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

April 10, 2020 

Dear Fellow Investors, 

You probably know without reading any further that this past quarter was not all sunshine and roses. If you 

want to skip the chart with the numbers, you are more than welcome. In fact, stock prices have been 

changing so quickly that the numbers from March, not even two weeks ago, are already out of date. The stock 

market bounced back with a vengeance this past week, giving stocks their best weekly return in 45 years. At 

this writing, the market has already recovered almost half the territory it lost in March.  

That is good news, and that’s why we like to buy and hold rather than time the market. But being more 

circumspect, we should note that markets across the board are still extremely volatile. That means uncertainty 

is high and prices could easily go either way in the coming weeks and months. (By the time you read this, the 

numbers will probably have changed again.) We plan to take full advantage of the lower prices to make 

investments, so you will see more trading than usual in your portfolios. We took tax losses for all our eligible 

portfolios in late March, reinvesting the proceeds in securities with similar, or even better, potential for long-

term gains. We have made several new investments, which we will give you more information on in coming 

weeks.  

 

Midway Capital Value Portfolio Returns 

 
Midway Composite 
(net of fees) 

S&P 500 TR Index Difference 

Q1 2020 -23.68% -19.60% -4.08 

Annualized Return Since 
Inception 

7.62% 8.45% -0.83 

Total Return Since Inception 137.1% 159.3% -22.2 

Data reflect total returns (including dividends) net of fees as of 3/31/2020. 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.  

 

Survive and Thrive: Risk vs. Uncertainty 

We want to give you a sense of how we analyze investments during an economic crisis. This is the perfect 

time because we have been going through each investment in our portfolios and asking the hard questions. 

We start with one basic question: “Is there any chance this company won’t survive?” 
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Most of the time, business conditions are good and investors focus on which companies can grow faster or 

generate more profits. Some investors are looking for big dividends or a social justice agenda. However, all 

these things are really icing on the cake. They are luxury items which we can afford to covet in times of 

plenty. Before even considering these, we look for anything that could be a “game over” scenario. If we find a 

fatal flaw, we just don’t invest. It doesn’t matter whether the economy is booming (which it was just a few 

months ago); we don’t invest in firms that could go belly-up. Of course there are things we don’t anticipate 

(COVID-19) and we could be wrong. That’s why we buy more than one investment. But our goal is to never 

own a firm that ends up going out of business. Period.  

You’ll notice that we don’t own any airlines or cruise lines. That’s not an accident. The index funds (our 

competitors, so to speak) own them. Even Warren Buffett owns airline stocks, although he recently sold a 

large part of his holdings. He bought Delta Airlines shares in late February for $45 per share, only to turn 

around and sell Delta for $27 per share a few days ago.1 He has also been selling Southwest. While we admire 

Buffett, we had always disagreed with the airline investments. We believe that in situations of extreme 

economic stress, airlines cannot survive. The industry is hyper-competitive with high fixed costs and it 

requires huge amounts of debt in the form aircraft leases. With planes flying at a fraction of capacity, airlines 

are hemorrhaging money. It could easily be “game over” if they run of out money before the recovery begins; 

without massive government bail-outs, this will probably be the case. Because of these risks, we do not own 

airlines, regardless of how high the stocks fly.  

We do seek to own companies that can both survive and thrive. Survival is the key now and that is a 

prerequisite for any investment we make. Over the past three weeks, we’ve gone through the entire portfolio 

looking for chinks in the armor – any reason why a company might not survive this crisis. Once we’ve 

answered that basic question, we move on to looking at which firms can thrive once the economy recovers. 

Most of the investments we are making now are focused on firms that have a good chance of emerging from 

this crisis in an even stronger competitive position. For instance, we think Carmax (KMX) will be even more 

dominant in the used car marketplace as weaker competitors are forced to liquidate. We think Mastercard 

(MA) will emerge with even larger volumes of electronic payments as consumers are forced to give up cash 

for hygienic reasons. We think Vornado (VNO) and Brookfield (BAM) will have opportunities to buy bargain 

real estate as competitors are forced to sell to raise cash.  

We believe the key to weathering this crisis is to differentiate risk from uncertainty. We can manage 

uncertainty, but we try to avoid risk. We define risk as the possibility of permanent capital impairment, the 

possibility that a business is permanently worth less, or worth nothing. In contrast, Wall Street usually defines 

risk as “volatility” or “uncertainty.” We view these things as part and parcel of investing, like getting wet is 

part of swimming. We recognize that stock prices can go up or down and that unforeseen circumstances 

occur. Right now we are living through a period of extreme uncertainty. It’s not fun, but it is temporary. We 

do choose to swim because we don’t mind getting wet. We don’t choose to swim in shark-infested waters, no 

matter how attractive they might look.  

 

 

1 https://www.ccn.com/warren-buffett-broke-his-cardinal-rules-for-investing-by-purchasing-airline-stocks/ 

https://www.ccn.com/warren-buffett-broke-his-cardinal-rules-for-investing-by-purchasing-airline-stocks/
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The Government’s Answer to the Crisis: Modern Monetary Theory  

America's response to the financial impact of COVID-19 has been to adopt fiscal policies that would have 

been considered far-left only a few weeks ago. The consequence should be inflation, if we are to judge by 

historical models. Plenty of other countries are following the same playbook. This is uncharted territory, 

leaving us with more questions than answers in the wake of this drastic move.  

The Democratic primary debates gave a lot of air time to ideas running around left-wing circles. Among 

them: free universal health care, free college, job guarantees, and universal basic income. Skeptics wondered, 

“How will we ever pay for such things?” to which the Democrats’ left flank replied: “Tax the rich. Or 

Modern Monetary Theory.” 

If you haven’t heard of Modern Monetary Theory (MMT), don’t worry. It’s merely a new name for an old, 

old idea. It can basically be summed up in two words: print money.  

The federal government controls the number of dollars in existence via the Federal Reserve. Every national 

bank in America has an account with the Fed. If the Fed concludes the economy needs more money 

circulating, it will use its powers of persuasion – the Fed can be very persuasive – to have its member banks 

make more loans. The Fed will even provide extra cash to be lent if necessary. Proponents of Modern 

Monetary Theory suggest a similar approach. For a situation like free college, the Fed would write a letter: 

“Dear Chase Bank: Your account at the Fed is $100 million larger than it was yesterday. Please transfer this 

amount to The University of Chicago’s checking account held at your institution.” Voila! The government 

just paid for college education.  

If the federal government can pay for college this way, why can’t they pay for everything like this? Why not 

drop a few thousand in the hospital’s account to pay for that broken arm? Or drop a few million in the 

construction company’s account to pay for that new bridge? It can drop a few billion in the shipbuilder’s 

account to pay for that new aircraft carrier, too.  

The main reason the government doesn’t do this, of course, is inflation. Countries have printed money for 

years, and the consequence has always been inflation, followed by hyperinflation, followed by a total 

economic collapse. We have all studied examples of this in school. You’ll remember the disastrous 

consequences when Germany did this after World War I to pay its debts.  

The other reason is trust. If you think about it – what makes a dollar worth anything? The dollar hasn’t been 

convertible to gold since 1971. Most of our dollars aren’t printed on paper, so we can’t even burn them for 

fuel. The only thing that makes a dollar worth anything is the fact that seven billion people around the world 

are happy to exchange goods and services for it. If that changed, the U.S. would be in serious trouble. The 

University of Chicago would never accept Venezuelan Bolivars for tuition no matter how many trillions 

President Maduro promises to print up. If people lose faith in the U.S. dollar as a store of value, then the 

house of cards will collapse and dollars will be worthless.  

It’s an open secret, though, that the United States has printed money in the recent past without serious 

consequences. Fed chair Ben Bernanke discussed this with Scott Pelley in 2009:  

“The banks have accounts with the Fed, much the same way that you have an account in a 

commercial bank. So, to lend to a bank, we simply use the computer to mark up the size of 
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the account that they have with the Fed. It's much more akin to printing money than it is to 

borrowing." 

"You've been printing money?" Pelley asked. 

"Well, effectively," Bernanke said. "And we need to do that, because our economy is very 

weak and inflation is very low.”2 

What Bernanke is saying, in essence, is that we can print money as long as inflation is low. Because as long as 

the extra money doesn’t lead to inflation, there’s no problem. He also implies that we can curb inflation 

before it gets out of control. There’s a real risk there.  

The reason he was willing to take this risk is that deflation could be much, much worse. Deflation could lead 

to a death spiral. When money leaves the economy, a chain of dominos is set in motion. We’ve witnessed that 

first-hand over the last month. The U.S. stock market was worth about $90 trillion before the bear market 

began. Dropping 35% at its worst, that implies a loss of $31 trillion in 23 trading days, or losses of $210 

billion per hour. That’s in addition to the billions that weren’t spent in shops and restaurants over that time, 

and the effects ripple outward. The money not spent at a restaurant will cause a server to miss his rent 

payment; that leads the landlord to cancel plans for a new apartment building, which leaves a small army of 

construction workers out of work. We saw this complete unraveling of the economy during the Great 

Depression. If money isn’t spent, things get worse, leading to less spending, and then things spiral downward. 

The worst scenario would be deflation where prices fall and money is worth progressively more. This gives 

consumers even less incentive to spend, because their dollar will buy more tomorrow. Spending dries up and 

even more jobs are lost.  

This is the situation Bernanke was trying to avoid during the Great Recession. Congress enacted a series of 

programs including the $700 billion Troubled Asset Relief Program (TARP), which provided money for a 

number of private businesses. This was controversial at the time, and outright heresy on the right side of the 

political and economic spectrum. Officially TARP was financed by the Treasury, but through a complicated 

dance, the money really came from the Federal Reserve. The Fed controlled a little under $1 trillion before 

the financial crisis. By 2012, that was up to $3 trillion. This money materialized just as Bernanke described – 

by using the computer to add extra zeros to bank account balances.  

Two weeks ago Congress passed the $2 trillion CARES Act. Rather than taking ownership in businesses, the 

CARES Act provides $600 billion in stimulus payments and unemployment benefits to individuals, and $350 

billion in forgivable loans and grants to small businesses. This sort of rhymes with universal basic income and job 

guarantee, doesn’t it? Once again, funding is supposedly coming from the Treasury, thought we doubt it’s a 

coincidence that the Fed now keeps $6 trillion on its books.  

What’s interesting is that the CARES Act passed nearly unanimously in both chambers, and with bipartisan 

support. One could argue this is a tacit admission that the Great Recession’s stimulus programs were 

effective. But the CARES Act is far more spendthrift than any program from the Great Recession. The $800 

billion stimulus package of 2009 passed the House and Senate with a combined three Republicans voting in 

 

2 https://www.npr.org/sections/itsallpolitics/2010/12/08/131903366/jon-stewart-busts-fed-s-chair-ben-bernanke-on-

printing-money 

https://www.npr.org/sections/itsallpolitics/2010/12/08/131903366/jon-stewart-busts-fed-s-chair-ben-bernanke-on-printing-money
https://www.npr.org/sections/itsallpolitics/2010/12/08/131903366/jon-stewart-busts-fed-s-chair-ben-bernanke-on-printing-money
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favor. Congress is clearly more willing to accept left-wing economic policies than it was during the previous 

crisis. Until last week, MMT was the realm of a few fringe left economists and politicians like Alexandria 

Ocasio-Cortez3 and Bernie Sanders4. Like it or not – and whether one admits it or not – the United States is 

taking a flier on certain aspects of Modern Monetary Theory. 

We are left with more questions than answers. We’re admittedly skeptical that printing trillions of dollars is a 

good idea. We’re curious about what comes next. MMT economists argue inflation can be averted by using 

other tools (for example, taxes) to take money out of the economy when inflation ticks up. Most mainstream 

economists question the effectiveness of these tools, but we’ll observe that COVID-19 has been far more 

effective at removing money from the economy than any tax policy. Inflation is low on our list of concerns at 

this point, but it could easily spike in the future. What happens when the crisis abates? Will the left and right 

be hooked on MMT? Does the bar for what constitutes a “crisis” start to move lower? Will we re-visit the 

inflation of the 1970s, or worse? Will citizens of the world still trade goods and service for a greenback? Will 

other economies covet American “wealth” and adopt their own MMT policies? Stay tuned, because things 

could get very interesting.  

 

Notes and Asides 

Following up on one of our earlier letter topics, we recommend this interesting piece (see footnote) about 

why Cannabis turned out to be a lousy business in Canada. It confirmed much of our thesis and is a 

cautionary tale for the burgeoning U.S. industry.5 

 

Your partners in investing, 

 

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

 

3 https://www.npr.org/2019/07/17/742255158/this-economic-theory-could-be-used-to-pay-for-the-green-new-deal 

4 https://www.nytimes.com/2019/04/05/business/economy/mmt-wall-street.html 

5 https://www.theguardian.com/society/2020/apr/05/stoners-cheered-when-canada-legalised-cannabis-how-did-it-all-

go-wrong 

https://www.npr.org/2019/07/17/742255158/this-economic-theory-could-be-used-to-pay-for-the-green-new-deal
https://www.nytimes.com/2019/04/05/business/economy/mmt-wall-street.html
https://www.theguardian.com/society/2020/apr/05/stoners-cheered-when-canada-legalised-cannabis-how-did-it-all-go-wrong
https://www.theguardian.com/society/2020/apr/05/stoners-cheered-when-canada-legalised-cannabis-how-did-it-all-go-wrong

