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The COVID DisconnectThe Economy vs. The Stock Market
The first six months of 2020 have been nothing short of historic (even saying that might be
underselling the magnitude of this year’s events). The COVID-19 pandemic has and will continue
to change the way we live our daily lives. It has brought unprecedented challenges to health
care, education, supply chains, and our global economies. In response, the world has deployed
its brightest minds in an attempt to create predictive models to anticipate how the virus will
spread and respond with our policy and behavioral changes. Regardless of their efforts during
the pandemic it seemed inevitable that our national and global economies were headed for a
severe slowdown and ultimately a significant recession. The unknown, clearly, is the depth and
length of the COVID-19 recession. There have been significant efforts by analysts and economists
to predict the “shape” of the economic recovery. We have talked about the U shape, V shape,
W shape, and the Swoosh. Truly, we will not know the answer for months or even quarters after
the recession has passed due to the lag in reporting of Gross Domestic Product (GDP).
The stock market, however, is a different story. Good or bad, up or down, right or wrong, we
can see and react to the daily changes in stock prices. We can see with our eyes the shape of the
market recovery to COVID-19. To date, the COVID-19 pandemic has created the sharpest sell-off
and the fastest recovery in the history of the stock market. From February 19th to March 23rd
(33 trading days) the S&P 500 fell 33.5% in the fastest transition from a Bull to a Bear market
in the history of the S&P 500. The rebound followed a similar story. The big bounce started on
March 23rd and peaked on June 8th, during this time period the S&P 500 rose 41% and turned
positive for the year after the best 50-day rally in the index’s history. So while, at least for now,
the ECONOMIC RECOVERY is uncertain the shape of the MARKET RECOVERY definitely
looks like a “V”.
The disconnect is stunning. Between the economic indicators (GDP, unemployment, etc.) and the
market valuations, most individual investors do not understand why the market keeps climbing.
Amidst a global pandemic and the deepest recession since the Great Depression, where 22+
million workers have been laid off or furloughed and the virus has not been contained, the stock
market appears to be shrugging it off and moving forward. Meanwhile, 40% of the S&P 500
companies have stopped providing earnings guidance because of the uncertainties in their
businesses, and valuations remain high relative to historical Price-to-Earnings (P/E) ratios.
The solve for the disconnect is rationalized by the market relying on government
intervention of stimulus (the CARES Act), historically low interest rates, and the
Federal Reserve’s (the Fed’s) Quantitative Easing program. A key question is how
central banks and governments will react if a second wave of the virus causes economies to
tighten business and social restrictions again and whether politics will allow a similar response.
Further, the Presidential Election this fall may continue to challenge the optimism of the
market and the centralized response to the pandemic.
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Bob’s Corner
In Search of Value

As you know we counseled over 80% of you over the last 12-18
months to take a step down in portfolio risk. We also took an
additional 9-12% off the table in mid-February. As value managers
with cash we are constantly in search of the next best buy. Well,
the market took the elevator down (sharpest decline in history),
bottomed and quickly took the same elevator up. Again, a record
for the fastest bounce back in our history. Within this volatility our
discipline found two really good moves. One a good bargain, and
the other helps protect us on the downside.
Small cap value stocks dropped 44% from the top and only bounced
34% from the bottom on March 23rd to the end of May, resulting
in a net return from the peak of -22%. At the same time, large
cap growth stocks dropped 31% from the top and bounced 38%,
resulting in a net return from the peak of only -3% at the end of
May. Small value was a 19+% discount to large growth and a great
bargain. We deployed 3-5% of our cash. The following week small
value stocks went up 8%!
Then we asked ourselves what are the odds of the market going
up an additional 10% vs the market correcting 20%? Our answer:
the odds are greater that the market will go down. To respond, we
bought a defined outcome ETF called DFEB, which is an ETF that
provides upside participation and downside protection relative
to changes in the S&P 500. The upside participation (at the time
of purchase) was around 10%, but more importantly, the
downside protection ( the buffer) was 20% (we lose 0% if there
is a 20% drop and only 1% if it is a 21% drop). We deployed about
7-10% cash into this investment.
Please give us a call with any questions or concerns. We are truly
living our motto, “It’s not how much you make, it’s how much
you keep” and we are winning the return race!

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

Domestic Stocks

• Gross Domestic Product (GDP) declined -5% in the 1st quarter
of 2020, the first quarter of economic contraction since Q1
of 2014. Estimates for Q2 2020 are all over the board, but
consensus estimates for the quarter now range from a 12% to
20% decline in economic activity.

• Since March 23rd, the S&P 500

Deepest Recession Since 1932

• The U.S. Government’s response to COVID-19 has been
extensive. So far, there has been $2.9 Trillion in fiscal response
(spending) and an additional $2.4 Trillion allocated by the Fed
to create liquidity in financial markets (Quantitative Easing,
etc.) Combined, these measures currently are 11.2% of GDP.
• There are currently 22+ million US workers that are unemployed
which results in an unemployment rate of 13.3%. Consumer
spending will be a large part of any economic recovery, as
almost 70% of GDP is personal consumption.
• The efforts of various states to reopen backfired in late June,
when states like Texas, Florida, and Arizona had to backtrack
and re-enact social distancing restrictions to contain the
spread of the virus. Since the reopening, restaurant bookings
across the country have risen back to within 40% of its normalized
trend after entirely being eliminated for 6 weeks.

Bond Markets

Rates Continue to Fall
• 12 months ago the yield on the 10-Year Treasury was 2.8%
and has now plummeted to 0.65% as of June 30th. With the
continued promise from the Fed to hold the overnight Fed
Funds rate at 0% for the near future, the yield on the 10-year
hit an all-time low of 0.57% in mid-April.
• The US Aggregate Bond index gained 2.9% during the 2nd
quarter. The Global Aggregate Bond index gained 3.3 %,
outperforming the US Aggregate due to a strengthening US
dollar and declining rates oversees.
• High Yield bonds gained almost 10% in the 2nd quarter as
yield spreads narrowed after they widened to historic levels in
the 1st quarter. Investors will be watching high yield bonds as
a sign of anticipated defaults in the coming months.
• The yield on the US Aggregate Bond index further declined
during the quarter to a meager 1.4%. This low yield on bonds
is one element of the financial markets that may be holding
up stock prices artificially as investors looking for yield may be
able to achieve a higher income from dividend paying stocks.
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Unprecedented Bounce
has increased 36.2% as of the end
of the 2nd quarter. For the year, the S&P 500 is now only down -3.1%.
• Technology and small cap stocks have outperformed. The Nasdaq
100 (Large technology stocks) has increased 48% and the Russell
2000 Small Cap Index has gained 25.4% in the 2nd quarter.
• Value stocks overall have continued to underperform. In Q2,
Small Value increased 18.9% compared to Small Growth’s
30.6% increase. Large Value increased 14.3% compared to
Large Growth’s increase of 27.8%. The Value vs. Growth divide
also continues to widen to historical levels as technology and
growth style stocks attract the most investor optimism.
• Earnings in the S&P 500 companies are projected to decline
22% in 2020. This fact combined with the V shaped bounce in
equity prices has inflated current P/E ratio to historically high
levels (22x) well above the 25-year averages (16.5x).
• Share buybacks continue to push stock prices higher as companies
use any free or existing cash to create return for shareholders.
29% of cashflow in the S&P 500 companies was used to buy
back shares in 2018 and 2019, creating an average yield of 4.2%
when combined with dividends.

International Markets

Non-US Stocks Continue to Lag

• International stocks continue to lag as the MSCI ACWI ex-US rose
only 16% in Q2.
• China continues to be a leader in year-to-date returns, up 3.5% for
the year. China was able to demonstrate the ability to contain
COVID-19 earlier and more robustly than other emerging and
developed economies.
• Emerging economies, in general, have lagged developed markets as
emerging countries have a harder time stimulating their economies
through borrowing. The MSCI EM index is down 9.8% for the year
compared to the broad MSCI ACWI index declining only 7.1%.
• Brazil continues their downward slide economically and the market
has followed suit with a 38.9% decline year-to-date.
• A strong US dollar will continue to put pressure on international
equities as investors find it expensive to repatriate earnings back to
the US from overseas investments.
• With the imminent decline in earnings, all global index P/E ratios
look expensive. However, the Emerging Markets (14x) and Europe
(17.4x) continue to look much cheaper compared to the US (22x).

Sources: All economic data is from JP Morgan’s Guide to the Markets, June 2020 (https://am.jpmorgan. com/us/en/asset-management/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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The Q2 Bounce = Sideways Market

The 120 Year Picture
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Over the past few quarters, we have provided these charts to help
demonstrate how the market has moved sideways for long periods of
time and to explain that we believe to be in the 5th flat time period
since 1900.
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The 20/10 Year Picture allows us to look back and put the COVID-19
stock market collapse in perspective to the two previous recession
corrections. The 34% drop we observed from February 19th to March
24th now appears as a very short whipsaw relative to the 49% drop
from 2000 to 2002 (Tech Bubble) and the 57% drop from 2007 to 2009
(Financial Crisis).
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The “3 1/2-year picture” includes what we believe to be the start
(January of 2018) of this 5th sideways market. We are 29 months
into this flat period. The COVID-19 pandemic has undoubtedly led to a
recession and we believe reinforces the idea that history repeats itself.
We are not out of the woods yet and believe the next 18 -36 months
will paint this sideways picture as equity markets move up and then
back down as it looks for a reason to go up. If this occurs, it will result in
another extended time with no sustained growth for equity investors.
Truly, the market never moves perfectly sideways. The recent COVIDcaused market correction and subsequent big bounce currently looks
like a V. However, within a few years these last 6 months will be
merely a part of a longer-term story through the rear view mirror.
We believe this will be similar to how the volatile 24% correction of
December 2018 is now ancient history for investors as a part of the 5th
sideways time period since 1900.

The 3 1/2 Year Picture
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All written content is for information purposes only. Opinions herein are solely those of All Star Financial. Graphical and written information is believed
to be from reliable sources; however, we make no representations as to its accuracy or completeness. All information and ideas should be discussed
in detail with your individual advisor prior to implementation.
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Performance Update
Second Quarter 2020

2nd
Qtr

1
Year

3
Year

5
Year

MSCI ACWI All Cap NR

19.89

1.13

5.49

6.08

S&P Global BMI NR

19.78

1.04

5.43

6.03

MSCI ACWI Ex USA NR

16.12

-4.79

1.13

2.26

Russell 3000 TR

20.03

6.52

10.04

10.03

S&P 500 TR

20.54

7.49

10.73

10.72

DJ Industrial Average TR

18.51

-0.56

9.08

10.61

S&P MidCap TR

24.61

-2.24

5.79

6.76

Russell 2000 TR

25.42

-6.61

2.01

4.29

NASDAQ Composite TR

30.95

26.88

19.14

16.35

MSCI EAFE NR

14.88

-5.12

0.81

2.05

MSCI EM NR

18.08

-3,38

1.90

2.86

Barclays Global Aggregate TR

3.32

4.21

3.79

3.55

Barclays US Government TR

0.49

10.32

5.54

4.04

Barclays US Credit TR

8.22

9.05

6.14

5.54

Barclays US Agg Bond TR

2.90

8.72

5.32

4.30

Barclays High Yield Corporate TR

10.18

0.03

3.33

4.79

JPM EMBI Global Diversified TR

11.21

1.52

3.31

5.12

Market Index

*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.
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Summary & Overview
As we move into the 2nd half of 2020 there
continues to be an extreme amount of
uncertainty related to the spread of the
COVID-19 virus and the corresponding
economic impacts. In addition, the election
season is near, and the political rhetoric has
never been stronger. The next six months
will be extremely important for our country
and our economy.
The investment markets will also continue to
be challenging for investors. After experiencing
two of the largest quarterly swings in modern
history investors are on the edge of their seats
in anticipation of market swings. Yes, expect
more VOLATILITY!
The government’s impact on social
distancing and business policies combined
with the opportunity for additional stimulus
to consumers are critical elements of how the
next six months play out. Investors are also
closely watching how large companies may
respond in cutting dividends or reducing share
buy-backs as their earnings are impacted by
COVID-19. Truly, in this world of heightened
uncertainty investors need to focus on
diversification and downside protection
for the foreseeable future. Remember,
“It’s not how much you make, it’s how
much you keep!”

-Bobby K.
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The COVID Disconnect

The strength of the US Economy is commonly measured by the growth in Gross Domestic Product (GDP). COVID-19 has made the forecasting of that measure
extremely difficult. We do believe, however, that there is a very high likelihood GDP will decline significantly in 2020. As the spread of the virus impacts areas
of the country in waves, increased social distancing and restrictions enforced by state and local governments have significant impacts on economic activity. The
top chart below demonstrates three GDP scenarios for the remainder of 2020. The bottom chart, on the other hand, displays the path of the S&P 500 Index from
January through June. After the sharp fall in February and March, the index took a “big bounce” despite the clear economic uncertainty. This disconnect between
the economic forecasts and the unprecedented stock market rally is rare. It is also a reminder that the day to day changes in stock prices are not tightly correlated
with the realities of our economy.

US Gross Domestic Product Scenarios

(Q3 2019=100)

Source: The Conference Board
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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 excited to announce the addition of two new full-time team members this quarter!
Caleb Findell – Investment Analyst

Elliot Syverson – Junior Associate

Caleb joined the All Star team in June as an
Investment Analyst. Caleb comes to us from
UBS and will be replacing our current
Analyst, Zhaoren, who has decided to move
back home to China to be closer to his family.
Although we are sad to see Zhaoren go,
we are also super excited to have Caleb join
our All Star family. His role covers a variety of
investment-related areas such as research
and due diligence, performance reporting, portfolio construction
and portfolio management. In 2018, he graduated cum laude with a
degree in Finance from Metropolitan State University of St. Paul. Caleb
is currently working towards his CFA designation. Outside of work he
enjoys playing basketball, going rock climbing, biking, running,
golfing and being involved at his church.

Elliot also joined the All Star team in June
as a Junior Associate. He supports internal
operations through client meeting preparation, financial planning and follow up,
as well as support for our 401k plans. You
may recognize him as a familiar face and
that is because prior to joining the
team full-time, Elliot was All Star’s
101st intern in the summer of 2019.
Elliot graduated from St. Olaf College with a bachelor’s
degree in Economics with an emphasis in Finance. He pitched
on the Oles baseball team throughout his college career.
In his spare time Elliot enjoys playing golf, pitching for his
“town ball” baseball team and spending time with family and
friends.

All Star Summer Internship Program
Rick Pradhan – Summer Intern
All Star Financial welcomed Rick Pradhan, another familiar face back into the office this quarter as our 2020
Summer Intern. When Rick was a junior in high school, he was part of a mentorship program where he had
the opportunity to shadow Brian Senske at All Star Financial. That experience created a domino effect on his
next moves as a high-schooler, which led him to enroll in business school, major in finance and eventually
come back to intern at All Star! Now Rick is heading into his senior year at the University of Minnesota and is
hoping to find a career in wealth management after graduating.

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

Meet Our Team

Contact Us

Robert Klefsaas, CFP , AIF , CFDA® – CEO, Senior Wealth Manager
Brian Senske, MA, CPA (inactive) – CFO, COO, Senior Wealth Manager
J. Alexander Källebo, CFA® – Portfolio Manager
Matt Berhow CFP®, AIF® – Senior Wealth Manager
Sam Sexton CPA, CFP® – Senior Wealth Manager
David Osterberg, CPA – Tax Advisor
Brady Mickolichek CFP® – Associate Wealth Manager
Paula Zilka –Operations Manager
Nicole VandenPlas – Executive Assistant
Kaitlin Buckley – Wealth Management Associate
Lucelia Husby – Client Service Associate
Caleb Findell – Investment Analyst
Elliot Syverson – Junior Associate
Linda Davis – Tax Assistant
David Engelsgaard, CPA – Tax Specialist
Bill Ristvedt – PCWM

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

