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There are few things in this world more humbling than the stock market. You read, analyze, think, ponder scenarios, reach your 
conclusion and then reposition the portfolio with the hope it’s structured to withstand downdrafts without having hedged out all the 
upside. Then when you least expect it, the market turns on a dime and dances to its own tune. Aside from the unanalyzable impact of 
weather, there was little ‘new news’ to cause the late January, early February haircut to risk assets. Bernanke had well-telegraphed his 
tapering intentions which we all knew wouldn’t be good for emerging markets; and as for Argentina, it’s inconsequential, and the stories 
of its demise ultimately traipsing back to China in the near term are ludicrous to me. 
 
I think the markets were just being markets. From time to time we get ‘flash bubbles’ and ‘flash crashes’, especially when record margin 
debt is financing extreme positioning in macro trades such as shorting long dated sovereign bonds & Japanese yen to finance an 
outsized allocation to U.S. equities. Back in October 2013, the S&P 500 climbed from 1650 to 1750 in a heartbeat and we didn’t 
question that advance. It’s just that these eruptions are not symmetrical. Stocks tend to grind higher, but plunge downwards; and in 
today’s world where everybody’s paranoid about losing money, downward momentum gets exaggerated.   
 

 

Total Return in local currency 
January 2014 YTD 

Since Inception  
(Aug 2012) 

S&P 500  -3.46% -3.46% 33.54% 

TSX Total Return 0.82% 0.82% 23.01% 

    

FF LONG SHORT LP CL F LEAD SERIES 1.43% 1.43% 69.79% 

FF MULTI STRATEGY LP CL F LEAD SERIES 0.89% 0.89% 53.06% 

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. 
 

I’m pleased to report that both our funds at Forge First made money during January 2014. The Forge First Long Short LP (“FFLSLP”) 

delivered a net return of 1.43% for the Class F Lead Series during January, extending its consecutive win streak to 15 months. Each of 

our long book (137 bps) and short book (39 bps) contributed positively to the gain in the month. Sector-wise, Industrials (85 bps), 

Materials (54 bps) and Financials (51 bps) were the largest contributors to the portfolio while Consumer stocks, both the Discretionary  

(-56 bps) and Staples (-13 bps) were the only areas losing more than 10 bps.  

 

The Sharpe Ratio for our FFLSLP fund sits at 4.82 and ended January 2014 with gross and net exposures of 133% and 52% 

respectively.  

 

Our other fund, the more conservative Forge First Multi Strategy LP (“FFMSLP”) generated a net return of 0.89% for the Class F Lead 

Series during the month of January 2014. Its gross and net exposure closed the month out at 113% and 27% respectively. Gains were 

captured in the majority of sectors, including Industrials (61 bps), Materials (34 bps) and Technology (22 bps). Consumer Discretionary 

stocks (-22 bps) was the only double digit loser. Similar to the performance of FFLSLP, Multi Strategy LP made money in each of its 

long book (84 bps) and short book (33 bps) in January.  

 

The risk metrics associated with this fund remains quite low. Specifically, the adjusted beta sits at a 0.11, the correlation to the SPTSX 

is 9.78%, and the annualized standard deviation is 7.38%. The Sharpe Ratio for FFMSLP is 4.4. 

Looking ahead, I believe the rate of growth for the U.S. economy will accrete higher during the year to an annualized rate of 2.5% to 

2.8%. Government spending will increasingly become less of a drag while the new cycle high for capacity utilization (in orange) shown 

in the graph on the top left of the next page suggests we will see a bounce in corporate capital spending in 2014. So while the storm-

filled winter-to-date that has wreaked havoc on more than 50% of the North American population will generate lots of economic noise, 

I’m still in the camp that U.S. data will improve to the point that by the summertime markets get fearful that the FOMC may get ‘behind 

the curve’ in shrinking their balance sheet. Such an event could be the source of downside in the market. In the meantime, I expect 

non-resource equities to recover from their recent decline. Notwithstanding that’s my best guess of how markets will react, for the 

‘behind the curve’ scenario to become my expectation I need to see stronger wage growth and rising loan originations from the banks. 
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Unfortunately, I remain less optimistic on the Canadian economy. The graph on the above right compares manufacturing sales for US 

(in grey) and Canadian (in orange) companies. In contrast to the recovery in U.S. manufacturing Canadian manufacturing sales (in 

Canadian dollars) remain below pre-financial crisis levels, despite the fact the Canadian economy recovered more quickly in the interim. 

The $0.08 decline in the USDCAD pair since Labour Day 2013 will mitigate some, but not all, of the inferior productivity that’s largely 

responsible for this poor performance. While prognosticators have been calling for private sector debt levels and our supposed housing 

bubble to cause the Canadian economy to weaken for the past few years, I believe that time is finally upon us.  

 

Our housing sector will only get hurt when our job market deteriorates, and while the marked, recent shift from full time to part time jobs 

has been disappointing, the shift in the relative strength in employment between Canada and the U.S. has only just begun. The effect of 

these dynamics is supposed to be balanced off by a change in currency. As you can see in the graph below, the shorts (in orange) 

have driven our dollar lower ahead of this pending relative inferior performance in our economy.                                                  

                                                
 

It’s the result of this economic view that I continue to see superior, broad equity market opportunities in the U.S. versus Canada. 

However, here at Forge First, our focus is identifying inefficiently priced, North American securities. In other words, not the large-cap 

TSX 60 stocks that are rarely ‘inefficiently priced’, but mid and smaller capitalization companies, an area we continue to see many 

opportunities for the generation of alpha, both on the long and short sides. 

 

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. 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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