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Chapter 1: Stock Market Novelty and Narrative Finance 
 
Where there is novelty, there is instability. Where there is instability there is uncertainty. Where 
there is uncertainty there are narratives – narratives are the currency of uncertainty. As the first 
two decades of the twenty-first century have made palpably clear, novel events such as 9/11, the 
subprime mortgage crisis, the fiscal cliff, the US-China trade war, Brexit, the US corporate tax 
overhaul of 2017, the COVID-19 pandemic, and the oil market crash of 2020, can lead to 
dramatic change in the relationships driving stock market returns. The timing and magnitude of 
instability from such large-scale “macro uncertainty” events are impossible to foresee ex ante 
and can be difficult to comprehend, even in hindsight. For each nonrepetitive event, investors 
were forced to abandon precise quantitative prediction and grapple with ambiguity about which 
forecasting model to place the greatest confidence in as visibility of the future was dim at best.  
 
As evidence presented here shows, narratives about the economy, war, natural disasters, 
monetary and fiscal policy, social constructs, institutions, culture, political elections and so on, 
naturally and necessarily become part of investors’ information sets during unprecedented times. 
This book advances a view that nonrepetitive events cause instability and Knightian uncertainty 
(KU) in stock market relationships, forcing narrative-based emotions and cold calculation to be 
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From February to March 2020, when COVID-19 became more than a seemingly isolated virus 
thousands of miles away, US stock market participants revised their forecasting strategies in 
dramatic, unforeseeable ways. After reaching record highs in February 19, the Standard and 
Poor’s 500 Index (SP500) lost over one-third of its total value by March 23, wiping out the entire 
gains of 2019 and bringing an end to the decade-long bull market. On March 16 alone the SP500 
lost 12.7 percent – the third largest daily loss in over 100 years – triggering a Level 1 circuit 
breaker to halt all trading just minutes into the morning session. The COVID-19 impact on the 
broader economy was just as striking. 
 
International supply chains seized up. Food distribution channels became severely kinked. 
Global oil demand plummeted. Consumers abandoned small-business commerce especially in 
the service sector. Initial jobless claims spiked from 282,000 in mid-March to 3 million the 
following week to over 6.5 million by March 28 to another 6.5 million by April 9. That is, over 
16.8 million newly unemployed filed for insurance claims in just three weeks. Total private 
sector jobs declined by 701,000 in March – the first nonfarm payroll reduction in over nine 
years. The Federal Reserve Bank slashed its overnight borrowing rate by over 100 basis points in 
just three weeks while the US Federal Government’s $2 trillion stimulus measure stood as the 
largest in our nation’s history.[1] 
 
The future was bleak. Macro uncertainty was high and the trickle down into micro-level (firm 
and household) uncertainty was more of a flood rush. Manu voices warned of deep recessions 
across the Western world, a possible reduction in Q2 US GDP by 30 percent, unemployment 
rates eclipsing 25 percent, and a 10 percent haircut to corporate profits.[2] As of this writing, the 
Bureau of Economic Analysis advance estimate for Q1 Real Gross Domestic Product reported 
the economy shrank by an annualized 4.8 percent.  
 
No one could have foreseen the coronavirus pandemic or the full extent of its impact on 
communities and markets, households and firms, domestic and abroad. COVID-19 wasn’t even 
part of investor discourse through the end of 2019.[3] Yet, in a matter of weeks, the inherent 
instability of stock markets was exposed on a grand scale as macro and micro uncertainty fused 
and the importance of narrative dynamics was brought to center stage. Stories surrounding 
COVID-19 and the Great Lockdown Recession were fueled by a combination of historic 
reversals in economic and financial trends, reliance on personal priors and judgement, and 
diffusion of extreme levels of emotion, panic, and anxiety – a potent combination for narrative 
propagation in financial markets. As news of an impending recession hit the shores of US stock 
markets like a tsunami, communication threads ensnaring COVID-19 were nothing short of 
ominous and exhausted media space daily.[4] It is no wonder the transmission of stories about 
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How will distribution hubs become reenvisioned across developed versus emerging markets? 
Will airlines receive a Federal Government bailout and what will the transportation industry look 
like in three months or three years hence? How will the OPEC oil dispute between Saudi Arabia 
and Russia impact supply-side factors important for stock market returns? Will financial markets 
shrug off the crisis and instead focus only on stimulus measures over the medium run? What new 
ideas, companies, social norms, healthcare, and government policies will emerge after the crisis 



 4 

market forecasting models must reflect the roles of soft information that trigger cognitive 
functions such as resemblance that inform story structure and contextual meaning. Thinking 
about future developments impacting returns within a narrative framework is necessary under 
uncertainty and model ambiguity but also desirable to the mind. Story structure helps shape 
incomplete information and emotion into cognitive guideposts and anchors when novel events 
offer little basis for using past data in forecasting. Fortunately, advances in machine learning of 
unstructured text have provided major news analytics firms the processing tools necessary to 
track the universe of nonrepetitive macro and micro events and associated narrative 
considerations for the stock market. 
 
Did you know that over two-thirds of the events explicitly identified in Dow Jones news reports 
as important for influencing US corporate prospects and share prices are considered 
unscheduled? Or that over fou-fifths of macro events for the US are considered unscheduled? Or 
that there are over 1,300 different categories of unscheduled macro and micro events that might 
shake investors from their existing forecasting strategies in unanticipated ways? Or that the 
prevalence of micro uncertainty events dwarf macro uncertainty events in the stock market? But 
that the latter cause spillover effects onto the former when combined with narrative components 
of sentiment, novelty, relevance, and inertia? These key findings (presented in Chapters 5 and 8) 
suggest that stock markets are inherently unstable, true uncertainty is predominant, novelty is a 
ubiquitous feature of unforeseeable change in asset-price relations, and narrative dynamics are 
important linkages in this framework.  
 
These are the pillars of NNH advanced herein. Simply put, this book is about the intimate 
connection between nonrepetitive events, narrative dynamics, and structural change in the US 
stock market through the philosophical lens of KU and the methodological lens of big data 
textual analysis of financial news reports. The objective is to inform observers of financial 
market outcomes on the ambiguity of historically unique events, the narrative reasoning 
surrounding them, on the unforeseeable change and uncertainty they engender, on the empirical 
tools that reveal their importance, and on the modeling approaches best suited to deal with such 
instability.  
 
The story about stories is that humans have a propensity to tell them, to tell them in internally 
consistent ways over a period of time, in ways that rationalize the arrival of new information 
with their prior qualitative beliefs about how the world works. Narratives are about informational 
meaning and humans are undoubtedly meaning-makers. Narratives reflect culture, societal 
norms, and popular zeitgeist. They also captivate imagination, influence thought processes, and 
drive decision-making behavior in reflexive ways. Cognitive dissonance and cognitive 
consistency imply that the narratives people tell take on a qualitative, or directional, shape over 
time conveying a perceived “positive” versus “negative,” or “bullish” versus “bearish,” overall 
impacts in the aggregate.[5] Humans tell stories because stories themselves are alive and 
cognition demands it of us in a world where relational parameters often change in unique ways. 
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Yet, studies connecting novel events and associated narrative dynamics are oddly absent from 
the vast majority of contemporary economics and finance research. Nobel Laureate Robert 
Shiller’s recent work (Shiller, 2017, 2019, 2020) has opened the door for the importance of 
narrative dynamics in explaining aggregate market outcomes. Shiller assumes that public interest 
as measured by tracking Google Ngram and ProQuest searches of terms such as “secular 
stagnation,” “stock market crash,” “Bitcoin,” “profiteer,” “housing bubble,” and “Laffer curve” 
is a proxy for narrative dynamics. Shiller connects the frequency of references to these terms, or 
percentages of articles containing them, to major events such as recessions, economic booms, 
and financial crises. His analysis likens the contagion effects of narratives to the transmission of 
disease from person to person by applying the word-counts and reference frequencies to the 
Kermack-McKendrick SIR infectious disease model. Under this account, the rate of narrative 
spread (infection rate) is equal to the contagion rate ' times the product of those susceptible ( 
times the number infected ) all minus the product of the recovery rate * times the number of 
people sharing the narrative (i.e. infected) yielding the differential equation,[6]  
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increasingly disconnected from fundamentals over time through investors’ “irrational 
exuberance” (Shiller, 2000). By contrast, this book conducts in-depth empirical analyses relying 
on the dynamics of actual narrative components such as relevance, novelty, emotion, and inertia 
explicitly connected to contextualized stories about market fundamentals and other relevant 
events reported by major financial news firms as driving corporate prospects and stock price 
fluctuations day-to-day. The granular detail of textual news analytics applied to each one of the 
millions of narrative accounts is striking and enables a wide range of formal empirical 
assessments of NNH for the stock market.  
 
Though Shiller’s recent research as attempted to change the status quo, much work remains, 
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these subnarratives were also underpinning a larger economic narrative connected to the March 
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now down almost 30% from its all-time high. The Dow Jones Industrial Average lost 
almost 13%, falling 3,000 points to close at a two-year low. The Russell 2000 had its 
worst day on record, losing more than 14%. “This is different. The thing that is scarier 
about it is you’ve never been in a scenario where you shut down the entire economy,” 
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overarching narratives and expected returns. If a novel event’s interpreted impact on returns can 
be contorted (some requiring more than others) to align with an investor’s priors, training, 
judgment, beliefs, or intuition, it may become one additional string of a larger narrative thread. 
For example, concurrent subnarrative news about a merger, a pharmaceutical trial, a political 
election, and a firm’s debt restructuring could inform a larger narrative about economic activity 
and bullish or bearish future returns. The qualitative consistency matters for narratological 
dynamics. When novel events unfold, selective similarity and cognitive satisficing are fuel for 
particular subnarratives to become amplified and part of larger narrative inertia over time. 
Indeed, results of these processes are evident in many of the financial news excerpts provided in 
this book. 
 
Of course, there are 
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knowing something about the future; while the problems of life, or of conduct at least, arise from 
the fact that we know so little. This is as true of business as of other spheres of activity” (p. 199). 
 
How novelty drives structural change in the stock market and leads to popular stories is a central 
question of this book and the basis for NNH. The dynamics between novelty, instability, 
uncertainty, narratives, and emotion can be simplified in Figure 1.3 as a diagrammatic treatment 
of NNH for asset markets. 
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thinking about the most appropriate forecasting strategy describing the processes driving future 
outcomes. The reasoning then undergoes feed back with narratives as one shapes the other and 
vice versa. Figure 1.3 is a dramatic simplification of the asset-market dynamics at play, but 
serves as a rough template for how novelty, instability, uncertainty, and narratives may all be 
related under NNH. 
 
Chapter 2 presents the overarching idea of NNH and the empirical instability in relationships 
driving stock-price fluctuations and volatility. A cursory literature review of structural change in 
the US equity market will be presented and a case will be made for inherent model ambiguity 
and the rational need for investor sentiment and narrative interactions under uncertainty. 
Attention is paid to the different forms of transitory versus more persistent change in stock 
market relationships and the event categories likely underpinning them. 
 
 
1.3 Narrative Dynamics and Emotion: Evidence from Other Disciplines 
 
Imaginations may swirl and dramatic experiences may be recalled as the mind enters “narrative 
mode” (Bruner, 1986). Which forecasting strategy should one place the greatest confidence in 
for thinking about the future returns process today? Given the complexity of financial market 
interactions day-
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with an event sentiment score (ESS). Stories are inherently emotional and popular stories elicit 
the most visceral of feelings and emotion. Following Knight (1921), Keynes (1936) and the 
recent theoretical advancements of Frydman et al. (2019) and Frydman and Goldberg (2015), 
this book argues for a fundamentals-based role for psychology in driving aggregate outcomes in 
financial markets.[13] Consistent with Hansen’s previously mentioned insight, novel events 
introduce ambiguity onto participants’ forecasts concerning which model is most useful for 
thinking about the future. There are tons of financial models potentially appropriate for 
understanding firm cash flow prospects and future returns at any given point in time – who can 
say with any confidence that a particular one is the right one for $#D*,6*, thought when 
parameters shift in unforeseeable 
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“creative action theory” (Whitford, 2002; Joas, 1996) as they may be applied to structural change 
and uncertainty in stock markets will be discussed. 
 
 
1.4 Textual Analysis, Financial News and Narratives 
 
Volumes of textual analysis studies have investigated unstructured data from financial news 
reports, finance message boards, and corporate disclosures for their informational content in 
explaining stock market outcomes. Yet, research on KU through narrative news analytics is 
virtually absent in the contemporary finance literature.[16] Evidence of narrative dynamics in 
this book is based on millions of daily stock market news stories over the last two decades of 
data. The stock market stories are keenly able to detect the corporate, economic, cultural, social, 
institutional, and political trends affecting stock market behavior within the contextual zeitgeist 
of the times. The book presents the only comprehensive big data analysis of nonrepetitive events 
and associated narrative elements of emotion, relevance, novelty, and inertia applied to structural 
change in aggregate and firm-level stock market relationships. 
 
Das (2014) and Loughran and McDonald (2016) offer excellent surveys of textual analysis in 
finance. Financial news analytics are able to deal with unforeseeable change in asset-price 
relations, to allow for fundamentals-based sentiment, and to track the rich and nuanced 
information, both quantitative and qualitative, that investors follow on a daily basis.[17] Chapter 
4 discusses the benefits of financial news analytics for exploring NNH under KU as applied to 
the stock market. One section emphasizes the ability of textual data analytics to allow for the 
timing and magnitude of structural change to unfold in highly irregular and unforeseeable ways. 
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1.5 The KU Indices 
 
Chapter 5 introduces the KU data classification hierarchy structure. The 51 KU groups into 
which the 1,395 unscheduled event categories are classified are discussed in detail. A KU event 
record - containing the 32 output fields from A$M!%D$'B - is offered as an example of an 
unscheduled events’ scoring. Appendix D provides a glossary of every disaggregated 
unscheduled event category whether classified at the micro or macro level. Chapter 5 presents 
the baseline micro KU index generated from monthly count data for unscheduled corporate event 
categories tracked by the A$M!%/$'B platform along with an examination of its basic time-series 
properties. Variation in the micro KU index is compared to major episodes in US history. 
 
Chapter 6 conducts a deeper analysis of the unscheduled corporate events by generating indices 
based on event relevance, novelty, inertia, and sentiment. Periods of “highest” narrative intensity 
are identified by combining the most relevant corporate KU events with those with the most 
extreme sentiment (optimism or pessimism) and highest degree of novelty. These are the periods 
against which the formal structural change analysis of stock market outcomes in Chapter 10 will 
be compared. 
 
The KU sentiment measure based on A$M!%/$'B analytics is derived from three proprietary 
methodologies for identifying emotion that emphasize context and meaning: traditional, expert 
consensus, and market response. Event sentiment scores are based on a hybrid approach 
combining algorithmic processing powers with financial expert understanding of stock market 
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