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How novelty and narratives drive the stock market

Rzepczynski talks about the impact of unscheduled and random news in this book review

“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.” Ni-
cholas Mangee, associate professor of finance in
the Parker College of Business at Georgia South-
ern University, US begins the book How Novelty
and Narratives Drive the Stock Market with a
statement that encompasses the problem he
tackles and the compelling reason for investor
interest in the new-style thinking that addresses
it.

This detailed stock market study attempts to
extend Nobel Prize-winner Robert Shiller's de-
velopment of narrative economics, albeit Man-
gee's focus is on novelty information embedded
in textual news narratives. Using a set of text-
based indices to capture the uncertainty and am-
biguity in unscheduled news, Mangee measures
the impact of news narratives on equity beha-
viour.

News reports are stories and narratives con-
taining unique information that cannot easily be
handicapped or assigned probability estimates
for quantifying risk. This novel information con-
fronts investors with “Knightian uncertainty” (ie,
the inability to measure probabilities of future
states, as described by the Chicago economist
Frank Knight). Moulding advances in textual
analysis and categorisation into a method for
measuring nonquantitative information that af-
fects equity prices, Mangee enriches the discus-
sion of stock price behaviour by including the
mountains of novel and unscheduled informa-
tion contained in news reports. Attempting to
categorise and measure the impact of news and
the accompanying narrative is a daunting task,
but this book provides a significant advance-
ment well worth an investor’s time.

Textual analysis through natural language
processing and machine learning, which has
moved beyond the normal scheduled announce-
ment of macro and firm-specific information,
has become the cutting edge of quantitative fi-
nancial research. Mangee links this analysis to
the new conception of narrative economics as a
driver of sentiment and expectations. He focus-
es on measurement of uncertainty and ambigui-
ty to enhance our knowledge of stock drivers be-
yond normally scheduled and repeatable data.
Stock market volatility and changes in factor be-
haviour are shown to be linked to the flow of
unique information that is collected in financial
news reporting.

The book starts with what is called the novel-
ty-narrative hypothesis (NNH) and links this con-
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cept with Knightian uncertainty. The NNH states
that unscheduled and unique information,
which comes in the form of narratives, cannot be
easily handicapped but can still affect stock be-
haviour. Novel, infrequent, and unscheduled in-
formation is subject to interpretation through
narratives or stories in our financial press be-
cause there is no good way of converting this in-
formation into measurable risks. These novel
narratives influence stock behaviour even
though they represent explanations of uncertain
events.

For Mangee, the link between unique news
and stock market prediction, an area not usually
researched, can offer explanations for height-
ened volatility, breaks in model behaviour, and
parameter uncertainty. Unique textual informa-
tion and novel data can be systemised, encoded,
and bundled into categories and indices to pro-
vide meaningful information that can support
our understanding of stock behaviour. Using
decades of data from leading news organisa-
tions, the author forms what he calls Knightian
Uncertainty (KU) indices for macro and micro (ie
firm-level) data.

Mangee firstintroduces us to textual analysis
using Google trends and word cluster maps to
demonstrate how investment themes change in
financial news. What captures the attention of
news services in a given period may vary mark-
edly over time. From this high-level analysis, the
author employs the RavenPack news analytic
platform for categorising textual analysis into
macro and micro news categories. These are fur-
ther divided into uncertainty, sentiment, novel-
ty, relevance, and aggregate event volume indic-
es based on different characterisations for cate-
gorising news events. The resulting categorisa-

tions represent a massive effort of taking
information from millions of stories by numer-
ous news reporting services across decades to
form hundreds of clusters that can be aggregat-
ed based on stock-based importance. Millions of
new stories are grouped and categorised into
close to 1,400 event categories to form indices as
tools for measuring various forms of uncertain-
ty.

These textual information indices are associ-
ated with swings in stock market volatility. Equi-
ty volatility is not driven solely by surprises in
scheduled news but also by the broad set of un-
scheduled and random novel data that can trans-
late into market reactions. For example, increas-
es in KU indices, which measure novel narrative
news, lead to increases in stock volatility. Re-
gime changes in equity styles and behaviour, as
well as model parameter changes, can be associ-
ated with fluctuations in unscheduled unique in-
formation that is embedded in our news narra-
tives. Studying unscheduled swings in novel
news provides a window into market instability
that improves our understanding of stock mar-
ket complexity. What is relevant to investors will
change through time, based on sentiment and
focus.

This lengthy book is directed at an academic
audience and addresses several sophisticated
research topics involving uncertainty and text
narratives, butits core conclusions and message
are accessible for most finance professionals.
Scheduled and measurable news matters, but so
does the continual flow of commentary and in-
terpretation of the unique information that en-
ters markets every day. Detailed and exhaustive
analysis of textual data gives new meaning to
market sentiment and the impact of news on
stock prices.

Exploring equity reactions through the con-
version of textual narratives into measurable in-
dices should be an area of extreme interest for
many investors interested in understanding
market volatility. It constitutes a new direction
for potentially cracking the code for stock mar-
ket prediction. Mangee provides a solid intro-
duction to a novel approach to explaining equity
instability; nevertheless, the complexity of sort-
ing through all the data and attempting to give it
meaning is still in its infancy and not easily con-
vertible into investment rules. From novelty
comes narrative and uncertainty, but the reader
will still ask the question, what next?
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