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Introduction

This paper is intended to provide the reasoning of why Dimensional Global Ultra-Short Fixed 
income and the Dimensional Sterling Inflation Linked Intermediate Fixed Income Fund are 
scheduled for removal from EBI portfolios. We would be looking to implement these changes at 
the next rebalance point (Vantage) and welcome adviser input into the decision-making process.

Vantage UK Bias is extremely close to a rebalance and therefore we will complete this removal of 
funds imminently. Global Portfolios are far away from a rebalance and we will therefore schedule 
this exercise as a fund removal, rebalancing the bond element, but without altering the equity 
proportions, shortly after the rebalance of the UK Bias portfolios.

Fund ISIN Suite
Dimensional Global Ultra-Short Fixed 
Income

IE00B64G4925 (Acc) 
IE00B64G4818 (Inc)

UK Bias & Global

Dimensional Sterling Inflation Linked 
Intermediate Fixed Income Fund

IE00B3PVQJ91 (Acc)
IE00B3YST251 (Inc)

UK Bias

Inflation Linked Gilts

The relative merits of “Going Global” have only recently started to gain traction. EBI struggled to 
gain any enthusiasm what so ever for the construction of Global portfolios in 2014/15 when we 
asked our user base if they wanted us to build portfolios, but in the last two years this has changed 
dramatically and hence the launch of our Global and latterly World portfolios.

There has always been a debate as to the relative merits of Linkers (Inflation-Linked Gilts) and 
their place in our suite of portfolios. Currently, the holdings represent 20% of the “UK Bias” Bond 
portfolios (and from there a decreasing proportion of the total EBI portfolio as the equity content 
rises), but have been excluded from the Global versions – why? 

Why were IL Gilts excluded from EBI Global portfolios?
Recent history provides a clue. Prior to Vanguard and Dimensional it was difficult to find a short-
dated bond fund especially one that might have been Global and hedged to Sterling. Advisers 
typically relied on higher yielding, longer dated bond funds, mostly corporate and actively 
managed, but occasionally they may have used the L&G All Stocks and Linker tracker funds. When 
Dimensional arrived and started to convert many advisers to the merits of an evidenced based 
investment proposition, most of the bond funds being used were unsuitable and many advisers 
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were reluctant to use Dimensional’s Short Dated Bond fund exclusively (they had no other funds 
available in the early years). The two L&G index funds mentioned above became very popular; they 
were cheap and there was nothing else to purchase. 

This path brought Linkers into the portfolio of many an adviser, maybe more so than a desire 
to own them purely from an evidence point of view. Dimensional don’t have any particularly 
persuasive arguments for the use of their Linker fund which was launched in part to capture 
business being lost to L&G.

Linkers are not a bad asset, they do have some redeeming qualities, but as we will discuss they 
have some significant flaws that we think it is time to address now; the cost of bond funds via 
Vanguard are so low currently and advisers more confident about the merits of evidence-based 
investing.

When EBI launched Global portfolios in 2017 we simply made the decision to dispense with 
Linkers for the reasons stated below. We wanted to see if this impacted adviser’s decision to use 
Global or if they fed back any concerns, which they have not. Changing the UK Bias portfolios 
with over £80m of assets to be sold is a bigger proposition to manage and now we are close to a 
rebalance, we want to implement this change and bring all the EBI Portfolios in line as we see no 
rationale for any having a different bond composition.

There are two principal elements to the decision to remove IL Gilts, to do with risk and return. 

Risk
In addition to the lower return, Linkers have exhibited large price volatility - as the table below 
demonstrates, in just the last 3 years, they have been almost as volatile as UK equities. This is due 
to their very high Duration risk [1]; having little or no credit risk means that there is no credit risk 
premium to garner.

One consequence of this is that, while a rise in inflation would indeed raise the coupon payable on 
these bonds, the effect would be more than offset by the price decline caused by that inflation. A 
1% rise in interest rates could lead to anything from 9% to as much as a 23% fall in the price of the 
underlying bonds. Even absent such a rise, the volatility is (or has been) equity-like. 

It is of course possible that the Bank of England (BOE), (and other Central Banks) might tolerate 
both higher inflation AND not raise rates, but this is not a likely scenario and not one that investors 
should rely on, especially as Central Banks credibility could be potentially undermined.

At EBI, we use bonds purely as a risk/volatility reduction mechanism; they are there to dilute the 
equity risk rather than as a source of return in themselves. But that aim is undermined by the 
potential price and volatility risk associated with Linkers. If circa 20% of the Bond Portfolio could 
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suffer a 20% loss (i.e. 4%) it would defeat the purpose of owning bonds at all, as it could wipe out 
two years’ worth of portfolio yield at current prices.

Dimensional make the case that shorter dated bonds are almost as good at protecting against 
inflation as Linkers. Owning shorter dated conventional bonds will see a negative effect of higher 
interest rates, (albeit a smaller effect as their duration will tend to be only 3-4 years, implying a 
3-4% price fall), but the shorter maturity will allow the investor to take advantage of higher interest 
rates sooner (as their bonds mature, allowing re-investment at the new, higher rates).

In reality, equities are a portfolio’s best long-term protection against inflation. Linkers can be 
incredibly volatile, and their returns are limited (no credit risk premium) and their prices distorted 
often by the demand from pension funds needing to cover their inflation linked liabilities. Whether 
20% of a bond portfolio would give you any material protection against inflation at current prices is 
debatable. Linkers have been included previously as most advisers have traditionally done so, but 
it is difficult to see the rationale for them in the current environment. 

Return
This link shows the current Yield to Maturity of the Linker market. As can be seen, yields are solidly 
negative to all maturities; this means that an investor buying these bonds will guarantee a negative 
real return, regardless of the outcome of inflation. The investor either locks in a real return below 
that of inflation OR, hopes to sell them to another “investor” at an even greater negative yield. 
Once one is relying on an asset getting even more expensive, one is in the realms of speculation, 
rather than investment - this is an arena into which we do not wish to venture. If we are genuinely 
worried about inflation risk, one needs to look elsewhere. The obvious place to find that inflation 
protection, is in equities, since (if one assumes a degree of pricing power) they should be able to 
pass on higher costs to their customers. 

Adjusted for risk, there should be a similar expected return for Linkers and Equities, as both 
provide exposure to real returns (the former explicit in the terms of the bond contract, the 
latter more implicit). As inflation rises, Companies can raise their prices (subject to the above 
assumption), whilst their assets (inventories, equipment, property, patents etc) should also rise 
in value. At the same time, some potential liabilities (debt for example) should fall in real terms. 
Wages and pension costs may be a little more “sticky”, but the decline in the number of Final 
Salary schemes may also reduce potential outgoings looking forward.

So, we should expect to see a link between Dividend Yields on equities and those of Linkers. But 
there appears to be no real relationship between them; the current FTSE All Share yield is 3.4% 
nearly 500 basis points above the latter. At the height of the Dotcom bubble, the yield differential 
was reversed (albeit briefly). Although there is always the possibility that high inflation will reduce 
P/E Multiples, it still looks a looks a better risk/reward investment to own the FTSE All Share on a 
yield basis than Linkers - you are getting any corporate profit growth for free! 

Looking at returns, we can see the effects of Central Bank-inspired money printing, combined 
with a panic-buying stampede into Linkers as low interest rates and liability matching pressures 
forced UK Institutions into bonds (or so it seemed). The result has been that Linkers have 
underperformed UK equities by only 0.68% p.a. over 10 years. Even conventional Gilts have 
provided a comparable risk-adjusted return over the decade, which goes against conventional 
experience - but then we have not been living in “normal” times!

https://www.fixedincomeinvestor.co.uk/x/bondtable.html?groupid=3530
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With Central Banks now (tentatively) stepping aside from market intervention, can we expect this 
phenomenon to continue? It is hard to see much upside, but there is a lot of downside risk should 
they become sellers; on the other hand, they have far fewer equities to sell.

Global Ultra Short Fixed Income

The fund focusses on very short-dated bonds (less than one year to maturity on average) and has 
a duration of 0.77 years. The holdings (219 of them) have a weighted average yield to maturity of 
1.34% and the fund has returned an annualised 0.33% per annum over the last 5 years and -0.1% 
over the last 2. It has an OCF (On-Going Charge Figure) of 0.20% per annum. 

The main purpose of owning the Ultra Short bond was as an offset to the high duration profile of 
the Dimensional Linker fund; if we are now to remove the latter from the Vantage portfolio, the 
need for the former fund is greatly reduced, if not eliminated entirely. We kept a small holding of 
Ultra Short in the Global portfolios but we plan now remove it entirely.

For the UK Bias portfolios, combining the removal of both the Linker fund and the Ultra Short fund 
would have minimal effect on the overall (Bond) portfolio duration, as they are opposite extremes 
of the maturity spectrum:  e.g. EBI UK Bias Bond portfolio currently has an average portfolio 
duration of 4.55 years. The proposed weighting of the remaining 3 bond funds (Vanguard Global 
Short-Term Bond Index 40%, Vanguard UK Short-Term Investment Grade Bond Index 30% and 
Vanguard Global Bond Index 30%), would mean an average duration of 4.03 years and with lower 
volatility (1.40% compared to currently being 1.82), to reflect the absence of the Index Liked bonds. 
The OCF will reduce by approx. 0.05% in the UK Bias bond portfolio.

 The EBI Global Bond portfolio, currently has an average duration of 3.82 years, removing the 
Ultra-Short Fixed Income fund, and using the proposed same weightings as the UK Bias (and 
World) portfolio, would mean a duration of 4.03 years; slightly higher than it is currently, however 
the slight increase in interest rate risk is outweighed by the lower cost (OCF will reduce by approx. 
0.01% in the Global bond portfolio) whilst maintaining similar volatility (1.40 post removing the 
fund as opposed to 1.11 before) and credit quality (average credit quality A both before and after 
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removal).

The yield is so low currently (and unlikely to rise significantly soon), that the Ultra Short fund 
provides very little protection against (equity) market declines (or inflation). It is the second most 
expensive fund (after the DIMENSIONAL Linker Fund), so its elimination would serve to reduce the 
portfolio OCF too, as mentioned above. 

In the current environment, it may be that cash holdings provide a similar return to that of very 
short dated bonds, but with the “optionality” of it being able to be deployed quickly should market 
movements allow. It is also not subject to an annual charge of 0.20% so it would not have been a 
loss-making Investment recently. This eliminates the possibility that it has a negative opportunity 
cost (or is a negative carry Investment). 

The Dimensional Ultra Short Bond fund is designed as a quasi-cash instrument, useful if one 
needs a liquid source of funds in the short term. There is minimal interest rate (price) risk and is 
often used as a hedge against market declines, but in the current low-interest rate environment, it 
provides no significant return and indeed yields below the level of inflation - thus it has a negative 
carry, as outlined above, meaning that it is providing “safety” only in nominal terms - the real return 
is negative.

EBI’s Intentions

As mentioned earlier, EBI Vantage UK Bias suite of portfolios look likely to trigger a rebalance very 
soon. To ensure efficiencies, EBI plan to remove the 2 Dimensional bond funds and allocate the 
weightings to the remaining 3 Vanguard bond funds as follows, when the rebalance triggers:

UK Bias Bond Portfolio Current New
Dimensional Global Ultra Short Fixed Income 20%
Vanguard Global Short-Term Bond Index Fund 20% 40%
Vanguard U.K. Short-Term Investment Grade Bond Index Fund 20% 30%
Vanguard Global Bond Index Fund 20% 30%
Dimensional Sterling Inflation Linked Intermediate Duration 20%

If markets reverse and a rebalance does not trigger, we will re-assess when the switches will take 
place.

Vital Portfolio templates on Transact, Wealthtime and Nucleus will be updated at the same time. 
Turnkey Workbook, factsheets and other resources will be updated in due course. 

EBI Global portfolios seem to be a while away from a rebalance, therefore we will soon schedule 
the fund removal, rebalancing the bond element, but without moving the equity proportions as 
illustrated below:

Global Bond Portfolio Current New
Dimensional Global Ultra Short Fixed Income 10%
Vanguard Global Short-Term Bond Index Fund 30% 40%
Vanguard U.K. Short-Term Investment Grade Bond Index Fund 30% 30%
Vanguard Global Bond Index Fund 30% 30%

https://rogermontgomery.com/dont-overlook-the-optionality-of-cash/
https://www.investopedia.com/terms/n/negativecarry.asp
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EBI Portfolios Ltd is authorised and regulated by the Financial Conduct Authority. Registration number 581079.
Registered Address: Wallace House, 20 Birmingham Road, Walsall. WS1 2LT Registered in England, number 07473221.

The content of this white paper is created specifically for financial advisers and other professionals. 
Information contained in this document should not be used or relied upon by private investors.
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T. 01922 472226
F. 01922 472229
ebip.co.uk
enquiries@ebip.co.uk

In the meantime, we welcome our members’ feedback. We will open a forum post and as always 
you can email us directly at support@ebip.co.uk.

[1] Duration measures the change in price of an asset for a given percentage move in interest rates. 
The IL Gilt market currently has a duration of 22.2 years, implying a 22.2% fall in price for a 1% move 
in market rates. Even the Dimensional Fund we use (which excludes the long end of the Gilt market) 
has a Duration of 9.5 years, which is well above the overall EBI Bond target duration of c.5 years. 
For comparison, the FTSE All Share Index has a duration of c.28 years (100/dividend yield gives an 
approximation of equity duration). 

mailto:support%40ebip.co.uk?subject=Re%3A%20Fixed%20Income%20Fund%20Removals

