From: Dimensional
Sent: December 9, 2016.
Subject: Permanent Alert – Heads Up Real Return Bonds (TSX:XRB)
As much as I don’t like to touch the fixed income portion of my portfolio, the price behaviour of the real return bond ETF in the past few
months especially when it is intended to be the wild card diversifier in the fixed income portion of our portfolios with a duration of 15
compared to 3 and under for the laddered ETFs CBO, CLF and BXF. That means it is far more volatile and has the potential to fall much more
when rates rise from their historic lows. What I am looking to do is reduce my exposure to TSX:XRB by 75% making its equivalent weighted
duration in the fixed income portion to almost the same as the other laddered ETFs.
Keep in mind, half of the fixed income side of the portfolio has already been allocated to high interest savings for a few years in anticipation of
flat to increased interest rates, so the allocation to all ETF fixed income ETFs has been reduced by half anyway. This is an extra precaution.
An example: Assume your targeted allocation to XRB before any adjustments is 16.25% of your entire portfolio of both equities and fixed
income. With the past 50% downward adjustment and allocation to interest savings accounts, XRB would now be half of that or 8.125%. What
I am doing is reducing it by another 75% to 2.06% of the portfolio.
I am hoping for a rally toward $25 - $25.50 to sell into as it is oversold, but your guess on short term price movements is as good as mine and it
could continue falling. Here is its 5 year weekly price chart.

Source: Chart created in BigCharts
When looking for a place to park the proceeds, remember as I mentioned in the last paragraph on page 12 of the report that I sent out on
Sunday, a 1 to 2 year ladder of GICs staggered at 3-6 month intervals depending on the rate advantage over high interest savings would be a
good place. I like the second tactic I presented because it is easier to control the staggered maturities.
“Alternatively, one can allocate a fixed amount of cash every two to three months to two year GICs so that in two years’ time one would have
a GIC maturing every few months and then one can decide what maturity intervals make the most sense in that interest rate environment.
Remember to make sure your GICs qualify for CDIC protection per institution per account. It is trickier than it first appears to be. See this video. “
Fred
NOTE
Permanent Alert and Capital Ideas are paid subscription publications of Dimensional Investment Planning Inc. focusing on the relationship
between financial and investment planning. It is published when there is something worthwhile to convey.
While the information and planning strategies presented in this publication are believed to be effective, there is no guarantee that they will
perform that way in the future. Performance is historical and does not represent future results. Neither Dimensional Investment Planning Inc.
nor the author assume any liability whatsoever for any loss arising from any use of this publication or its contents. Any and all such liability is
hereby expressly disclaimed.
This publication is designed to provide accurate and authoritative information from sources considered reliable, but no representation or
warranty, express or implied, is made as to its accuracy or completeness. The information contained herein has been distributed for
educational purposes only and contains the current opinions of the author and such opinions are subject to change without notice. It is not, and
is not to be construed as an offer to sell or solicitation of an offer to buy any securities. It is published with the understanding that Dimensional
Investment Planning Inc. and the author are not engaged in rendering legal, accounting, or other professional advice. If legal or other
professional advice, including financial, is required, the services of a competent professional person should be sought.
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