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“The Ministry of Markets” 

 

Actual conversation as I left a client meeting with a Salient colleague last Friday and 

we checked our phones … 

Colleague:  Wow, looks like the jobs number was pretty terrible. 

Me:   Hey, that’s great. 

Colleague:  Yep, stocks and bonds are rocking. 

   

Subtitle for this week’s email: “At This Point You Just Have to Laugh”. In every important respect, the 

Fed and the ECB and their brethren are no longer central banks at all. They are Ministries of Markets, 

no different from a Ministry of Industry or – even more eerily similar – the Ministry of Culture you 

would find in most European governments. 

I spent the past week in Switzerland, meeting with old friends and making some new ones, and just 

like my recent travels in the US there was one overwhelming sentiment. No one doubts the 

omnipotence of central banks. No one doubts that market outcomes are fully determined by central 

bank policy. No one doubts that central banks are large and in charge. No one doubts that central 

banks can and will inflate financial asset prices. And everyone hates it. 

Among those investors and allocators with the freedom to flee public markets, the interest in private 

market opportunities has never been greater. Among those investors and allocators trapped by 

mandate diktat in the Alice in Wonderland world of public markets, the resigned desperation has 

never been worse. It’s a quiet desperation in Zurich – a Teutonic stare at the floor and a wrinkling of 

the mouth – more obvious in Geneva with a Gallic shrug and a full-faced grimace. But’s it’s all the 

same emotional response to the Bizarro markets in this, the Golden Age of the Central Banker. 

At this point the Narrative hegemony is complete. There’s no longer even a cursory bow to the idea 

that fundamentals matter. Earnings seasons come and go in the financial press with hardly a murmur. 

Over the past six months I can count on the fingers of one hand the financial press headlines that 

recapped the market day by saying that stocks went up or down “because” of company fundamentals. 

Six months ago I was writing in insurgent fashion about the “New Goldilocks Economy” constructed 

not on actual fundamental data but on how that data was interpreted through the lens of central bank 

http://www.salientpartners.com/epsilontheory/pdf/emails/2.12.2014%20Email%20-%20Goldilocks%20and%20the%20Dog%20That%20Didn't%20Bark.pdf
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policy. Today it’s a so-what-else-is-new article in the WSJ. A year ago I would meet with the occasional 

true believer in the power of central bank Narratives and the poverty of fundamental analysis in an 

environment of profound political uncertainty, but it was always against a dominant backdrop of 

“synchronized global growth” or “stock-picking is going to work again, just you wait and see”. Now 

everyone is a convert to the Narrative of Central Bank Omnipotence. Wherever I go, anywhere in 

the world, I am preaching to the choir when I deliver my sermon.  

So I’m calling a top. Not a top in markets, because I honestly have no idea what’s going to 

happen next. But I’m calling a top in the Narrative of Central Bank Omnipotence because it has, 

in fact, reached its asymptotic limit of influence and belief.  

It’s a top because the cracks are starting to show and widen. A Narrative architecture can sustain 

amazing structures, much like the flying buttress allows Gothic cathedrals to soar, but ultimately it can 

only bear so much weight. Draghi’s language last Thursday was sloppy. His pitch was 

uncharacteristically poor as he sang his lullaby to the Red King. I think he’s bitten off waaaay more 

than even he can chew, a point I’ll review at length next week. As for the US, the Central Bank 

Omnipotence Narrative is actually counterproductive for equity market price levels at this point. 

Because we are such well-trained monkeys, we act by reflex today to buy-buy-buy whenever a 

headline of Central Bank activism surfaces, but the training starts to work the other way when the 

tightening starts in earnest and the Fed reserves hang out there unresolved, like the mother of all lead 

balloons draped around the long end of the curve. Remember what an inverted yield curve looks like? 

Ain’t a pretty sight. But draining the reserves could look even worse. Damned if you do. Damned if you 

don’t. And the equity market caught in the middle. 

It’s a top because – like a Ministry of Industry or a Ministry of Culture – a Ministry of Markets and its 

dirigiste control of the human animal’s social behavior ultimately fails. Maybe not a failure in the sense 

of apocalypse and ruin (although sometimes), but a failure in the sense that The Next Big Thing never 

comes out of a Ministry. They have their successes, sure … some grand program or triumphant 

announcement … but they’re only successes because we are TOLD they are successes. Since when has 

a Ministry of Culture sparked great art? Since when has a Ministry of Industry sparked great 

commercial advancement? Ministries are well-meaning. Ministries are the darlings of the professional 

intelligentsia that controls the organs of the State and Media. Ministries are wonderfully effective 

instruments of social control. But neither art nor commerce nor investment comes well from on high. 

http://blogs.wsj.com/moneybeat/2014/09/07/the-upside-of-augusts-jobs-report-a-goldilocks-economy
http://www.salientpartners.com/epsilontheory/notes/How_Gold_Lost_Its_Luster_How_the_All_Weather_Fund_Got_Wet_and_Other_Just_So_Stories.html
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It just doesn’t stick. The most powerful ideas in human history always come from below, not from 

above, and markets (and elections and revolutions) are the transmission mechanism of the idea 

engine. Watch out above!  

An inflection point in the market Narrative doesn’t alter market price levels directly. It alters the 

informational structure of markets (for a refresher course on what I mean, see “Through the Looking 

Glass”). It alters the market’s response pattern to future signals and events. That’s why I think it’s silly to 

predict end of year S&P 500 levels or engage in any such crystal ball gazing, because I have no idea 

what will happen next. But whatever pops out of the woods next (and somehow I doubt the global 

economy is walking down a primrose path), I think that using an Epsilon Theory perspective based on 

information theory and strategic behavior can help me react quickly and appropriately, which is what I 

mean by Adaptive Investing.  

I don’t know what the catalyst for The Next Big Thing will be, although I have my suspicions. Maybe it’s 

a realignment election in Italy or the US. Maybe it’s China saying whatever the Mandarin equivalent of 

no mas might be. Maybe it’s a liquidity seizure in the repo market or some other unanticipated 

structural market failure. But whatever it is, we’re no longer at a point where additional State 

intervention can claim additional Narrative firepower. It’s like buying a stock that has no short 

interest and where all the sell-side analysts are rabidly positive. No thanks! Just as a short seller today 

is the marginal buyer of your stock tomorrow, so is the skeptic today the convert tomorrow. There are 

no more skeptics. To update Milton Friedman’s famous quote, we are all Bernankians now. Or rather, 

we all have to profess our Bernankian faith through our market behaviors even as we privately yearn 

for the Old Gods of greed and fear and the Old Languages of value and growth. And that’s the 

inflection point. From here on out I’m a seller of the Central Bank Narrative of Omnipotence and 

Control, and I’ll be writing about what that means for portfolio construction and risk management 

here at Epsilon Theory. 
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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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