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Introduction to Investor Relations and Financial
Communication

Definition

Many people rely on the stock markets and entrust their future to the efficiency of the
investment system. Think about it: in the United States alone pension and retirement
saving accounts constitute about US$20 trillion in assets, with most of those assets
being equities and bonds. Efficient markets require information in order to function
properly — corporations disclose important details related to their operations and
finances to ensure all market participants, from professional investors managing bil-
lions of dollars to a retired teacher in Iowa with a few hundred dollars invested, have
the same access to the information they need to make an informed decision about
their investments. Investor relations professionals are on mile one of this information
highway, enabling timely and comprehensive disclosure in order to help all investors
better understand the company’s business and its value, and help investors better
understand what they can expect from their investments in the future. In other words,
the goal of investor relations becomes not just disclosure of information but educating
investors and managing their expectations related to the accurate, or fair, value of the
corporations.

The largest professional organization for investor relations, the National Investor
Relations Institute (NIRI), proposes the following definition of investor relations: “a
strategic management responsibility that integrates finance, communication, market-
ing and securities law compliance to enable the most effective two-way communica-
tion between a company, the financial community, and other constituencies, which
ultimately contributes to a company’s securities achieving fair valuation.”

The key part of this definition is the fair valuation - this is what all investor relations
activities should be targeted at according to the NIRI’s definition. This focus on fair-
ness is important. It means investor relations professionals, who are often referred to
as IROs (investor relations officers), should be eager to disclose negative information
as much as positive; information that can pull the stock price down as much as infor-
mation that can push the stock price up. Indeed, if IROs focus only on positive updates
and trying to hide or diminish the impact of negative developments, they may contrib-
ute to a phenomenon called overvaluation, which is when stock price is priced above
its fair market level. The danger of overvaluation lies in overcorrection: if and when all
information finally becomes available, market participants may overreact to the
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negative news as it would typically come as a surprise, as a leak, or as a discovery by a
third party such as a business journalist or a financial analyst, and may send the stock
price below even what would be the fair price. In addition, these events tend to under-
mine the credibility of the company, its management, and its investor relations depart-
ment, compromising all future disclosures and putting the relationships between the
company and the financial stakeholders at risk.

The concept of fair market valuation is based on the efficient market hypothesis,
which defines an efficient market as “a market in which prices always ‘fully reflect’
available information” (Fama, 1970, p. 383). Such a market is in equilibrium: all secu-
rities are fairly priced, according to their risks and returns. No investors can consist-
ently outperform, or beat, the market, and thus there is no reason to constantly buy
and sell shares of companies trying to outperform the average market return. The effi-
cient market hypothesis, however, requires key assumptions to be met: all relevant
information about the company and its performance is publicly available, all market
participants have equal access to such information on a timely basis, and all investors
are rational and capable of evaluating the information available to them.

Thus, investor relations, a function charged with providing information about the
company to shareholders, financial analysts, and other market participants, is at the
very foundation of the efficient markets. In fact, investor relations becomes a key
activity not just for a particular company but for the whole modern economy. The
survival of modern capitalism depends on how well IROs perform their task in ensur-
ing equal access to information for various financial market participants. IROs are
tasked with ensuring that the key assumptions of the efficient market hypothesis are
met through extensive and timely disclosure of all relevant information pertaining to
the company and its securities.

It is not enough for IROs just to disclose the information, however, for the share
price to arrive at its fair value. Disclosure in itself may not be enough for a successful
investor relations program. The efficient market hypothesis requires not just access to
information but also understanding of the information and developing reasonable
expectations based on such information. It is possible for somebody to have access to
accurate information but still make incorrect conclusions based on it or have unrea-
sonable expectations based on that information. A big part of an IRO’s job is similar to
the job of a teacher: IROs must educate investors, shareholders, financial analysts,
business journalists, and others on what this information actually means for the com-
pany - what the implications of the information are for the future of the company.

Today’s businesses are complex structures making money on advanced technologi-
cal developments, intangible reputational assets, and unique processes they develop
over multiple years. For example, it may not be sufficient for the investor relations
department of a pharmaceutical company to disclose information about the discovery
of a novel chemical compound - for many in the investment community this informa-
tion may not mean much. Instead, it may be important to explain what the potential of
that chemical compound is — maybe it can lead to a new type of medication that will
completely revolutionize how certain types of health conditions are treated. Without
such in-depth knowledge of this discovery, it may be impossible to know how this
compound may make extraordinary profits for the company in the future. Yet, it is
important not to oversell and to talk about the challenges as well - how much time it
may take before this discovery can become a marketable product, what are the poten-
tial roadblocks along the way, and what are the chances of success or failure. Again,
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people in the financial community, outside of the company, may not have a good
understanding of all these details even if they have been disclosed to them. They
require more than just an information dump; they require explanation and guidance
in order to understand how this discovery can affect the business and value of the
company. Thus, it is impossible for anybody to arrive at the fair value of a company
without some help from the investor relations professionals doing their job of disclos-
ing the information and educating the investment community.

When the definition talks about fair value, it talks about the fair value of the com-
pany’s securities. So, what are securities? In the simplest terms, securities are tradable
financial instruments. There are generally two types of securities: equity and debt.
Equity securities represent an ownership in a corporation stock. These are usually
called shares of stock. People can buy shares in many publicly traded companies - for
example, Microsoft, Tesla, or Snap - each share has a price that fluctuates based on all
the information available about the company and the resultant supply and demand for
the shares of this company. If somebody were to buy every single share of, for example,
Tesla, they would own the whole company. Owning shares of companies makes you a
shareholder - you become eligible to participate in shareholder meetings and vote on
various issues around how the company is run, including the election of the Board of
Directors. The more shares you have, the more votes you have. Not all shares are the
same and not all give the same rights and privileges; in addition, corporations may
introduce their own unique type of equity securities as well.

Debt securities do not represent ownership in a company - instead, it is just a debt,
aloan that must be repaid. As a result, debt holders do not get to vote on issues related
to how a company is run, but they get their money back as the loans are paid back by
the borrower and usually with interest. Both of these types of securities, equity and
debt, may be traded; for example, if a debt holder does not want to wait till the loan is
due for repayment, they may sell their debt securities on the secondary market to
somebody else.

The same is true for equity. However, shares do not have any repayment or expira-
tion date — once you buy a share of a company, you have a share in the ownership of
this company forever. If you decide at some point that you would rather part with your
shares, you can sell them on the secondary market to somebody else. Although the
corporation that originally issued those securities does not typically participate in
these transactions on the secondary market, it has a big effect on the price of its securi-
ties. Consider somebody who bought a share of Apple stock in 1990 when the shares
were traded on a secondary market for about 30 cents. Today, the same share is worth
about US$120. Investing a few thousand dollars in Apple stock 30 years ago would
have made a significant contribution to the investor’s retirement account balance
today. This increase in value is also good for a corporation: if a company decided to
raise additional funds and sell more securities, it would be evaluated based on its cur-
rent price not based on the 30-cent value from 30 years ago - it makes it easier for
corporations to finance big projects.

NIRI’s definition of investor relations also talks about the way the fair value is built -
specifically, it talks about two-way communication. What makes communication “two-
way”? When the company sends out a news release or posts information on its website,
it communicates in a one-way fashion - from the company to the outside world. There
is nothing wrong with one-way communication - it is an appropriate communication
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technique in many situations, but it has its drawbacks, and it does not work all the
time. For example, the company may be disclosing torrents of information about cost-
cutting measures and new business development ideas, but without feedback from
shareholders the company cannot know if shareholders actually understand how
these new business ideas affect the company’s business model. This feedback becomes
the return loop in the communication process and the communication becomes two-
way communication.

In other words, in two-way communications both parties have a chance to speak
and to be heard, and the information travels both ways - from the company to the
stakeholders and from the stakeholders to the company. This puts an extra responsi-
bility on the IROs - they are responsible not just for disclosure, or sending the mes-
sages out, but also for listening. IROs must be not only the mouthpieces of their
organizations, but also their ears and eyes. Two-way communication is an essential
part of investor relations if the goal of investor relations is educating investors and oth-
ers in the financial community on the value of the company - education calls for two-
way communication and dialogue. Investors must have the opportunity to ask
questions and ask for clarifications in order to improve their understanding; in fact,
IROs should welcome these investor inquiries as they help IROs understand where
investors stand and what their expectations of the company are.

But there is more to two-way communication than enhanced understanding.
Ultimately, investors are the owners of the corporation and the company’s manage-
ment has a fiduciary duty to them, a duty to act in the best interest of the investors. Part
of this process is for IROs to listen to investors and then to communicate the messages
from the investors to the company’s management. Indeed, if the company’s manage-
ment works for the shareholders, the management should know what shareholders
think of their performance. It is the responsibility of IROs to collect this information
and communicate it to the company’s management. As a result, investor relations
departments must focus on building two-way communication channels to enable dia-
logue between corporations and a financial community.

The definition of investor relations talks about various skills that IROs must possess
in order to do their jobs successfully: finance, communication, marketing, and securi-
ties law compliance. In fact, it may sound like four different professionals should be
doing this job! Indeed, as an IRO you have to be knowledgeable in all these four areas -
you need to be an expert communicator, after all, two-way communication is a foun-
dation of the profession as we have just learned. But the topic of the communication
often revolves around financial content - IROs’ communications are often financial
communications - meaning communications about sales, profits, expenses, earnings
before interest, taxes, depreciation, and amortization (EBIDTA), earnings per share
(EPS), rate of return, and other financial terms. It may be challenging even for the best
communicators to talk about subjects they know nothing about. So, understanding of
accounting and financial concepts in investor relations is important. In addition, all
these communications are occurring in a highly regulated environment - there are
many rules on what information must be communicated, when it must be communi-
cated, and what channels must be used to communicate it. There are rules against
selective disclosure and against trading on privileged information. All these rules
require IROs to be knowledgeable about laws and regulations governing the securities
markets and make IROs agents of enforcement of these regulations. Investor relations
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is also part marketing. Investor relations professionals are expected to engage in and
build relationships with the financial community - identify investors who may be a
proper target for the company’s stock, increase the coverage of the company by the
financial analysts, and even promote stock to retail shareholders.

As a result, it is quite common for IROs to have multiple educational degrees. A
study that analyzed educational backgrounds of IROs at Fortune-500 companies found
that almost 60% of IROs had a second, graduate-level degree. It is not uncommon that
if an IRO’s first degree is communication-based, they would earn a second degree in
finance or accounting to complement their communications expertise; in some cases,
maybe even a law degree. If an IRO has an undergraduate finance or accounting
degree, however, then they may complement it with graduate studies in communica-
tion or marketing. In addition, NIRI has a variety of professional development oppor-
tunities available for its members to enhance their knowledge and skills.

The two remaining terms in the definition of investor relations are “strategic” and
“management.” The strategic part of investor relations refers to the proactive nature of
the profession. Investor relations is not just reacting in response to the outside world —
to the request for information from shareholders, for example. Instead, IROs set goals
and objectives, and develop a plan for how to reach these goals. For some companies,
IROs may set a goal to increase the financial analyst coverage of the company stock
and they would work proactively to identify financial analysts who cover similar com-
panies or companies in the same industry and reach out to them to generate interest.
In another case, IROs may set a goal of influencing the company’s shareholders mix —
for example, they may try to increase the number of retail shareholders, and would
develop a plan for how to achieve this target.

Of course, these investor relations goals and objectives must benefit the company as
a whole - all these decisions are rooted in the overall corporate strategic vision. This
makes it essential for IROs to be part of the top management and to have a seat at the
proverbial table where the top-level discussions are happening. This is where the term
“management” comes from. IROs are part of the top management team of a company.
It would be virtually impossible to be successful as an IRO without having access to the
executive C-suite, also called the dominant coalition — people who run the company. It
is important for IROs to be well versed in short- and long-term corporate strategy in
order to be able to educate investors on the short- and long-term corporate value. It is
also important for IROs to be able to relay investor feedback to the C-suite directly and
in a timely fashion. All this makes access to the C-suite a must. There is also another
way to look at the concept of management responsibility in the definition of investor
relations. The term management also means a certain autonomy and ability to control
its own domain. IROs are recognized as having an expertise in the investor relations
tasks and thus they have a certain autonomy over managing these tasks. They have an
autonomy over how to better communicate with financial analysts or how to better
relay negative news to the market, for example. This expertise is recognized and appre-
ciated. This autonomy is not absolute — almost every task in a corporate world is done
within a team. The same is true for many investor relations processes - the legal team,
treasury, accounting, marketing, public relations, and other departments often get
involved - but each is recognized as having their unique perspective and their unique
expertise.
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This is the meaning of NIRI’s definition of investor relations. It is, of course, not the
only professional organization and it is not the only definition. For example, IR Society,
the professional organization for investor relations in the UK, has a slightly different
definition: “Investor relations is the communication of information and insight
between a company and the investment community. This process enables a full appre-
ciation of the company’s business activities, strategy and prospects and allows the mar-
ket to make an informed judgement about the fair value and appropriate ownership of
a company.” It is easy to see the parallels between these definitions - fair value is the
key goal in both of these definitions. And this fair value is achieved through full appre-
ciation or understanding of the company and what it does. The main process, the main
activity of investor relations is communication between a company and the invest-
ment community. So, both definitions, although they use different words, basically
talk about the same concepts.

These definitions are not set in stone - they evolve with changes in society. For
example, several books on investor relations from the 1990s define investor relations
as aimed at increasing the share price instead of aimed at fair value. Even the defini-
tion of investor relations that NIRI used in the 1990s calls it a marketing function
aimed at creating a positive impact on the company’s value. Thus, to better understand
the profession it is important to take a glance at its history.

History

Financial communication, as a function of communicating financial information, has
existed since the emergence of finance - if there was money, it was important to com-
municate about it. In fact, one of the oldest surviving documents of human civilization,
The Code of Hammurabi, a Babylonian code of laws of ancient Mesopotamia, dating
back to about 1745 Bck, has references to such key concepts of financial communica-
tion as minimum wage, interest rates, contractual obligations, and inheritance rules.

Investor relations, however, developed later as it is inextricably connected with the
separation of ownership and management. In the past, when blacksmiths or other
craftsmen conducted their business they did not need to communicate their financial
information or build relationships with investors because they financed themselves.
They were investors, managers, and employees of their enterprises. As the industries
progressed, they started hiring more employees, but the original investors were typi-
cally the managers themselves. There was still no separation between ownership and
management.

At some point, instead of one manager, it became more common to see a family -
fathers, sons, uncles, mothers, daughters, aunts, and so on — as investors and managers
of family businesses, which started to replace singular craftsmen. But still family rela-
tions were used instead of investor relations in such family enterprises. Finally, the
demands of the human enterprises became larger than one person or even one family
could satisfy. It required pulling resources together from many different individuals. It
was the time for many people to come together and contribute a share of resources to
the overall organization - hence the birth of a shareholding company.
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Figure 1.1 The oldest share: Stora Kopparberg original share, June 16, 1288. Source: Archives
of Sweden.

It is fitting that the first shareholding company is alleged to be a mining operation.
Extracting resources from the earth is a massive undertaking that indeed requires
efforts and resources of many people to come together. The copper mine in the Swedish
town of Falun is believed to have been operational since the year 1000 based on arche-
ological studies in the area (Rydberg, 1979). However, the first official document of the
Stora Kopparberg Bergslags Aktiebolag, a corporation responsible for mining the
Falun mine, dates back to June 16, 1288, when 12.5% of Stora Kopparberg shares were
sold (Figure 1.1). Thus, we can say that the history of shareholding companies dates
back to the thirteenth century.

In 1347, as the largest copper supplier in Europe, the company was granted a charter
by King Magnus Eriksson “setting up a corporation of master miners” (Anon., 1963, p.
98). The company is still in operation today with 2019 sales of over €10.1 billion. It is
still a shareholding company with shares traded at the Stockholm and Helsinki stock
exchanges. It employs about 26,000 people in 30 countries and its focus has shifted
from copper to “renewable solutions in packaging, biomaterials, wooden construc-
tions and paper on global markets” (Stora Enso, n.d.).
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Although Stora Kopparberg is the first example of a shareholding corporation, ini-
tially it was not a publicly traded company. In other words, not anyone could purchase
a share in Stora Kopparberg. In fact, the shares were reserved for either professional
miners or noble people of the area — people whose contributions were essential for the
mine to operate. On the other hand, the first publicly traded company, where shares
could be purchased by anybody who was willing to pay the price, is believed to be the
Dutch East India Company. The company, founded in 1602 for the primary purpose of
trading between Asia and Europe, is claimed to be not just the first publicly traded
company, but also the first multinational corporation. The first publicly traded com-
pany also required the first stock exchange: “The Amsterdam bourse was founded in
September 1602 within six months of the company’s formation [Dutch East India
Company| and was an integral component to its success” (Chambers, 2006, p. 1).

The revolutionary idea of opening company ownership to the people allowed the
company to bring in more than 6 million guilders, with share price jumping about 15%
in initial trading, and a subsequent increase of 300% over the next 20 years. As a result,
the Dutch East India Company was able to finance its growth to unprecedented
heights: “50,000 civilian employees, with a private army of 40 warships, 20,000 sailors
and 10,000 soldiers and a mind blowing dividend flow... With a market for its stocks
and bonds, the Dutch East India Company became probably the most powerful busi-
ness in the history of the world” (Chambers, 2006, p. 1).

In the United States, investments in the securities of companies became popular at
the end of the nineteenth and beginning of the twentieth centuries. Macey and Miller
(1991) explain this development as being a result of a variety of factors happening at
the same time:

The growth of large industries such as railroads and heavy manufacturing stim-
ulated unprecedented demands for capital. At the same time, increases in
wealth among the middle classes created a new source of capital that could be
tapped effectively by means of public securities issuance. Developments in
transportation and communication technology made widespread promotion
and distribution of securities practicable. Realizing the potential purchasing
power of the rising middle class, bond issuers began to offer securities in
denominations of $100 instead of the traditional denominations of $1,000 or
even $10,000. A surge of new investment followed.

(pp. 352-353)

In addition to traditional blue chips, shares in large and well-known corporations,
many speculative securities appeared that promised get-rich-quick opportunities: gold
mines or oil companies — usually something distant and at the very early stages of
development. “The speculative securities in the early 1900s were typically equity secu-
rities issued by mining and petroleum companies, land development schemes (such as
irrigation and tract housing projects), and patent development promotions” (Macey &
Miller, 1991, p. 353). Many investors lost money in these schemes. The securities mar-
kets at the time had a severe informational problem - it was difficult, if not impossible,
to verify the claims made about the securities, especially if the shares were part of a
distant gold mine in the Wild West.

These speculative securities were also promoted and sold outside of normal distribu-
tion channels - often by door-to-door salesmen and in other face-to-face solicitations.



History

The securities salesmen were also among the first ones to utilize mailing lists - which
traditional brokers referred to as “sucker lists” — where securities were hyped beyond
any measure: “one-third of which [letter] is devoted to an extravagant flattery of the
intelligence of the recipient, and the remaining two-thirds to the extolling of the excel-
lent merits of the Gold Hammer Mines and Tunnel Company, from the investment
standpoint; after which this most valuable stock is offered at the amazingly low price
of seven and one-half cents a share” (as cited in Macey & Miller, 1991, p. 354).

As a result, thousands and millions of dollars were lost to fraud: “pure fake” and
“near fake” enterprises. Other enterprises may have been legitimate and not an out-
right fraud, but too overhyped, too risky, and too speculative. The end result for inves-
tors was the same - loss of money. Investors could not rely on the truthfulness of
statements made in connection with securities transactions and that put the whole
securities market in jeopardy. A banking journal at the start of the twentieth century
wrote, “So many people have lost their money on ‘fake’ investments that they seem to
be incapable of distinguishing the false from the genuine, and hence are distrustful of
all” (as cited in Macey & Miller, 1991, p. 394).

These developments required Kansas in 1911 to enact legislation to protect its citi-
zens from these con artists. As Kansas Banking Commissioner J. N. Dolley explained,
these fakers were duping unwitting investors by selling worthless interests in fly-by-
night companies and gold mines along the back roads of Kansas. Yet, no actual assets
backed up these securities; nothing but the blue skies of Kansas (Gelber, 2013). The
first actual usage of the term blue sky dates back to June 5, 1895, when an article in the
Colorado newspaper, the Castle Rock Journal, said: “When a promoter by artful per-
suasion succeeds in getting money for something which has no value except in the
mind of the credulous purchaser he is said to have been selling ‘blue sky’” (Gelber,
2013). As a result, these types of securities were called blue sky and hot air securities
(Wooldridge, 1906), and later just blue sky securities.

Soon after Kansas, other states followed with their own regulations and, as a result,
a network of comprehensive securities legislations developed at the state level. These
state laws are commonly referred to as blue sky laws:

The name that is given to the law indicates the evil at which it is aimed, that is,
to use the language of a cited case, “speculative schemes which have no more
basis than so many feet of ‘blue sky’”; or, as stated by counsel in another case,
“to stop the sale of stock in fly-by-night concerns, visionary oil wells, distant
gold mines and other like fraudulent exploitations.”

(Hall v. Geiger-Jones Co., 1917, p. 539)

These laws created the first requirements for disclosure and securities registration.
The issuers were required to file periodic reports of financial conditions of the com-
pany; before selling the securities in a state, the company was required to provide a
business plan and a copy of the securities offered for sale. The state had the right to ban
the company from doing business in the state if it did not “promise a fair return on the
stocks, bonds or other securities” (as cited in Macey & Miller, 1991, p. 361).

So, as a result, the first type of securities regulations that could have started the
development of investor relations and financial communication in the United States,
blue sky laws, were created as
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a means to thwart the schemes of a class of people who were denigrated repeat-
edly as fly-by-night operators, fraudulent promoters, robbers, cancers, vultures,
swindlers, grafters, crooks, gold-brick men, fakirs, parasites, confidence men,
bunco artists, get-rich-quick Wallingfords, and so on. Against this class of bad
operators was counterpoised a class of victims, usually portrayed as innocent,
weak minded, vacillating, foolish, or guileless, and usually cast in the roles of
widows, orphans, farmers, little idiots or working people.

(Macey & Miller, 1991, p. 389)

The legislation was needed not just for their protection, however. In fact, “if consum-
ers could not discover accurate information about the quality of securities offered for
sale, a loss of confidence in securities markets generally might result” (p. 394). It was
needed for the protection of society as a whole. “The functioning of capital markets in
facilitating capital formation would be severely impaired, to the detriment of issuers,
buyers, and the economy at large” (Macey & Miller, 1991, p. 390).

Blue sky laws were not universally praised, however. Some issuers had concerns
regarding how these laws could affect their ability to raise capital and the extra burden
the regulations imposed on them. But probably the biggest opponent of blue sky laws
was the Investment Bankers Association (IBA). IBA saw these laws as an attempt to
keep money within state borders and prevent, or at least impede, inter-state security
trade - and perhaps not without reason. One of the local Louisianan financial profes-
sionals was quoted as saying: “the sooner we learn the lesson of keeping our money at
home and patronizing home industry, instead of putting it into the hands of the New
York Stock Exchange speculators and gamblers, the better it will be for our State and
the South” (as cited in Macey & Miller, 1991, p. 361).

World War I and the Great Depression slowed down the development of financial
markets as well as investor relations and financial communications. However, the
most important federal regulations appeared at that time, in large part in response to
the stock market crash of 1929 — the Securities Act of 1933 and the Securities Exchange
Act of 1934. These laws paved the way for professionalization of investor relations and
continue to influence the practice of financial communications today.

The history of the professional period of investor relations and financial communica-
tion begins after the end of the World War II. The professional period saw the creation
of professional associations, the appearance of the titles of investor relations officers,
vice-presidents, and specialists, the arrival of big and small financial communication
agencies, and the advent of stand-alone corporate investor relations departments. This
period can be divided into three historical eras: the communication era, when investor
relations and the financial communication landscape were dominated by people with
communication backgrounds; the financial era, when the pendulum swung the other
way and the field became dominated by professionals with financial and accounting
degrees; and, finally, the current era, the synergy era, where the industry is looking for
the balance between communication and financial fields of expertise.

Communication Era

The communication era of investor relations was characterized by the domination of
strategic communication, public relations, marketing, and other communication profes-
sionals in performing the duties of IROs. Thus, this era is labeled the communication era.
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The earliest mention of the investor relations function is traced back to Ralph
Cordiner, a chairman of General Electric, who in 1953 created a department in charge
of all shareholder communications. The first consulting agencies also began offering
investor relations services. Most of the investor relations work focused on putting the
word about organizations out and on attracting attention to the stock — perhaps not
that different from the exploits of P. T. Barnum. Silver (2004) recalls that in its early
years, investor relations was often associated “with the so-called dog and pony shows
for sell-side analysts and retail investors, usually held at the offices of securities bro-
kerages” (p. 70).

These developments were a response to the post-World War II economic boom that
generated wealth for private Americans and at the same time encouraged business
growth in order to satisfy the constantly growing needs of consumers. The corpora-
tions needed money to grow and develop; people needed a way to invest surplus
income. In this situation, the meeting of the two worlds was inevitable.

Among the first corporations to strategically target private shareholders-consumers
were car companies, such as Ford, GM, and Chrysler. It was no surprise that car com-
panies figured out that if you give at least one share to a person who buys a car that
person would never buy a competitor’s vehicle from that point on, and vice versa!
Product marketing, as a result, merged with stock marketing. Increasing the demand
for stock became an important part of the corporate agenda: “Occupants of the execu-
tive suites were quick to see, that all of this demand for stock was helping to push
prices up and up. This helped immensely to finance growth, enhance empires”
(Morrill, 1995). The companies accustomed to competing on the product market
brought similar tactics to their competition on the financial markets. Thus, the inves-
tor relations function was charged with the task of grabbing investors’ attention and
selling them the company in fierce competition with other corporations.

This was, however, a new experience for many corporations, a competition they
were not prepared for. And, thus, most corporations looked outside for help.
Unfortunately for them, investor relations agencies did not exist yet. In this vacuum of
investor relations expertise, someone had to fill the void. Morrill (2007) explains that
in this situation management turned to the recognized experts in communication —
public relations and marketing: investor relations was often viewed as an extension of
the public relations function.

In the 1950s, however, public relations was not a well-established practice itself.
Only the largest companies had internal public relations staff and the functions and
roles of public relations were quite limited. Cutlip (1994) suggests that in the first half
of the twentieth century many viewed public relations as a simple adjunct to advertis-
ing to stimulate better sales. In addition, the end of World War II and the booming
economy left little time for public relations, which was sliding to the bottom of the
priority list. In fact, “many companies were undergoing radical change, often in the
form of mergers and acquisitions, with new businesses and new executive personnel
appearing on the scene. In these fluid situations, public relations often fell to the per-
son nearest at hand” (Morrill, 1995). In other words, when corporations turned to
public relations to manage investor relations, public relations was not yet ready to take
on this challenge.

As aresult, the new and not-well-established public relations function was suddenly
charged with the additional duties of the investor relations job - a job for which most
practitioners on the corporate or agency sides were not qualified. So, they approached
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this new task in the same way they approached other public relations tasks - relying
on press agentry and publicity:

In concrete terms, shareholder relations became transformed into publicity, pro-
motion and pageants... The annual reports suddenly blossomed as a 48-page, glossy
sales brochure for the company’s products. The financial were there, mandato-
rily, but the sell was in the sizzle, not the steak... The annual meeting became a
huge, gala free-for-all. A large eastern railroad put together a special train for
stockholders and carried them first class to a company-owned hotel in the south-
ern Appalachians for the meeting... An international telecommunications com-
pany held a large gathering under two large tents in central New Jersey. A
bountiful lunch was served, and there were several open bars. Members of the
press were delivered in limousines from New York and returned the same way.
Products were richly displayed. The chairman, himself a noted gourmet and bon
vivant, addressed the gathering. Reactions were enthusiastic — but absolutely
nothing of substance was done... Companies made gifts or gift boxes of products
available to shareholders, sometimes free. Liquor companies also provided their
products under advantageous purchase agreements.. The way companies
treated their shareholders resembled more entertaining a blind date [rather]
than developing a relationship.

(Morrill, 1995)

In addition, public relations practitioners who suddenly found themselves in charge of
investor relations often “had little or no understanding of finance or of financial mar-
kets” (Morrill, 1995); they did not understand how the markets work and who the
players are. The public relations practitioners were not ready to manage investor
relations:

Punctilious attention to financial details was not one of their strong units. The
story was. They were skilled in using the media, and the brokerage community,
to propagate stories about their clients best calculated to arouse investor atten-
tion. Often they did not really understand more than the bare rudiments of
what they were trying to sell... The trend to producing, peddling and promoting
half-truths and untruths, even if cloaked in hedged language, was increasing at
an accelerating rate — a sort of monkey see, monkey do syndrome.

(Morrill, 1995)

Laskin (2010a) concludes “public relations was set up to fail in investor relations - it
just came too early” (p. 11).

The variety of new private shareholders was also quite a new experience for many
corporations in the 1950s and created another incentive (along with the need to com-
pete for capital) for the formation of investor relations departments. The new share-
holders owned very small amount of stocks, and had very little understanding of
business and finance, but the sense of ownership among them was great. These new
shareholders were proud to own just one or two shares of a corporation and craved
information, yet because of their large numbers, it was difficult to communicate with
all of them directly. The financial intermediaries who transmit large amounts of finan-
cial information today were not well developed in the 1950s. The private shareholders
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often owned the stock directly instead of through pension or mutual funds and had to
be the direct targets of early investor relations communications.

In addition, the management did not want to take the private shareholders seriously
or invest any effort in communicating with them. So, managers were looking for a way
to communicate with these shareholders from a distance, to give them information
without meeting with them in person, ideally without any chance for shareholders to
respond or ask questions. Public relations was ready to oblige: “many have engaged
public relations counsel, or similarly styled agencies who issue press releases” (Morrill,
1995). Today, hardly anyone would equate investor relations with media relations.
Laskin (2009) claims that media relations is among the lowest priority tasks for today’s
IROs. In the 1950s, however, press communications were a significant part of the
investor relations job.

The corporations also did not have any interest in listening to their shareholders -
the focus was on a one-way stream of information from the company to the financial
publics. No feedback was received or analyzed. No dialogue was promoted. Nobody
was listening.

As a result of this history, public relations became almost a derogatory term in inves-
tor relations. This was also a reason investor relations professionals started trying to
actively distinguish themselves from public relations, and disassociate themselves
from public relations education, professional associations, and consulting agencies.
Cutlip et al. (2000) observe, “As press agents grew in number and their exploits became
more outrageous — albeit successful, more often than not - it was natural that they
would arouse the hostility and suspicion of editors and inevitable that the practice and
its practitioners would become tainted. This stigma remains as part of the heritage of
public relations” (p. 107).

This stigma remains strong in the financial world: “The word public relations
became increasingly a pejorative in Wall Street” (Morrill, 1995). Financial publics lost
any credibility they might have had in public relations practitioners, their ethics,
integrity, or simply capabilities of handling investor relations. Investor relations
engaged in significant efforts to distinguish itself from any public relations back-
ground. If initially joining the Public Relations Society of America (PRSA), a profes-
sional association for public relations practitioners, was considered, in the 1960s
investor relations practitioners began talks about the need to create their own profes-
sional organization where the public relations “chaff” would not be allowed.

The association of investor relations practitioners, the Investor Relations Association
(IRA), later NIRI, came about in 1967. It kept its promise and made every effort to dif-
ferentiate its members from public relations practitioners by conducting strict back-
ground checks on all the applicants: “Our aim is to separate ourselves from the
so-called financial public relations consultants, who operate on the fringe of stock
touting, and who are fouling the nest” (Morrill, 1995).

Thus, in its earliest days investor relations began as a subset of public relations.
However, it began at a time when public relations itself was rarely more than a press
agentry. Lack of financial expertise, lack of ethics, and lack of strategic vision hurt
investor relations at its early stages and moved the function away from public relations
departments. Much of the public relations and communication expertise was volun-
tarily cut off and disregarded as unnecessary or even harmful in favor of financial and
accounting expertise.
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Financial Era

The 1970s saw the shift from individual retail investors to institutional investors.

On one side, the enormous growth of investment activities in the 1950s and 1960s
put pressure on the financial market infrastructure. The growth in individual inves-
tors was exponential in the years after World War II: from 4.5 million people in 1952 to
over 20 million people in 1965, which represented every sixth adult in the United
States. Chatlos (1984) explains:

As the trading and brokerage system creaked and strained under the increasing
load of activity imposed on it, Wall Street’s response was less than prudent.
Profitable success after success as “the only game in town” proved to be a harsh
taskmaster to the system. When problems emerged because sale activities were
extended beyond the back offices’ ability to handle the resulting volume, the
immediate response was arrogant quick fixes rather than anticipatory long-
term business planning.

(p- 87)

When it became painfully obvious that the system could not handle any more transac-
tions, the response was a monopolistic one. Banks stopped taking on any new clients.
Brokers became particular in choosing who to work with or whom to drop from the
client list. The processing times were long, and the services were not friendly.

Another problem was the track record. The market was growing in leaps and bounds
after World War II and shareholders (especially individual shareholders) expected it to
continue like this forever. The expectations became too high for the reality to deliver.
In other words, “success bred a level of expectations that could not be fulfilled”
(Chatlos, 1984, p. 87). The system was destroying itself: the system built on volume of
transactions could not handle that volume anymore, and the investors were ready to
quit:

Customers were less than happy and did what might have been expected. They
walked away. They did not sell their shares. They just walked away. For a system
geared to the retail trade — and in many respects it remains so today - it was a
devastating blow. The system was geared to volume, couldn’t plan for high vol-
ume, and suddenly had very little volume. Again, as could have been expected,
broker failures and bankruptcy-avoiding mergers followed. It was a grim sight
and the individual shareholder moved further away from the system.

(Chatlos, 1984, p. 87)

Professional investors began replacing retail investors. Consolidation was the name of
the game. It was time to take all these retail investors with just a few thousand dollars
and pull them together in investment funds. Although mutual funds existed for years,
they really became popular only in the 1970s as more and more investors entrusted
their cash to the fund managers. The first ever index fund available for individual
investors, First Index Investment Trust (Vanguard 500), was launched in 1976 by the
Vanguard Group as a response to the changing market demands.

This, however, meant a change for investor relations - instead of retail shareholders
they would now face professional investors. Instead of less than knowledgeable
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individuals, overqualified stock analysts became the main contacts for the IROs The
whole expertise previously geared toward private retail shareholders was becoming
less and less relevant. Communications through mass media to reach large crowds of
retail shareholders or conducting majestic special events to put the company’s name
out there were not appropriate anymore: “Because of the legal fiduciary responsibili-
ties to their clients, these institutions have demanded detailed and timely strategic and
financial information” (Higgins, 2000, p. 24). They could not be satisfied by gift baskets
or tours of company headquarters — they demanded detailed information on the com-
pany’s financial performance.

Financial analysts, however, were not valued highly in the corporate world; in fact,
they were often regarded as “pests or worse” (Morrill, 1995). Yet, educated and knowl-
edgeable analysts demanded lots of information on the company’s finances, strategy,
sales, research and development, and so on. Investor relations practitioners with no or
little knowledge of finance were not capable of providing such information and often
could not even speak the same language as the analysts did.

In addition, financial analysts themselves were not accustomed to dealing with
investor relations people. In fact, analysts were around long before the 1970s. In 1945
the New York Analysts Society already had 700 members and the number was growing
fast. IROs, however, did not communicate with the analysts before the 1970s as they
were mostly occupied with the retail shareholders, the dominant market force at the
time. The job of communicating with analysts often fell to the chief financial officer
(CFO), or somebody in the treasury department. As a result, when the 1970s brought
the shift from retail to institutional ownership, many of institutional analysts already
had their pre-established contacts at the corporations — most often in the finance
department. Many analysts were not even aware that they needed to communicate
with the investor relations people. They tended to go to the same source they used to
go to earlier — a person in the treasury or finance department. Retail investor and pro-
fessional investor communications were completely separated. Even today, because of
this history, at some US corporations there are two separate departments: the investor
relations department, aimed at professional institutional shareholders; and the share-
holder relations department, aimed at individual retail shareholders.

The role of mass-mediated communications in investor relations suddenly lost its
importance. Public relations practitioners were losing their grip on investor relations,
while the financial departments were engaging in talks with analysts and institutional
investors more and more often. It was not a one-day switch, but a slow transition over
the years that eventually brought investor relations from the public relations office to
the office of the CFO.

Typical CEOs, however, were still actively trying to avoid the financial gurus of Wall
Street in the same way as they had been trying to avoid private shareholders earlier.
Executives were used to being the only ones running the show and they did not plan
on sharing their powers with either undereducated private shareholders or overedu-
cated financial analysts. However, private shareholders were easy to deal with and
could be kept at bay by using mass media and giving them occasional hand-outs.
Management succeeded in creating “a nice warm feeling” in shareholders and keeping
them “happy and calm” by avoiding “telling them anything that wasn’t legally
required” (Morrill, 1995). The financial analysts, however, were far more difficult to
please.
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Financial analysts were not satisfied by the small amount of substantial information
the companies were disclosing. They asked questions, sometimes questions “that
management had not asked itself, or for various reasons did not want to answer”
(Morrill, 1995). Moreover, institutional investors had power over the companies they
owned stock in and perhaps even more power over the companies they did not invest
in. Large institutional players could sweep all the company’s shares off the market,
pushing the price up, just to unload them several days later causing the stock value to
plummet. Chatlos (1984, p. 88) recalls, “The new institutions had so much money to
invest that there literally was not enough time to observe the prudent ground rules.
The new method was to dump the shares when a sell decision was made and to buy as
quickly as possible when that decision was made. This had a severe impact on market
price volatility.” If earlier private shareholders at least smoothed out this volatility, in
the 1970s with individuals off the market the price was in the hands of the financial
analysts. A single word from the company might have changed the price of stock enor-
mously. The management decided they would rather avoid meeting with analysts alto-
gether for fear of saying something wrong.

As a result, the investor relations profession in the 1970s experienced a notable
change. Investor relations moved away from the public relations of the 1950s and
1960s. First, there was no demand any more for mass-mediated communications to
myriad private shareholders, who moved off the market. Second, institutional inves-
tors demanded other communication channels than mass media. In addition, earlier
public relations-based investor relations practices had left a bad taste in the mouths of
Wall Street professionals, and financial analysts rarely wanted to communicate with
this breed of investor relations professionals. Institutional investors and analysts tried
to talk with managers of the company directly. The management, however, avoided
any direct contact, choosing instead to communicate through the corporate secretaries
or forward the calls to the CFO’s office or the treasury department.

In response to these changing demands, a new type of investor relations professional
was emerging. Management often saw former financial analysts as being ideal IROs
because they were expected to easily find a common language with the company’s
financial analysts and professional investors. Wall Street-based firms started offering
investor relations services, too. These firms were often an outgrowth of investment
banks and thus had strong connections with and deep understanding of the financial
markets.

These changes in the investor relations landscape had a strong effect on the investor
relations function itself. Powerful and knowledgeable institutional investors evaluated
every action the company took and were not afraid to ask questions and provide criti-
cism if they did not believe the action was in the best interests of shareholders. Higgins
(2000) describes the new institutional investors:

They have successfully sought an activist role in corporate governance, focusing
their institutional power on company’s performance, the proper role of the
board of directors, and executive compensation... The overall impact of the
institutionalization of U.S. equity markets has been to make the job of the inves-
tor relations executive infinitely more challenging and complex.

(pp. 24-25)
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From provider of information investor relations professionals had to turn into defend-
ers of managers’ decisions - if investors had criticisms of company actions, investor
relations were expected to provide counter-arguments to explain and protect the com-
pany’s executives. IR meetings started to become argumentative and, at times, con-
frontational. Proactive investor relations practices called for anticipating shareholders’
reactions and preparing to respond to them in advance. Financial analysts-turned-
IROs prepared their own analysis to counter-act anything that other financial analysts
may throw at them. Shareholder research became a necessity. Some IROs simply did
not allow negative questions to be asked at conferences and annual meetings, tightly
controlling the communication channels. Top executives wanted to stay away from all
of this as far as possible.

The focus of investor relations, in addition to protecting the top management, was
often on persuasion and making the sell. Marcus and Wallace (1997) explain that
investor relations became “the process by which we inform and persuade investors of
the value inherent in the securities we offer as means to capitalize business” (p. xi).
Ryan and Jacobs (2005), financial analysts turned investor relations consultants, sug-
gest the investor relations contribution is helping the management to “to package
their story for institutional buyers or sell-side analysts” (p. 69).

In conclusion, this financial era of investor relations history was focused on profes-
sional investors and financial analysts. For the tasks of defending the corporation in
front of them, CEOs were hiring former financial analysts and former professional
investors who became the new breed of investor relations professionals. They lacked
the public relations knowledge and skills, but they understood the numbers and knew
the rules of Wall Street. CEOs needed to have somebody between themselves and the
professional investment community and decided to give it a try. Investor relations at
that time was often viewed as a marketing activity with a goal of having a positive
impact on a company’s value. This led to a constant struggle for an overevaluation and
pushing a share price up by any means necessary.

The collapse was inevitable. The chain of corporate scandals at the start of the
twenty-first century brought down even companies that were once thought to be
among the leaders of their fields - Enron, Tyco, WorldCom, Arthur Andersen, and oth-
ers. CEOs started realizing that investor relations is more than just a financial function
and started looking for communication expertise again — the pendulum was swinging
back. Yet this communication expertise in investor relations was not easy to find any
more.

Synergy Era

The beginning of the twenty-first century brought in the new era of investor relations
that requires expertise in both areas - communication and finance - to be present and
co-exist in the investor relations programs. Today’s IROs need to gain proficiency in
both areas through dual degrees, graduate degrees, and professional training.
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A Harvard Business Review article predicted this synergy era in investor relations:

Aside from those companies that assign to the investor relations function who-
ever happens to be available (one major corporation, for example, gave investor
relations duties to a retired chemist), many organizations make one of two com-
mon errors:

1. Some companies will decide that investor relations are properly a part of
public relations. They are unaware that many security analysts feel uncom-
fortable when talking with public relations people because, rightly or
wrongly, analysts are generally suspicious of being “snowed.”

2. Other companies assume that the best candidate for the investor relations
function is found in the treasurer’s or controller’s department. Security ana-
lysts, the reason, are figure-happy, and who is better qualified to throw
around statistics than the man who has lived with them? Such reasoning is
unsound, and if it accomplishes nothing else, it serves to demonstrate that
the chief executive of the company has not got the message of what investor
relations is all about. A moment’s reflection will reveal that knowledge of
the figure does not, per se, establish ability to communicate that knowledge
effectively.

The solution to be found lies somewhere between these two extremes. The best
candidate for the investor relations post will have had experience in both public
relations and the financial phases of a company’s operations.

(Savage, 1972, pp. 126-127)

The synergy era requires IROs to be experts in both communications and finance, as
well as to have knowledge about securities laws and marketing. The new investor rela-
tions professionals are not mere advocates of management - they listen to investors
and analysts and bring the feedback back to the company. Shareholder research and
collection of feedback from the financial community become of vital importance.
Chatlos (1974) suggests that the goal of investor relations is “reaching and hearing
from a diverse audience” (p. 3). Investor relations professionals are responsible for the
important task of researching “who the shareholders were, what they perceived their
needs to be and how best to communicate with them - and for them to communicate
with management” (Morrill, 1995).

In today’s investment market, the responsibilities of IROs to the investment com-
munity at large are growing. “Investor relations officers should heed marketplace
rumblings about earnings measurers and understand exactly what analysts and inves-
tors of the company want, but may not be getting, from financial disclosures,” Allen
writes (2002, p. 210). Investor relations today is based on a dialogue rather than mono-
logue - two-way communications become a key strategy in communicating with
investors.

This feedback serves both the management of the company and the shareholders.
Shareholders should have a chance to persuade management to adopt the sharehold-
ers’ propositions in the same way as the management should have a chance to per-
suade the shareholders to accept the company’s course of action. In this two-way
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communication model, IROs become loyal to both their employers and to the share-
holders. The goal of investor relations is to have the interests of shareholders and man-
agements aligned. Indeed, serving investors is the exact work that corporations’
management requires from the IROs. Lou Thompson, the former president of NIRI,
explains,

The role of investor relations is to minimize investor risk by assuring that the
company is providing information that is clear and understandable through
means that achieve full and fair disclosure. The lower the perceived risk in
investing in a company, the lower the company’s cost of capital. There is a true
bottom line benefit of full and fair disclosure.

(as cited in Allen, 2002, p. 209)

In other words, the more IROs serve the investment community, the better it is for the
organization because it decreases investor’s risk and thus decreases the cost of capital
for the company. Two-way communications appear to be at the very heart of the inves-
tor relations profession.

The previous eras saw IROs as technicians following management’s directions or
responding to shareholders’ requests. Rao and Sivakumar (1999) observed that IROs
were mostly consumed by technical rather than strategic activities: “an exclusive
emphasis on intended technical activities deflects attention from the symbolic nature
of investor relations departments and the institutional sources of organizational struc-
ture” (p. 30). Investor relations today is becoming a management responsibility with
respected autonomy and decision-making power within the corporate structure. IROs
are engaging in a growing number of proactive communications through conference
calls, roadshows, conference participations, websites, social media, and so on.

As with the previous eras, the shift to the synergy era was caused by changes in the
economy. The shocking corporate failures of the early twenty-first century, including
the collapse of dotcoms and accounting scandals at the largest companies, put the
whole model of corporate America to the test. The collapse of Enron became the wake-
up call for the practice of investor relations, which now has to assume more responsi-
bilities than ever before. Suddenly, the unprecedented growth in the stock market was
replaced by recession. The competition for capital became more intense. Investor rela-
tions became one of the key activities that could make or break a corporation; CEOs
saw that investor relations is not one of the auxiliary functions, but an activity that can
create a competitive advantage.

The scandals also led to new and stiffer regulations from the Securities and Exchange
Commission and Congress, with passage of the Sarbanes-Oxley Act in 2002, aimed at
improving corporate governance and making managers and boards of directors more
accountable. The Act expanded the scope of required disclosures and changed the dis-
closure procedures. But despite the expanded disclosure, investor relations must go
beyond publications of obligatory disclosure documents. Investor relations is about
understanding; investor relations’ task is to help investors understand the company
and its business model. The goal is not as high a valuation as possible, but rather a fair
value of the stock price. Finding the right investors, building trust and relationships
with them, and developing long-term ownership patterns to combat volatility are the
new goals for the professionals.
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The history of investor relations shows that this is an integrated function. It is most
successful when it is not limited to just one expertise. A successful IRO is more than a
financial analyst in residence or a publicist in residence - either way, lots of value is
being left at the table. Investor relations is a profession in its own right that requires its
own set of skills and expertise. At the very least, it combines both communication and
financial skill sets. And this is the foundation of the current, third, synergy era of
investor relations development.

In conclusion, the shift to the synergy era of investor relations was caused by many
changes in the economy, technology, regulations, increased shareholders’ attention to
the role of corporations in the society, and many other factors. These changes placed
new demands on the investor relations professionals and required investor relations
function to adapt. CBS MarketWatch suggests, “Markets do not run on money; they
run on trust” (Minow, 2002). To respond to these challenges, investor relations has to
move away from being a technical reactive function, and become recognized as its
own profession that combines the expertise of communication, finance, and law to
proactively devise sophisticated research-based two-way symmetrical programs to
facilitate dialogue between the company and the financial community with the pur-
pose of enhancing mutual understanding, managing expectations, and building and
maintaining relationships.
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Questions and Activities

1 Define the concept of the fair market value. Why do you think it is considered an
ultimate goal of investor relations?

2 Analyze the definition of investor relations. What would you add to or delete from
the definition?

3 Explain what the efficient market hypothesis is. Why do you think investor rela-
tions is an integral part of the efficient markets?

4 Describe key periods in the investor relations history. What connections can you
identify between this history and the modern practice of investor relations?

5 Research investor relations history in another country. Prepare a report comparing
the investor relations history in the country you analyzed with the investor rela-
tions history in the United States.



