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A message to our clients 
It has been hard to miss the column inches written on Neil Woodford’s equity income fund and its recent 
suspension.  The rapid demise of this fund – irrespective of whether or not one believes that Neil 
Woodford is a skilled fund manager – provides some salutary lessons for anyone sitting on an 
investment committee. 

Fortunately, the IRC’s position that Fiscal Engineers’ clients should be invested only in very well-
diversified funds, which hold publicly listed equities, ensures that liquidity mismatches, between 
investors demands and the assets held in a fund, do not arise.  In Woodford’s case, 10% was held in 
unquoted stocks, which resulted in the sale of liquid stocks to meet redemptions, which then, in turn, 
raised the percentage held in illiquid stocks, resulting in the downward spiral of events.  Fiscal 
Engineers’ philosophy of avoiding active manager risk makes good sense for the reasons so amply 
evidenced in Woodford’s ‘dark and terrible moment’, as it has been described: 

 Risk and return go hand-in-hand:  if you own an actively managed fund that is quite different to
the market, its returns will be too, both on the up and the downside.  Many investors simply
cannot live with that comfortably

 Skill is very rare, and luck plays a major role in most active managers’ periods of
outperformance.  Markets work pretty well, and market-beating performance is likely to come
only from taking on higher risks

 In the same way that noise and luck play a big role in fund manager outcomes, so it does when
picking active funds.  Best-buy lists are highly susceptible to this noise

 Concentrated stock positions, combined with a low level of liquidity, is a dangerously potent
cocktail that represents a material risk to investors’ wealth

 Gambling on which fund is going to beat the market is an exceptionally low probability strategy.
Capturing the market return is a valid and worthy objective

 Avoiding liquidity mismatches through levels of diversification in liquid, quoted companies,
ensuring that no small set of companies dominates outcomes, is essential.  That is why the
total number of publicly listed stocks held in our clients’ portfolio is currently over 12,000

It is not by chance or good fortune that Fiscal Engineers’ client portfolios do not include this fund or 
others like it.  Our conviction in our philosophy, and discipline to see it through, help us to avoid such 
fund and manager specific issues. 

As ever, if you have any questions, please feel free to give us a call. 

We wish you a wonderful summer, when it finally arrives!  

The Team at Fiscal Engineers 

Tel: 0115 9555600 

info@fiscalengineers.com 
Fiscal Engineers Ltd. 22a The Ropewalk. Nottingham. NG1 5DT 
Tel. 0115 955 5600 
fiscalengineers.com

Fiscal Engineers Limited is registered in England and Wales, company registration number 3912724. VAT registration number 773734900.
Fiscal Engineers Limited is authorised and regulated by the Financial Conduct Authority. Financial Services Register number 211885.
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1. The purpose of the IRC 

The IRC is the formal body that is responsible for the governance of the investment process at Fiscal 
Engineers.  Meetings are currently held twice a year but will become quarterly going forward.  
Meetings can be called on an ad hoc basis if circumstances warrant it.  To recap, the purpose of the 
IRC is to: 

 Define and implement a risk-focused approach to investing. 

 Continually test, refine and reaffirm its investment process including: the firm’s investment 
philosophy; the structure of client portfolios; the asset classes (e.g. equities, bonds, 
commercial property) that it uses or excludes; and the ‘pure-asset-class’ lower cost funds that 
provide access to the rewards of desired asset classes. 

 Employ best-practice fiduciary standards in overseeing the investment program. 

 Help educate clients about what they own and why they own it. 

2. IRC meeting proceedings 

2.1. Introduction 

The formal IRC meeting took place on 16th May 2019 and a quorum was present.   

Attending the meeting were: Ian Rodger (Meeting Chair), Shane Mullins, Dave Till and Suzi Beck 
(guest) of Fiscal Engineers, Tim Hale of Albion Strategic Consulting, Dr Rob Webb from Nottingham 
University Business School, Steve Collyer (strategic consultant) and Neil Wright.  Apologies were 
received from Kevin Bunting of Fiscal Engineers. 

The minutes of the previous meeting were reviewed, previous follow-up actions were discussed, and 
the minutes were duly signed off by the Chairman.   A number of regular agenda items were raised, 
and the following decisions were made: 

2.2. Key decisions summary 

 Systematic vs. judgemental approaches: the evidence still suggests that a systematic 
approach focusing on long-term strategic asset allocations, broadly diversified across stocks, 
markets and asset classes, and implemented using lower cost funds, continues to be a highly 
effective way to invest client monies.  A compelling comparison is made later in this document 
between Fiscal Engineers’ model portfolios and other professionally managed funds.   

 Product due diligence: the funds used in the model portfolios were reviewed and all products 
are performing in line with expectations.  It is important to note that in a diversified portfolio, 
some asset classes will be doing better than others.  Our notion of ‘in line with expectations’ 
does not always mean strong positive returns, but that the returns are consistent with the risk 
that have been taken on and how those risks have performed in the period under review.  At 
this point, no fund changes are required.  The IRC made the decision to engage Albion to 
assist the Firm with the ongoing product screening and due diligence that is an integral part of 
the governance process.  

 Portfolio review: the final quarter of 2018 saw a material sell-off in the equity markets, with a 
Fiscal Engineers P60 portfolio (60% growth assets, 40% defensive assets) falling just over 
6%.  The high quality bonds in the portfolio delivered a positive return of over 1% for the 
quarter.  These bonds may seem dull in performance terms, but they are there for such 
occasions.  Markets rebounded in the first quarter of 2019, with a Fiscal Engineers P60 
portfolio back up by around 6%. 

 Asset class research: the IRC confirmed that it remains comfortable with all the asset classes 
in the portfolios at present. 

 Home bias: the IRC reviewed new research in Albion’s Governance Update (April 2019), 
which indicates that there is no optimal home bias decision.  However, growing sector biases 
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(the UK has very little technology exposure and is overweight in energy) and individual UK 
stock concentrations e.g. BP, Royal Dutch Shell, suggest that greater diversification may be 
worth considering.  The IRC has asked for further research to provide insight into the impact 
of reducing the home bias from around 40% to 25%. 

 Emerging market equities: the IRC also spent considerable time reviewing and discussing the 
ongoing evolution of the emerging markets, who now, collectively, produce around half of the 
World’s GDP.  It has asked for further research on the impact of raising the allocation of 
emerging market equities slightly in portfolios, from the current 10% (in a 100% equity 
portfolio) to 15%.  

 Asset class assumptions: the IRC has made no changes to the asset class assumptions that 
the Firm uses in it financial planning models.  

 Strategy affirmation: the IRC concluded that no changes to either portfolio structure or 
recommended fund products are required at this time.  However, it will review, discuss and 
come to a conclusion, on the possible changes to its home bias and emerging market 
allocations at the next IRC meeting. 

3. Market overview 

As usual, the IRC reviewed the market returns delivered to portfolios. Longer-term data provide 
greater insight into the characteristics of asset classes.  Shorter-term data contains considerable 
noise.  Equity markets – the return drivers of portfolios – have delivered very strong returns since the 
Credit Crisis.  It is worth noting that in Q4 2018, when equity markets were down, the defensive fixed 
income assets were up, which is what we would expect and hope for.  In 2018 as a whole, global 
commercial property also acted as a strong diversifier. 

Table 1: Annualised nominal returns to 31 May 20191 

Date 
World 
equity 

(developed) 
UK equity 

Emerging 
market 
equity 

Global 
commercial 

property 

Short-dated 
bonds 

Index-
linked gilts 

Asset role Return drivers Diversifier Defensive 

10 years 12.7% 8.8% 8.0% 16.0% 1.6% 6.2% 

5 years 11.8% 4.6% 8.2% 12.5% 1.1% 4.9% 

2018 -3.3% -9.1% -8.9% 0.9% 0.5% 2.5% 

Q4 2018 -11.5% -9.8% -5.1% -3.4% 1.1% 2.8% 

YTD 2019 10.7% 8.4% 5.1% 14.7% 1.3% 3.7% 

Data source: Dimensional Returns Program 2.0 

Over the past few years, investors have received very strong returns.  Q4 2018 was a small reminder 
that markets do go down as well as up. 
  

 
1 Data sources: UK equity – MSCI UK Index (net div.); developed market equity – MSCI World Index (net div.); emerging market 

equity – MSCI Emerging Markets Index (net div.); global commercial property – S&P Global REIT; short-dated bonds – FTSE 
World Government Bond Index 1-5 Years (hedged to GBP). Bloomberg Barclays Govt. Inflation Linked 5-15 Year bond Index 
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4. The latest evidence supporting a systematic approach to investing 

The IRC reviewed the latest research input from Albion Strategic Consulting (Albion Governance 
Update 17 – April 2019), which covered a number of topics relating to the systematic versus 
judgemental decision.  The table below summarises the key equity manager performance over 15 years 
for US mutual funds. As ever, they highlight the challenge of managing money in a zero-sum-game, 
after costs and against other very smart and hardworking investment management colleagues. 

Table 2: Percentage of managers underperforming their benchmark to year-end 2018 

 All US 
equity 

US large 
equity 

US large 
value 
equity 

US small 
cap 

equity 

US small 
value 
equity 

Int’l 
equity 

Emerging 
market 

eq. 

% beaten 89% 92% 79% 97% 94% 83% 96% 

Source: SPIVA2  

4.1. The cost to investors of active management underperformance 

In a piece of recent research3, SPDR’s research team quantified the magnitude of the punitive costs 
that investors have suffered by employing active managers to beat the benchmark net of fees yet failing 
to do so. The findings are material and raise significant questions for the active management industry 
and its future position in providing workable solutions for investors: 

‘The findings? Over the past five years, 77% of managers, on average, across the asset classes 
examined underperformed their benchmark. This equates to the underperformance of an eye-popping 
$2.3 trillion of assets. The average fees charged by those managers were 103 basis points. This 
translates into nearly $111 billion—or roughly $22.2 billion per year—of cumulative fees paid over the 
last five years in exchange for lower returns than an index.’ 

Source: SPDR 

5. Peer group comparisons – confirming the efficacy of Fiscal Engineers’ approach 

Fiscal Engineers’ systematic approach to investing was first put in place in 2005.  Since then, the 
portfolios have evolved with a small number of asset allocation and fund changes.  Clients of the Firm 
will be familiar with the repeated messages of capturing market returns at a low cost, remaining 
diversified and being disciplined and patient.  A new piece of research by Albion Strategic Consulting, 
has allowed the IRC to compare such an approach against other professionally managed portfolios.  
This research looked at the risk and return data of all – over 400 - multi-asset funds (i.e. funds that 
invest in a portfolio of multiple asset classes, as opposed to a single asset class) over the past 5 years.  
It revealed that low-cost systematic approaches dominate the vast majority of professionally managed 
multi-asset funds.    

Albion has now extended this research to cover Fiscal Engineers’ portfolios4 compared to the multi-
asset universe.  The results are extremely positive and help to demonstrate the efficacy of Fiscal 
Engineers’ approach.  We provide data since the inception of our approach, over the past 10 and 5 
years.  You will see that the numbers in the multi-asset universe increase over time as more funds have 

 
2   http://us.spindices.com/resource-center/thought-leadership/spiva/  

3  Bartolini, M. (2019) Calculating the High Cost of Active Managers Who Underperform. SPDR Americas Research. 
https://global.spdrs.com/blog/post/2019/jan/calculating-the-high-cost-of-active-managers-who-underperform.html 

4 Fiscal’s model portfolios (P0-P100) reflect all of the asset allocation and fund changes at the time the decisions were made by the 
IRC.  The portfolios are net of the underlying Ongoing Charges Figure (OCF) of the underlying funds.  Portfolios are rebalanced 
annually.  No other fees or charges have been deducted, thereby providing a fair comparison to the multi-asset universe.  The 
multi-asset universe is that defined in Financial Express. Note that individual Fiscal client portfolios may differ due to the timing 
of changes made, rebalancing and the composition of a client’s specific portfolio.  Past returns are no guide to future returns. 
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entered the marketplace.  It is also worth remembering that the ‘since inception’ numbers below include 
the Credit Crisis of 2008-2009. 

Figure 1: Fiscal Engineers portfolios vs multi-asset fund peer group – since inception 1/2005 to 3/2019

 
Source: Albion Strategic Consulting. Data source: Morningstar © All rights reserved. 144 multi-asset funds 

The 10-year numbers below also provide a similar story, despite the fact that the world developed 
markets have delivered higher returns than the UK equity market (refer to Table 1). 

Figure 2: Fiscal Engineers portfolios vs multi-asset fund peer group – 10-years to 3/2019 

 
Source: Albion Strategic Consulting. Data source: Morningstar © All rights reserved. 281 multi-asset funds. 

Again, Fiscal Engineers’ portfolios dominate the majority of multi-manager funds in existence over the 
10-year period to 3/2019. 
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Figure 3: Fiscal Engineers portfolios vs multi-asset fund peer group – 5-years to 3/2019

 
Source: Albion Strategic Consulting. Data source: Morningstar © All rights reserved. 428 multi-manager funds. 

As with the 10-year figures, world developed equity markets have outpaced nearly all other asset 
classes over the past 5 years, driven largely by the US market and the depreciation of Sterling.  Value 
and smaller company stocks have also lagged.  Despite these headwinds, Fiscal’s well-diversified, low 
cost and regularly rebalanced portfolios have performed well against other professionally managed 
multi-asset funds. 

6. In conclusion 

Being ‘a little bit better than average’ in all areas of our process - particularly in our high level of 
diversification, low costs, and discipline and patience - has paid off.  We believe that the success that 
our clients have enjoyed is, in part, a consequence of the conviction that we have in our philosophy and 
the thoughtful and challenging governance process that we have in place.  We continue to strive to 
improve.  Whilst we can never be certain of the outcomes our clients will receive – as no-one can predict 
markets - we can be confident that if we remain both disciplined and patient on their behalf, they should 
experience a good, and at worst a survivable, outcome to their investing programme.  

Remember that it is almost impossible to own ‘the best’ portfolio without a good dose of luck or hindsight!  
Being ‘a little bit better than average’ is a highly respectable and worthy goal, which over time pays 
great dividends to the patient investor, as we have demonstrated. 

Please feel free to contact us if you have any questions or comments arising from this note. 
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