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I don’t want to be an alarmist but if oil prices are still below $60 a year from now, could history repeat itself during the next 18 
months? Back in 1997-1998, the price of oil fell 60%, the US dollar surged 40% and Russia defaulted on its debt. A repeat 
experience would likely deliver a deadlier result to financial markets, as authorities have already pulled out all the stops in 
their attempts to fight the structural headwinds of high debt and unfavourable demographics. Determining the likelihood of 
this happening is virtually impossible since words from the powers of OPEC members in the Middle East have so far 
suggested they’re willing to use their balance sheets to maintain this game of attrition for as long as it takes. The negative 
scenario would create significant challenges to Canada’s housing market and economy in 2016, creating further downside in 
many staples of Canada’s financial markets.  
 
On the flip side, if we finally see production shut-ins versus mere deferments of capital spend, and the Saudis assuage to the 
pressure of their cash starved peers, cut supply and allow the oil quote to breathe into the mid-$60 range, then asset markets 
could look very different by the Fall. Yields on developed country sovereign long bonds will have reversed a portion of their 
year-to-date 60 basis point (bps) move, sector rotation will be the flavour of the day in equities, and the Canadian dollar will 
have gained back several pennies of its 8.5% January plunge against the US dollar. It’s this degree of uncertainty that 
explains the attractiveness of low volatility, long/short equity funds. 
 

LIMITED PARTNERSHIP UNITS 

Class F Lead Series 

Total Net Return in local currency January 2015 2015 YTD Since August 2012 Inception 

Forge First Long Short LP +4.04% +4.04% +100.51% 

Forge First Multi Strategy LP +3.18% +3.18% +71.56% 

TSX Total Return +0.55% +0.55% +35.63% 

S&P 500 Total Return -3.00% -3.00% +52.54% 
 

Class A Lead Series    

Total Net Return in local currency January 2015 2015 YTD Since November 2013 Inception 

Forge First Long Short LP +3.51% +3.51% +21.87% 

Forge First Multi Strategy LP +2.96% +2.96% +15.39% 

TSX Total Return +0.55% +0.55% +13.89% 

S&P 500 Total Return -3.00% -3.00% +16.50% 
 
 

TRUST UNITS 

Total Net Return in local currency January 2015 2015 YTD Since June 2014 Inception 

Forge First Long Short Trust – Series A +3.47% +3.47% +6.07% 

Forge First Long Short Trust – Series F +3.55% +3.55% +6.79% 

Forge First Multi Strategy Trust – Series A +2.87% +2.87% +5.01% 

Forge First Multi Strategy Trust – Series F +2.95% +2.95% +5.64% 

TSX Total Return +0.55% +0.55% +2.50% 

S&P 500 Total Return -3.00% -3.00% +5.06% 
Note: Returns for the Forge First funds are based on the Aug 2012 Class F Lead Series and the Nov 2013 Class A Lead Series and are 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. 

 

The Forge First Long Short LP (“FFLSLP”) fund earned a net return of +4.04% during January for the Class F Lead Series, 
boosting its since inception net return to +100.51% and compound annualized net return to +32.08%. The majority of sectors 
generated profits during the month, led by Financials (+118 bps), Health Care (+117 bps) and Materials (+110 bps) names. 
The only two losing sectors were Consumer Cyclicals (-34 bps) and Utilities (-3 bps). FFLSLP made money in both its long 
book (+427 bps) and its short book (+39 bps) for the month. As for risk metrics, the Sharpe Ratio of the FFLSLP sits at 3.82, 
driven by robust returns and a below market standard deviation of 8.39%. Correlation to the S&P TSX is 36% while the beta 
is 0.35. 
 
Our more conservative fund, the Forge First Multi Strategy LP (“FFMSLP”) fund generated a net return of +3.18% for the 
Class F Lead Series during the month of January, increasing its since inception net return to +71.56% and compound 
annualized net return to +24.10%. The largest winning sectors for the month were Materials (+108 bps), Health Care (+86 
bps) and Industrials (+78 bps), and the only losing sectors were Consumer Cyclicals (-29 bps) and Utilities (-4 bps). The 
FFMSLP also made money in both its long book (+324 bps) and its short book (+46 bps) for the month of January. Risk 
metrics for this fund remain low, with its beta at just 0.17 and correlation to the S&P TSX at 17%. The fund has a below 
market standard deviation of 6.75% and a Sharpe Ratio of 3.57. 
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Last month I mentioned that after squishy guidance was presented by Canada’s banks, we significantly cut the gross and net 
exposures for each of our funds, exiting 2014 with large cash balances. We began to put money back to work during the 2

nd
 

week of January 2015, buying golds and REITs while increasing our short exposure to Canadian bank stocks. As the markets 
moved lower into mid-month we became more comfortable with valuations and increased our allocation to existing long 
positions and introduced new positions to the portfolios. At the end of January, the respective gross and net exposures of the 
two funds were 174% and 63% for FFLSLP and 161% and 50% for FFMSLP. 
 

 FF Long Short LP FF Multi Strategy LP TSX S&P 500 

 
Gross Profit 
Attribution 

(basis points) 
Net Return -
Class F Lead 

Series % 

Gross Profit 
Attribution 

(basis points) 
Net Return - 
Class F Lead 

Series % 

 Total 
Return % 

Total 
Return % 

 
Long 
Book 

Short 
Book 

Long 
Book 

Short 
Book 

2015 YTD +427 +39 +4.04% +324 +46 +3.18% +0.55% -3.00% 

Since Inception 
(August 2012) 

+8,328 +112 +100.51% +6,687 +37 +71.56% +35.63% +52.54% 

 
One can see from the above table that on a since inception basis we have made money in both the long books and short 
books of each fund, demonstrating our ability to generate significant alpha in up and down markets, and still outperform both 
the TSX and S&P 500 benchmarks. 
 
Looking ahead, the only economic certainty is that the domestic portion of the US economy continues to improve, especially 
now that job growth has picked up markedly in the millennial segment of the population, a key spending group (LINK). This is 
a principal reason why the portfolio holds 2nd derivative plays on the housing sector, including shares of lumber, household 
furnishings and appliances companies. You can see from Figure 1 below that the uptick in US household formations 
suggests a bullish outlook for homebuilding and related names, a space we continue to like. In contrast, the severity of the 
decline in energy prices and the extent of the rise in the US dollar have begun to have decidedly mixed impacts on US 
growth. One can see from Figure 2 below that OECD inventories have continued to build at an alarming speed in recent 
months, weighing on oil prices and leading to increased uncertainty about a recovering energy market, which also explains 
why we are ambivalent to the energy sector in our portfolios today. 
 
Figure 1: US Household Formations 1956 – 2014     Figure 2: OECD Inventories Have Continued to Build  
       at an Alarming Speed in Recent Months 
 
 
 
 
 
 
 
 
 
 
 
  
 
Source: Bloomberg     Source: BofA Merrill Lynch 
 
The benefit of plummeting oil prices is obviously constructive for consumers. However, on its Q4 conference call, the CEO of 
Visa Corp. said that according to a survey they conducted, 50% of the savings on gasoline is being saved, 25% is being used 
to pay down debt and the balance is being spent, with grocery stores being the main beneficiary. Another winner from falling 
energy prices is the airline industry. I particularly like the US airlines as,  in contrast to 10 years ago when 9 companies 
controlled 85% of industry revenues, today that bounty is shared by just 4 companies. 
  
The levitating US dollar has also begun to deliver cross-currents to the economy of our southern neighbours. Conventional 
wisdom suggests its surge will reinforce deflationary pressures and drag down growth. For example, based on the 1.9% Q4 
growth in fixed investment spending growth, the cutbacks have been almost instantaneous, attributable to both the sharp fall 
in new orders and declining backlogs that were printed with the January ISM manufacturing numbers. There is little question 
that the rate of growth in the US economy is being dampened by the increasing breadth of slowing growth around the world. 
We've also seen ample evidence that pricing competition remains very intense, and with continued expectations that wage 
growth is poised to accelerate, the rate of 2015 earnings growth could easily fall short of the already slashed forecasts for the 

http://www.forgefirst.com/
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non-energy component of the S&P 500. Domestic-oriented business models remain the preferred US investments for our 
portfolios. 
 
 In Canada, our long exposure is centred around two types of companies. First, organizations which have Canadian dollar 
costs and non-Canadian dollar revenue streams and second, companies with business models resilient to the pending 
economic challenges that we expect Canada will face over the medium term. Our domestic short book largely consists of 
companies  who are vulnerable to a weakening business environment or resource companies vulnerable to funding needs or 
their non-competitive cost structures. 
 
In assessing the broader market at this juncture, January featured a sharp turn in market psychology focused on the fear of 
outright deflation, catalyzed by slowing global growth and sub-$50 oil. I still believe the FOMC is poised to hike interest rates 
in June, even if it's a single 25 bps hike for 2015. Meanwhile, unless the price of oil recovers substantially from current levels, 
the relative dearth of 'safe' assets will keep developed market sovereign bond yields very low, making it tough for the 
valuation accorded stocks to move higher. 
 
Figure 3. US Equity P/E and Nominal 10-Year Bond Yield          Figure 4. S&P 500 Forward P/E Ratios ‘1976-2014’ 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Minack Advisors      Source: Goldman Sachs 
 
Figure 3 on the above left shows that since 1960, whenever the yield on the 10-Year US Treasury bond has been below 4%, 
the expected correlation between falling rates and expanding P/E multiples has collapsed. At the same time, Figure 4 on the 
above right suggests that since 1976, the S&P 500 has only been more expensive on earnings during the tech boom. 
 
 Unless the price of oil changes markedly over the next few months, it strikes me that we're destined for churning markets with 
low returns and above average tail risk. This is not a recipe for an easy year in markets. That's why a look at our hedge funds 
makes sense. 
 
We've preserved capital in rough markets, as evidenced by the negative downside capture of each of our funds, -67% in 
FFLSLP and -82% in FFMSLP (Note, a negative number means the manager has made money when the market has gone 
down), as well as generated significant alpha in both funds, 20% for FFLSLP and 18% for FFMSLP, as demonstrated by our 
ability to make money in both long and short books.  
 
The Forge First funds are now in their 31

st
 month of investing, so please let us know if you have any questions about them. 

Also, for additional information, please visit our website at www.forgefirst.com.  
 
Thank you,  
 

 
 
Andrew McCreath, CFA 
President and CEO 
D: 416-687-6771  
E: amccreath@forgefirst.com 
Follow me on Twitter@forgefirst 
 
 

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 2015 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. 
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