
Scarcity 

Scarcity, or paucity, is at the core of economics. 
The fundamental problem of humans' unlimited 
wants in a world of limited goods and services 

forces society to make decisions about how to allocate  
its resources. Economics is the study of the causes, 
effects, and efficiencies of these allocation decisions.   

The scarcity principle is currently applicable to 
investing because a limited supply of goods (the 
number of available companies in which to invest), 
coupled with a high demand for those goods (the 
amount of available investment capital), results in 
a mismatch between the desired supply and demand, 
generally driving prices higher. 

When stocks are increasingly scarce, investors are 
faced with a challenging  cost-benefit analysis, since 
the resource (stocks) that is in high demand but low 
supply will likely be expensive. This means that 
investors should only take action if they see a greater 
benefit from having the product than the alternative. 
This is the dilemma facing investors today.

Shiller PE Ratio

In pricing theory, the  scarcity  principle suggests 
that the price for a scarce good should rise until an 
equilibrium is reached between supply and demand. 
For stocks, this results in exclusivity.  Investing in 
stocks becomes restricted to only those who can afford 
it and who have a willingness to pay higher valuations 
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for earnings streams. It is our belief, at least in part, 
that this phenomenon explains the length of this 
current bull market.

O Stocks, Where Art Thou?
In the mid 1990s there were more than 7,300 
publicly traded U.S. corporations. Today, the number 
is hovering around just 3,600 (rendering “Wilshire 
5000 Index” a misnomer).

Number of Publicly Listed U.S. Corporations

According to a recent report published by Credit 
Suisse, there are multiple reasons for, and new 
implications as a result of, the shrinking supply of 
publicly investable companies:

 � The cost of being publicly listed, especially after the 
implementation of the Sarbanes-Oxley Act in 2002, 
has risen in the past two decades. 

 � Accommodative anti-trust enforcement has 
allowed for robust M&A activity. As a result, listed 
companies today are on average larger and older, 
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market capitalization of the U.S. market is up 400% 
since 1996. 

Corporate Sector has been the Main Buyer of Equities

Russell 3000 Total Market Capitalization ($ Trillions)

Bottom Line
The combination of consolidating investable assets 
and the insatiable demand from large plan sponsor 
investors and corporate buybacks is helping drive 
valuations near historical highs. The demand for fixed 
income investments and institutional real estate is 
similar around the globe. The premiums being paid 
for the highest quality assets are likely to persist 
until there are meaningful changes to their business 
fundamentals. We hold to the historical patterns 
that credit markets will both dictate and telegraph 
the future trajectory of valuations in all asset classes. 
Quest remains vigilant.

have fewer competitors, and are more profitable 
than they were 20 years ago. 

 � The overall size and maturity of listed companies 
mean they are more likely to pay out cash to 
shareholders in the form of dividends and share 
buybacks than companies were in the past. 

 � The concentration of total public profits has been 
astounding. The profits of the 100 largest companies 
in the mid 1990s was just over 50%, basically the 
same as it was in the prior 20-30 years. Today their 
share of profits is nearing 85%. What that implies 
is that the other 3,500 companies only account for 
15% of all profits. 

 � The maturation of listed companies and the 
implementation of Regulation Fair Disclosure (FD) 
in 2000 have also contributed to an informational 
efficiency in the stock market.

 � The explosion of alternative investments created 
in the past 20 years was meant to provide investors 
with access to more investment opportunities as 
well as to employ “more sophisticated” methods 
to generate excess returns. The hyperbolic growth 
of these asset classes has led to lower returns 
for investors since 2000, especially in the Hedge 
Fund and Venture Capital communities which have 
underperformed publicly traded stocks. 

 � In round numbers, U.S. companies are repurchasing 
as many shares as they issue. This juices earnings 
metrics and provides liquidity for employees who 
receive stock options. 

 � IPOs have fallen dramatically.  And those companies 
that have decided to go public are doing so at much 
larger market capitalizations.

Let's Look at Demand
The demand for stocks is going to be high as long as 
alternative investment vehicles (bonds and less-liquid 
private companies) are not as appealing as public stocks. 
The sheer volume of capital available for investment 
demands markets with higher levels of liquidity and 
size. The perceived return on stocks is higher than 
that for most other investment instruments, especially 
because of the low-interest rate, “TINA” (an acronym 
for There Is No Alternative) environment.

Interestingly, the only net buyers of stocks in 
the current bull market have been the companies 
themselves. So while the number of companies 
available has shrunk by 50% over the last 20 years, the 
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MUSINGS
In June, Amazon employed 382,400, up from 268,900 the year 
before. To put that increase in perspective, if Amazon were a 
U.S. state, it would rank fifth in terms of job creation over the 
past 12 months — after Texas, California, Florida, and New 
York, according to data from the Bureau of Labor Statistics.
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