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Fiscal Engineers held its latest Investment & Risk Committee meeting (IRC) on 9 June 2021.  These 
notes provide an insight into some of the areas of discussion held and decisions taken. 
 

A message to our clients 
As Covid-related restrictions come to an end, we can begin to look forward to a brighter place, not least 
due to the undoubted success – so far – of the vaccine roll-out in the UK.  We can also look back on a 
quite remarkable time in the capital markets. 

Fifteen months ago as the world locked down, the markets, as they always do, looked forward and 
priced in the impact on future corporate cash flows and the increased risks each company faced.  Given 
that a company’s stock price is a function of the sum of all future cash flows discounted back to a value 
in today’s money (where the discount rate reflects the risks associated with the company), it was 
perhaps not surprising that markets fell.  What was perhaps more surprising was the rapidity with which 
markets rebounded, factoring in the impact of future vaccines and vast economic stimulus packages on 
both cash flows and discount rates. At the time of writing, growth assets – as defined by Fiscal 
Engineers’ Portfolio 100 - sit around 17% above their month-end high prior to the Covid-related fall in 
Q1 20201.  That is quite remarkable given the challenges the world has faced. 

Being disciplined and remaining invested is key.  That is not always easy, but as in 2007-2009 during 
the global financial crisis and again last year, it has been the route to a successful investment 
experience for clients. The IRC’s role is to help maintain this discipline by way of a structured and 
challenging investment governance process, of which these meetings are a part. We report on some of 
the key highlights overleaf. 

As ever, if you have any questions or comments, please do not hesitate to call us.  
 

The team at Fiscal Engineers 
 

Tel: 0115 9555600  

 

1 100% growth assets after OCFs but before other costs, from 1/1/2020 to 30/06/2021  
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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 at a minimum twice a year.  Meetings can be called on an ad 
hoc basis if circumstances warrant it, such as a material market fall.  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 9th June 2021 and a quorum was present.   

Attending the meeting were: John Clark (CIO and Chair), Shane Mullins (Executive Chairman), Ian 
Rodger, Dave Till, David Jones and Frazer Edwards of Fiscal Engineers, Tim Hale of Albion Strategic 
Consulting and Neil Wright (guest member).   

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/conclusions were made/drawn: 

2.2  Key decisions summary 

• Systematic vs. judgemental approaches: the evidence still supports utilising a low cost, 
diversified systematic, buy-hold-rebalance approach. Fiscal Engineers’ model portfolio 
performance since inception in 2005 continues to sit above the majority of professional fund 
management peers across the risk spectrum (see later). Over the past ten years the Fiscal 
Engineers’ model portfolio 60 (60% growth assets) has delivered a cumulative return of 90%, 
before inflation (net of individual fund charges/before Fiscal fees). That is a remarkable 
market outcome. 

• Product due diligence: the funds used in the model portfolios were reviewed and all products 
are performing in line with expectations.  The next full review of all asset class product 
screens and due diligence will be at the 30th November IRC meeting and the IRC will report 
back thereafter. 

• Portfolio review: since the start of the year, to 31 May, global equity markets have delivered 
positive returns, up by around 7%.  Tilts to value and size have been positive, reflected in the 
Dimensional Global Targeted Value Fund performance, which was up over 20% over the 
same period.  Bonds fared less well as yields rose in the face of higher than expected 
inflation. Combined with low starting yields, this resulted in flat outcomes for short-dated 
global bonds and a small fall in index linked gilts. Remember that the primary role of bonds is 
protection against equity market falls, not driving returns. Bond returns going forward are 
likely to be muted, in comparison to the past. 

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

• Asset class assumptions: the IRC has decided that the long-term asset class assumptions 
used in its cash flow planning process remain sensible. 
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• Strategy affirmation: after a long discussion about fixed income, it was felt that the current 
allocation of the defensive assets, split 70% to high quality, global short-dated bonds hedged 
to GBP and 30% to intermediate index linked gilts remains sensible (see below). 

• Sustainable investing: this is a rapidly evolving area from a data reporting and third-party 
analysis/scoring perspective, as well as product development.  There are a range of 
challenges and opportunities for investors in the space.  Albion’s next Governance Update, 
due out prior to the next IRC meeting, will be dedicated entirely to sustainable (ESG) 
investing, and will be reviewed at the meeting.  It is important to get this right and Fiscal 
Engineers will only take further steps once it is satisfied in the robustness of the product 
choices it identifies. It will feedback developments in due course. 

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 contain considerable noise. 

Table 1: Nominal returns to 30 June 20212 

Date World 
equity 
(dev.)  

UK equity  Emerging 
market 
equity  

Global 
large 
value 

Global 
small 

Global REIT Short-
dated 
bonds 

Index-
linked 
gilts 

Asset role Return drivers Diversifier Defensive 

10 years 12.3% 5.3% 5.9% 10.3% 12.3% 9.6% 1.5% 4.3% 

5 years 14.1% 5.0% 12.3% 10.7% 13.6% 5.1% 0.8% 3.0% 

3 years 13.3% 0.4% 9.6% 6.3% 10.2% 6.8% 1.8% 3.1% 

YTD 2021 11.9% 11.3% 6.3% 19.6% 18.8% 16.3% -0.4% -1.2% 

Data source: Dimensional Returns Program 2.0 

Clients have benefited substantially from the high degree of overseas diversification of portfolios away 
from the UK equity market, which has lagged most other markets over the past decade.  The exceptional 
longer-term returns from bonds – particularly index linked gilts – have been driven by largely by capital 
gains as yields have fallen to historical lows over the past decade.  Going forward, it is unrealistic to 
expect such favourable returns from bonds.  Fiscal Engineers reflects this in its asset class 
assumptions. 

3.1 Outlook for the economy and inflation 

The IRC spent considerable time discussing future possible scenarios around economic growth and 
inflationary pressures, led by CIO & Chair, John Clark.  The most likely scenario was deemed to be for 
strong economic growth and higher and less temporary inflation than is perhaps the generally held view.  
The IRC does not use any such discussion to form forward looking tactical asset allocation decisions 
but uses it as a challenge to the existing portfolio structure and to test if its current strategic asset 
allocation still makes sense.   

In this instance, the focus of the discussion was around fixed income and whether the 70% allocation 
of defensive assets to global, high quality, short-dated bonds hedged back to GBP and 30% to 
intermediate dated index linked gilts remains valid.  The former, near cash-like assets, are less sensitive 
to movements in yields than longer-dated bonds and the latter provide some protection from 

 
2 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; global large value - 
Dimensional Global Large Value Index; global small - Dimensional Global Small Index; short-dated bonds – FTSE World 
Government Bond Index 1-5 Years (hedged to GBP); index linked gilts - Bloomberg Barclays Govt. Inflation Linked 5-15 Year 
bond Index.  All in GBP. 
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unanticipated inflation.  The longer maturities of the index linked gilts – and hence volatility – limits their 
inclusion at a reasonable 30%.  The IRC felt that this remains a sensible allocation position.    

4 Peer group – multi-asset manager comparison to 31 May 2021 
Fiscal Engineers tracks the performance of its model portfolio range since inception in 2005, 
incorporating all asset-class and fund level decisions made by the IRC. In the chart below, the Fiscal 
Engineers model portfolio range - from low risk to higher risk - are plotted against the universe of 
professionally managed multi-asset funds available to UK investors.  Multi-asset funds are those that, 
for example, include allocations to developed markets, emerging markets, property and possibly other 
assets or strategies such as commodities, hedge funds or absolute return funds.  These managers have 
the discretion to ‘play’ where and how they want to.  All data points reflect portfolios net of Ongoing 
Charges Figures (OCFs) but prior to other charges.  Fiscal Engineers portfolios are rebalanced yearly.  
Individual client portfolio performance may vary due to the timing of cash flows, the date on which 
portfolios are rebalanced and planning and platform costs.  

Multi-asset fund manager comparison. Data from Dec-05 to May-21. 

 
Data: Morningstar Direct © 2021. All rights reserved. Source: Albion Strategic Consulting 

Success in investing is about having a well-thought-through, and evidence-based, philosophy and 
process.  It requires discipline to keep the faith and to do a few simple things exceptionally well, including 
maintaining a sensible asset allocation over time, not being swayed by market noise, rebalancing 
regularly, and keeping costs as low as possible in portfolios.  It is harder to do that than one might 
imagine.  The IRC has kept its discipline and at times its nerve - such as during the 2007-2009 financial 
crisis and the more recent Covid-driven fall of 2020 – and clients have been richly rewarded as a 
consequence.  In investing, less is often more. 

5 Consumer Duty – the FCA’s latest consultation 
The UK’s regulatory body continues in its efforts to protect consumers of financial services and in May 
2021 initiated an industry-wide consultation process.  The IRC – and the firm as whole - concurs with 
these efforts. At Fiscal Engineers ‘doing the right thing’ is what drives us and sits at the core of who we 
are.  The summary of the FCA’s consultation is set out below: 
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‘The Consumer Duty would require firms to: 

• ask themselves what outcomes consumers should be able to expect from their products and
services

• act to enable rather than hinder these outcomes

• assess the effectiveness of their actions

In essence, we want to see firms putting themselves in their customers’ shoes, asking themselves 
questions such as ‘would I be happy to be treated in the way my firm treats its customers?’, or ‘would I 
recommend my firm’s products and services to my friends and family?’. 

It does seem remarkable that it is still necessary for the FCA to have to suggest such behaviour, but 
sadly the truth is that not all advisers and financial services firms are cut from the same cloth. 

Fiscal Engineers takes its fiduciary duties extremely seriously and will continue to strive to deliver the 
guidance and service that its discerning clients rightly expect and deserve.  It values the positive 
feedback that it has received from clients to date.  The IRC will report back to clients as this consultation 
progresses, as and where its findings are of interest.  

6 In conclusion 
The IRC meeting was productive and covered a number of important topics. These brief notes capture 
only a fraction and depth of the discussions held in the meeting, but perhaps provide a reassuring 
insight into the work being done behind the scenes to ensure that you have a successful investment 
experience. 

Please feel free to contact your adviser if you have any questions or comments arising from this 
document.   

Fiscal Engineers’ Investment & Risk Committee 

August 2021 

© Morningstar 2020. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content 
providers; (2) may not be copied, adapted or distributed; and (3) is not warranted to be accurate, complete or timely. Neither 
Morningstar nor its content providers are responsible for any damages or losses arising from any use of this information, except 
where such damages or losses cannot be limited or excluded by law in your jurisdiction. Past financial performance is no 
guarantee of future results. 
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