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8   NARRATIVES 

 “The world is a story we tell ourselves about  
the world.” 

Vikram Chandra 

Sometimes referred to as a story or a mental model, a 

narrative is often behind some of the most profitable 

decisions, as well as the most tragic mistakes, in 

history.  Given their role in helping us make sense of 

a complex world, it is no exaggeration to say that life 

revolves around narratives.   

People remember stories, yet the truth consists of 

hard, quantifying facts.  While the influence of 

quantitative modeling has increased in the digital 

age, the notion of verifying narratives with facts and 

quantities is not new, though neither is it always 

possible.  In the late 1800s, for instance, the 

accomplished physicist Lord Kelvin stressed the 
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importance of constructing mechanical models to 

prove scientific theories.  According to some 

accounts, Kelvin never accepted Maxwell’s equations 

of electro-magnetism because he could not figure out 

how to construct mechanical models for them.  A 

similar conflict exists to this day in the field of 

quantum mechanics, where the equations produce 

elegant solutions, but defy commonsense 

interpretation.  Indeed, the physicists who ran with 

the numbers and eschewed interpretation came to be 

known as the “Shut up and Calculate” crowd.  In 

financial markets these days, they are called quants.      

While there would be tremendous advancement in 

the quantitative sciences during the dawn of the 20th 

century, it wasn’t until 1943 that the philosopher 

Kenneth Kraik proposed the idea that the mind 

constructs small-scale models of reality that it uses to 

anticipate events.  In his book The Nature of 

Explanation, which was written before computers 

were invented, Kraik likened the human nervous 

system to a calculating machine capable of modeling 

external events.1   “If the organism carries a ‘small-

scale model’ of external reality and of its own possible 

actions within its head,” Kraik postulated, “it is able 

to try out various alternatives, conclude which is the 

best of them, react to future situations before they 

arise, utilize the knowledge of past events in dealing 

with the present and future, and in every way to react 

in a much fuller, safer, and more competent manner 

to the emergencies which face it.”  Kraik, who was 



Victori Capital 

just 29 when his book was published, but who died 

two years later in a bicycle accident, was clearly 

ahead of his time.   

In his 2017 book Narrative and Numbers, NYU Finance 

professor Aswath Damodaran argues that the 

explosion in computing power and number 

crunching have ironically increased the demand for 

good storytelling.2  He suggests that ubiquity of 

information, growth of social media, and the greater 

ability to multi-task, have actually made the current 

generation of investors less aware of the big picture 

than in the past.  As a self-pronounced number-

cruncher, Damodaran does not deny the power of a 

good story.  He does warn, though, that when left 

unchecked, “stories can be extremely dangerous, not 

just for listeners but also the storytellers.”  To guard 

against the behavioral biases that good storytelling 

elicits, he recommends that a business narrative be 

grounded by believable facts and verifiable numbers.  

“When a storyteller has wandered into fantasyland,” 

he writes, “the easiest way to bring him or her back to 

Earth is with data that suggests the journey is either 

impossible or improbable.”   

In assessing the merits of a business narrative, 

Damodaran also emphasizes the importance of the 

corporate life cycle, which he frames in six stages 

ranging from early growth to ultimate decline.  

“There is nothing more disconcerting in business,” he 

asserts,” than watching a narrator (who can be a 
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founder, a top manager, or an equity research 

analyst) tell a story about a company that does not fit 

where that company falls in the life cycle:  an 

expansive growth story for a company in decline or a 

story about sustainability for a young startup.”    

In his 2007 book Doing What Matters, James Kilts, who 

turned around Gillette before selling it to Proctor & 

Gamble in 2005, exposes the importance of getting the 

narrative right.3  “Throughout my career,” he writes, 

“I have considered both the content and the quality of 

my presentations – both external and internal – 

among my most important responsibilities, especially 

as a CEO.”  His book provides a wealth of guidance 

to managers, business owners, and investors alike.  

“Two of my lifelong mantras,” he shares, “are under-

promise and overdeliver and say what you’re going to do, 

only after you’ve done it.”     

Narratives matter not just to companies, but entire 

economies as well.  In a recent paper titled Narrative 

Economics, Nobel Laureate Robert Shiller raises the 

question of whether the viral, or epidemic, spread of 

narratives can explain economic cycles.4  He claims 

that economists have not paid enough attention to the 

propagation of such narratives during the most 

significant economic events in history.  The first 

example he offers is that of the viral spread of the 

Laffer Curve narrative, which exploded into public 

attention in 1978, and became the main catalyst for 

tax cuts during the Reagan administration.  Another 
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example is that of the Great Depression, which he 

suggests was not necessarily caused by policy 

mistakes, but by the epidemic spread of a morality 

narrative that condemned wealth.  “Sermons 

preached on the Sunday after the crash,” he claims, 

“took great note of the crash, and attributed it to 

excesses, moral and spiritual. The sermons helped 

frame a narrative of a sort of day-of-judgment on the 

Roaring Twenties.”  Shiller’s paper ends with an 

optimistic spin, as he concludes that the spread of a 

new “think big and live large” narrative in the U.S. 

might well boost consumption and entrepreneurial 

zeal. 

In summary, investing can be just as much about 

storytelling as quantification.  While narratives can 

help us in framing the truth, they can also lead us 

away from reality.  The good news for long-term 

investors is that in time, the facts tend to prevail.  

“Great is the power of steady misrepresentation,” 

wrote Charles Darwin in Origin of Species, “but the 

history of science shows how, fortunately, this power 

does not endure long.”5 
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