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“The King is Dead. Long Live the King.” 

 

Le roi est mort, vive le roi! 

-- French proclamation as coffin of old king is placed into burial vault of Saint Denis Basilica. 

The throne shall never be empty; the country shall never be without a monarch. 

-- English Royal Council on death of Henry III in 1272, proclaiming Edward I king even though he 

didn’t get the news until months later.  

Every time I thought I'd got it made 

It seemed the taste was not so sweet 

So I turned myself to face me 

But I've never caught a glimpse 

Of how the others must see the faker 

I'm much too fast to take that test 

-- David Bowie, “Changes”  

What we’re witnessing right now in US markets is a shift in the Narrative structure around Fed policy, 

and it’s hitting markets hard because the Narrative structure around the Fed as an institution has 

never been stronger or more constant.  

As more and more generally positive US growth data comes out, most recently in last Friday’s jobs 

report, the Narrative around Fed policy is shifting from “The Fed will keep rates low forever and ever, 

amen” to “the Fed is on rails to raise rates sooner and more than you thought”. And that’s a real 

bummer if you’re long this market, particularly in a momentum or high-beta name. 

A Narrative is just another name for what game theory calls Common Knowledge, which for my 

money is the most powerful force in human society. Common Knowledge is what topples 

governments, builds cathedrals, and starts (or ends) wars. It darn sure moves markets, particularly in a 

period of extreme global political fragmentation and stress, as we last saw in the 1930’s and before 

that in the 1870’s. As Keynes noticed (and successfully traded on with his own investments), market 

sentiment is driven by the creation or dissolution of Common Knowledge, and you can’t play the 

Game of Sentiment well if you’re not focused on it. 
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Common Knowledge is not just public information. It’s public information that everyone thinks 

that everyone thinks. It’s a signal that’s broadcast publicly by a powerful “missionary” like Yellen or 

Draghi or a Famous Investor on CNBC or a Famous Journalist in the WSJ, so that we all know that we 

all heard the message. And if we think that everyone else has heard the message, then the rational 

behavior is to act as if the message is true, regardless of our private beliefs or observations. This is the 

Emperor’s New Clothes…each of us can see with our own eyes that the guy is naked, but we’re not 

really looking at the Emperor. We’re looking at the crowd. Each of us is looking at all of us, and all of us 

know it.  

So when the WSJ tells us that the Friday jobs report was good and strong, when Jon Hilsenrath tells us 

that this jobs report keeps the Fed “on track”, when Fed Governor Bullard tells us today that Fed 

actions have been “sufficiently aggressive”, when Janet Yellen tells us that she has a schedule in mind 

for raising rates…well, those are powerful public statements by incredibly influential missionaries. This 

is what creates Common Knowledge. We all heard these statements, and more importantly we all 

believe that everyone else heard these statements, too. So now we will all start to act as if the 

statements are true for Fed policy, no matter what we privately think the Fed will do or not do, and 

that behavior becomes a self-fulfilling prophecy, a snowball rolling downhill, as more and more of all 

of us start to believe that this is what all of us believe. This is the power of a crowd looking at a crowd, 

and it’s a bitch. 

What we’re not seeing – and this is why the Narrative shift in Fed policy intentions is hitting the 

market so hard – is a change in the underlying and more fundamental Narrative that has controlled 

global markets for the past five years…the Narrative of Central Bank Omnipotence. I’ve written about 

this a lot (here and here, in particular), so I won’t repeat all that, but the Common Knowledge structure 

around the Fed and other central banks in general terms is that the Fed is responsible for market 

outcomes. It’s not that the “Fed has got your back” or that the Fed will always make the market go up. 

It’s that the Fed is large and in charge. Central bankers giveth, and central bankers taketh away. That’s 

the Narrative of Central Bank Omnipotence.   

It’s become fashionable of late to say that the Fed doesn’t have as much impact on markets today as it 

has in recent years. This is, I think, an entirely wrong-headed reading of the game-playing in markets 

today. Or more charitably, from a game-theoretic perspective there has been zero evidence of a 

diminution in the underlying Common Knowledge belief structure that the Fed and its brethren are 

responsible for market outcomes. On the contrary, as these last few days and weeks and months 

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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suggest, a belief in the Fed as the ultimate arbiter of markets has never been stronger. The modern 

Goldilocks market environment is growth strong enough to avoid outright recession, but weak 

enough to keep the Fed in play. Whenever (and wherever, as this dynamic has been mirrored in 

Europe, China, and Japan) signs of strong growth and thus diminished central bank support have 

emerged, markets have sold off. It’s only when growth falters and the drumbeat of increased or 

continued central bank support re-emerges that markets recover. When real world good news is 

market bad news, and vice versa, then rest assured that the Narrative of Central Bank Omnipotence is 

alive and well. 

This Common Knowledge belief structure around the institution of the Fed is like the Common 

Knowledge belief structure around the institution of the monarchy in feudal Europe – incredibly 

powerful, phenomenally resistant to change, and imbued through popular belief with the power to 

determine economic outcomes. The Narrative around a particular Fed policy or Chair or regime will 

change and shift, just as the particular monarch sitting on a throne changed over time. But the 

underlying institution and its ability to shape the world through its core or existential Narrative 

changes much more slowly. Importantly, it’s the maintenance of the institution – not the maintenance 

of any particular king or any particular set of policies – that’s crucial for social control. That was true in 

13th century England and 18th century France, and it’s just as true in 21st century western democracies 

with central banks.  

Bottom line: “don’t fight the Fed” is a reflection of the institutional power of the Fed and the Narrative 

of Central Bank Omnipotence. It cuts both ways. You don’t want to be short anything when the Fed is 

easing, and it’s hard to be long anything when the Fed is tightening. The crowd is picking up on a shift 

in the easing/tightening Narrative and is beginning to act on that by selling, just as they acted on prior 

market-positive shifts in the easing/tightening Narrative by buying. Different monarchs; same 

monarchy. What’s to come? More of the same, I suspect. Good real world news is bad market news, 

and vice versa, for as far as the eye can see. Why? Because the crowd is not going to fight the Fed. 

Please feel free to forward this email to whomever you think might be interested, and all prior notes 

are available on the Epsilon Theory website. If you're receiving this note via forwarded email and 

you're not yet on the direct distribution list (and you find it a worthwhile read), I'd appreciate the 

opportunity to add you to the list. I'm building the Adaptive Investing framework in plain sight and in 

real time through these notes, and I'd welcome the widest possible participation, as well as your 

http://www.salientpartners.com/epsilontheory/pdf/emails/2.12.2014%20Email%20-%20Goldilocks%20and%20the%20Dog%20That%20Didn't%20Bark.pdf
http://www.salientpartners.com/epsilontheory/pdf/emails/2.12.2014%20Email%20-%20Goldilocks%20and%20the%20Dog%20That%20Didn't%20Bark.pdf
http://www.salientpartners.com/epsilontheory/notes/
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thoughts and comments. As always, if you're no longer interested in receiving these notes, please 

reply to this email to that effect. 

 

All the best, 

Ben 
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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.  


