January 10, 2020

Dear Friend of Valara Capital Management,
For the fourth quarter and twelve months ended December 31, 2019, Valara Partners, LP. produced total
returns, net of fees, of 11.99% and 22.36%, respectively, versus corresponding total returns for the S&P 500 of
9.07% and 31.49%. While we are extremely pleased with our quarter, even more so than one might think on
the surface (for reasons explained below), we recognize that the overall year was still disappointing.
QUARTERLY REVIEW
The economic slowdown that has been at the forefront of discussion for the last few quarters and prompted the
Fed to begin cutting rates last July, eased somewhat in the fourth quarter. While there was modest
improvement in the underlying statistics, including jobs and consumer spending, there was a greater
improvement in overall optimism. That optimism was driven by a handful of discreet events including
progress on the ongoing US/China trade deal (yet to be finalized and signed), elections in the UK that should
pave the way for Brexit to move forward, and, most importantly, a step-up in accommodation by the global
central banks. Recall that, as the third quarter came to an end, Germany was on the verge of recession, China’s
growth was as slow as it has been in decades and the US was decelerating. In the fourth quarter, the ECB and
the Federal Reserve rejoined the Bank of Japan in purchasing securities and expanding their balance sheets
(thus injecting cash into the securities markets). For the Fed this was not an announcement but an evolution of
their end of Q3 emergency liquidity injections – they just never stopped “injecting”. As the fourth quarter
wore on the market came to regard this as a new round of quantitative easing and interpreted that as bullish for
stocks. I doubt that the Federal Reserve was disappointed. The S&P achieved its long-term average annual
return in the fourth quarter and had only a handful of down days in the month of December. By the middle of
the month the financial media had taken to describing market activity as a melt-up. Much of the other major
news, including impeachment proceedings and the tensions with Iran that led to the early January eruption of
hostilities, was quickly brushed off as so much kabuki theater.
As strong as it was in the fourth quarter, the S&P 500 was eclipsed by most of its global rivals which were
playing catch up from earlier in the year. Argentina led everyone on a rebound from its severe Q3 sell-off.
Russia was up 15%, followed closely by China, Brazil and Korea. The weakest returns were realized by
Canada, India and Mexico. US bond yields bounced around a bit but stayed within recent ranges, while credit
spreads on corporate debt tightened. Commodities, taking their cue from improved economic optimism,
central bank’s inflationary actions and above average political uncertainly, posted strong increases.
PERFORMANCE COMMENTARY
In the quarter, growth stocks continued their dominance of the overall market. The Russell 1000 Growth Index
outperformed the S&P 500 (which is a blend of growth and value) by 1.55% and the Russell 1000 Value Index
by 3.21%. The top performing sectors of the market were Technology, Health Care and Financials and the
worst performing were Real Estate, Utilities and Energy. Given this, one might have expected Valara to lag.
There were two factors that, combined, more than offset this relatively challenging backdrop.
The most important was simple stock selection. Valara had a significant number of stocks across sectors that
performed exceptionally well. While precious metals stocks narrowly beat the S&P 500, Valara owned several
that produced outstanding returns. The leader was Pan American Silver which, on the back of surprisingly
strong Q3 earnings and rising silver prices, rose 51%. Other strong precious metal stocks included Agnico
Eagle, Newmont Mining and Wheaton Precious Metals. Trillion dollar annual US budget deficits (in an
expanding economy) and Federal Reserve balance sheet expansion generally provide a gold and silver friendly
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