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Chapter 29:  The Pre-Emptive 
Management Meeting: 

 

The first week of March rolled by quickly and there were now 

six trading days left until the 15th March closeout.  As things stood 

Rudi’s assessment was that the market still had no idea what was 

being planned.  He still harboured some doubt whether his 

Management, including the SBS Chairman Dennewald, could keep 

their mouths shut.   

Having the knowledge about what was about to take place 

was a powerful incentive – Dennewald was a CEO of a downtown 

Merchant Bank – he had his own Treasury team and what was to 

stop him from cluing his dealers in to what was going to happen 

so they could get in on the trade as well.  

Len Thompson showed interest and genuine excitement 

during each daily update meeting.  There was no doubt in Rudi’s 

mind that his own Management were already counting the profits.  

The closer the final hurdle came into focus – the more Rudi began 

to believe the self-doubt about what he was attempting.  He so 

wanted this next week to be done with and finished.   

His previous nights meeting in the Board room with Cleary 

and Dennewald was still vivid in Rudi’s mind.  It was hard to focus 

on anything else given the enormity of what was said and 

promised.  Just how the proceeds from that promised bonus 

would change his and his family’s life was a constant thought and 

a distraction.   

He had convinced himself to believed and trust what 

Dennewald and Cleary had said.   His mind was not where it 

should be when thinking about these matters, and then there was 

also the natural instinct to resist becoming overconfident.  He just 
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could not afford to let himself get ahead of the game.  There was 

still much to be done to see this strategy through. 

The Management meeting Dennewald alluded to where the 

SBS Management would decide whether to fully commit to Rudi’s 

strategy happened Tuesday morning - 8th March – and only six 

trading days before the closeout.  It went ahead without Don 

Watson in attendance.  The ‘fully commit’ decision was really just 

an endorsement of what had already been happening.  The real 

position of the SBS Treasury was they were already 85% 

committed.  Everything done over the last two odd months had 

been directed to this next five days.  This meeting was a ‘rubber 

stamp’ approval of the final 15% commitment. 

Rudi gave them the latest update since their last discussion 

including the revaluation and trading position over the last few 

days.  The overall revaluation position of the physical and 

FRA/Futures holdings improved significantly – some $5 million 

profit.  The value of stock held had been reduced through forward 

sales to be settled after the 15th March closeout.  FRA/Futures had 

been added to replace the lost stock.  Reducing the physical 

portfolio had freed up buying powder given Rudi leverage to move 

his strategy agenda into full gear. 

The meeting began and he acknowledged everybody in the 

room – he started, ‘Good morning all … it’s been a hell of a week 

since we last spoke … but the time has now come.’  

He paused for effect. 

‘I want to advise you all that everything is in place … it is 

now time to fully commit to this planned strategy.’  

He pause again!   

‘The portfolio has improved its revaluation position … we 

booked about $200k in trading profits yesterday … the futures 

and option positions are showing a $1.4 million revaluation profit 

and the physical portfolio has a $3.7 million revaluation profit on 
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last nights closes.  The total profit in our current position is $5.1 

million on current prices. 

‘Any reversal in the yield trend is minimal … I would 

estimate that risk at about 1-2% - I can only think of one factor 

that would disrupt this plan … that is if the RBA entered the 

market on the back of becoming aware of what was being 

planned and made some sort of announcement to counter what 

they would as a attempt to disrupt the markets integrity through 

a manipulated strategy to control prices for a financial gain. 

‘Nothing we have done is in any way illegal – the 10yr Bond 

contract has a flaw and we’ve been able to exploit that ‘flaw’.  

However – if the RBA suddenly became aware that someone was 

exploiting that ‘flaw’ they might decide to issue stock to disrupt 

any plan against the futures contract and so bring about price 

disruption to foil any planned strategy against the futures 

closeout. 

‘I do not see that happening … the RBA are completely 

ignorant of this plan – so are the SFE regulators – we have 

covered our tracks well – the only way this plan can be exposed is 

if someone talks loosely about the strategy with someone ‘not in 

the trusted loop’ as we say.  I reiterate - the only people who 

know about this in any real detail is our Bond-Trader Smackers, 

everybody in this room and Don Watson, and the SBS Chairman 

Ken Dennewald.  Both Michael and Sean have a limited 

knowledge of what is happening and they are aware of the ‘lose-

lips’ issue as well. 

‘The overseas markets are not about to reverse their trends 

- liquidity is still awash all over the globe – nobody is expecting 

any reversal of yield trends any time soon.  The A$ currency is 

stable and there are no other influences that I can see that will 

change any of that in the next week.’   

He was hammering home all the advantages and given the 

discussion from last night, he expected this to be a formality.   
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He continued, ‘the Society has no foreseeable risk that 

cannot be contained within the profits already booked and within 

the revaluations of the portfolio.  What I propose is to structure 

and commit the market to focus and accept a March 15th closure 

of 88:00 basis futures/FRA pricing, and at 12.00% basis physical 

yields.   

‘At these levels we will extract the peak profit attainable 

from all futures and option positions at somewhere around $7.5 

million.   

‘The market is totally committed to using the Jan ‘98’s as 

the benchmark stock … that also will not change from here until 

the futures maturity.’ 

He paused again, his mouth was dry and all the faces were 

drawn to him with no one daring to say a word – he took the time 

to poor a drink and takes a swallow or two.   

‘What can they say?’ he asked himself. 

He went on, ‘I see the risk of this trade turning sour at 

between zero and 5% … and if that were to happen, we will still 

make the best part of $3-4 million for the month in a worst case 

scenario.’   

Rudi was well pleased with the eye contact responses he was 

getting from both Cleary and Thompson.  Page was an internal 

auditor and it was always hard to get a line of what he was 

thinking.     

The time was 8:20 am and the futures market opened in 10 

minutes.  Rudi wanted to wrap the meeting up, he spoke again, 

‘So … at this point do you have any questions you need answered 

– or do we go and make some money?’ 

There was a little hesitation - they were not too sure what 

Rudi was asking.   

Rudi continued, ‘I suppose what I am asking is, do I have 

your OK to go ahead with the proposed strategy?’ 
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Again they appeared unsure.  They had never been involved 

in any decisions relating to how Rudi had traded the portfolio 

since he had arrived.  Everything Rudi had asked for previously 

was agreed to without any real Management involvement.  In the 

end he just stop asking and just did.  This strategy was 

something he felt he had to have Management approval on. 

He again recounted in his own mind the Portfolio restructure 

in Sept/Oct ’87, the initial FRA/Futures proposal to get the SBS 

into futures as a hedge and trading tool, the additions to the 

dealing team, the increased budgets for entertainment 

expenditures and the salary review for Sue.   

He reminisced further over the course of events since he 

first joined the SBS just six odd months ago - there was nothing 

Management had denied him in that time frame, other than the 

Bonus parameters attached to his employment contract – and a 

Christmas Bonus check to replace the one he handed back to 

Cleary.  That was also in tow with KPMG doing their best to get a 

proposal to Management by the end of March – and Dennewald 

had shook on a deal that would see Treasury get their Bonus 

pool.   

He felt sure they were only hesitating at the moment 

because they were not sure just exactly what Rudi was asking of 

them. 

Cleary spoke, ‘from what you have told us today, you say we 

expect to make somewhere near $7.5 million if you enact this 

plan.  In addition, if it does not come off as you plan, we will still 

make $3-4 million or so … I say you go ahead.’   

The others all nodded in agreement and that was all Rudi 

was looking for - his Management group had given the go ahead 

and history was about to be made.   

It was pushing 8:30 am and Rudi was itching to see the 

futures opening, he already knew what he was going to do that 

day.  He thanked the meeting attendee’s and hastily excused 
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himself.  Before he did so, he reminded them all again that the 

plan still depended on their discretion and confidentially.   

He said, ‘Please respect the fact that if it gets out about 

what we are planning or attempting, all sorts of ‘other’ factors 

might come into play to disrupt the ‘end-game’.  Please keep this 

all to yourselves.’ 

He and Smackers made a quick exit and he was sure he left 

them hanging and wanting some more answers.  Rudi knew deep 

down he had their approval.  That just opened the floodgates of 

responsibility and Rudi wanted to spend some time just letting 

that sink in. 

They arrived back at the dealing desk moments after the 

futures markets opened.  He asked Smackers to get a quick 

rundown of events over all the markets. Smackers was straight 

away on the phones to FIB to get the markets pulse.  He came 

back a few minutes later with an update saying that it was a quiet 

opening and nothing had happened since last night and prices are 

at last nights closes. 

Rudi said to Michael and Sean, ‘The Management have just 

given the go ahead for the our Strategy to become 100% 

committed.’   

He then spoke to Sue privately in the settlement area and 

asked her to come into the Dealing room.  

When they all gathered he began - ‘Michael, Sean, Sue, 

Smackers … listen up’. He looked each of them in the eye – ‘From 

today whatever happens in this room stays in this room.’   

They looked back at him with enquiring eyes -  it was not 

that Rudi suspected that they had any disloyalty - he had just 

never been this serious about protecting the SBS’s daily activities.  

‘From today, we start on a week long strategy that I have 

been planning since October/November last year.  Payday is here 

… and it needs all of us to be aware that any leakage of what we 
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are about to do, could see it all come undone and a once in a 

lifetime opportunity slip away.  This would also cause some 

serious risk of financial losses to boot. 

‘So whatever happens in this room … stays in this room … 

OK?   

‘Sean ... that means no telling Daddy what we are about or 

what happens in the room.   

‘If he asks, you plead ignorance and just tell him that you 

are working on the cashbook and helping Michael out with some 

Bank Bill trading.  If he wants more you refer him to me, OK?’ 

Sean looked at Rudi and acknowledged he got the message.  

Michael was more in tune with what was happening and he also 

nodded his understanding. 

‘This next week or so will be a tense period and I will need 

all your focus on the tasks I ask of you.  It will be a team effort 

and the daily activity will get hectic – there might be times when 

I get short or might seem pre-occupied – please don’t be 

offended – this strategy has a number of different balls to juggle 

– so when I ask you to do something please – treat is as a 

serious task that needs doing at the best of your ability and done 

straight away.’ 

It was a lecture and the last thing Rudi wanted to do was to 

scare them – he toned it down a little.  He thought his opening 

had made its impact.   

‘Sue, it may become necessary to implement a backup 

strategy at some point in the next few days or so.  If necessary, 

we will recall all our lent stock from the market.  The excuse we 

will use is a failure to settle and if you get any hassles on delayed 

settlements, I need you to keep me informed.’ 

Sue nodded her understanding and Rudi would fill her in 

later regarding what he meant by recalling the lent stock. 
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Smackers made a chuckle and Rudi looked at him.  It was a 

light-hearted chuckle and Smackers had a smile on his face.   

Rudi said to him, ‘… you want to share with us what you find 

so funny?’  

Rudi knew instantly why Smackers had let his emotion show. 

‘You’re gonna screw these guys stupid.’   

‘Only if I have to’, Rudi responded, ‘so guys, this is game on 

from now on … and as each day ticks by, we edge closer to 

achieving something you will all be able to tell your grandkids 

about.’ 

Rudi sat down and smiled at Smackers.  He huddled him in 

closer and said – ‘we boyo … here we go - I want you to gradually 

buy back the $50 million physicals you lost yesterday and do it 

when I have futures jump around a little.  We have to co-ordinate 

these trades to have maximum impact and timing is everything – 

I want this market chasing its tail and never know what is coming 

next.’ 

Smackers nodded as if he understood.  Truth be known 

Smackers was as out of his depth as he had ever been – he was 

backing Rudi out of pure loyalty – he did not have a clue what 

was in Rudi’s head about how he was going to achieve this 

closeout fix.   

Rudi’s plan was to try to get the market short again and use 

the futures to push the spread out so Smackers bids in the 

physicals would be hit.  His plan was again to use Manny from 

Schroders to create some selling in spot futures.  He explained 

this to Smackers and his role was to push the offer on physicals 

and still try not to get hit on his sell side.  It was not an easy 

thing to do and Smackers knew this.  The outright plan was to 

buy, but to buy in a weakening market and it was up to the SBS 

to create the illusion of a weakening market.  This was Smackers 

role and he new what he had to do but it relied on Rudi making 

Futures weaken to create the doubt in traders minds. 
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The half hour or so the market had been open was quiet and 

when Rudi through his grenade into the options and futures ring – 

the traders all fell into line and allowed Smackers to make his 

purchases without fanfare or impact on the spread pricing.  

This once again proved to Rudi that the market had been 

tamed - and nobody knew a god dam thing about what SBS were 

up to. 

Smackers played his role perfectly and did a great job with 

the purchases – nobody took any notice of the SBS buying of the 

physicals – all the attention was on Bains and Schroders in the 

Futures pit and their action to sell.   

By mid-afternoon Rudi backed off his sell posture and that 

saw the physicals go bid and correct the morning’s weakness – 

the futures also went bid with a little nudge from SBS.  The goss 

at the end of day was the SBS took a bath on their futures play. 

In fact the net profit from the physicals, FRA/Futures and 

options play for that day produced a $300k profit.  Futures and 

physicals both finished well bid and the spread was at .04 pips.  

It was just beautiful and Rudi was on a cloud so high he felt 

he was shaking hands with GOD … It was time to go and cop the 

markets rousing over getting it horribly wrong – all the while 

playing the wounded bear. 

 

 


