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July 10, 2020 

Dear Fellow Investors, 

Much has improved since we wrote to you in our last letter, but we’re not out of the woods yet. We were 

struck by the appropriateness of this metaphor that evokes the unsettling feeling of being lost in the woods, 

searching for a path and an exit, not certain where you are headed. Pandemic lock-downs are devastating for 

the economy. It’s too early to tell whether the path we’re on will lead us out of the woods or merely into 

another situation that will challenge our navigation skills. We believe the markets are driven more by fear than 

value at this point. That will resolve eventually, but not until we are really out of the woods.  

 

Midway Capital Value Portfolio Returns 

 
Midway Composite 
(net of fees) 

S&P 500 TR Index Difference 

Q2 2020 18.55% 20.54% -1.99 

Year to Date 2020 -9.52% -3.08% -6.44 

Annualized Return Since 
Inception 

8.99% 9.96% -0.97 

Total Return Since Inception 181.1% 212.5% -31.4 

Data reflect total returns (including dividends) net of fees as of 6/30/2020. 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 Economy is not the Stock Market 

Why is the stock market going up when the economy is in shambles? Investors have been having a hard time 

grappling with the disconnect. The news features one story after another about unemployment, bankruptcy, 

and hardship, and yet the stock market has rebounded sharply from its low point in March. The key to 

understanding this is in realizing that the economy is not the stock market. And even more paradoxically, the 

headline stock indexes (The S&P 500, The Nasdaq) are not the stock market either. That may all sound 

illogical, but there are some very strong forces at work here that have resulted in stock market headlines 

seemingly divorced from reality.  
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The first force to understand is fear. Markets rise and fall due to the individual buy and sell decisions of 

millions of investors around the globe. Virus fears caused investors to hit the sell button in February and 

March. There was a flight to safety – including cash and gold.  

But in April, economic data began to trickle out and it became clear that certain companies were making 

money hand-over-fist during the pandemic. That triggered a fear of missing out and investors piled into 

companies that looked like pandemic winners. These stocks began to soar, attracting even more money. Very 

soon these pandemic winners looked like the safe investments in a market where many industries were 

decimated, including oil, retail, and travel. We saw a headline yesterday describing a “flight to safety” --- 

meaning investors bought technology stocks. Back in the good old days (a few months ago), a flight to safety 

meant cash and gold and it’s been that way for decades. But the pandemic has turned everything on its head.  

The other powerful force at work is monetary policy. The Fed, under chairman Jay Powell cut interest rates 

to historic lows. That means that savers are earning almost nothing on their money if it is in cash. On top of 

that, the US personal savings rate has skyrocketed. The graph above shows a huge spike in savings as the 

economy shut down and consumers had nothing to spend money on. That means many savers were sitting 

on a lot of cash earning nearly nothing. So many invested in the “safe” stocks that offered a better return. 

These stocks, sometimes called the “stay-at-home” stocks, turn out to be the five biggest components of the 

Nasdaq 100 index: Apple, Microsoft, Amazon, Facebook, and Google. Often known by the acronym 

FAAMG, they make up 43% of the index. These stocks are also the five biggest components of the S&P 500 

index, making up 21% of that index.  

“Eventually there are going to be five companies in this entire economy.” – Kai Ryssdal 

Marketplace 7/6/20 

The more money that is invested in these stocks, the more the value of these companies rises. Consequently, 

they become an ever larger part of these indexes. So when you hear on CNBC that the Nasdaq is up or down, 

it’s largely that these five large companies are up or down. Needless to say, these five companies do not 

represent the majority of the economy. They aren’t the majority of the stock market either. There are more 

than three thousand other listed companies that comprise the US market and tens of thousands more around 

the globe. The graph that follows shows very plainly the disconnect between these five stay-at-home stocks 

(adding Netflix) and the rest of the market.  
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There is a word for this – it’s a 

bubble. Something similar happened 

in the dotcom bubble of the late 

1990s. It is not, however, a proxy for 

the economy. Because of the 

pandemic the US economy has an 

ongoing set of challenges that won’t 

be solved by social media or online 

shopping. We are in a recession. 

Unemployment remains at 

historically high levels. There has 

been a wave of bankruptcies in retail 

and restaurants. Airlines might be 

next. Schools are closed and travel is 

restricted. Consumer spending is rebounding and there is light at the end of the tunnel, but no one knows 

how long the tunnel will be. The situation is clearly difficult and warrants caution on the part of investors.  

Why not just jump on the bandwagon and buy the big five stocks? That might work if you believe that they 

rationally equate to 20% or more of the economy and are cheap at any price. It would also be wise if these are 

the monopolies of the future and will systematically buy up everything on earth while consumers pay through 

the nose. That is always a remote possibility. On the other hand, once some rationality returns to the market, 

it might take years or even decades for the earnings of these companies to justify their sky-high prices. We 

prefer a more diverse set of investments and seek to buy firms that are trading below what they are worth. So 

we will not be jumping on the FAAMG bandwagon.  

More importantly, we don’t see the tech stock rally as a sign that everything is hunky dory. It’s a sign that 

investors are looking for any port in a storm. The price of stocks will eventually come in line to the value of 

their earnings once the fear and uncertainty subsides.   

 

Who will Cash in on COVID Treatments? 

We have been closely following the race to develop the drug to beat COVID-19, partly because we own 

shares in several of the firms who are contending, including Gilead Sciences. While we see a lot of 

opportunity for science to flex its muscles, we see scant opportunity for a profit. This may sound crazy. It 

may seem like drug companies are running a lemonade stand on a hot day. In reality, they’re more like a taxi 

cab in a rainstorm. Demand is off the charts, but capacity is limited and there’s no opportunity to raise prices. 

And while scientists and drug manufacturers are providing a great service to humanity, racing to get us back 

to “normal,” we think this will end up being more about altruism and less about capitalism. It won’t be a 

bonanza for drug companies, but rather an opportunity to generate goodwill and save lives.  

We’ve grown accustomed to a world where humans have the upper hand on disease. It’s hard to fathom that 

for many thousands of years, the reverse was true. The level of scientific progress in the 20th century exceeds 

all of mankind’s progress from the prior centuries combined. During the 20th century we developed potent 

antibiotics to address bacterial infections like tuberculosis and typhoid fever, while vaccines practically 

eradicated childhood diseases like polio.  
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These diseases ran rampant throughout human history, and mortality rates were shockingly high. Typhoid 

fever claimed 20% of its victims; smallpox claimed around 30%, and only 50% of tuberculosis patients 

survived five years past diagnosis. If COVID-19 had made the leap to humans in 1819, we wonder if anyone 

would have noticed with all the competing causes of death and misery around. 

Disease control in the 20th century has been a crowning achievement for science. But it hasn’t always been a 

gold mine for the scientists and companies involved with drug development. Consider firms that have 

revolutionized our everyday experience. Microsoft democratized the personal computer. Rather than writing 

text-based commands, Windows made computing easy and accessible to the world. Microsoft was rewarded 

handsomely for this contribution to progress.  

Yet when we look at the diseases mentioned above – polio, smallpox, etc. – the scientists who solved the 

puzzle didn’t become billionaires. Some of the most economically successful treatments we see are medicines 

like Lipitor – a once-per-day pill to treat high cholesterol. It’s not a cure. If a patient stops taking Lipitor, the 

disease returns. Those who take Lipitor generally aren’t trying to clear the disease by improving diet and 

exercise habits. The result is almost like a lifetime subscription.  

There is a monumental difference between a treatment and a cure. When Gilead released a cure for hepatitis 

C (HCV), there was a mad rush for the medicine. But as the science developed further, a 12-week regimen 

became an eight-week regimen, two pills became one, and a competing drug drove down prices. Gilead’s 

HCV product sales peaked around $20 billion per year in 2015 and fell to $3 billion only four years later. 

Microsoft, meanwhile, grew its Windows revenue from around $10 billion in 2000 to $20 billion last year. But 

Microsoft is selling a subscription service and Gilead is selling a cure. Science is looking to cure COVID-19 

rather than manage it.  

The lone approved COVID fighter to date, Remdesivir, was developed by Gilead in 2009 and tested against 

viruses like MERS and Ebola with limited success. Gilead felt Remdesivir was a potent medicine in search of 

the right virus, so they kept 5,000 treatment courses in cold storage as well as 200 pounds of concentrate and 

a few batches of partially finished product1. This is still almost the entire global supply of Remdesivir. The 

drug takes six months to manufacture from start to finish. Many steps in the process have to occur at very 

low temperatures (around -100°F), which slows the process further since mixing and evaporation occur more 

slowly at low temperatures. Gilead priced Remdesivir at $3,000 per treatment course. Considering the amount 

of effort involved in making the stuff, we believe this is right around break-even, to say nothing of the 

research & development costs.  

Coming later this summer and into the fall will be monoclonal antibodies (mAbs), which were recently 

highlighted in a Wall Street Journal op-ed2. These are the same defenses a human immune system would raise 

naturally, but they’re created in a laboratory. These are very complex molecules. Rather than mixing chemicals 

as one would do to manufacture Remdesivir, it’s easier to bioengineer a mouse to produce mAbs through the 

mouse’s natural biological processes. For comparison, this is like engineering a cow to produce goat’s milk 

instead of developing a chemical process to make goat’s milk. 

 

1 https://www.bloomberg.com/features/2020-gilead-remdesivir-coronavirus-treatment/?sref=K4fTNRum 

2 https://www.wsj.com/articles/antibodies-can-be-the-bridge-to-a-vaccine-

11593969735?mod=searchresults&page=1&pos=2 
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It’s highly likely these treatments will be effective, but again, the manufacturing process requires a lot of up-

front investment (that is, money required to make an army of goat milk-producing cows), which makes 

production expensive. Once vaccines become available, the demand for monoclonal antibodies will drop 

significantly. That puts drug companies in a very difficult position. They have to spend billions to produce 

enough medicine with the knowledge that their investment could be worthless within a year or two. We think 

monoclonal antibodies will be more effective than Remdesivir, which offers modest benefits, but mAbs will 

also be more expensive. Again, we believe drug companies will be lucky to break even on this treatment. 

Ultimately, we will almost certainly develop a vaccine. A number of early trials have shown good results, and 

late-stage trials are underway. But we see some problems. First is the mere logistical challenge in America of 

manufacturing 300 million doses (or perhaps 600 million if a booster is required) and distributing them across 

the population. Some vaccines have to be kept at extremely low temperatures and are generally quite fragile, 

adding to the complication. Early vaccines are unlikely to offer full, lasting protection, and in some cases may 

only reduce the severity of the disease. 

As soon as the vaccine is developed, the world will race to produce and distribute it. We believe intellectual 

property rights will be cast aside. Drug companies have to anticipate this as well; Gilead granted a number of 

generic manufacturers the rights to produce Remdesivir a few days after it was authorized for use, and we 

expect a similar strategy for vaccine manufacturers. That means no one company is likely to benefit financially 

from a vaccine.  

When we look at looming breakthroughs for COVID-19 – and there are many – we’re delighted by the 

progress science has delivered, but all this progress has unseen costs. Drug development scientists have been 

pulled off whatever project they had been working on – perhaps cancer, perhaps neuropsychological 

disorders, or perhaps other viruses like HIV – and they’ve been reassigned to COVID. If they’re still working 

on their original projects, the weight of the organization has shifted to support development for COVID 

drugs above all else. This means cancer treatments that would have been available in 2024 are now going to 

be pushed off to 2028. Clinical trials for anything other than COVID are a rare exception these days. 

Consequently, drug companies will miss out on cancer treatment revenue from 2024 – 2028, and patients will 

have to rely on older, possibly inferior treatment methods.  

All this is to say that the financial side of medicine can move in mysterious ways. When the cure for COVID 

comes, and we think it will, the people or companies that made it happen may walk away with a Nobel prize. 

It’s unlikely they will cash in on COVID, though. It’s more likely that society will owe them a debt that will 

never be repaid.  

 

Your partners in investing, 

 

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


