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October 16th, 2017 
 
Dear Investors and Friends, 
 
Worch Capital Partners, LP (WCP) finished the third quarter of 2017 with a net return of 
+3.86%.  This exceeds the quarterly returns for the HFRI Equity Hedge Index (+3.52%) 
and was in line with the S&P 500 Index (+3.96%).  The strategy’s year-to-date 2017 
return through September 30th sits at 16.34%. This compares favorably to the year-to-
date returns for the HFRI Equity Hedge Index (+9.63%) and S&P 500 Index (+12.53%). 
The strategy posted strong gains in July (+2.53%), followed by smaller gains in August 
(+0.71%) and September (+0.58%) to round out another solid quarter of performance in 
Q3.  Many predicted that 2017 would usher in a surge in volatility as the new 
administration took office and the Federal Reserve further reigned in the accommodative 
policies of the last decade.  However, we’ve seen absolutely nothing in the way of 
volatility thus far and most equity markets around the globe have enjoyed uninterrupted 
gains all year.  In the U.S., the market is up double digits on the backs of strong economic 
growth (GDP grew 3.1% in Q2 – strongest in two years), S&P earnings growing at a 
10%-plus clip in Q1 and Q2, and global central banks staying with easy monetary policy.  
Regardless of the cause, equity markets are in the midst of an incredibly bullish run.  Just 
in the last week of the quarter, the S&P, Nasdaq, NYSE, S&P Mid Cap 400 and Russell 
2000 all notched all-time highs.  The S&P had achieved 39 new closing all-time highs as 
of 9/30, putting it on pace for 52 for all of 2017.  The index has topped 50 on this 
measure just four times since 1950 (1961, 1964, 1995 and 2014).   
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We heard a market quip a few weeks ago that grabbed our attention not only because of 
its simplicity but also for how true it seems to ring at the moment.  It went something 
like, “the most bearish thing about this market is that everything seems to be coming up 
bullish.”  Have we entered a “too good to be true” phase?  It’s a fair question to ask.  As 
it stands today, many of the traditional “bear market” indicators are being held in check 
(the yield curve looks good – nowhere near inverted, investor sentiment remains calm – 
no euphoria, and hedge funds/portfolio managers continue to be positioned rather 
cautiously).  We could attempt to fill this space with empty declarations as for why a 
correction is just over the horizon as the S&P has gone more than 10 months without a 
3% correction but perhaps we’re better served by acknowledging, and going along with, 
some of the data points that have facilitated the current strength of this market: 
 
Volatility 

• As of the end of September, the S&P 500 had gone 42 consecutive weeks without 
a weekly move of 2% in either direction.  Only the mid-1960s and mid-1990s 
have seen longer streaks. 

• September has been historically known as one of the most volatile months of the 
year.  However, September 2017 had an average daily range of just 0.4% which is 
by far the smallest daily range for a September ever (looking back to 1920). 

• The VIX has averaged 11.34 through the first nine months of 2017.  If it stays this 
way it would be the lowest average since the index launched in 1993 and a full 
point below the 12.4 average registered in 1995 that currently stands as the lowest 
on record. 

• As of 9/30/17, the S&P had moved 1% or more in either direction on just eight 
days.  The last time was saw such an absence of 1% or greater moves was 1972.  
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Seasonality – October/4th Quarter 

• October is historically accepted as the most volatile month of the year.  Since 
1970, no month has featured more 1% daily changes (higher or lower) as nearly 
30% of all days in October have done so.  However, we’ve seen nothing of the 
sort thus far in 2017 as we haven’t seen any 1% days as of this writing 
(10/16/2017). 

 
• October kicks off the what’s historically been the market’s most bullish seasonal 

period.  Over the last 25 years, October has averaged a gain of 0.90%.  And since 
the March 2009 bottom this month has been incredibly strong, offering up an 
average gain of nearly 3%. 

 
 

• Since 1950, the S&P 500 has gained an average of nearly 4% in the fourth quarter 
and has finished higher almost 80% of the time making it the strongest quarter of 
the year. 
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• In years when the S&P is up 10% year-to-date through September and made a 
new all-time high during the month (like we’ve seen in 2017), the index has been 
positive in Q4 in 11 of 12 prior instances with an average gain of nearly 6%. 

 
Strength/Up-Trend 

• The S&P has now finished higher six months in a row and 10 of the last 11 
months.  The index has achieved six month “up” streaks 26 times going back to 
1928 and has gone on to notch a higher monthly finish within the next three 
months in 24 of those instances (92% success rate). 

• The S&P was up 12% year-to-date through 9/30 and had been able to contain its 
max drawdown for 2017 to just 3%.  If this stands, it would tie for the smallest 
yearly drop in the index going back to 1980. 

 
• The index is now up eight quarters in a row.  This feat has happened only five 

times in history and never has the 8th quarter represented the end of the streak. 
 
Sentiment 

• At the end of September, according to the AAII Investor Sentiment Survey, just 
33% of investors were bullish (expecting the market to be higher six months from 
now), 38% considered themselves neutral while 29% felt bearish.  The historical 
average for “bulls” in the AAII poll is 39%.  We’re not yet near peak optimism. 

• US equity fund flows for Q3 measured $23billion of outflows while fund flows 
for the rest of the world came in at $41billion of inflows.  Investors are flocking 
to other parts of the globe to add equity exposure. 

 
There certainly appears much to remain optimistic over when considering the underlying 
dynamics at play in the equity markets.  When we’re able to look past the daily 
disturbances (political and otherwise) on the surface, there are a great number of 
advancements taking place that could be the engines of economic growth on which this 



4808 Moorland Lane, Suite 109 Bethesda, MD 20814  Tel 301-202-8916 rworch@worchcapital.com 
 

rally is built.  The world is experiencing a technology and productivity revolution and the 
stock market must attempt to discount those enhancements back to today’s dollars.  So 
what derails the current good cheer?  We don’t have that exact answer (no one does) but 
what we do know is that outside of some type of random, black swan event (surprise 
war/invasion) the market will offer up some level of forewarning.  The up-trend will 
weaken, breadth will stumble, volatility will surge and we’ll begin to see swings in the 
market (higher and lower) that have been entirely absent from the 2017 playbook.  And 
even still, a meaningful pullback from these levels would not do much damage to the 
overall picture.  A 10% drop in the S&P would only take us back to the January/February 
lows. 

 
Just as it did in the first half of the year, the Worch Capital Partners benefitted from its 
concentrated positioning in growth/momentum names in Q3. Specifically, we have been 
able to capture significant gains in the technology sector with names like Alibaba 
(BABA) acting particularly well.  The fund has owned BABA for the majority of 2017 as 
the stock has moved in a healthy uptrend all year with solid underlying fundamentals.  
BABA finished Q3 up 21% and the stock has doubled in 2017.  Outside of the 
technology space, we may look to gain exposure in the attractive sectors of biotech, 
regional banks, oil and gas exploration, and oil service in Q4 if opportunities arise.  As is 
our nature, we’ve stayed selective in our positioning throughout the year and have cash to 
deploy if any of the themes mentioned above do come about.  Speaking of cash we 
recently came across a quote from Jim Rogers, legendary investor and co-founder of the 
Quantum fund with George Soros, and it really resonated with us.  He called cash the 
perfect hedge and said, “As my father taught me, cash is indeed an asset class.  To 
assume the investment opportunity sets that are available to you today are as good or 
better than those that will present themselves next week, next month, next quarter is 
naïve.  You have to have cash to take advantage of them.”  
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We remain firm believers that any near-term market pullback should be considered a 
buying opportunity.  The underlying strength of this market does not appear to be waning 
and Q4 looks set up to provide further gains for equities.  Conversely, we always seek out 
opposing viewpoints to test our convictions from a risk perspective.  What could be the 
next catalyst that sparks a volatility event?  The usual suspects of geopolitics, earnings 
season, Fed policy mistake, and extended valuations are the obvious choices.  However, 
shocks to the system that create an explosion in volatility are typically events that are not 
in plain sight.  Some possible events that we are keeping on our radar that could lead to a 
larger than normal pullback are China’s excessive levels of debt and potential for 
currency devaluation, a blow-off top in equity markets, herd mentality of passive 
indexing, crowded trade of short volatility strategy, and an adverse move in global bond 
markets.  We wish we were smart enough to forecast every turning point in the global 
macro environment.  Through my 17+ years in this business you realize that trying to 
time possible market changing events is a futile and frustrating exercise.  Instead of 
making predictions we rely on our research and trust our process at which point we 
identify trends that we ultimately try to exploit.   In the event we get a shock to the 
system, regardless of a short term or a longer term event, we continually have a process 
in place for our risk management rules to kick in during times of heightened volatility 
that allows us to quickly change our positioning as the facts change. 
 
We are always available to discuss our approach or if you wish to 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 
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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. 


