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Chapter 31:  Trading Diary – 10th 
Mar 1988: 

 

Rudi’s thoughts next morning were mischievous as he drove 

to work early again.  The spread trade was behaving orderly and 

limping its way to the finish line.   

The days plan mulling over in his mind was to blow the 

spread out by selling some physicals early - then dumping futures 

pushing the physicals out further.  If it went to plan, SBS would 

be able to buy back their physicals and bring more stock on board 

- and shorten the markers position.  The by-product would be 

some good profits.   

The concern was in how a short sell-off would impact on how 

the market responded to option prices and the closeout strike.    

The theory behind this mental pinball of a sub-strategy 

connected with the consequences of arriving at the 88.00 

benchmark too early in these final days of the countdown.   As he 

pulled up and parked his car he had made up his mind and was 

going to shake things up a bit.   

He thought it would liven things up and be a distraction … 

some mis-direction in the countdown.  

 Rudi explained the plan to Smackers and he was confused.  

His concern was in testing these markets so close to the end 

game finish line.  At the same time, he was prepared to do 

whatever Rudi wanted because he was not fully aware of what or 

how Rudi’s mind worked.  He just knew that the end result 

usually resulted in Rudi winning the battle.   

The future’s opened bid and the physicals were also bid.  

Smackers let go $50 million of Jan ‘98’s and then Rudi hit the 

futures.  He first rang Manny and asked for a quote in 88.00 

March puts for 500 lots.  With the physical and Futures market 
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bid he expected the puts would be weakly quoted and it would be 

an opportunity to wind back his position.  Manny came back with 

a 08/11 quote and Rudi bought the puts at .11 for 500 lots.  This 

meant Manny would be a seller of futures unless his position was 

a square up.  

He then rang Claudio and said, ‘Sell March 10 years at 

market for 500 lots.’  Claudio rushed to the pt and gave Phil the 

order personally – Rudi heard Phil offer the 500 straight-up - The 

market quickly sprang to life and suddenly sellers came from 

everywhere without there having been much trading done at all.  

It was the fear of being caught and blindsided when ever Bains 

came to the market.   

‘Fuckin turkeys,’ Rudi thought to himself as he watched the 

price action on screens and heard Claudio’s report on the pit 

activity.   

‘A bunch of gaggers following false leads,’ he spoke down 

the line to Claudio.   

Claudio agreed and they hung up to watch the rest of the 

play. 

This was just a market flurry with no purpose other than to 

establish a wider spread and see which side produced the better 

value.  With the stock release into the market traders pushed the 

physicals 3-4 pips, yet the futures had dumped 7-8 pips.  Rudi 

rang Claudio and told him to, ‘ off all offers - buy back 500 softly 

at market … I don’t care if I’m net long on the trade.’ 

At the same time, Rudi told Smackers to buy some physicals 

to establish some day trade profits.  By the end of day the spread 

settled at 5 pips, and outside the fair value line.  

It was the confirmation Rudi was seeking.  The market was 

not going anywhere other than where he led it.  He had the 

market in a vice like grip.  The only time it could breathe was 

when he took the pressure of it a little and let it escape only to 
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play with it again.  He was the cat and the other traders were the 

mice in this game.  It was hardly fair he thought to himself.   

He knew his thought patterns were raw hubris and 

arrogance.   He dare not show this to anyone around him, but it 

was the truth.  He was acutely aware of the dangers of over 

confidence and over playing his hand.  Besides … no one liked a 

smartass. 

Second guessing the market is a game that every trader 

plays silently and with themselves.  The days activity was such a 

play, Rudi wanted to confirm what he already knew.  With so 

much at stake, this day’s activity acted like a release valve and 

allowed Rudi to test the resolve of the market.  The only thing 

that he now feared as this countdown entered its final days was 

the RBA becoming alerted to what was happening.   

He still gave that very little chance.  But if it did happen, 

there was really no plan that could cover what might happen.   

Everything that was needed to cover any other event was in 

place.  It was just a case of staying the course and let the market 

follow the course that had been set.   

Thoughts of the regulatory discovery were there but not 

considered because no-one was looking for a trade like this.  The 

SFE regulators would not have been able to line up any evidence 

that something was afoot.  They were happy with the increased 

volumes and the Clearing house and SFE fees that generated.   

The RBA as stated would have to have one seriously far 

sighted staffer looking for this sort of market activity, and then 

they would have to understand what was afoot.   Rudi could not 

see it happening.  Maybe in some after hindsight way if the 

rumours pointed to some sort of ‘sting’, the RBA may make some 

enquiries, and do some historical research. 

The measure of risk in the trade going awry was now down 

to zero by his calculation.  It was not just Rudi who was seeking 

an 88.00 closeout, every option market-maker was also now 
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targeting that strike price to maximise the profit margin on their 

book.  

The afternoon session started quite after the morning flurry.  

There were enquiries from bond-traders to buy and sell Jan ‘98’s 

with a forward settlement date 7 and 14 days out.  These were 

interesting offers and were aggressively priced.  Smackers kept 

Rudi abreast of this forward market and he took note.  They were 

post closeout date settlement and were linked to the hedge 

rollovers about to start out of March and into June.   

Smackers did his fair-value module pricing on the quotes.  

He said there was value in selling the stock in portfolio forward if 

Rudi wanted to reduce risk exposure before the futures closed 

without the stock entering in the market.  

Rudi had no real thoughts on what he was going to do post 

the Mar’ 88 futures close out.  It was a consideration to think 

about if this closeout went as expected and remained un-noticed 

by regulators.  This strategy could become a business model for 

future closeouts.   

Until the RBA issued more 10 year maturities and grew the 

volume and spread of benchmark stocks, the 10 year bond 

futures contract would always remain vulnerable.  Going to the 

same well he was currently gorging on now, was still far too early 

to call.   

The SBS portfolio was still looking for good yield returns.  

The Jan ’98 position was still offering the best yields available in 

the market and the trend to lower yields was entrenched.  They 

might be a correction post March closeout – but that would be 

just present better buying opportunities.     

Rudi’s assessment would come down to whether he should 

position the portfolio for such a correction.  His thoughts had not 

changed and remained that the market would have a crack at 

breaking through the 12% level.  Rudi discussed this and other 

possible alternatives with Smackers every day, and they were of 
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like mind.  As for the future direction post the March futures 

closeout - Smackers was not certain.   

He was a trader of the intra-day moves and responded to 

smaller intra day type moves as opposed to positioning for the big 

moves.  Over the time they had been together both respected 

each other’s strengths and as always, this mutual respect helped 

Rudi sort out any hesitant thoughts. 

Rudi took Smackers advice and agreed to sell some of the 

portfolio stock forward out fourteen days.  He wanted to keep this 

stock as far away from the futures time-frame as possible.  He 

told Smackers to do this but to be both sides of the market so 

there was no inference or read into the deals - especially the hint 

of unloading a position.   

When Smackers monitored this forwards market – the price 

structure made it obvious there was a strong buyer slant.   

An hour later Smackers advised he was losing stock quickly 

and it was getting hard to price his bid where he was not buying 

under where he had previously sold.   

The spread on this market was haywire and the June futures 

price was already reflecting a spread of 25-30 basis points.  

Someone had bid the June futures aggressively and the play was 

to buy the benchmark physicals against the futures spread.  The 

exact same play Rudi had been doing for the last 2 months. 

This perked Rudi’s interest more so and they both became 

aware of this market’s aggressiveness.  This presented new 

options and Rudi became more conservative as he believed the 

market was getting ahead of itself.  His first priority was to see 

off the March closeout first and he did not want aggressive 

bidding in physicals 7-14 days out to impact on a frenzied futures 

buying spree into the March closeout. 

This posed some potential problems.  Any direct action to 

play with the spreads for the June contract could have direct 
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impact on the spot physicals and thus impact on the March 

closeout price.   

To offload stock into the forwards price was one way of 

holding yields up but at the same time, it exposed the stock to 

trader’s hands and could backfire.  The only solution was to close 

the spread in the June contract to take the heat out of the bid 

price for the forward physicals. 

Rudi decided the best way to do this was to sell June futures 

against the spread at the same time as unloading physicals into 

the forwards market.  As the afternoon progressed, the spot 

month spread was stable and had a tight trading range of 2-4 

points.   Most business was done mid range and it closed on its 

high.  

The end of day spread closed at 3.5 points and the physicals 

were quoted at 12.10% at end of day.  The June contract 

remained over-bid and that spread was all over the place and 

reflected no fair value correlation.  This told Rudi that he rollover 

of hedge positions was the cause of the distortion and this was 

not a big concern this close to the March closeout. 

Another day closer to the 15th was what Rudi was thinking as 

he drove home that night after spending a few hours with 

Smackers at the Rugby Club playing snooker.  It had been weeks 

since Rudi had been home for dinner – and tonight was no 

different.  By the time he arrived home most of the days activity 

was cleared from his mind.  When he walked in the front door – 

all were in bed except his wife and they spent a quite evening and 

went to bed early.  

 

 


