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Financial communication
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Communicating with
investors is not the

same than with voters
or customers

o )-HNH)H&*[HH
#Inderstand

expectation formation
process of investors



Scope conditions

* Financial communication is relevant in
contexts of high uncertainty

* |f an economy is insolvent, good
communication is not going to make it any
better

e But if investors are uncertain about the future,
effective communication can sway them one
way or the other



Existing theory

01*2).)3#45)")$&56#
* Rational expectations

e Efficient markets
hypothesis

75))$&5#6)5&)8)9"#
* Self-fulfilling prophecies
(Robert K. Merton, 1967)!

* How do market actors

calculate? (Michel Callon,
1998)

Market impossible to
influence. Traders
can see “the truth.”

Future is debatable.
Market influence is
possible




Two cases: Bear Stearns and
Amazon.com



1. Bear Stearns

March 15th, 2008

Tuesday: Alan Schwartz in 1
CNBC: “No liquidity

problem” n‘

Thursday: funds take out Fms'o‘-' SCHWARTZ ON BEAR'S LIQUIDITY
$14 b from Bear j
Friday: Bear could not open Faber and Schwartz in CNBC.

for busi Source: CNBC.com, "#$%&"! (#%)
Or business e+, 8)--&1./0)$H+!

Lack of credibililty = liquidity crisis




Self-fulfilling prophecies

Robert K. Merton 1968

“If men define a situation
as real, it will be real in its
consequences.”

1/2! and 23-%$! do prophecies become self-fulfilling?
Turn to the sociology of finance




2. Amazon.com

e December 16, 1998 - | Amazon worth
. ‘ S400 “Buy!”
60 A Blodget

50

. /‘VJJ
22 _WQJ— “‘i,f\" AmaZOn Worth

0 ‘ S50. “Sell!”
1= A

1-Sep-98 1-Oct-98 1-Nov-98 1-Dec-98 CO h e n

amMazZon.com.

* In two weeks: price rose to S400

Why the difference? LSE




Discrepancy: the future is unknown

:9914668&;4#46<$%*46#
Margin in 2003: 10%

B

Blodget#  Revenuesin 2000: $1.5b

\ =)'641;%<;4#46<$%*A6#
e Margin in 2003: 2%

N Revenues in 2000: $0.9b
Cohen#

Where do the parameters come from?




CIBC

Oppenheimer

A Cone WORLD MARKETS COMPANY

Intemet/Electronic Commerce

Equity Research

December 16, 1998

Amazon.com

Henry M. Blodget {212) 667-4509
Elizabeth Anning (212) 667-8321 Raising Price Target to $400
Investment Conclusion Rating: BUY
*  Amazon.com recently surpassed our price target of $150. AMZN-OTC {12 7548): $240
The company continues to expand its franchise and market 2-wock Range. $243-24 7%
3 ; ROT Shares Ouistandmg; 50 Milliom
opportunity, and we remain enthusiastic about the long-term Float: 19.4 Miltion Stiares
prospects for the stock. We are maintaming our Buy mating Murket Capitalizution: $12 Billlos
for strong-stomached, long-term investors and rasing our Dividend Yiekd. NilNil
one-vear price target 1o $400, Fascal Year Ends: Décember
” Hook Value: $1.58 per Share
> . 1998% ROE (DR
o Our new target of $400 15 a one-year price target, and nol 1T Debt: S340 Million
based on anticipation of a particularly strong Q4. Like Profered: Ni
nther Internet stocks, AMZN is extremely volatile, and we Coumwe Esjuity 344 Milloa
expect to see the stock continue to advance i a three-steps
forwnnl, two-steps back fashion. We would point out that Earnings per Share
its recent advance looks a ot more like four steps forward BITY i e Srcatersseasasean s sicasisssstsimin (LT
than three OO R e))
990K, AELTL
e We continue to believe that Amazon com is in the early tﬁ“"b i
stages of bulding a global efectronic.retaifing franchise that [ JCCL - R
could gencrate S10 hihion m revenue and EPS of $10 {O00E. ... .. R
within five years, Since we mitiated coverage three months
ayo, the company has achieve several milestones.
o Amazon.com has. 1) reported Q3 results that exceeded
expectations in all key metrics, including revenue, operating
Ilo.&s asa pe‘fcenmge of revenue, and cqs'lmm acquisition Additional information
cost, 21 become the largest online music retatler in the Toksl Crstomness 4.4 million
world only one quarter after opening its music store, 3} New Cugioeners m Q) 1.2 million
reported that the number of orders on the day after Cust. Acquisition Cost $17
Thanksgiving (the 12-hour period from midnight to noon) SROASI T od e
4 ¢ 5 : Operating Cyele Days - 1% days
were 4X those in the year-ago period, and 4) expanded ifs Fist. Lows Per Onder : $6.00
products and services to include videos, gifts, comparison- Q Cash Flow / Ops - &1 miflkon
shopping, and “GiftClick,” which allows customers to send Invested Capital S84 millon
Hooks Soll Per Minuie 9

gifts by providing only the recipient’s e-mail address
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Findings: similar mechanism -- categories,
analogies, metrics

Category \ Category

Blodget
Analogy Metric Analogy . ~, ~ Metric
Reve
....................... TUes

Calculative frames
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Amazon: conclusions

Calculative frames 1. The market can be

seen as a contest
between rival
frames

2. The decisions of the
companies
adjudicate which
frame will previal

Category

Understanding frames gives influence




2. The Spanish case

e 2009: A strategy of optimism
— Zapatero: “pessimism does not create jobs.”

e Londoner:

— “During 2009, it was all disparaging the Financial
Times. There’s no crisis in Spain, no need to
reform. Plan E.”



2010: A credibility problem

 “The 2009 budget was PIB REAL Y PIB POTENCIAL
passed in DiCiembre, and o Tasa de variacion en porcentaje \
barely two months later it o reRe -.J
5. otencial

had to be revised.”

* “Irrealistic figures for the |4
increase in tax revenues... |,
even though we knew the
Spanish economy was

'
flat. 17
“If you cannot meet 0
. . 1995 1997 1999 2001 2003 2005 2007 2009 2011
expectations, nobody believes
you” Source: Presupuestos Generales

del Estado, 2009, p. 68. ISE



Greek crisis

120

100

Country

risk s /‘V M

40

20

FT .COom

FINANCIAL TIMES

“But it is not just
Greece that is a
focus of concern.
All the “Pigs” —
Portugal, Ireland,
Greece and Spain —
have found their
bonds moving in
step, with Greece
viewed as a
“bellwether” for
the group.”

March 11, 2010



Loss of credibility

Morgan Stanley MORGAN STANLEY RESEARCH

June 2, 2010
European Credit Strategy

Rebalancing the Euro Area

Rt
nriation
i Gettin
Losing out Greece \ Richer But?
Portugal
Spain |Belgium
. France
Recession <« Italy > EXpansion
Austria
Ireland
Germany
Netherlands
Shrinking " Finland « ’
Fit Superstars
Relative
Deflation

* Contro-
versy
about the
PIGS



Spain?

Category The prevailing
frame was
locking Spain
into a
problem. 43-!
5/6-)$7-$&!
Greece Deficit 0$8-)9&//8!
&3-1$--81&/18/!
9/7-&3%$5

Analogy Metric




February 2010, first efforts at
improved communication

e Salgado and Campa S
visit the (%o$#$:%#+  Eall ‘
4% /-9!

— “Personal contact was
very important. And it | \ \\\\\
changed the —
discourse.”

Headquarters (%$#3$:%#+!14%d b1@dres

Feedback




May 2010, surge in country risk
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Government launches reforms




Despite the reform...

e Londoner:

— “Labour market reform. But in practice... there
was a confusing implementation. 20 days for the
layoffs, it depends on the judge.”

* Londoner:

— “Zapatero’s problem was he had a tendency to
change the message as soon as he had room to
breathe. He delayed reforms. And that gave the
impression he did not believe in them.”



June 2010, meetings with Spanish
financiers in London

“The asked us, what can
we do to lower country

risk

o

?”

ree points”
Transparency
Roadmap

Reform the financial

structure of the state —
that is, the autonomous

regions

Portada  Noticias

Cotizalia.com > EN EXCLUSIVA

Zapatero pide ayuda a los espafioles en la City
para calmar los mercados

Espafia | City | Carles Casajuana | mercados | banca | finanzas | embajada | Londros

Enviar
2 Comentar
) Imprimir
Leer més tarde
RSS
Icotizados

Facebook

Twitter

) Tuenti

T Menéame

Mas noticias.

Y ol mayor bonus para un
banquero de inversién es
para.

Una tormenta de

El Confidencial ~ Vanitatis
ICotizados | G Linkedin | 0 Twitiar | Kl Facebook | i Tuenti | &2 RSS
Valores

Opinién  Economia Vivienda  Cotizaciones  Fondos Finanzas Personales  Emprendedores Foros

. W JON 8 NIKKE! & 0,11% * 13526

+Populares  Cotizados

0,049

R ACYR VALLE

@®
MAPFRE

José Luis Rodriguez ehwo)

3 Comparir | ( Deja b comentario | 12 Comentarios

@A Artero
ToDOS LOS INDicES

La embajada espafiola en Londres ha iniciado una ronda de contactos con
de nuestro pais que funciones en distintos ambitos ~ EEUU
de las finanzas en la City. Son encuentros llevados a cabo personaimente por
el embajador, Carles Casajuana, que tienen como objetivo sondear la opinién
de tales especialistas respecto a los problemas a los que se enfrenta Espania
y trasiadar sus ideas y aportaciones al Presidente del Gobiemo. Dicha
actividad se ha intensificado en fechas recientes i calor de la nueva reforma

rlal sietacaa hancada sus planas al Coblama

Puntos Var.(pt) Var.(%)

o

"
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What is a roadmap?

“What reforms are going to be done, and
when.”

— Such as now, for March 31st labour reform
should be finished.

¢Why do they work? The key is the
7%+-9&/%-9

— “Hitos muy fuertes que hacen un antes y un
después. Haces el 8-+%06-)lya esta. La
gente hace “:3-:; ’y se olvidan del tema.”

— |f you don’t deliver by the time the
milestone comes up, you lose your
credibility. Because investors know that you
know this, they are willing to believe you in
the first place




2011: recommendations adopted

I |
Publico S Piblico &
| |

Additional labour market reforms More and updated info on the Spanish economy
+ Unemployment rate is still very high (20.3% in 2010-Q4) and
lowering it must be the focus of our effort

« Additional measures already implemented: http://www.thespanisheconomy.com

the »
& soanish

« Private placement offices: effective interaction between
private and public employment agencies

* Active Labour Market Policies: Acti
enhancing individual employment origatation plans and formation

* More to be done: > >
* Collective bargaining: fosteNng collective agreements at the
firm level to increase flexibility

 “Tesoro” presentation to * Website with data, in English
London investors, February « www.thespanisheconomiy.com

2011 * “Access to the latest key
 Text boxes that attach a date economic information on Spain in

to promised reforms Englishinaclearand
+ “To be approved in March” comprehensive manner.

Roadmap Transparency




Financial communication also applies
to companies

>)).#(1%5<546#

Tubacex: “They have been .
promising for years that the
investment cycle for their

products is going to arrive, but it
never does. At this point, it would

be better if they admitted they

don’t know.” .

Popular: “Awful. Always
promising that the good times
will come back, but the truth is

2%.#(1%5<546#

Zara: “They are excellent at
lowering expectations during the
qguarter... this is going badly, that
too... and then they do well.
When the time comes, they
always look surprised.”

Ebro: “They promise 90 percent
and give 110. Y esa es la clave,
7--<$5!-=>-:&#</$97@!

that they are promising
something they don’t know.”

The point is to meet and
exceed expectations




Conclusion: effective financial
commuhnication

1. Communicating with financial markets is not the
same as communicating with voters or customers
2. Need to focus on how actors set expectations
— Meet and exceed them
— Shape them

—  Create feedback mechanisms that correct
misconceptions

3. Techniques to do so:
— Transparency: offer the data in their language

— Roadmaps: attach dates to commitments
— Build informal ties with investors and the media



Thank you.

Daniel Beunza
d.beunza@Ise.ac.uk

www.socfinance.wordpress.com




