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“The Quants: How a New Breed of Math Whizzes Conquered Wall Street and Nearly Destroyed It,” by Wall Street Journal staff reporter, Scott Patterson, takes the reader on an intimate and intriguing journey into the highly secretive netherworld of Quantdom where the the quants ply their skills at the world’s most powerful hedge funds and investment banks.
On Wall Street a quant is defined as one who applies quantitative analysis to investment techniques. These number crunching geniuses derive their talent from backgrounds in quantum physics, advanced mathematics and computer engineering. They design intricate computer models based on highly complex algorithms that can track  pricing of traded assets, develop high-frequency trading strategies, devise arcane ways to trade layers of derivatives, seize upon expected pricing fluctuations ( e.g., poor earnings reports) and churn out profits in the millions within a millisecond.  
Unfortunately, as we all know now, these quant models, some even Nobel winners, came crashing down when they encountered a highly unlikely and unforeseen event (a black swan): the US housing market collapse. Although there were similar such events on Black Monday in October 1987,  and when Long-Term Capital Management, a 5 billion dollar hedge fund, folded, in 1998, both of which were tied directly to quant models, that hardly stopped the quants from re-engineering and moving into other exotic trading areas such as arbitraged derivatives. 
Patterson’s historical account of how Wall Street almost vaporized in front of our very eyes is a highly entertaining story that should eventually be made into a movie. He weaves all the chapters around four main protagonists who run either private hedge funds  (Citadel’s Ken Griffin and Cliff Asness of AQR) or hedge funds hidden in the secretive underbelly of our largest investment banks ( Morgan Stanley’s Peter Muller and Deutsche Bank’s Boaz Weinstein). They are all obscenely brilliant, a bit eccentric, maniacal poker players who live “Lifestyles of the Rich and Famous” and are hyper-driven to get filthy rich by beating markets at, quite literally, the click of a mouse.
The author recounts how and when quantitative financial analysis actually started in the 1950s and introduces the reader to the Godfather, Ed Thorpe, ex-MIT professor, hedge fund operative and  author of the trading classics, “Beat The Dealer” and “Beat the Market.” Professor Thorpe’s books became the Holy Grail for the quants. Dr. Eugene Fama’s infamous Efficient Market Hypothesis becomes the theory all quants want to believe in but they failed to heed his caveat about unexpected (“fat tail”) events that can ignite market chaos. A recount of his recent interview with Thorpe and PIMCO bond fund’s legendary manager, Bill Gross, is priceless.  
Patterson places the blame for Wall Street’s implosion squarely on the quants, ignoring other contributory causes, such as free market theory and deregulation, greedy CEOs asleep at the switch, rigged rating services, marshmallow mortgages, over-leveraged investment banks, underinsured AIG, and derivatives on steroids. 

I highly recommend this entertaining and fun read. It profoundly illustrates what Warren Buffett’s partner, Charlie Munger, meant when he said, “People assume that if they use higher mathematics and computer models they’re doing the Lord’s work. They’re usually doing the Devil’s work.”  
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