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Though our government has increasingly influenced our markets since the creation of 

the Federal Reserve in 1913, we have recently reached the point where it would be a 

glaringly obvious misnomer to call the markets “free.” And while some aspects of a free 

market remain, those who’ve studied the day-to-day operations of our nation’s banking 

system and the stock markets’ performances at certain times, would likely come to the 

conclusion that, on occasion, the state, through the Fed and certain banks, intervenes to 

engineer market bottoms.  

Am I talking about something that is done is secret to which only the most privileged are 

privy? While the history of global politics and global banking has always been based on 

secret meetings, those who’ve read about the government’s extensive intervention, at 

critical points in our markets – usually occurring at the rule-making level – are well 

aware of the manipulation about which I write.  

Since the credit crisis became public knowledge to those who follow the financial news, 

we have seen four market bottoms.  

 

We only need to look at recent history to see the merits of our previously stated 

hypothesis. If I am correct, then we must set aside the tired assumptions of the market’s 

“random walk” or “the average investor’s reaction” to the latest breaking news as the 



impetus for large market moves. Instead, we must consider Wall Street and the Fed’s 

actions when prices start to decline. Do they focus on facilitating exchanges between 

buyers and sellers, or has their focus shifted to engineering US equity market bottoms 

when critical price levels are met? Far from an academic discussion, this issue strikes at 

the very heart of confidence in our markets, which was born out of the “freedom” that 

has been associated with capital markets for generations.  

With various sources continuing to use phrases like “worst in 20 years” or “not seen 

since the Great Depression” to describe the markets, we should be asking, “When they 

are at or nearing bottoms, do our equity markets demonstrate what looks like naturally 

occurring or contrived market action? More specifically, do the billions of dollars worth 

of loans made to certain economic players have an effect on the markets? If the public 

received such generous funding on such generous terms, how would this affect market 

dynamics? 

Point number one on the main chart at the beginning of this article shows us that a 

bottom occurred on August 16th, 2007, the day prior to equity options expiration Friday. 

As we can see in the next two charts, banking and brokerage stocks went up sharply 

during these two days. 

 



 

So, let’s look at what happened. On August 16th, at an unscheduled meeting, the Federal 

Open Market Committee (FOMC) – a group of bankers paid by bankers to “assist” 

bankers in their time of need – decided that it was necessary to immediately cut rates. 

Now, after watching rates go up since the summer of 2004, and housing turn south in 

late 2005, why did the Fed, all of the sudden, decide that it needed an “emergency rate 

cut” on August 16th? Was it coincidental that the emergency rate cuts occurred after the 

Dow had been falling sharply and the day prior to option’s expiration Friday, on the 17th? 

Index $SPX $BKX $XBD 
End Date- 2wk Start End Gain/Loss Start End Gain/Loss Start End Gain/Loss
3-Aug-07 1534 1433 -6.58% 111.47 101.84 -8.64% 248.71 214.35 -13.82%
17-Aug-07 1433 1445 0.84% 101.84 110.17 8.18% 214.35 221.9 3.52% 
 

More specifically, if stocks continued to stay at, or fall lower than, their opening prices on 

the 16th, would Wall Street be on the hook for billions in losses due to put contracts – a 

leveraged short selling tool? Of course not; this was just a “random, fat tail” event that no 

one could have foreseen. If banks and brokers were taking substantial losses during the 

five days prior to August 16th, 2007, were there any clues that they were about to begin a 

sharp rebound? Was the psychological impact of the Fed lowering the discount rate the 

sole reason that these two sectors of the market exploded to the upside?  



Or, was there something else added to the punch bowl? The numbers below suggest that 

it was more than just optimism that started the markets moving skyward again. Contrast 

the Fed’s total loans to the banking community for the week ending August 15th – one 

day before the August 16th bounce – with the Fed’s total loans reported just seven days 

later, on August 22nd.  Would a one-week 8 fold increase in short term loans provide an 

incentive to equity market speculators? 

1.19 Federal Reserve Banks, Maturity Distribution of Loans and Securities 
in millions Wednesday End of Month 
Type of Holding 2007 2007 
  1-Aug 8-Aug 15-Aug 22-Aug 29-Aug Oct Nov Dec 
Loans- 16-90 days 204 266 215 609 1,100 42 53 1,202 
Loans under 16 days 31 29 49 1,653 257 162 194 140 
Total Loans 235 295 264 2262 1357 204 247 1342 
 

Again, on November 27th, 2007, the Dow reached another considerable bottom. Again, 

the four-week decline in banking and brokerage stocks leading into options expiration 

week suggests that the markets were under sustained pressure. Someone had to come up 

with another game plan. Evidently, some operational changes would be necessary before 

we arrived at the December 16th option expiration week. 

Index $SPX $BKX $XBD 
End Date- 2wk Start End Gain/Loss Start End Gain/Loss Start End Gain/Loss
2-Nov-07 1501 1510 0.60% 100.42 96.54 -3.86% 223.86 219.95 -1.75% 
16-Nov-07 1510 1459 -3.39% 96.54 93.42 -3.23% 219.95 208.9 -5.02% 
 

http://www.federalreserve.gov/pubs/supplement/2007/11/table1_19.htm
http://www.federalreserve.gov/pubs/supplement/2008/03/table1_19.htm


 

As we came out of Thanksgiving week, help was already on the way. The markets started 

to rally. During the week of December 5th, the Fed increased its “other loans” lending by 

almost 40 times, from $54 million to $2 billion. And since that would not be enough, on 

December 12th, 2008, the Feds announced the creation of the Treasury Auction Facility, 

which allowed for an additional twenty-four-fold increase from its December 5th lending 

– to $48 billion. Again, this was 24-fold increase on top of the 40-fold increase from 

November 28th to December 5th.  

1.19 Federal Reserve Banks, Maturity Distribution of Loans and Securities 
in millions Wednesday End of Month 
Type of Holding 2007 2007 
  28-Nov 5-Dec 12-Dec 19-Dec 26-Dec Oct Nov Dec 
Loans- 16-90 days 5 2,033 4,525 4,500 20,000 20 10 40,006 
Loans under 16 days 49 113 22 265 4,535 72 23 8,630 
Total Loans 54 2,146 4,547 4765 24,535 92 33 48,636 
                  
New TAF Loans 0 0 0 0 20,000 0 0 40,000 
 

If we move to the next market bottom on January 23rd, we are likely to notice more of the 

same. As prices in the equity markets finally began to parallel those of the real estate and 

debt markets, the month of January was not starting out well.  

Index $SPX $BKX $XBD 
End Date- 2wk Start End Gain/Loss Start End Gain/Loss Start End Gain/Loss
4-Jan-08 1484 1412 -4.85% 90.17 83.25 -7.67% 209.18 192.54 -7.95% 
18-Jan-08 1412 1325 -6.15% 83.25 77.59 -6.80% 192.54 177.87 -7.62% 

http://www.newyorkfed.org/markets/Understanding_Fed_Lending.html


 

The Monday after the January 18th 2008, options expiration week, markets around the 

world took a bath. How would the central financial market planners convince the 

investing public that all was well? As we headed into the February and March options 

expirations, how could mission control convince the public that bear market could be, or 

had been, avoided? How could they get market prices, and especially their own stock, to 

explode higher? 

Those who seek to explain the Dow’s 4 major bottoms, occurring over the last 7 months, 

without taking the specific, foundational, operational changes that have occurred across 

the same span into account, do so to their own and other’s detriment.   

As you notice, this article, only takes us up to the January options expiration week.  Since 

we have no financial support for our research other than readers like you, if you want to 

read about the current worldwide developments surrounding this topic, join our paid 

subscribers, and, as Paul Harvey has said for years, you will hear “the rest of the story.”  
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