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Chapter 26:  Trading Diary 1st-4th 
Mar’ 88: 

 

March began as most months did – but given the pressure 

on the planned strategy – this month was much more intense.  

There was strong and aggressively bidding in Jan ‘98’s during the 

first days and the SBS lost $35 of stock million on the first 

morning of March.  

The previous overnight activity out of the US was all a 

positive for the Aussie Fixed-Interest market.  Rudi was 

concerned at the quick loss of stock and asked Smackers to back 

off his offer price.  The spread was now at 6 pips and both needed 

some time to find out what was happening in the market and why 

the market was aggressively buying.  

They talked about the issue and both agreed it might be just 

some short covering.  There had not been a lot of A$ action from 

off-shore markets – just overseas bulls had again bought their 

domestic markets.  More than anything the bull signals from 

offshore would have made any shorts in the Aussie market 

nervous.  The alternative was a swap play that was buying stock 

to cover exposures.  It was too early in the month for hedgers to 

be looking at unwinding March and rolling forward to June – 

although that could also be part of the overall tone.  This would 

become a factor in coming days. 

The confirmation came when Sue mentioned mid-morning 

that two borrower’s of Jan ‘98’s had indicated their intention to 

give their stock back.  The markets behaviour all seemed 

controlled and there was no real price panic involved in either 

futures or physical markets.  Rudi confirmed to Smackers to softly 

replace his stock with futures to the same value. 
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By end of day a total of $50 million Jan 98’s had been lost 

and Smackers had added 500 futures to the SBS position.  

Futures closed on their high – i.e. lower yields - and all physical 

markets continued to be bid.  The bull market was on the move 

again. 

Next morning, Wednesday - Rudi was in early as was Len 

Thompson.  He updated Len on the previous day and overnight 

market activities.  Rudi was eager to push the ‘go’ button on his 

strategy but he still thought it was too early to fully commit – he 

did not share this with Len. Len suggested another meeting with 

Cleary and the other Management and said he would get back to 

Rudi about when the meeting could be arranged.   

Rudi countered that he thought the best time would be later 

in the week so that from the following Monday, all the markets 

would be focused on the 15th Mar closeout.  It would also be a 

period where hedge positions would start to be rolled out of 

March and into June contracts. 

Thompson agreed and Rudi left his office.    

When the end of the week arrived the Portfolio stood at 

$511 million with $125 million of January ‘98’s still owned 

outright in the portfolio.  There was a $100 million in short cash 

as a backstop to protect any market sell-off of Jan ‘98’s.  This was 

power Rudi needed as a safety valve but as things were 

progressing – he did not think it would be needed. 

The synthetic positions – i.e. FRA/Futures, Options and 

OTC’s -  were also well in hand and holding significant revaluation 

profits. The total revaluation of the portfolio was nudging $4.5 

million profit at current levels - things could not have been better.  

Rudi was now beginning to target the 88:00 March options strike 

price as the physical market continued to track toward the 12% 

level.  If he could make the cash settlement price 12% or 88:00 

basis Futures price – all option premiums would be maximised to 
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their fullest potential – if it could be done the  SBS would have 

really done something special.   

Rudi’s initial strategy on this day Friday the 4th Mar - was to 

get Manny to again sell futures so he could grant more puts with 

higher premiums.  The market was trading at 87.85 and the call 

premium was around 5-8 points.  If the market headed for a 

futures close at 88:00 (12.00%), the 87.75 puts would be out of 

market and lapse as a focus for option price makers.  

Rudi rang Manny and asked him, ‘Manny, can you give me a 

two way price in March 87.75 calls and puts for 500 lots?’ 

‘What are you up to Rudi?’ 

‘Cannot say now but I want to deal depending of your 

quote?  Can you get back to me?’ 

‘Sure Rudi, give me five minutes.’  Manny was trying to 

figure out which side Rudi was more likely to hit him.   

He was thinking like an options dealer where he managed 

his risk against futures price and kept a square book and used the 

spread to make his profits.  If he could pick the side Rudi wanted 

to deal, he could load his quote and force Rudi to deal at his 

spread and make more profit for himself.   

Rudi needed Manny just as much as Manny wanted to see 

Rudi’s business.  If can be likened to a bookmaker wanting to see 

the business of any horse Trainers, Owners or Jockeys who bet on 

their horses before the rest of the market see’s the business.  

Once again it becomes the advance information that dictates who 

gets the inside running and can position themselves best to take 

advantage of it.   

For Rudi to have the option liquidity he wanted, he was 

prepared to pay away or cut Manny some slack to keep him 

interested in the SBS business.  Rudi’s use of the options market 

was not in the same way that Manny used the market.  Rudi was 

using options to influence futures, which in turn had some 
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influence on the physicals.  That dual response equation was 

when Rudi took the opportunities to either quit his physical or 

futures positions or create new positions.   

It was a form of mis-direction and by now, Rudi was an 

expert at it.  The market still had no idea of how the different 

markets were being used for a common goal – SBS’s goal.   

It would be naïve to think that nobody had some idea what 

was going on, it was just that nobody was prepared to call SBS on 

their plays.  The business between the SBS and Manny were 

engagements and deals were both had completely different 

outcome expectations.  In that sense neither were really 

competing with one another.   

Manny came back and said, ‘March ’88, 87.75 calls, basis 

futures at 87.85, I’ll quote you a spread of 16/19 and for the 

puts, 3.5/6 for 500 lots.’ 

This quote spread was wide, but about where Rudi expected 

and they also reflected the momentum of the market.  It also 

indicated Manny was not sure where Rudi wanted to deal.  

‘They are wide spreads Manny, can you tighten them up?’ 

‘Only if you can give me time to cover on futures...’ 

Rudi responded, ‘I won’t be dealing futures this morning in 

any big way, this is an outright trade, and my interest is in 

physicals.’ 

This gave Manny some indication to where Rudi was headed.  

Manny countered, ‘I’ll trim the calls to, 16/18.5 and the puts to 

3.5/5.’   

Manny was yielding on the offer side of the calls and the bid 

side of the puts.  Manny was getting used to Rudi’s trade pattern.  

That could become a serious concern down the track.  Rudi stored 

the information and made a mental note to be wary of the 

overuse of Manny in the last few days leading into March 15th. 
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Rudi said, ‘I sell you 500 Mar 87.75 puts at 3.5 and I’ll let 

Bains know to do the cross.’ 

‘Ok, I picked you didn’t I?’  Manny said. 

‘Yes you did, but don’t get too cocky squirt boy … now go 

and get your futures before I walk all over your ass!’ 

Manny came back, ‘can we do lunch today Rudi?’ 

‘Sure, I get back to you to discuss it later.’   

It had been a few weeks since they had caught up - he 

enjoyed his company and the deals they had done over the last 

2-3 months were cementing a solid dealing relationship.   

There had been talk in the market about the number of 

crosses being between Schroders and Bains Refco’s options 

dealers – you would have have to be Blind Freddy not to think 

that Schroders and SBS were doing some pretty big option 

business.  Rudi wanted to discuss this with Manny further and see 

what could do to avoid any collusion issues the market may 

speculate about in the coming days. 

Manny’s floor traders were in the bond pit covering his 

options position.  There was nothing aggressive about it and he 

was just dribbling them out.  The Futures had traded in a tight 

range and the volume was relatively light for most of the 

morning.  Smackers bids and offers for physicals were still sitting 

there untouched.  The bid was the best in the market and his 

offer was just under the best offer. 

Manny’s activity was not pushing the price of the futures and 

the response was too slow for Rudi to enact his opening salvo.  

He wanted to buy into weakness but the weakness was hesitant 

and this worried Rudi.  It confirmed yields were headed lower.  

The SBS portfolio was still not 100% positioned at this point, and 

to buy at the lower yields was not prudent given that they had 

sold only a day before at higher yields for vastly different 

reasons.   
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The futures were at 87.845, their low of the day and 

Smackers was given on his bid for $10 million at 12.22%.  This 

was good news, and Rudi placed another call to Manny and asked 

him for a two-way price on March 87.75 calls and 88.00 puts.   

Manny came back a few moments later with 19/22 for the 

88.00 puts and 16/19 for the 87.75 calls basis the futures at 

87.84.  Rudi sold the 88.00 puts at .19 and bought the 87.75 

calls at .19, and then told Smackers to hit any offers on the Jan 

‘98’s.  The market was just about to go bid on the strength of 

buying from Schroders and their inherited put and call positions.  

Rudi wanted his physicals before Manny hit the futures.  

Smackers had taken three bids all the way down to 12.17% 

and filled the $50 million Rudi wanted.   

Rudi called Claudio at Bains and said, ‘Claudio … buy me 500 

futures at market up to 87.90.  Do it gently and if Schroders are 

in there with you, try and share!  Also, you have 2 crosses to do 

with Schroders options traders, I sell 500 88.00 puts at 19 and I 

buy 500 87.75 calls at 19.’ 

‘Ok, got all that, what is happening out there?’ Claudio 

asked. 

‘Just squaring some book positions, nothing too serious at 

the moment,’ responded Rudi, lying through his teeth. 

The futures went to lunch with physicals traded down to 

12.16 and futures at 87.89.  The spread was at 5 points on last 

trades but the quoted spreads in physicals was wide.  The balance 

of the market was relatively quiet and for the moment that suited 

Rudi.  The market was contained from the mornings action - 

Smackers had bought a total of $80 million physicals as he got hit 

on some of his bids as he price checked the market down.  

Smackers caressed the traders and did a great job in getting Rudi 

his stock.   

The difference between he and Rudi was like using a scalpel 

and a chainsaw to do major heart surgery.  They were as 
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opposite in their methods as any two dealers could be and it was 

a perfect union that complemented eachother, a coercer and an 

enforcer.    

The SBS’s looming dilemma was using up too much powder 

this early into the countdown – patience Rudi kept telling himself. 

After lunch, Rudi would lighten off his futures and or his 

physical positions to bring exposures back down.  Currently he 

was $200 odd million long Jan ‘98’s, and his intra day options 

position was net long the equivalent of about 750 futures, 

equivalent to another $75 million physicals. 

The options were spread over 87.75 and 88.00 strikes and 

included puts and calls on both sides.  There had been some 

netting out of positions but the leverage was long and the 

revaluation in the options was close to $1.7 million positive.  At 

88.00, that jumped to over $3 million. 

Lunch with Manny was at Harpoon Harrys and they both 

ordered lobster for mains.  Entrée was fresh squid packed with 

beautiful herbs and spices and char grilled with a Mornay sauce.  

It was exquisite and the lobsters were served also with Mornay 

sauce with garnishing of roasted potatoes and greens.  The 

restaurant just kept pleasing Rudi with their seafood choices and 

Rudi loved to treat his guests to his favourite restaurant. 

Manny was also a happy chappie during lunch.  Their market 

friendship was solid notwithstanding they were combatants on 

opposite sides of the fence during work hours.  Rudi had immense 

respect for Manny and was very grateful for his early assistance 

with his option pricing program.   

Manny opened comments by discussing their morning trades 

and was trying to angle a line.  He wanted to know what Rudi was 

up to.  Rudi remained coy and suggested they change subjects 

because he was never gonna tell Manny what he was really up to.  

He hated to lie or mislead a friend.   
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Manny chuckled and respected the comment.  They moved 

on and it turned out to be just a damm good lunch between two 

market participants who enjoyed each others company.    

They arranged to go to Rosehill races together the next day.  

That was going to be some fun.  It had been some time since 

Rudi had been to the races, Melbourne Cup day, November last 

year when he never even had a bet on a horse.  The memory of 

that day and the coin toss competition with Gappy and the two-up 

game after came rushing back.   

Both memories bought a smile to Rudi’s face and Manny 

asked what that was all about and Rudi told him the story.    

Manny assured him he had the ‘good mail’ for the races and 

they would be winners by days end.  When lunch finished they 

shook hands and Rudi knew there was genuine friendship and 

respect between them.   

The next day at the races was an exciting afternoon and 

Manny had several tips that all won.  They had a good day and 

went home huge winners.   

 


