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Vaccine Rollout & Additional Stimulus Lift Markets
The Year 2020 was historic to say the least:
• The Coronavirus pandemic swept the globe
• The President was Impeached, then tried and acquitted
• Protests stemming from police violence occurred nationwide
• Wildfires destroyed millions of acres and several thousand homes and businesses
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 (22 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 initially peaked on September
2nd. During this time, the S&P 500 rose 56.7% and starting on September 2nd gained another 7.1% for the year.
As we wrote about in our two previous quarters’ newsletters, the incredible “V” shaped market recovery seemed
very disconnected from the economic reality for most Americans and small businesses.
Following the peak in September, the market experienced a shift and reacted to the uncertainty of the election
season. From September 2nd to election day on November 3rd the market declined 4.3% and investors were
very concerned about the direction of the economy, the potential for a new governing party that would prefer
higher taxes, and fear over a significant increase in the number of coronavirus cases throughout the country.
Much of this fear was quickly reversed in the first week of November as the election outcome initially suggested
that the Republican party would continue to have a majority in the Senate and divided government would
prevent a significant change in the tax bill. This positive result for the market was supercharged by simultaneous
news of vaccine approval and a second stimulus package. The combination of these forces drove the market
upward again, as the S&P 500 rose 13.8% from election day to the end of the year. With the hindsight of the
Democratic victories in the January Georgia elections, the market growth after the November election may have
had less to do with the prospects of divided government and more to do with the promise of additional stimulus.
The result of all this market turbulence in a historic year was surprisingly positive for both equity and bond
investors. The S&P 500 gained 18% in 2020 and the US Aggregate Bond Index rose 7.5%. In a year that had
so much risk and uncertainty, investors that took risk were rewarded. As we have explained in many previous
communications, the primary reason for this disconnect is government stimulus combined with low interest
rates. To avoid an even deeper recession caused by social restrictions, the US Government has infused trillions
of dollars into the economy through monetary and fiscal stimulus. By lowering interest rates to near 0%, the
government enticed investors to find return in stocks instead of less risky assets like cash and bonds. In addition,
by providing individuals with direct payments and small business owners with forgivable loans, they provided
additional spending power to consumers that used those dollars to keep much of the economy moving forward.
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Bob’s Corner
We have seen it all?

After 34 years of managing money for my clients, I
thought I had “seen it all.”This past year, the market and
economy have been more volatile and uncertain than
ever before in my tenure as a wealth advisor. A once in
a lifetime pandemic mixed in with the most contested
political election in my life, along with our continued
long term struggle with racial inequality and we have
“seen it all.”
As value managers, we use numbers and the history of
cycles to help us make timely decisions. We are facing an
unprecedented change when it comes to the economy
and the markets, and how much the markets leads the
economy (usually 4-6 months). While dealing with a
world-wide pandemic and the shutdowns that have
been required to quell this virus, more government
stimulus money has been introduced into the economy
than ever before. This has created a false sense of
economics. Is our GDP contracting or growing? We
believe the economy, with the unprecedented trillions
of dollars in stimulus, is way too far ahead of the
market. Some economists are talking about the market
being 12-18 months ahead of the economy! What will
the unemployment numbers be if 100,000 or more
businesses shutter their doors in the next 6-12 months?
No one has a clear crystal ball, but we can assume with
all of this new stimulus that taxes are likely to go up in
the next two years.
Our steady discipline of buying what is of value and
selling what is expensive will continue to keep your
money efficient relative to your comfort level of risk!

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

Government Stimulus to the Rescue!
• Gross Domestic Product (GDP) rebounded at a 33.4%
annualized rate in the third quarter of 2020. That followed the
historic decline of 31.7% in the 2nd quarter of 2020, which
was 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%. Fourth quarter GDP estimates
range from 3% to 5% growth, which will result in GDP being
around 3% lower in 2020 than it was in 2019.
• The U.S. Government’s response to COVID-19 has been
extensive. The CARES Act passed in March created $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.) In addition, Congress passed a new
$920 Billion stimulus bill in the waning hours of 2020.
• There are currently 10.7 Million US workers that are
unemployed. That results in an unemployment rate of 6.7%,
which peaked at 14.8% in April. Consumer spending will be
a large part of any economic recovery, with 68% of our GDP
consisting of personal consumption.
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Domestic Stocks
Borrowing from
the Future?

• With the economy still in a
precarious position, the stock market shrugged off the
uncertainty and surged ahead during the 4th quarter. The S&P
500 rose 12.2% in Q4, rallying toward the end of the year as
vaccines were approved and additional government stimulus
was finalized.
• Energy stocks finally took part in the post-COVID rally and
gained 27.8% in Q4, however, their total return for 2020 was
still a -33.6%. Financial stocks also performed well, gaining 23.2%
in the years’ final quarter, but also declined 1.7% for the year.
• Value stocks finally outperformed Growth in Q4 for the first
quarter in a while! The Russell 3000 Value Index gained 17.2% in
the fourth quarter compared to the 12.4% gain for the Russell
3000 Growth Index. Small cap stocks also had their day in the
sun in Q4, as the Russell 2000 Small Cap Index gained 31.4%
compared to 13.7% for the Russell 1000 Large Cap index.
• Earnings in the S&P 500 companies are projected to decline
14% for 2020. This fact combined with the “V” shaped bounce
in equity prices has inflated the current P/E ratio to historically
high levels (22.3x) well above the 25-year averages (16.6x).
Analysts are, however, projecting a rebound in earnings growth
of more than 20% in 2021.

Bond Markets

International Stocks

• The yield on the 10-Year Treasury was nearly 2% 18 months
ago and plummeted to 0.54%, an all-time low in early August.
However, since late summer the yield on the 10-Year has
gradually rose to 0.92% by the end of the year.

• International stocks outperformed in Q4 as the MSCI ACWI
ex-US rose 17% in Q4 compared to the 14.5% in the US’s Russell
3000 index. For the year, however, the MSCI ACWI ex-US gained
10.6% compared to the Russell 3000’s positive 20.8% return.

• The US Aggregate Bond index gained 0.7% during the 4th
quarter. The Global Aggregate Bond index gained 3.3%,
outperforming the US Aggregate due to a weakening US dollar
and declining rates overseas.

• A weakening dollar may continue to provide a future boost for
international equities as well as a quicker economic recovery
from COVID-19.

Will Interest Rates Rise or Fall?

• Long duration (30 year) Treasuries had a historic year in 2020,
gaining 18.1% in total return, as investors fled to safety during
the pandemic.
• The yield on the US Aggregate Bond index is 1.12%. 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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Non-US Stocks Rally

• Chinese equity markets were the best performing in 2020, up
29% for the year. China was able to demonstrate the ability
to contain COVID-19 earlier and are more robust than other
emerging and developed economies.
• Emerging Market equities had a strong fourth quarter, gaining
19.7%. Brazil, however, was the worst performing country in
2020, declining 19% as oil markets tumbled.
• With the imminent decline in earnings added to the Q4 surge in
asset prices, all global index P/E ratios look expensive. However,
the Emerging Markets (17.4x) and Europe (17.4x) continue to
look much cheaper when compared to the US (22.3x).

Sources: All economic data is from JP Morgan’s Guide to the Markets, December 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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2020: The Market is NOT the Economy
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The Equity market took a wild ride in 2020 but
rebounded back in a significant way.
The economy, however, has still not recovered
and there is significant uncertainty ahead of us.
The rally in stocks demonstrated to investors that the forward pricing of stocks is not
completely dependent on the current economic environment. Throughout 2020, the
All Star Investment Committee worked tirelessly to ensure our clients’ portfolios were
properly allocated to react to risks and opportunities while living out the mantra,
“it’s not how much you make, it’s how much you keep.” Here is a list of some of the
significant changes we made through 2020:

7/2020

8/2020

9/2020

10/2020

11/2020

12/2020

The Unemployment Issue
One of the most significant risks to the economic recovery is unemployment.
After a historic spike in initial unemployment claims in the spring as social
restrictions were enforced, initial claims decreased toward the fall. However,
as a “2nd wave” of the pandemic swept through the country in November
unemployment claims increased again. The ability for Americans to get back to
work in 2021 will be a primary driver of a continued recovery.

1 Prior to 2020, reduced equity allocation (high P/E ratio)
2 Sold 15% of our equities in early February (COVID-19)3
3 Added exposure to S&P 500 Buffer ETF (cap upside and limit downside) &
both Large Value and Small Value (relative valuations)
4 Added US equity exposure following the election in November (more certainty)
5 Added to Emerging Market exposure at the end of the year (weakening dollar
and relative valuations)

The information represents All Star Financial composite model allocations. Your portfolio changes may differ from the above. 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
Fourth Quarter 2020

4th
Qtr

1
Year

3
Year

5
Year

MSCI ACWI All Cap NR

15.77

16.27

9.68

12.14

S&P Global BMI NR

15.83

16.18

9.59

12.06

MSCI ACWI Ex USA NR

17.01

10.63

4.88

8.92

Russell 3000 TR

14.68

20.84

14.49

15.43

S&P 500 TR

12.15

18.36

14.18

15.21

DJ Industrial Average TR

10.73

9.70

9.90

14.65

Russell MidCap TR

19.91

17.06

11.60

13.39

Russell 2000 TR

31.37

19.92

10.24

13.25

NASDAQ Composite TR

15.63

44.81

24.38

22.11

MSCI EAFE NR

16.05

7.80

4.28

7.45

MSCI EM NR

19.70

18.27

6.17

12.80

Barclays Global Aggregate TR

3.28

9.18

4.85

4.79

Barclays US Government TR

-0.79

7.93

5.17

3.76

Barclays US Credit TR

2.79

9.33

6.80

6.44

Barclays US Agg Bond TR

0.67

7.49

5.34

4.43

Barclays High Yield Corporate TR

6.45

7.10

6.24

8.58

JPM EMBI Global Diversified TR

5.80

5.25

5.05

7.08

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.

4

Summary & Overview
The COVID-19 pandemic has been a
historic event for the United States and the
world. As we look back on the last twelve
months, we are keenly reminded that the
financial markets are not the economy and
the economy is not the financial markets.
There clearly has never been a greater
disconnect. The growth in equities and
bonds during 2020 reflect this disparity.

In the past 12 to 24 months we have
reduced the majority of clients’ equity positions in order to reduce the volatility and
risk in your portfolios. You have benefited
by this significantly lower beta (volatility)!
Thinking into the future we are left to
wonder if the growth we’ve experienced
in asset values have merely borrowed
returns from the future. The World Bank
has warned that slow growth in the next
10 years may be a meager 1-2% per
year. If this is true it will be a challenging
investment environment. As always, we
will continue to stay the course and use
diversification and risk mitigation as a
pillar to our approach. Remember...

“It’s not how much you make, it’s how
much you keep!”
			-Bobby K.
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The Role of Fixed Income Has Changed
Over the past 30 years investors have been able to achieve a productive risk-adjusted total return using fixed income as a compliment to equities. The result has been that a
generic 60% Equity and 40% Fixed Income portfolio has been a sweet spot for investors that want to obtain efficient returns for the risk they are comfortable with in their
investments. Equities and bonds have combined to give you both growth and downside protection. That paradigm may be shifting under our feet as bonds may no longer
achieve a boost in return from the price appreciation gained from declining rates. In this new environment where yields are near all-time lows and government debt may
produce higher rates, investors need to look elsewhere for alpha enhancing risk-adjusted total return. The graphs below demonstrate how low yields combined with longer
duration are creating higher risk in bonds and how a slice of the asset allocation may benefit from an exposure in S&P Buffer ETFs.

The New 60/40 ALLOCATION
60/40 ALLOCATION

65/25/10 ALLOCATION
Buffer
ETFs
10%

Bonds
40%

Bonds
25%

Equity
60%

Equity
Equity
65%

Bonds
Buffer ETFs

Substituting Buffer ETFs to Seek Total Return:
Core Bonds
vs. S&P 500
Buffer Strategy
(1-Year Illustration)
Core Bond: 1.3% yield,
6.3-year duration
Buffer ETF: 9.8% Cap
15% Buffer

Core
Bonds

Total Return

Buffer ETF

Total Return

Rates:
-0.5%

1.3% Yield + 3.2%
Price = +4.5%

S&P 500:
+20%

+ 9.8%
(capped return)

Rates:
0%

1.3% Yield + 0%
Price = +1.3%

S&P 500: Flat

0%

Rates:
+1%

1.3% Yield - 6.3%
Price = -5%

S&P 500:
-20%

-5%

vs.

The current low interest rate environment requires investors to find new ways to achieve diversification and total return. As illustrated above, the risk-reward for bonds has
changed and a +1% to -0.5% change in yields may create a range or returns for CORE Bonds of between -5% and +4.5%. [YIELD + CAPITAL APPRECIATION = TOTAL RETURN}
That 9.5% spread in total return possibility is significant for the relative risk of CORE Bonds. Therefore, comparing the alternative of Buffer ETFs that have a similar downside
risk of -5% but almost twice the upside opportunity of 9.8% is extremely compelling.
Source: Morningstar Direct. This information is for illustrative purposes only. Past performance does not guarantee future results. Diversification, asset allocation, and value investing do not assure or
guarantee better performance and cannot eliminate the risk of investment loss.
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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.

All Star Tax Services
At All Star we recognize the impact taxes can have on your
financial life. Our team of seasoned tax professionals is
excited to begin preparing the annual tax filings for our
clients. If you are a current Tax Client at All Star, you can
expect your organizer in the mail soon! This is a great tool
to help you prepare all of the necessary documents and
information for us to complete your tax filing in a timely
manner. If you are not currently a Tax Client at All Star but
are interested in learning about the benefits of including
tax planning and preparation as part of your integrated
wealth planning process, call us today! We would love to
show you how keeping advice and tax under the same
roof can add value and create efficiencies on the path to
reaching your financial goals!

Tax Team, from left to right: Sam Sexton, David Engelsgaard, Dave Osterberg,
Linda Davis and Brian Senske

We want to thank everyone again who attended the 3rd Annual Client Celebration Event
virtually this past October!
We hope that you enjoyed the event and found it to be entertaining and informative. In case you missed it, the event is still
available for viewing on our website, www.allstarfinancial.com.
During the event, each person on our team shared a little bit about themselves and their 3 photos that represent what is
meaningful in their lives. We invite all of you to send us your 3 photos that represent the things that are most important in your
life. Some of you have already done this, but if you have not yet, please send your photos to us via email (asf@allstarfinancial.
com), text your advisor, mail, or in-person the next time you visit our office. We look forward to seeing all of your photos and
learning the story behind them during your next portfolio review!

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
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

