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Chapter 11:  

Nov ’87 – The “Sting” Phase 1: 
 

It was the day after the 2-UP game and Rudi was nursing a sore 

head.  He had drunk a lot more after the 2-up game finished and 

stupidly drove home around mid-night.    

The new day was full of calls from people who had heard about the 

2-up game.  They commented on what they had heard and wanted 

confirmation – they were also expressing their sorrow and having 

missed the event.  It was an easy conversation topic and there was not 

too much dealing done on the SBS desk that day – Michael took care of 

most of the deals.  

Rudi’s daily deal sheets summaries for that day show only ten 

deals done - mostly overnight cash stuff.  Michael enjoyed his tame 

baptism in looking after the desk - there would be many more over the 

next few months as the SBS became more involved in the professional 

markets. 

Honestly, it took Rudi nearly two days to fully settle back into 

Treasurer mode. The rest of the market was seemed similarly impacted.  

From the tone of the calls and the people who were making them - Rudi 

knew the SBS market profile had grown another notch.   

He was enjoying the notoriety and accepted a number of in-house 

luncheon invitations over the ensuring weeks.  This was fortuitous for 

Rudi.  It presented him with the opportunity to meet first hand a 

number of other fixed-interest market makers he would be dealing with 

in the coming months.  

He continued to speak to Smackers about his plans and was trying 

to keep him interested in the new SBS Fixed Interest dealer position.  It 

looked like it would not be until the New Year before he could be able to 

offer him a position.   

In the interim - there was still plenty to catch up on.  Rudi’s 

continued thoughts about the ‘master strategy’ required he do some 

historical research on past 10-year futures contract closures.  He kept 

this to himself - he did not even share this information with Smackers at 

this stage. 

He knew the general structure of the contract and its specifications 

etc - its non-deliverable component - and how the expiry closure was 

priced against benchmark physical bond stock.  He knew that there were 

up to 5 quotes gathered from a block of market makers who quoted 

their pricing on the benchmark stocks to the SFE.  These quotes were 

submitted at the same time the futures contract expired.  That was 

always on the 15th of each financial quarter month at mid-day.  If the 

15th fell on a weekend or a public holiday, the next market trading day 

became the closure/settlement day of the contract. 

Rudi did not know which market makers were members of that 

pricing committee - or which benchmark stocks were used in past 

contract closures.  This was important information and necessary 
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research for what Rudi was planning.  What was more important was 

which stocks were to be used as the settlement pricing stocks for the 

Dec ’87 and Mar ’88 closures.  He needed to be 100% sure about both 

these matters to entertain what he was researching. 

He was now lunching at least 2-3 times a week with Claudio 

Hernandez and Bob Hickman - both floor traders from Bain Refco 

Futures.  The regular haunt for these lunches was the Wentworth Hotel 

on Philip St - about a five-minute walk from the SFE.   The Wentworth 

was a regular market lunch haunt and after a few weeks of dining there 

-  it was becoming a standard joke when they would all order chips with 

their meals.     

The first time they ordered chips - they were told the chef did not 

do chips.  Each time they returned for lunch they continued to order 

chips and went through the same rejection each time. They felt strongly 

enough and decided to come up with a plan to convince the chef to 

provide them with chips with their meals.   

The next occasion they dined there they went through the normal 

routine and ordered chips as a side dish with their main course.   

They were again told, ‘sorry, the chef does not do chips’.   

They had settled on a plan before the meal and it was put into 

play.  They suggested they send a junior staffer out to the nearest 

Macdonald’s to buy some chips and serve them up on a platter.  The 

waitress laughed at our suggestion - fluttered her eyes and asked did 

they want to see the Manager?   

She knew they were regulars and she had had this discussion in 

part before.  Within minutes, the Manager was at their table.  This had 

also happened before.   

It was like the 80’s movie, ‘Ground Hog Day’ - with Bill Murray 

playing the groovy reporter who wakes up at the same time every day 

on the same day, and it becomes just a replay of the same events from 

the first day.  That flashback came to mine immediately … spooky. 

Claudio took the lead with the Restaurant Manager - he bought 

with him all his current month and past month Wentworth lunch 

receipts.  The total spend averaged over $200 every lunch and Claudio 

had over 25 receipts – he explained to the Manager that with that 

amount of patronage - he and his guests had a right to ask for chips.   

He produced the receipts to reinforce his point – and reinforced 

what business the Wentworth were risking unless they complied - it was 

a good argument and Claudio presented it so well - or so they all 

thought.  This was just boys being boys and trying to stiff up a bit of 

crap - an afterthought way it was bullshit – but this is what the market 

was – the traders all felt invincible and these sort of games were on the 

go all the time. 

The seating in this restaurant was such that no matter where you 

were seated - it allowed you to see the kitchen through a glass window 

from your table.  If you were so inclined you could watch the chefs 

preparing the meals.   

Rudi had only sent back a single meal the whole time he had been 

dining there.  It was a steak meal and was served too rare - when the 

meal was returned Bob Hickman who was watching the kitchen told Rudi 

to look at the filthy look the chef was giving their table.   
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Rudi looked up and saw the chef - hand on hip with his meat 

cleaver going up and down on a breadboard – he was looking directly at 

their table.   

There developed a bit of the history to this ongoing story - this 

latest ‘chip/fries’ episode was an ongoing part of that story.  Today’s 

events was an attempt to extract some pay back for the intimidation 

they all felt the day Rudi had sent the steak back.  It was just good 

harmless fun to start with - but in the aftermath of Claudio’s producing 

his receipts – the Manager ensured they were served chips whenever 

they wanted from that day on.  The Manager conceded and everybody 

at the Restaurant all had a little cheered when chips came out with their 

mains.  The upshot of the win was that whenever they dined there – 

chips were on many tables and it was viewed as more of a moral victory 

than anything else.  

The chef would always have the last say - they would never really 

know what happened to their food before it ended up on their plates.   

Rudi can honestly say, ‘he never ever had a bad meal there after 

that steak had been sent back.’ 

Anyway, this luncheon was in the middle of just another normal 

market day and they were discussing the mornings activities and having 

their normal lunch meeting.  With his research relating to the past 

futures closeouts -  Rudi pretty much had all the research material he 

wanted or needed on past 10 year futures contract closeouts.  

The next spot1 month was December ’87 - the physical 

Commonwealth Bond maturities that were to be used to benchmark that 

futures closeout price were the Mar ’97’s, Sep ’97’s, and Jan ’98’s.  

What Rudi still needed to know was the exact procedure and 

sequence of events that transpired after the futures contract expired at 

midday on the 15th December 1987 - and how the close out/settlement 

price was determined.  There was a delay of some 15 minutes after the 

contract closed at midday before the settlement price for contract price 

closure was announced.  That 15 minute window was a problem for Rudi 

– he had to know what happened after midday and the time lapsed 

before the physical closeout price was announced. 

In the ‘strategy’ that was formulating in Rudi’s mind - everything 

depended on which stocks were used in determining settlement prices in 

the non-deliverable contract and how those quotes were delivered and 

used to determine the settlement price.   

The trial run of his plan was going to be against the December ’87 

futures contract and it was vital that Rudi know everything there was to 

know about the close out and the settlement procedure. 

To his initial surprise - both Claudio and Bob had no idea how the 

settlement price was derived from the physical market.  These guys 

were Futures brokers and their concerns were about order filling and not 

the technical aspects to how the contract was settled.    

He did not want to let on too much during lunch as he was still 

developing the plan and it was far from complete.  Rudi made some 

mental notes of things he still  needed to follow up on and do more 

research.   

                                           
1 The next maturing Futures contract 
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The fixed interest dealings Rudi had since he joined in August had 

proven to be very profitable experiences.  The SBS had survived the 

October crash well and Rudi was very comfortable with where the 

portfolio now sat.  The restructure completion was a fortuitous outcome 

– but having struck gold and now with a very liquid portfolio and a bank 

full of profits – he was willing to continue his advance to use the 

portfolio to increase the SBS Treasury returns.  In the aftermath of the 

Oct ’87 crash there were plenty of opportunities and Rudi was prepared 

to take advantage of them. 

There was a bucket full of 10 yr stock still sitting in the portfolio at 

above 14% yields.  Given where yields were currently – the SBS had 

Rudi had not traded the Mar ’97 maturity or more than $1.5 million in 

profits in those positions.  In his dealings in these fixed interest 

securities - he learnt very quickly about the ‘spread’ value relationship 

between the futures and the benchmark physical stock. 

The Stock Market Crash was still causing many Banks and other 

market players plenty of fallout pain and volatility.  Some of the more 

flamboyant entrepreneurs in the Australian market were hitting the 

headlines with liquidity problems.  

The rumours focused on those headliners - Alan Bond –Spalvins - 

Homes a Court - Tricontentinal and the State Banks were all being 

talked about.  Most important of these was the State Bank of New South 

Wales (SBNSW) - the owner of all the fixed capital issued by the SBS.   

Rumours around the market had the SBNSW losing $100’s millions in 

write downs over some of the big ticketed CBD property deals they had 

funded as Banker.   

There were very little professional dealings between the SBNSW 

and SBS treasury operations.  Their paths in the day to day market 

activity just did not cross.  Wayne Dixon was one SBNSW trader with 

whom Rudi had a close dealer relationship. They had both worked for 

Lloyds in the early 80’s - Rudi in Brisbane and Wayne in Sydney.   

Rudi had lunched with Wayne earlier in the year before he joined 

SBS.  This gave Rudi a summary understanding of how the SBNSW 

Treasury desk operated at the time.  Wayne explained the culture shock 

he experienced when he first arrived there and hinted that he missed 

the old Wild West days at Lloyds.   

All that had changed in recent months.  The SBNSW lost their 

Treasurer - and when he walked 20 or so of his Treasury team also left.  

It had a lot to do with the new CEO - John O’Neill.  The previous CEO 

Nick Whitlam had left after his seven year tenure expired.  There were 

all sorts of mumblings about O’Neill’s appointment had how he 

leapfrogged more qualified Bankers nominated for the position. 

Rudi was not aware of it at the time - but the SBS CEO Denis 

Cleary’s relationship with the O’Neill was a smouldering feud.  This 

would play a vital role in what would transpire just a few months away.  

Cleary though he was the first choice pick for the SBNSW CEO position 

after Whitlam’s term expired.  He believed he had a deal with Whitlam – 

someone sure got the wrong end of that deal and Cleary was livid. 

Rudi’s researched continued, wanting to structure a historical price 

relationships between the spot futures, and the spread of each physical 

stock used in the settlement price determination. Rudi’s plan was 

becoming more real in his mindset – it was still just a hypothetical plan 

at this stage.   
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The markets were about strategy - reading of interest rate trends 

and anticipating any change in those trends.  Since the October crash - 

equity markets had responded in a panicked and frenzied pattern.  

Interest rates had their initial panic as well – investors were now 

switching to interest rate returns as opposed to the equity markets and 

the yields of 14% for Government Bonds looked very attractive.   

This bode well for continuing falls in interest rates - at some point 

investors would became frustrated with the short end yield differentials 

and begin to structure their investments further out along the yield 

curve – when that happens the 10 year bonds will become very 

attractive and their yields will fall.  This would be great news for the SBS 

and Rudi was positioning the portfolio to take advantage of this.     

To add to Rudi’s positive views on yields - further business shocks 

were likely as business failures continued to spook the markets in the 

fallout from the stock market crash.  This would only reinforce the move 

for investors to purchase more secure assets - this in turn would further 

drive Commonwealth Government bond yields lower. 

This was developing into a perfect storm for a portfolio investor in 

interest rate products.  Provided they had the liquidity to buy at the 

distressed levels that the market offered in the post crash period – Rudi 

was now sitting on a goldmine about to produce quantum returns.  It 

could have been so different if he had not pushed for the portfolio 

restructure and sort to move the stock as aggressively as he did.  The 

portfolio revaluation had the restructured stock not been sold was $25-

$30 million.  If the SBS was forced to take those sort of capital losses – 

it would have made the SBS technically insolvent.     

 


