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We’ve made the case all year long that the Fed was primarily watching the labor market as a critical inflation 
indicator. Labor has been tight since 2020 for a variety of reasons. Boston University research shows over 
1,179,000 excess deaths occurred between March 2020 and February 2022 as a direct result of COVID and 
COVID lockdowns. Further, U.S. net migration trends have just finally returned to 2020 peak levels, a trend that 
has choked labor supply, especially in the services industry, the past three years. The third factor affecting labor 
was early retirees during 2020 and 2021 that saw their 401(K) balances increase 40% in less than 18 months. 
These factors combined have led to record low unemployment of 3.5% and a labor force participation rate nearly 
1% lower than it was in 2020.  
 

Low supply of labor has led to record high employment costs which is why AI is such a hot topic. Compensation 
costs for employers are up 4.6% since last year. At the same time, real median earnings are only up 1.7%. Simply 
put, employers are feeling the pain of hiring costs, while workers are feeling far worse pain keeping up with 
inflation. The question for the next election will be – “Are you better off today than you were four years ago?” For 
many Americans the answer will be no. 
 

As we’ve pointed out in Weekly Insights before, the small guy gets hit the worst during high inflation, high tax and 
high regulatory environments. We think Powell’s next victim and the next economic breaking point before rates 
plateau or come down, will be small business. We’ve long cautioned against owning small cap stocks that are 
facing three core threats to their long-term profitability.  
 

Threat #1: High interest rates – large companies that are well capitalized have enough cash to pay down existing 
debt and finance new projects without taking on loans at 10+ interest rates. Small companies don’t have the same 
luxury because they usually have lower credit ratings that require higher interest payments to bond holders. 
Further, many expansion projects for capital intensive businesses become unwise when risk free rates are 5.5%. 
For example, Apple has $60 billion, Tesla has $23 billion, Berkshire Hathway has $164 billion, Microsoft has $111 
billion, and Nvidia has $15 billion in cash that operates as a war chest during bad times. For some perspective, 
Berkshire Hathaway has more cash on its balance sheet than T-Mobile, Disney, Wells Fargo, Nike, UPS, Intel, 
Morgan Stanley, Caterpillar, Verizon, ConocoPhillips, or Boeing is worth! Publicly traded small caps will have a 
tough time competing with the sheer balance sheet size of these massive multi-national companies without 
significant technological investment.  
 

Threat #2: Regional bank crisis – small cap companies primarily work with regional banks to finance projects. Not 
only are they waking up to significantly higher rates than 2020 and 2021, but worse, a complete lack of available 
financing. That’s why many small companies are pressing the brakes on growth. At a time where producing 
sustainable growth is important, revenues are likely to decline at the same time costs are going up.  
 

Threat #3: Regulation – we all agree a certain level of red tape is important for maintaining the rule of law, 
however too much regulation hinders small business formation, a key competitive force for driving down cost. The 
Trump administration cut regulation by 25%, similar to Clinton and Reagan’s cuts. The Bush & Obama 
administrations increased them by 33%. When you talk with CEOs and small business owners, they don’t mind 
regulation – what they want though, is one set of rules, not 5. Large companies can afford teams of lawyers to 
stay compliant while small business ultimately pays the price for an ever-expanding Federal Government.  
 

The easiest lever for small caps to pull during these times is labor. We expect more layoffs the rest of the year that 
will drive loan balances higher and spending lower. Thankfully, there are still plenty of unfilled jobs. Even if that 
number drops to 2020 rock-bottom levels, we have 4.7 million positions available for workers (today’s number is 
9.8 million). In the short run we still expect some volatility and at least a 10% correction, but in the long run we are 
bullish on large cap stocks. S&P 500 Index earnings estimates for 2025 are now $277 which would place the 
market around 5,000-5,300 points by year-end 2024.  
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The views expressed herein are those of the author and do not necessarily reflect the views of Stenger Family Office LLC or its 
affiliates. All opinions are subject to change without notice. Neither the information provided, nor any opinion expressed constitutes a 
solicitation for the purchase or sale of any security. Past performance is no guarantee of future results. 
 
This material does not provide individually tailored investment advice. It has been prepared without regard to the individual financial 
circumstances and objectives of persons who receive it. The strategies and/or investments discussed in this material may not be 
appropriate for all investors. Stenger Family Office LLC recommends that investors independently evaluate particular investments and 
strategies and encourages investors to seek the advice of a Financial Advisor. The appropriateness of a particular investment or 
strategy will depend on an investor’s individual circumstances and objectives. 
 
Information contained herein has been obtained from sources considered to be reliable, but we do not guarantee their accuracy or 
completeness. 

 
Various factors, including an economic downturn, may cause a company to reduce or eliminate its dividend. 
 
The Standard & Poor’s (S&P) 500 Index tracks the performance of 500 widely held, large-capitalization US stocks. An investment 
cannot be made directly in a market index. 
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