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“Watching the Narratives” 

You think you’re alone until you realize you’re in it. 

Now fear is here to stay. Love is here for a visit. 

 -- Elvis Costello, “Watching the Detectives”  

A quick email to follow up on yesterday’s market debacle. The question, of course, is whether this was 

simply a blip – yet another one-day BTFD opportunity – or the start of something bigger and worse. 

The answer, I think, depends on how the media Narrative surrounding yesterday takes shape over the 

next several days. That’s what I’m watching closely, and I think you should, too. 

Right now the media Narrative about yesterday is in complete disarray, because there was no obvious 

“reason” for the sell-off. Or rather, there were too many possible reasons, from bad earnings reports to 

the Argentina default to worries about a strong jobs number to Espirito Santo cracking up to new 

Russian sanctions to just a generic “we were overdue for this”. From a game theory perspective, this 

sort of seemingly out-of-the-blue sharp move had very little to do with anything that happened 

yesterday, but is a natural by-product of the Common Knowledge Game in action. The game was 

put into motion by Yellen’s recent version of Greenspan’s “irrational exuberance” words, together with 

continued Fed-speak about tightening sooner and faster rather than slower and later. As described in 

the Epsilon Theory note “When Does the Story Break”, the Common Knowledge Game plays out in 

investors’ heads, not in their behaviors, until a predictable tipping point is reached and a large group 

of investors simultaneously heads for the exit. Yesterday’s sell-off really began a couple of weeks ago. 

We’re just seeing the market manifestation of it now.  

Were yesterday’s events important? Sure, particularly the Espirito Santo news, which puts a big crimp 

in the market-positive story that the ECB will take over the Fed’s role as the global punchbowl 

provider (see “The Red King” for more). These events were each catalysts, providing a wrapper of sorts 

for the decisions to sell. But they were neither necessary nor sufficient for the market sell-off. They just 

happened to be the subway train that stopped in front of us when we walked into the station. If it 

hadn’t been this train, another would have been right behind it. 

http://www.salientpartners.com/epsilontheory/notes/When%20Does%20The%20Story%20Break.html
http://www.salientpartners.com/epsilontheory/notes/The_Red_King.html
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So what now? Everything hinges on how the “Missionaries” like Yellen and Draghi and their 

mouthpieces respond. Like clockwork, Jon Hilsenrath is already out with his first remain-calm-all-is-

well piece, and I expect several more before markets open on Monday. But we haven’t heard yet from 

the really big voices, and we have yet to see how the media microphones either amplify or mute the 

second-tier Missionaries like Hilsenrath. I’ll be watching closely and posting occasional updates on 

Twitter @EpsilonTheory, but in general you want to see more articles like Hilsenrath wrote today (jobs 

data not strong enough to make Fed accelerate tightening) and fewer about failed loans and cracks in 

the monetary policy dam that the Fed and ECB have built. On this latter point, an Argentine default 

has extremely little impact on the Narrative of Central Bank Omnipotence. European bank defaults 

and forced capital raises, on the other hand … well, that’s the sort of thing that can make the Red King 

wake up. And that will not be a pretty sight. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://online.wsj.com/articles/wsjs-hilsenrath-fed-can-remain-patient-on-rate-hike-debate-after-data-1406901937?mod=WSJ_hp_LEFTTopStories
http://online.wsj.com/articles/wsjs-hilsenrath-fed-can-remain-patient-on-rate-hike-debate-after-data-1406901937?mod=WSJ_hp_LEFTTopStories
https://twitter.com/EpsilonTheory
http://www.salientpartners.com/epsilontheory/notes/The_Red_King.html
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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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