents downside risk to Europe’s economy, especially through energy prices. 

 

As for the U.S., only time will tell if just weather has driven the recent data. I maintain that the U.S. economy will continue 

to an annualized rate of GDP growth in the high 2s for. Lastly, in Canada, while western Canada should remain in decent 

shape, politics and debt will hurt central Canada. Taken together, expect continued low GDP growth, low revenue growth 

and little or no pricing power for most companies. These variables lead me to the second reason for low conviction, 

valuation. 

 

The graph on the below left shows that the earnings multiple on forward EPS for the S&P 500 has climbed from 10X 30 

months ago to ~15.4X today. Given low rates and a dearth of alternative investment opportunities, there’s little question 

this valuation metric can move to even higher levels. However, being long the market because the multiple could move 

higher, from already decently valued levels is not how we invest at Forge. Meanwhile, the graph on the below right 

confirms that NYSE margin debt levels as a percent of market capitalization have reached a new high. So while the 

preference for (especially) U.S. stocks and technical analysis can support a move into the low 1900s for the S&P 500, 

given our focus on capital preservation, our funds will maintain their net long positions, but on lower than normal gross 

exposures at this time. 

 
             Source: Bloomberg                                                                                  Source: Bloomberg        

 
 

The team at Forge First appreciates your support and interest. As always, should you have any questions or comments, 
please contact me at 416-687-6771 or amccreath@forgefirst.com. And very shortly, please watch for our new website at 
www.forgefirst.com! 
 

Follow me on TWITTER @CEDARBUSH  

                                                                                                                                         

Thanks very much, 

                                                                                                                              
 

IMPORTANT:  The information provided in this data sheet is for information purposes only and does not constitute an offering memorandum. All material has been obtained from sources 

believed to be reliable, but its accuracy is not guaranteed. The 2014 results are unaudited and are based on our best estimates at the time of this report. Performance data is historical, and is 

not indicative of future performance. The Forge First Funds are currently open to Canadian investors who meet certain eligibility requirements. Please contact Forge First Asset Management 

Inc. to request the offering documents. 
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