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Chapter 14:  

The “Sting” – Phase 2: 
 

December became another important phase in the planning of the 

‘strategy’.  Rudi’s inner belief about this plan was becoming stronger as 

each piece of the jigsaw fell into place.  The ‘cog's’, and their sequencing 

were all becoming aligned.  

In his view - the Australian Fixed Interest market was ripe for a 

royal plucking.  The Fixed Interest (FI) market was full of older style 

official dealers who had been a protected market species for many 

years.  Younger and hungrier traders were now in the mix and the ‘old’ 

timers were at odds trying to compete.   

Rudi’s entrance into the FI market only added to this mix and 

along with the younger and more aggressive traders - the ‘old’ timers 

were forced to try and play the same game to stay in the game.  In 

doing so - many were out of their comfort zone - the role they had 

played in the market for the last 20-30 years was history and new ways 

were being forged. 

Following the ’87 crash in October, yields on the ‘long bond’ - the 

10 year maturity - had fallen from well above 14% to 13% by early Dec 

’87.  

The SBS had translated this move into some very good profits 

from their purchases above the 14% levels.  The move in yields was 

continuing to trend downward with the continued liquidity and 

cautionary policies of Global Central Banks.  Liquidity was awash in 

global markets – and investors were becoming more comfortable locking 

in these higher yields further out along the yield curve.  This was 

foreseen by Rudi and it gave him more confidence that he was right – 

and gave him more reason to play the ‘naked’ exposure game.   

He elected to continue to leave a large part of the portfolio un-

hedged since the October crash.  Volatility was still a factor within the 

markets – this resulted in the pricing in futures and options markets 

gifting the spread traders greater margins to operate within.  This also 

gave Rudi confidence in the regathering of liquidity in the options 

market.  

 

********** 

 

As part of his continuing research - Rudi had identified  the top 15 

or so bond traders – and had a good idea to their limit structures – 

estimated to be $20-$25 million of naked exposure.   

This translates to these traders running their positions without full 

futures or other hedges in place – this would change if the spread value 

altered to a point that forced them to hedge their position.  This was 

exactly what Rudi planned to do in this period before the Dec’ ‘87 
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Futures closed.  It was an experiment to gauge their responses – both in 

terms of timing and price moves  - and learn from their responses.   

This information would be crucial in tagging individual traders and 

the types of responses they offered when their comfort zone became 

pressured.  This would allow Rudi to better judge which players were 

more responsive and reactive to spread moves.   

the first week of December fed just over $500k into SBS Treasury 

profits.  This was all achieved from spread value trading.  With these 

profits as a Bank - Rudi made the decision it was time to try his planned 

test of the ‘spread value’ relationship between physicals and futures into 

the Dec futures closeout.  He deemed this necessary to better gauge the 

markets responses - tt was a testing of the ‘cogs’ so to speak - to make 

sure they all rolled and nested well with one another. 

At months beginning - the spread was at 6-8 pips and shrinking 

every day.  That was very close to ‘fair value’1.  Rudi’s plan to attack the 

market was like an action plan for war.  It had at least three stages of 

frontal probes - and then another two stages in reserve if he needed 

them.   There were additional flanking and diversionary moves that 

could also be called upon and used if needed.  It was set up like a chess 

board and Rudi had his planned moves and counter moves well 

structured in advance.   

It was a one man operation and the plan would only rely on Rudi’s 

Trainee Dealer Michael to assist in the execution phase of the operation.  

Michael had the best seat in town to what was going to be the best show 

in town  He knew nothing of the plan – but he was active in the 

executions – mainly taking messages and confirmation of deals. 

Rudi had discovered that whenever Manny - the options dealer 

from Schroders - gave him a 2-way price that initiated a deal - Manny 

would immediately need to sell or buy futures to cover his own option 

risk exposure.  This told Rudi so much about Manny’s operation - or it 

may have just meant Manny was respectful of Rudi’s positioning - 

fearing price action within the market might be about to happen.   

Manny was a smart operator and Rudi had immense respect for 

him.  If Manny was second guessing Rudi’s trade patterns at this early 

stage - that would be a problem if the ‘strategy’ ever came into play for 

the March ’88 closeout. 

Manny’s only market to get his hedge cover was the futures 

market.  That left Manny exposed if Rudi decided to take that market 

away from him.  Rudi had no intention to burn Manny – he needed him.   

The arrangement Rudi wanted with Manny was one where he could 

confidently offer the SBS Treasury the volume needed to position the 

option hedges and structures as part of the planned SBS ‘strategy’.  

Burning him now would defeat that purpose.   

Rudi was using his options program and knew pretty much how 

many futures Manny needed to remain neutral.  Rudi had done this 

twice before with Manny and watched his response on the SFE floor.  

Claudio and Bob - his futures brokers at Bain’s - were his eyes on the 

floor and Rudi could now tell them what and when Schroders were going 

to do before the orders hit the floor. 

                                           
1 The ‘fair value’ equation representing the funding advantage in holding 

physical stock, as opposed to future’s positions. 
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Rudi had inadvertently taken Manny’s futures price - his safety net 

- away from him in a similar deal done in late November.  Rudi and 

Manny had a discussion after that event and Rudi gave his assurance 

that he would tell Manny if it was going to raid the futures market at the 

same time he did options deals with Manny.  That way Manny would be 

able to price his options with full knowledge.  There would be some 

finessing of these arrangements and both knew this.   

During that phase of the research - Rudi had been trailing 

response times between the options, physical, and futures traders 

responding to deals being dumped on to the FI physical market traders.   

This current planned exercise was to be the reverse of that 

pattern.  Previously, it was a futures dump to see how the physical 

market responded.  This exercise was going to be a physical dump to 

see what impact it had on the futures market.    

Manny had also quickly switched onto Rudi’s trade pattern and on 

this deal, he asked Rudi to give him a few minutes before he did his 

futures.  Rudi was gentle with Manny and gave him a heads up and let 

him get his futures without jumping ahead.    

In this deal - Rudi had ‘given/sold’ Manny 300/87.00 Dec calls, a 

face value of $30 million.  A few minutes later, the deal crossed in the 

Bond Option pit between Schroders and Bain Refco.  Manny was at the 

same time in the process of selling his futures contracts to square his 

risk position.  Manny’s activity in positioned a number of the futures 

traders/locals, ‘long’ in the market.   

The next stage in Rudi’s trial play was to hit the bid side on the 

MMD Broker screens for all the stock and volume displayed.  In other 

words the whole bid side of the screens would just disappear in front of 

the traders.  That meant SBS had either sold stock from its portfolio, or 

shorted stock to the value of the bid volume shown on the screens.  On 

this particular occasion, that volume was $75 million of varying 

maturities.   

To get the impact value from the market and its response, this 

tactic had to be timed to perfection to get the maximum result.  If SBS 

did not own the stock, Rudi knew where he could borrow it to cover his 

position.   

The screen vision of all the ‘bid’ prices disappearing - along with 

the broker squawk box’s in every dealing room  going berserk with 

Broker chatter about the deals they had all just seen - put all the traders 

on the other end of those squawk boxes on high alert.   

Their individual and collective responses would be automatic and 

Rudi knew this.  Human instinct takes over when unexpected events 

happen.  This is the markets responsive guarantees that heady traders 

know.  They wait for these instinctive responses and use them as a 

timing alarm or barometer to pounce. 

Rudi was looking for the ‘shock’, ‘horror’, ‘jump in’, ‘cover my ass’ 

type responses - he expected it to happen within minutes, even 

seconds.  

At the moment the ‘screen dump’ happened - all the traders were 

taking a step back from their screens.  Most would be rushing to their 

phones to talk to their broker and try to find out who was behind the 

mayhem.   
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The Brokers would then add their emotion to the equation and for 

those initial moments - every trader felt they were base jumping without 

a parachute.   

Adrenalin would be rushing through all the dealers’ veins and 

those who were flat, were rushing to the toilets or stairwells to give 

themselves a quick snort or pick me up.   

Those who had their bids ‘taken’ would be the first to know who 

the seller was.  All the other traders would be watching the futures 

screens to see if additional flow-on responses impacted the spread value 

pricing.   

For the traders who received stock - there was always anxious 

moments trying to unwind or put any futures hedge in place.   If the 

spread moved against them - traders had to make quick fire decisions to 

either chase a market going against them or hold their position and wait 

for the market to bounce back.  These initial ‘knee-jerk’ responses were 

the lifeblood for most traders as they tried to take advantage of nervous 

and inexperienced traders.    

Sometimes it would be those experienced traders who got them 

selves hooked up in the snare trap as they became overconfident or had 

misread the market.  Nobody is safe in the market - and the game is 

played that way for a reason. 

It is heart wrenching stuff for any dealer as you see the safety net 

you have in place disappearing before your eyes.  It is split second 

timing and decisions, and dealer/trader reputations are built on being 

able to make the right call at the right time when faced with these ‘leap 

of faith’ decisions.  

The visual image of seeing a whole heap of bid prices disappear all 

at once is an old ramp trick used to create some mayhem in the market.  

There were some players who used it during the previous few months in 

the aftermath of the October crash - it does lose its impact if overused.  

At this the time - the markets were already on high alert and edge.  

The market term, ‘running scared’ was very apt during periods like 

this.  In none of the previous times Rudi had seen the play, did there 

appear to be any follow up via the futures or options markets.  Once 

again, Rudi lived and learnt.   

In this ‘play’, the buyers who had been given stock from the 

Broker deals knew they were now ‘long’ or squared away on a previous 

short position.  For those who were left ‘naked’ and exposed with no 

hedge - the futures price and therefore the ‘spread value’, was now 

moving against them.   

The next stage in Rudi’s plan was to hit the futures price directly in 

an aggressive way with intent to move it at least another 5-7 pips away 

from the traders looking to put their hedges in place.   

If the traders with low thresholds were not in a ‘cold sweat’ before 

this happened, they were now about to experience a ‘market fear’ that 

would become very common in the next few months. In total timing, it 

was only 2-3 minutes from start to where the market was now.   

The reaction to the price moves in both markets was spontaneous.  

The impact of Rudi’s options - physical - and then the futures deals - 

created multiple sellers in the market all trying to cover their long 

positions inherited a few moments earlier. 
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The SFE Local traders and market futures traders were already 

‘long’ futures way above current market levels on the back of Manny’s 

selling.  They were losing big money and already looking to dump their 

position.   

The physical traders were sitting on stock and their ‘spread value’ 

had blown out to 10-12 points - they were also on their thresholds and 

about to dump as well.   

Manny from Schroders was sweating his position as the spread 

blowout affects his ‘delta’2 ratios if he had not fully squared himself.  He 

would have to do some more selling to keep his risk exposure square.   

The reality of the impact of Rudi’s actions caused on those three 

market trader groups - all separate from one another - but linked to the 

same market - created a perfect storm environment.  These were the 

three frontal probes Rudi initiated as his first strike.  

The mini panic attack that was going on all the associated dealing 

rooms was the emotional turmoil that was about to give Rudi his victory.  

All it would take now is a bit of follow up selling in the futures market, 

the same market where everybody was running to cover their asses.  

This trigger pull and its impact will force traders to bite the bullet and 

cover their positions.  Game over.   

This would then become the ‘gravy ride’ and it was just starting for 

the SBS.  This same play was played over and over during the next 

three months and it never failed.   

The harshest reality to face in markets is the unexpected.  Within 

the trader group that trade any markets professionally - they all 

generally know each other - or get to know eachothers individual trading 

styles.  They all become very uncomfortable when a new player enters 

the fray.  They just do not know what to expect.  This was their issue 

when trying to access the SBS Treasury and their emerging role in the 

professional FI market.   

This unknown quality factor was also an advantage for the SBS.  It 

kept the market guessing about what a player like the SBS was likely to 

do or up to.  This was a good thing and always kept the traders alert 

and in a reactionary mindset.  If they were on edge, you were half way 

to winning the battle. 

The SBS’s strategy was a simple attack plan.  It could all go 

horribly wrong if timing and mis-calculations were made in profiling the 

markets collective ‘twitch’ - that ‘twitch’ being different for every trader 

out there.  It was the total sum of all those ‘twitches’ that gave the 

market its profile.   

If the market wants to ‘buy’ - or be ‘long’ - there is no real way 

you can convince them otherwise. Try and push them too far and 

collectively - the surge and push will come back like elastic and smack 

you around big time.  When that happens you have to devise a new 

game plan - else the market can read your play too easily.   

The timing in these plays has to be exact - as does the setup 

before you pull the trigger.  The lag between shock/horror responses 

and the market catching up with itself is that lull before the storm.  If 

                                           
2 The Delta value: the degree to which an option price will move given a 

small change in the underlying stock price.   
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you have caught the market off guard - and have read the trend right - 

it was all over before it really began.   

It you try this approach too often it will be you that wipes the egg 

off your own face and limps home dragging their heels.  Its success is in 

the shock responses and you have to be prepared to push it all the way 

to hammer home the advantage if required.  Bailing half way through is 

the ‘falling on your sword’ traders talk about.   

‘No balls, no glory,’ is the saying. 

This is the fundamental and most important reason why dealer 

limits are an absolute necessity when trading markets.  Ego’s and the 

emotion they generate in the heat of the moment can lead you astray if 

limits are not in place. The market is full of stories where $million’s in 

losses have resulted.   

It can happen in a few minutes if you get it wrong.  Limits keep 

the dealer in check as being aware of how much powder they have to 

trade within.  It brings respect back to the equation and trading within 

limits keeps the market in check.   

Knowing the limits of your opponents was like knowing how large 

their ‘chip stack’ was at a ‘no limit’ Texas Holdem poker game.  The 

SBS’s game plan was to make every trader have to bet their limit each 

time they played.  That way they were kept out of the real game and 

kept losing their ‘anti’ whenever they were the blind.   

They would never be able to read the SBS playbook - not if Rudi 

used different tactics, and subtle ones at that.  Any attempt to bluff or 

try to match stakes with the SBS, was a blind man’s bluff game they 

would surely lose in the long term.  No one out there knew anything 

about the SBS Treasury limits.  How could they - officially they were non 

existent. The only limits the SBS were using were the limits Rudi was 

self imposing.   

That was an awful great big gamble by the SBS Board and the SBS 

Executive Management.  However to date, there was over $5 million in 

the profit margin and they were happy with the results.  Rudi was safe 

just as long as he kept the profits rollin’ in.   

Understanding and knowing you had the power to influence a 

market in this way was one thing - having the ‘elephant balls’ to take 

advantage of it was another step up the ladder.  

For the SBS to be able to do this same play for as long as they did 

- spoke volumes for its intimidatory impact on the market.  It also 

demonstrated how the market never understood the play that was going 

on - and also spoke volumes about the other dealers in the market not 

being able to counter the play.   

In this game of ‘cat and mouse’, Rudi knew he overmatched the 

market in limits, naked exposures, and his abilities as a trader prepared 

to back his judgement every time.   

He did lose some battles, and when he did he lost graciously and 

paid tribute.  The trick was not to lose big money and get out of the deal 

as quickly as possible.  This was what the safety nets were for.  Rudi 

always knew where his exit signals and signs were. 

This is the essence of who traders are in the marketplace - and 

how traders often live and die by the success of their last trade.   
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Good traders know this and deliberately try to flush out the weaker 

players.  The weaker players know who they are and their strategy is to 

be the scavenger and feed off the crumbs left behind.  If they try to 

reach above their station in the natural equilibrium of the market place - 

they bring themselves undone because the ‘big dog’ beats the shit outta 

them.   

********** 

On this particular play, Smackers rang Rudi right in the middle of 

the ‘sting’.  

Smackers said, ‘What you up to?’ 

Smackers knew that Rudi knew what was going on and who was 

behind what was happening.  Rudi also knew the purpose of Smackers 

call.   

Smackers was trying to save his own ass and wanted Rudi to tell 

him what was afoot.  He just happened to be one of the traders sitting 

long at now bad levels.  Actually, he was one of the buyers who received 

stock from the Brokers screens at MMD Butlers.   

Rudi had a smile on his face and cut straight to the chase - ‘how 

much you in for?’ 

Smackers replied - ‘$20 million and I am just about to dump my 

position’. 

Rudi cut him some slack and said - ‘cover your ass - this thing is 

gonna fall another 10-15 pips before the day is out’. 

Smackers said - ‘thanks … see you for lunch, OK’. 

Rudi said - ‘I will confirm … gotta go, cya’. 

The information Rudi had just given Smackers was a heads up for 

him and at the same time - it meant Rudi could wait a little longer 

before he had to show more volume.  Smackers was gonna do some of 

his work for him.   

All is fair between good friends in the market.  Smackers wanted a 

‘heads up’ and Rudi gave it to him - now Smackers was going to pay the 

price for that information. 

Sure enough, Bain Refco rang and said CIBC’s broker was selling, 

they had showed 200 lots on the offer.  Smackers was just squaring his 

position, he was not stopping and reversing.  Smart move Smackers!   

It was interesting Smackers was doing it against futures.  Rudi was 

betting that he was just locking in a spread that he could unwind down 

the track.  It was a dangerous play, but held the losses over until a later 

day or more appropriate time.  Rudi never felt any emotion over 

Smackers locked in losses – the markets are a war and there are only 

the victors.   

The CIBC futures floor trader chased the market – that generated 

more selling and in the next 5 minutes the market was down another 8 

pips and the physicals were on the move as well. 

The spread had blown to 15 pips without the Physicals doing any 

real trading.  The price movement was all in the futures action.  The 

arbitrage traders were blown away and they would be the next to enter 

as forced sellers.   
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There is no real defence response to a trade like this unless 

someone see’s it coming and decides to take a stand.  That battle makes 

both parties potential big-time losers.  In the end game, neither can 

unwind their positions without blinking first.  When that party blinks, the 

other has the immediate advantage.  The player who blinks is often the 

one who has no limit left or is weakened by the others resolve.  

Many traders try this tactic and weaken at the crucial moment.  

That moment is often the precipice - on one side is the abyss to oblivion 

and a career change - the other side offers quick promotion and hefty 

bonuses.  The safe play is to not play at all - but that makes you a wuss 

and someone who is taking up space a real trader deserves.  The other 

option when licked is to withdraw and mend your wounds, and try to 

stay alive for the next battle.   

Those who accede to their impulse to see it through to the end - 

do so with closed eyes and a prayer.  They become the waste disposal 

as their career gets shredded in the aftermath.  There are no prisoners 

in this game and the truth in that reality is the way Rudi played it.   

The exposed traders are forced cover their position without 

exposing themselves.  That is never gonna happen in a market the size 

of Sydney or Melbourne.  Everybody is tuned into the squawk box 

chatter telling everybody where and who trades what.  Within seconds, 

everybody is aware who is dumping what - both physicals and futures.  

This generates its own momentum and guarantees defeat or victory. 

The SBS Treasury was a new player in the market and nobody 

really knew what his limits were and what he was really up to.  They 

knew he had a $300 odd million to play around with but no idea what 

portion of that was being used to trade the market.   

Only a very few would know anything of substance about the 

Schroders connection with Manny.  The bulk of his physical activities are 

dealt through Brokers.  The futures were where he was most exposed to 

market scrutiny - he was content with that because he could also make 

that work to his advantage. 

The morning had moved on quickly and it was now approaching 

lunch time.  The morning session had gone well for the SBS Treasury, 

and the market was about to take a 90 minute break.   

This break in the momentum in the middle of a play - can work 

both for you - and against you.  It is likened to a witness at trial - in the 

dock in the process of being questioned.  The witness is about to 

crumble and make a confession under direct examination.  You have 

seen this drama played out in TV Lawyer shows countless times - the 

defence Attorney/Barrister gets up and requests an adjournment for 

lunch so they can get to their client and calm him down before he 

cracks. 

The market is the same.  With the lunch break - cooler heads are 

talking about the events with other traders and this can get their ginger 

up.  Collectively, their resolve can change in that short space of time 

and decide to come at you aggressively after lunch to test your own 

resolve.   

Those who had initiated short positions on the technical aspect of 

the trade, and those who just shorted because they felt the same 

vulnerability that Rudi had - will all want to take their profits at some 

time during the afternoon session.  They would be competing for the 

same market SBS needed to unwind the mornings activity.   
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Of course, there could also be the lunchtime announcement that 

could affect the market as well.  Then there were the collusion traders 

who pooled their resources to make a bigger impact and try to bounce 

the markets around.   

This current SBS play still had a ways to go before a winner could 

be crowned.  Rudi knew he had all the breaks in the morning session, 

and was awaiting the counter punches that may come after lunch. 

Rudi’s ace in the hole so to speak, was that his limit structures 

were really non existent from a Managements perspective.  Although 

Rudi had imposed his own internal limits - his Management and the SBS 

Board were completely ignorant of what was at play.  

Rudi was done trying to talk his Management into formalising 

structured limits - he had tried and all he was doing was alerting his 

Management just how ignorant they all were to the markets swings, 

checks and balances.  The SBS Management had placed their faith in 

Rudi and his experience to do the right thing.   

That whole ambit of responsibility was another struggle within Rudi 

and his approach to this proposed ‘strategy’ and what it entailed.   

The question he often went to bed with was – ‘would he even be 

thinking of doing what he was planning if there were formal limits in 

place?’ 

Rudi was never comfortable with his Managements position with 

respect to the absence of Limits or its responsibility.  He thought it was 

a cop out - and the SBS Board with a majority of State Bank employees 

serving on the Board – they should have known better - especially as all 

the profits had been generated by Treasury.  They had to have 

questions about how it was being done.  Yet – and still some four 

months later – the SBS Board had made no enquiry of Rudi.    

To accommodate the trading positions - the portfolio size was now 

nudging $450 million.  This was $150 million above what it was when 

Rudi first joined - the market was not aware of this information.    

Rudi considered this increase in holdings as his trading stock 

position.  So in effect - Rudi was selling futures and physicals against his 

natural position in the market.   

This current play was not increasing the SBS risk exposure - but 

purely altering and shortening the maturity structure of the Trading 

portfolio.   Another way to look at it was that he was reducing his naked 

risk exposures by bringing it to a ‘spread value’ between the securities 

in the portfolio and the current futures price.  In either case – the trade 

was freeing up limits - not utilising them.  

If he had to, once the portfolio was fully neutral or hedged, he 

could still initiate alternative naked positions and then at the turn point - 

he could unwind both the naked and hedged positions and run the 

market the opposite way from where it had come from.  That was 

potentially, $300 million of position value, or the equivalent of around 

3000 futures/options contracts.   

This raises the most important aspect of this type of trade, never 

to over extent your natural position, but use it to your advantage.   

By selling or shorting physical stock in the morning, Rudi was 

actually freeing up limits, not utilising them.  Selling futures was adding 

hedge positions against the balance of the portfolio – the granting call 
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options was receiving call premium income in advance of what the 

market was going to do – but mindful of the fact that it was the option 

position given to Manny that started the whole ball rolling. 

Rudi knew that on the 15th Dec – the futures/physical spread 

would be zero.  Ann the ‘spread value’ represented was a funding cost 

and that can be absorbed in a investment portfolio – and used to 

generate gross-up revenue from taking and unwinding hedge or trading 

positions.  

Rudi lunched with Smackers and the boys from Bain Refco, Claudio 

and Bob, at the Wentworth.  They ordered their steak and chips with 

their Red wine.  Their orders came quickly and the wine was flowing.  

The morning’s events were talked about and Smackers sat opposite 

feeling like he was a guest at his own funeral.  The pressing 

conversation was about how the futures boys felt the market was 

poised.  Smackers had given his opinion and Rudi was still to voice his.   

Claudio and Bob both agreed that it was a 50/50 call.  The market 

was down 12 points from its opening, some five pips off its lows.  There 

were a few other players also lunching at the Wentworth and each 

nodded a courtesy head nod in Rudi’s and Smackers direction.     

The mood at Rudi’s table was mixed - Smackers was feeling his 

losses and wanted to drink away his sorrows and did not contribute 

much to the debate.  Claudio had a hectic morning on the phones and in 

the trading pit and his read was important.    Bob was always a happy 

bloke and he was in good form.  He was also someone who would 

always be reluctant to voice an opinion or take a position when 

pressured.   

It was his natural broker instinct - be both sides of the fence and 

never allow yourself to be cornered into making a life or death call on 

the market.   

Rudi was always pensive - yet confident that he still had the grasp 

of the market’s emotional balance and mood.  He was not sure what to 

expect on the opening after lunch.  He had an opinion and was backing 

his judgement- but he always second guessed himself as well.   

He knew he had good profits in the day’s trades to date.  That 

meant he could be a little generous in considering his strategy for the 

afternoon session if he wanted to cover the mornings exposures. 

The lunch at the Wentworth finished early - all parties except 

Smackers wanted to be back and prepared for the opening after lunch.  

Smackers finished the wine bottle and reluctantly left when everyone 

else did - head bowed and defeated.   

Sure enough - there were some buyers around after lunch and the 

market was bid softly.  It was bid up two pips from the luncheon close 

and was still untraded.  Rudi gave it 5 minutes before he rang Claudio 

for an update.  Claudio said there were still some traders at lunch and 

the market had only traded 50 odd lots since lunch.  50 lots equated to 

$5 million of physical stock - nothing could be read into the market for 

the moment.  

Twenty minutes had gone by and the physical market was scarcely 

bid or offered on either Broker’s dealing screens.   

Rudi was becoming more confident.  His reasoning was that if they 

were going to buy the market - they would have been aggressive on the 

opening after lunch.  That would have been Rudi’s weakest point.  At 
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least that was what he would have done if someone put this play on 

him.   

Rudi decided it was time to make his next move.  He showed some 

volume - $20 million - through Fixed Interest Brokers (FIB) - as a sell 

price on the physical market.   He was using FIB for this business as 

opposed to MMD whom he had used to sell through during the morning 

session.   

Again it was designed to keep the market guessing.  Rudi really 

wanted to ‘buy’ during the afternoon session to unwind the morning’s 

activities. 

The physical yields/prices had fared far better in yield terms when 

calculated against the current futures price.  This meant the spread had 

blown out to 11-15 pips - that was out from the 6-8 pips at the start the 

day.  The bid/offer spread was also wide.  There was a huge gap in this 

spread for arbitragers, and they were none prepared to play either side 

of the market.  That said something in itself.   

Rudi still felt the market was on a knife’s edge and could go either 

way.  He really wanted the physicals to blow out and reduce the spread 

value.  This would tamper any new buying interest in the futures.   

Rudi rang FIB and moved his price.  He was now showing the same 

$20 million volume of Jan’ 98’s, the equivalent of 200 futures contracts, 

at the spread value of 10 pips to where the futures were trading.  There 

was still little interest.   

Rudi was becoming more confident and believed it only needed a 

little shove to trigger the landslide.  He rang Smackers and asked him 

for his thoughts.  Smackers again sounded interested – he was engaging 

in the discussion.  Having been told of the play at lunch – his interest 

had perked up.  He agreed with Rudi’s read and this was enough 

confirmation for Rudi. 

  You ‘blink’ in a market like this - or hesitate - you lose the high 

ground.  You are better to have fought and lost  rather than have stayed 

at home and had ham sandwich for lunch.  At least when you were in 

the fray you could tell the strength and weaknesses of your enemy.   

Rudi rang Claudio and had another talk - Claudio agreed that the 

market was pensive and waiting for the move to come.  Rudi told 

Claudio to sell 500 lots at the market.  The order came with specific 

instructions as to how the order was to be executed.   

Rudi told him - ‘I want you to hit any bids OK ... ’  

 Rudi gave Claudio a 5 pip downside limit to fill the order - and 

wanted it done as quickly as possible.  Rudi was expectant that the 

volatility images the traders would see on their futures price screens 

would impact further on their mental fragility.    

Rudi kept the line open for feedback from Claudio as he passed the 

instructions to Phil Berg - the Bain’s floor trader. 

Claudio came back and said - ‘could only get 150 lots, what do you 

want him to do?’  

‘Stay on the offer OK … ‘ – was Rudi’s response.  

Rudi hung on the phone with Claudio – waiting for a market 

reaction.   
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In the next few seconds the heavens opened up.  Everybody 

became a seller and the market dropped another eight pips with good 

volume behind it.   

Rudi was quick to tell Claudio - ‘off the offer … buy 400 lots at 

staggered levels as the market sold down’.   

Rudi had always giving Claudio some discretion to trade his orders.  

He believed that the floor traders had a better feel for the traders 

around them and could finesse them when required.  It also gave them 

a sense of being part of something a bit bigger that what they saw on 

the floor.  This was a team effort and Rudi’s eyes and ears were his 

contacts in the market.   

He contacted FIB and said, ‘off the offer, bid $5 million of the Jan 

‘98’s at a 10 pips spread under futures.’   

This was an out of market type order – Blowhard responded with a 

request for a definitive yield for the bid to become active – Rudi him a 

yield eight (8) pips under the current futures knowing what he was 

going to do.    

At current valuations, and if Rudi could cover his days trades at 

current levels - the SBS banks a cool $750k profit.   

The futures sold off another seven pips and Rudi had covered his 

futures position and booked a day trade.  He bough back $50 million of 

physicals - not all the same maturities he sold.   

His options were showing good revaluations and he rang Manny to 

get a quote.  Manny shaved some pips for himself and Rudi was content.  

He did not ask time from Rudi to cover his ass in the market.  Rudi knew 

he was having a bad day.  The shaved points were a good give-up to 

keep sweet with Manny.   

The physical market had traded up as Rudi backed off in line with 

the futures weakening.  Rudi was still the aggressive bidder and the 

spread was now at six pips - he did not get all the physical stock he 

wanted. 

‘So we would lose some physical stock,’ thought Rudi.   

He was content with that - he thought there might be another day 

or two of weakness as traders sorted their positions out.  It would be 

choppy trading and Rudi felt there would be opportunity to put stock 

back on the books during that time. 

 At the end of the day, the spread remained at 5-8 points and this 

confirmed to Rudi that the market had big holes in it.   

There was some really good money to be made in the spread with 

only a week or so to go until the futures contract expired.   

Rudi had learnt plenty about the players and the markets capacity 

to absorb rough play tactics.  It confirmed the sentiment of the market 

was always skittish when someone became aggressive with it.  The most 

important lesson though was that the ‘spread value’ was only a safety 

valve that traders used as a benchmark.   

It was only ever being used by traders and dealers as a guide for 

price-making.  Rudi had learnt enough to know that the big play he had 

planned for the March ’88 contract was looking better as each day 

unfolded.   



© 2011 Chapter 14 – Balls Like an Elephant …  

13 | P a g e  

 

He knew he was not going to squeeze the Dec ’87 contract - else it 

would tip his hand.  On top of that, he had no real control over the 

physical supply that was out there.  He had learnt enough to know that 

the spread was a ‘quicksand’ barometer for all the traders who traded it.  

He also learnt that the futures market was where everyone went to buy 

or sell when they wanted to cover their physical or option exposures.  

He knew that the physical market could be influenced by a show of 

aggression via the Broker screens.  He had learnt everything he could 

possibly learn about the markets responses that could assist him about 

the ‘strategy’ he was planning.   

Manny was still the key though - and Rudi would have to do some 

work with him to get his confidence up so he could continue to rely on 

him for volume bids and offers. 

The rest of the month quietened down after the Futures closed 

out.  There was a good move to the downside in yields just before 

Christmas.  Rudi had lightened of the trading portfolio during mid month 

and built it up again so it finished pretty much were the month started.  

The trading profit for the month was $1.59 million - that meant over   

$6 million had been booked since Rudi had started in August.   

The portfolio also showed a very healthy revaluation profit and 

Management continued to be very pleased with the results.  

He made a note during the month that he would have to chase his 

AGM Finance - Paul Ogilvy about what progress had been made about 

the bonus clause in his contract.    

 


