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Chapter 25:   

The March Countdown begins: 

 

Having built the maze puzzle like a three dimensional chess 

board structure over the last six weeks, Rudi was the only one 

who had the key to navigate all the trapdoors and dead-ends he 

had built into his strategy.    

Over the last 4-5 days of February both physicals and 

futures continued to head toward to final countdown where each 

would meet at the same place at 12:00 pm Tuesday 15th Mar 

1988.  The guide rails he had put in position were doing their  

job.   

In market terms the spread between futures and physicals 

was continuing to track and narrow toward one another.  For the 

rest of the market it was business as usual and they remained 

blissfully ignorant and none the wiser. 

The SBS Treasury ownership of Jan ‘98’s now stood at $150 

million and $50 million of that stock was currently on loan to 

short-sold traders in the market.  The overnight ‘Stock Lending’ 

fees on this stock kept the back office book-keepers busy 

ensuring Traders paid for their borrowed stock.   

The initial plan in the ‘stock-lending’ strategy was to 

encouraged traders to be comfortable with both the liquidity and 

supply of Jan ‘98’s within the market to hold their short positions.  

This was just one small cog in the bigger plan to have the market 

totally committed to the Jan ‘98’s being the only relative Bond 

maturity when it came to traders submitting their bids and offers 

to determine the March futures cash settlement price.  
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The record of spreads between the only other 2 stocks that 

could be considered – the Mar ‘97’s and the Sept ‘97’s that were 

part of the Dec ’87 Futures pricing had long diverged away from 

the yield 10 yr curve structure and fair value spread to the Mar 

Futures contract.  They were no longer in the picture as a viable 

benchmark stock.   

The charts presented above show the historical closing 

prices for both the physical 10yr CGL bond and the March 1988 

10yr Futures contract.  These charts again highlight the 

movement and narrowing of the two yields as the contract 

approached the March 15th ’88 closeout during February and 



© 2011 Balls Like and Elephant - Chapter 25 – The March Countdown 

Begins …  

3 | P a g e  

 

March.  It also shows the March 15th prices as matched and the 

June 1988 contract spread re-developed as it becomes the next 

‘spot’ month after the March 15th contract closeout.   

The next chart below provides the historical 

high/low/close/volume data for the Mar ’88 contract.  It gives 

some appreciation of the daily ranges the futures traded.  

 

The SBS Management were now aware of the macro 

structure of the planned Futures strategy - but Rudi had no doubt 

they were still ignorant of the micro management issues involved.  

The SBS was still not 100% committed to the plan and there were 

still a few days and a few things to fall into place before any final 

commitment could be made. 

Smackers was kept busy making his tight two-way prices for 

the Jan ‘98’s - both with Brokers and with any other market 

makers who came calling for prices.   There were times when he 

took on stock and times when he lost stock - and he was ever 

mindful of the larger plan to maintain liquidity in the Jan ‘98’s and 

ensure the market was using that stock to price the futures 

spread. 
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Since he had joined mid February the SBS profile as a day 

trader in the Bond market had developed and gained creditability.  

The SBS was now recognised as a market-maker and a serious 

player in Australian Fixed-Interest Bond Markets.   

His SBS limits were discretionary and he could deal 

anywhere up to $50 million without referral.  His trading style 

ensured those Limits were respected and someone who would 

never fully utilise his limits in an aggressive way.   

His past experience in trading was largely based on a 

technical and calculated approach when initiating a position.  He 

would then build on it if the market behaved as he expected it to.  

He had never been exposed to the Portfolio Management role 

before and he was now enjoying the wide range of trading 

opportunities in a market where he could say – SBS dominated 

the market – this gave him new confidence and he relished the 

task.   

Michael also was continuing to develop well and was more 

than competent in his handling of the cash and Bank Bills book.    

The little exhibition Rudi and Smackers had put on for the 

SBS Management in the afternoon after their morning meeting 

went like clockwork.  All the Management team showed except 

Cleary.   

Messes Watson and Page were the only ones who had been 

in the dealing room previously during any dealing activity – but 

even they were not privy during those times to what was 

happening.  This session they all had a front row seat.    

Sean, Cleary’s son, had arranged seating for the 

Management and there were sitting in front of screens.  Sean 

gave them a brief update on what the information represented on 

the Reuters screens.  Michael helped to explain how the futures 

prices updated and reflected price changes and volume increases.  

The squawk boxes were going off and this was a distraction to the 

new boys as they became embroiled in a real dealing room 
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environment.  All manner of information was being yelled down 

the squawk boxes and there were multiple phone conversations 

going on all at the same time.  

Smackers had bids and offers with all the Fixed-Interest  

brokers – even after the FIB luncheon – they did not get all of the 

SBS business - but over the next month or so their volume of the 

SBS business ticked up to the 70% levels.  Quartermaine was 

very happy and they lunched regularly.   

During the afternoon show smackers and Rudi were making 

and receiving calls on their direct lines to all the players SBS dealt 

with regularly.   

To commence the strategy Rudi was talking to Claudio and 

getting the futures pit summary from the floor. 

He also spoke with Manny after his discussion with Claudio 

and asked him, ‘Manny can you give me a price in 88:00 March 

puts?’ 

‘I’ll be right back.’ 

‘Ok, up to 500 lots please.’ Rudi responded. 

The direct line from Schroders rang back, Manny said, ‘basis 

Futures at 87.80, 26/29… that is good for 500 a side.’   

‘This was a good price,’ Rudi mused to himself.   

It meant that if Rudi was to sell he would hit the bid at 26.  

That was 6 points over intrinsic value with just over 2 weeks to 

go.   To delta neutral himself Manny would have to deal 350-400 

futures contracts depending on how he was valuing volatility and 

time decay to square him self.  Rudi made his decision to deal.   

‘I sell you 500 lots of March 88:00 puts at .26 … I’ll tell Bains 

to set up the cross with your futures guys.’ 

Manny read the deal back and now it was time to sit back 

and see Schroders enter the market to square their position. 
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Rudi turned to his guests and told them, ‘We just sold 500, 

88:00 March puts at .26 pips.  If we hold them through to the 

closure and the market closes at 88.00, that position earns the 

best part of a $900k in its own right.’   

Smackers was taken on his offer of Jan ‘98’s through FIB 

brokers at 12.28 for $5 million.  The futures price spiked to 87.82 

and was bid.  The spread was being maintained at 8/10 pips, i.e. 

100-87.82 = 12.18%, against the 12.28% traded in physicals.   

The guests were full of questions about general market stuff, 

deal sizes, and how the market responds to all the chatter coming 

across the squawk boxes.  Michael and Sean gave them the 

information from their respective knowledge bases, and it was 

good to see them get the opportunity to interface with the 

Executive Management. 

The exercise went well, and by end of day, the spread was 2 

points narrower and the plan was still on track.  Management 

were impressed to say the least.  Overawed was more the term 

Rudi would used – for a novice entering a dealing room 

environment – it can be very daunting – people look right at you 

and you think when they abuse someone down the line – they 

could be talking to you – it is no place for wimps.   

Most want to get out of there as quick as possible – for 

others the hype and tension in a dealing room when at full 

throttle is the only place to be if you were a fair dinkum trader.  

Nothing comes close to the adrenalin rush one feels when the 

markets are moving and you see money to be made.   

The SBS Executive got a taste of that this afternoon and it 

will be interesting to get their feedback over the next few days 

when Rudi updates them on the ‘strategy’. 

Rudi just ticked another check box on his list – he felt sure 

Management were suitable impressed to allay any fears over the 

planned strategy outlined that morning.  Time would tell. 

 


