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The Value of Local
Bonds



When investors are considering the choice between local and offshore investments, this
is usually done with equity investments in mind forgetting the value of local bonds. An
important factor to keep in mind is the perspective of a local investor who will be
paying their living expenses in Rands and as such the performance should be measured
in Rand terms. With this in mind, the relative performance of local and global bonds
can be analysed and it can be seen that local bonds offer a great deal and are an
important component to building a multi-asset portfolio.
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The above chart shows the performance of the FTSE/JSE All Bond, the ICE Bank of
America G7 Government Bonds and the ICE U.S. Treasury 20+ Years Bond Index. All of
these are expressed in Rand terms. This chart shows that not only have local bonds
outperformed the other two indices since 2002, a time frame which includes multiple
major events both locally and internationally, it has also done so with substantially less
volatility and shallower drawdowns. The deepest drawdown an investor in local bonds
would have to endure was 9.79% compared to 32.11% drawdown from global bonds or
45.2% from US treasuries, both of which have underperformed the local bonds!
Additionally, the higher yield of local bonds better covers the living expenses of the
investor without requiring them to sell capital. In contrast, a local investor would be
forced to sell offshore bonds due to the substantially lower yield even if the market is
down. Local bonds may have a higher credit risk, but this is more than compensated for
in yield while global bonds offer substantially lower return with equity like volatility.
Despite this, there is value in holding global bonds as well as local bonds as they
provide a diversification benefit. It is important to consider both local and global bonds
carefully in a multi asset portfolio and not treat them as mutually exclusive. 
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