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The View from 1167 | The Carville Doctrine  

 

“I used to think if there was reincarnation, I wanted to come back as the president, or 

the pope, or a .400 baseball hitter – but now I want to come back as the bond market.  

You can intimidate anybody.”1 

 

A quarter to intimidate anybody … 

In Q1 2021, we all got a brutal reminder of just how true James Carville’s famous verdict on the US 

Treasury market is. 

The US yield curve staged one of its biggest ever quarterly sell-offs – exceeded in only three other 

quarters (Q4 2016, Q3 2009, and Q1 1994) since Bill Clinton’s chief election strategist made his 

comments in 1993.  The 30 year US Treasury bond crashed nearly 20% in price terms between January 

1 and March 18. 

Global markets have been duly intimidated.  In the risk-on space, the more speculative equity sectors 

have taken a hit and some high-profile leveraged strategies have come unstuck.  Meanwhile in the 

risk-off arena gold (-11.2% as of March 30) has had its worst start to the year since 1982, and German 

Bunds (-7.4%) and UK Gilts (-6.8%) have found themselves sucked firmly into the US Treasury down-

draught. 

EM local currency government bond markets have not escaped the turmoil emanating from the US 

either.  The GBI-EM GD index was down -8.8% in price terms as of March 30 – with approximately half 

the move attributable to lower bond prices (higher yields), and half to a stronger US dollar. 

Quite rightly, investors are asking what this US Treasury sell-off means – and whether (and where) it 

is an opportunity to buy in, or a chance to de-risk. 

 

EM bond yields: a reset to Q2 2020 levels  

As the table below shows, Q1 2021 has returned 10 year government bond yields in major EM markets 

to levels last seen in Q2 2020 – 9.5% in South Africa; close to 7% in Russia, Indonesia, Mexico, and 

Colombia; 6% in India; and 5% in Peru, for example – with most between 1.0 and 1.5 percentage points 

higher than at the end of 2020 following last year’s strong bond market rallies, and many close to their 

highs of the last 12 months (L12M). 

From a strategic perspective, this retracement to higher yields is a welcome sight for EM bond 

investors – because these are levels which make it much easier to assemble a diversified portfolio of 

high quality sovereign bonds which together will fund an income yield of 6.0% or more. 

 

 
1 James Carville (Bill Clinton’s chief election strategist), quoted in the Wall Street Journal, p. A1, 25 February 
1993. 
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 Current 
YTM 

End-2020 
YTM 

Current vs 
End-2020 

L12M High 
YTM 

Current vs 
L12M High 

South Africa 9.5% 8.7% +0.8% 11.4% -1.9% 

Russia 7.0% 5.9% +1.1% 7.2% -0.2% 

Colombia 6.9% 5.4% +1.4% 6.9% 0.0% 

Mexico 6.8% 5.5% +1.3% 7.3% -0.5% 

Indonesia 6.7% 5.9% +0.8% 8.1% -1.4% 

India 6.2% 5.9% +0.3% 6.5% -0.3% 

Peru 4.8% 3.5% +1.3% 5.0% -0.2% 

 

Nevertheless, from a tactical perspective, the question is whether to seize the moment and lock in 

these higher yields now; or instead to take a chance on Q1 repeating itself in Q2 – which might provide 

an even better entry point over the coming months. 

Our view is that the context of Q1’s retracement in yields is key: 

1. Q1’s upward adjustment in yields has been driven by the turmoil in the US Treasury market, 

rather than idiosyncratic EM stories. As evident from the table above, it has been 

synchronized and fairly indiscriminate across even the higher quality sovereigns. 

 

2. The more dramatic crises in a couple of countries that we have long argued are to be avoided 

(Turkey, Brazil) are the exceptions that prove the rule.  Turkey has been a casualty of drastic 

policy errors culminating in negative net foreign reserves and the sacking of its latest central 

bank governor.  Brazil is in the grip of political crisis even as its public debt spirals and growth 

disappoints.  It’s no surprise that their bond markets are significant negative outliers YTD as a 

result (-20.8% and -14.8% respectively). 

 

3. If the US yield curve stabilizes at current levels, the opportunity to buy into quality EM 

government bond markets at these yields may not last.  Because they have sold off, the yield 

differentials between EM and DM remain generous.  The natural result would be for these 

differentials to re-exert themselves by attracting yield-seeking capital. 

 

4. If, moreover, EM central banks show their mettle with orthodox policy responses, that 

opportunity may be even more fleeting.  Those EM central banks which cement their 

credibility with orthodox policy responses have the opportunity of triggering a classic virtuous 

circle.  By keeping inflation in check, they can convert the current high nominal yields into an 

expectation of high real yields.  That is likely to draw in both domestic and foreign investors – 

with inflows from the latter adding the kicker of upwards pressure on the currency as well.  

Our current assessment is that the signs on 4 – the prospects for EM central banks getting ahead of 

the curve – are looking pretty good.  In the last ten days, we have already seen orthodox policy 

responses underway – from Mexico and Indonesia’s calling time on easing, to Russia’s return to hiking.   

Not every EM central bank is going to prove an ally of bondholders over the coming quarters (though 

it’s almost impossible any of them could prove as unfriendly as the Fed, the ECB, or the BOJ), of course.  

That’s where an active approach can add value.  But our bet is that a good number of the leading ones 

– the ones we have in our portfolio – are likely to deliver on their targets.  
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Fund review and outlook 

Q1 featured a combination of hits and misses that was frustrating for us in a way that will probably be 

familiar to many of you: 

- The Fund’s EM bond holdings performed significantly better than the GBI-EM GD index.  This 

was down to two main factors: (i) our zero weightings to Brazil and Turkey, and (ii) our decision 

to rein in both portfolio duration and EM FX exposure (both by around 25%) in late 2020.  Of 

course, in retrospect, it would have been nice to have pared back risk even more, and so to 

have avoided more of Q1’s US-led drawdown.  Given our strategic views, however – positive 

on EM yields, negative on the US dollar – we thought paring risk back further would have been 

rash. 

  

- However, Fund performance was dragged back down in line with the index as a result of our 

allocating most of the Fund’s spare cash to the Japanese yen.  This was (and is) intended as 

a cautious allocation – but in Q1, with the yen selling off nearly 7% against the US dollar, the 

cost of this insurance has been uncomfortably high.  It’s been an irritating handicap.  But we 

remain of the view that yen exposure would provide a valuable type of ballast for EM 

portfolios in the event of a severe risk-off environment. 

 

Looking forward to Q2, the context described in 1 to 4 above forms the framework for our decision-

making.   

The prospect of locking in high yields, and profiting from the classic bond bull markets and currency 

strength which hawkish policy promises, is enticing.  The reductions in risk we made in Q4 2020 mean 

that there is plenty of room to step both duration and EM FX exposure back up again given the 

adjustments in pricing.  Our next step will therefore be to add back exposure across our favoured 

positions using this extensive dry powder. 

 

The Previous Presidential Precedent 

Much in our minds is the precedent set by the last time the US Treasury yield curve staged such a large 

quarterly sell-off.  As noted above, that was in Q4 2016 – the quarter of Donald Trump’s surprise 

election as US President, and the subsequent excitement over the prospect of large-scale fiscal 

stimulus reviving the US’s economic fortunes.   

In that quarter, the 10 year Treasury yield sold off by 85 bps, as compared to 83bps in Q1 2021.  EM 

local currency government bonds had a similarly torrid time then too, with the GBI-EM GD index 

returning -6.1%, as compared to -6.7% in Q1 2021. 

But the next three quarters – Q1 to Q3  2017 – saw US yields stabilize.  The result was a huge bounce 

in EM local currency bonds, with the GBI-EM GD index generating a total return of +14.3%, as both 

EM bond prices and currencies rebounded strongly.   
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The lesson we (re-)learned then is that one has to be very wary of being so intimidated by the quarterly 

price action in the US Treasury market that one misses the big picture.  As we have often noted, over 

the long term, the returns to investing in EM local currency bonds have only a modest correlation with 

US Treasuries – even if short term moves can be quite closely aligned.  The Q4 2016 to Q3 2017 period 

showed the value of keeping this fact in mind. 

 

 

 

The Buffett Doctrine 

As ever, we don’t expect timing our next move to start to step risk back up again to be easy.  As James 

Carville correctly observed, the gyrations of the US bond market are much too scary for that.   

Yet as investors, we should never let even the most intimidating markets frighten us out of our senses.  

As Warren Buffett – an even greater authority on markets than Mr. Carville – is fond of saying: 

“Be fearful when others are greedy – and greedy when others are fearful” 

 

 

 

Michael Mabbutt & Felix Martin 

Fund Managers, 1167 Capital 
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Important Notice - Regulatory Information and Risk Warnings 

This document is issued for information only by 1167 Capital LLP (“1167") which is a limited liability 

partnership incorporated in England and Wales under number OC411733.   

 

1167 is authorised by the UK Financial Conduct Authority under Firm Reference Number 784978. 

 

1167 has obtained this information from various sources and it is designed to be fair, clear and not 

misleading and to comply with COBS 4.2 of the FCA Handbook (www.fca.org.uk). 

 

Where this document constitutes a financial promotion it is issued and only made available to, and 

directed at (a) persons who have professional experience in matters relating to investments falling 

within Article 19(1) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 

(the “Order”) or (b) high net worth entities, and other persons to whom it may otherwise lawfully be 

communicated, falling within Article 49(1) of the Order (all such persons together being referred to as 

“relevant persons”). This document should not be acted or relied upon by persons who are not 

relevant persons. 

 

Any investment or investment activity to which this communication relates is only available to relevant 

persons and will be engaged in only with relevant persons. This communication is being made to 

Professional Clients and Eligible Market Counterparties only. This document is not for Retail Clients. 

 

The distribution, reproduction or other use of all or any part of this document is prohibited. This 

document and the information contained within may not be reproduced in whole or in part, nor may 

they be used for any purpose other than that for which they have been submitted, without the prior 

written consent of 1167. 

 

The contents of the document do not constitute an offer by 1167 to enter into any 

contract/agreement nor is it a solicitation to buy or sell any investment. Nothing on this document 

should be deemed to constitute the provision of financial, investment or other professional advice in 

any way. The contents of this document are based upon sources of information believed to be reliable, 

however, save to the extent required by applicable law or regulations, no guarantee, warranty or 

representation (express or implied) is given as to its accuracy or completeness and, 1167, its members, 

officers and employees do not accept any liability or responsibility in respect of the information or any 

views expressed herein. All data is sourced from 1167 unless otherwise indicated. This document may 

include forward-looking statements that are based upon the managers' current opinions, expectations 

and projections. The opinions expressed accurately reflect the views of 1167 Capital at the date of this 

document, and whilst opinions stated are honestly held, they are not guarantees and should not be 

relied upon and may be subject to change without notice.  1167 undertakes no obligation to update 

or revise any forward-looking statements. Actual results could differ materially from those anticipated 

in the forward-looking statements. 

 

Information Regarding the Fund 

1167 Active Funds ICAV (“the Fund”) is an Irish domiciled Self-Managed Investment Company which 

is authorised by the Central Bank of Ireland. 

 

http://www.fca.org.uk/
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Prospective investors should read in the Fund’s Prospectus, Supplements and application form that 

will exclusively form the basis of any application and an investment should not be contemplated until 

the risks of investment and tax implications have been considered fully. Tax treatment will depend 

on the individual circumstances of each investor and may be subject to change in the future. 1167 

does not give tax or legal advice. Investors should obtain professional advice on taxation where 

appropriate before proceeding with any investment. 

 

This document is not aimed at persons who are residents of any country, including but not limited to 

the United States of America ("USA") and South Africa, where the Fund is not registered or approved 

for marketing and/or sale or in which the dissemination of information on the Fund or the services of 

1167 are not permitted. No contents of this document should be distributed to any third party without 

the express approval of 1167. 

 

Notice to Persons in the United States: Shares in the Fund have not been, and will not be, registered 

under the US Securities Act of 1933, as amended (the “1933 Act”), or qualified under any applicable 

state statutes, and the Shares may not be offered, sold or transferred in the United States of America 

(including its territories and possessions) or to or for the benefit of, directly or indirectly, any US Person 

(as that term is defined in the Information Memorandum), except pursuant to registration or an 

exemption. The Fund is not, and will not be, registered under the US Investment Company Act of 1940, 

as amended (the “1940 Act”), and investors will not be entitled to the benefit of such registration. The 

Fund may make a private placement of the Shares to a limited number or category of US Persons. 

 

Performance Information and Risk Warnings 

 

Any performance figures on this document refer to the past and past performance is not a reliable 

indicator of future results. The base currency of the Fund is in US dollars (USD), and unless otherwise 

indicated, performance figures are calculated in USD. The return of investors in the Sterling (GBP) and 

Euro (EUR) classes may increase or decrease as a result of currency fluctuations. 

The entire investment is at risk of loss. Values may fall as well as rise and investors may not get back 
the amount invested. Income from investments may fluctuate. Changes in rates of exchange may have 
an adverse effect on the value, price or income of investments. Sub-funds may be permitted to and 
may use leverage as an investment strategy. The effect of such leverage is that movements in the price 
of the Funds’ shares will be more volatile than the movements in the prices of its underlying 
investments. Investors should be aware that investments in higher yielding bonds issued by borrowers 
with lower credit ratings may result in a greater risk of default and have a negative impact on income 
and capital value. Income payments may constitute a return of capital in whole or in part. Income may 
be achieved by foregoing future capital growth. Fund charges may be applied in whole or part to 
capital, which may result in capital erosion. You should be aware of the additional risks associated 
with investment in emerging and developing markets. The prices of some investments may be 
extremely volatile. The Fund is not traded on an exchange or recognised market and in common with 
some of its investments may not be readily realisable during periods of severe market stress.
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