Sovereign Tremors and Real Wealth

The volatility we had hoped to leave behind last year reared its ugly head this week. Stock market returns
in 2010 were knocked back to break even. ACR / Alpine equity accounts have fared a little better.
The specter of sovereign failure has replaced that of financial institution collapse. We do not know how
the circumstances in Greece and the rest of Europe will unfold, but we are prepared either way.
ACR equity accounts are again positioned defensively. We have taken profits in recent months as certain
stocks have reached full value, and we are investing newer accounts only as opportunities present
themselves. Moreover, our income oriented clients have a fortress of high grade fixed income assets able
to weather the very worst of storms.
While our portfolios are positioned defensively for valuation reasons, we remain optimistic about the long
run viability of the world economy. To understand why, consider the nature of real wealth.
Economic wealth consists of things like factories, machinery, workers, software, computers,
entrepreneurs, know-how, houses, and cars. Whether our currency is dollars, Euros, or sharks teeth, we
have been steadily making more and better things with less labor for the past couple of hundred years.
The free enterprise engine which created our prosperity is alive and well.
Now consider that financial assets like stocks and bonds are not in themselves wealth. Their value resides
solely in the fact that they represent claims on the aforementioned real things. When Lehman bonds
failed, or if Greek bonds fail, buildings and Greeks do not disappear. The buildings get new owners. The
Greeks still wake up the next morning (though I would prefer a few stay in bed). Assets changing hands
in bankruptcy or bailouts are wealth transfers, not losses.
The key from our perspective is to avoid being in the group unwittingly transferring their wealth by making
bad investments. Our job is to make sure that does not happen. The solution is to only own quality assets
with low debt ratios at the right price.
Financial crises, of course, produce real losses in addition to such transfers of wealth. These losses consist
mainly of lower incomes, unemployed workers, and idle capacity. While painful, incomes eventually rise
again and unemployed workers and idle capacity eventually get absorbed.
The larger concern is that an epic crisis will cause a systemic full stop. It nearly happened last year. I
remain somewhat confident this will not happen because the consequences are too severe. If necessary,
the powers that be are likely to reach this conclusion again and act accordingly.
Now let us say the system comes to a full stop. History has shown that after things stop, they start again.
In this case, there is more turmoil, higher unemployment, and even the possibility of sovereign failure.
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Nevertheless, free enterprise economic systems at some point return to their long-term productive
capacity, and the productive capacity of the US and world economy remains as prodigious as ever.
We hope to never witness a full stop. At the same time, we do not mind a little correction so we can put
our ample cash reserves to work.
Nick Tompras
May 2010

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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