From Caution to Courage
By this, he seemed to mean, not only that the most reliable and useful courage was that
which arises from the fair estimation of the encountered peril, but that an utterly fearless
man is a far more dangerous comrade than a coward.
– Herman Melville from Moby Dick

Caution has been our theme in recent years. Alpine clients have benefited from our caution – if “benefit”
is an appropriate description for a modest decline in stock account values compared to the massive
decline suffered by others.
In our opinion, today’s market calls more for courage than caution. Ironically, when stock prices were 4050% higher, courage was abundant and caution scarce. Today, when stock prices are 40-50% lower,
caution is abundant and courage scarce. The history of financial markets is one of misplaced courage.
Courage does not mean caution is abandoned. For the investor, as distinct from the speculator, caution
is never abandoned. Caution comes first, and courage must be based upon an objective analysis of
economic facts.
So why courage? And what are the facts?
First, stock investing has never been for the faint of heart. Over the past eighty years, the stock market
has declined 15-25% in five years, 25-35% in two years, and over 35% in three years. That is a lot of heart
thumping volatility for one lifetime.
But there is a reward – higher long run returns than bonds. Stock returns of 5-6% after inflation versus
bond returns of 1-2% after inflation are reasonable long run expectations – when a fair price is paid
upfront. Few can afford to live on 1-2% bond returns, so stock ownership is a necessity for most, and with
it the courage to stomach the ups and downs.
Courage is also needed to weather current economic conditions. This includes the worst economic
contraction since at least the 1980s, and the possibility of even lower stock prices in the short run. The
economy was terrible in the 4th quarter of 2008, and it may get worse before it gets better.
The all-important factors required for success in difficult times: a portfolio of companies that have the
business and financial strength to weather an epic economic contraction, and the intestinal fortitude to
avoid bailing out at low prices.
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Most importantly, courage is needed to buy because values are compelling. By our estimates, a carefully
selected portfolio of companies can be bought at a price less than 10 times a conservative estimate of
their net earnings. Some companies are selling for less than 5 times their net earnings. These are excellent
prices. Note that the overall market is selling for about 15 times net earnings, near the historical average
over the past eighty years.
One might still ask – what if things get really bad? What if our worst economic fears become reality –
another Great Depression 1930s style? Would you invest in the stock market today knowing the Great
Depression shoe was about to drop?
The market today is already down 47% from its peak. The question proposed is what to do next, assuming
we are entering the 1930s Great Depression. Let us say you invest $10,000 in the stock market in 1931
after it had declined by 47%.
$10,000 invested in 1931 after a decline of 47% would have grown to $23,710 by the time the market fully
rebounded in 1936. Put another way, if today was identical to the 1930s, your return in the stock market
from here would be 19% per year over the next 6 years, far better than an investment in your mattress or
in bonds.
There is no reason to believe the current economic contraction will turn into the next Great Depression.
Our thinking on future economic conditions can be segregated into three possible scenarios.
1. Probable – Significant contraction with 10% unemployment and stocks near bottom.
2. Possible – Major contraction with 10-15% unemployment and stocks 10-20% lower.
3. Unlikely – Epic contraction with 15-20% unemployment and stocks 20-40% lower.
Clearly we hope the probable scenario comes to pass, but no one really knows. The point is that even in
the event of the unlikely scenario, stock returns from today are still likely to be quite good over the next
five to seven years.
The last reason to call upon courage today is to ward off worry and fear. Come what may, worry robs us
of enjoying today’s gifts, and fear undermines the courage necessary to act and capitalize upon
opportunity.

Nick Tompras
January 2009
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IMPORTANT DISCLOSURES
ACR Alpine Capital Research LLC is an SEC registered investment adviser. For more information please refer to
Form ADV on file with the SEC at www.adviserinfo.sec.gov. Registration with the SEC does not imply any
particular level of skill or training.
All statistics highlighted in this research note are sourced from ACR’s analysis unless otherwise noted.
It should not be assumed that recommendations made in the future will be profitable or will equal the
performance of the examples discussed. You should consider any strategy’s investment objectives, risks, and
charges and expenses carefully before you invest.
This information should not be used as a general guide to investing or as a source of any specific investment
recommendations, and makes no implied or expressed recommendations concerning the manner in which an
account should or would be handled, as appropriate investment strategies depend upon specific investment
guidelines and objectives. This is not an offer to sell or a solicitation to invest.
This information is intended solely to report on investment strategies implemented by Alpine Capital Research
(“ACR”). Opinions and estimates offered constitute our judgment as of the date set forth above and are subject
to change without notice, as are statements of financial market trends, which are based on current market
conditions. There are risks associated with purchasing and selling securities and options thereon, including the
risk that you could lose money. All material presented is compiled from sources believed to be reliable, but no
guarantee is given as to its accuracy.
The Equity Quality Return (EQR) Advised / SMA Composite consists of equity portfolios managed for non-wrap
fee and wrap fee clients according to the Firm's published investment policy. The composite investment policy
includes the objective of providing satisfactory absolute and relative results in the long run, and to preserve
capital from permanent loss during periods of economic decline. EQR invests only in publicly traded
marketable common stocks. Total Return performance includes unrealized gains, realized gains, dividends,
interest, and the re-investment of all income. Please refer to our full composite performance presentation with
disclosures published under the performance section of our web site at www.acr-invest.com.
The S&P 500 TR Index is a broad-based stock index including reinvestment of dividends and has been presented
as an indication of domestic stock market performance. The S&P 500 TR index is unmanaged and cannot be
purchased by investors.
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