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“The Narrative Fix Is In”

A quick email to Epsilon Theory readers on what's happening in Europe, because we've seen this movie

before.

On August 2, 2012 Mario Draghi gave the most disastrous ECB press conference of all time. The market
anticipation was enormous leading up to the event, as this was the moment where the ECB would unveil
the Qutright Monetary Transactions (OMT) program -- a new, ultimate weapon to be deployed to rescue
the euro. In truth, the OMT then (and now) was just a bunch of words. Powerful and nice-sounding words,
to be sure, but just words. All hat and no cattle, as they might say in Texas. The Germans then (and now)
were clearly not on board with the OMT, and European markets broke hard. Spain's stock market dropped
more than 5% that day, and Italy’s was close to that. Spain's 10-year bonds hit a 7.2% yield, and Italy’s hit

6.3%. You can imagine what happened in Portugal and Greece.

But the most amazing thing happened the next day on August 3. What the Financial Times had originally
called "Draghi's Blunder" was now written up as "Draghi's Bold Move". Every talking head and person of
media influence (what game theory calls Missionaries) with access to the ECB or a European central bank
started reading from the same playbook ("Mario is a genius", "markets got it wrong", etc.). | thought my
head would explode if | heard the word "bold" one more time. Combine this with the European Plunge

Protection Team buying up every risk asset in sight at the opening bell, and the rest, as they say, was

history. European (and global) markets rocked on in risk-on mode for months ... years, really, if you focus

on Eurozone sovereign rates. It's the purest example of Narrative creation and the Common Knowledge

Game in action that | know, and was in many ways the spark for my starting Epsilon Theory.

So imagine my surprise to see in the Financial Times this morning an FT View piece (exactly the same

venue as the 2012 Narrative putsch) with this headline: "Mario Draghi delivers a bold expansion of

stimulus" and a picture of a beneficent, entirely satisfied Mario. Per the FT, Mario is "determined",
"aggressive", and "bold". He "sends important signals", he has "strengthened" this and that, and he has

"prevailed" over those pesky Germans.

And once again, this morning every talking head and every sell-side strategist is reading from the same

playbook. Draghi didn't want the euro to go down. This was his master plan all along. Didn't you hear the

© 2016 Salient. All rights reserved. | Epsilon Theory —



http://www.salientpartners.com/epsilontheory/post/2013/11/03/A-Game-of-Sentiment
http://www.salientpartners.com/epsilontheory/post/2013/11/03/A-Game-of-Sentiment
http://on.ft.com/1RaEmAa
http://on.ft.com/1RaEmAa

bit about the ECB buying investment grade corporate bonds? Doesn't that get you kind of excited? And
he's throwing China and the banks a bone. C'mon, you really need to look here, not there. It's what all the

smart guys are doing. Aren't you a smart guy?

For the Wall Street Journal this morning, risk assets are up because "investors reassessed" the ECB

announcement. Really? That's what happened? Real world investors stayed up till the wee hours last night
and en masse concluded that they had just gotten it completely wrong yesterday? How about this for an
alternative explanation: the allocation heads at one or two European mega-insurance firms were
informed that they would be supporting risk assets this morning, the Narrative machine got into gear, and

real world investors do what they always do, they play the Common Knowledge Game.

But here's the thing. We can gnash our teeth all we want about the hypocrisy and manipulation that's
inherent in this exercise, or we can play the game and maybe make some money. We can focus on reality
and stay negative on risk assets, or we can focus on the Narrative and be positive on risk assets. Does this

Narrative fix last for months like August 2012? | doubt it. Too much has changed in the essential nature

of the international monetary policy game. But unlike recent policy announcements that were NOT

supported by the Narrative machine, this one is, and that gives it investable legs.
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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.

© 2016 Salient. All rights reserved. | Epsilon Theory n



http://www.wsj.com/articles/global-stocks-rebound-1457687038
http://www.salientpartners.com/epsilontheory/post/2014/05/25/When-Does-the-Story-Break
http://www.salientpartners.com/epsilontheory/post/2016/02/19/the-silver-age-of-the-central-banker
http://www.salientpartners.com/epsilontheory/post/2016/02/19/the-silver-age-of-the-central-banker
http://www.salientpartners.com/epsilontheory/subscribe
mailto:bhunt@salientpartners.com
https://twitter.com/EpsilonTheory
mailto:bhunt@salientpartners.com

Salient is not responsible for any third-party content that may be accessed through this web site. The distribution or photocopying of
Salient information contained on or downloaded from this site is strictly prohibited without the express written consent of Salient.

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.

Salient is the trade name for Salient Partners, L.P., which together with its subsidiaries provides asset management and advisory
services. Insurance products offered through Salient Insurance Agency, LLC (Texas license #1736192). Trust services provided by
Salient Trust Co., LTA. Securities offered through Salient Capital, L.P., a registered broker-dealer and Member FINRA, SIPC. Each
of Salient Insurance Agency, LLC, Salient Trust Co., LTA, and Salient Capital, L.P., is a subsidiary of Salient Partners, L.P.
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