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April 15th, 2019 
 
Dear Investors and Friends, 
 
2019 1st Quarter Performance 
 
Worch Capital Partners, LP (WCP) finished the first quarter of 2019 with a healthy 
return of +11.75%. This outperformed our benchmark the HFRI® Equity Hedge 
Index +7.92% performance in the first quarter.   
 
The fourth quarter of 2018 challenged the mindset of most investors.  However, had an 
investor fallen asleep at the end of the 3rd quarter 2018 and hibernated for the winter to 
awaken at the end of the 1st quarter 2019 they would wonder what all the confusion was 
about.  Simply, the Dow Jones Industrial Average was only down 2 percent (or 530 points). 
Yet, the range the Dow traveled over the 6 months was a whopping 5,239 points.  After the 
worst December since 1931, the domestic equity markets had the strongest first quarter 
gain in over 20 years.  The opposing extremes tested from the massive sell off in the fourth 
quarter to the roaring rally in the first quarter has certainly been a test for most investors. 
One of the strengths of our strategy is the ability to sidestep major disruptions to the 
downside while participating in the upside.  Our motto of winning by not losing was on 
full display during the last six months.   
 
Current Market View 
 
In our last quarterly letter, we wrote the following: 
 
“The question on the minds of many investors is: When will stocks bounce back?  We don’t 
have the answer but assessing the data we don’t believe this is a structural issue like the 
2000 tech bubble or the 2008 financial crisis.  While, the current bear market can play out 
in two very different scenarios, this is likely a cyclical bear within a secular bull market.  
If our analysis is correct, we are closer to the bottom considering the magnitude of the 
decline so far but have months of choppy action before a real sustainable rally takes hold.  
We expect volatility to remain elevated in the near term which will make risk management 
our highest priority. However, when this bear market is over, it will set the stage for a very 
favorable environment; one which we plan to capture.” 
 
After a bear market and brutal fourth quarter, the US equity markets produced a massive 
rally fueled by a rebound in multiples as growth led the way.  The market had the highest 
level of P/E expansion since the financial crisis even as part of the yield curve inverted.  
The Fed now forecasts zero rate increases in 2019; this change, coupled with stock 
buybacks at all-time highs has been a tailwind for equity returns.  Globally, most major 
markets are up between 5-15 percent and no major market was in the red for the first 
quarter.  What a difference a quarter makes!  The rally is in the face of declining economic 
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data out of Europe and the largest year-over-year decline in earnings revisions.  What we 
have witnessed since the stock market’s bottom on December 24th has been nothing short 
of spectacular. In fact, the S&P’s three-month rate-of-change has gone from -19 percent to 
+19 percent.  This has only happened once in the past 30 years and that was the 2009 
bottom.   
 
Outlook 
 
We don’t need to predict the future; we only need to be in sync with the trend.  Even so, 
there are many possible scenarios that could play out in 2019.  Will slower global growth, 
a flattening yield curve, and lower earnings estimates continue to weigh on markets or 
was that priced in during the 2018 bear market?  Could the market strength in the first 
quarter be a sign that global growth and earnings could pick up in the second half of 2019 
and beyond?  When the yield spread — the difference between the yields on 10-year and 
2-year Treasuries — goes negative, it’s widely believed to be a harbinger of an upcoming 
recession. However, according to Ryan Detrick “Flattening across the curve continues. 
What happens after 2/10 inverts? (which hasn't even happened yet btw) Recession starts 
in 21 months on avg S&P 500 gains 22% on avg at the peak. Yes, an inverted 2/10 is a 
worry, but continued gains for potentially years is also possible.”   
 
We recently wrote how a strong start to the year suggests a favorable environment for 
continued gains throughout the year (see our blog at http://worchcapital.blogspot.com/).  
To support this view and see how this plays out for the second quarter and beyond, a 
deeper dive into the data was performed by Jessica Rabe of DataTrek:   

Bottom line, so far so good for Q1, but what happens in Q2? We wrote a piece 
on this a month ago, so we’ll briefly review this data as well before moving on to 
what it means for the year. Here’s the data: 

• During the eight years prior to 2019 when the S&P returned over one 
standard deviation above the average in January, the S&P gained an average 
of 2.2% in April and was positive in +60% of those years. The best return 
was +5.8% in 1997 and the low was -1.2% in 1987. 

• In May of those years, the S&P increased an average of 1.9% and was 
positive 75% of the time. The best return was +5.9% in 1997 and the low 
was -5.2% in 1967. 

• In June, the S&P was up an average of 2.1% and also positive 75% of the 
time. The high was +4.8% in 1987 and the low was -2.9% in 1961. 

• As for Q2 as a whole, the S&P advanced 6.3% on average. It was only lower 
once out of those eight years in Q2 1961, down 65 basis points. The best 
performance was +16.9% in 1997. 

We’ll have to monitor whether these S&P return trends continue to follow 
this playbook over the next three months, but here’s the outlook for the 
year based on this analysis: 

• Every year except 1987 generated double digit total returns for the S&P in the 
eight years when the index returned over one standard deviation above the 
average (save 2019) during the first month of the year. 

http://worchcapital.blogspot.com/
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• Here are the total returns for each year: 1961 (+26.6%), 1967 (+23.8%), 
1975 (+37.0%), 1976 (+23.8%), 1985 (+31.2%), 1987 (+5.8%), 1989 
(+31.5%), 1997 (+33.1%). 

• The average total return for those years was 26.6%. That’s more than double 
this year’s YTD return so far of 11.9%. 

That said, if years with especially strong Januaries rally in the first half, 
does it account for all that year’s gains or does it continue to advance in the 
back half? To answer this question, we looked at the same eight years we’ve been 
analyzing to find when the S&P peaked for the year during each: 

• The earliest month in which the S&P reached its highest level of the year was 
in mid-July during 1975. The next earliest was in late August 1987. 

• The rest of the years peaked in the fourth quarter. The years in which the 
S&P reached its highest level in September included 1967 and 1976. The S&P 
topped out in early October during 1989, and peaked in December in 1961, 
1985, and 1997. 

Important point: the 8 years with abnormally strong January returns mostly 
occurred in mid-to-late cycle, similar to where we are now. This year’s first 
quarter performed in line with the other years’ average, and history says there 
should be further upside in Q2. It’s not until the back half of the year – mostly Q4 – 
where this data shows the S&P may hit its highs for the year. The peak so far in 
2019 was 2,854.88 on March 21st. If that is the high for the year, it would be an 
anomaly compared to the others with exceptionally robust Januaries. 

As for widespread concerns about an impending recession given the 
flattening of the yield curve of late, history says that is not necessarily a 
problem. Here are other instances when the yield curve looked like an issue during 
the years we’ve called out based on the spread between the 10-year Treasury and 
Federal Funds Rate (10-yr minus Fed Funds): 

• 1985: A spread of 3.07 points in March went negative to minus 4.46 points in 
December. Total return that year: +31.2% 

• 1989: Negative 0.49 in March and still minus 0.04 in December. Total Return: 
+31.5% 

• 1997: Minus 0.15 in March and still negative 0.09 in December. Total Return: 
+33.1% 

• Current spread: +0.03 points 

The upshot: despite a flat/negative yield curve during those years, they returned 
above average double digit returns. 

In sum, the past is not always prologue, but history tells a surprisingly 
positive story about US equities. We are somewhat more cautious than history 
says we should be, but the historical record tells a clear enough story that it merits 
your attention as well. 
 
The data reinforces a bullish tone for the rest of the year.  With that said, we also expect 
normal volatility.  Even as the VIX index has rotated from a highly volatile environment 
in the forth quarter to a lower volatility regime during the equity market rally we still 
anticipate corrections and pullbacks.  Charlie Bilello assembled a nice recap of all the 
corrections greater than 5 percent since the March 2009 low.  We also know from prior 
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quarterly letters that despite the upward bias of equity markets the average intra-year 
drop for the S&P since 1980 is 14 percent. 
 

 
 
March 5th marked the 10-year anniversary of the financial crisis low of 666 in the S&P 
500.  Since the drastic recession created by the financial crisis, the turnaround has been just 
as shocking.  In fact, by June 2019, this will be the longest expansion in post-war US 
history.  At the same time, it has also been the slowest expansion with GDP growing at a 
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2.3 percent annualized rate.  The IMF just lowered their growth outlook for the global 
economy to 3.3% and the US to 2.3% for 2019.  With weakness expected to persist into 
the first half of 2019 they expect a rebound and improvement in the second half of the year. 
As growth is projected to slow down the Fed’s about-face on interest rates has provided 
support for equities. We expect this new cyclical bull market rally (within the context of a 
secular bull market) to continue while also factoring in normal volatility.   
 
What is the WCP Edge? 
 
Despite what we outlined above, predicting market environments remains a futile exercise. 
So, what then is our advantage in creating value for our partners? We’ve always 
emphasized a concentrated portfolio where our investment edge is the result of our 
ECLASS (Earnings, Cycle, Leadership, Acceleration, Sales, Surprise) methodology.  This 
results in an active portfolio of superior growth stocks that display exceptional relative 
strength and momentum.  Flexibility in our exposure levels, coupled with our unemotional 
decision-making, keeps our portfolio on the right side of the market trend while attempting 
to limit our downside exposure.  Our strict adherence to risk management and position 
sizing keeps our losses small while riding our winners. We’re excited by the number of 
emerging leaders outperforming in this rally.  
 
We would add another important overall factor that is overlooked by most — keeping 
assets under management small. Most of our competition only cares about growing larger 
and accumulating assets under management. While we believe WCP has plenty more 
capacity, we also believe in diminishing returns. As active managers, a smaller asset base 
allows us the flexibility to change our exposure levels with more ease which is critical for 
extracting alpha for our partners.   
 
We are always available to discuss our approach. Contact us 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 
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. 


