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Uncertainties Lead to
Choppy Markets in the 3rd Quarter
The direction and velocity of the economy was speeding ahead throughout the first two quarters of 2021,
but several uncertainties have come to the surface in the last few months that has made it very difficult to
predict what is to come. After seven consecutive months of gain, the S&P 500 declined by nearly 4.7% in
September erasing much of the increase from the first two months of the quarter. The question for investors
and economists is whether this reversal of momentum is temporary or whether the uncertainties we describe
below will have more lasting impact on the economy and financial markets?
Debt Ceiling / Politics: On October 18th, the United States will reach the debt limit that is set by Congress.
In effect, if the legislature does not increase that limit, the United States would default on its debts. Common
sense, however, is that the legislature will not allow this to happen, and concessions will be made in the final
hour to ensure the full faith and credit of the United States stays intact. Politics is getting in the way and has
created additional volatility in the bond market the last few weeks.
COVID / Delta Variant: The spread of COVID-19 seemed to stay in check during the early summer months,
however, August and September have not been as encouraging. With the more contagious Delta variant
spreading in the country there are continued risks that the economy will slow down as a result.
Supply Chains: One of the most concerning risk factors is the lack of capacity in the supply chains for most
products. Due to the trillions of dollars our government spent on stimulus to support the economy in the early
stages of the pandemic, consumers have money to spend, and the demand is as high as ever for goods and
services. For products ranging from garage doors to microchips, the lead times have increased from days to
several months. This will likely have a continued drag on corporate earnings and prices.
Unemployment/Wages: Prior to the pandemic, over 81% of the U.S. population ages 25 to 54 were
employed. Today, that number is less than 77%. That difference may seem slight, but it is not. Workers have
just decided not to go back to work at this time. For that reason, companies are having a hard time filling open
positions and are needing to pay higher wages for the same work, or delay work they want to complete.
Inflation / Interest Rates / Tapering: Many of the factors described above may ultimately impact
inflation. That is because consumers continue to purchase products (demand) but companies are not able
to deliver them (supply), resulting in higher prices. The Federal Reserve (the Fed) continues to suggest they
believe that the inflation we are observing is temporary (transitory), but the longer that these supply chain
and labor issues continue, the more likely that inflation may be more systematic than transitory. If that is the
case, then the Federal Reserve will likely slow down their bond buying (tapering) and at some point, raise
interest rates to control the liquidity and easy money currently available to consumers and businesses.

Bob’s Corner
The Great Resignation
As we have discussed over the past 3 years, a paradigm
shift in the bond side of the world was happening
and did happen. We think we can anticipate that the
unemployment/employment numbers are likely to
change for an extended period of time also. With so
many Americans choosing to leave the workforce, we
think we could refer to this time period as “The Great
Resignation.”
Interest rates are bouncing all over the place because of
the uncertainty of inflation. Inflation is spiking in part
because of the uncertainty of how many people really
want to go back to work. Supply chain problems are
sticking with us, perhaps longer than what we thought,
and as a result adds more inflation. This concern is
caused by the number of jobs that are not being filled
in a more timely fashion.
I have an idea, let’s get back to a real economic cycle
that requires people to go back to work to get paid.
Please know that I am sensitive to this pandemic’s
unique family concerns and hurdles, but I believe we
have taken it past the level of common sense. I believe
the government learned from the last downturn (2008
to 2010) and its mistake of too little, too late. Now, we
have to pay for the over stimulated economic scenario
based on too much, too long!
Rest assured we have your portfolios ready for
more volatility and uncertainty. Thank you for your
continued trust in the All Star Financial team!

			– Bobby K.

BUILD WEALTH. RETAIN WEALTH.

All Star Financial 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

Global Logistical Challenges
• Over the last several weeks, GDP projections for the 3rd
quarter were revised higher to a 6.7% annualized growth rate.
• At the September meeting, the Fed president confirmed that
the tapering of asset purchases could begin at the end of this
year if positive economic news continues.
• Congress is currently working on passing several pieces of
legislation: a $3.5 trillion Build Back Better Act, a $1 trillion
bipartisan infrastructure bill, and the raising of the debt
ceiling. Each have proven to be herculean tasks and their
outcomes will have a substantial impact on the economy.
• Core CPI (excluding food and energy) rose by 4.5% yearover-year in June, 4.3% in July, and by 4.0% in August.
• The pace of economic recovery is slowing down due
to supply shortages and continued global logistical
challenges. We believe these factors, along with challenges
in the labor market, will make the transitory inflation
pressure take longer to normalize than originally expected.

Bond Markets

Debt Markets Brace for Taper
• The US Aggregate Bond Index had a positive return of 0.05% for
the quarter, while the Global Aggregate Bond Index fell 0.88%.
• The yield on the 10-Year Treasury Note started the quarter at
1.47%, bottomed at 1.17% in early August, before rebounding
to 1.49% by the end of the quarter.
• Similarly, by quarter end, the steepness of the yield curve
remained unchanged from the start of the quarter.
• The US High Yield Index posted a 0.9% return, and the US
Corporate Credit Index was flat as credit spreads remained
historically tight due to ample liquidity buoying corporate
balance sheets.
• We believe that central banks, globally, will continue to
pursue accommodating policies to support the economic
recovery – but for how long?
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Domestic Stocks

Uncertainties Abroad =
Market Volatility Increases
• The S&P 500 rose 0.6% in Q3 with the Financials (2.7%) sector
leading all sectors, followed by Utilities (1.8%), while the worst
performing sectors were Industrials (-4.2%) and Materials (-3.5%).
• The current S&P 500 P/E ratio is 20.3, 13% lower than its peak in
September 2020, but well above the 25-year average ratio of 16.8.
• Large cap stocks (Russell 1000) outpaced small cap (Russell
2000) stocks, returning 0.2% vs -4.4%.
• The Russell 3000 Growth and Value indices returned 0.7% and
-0.9%, respectively.
• Unprecedented government aid still creates so many
uncertainties, but we continue to see opportunities in the
Value style supported by the wide valuation gap of S&P 500
Value vs. Growth, where P/E is 16.0 compared to 28.0.

International Stocks

Emerging Uncertainty =
More Downside Volatility
• Non-US stocks (MSCI ACWI ex-US Index) fell 3.0% and
underperformed US stocks (Russell 3000 Index), which lost 0.1%.
• Developed markets (MSCI EAFE Index) returned -0.4% while
Emerging markets (MSCI EM Index) lost a whopping 8.1%.
• From a style perspective, the MSCI ACWI Ex US Value and
Growth index returned -2.3% and -3.6%, respectively.
• Looking at valuations, the current MSCI ACWI ex-US Forward
P/E ratio is 14.5, a 29% discount to the S&P 500 P/E ratio.
• With large sovereign debt burden across major developed
countries and an interest in supporting global economic
recovery, we believe that central banks across the world will
keep interest rates low for the foreseeable future.

Sources: All economic data is from JP Morgan’s Guide to the Markets, September 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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MSCI ACWI All Cap NR

S&P 500 TR

FIRST QUARTER

SECOND QUARTER

THIRD QUARTER

YEAR TO DATE

Bloomberg US Agg Bond TR

2021 Market Review
1st Quarter: The S&P 500 and All-Cap World Index (ACWI) increased by over 5% as investors continued to be optimistic about
economies opening up worldwide. Large value stocks outperformed large growth by over 10% in the quarter. Bonds, however,
declined as interest rates increased coming off their historical lows.
2nd Quarter: Stocks continued their rapid growth fueled by real estate and technology. Domestic large growth stocks returned 12%
compared to large value’s 5% return in the quarter. Bond returns reversed course as interest rates leveled off after their increase in Q1.
3rd Quarter: After the increases of the first two quarters, equity markets pulled back in the third quarter as investors shifted their
focus to the various uncertainties through the world economies. Regulatory uncertainty in China drove international markets lower
in the quarter and as a result domestic equity markets declined by over 4.7% in the month of September, but did finish slightly
positive for the 3 months (0.6%). The bond markets also experienced volatility as interest rates shifted in reaction to the pushes
and pulls of slower economic growth and inflation concerns.
Year to Date: Generally, investors continue to be rewarded for risk in the aftermath of the government stimulus efforts that infused
liquidity into financial markets. As the year prolongs, however, the uncertainties we described on page 1 appear to be taking a
stronger role in the investors’ mindset. With a focus on asset allocation, diversification continues to be the best approach to the
ongoing market volatility.

Sources: All economic data is from JP Morgan’s Guide to the Markets, September 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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Performance Update
Third Quarter 2021

3rd
Qtr

Year
to Date

3
Year

5
Year

MSCI ACWI All Cap NR

-1.12

11.49

12.38

13.06

S&P Global BMI NR

-1.13

11.30

12.26

12.97

MSCI ACWI Ex USA NR

-2.99

5.90

8.03

8.94

Russell 3000 TR

-0.10

14.99

15.99

16.85

S&P 500 TR

0.58

15.92

15.99

16.90

DJ Industrial Average TR

-1.46

12.12

11.00

15.69

Russell MidCap TR

-1.76

15.52

11.08

12.97

Russell 2000 TR

-4.36

12.41

10.54

13.45

NASDAQ Composite TR

-0.23

12.66

22.66

23.37

MSCI EAFE NR

-0.45

8.35

7.62

8.81

MSCI EM NR

-8.09

-1.25

8.58

9.23

Bloomberg Global Aggregate TR

-0.88

-4.06

4.24

1.99

Bloomberg US Government TR

0.08

-2.42

4.88

2.26

Bloomberg US Credit TR

-0.03

-1.30

7.09

4.37

Bloomberg US Agg Bond TR

0.05

-1.55

5.35

2.94

Bloomberg High Yield Corporate TR

0.89

4.53

6.91

6.52

JPM EMBI Global Diversified TR

-0.70

-1.36

5.65

3.89

Market Index

Summary
For investors focusing only on the
rear-view mirror, markets have never
been better. Over the last 3 and 5
years, stock indices have experienced
double digit returns throughout
almost all sectors and regions.
Low inflation, reduced taxes, and
government stimulus have driven
earnings and valuation growth.
Looking through the front windshield,
however, seems to be presenting
several obstacles. Inflation, tax rates,
supply chains, the labor market,
interest rates, etc. are all uncertainties
that investors need to consider in
their path forward. Having the right
expectations is a critical component of
investor success, and it is appropriate
for investors to expect their journey
over the next few years to be different
from the past 3 and 5 years. Lower
total return numbers are more likely
than higher. We continue to believe
diversification and asset allocation
have never been more important
for investors as the global economy
navigates the post-pandemic era.

*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.

“It’s not how much you make,
it’s how much you keep!”

Diversification, asset allocation, and value investing do not assure or guarantee better performance and cannot eliminate
the risk of investment loss.

			-Bobby K.

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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The Inflation Impact
CPI & core CPI

20 Years of Low Inflation
After the inflation boom of the 70’s and
early 80’s, the US economy has enjoyed
relatively low inflation for the past few
decades. In fact, prior to the pandemic in
2020, the Federal Reserve had been trying
their best to increase inflation over the
past 10 years. Over the last few months,
the narrative has changed. It is understood
that impacts from supply chains and the
labor market may create higher prices for
years to come.

JOBS & FREIGHT
Job Openings

US: The cost of shipping a container from...

Two examples where rising inflation is very apparent are the labor market and freight. The number of open jobs has skyrocketed
to unprecedented levels in 2021 as shown above. This excess demand for labor has increased wage pressure on large and small
businesses, adding to inflation. Also shown above on the right, is a chart demonstrating the exponential increase in the cost of
shipping products in a container to the United States from China and Europe. The costs have either doubled or tripled in 2021 and
are most often being passed on to consumers, again increasing the upward pressure on inflation. Neither of these issues have a
quick fix, but the hope is that workers that were unemployed whose government benefits are now phased away, will now go
back to work. For global shipping, social restrictions from COVID-19 have depressed the capacity at ports, and as the pandemic
subsides further capacity may come back on line, or it may not!?

Sources: All economic data is from JP Morgan’s Guide to the Markets, September 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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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
Haley Ziemke
Haley joined the All Star Financial team in October as a Client Service Associate. Her
main responsibilities will be providing administrative and operational support to
our team of advisors, and assisting with client paperwork and account maintenance.
Haley is a graduate of the University of St. Thomas with a bachelor’s degree in business
and a minor in sociology. She started her career in the dental industry as a benefits
coordinator, where she developed her customer service skills and great attention to
detail. Haley grew up in Bloomington, MN and she enjoys reading, playing volleyball,
spoiling her dog, traveling, and exploring new restaurants and breweries. Please join us
in welcoming Haley to the All Star team, we are very excited to have her!

4th Annual Client Celebration Event
We would like to extend a big THANK YOU to everyone who attended the 4th Annual
Client Celebration Event in September! It was truly a blessing to be able to celebrate with
all of you in person once again at the beautiful Minikahda Club. We hope you enjoyed the
evening and found it to be entertaining and informative. As always, we thank you for your
continued trust in All Star Financial, and we hope you will save the date for next year’s 5th
Annual Client Celebration Event that will take place on Friday, September 23rd, 2022!

Meet Our Team

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

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
Mark Potter, CPA – Associate Advisor
Elliot Syverson – Associate 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
Lucelia Husby – Client Service Associate
Haley Ziemke – Client Service Associate
Paula Zilka – Operations Manager
Nicole VandenPlas – Executive Assistant
Bill Ristvedt – 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

