
© 2014 W. Ben Hunt. All Rights Reserved. | Epsilon Theory 1 

 

Epsilon Theory 
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“Mike Tyson: Master Game Theorist” 

 

Everyone has a plan until they get hit in the mouth. 

 ― Mike Tyson 

 

My long-term strategy turned into a 12-hour strategy. 

 ― “Survivor” contestant Dale, voted out in last week’s tribal council 

 

Reality doesn’t interest me. 

 ― Leni Riefenstahl, acclaimed German film director and Nazi stooge. 

 

Ben, there is no such thing as a good redouble. 

 ― Grace Hunt, my grandmother, in a memorable bridge lesson 

 

 

I’ve been wrestling with what to write about the Bank of Japan’s decision last Friday where … to use a 

ZeroHedge turn of a poker phrase … they went “all-in-er” on balance sheet expansion and monetary 

policy QE. It’s hard to find a middle ground here. On the one hand I could write a copycat oh-my-god-

can-you-believe-what-these-madmen-are-doing note, but frankly I’m tired of being outraged, and I 

suspect most Epsilon Theory readers are, too. On the other hand, I really AM outraged by the 

increasing number of articles and emails I read where BOJ actions and Fed actions and ECB actions are 

celebrated in Leni Reifenstahl-esque fashion as some modern day Triumph of The Will, as if the 
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symbolic projection of an unlimited, indomitable, and grandiose State were the highest possible 

achievement for political leaders. Yes, I just played the fascist card. I don’t think I’m wrong. 

It was only after reading a quote from Nouriel Roubini – “They had no choice.” – that I had my hook on 

how to write this note. Because I think Nouriel is right, not in his evaluation of the objective 

parameters of the decision itself (I think he’s dead wrong on that score), but in how a slim majority of 

the BOJ perceived the decision at hand. I think the majority believed that they were forced to take this 

action, and I think that this perspective – when combined with some basic ideas from game theory – 

can shine some light on what might happen next. 

In game theory, to say that “you have no choice” can mean one of three things.  

First, it can mean that you have what’s called a “dominant strategy”, where 

regardless of what actions or decisions are made by other players in the game 

you are always better off to take a singular course of action. Kareem Abdul-

Jabbar’s sky-hook was a dominant strategy in the game of basketball. No 

matter what his opponents did, no matter how tall they were, no matter how 

quick they were … Kareem could always get this shot off. He might miss the 

shot, but that was totally on him; a miss had nothing to do with his opponents. 

Dominant strategies are, as the name suggests, typically the purview of 

dominant players, which certainly doesn’t describe Japan in the Great Game of 

international politics, so I don’t think that’s a big part of what’s going on here. 

Second, it can mean that you’ve discounted what’s called “the shadow of the 

future” to the point that if immediate exigencies point you in a singular 

direction … well, that’s the only direction you can imagine. I see this a lot in 

reality shows like “Survivor”, where contestants must “scramble” (to use the 

lingo) in a desperate effort just to last one more day in the game. As last week’s 

eliminated contestant Dale said, “my long-term strategy turned into a 12-hour 

strategy”. That’s what happens when the future is discounted severely, and I 

think that’s a significant piece of the BOJ decision last Friday. Even if you 

believe that current Japanese monetary policy creates a mighty thin tightrope over a mighty deep 

chasm filled with mighty hungry alligators a few years out, that means essentially nothing if you also 

believe that the immediate future is a political disaster without doing something in a big way. And if 

http://www.google.com/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRw&url=http://knowledgeisking.ning.com/group/sports/forum/topics/basketball-legend-kareem?xg_source%3Dactivity&ei=HWVZVP_XLMSRyATilYK4Cg&bvm=bv.78677474,d.aWw&psig=AFQjCNHYncyFvuNwnxBUcGDRX6KDKgH5GQ&ust=1415230947897257
http://www.google.com/imgres?imgurl=http://xfinity.comcast.net/blogs/tv/files/2014/10/dale.jpg&imgrefurl=http://xfinity.comcast.net/blogs/tv/2014/10/30/survivor-castaway-dale-baylor-is-spoiled-and-lazy/&h=300&w=300&tbnid=mddJ3eGH6QjZhM:&zoom=1&docid=SIGuCuZD6bTofM&ei=umpZVMPFKYipyASF74HgDg&tbm=isch&ved=0CC8QMygTMBM&iact=rc&uact=3&dur=4200&page=2&start=16&ndsp=20


© 2014 W. Ben Hunt. All Rights Reserved. | Epsilon Theory 3 

 

you’re a central banker that big something can only be more QE. It’s indicative of the degree to which 

monetary policy has been politicized – particularly in Japan – as central bankers now suffer from the 

same extreme myopia that elected politicians have always demonstrated.   

Third, and I think predominantly in this case, it can mean that you’re not even playing a game, but that 

you are acting in a strategic vacuum where you are only considering your own preferences. We’ve all 

fallen prey to this fallacy … we plan and scheme and strategize to the nth degree, based on our own 

calculus of our own pluses and minuses associated with our own actions … and it all goes swimmingly 

until, as Mike Tyson so brilliantly put it, we get smacked in the mouth. We get popped really hard, and 

as we’re falling to the canvas we think “Oh yeah, I guess the other guy had a plan, too. Maybe I should 

have taken that into consideration.” Or as my grandmother put it when I got totally wiped out by her 

bridge cronies playing for a penny a point because I was solely focused on the strength of my own 

hand, “Ben, there is no such thing as a good redouble.” Best advice I ever got.  

For five and a half years the BOJ has had a clear field to take whatever actions they wished without 

fear of some other, stronger central bank smacking them in the mouth. There has been a coordination 

of central bank purpose and effort that hasn’t been seen since … the 1985 Plaza Accords? Bretton 

Woods? Whatever your reference point might be from an economic history perspective, it’s been a 

very long time since we’ve seen such a very long period of such a non-strategic, we’re-all-in-this-

together decision making backdrop for second tier central banks like the BOJ or the BOE. So it really 

doesn’t surprise me at all that the BOJ did what it did last Friday. Like you and me and market 

participants everywhere, the BOJ Governors have been very well trained to expect that the Fed has 

got their back, that they can act according to their own narrow and immediate self-interests without 

concern or fear that their actions will result in someone smacking them in the mouth. 

Unfortunately for the BOJ, I think that this happy state of coordinated policy bliss ended about six 

months ago. I think that they have redoubled this particular contract as if they were playing bridge 

with doting grandparents rather than chain-smoking, penny-pinching old crones. I think that there is a 

clear and growing divergence between the US and the rest of the world when it comes to balance 

sheet expansion and monetary policy intentions, and I think that for China in particular this latest BOJ 

action is perceived as an aggressive provocation that must be responded to forcefully.  

So what’s next? I’m waiting for China’s response. I have no idea whether the response will be (to use 

the political science terminology) symmetric or asymmetric in scale and delivery. That is, the response 
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could be larger or smaller than the perceived provocation, and it may or may not be a response 

delivered through monetary policy. I have no idea exactly when the response will occur. But I have 

zero doubt that a forceful response is coming. I have zero doubt that Japan is about to get smacked in 

the mouth. And when that happens the monetary policy calculus in Japan … and the UK … and even 

the EU will take on a very different shape. The domestic political dictates may still overwhelm the 

international economic consequences of extraordinary monetary policy easing. In other words, 

Japan’s politicians (which surely includes the BOJ Governors) may still have a scrambling Survivor 

contestant’s view of the shadow of the future, where they’re just looking to live another day 

regardless of the long-term consequences. But they will no longer be making these decisions within a 

strategic vacuum. And that’s a very different – and more difficult – game to play. 
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To subscribe to Epsilon Theory: 

 Sign up here: www.salientpartners.com/epsilontheory/subscribe 

 OR send an email bhunt@salientpartners.com with your name, email address, and company 

affiliation (optional).  

There is no charge to subscribe to Epsilon Theory and your email address will not be shared with 

anyone. 

Follow me on Twitter: @EpsilonTheory 

To unsubscribe to Epsilon Theory: 

 Send an email to bhunt@salientpartners.com with “unsubscribe” in the subject line. 

 

 

DISCLOSURES 

 

This commentary is being provided to you by individual personnel of Salient Partners, L.P. and affiliates 

(“Salient”) and is provided as general information only and should not be taken as investment advice. The 

opinions expressed in these materials represent the personal views of the author(s) and do not necessarily 

represent the opinions of Salient. It is not investment research or a research recommendation, as it does not 

constitute substantive research or analysis. Any action that you take as a result of information contained in this 

document is ultimately your responsibility. Salient will not accept liability for any loss or damage, including 

without limitation to any loss of profit, which may arise directly or indirectly from use of or reliance on such 

information. Consult your investment advisor before making any investment decisions.  It must be noted, that 

no one can accurately predict the future of the market with certainty or guarantee future investment 

performance. Past performance is not a guarantee of future results.  

 

Statements in this communication are forward-looking statements. 

The forward-looking statements and other views expressed herein are as of the date of this publication. Actual 

future results or occurrences may differ significantly from those anticipated in any forward-looking statements, 

and there is no guarantee that any predictions will come to pass. The views expressed herein are subject to 

change at any time, due to numerous market and other factors. Salient disclaims any obligation to update 

publicly or revise any forward-looking statements or views expressed herein. 

 

This information is neither an offer to sell nor a solicitation of any offer to buy any securities. Any offering or 

solicitation will be made only to eligible investors and pursuant to any applicable Private Placement 

Memorandum and other governing documents, all of which must be read in their entirety.  

 

Salient commentary has been prepared without regard to the individual financial circumstances and objectives 

of persons who receive it. Salient recommends that investors independently evaluate particular investments and 

strategies, and encourage investors to seek the advice of a financial advisor. The appropriateness of a particular 

investment or strategy will depend on an investor’s individual circumstances and objectives.  
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