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MIDWAY CAPITAL RESEARCH & MANAGEMENT LLC                
150 N. MICHIGAN AVENUE, SUITE 800, CHICAGO, ILLINOIS 60601 
 
 

April 12, 2019 

Dear Fellow Investors, 

What a difference three months makes. Last quarter we were reporting our worst quarterly performance since 

2011 on the heels of the worst quarter for the stock market since then. Just a mere three months later, we are 

reporting our best performance since 2013. The stock market hasn’t done this well since 2009, making it the 

best quarter in nearly a decade. Our last letter pondered the possibility of a recession. Now the stock market 

is hitting new highs.  

 

The takeaway from all this, in our opinion, is that we need to expect more volatility and we still need to 

expect a recession at some point because expansions do not last forever. The global economy is strong overall 

but significant pockets of weakness and uncertainty could easily play into a bear market. The prudent path we 

take involves investing in companies with superior business models that can withstand economic turmoil. We 

also like to have a little cash on hand in case stock prices fall and our favorite companies are on sale. Having 

cash tends to hurt us during strong rallies like we saw last quarter, but help us when the market drops, as it 

did at the end of 2018. Our wish list of companies we’d like to own – if the price is right – is longer than it’s 

ever been. We’re ready and waiting at the doors for whenever those sales begin. 

 

Midway Capital Value Portfolio Returns 

 
Midway Composite 
(net of fees) 

S&P 500 TR Index Difference 

Q1 2019 11.35% 13.65% -2.3 

Annualized Return Since 
Inception 

9.71% 10.01% -0.3 

Total Return Since Inception 170.8% 178.7% -7.9 

    

Data reflect total returns (including dividends) net of fees as of 3/31/2019. Inception date is 7/1/2008. 
Returns are unaudited. Your individual returns reported on your statements may vary from the composite 
depending on when you invested and upon any special instructions or restrictions applicable to your account. 
The composite return is the time-weighted return of all our accounts added together into one big pool. We 
believe it is the best indication of how the average client fared during these time periods.  

 

The Perfect Portfolio 

Who among us hasn’t wished for a crystal ball? If you had known it was going to snow, you would have worn 

your boots. If you had known Virginia as going to win the NCAA tournament, you could have won the 
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March Madness office pool! Investors are no exception. We spend far too much time pondering our mistakes 

and wishing we had a clearer view of future events. On the one hand, this can be instructive. When we buy an 

investment that doesn’t perform well, we like to do a full post-mortem so we don’t make the same type of 

mistake again. To paraphrase Santayana, if we don’t understand our past, we could be doomed to repeat it.1 

On the other hand, there is no perfect foresight and no one on earth can actually pick the perfect portfolio.  

However, what if we could put together the Perfect Portfolio? Our clients would certainly make money 

beyond their wildest expectations. But would the experience be better? Would we all sleep better and would 

our portfolios make money every quarter? It turns out that the answer is “no.” Even the perfect portfolio that 

would make you the most money over the next decade would still have plenty of ups and downs.  

A recent article set out to investigate this very idea. This quarter marks the 10th anniversary of the day the 

stock market hit bottom following the Great Recession. What if, on March 9, 2009, you had perfect 

foresight? You bought what would go on to be the best 100 performing stocks of the next decade. 

Researchers at Alpha Architects first wrote about this idea in 20162 and updated their research for a recent 

Bloomberg3 article. Their conclusion? “Even God would get fired as an active investor.”  

The most striking outcome of this experiment is that after 10 years, you’d have made a lot of money – far 

more than any mortal could. This Perfect Portfolio would be worth about 70 times your original investment, 

compared with less than five times if you had bought the S&P 500 index. Just for perspective, we’ll point out 

that the odds of picking this portfolio are astronomically small. If we were playing a lotto game, it would be 

like picking the 100 winning numbers from a 1,000-number draw. The odds of doing so are 1 in 6.4x10139. 

Imagine a single electron in a single helium atom in a single star in a galaxy hundreds of millions of light years 

away. This electron holds the key to infinite riches. Since the universe contains 1086 particles, you would be 

approximately 100,000,000,000,000,000,000,000,000,000,000,000,000,000,000,000,000,000 times more likely 

to find this particle than select the Perfect Portfolio.  Suffice to say that, if you actually owned this portfolio, 

you should absolutely hold on to it, no matter what.  

However, the big question is …. how 

many investors would actually keep this 

portfolio for ten years if they had it? 

Without the benefit of knowing that they 

had an incredible winner in their 

possession, would they sell during the bad 

quarters? The so-called “Perfect 

Portfolio” dropped more than 22% in the 

third quarter of 2011, and more than 15% 

at the end of 2018. In 2011, as shown in 

the chart, the Perfect Portfolio did 

                                                      

1 "Those who cannot remember the past are condemned to repeat it." George Santayana.  

2 https://alphaarchitect.com/2016/02/02/even-god-would-get-fired-as-an-active-investor/ 

3 https://www.bloomberg.com/news/articles/2019-03-08/the-perfect-bull-market-portfolio-might-have-blown-up-

your-firm 
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nothing but lose money from the time tulips came up in May until the time leaves were falling in October. 

(These numbers are more extreme than Midway’s over the same time period, but might remind our investors 

of the experience they had as the value of our portfolios dipped sharply during that period.)  

We view this fanciful experiment as a cogent reminder that volatility is inevitable, even with the best 

investments. Volatility is the price for positive long-term returns. Someday in the future, the world may 

develop volatility-free investing along with calorie-free ice cream and exercise-free fitness. For now, we accept 

it as a necessary evil that even the Perfect Portfolio has to endure from time to time.  

 

Why You Should Care about Brexit 

We would absolutely sympathize if you are fed up with Bexit. With no resolution from the votes Theresa May 

has forced on Parliament, how many more can she demand? Hundreds? Thousands? Every day the news 

about Brexit is that there is no compromise and no progress. We, too, want to skip to the end of this 

interminable book and see how it ends. However, the dull moments in this drama shouldn’t overshadow the 

historical importance of what is going on here. Brexit is a test case of whether it’s possible to unwind 

globalization. As an investor, and a member of the intertwined global economy, your future could be 

signifantly impacted by how successful, or unsuccessful, the British are in separating from the EU.  

Today, April 12, was the “deadline” – after the last extension – on which Britain was supposed to agree to a 

deal or “crash out” of the EU with no deal. The deadline is now October 31. We have at least another six 

months to suffer through this uncertainty, to say nothing of the British people. We can only hope they will 

avoid a distaster like the break-up of Yugoslavia in the 1990s, which some see as a possible model for a post-

Brexit Europe.4 That experience only intensified populist urges and ultimately civil violence.  

Until a few years ago, globalization was proceeding with very little serious opposition. Leaders and 

economists from both left and right embraced the advantages of global trade, close economic ties, and 

relatively unencumbered travel. The free-market thinkers favored it, of course, but even the progressive left 

embraced the benefits of globalization to lift the fortunes of the poortest people.5 In short, free trade was the 

winning ideology.  

Then came the populist and protectionist wave that brought us Brexit and Donald Trump. Whether or not 

Brexit is a disaster could well determine whether other countries, including our own, decide they can unwind 

themselves from their global ties. The economic arguments for globalization and free trade are very 

convincing, and the data have shown that the rising tide lifts all boats. Even workers who may be displaced by 

a shift in production to another region benefit from the higher economic growth and lower prices that are a 

by-product of trade. In contrast, tariffs are a disaster. They hurt the poorest people most, costing them about 

3x as much as wealthier consumers because poorer people buy more low-cost imported goods. Already, the 

                                                      

4 https://blogs.lse.ac.uk/europpblog/2016/07/05/brexit-echoes-yugoslavia/ 

5 As an example, see Kimberly Clausing’s recent book, Open: The Progressive Case for Free Trade, Immigration and Global 

Capital. Harvard University Press. 2019.  

https://blogs.lse.ac.uk/europpblog/2016/07/05/brexit-echoes-yugoslavia/
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Trump tariffs are costing U.S. consumers and businesses more than $3 billion per month.6 So there is every 

indication that the anti-globalization push would be disastrous for investors and citizens alike. The open 

question is “How bad would it be?”  

With globalism increasing during the last few decades, there aren’t any recent historical parallels to draw from. 

The 1930s Smoot-Hawley tariffs are the most recent parallel in the U.S. The result was, of course, the 

deepening of the Great Depression. In the case of Brexit, we’re looking at the dismemberment of the 

European Union. The UK is the second largest economy in the EU (15% of total GDP) and has been a hub 

for multi-national operations. It might be like California leaving the U.S. (13% of total GDP). Many people 

have suggested historical parallels. The Irish Times and The Independent likened it to the fall of Rome and a return 

to the Dark Ages.7 Bloomberg has examined what Britons may be eating in a “worst case” scenario if trade 

with the outside world is interrupted.8  Britian produces about 60% of its own food, but there’s not a huge 

variety, particularly in the winter. Brits would have to give up tea, wine, avacados, and fish, but would have 

plenty of milk, whiskey, mutton, potatoes, and prawns. There wouldn’t be a big variety of fresh vegetables, 

but peas, carrots and beets would be plentiful. There would be “lots and lots” of peas. In other words, don’t 

book that culinary tour of London just yet.  

Long story short, no one really has any idea of how a British exit from the EU will work, if it does happen. 

Brexit hard-liners see a simple return to freedom and self-government, a return to the way things used to be 

before the Eurpoean Union. But it’s not that simple once the eggs have been broken and scrambled together. 

Certainly, a fully independent Britain is possible, but at what cost?  Economists can give us theoretical 

answers but the British could give us the best hard data on what a anti-global future might look like. Let’s 

hope they really - really -  like peas.  

 

Your partners in investing, 

 

Rachel Barnard, PhD, Todd Schrade, CPA, and the Midway Capital Team 

                                                      

6 https://www.bloomberg.com/news/articles/2019-03-04/evidence-grows-that-trump-s-trade-wars-are-hitting-u-s-

economy 

7 https://www.irishtimes.com/business/economy/brexit-parallels-with-the-fall-of-rome-are-all-too-obvious-1.3670722;  

https://www.independent.co.uk/life-style/history/brexit-history-uk-england-separatism-europe-roman-empire-

a8514986.html 

8 https://www.bloomberg.com/news/features/2019-03-04/here-s-what-british-people-would-eat-in-a-worst-case-brexit 
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