The Old Normal

“The New Normal” is the latest phrase du jour among economic commentators. The consensus seems to
be the new normal will be worse than the old normal. This reminds of the famous Neils Bohr quote: “I
never make predictions, especially about the future.”
In our opinion, no one knows whether the economic future will be “normal” or not, at least with the
specificity cited in most economic forecasts. Our approach to the economic future is to assume the
economy functions. By function, we mean wages are paid, income spent, and profits earned. Additionally,
functioning means long run economic progress via better products and lower costs.
Functioning also means bouts of unemployment and contraction. Temporary upheaval is a fixture of
economic history. While attempting to understand and eliminate economic fluctuations is a noble
endeavor, there is no reason to expect we will ever enter a contraction-free zone.
Our approach of assuming a functioning economy does not mean we ignore the potential for an epic
calamity. Our economic work today is focused on the nature and size of troublesome economic
imbalances and our ability to survive them. Our position continues to be that this past year’s financial
crisis is manageable, though clearly larger compared to the recessions of more recent years.
As the year comes to an end, the world has come around to this view. This was not the case earlier this
year. At the market bottom in March, sheer panic was the order of the day. This was the time to buy.
The S&P closed on March 9 at 676.53. After having been very defensive for the past several years, Alpine
backed up the truck and bought as much as we could. In turn, our equity portfolios had the good fortune
of outpacing the S&P 500, which rose 65% in less than ten months to close at 1115.10. More importantly,
Alpine clients have more wealth today than at the beginning of the financial crisis, whereas the overall
market still remains 29% below its 2007 peak.
Of course, we did not know when the market would bottom, and were even less sure how sustained the
rally would be. All we knew is prices relative to normalized profits were very attractive. In our opinion,
this all-important measure is the compass which will always lead the investor out of the emotional woods
of his own and everyone else’s fears.
Today the compass is starting to point back toward caution. At a price 22 times higher than normalized
earnings, the market is once again getting rich. Crash or soar from here, we do not know. Historically,
the market has been as low as 8x and as high as 40x.
Regardless of the historical peaks and valleys, the conservative investor will become defensive at 20-25x
and enterprising at 10-15x. The Alpine equity portfolio is currently selling around 13x normalized
earnings, which gives us a measure of comfort and optimism about the long run potential for our holdings.
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As always, the case can be made for both lower or higher stock prices in the short run. The main case for
lower stock prices rests on an anemic recovery and widespread deleveraging (debt reduction and higher
savings).
While this scenario is plausible, a weak economy does not mean a profitless economy. The cash earnings
of our companies are very real. The key is to make sure we get this cash via dividends or profitable growth.
We are reasonably confident on that score. A key selection criterion for the businesses we own is
management returns cash to shareholders absent attractive growth opportunities.
The case for higher stock prices has been made on the back of painfully low interest rates. Governments
are keeping rates low. Cash rates are 0%. 5-year CDs are 2.6%. 10-year Treasuries are 3.8%. Investors
experiencing interest rate sticker shock are moving to riskier assets as we speak. Some argue this will
produce new bubbles, which may very well turn out to be true.
Alpine will not get caught investing in riskier assets or new bubbles. Our discipline is to pay a reasonable
price for the cash income produced by quality companies. History is littered with stories of investors who
have ignored cash income or succumbed to higher risk and prices to their own detriment.
The propensity for new bubbles so soon after last year’s crash leads us to believe “The Old Normal” is
alive and well. “Normal” in the financial markets is a place one passes going from one extreme to another.
The key is to lighten up at speculative peaks and to load up after everyone panics.
The most important lesson of the past year is this is a lot easier said than done. The emotional impulse is
to do just the opposite – an impulse we will continue to fight on our clients’ behalf.
We wish you peace and prosperity in the coming year, normal or not.
Nick Tompras
December 2009

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.
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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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