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The Structural Re-Rating of US Equities

Supply Contraction and Demand Inelasticity

47% $1.0T

Decline in US listed companies since 1997 peak S&P 500 buybacks in 2025

$19.3T $4.8T

US Index Mutual Funds and ETFs Target-date fund AUM — mandatory retirement flows
12,000 11%

PE-backed private firms today vs. ~1,900 in 2000 Reduction in market price elasticity from passive growth

Executive Summary

US public equities are caught in a massive structural squeeze. Traditional valuation
frameworks simply cannot explain why the S&P 500 remains so durably expensive,
largely because two persistent forces are twisting the market. On the demand side, the
growth of passive index funds and retirement accounts has created a massive wave of
price-insensitive buyers. These automated vehicles pump billions into the market with
every payroll cycle, independent of valuations, P/E ratios, or corporate fundamentals.

Simultaneously, the investable universe of stocks is rapidly evaporating. The US stock
market is contracting at a staggering rate. The listed universe has shed nearly half its
companies (47% to be exact) since peaking in 1997. Private equity is a primary culprit,
swallowing over 11,000 firms before everyday investors could even look at them, thereby
starving public markets of fresh businesses and capital.

Meanwhile, the remaining corporate giants are aggressively buying back their own
shares. S&P 500 buybacks hit an unprecedented $1 trillion in 2025, a record that 2026 is
expected to shatter. This combination of blind, automated demand and shrinking equity
supply has completely flipped the script on the stock market's purpose. Itis no longer an
engine for raising capital to fund corporate growth; instead, it has become an extraction
mechanism for rewarding shareholders. The data confirms this: since 1998, public
companies have funnelled a net $9 trillion out of the market and back to investors.

The demand transformation, though less visible than the diminishing supply, is just as
powerful. Passive index funds now control most US equity fund assets, holding $19.3
trillion compared to $17.4 trillion for active strategies as of late 2025 (Institute of
Business Finance, Feb 2026). Similarly, target-date funds, the default vehicle for 401(k)
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plans, hold over $5 trillion. Both vehicles share a defining characteristic: they buy
equities based on inflows and portfolio weights, not value.

This imbalance doesn't eliminate valuation as a long-run anchor, but it partly explains
why US multiples have persistently re-rated upward and why mean-reversion keeps
getting delayed. It also explains the extreme concentration in mega-cap index
constituents. These tech giants sit at the intersection of both forces. They are the primary
beneficiaries of massive corporate buyback programs and dominant weights in passive
indices.

What breaks this structural thesis? We would be looking for three specific turning points.
First, a higher buyback excise tax could stall share repurchases. Second, a sustained
increase in PE-backed IPOs could inject fresh supply. Third, and most effective over the
medium term, the demographic clock is ticking. As baby boomers transition from saving
to withdrawing, target-date fund flows will inevitably reverse. None of these threats
appear imminent, but they represent the definitive boundaries of the current regime.
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PART |

The Supply Side: A Shrinking Public Equity Universe

1. The Buyback Machine

Share repurchases have evolved from a supplementary capital return tool into the
dominant mechanism by which S&P 500 companies return value to shareholders and,
consequently, structurally reduce the supply of publicly traded equity. At approximately
$1 trillion peryear, buybacks now represent a sustained, largely price-insensitive bid that
operates regardless of short-term market sentiment.

After a 2023 pause, S&P 500 buybacks set an annual high of $942.5 billion in 2024
(+18.5% year-on-year), and 2025 confirmed a new all-time peak of approximately $1.0
trillion. With $665 billion already announced in the first four months of 2026, the fastest
start on record, the trajectory remains firmly upward.

S&P 500 Annual Buyback Expenditure ($B)
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Buybacks affect public equity supply through two channels:

Source: S&P Dow Jones Indices.

1. Float reduction: share count retirement directly shrinks the investable pool,
mechanically raising earnings per share without any improvement in underlying
business performance. In Q3 2025, 17.1% of S&P 500 companies had reduced
their share counts by at least 4% year-on-year.

2. Sustained demand floor: massive corporate buyback programmes create a
permanent, standing bid. The combination of these repurchases and the passive
index flows, both largely indifferent to short-term price levels, form a powerful,
self-reinforcing structural floor for US equities.

The buyback landscape is strikingly concentrated. The top 20 S&P 500 companies
accounted for 49.5% of all Q3 2025 buybacks above the pre-COVID average of 44.5%.
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Apple, Nvidia, Alphabet and Meta alone represented 22.2% of the S&P 500 total in a
single quarter, reinforcing the concentration feedback loop: largest weights generate
most cash, execute largest buybacks, reduce share counts further, grow index weight
further.

Looking ahead into 2026, Goldman Sachs forecasts gross corporate buybacks of $1.3
trillion, noting a structural rotation from repurchases to capex and R&D, particularly
among mega-cap technology companies redirecting cash toward Al infrastructure. Early
data supports the headline number are $665 billion was announced in the first four
months alone, putting the full-year figure well within reach.

2. The Vanishing Public Universe

The contraction in the number of US-listed companies is one of the most persistent and
underappreciated structural shifts in capital markets. From a peak of 7,800 listed
companies in 1997, the total has fallen to approximately 4,000 today, a 47% decline
despite decades of economic growth and rising corporate profits.

In 1997, there were approximately 30 listed companies per million people in the United
States. By 2023, that figure had fallen to 13 per million, a 56% decline on a per-capita
basis. This is a distinctly American phenomenon: non-US developed economies saw
their aggregate listed company count rise from approximately 4,000 in 1997 to 20,000 by
2020.

The primary driver, per Doidge, Karolyi & Stulz (2017), “has been M&A consolidation, with
public companies absorbing other public companies, permanently reducing the
universe.” Secondary drivers include the post-Sarbanes-Oxley compliance burden
(which raised the cost of being public, particularly for smaller firms), the decline in small-
cap IPOs from 300+ annually in the 1980-2000 period to under 100 post-2000, and the
growing attractiveness of remaining private given the depth of private capital markets.

Despite some recent mega IPOs, the scale of the structural inversion is difficult to
overlook. Since 1998, US public companies have, on net, returned $8-10 trillion more
equity to investors than they have raised, with repurchases persistently outpacing new
issuance. Over the four years leading into 2026, buybacks exceeded new equity issuance
by about $3.2 trillion. The US stock exchange, once primarily a mechanism for capital
formation, has become predominantly a vehicle for capital return. A growing pool of
investor demand is therefore chasing a structurally smaller and progressively more
concentrated pool of public equity.

3. Private Equity: Absorbing the Supply Slack

The forces reducing public listings have corresponded with an extraordinary expansion
of private equity. Private markets have become sufficiently deep to satisfy the capital
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needs of companies that would previously have required a public listing, diverting both
companies and investment capital away from public markets.

The number of PE-backed private firms in the US grew from approximately 1,900 in 2000
to about 12,000 today, a nearly six-fold increase over the same period in which the listed
company count fell by 47%. Over the last decade, the median age at which US
companies go public has risen from 6.9 years to 10.7 years in 2025 (Ritter, 2025),
meaning companies now enter public markets later, larger, and beyond their highest-
growth phase. Much of the value creation that historically accrued to public
shareholders now accrues to private investors.

Bain & Co. projects global private market AUM will reach $65 trillion by 2032, growing at
more than twice the rate of public market AUM, a structural shift, in where capital
formation occurs that shows no sign of reversing.

Private equity firms are sitting on a significant backlog of portfolio companies requiring
exit, with $4.3 trillion of unicorn value still locked in private markets as of early 2026. PE-
backed IPOs have run well below historical norms, averaging just 8% of global IPO count
from 2022-2024 versus a historical average of 22%. Major sponsors including
Blackstone, KKR and Apollo have signalled expanding IPO pipelines slated for the 2026-
2028 window.
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PART I

The Demand Side: The Invisible Bid

1. The Passive Revolution

The migration from active to passive management represents one of the most
consequential structural changes in modern financial markets, carrying direct
implications for equity valuations. Unlike active investors who reduce exposure as prices
rise, passive vehicles buy as a mechanical function of index weights and contribution
flows. As their share of the market has grown, so has the fraction of aggregate equity
demand that is indifferent to price.

In 1996, passive investment vehicles held just 6% of US-domiciled equity mutual fund
and ETF assets. By late 2024, total assets in US passive mutual funds and ETFs narrowly
surpassed those in active strategies for the first time. Today, about 56% of overall US
equity fund assets are passive/indexed and about 70% of that passive bucket now sits in
ETFs rather than mutual funds.

Share as % of total US domiciled equity mutual funds and ETF assets

Vehicle 2005 Share 2025 Share
Equity Index Mutual Funds ~10% ~16%
Equity Index ETFs ~ 4% ~40%

Source: ICI, April 2026

The defining feature of passive demand is notits scale alone, but its insensitivity to price.
A 2021 study by Haddad, Huebner & Loualiche (2021) estimates that the growth of
passive investing has rendered the US equity market approximately 11% more inelastic,
meaning prices react more strongly to a given quantum of buying or selling pressure than
before the passive era. A 2024 follow-up found this effect is most acute for large-cap
constituents, with the rise of passive investment accounting for approximately 15% of
the total increase in demand inelasticity.

The seven largest Al and technology-driven companies now account for roughly one-third
of the S&P 500, a higher concentration than the leading tech stocks reached at the peak
of the dot-com bubble.

2. Retirement Capital: The Mandatory Flow Engine

Beyond the active to passive shift, a second and structurally distinct source of demand
flows from the defined-contribution retirement system. Through employer-matched
401(k) contributions and automatic enrolment, the DC system routes a substantial and
largely non-discretionary stream of payroll-linked capital into equities every pay cycle.
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This capital is driven not by investor conviction or valuation, but strictly by employment
levels and plan defaults.

Target-date funds have become the dominant repository of US retirement savings,
reaching a record $4.8 trillion in AUM at end-2025 and growing 11.9% annualised over
the past decade thanks to both market appreciation and contributions. The structural
engine is default enrolment: under the Pension Protection Act of 2006, TDFs were
designated as Qualified Default Investment Alternatives (QDIAs), meaning newly
enrolled participants who make no active fund election are automatically placed in a
TDF. Given high default rates, TDFs capture a structurally mandated share of payroll
flow, a floor on equity demand that is largely independent of market conditions.

Younger vintage TDFs targeting retirement in the 2050s and 2060s typically allocate 85—
95% of assets to equities, directing the vast majority into US large-cap index exposures.
A notable trend over the past decade is that equity allocations have been staying higher
for longer across the industry, sustaining the equity bid further up the demographic
curve.

The demand footprint is further amplified by the parallel shift within TDFs toward passive
underlying holdings, driven by fee competition. The result is a compounding structural
effect: payroll-linked contributions flow into TDFs, which direct those flows into passive
index vehicles, which execute as price-insensitive buyers of the largest index
constituents. Each link in the chain removes discretion and reduces price sensitivity.
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PART Il

Synthesis and Investment Implications

1. Global Comparison: US, Europe and Japan

The structural dynamics described in this note are predominantly a US phenomenon.
Understanding the contrast with other major developed equity markets helps explain
why the S&P 500's supply/demand imbalance is more extreme and more durable than
elsewhere.

The US Dominates on Both Dimensions

The US accounts for approximately $1 trillion of the $1.9 trillion in global buybacks
executed in 2025; over half the world total, broadly in line with its 60% share of global
equity market capitalisation. More strikingly, 2025 was the fifth consecutive yearin which
S&P 500 companies spent more on repurchases than on cash dividends, a ratio that is
the inverse in most European markets. On the demand side, the 401(k)/TDF system is a
distinctly American institution with no direct European or Japanese equivalent, and US
passive penetration (passive > active in total AUM) is well ahead of other developed
markets where active management retains a larger share.

Europe: Stable Supply, Lower Passive Penetration

European companies have historically favoured dividends over buybacks; the dividend
yield on MSCI Europe runs at approximately 3% versus the S&P 500's 1.1%. As a result,
European equity supply has been broadly stable rather than structurally shrinking. On
the demand side, passive penetration is lower, and Europe lacks a comparable
mandatory retirement-flow engine. Most retirement provision remains state funded.
European equities therefore lack the structural valuation support of the US, which is
reflected in Goldman Sachs' 10-year return forecasts (November 2025) projecting
European equities at +7.1% annualised, a wider, income-driven return profile versus the
UsS.

Japan: An Emerging Structural Shift

Japan presents the most interesting contrast. Following the Tokyo Stock Exchange's
landmark corporate governance initiative in March 2023, Japanese share buybacks
nearly tripled in pace through 2024, with total shareholder returns reaching ¥32 trillion in
FY2024. However, buybacks remain an emerging rather than embedded practice; the
primary driver of TOPIX outperformance since 2023 has been governance reform and
earnings re-rating. Goldman Sachs projects Japanese equities at +8.2% annualised over
the next decade, the strongest among developed markets, supported by EPS growth of
6% and ongoing capital efficiency improvements.
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2. Risks and Counterbalancing Forces

The structural thesis outlined in this note is durable but not unconditional. Several forces
could partially offset or reverse the supply/demand imbalance.

Tax Policy

A significant increase in the buyback excise tax, currently 1%, with 2-2.5% discussed in
Washington, could meaningfully reduce repurchase activity; particularly discretionary
buybacks not required for employee option coverage. Capital could migrate from
buybacks to dividends, which do notreduce share count and therefore would not provide
the same supply-reduction effect.

IPO Supply Release

A sustained wave of PE-backed IPOs would increase public equity supply. The pipeline
is building with Blackstone, KKR and Apollo all signalling activity but given $4.3 trillion of
unicorn value still locked in private markets, any realistically achievable pace of IPO
activity is unlikely to materially offset the structural supply contraction. Market window
dependency remains high: IPO volumes collapsed in 2022-2023 and have recovered only
partially.

The Demographic Reversal of TDF Flows

This is the most credible medium-term structural headwind. The largest cohort of TDF
assets is concentrated in the 2025-2035 vintage funds, reflecting the retirement wave of
baby boomers. As this cohort transitions from accumulation to distribution, TDF
mechanics will drive automatic glide path de-risking reducing equity allocations and
shifting from net inflow to net outflow. This transitionis already underway and is expected
to intensify through the early 2030s. It will unfold gradually but represents a genuine
headwind to the structural demand regime.

Earnings Deterioration

Buyback programmes are among the first discretionary expenditures cut when earnings
disappoint materially, as observed in Q2 2025 when buybacks fell 20% following tariff
announcements. The demand floor from buybacks is therefore conditional on corporate
cash flow generation.

Concentration Risk

The structural forces described in this note are not distributed evenly across the market
but are concentrated with unusual intensity in a narrow group of mega-cap securities.
The result is a self-reinforcing concentration loop: buybacks reduce float and grow per-
share metrics; rising prices increase index weights; passive inflows mechanically follow.
Both forces feed the same names.

This concentration creates a pronounced downside asymmetry. During the
accumulation phase, passive inflows are steady and gradual. In a de-risking event,
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however, outflows from passive vehicles hit the largest index weights hardest and
fastest. The same price inelasticity that supported valuations on the way up operates in
reverse: passive fund redemptions trigger mechanical selling concentrated in the very
names that have been most inflated by structural flows.

A further dimension is common ownership. BlackRock, Vanguard and State Street
collectively hold significant stakes in virtually every large-cap US company
simultaneously. In a severe stress scenario, the three dominant passive managers face
simultaneous redemption pressure across the same concentrated positions, with
limited ability to stagger or manage execution. Historical volatility and risk management
measures calibrated to the pre-passive era are unlikely to capture this tail risk
adequately.

A final and underappreciated dimension concerns the governance structure of the
concentrated names themselves. Several of the largest S&P 500 constituents operate
dual class share structures that entrench founder control well beyond their economic
ownership. Mark Zuckerberg holds approximately 13.7% of Meta’s equity but commands
61% of its voting power; Larry Page and Sergey Brin retain approximately 52.7% of
Alphabet’s votes through Class B shares despite owning a minority economic interest.
These arrangements mean that founders can direct substantial and sustained buyback
programmes which reduce share counts, mechanically raise EPS, increase index
weights, and attract further passive inflows without meaningful accountability from
external shareholders. Passive index funds, which are structurally obligated to hold
these stocks regardless of governance concerns, have little practical recourse, voting
against management risks tracking error and is inconsistent with their mandate.

The result is a system in which entrenched founders capture the financial upside of the
structural tailwinds, while passive shareholders, ultimately millions of retail retirement
savers, bear the concentration risk with limited ability to influence capital allocation
decisions. This is not unique to any individual company, but as a structural feature of
the most heavily weighted index constituents it warrants explicit recognition alongside
the other risks described in this section.

Active Manager Opportunities

The distortions created by passive dominance create structural alpha opportunities for
well-positioned active investors. Index inclusion and deletion events create predictable,
valuation-insensitive price moves; research suggests front-running or timing index-
driven trades could add approximately 23 basis points annually in systematic alpha.
More broadly, the compression of price discovery and the increase in return noise
documented in the passive-ownership literature means that mispricing relative to
fundamentals may persist longer, rewarding patient, conviction-led active approaches
that are increasingly rare.
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3. Conclusions

US public equity markets are fundamentally different from the markets of twenty years
ago: they have shifted on both the supply side and the demand side simultaneously. The
combination of a shrinking investable universe and a growing pool of price-insensitive
demand has created a persistent structural tailwind for S&P 500 valuations that is largely
independent of the earnings cycle.

This does not mean US equities cannot fall, or that fundamentals are irrelevant. It means
that valuation-based mean-reversion frameworks, calibrated to an era when the
marginal buyer was a discretionary active investor, are systematically less reliable as
timing tools than they were. Elevated multiples can persist and have persisted for longer
than fundamental models predict, because the structural bid does not respond to the
sighals those models generate.

The risks are real but mostly medium-term. The demographic reversal of TDF flows is the
most credible systemic headwind, but it will unfold over years, not quarters. In the near
term, the forces described in this note remain intact and reinforcing. The structural re-
rating of US equities is not complete, but understanding its mechanics is essential to
navigating it.
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