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July 19th, 2021 
 
Dear Investors and Friends, 
 
2021 2nd Quarter Performance 
 
Worch Capital Partners, LP (WCP) finished the second quarter of 2021 with a net 
gain of +2.84% for a year-to-date loss of -3.89%. This was compared to our benchmark, 
HFRI Equity Hedge Index, return of +5.06% for the second quarter for a year-to-date gain 
of 12.26%. We remain committed to being excellent stewards of your capital and are 
grateful for the opportunity to serve our partners.  
 
The general market was primarily choppy for most of the quarter as it digested gains from 
the first quarter. However, most of the winners and losers were due to rotational 
movements based on macro trends. Large capitalization stocks outperformed small caps 
and growth started to pick up performance on value during the latter part of the quarter.  
Nevertheless, there were a lot of interesting developments through all the sideways action 
that determined most of the rotation throughout the second quarter. The most surprising 
was the pullback in yields after the historic run to start the year. This was in the face of 
inflation indicators running extremely hot. Most consumers are recognizing the increase in 
prices from food, housing, and gasoline. When we dig into the recent CPI and PPI reports 
it confirms broad based price increases across the board.  

• On a year-over-year basis, total CPI was up 5.0% (vs. 4.2% in April), which was 
the largest increase since August 2008. Core CPI was up 3.8% year-over-year (vs. 
3.0% in April), which was its largest increase since June 1992! 

• On a year-over-year basis, the Producer Price Index for final demand was up 6.6% 
in May versus 6.2% in April while the Producer Price Index for final demand, less 
food and energy was up 5.3% in May versus 4.6% in April. 

If you have traveled this summer, it is obvious how much more expensive it is with regards 
to the cost of food, gasoline, rentals, airline tickets, etc. Not to mention the rapid increases 
in home prices, used cars, shipping rates, and all materials. The key takeaway is that prices 
from the consumer to producers are increasing which adds to the inflation narrative. A 
recent article in the Wall Street Journal highlights how the rise in consumer prices affects 
a normal family of 5. You can see the biggest increases come from essentials, food and 
gasoline.  
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Lastly, a chart from Hedgeye risk management illustrates the drastic acceleration in freight 
and shipping costs that is contributing to the inflation storyline.  

 

 

In our last few letters, we discussed the staggering outperformance of growth versus value. 
The last six months has put a huge dent in that theme as value has picked up massive 
relative performance against its growth counterpart. This has also reset expectations and 
worked off overbought conditions from a wildly extended environment for the growth 
sector. Below is a ratio chart of the Russell 2000 growth ETF vs the Russell 2000 value 
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ETF. When it is moving higher growth is outperforming. It recently traded back to the long 
term up trendline and only in recent weeks have we seen growth bounce back coinciding 
with the drop in yields.     

 

 
Looking Forward 
 
Considering the strong returns in the first half of 2021, we will provide our thoughts on the 
second half. Obviously, we cannot predict the markets; however, we can use some 
statistical analysis to shape a thesis and probabilities. Usually, market strength begets 
strength and most of the studies confirm this. That is bullish for the second half of the year. 
We will look at two studies: one that confirms that bias and one that differs. For a bullish 
tone, a study by one of our favorites, Ryan Detrick, shows that when the S&P 500 is up 
greater than 12.5% year to date at the end of June, the next six months are up a median of 
9.7% which is twice the median final six months for all years.  
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If we want to pump the breaks on optimism, we know that the third quarter is the most 
challenging during the year with August and September being some of the worst trading 
months. A recent study from Nautilus Capital provides a contrast to the recent strong upside 
momentum presented above, writing “#SP500 first half year to date momentum "IS" 
typically a good indication of continuing rest of year momentum (no revelation there as 
many technicians; including us monitor this closely.) In contrast, the study below offers an 
interesting "twist" on potentially excess momentum....” 
 

https://twitter.com/hashtag/SPX?src=hashtag_click


11300 Rockville Pike, Suite 1001 Rockville, MD 20852 Tel 301-202-8916 rworch@worchcapital.com 
 

    
 
This study certainly paints a different picture than the normal strength begets strength 
argument. Another study shows the one-year rolling correlation of the Nasdaq 100 against 
the ten-year treasury yield. This is simply another valuation metric that shows that the index 
is historically extended. The question is whether the future is based on the 2000 and 2007 
precedent or more like the mid-90s and 2017-time frame. Clearly the outcomes are 
incredibly different with the former leading to devastating bear markets and the later just a 
continuation of a secular bull market.  
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As we look to the second half, the most important consideration from a macro stance will 
be the direction of interest rates and yields. The language from the Fed will determine most 
of that action and their decision to taper, raise rates, or do nothing will be the most 
important discussion. Every statement or comment will be combed through in fine detail 
looking for the smallest of nuances. Yet, after a tough first half for growth equities, we 
could see a sustained rotation out of value and back into growth if rates subside. A recent 
tweet from Jurrien Timmer sums this up, “with peak reopening and peak inflation likely 
behind us, I expect some ongoing counter rotation from growth stocks.”  
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We expect the inflation debate will continue in the back half of the year. Additionally, there 
will be ruminations about the pace of economic growth, which is certain to decelerate from 
the torrid pace seen in the first half of the year. The Fed will be central as they attempt to 
shift policy and dance around concerns over peak growth, Delta variant, and inflation.  
 
We still believe the market remains in a secular bull market and the future remains very 
bright for growth equities as the technological revolution continues even after a tough first 
half. As active managers, our smaller size allows us the flexibility to change our exposure 
levels with more ease, which is critical for extracting alpha for our partners. We believe 
our methodology protects our partners’ capital through various cycles. We will continue to 
focus on surprising to the upside as we execute our strategy. WCP has more capacity and 
we are accepting new contributions the first day of every month. 
 
We are always available to discuss our approach. Contact us if you wish to wire additional 
funds at this opportune time or inquire about a possible investment in WCP. Additionally, 
if you know of anyone who might be interested in our strategy, please feel free to make the 
introduction. Please do not hesitate to call us with any questions or comments. 
 
 
Kind Regards,  
 
 
Ryan Worch 
WCP, LP Principal and Fund Manager 
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THIS IS NOT AN OFFERING OR THE SOLICITATION OF AN OFFER TO 
PURCHASE AN INTEREST IN WORCH CAPITAL PARTNERS, LP (“WCP”).  ANY 
SUCH OFFER OR SOLICITATION WILL ONLY BE MADE TO QUALIFIED 
INVESTORS BY MEANS OF A CONFIDENTIAL PRIVATE PLACEMENT 
MEMORANDUM AND ONLY IN THOSE JURISDICTIONS WHERE PERMITTED 
BY LAW. 
 
AN INVESTMENT IN THE FUND IS SPECULATIVE AND INVOLVES A HIGH 
DEGREE OF RISK. OPPORTUNITIES FOR WITHDRAWAL, REDEMPTION AND 
TRANSFERABILITY OF INTERESTS ARE RESTRICTED, SO INVESTORS MAY 
NOT HAVE ACCESS TO CAPITAL WHEN IT IS NEEDED. THERE IS NO 
SECONDARY MARKET FOR THE INTERESTS AND NONE IS EXPECTED TO 
DEVELOP. 
 
THE FEES AND EXPENSES CHARGED IN CONNECTION WITH THIS 
INVESTMENT MAY BE HIGHER THAN THE FEES AND EXPENSES OF OTHER 
INVESTMENT ALTERNATIVES AND MAY OFFSET PROFITS.  NO ASSURANCE 
CAN BE GIVEN THAT THE INVESTMENT OBJECTIVE WILL BE ACHIEVED OR 
THAT AN INVESTOR WILL RECEIVE A RETURN OF ALL OR PART OF HIS OR 
HER INVESTMENT. INVESTMENT RESULTS MAY VARY SUBSTANTIALLY 
OVER ANY GIVEN TIME PERIOD. 
 
The performance data represents the performance of Worch Capital Partners, LP (“WCP”).  
The results reflect the deduction of: (i) an annual asset management fee of 1.0%, charged 
quarterly; (ii) a performance allocation of 20%, taken annually, subject to a high water 
mark; and (iii) transaction fees and other expenses incurred by WCP.  During the time 
period shown, WCP used only those investment strategies disclosed in its Private 
Placement Memorandum.  Results are compared to the performance of the S&P 500 Index 
(excluding dividends) for informational purposes only.  WCP’s investment program does 
not mirror the S&P 500 Index and the volatility of WCP’s investment program may be 
materially different.  The performance figures include the reinvestment of any dividends 
and other earnings, as appropriate.  All investments involve risk, including the loss of 
principal. 
 
PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE 
RESULTS. 


