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THINK GLOBAL!
Foreign Markets Take Center Stage
Aggressive measures by central banks in Europe and Japan to add liquidity to their
respective economies stimulated strong performance in international stocks during
st
the 1 half of 2015. Europe’s economy as a whole continues to show steady
improvement. It is notable that economic signals in the U.S. are increasingly positive
nd
as well. Both the dollar and oil prices stabilized during the 2 quarter. As a result, the
global economy today is in a much stronger position than it was a year ago.
It should be noted that even with this economic expansion, there is variation in the
rate of growth across regions, with some areas still dealing with the threat of
recession. The U.S. economy led the global recovery since 2008. Now Europe and
Japan are on firmer footing with prospects for continued improvement in the coming
years. China’s economy is slowing as it goes through a transformation, but its sheer
size means that any trends in their economy will have an impact that is felt globally.
Job creation in the U.S. is strong with one million jobs added to payrolls so far this
year. The jobs recovery is helping revitalize what has been a sluggish housing recovery.
The strength in both jobs and the housing market should set the stage for improved
nd
consumer spending and economic growth in the 2 half.
A stronger U.S. economy increases the likelihood that the Federal Reserve will soon
begin raising short-term interest rates for the first time since 2006. Expect the markets
to demonstrate a degree of volatility as the speculation around the Fed’s actions
approaches reality.
As always, risks remain throughout the globe as the strong dollar continues to temper
overseas earnings for U.S. companies. This is a particular concern for large-cap
companies with significant export sales. Greek debt negotiations continue to drag on
in Europe, and this small country (0.26% of global GDP) faces a prolonged recession
and a need to restructure debt. The military conflict along the border between Russian
and Ukraine has created economic fallout for both countries. Ukraine is facing its own
debt restructuring. Markets have proven their ability to climb these “walls of worry” in
recent years and we expect they will navigate these risks again.

BOB’S CORNER
In today’s fast-paced and ever-changing
global economic environment, there is a lot
of noise that surrounds the day to day
evaluation of our financial markets. Over
the past 30 years, our process of evaluating
economic cycles has a proven track record
and we’ve been able to cut through the
noise to isolate whether economies are
contracting or expanding. From this
evaluation, we make tactical asset
allocations to take advantage of value
within the markets.
The environment will clearly be marked by
various challenges. Greece’s debt crisis is
gathering the biggest headlines of the day,
but other issues are likely to arise through
the remainder of the year that may, at
times, add a degree of unpredictability to
the markets. We will continue to position
portfolios to take advantage of favorable
trends while preparing for temporary
pitfalls that may confront the markets.
As always, if you have any questions or
concerns please don’t hesitate to contact
me.

BUILD WEALTH. RETAIN WEALTH.
All Star is passionate about providing a safer way to a
successful retirement for people who are serious about
their money but uncertain about how to nurture it.
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THE ECONOMY
Jobs Are Back, Full Employment Ahead
The U.S. economy seemed to thaw with the coming of spring. The
nation’s Gross Domestic Product (GDP) contracted by -0.2%
st
(annualized rate) in the 1 quarter, but looks to be on track to grow by
nd
about a +2.5% in the 2 quarter. Job creation has been the headline
story. More than 200,000 jobs/month were added, and job openings
have surged to 5.3 million nationwide. Another favorable factor is that
nd
500,000 workers joined the labor force in the 2 quarter.
Some areas of the economy are still struggling. Industrial production
declined slightly in recent months, mainly due to weaker exports and
cutbacks in energy production. Consumer spending is also
disappointing given the level of improvement in the job market. There
are encouraging signs on both the income and spending front, even
though wage gains have been modest. Personal income is up +4.4%
year-over-year and consumer spending rose at an annual rate of +3.6%
in May, the largest increase in 2015.
Housing markets look healthier across the board, with key measures
up significantly compared to last year at this time. This includes
existing home sales (+9.2%), new home sales (+19.5%), builder
confidence surveys (+20%) and median home prices (+7.4%). We are
seeing signs that millennial age buyers are at long last entering the
market for home purchases. This group now represents the largest
segment of buyers.
A helpful sign is that core inflation remains modest, up just 1.7% from
last year. This is not only favorable for consumers, but for investors as
well.

Looking Ahead
Look for much speculation this summer about whether the Federal
Reserve will begin raising interest rates as early as September. That
seems very plausible and although it should be well anticipated,
markets will still likely react with shock when it occurs. We expect the
Fed to take a “wait-and-see” approach after its first move to see how
many more rate hikes the economy could withstand. This gradual
approach should help calm the markets and ease any major economic
fallout from the Fed’s actions.
The Fed may be compelled to push rates higher due to potential
inflation pressures. Factors contributing to this include pressure for
higher wages as the job market heats up and a drop off in oil and gas
production that could result in higher energy prices. The dollar’s
strength is likely to limit export growth and could continue to hamper
corporate earnings.
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BOND MARKETS
An Early Signal?
Bond markets often move in anticipation of Fed
nd
interest rate changes and the 2 quarter may have
been a preview of things to come. The yield on the 10year U.S. Treasury note rose by over half of 1% (0.5%)
during the quarter and is now approaching 2.50%.
Higher interest rates mean bond prices decline, and
that occurred across the broad spectrum of the bond
market over the past three months.
Longer-duration government bonds were the biggest
losers, declining -8% during the quarter. The Barclays
Aggregate Credit Index lost 2.9% and the broad
Barclays Aggregate Bond Index declined 1.7%. The
Global Barclays Aggregate Bond Index fell by 1.2% as
interest rates rose across Europe as well.
Shorter-duration, high yield corporate and emerging
market bonds held up well with modestly positive
returns (around 1% or less) during the quarter.

Looking Ahead
Fed rate hikes are likely to be the order of the day for
the closing months of 2015 and throughout 2016. This
will undoubtedly add stress to the bond market and
may lead investors to wonder if there is a role for
bonds in their portfolios during such an environment.
Yet there are a number of reasons to retain an
allocation in bonds. They offer protection against
downturns in the stock market, and they still can
generate a stream of income for retired investors or
those living on a fixed income. Most important, we still
feel there are areas of opportunity for bond investors.
We’ve focused our All-Star bond funds on shortduration, high yield corporate and emerging market
bonds. We feel these categories offer opportunities
for modestly favorable returns.
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Domestic Stocks

International Markets

Modest Gains Reflect Modest Earnings

Global Markets Continue to have an Edge

U.S. stocks generated modest gains during the quarter as the
broad Russell 3000 Index rose just 0.14%. The modest gains are
no surprise given that stock prices often reflect corporate
earnings, which grew by just 3% for the quarter. Business profits
nd
and sales are expected to show just 2-3% growth when 2
quarter profit results start to come in.

Like the 1 quarter, international stocks outperformed U.S.
nd
markets in the 2 quarter. Investors are pouring money into
global funds, with $65 billion invested in this asset class in
2015 while domestic equity funds have seen net outflows of
$30 billion over the same period.

Small-cap stocks gained 0.42%, narrowly outperforming largecap stocks at 0.11% over the three-month period. Small stocks
are generally not as hard hit by the stronger dollar. Growth
stocks ended up 0.27%, slightly outpacing value stocks which
were flat at 0.0%.

Stocks in China gained 6% during the quarter, leading all
markets. Much of the jump can be attributed to speculation
that local China-A shares will be included by MSCI as part of
their global indices. This could create more demand for
Chinese stocks and stronger demand typically results in higher
prices.

st

Health care stocks were the strongest sector once again with a
gain of 2.9%. They benefited from a continued flurry of mergers
in the biotech sector. Financial stocks gained 1.4% and
Technology stocks rose 0.2%. Sectors where stocks tend to
generate high dividends were lagging performers during the
quarter. Utilities lost 6.0% while, Consumer Staples (-1.7%) and
Energy (-2.0 %) all lost less.

The broader MSCI EAFE Developed Market Index gained 0.6%
during the period, led by Japan’s 3.6% gain and a return of
0.4% in Europe. Both regions benefited from central bank
quantitative easing measures. The MSCI Emerging Market
Index was up 0.7%.
The European Union and Greece ended the quarter still trying
to find a resolution to Greece’s large debt overhang, a problem
with no quick or easy solution. As the “Greek Drama” played
nd
out in the final weeks of the 2 quarter, international stocks
sold off by 7-13% from their highs across major foreign
indexes. Although Greece represents a small (less than halfpercent) portion of the global economy, it could be a source of
short-term volatility until their debt issues are resolved.
Russia’s markets are still coping with Western sanctions
stemming from its conflict with Ukraine, and Brazil is teetering
on the brink of a recession. These issues continue to make
emerging market returns more volatile even as smaller
emerging economies are experiencing rapid growth. We are
putting more focus on a different emerging market fund to
take advantage of new opportunities in this part of the market.

Looking Ahead
Corporate earnings growth is likely to remain modest in the
near term. The dollar is still positioned to show additional
strength in the months to come. As a result, investors may favor
small- and mid-cap stocks whose earnings are less affected by
currency factors. If interest rates continue to rise, history tells us
that Technology, Healthcare and Telecom stocks are likely to
benefit.
nd

Energy stocks may be poised for a rebound in the 2 half of the
year, as many firms are seeing earnings expectations revised
upward. Dividend stocks could continue to struggle in the face
of rising interest rates, but there may be some value to be had
nd
in this area of the market after the 2 quarter declines.

Looking Ahead
While the Fed may be raising short-term interest rates, the
European Central Bank and Bank of Japan are in the opposite
mode, trying to stimulate further economic growth. That
should help maintain a favorable investment environment in
those regions.
International stocks continue to look more attractive than U.S.
stocks based on measures such as valuations and dividend
yields as well. Market risks persist such as Greece’s debt crisis
and the Russian-Ukraine conflict. We continue to seek out
investments and managers that have the ability to navigate
these risks and build wealth over time.

“It’s Not How Much You Make, It’s
How Much You KEEP!”
–Bob Klefsaas
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PERFORMANCE UPDATE
The Second Quarter

The
All StarSecond
3 YrQuarter
3 Yr
Beta

Alpha

5 Yr
Beta

Income

0.51

-2.00

0.48

-0.36

Balanced

0.64

-1.49

0.60

-0.04

Cons Growth

0.76

-2.06

0.70

-0.55

Growth

0.85

-3.01

0.80

-1.61

Portfolios

5 Yr
Alpha

2nd
Qtr

1
Year

3
Years

Beta & Alpha (vs. Global BMI)

Market Index

2nd
Qtr

1
Year

3
Years

5
Years

DJ Industrial Average

-0.29

7.21

13.77

15.41

S&P 500

0.28

7.42

17.31

17.34

Russell 2000

0.42

6.49

17.81

17.08

S&P Mid Cap 400

-1.06

6.40

18.60

17.82

Russell 3000

0.14

7.29

17.73

17.54

S&P Global BMI

0.77

1.32

13.98

12.71

MSCI EAFE

0.62

-4.22

11.97

9.54

MSCI Emerging Mkts

0.69

-5.12

3.71

3.68

NASDAQ Composite

2.03

14.44

20.86

20.18

Barclays US High Yield Bond

0.00

-0.40

6.81

8.61

Barclays US Aggregate Bond

-1.68

1.86

1.83

3.35

Barclays Global Aggregate Bond

-1.18

-7.09

-0.81

2.07

JPM Emerging Bond Diversified

-0.34

0.51

4.30

6.76

Barclays US Government Bond

-1.50

2.27

0.93

2.63

Barclays US Credit Bond

-2.88

0.93

3.03

4.93

*The above annualized total returns and betas represent All Star Financial models.
Your portfolio’s actual returns and betas may differ depending on your portfolio
holdings.
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SUMMARY
The 2nd quarter ended with Greek
banks and stock markets closing for
the week, sending returns downward
across most asset classes. Markets
were essentially flat for the 2nd
quarter, some assets were up slightly,
and others were down. The end result
is that investors should expect modest
and volatile returns in the months and
quarters ahead.
Bond markets got a test of rising interest rates
nd
during the 2 quarter, sending major bond
market indexes into decline for the quarter.
Our core bonds funds at All Star Financial
passed the test of rising rates as four of our
five bond funds had positive returns for the
period, and the fifth outperformed the
indexes.
Domestic stocks were essentially flat for the
period, but one of our small cap funds,
Conestoga Small Cap, a fund that has lagged in
the past, stuck to its long-term process and
gained 3.22% for the quarter.
International Stocks had modest positive
returns, but one asset many investors and
advisors forget about is small cap international
stocks. Our Wasatch International Growth
fund focuses on small cap international stocks
and gained 6.8% during the quarter. Our new
Van Eck emerging Market Fund includes all
stock cap ranges and gained 3.2% during the
quarter.

As we scan the investment horizon for
opportunities in the coming months,
we will navigate these asset classes to
help keep your financial plan on
course.
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GLOBAL BUSINESS AND ECONOMIC GROWTH CYCLE
Business Cycle Framework*
Cycle Phases:
EARLY

MID
Activity rebounds (GDP, IP,
employment, incomes)
Credit begins to grow
Profits grow rapidly
Policy still stimulative
Inventories low; sales improve

LATE
Growth peaking
Credit growth strong
Profit growth peaks
Policy neutral
Inventories, sales grow;
equilibrium reached

Growth moderating
Credit tightens
Earnings under pressure
Policy contractionary
Inventories grow; sales
growth falls

RECESSION
Falling activity
Credit dries up
Profits decline
Policy eases
Inventories, sales fall

*"Second Quarter 2015 QUARTERLY MARKET UPDATE." P.14. Fidelity Investments

Developed Market’s Gaining
Traction
As our world gets smaller and smaller
we need to think globally more and
more. We have to realize the
information that used to take a week to
affect our markets domestically now
only takes a minute or even a second.
But the long term cycles that we look at
continue to grow at a slow pace. The
falling oil prices, cheaper non-U.S.
Currencies, and lower bond yields are
benefiting the developed markets more
than the emerging markets, but we
believe the emerging markets are
showing their worth despite these
factors. Europe is emerging from its
2014 slowdown into a broader midcycle expansion, while the U.S. remains
mid cycle, China late cycle and Japan
preparing to leave their recession
behind.
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OUR MISSION IS TO HELP YOU ACHIEVE YOUR DESIRED
STANDARD OF LIVING AND FINANCIAL PEACE OF MIND.
The experienced All Star team of professionals is dedicated to
understanding your individual needs and objectives, offering a
comprehensive wealth management platform designed with one
purpose in mind — to serve you, the valued client.

JUST FOR FUN
Restaurant
Recommendation

Grandma Ruth’s Cobbler Deluxe
(Joe The Intern’s grandma)

INGREDIENTS
(Serves 8)
1
1 ⁄4cups allpurpose flour
1
⁄2cup sugar
1
⁄4teaspoon salt
1
1 ⁄2teaspoons
baking powder
3
⁄4cup whole milk
1
⁄3cup butter,
melted
2cups fresh
blueberries
1
⁄3cup sugar
1teaspoon vanilla
extract

Casper and Runyon’s Nook is an aptly-named hole-in-the-wall joint
made famous by Food Network’s Diners, Drive-Ins, and Dives.
Conveniently located across from Cretin-Derham Hall’s baseball
field in St. Paul, this joint is sure to please baseball lovers. The
restaurant serves tap and bottled beer alongside their famous
“Juicy Nookie Burger,” a rival to the Juicy Lucy. The Nook’s burgers
have received numerous accolades, including City Pages “Best
Burger” and “Best Classic Burger,” and we’re willing to bet that The
Nook could stand up to Matt’s Bar or The 5-8 Club any day. Intern
Joe S. highly recommends the “Paul Molitor” burger with pepper
jack cheese, as any baseball-loving All Star employee would.
The laid-back atmosphere is perfect for kids and adults alike. With
a bowling alley conveniently next door, you’re sure to never be
bored. There are specials all week, including free kids meals on
Sundays and $2 Chuck Burgers on Mondays. The fries are some of
the best in the Twin Cities, served with a bit of peel and a great
exterior spice rub. The next time you’re in St Paul, be sure to stop
at The Nook and pull up a barstool, glance at the tap list, and enjoy
one of the best burgers in town.

DIRECTIONS
1. Add flour, 1/2 cup sugar, salt, and
baking powder to a mixing bowl;
stir to combine.
2. Add in milk and butter; stir to
combine.
3. Spread batter into a greased 8-inch
square baking pan.
4. Sprinkle blueberries evenly over
batter.
5. Sprinkle with 1/3 cup sugar and
drizzle with vanilla.
6. Bake at 350° for 40-45 minutes or
until a pick comes out clean.
7. Serve with ice cream on top.

Quote of the Quarter
“Football is a game of inches and inches make
the champion”
-Vince Lombardi

CONTACT Meet Our Team
US

Bob Klefsaas, CFP®, AIF®, CFDS - President
Bruce Bonner, CFA – Portfolio Manager
Brian Senske, MA – COO, CCO
David Osterberg, CPA – Tax Advisor
Carl Ermisch – Research Analyst & Paraplanner
Paula Zilka – President of 1st Impressions & Executive Assistant
Jeff Bacon - Account Executive/Insurance Specialist
Bill Ristvedt - All Star Private Client Partner For Banks

3800 American Blvd. W.
Suite 1450
Minneapolis, MN 55431
Phone: 952.896.3820
Fax: 952.896.3819
Toll Free: 888.809.7901

asf@allstarfinancial.com
www.allstarfinancial.com
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Jill Smith - Executive Assistant

