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In this memo: IN DEFENSE OF HIGH SHARE PRICES | GENERAL ECONOMIC COMMENTARY  

December 16, 2020 

IN DEFENSE OF HIGH SHARE PRICES 

Yes, the title of this memo is click-bait-y. I’m not here to justify the seemingly high 

valuations in the current stock market (more in the general commentary section). It’s the 

proliferation of low-to-no-cost trading and the advent of fractional shares that has my interest 

this month. On the surface such marvels of modern finance would seem to be a good thing—

many argue they are. I disagree.  

Frictionless trading and fractional shares present a paradox of sorts. From a purely 

rational standpoint they are positive. Commissions and bid-ask spreads are a drag on investment 

returns that can and should be minimized, and fractional shares allow those with less capital to 

participate as owners in companies with high share prices. But in the hands of humans, who have 

flaws, they create conditions for sub-par investment returns. Why? Because they push thinking 

further from the ultimate source of investment returns: business fundamentals. 

Technology has at the same time allowed the cost of trading to come down while sowing 

the seeds of the very factors that negate its advantages. There is a real cost to transferring 

ownership of shares in companies, which used to require more human involvement, more paper, 

and more time. Computers allow these things to happen faster and more efficiently. But more 

computing power put stock exchanges in our phones, in our pockets. Is human civilization better 

off because I can buy and sell shares before even leaving my bedroom in the morning? Or even 

in the shower: “Hey Alexa, find out who made this shampoo and buy nine-and-a-half shares.” 

Human flaws are exposed by the lack of friction in trading shares. Without any restriction 

on speed, the trading application can descend into a casino-like atmosphere. Robinhood, a 

popular online trading application, features many of the same attention-seeking attributes as slot 

machines: price-change notifications, flashing lights, and rewards not tied to business 

fundamentals. How can one conclude anything other than that the promotors of such applications 

and platforms aren’t using clever psychological tricks to attract and retain users? Count me 

cynical of the social good these companies proclaim.  

Fractional shares are not an entirely new innovation. Owners of mutual funds and 

shareholders of companies with DRIP (dividend reinvestment plans) long have had the ability to 

own less than a full share. Modern fractional share ownership has taken this to the extreme. Why 

is it necessary to own one-millionth of a share? How can the “investment” of one dollar into a 
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company really bring the same attitude of ownership as a that of a commitment representing a 

meaningful portion of an individual’s net worth?  

There must be a logical sweet spot of sorts for the price of shares that encourages holders 

to think like owners and discourages overtrading. Perhaps the cost of human existence provides 

an answer. Clearly someone who can’t afford a meal isn’t going to benefit in any real way from 

the ability to buy into a company for less than the cost of a loaf of bread—there are other ways 

society should help the less fortunate. My best guess is the monthly price of housing. I’d venture 

that if all share prices were adjusted to be in the range of $1,000 to 2,000 per share that more 

rationality would pervade the market. Individuals would think harder about which companies 

they wanted to own and would trade less often. And yes, at the beginning someone saving would 

be too concentrated by the pure percentages, but the absolute dollars would be small, and 

diversification would happen as additional saving occurred.   

Parking lots have speedbumps for a reason. They serve to slow down the driver and 

remind them that they should pay attention. Likewise, with trading, higher transaction costs and 

higher share prices would slow down buyers just enough to increase the probability of safety for 

all.  

GENERAL ECONOMIC COMMMENTARY 

 I did not originally intend to comment on the general level of the stock market. Writing 

the first section of this memo got me thinking more about it. While I don’t use macroeconomic 

indicators to make investment decisions, a look at what has been termed the Buffett indicator 

gives a reasonable spot-check on where valuations stand compared to history. The Buffett 

indicator is the ratio of the value of the stock market to the value of US production (GDP or 

GNP). It’s as if one were viewing the entire country as one stock.  

 As the chart below indicates, the ratio currently stands above that of the dot-com boom in 

the late 1990s, and that of the mid-2000s. How to think about this? Does it indicate the market is 

definitely overvalued? Yes and no. As Buffett himself has said, if interest rates remain low or 

fall, and if earnings remain where they are, the market is not overvalued. But that’s too many ifs 

for my liking.  
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Chart 1: 

If we overlay interest rates, we can see the long decline in rates that began in the early 1980s 

roughly corresponds to the increase in valuations over that time. Inverting the Buffett indicator 

(Chart 3 below) ratio reveals the strong correlation. According to Excel the correlation factor is 

negative 0.77, which appears to be valid based on the graph and an intuitive understanding of the 

power of interest rates to drive valuations. 

Chart 2:
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Chart 3: 

What does this all mean? In short, everything and nothing. On the one hand interest rates 

are clearly in the driver seat. Other factors, like earnings growth (and GDP growth) play a role 

over time. So does market psychology. But investment returns are inexorably linked to business 

fundamentals. Interest rates merely serve to push or pull (it’s been a massive pull over the last 

few years) earnings from the future into the present. Those earnings still need to be realized, 

however.  

It’s also important to remember that valuation changes due to interest rates are a one-time 

phenomenon. There may be more room to go from here (no one knows) but the longer valuations 

disconnect from underlying business realities the more risk accrues to future returns.  

Today there appears to be an inconsistency between pandemic-related risks to the real 

economy and the general stock market. How fascinating a world we live in which gives us sheer 

panic in March followed by what can only be described as euphoria eight months later. 

We remain focused on finding good companies and good value. Good companies will 

prove themselves through economic cycles, and the recent stress may prove beneficial in terms 

of business results or as a stress test. Despite the apparent euphoria, pockets of value remain in 

overlooked parts of the market. If we’re lucky we may find a few more, and a future market 

dislocation—when not if—may give us a chance to buy them at attractive valuations.  

* * * * * * * * * * * * 

Wishing you and yours a happy and healthy holiday season.  

Warmly, 
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Adam 

Important Disclosures:  

Mead Capital Management, LLC is a registered investment adviser based in Derry, New Hampshire. Adam J. Mead 

is its principal, CEO, Chief Investment Officer, and managing member.  

Information presented is for educational and general informational purposes only and is not intended as an offer or 

solicitation for the sale or purchase of any specific securities, investments, or investment strategies.  

Investments involve risk and, unless otherwise stated, are not guaranteed. Be sure to first consult with a qualified 

financial adviser and/or tax professional before implementing any strategy discussed herein.  

Past performance is not indicative of future performance. 
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