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January was a solid month for stocks with most equity indices reaching multi-year highs as 'post the (US fiscal) cliff' 

underinvested money managers reallocated assets to equities. Given the consensus view that central bankers have 

eliminated most of the risk of another financial crisis, these managers saw the recent improvement in economic data as a 

green light to buy stocks. But while US markets had their best January since 1997, the drag of basic material stocks 

(down 3.6%), held the TSX to a gain of 2.3%. 

For the team at Forge First, January marked the conclusion of our first six months of results (Aug 2012 – Jan 2013), a 

period during which our performance delivered on our twin goals of superior risk metrics to the market and making 

money.  

 

Our Forge First Market Neutral LP (“FFMNLP”) gained 4.79% net during January 2013, lifting its six month, since 

inception net return to 12.91%. The table above shows that the fund exhibits the characteristics most observers would 

agree is of a lower risk profile. The annualized standard deviation of FFMNLP sits at 5.7%, the adjusted beta a low 0.10%, 

and the correlation of FFMNLP to the TSX is only 9.6%. As a result of these numbers, the Sharpe ratio of FFMNLP is 4.8. 

The fund made money during 14 of the 22 trading days during January 2013. 

Another way to assess the risk-adjusted return profile of a fund is to understand its source of profits. Are the gains 

attributable to a small number of names with big weights or a diversified basket of securities? During January 2013, 

FFMNLP had 35 stocks that generated between 10 and 40 basis points (bps) of profit, 32 longs and 3 shorts. Further, only 

two names captured more than 50 bps, Intertape Polymer at 79 bps and Air Canada at 97 bps.  Diversification helps to 

prevent significant drawdowns and to lower correlation of the fund to the broader market. 

In November 2012, when the TSX was down 1.3% and FFMNLP was up 5.1%, our short book made us more money than 

our long book. During January, with markets strong, it's little surprise that we lost money on our short book. However, 

we're pleased to report that only 3 shorts during the month cost us more than 20 bps, the worst loss being 27 

bps. FFMNLP ended January with gross and net exposures of 202% and 20% respectively. 

The Forge First Long Short LP (“FFLSLP”) also had a very good January, gaining 5.08%. Due to this performance, the six 

month since inception net return of FFLSLP is 14.45%. The correlation of this fund with the TSX sits at 42% while the 

standard deviation and adjusted beta are 7.2% and 0.30% respectively. The Sharpe ratio of FFLSLP is 4.3. Similar to 

FFMNLP, FFLSLP had a solid win to loss ratio during the month of January and exhibited similar diversification with just 

two stocks earning the fund more than 50 bps, Air Canada at 100 bps and Intertape Polymer at 80 bps. No short position 

cost the fund more than 30 bps. During January 2013, the fund made money 16 of the 22 trading days and ended the 

month with gross and net exposure of 202% and 32% respectively.  

Looking ahead, market bulls suggest all time new highs for the US markets are within reach because issues related to 

systemic risk have been addressed (no ‘hard landing’ in China, Eurozone split risk now gone, and ‘fiscal cliff’ averted in 

the USA), Q4 earnings have been okay, and fund flows have begun to favour equities over bonds. This group expects the 

next few months of 2013 will be the mirror image of March and April of last year.  

Monthly Commentary

Long Short LP Market Neutral LP Long Short LP Market Neutral LP

Net Return - Jan 2013 5.08% 4.79% Since Inception Sharpe Ratio 4.30 4.80

Net Return - Since inception 14.45% 12.91% Annualized Standard Deviation 7.2% 5.7%

Best Month - Since Inception 5.08% 5.19% Beta Relative to Index 0.30% 0.10%

Worst Month - Since Inception -0.6% -0.82% Gross Equity Exposure 202% 202%

Correlation - Since inception 42% 9.6% Net Equity Exposure 32% 20%
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At that time, as shown by the white line in the chart below, the S&P500 was extending the upward move that had begun in 

early November 2011 through the beginning of May 2012, after which the market pulled back 10%. Time will tell if this 

year (orange line) history repeats! We’re not convinced, as we’ve begun to trim our net long exposure levels given our 

views that pending ‘fiscal’ gridlock in Washington could prove disruptive and that substantial risk remains in the Eurozone 

(deteriorating fundamentals in France, Spanish housing & banks, and Italian elections). 

 

 

We do not believe the bond ‘bubble’ will burst this year and think the current valuation of stocks (S&P500 approximately 

14.4X 2012 earnings) is neither cheap nor expensive. Given our view that China’s economic trajectory will not catalyze a 

substantial demand imbalance for most commodities, in the near time, we believe several industrial-related commodity 

prices appear expensive in the near term. As for consumer spending, the key driver of economic growth, we don’t share 

the enthusiasm of the bulls. It’s true that the rise in stocks and home prices has pushed the net worth of the US population 

to new highs, and that’s a positive. However, in the US, it’s our view that the marginal consumption spend of this gain is 

more than offset by the jump in payroll taxes. We note that US Consumer Confidence levels fell sharply in January among 

the bottom 3 quintiles of the population. In Canada, personal debt levels are too high for a positive surprise on spending, 

while little positive can be said for the spending intentions of a majority of the population in Europe. As a result, we expect 

10 year bond yields will retrace much of their recent upward move and the Euro will ultimately cede recent strength in 

favour of the US dollar.  

If the ‘powers to be’ in Washington can finalize a creditable fiscal plan in a timely fashion and Chancellor Merkel’s efforts 

for re-election does not exacerbate the existing problems in Europe, then prospects for equities could become much 

brighter for 2014. For 2013, however, it’s quite possible that recent highs in equity markets will represent ‘high water 

marks’ until brighter economic prospects for 2014 are all but assured. 

All questions or comments are greatly appreciated. Please reach us at 416-687-6771. Alternatively, please email Andrew 

McCreath at amccreath@forgefirst.com. Follow me on TWITTER @CEDARBUSH 

 

Thank you, 

 

 
 

Andrew McCreath 

 

 
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 2013 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. Volatility and correlation are calculated from daily returns. Sharpe ratio is hypothetical and is calculated using daily standard deviation and domestic 90 

day Treasury bill. 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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