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Quantitative Finance Society
General Meeting: Spooky Trades and Freaky Fraud
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Topics

Fraud, deceit, and hoaxes distort 

markets and misallocate capital. 

❖Death Arbitrage 

❖Ponzi Schemes

❖Company Specific Scandals

Why is  Fraud Freaky?
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❖ Learning 

❖ Investing 

❖ Community 

Death Arbitrage

Backg r ound Idea Outcome

• Esoteric Estate Planning 

Tools Issued by Banks

• Joint-Ownership CDs 

• Bonds Redeemed 

Immediately at Par

(hidden puttable bond)

• Enables Risk Transfer 

• Adverse Selection

• Most Estate Insurance Plans 

assumed average lifespans

• Use contacts at nursing 

homes and hospices to 

identify terminally ill people 

with these “death bonds”

• Death put + terminal illness 

= death arbitrage

• Hedge fund arbitrage 

strategy, banks would refuse 

to redeem bonds

• “fair exploitation of  wall 

street loophole” 

• Legal issues in practice, 

notion of  the corporation

• SEC sides with insurance
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❖ Learning 

❖ Investing 

❖ Community 

Ponzi  Scheme

Orig ina l  Ponz iOver v iew

• Old investors get told about 

great returns. Withdrawals 

covered by capital from new 

investors. 

• Rob investor A to pay 

investor B

• Works until capital can no 

longer cover withdrawals

• Charles Ponzi’s postal stamp

• Stamps used to be cheaper in 

Italy than in US

• Actually worked! (kinda)

• Promised 50% profits in 45 

days, 100% in 90 days

Ber n ie  Madof f

• Most notorious Ponzi

• Madoff  had extremely 

impressive returns 

(~10% for decades)

• Stole $20B from clients that 

he claimed was worth $65B
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❖ Learning 

❖ Investing 

❖ Community 

Libor Fixing Scandal

ExamplesSummar y

• Interbank rate tied to many 

contracts and agreements

• Banks were supposed to 

report the real cost of  

borrowing and lending

• Ideally functions as a 

barometer of  lending health

• Structure is gameable

• RBS rates traders in 

Singapore sent IMs asking 

for the firms yen Libor 

submission to be adjusted

• Series of  investigations and 

reports from governments 

and financial media makes 

BBA transfer Libor to govt.

Legacy

• Increased urgency in the 

implementation of  market 

based rates (SOFR)

• Deepened public distrust of  

major financial intuitions
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❖ Learning 

❖ Investing 

❖ Community 

Enron

Long Shor t
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❖ Learning 

❖ Investing 

❖ Community 

Bre-X

Long Shor t
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❖ Learning 

❖ Investing 

❖ Community 

Long Shor t

Salad Oil  Scandal
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❖ Learning 

❖ Investing 

❖ Community 

Sino-Forest  Cor poration



10

❖ Learning 

❖ Investing 

❖ Community 

Sino-Forest  After math
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❖ Learning 

❖ Investing 

❖ Community 

Gowex
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❖ Learning 

❖ Investing 

❖ Community 

GCR vs.  Gowex


