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Outline 
 I.   Summary 
 II.  Introduction/Background 
 III. The Strategy 
 IV. Risk Management 
 V.  Lessons 
 
 Note:  Paper available on my website with much more 

information. 
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Summary 
(1)   Amaranth’s trading strategy was long winter, short non-

winter natural gas futures contracts. 
 

(2) Significant leverage was used. 
 

(3) Market risk was high, but may have been reasonable. 
 

(4) Liquidity risk was excessively and imprudently high. 
 

(5) Regulators and/or practitioners need better measures of 
liquidity risk. 
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I. Introduction/Background 
• In September of 2006, Amaranth loses $4.942B 

(about 48% of the fund value) 
 

• The losses came from the energy trading desk 
headed by Brian Hunter. 
 

• The losses occurred quite quickly. 
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II.  The Strategy 
• Calendar Spread Trade betting WINTER beats 

NON-WINTER 
 

• Long winter natural gas futures, options, swaps 
 

• Short non-winter natural gas futures, options, 
swaps 
 

Note:  Winter = Nov, Dec, Jan, Feb, and Mar 
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II.  The Strategy 
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II.  The Strategy 
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II.  The Strategy 
WHY DO IT? 

• Compensation to speculators to natural hedgers, 
storage operators 

• Backtest – works, but not quants 
• Experience and Feeling 
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II.  The Strategy 
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III.  Risk Management 
• Market Risk = VaR 
• Liquidity Risk = Concentration in Market 
• Management Risk = Hunter in Calgary 
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III.  Risk Management 
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III.  Risk Management 
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IV.  Lessons 
(1) Liquidity Risk is a real risk. 
(2) Transparency across similar markets may be 

useful. 
(3) More standard measures of liquidity risk 

developed. 
(4) Internal Risk Management 
(5) Spread Positions are not “arbitrage positions”. 
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IV.  Lessons 
Overall, limited crisis. 
• MBS, CDS market on exchange rather than 

OTC? 
• Liquidity risk on roll over financing for “risky” 

positions – riskier than history suggests. 
• Internal Risk – Lehman had $72B of MBS and 

another $10B of real-estate exposure and $26B 
FRE/FNM with a $6B capital base of $26B and 
leverage of 24! 
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V. Thanks 
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