
UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 

•X 

UNITED STATES OF AMERICA, 

P l a i n t i f f , 

- v -

STEINHARDT MANAGEMENT COMPANY, 
INC.; and CAXTON CORPORATION, 

Def e n d a n t s , 

- and-

$12,500,000 THAT I S THE PROPERTY 
OF STEINHARDT MANAGEMENT 
COMPANY, INC.; 

S t e i n h a r d t Management 
Company, I n c . , 

R e a l P a r t y i n I n t e r e s t 

- and-

$12,500,000 THAT TS THE PROPERTY 
OF CAXTON CORPORATION, 

Caxton C o r p o r a t i o n , 
R e a l P a r t y i n I n t e r e s t . 

94 C i v . 9044 

F i l e d : December 16, 1994 

COMPLAINT 

The U n i t e d S t a t e s of America, p l a i n t i f f , by i t s a t t o r n e y s , 

a c t i n g u n d e r the d i r e c t i o n of the A t t o r n e y G e n e r a l of the U n i t e d 

S t a t e s , b r i n g s t h i s c i v i l a c t i o n to o b t a i n e q u i t a b l e and o t h e r 

r e l i e f a g a i n s t t h e def e n d a n t e n t i t i e s and to o b t a i n f o r f e i t u r e of 

the d e f e n d a n t p r o p e r t y and compl a i n s and a l l e g e s : 



I . JURISDICTION AND VENUE 

1. T h i s a c t i o n i s brought under S e c t i o n s 4 and 6 of the 

Sherman A c t , 15 U.S.C. §§ 4, 6, as amended, to r e s t r a i n v i o l a t i o n 

of S e c t i o n 1 of t h e Sherman Act, 15 U.S.C. § 1, as amended, and 

to o b t a i n f o r f e i t u r e of p r o p e r t y owned p u r s u a n t to a c o n t r a c t , 

c o m b i n a t i o n or c o n s p i r a c y i n v i o l a t i o n of S e c t i o n 1 of the 

Sherman A c t . The C o u r t has j u r i s d i c t i o n o ver t h i s m a t t e r 

p u r s u a n t to S e c t i o n 4 of the Sherman A c t and 28 U.S.C. §§ 1345, 

1355. 

2. Venue i s p r o p e r i n t h i s d i s t r i c t under S e c t i o n 12 o f t h e 

C l a y t o n A c t , 15 U.S.C. § 22, as amended, and under 28 U.S.C. 

§1391(c) b e c a u s e t h e defendant e n t i t i e s t r a n s a c t b u s i n e s s and a r e 

found i n the S o u t h e r n D i s t r i c t of New York. 

3. T h i s i s an I n rem p r o c e e d i n g a g a i n s t the d e f e n d a n t 

p r o p e r t y . That p r o p e r t y i s i n the defendant e n t i t i e s ' bank 

a c c o u n t s i n the S o u t h e r n D i s t r i c t of New York. 

I I . DESCRIPTION OF THE CONSPIRACY 

4 . T h i s a c t i o n a r i s e s from an u n l a w f u l c o m b i n a t i o n and 

c o n s p i r a c y among the defendant e n t i t i e s , S t e i n h a r d t Management 

Company ("SMC") and Caxton C o r p o r a t i o n ("Caxton"), and o t h e r 

p e r s o n s , to r e s t r a i n i n t e r s t a t e t r a d e and f o r e i g n commerce i n the 

7.00% U n i t e d S t a t e s T r e a s u r y n o t e s a u c t i o n e d on A p r i l 24, 1991 

( " A p r i l n o t e s " ) by w i t h h o l d i n g the no t e s from the markets f o r 

s u c h s e c u r i t i e s i n o r d e r to p r o f i t from the a r t i f i c i a l s h o r t a g e , 

o r " s q u e e z e , " r e s u l t i n g from the w i t h h o l d i n g of s u p p l y . 
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5. B e g i n n i n g i n m i d - A p r i l 1991, Caxton and SMC each bought 

l a r g e , l e v e r a g e d l o n g p o s i t i o n s i n the A p r i l n o t e s . As of mid-

May 1991, t h e i r combined p o s i t i o n i n the i s s u e was a l m o s t 

$20 b i l l i o n . . T h i s combined p o s i t i o n r e p r e s e n t e d about 160% of 

the a p p r o x i m a t e l y $12 b i l l i o n of A p r i l n o t e s i s s u e d by the U n i t e d 

S t a t e s T r e a s u r y . Between e a r l y May 1991 and mid-September 1991, 

SMC and Caxton, i n c o m b i n a t i o n , owned ("held") from $12 b i l l i o n 

to $19 b i l l i o n A p r i l n o t e s . 

6. The p u r c h a s e s of A p r i l notes by Caxton and SMC had the 

e f f e c t of c o n c e n t r a t i n g ownership of the i s s u e and, 

s i m u l t a n e o u s l y , c r e a t i n g a s u b s t a n t i a l " s h o r t " p o s i t i o n i n i t . 

Once c r e a t e d , t h i s s h o r t p o s i t i o n c o u l d be e l i m i n a t e d o n l y i f the 

d e f e n d a n t e n t i t i e s r e d u c e d the s i z e of t h e i r p o s i t i o n s i n the 

A p r i l n o t e s . 

7. C a x t o n and SMC e f f e c t i v e l y c o n t r o l l e d the s u p p l y of 

A p r i l n o t e s a v a i l a b l e to both the "cash market" (where p u r c h a s e s 

and s a l e s o c c u r ) and the " f i n a n c i n g market" (where p e r s o n s w i t h 

l e v e r a g e d long p o s i t i o n s , s u c h as the defendant e n t i t i e s , borrow 

money i n o r d e r to buy o r to c o n t i n u e to h o l d an i s s u e ) . S h o r t 

s e l l e r s i n b o t h m a r k e t s were r e q u i r e d , i n e f f e c t , to buy or 

borrow A p r i l n o t e s from Caxton or SMC. 

8. A f t e r a c c u m u l a t i n g t h e i r p o s i t i o n i n the A p r i l n o t e s , 

t he d e f e n d a n t e n t i t i e s and t h e i r c o c o n s p i r a t o r s a c t e d to r e s t r i c t 

t h e s u p p l y of A p r i l n o t e s t o s h o r t s e l l e r s . The consequence of 

t h i s a c t i o n was t o c a u s e s h o r t s e l l e r s to b i d up p r i c e s f o r A p r i l 

n o t e s i n the c a s h and f i n a n c i n g markets. From the l a t t e r p a r t of 



May 1991 through mid - September 1991, C a x t o n and SMC and t h e i r 

c o c o n s p i r a t o r s w i t h h e l d s i g n i f i c a n t q u a n t i t i e s of A p r i l n o t e s 

from the c a s h and f i n a n c i n g markets. Due to t h i s c o n s t r i c t i o n i n 

s u p p l y , t h e p r i c e of A p r i l notes i n the c a s h market was 

i n c r e a s e d ; l i k e w i s e , i n t e r e s t r a t e s c h a r g e d to f i n a n c e a p o s i t i o n 

i n the A p r i l n o t e s were d e p r e s s e d . 

9. As a r e s u l t of the a c t i o n s t a k e n by the defendant 

e n t i t i e s and t h e i r c o c o n s p i r a t o r s , t h e y and t h e i r c o c o n s p i r a t o r s 

e a r n e d s u b s t a n t i a l p r o f i t s from the low f i n a n c i n g r a t e s and h i g h 

c a s h - p r i c e s of the A p r i l notes c a u s e d by t h e i r a c t i o n s . 

I I I . . DEFENDANTS 

10. SMC i s a New York c o r p o r a t i o n w i t h i t s p r i n c i p a l p l a c e 

of b u s i n e s s i n New York, New York. SMC manages s e v e r a l 

i n v e s t m e n t f u n d s . As manager of t h o s e funds, SMC purchased and 

f i n a n c e d A p r i l n o t e s . SMC i s t h e - r e a l p a r t y i n i n t e r e s t r e l a t e d 

to the $12,500,000.00 of defendant p r o p e r t y i t owns and c o n t r o l s . 

11. Cax t o n i s a Delaware c o r p o r a t i o n , w i t h i t s p r i n c i p a l 

p l a c e of b u s i n e s s i n New York, New York. Caxton manages s e v e r a l 

i n v e s t m e n t f u n d s . As manager of t h o s e funds, Caxton p u r c h a s e d 

and f i n a n c e d A p r i l n o t e s . Caxton i s t h e ' r e a l p a r t y i n i n t e r e s t 

r e l a t e d to the $12,500,000.00 of d e f e n d a n t p r o p e r t y i t owns and 

c o n t r o l s . 

12. The i n v e s t m e n t funds SMC and Caxton manage compete w i t h 

numerous i n v e s t o r s and t r a d e r s i n the s a l e , p u r c h a s e , f i n a n c i n g 
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and l e n d i n g of s p e c i f i c i s s u e s of U n i t e d S t a t e s T r e a s u r y 

s e c u r i t i e s . 

13. V a r i o u s p e r s o n s not made defe n d a n t s i n t h i s a c t i o n have 

p a r t i c i p a t e d as c o - c o n s p i r a t o r s i n the v i o l a t i o n s a l l e g e d i n t h i s 

C o m p l a i n t and have p e r f o r m e d . a c t s and made s t a t e m e n t s i n 

f u r t h e r a n c e of the c o n s p i r a c y . 

IV. THE MARKETS FOR APRIL NOTES 

14. When the owner of a s p e c i f i c T r e a s u r y s e c u r i t y h o l d s a 

p o s i t i o n i n t h a t i s s u e t h a t exceeds the amount of the i s s u e 

a v a i l a b l e f o r pu r c h a s e by s h o r t s e l l e r s i n the c a s h or f i n a n c i n g 

m a r k e t s , a "squeeze" c a n o c c u r . A squeeze i s e s p e c i a l l y l i k e l y 

to s u c c e e d i f the s i z e of the p o s i t i o n h e l d by the s i n g l e owner, 

o r t h e combined p o s i t i o n of the c o o r d i n a t i n g h o l d e r s , e x c e e d s t h e 

amount o f the i s s u e a v a i l a b l e to c o v e r s h o r t p o s i t i o n s t h r o u g h 

r e p u r c h a s e o r "repo" agreements i n the f i n a n c i n g market. When a 

s q u e e z e o c c u r s , s h o r t s e l l e r s a r e r e q u i r e d to pay a b n o r m a l l y h i g h 

p r i c e s o r to i n c u r a b n o r m a l l y h i g h f i n a n c i n g c o s t s to buy o r 

borrow t h e s p e c i f i c s e c u r i t y t h e y a r e s h o r t . 

15. P u r c h a s e r s of T r e a s u r y s e c u r i t i e s t h a t w i s h to l e v e r a g e 

t h e i r i n v e s t m e n t s , s u c h as the defendant e n t i t i e s , u s u a l l y 

f i n a n c e t h e i r p o s i t i o n s i n the f i n a n c i n g market. I n a f i n a n c i n g 

m a r k e t t r a n s a c t i o n , the owner of a s e c u r i t y s e l l s the i s s u e and 

s i m u l t a n e o u s l y a g r e e s to r e p u r c h a s e i t on a s p e c i f i e d d a r e f o r a 

s p e c i f i e d p r i c e . The r e p u r c h a s e p r i c e i s h i g h e r than the s a l e 

p r i c e , t h e d i f f e r e n c e between the two p r i c e s r e p r e s e n t i n g an 
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i n t e r e s t r a t e , c a l l e d the "repo r a t e " . A f i n a n c i n g market 

t r a n s a c t i o n i s the f u n c t i o n a l e q u i v a l e n t of a l o a n i n which 

T r e a s u r y s e c u r i t i e s a r e used a s c o l l a t e r a l . 

16. S h o r t s e l l e r s ( t r a d e r s who s e l l s e c u r i t i e s they do not 

own i n t h e e x p e c t a t i o n t h a t the p r i c e w i l l f a l l ) must p u r c h a s e o r 

borrow t h e s p e c i f i c s e c u r i t y t h a t t h e y a r e o b l i g a t e d to d e l i v e r 

i n o r d e r t o f u l f i l l t h e i r o b l i g a t i o n s . An i n v e s t o r who needs to 

borrow a s p e c i f i c T r e a s u r y s e c u r i t y i s s u e can do so i n the 

f i n a n c i n g market, through " s p e c i a l " repo t r a n s a c t i o n s i n w h i c h 

the i n v e s t o r ( s h o r t s e l l e r ) , i n e f f e c t , l e n d s c a s h i n exchange 

f o r c o l l a t e r a l of a s p e c i f i c i s s u e . 

17. T h e r e a r e s e p a r a t e p r o d u c t markets w i t h i n the meaning 

of t h e a n t i t r u s t laws f o r s p e c i f i c T r e a s u r y i s s u e s w i t h i n b o t h 

t h e c a s h and f i n a n c i n g m a r kets. Some t r a d e r s s p e c u l a t e i n t h e 

f i n a n c i n g market f o r s p e c i f i c i s s u e s , l e n d i n g c a s h and a c c e p t i n g 

s e c u r i t i e s a s c o l l a t e r a l , i n t h e hope t h a t they can r e - l e n d t h e 

c o l l a t e r a l to someone e l s e a t a p r o f i t . I n t e r e s t r a t e s f o r 

s p e c i a l r e p o t r a n s a c t i o n s i n the f i n a n c i n g markets f l u c t u a t e 

w i d e l y b e c a u s e they r e f l e c t s u p p l y and demand f o r a p a r t i c u l a r 

s e c u r i t y . I f a s e c u r i t y i s i n s h o r t supply, the repo r a t e f o r 

t h a t i s s u e w i l l g e n e r a l l y be low b e c a u s e owners w i l l be a b l e to 

n e g o t i a t e lower repo r a t e s from s h o r t s e l l e r s competing to borrow 

t h e s c a r c e s e c u r i t y . 

18. P r i c e s i n the c a s h and f i n a n c i n g markets a r e r e l a t e d . 

When i t i s c o s t l y to borrow a s p e c i f i c s e c u r i t y , demand f o r i t i n 

t h e c a s h market w i l l i n c r e a s e i f some t r a d e r s buy, r a t h e r t h a n 
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borrow, i t . As a r e s u l t , t h e i s s u e may c o s t more than o t h e r 

s e c u r i t i e s o f comparable m a t u r i t y . S i m i l a r l y , a h i g h p r i c e i n 

the c a s h market (compared t o s e c u r i t i e s of l i k e m a t u r i t y ) may 

ca u s e s h o r t s e l l e r s to borrow a s e c u r i t y through r e p u r c h a s e 

agreements r a t h e r t h a n buy i t . That i n c r e a s e d demand may d e p r e s s 

repo r a t e s . The h o l d e r of a . s p e c i f i c i s s u e can e a r n a premium 

when l e n d i n g o r s e l l i n g t h a t s e c u r i t y when demand f o r i t i s g r e a t 

i n e i t h e r t h e c a s h or f i n a n c i n g market. 

19. The owner of a l a r g e p o s i t i o n i n a s p e c i f i c i s s u e , o r 

two o r more h o l d e r s a c t i n g t o g e t h e r , can l i m i t t h e s u p p l y of t h a t 

i s s u e a v a i l a b l e t o t h e s p e c i a l s market by f i n a n c i n g a l l o r p a r t 

of t h e i r p o s i t i o n s " o f f t h e s t r e e t , " t h a t i s , w i t h p a r t i e s who 

w i l l not r e - l e n d the s e c u r i t i e s . Such a r e s t r i c t i o n of s u p p l y 

can p r e c i p i t a t e a squeeze when demand f o r the i s s u e exceeds t h e 

s u p p l y made a v a i l a b l e . I n t h a t s i t u a t i o n , i n v e s t o r s who must 

borrow t h e i s s u e must a c c e p t v e r y low i n t e r e s t r a t e s i n t h e repo 

market (on t h e c a s h they l e n d to o b t a i n t h e i s s u e ) , e n a b l i n g t h e 

owner o r owners of the i s s u e to e a r n a premium f o r making t h e 

s e c u r i t y a v a i l a b l e . 

20. S e l l e r s of T r e a s u r y s e c u r i t i e s t r a n s m i t s e c u r i t i e s t o 

b u y e r s i n i n t e r s t a t e commerce through t h e F e d e r a l R e s e r v e System. 

The b u s i n e s s a c t i v i t i e s of the defendant e n t i t i e s and co­

c o n s p i r a t o r s t h a t a r e the s u b j e c t of t h i s c o m p l a i n t were w i t h i n 

t h e f l o w o f , and s u b s t a n t i a l l y a f f e c t e d , i n t e r s t a t e t r a d e and 

commerce. 
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V, THE CONSPIRACY 

21. B e g i n n i n g i n o r about A p r i l 1991, Caxton and SMC a g r e e d 

to a c q u i r e c o n t r o l of the supply of A p r i l notes and to l i m i t the 

s u p p l y of A p r i l n o t e s to the c a s h and f i n a n c i n g m a r k e t s i n o r d e r 

to c a u s e a squeeze and to p r o f i t t h e r e b y . To a c h i e v e the 

o b j e c t i v e s of the c o n s p i r a c y , the defendant e n t i t i e s d i d the 

t h i n g s t h e y a g r e e d to do, i n c l u d i n g : 

a. p u r c h a s i n g and h o l d i n g e x t r e m e l y l a r g e l o n g p o s i t i o n s 

i n the A p r i l n o t e s ; 

b. e x c h a n g i n g i n f o r m a t i o n about t h e i r p o s i t i o n s i n the 

A p r i l n o t e s ; 

c. d i s c u s s i n g ways to f i n a n c e t h e i r p o s i t i o n s i n the A p r i l 

n o t e s i n a manner t h a t would r e s t r i c t the s u p p l y of the 

n o t e s a v a i l a b l e to the c a s h and f i n a n c i n g markets; 

d. r e s t r i c t i n g t h e s u p p l y of A p r i l notes a v a i l a b l e f o r 

s p e c i a l s t r a n s a c t i o n s , b e g i n n i n g on May 23, 1991; 

e. i n s t r u c t i n g a p r i m a r y d e a l e r a t which SMC c o n c e n t r a t e d 

the f i n a n c i n g of i t s A p r i l note p o s i t i o n to make the 

n o t e s a v a i l a b l e f o r s p e c i a l s t r a n s a c t i o n s o n l y i f the 

repo r a t e was below a s p e c i f i e d l e v e l (and g i v i n g o t h e r 

d i r e c t i o n s to c o n s t r i c t s u p p l y a v a i l a b i l i t y ) ; ' 

f . p l a c i n g a p a r t of Caxton's p o s i t i o n i n the A p r i l n o t e s 

w i t h a p r i m a r y d e a l e r t h a t Caxton u n d e r s t o o d would 

p l a c e t h e n o t e s w i t h i n v e s t o r s who were not l i k e l y t o 

l e n d them; 
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g. c o n c e n t r a t i n g the f i n a n c i n g . o f t h e i r p o s i t i o n s w i t h a 

s i n g l e d e a l e r ; and 

h. c o n t i n u i n g to h o l d t h e i r p o s i t i o n s i n the A p r i l n o t e s 

a t times when t h e y c o u l d have s o l d some o r a l l of t h e s e 

p o s i t i o n s a t a s u b s t a n t i a l premium. 

22. As a r e s u l t of the c o n s p i r a c y , repo r a t e s f o r the A p r i l 

n o t e s i n t he f i n a n c i n g market d e c l i n e d and c a s h market p r i c e s f o r 

the n o t e s i n c r e a s e d . Repo r a t e s f o r A p r i l notes g e n e r a l l y 

r e m a i n e d low and c a s h market p r i c e s h i g h u n t i l September 1991, 

when t h e j o i n t p o s i t i o n of SMC and Caxton f e l l below the amount 

n e c e s s a r y to c o n t i n u e the squeeze. 

V I . ANTICOMPETITIVE EFFECTS OF THE CONSPIRACY 

23. The c o m b i n a t i o n and c o n s p i r a c y t o r e s t r a i n i n t e r s t a t e 

t r a d e and commerce i n A p r i l n o t e s had, among o t h e r t h i n g s , t h e 

f o l l o w i n g e f f e c t s : 

a. SMC and Caxton o b t a i n e d market power o v e r the 

A p r i l n o t e s ; 

b. P e r s o n s who s o l d A p r i l n o t e s s h o r t were d e n i e d t h e 

b e n e f i t s of f r e e and open c o m p e t i t i o n i n the c a s h 

and f i n a n c i n g markets f o r A p r i l n o t e s , r e s u l t i n g 

i n h i g h e r c o s t s t o f i n a n c e and p u r c h a s e A p r i l 

n o t e s ; 

c . P r i c e c o m p e t i t i o n f o r A p r i l notes was u n r e a s o n a b l y 

r e s t r a i n e d ; 
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d. L i q u i d i t y i n the markets f o r A p r i l n o t e s was 

reduced; and 

e. The T r e a s u r y was d e n i e d the b e n e f i t s of a f r e e and 

c o m p e t i t i v e s e c o n d a r y market f o r A p r i l n o t e s . 

24. The c o m b i n a t i o n and c o n s p i r a c y a f f e c t e d a- s u b s t a n t i a l 

amount of i n t e r s t a t e commerce and i s l i k e l y to r e c u r u n l e s s i t i s 

e n j o i n e d by t h i s C o u r t . 

V I I . PRAYER'FOR R E L I E F 

WHEREFORE, PLAINTIFF PRAYS FOR R E L I E F AS FOLLOWS: 

1. That the C o u r t adjudge and d e c r e e t h a t SMC and Caxton 

have combined and c o n s p i r e d i n u n r e a s o n a b l e r e s t r a i n t of 

i n t e r s t a t e t r a d e and commerce i n A p r i l n o t e s , i n v i o l a t i o n of 

S e c t i o n 1 of the Sherman Act, 15 U.S.C. § 1. 

2. T h a t SMC and Caxton and a l l p e r s o n s a c t i n g on b e h a l f of 

e i t h e r of them or under t h e i r d i r e c t i o n o r c o n t r o l be p e r m a n e n t l y 

e n j o i n e d from engaging i n , c a r r y i n g out, renewing, o r a t t e m p t i n g 

to engage i n , c a r r y out, or renew, any c o n t r a c t s , agreements, 

p r a c t i c e s , o r u n d e r s t a n d i n g s i n v i o l a t i o n of the Sherman A c t . 

3. T h a t the d e f e n d a n t p r o p e r t y be f o r f e i t e d to the U n i t e d 

S t a t e s . 

4. T h a t p l a i n t i f f have such o t h e r r e l i e f a s the C o u r t may 

c o n s i d e r n e c e s s a r y o r a p p r o p r i a t e . 
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5. T h a t p l a i n t i f f r e c o v e r t h e c o s t s o f t h i s a c t i o n . 

D a t e d : 

ANNE K. BINGAMAN 
A s s i s t a n t A t t o r n e y G e n e r a l 

ROBERT LITAN 
D e p u t y A s s i s t a n t A t t o r n e y 
G e n e r a l 

./ 

MARK C. SCHECHTER 
D e p u t y D i r e c t o r o f O p e r a t i o n s 

£9* IN F. GREANEY 
"Chief 
C o m p u t e r s a n d F i e S e c t i o n 

THAN M. RICH 
i s t a n t C h i e f 

i n p u t e r s a n d F i n a n c e S e c t i o n 

HAYS GOKEY, JR. 
HG1946 

KENNETH.W. GAUL ^ 
KG28 5 8 

A t t o r n e y s 
A n t i t r u s t D i v i s i o n 
U n i t e d S t a t e s D e p a r t m e n t o f 
J u s t i c e 
555 4 t h S t . , N.W. 
W a s h i n g t o n , DC 20001 
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