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Executive Summary – We are continuing the transition of the Core Portfolios towards their long-term 

neutral (Strategic) allocation. A return to normal. Specifically, we are cutting our underweight (versus 

industry benchmarks) European Stock allocation in half. We are funding this increase in European 

Stock exposure by decreasing our overweight allocations in Domestic Large Cap Value and Domestic 

Large Cap Growth Stocks. We are remaining overweight Domestic Stocks vs. International stocks, but 

less so. In aggregate, we continue to be neutral in our Stock vs. Bond allocation. This allocation change 

further reduces risk relative to our long-term strategic allocation. After a three-year period of 

general U.S. Dollar strengthening, we believe we are entering a period where the U.S. Dollar will start 

to weaken against the Euro/Pound. We are also concerned that U.S. Stock valuation is less attractive 

than European Stock valuation. European economies are showing signs of improvement and negative 

geopolitical forces appear to be subsiding.  
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A Brief History of Covid’s Economic Impact – We are approaching the non-celebratory 3-Year 

anniversary of Covid-19’s arrival. The world reacted to Covid by shutting down the global economy. 

Stock markets crashed and interest rates fell. Legislators and central banks then flooded the world’s 

major economies with liquidity to ease the economic pain inflicted by the shutdowns. They funded this 

injection of money by creating enormous fiscal and monetary deficits. Stocks soared. Initially, interest 

rates and inflation remained subdued.  Eventually, the flood of liquidity created an economic “demand 

shock”. Too much money increased aggregate demand at a pace where aggregate supply was 

unable to keep up. The amount of goods and labor that were demanded far exceeded the supply. 

This created the largest increase in inflation in 40 years. Legislators and central banks then 

committed to removing liquidity from the world’s major economies to ease the economic pain inflicted 

by inflation. Stocks sank and interest rates went higher. With the notable exception of China, Covid is 

no longer driving the fiscal and monetary policy decisions of the world’s major economies. Our 

expectation and observation are that fiscal and monetary policymakers are returning to their 

traditional decision-making frameworks. 

  

A Brief History of Covid’s Impact on Allocations – At the onset of the pandemic, global stock and 

credit markets collapsed. In early 2020, the S&P 500 fell 34% from Feb 19th until March 23rd. It proved 

to be a violent, albeit short, correction. Although we felt the global legislative and central bank 

response to Covid was excessive, we also understood the near-term economic impact of flooding 

economies with liquidity. We maintained stock exposure and increased credit exposure. Our primary 

portfolio response to Covid was to repatriate all assets. After nearly 3-years of being 100% 

domestic, we now believe it is time to add international exposure back into the Core 

Portfolios. 

  

A Brief History of Covid’s Impact on International investment Returns – Covid had a significant 

negative impact on International investment returns for U.S. Investors. European and Asian Stock 

markets have materially underperformed Domestic Stock markets since the March 23, 2020 lows. 

During November, this started to, significantly reverse.  
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Repatriating all assets in the Core Portfolios proved to be very beneficial for investors, we assure you, 

we aren't saying this to be boastful. On the contrary, we took on far more relative (tracking error) risk 

than we ever imagined we would need to. It's been uncomfortable knowing that our portfolio positioning 

was so dramatically different than standard portfolios. Regardless, we felt that extreme times called for 

extreme measures. We are no longer in extreme times. It would be imprudent for us to continue to carry 

the amount of tracking error currently in the portfolios.  

  

There were two components that drove Domestic Equity outperformance for U.S. Investors. In addition 

to International Stocks underperforming, foreign currencies such as the Yen, Euro, and Pound 

plummeted against the U.S. Dollar. The U.S. trade-weighted dollar soared over the last 3 years. Notice 

last month's weakening of the U.S. Dollar. 
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For U.S. Investors, the sum of weaker foreign currencies and lower International Stock market returns 

added up to International Investments dramatically underperforming Domestic Investments. Covid 

greatly reduced global trade and created a demand for the safe haven of the U.S. Dollar. Since 70% of 

the U.S. economy is domestic and driven by the U.S. Consumer, the U.S. was in far better shape to 

deal with the reduction in global trade than the export-oriented economies of Europe and Asia. Not only 

did the U.S. economy outperform foreign economies, but this also attracted foreign investment into the 

U.S. This further increased the value of the U.S. Dollar and decreased the value of foreign currencies. 

   

What’s Changed – Global trade and travel are recovering. Although we expect the U.S. economy to 

remain stronger than European and Asian economies, we are becoming increasingly concerned about 

the valuation advantage that European Stocks have relative to U.S. Stocks. We also expect the U.S. 

dollar to continue to gradually weaken against the world’s major currencies. Traditionally, this is what 

happens when the Federal Reserve pauses its monetary tightening in advance of the other major 

central banks. It has become clear that U.S. monetary policy is ahead of European monetary policy 

and that the Federal Reserve will pivot to a less restrictive monetary policy in advance of the ECB 

(European Central Bank) and the Bank of England. (Note on the chart below; Although the U.K. is part 

of Europe, the U.K. has its own central bank, the Bank of England. The U.K. is not part of the European 

Monetary Union (EMU). The U.K. controls its own monetary policy and its own currency, the Pound. 

That is why we separate the U.K. and the EMU.)  
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Summary – Covid created a situation that required us to dramatically adjust the Core Portfolios. 

Eliminating all International exposure is beyond anything we ever imagined we would have to. As the 

world continues to normalize, we can’t justify such aggressive relative positioning. We certainly would 

not classify the current environment as normal times, but it's becoming less abnormal. 

 

 

We've been very active in our portfolio adjustments over the last few years. It's certainly 

been worthwhile, but we fear a byproduct may be information overload. That said, we prefer to err on 

the side of overcommunicating our rationale when adjusting your portfolios. We anticipate that 2023 

will be the start of a gradual return to more normal times, and hopefully a less active year for portfolio 

adjustments. For some of you, this would also mean a welcomed respite from our communication of 

these adjustments. We always appreciate good wit and wanted to share with you an email we received 

after we communicated our most recent portfolio adjustments, which admittedly was a bit technical and 

dry; "I greatly appreciate reading your commentaries, I no longer need to take melatonin before I go to 

bed." 

 

Should you want to discuss your portfolio in greater detail, or are having trouble falling asleep, we are 

always available. 

 

The MMFS Team 
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Mommaerts Mahaney Financial Services, Inc. provides advisory services through ERTS Wealth Advisors, LLC, a registered investment advisor. 
989 W. Washington Street, Suite 101   Marquette, MI 49855 


