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Uncertainty Continues: Pandemic & Politics
The first nine months of 2020 have been historic and the final three months will likely continue
that trend given the complexity of issues surrounding the COVID-19 pandemic and the Presidential
election in November. It is already hard to remember what life was like before masks and social
distancing. Our memories tend to be so short-term focused and during traumatic events we often
live day to day rather than grasp the bigger picture. The market’s path, at times, has been just
as irrational. 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 has followed a similar story. The big bounce started on March 23rd and
peaked on September 2nd. During this time the S&P 500 rose 56.7% and on September 2nd had
gained 12.3% for the year. As we wrote about in our last quarter’s newsletter, the incredible “V”
shaped market recovery seems very disconnected from the economic reality for most Americans
and small businesses. In September, the market did respond to some of this uncertainty as the
S&P 500 declined - 4.5% from its peak on September 2nd to the end of the quarter.
With the full economic recovery from the pandemic still in jeopardy, the Presidential election in
November will likely be a major inflection point for investors and businesses. As we review historical
market performance during election years, there are not many statistically relevant themes based
on the party affiliation or policy direction that investors can rely on. However, one theme that
appears relevant is that markets have generally performed better around the election when an
incumbent party maintains office compared to when an incumbent party loses. This trend may be
explained because of the markets preference for policy consistency rather than uncertainty. Key
policy trends in the areas of taxes, trade, and healthcare will likely be a focus in this years’ election.
For investors, taxes will continue to be a primary focus as the corporate tax rate reduction made by
the Trump administration has provided additional earnings growth for the US stock market. If the
Democrats take control of the Presidency and the Senate that trend may be reversed.
The good news for investors is that the Federal Reserve and Congress appear to be on a path to
continue to support the economy and businesses throughout the Pandemic. In September, the
Federal Reserve announced they intend to avoid any interest rate increases until at least 2023. This
historically low interest rate environment we are currently experiencing has been a large tailwind
for stocks as investors accept the additional risk and volatility of stocks because they cannot find
any return in cash or short term bonds. However, these longer-term bets on equities have driven
up price-to-earnings ratios in stocks (21.5x for the S&P 500) well above their historical averages
(16.5x). This, combined with the prevailing uncertainties around the virus, should make investors
cautious and likely will lead to short term volatility leading up to the election.

BUILD WEALTH. RETAIN WEALTH.

Bob’s Corner
Back to Whole

Hello to all! 2020 will certainly go down in history. I would like
you to read Bob’s Corner and go to page 5 of this newsletter to
help tell an awesome story. Going back in history these graphs
show how fast the stock market has recovered following a
Bear Market (a 20% decline in the index) and how All Star
Financial’s model portfolios performed in this most recent
recovery, the fastest on record.
When I think about the benefits that our firm brings to you,
one of the most important is reflected in our moniker, “It’s
not how much you make, it’s how much you keep!” When
the market goes down, how long does it take before your
portfolio gets “BACK TO WHOLE?” Well, while the COVID-19
induced Bear Market gave us a challenge by producing the
fastest downturn in market history, followed by the quickest
recovery (126 trading days), we are proud to let you know that
we accomplished our objective to beat the market back. As is
shown in the bottom chart on page 5, our Income Portfolio
was back to whole in just 79 days, followed by our Balanced
Portfolio in 121 days, 126 days for our Conservative Growth
Portfolio and a short 10 more days for our Growth Portfolio.
On the top chart on page 5, please look at the light blue line
that represents how long it took the S&P 500 to get back to
whole during the financial crisis recession from 2007-2009.
(It took nearly 1,400 trading days which equates to more than
5 years). This was the third longest recovery in our market’s
history. During that recession, All Star made our clients’ money
back to whole 1 year and 4 months earlier than the S&P 500
(just 860 trading days).
Yes, less risk on the downside is more important than maximum
growth on the upside. Patience and discipline are the key! We are
looking forward to talking with you soon!

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.

THIRD QUARTER 2020

The Economy

Deepest Recession Since 1875
• Gross Domestic Product (GDP) declined to an - 31.4% annual
rate in the 2nd quarter of 2020, that is the worst quarterly
change on record, at least back to 1875. The next worst reading
was in 1958 when there was a contraction of around -10%.
• 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 account for 11.2% of our current GDP.
• There are currently 12.6 Million US workers that are unemployed.
That results in an unemployment rate of 7.9%. Consumer
spending will be a large part of any economic recovery, with
around 67% of GDP being personal consumption.
• Investors will continue to keep an eye on whether the US
Government provides additional stimulus to offset the
economic contraction from COVID-19. Congress has proposed
$1.5 Trillion of new fiscal stimulus but is extremely unlikely
anything will be finalized before the election.

Bond Markets

Rates Continue to Fall
• The yield on the 10-Year Treasury was nearly 2% twelve months
ago and has now plummeted to 0.68% on September 30th.
With the continued promise from the Fed to hold the overnight
Fed Funds rate at the 0% to 0.25% range until at least 2023, the
yield on the 10 year hit an all-time low of 0.52% in mid-August.
• The US Aggregate Bond index gained 0.62% during the 3rd
quarter. The Global Aggregate Bond index gained 2.66%,
outperforming the US Aggregate due to a strengthening US
dollar and declining rates oversees.
• High Yield bonds gained 4.6% in the 3rd quarter as yield
spreads narrowed after they widened to historic levels in the
first half of the year. 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 1.2%. The low yield on bonds
is one element of the financial markets that may be propping
up stock prices as investors looking for yield may be able to
achieve a higher income from dividend paying stocks.
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Domestic Stocks
Borrowing from
the future?

• With the economy still in a
precarious position, the stock
market has shrugged off the uncertainty and surged ahead
during the 3rd quarter. The S&P 500 rose nearly 16% from the
beginning of the quarter until September 2nd, when the index
reached a new all-time high.
• Consumer Discretionary stocks were the best performing
during the quarter and increased 15% as consumers continued
to spend despite the pandemic. Large cap stocks outperformed
small cap, as the Russell 1000 Large Cap rose 9.5% compared to
4.9% for Russell 2000 Small Cap stocks.
• Value stocks overall have continued to underperform. In Q3,
Small Value increased 2.6% compared to Small Growth’s 7.1%
increase. Large Value increased 5.6% compared to Large
Growth’s increase of 13.2%. 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
21% in 2020. This fact combined with the V shaped bounce in
equity prices has inflated current P/E ratio to historically high
levels (21.5x) well above the 25-year averages (16.5x).
• Share buybacks also 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 Stocks

Non-US Stocks Continue to Lag
• International stocks continue to lag as the MSCI ACWI ex-US rose
only 6.2% in Q3 compared to the 9.2% in the US’s Russell 3000 index.
For the year, the MSCI ACWI ex-US is - 5.4 % compared to the
Russell 3000’s positive 5.4% return.
• A weakening dollar, however, may be a future boost for international
equities as well as a quicker economic recovery from COVID-19.
• China continues to be a leader in year-to-date returns, up 16.5%
for the year. China was able to demonstrate the ability to contain
COVID-19 earlier and more robust 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 -1.2% for the year
compared to the broad MSCI ACWI index at 0.5%.
• With the imminent decline in earnings, all global index P/E ratios
look expensive. However, the Emerging Markets (14.6x) and Europe
(16.8x) continue to look much cheaper compared to the US (21.5x).

Sources: All economic data is from JP Morgan’s Guide to the Markets, September 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 Market and the Economy: They are NOT the same!
The economy (most commonly measured buy Gross Domestic Product (GDP)) and the equity markets are intertwined but do not necessarily follow the same path. This year
has been a clear example of that. The market reacted with a definitive collapse in February and March but has quickly rebounded to all-time highs. The economy’s rebound,
however, continues to be in question. After GDP declined 5% and 33% respectively, in the first and second quarters of 2020, there is an expectation for a 15% to 20% bounce
in 3rd quarter’s GDP and the 4th quarter is expected to be flat to slightly positive. These figures reflect the continued uncertainty about the “shape” of the economic recovery.
Although a bounce off the bottom seems likely in the 2nd half of the year, the continued pandemic and action taken to limit the spread will have a clear impact of the direction
of the economy after the partial reopening in the summer. Unlike China and Europe that (for now) have had more shorter-term impacts on their economy, the recovery in
the US seems harder to predict. The “U” shape, at this point, would appear the most optimistic and the “W” shape may be the most likely if the fall and winter seasons lead to
additional restrictions on the economy to buffer a 2nd wave of the virus. The “L” shape would suggest the longest and slowest recovery that Congress would attempt to
avoid through further stimulus and aid packages to incentivize consumer and business spending. This “L” shape has also been referred to as the “Nike Swoosh!”
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Four Shapes of Economic Recovery

Source: Arthur D. Little analysis
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
Third Quarter 2020
Market Index

3rd
Qtr

1
Year

3
Year

5
Year

MSCI ACWI All Cap NR

8.13

9.56

6.41

9.95

S&P Global BMI NR

8.00

9.37

6.32

9.89

MSCI ACWI Ex USA NR

6.25

3.00

1.16

6.23

Russell 3000 TR

9.21

14.97

11.64

13.68

S&P 500 TR

8.93

15.12

12.28

14.14

pandemic. During the weeks before and

DJ Industrial Average TR

8.22

5.69

9.98

14.01

we may observe more of the same.

Russell MidCap TR

7.46

4.54

7.13

10.13

Russell 2000 TR

4.93

0.39

1.77

8.00

NASDAQ Composite TR

11.24

40.86

21.04

20.62

MSCI EAFE NR

4.80

0.49

0.62

5.26

MSCI EM NR

9.56

10.52

2.42

8.96

Barclays Global Aggregate TR

2.66

6.22

4.10

3.92

Barclays US Government TR

0.18

7.95

5.47

3.73

Barclays US Credit TR

8.22

9.05

6.14

5.54

Barclays US Agg Bond TR

0.62

6.97

5.24

4.18

Barclays High Yield Corporate TR

4.60

3.25

4.21

6.79

JPM EMBI Global Diversified TR

2.28

2.46

3.27

6.03

Summary & Overview
The first three quarters of 2020 have been
extremely volatile due to the COVID-19
after the Presidential election in November
Investors continue to base much of their
optimism on the hope of additional fiscal
stimulus from the Federal government and
recent comments from President Trump
both in support and against additional
stimulus have caused market swings.
The current low interest rate environment
have been supportive of equities but
with yields at all-time lows, investors will
continue to find ways to earn steady income
from their investments in potentially
different ways than they have in the past
few decades. In the past, bonds have
provided a very efficient total return

*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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as bond values have increased as rates
declined. The key, however, will continue to
be diversification and a discipline to stay the
course with portfolios that will help achieve
investors long-term goals.

“Its not how much you make,
its how much you keep!”
-Bobby K.
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The COVID Recovery: The Fastest Ever
S&P 500 Recoveries Following a Bear Market
126 days

Back to Whole: ASF Models

1,400 days, 5+ years

Back to Whole: ASF Models

Date Range: 2/19/2020 to 8/26/2020

Date Range: 2/19/2020 to 8/26/2020
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$ 106,000
$ 104,000
$ 102,000
$ 100,000
$ 98,000
$ 96,000
$ 94,000
$ 92,000
$ 90,000
$ 88,000
$ 86,000
$ 84,000
$ 82,000
$ 80,000
$ 78,000
$ 76,000
$ 74,000
$ 72,000
$ 70,000
$ 68,000
$ 66,000

2/2020

3/2020

4/2020

5/2020

6/2020

7/2020

8/2020

$ 64,000

This report is for illustrative purposes only. Past performance is not indicative of future results. Returns are presented gross of fees and are hypothetical. Each client portfolio's actual returns may differ depending on your
specific holdings, fees, 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.

Source: Morningstar Direct. *This report is for illustrative purposes only. Past performance is not indicative of future results. Returns are presented gross of fees and are hypothetical. Each client portfolio’s
actual returns may differ depending on your specific holdings, fees, and timing of cash flows. Diversification, asset allocation, and value investing do not assure or guarantee better performance and cannot
eliminate risk of investment loss.

Source: Morningstar Direct
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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.

Fill the Frame

If you have been to the All Star Financial office, it’s likely that you’ve
seen our infamous photo wall where each All Star team member has
chosen three photos that represent the things most important to
them in life. This is a huge part of our story and we love sharing these
images with our clients. Now we are asking you all, our clients, to do
the same thing and help us to “fill the frame.” Although we won’t have
a physical photo frame for all of our clients’ photos (even though we
know Bob would absolutely love that), we are asking that all clients
share three photos with us that represent the most important things
in your lives, so that we can use them to learn more about you, guide
our decision making and provide the best personalized advice
possible. Our favorite thing about working with all of you is getting
to know your life story and being able to help you meet your financial
goals, and this is just one way for us to help accomplish that. We are
excited to see all of your photos!

To submit photos, please email them to ASF@allstarfinancial.com,
mail them in to our office, or feel free to text them to your advisor directly.

3rd Annual Client Celebration Event
Another year has gone by and we think that is grounds for celebration! Although this year’s client celebration event
looks a little different than in years prior, we still wanted to highlight the importance of celebrating you, our valued
clients! We are hopeful that next year we will be able to host another in-person celebration event, but for now we
are grateful for the opportunity to celebrate with you all virtually!
Date and Time: October 29th from 6:30 to 7:30 PM Central Time
Register NOW: Please visit our website and follow the links on the home page

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 Advisor
Brian Senske, MA, CPA (inactive) – CFO, COO, Senior Wealth Advisor
J. Alexander Källebo, CFA® – Portfolio Manager
Matt Berhow CFP®, AIF® – Senior Wealth Advisor
Sam Sexton CPA, CFP® – Senior Wealth Advisor
David Osterberg, CPA – Tax Advisor
Brady Mickolichek CFP® – Associate Wealth Advisor
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

