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January 15th, 2018 
 
Dear Investors and Friends, 
 
Worch Capital Partners, LP (WCP) finished 2017 with a healthy return of (+12.70%).  
This slightly lagged our benchmark as the HFRI Equity Hedge Index year-to-date return 
was (+13.16%).  WCP experienced a challenging fourth quarter with a net loss of            
(-3.13%).  The strategy posted modest gains in October (+0.77%), followed by losses in 
November (-1.33%) and December (-2.58%) to round out fourth quarter performance. 
Late in the 4th quarter our portfolio was heavily concentrated in technology stocks.  There 
was a sharp rotation out of this sector as tech lagged the overall market to end the year.   
Stops on our core positions were being hit as our risk management models kicked in 
which contributed to our fourth quarter underperformance.  However, we still feel 
fortunate to finish the year with a decent gain and look forward to continuing our 
momentum into the New Year.   
 
Entering 2017 I am not sure how many pundits predicted vast gains across the globe 
especially after the turbulent US election season.  2017 was one for the history buffs as 
many records were shattered.  Global growth came roaring back as most asset classes saw 
significant gains.  For the first time ever, the Dow reached four 1,000-point milestones in 
one year.  The blue-chip average logged its 71st record close of the year. That extends the 
Dow's record-setting streak; prior to 2017, the most closing records it had ever posted in 
a year was 69.  For the first time the S&P total return, including dividends, ended every 
single month of a calendar year with a gain.  There were three other years when it had 11 
up months (1958, 1995, 2006) but never had it gone a full year until the historic 2017.  
2017 also capped the 9th year in a row the S&P finished positive on the year on a total 
return basis.  This ties the record streak from the prosperous bull market of the 1990’s.   
 
We continue to operate under the assumption that the equity markets remain in a secular 
bull market with the second leg beginning in December of 2016.  We want to remain 
positioned on the side of the dominant trend, as that remains higher, and based on prior 
secular bulls we feel there is plenty of room to the upside.  In previous letters and blogs 
we’ve discussed the parallels of 2017 to prior strong stock market years.  We believe that 
stock market history may not repeat but often rhymes as patterns are identified.    The 
most recent year we highlighted was 1995 as 2017 ended very comparable.  Even though 
the late 90’s was characterized by a roaring bull market it also had its share of failures 
and obstacles.  After an extremely strong 1995 the Nasdaq followed with another big up 
year in 1996.  However, it also experienced a 20% intra-year drawdown in 96 after the 
low volatile steady upwards grind in 1995.  For these and other reasons we continually 
preach the best course of action is to take a tactical active management of our portfolio as 
2017 was the exception rather than the norm.  Eventually these streaks do come to an 
end, typically when the environment looks the brightest, and why risk management plays 
such a huge part of our strategy.    
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Not only did the general market grind higher all year long but it did so on extremely low 
volatility.  According to Dana Lyons:  "Specifically, the average daily closing price of the 
VIX in 2017 was 11.10 (through 12/26/17). That is the lowest of any year - by more than 
one and a half points - since the VIX inception in 1986 (by comparison, the 'average 
yearly average' is over 20)."  In turn, the lack of volatility also created another amazing 
feat as the max drawdown was contained to a puny 3% as the markets advanced higher.  
"Accordingly, we took a look at the amount of losses incurred by the stock market during 
the year as a measure of adversity faced along the way to its solid full-year gains. 
Specifically, we tabulated the amount of losses incurred during every down day in the 
market. We used the Dow Jones Industrial Average (DJIA) as it has a longer history than 
the S&P 500. And based on these calculations, the stock market enjoyed less adversity in 
2017 than any other year in history going back over 100 years (our daily DJIA data 
begins in 1915)." 
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There are many varying opinions for the justifications of the strong gains in 2017.  We 
could attempt to blame these moves based on the obvious headlines such as the fed and 
easy monetary policy, bond yields vs equity yields, politics, to the global economy.  We 
prefer to look at all the facts to shape our thoughts.  In hindsight, the economic data gives 
a clear explanation of the strength of this market and we are left with the conclusion that 
the economy ended the year on an exceptionally high note. 
 
GDP 

• U.S. economic output is carrying on at an encouraging 3.0%+ clip. 
 
Leading Indicators 

• Leading economic index increased at a faster pace (3.0%) for the six-month period ending 
November 2017 than it did for the previous six months (+2.4%), as strengths among the 
leading indicators have remained widespread. 

 
ISM 

• The ISM Manufacturing Index rose to 59.7 in December from 58.2 in November. This was 
the 16th consecutive month that the index has been above 50.0, which is dividing line 
between expansion and contraction. 

• New Home Sales 
• New home sales are the highest in a decade and trending higher.  

 
With the economy on stable footing, an accommodating Fed, and the newly passed tax 
reform law in effect, the foundation is set for favorable returns in 2018.  As discussed 
above, the data always looks best at the top.  While we don’t think a bear market is on the 
horizon we don’t think 2018 will be as easy from a trend and volatility perspective as 



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

2017.  January is the second most volatile month for the year and after the strong run last 
year we expect overall volatility to pick up in 2018 as the VIX reverts to its mean.  The 
average intra-year decline based on JP Morgan is about 14% as 2017 proved to be an 
exception.  Considering we have gone almost 400 trading days since our last 5% market 
drop, rivaling the longest streak ever, the odds favor a bigger than 3% intra-year 
drawdown as this is the norm.  
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If we turn our attention to seasonality and cycles 2018 is the second year of the 4 year 
'Presidential Cycle.' On average, these years have lower returns than other years, 
gaining 4% versus 7% for all years (from Hulbert).  January brings in a widely 
followed market theory, the January barometer, claiming that as January goes, so goes the 
year.   
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From a contrarian view we always seek out opposing viewpoints to test our convictions.  
A recent interview from the legendary hedge fund manager Ray Dalio may throw some 
cold water on the otherwise bullish thesis presented.  “Today, the central bank must 
balance the short-term need for higher interest rates to contain inflation against the long-
term need for low rates to work off the debt overhang and sustain high asset prices.  It 
becomes more and more difficult to balance those things as time goes on, Mr. Dalio said 
when we met at his Westport, Conn., office in November. It may not be a problem in the 
next year or two, but the risk of not getting it right increases with time.  The problem is 
that with interest rates and risk premia near all-time lows and debt and asset values near 
all-time highs, there's little fuel left to repeat the process. Just as the Fed can't cut rates 
much, it can't raise them much either or debt servicing would swamp cash flow and asset 
prices would sink. Thus Mr. Dalio foresees years of low interest rates, and while he 
thinks stocks are appropriately valued, he thinks returns to a typical stock-bond portfolio 
over the next decade will be around zero after inflation and taxes. Whatever you need to 
retire, save it now: Don't count on portfolio returns.” 
 
We remain optimistic when considering the underlying fundamentals (economic data, 
earnings, tax reform) at play in the equity markets.  Another famed hedge fund manager 
David Tepper recently said on CNBC: "Explain to me where this market is rich? It's not 
rich with the tax thing that just changed earnings projections. With earnings forecasts 
going up and interest rates where they are, how is this market expensive? I don't see the 
overvaluation. World growth is higher," Tepper said in a phone interview. 
"There's no inflation. The market coming into this year doesn't look rich, in fact, it looks 
almost as cheap as coming into last year."  Will 2018 usher in new records or bring an 
end to streaks?  Ultimately, we realistically have no idea what is going to happen in the 
markets.  We prefer to trust our process, research, and strategy to guide our decision 
making.  The one thing we are confident in is the prevailing trend remains up.  Of course 
it will have set backs and corrections and that is why we continually have a process in 
place for our risk management rules to take hold 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. 


