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The launch of Europe's quantitative easing program on March 9th will likely be the most important financial event of 
2015, but not the only surprise that markets will have to absorb. Draghi’s QE plan is 3 times larger than the Fed’s 
purchases (relative to the size of government borrowing) and will be equivalent in size to 250% of the total net bond 
issuance of all Eurozone governments during its currently envisioned 18-month life span. Its impact on financial markets 
was swift, as sovereign yields went negative, the EUR/USD traded to a 12-year low, and European stocks marched 
higher as quickly as Japanese equities did post Kuroda's version of 'shock and awe'. Also, March 2015 was another solid 
month for Forge First, as each fund bucked declining North American indices. 
 

LIMITED PARTNERSHIP UNITS 

Class F Lead Series 

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

Forge First Long Short LP 2.75% 10.53% 113.00% 

Forge First Multi Strategy LP 2.26% 8.06% 79.67% 

TSX Total Return -1.88% 2.58% 38.38% 

S&P 500 Total Return -1.58% 0.95% 58.75% 

 

Class A Lead Series    

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

Forge First Long Short LP 2.38% 9.10% 28.45% 

Forge First Multi Strategy LP 2.10% 7.48% 20.45% 

TSX Total Return -1.88% 2.58% 16.19% 

S&P 500 Total Return -1.58% 0.95% 21.25% 

 

TRUST UNITS 

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

Forge First Long Short Trust – Series A 2.35% 8.96% 11.82% 

Forge First Long Short Trust – Series F 2.42% 9.20% 12.71% 

Forge First Multi Strategy Trust – Series A 2.02% 7.19% 9.49% 

Forge First Multi Strategy Trust – Series F 2.10% 7.44% 10.33% 

TSX Total Return -1.88% 2.58% 4.57% 

S&P 500 Total Return -1.58% 0.95% 9.34% 

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 2.75% during March for the Class F Lead Series, 
boosting its YTD net return to 10.53%, compound annualized net return to 32.78%, and since inception net return to 
113.00%. The majority of sectors generated profits during the month, led by Health Care (+187 bps), Energy (+35 bps) 
and ETFs (+30 bps). Only three sectors lost money during February – Consumer Discretionary (-8 bps), Industrials (-7 
bps) and Technology (-6 bps). FFLSLP generated profits in both long books (+48 bps) and short books (+279 bps) 
during the month. As for risk metrics, the Sharpe Ratio of the FFLSLP sits at 3.89, driven by robust returns and a below 
market standard deviation of 8.29%. Correlation to the S&P TSX is 35% while the beta is 0.47. 
 
Our more conservative fund, Forge First Multi Strategy LP (“FFMSLP”), generated a net return of 2.26% for the Class F 
Lead Series during the month of March, increasing its YTD net return to 8.06%, compound annualized net return to 
24.57%, and since inception net return to 79.67%. The largest winning sectors for the month were Health Care (+135 
bps), ETFs (+34 bps) and Energy (+33 bps), and the only losing sectors were Technology (-14 bps), Consumer 
Discretionary (-7 bps) and Industrials (-6 bps). FFMSLP was flat in its long book for the month but made 272 bps in its 
short book. Risk metrics for this fund remain low, with its beta at just 0.31 and correlation to the S&P TSX at 16%. The 
fund has a below market standard deviation of 6.68% and a Sharpe Ratio of 3.60. 
 
Since the end of February 2015, we’ve reduced the gross and net exposures for each of our two funds. FFLSLP ended 
the month with gross and net exposures of 191% and 69%, while FFMSLP ended the month with gross and net 
exposures of 169% and 56%. The sector with the largest reduction in exposure was Consumer, Non-Cyclicals, and on 
the short side we increased our broad market hedges via ETFs which currently account for roughly 35% of our total short 
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book. Our gross allocation to Energy continues to remain lower than it has typically been. With the prices of shares on 
the short side of our Energy book having fallen so much, their betas have increased markedly, to the point where we 
don’t want to carry as many shorts, hence given our lack of conviction, we’ve reduced the number of names and weights 
on the long side too. We ended the month of March with a modest net long position in Energy in contrast to the small net 
short position at the end of February. Otherwise, there were few changes in our portfolios over the past month and we 
continue to like similar themes discussed in last month’s commentary, such as second-derivative plays on US housing 
(household furnishings, appliances), shorts on basic materials due to continued supply issues combined with a rising US 
dollar, as well as being constructive on names that benefit from a weaker Canadian dollar and whose majority of their 
business is outside of Canada. 
 
While our bigger picture view on the markets hasn’t changed, the immediate micro landscape for markets changed mid-
month. Shortly after Europe's QE launch, several US economic data points continued the recent string of mostly negative 
surprises. This development catalyzed a short term reversal in the USD, suggesting the next surprise will likely see 
Europe's year-over-year Q1 GDP growth of ~2% exceeding the less than 1.5% rate of growth experienced by the US. 
The big question for markets is whether that'll be a one-timer or it's time to change the investing playbook. 
  
In last month's commentary (LINK), I suggested the ECB's QE program isn't structured to deliver much more than the 
current run rate in private sector loan growth of 0.50%. More recently, a report published by Bloomberg declares that the 
stock of private sector credit continued to decline through February, down 0.4% from year earlier levels. This aversion to 
debt must change for European growth and assets to do more than bounce off the bottom. 
 
Likewise, Q2 US GDP growth must bounce back markedly from its abysmal Q1 performance or else global economic 
forecasts will be revised lower. Clearly a multitude of factors contributed to the malaise in Q1. Aberrational issues 
including the L.A. Port strike and extreme winter weather have come and gone for now. In contrast, it seems 3 other 
issues are forcing US economic bulls to revisit their 2015 US growth estimates every other week.  
 
When oil first dropped 50%, forecasters unanimously saw a net benefit for the US economy. But at this juncture, this 
picture has turned murkier. The hit to capex was predictable but the benefits to the consumer and industry were 
supposed to outweigh the negative. First off, 34% of year to date US unemployment claims have come from the energy 
patch, which tells me that if oil prices had not fallen, current labour markets would be much tighter and the FOMC's 'lift 
off' would have occurred during 2014. However, that's a 'side bar' as the real story is that consumers continue to defy 
expectations and pocket their savings from lower gasoline prices, undoubtedly partially because wage growth has been 
so stubborn to climb. Despite this consumer drag, the domestic side of the American economy is decent enough for 
interest rates to not be zero. However, there's now little question  that the rate of US growth has become 'polluted' by 
recessions in Brazil, Russia and the slowdown in China. Lastly, the pace at which the USD climbed during the last 
several months has caught the FOMC and corporate America off guard. 
 
Consequently, 1st quarter EPS and revenue growth for the S&P 500 are expected to be down 5% year over year on a 
2.7% revenue decline. Dropping Energy from the mix, earnings are forecast to rise, but only +3.4%, down from 8.9% at 
December 31st, on a 3.1% sales gains. 
 
The result has caused the USD, as measured by the DXY, to fall back to 96.5, still above its long term trend line, with 
probable further near term downside weakness. In turn, this has provided most commodities and EM assets with a bid 
from recent price pressures. Where we go from here will clearly depend on whether US data remains lousy or improves.  
 
Last week's job data was unquestionably soft, causing financial markets to cut the odds of a June rate hike to only 10%. 
I'd say it's too early to be so affirmative. If the USD pulls back a few more pennies and there's a firming in the data, I'd 
say a June 'lift off' moves closer towards a 50/50 proposition once again. 
 
What is increasingly clear is that North American stock markets aren't cheap.  I remain in the camp that the prices of oil 
and natural gas will stay lower into the 2nd half of 2015 such that shares of Canadian-centric companies will struggle. 
Relative winners will include well managed companies with clean balance sheets, significant non-Canadian sources of 
revenue, and a winning track record at concluding accretive acquisitions. South of the border the challenge is more 
about valuations. 
 
The graph on the below left shows Robert Shiller's CAPE (Cyclically-Adjusted Price-to-Earnings) ratio, from 1881 
through February 2015. It's the price of the S&P 500 divided into the rolling 10-year, inflation adjusted, earnings. Like me, 
I suspect you're used to hearing about the CAPE in the context of equities being expensive. However, what I find striking 
about the graph is its predictive capability at identifying inflection points in the market, up or down. Standard deviations 
below the mean represented great buy signals for stocks. Of course you can see that at the end of February, the CAPE 
was almost two standard deviations above its average. 
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Source: Robert Shiller, OFR Markets 
   
 
The graph on the above right plots this CAPE ratio along the horizontal axis  against the forward 10-year real return an 
investor would have captured if he/she had bought the S&P 500 at that point in time. The vertical line down the middle of 
the graph shows you where the CAPE was at the end of February. Two points merit attention. First, buying stocks in 
September 1929 or December 1999 when the CAPE was two standard deviations above the mean meant investors lost 
money, in real terms, on an absolute basis, over the following ten years. Second, to the right of where the CAPE is today 
is significantly less populated than to the left of the CAPE line. The message is clear; like bonds and real estate, it's 
tough to be optimistic that valuation upside will be the source of capital appreciation. 
 
That leaves earnings growth, and with earnings season beginning this week, we'll shortly hear how the majority of 
companies are finding it increasingly difficult to grow revenues enough to offset the headwinds of sluggish growth, rising 
labour costs, and for US companies, the firmer dollar.  
 
When the outlook for returns looks tougher, it's imperative that investors pay more attention to risk. The vast majority of 
mutual fund mandates require managers to be long only and fully invested at all times. That's why hedge funds merit a 
look, but only hedge funds that feature a rule book designed to manage risk, including the consistent use of a diverse 
short book. 
 
The Forge First funds are now in their 33

rd
 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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