Fixed Income 201

Practice Essentials
An International Take on Bonds
Historically, international bonds have been overlooked by U.S. investors. Deemed too
difficult to invest in or not worth the additional risks, international bonds have typically
been disregarded in traditional portfolio allocations, which usually consist of U.S. stocks
and bonds with a modest allocation to international equities. While demand for U.S.
Treasury Bonds remains high despite the substantial dip in long-term yields, many
investors are seeking to increase their portfolio yield without significantly affecting their
risk profile. The international bond market may be well positioned to meet these needs.

Government bonds
issued outside the
U.S. account for
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the global government
bond market.

International Bonds: Why Invest?
Though typically absent from U.S. investors’ portfolio allocations, government bonds
issued outside the United States account for approximately 72% of the global
government bond market and international (non – U.S.) corporate bonds represent nearly
1
52% of the global corporate bond market, respectively .
With respect to the international government bond market, developed markets (as
classified by the Bank of International Settlements), account for the vast majority of
international government bonds outstanding, over 80%. Developed market treasury
bonds are most often denominated in the issuing country currency, and, prior to the
European financial crisis, were generally considered to have a low chance of default.
With higher coupon rates on average, international treasury bonds have historically
1
provided higher yields when compared to U.S. treasuries.
On the corporate side, approximately 75% of international corporate bonds are issued in
G-10 (ex U.S.) developed market currencies. Corporate bonds, regardless of their
country of issuance, carry a certain degree of credit risk. Investors are usually
1
compensated for this additional risk, however, in the form of higher yields.
Diversification Benefits
Historically, international bonds have demonstrated a relatively low correlation with the
domestic and global equity marketplace, as well as with domestic fixed income
investments (see table on following page). Based on the findings, the potential long term
diversification effects of including international bonds in a U.S. investment portfolio could
be substantial, and are worth further investigation. International bonds also offer
additional diversification within a bond-only allocation, reducing exposure to market
variations of a single currency or issuer.

1

S&P Indices calculations based on data from Bank of International Settlements, as of June 30, 2011.
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Exhibit 1: Risk and Return Profile : Selected Domestic and International Asset
Classes
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Risk ratio is defined as annualized return divided by standard deviation. Maximum drawdown is defined
as maximum loss from a market peak to a market bottom during the sampled period. Source: Standard &
Poor’s. Data as of December 30, 2011. Charts and tables are provided for illustrative purposes. This
table may reflect hypothetical historical performance. Please see the Performance Disclosure at the end
of this document for more information regarding the inherent limitations associated with back-tested
performance.

Opportunity to Manage Dollar Risk
International bonds offer an additional way to diversify portfolio returns or gain
currency exposure. A weakening U.S. dollar adds to total return after currency
translation, while a strengthening U.S. dollar reduces total return after the effects of
currency translation. The graph below shows that international bond markets are
inversely correlated with the movements of the U.S. dollar, as well as the fact that a
high degree of the variance in international bond returns is due to currency
movement.
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Exhibit 2: Relative Performance of International Bonds and the U.S. Dollar
S&P/Citigroup International Treasury Bond ex-U.S.
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Source: Standard & Poor’s. Data as of December 30, 2011. Charts and tables are provided for
illustrative purposes. This table may reflect hypothetical historical performance. Please see the
Performance Disclosure at the end of this document for more information regarding the inherent
limitations associated with back-tested performance.
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International
Corporate Bond
Index is an
investable index of
non-U.S. Dollar
corporate bonds
issued by non-U.S.
companies.

Benchmarking International Bonds
The S&P/Citigroup International Treasury Bond Ex-U.S. Index Series is designed to
serve the investment community’s need for an investable benchmark representing
the international treasury bond market. The series includes a broad index
representing treasury bonds issued by 19 developed nations (as classified by the
Bank for International Settlements (BIS) in its international debt securities statistics),
and a short-term subset including bonds with maturities between one and three
years.
The S&P International Corporate Bond Index is an investable index of non-U.S.
Dollar corporate bonds issued by non-U.S. companies. The index seeks to measure
the performance of investment-grade corporate bonds issued in G10 currencies
(excluding U.S. dollar): Australia Dollar (A$), British Pound (£), Canadian Dollar
(C$), Danish Krone (DKr), Euro (€), Japanese Yen (¥), New Zealand Dollar (NZ$),
Norwegian Krone (NOK), Swedish Krona (SEK), and Swiss Franc (SFr).
Exhibit 3: Growth of International Bonds and Other Selected Asset Classes
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Source: Standard & Poor’s. Data as of December 30, 2011. Charts and tables are provided for illustrative
purposes. This table may reflect hypothetical historical performance. Please see the Performance Disclosure at the
end of this document for more information regarding the inherent limitations associated with back-tested
performance.
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Investment Risk
Although international treasury and investment-grade corporate bonds of developed
countries are generally of high quality, they do carry the following risks:
Currency Risk – For U.S. investors, international bonds issued in foreign currencies
have currency risk. If the U.S. Dollar strengthens against the currency in which a
particular bond is denominated, the return on that bond for a U.S. investor will suffer.
Liquidity Risk – From a U.S. investor’s perspective, international treasury bonds
are less liquid than U.S. Treasuries. In times of market uncertainty, it may be
difficult or costly for investors to exit a position. The same can be said for
international corporate bonds versus U.S. issued corporate debt.
Rating Risk – The price of a treasury bond may be adversely affected by
downgrades to the issuing country’s debt ratings. The risk of a ratings downgrade
has increased due to the recent global recession, with many countries running very
large deficits. Corporate bonds carry the same risk to their price with respect to a
ratings downgrade.

The risk of a ratings
downgrade has
increased due to the
recent global
recession, with
many countries
running very large
deficits.

Credit Risk – While rare for developed market sovereigns, the chance of a country
defaulting on its outstanding debt does exist. The perceived level of credit risk in the
treasury bonds of certain countries, including Greece, Portugal, Italy, and Spain, has
increased this year. This shift in investor sentiment is expressed in the increased
yields of the treasury bonds of those countries versus the yield for other Eurodenominated treasury bonds such as Germany and France. Credit risk is always
inherent in the corporate bond market.
Interest Rate Risk – International bonds are susceptible to changes in market
interest rates. This risk is especially acute for longer-term bonds with much higher
duration.
Conclusion
International bonds, as an asset class, can serve as an additional diversification tool
for investors looking to broaden their mix of assets. With low correlations to the
asset classes typically held in a U.S. investor’s portfolio and historically higher
average yields than U.S. Treasuries, international bonds can be an attractive option.
International bonds could also add currency exposure to a portfolio, a fact which
should be considered when making an investment decision.
Exhibit 4: ETFs Linked to S&P International Fixed Income Indices
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Additional Resources
To access additional Thought Leadership publications from S&P Indices, visit
www.spindices.com
Sign up to receive future editions
of Practice
Essentials or download past publications at
www.spindices.com.
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Performance Disclosure
The inception date for the S&P/BGCantor U.S. Treasury Bond and S&P/BGCantor U.S. Treasury Bill Indices was March 24, 2010 at the
market close. All information presented prior to the index inception date is back-tested. Back-tested performance is not actual performance,
but is hypothetical. The back-test calculations are based on the same methodology that was in effect when the index was officially launched.
Complete index methodology details are available at www.spindices.com.
The inception date for the S&P/Citigroup International Treasury Bond Ex-U.S. Index is October 31, 2008 at the market close. All information
presented prior to the index inception date is back-tested. Back-tested performance is not actual performance, but is hypothetical. The backtest calculations are based on the same methodology that was in effect when the index was officially launched. Complete index methodology
details are available at www.spindices.com.
The inception date for the S&P International Corporate Bond Index is May 21, 2010 at the market close. The index has not been in existence
prior to that date. The back-test period used in this document begins July 31, 2001 at the market close and ends May 21, 2010. Two types of
methodologies were used during the backtest period. The first backtest period used in this presentation begins July 31, 2001 at the market
close through December 31, 2009 and has been theoretically constructed from the historical returns of the non-public sectors of the following
existing Credit Suisse indices: the CS Liquid Eurobond (LEI) sub-indices in Euro and Sterling, the CS Liquid Japanese Corporate Bond Index
(LJCI) and the CS Liquid Swiss Index (LSI). Constant weights of 50%, 25%, 20% and 5% were applied to the LEI-Euro, LEI-GBP, LJCI and
LSI, respectively, throughout the historical calculation period. The second backtest period runs from December 31, 2009 at market close
through April 30, 2010 and has been constructed based on the index methodology that was in effect at inception as described in the
methodology document. After December 31, 2009, accrued interest will be included in the index calculations. The actual performance period
shown begins May 21, 2010 at the market close. Complete index methodology details are available at www.spindices.com.
Past performance is not an indication of future results. Prospective application of the methodology used to construct the S&P/BGCantor U.S.
Treasury Bond Index, S&P/BGCantor U.S. Treasury Bill Index, S&P/Citigroup International Treasury Bond Ex-U.S. Index, and S&P
International Corporate Bond Index may not result in performance commensurate with the back-test returns shown. The back-test period does
not necessarily correspond to the entire available history of the index. Please refer to the methodology paper for the index, available at
www.spdji.com or www.spindices.com for more details about the index, including the manner in which it is rebalanced, the timing of such
rebalancing, criteria for additions and deletions, as well as all index calculations. It is not possible to invest directly in an Index.
Another limitation of back-tested hypothetical information is that generally the back-tested calculation is prepared with the benefit of hindsight.
Back-tested data reflect the application of the index methodology and selection of index constituents in hindsight. No hypothetical record can
completely account for the impact of financial risk in actual trading. For example, there are numerous factors related to the equities (or fixed
income, or commodities) markets in general which cannot be, and have not been accounted for in the preparation of the index information set
forth, all of which can affect actual performance.
The index returns shown do not represent the results of actual trading of investor assets. S&P/Dow Jones Indices LLC maintains the indices
and calculates the index levels and performance shown or discussed, but does not manage actual assets. Index returns do not reflect
payment of any sales charges or fees an investor would pay to purchase the securities they represent. The imposition of these fees and
charges would cause actual and back-tested performance to be lower than the performance shown. In a simple example, if an index returned
10% on a US $100,000 investment for a 12-month period (or US$ 10,000) and an actual asset-based fee of 1.5% were imposed at the end of
the period on the investment plus accrued interest (or US$ 1,650), the net return would be 8.35% (or US$ 8,350) for the year. Over 3 years,
an annual 1.5% fee taken at year end with an assumed 10% return per year would result in a cumulative gross return of 33.10%, a total fee of
US$ 5,375, and a cumulative net return of 27.2% (or US$ 27,200).

Disclaimer
Copyright © 2012 by S&P/Dow Jones Indices LLC, a subsidiary of The McGraw-Hill Companies. All rights reserved. STANDARD & POOR’S,
S&P, and S&P 500 are registered trademarks of Standard & Poor’s Financial Services LLC. “Dow Jones” is a registered trademark of Dow
Jones Trademark Holdings LLC (“Dow Jones”). Redistribution, reproduction and/or photocopying in whole or in part is prohibited without
written permission. This document does not constitute an offer of services in jurisdictions where S&P/Dow Jones Indices LLC, Dow Jones or
their respective affiliates, parents, subsidiaries, directors, officers, shareholders, employees or agents (collectively “S&P Dow Jones Indices”)
do not have the necessary licenses. All information provided by S&P Dow Jones Indices is impersonal and not tailored to the needs of any
person, entity or group of persons. S&P Dow Jones Indices receives compensation in connection with licensing its indices to third parties.
Any returns or performance provided within are for illustrative purposes only and do not demonstrate actual performance. Past performance is
not a guarantee of future investment results
It is not possible to invest directly in an index. Exposure to an asset class represented by an index is available through investable instruments
based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other vehicle that is
offered by third parties and that seeks to provide an investment return based on the returns of any S&P Dow Jones Indices index. There is no
assurance that investment products based on the index will accurately track index performance or provide positive investment returns. S&P
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Dow Jones Indices is not an investment advisor, and S&P Dow Jones Indices makes no representation regarding the advisability of investing
in any such investment fund or other vehicle. A decision to invest in any such investment fund or other vehicle should not be made in reliance
on any of the statements set forth in this document. Prospective investors are advised to make an investment in any such fund or other
vehicle only after carefully considering the risks associated with investing in such funds, as detailed in an offering memorandum or similar
document that is prepared by or on behalf of the issuer of the investment fund or other vehicle. S&P Dow Jones Indices is not a tax advisor.
A tax advisor should be consulted to evaluate the impact of any tax-exempt securities on portfolios and the tax consequences of making any
particular investment decision. Inclusion of a security within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold
such security, nor is it considered to be investment advice.
These materials have been prepared solely for informational purposes based upon information generally available to the public from sources
believed to be reliable. No content (including ratings, credit-related analyses and data, model, software or other application or output
therefrom) or any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored
in a database or retrieval system, without the prior written permission of S&P Dow Jones Indices. The Content shall not be used for any
unlawful or unauthorized purposes. S&P Dow Jones Indices and any third-party providers (collectively S&P Dow Jones Indices Parties) do not
guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Dow Jones Indices Parties are not responsible for any
errors or omissions, regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any
data input by the user. The Content is provided on an “as is” basis. S&P DOW JONES INDICES PARTIES DISCLAIM ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS
FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S
FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE
CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party for any direct, indirect, incidental, exemplary,
compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or
lost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.
Credit-related and other analyses, including ratings, are generally provided by affiliates of S&P Dow Jones Indices, including but not limited to
S&P Ratings Services and S&P Capital IQ. Such analyses and statements in the Content are statements of opinion as of the date they are
expressed and not statements of fact. Any opinion, analyses and rating acknowledgement decisions (described below) are not
recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any
security. S&P Dow Jones Indices does not assume any obligation to update the Content following publication in any form or format. The
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees,
advisors and/or clients when making investment and other business decisions. S&P Dow Jones Indices does not act as a fiduciary or an
investment advisor. While S&P Dow Jones Indices has obtained information from sources they believe to be reliable, S&P Dow Jones Indices
does not perform an audit or undertakes any duty of due diligence or independent verification of any information it receives.
To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for
certain regulatory purposes, S&P Ratings Services reserves the right to assign, withdraw or suspend such acknowledgement at any time and
in its sole discretion. S&P Dow Jones Indices, including S&P Ratings Services disclaim any duty whatsoever arising out of the assignment,
withdrawal or suspension of an acknowledgement as well as any liability for any damage alleged to have been suffered on account thereof.
Affiliates of S&P Dow Jones Indices may receive compensation for its ratings and certain credit-related analyses, normally from issuers or
underwriters of securities or from obligors. Such affiliates of S&P Dow Jones Indices reserve the right to disseminate its opinions and analyses.
Public ratings and analyses from S&P Ratings Services are made available on its Web sites, www.standardandpoors.com (free of charge), and
www.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P Rating
Services publications and third-party redistributors. Additional information about our ratings fees is available at
www.standardandpoors.com/usratingsfees.
S&P Dow Jones Indices keeps certain activities of their business units separate from each other in order to preserve the independence and
objectivity of their respective activities. As a result, certain business units of S&P Dow Jones Indices may have information that is not
available to other business units. S&P Dow Jones has established policies and procedures to maintain the confidentiality of certain non-public
information received in connection with each analytical process.
In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities,
investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive
fees or other economic benefits from those organizations, including organizations whose securities or services they may recommend, rate,
include in model portfolios, evaluate or otherwise address.
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