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Markets End 2019 on a Strong Note

For an extended period of time, between January 2018 and September 2019, global
equity markets experienced significant volatility and virtually zero growth. A laundry
list of uncertainties, from trade wars to Brexit to speculation about Federal Reserve
interest rate policy kept investors on edge about the direction of the markets. In the
closing three months of 2019, however, global markets broke out of the malaise to
reach unprecedented heights. The Standard & Poor’s 500 Index itself topped its alltime highs 35 different times during the quarter. European and Emerging Market
stocks reached new all-time highs as well.
Stocks began the year with a strong recovery in the 1st quarter that came on the heels
of a dramatic drop in the closing months of 2018. Markets then treaded water in the
2nd and 3rd quarters. Between the end of April and early October, stocks actually lost
ground. But equity indices closed strong, gaining nearly 10% in November and
December. This was a stark contrast from the closing months of the previous year.
Bonds also generated strong returns in 2019. The Federal Reserve’s decision to lower
interest rates on three different occasions last year led to a decline in bond yields and
boosted bond prices. The Barclay’s domestic Aggregate Bond Index gained 8.7% in
2019, far in excess of its historical annual return rate of 3.5%. Investors should be aware
that bonds had an outsized positive impact on diversified portfolios in 2019, a feat that
may be difficult to duplicate this year.
With interest rates coming down significantly over the past decade and now near
record lows, investors are left wondering what opportunities are available. Will the Fed
feel compelled to reverse policies and increase rates in 2020 or will they continue the
“easy money” policies have been preferred by the Trump administration. If low rates
prevail, wages continue to rise and consumer sentiment improves, the economy could
stay on track with positive growth. On the other hand, if wage growth generates
inflation fears, the Fed may be more inclined to raise interest rates. That could have
bearish implications for the investment markets.

Bob’s Corner

Outlook 2020 – What is our Path?
When I look back at my childhood (in the 60’s and early
70’s), it felt like 2020 was way out there like a space
odyssey. Well, 50-60 years later here we are, and
probably at one of the biggest inflection points of my
career. With interest rates at all-time lows and the stock
market at all-time highs, the biggest question in my
mind is, “Will allocating assets into bonds in a time
of slow growth and downside market uncertainty
still be the right path?”
3 Key Questions to Help Answer The
Big Question for the Short Term
1.
2.
3.

Did the Fed lower interest rates soon
enough and drop them enough to
alleviate a recession?
Will consumer spending keep our GDP
in positive territory?
Does the political uncertainty we face
create too much uncertainty or just
enough to keep the markets going?

We are taking the middle ground, a position that is
conservatively balanced to your risk/reward comfort
level for the next 6-12 months. Our team is looking
forward to talking with you soon!

HAPPY NEW YEAR / DECADE
2020

BUILD WEALTH. RETAIN WEALTH.

All Star is passionate about providing strategies for 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

The Long Expansion Continues

Bond Markets

Technically speaking, the economic recovery just entered its 3rd
decade. It began in 2009, continued all through the 2010s and still
endures today. This has never happened before, as this recovery
represents the longest on record. Despite that fact, the recovery
remains disappointing in terms of cumulative growth. Gross
Domestic Product (GDP) growth totaled just 23% over the past
10+ years, compared for 40% to 50% growth rates we experienced
in the recoveries that began in 1981 and 1990.

Yields Reverse Course!

Interest rates on bonds, which had leveled off for much of the
year, rose in the 4th quarter. The yield on 10-year U.S. Treasury
notes rose from 1.68% at the end of September to 1.92% as
2019 came to a close. This trend toward more normalized rates
along the yield curve seemed to calm the markets. Between
October 2018 and August 2019, the yield on 10-year Treasuries
declined from 3.2% to 1.47%, its lowest point ever.

GDP grew at an annualized rate of 2.1% in the 3rd quarter, a slight
uptick from 2.0% in the 2nd quarter. Economists project even
slower GDP growth in the coming years with current forecasts
calling for 2.0% GDP growth in 2020 and 1.9% in 2021. As we await
4th quarter GDP numbers (released at the end of January), we note
that wages grew by 4% in December, the best improvement since
2008. Since consumer spending has been nearly 70% of economic
growth (GDP), it may help to prolong our record expansion. Wage
growth will likely continue to be a major component in the
direction of GDP, particularly with business (14% of GDP) and
government spending (18% of GDP) stagnant.

Heading into and throughout 2019, there was significant
discussion about the inverted yield curve. On different
occasions, rates on 2-year and 3-year Treasury securities
exceeded those of 10-year Treasuries, inverting the curve. Many
consider this event a recession indicator. It appeared to prompt
the Fed to take action to lower short-term rates, which resulted
in a return to a normal yield curve.
The Barclays U.S. Aggregate Bond Index was positive for the
quarter, returning 2.5%. For 2019, the index generated a
whopping total return of 8.7% total return. This was one of the
best annual performances ever recorded for the index, as the
significant drop in interest rates fueled the positive total return.
Global bonds underperformed U.S. bond markets in 2019. The
Barclays Global Aggregate Bond Index still gained 6.8% in 2019.
Bonds benefited from lower yields in most global markets, but
a strong dollar detracted from total returns earned by U.S.
investors in overseas bonds.

The Fed raised interest rates four times in 2018, but then reversed
course and lowered rates three times in 2019 to revitalize what
appeared to be a slowing economy. The effective Fed Funds rate
dropped from 2.4% at the beginning of the year to 1.5% at the
end of 2019. These actions lowered the cost of borrowing and
enhanced corporate earnings. It also helped normalize the yield
curve, which had inverted earlier in the year.
The Fed appears to be succeeding in meeting its dual mandate to
control inflation and maintain strong employment. Inflation
remains in the 2.0% range (based on the Consumer Price Index)
and the unemployment rate dropped to 3.5% in November.

Looking Ahead

The biggest question for fixed income investors is where
interest rates go from here. Given the persistence of historically
low rates, bonds look to be expensive. At the same time,
investors who may be concerned that we are in the late stages
of a bull market in stocks would typically shift some assets to
bonds. The balancing act is decidedly more challenging than it
was a year ago at this time, when rates were higher. Incomeoriented investors may have to consider other options to earn
more competitive yields in the coming year, such as dividend
paying large value stocks.

Looking Ahead

The economy is always a major issue in any election year. The Fed
is likely to maintain low interest rates and carefully manage its
quantitative easing strategies to keep the economy on track.
According to an analysis by the Federal Reserve Bank of New
York, the prospect of a recession occurring in the next 12 months,
which was placed at 38% in September, decreased to 25% by
December.
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Domestic Stocks

International Markets

The year started out with a bang, as U.S. stock markets generated
their best first-quarter performance since 1997. The second and
third quarters were essentially flat, followed by a strong 4th
quarter finish, resulting in a total return of 31.5% for the S&P 500
during 2019.

International stocks followed suit with the U.S. market,
generating a significant gain as well in the 4th quarter. Increased
clarity around the Brexit issue and encouraging signs on the
U.S.-China trade boosted investor optimism. The MSCI World ex
USA Index gained 6.9%, slightly below the return for the S&P
500 for the quarter. However, over the course of the year, global
stocks (+22.5%) significantly lagged the +30% return for U.S.
stocks.

The Best Year for Stocks Since 2013

Progress Amid Uncertainty

In the 4th quarter, the Russell 3000 Growth Index rose 11.9%
compared to a return of 8.8% for the Russell 3000 Value Index. It
continued a long-term trend of growth stocks outpacing value
stocks. For the year, the Growth Index rose 35.9% versus a gain of
26.3% for the Value Index.

Hardest hit over the course of the year were stocks from China,
as they got caught up in President Trump’s threats of a trade
war. Chinese stocks reached record levels in January of 2018,
then declined significantly before bouncing back in the first
two quarters of 2019. For the year, Chinese stocks gained
23.5%, but remain well below their early 2018 peak.

A similar dynamic continues between large and small company
stocks. While the large-cap S&P 500 topped the 30% mark, the
small-cap Russell 2000 Index lagged with a gain of 25.5%. As we
look back over the past three years, the S&P 500 has generated
an average annual return of 15.3%, far outpacing the 8.6%
average annual for small caps.

European stocks (+22.0%) outperformed Emerging Market
stocks (+18.4%) in 2019. Investors saw potential for a resolution
to the long-running Brexit issue following the Conservative
party’s significant win in December’s election built on the
platform of “get Brexit done.”

Technology (+18.2%) and Financials (+12.7) were the strongest
performing sectors in the 4th quarter. On the opposite end,
Energy (-1.2%) and Consumer Discretionary (+5.0%) were the
worst performing categories. Looking back over all of 2019,
Technology (+50.3%) and Communication Services (+32.7%)
performed the best while Energy (+11.8%) was the worst
performing sector.

Looking Ahead

Solid performance for global stocks has led to higher valuations.
P/E ratios stand at 12.8x for Emerging Markets and 14.8% for
Developed Markets. However, in both cases, this remains well
below the 18.5x P/E ratio for U.S. stocks. By that metric, global
stocks appear to be more attractive. Non-U.S. stocks also have
the advantage of generating higher yields (3.3%) compared to
U.S. stocks (1.9%). While we still are looking for revenue and
profitability metrics to show improvement in overseas markets,
they clearly offer attractive value.

Looking Ahead

Valuations (based on price-to-earnings or P/E ratios of stocks)
have risen significantly given the market’s strong returns, again
exceeding historical averages. The S&P 500 peaked with a 19x
ratio in 2018 and then dropped to 15x when the market dropped
in December 2018 but has risen back to more than 18.2x today.
By comparison, the historical 25-year average P/E ratio for the
S&P 500 is 16.3x. The increase strongly in valuations occurred at
the same time that earnings growth has tailed off. In the 3rd
quarter, earnings of S&P 500 companies in total declined by
3.8% and are likely to be flat overall for 2019. This shows stock
prices are outpacing reasonable growth projections. This likely
reflects investors’ hopes that a trade deal between the U.S. and
China is in the works and that lower interest rates will help boost
future corporate earnings. Higher P/E ratios also suggest past
gains may be borrowing from the future!

Quote of the Quarter

“In our daily lives, we must see that it is not
happiness that makes us grateful, but the
gratefulness that makes us happy.”
-Albert Clarke
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Sources: All economic data is from JP Morgan’s Guide to the Markets, December 2019 (https://am.jpmorgan. com/us/en/assetmanagement/gim/per/insights/guide-to-the-markets/viewer#/share-by-email) and all rate of return data is from Morningstar.com, unless otherwise
noted by citation.
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Performance Update
Fourth Quarter 2019
Market Index
MSCI ACWI All Cap NR
S&P Global BMI NR

MSCI ACWI Ex USA NR
Russell 3000 TR
S&P 500 TR

DJ Industrial Average TR
S&P MidCap TR
Russell 2000 TR

NASDAQ Composite TR
MSCI EAFE NR
MSCI EM NR

Barclays Global Aggregate TR
Barclays US Government TR
Barclays US Credit TR

Barclays US Agg Bond TR

Barclays High Yield Corporate TR
JPM EMBI Global Diversified TR

4th
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Qtr

Year

Year

Year

12.02

8.29

9.07

26.32

12.06

8.92

21.53

9.87

9.02
9.10
9.07
6.67
7.06
9.94

12.47
8.17

11.84
0.49

-0.77

26.09

5.51

31.04

14.58

11.24

25.36

15.74

12.59

31.51
26.22
25.54

15.28
9.27
8.60

11.70
9.03
8.23

36.72

19.87

14.93

18.44

11.58

5.61

6.83

3.31

22.03
6.84

1.05

13.81

2.61

14.33

1.81

15.05

0.18

8.33

8.72

9.57

5.67

4.27

2.31
2.36

5.76

4.39

4.03

3.05

6.37

6.13

6.69

6.24

*The above after-fee annualized total returns, betas, and alphas represent All Star
Financial composite model performance. Your portfolio’s actual returns, betas, and
alphas may differ depending on your specific holdings and timing of cash flows.
Diversification, asset allocation, and value investing do not assure or guarantee better
performance and cannot eliminate the risk of investment loss.
All Star Financial works on a “best efforts” basis and does not promise or guarantee
any results. Past performance does not represent future results.

Summary & Overview
As we turn the page to another
decade, 2019 will be remembered as a
prosperous year for both stock and
bond investors. The returns generated
will be difficult to repeat again in
2020. While the underlying economic
fundamentals generally remain
positive, some caution remains
advisable given the increasing
valuation levels of the stock market
and the historically low level of
interest rates.
The year ahead promises to be one
that will be driven in part by
fundamentals (corporate earnings,
economic growth, employment,
interest rate policy, etc.) and in part by
reaction to major events. Trade
negotiations remain a key focus for
investors, along with a tense
geopolitical environment. In addition,
we’re heading into an election year
that promises to be heated. In light of
this, investors need to be prepared for
a degree of unpredictability and
volatility in the 2020 markets. Broad
diversification and asset selectivity are
likely to be key ingredients to success
in the year ahead.
“It’s not how much you make,
it’s how much you keep!”

-Bobby K.
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Is a Picture Worth a Thousand Words?

The 120 Year Picture

Looking back at these three time periods, the 120
year picture, the 20/10 year picture, and the past
3 year picture, you can see periods in the market
that were volatile and sideways (up and down).
The 120 year picture illustrates four periods of
time that moved sideways for 22 years, 16 years,
14 years and 12 years, respectively. As this current
economic recovery enters its 3rd decade, we
believe we should be prepared for another move
sideways. After markets experienced a very strong
2017 (thank you tax reform), they took a 17month journey sideways until the last two months
of 2019 produced another 7-10% move upward.
These gains were driven by the hope for increased
earnings, which resulted in the domestic equity
P/E ratios ending the year 15-20% over historical
averages. On the other hand, international equity
markets are a “better value” with lower P/E
multiples. Despite this historic run, there may be
room left for markets to increase if low interest
rates and quantitative easing spark another burst
of synchronized global growth. After the 2019 end
of year rally, however, a 10-12% market correction
is not out of question either. Are you prepared?

The 20/10 Year Picture

S&P 500 (53.2%)

The 3 Year Picture
17 months

MSCI ACWI (40.7%)

Barclays Agg Bond (12.6%)
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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 that is designed
with one purpose in mind — to serve you, our valued client.

New Team Member Spotlight

All Star Financial is happy to announce the addition of two new team members in the fourth quarter of 2019!
David Engelsgaard, CPA – Tax Specialist
David’s primary responsibility will be to assist in the preparation of client tax
returns. Prior to joining the firm, David has had extensive experience in
corporate accounting and financial management and most recently served over
20 years as Vice President of Finance for a Twin Cities based manufacturer and
distributor of plastic composite materials. He enjoys volunteering his time
preparing taxes and in several positions at his church. In his spare time David
enjoys playing golf and camping with his wife.

David Engelsgaard

Nicole VandenPlas

Nicole VandenPlas – Executive Assistant and Office Coordinator
When you make a visit to the All Star Financial office, Nicole will be here to
greet and assist you with a smile! Her responsibilities include providing
administrative support to our executive team and wealth advisors, while also
assisting clients during office visits and over the phone. Nicole was born and
raised in WI and loves attending sporting events with friends, exploring new
restaurants and traveling throughout the US and internationally.

Restaurant of the Quarter – Restoration Hardware

Located just a few miles from the All Star Financial office, Restoration Hardware is Edina’s newest upscale furnishings retail store AND
restaurant. Grabbing a bite to eat at the RH Rooftop is not just a meal, but rather a whole shopping and dining experience. There are a
variety of plants and chandeliers, water fountains and cozy couches, not to mention the beautiful views of Downtown Minneapolis and
natural light from the glass rooftop (allowing those of us stuck deep in the Minnesota winter blues a side of Vitamin D with our meal).
One of All Star’s Senior Wealth Managers, Matt, had lunch there recently and raved about the experience and also mentioned that that
plate presentation was not to be ignored. Matt said, “It was like artwork on a plate,” and when asked if he would go back his answer
was “Absolutely!” This new hot spot in Edina is sure to “wow” you and should definitely be added to your must-try list in 2020!

Meet Our Team

Robert Klefsaas, CFP , AIF , CFDA
Brian Senske, MA, CPA (inactive)
J. Alexander Källebo, CFA®
Matt Berhow CFP®, AIF®
Sam Sexton CPA, CFP®
David Osterberg, CPA
Brady Mickolichek CFP®
Paula Zilka
Nicole VandenPlas
Kaitlin Buckley
Lucelia Husby
Zhaoren Chen
Linda Davis
David Engelsgaard, CPA
Bill Ristvedt
®

Advisory services are offered through All Star
Financial, a SEC Registered Investment Advisor.

®

®

CEO, Senior Wealth Manager
CFO, COO, Senior Wealth Manager
Portfolio Manager
Senior Wealth Manager
Senior Wealth Manager
Tax Advisor
Associate Wealth Manager
Operations Manager
Executive Assistant
Wealth Management Associate
Client Service Associate
Portfolio Analyst
Tax Assistant
Tax Specialist
PCWM

Contact Us

3800 American Blvd. W.
Suite 620
Minneapolis, MN 55431
Phone: 952.896.3820
Fax: 952.896.3819
Toll free: 888.809.7901
asf@allstarfinancial.com
www.allstarfinancial.com

