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•  Rational Choice/Rational Expectations Theories severely 
limited in real decision-making environments. 
–  Unrealistic behavioural axioms. 

•  Issue not whether or not people want to maximise utility but how to do 
so.  

–  Exclusion of Deep Uncertainty. 
•  Treatment of the economy as a simple rather than dynamic complex 

system.  
•  No probability determined distribution of outcomes. 

–  Exclusion of the Social 
•  Social (narrative) construction of reality. 
•  Networks and copying 
•  Groupfeel and Homogenous narratives. 

–  Misconception of role of Emotion 
–  Misconception of Rationality 

•  Rationality depends on your subjective context.  
•  Confusion of ex ante and ex post (no experience of time) 

–  Misconception of nature of liquidity.  
•  Liquidity is a narrative about being able to sell. 



Conviction Narrative Theory (CNT) 

•  A cross disciplinary theory of economic action 
focused on how decisions are actually made.  
–  Action is a bridge between today and the future 

tomorrow. 
–  Action is possible because actors create narratives of 

the future in which, in their context, they feel confident 
(i.e. attracts more than repels) 

•  Draws on human capacity to experience and solve 
the problem of action using situationally based 
imagination, emotion, narrative and simulation 
(beyond the mechanistic). 
–  Embodied narratives 



Directed Algorithmic Text Analysis (DATA) 
•  Measurement of risk or efforts at economic forecasting 

currently outside a adequate theory of action 
•  CNT predicts that shifts in the relationship between 

attracting and repelling emotions will predict levels of  
•  DATA  uses robust machine learning algorithms to 

extract Relative Sentiment Shift (RSS) time series 
from any unstructured text database. 

•  Used with the Reuters News Archive, Broker reports 
and Bank of England internal market commentary 
memoranda it Granger causes US and UK GDP, 
various (atheoretically developed) uncertainty indices 
and also appears to provide understanding and early 
warning of key economic events – the financial crisis, 
the great recession and the subsequent slow of 
recovery.   



Fannie Mae Sentiment Shifts 2003-2013 

Text Source – 
Reuters 
News Archive 



Relative Sentiment Shifts – Reuter’s News Articles 
mentioning “Liquidity” 






