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“Actually, Maybe Not So Excellent”

Everything under heaven is in chaos; the situation is excellent.
— Mao Zedong (1893 - 1976)

A quick email on China’s currency devaluation last night. The news itself is big enough, but it's the
Narrative that’s developing around the devaluation that has my risk antennae quivering like crazy.
What do | mean? | mean that initial media efforts to portray the devaluation as a one-time
“adjustment” that’s in-line with prior policy have been overrun by stories of “shock” and disjuncture.
This is true even within Rupert Murdoch’s various media microphones, which tend strongly to toe the
Beijing party line. Moreover, the devaluation is not being described in Western media as Chinese
“stimulus”, which it surely is and would send markets higher if portrayed in this light, but as Chinese
“currency competition” and as a sign that the growth problems in China are more severe than Western

central bankers would like to believe. Or more precisely, would like to have YOU believe.

What's the Truth with a capital T about Chinese growth, Fed intentions, and the future price of
growth-sensitive assets like 0il? | have no idea and neither does anyone else. Seriously. But what | do

know is that the Common Knowledge about Chinese growth — what everyone thinks that everyone

thinks about Chinese growth - is dramatically changed for the worse today, and it's a change that will
accelerate unless the Narrative shifts. That could happen. | still have nightmares about how the
Narrative around the ECB's OMT program shifted from “Draghi’s Blunder” to “Draghi’s Bold Move”
within a single day in the pages of the Financial Times in the summer of 2012. But unless and until that
Narrative shifts, the path forward for the Fed just got much more perilous. And that’s why the 10-year
US Treasury is at 2.12% as | write this note. Unless and until that Narrative shifts, the path forward for
oil and any other global growth-sensitive asset or security just got much more perilous. And that's

why oil is at $43 as | write this note.

One last point, focused on what’s next for China. As with everything else here in the Golden Age of the
Central Banker, my crystal ball is broken. But | think that I've got the right lens for viewing China and

its political dynamics, and you can read about it in two Epsilon Theory notes: “The Dude Abides: China

in the Golden Age of the Central Banker” and “Rosebud”.
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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.
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