
Fiscal Engineers' 
Investment & Risk Committee

Meeting Summary Points Summer 2022



 

Since our last communication, Fiscal Engineers have held Investment & Risk Committee 
meetings (IRC) on 7 June 2022 and 16 August 2022.  These notes provide an insight into some 
of the areas of discussion held and decisions taken. 
 

 

A message to our clients 
It has certainly been a year of extremes, not least the hot weather that the UK has enjoyed/endured 
over the summer months. 

From a geopolitical perspective, Russia’s invasion of Ukraine has had a material impact on the world’s 
economy, not least via energy, commodity and food prices.  Combined with the huge growth in the 
money supply throughout Covid, the consequence has been a significant increase in UK inflation, which 
may not fall as fast as some hope.  Filling up the car, paying energy bills or simply going to the shops 
reminds us all of the negative impacts of rising prices.  

From an investment perspective, global markets have taken back some of the strong returns of the past 
couple of years, but that is the nature of investing. 

The IRC spent considerable time discussing and challenging the investment process to ensure that 
client portfolios are as well positioned as possible and using the best products available in the 
marketplace, given the current environment.  It remains confident that this is the case.  

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

The Team at Fiscal Engineers 
 

Tel: 0115 955 5600  
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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 7 June 2022 and a quorum was present.  Attending the meeting 
were: John Clarke (CIO), Shane Mullins (Executive Chairman), Dave Till, David Jones (IRC Chair), 
Frazer Edwards and Hazel Manlove of Fiscal Engineers, Tim Hale of Albion Strategic Consulting and 
Neil Wright (guest member).  An additional meeting was held on 16 August 2022.  Attendees were: 
John Clarke, Dave Till, David Jones, Frazer Edwards and Hazel Manlove of Fiscal Engineers. 

The minutes of the previous meetings 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: Since 2005, the IRC has overseen a systematic, low 
cost approach to investing on behalf of clients, which focuses on harvesting the market 
returns available, for the risks taken. On review, this has served clients admirably and at this 
point the IRC sees no compelling evidence to change the current approach. We provide 
further insight below. 

 Product due diligence: the funds used in the model portfolios were reviewed and all products 
are performing in line with expectations. The next full product screening and due diligence 
process will be undertaken in Q3 and will be discussed in detail in at the November IRC 
meeting. 

 Portfolio review: equity markets have taken back some of their previous gains and bond 
markets have suffered as bond yields have risen in anticipation of higher inflation. A Fiscal 
Engineers Portfolio 60 was marginally down around 1.8% (January-August 2022), which is 
perhaps far less than one might have expected, given the economic challenges facing the 
world and some of the headline news stories of technology company price falls. 
Diversification remains an important risk management tool. 

 Asset class research: the IRC confirmed that it remains comfortable with all the asset classes 
in the portfolios at present.  A long discussion was held around bonds (fixed income), which is 
referred to later in this note.  Shorter-dated, higher quality bonds continue to be a sensible 
long term strategy for the defensive part of the portfolio. 

 Asset class assumptions: the IRC has decided that the long-term asset class assumptions 
used in its cash flow planning process remain sensible at this point.  This will be reviewed in 
depth at the November meeting. 
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Strategy affirmation: the broad strategy remains unaltered following the meeting.  A piece of research 
will be undertaken to look at the pros and cons of using short-dated global inflation linked bonds 
compared to the intermediate dated index linked gilts currently used in portfolios.  This research will 
be discussed in the November meeting.   

3. Market overview 
As usual, the IRC reviewed the market returns delivered to portfolios. Longer-term data provides greater 
insight into the characteristics of asset classes.  Shorter-term data contains considerable noise.  

Table 1: Nominal returns on asset classes to 30 June 20221 

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% 6.4% 5.7% 11.7% 12.2% 9.0% 0.7% 2.7% 

5 years 9.1% 3.6% 3.6% 6.1% 6.5% 5.3% 0.1% 1.3% 

3 years 8.7% 2.8% 2.1% 6.8% 7.4% 3.0% -0.5% -0.5% 

2022 to date -11.3% 1.7% -8.1% -0.2% -10.7% -10.8% -3.4% -8.3% 

Data source: Dimensional Returns Web 

3.1. 2022 - market insights to 30th June 

Global developed markets fell by around 11% to 30 June 2022, which is less than news headlines might 
suggest. The UK market was still in positive territory, in part due to its bank and energy stocks and lack 
of technology companies. Emerging markets fell, but less so than developed markets. Developed 
market value stocks delivered strong premia of around 11% above the broad market, as did emerging 
value stocks in the region of 9% relative to the broad market YTD. 

Sterling has weakened by over 10% against the US dollar over the past 12 months, positively supporting 
unhedged exposures i.e. US dollar assets are now worth more when translated into Sterling terms.  

Bond yields rose in response to persistent global inflation, resulting in capital losses across the yield 
curve. As an example, a year ago the 10-year Gilt yield stood at 0.8%.  It stood at 2.3% at the end of 
Q2.  Yields have risen higher still in the US bond market. Shorter-duration bonds have fared better than 
longer-duration bonds. Higher quality bonds have fared better than lower quality bonds.  The positive 
message is that expected returns on bonds are now materially higher than a year ago. However, with 
UK inflation at around 9% (CPI), it is a painful time for bond and cash holders.  Alternative options are 
limited. This is discussed in more detail below. 

3.2. Outlook for the economy and inflation 

Led by CIO, John Clarke, the IRC reviewed the Economic Risk Matrix. In summary, Fiscal Engineers 
central case suggests that the vast amount of money printed during the pandemic (quantitative easing) 
is far in excess of that which can be absorbed by economic growth, meaning that inflation is likely to be 
high for the next 12-24 months.  Government and central banks are more likely to mitigate this with 
policy decisions rather than “destroying” money, but the only way for inflation to be “soaked up” in this 
way is for UK growth to be below its average trend and its economic potential (which can’t easily be 

 
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; 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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measured).  This increases the likelihood of a recession.  As always, the IRC acknowledges that the 
actual outcome could be different.  It does not believe that the current challenges can be mitigated by 
short-term tactical portfolio changes. 

Inevitably, inflation destroys the purchasing power of all assets, including equities, which provide the 
best long-term protection against inflation.  Some of you may remember the previous period of high 
inflation, during the 1970’s.  Nominal returns for UK investors were 9.51% annualised for UK equities 
and 8.86% annualised for international equities.  On the face of it, these appear more than acceptable 
in the context of long-term returns.  However, inflation over the same period was 13.24% meaning a 
loss in real terms of 3.73% and 4.38% respectively2. 

The view of the IRC is that the current long-term strategic “portfolio for all seasons” with the 
highest allocation to equities that your personal circumstances and attitude to risk can accept, 
gives clients the best probability of a successful investment journey. 

In addition, please see a message from John Clarke, our Chief Investment Officer, at the end of this 
paper. 

4. Peer group (multi-asset manager comparison)3 
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.   

This dataset has been further analysed by Albion, which reveals that the surviving funds illustrated by 
the individual dots in the diagram below (220 funds) represent only 44% of all the 529 funds that were 
in existence in 2005.  The others have been closed or merged!   

It is worth noting that the Dimensional UK, International and Emerging markets ‘core’ funds, which 
generally form the major components of the growth assets of client portfolios have all been in the Top 
Quartile of their respective peer group (Morningstar-defined category) over the past 154, 10, 5 and 3-
year periods to the end of Q2 2022. 
  

 
2  UK equity – MSCI UK Index (net div.); International equity – MSCI World Index (net div.); inflation – UK Retail Prices Index 
3  Multi-asset funds are those where the 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 annually.  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. 

4  The Dimensional International Core fund does not yet have a 15 year track record. 
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Figure 1: Multi-asset fund manager comparison. Data from Dec-05 to Jun-22. 

 
Data: Morningstar Direct © 2022. All rights reserved. Source: Albion Strategic Consulting. Full methodology available on request. 

4.1. Rebalancing – managing tolerance limits 

Rebalancing is an integral part of the investment discipline implemented at Fiscal Engineers.  A 
regularly updated ‘rebalancing heat map’ is produced and reviewed to see how far different model 
portfolios have moved away from their long-term strategic neutral split between growth and defensive 
assets, dependent upon which month they were last rebalanced.  All models remained within bounds 
at the time of the IRC meeting. As noted in previous minutes, a large project is ongoing within the firm 
to automate the monitoring of ‘portfolio drift’ at a client level. 

5. The dilemma of bonds 
A considerable part of the meeting in June was taken up discussing the fixed income component of 
client portfolios.  A high-level summary of the discussion and conclusions is provided below. 

5.1. The role of bonds 

If an investor had an infinite time horizon, few liabilities and was prepared not to look at their portfolio 
statement for a number of years, then a 100% equity portfolio could well make sense.  Yet that is not 
the reality for most investors.   

The IRC challenged itself to justify why 100% equities is generally not appropriate and why a fixed 
income (bond) allocation makes sense to some degree for many investors.   

The first justification is that equity markets can, at times, be extremely violent in the magnitude and 
rapidity of market falls, creating fear and panic.  If this leads to an investor abandoning equities at, or 
near, the bottom of the market, wealth could be irretrievably destroyed, and their financial goals placed 
in jeopardy.  The primary aim of bonds is to be a relatively stable asset in comparison to equities, 
damping overall portfolio volatility and mitigating the scale of falls in portfolio values at times of real 
market crisis. That is different to saying they will never fall. 

The second justification is to provide a liquidity reserve for the inevitable periods when equity markets 
fall, that allows an investor to meet their known liabilities over the period it takes for equities to recover. 
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The degree to which fixed income is needed in client portfolios will be unique to each client and a 
function of the two components above, and the need to take on risk in the first place to meet their goals.  
This is discussed in depth with all clients at regular meetings with their advisers.   

In essence, only own as much in fixed income as you truly need, but no more. 

5.2. Why falls in bond prices are not all bad for long-term investors 

Paradoxically, the recent falls in bonds are positive for long-term investors. 

If you asked anyone if they wanted higher returns or lower interest on their bank deposits, they would 
all obviously opt for higher rates.  The same sentiment applies to bonds.  For the past 40 years or so, 
bond investors have, in a sense, been spoiled by an almost continuous fall in yields from over 14% in 
the 1980s, which – as bond prices move in the opposite direction to yields - resulted in strong capital 
gains in addition to the income received. That may have felt good at the time, but each time yields fell 
it simply reduced the future returns from bonds from that point forwards.  UK 5-year gilt yields, for 
example, eventually reached a point – 0% – where they delivered no expected return at all, even before 
inflation was taken into account!  

As we have seen in 2022, bond prices must fall in order to offer a higher yield.  These higher yields 
compensate, over time, for the falls in prices5 and investors are better off beyond that point. As of 30th 
June, the yield-to-maturity on the Dimensional Global Short-dated Bond Fund was just under 3% p.a., 
which was far preferable to the 0.8% of a year before and significantly higher than cash rates.   

5.3. Why not simply hold 3 month fixed income (cash) rather than 3-5 year fixed income in 
portfolios? 

The IRC challenged itself to justify why it should continue to hold 3-5 year bonds and not cash in 
portfolios.  Remember that cash forms part of the fixed income spectrum!  The answer lies in two core 
investment principles.   

The first is that – just as in equities – we wake up each morning expecting a premium above cash for 
the extra risk we take on as investors.  In equities, the uncertainty surrounding outcomes for a company 
and its share price demands a reward above the known reward from cash.  Likewise, investors lending 
their money for longer should expect a higher level of yield than lending for shorter as the risks of not 
getting repaid (and inflation) are greater. Bank deposit placers are familiar with this concept. Thus, 
longer-term investors should – on average over time – earn a higher return from bonds than from holding 
cash, otherwise known as the ‘term’ premium. Although we expect this premium every day, it will not 
always be positive, and some extended periods of negative premia do exist.  Long-term investors, 
however, have the luxury of waiting to gather this ‘term’ premium. Since 2005 this has been in the region 
of 0.75% p.a..  Of late, however, this has not been the case.  

The second – and important – investment principle is that market prices reflect all known information. 
As such, today’s bond prices should reflect all of the market views about the future, including the 
economic and inflation outlook and thus where yields should be.  Trying to time when to be in or out of, 
say, 3-5 year bonds, as opposed to 3 month fixed income (which is what cash is) would be trying to 
second guess future unknown information about markets. 

That said, most investors should hold some cash outside of portfolios to meet immediate liquidity needs.   

5.4. Why not just own inflation linked gilts at times of high inflation? 

Again, the IRC challenged itself on this question.  The answer has two parts.   

First, index linked gilts provide protection against unexpected inflation, whereas nominal bonds should 
(although not the case currently) protect against expected inflation.  As such, nominal bonds carry the 

 
5  The time it takes is equivalent to the duration of the bonds held.  Short-dated bonds recover more quickly than longer-dated 

bonds. 
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risk of uncertainty about inflation and thus potentially offer a slightly higher rate of return over time, all 
else equal. 

Second, index linked gilts, despite their built-in link to the UK RPI index for both principal and coupon, 
only provide a partial protection from inflation as index linked gilt prices are driven by changes in real 
interest rates. Short-dated index linked gilts are not available, so the gilts in the portfolio are longer 
dated, meaning they are more sensitive to interest rate changes.  Although UK inflation has been high 
this year, the falls in value as a result of high interest rates expectations have more than offset the 
inflation protection gains. 

One action to come out of the discussion was to undertake some research to see whether shorter-dated 
global inflation-linked bonds (in the absence of shorter-dated UK index-linked gilt alternatives) would 
provide better defensive characteristics than the incumbent intermediate dated index-linked gilt product 
option. This will be undertaken, and the findings discussed at the IRC meeting in November. 

After an extensive discussion, it was agreed that the current fixed income strategy which blends 70% 
nominal bonds with 30% index-linked gilts was suitable and should remain in place, pending this further 
research. 
 

6. In conclusion 
This year has been an unsettling one from a global affairs perspective.  Yet for those invested in highly 
diversified portfolios, the reality has generally been less harsh than the headlines.  It is useful to 
remember that markets always take a few steps forwards and a couple back.  That is the nature of 
investing.   

We are always on hand to discuss any worries or concerns that you might have, so please feel free to 
get in touch.  But rest assured that the approach to investing, developed and challenged by the IRC, 
should not be one of them. 
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A message from our CIO – Energy prices and inflation – causes or symptoms 
Having been an investment economist for longer than I care to remember, I know to my cost how difficult 
it is to forecast the direction, never mind the scale, of changes in energy prices.  After all, it was only as 
recently as February 2020 that the oil price turned negative for a while, meaning that oil producers were 
actually paying refiners to take their oil away! 

What I can share with you are some key principles.  The first is that a rise in the oil price (or other energy 
price) is not inflationary per se.  True, the impact of such a rise is to raise the overall price level (as 
measured by the CPI or RPI), but unless the increase is repeated then in 12-months’ time it will drop 
out of the annual comparison allowing the annual inflation rate to drop back again.  More precisely, the 
increase in oil or energy prices between time periods will have to accelerate for it to have an enduring 
effect on measured rates of inflation. 

Instead, I tend to view an increase in oil or other energy prices as being deflationary, in that because it 
cannot be avoided at least in the short term it reduces the amount of income consumers and companies 
can spend on a discretionary basis.  In this regard, we can view higher oil and energy prices as doing 
some of the work of monetary policy in helping to slow the pace of aggregate demand.  Consequently, 
because of the reduction in discretionary incomes caused by higher oil and energy prices, it could well 
be that interest rates will not have to rise as much as they otherwise would have done.  

I tend to view high energy prices as being symptomatic of the problems currently facing the economy 
(and hence the markets) rather than the cause. 

Inflation has surged for one reason and one reason only; because central banks including the Bank of 
England, the US Federal Reserve and the European Central Bank oversaw—via their asset purchase 
programmes—a sharp acceleration in the rate of broad monetary growth at the start of the pandemic 
that was out of all proportion to the economic conditions prevailing at that time.  This drove the level of 
aggregate demand (GDP) substantially above the economy’s productive potential and is why I wrote, 
as far back as May 2020, that inflation would rise sharply in 2021 and 2022. 

To make matters worse, central bankers compounded their mistakes by not recognising the rise in 
inflation through the second half of last year wasn’t transitory.  I accept the western embargo on Russian 
oil and gas is exacerbating the problem, but the underlying cause is the imbalance between aggregate 
demand and supply caused by the deployment of wholly inappropriate monetary policies.  If this wasn’t 
the cause, then Switzerland would be experiencing exactly the same problems as their European 
neighbours.  Instead, inflation in Switzerland, which did not see any quantitative easing, was just 3.4% 
in June.  

Given the uncertainty about interest rates, I think financial markets have been remarkably sanguine 
over the past couple of months.  Recession risks appear to be fully factored in, with the only question 
being whether it will be this year or 2023—the US has just experienced its second successive 
contraction in GDP in the second quarter. 

The good news is that what I perceive to be the primary cause of the ‘cost of living crisis’—namely 
excessive monetary growth—looks already to be going into reverse. Indeed, in the US commercial bank 
deposits were falling at an annualised rate of more than 3% in the three months to the middle of July.  
This is a much sharper weakening of monetary growth than I had expected six months or so ago and 
coincides with the Federal Reserve ‘slowly and predictably’ reducing its stock of Treasury Bonds. The 
fact that this is happening whilst bank lending has thus far remained strong is even more remarkable.  

What this necessarily implies, however, is that the economic downturn may be earlier and less 
protracted than had seemed likely only a few months ago, with the peak in policy interest rates being 
significantly lower than had previously been expected. With recession fully discounted, markets will 
soon be looking ahead to the next cyclical upswing. Unfortunately, we have no way of knowing, in 
advance, when this will be. 
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Consequently, as ever, the best advice remains stay invested and allow portfolio diversification to 
provide protection during the downturn, whilst maximising potential for growth when it comes.  

 

John Clarke 

16 August 2022 
 
 
Fiscal Engineers’ Investment & Risk Committee - August 2022 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Endnote: use of Morningstar Direct© data  

© 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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