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Summary 

"Whatever turns the Federal Reserve unfriendly would likely be sufficient to derail the US equity market.  But 

for now, we continue to expect the Federal Reserve to remain friendly to risk markets for a while longer." . . .

Craig Drill, Craig Drill Capital 

"A long time ago in a galaxy far, far away" there were two Wall Street gurus with the nicknames Dr. Doom

and Dr. Gloom because they were the prominent interest rate "bears" on the Street of Dreams. Their real

names were Henry Kaufman, then chief economist at Salomon Brothers, and Albert Wojnilower, similarly 

situated at First Boston. While we have lost contact with Henry Kaufman, we still see Al at our friend's office,

namely Craig Drill. Craig is the eponymous captain of Craig Drill Capital and is one of the best writers on Wall 

Street. In his recent missive he writes: 

"Regarding the first risk of problematic wage increases, current average hourly earnings are up year-over-

year by 2.6%, relatively benign.  But labor market metrics suggest wage inflation is poised to move markedly 

higher. Historical relationships, however, between wage increases and measures of labor market tightness

have broken down.  If reestablished, wage inflation would accelerate sharply.  This would turn the Federal 

Reserve hostile, elevate bond yields, and raise the risk of recession…all bad for US equities.  Al Wojnilower 

continues not to expect problematic wage increases; however, this metric is important to monitor. The

second risk of an overheating economy stems from an expansive fiscal policy at a time of full employment. 

An overheated economy would trigger monetary policy discipline and plant the seeds of recession.  Whatever 

turns the Federal Reserve unfriendly would likely be sufficient to derail the US equity market.  But for now, 

we continue to expect the Federal Reserve to remain friendly to risk markets for a while longer." 

Speaking to the interest rate question, historically price-to-earnings ratios (P/Es) have tended to move higher 

until the 10-year Treasury notes reach 5%. While it can be argued that given the current low interest rate 

environment that hurdle rate may be lower, it is still likely substantially higher than where the 10-year 

currently resides. We covered this point in our pre-interview with the producer of CNBC's Power Lunch in

preparations for yesterday appearance. But, we don't think interest rates have anything to do with the recent

stock market consternations, nor does this week's White House shakeup. 

During the entire month of January we said four or five times on CNBC, and other venues, that February 

represented the first window of downside vulnerability for the equity markets in a long, long time.

Subsequently, we identified the selling climax low of February 6, the failed throwback rally, and the undercut

low of February 9, which we said to buy. We also thought the convalescent period for the stock market had

passed until last Tuesday when rumors of much stiffer tariffs on China surfaced. Quite frankly, such rumors

make it very difficult to analyze the markets in the near term until either more tariffs happen, and the 

retaliatory response occurs, or they are not put in place. 

What we think we know is that the S&P 500 (SPX/2749.48) closed above its 50-day moving average (DMA) 

of 2747. If that level "falls" the next support level we see is at 2730-2740. As a sidebar, we have always 

preferred the 20/140-DMAs to the 50/200-DMAs and the 20-DMA currently resides at 2731.84 and the 140-



DMA is at 2631.15. If the 20-DMA fails to contain the Tariff Trounce, the support level at 2680 - 2700, 

provided a real trade war does not surface, should support the SPX. And yes, Virginia, there is a HUGE

difference between a Trade Skirmish and a real Trade War.  

 


