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Stocks Rise Ahead of the
Post-Pandemic Economy
In the first quarter of 2021, financial markets continued where they left off in 2020. Investors forged ahead
with an optimistic view of the post-COVID economy. Successful vaccine distribution throughout the developed
world continues to meet expectations. As of March 31st, 30% of all Americans had received at least one vaccine
dose and most developed countries had exceeded 20%. Investors have been pleased with the progress and
continue to drive the stock market upward.
Economists have found it difficult to forecast the post-COVID economy, but most agree on the general
trajectory for the immediate 6-9 month time horizon. Global Gross Domestic Product (GDP) growth
expectations continue to rise as well with forecasts to expand by 6.2% in 2021. This would mean total global
GDP would be 2.5% higher in 2021 than it was in the pre-pandemic year of 2019.
With these changing expectations, the financial markets have reacted accordingly. Most significantly has
been the impact to intermediate term interest rates as a result of rising inflation expectations. Over the past
six months, the yield on the 10-Year Treasury Note has nearly tripled from 0.62% at the end of September to
1.75% at the end of March. The impact of this swing is significant to both stock and bond investors.
For equity investors, the change in interest rates helped fuel the start of the most significant sector rotation
we have observed in several years. Value stocks (such as financials, energy and industrials) that were hit
hard by the COVID economy have rallied so far in 2021 due to the same inflationary theme as those that
are driving interest rates higher. The Russel 1000 Value index gained 11% in Q1, over 10% more than its
growth counterpart. Valuations of expensive growth stocks benefited from the fall in interest rates in 2020
but were put under considerable pressure by the reversal of that trend the last 6 months. Growth stocks have
outperformed Value for over a decade, but many strategists believe that the post-pandemic economy may be
the impetus to a shift in the other direction. (See page 3 for more details on the Value vs. Growth dynamic)
As interest rates rise bond prices fall, so the dramatic increase in yields in Q1 negatively impacted bond
investors. However, in the first quarter, investors still added $224.7 Billion to bond funds as they either took
money from existing cash positions or sold equity positions. Despite these fund flows, the US Aggregate Bond
index fell 3.4% and funds tied to that index fell on average 2.9%. (The All Star Financial bond portfolio “only”
declined 1.1% in Q1 – see page 5)
There is significant optimism about the direction of the economy as a result of the assumption that the
pandemic is under control. If that continues, synchronized global growth may fuel investment markets ahead.
However, a resurgence of the virus or a large spike in inflation are the primary risks on the horizon that we will
continue to consider as we evaluate the risks within our clients’ portfolios.
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Bob’s Corner

Inflation/Risk Free Returns
Should Equal Lower Equity Returns
I know this is showing my age, but when I graduated from St.
Olaf in 1982 inflation had just peaked a year and a half earlier
in 1980 at over 14.5%. The 5 and 10-year Treasury bonds were
at 14-15%, 3-month CDs were at 15-18% and the S&P 500
in 1982 and 1983 performed on average at 22%. The rule
of thumb has always been inflation and the risk free rate of
return (Bank Certificates of Deposit) go hand in hand and that
the equity markets should average about 3 to 5% above that
inflation/risk free rate of return. Hence the 22% average for the
S&P 500 mentioned above in the early 80’s.
Well, if that is the case, we just finished a 5-year S&P 500
performance at about 15% per year, which is well above the
3-5% return above inflation/risk free rate of return today.
Like 12-14% above the inflation/risk free rate of 1-3%. This
premium cannot last. With more debt, the lowest inflation and
interest rates in the last 80 years, we believe equity returns will
be significantly lower over the next 2-4 years as the economy
catches up to the market, and the risk premium for stocks goes
back to a normal 3-5% return over the inflation/risk free rate of
return of 1-3%. That equates to a return of 4-8% for a diversified
equity portfolio, NOT the 15.5% we have been lucky to have the
past 5 years. As we talked about in 3 of our last 5 quarterly
newsletters, we think a volatile and sideways market will
prevail beyond the next 9 months for the foreseeable future.
Our steady discipline of buying what is of value and selling
what is expensive will continue to keep your asset allocation as
efficient as possible relative to your comfort level for 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

US Economy Heats Up
• Gross Domestic Product (GDP) rose at a 4.3% annualized rate
in the fourth quarter of 2020. The preceding quarter saw
a historic rebound for GDP at an annualized rate of 33.4%,
which was the largest quarterly increase since Q1 1950. In
March, the FOMC increased their GDP forecast for the next 12
months from 4.2% to 6.2%. Current GDP levels are still lower
than they were at the end of 2019 but are set to surpass that
threshold early this year.
• On March 11, the American Rescue Plan Act was signed
into law – the latest and largest fiscal response by the U.S.
Government to the ongoing COVID-19 crisis. The stimulus
package’s $1.9 trillion in fiscal spending surpassed the
March 2020 $1.7 trillion and December 2020 $915 billion aid
packages.
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Domestic Stocks

Value’s Time to Shine
• Value stocks outperformed Growth stocks significantly in
the first quarter as the rotation into cyclical sectors of the
equity markets continued. During the quarter, the return
spread between Value and Growth stocks was at its widest
margin since 2001: the Russell 1000 Value Index gained 11.3%
compared to a 0.9% gain for the Russell 1000 Growth Index.
• Energy stocks continued their impressive rally returning 30.9%
while Financial stocks, the quarter’s second-best performing
sector, returned 16.0%. The Technology sector lagged, posting
a 2.0% return.
• Small cap stocks outperformed the broad market with the
Russell 2000 Small Cap Index gaining 12.7% compared to 6.4%
for the Russell 3000 Index.
• Bolstered by an economy showing all the signs of a strong
recovery, the S&P 500 rose 6.2% in Q1.

• As of March 31, the total number of unemployed persons in
the U.S. was 9.7 million which translates to an unemployment
rate of 6.0% - down from the peak of 14.8% in April 2020.
Consumer spending makes up 68% of our GDP so it is a key
component for economic recovery.

• Early analyst estimates for the earnings of S&P 500 companies
show that they will almost completely bounce back to pre-Covid
levels by the end of the year. The current S&P 500 P/E ratio is
21.5 – almost 8% lower than its peak in September 2020 – but
well above the 25-year average ratio of 16.6.

Bond Markets

International Stocks

Rates Surging, For Now

Reflation on the Horizon

• The yield on the 10-Year Treasury Note rose throughout the
quarter on the back of domestic economic growth prospects,
starting the quarter at 0.93% and ending it at 1.74%. The yield
on the 10-Year bottomed at 0.52% in August of last year –
meaning yields soared over 300% in under 8 months – leading
to a significant steepening of the yield curve driven primarily by
increasing inflation expectations.

• Although faster-than-expected vaccine rollouts in the US led to

• The Global Aggregate Bond index fell -4.5% as yields responded to the renewed growth occurring in many major economies.
The US dollar also strengthened against many developed currencies during the quarter. Short-Term US Bills remain anchored
near 0%, which limited their volatility.
• The yield on the US Aggregate Bond index rose 29bps to 1.41%
resulting in a return of -3.4%. While yields on bonds remain
historically low, their recent rise means investors have been forced
to rethink the prices they are paying for yield on riskier assets.
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the relative underperformance of international stocks during the
quarter, vaccinations in Europe and Asia are gaining pace as major
economies enter the reflation stage of the recovery (defined as
periods of high growth, high inflation, and low policy rates).
• International stocks underperformed in Q1 as the MSCI ACWI exUS gained 3.5% compared to 6.4% for the Russell 3000 index.
• Contrasting the performance of global value stocks (MSCI ACWI
Ex US Value index) versus global growth stocks (MSCI ACWI Ex US
Growth index), Value returned 7.1% while Growth returned -0.1%.
• International small cap stocks (MSCI ACWI Ex USA Small)
outperformed international large caps, returning 5.5% for the
quarter.
• The possibility of monetary tightening by the Chinese central bank
coupled with renewed tensions with the US were headwinds for
emerging markets as the MSCI EM Index posted a return of 2.3%,
lagging most developed equity indices.
• The current MSCI ACWI ex-US Forward P/E is 16.1, a 25% discount to the
US P/E ratio, meaning international markets are still cheap relative to the
US (21.5x).

Sources: All economic data is from JP Morgan’s Guide to the Markets, March 2021 (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 Value vs. Growth Dynamic
The value vs. growth debate has been an ongoing discussion for stock investors throughout the past several decades and is certain to continue. Value and growth stocks have each
outperformed the other over certain time periods—the chart below shows the relative performance of the Russell 1000 Value and the Russell 1000 Growth relative to the overall combined
Russell 1000 following the Great Financial Crisis in 2008. Throughout this time period, and the same is true going back to the 1980s, there has been regular lead changes. However, starting
in 2017 the dynamic seriously shifted and growth stocks charged ahead, and their lead intensified throughout the pandemic and peaked close to election day in 2020. Over this time, growth
stocks have benefited from an acceleration of disruptive technologies (Amazon, Tesla, Netflix, etc.) as well as low interest rates that intensify the valuations of speculative future earnings.
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The Jaws Are Closing
Our All Star Financial money management approach strives to identify opportunities displayed in the graph above, where certain segments of the market get too far ahead of the market as
a whole. In this case, our investment committee identified this opportunity and shifted a portion of our asset allocation away from growth and toward value stocks in the 2nd half of
2020. So far in 2021 (as demonstrated by the graph below), the tide has turned. Factors such as increasing interest rates, loosening pandemic restrictions, and a projected infrastructure
spending package from the Biden Administration have triggered the demand for value stocks. In the first quarter of 2021, the Russell 1000 Value gained 11.3% while the Russell 1000
Growth gained only 0.9%. The gap between growth and value that began in 2016 is still historically large and time will tell whether the gap continues to close. However, the All Star
Financial approach will continue to focus on diversifying across asset class styles while also taking advantage of tactical opportunities such as this gap demonstrated in growth vs. value.
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Source: Morningstar Direct. 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
First Quarter 2021
Market Index

1st
Qtr

1
Year

3
Year

5
Year

MSCI ACWI All Cap NR

5.22

57.97

11.89

13.23

S&P Global BMI NR

5.12

57.55

11.75

13.14

MSCI ACWI Ex USA NR

3.49

49.45

6.51

9.76

Russell 3000 TR

6.35

62.58

17.11

16.64

S&P 500 TR

6.17

56.40

16.77

16.30

DJ Industrial Average TR

8.29

53.83

13.60

15.99

Russell MidCap TR

13.47

83.53

13.40

14.37

Russell 2000 TR

12.70
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14.76

16.36

NASDAQ Composite TR

2.95
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23.45
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3.48
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8.85

MSCI EM NR

2.29

58.44
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-4.46

4.67

2.80

2.66

Barclays US Government TR

-4.14

-4.27

4.10

2.25

Barclays US Credit TR

-4.45

7.88

5.95

4.67

Barclays US Agg Bond TR

-3.37

0.71

4.65

3.10

Barclays High Yield Corporate TR

0.85

23.74

6.84

8.06

JPM EMBI Global Diversified TR

-4.54

16.02

4.04

5.05

*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
We are all looking forward to the postpandemic world where we can gather
and enjoy the events we had taken
for granted in the past. Businesses,
both large and small, are also looking
ahead to brighter days. For investors,
however, the post-pandemic world
of rising interest rates and potential
inflation may make our job more
difficult in managing risk. These same
factors may also put a strain on retirees
income streams, if not managed
properly!
We believe that continuing to focus
on diversification, liquidity and using
our All Star Financial risk-mitigation
principals, will allow us to meet your
objectives in the new economy and
environment. Staying the course will
continue to be the key as markets will
experience volatility with anticipated
and new uncertainties. As always,
remember...

“It’s not how much you make,
it’s how much you keep!”
			-Bobby K.
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Bonds vs. “the Buffer”
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Over the past 30 years our economy has experienced a secular decline in interest rates. The 10-Year Treasury yield peaked in 1981 at 15.4% and bottomed in 2020 at 0.57%.
The decline in rates has occurred as a result of many different economic factors, but primarily it has been driven by the easy monetary policy of the United States Federal Reserve
as it has tried to incite growth in the backdrop of various economic slowdowns such as the dot-com bubble, the Great Financial Crisis and ultimately the COVID-19 Pandemic.
The decline of interest rates, however, has benefited long-term investors (like All Star Financial) that use bonds to manage risk. Bond prices go up as yields fall, so as
investors have sold equities and diversified into bonds over the past 4 decades, they have achieved a productive risk-adjusted total return as they have received the income
from the bonds and have also earned capital appreciation from increasing bond prices.
That dynamic has changed and a paradigm shift is happening. Interest rates are moving up and hurting the total return potential.
We, at All Star Financial, have been talking about this shift for the past few years and our money management approach has responded. As interest rates seemed destined
to rise early in 2021, we sold 33% our fixed income allocation (Baird) and shifted those proceeds toward a “Buffered Equity ETF” where we accept a cap on the upside
opportunity but limit the downside risk. So far in 2021, that trade has been very productive. As demonstrated in the chart above, these Buffer ETFs have gained over 2%
so far in 2021 compared to the Barclays US Aggregate Bond benchmark of negative 3.4%. You can also see the value added to our clients from using actively managed
bond funds. Our remaining bond managers (PIMCO Income and Columbia Total Return) have shifted to shorter duration investments and diversified away
from US treasuries, which have allowed them to outperform their benchmark and peers.

Source: Morningstar Direct. 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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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
Mark Potter, CPA
Mark joined All Star Financial in March as a Wealth Management Associate. He supports the Senior
Advisors through client meeting preparation, financial planning and follow up. Mark is a CPA who
worked at Grant Thornton in their Tax Department and worked with several high-net-worth clients
and closely held businesses. He spent the last year and a half learning more about the Financial
Services industry as an Investment Operations Analyst at Riverbridge Partners. Mark graduated from
the University of Jamestown with a Bachelor’s degree in Accounting with an emphasis in Financial
Planning and attended the University of St. Thomas for a Master’s of Science in Accountancy. He
played basketball throughout his college career and spent a few seasons on the golf team at
Jamestown. In his spare time he enjoys playing golf, being in nature and spending time with family
and friends.

Erica Klimisch
Erica also joined the All Star team in March as a Wealth Management Associate. Erica earned a
bachelor’s degree in both Corporate Finance and Accounting from Minnesota State University,
Mankato. Her professional background includes several years in public accounting working as
an external auditor at Lurie, LLP, as well as joining TCF Bank on their internal audit team. Erica’s
analytical and problem-solving skills, as well as her innate ability to anticipate client needs, provides
an unrivaled perspective for the firm’s clients. Erica lives in Maple Grove with her husband, Ryan
and enjoys staying active by exploring the Minnesota outdoors through hiking, biking, backpacking,
and camping. In her spare time, she also loves spending time with family and friends, traveling, and
trying out new recipes.

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
Matt Berhow CFP®, AIF® – Senior Wealth Advisor
Sam Sexton CPA, CFP® – Senior Wealth Advisor
J. Alexander Källebo, CFA® – Portfolio Manager
Caleb Findell – Investment Analyst
David Osterberg, CPA – Tax Advisor
David Engelsgaard, CPA – Tax Specialist
Linda Davis – Tax Assistant
Kaitlin Buckley – Wealth Management Associate
Mark Potter, CPA – Wealth Management Associate
Erica Klimisch – Wealth Management Associate
Lucelia Husby – Client Service Associate
Elliot Syverson – Junior Associate
Paula Zilka – Operations Manager
Nicole VandenPlas – Executive Assistant

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

