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THE STOCK MARKET AND SECULAR CYCLES 

The stock market has undergone several secular cycles over the last century.  
Secular upward cycles in stocks have lasted between 8 and 18 years, while 
secular downward (or sideways) cycles have lasted between 17 and 22 years.  
The stock market most recently entered into a secular low-return environment 
in the year 2000. 

Generating outsized risk-adjusted performance in a low-return equity 
environment requires a unique and unconventional approach to investment 
management.   

 



MANAGEMENT TEAM 

ROBERT KONRAD Χ President 
 

 Robert Konrad is the President and CEO of Alterna Financial Corp.  He graduated with a degree in Consumer Studies from Syracuse 
University, and began his career in the financial services industry during his career in the National Football League. 

 
 Mr. Konrad is one of the founding partners of KT Capital Partners., a Georgia-based private equity fund that owns and actively 

manages portfolio companies throughout the United States.  Mr. Konrad is the Executive Vice President of Alterna Capital Funding, 
a Florida based real estate firm involved in the funding of commercial mortgage loans.  Mr. Konrad is a Director of Financial 
Management Systems, a Chicago-based debt collection company working with the United States Department of Education. 

 
 Florida Governor Charlie Crist appointed Mr. Konrad to the Florida State Board of Administration ς Investment Advisory Council 

(IAC).  On April 22nd, 2008, Mr. Konrad was confirmed by the Florida Senate.  At only 31 years of age, he became the youngest 
member of the Investment Advisory Council in the history of the Florida State Board of Administration.  Mr. Konrad was voted 
Chairman of the IAC in the Spring of 2009. 

 
 The State Board of Administration, a constitutional entity of the Florida state government, manages 30 investment funds, 

comprising over $184 billion in assets under management.  The Florida Retirement System (FRS) Pension Plan is the fourth largest 
public retirement plan in the U.S. and comprises roughly three-quarters of total assets under SBA management. The Investment 
Council (IAC) provides independent oversight of SBA funds and major investment responsibilities, ranging from the Florida 
Retirement System programs to the Lawton Chiles Endowment Fund. Additionally, the IAC meets quarterly to discuss general 
policies such as risk budgets, alternative investments, and investment protection principles, while more broadly covering topics 
related to the general economic outlook. 

 
 While in the NFL, Mr. Konrad served as a long time elected representative for the Miami Dolphins for the NFL Players Association, 

the parent entity to the NFLPA Financial Advisor Program.  He has been featured in numerous publications including Registered 
Rep, Miami Herald, Sports Illustrated, South Florida CEO, South Florida Business Leaders and Investment News, among others, for 
his work in the industry.  Mr. Konrad has also successfully passed several securities industry qualifying examinations such as the 
FINRA Series 7, 24, 53, and 66. 



MARK BANIEWICZ Χ Chief Investment Officer 
 

 Mark Baniewicz is the Chief Investment Officer of Alterna Wealth Management.  As the CIO, Mark advises high net-worth clients 
on all facets of investment management, including asset allocation, portfolio management, and the investment selection process. 

 
 Mark is a dynamic investment manager, patterning his work after several university endowment funds.  He has a unique and 

unconventional approach with regards to asset allocation, investment selection, and portfolio construction.  Prior to joining the 
firm, he held a position at the University of North Florida, managing a portion of their university endowment during his MBA 
studies. He also is an experienced trader, formerly working as the lead manager of a multi-strategy futures and equity hedge fund. 

 
 Mark earned his bachelors degree in Finance from Syracuse University.  He graduated with Summa Cum Laude honors and was 

nominated for the prestigious Rhodes Scholarship during his senior year.  He was also a Management and University Scholar 
candidate and an honorary member of the Phi Kappa Alpha fraternity.  Mark also holds an MBA from the University of North 
Florida, graduating in 2003 with Summa Cum Laude honors. 

 
 Mark has successfully passed several securities industry qualifying examinations, such as the FINRA Series 7 and 66.  

MANAGEMENT TEAM 



OUR MISSION Χ 
 

 Our singular focus is to provide affluent families and individuals a better ALTERNAtive to address their wealth 
management needs.  In contrast to most retail advisors, Alterna strives to bring an institutional quality 
investment process to its clients.  Most public pension and university endowment funds are large, highly diverse 
pools of investment capital where steady growth and limited portfolio drawdown is necessary in order to meet 
the needs of fund beneficiaries.  Similarly, Alterna crafts a detailed investment policy with its clients, structuring 
a diversified portfolio, while establishing strict risk parameters and rebalancing guidelines. We provide ongoing 
strategic level oversight, investment manger monitoring, and performance reporting.  Our dedication to an 
institutional investment process distinguishes us from other advisory firms. 

 

OUR PROCESS Χ 
 

 At Alterna Wealth Management, we focus on process.  From time to time, outcomes will diverge from the 
mean.  If one has a proven process and works from a disciplined set of principles, on balance, positive outcomes 
will outweigh negative outcomes.  Trying times often cause one to question their discipline and capitulate. At 
Alterna, we may make subtle improvements to our investment policy, but we will never abandon our process. 

MISSION AND PROCESS 



KEY OBJECTIVES 

1. ABSOLUTE RISK-ADJUSTED RETURNS 

 We strive to provide outstanding absolute and risk-adjusted returns, independent of the overall market 
environment.  Our portfolios are designed to capture positive returns during upward cycles in stocks, while 
mitigating the volatility during downward cycles. 

 

2. DECREASE RISK and VOLATILITY 

 Just as important as producing solid returns, we strive to decrease the standard deviation of our portfolios.  
Periods of investment losses, what we term as portfolio άŘǊŀǿŘƻǿƴΣέ can have a detrimental impact on long-
term growth of capital.  Our goal is to limit worst-case scenarios by reducing downside volatility. 

 

3. LOW CORRELATIONS to the STOCK MARKET 

 Our portfolios are designed to perform independently of the broad equity market.  The only way to decrease 
the portfolio relationship to the market is to diversify into several non-correlating asset classes.  This produces a 
portfolio that has an market-independent risk-reward structure. 

  

  



KEYS TO SUCCESS 

1. ASSET ALLOCATION 

 Modern Portfolio Theory (MPT) tells us that the only άŦǊŜŜ-ƭǳƴŎƘέ in investing is diversification.  We strive to 
allocate capital to as many non-correlating asset classes with a άǇƻǎƛǘƛǾŜ return ŜȄǇŜŎǘŀƴŎȅέ as possible.  Our 
asset allocations are structured to ensure that we are generating the most possible expected return for each 
unit of portfolio risk.  Also, we periodically rebalance our portfolios to ensure that our allocations do not 
experience άŘǊƛŦǘέ from their intended policy targets. 

2. INVESTMENT SELECTION 

 Careful selection of asset classes, as well as investments within a particular asset class, is paramount to 
investment success.  Also, the decision between passive or active management within an asset class is 
extremely important.  We passively invest in asset classes such as equities and bonds, while employing active 
managers in the absolute return asset class. 

3. PORTFOLIO REBALANCING 

 Movements in prices of financial assets cause asset class allocations to drift from their intended policy target 
levels.  Simultaneously selling outperforming and buying underperforming asset classes and managers is an 
integral risk control measure to ensure investment success.  A deviation from the original policy target 
allocation can cause the portfolio to have lower than desired expected risk and return characteristics.  

  



MODERN PORTFOLIO THEORY (MPT) 

Modern Portfolio Theory is a useful tool for constructing and evaluating the portfolio asset allocation.  
In short, we implement this theory to ensure that we are generating the maximum level of return for a 
given level of risk.  We then utilize MPT software to evaluate our portfolio over past time periods. 

MPT Evaluation Metrics Χ 

1. STANDARD DEVIATION 

 A statistical measure of risk and volatility.  This measure tells us how much the portfolio is expected to 
deviate from its expected return.  This allows us to create a range of expected returns, as opposed to 
simply looking at the expected return as a standalone metric. 

2. SHARPE RATIO 

 This is a ratio which compares expected return with the standard deviation, telling us how much return we 
are achieving for each unit of risk.  This an excellent metric when comparing competing investments. 

3. R-SQUARED 

 A statistical measure to portray the movements in a portfolio that are explained by the market as a whole.  
For example, if the R-Squared is 90%, that means that 90% of the returns of the portfolio are as a result of 
movements in the broader market (or a specified benchmark).  By way of comparison, a portfolio with a 
low R-Squared does not rely on movements in the market to determine portfolio performance. 



A PRIMER ON ASSET CLASSES 

Global Equity Χ This refers to a diversified portfolio investment in the US stocks, as well as stocks in developed countries in Europe 

and Asia/Pacific.  This includes stocks across all market capitalizations and class (growth and value). 

Emerging Markets Χ This asset class contains equities of developing countries, such as China, India, Russia, as well countries 

within Eastern Europe, Latin America, Southeast Asia, the Middle East, and Africa.  

Bonds Χ Bonds refer to fixed-income investments.  Generally, we only consider fixed-income back by the U.S. Treasury as viable 

portfolio investments.  Tax-exempt, corporate, high-yield, and asset-backed bonds generally have agency issues as well as poor 
risk/reward structures. 

TIPS Χ An acronym for Treasury Inflation Protected Securities.  Similar to traditional bonds, but the coupon payment is determined by 

the rate of inflation (CPI).  Serves as another layer of diversification within fixed-income. 

Real Estate Χ For the purpose of our strategies, we invest in a REIT (Real Estate Investment Trust) index.  REITs are pass-through 

securities for commercial properties. 

Commodities Χ This asset class consists of an index of actual underlying hard commodities (oil, natural gas, gold, etc.) and can be 

an excellent asset class to employ during inflationary environments.  Investments in managed futures are also in this asset class. 

Absolute Return Χ This asset class encompasses a wide range of investment strategies that are not correlated to the traditional 

equity markets, possessing independent return, risk, and volatility structures.  Strategies included within this asset class include 
Event Driven strategies (i.e. Merger Arbitrage), Value Driven strategies (i.e. Equity Long/Short, Distressed Securities), Market 
Neutral strategies (i.e. Convertible Bond Arbitrage), and Dedicated Short strategies (ie: Short Selling).    



CAPITAL MARKET ASSUMPTIONS 

  Historical Historical   Expected Expected 

Asset Class Arithmetic Return Standard Deviation Years Return Standard Deviation 

Domestic Equity 7.6% 15.7% 84 9% 20% 

Foreign Equity 7.2% 18.4% 41 9% 20% 

Emerging Markets 10.9% 24.3% 21 11% 30% 

REIT 10.3% 24.7% 18 10% 25% 

Treasury Bonds 7.9% 5.1% 37 5% 10% 

TIPS 6.6% 6.8% 13 5% 10% 

Municipal Bonds 7.1% 4.7% 30 4% 12% 

Corporate Bonds 9.5% 11.3% 27 7% 14% 

Cash 3.3% 0.6% 19 3% 5% 

Absolute Return 9.4% 5.5% 16 9% 15% 

Commodities 4.0% 25.0% 40 5% 30% 

Private Equity 12.7% 14.9% 22 15% 25% 

Private Real Estate 8.4% 4.5% 32 7% 15% 



ASSET CLASS CORRELATION MATRIX 

Domestic 

Equity 
Bonds 

Foreign 
Equity 

Emerging 
Equity 

Absolute 
Return 

Private 
Equity 

Real Estate 

Domestic 

Equity 
100% 

Bonds 45% 100% 

Foreign 
Equity 60% 30% 100% 

Emerging 
Equity 30% 20% 50% 100% 

Absolute 
Return 30% 35% 30% 30% 100% 

Private 
Equity 40% 25% 25% 10% 25% 100% 

Real Estate 15% 25% 20% 10% 40% 15% 100% 

Source: Yale University Investments Office 



MACRO MARKET FACTORS 

We employ a three-factor model when evaluating the macro investment climate.  Evaluation of these factors 
aids us in constructing our asset allocation. 

Factors impacting the market and policy target allocations Χ 

1. VALUATION 

 We compare the current price/earnings ratio to the historical average P/E (currently 17x).  Since 1954, 
when the P/E ratio is below the long-term average (39% of the time), stocks earn 10.5% per year.  When 
the market is valued above historical norms (61% of the time), stocks earn 5.6% per year. 

2. INTEREST RATES 

 Stocks tend to rise and fall based on the availability of money.  Since 1954, when the Federal Reserve is 
not raising interest rates (50% of the time), stocks earn 10.4% per year.  During periods of tightening 
monetary policy (50% of the time), stocks return 4.0% per year.  This supports the well-worn axiom of άŘƻ 
not fight the Fed.έ 

3. STOCK MARKET DIRECTION 

 The best indicator can often be the action of the market itself.  Since 1954, when the S&P 500 is above its 
9-month average (67% of the time), stocks return 11.9% per year.  When the market is below its 9-month 
average and weakening (33% of the time), stocks lose 1.6% per year. 



VALUATION (AS OF Q2 2011) 

CURRENT CONDITION:  NEGATIVE 

The P/E ratio is currently 22x (10-year) earnings.  The recent stock market rally, which began in March 2009, has pushed 
equity valuations above their long-term average.  The market is currently fairly valued. 

Equity valuations tend to move in long secular cycles of expansion or contraction.  Currently, the market is experiencing 
a secular period of equity multiple contraction, which began in 2000.  We could very well see equity valuations push 
below 10x earnings before stocks the next long-term period of multiple expansion commences. 
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INTEREST RATES (AS OF Q2 2011) 

CURRENT CONDITION:  POSITIVE 

The Federal Reserve has been lowering interest rates since September 2007, bringing the federal funds rate to 0.25%.  
Additionally, the Fed has engaged in quantitative easing to further ease monetary conditions.  Until the Fed decides to 
start raising interest and tightening monetary policy, this indicator will remain constructive.  Persistent negative real 
interest rates could act as an inflationary pressure. 
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CURRENT CONDITION:  POSITIVE 

The market has been trading above its 200-day moving average, a trend that has been in place since Q4 2010.  When the 
S&P 500 is above its 9-month average, we tend to maintain a more positive outlook on risk assets. 

Our proprietary volatility indicator also suggests bull market conditions.  This indicator has been a reliable guide in 
identifying cyclical market cycles.   

MARKET DIRECTION (AS OF Q2 2011) 
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INFLATION / DEFLATION 

Factors impacting inflationary and deflationary pressures Χ 

1. Commodity Prices 

 Rising commodity prices often foreshadows inflation.  If commodity prices (Commodity Research Bureau index) 
are on the rise, expect strong inflationary pressures. 

2. Consumer Prices 

 During periods of inflation, the CPI will be on the rise.  If the slope of the 9-month average of the CPI is steep, 
expect inflation to continue to trend in that direction.  If the CPI moves below zero, this would signal a 
deflationary period. 

3. Gold Prices 

 Gold becomes attractive as form of currency and store of value when inflation fears rise.  If Gold is falling, the 
inflation rate will often slow. 

4. Long-Term Interest Rates 

 When inflation is high, long-term interest rates are usually high.  During the hyper-inflation period of the 1970s, 
the 10-year yield rose from 5% to 14%.  Long-term rates have been between 2% and 6% for the last 10 years. 

5. Real Interest Rates 

 It is dangerous when the Federal Reserve keeps interest rates artificially low.  If short-term interest rates are below 
the inflation rate (CPI), expect an inflationary period to follow. 

6.      TIPS Spread 

 Taking the spread between the 10-year Treasury yield and the 10-year TIPS yield reveals market expectations for 
long-term inflation.  When the spread widens, inflation fears are high. 




