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DIRECT CONTACTS BETWEEN FINANCIAL ANALYSTS AND TRADED 
COMPANIES 

The importance of the Swedish stock market have increased. More investors choose this 
as a an investment alternative, and more companies are listed on the stock exchange. 
Financial analysts have the important function of acting as intermediaries for information 
from companies to investors. For this purpose they use different information sources. 
Direct contacts with company representatives are frequently used and highly ranked by 
analysts. Our knowledge of this source is, however incomplete. This study deals with 
how direct contacts can be used as an information source by financial analysts. The use of 
the source consists of a process where information is exchanged between the parties. 
Characteristics that the information process can consist of are therefore identified. 

The method employed uses comparisons of theory and other previous research with 
empirical findings. The empirical data consists of interviews with three actor groups and a 
small observation study. The actor groups are financial analysts, company representatives 
and representatives from three institutions (the Stockholm Stock Exchange, the Financial 
Supervisory Authority, and the shareholders' association "Aktiesparama"). The group of 
financial analysts is divided into three subgroups, sell-side analysts, buy-side analysts, and 
business journalists. The observation study was carried out at a "Capital Market Day" at 
one of the participating companies. A preliminary model for direct contacts, connecting 
the information process and the information exchanged, is developed throughout the 
study. The software program NUD.IST is used for development of the model and 
analyses of data. The findings suggest that the views on direct contacts expressed by the 
three actor groups differ. There also seem to be perceived differences in the use of direct 
contacts between the three subgroups of financial analysts. Direct contacts seem to be 
important for financial analysts and representatives in the traded companies. There are 
many advantages for both parties, but there is also a risk of exchange of insider 
information. 

Key words: Financial analyst, investor relations, disclosure, information source, direct 
contacts, information process, insider information 
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1 A Need for More Knowledge About Direct 
Contacts 

1.1 	Information in the Stock Market --Direct Contacts as 
Possibilities and Threats 

The Swedish stock market has become more and more extensive. Transactions 
for one year during the 1970's correspond to transactions for a single day at the 
Stockholm Stock Exchange in 1995 (Stockholm Stock Exchange, 1995). The 
growing importance of the stock market increases the interest in disclosure of 
information and investors' need for information. It is by achieving a better 
understanding of the disclosure of information and information needs that we 
learn how to improve the information and the information process. The stock 
market is important for an efficient allocation of resources on the capital 
market. 

Financial analysts constitute an important group on the financial market that 
can be seen as fulfilling the function of making the stock market more 
efficient. They seem to help their customers to obtain a higher return on 
investments and influence investment decisions through reports and advice. 
This group acts as an intermediary for information from companies to "naive"' 
investors with little or no understanding of financial information. (See Lee & 
Tweedie, 1990;  Bohlin,  1987.) 

Many studies consider annual reports as an information source and channel, 
but little is known about the important and well-used direct contacts between 
financial analysts and representatives from the joint-stock companies. Previous 
studies indicate that accounting reports do not provide investors and other 
users of company information with what they need. There is an additional 
need for information that could possibly be better satisfied through the 
information channel of direct contacts. We will in the literature study see that 
studies of information sources only briefly discuss direct contacts. Analysts rank 
this information source as one of the most important, and in many cases the 
most important. Big companies traded on the stock market have departments 
for investor relations that take care of contacts with investors. They allocate 

1  People without knowledge or experience of financial information such as accounting data. They 
are only naive in this sense. 



huge resources to this function. Representatives participating in these contacts 
are, in previous studies, mainly seen as a grey body of management. One 
working hypothesis is that there are direct contacts with more categories of 
actors than specified. It is possible to make a more extended description of the 
representatives participating. If direct contacts take place with different 
categories of representatives it is important to acquire more knowledge of the 
information disclosed and needed from the various categories. 

Direct contacts are valuable in many ways, as we can see, but there is also a risk 
if financial analysts obtain information that others cannot obtain. The two 
following events exemplify this risk. On Thursday 31 October 1996 Pharmacia 
& Upjohn (P&U) arranged a telephone conference with financial analysts. A 
selected group of analysts received information about the company's expected 
profit for 1997, before it became official. The profit was expected to be 
considerably lower than the earlier prognosis. Neither the business journalists 
nor the individual shareholders were invited to the conference. The effect was 
dramatic. The price of the stock declined from  SEK  251 to 225. The general 
public had no chance to react until the decline was a fact. The event brought 
about an intensive debate in the media. Here is one example of a newspaper 
heading; "Small investors have been treated unfairly - The professionals get secret 
hints2"  (Dagens  Nyheter,  Arbete/pengar, 10 November 1996, Carlsson  B.)  

Scania AB is another company criticised by the Stockholm Stock Exchange for 
selective disclosure of information to a small group of financial analysts before 
disclosure by a press release. This is not according to regulations. In September 
1997 the company had meetings with analysts where they presented a graphic 
picture of the not yet disclosed orders received until August 1997. The 
information was evidently not seen as price-sensitive by the Stock Exchange 
and will not be tested by the disciplinary committee. Both cases are, however, 
under investigation by the Swedish Financial Supervisory Authority. 

Direct contacts can entail, as can be seen in the two examples of P&U and 
Scania AB, problems of both a theoretical and a practical nature. The 
theoretical problem pertains to the efficiency of the capital market. The 
practical problem concerns how direct contacts are supposed to be handled 

2Additional  headings  can be seen  in: 
Dagens  Nyheter, Arbete/Pengar,  10 November 1996,  Carlsson  B;  
Finanstidningen,  4 November 1996, Borglund T  & Mårtensson  U;  
Finanstidningen,  5 November 1996, Borglund T 
Dagens  Nyheter, Arbete/ Pengar,  12 November 1996  Nachmenson-Ekvall  S. 
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from the point of view of financial analysts who act as an intermediary and 
refine information from traded companies to investors. 

The events in P&U and Scania, where analysts participated in a telephone 
conference and a meeting arranged by the companies and received information 
that might be classified as insider information, highlight this problem. We will 
here discuss the topic from the point of view of three different groups: 
representatives from traded companies, financial analysts, and institutions 
represented by the Stockholm Stock Exchange, the Swedish Financial 
Supervisory Authority, and the Shareholders' Association  ("Aktiespararna").  
The working hypothesis here is that the different groups look at this risk in 
different ways. 

Direct contacts 

IShareholders' 	) 
Association 

Exhibit 1 The Information Flow in the Stock Market and the Direct Contacts 

Exhibit 1 shows the flow of information between the companies, through their 
representatives, and financial analysts functioning as information intermediaries. 
The flow of information, thick arrows, continues through the financial analysts 
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to the investors. The information can be directed in both ways, to and from 
representatives and analysts. This picture is simplified. There is also a flow from 
the companies directly to investors, and in some instances, also back to the 
company. The interest in this study is focused on the information and the 
'information process between financial analysts and representatives of 
companies. The information process of interest here is a small part of the 
whole information process at the stock market. It is also only one part of the 
processes in which financial analysts make their recommendations and 
company representatives disclose information. The circle symbolises the 
information process in direct contacts in which information is generated. 

The information flow and the direct contacts also concern society, which can 
influence the direct contacts. The contacts are to some extent restricted by 
legislation and regulations. Three institutions representing society in this study 
are the Financial Supervisory Authority, the Stockholm Stock Exchange and 
the Shareholders' Association  ("Aktiespararna").  The first two monitor the 
dissemination of information and check that companies and representatives 
follow the legislation and regulations. The third aims at protecting the private 
shareholders and their rights. The broken-line arrows express the three 
institutions' view of direct contacts. 

This kind of study of user needs for information and disclosure of information 
is common in the UK and the US but not in Sweden (Bergevärn & Marton, 
1995). There are relatively few studies in the Swedish stock market and more 
needs to be known. We will here continue to gather further pieces of the 
puzzle on information between companies and investors at the stock market. 
This knowledge is based on previous theory and will generate research 
questions for further studies. The results from this study should be of interest to 
accounting researchers, accountants, policy makers, legislators joint-stock 
companies and financial analysts. It may also be of interest to other user groups 
requiring company information for decisions and evaluations, e.g. creditors. 

4 



1.2 	Objectives and Research Questions 

1.2.1 Objectives and Aims of the Study 

The main objective of this study is to create a greater understanding of direct 
contacts between financial analysts and representatives of traded companies. 

More specifically this involves: 
• the development of a preliminary model for direct contacts in the sense of 

information and the information process 

• comparison of perceived differences in the use of direct contacts between 
the three groups of financial analysts, sell-side analysts, buy-side analysts and 
business journalists 

• comparison of the views on direct contacts of different actor groups 
(financial analysts, representatives of traded companies, and institutions) 
involved in or concerned with direct contacts. 

• to draw some conclusions about the efficiency of the stock market at the 
strong level of efficiency' with reference to direct contacts. 

1.2.2 Research Questions 

The two main research questions in this study are: 

1. How can direct contacts, as an information source, be used by financial 
analysts? 

Here it is presumed that direct contacts are used as a source to collect 
information. The use of the source consists of a process where information is 
exchanged between company representatives and financial analysts. The second 
research question is therefore: 

2. What characteristics can be identified in the information process? 

We will learn more about what the information process can look like and thus 
also the information that can be generated. The information exchanged 
depends on the people participating, the environment and other factors in the 
information process. Information exchanged is interpreted and developed by 
the individuals participating in direct contacts and this is not a separate 

3  See Section 2.1 for a definition of market efficiency at the strong level. 
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phenomenon. The research problem will be described and discussed more 
extensively in the following chapters. 

1.3 	Outline of the Study 

This thesis has the following outline. Chapter 1 includes a presentation of the 
purposes of the study, the research problem, and some reasons why this study 
is important. To be able to fulfil the purposes of the study a literature study 
was carried out. This is presented in Chapter 2 and 3. Conclusions from 
previous studies are also made and discussed in these chapters. This is a 
question of method. The rest of the method is discussed in Chapter 4. Chapter 
5 and 6 include results and analyse from the study. A model of the information 
that can be exchanged in direct contacts and the information process 
influencing the information exchanged is developed throughout the study. The 
model is presented in Chapter 6. Some connections between previous studies 
are also made. A summary and discussion of the results in this study, as well as 
discussions of tentative conclusions can be found in Chapter 7. The three actor 
groups' views on direct contacts are also summarised. The last section includes 
a suggestion for further research. 

6 



2 	Disclosure of Information, Investor Relations, 
and Financial Analysts 

This chapter starts with a general discussion of the stock market and the 
hypothesis of an efficient market. We will then take a brief look at the 
disclosure of information in traded companies and focus on the information 
channel and source of interest, as well as direct contacts between company 
representatives and financial analysts. The companies' investor relations and 
representatives will be discussed and defined, as well as the financial analysts. 
Different information sources will be considered and the topics chosen for 
further study of direct contacts motivated. The next step is to take a look at the 
direct contacts and obtain more knowledge about them, through a brief 
identification of the information process. 

2.1 	An Efficient Market for Allocation of Resources 

The stock market, an important part of the capital market, is an arena where 
financing and investing take place. A capital market that is functioning is 
hypothetically of great importance for the economy of a society. Institutions 
acting as investment dealers/ brokers/ counsellors find savers and put them in 
touch with the economic units needing funds. The institutions are specialists in 
matching the demand for funds with the supply, and can usually achieve this 
efficiently and at a lower cost than the individual economic units themselves. A 
viable secondary market, a security market where securities can be sold and 
bought, also enhances the efficiency of the flow. A strong secondary market 
enhances the primary market, in which funds flow from ultimate savers to 
ultimate users. (See  Claesson,  1987.) It is also interesting to note that 
companies can be listed on foreign stock exchanges for financial reasons, as 
well as to improve the local business and employee relations (Marton, 1998, 
p.130). 

Companies and investors meet each other in the financial arena to achieve an 
efficient allocation of risk capital. The companies want low-cost financing and 
investors want to distribute the risk efficiently. For this to be possible the prices 
of the stocks must reflect the real value of a company. Low efficiency results in 
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difficulties for the companies in obtaining access to capital from investors and 
creditors. Investors and creditors receive a lower rate of return for their money 
because of the biased information provided. Transactions between the parties 
do not work as they should and some people have the opportunity to earn 
money at the expense of others. (See  Claesson,  1987.) 

A general concept of fair distribution of information is the basis for the 
hypothesis of an efficient market (EMH). All important information is, in the 
ideal situation, mirrored in the price, and all shareholders and potential 
shareholders have the same possibility of obtaining the information. It should 
not be possible to take advantage of inefficiencies in the market to 
systematically achieve a higher yield. To measure the expected return it is 
possible to look at how the companies' stocks have responded in the past to 
market fluctuations. (See  Brealey  & Myers, 1996,  p.  340.)5  

The efficient market means in other words information efficiency. According 
to one variant of EMH the prices of the stocks are supposed to follow a 
random walk6  with a fast incorporation of new information. It should not be 
possible to systematically find overvalued or undervalued shares by analysing 
information. No investors should be able to achieve a return higher than the 
risk-free rate motivated after considering the risk for the specific company. 

This is all based on extreme assumptions, and investors do not, for example, 
seem to be totally independent. There exists a so-called herding behaviour 
through which some experts influence others, who follow their advice 
(Trueman, 1994). Information can also be dependent on other information, 
and as Forsgårdh and Hertzen (1995,  p.  125) say, good news is usually 
followed by good news and bad news by bad. There is a paradox in the 
efficient market. The market is efficient only because of the competition 
among experts such as financial analysts and investors. When a cycle is apparent 

4  By higher yield we mean abnormal return, which can be defined as actual return minus expected 
return. 
5  The abnormal return can also be defined in other ways. It "denotes the exec of the actual event-date 
return over the unconditional expected return. The latter is usually estimated via a calibrating model (usually the 
market model), using non-event dates (Prabhala 1994). Bjerring et al (1983) use the market model to 
calculate the abnormal return. 
6  Based on the assumption that successive changes in price are independent and have the same 
probability distribution. The stock price always reflects the predictable, which implies that price 
changes are caused by the unpredictable. There are no patterns in share price changes. (See  Brealey  
& Myers, 1996.) 
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to the investors, they eliminate it by their trading. (See  Brealey  & Myers, 1996, 
p.331.) 

There are some central definitions of information that need to be made when 
considering market efficiency. Publicly available information or official 
information is information that is available for all actors. Private information is 
information not yet officially disclosed by companies. Only a few actors, 
insiders, have access to such information. This kind of information is 
monopolistic and can also be called insider information or exclusive 
information. A third type of information is proprietary information. That is 
official information refined and developed through professional knowledge and 
skill. An example of such information is the output from valuation models that 
use official information as input. (See  Boldt  & Arbit, 1984.) 

Much of the theoretical research on the efficient market is not focused on 
answering the question of whether the market is efficient or not. Such research 
is mainly directed towards the amount of information incorporated in the price 
of the stock. Studies of efficiency can be performed at three levels: weak, semi-
strong and strong. Each level represents different amounts of information. 
Efficiency at the weak level implies that all historical information is mirrored in 
the price of the stock, efficiency at the semi-strong level that all public 
information is mirrored in the price and efficiency at the strong level that both 
official and private information is mirrored in the price. (See Abdel-Khalik & 
Ajinkya, 1982;  Fama,  1990; Brealy & Myers, 1996.) 

The present study focuses on the strong level of efficiency, but there will be no 
test of the efficiency. Direct contacts between financial analysts and stock 
companies will be put into their wider context as explained above. 
Conclusions concerning how direct contacts can influence the efficiency of the 
market will be drawn and discussed. Market efficiency at the strong level 
implies that there are lucky and unlucky investors, but no superior investors 
who systematically beat the market (Brealy & Myers, 1996). There is only 
weak support for efficiency on the strong level and many studies directly 
contradict the efficiency on this level (Abdel-Khalik & Ajinkya, 1982;  Boldt  & 
Arbit, 1984;  Rundfelt,  1984; de  Ridder,  1990). We will return to this 
discussion later and connect it more with the direct contacts between financial 
analysts and traded companies. 

9 



2.2 	Disclosure of Information by Companies 

A lack of information about a company creates uncertainty and fluctuations in 
the price of the stock. This can be stabilised by disclosing more information, 
which improves the allocation of capital and productivity in the economy. The 
cost for gathering information is lower for companies than for investors. 
Management have an advantage when making conclusions concerning how 
different factors influence the company because of their deeper knowledge 
about their company and business. Disclosure of information by companies can 
be expected to decrease the desire by investors to gather private information 
and diminish speculative advantages for informed investors (Bartely & 
Cameron, 1991). 

Disclosure of information by companies to financial analysts and investors' in 
the stock market includes all information released by the companies through 
different channels. This can be annual reports, interim reports, press releases, 
annual general meetings, and direct contacts with financial analysts. The 
demand for disclosure by traded companies has increased from investors who 
want more detailed explanations of companies' performance, for example. 
Companies have realised that they need good, long-term relations with 
investors and therefore provide resources for investor relations  (IR).  Investor 
relations are a link for communication between companies and their investors. 
Communication of relevant and timely information helps investors to estimate 
risk and rewards, and to make intelligent decisions (buy-hold-sell) (Kennedy & 
Wilson, 1980; Roop & Lee, 1988).  IR  can be described in more detail as a "... 
continuous, planned, purposeful and sustained management activity which identifies, 
establishes, maintains and enhances a mutually beneficial long-term relationship between 
the companies and their current and potential investors, and the investment experts 
serving them" (Tuominen, 1995a,  p.  298). 

There seem to be a positive relation between the number of analysts following 
a company and its size. Big companies tend to generate more transactions and 
can by that reason be expected to be of greater interest to analyse in detail. 
They also tend to have a centralised departments,  IR-departments that take 
care of investor relations. The people responsible for investor relations at 
companies, the  IR-people, are supposed to provide investors with timely, 
accurate and complete information about relevant factors in the company. The 
number of  IR-departments and the resources spent on investor relation, have 

7  Present and potential investors 
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increased during the last few years. One explanation can be that the number of 
analysts following a company is highly correlated with the level of disclosure of 
information by companies. (Bhushan, 1989) Companies with more 
forthcoming information practices, particularly in the investor relations area 
prove to have more analysts following their development (Farragher et al, 
1994; Cho & Harter, 1995; Lang & Lundholm, 1996). Managers can have an 
impact on the number of analysts following their company by varying the 
precision of the private information which analysts obtain about the firm 
(Trueman, 1996). An increased number of analysts following a firm tends to 
increase the speed of adjustments of the price of the stock when new 
information comes forth (Brennan et al, 1993). 

The number of analysts following Swedish companies8  (Affärsvärlden,  1996), as 
well as other companies (Farragher et al, 1994), has increased. This can be 
expected to increase the demands made on companies' investor relations. More 
forthcoming disclosure practices seem to improve the accuracy of expectations, 
reduce information asymmetry and limit market surprises by a decrease in the 
volatility of forecast revision (Cho & Harter, 1995; Lang & Lundholm, 1996). 

We can here see how the number of analysts increased from 1990 to 1995 in twelve Swedish 
companies. The analysts following each company were at least twice as many in 1995 as in 1990. 
Source: Af&svärlden, No. 37, 11 Sept., 1996 

An increased number of analysts follow the traded companies 
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No relationship is found between analysts' ranking of companies' quality' of 
investor relations and the accuracy of analysts earnings per share, or the 
number of analysts following a company (Farragher et al, 1994). 

This study focuses primary on disclosure by company representatives through 
direct contacts with financial analysts. Some examples of direct contacts are 
individual contacts with the company, on-site visits, conversations with 
management at trade exhibitions, telephone conferences initiated by 
management, events and activities arranged by companies and targeting specific 
interest groups, e.g. stockbroker luncheons. Direct contacts can be seen as 
open forums where the analysts can ask questions (Gniewosz, 1990; Williams 
et al, 1996). This will be discussed more in Section 2.4. Disclosures through 
direct contacts may, for instance increase the demand for analyst reports and / 
or reduce analysts' costs for production of recommendations and reports.  

IR-people state that they have increased their  IR-function's efforts in holding 
meetings for groups of analysts and brokerages, giving one-to-one 
presentations for analysts and brokers, and preparing financial reports and fact 
books (Kennedy & Wilson, 1980). Investor relations in the form of direct 
contacts can include more managerial alternatives, can include more managerial 
description, and can be seen as more flexible in the short term than annual and 
other reports. The financial analysts rely heavily on direct contacts with 
representatives in companies and their willingness to follow a company 
depends to a great extent on the company's willingness to communicate with 
them. (See Lang & Lundholm, 1993, 1996.) 

A significant positive relationship has been noted between the volume of shares 
traded and the level of non-report information'', such as direct contacts, cited 
in analyst reports. More trading indicates an increase in demand for in-depth 
analyses of companies by analysts and an increase in the analysts' supply of 
service. (See Rogers 1996, p.112.) An increase in disclosure can increase the 
demand for the analysts' service. The effect, if isolated, is an increased number 

9  The quality of companies' disclosure has been studied by the use of reports from the Corporate 
Information Committee of the Financial Analysts' Federation. Disclosure in the investor relations 
category is judged by factors such as timeliness, accuracy and completeness of information about 
business fundamentals and future prospects, how knowledgeable and responsive the company 
representatives are to analysts' questions, the accessibility of management and their openness in 
discussing corporate developments, and the frequency and content of presentations to analysts. 
Management interviews and presentations, and a company's responsiveness to analysts' inquiries are 
also considered and industry-specific variables weighted. 
" Non-report information is information from sources other than annual reports and 10-K report. 
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of analysts. Analysts can only follow a limited number of companies, and then 
select companies that give the most valuable information. (See Lang & 
Lundholm, 1996.) This can be expected to put higher demands on the direct 
contacts and the  IR-departments' efforts. 

2.3 	Financial Analysts 

2.3.1 Descriptions and Definitions of the Group 

Two direct target groups for investor relations in the investor community are 
current and potential, private and institutional investors. There is also an 
indirect target group of investment experts, such as portfolio and find 
managers, stock analysts and advisers (Lee & Tweedie, 1990; Chang & Most, 
1981; Tuominen, 1995). This study focuses on financial analysts, who belong 
to the indirect target group of investment experts. A financial analyst is a 
person who in his/her profession analyses companies and their stocks. Another 
definition for this group is investment analyst. (Lee & Tweedie, 1990; Olbert, 
1992, 1993). 

Financial analysts can broadly be categorized as portfolio managers or 
information intermediaries'. Portfolio managers use the information they have 
gathered for appraisal of equity shares in management of portfolios. 
Information intermediaries gather, analyze, and communicate information 
from the company to a third party, an investor, inside or outside their own 
organization. Information intermediaries spend more time on analyses of 
annual reports than portfolio managers, and they perform more detailed 
analyses. One of three investment analysts in the Netherlands (Vergoossen, 
1993) is an investment adviser and makes recommendations to institutional and 
private investors. The analysts' reports are important for portfolio managers in 
their decision-making (Arnold & Moizer, 1984; Gniewosz, 1990; Vergoossen, 
1993). The financial press also acts as an intermediary for information between 
companies and investors. The press mainly influences the opinions of private 

" The group of financial analysts can also be subdivided into professional security analysts, portfolio 
managers, and stockbrokers (Mear and Firth, 1987, 1988) or investment advisers, portfolio managers, 
and directors or heads of department (Vergoosen, 1993). Additional classifications are analysts at 
corporate finance departments, business journalists, and stock chroniclers (Olbert, 1992; Tuominen, 
1995; Vergoosen, 1997). 
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investors and will in this study belong to the group of financial analysts. (See 
Olbert, 1992; Tuominen, 1995; Vergoossen, 1993.) 

There is an information flow from the company to the analysts, who gather, 
analyse and interpret it before they give it to present and potential investors. 
Analysts are here seen as complements to the companies' own disclosure rather 
than substitute. Another way is to regard them as information providers 
competing with the direct disclosure by companies. Increased disclosure by 
companies would in this case decrease the demand for the analysts' service. 
The analysts' role as information intermediaries receives support in research 
studies (Lang & Lundholm, 1996). The present study focuses on the financial 
analysts as information intermediaries. 

Business Journalists, Sell-Side Analysts, and Buy-Side Analysts 

The financial analysts in this study are subdivided into business journalists who 
work for business magazines, sell-side analysts (Day, 1986; Previts et al, 1994; 
Bence et al, 1995; Boland & Bricker, 1995; Rogers, 1996) who work at 
brokerage-firms and buy-side analysts (Bouwman et al, 1987; Farragher et al 
1994) who work at institutional investors. (See Bouwman et al, 1987; 
Farragher et al 1994; Tuominen, 1995.) 

Business journalists analyse companies and their stocks. Their articles can be 
considered as investment reports, of recommendations to private and 
professional investors (Olbert, 1992; Tuominen, 1995; Vergoossen, 1997). Sell-
side analysts work for investment or brokerage firms in a support capacity. 
They analyse companies and their stocks and provide external clients with buy-
, sell-, or hold-recommendations. They co-operate mainly with brokers who 
work for the firms. Buy-side analysts primarily work for banks, pension funds, 
mutual funds or insurance companies. They analyse companies and their stocks 
but their reports are mainly used internally by portfolio managers (PM). (See 
Bouwman et al, 1987; Williams et al, 1996.) 

The financial analysts must provide a service of value to their customers, 
external or internal, in order to be in demand. Buy-side analysts have to 
provide portfolio managers with a more detailed analyses of a company or give 
them information from other sources than they can acquire by themselves 
(Arnold & Moizer, 1984). Sell-side analysts also need to provide additional 
information of value to the investor. The analysts make analyse on the basis of 
information they already have and also collect the additional information 
needed. The additional information is not always already known to the general 
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public. One source of such information is the management in the companies 
of interest. (See Williams et al, 1996.) 

Financial analysts in their capacity as information intermediaries are subdivided 
into the three groups of analysts, buy-side analysts, sell-side analysts and 
business journalists. The groups seem to differ concerning how they work and 
the information that they need (Arnold Sz Moizer, 1984). 

Generalists Versus Specialists 

Financial analysts make their views on companies up-to-date as new 
information comes to hand. They develop an in-depth specialist knowledge of 
certain industries and companies within industries (Gniewosz, 1990). The 
degree of specialist knowledge differs between the groups of analysts and we 
can distinguish between financial analysts who are generalists and those who 
are specialists. Generalists follow more companies and do not perform analyses 
as detailed as the specialists do. Specialists can for instance be specialised in one 
market sector and non-specialists in more than one market sector. This is 
especially the case in the UK and the US where more companies are traded on 
the stock market. The Swedish analysts can be expected to be less specialised in 
market sectors because of the smaller market and the smaller number of 
companies to follow. Sell-side analysts are often classified as specialists, and 
buy-side analysts and business journalists as generalists. (See Arnold and 
Moizer, 1984; Bouwman et al, 1987.) 

2.3.2 Experts who Work in a Structured Manner 

A qualified group of financial analysts came forward during the 1950's  (Bohlin,  
1987) and have since then played a key role in the processing of information 
and the pricing of shares on the market (Breton & Taffler, 1995). These 
experts are members of a profession that as a group, in the ideal situation, can 
be expected to differ from others because of their experience and special 
education in a specific area. The financial analysts in their capacity as experts 
represent the competence of the whole group  (Jönsson,  1988). This study will 
not look at the individual analysts and their decision making-behaviour. It is, 
nevertheless, important to have a general understanding of the decision-making 
process to be able to understand why they act as they do. This can help us 
understand more about the information process and the information exchanged 
in direct contacts, and thus extend our knowledge of users' information needs. 
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A high consistency in the analysts' behaviour, whereby they reach the same 
conclusions and search for information in a structured manner, indicates a high 
level of expertise within the group. Experts in general operate within a 
hierarchy of goals where the goals can be divided into different levels, such as 
strategic goals, tactical goals and operational goals. Expert groups within 
medicine, physics, and finance all have professional experience that makes their 
processing of information structured. They tend to categorise and evaluate 
problems in a similar manner. (See Arnold & Moizer, 1984; Biggs, 1984; 
Bouwman et al, 1987; Anderson, 1988; Gniewosz, 1990.) 

Analysts have learned about the important cues that are most likely to provide 
them with information about a company's position. They develop and use 
checklists for a structured analyses of items, particularly in the beginning of the 
analyses. The analysts accumulate their experience as a combination of 
complex structures and financial templates. The experience contains a variety 
of knowledge, such as industry-specific standards of what is acceptable, how 
typical companies behave, typical problems for a company or industry, and 
evaluations of what an attractive investment is. An analyst's view on a specific 
company at any point in time is based on a continuous and complex process 
involving the collection and analyses of information from different sources. 
They acquire information about selected aspects and make their conclusions at 
the end of their analyses. Non-professionals tend to make an earlier closure and 
are more varied in the performance of their analyses than experts. The analysts 
use sequential search strategies when they want new ideas and do not have 
anything specific to check. They also use this approach to assure themselves of 
what they have already made up their mind about, to ensure that they do not 
miss anything important. (See Arnold & Moizer, 1984; Biggs, 1984; Bouwman 
et al, 1987; Anderson, 1988; Gniewosz, 1990.) 

The description above of financial analysts as experts can be seen as 
representing an ideal situation and there are exceptions. Analysts expect to 
change their prognosis through time as new information and analyse come 
forth. This is not always the case because they then have to admit the 
inappropriateness of their earlier prognoses. To show their forecasting ability 
analysts instead tend to disclose their prognoses close to prior earnings 
prognoses. (See Trueman, 1994.) Financial analysts appear to have only 
moderate insight into their cue usage patterns. They can, nevertheless, express 
the relative importance of cues, and this can be considered good enough (Mear 
& Firth, 1987). 
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Financial analysts sometimes fail to incorporate all publicly available 
information in their prognoses, but can still be considered valuable for market 
efficiency at the semi-strong level (Dowen & Bauman, 1995). There is no 
guarantee that experts in certain professions are more successful12  than non-
experts, but they are associated with fewer errors and better decisions (Biggs, 
1984; Anderson, 1988). Professional experts in an area such as financial analyses 
can also fail in judgements', but they are still valuable to society because of 
their special education, experience and skill. 

2.3.3 A Surrogate for the Markets Expectations 

The financial analysts' recommendations can be compared with a random 
selection of stocks. The Wall Street Journal regularly holds competitions, 
reported in the "Dartboard" column", where portfolios managed by experts 
are compared with a portfolio randomly selected through "dart tosses". Several 
studies on this column show that the analysts win in the long run, but the 
random selection can be more successful on some occasions. A significant 
difference to the advantage of the analysts can be seen in some studies (Wright, 
1984; Albert & Smaby, 199614). Other studies find that financial analysts obtain 
a higher return than the random selection but they choose riskier shares. After 
adjustment for this no systematic differences can be found (Metcalf &  Malkiel,  
1994). Analysts can take advantage of an announcing effect through which 
their chosen shares increase in price after the selection, only because of the 
competition. This effect seem to be greater for analysts who have participated 
several times in the competition. Investors use the competition to identify 
outstanding analysts. (See Wright, 1984; Metcalf &  Malkiel,  1994; Albert 8t 

Smaby, 1996.) 

Financial analysts are, according to two competing hypotheses, important for 
the capital market as information intermediaries. The first is the mechanistic or 
"naive" investor hypothesis that relates to the efficiency of the capital market's. 

12  I.e. produce more accurate prognoses or recommend shares with a higher rate of return than 
others do. 
13  The following is an example where experts' decisions differ. Physicians were supposed to select 
patients for surgical treatment of tonsils. One thousand children were examined and 600 of the 
children needed to remove their tonsils, according to the first group of physicians. The second 
group wanted to remove tonsils from 180 of the remaining 400 children. The third group wanted to 
remove tonsils from 120 patients. Only 65 of the 1000 children remained in the group with no need 
for surgery (Macintosh 1985 p.45). 
14  Albert & Smaby consider previous studies which find that recommendations published by financial 
analysts generate positive abnormal return. 
15  The efficiency market hypothesis will be described in more detail later. 
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This hypothesis questions the capacity of the market participants to correctly 
interpret financial information, especially the "naive" investors with a lack of 
understanding of and ability to use accounting information. Financial analysts 
in this case play a role in keeping the market efficient through providing 
investors with accurately interpreted information. The second hypothesis finds 
accounting methods to be irrelevant because only information relating to 
changes in expected cash flows is seen as price-sensitive. The financial analyst's 
role is then to improve the information flow and thus keep the market 
efficient. (See Breton & Taifier, 1995.) 

There are several studies indicating that financial analysts give their customers 
valuable advice that increases their possibility of obtaining higher returns 
(l3jerring et al, 1983;  Liljeblom,  1989). These findings are consistent with the 
hypothesis that financial analysts make the market more efficient by providing 
information to investors, their customers. Investors use financial analysts' 
forecasts and behave as if they form their own expectations on the basis of 
these (Bjerring et al, 1983). Financial analysts play an important role on the 
capital market and their actions can have important effects on the stock market 
and the whole economy (Pike et al, 1993). 

Brokerage houses' buy- and sell-recommendations influence the price of a 
stock and forecasts. They can be seen as a reasonable surrogate for the 
investors' expectation of earnings on the market (Stickel, 1995). They have a 
role as opinion leaders (Forgårdh & Hertzen, 1975,  p.  367). Analysts as a group 
tend to disclose prognoses close to each others' even though individual analysts 
have information in other directions. This is called herding behaviour, and can 
be seen as a way for analysts to show their forecasting ability. The influential 
group sticks together and influences the investors in the same direction. It is 
difficult for an individual analyst, especially if he/she does not belong to the 
top-ranked, to give a prognosis distant from other analysts. (See Trueman, 
1994.) 

There are contradictory findings concerning the accuracy of financial analysts' 
forecasts (FAF). Some suggest that analysts' forecasts are only as good as naive 
models. Others claim that their predictions are more accurate. Early studies in 
particular suggest no differences between analysts' forecasts and models, while 
later studies find analysts' forecasts superior, according to a review by Givoloy 
and Lakonishok (1984). The more extended use of information and the use of 
timely information in analysts' forecasts help to explain the evidence that FAF 
are a better surrogate for market expectations of earnings than time-series 
models. 
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Factors such as new contracts, changes in accounting policies, acquisitions, 
labour disputes, and personnel shuffles, to which naive models are blind, are 
processed and analysed by the analysts (Fried 8z Givoloy, 1982; Givoloy & 
Lakonishok, 1984;  Kross  et al, 1990; Vergoossen, 1993). This is not a surprise, 
since new information can be expected to influence the price of a stock. 
Information received through direct contacts can include information not 
incorporated in time series models. This helps to improve the analysts' 
prognoses. The analysts' specialisation in a few companies and their history can 
also explain the accuracy of financial analysts' forecasts in comparison with 
forecasting of general variables, wider in scope. (See Givoloy & Lakonishok, 
1984.) 

Analysts seem to have an information advantage compared with other actors 
on the market (Abdel-Khalik & Ajinkya, 1982). They use all publicly available 
information and also to some extent information not yet made official (Fried & 
Givoloy, 1982). There is a significant difference between the companies' own 
prognoses and the analysts' prognoses (Forsgårdh & Hertzen, 1975,  p.  368;  
Banely  & Cameron, 1982), but the companies' prognoses are not considered 
to be superior (Bartely & Cameron, 1982). Parity between the forecasting 
performance of analysts and managers can be seen. One reason for this can be 
the information flow through regularly kept direct contacts between financial 
analysts and company representatives. This improves the analysts' forecasting 
ability. (See Givoloy & Lakonishok, 1984; Lang & Lundholm, 1996.) Financial 
analysts tend to release forecasts close to companies' quantitative forecasts 
(Forsgårdh & Hertzen, 1975,  p.  370). There is probably always information 
that representatives do not disclose, for instance sensitive information to be 
kept from competitors (Forsgårdh & Hertzen, 1975,  p.  368; Bartely & 
Cameron, 1982,). Financial analysts are, as previously mentioned, powerful. If 
they disclose a prognosis of a decrease in the earnings of a specific company, 
this will probably result in a decrease in price, even if the company has 
disclosed a prognosis showing an increase (Lang & Lundholm, 1996). 

2.3.4 Financial Analysts as Information Intermediaries to Investors 

Private investors consider annual reports and the financial press to be the most 
valuable information sources for making buying or selling decisions. Most of 
them read business magazines and daily newspapers, discuss with bank 
personnel, friends and family. The annual report is used by individual investors, 
but interim reports and press releases from companies are not. Even advice 
from friends, tips and rumours have a higher ranking than press releases and 
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interim reports from companies. Press releases make information official. They 
are supposed to give all investors the same information at the same time. 
Individual investors in general do not seem to even consider this information. 
Private investors trust to a great extent financial analysts as information 
intermediaries. They seem to rely more on advice from financial experts such 
as stockbrokers and business journalists than on the annual report for making 
investment decisions. This makes investors dependent on financial analysts, 
who also have access to up-to-date information. (See Lee & Tweedie, 1990; 
Chang & Most, 1981; Anderson & Epstein, 1995.) 

The direct communication between companies and private shareholders is 
accomplished mainly in the mass media through official reports and press 
communiques. Only a very small number of private investors turn directly to a 
company for information. Their main chance of two way communication with 
company representatives takes place at the annual general meeting. They have 
then the opportunity to ask questions. This is only once a year and only for 
present shareholders. Potential investors do not have access to annual general 
meetings. (See Lee & Tweedie, 1990; Chang & Most, 1981; Anderson & 
Epstein, 1995.) 

There is a lack of communication between traded companies and private 
investors because of the complexity and difficulty of disclosed information. 
The amount of financial and non-financial information disclosed by companies 
has increased in phase with the development of a complicated environment 
and regulations. It is no longer possible to describe a company and its 
environment in simple terms. Reports with financial information are produced 
by accountants for accountants and the complicated language increases the 
demand for understanding. The private investors seem to have a low 
understanding when interpreting financial information and only a few of them 
have any experience of accounting from their occupation'. This implies that 
"naive" investors have a limited possibility of handling investment decisions by 
themselves. The financial information available is only used to a low degree, 
mainly because of the lack of understanding. Flattering and manipulated 
accounting information, "window-dressed accounting" makes reports less 
understandable for investors, especially "naive" investors. This is an additional 
reason for the private investors' dependence on financial analysts for 

16  We must, however, remember that it is difficult to have an exact definition and measure of 
understanding. Different kinds of understanding can be of value in different situations. People might 
also be able to remember specific words without understanding their actual meaning and be able to 
use them. 
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investment decisions. Window-dressed accounting will be discussed in Section 
2.4.2. (See Lee & Tweedie, 1990; Chang & Most, 1981;  Bohlin,  1987; 
Anderson, 1988; Holmes & Sugden, 1991; Anderson & Epstein, 1995.) 

It is not only private investors who are dependent on financial analysts for 
investment decisions and recommendations. Institutional investors often have 
their own analysts, buy-side analysts. They also buy information and advise 
from sell-side analysts. Business journalists also influence investor and buy- and 
sell-side analysts through the financial press. (See Olbert, 1992, 1993) 

2.3.5 A Summary of the Role Financial Analysts as Key Actors 

Financial analysts seem to beat the random selection, achieve a higher return 
and give their customers valuable advice. They keep analyses of companies up-
to-date with new information, while time-series models only consider 
historical information. There is a constant flow of information between analysts 
and representatives that may give the analysts an advantage over other actors on 
the market. They are important for both private, "naive" investors and 
institutional investors. This group of professionals can influence investors and 
thus also the price of the shares. The financial analysts are here subdivided into 
sell-side analysts (specialists), buy-side analysts (generalists) and business 
journalists (generalists) because of differences concerning how they work and 
the information needed. 

Day (1986,  p.  295) wrote, "They (the analysts) are perhaps the most informed and 
articulate user group, hence their selection for the purpose of this study". And Arnold et 
al (1984,  p.  1) state, "Financial analysts are an important group of users of corporate 
accounting reports. As such, the use they make of accounting and other information 
should be of interest to capital market researchers and to accounting policy makers." This 
shows the importance of gaining additional understanding of this group of 
corporate information users. More understanding of the analysts' need for 
information and on what basis they make their analyses is needed. 
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2.4 Information Channels and Sources 

Traded companies can release information through official channels which all 
investors with access to information at the same point in time. Some examples 
of such information channels are, presented in Exhibit 2. Annual and other 
reports released continuously by companies, press releases, communiques, press 
conferences and annual general meetings are examples of such information 
channels. Companies can also disclose information through direct contacts with 
investors. The direct contacts are not available to private investors to the same 
extent as to the financial analysts. 

Information 
channels/sources 

Exhibit 2 Information Channels and Sources for Traded Companies and 
Financial Analysts (Author's Own Figure) 

Most information channels contain one-way communication with information 
from the companies to the investors. The direct contacts with financial analysts 
are an exception and information flows in both ways to and from the 
companies and the analysts. 
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We will now take a closer look at the financial analysts' use of different 
information sources and present studies where analysts rank the most important 
sources. The studies cover several countries and there can be various studies in 
one country. We will look at six studies in the UK, two in the US, one in 
Germany, one in the Netherlands, one in New Zealand, and one in Sweden. 
The studies may not cover all available information sources, since the 
respondents, in many cases, are limited to choosing from a list of sources 
specified by the researchers. 

Some of the previous studies merge ranking lists from other studies into one 
table to simplify comparisons (Pike et al, 1993; Breton & Taller, 1995). This 
will not be done in the present study because of problems when merging 
them. The studies do not measure the ranking in the same way, scales differ for 
instance. Some studies have divided the annual report into as many as eight 
different information sources and only mentioned a few other sources without 
dividing them into more specific parts. Other studies divide direct contacts into 
several information sources and do not consider the importance of specific 
parts in the annual reports. One study only ranks three information sources in 
general terms. There are also differences between countries and information 
sources. The content of annual reports varies for instance. Many differences 
depend on the divergent purposes of the studies. Some only examine the 
annual reports and want to show the importance of that source. It will still be 
possible to draw conclusions concerning the most important information 
sources for financial analysts. 

2.4.1 Information Sources Ranked by Financial Analysts 

One of the first studies with ranking of information sources was Lee & 
Tweedie (1990)1' from the UK (Exhibit 3) Only three choices of sources were 
available. Actual and formal published accounting information was seen as the 
most important, other sources of information about companies and their 
industries were ranked second and company visits reported third. This study 
detected the importance of company visits for analysts, and 38% of the 
respondents considered company visits have the maximum influence. 

17  The version used here is a revised one from 1990 that includes two parts with the studies from 
1978 and the study from 1981. The first part considers private shareholders, while the second part 
considers the institutional investors, the financial analysts. This study is mainly interested in the 
second part. 
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Exhibit 3 The Importance of Major Sources of Information About 
Companies and Their Organisations' Investment Decisions (Lee & 
Tweedie, 1990, Table 51, and Table 52). 

Source of information Overall 
ranking 

Stockbroker 
firm 

ranking 

Financial 
institution 

ranking 

Formal published accounting 
information from companies 1 1 1 

Other sources of information 
about companies and their 
industries 

2 3 2 

Company visits 3 2 3 

There was a difference between the ranking at stockbroker  finns,  at the sell-
side, and the financial institutions at the buy-side. Other sources of information 
about companies were seen as more important by the buy-side than by the 
sell-side. This is consistent with findings discussed earlier where buy-side 
analysts to a great extent use sell-side analysts' reports. The sell-side was more 
independent and saw company visits as the second most important source. 
They read all sources with financial information more thoroughly and seemed 
less willing to accept any ratios provided by companies, they made their own. 

Chang and Most (1981) let sell-side analysts in the US, the UK and New 
Zealand rank information sources (Exhibit 4). The corporate annual report was 
seen as the most important in the US and New Zealand and came second in 
the UK. The UK analysts found communication with management to be the 
most important, while this source came third in the US and New Zealand. 
There do not seem to be any big differences between the analysts' ranking in 
the different countries. 
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Exhibit 4 Information Sources (Chang & Most, 1981, Exhibit 2) 

Country 

Information source 

US UK New 
Zealand 

Communication with management 3 1 3 
Corporate annual reports 1 2 1 
Interim reports 4 4 2 
Prospectuses 2 3 5 
Press releases 6 6 4 
Newspapers and magazines 8 5 7 
Advisory Services 5 8 8 
Proxy statements 7 7 6 

Arnold et al (1984) compare the ranking of information sources by analysts in 
the US and the UK (Exhibit 5). The annual report is divided into eight parts 
and other information sources are not as detailed. We will here merge the 
study by Olbert (1992) into the same table, because he replicated the study in 
Sweden and the ranking units are comparable. There are information sources 
that are not the same in the two studies, mainly specific units in the annual 
report. There are differences and similarities between the two studies and 
between the three countries. 

No detailed comparison will be performed, but we can see that the profit and 
loss account and the balance sheet in the annual report are the most important 
sources in all countries. Information from company personnel, direct contacts, 
is ranked sixth in the US, fourth in the UK and fifth in Sweden. We must, 
however, remember that the difference in time between the two studies is 
eight years and this can influence the results. We can also add that the Swedish 
analysts place a higher value, on a five point-scale, on all information sources 
than their colleagues in either the US or the UK. 
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Exhibit 5 Influence of Various Information Sources Ranked by Investment 
Analysts (Arnold et al, 1984, Table 6; Olbert, 1992, Table 6.10). 

Information sources Arnold et al 
US 

Arnold et al 
UK 

Olbert 
Sweden 

Company Annual report 

Income statement/ 
Profit and loss account 

1 1 2 

Balance sheet 2 2 1 
Statements of changes 
in financial position/ 
Source and application 
of funds 

3 5 8 

Qualified audit report 4 7 - 
Management's review/ 
Directors' report 

9 8 7 

Current cost data 11= 10 - 
President's message/ 
chairman's statement 

13 6 6 

Unqualified audit report 14 15 - 

Administration report 
- - 9 

Auditors Report - - 16 
Five year summary - - 11 
Quarterly results 5 3 3 
Government publications 
and statistics 

15 13 12 

Statistical and 
information services 

8 11 14 

Financial press 20 9 10 
Industry publications 7 14 - 
Company personnel 6 4 5 
Other financial analysts 11= 12 13 

= means that more than one source receive the same ranking 

Both studies also found differences between groups of analysts within the 
countries, as did Lee & Tweedie (1990), which not can be seen in Exhibit 5. 
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Olbert shows that discussions with representatives of companies were more 
important for the two groups of information intermediaries, the financial 
analysts and business journalists, than for portfolio managers and brokers. The 
same differences were found by Arnold & Moizer (1984b), who reported that 
the information intermediaries found discussions with company personnel 
more important than the portfolio managers did. The first two groups also used 
annual and interim reports more. Both studies consider the importance of 
direct contacts in the form of discussions with company personnel. Arnold et al 
became aware of this during the initial interview stages of their survey. The 
analysts in Olbert's study had the opportunity to add other important 
information sources. Company visits were added. 

Seven information sources were ranked by UK and German financial analysts 
in the study by Pike et al (1993) (Exhibit 6). Direct contacts with face-to-face 
interactions were considered very important by analysts in both countries. 
Discussions with company personnel were the most important information 
source among the UK analysts and were ranked third by the German. 
Meetings in companies with representatives were the most important 
information source for the German analysts and were ranked second by the 
UK. Annual and interim reports were among the three most important in both 
countries. 

Pike et al compared their study with the studies by Lee & Tweedie (199018), 
and Arnold and Moizer (1984). As mentioned above there are some problems 
in merging studies into one table. Arnold and Moizer divided for instance the 
annual report into several sources for ranking, but they were seen collectively 
as only one source and ranked as number one in Pike et al. This resulted in the 
ranking of direct contacts and company visits as third. 

18  Part two from 1981 
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Exhibit 6 Relevance of Sources of Information in the UK and Germany 
(Pike et al, 1993, Table 7). 

Information sources UK Germany 
Discussions with company personnel 1 3 
Analysts' meetings in companies 9 1 
Annual report/interim report 3 2 
Preliminary announcement 4 4 

Journals/newspapers 5 5 
Other analysts' 6 6 
General meeting 7 7 

Vergoossen (1993) let the financial analysts in the Netherlands rank the 
perceived importance of the information sources available (Exhibit 7). The most 
recent annual report was regarded as the most important source for the 
analysts, while previous annual reports were considered to be of less 
importance. The information source of interest for this study, communication 
with management, was ranked second. 

Exhibit 7 Perceived Importance of Information Sources Available to 
Investment Analysts (Vergoossen, 1993, Table 9). 

Ranking 
1 Most recent annual report 

Communication with management 2 
Interim reports 3 
Offering prospectus 4 
Press releases from company 5 
Newspapers and magazines 6 
Macro economic variables 7 
Reports of other investment analysts' 8 
Industry statistics 9 
Annual reports of former years 10 

The study also compared the ranking of portfolio managers and investment 
advisers. Many information sources were of equal importance for the two 
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groups. Portfolio managers relied more on analysts' reports than the investment 
advisers. 

Bence et al (1995) (Exhibit 8), studied the most important information sources 
in a specific company in the UK. Five kinds of direct contacts between 
financial analysts and traded companies were of importance in this company. 
Three of the five most important information sources were direct contacts. 
Personal interviews were the most important information source. Company 
presentations, company visits, telephone conversations and contacts with the 
companies' PR-department were other important direct contacts. Annual 
reports and accounts were, as is consistent with most studies, also a very 
important source. 

Exhibit 8 Importance of Information Sources (Bence et al, 1995, Table 2). 

Investment 
Analysts 

Institutional 
Investors 

Combined 

Personal interviews 2= 1= 1 
Company 
presentations 

4 3 3 

Visits to company 8 4 5 
Telephone 
conversations 

6 6 7 

Company PR 
depaitinent 

7 10= 8 

Annual reports and 
accounts 

5 1= 2 

Preliminary profit 
announcement 

1 5 4 

Interim statements 2= 7 6 
Company literature 10 12 11 
Trade journals 9 13 9 
Data stream 11 9 10 
Industry and 
government  stats.  

12 10= 13 

Other analysts 13 8 12 

= means that more than one source receive the same ranking 

The importance of specific information sources differs between institutional 
investors and investment analysts, as can be seen in Exhibit 8. Direct contacts 
are shown to be of greater importance for analysts than investors. This is 
consistent with other studies. Other analysts were, as expected, more important 
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for investors than analysts. The investors often buy an information service from 
the analyst's organisation. 

Breton and Taffier (1995) (Exhibit 9) let analysts in the UK rank the most 
important sources used for making an investment recommendation. Direct 
contacts and visits were regarded as the most important. Preliminary 
announcements and annual accounting statements was ranked second. The 
annual report were divided into two parts. Content other than the financial 
statement was ranked fifth. The interim statements were ranked third. 

Exhibit 9 Ranking of Importance for Sources of Information (Breton & 
Taffier, 1995, Table 8). 

Ranking 
Direct company contacts and visits 1 
Preliminary announcements and 
annual accounting statements 

2 

Interim statements 3 
Previous work and market 
data already collected 

4 

Annual report content other 
than financial statements 

5 

Trade journals and newspapers 6 
Statistical/Macroeconomic 
forecasts 

7 

Subsidiaries' ac counts 8 
Companies' PR/Press reports 9 
Chart service 10 
Other brokers' circulars 11 

Breton and Taffier also compared their study with, for example, Lee and 
Tweedie (1990), Arnold and Moizer (1984) and Pike et al (1993). This is 
another example of the difficulties in merging tables. 

Williams et al (1996) studied the principal information sources that financial 
analysts relied on when revising earnings per share  (EPS)  (Exhibit 10). Other 
analysts' recommendations were ranked first, the management's public forecasts 
of earnings second and changes in federal monetary policy third. Selective 
disclosures by management of earnings, which belongs to direct contacts, were 
the fourth most important indicator for the analysts. 
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Exhibit 10 Ranking of Information Sources (Williams et al, 1996, Table 2). 

1. Other analysts recommendations  
2. Management's public forecast of earnings  
3. Changes in federal monetary policy  
4. Selective disclosures by management of earnings  
5. Stock market activities  
6. Financial statements 
7. Informal reports from suppliers and customers  
8. Industry data  

There are differences between the buy-side analysts and sell-side analysts that 
followed the company in the report of Williams et al. The buy-side analysts 
relied to a greater extent on information from sell-side analysts. The sell-side 
analysts found selective disclosure by management as significantly more 
important than the buy-side analysts. This is consistent with studies discussed 
above. 

If we look at the different studies we can see a slight change in attitudes 
towards a higher ranking of direct contacts. Official information from 
companies in the form of annual and interim reports was previously regarded 
as the most important information source. One possible explanation of this is 
that there was a lack of communication and a poor relationship between the 
institutional investor and the management, and that this situation has now 
improved (Pike et al, 1993). Another possible explanation is that, although the 
actual number of meetings has not increased, analysts are more prepared to 
admit that meetings take place. (Lee & Tweedie, 1990; Arnold & Moizer, 
1984). Previous studies briefly discuss possible explanations of the higher 
ranking of direct contacts as an information source. The present study 
continues the identification of further explanations. 

Direct contacts of different kinds are one of the most important information 
sources for analysts in different countries, as can be seen in this section. Lang 
and Lundholm (1996) talk about direct contacts with company representatives 
as a primary source of information for analysts and a significant indicator of 
analysts' behaviour. It is for this reason important to further study this source of 
which little is known. Arnold et al (1984) wrote "...the importance of discussions 
with company personnel is confirmed by other studies, and yet little is known about the 
content of such discussions." Little has happened since their report in 1984. 
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Several studies look at the importance of the annual report (Lee & Tweedie, 
1981; Anderson, 1981; Day, 1986;  Bohlin,  1987; Gniewosz, 1990; Breton &  

Iler,  1995; Nilsson, 1995), but that is not enough. We need to know more 
about other important sources to increase our understanding of the stock 
market. 

As we can see there are several studies on the US and the UK stock market 
within this field, but they do not follow the Swedish research tradition 
(Bergevärn & Marton, 1995). The aim of this study is to generate more 
knowledge of the information source constituted by direct contacts between 
company representatives and financial analysts on the Swedish market. This can 
indirectly provide more knowledge of the topic as a whole, since such direct 
contacts do not seem to be limited to any specific country. 

2.4.2 Information Sources as Complements 

Analysts try to determine whether a description of a company actually agrees 
with "reality". They look for any changes that might have occurred since the 
last analyses of the company and check whether these are considered in the 
presentation. Changes in the result, and anomalies in the accounts, such as 
inaccuracies, are also of interest. To handle this they collect information from 
different sources. Annual reports, interim reports and press releases are passively 
received in a routine manner, while information from direct contacts is often 
sought information. Analysts can be expected to actively take the initiative in 
seeking contact with representatives to obtain answers to questions or solve 
problems. Direct contacts can be seen as less readily available, and thus more 
time-consuming and costly than annual reports. Analysts may not need to 
spend the same amount of time verifying the reliability of audited information 
in annual reports as they have to with direct contacts that not are audited. This 
can be one explanation of the extensive use of annual reports. (See Arnold & 
Moizer, 1984; Bence et al, 1995; Rogers, 1996.) 

Around half of the content of analyst reports, can be found in annual reports 
while the rest comes from other sources. This raises the question of whether it 
is possible for analysts to receive all the relevant information necessary for the 
evaluation of a company from annual reports. (See Rogers, 1996; Rogers & 

'Grant, 1997.) All the necessary information about earnings does not seem to be 
provided by interim reports (Forsgårdh & Hertzen, 1975,  p.  368). Analysts 
seem to need more detailed information than that available in annual and other 
published reports. An analyst cited by Previts et al (1994,  p.  61) explained that 
"...a company reports two lines, but there are actually three." Research on the 
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efficient market indicates that annual financial reports only contain modest 
information content for investors. Information in annual reports seems not to 
be of any spectacular character, while analysts see it as a bonus to be the first to 
divulge any new information. Analysts could thus be expected to actively 
search for information from other sources. (See Lee & Tweedie, 1990; Arnold 
& Moizer, 1984; Day, 1986; Gniewosz, 1990; Vergoossen, 1993; Bence et al, 
1995.) 

Information actively searched for can be seen as more decision-specific than 
information passively received, which is often of a general nature. Passively 
received information can often be interpreted to more useful information. 
Analysts can conduct a search in the general information, filter it and thus 
make it decision-specific. Financial analysts use different strategies and mixes of 
information sources and seem to seek decision-specific information. Four of 
the highest ranked information sources in Bence et al (1995) are directly 
sought (Exhibit 8) Interviews with sell-side analysts in Williams et al (1996) 
indicate a more action-oriented approach than traditional forms of analyses. 
Estimations of future firm performance seem to be based on informal 
information received from rumour and private conversations with 
management. This is a complement to the formal, official information. 

Financial analysts need a current view of a company and its stock at every 
point in time, whatever the source of information is. The annual report is of 
vital importance for analysts but it is not timely. Forecasting involves a 
continuum of research, collecting and use of information and is not an exercise 
controlled in time disclosure of annual reports by companies or 
recommendations by analysts. Analysts want to retain their detailed knowledge 
of the company and its industry and up-date their information through visits. 
Company visits are often scheduled during periods when there are not so 
many disclosures of financial reports. This can make it easier to understand the 
implications of changes in, for instance, senior management or a company's 
operating environment. Analysts do not necessarily need to have the objective 
of solving a specific problem during company visits, they can also have a 
broader focus. Prognoses are almost finished when the analysts receive official 
reports, but certain parts may be revised. Annual and interim reports can also 
serve as a stimulus to identify questions that can be answered through other 
information sources, such as direct contacts. (See Day, 1996; Gniewosz, 1990.) 

One way of looking at accounting and financial information would be to 
consider it as only understandable in one way, with only one meaning. That 
would mean that all skilled analysts who knew their job would read the 
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financial information in the same way and be able to understand it. Reality is 
not that simple. Financial analysts' understandings of financial statements by 
financial analysts is far from perfect and not as good as could be expected 19. 
They can ,however, be seen as the most informed and articulated group using 
such information, and only a few of them seem to have a total lack of 
knowledge. This is revealed by a test of actual understanding of traditional 
financial information, in a broad sense, concerning the general nature of 
reporting, the nature of financial statements, accounting terminology, 
accounting valuation bases, and financial ratios. (See Lee & Tweedie, 1990, 
p.44.) The companies' formulation of specific items in official reports is 
important. It can lead to confusion among the analysts and result in different 
prognoses. For that reason standardised measurements are important. (See 
Forsgårdh & Hertzen, 1975,  p.  369.) 

One reason for the lack of understanding on the part of analysts can be the 
multiple meanings of accounting information. There is a disturbing risks that 
different meanings of similar terms and phrases can become a barrier to 
understanding the accounting preferences of financial statement users (Bricker 
et al. 1995). People interpret the accounting information in different ways, and 
the accounting language is ambiguous (McSweeney, 1997). Financial reports 
can be classified as a cool medium, in the sense that the reader has to make 
his/her own interpretations of the symbols for himself. Concepts as inflation, 
leasing, groups of companies are difficult to express adequately. (See Gambling, 
1985.) 

Window-dressed financial accounts, mentioned in Section 2.3.4, are difficult to 
handle even for financial analysts. Companies can purposely try to influence 
investors. There seems to be a positive relation between the pressure of 
meeting accounting targets, and manipulation of performance measures by 
profit centre managers in large decentralised firms. They can delay 
expenditures or accelerate sales to meet the net income or budget expenses 
targets. Uncertain situations in organisations where the emphasis on accounting 
targets is high also seem to cause manipulative behaviour. Managers can, for 
instance, borrow profit from the subsequent year and give it to the current 
year. (See Breton & Taffler, 1995; Merchant, 1990.) 

Analysts do not seem to respond by correcting the window-dressing20  and this 
might indicate a lack of knowledge, i.e. they do not detect the problem. Those 

19 1t is important to note the difficulty in defining and measuring an absolute level of understanding. 
20  Also mentioned in Section 2.3.2 
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with the shortest experience seem to make less corrections than others. This 
lack of knowledge can partly be explained by the bull market, where it is of 
less importance to investigate a company's finances deeply. Another reason 
why analysts do not respond by correcting window-dressed accounts is that 
they call representatives for an explanation. Direct contacts can help analysts to 
understand accounting information from a company's perspective but they 
may not disclose window-dressing. (See Day, 1986; Gniewosz, 1990; 
Merchant, 1990; Breton & Tafiler, 1995.) 

Difficulties with the accounting language can be one reason for direct contacts. 
Official reports cannot provide enough comprehensible information. 
Companies are too complicated to be described in simple terms. Such 
information can be expressed better through the "warmer media" of direct 
contacts between financial analysts and representatives. Spoken narrative, 
pictures and diagrams are easier to understand than the conventional double
entry based form of accounting statement. (See Gambling, 1985.) Analysts can 
discuss with representatives and acquire a more extensive understanding of the 
matters behind the figures in official reports. Unexpected revenue in a report 
can be explained in greater detail by representatives. Analysts may want to 
know the reasons for particular segment contributions, the terms and 
conditions of certain contractual arrangements, and certain physical aspects of 
the company's operations. Many companies invite groups of analysts to tours 
of their facilities. Plant visits can obtain analysts an opportunity to get a deeper 
understanding of a company or an industry. They can see the physical and 
operational business. This can be compared with the annual report. (See Day, 
1986; Gniewosz, 1990; Tuominen, 1995.) 

A accounting language is not only difficult to interpret, but also limited in its 
capacity to report and transmit messages. " . . .  it is not possible ta send a picture in 
Morse Code, or write music in double-entry bookkeeping" (Gambling, 1985, p. 417). 
Annual reports are still very important, they are vital, but not a sufficient 
source of information. They are only one source of information, and are very 
much regarded as a base-point of reference for analysts. The implications are 
that accounting reports do not include all the information needed by investors. 
(See Gambling, 1985.) 

Different information sources are used in a complementary way. They are not 
used in isolation or in some hierarchical order importance. Different mixes of 
dusters of information sources seem to be needed at different points in time, 
and for different occasions and purposes (Bence et al, 1995). An example of 
this is company presentations at the same time as disclosure of official reports. 
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Companies do not disclose the reports and hope for the best, they help 
financial analysts and investors with the interpretation of the reports by 
presentations of the content. (See Gambling 1985.) The information flow from 
different sources seems to vary concerning its periodicity. Annual reports are 
disclosed once a year, interim reports quarterly and company visits can be 
scheduled whenever they are felt necessary (Bence et al, 1995). Annual reports 
can also be used for confirming information from other sources at different 
points in time (Gniewosz, 1990). 

All in all financial analysts seem to need different mixes of information sources 
for different purposes, the annual report is not comprehensive enough to be 
the sole source, even though it often gets the highest ranking. We have seen 
some of the implications which this has for the need for direct contacts as an 
information source. This source seems to require a great deal of resources in 
the form of money and time, but it is still important for analysts and companies 
as a complementary information source. Direct contacts can provide analysts 
with timely information, and yield "the third line" missed in company reports. 
Information from direct contacts can be expected to be of a more spectacular 
character, and thus of interest to analysts. The ambiguous accounting language 
of accounting reports is difficult to understand even for the initiated and direct 
contacts can help analysts in interpreting and understanding accounting 
language. 

There are, however, certain problems connected with the new, "para-
professional " group of investor relations. Gambling (1985) does not find that 
direct contacts work as they should for disclosure of information, at the same 
time as he also sees the limitations of official reports from companies. 
Gambling  (Ibid.  p.418) explains, "This practice has adapted well enough to the new 
world-view, and it is the professional regulations and academic theories which have lagged 
behind. Nevertheless, the absence of proper regulations and theory is a serious deficiency 
for new practice, because without them its development is uncontrolled, and what 
develops naturally is not necessarily what is best, at least in the short run." This shows 
the importance of further research in the area of direct contacts, and the aim of 
the present study has been to conduct such research. 

2.4.3 Frequency of Direct Contacts 

We have seen that direct contacts as an information source are found to be of 
great importance for financial analysts in their work on recommendations. In 
this section, we continue to examine how frequently this information source is 
used by analysts. 
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Most of the 231 respondents in Lee and Tweedie (1990) (Exhibit 11), state that 
their organisations visit companies more or less regularly and only 6% never 
make visits. Twenty one per cent of the respondents visit all companies 
frequently. Frequent visits to selected companies are paid by 27%. This may 
include visits to specific companies that need to be visited frequently, e.g. 
once every year because of their importance to the investors. Infrequent visits 
to selected companies are paid by 43% and can, for example, include visits 
when something special has happened in a specific company. Only 3% make 
infrequent visits to all companies. 

Exhibit 11 Respondents' Views on the Extent to Which Visits are Made by 
Members of Their Organisation to Companies in Which the 
Organisation Has Invested (or Intends to Invest) (Lee & Tweedie, 
1990, Table 49) 

Companies visited Frequency of visits  
Selected companies Infrequently 43 
Selected companies Frequently 27 
All companies Frequently 21 
None 6 
All companies Infrequently 3 
All companies Infrequently 100 

The frequency of direct contacts between groups of financial analysts seems to 
differ. The stockbroker firms (sell-side) in general make more visits. Nearly all 
of them (72%) visit companies frequently, either all companies or selected 
companies. This can be compared with financial institutions (buy-side) of 
which only 20% pay visits. (See Lee & Tweedie, 1990.) Information 
intermediaries consult company representatives more often than portfolio 
managers (PM). When making an appraisal of a company, 53% of the 
intermediaries always contact representatives, while only 9% of the portfolio 
managers do. (See Arnold & Moizer, 1984.) 

Direct contacts are common in both the UK and the US(Arnold & Moizer 
1984). Discussions held with management by Swedish analysts also occur 
frequently. The frequency of direct contacts differs between the two groups of 
information intermediaries, financial analysts' and business journalists (Olbert, 

21  Includes buy-side and sell-side analysts. 
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1992). They frequency of contacts in Exhibit 12 is supposed to be read as 
"never" at the bottom of the diagram and "more than three times a year" at 
the top. Very few of the information intermediaries never discuss with top 
management during a year (2.7% of the 115 financial analysts and none of the 
11 business journalists). Most business journalists discuss one to two times a 
year (72.8%22) and approximately 18.2% discuss three times or more. The 
financial analysts discuss more frequently, 48.2% discuss one to two times, and 
45.5% three times and more every year'. 

100% — 

90% — 

80% — 

70% — 

60% — 

50% — 

40% — 

30% — 

20% — 

10% — 

0% 	 

Le More than three 
times a year 

MI Three times a year 

I;31 Twice a year  

B  Once a year  

C  Less than once a year 

II Never 

 

Financial 	Business 	Total (all 
Analysts 	Journalists 	groups of 

analysts) 

Exhibit 12 Frequency of Discussions With Top Management During One 
Year (Olbert, 1992, Table 6:23). 

The frequency of direct contacts can vary between analysts with different 
experience. Half the group (57.9% of 20) of financial analysts with less than 
two years' experience within the profession discusses with top management 
more than three times per year. This is to be compared with 21.6% for the 38 
analysts who have worked between 11 and 20 years. Direct contacts may thus 
be more important in the beginning of the financial analyst's career. (See 
Arnold & Moizer 1984; Olbert 1992.) 

22  We have to remember that the sample only consists of 11 business journalists. 
23  Another example of a Swedish financial analyst firm is  Matteus  Fondkommission,  which makes 
around 250 company visits every year, Svenska  Dagbladet,  11/6/96 
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W e can see that financial analysts not only find direct contacts to be an 
important information source, but also use them frequently. This emphasises 
the importance of further study of direct contacts as an information source. 
The frequency of direct contacts seems to differ between groups of financial 
analysts and depend on the analysts' experience. The present study will take a 
doser look at the frequency of direct contacts and put it into the context of 
information exchanged within the process. A Summary of previous research 
mentioned above can be seen in Appendix 2. 

2.5 Investor Relations and Analysts as Viewed by IR
people and Analysts 

The IR-function is important, especially in big companies. It takes care of 
mast direct contacts with analysts. We will here look at the analysts' view of 
IR-function in companies and the IR-people's view of their function and the 
analysts' job. The IR-people are not the only representatives participating in 
direct contacts. W e will therefore take a look at the other groups of 
representatives briefly mentioned in the literature. 

Kennedy and Wilson (1980) asked 186 IR-people and 147 sell-side analysts in 
the US to rank the principal goals and objectives with investor relation 
programmes (Exhibit 13). The IR-people describe their own company and 
their view of it. They focus in general on providing useful information about 
the company to investors. This matches the analysts' demand for timely, 
reliable and useful corporate information. T o maintain a fair stock price seems 
to be important for the IR-people, but the analysts do not see this as a major 
goal for the IR-function. The analysts find IR-programmes to have a positive 
impact on the stock price. Eighty-one per cent of the IR-people, and 60% of 
the sell-side analysts believe the IR-programmes to have a favourable impact 
on the price. We can also see that 71% of the IR-people in the study find their 
stock undervalued. 
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Exhibit 13 Principal Objectives for Investor Relations Programmes 
(Kennedy and Wilson, 1980, Table 1).  

IR-responsible Sell-side analysts 
1. Provide solid understanding of company- 
fair valuation 

1. Disseminate information. (timely, 
reliable). 

2. Maintain "fair" stock price 2. Make business 
3. Increase investment community interest 3. Encourage an honest, 
4. Keep investment community informed 4. Open up "access" to management, 

insight into management philosophy. 
5. Broaden (diversify) shareholders base 5. Inform shareholders 
6. Increase price-earning ratio, maximise 
stock price 

6. Forewarn financial community of 
significant new developments, fundamental 
changes in business 

7. Meet needs of, and provide information 
to, shareholders 

7. Provide reliable contact for inquiries 

8. Improve, maintain liquidity (trading 
volume). 

8. Cultivate high (also stable) stock prices. 

Most of the  IR-people (79%) find that the analysts do a good job and 
understand the nature of their company's business. Most of the analysts (75%) 
find that the  IR-people do a good job supplying the information needed. Only 
a few on each side find that the other party handles their job poorly. Both 
parties gave a slightly lower ranking to understanding of each other's operating 
and financial risk and provision of information on such risk a little lower. 
Sixty-eight per cent of the sell-side analysts find that the goals are met fairly or 
very well by the companies. This seems to agree fairly well with how the  IR--
people perceive their goal attainment (74%). 

Half of the  IR-people find that the analysts do an average job or better in 
estimating the value of the stock. Nearly half of the analysts perceive that the 
representatives give them valuable information for this task. Views on how 
active companies are differed between the representatives and the analysts. 
Thirty two per cent of the  IR-people perceive their own company as highly 
active, and 50% as moderately active. Only 14 % of the analysts perceive 
companies in general as highly active, and 63% perceive companies as 
moderately active. 

It is not only the  IR-people who take care of direct contacts with analysts. 
Small companies do not have such depaiinients and thus other representatives 
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handle the contacts. Companies with an  IR-department also involve other 
representatives. They are often mentioned as a grey mass of management. (See 
Lee & Tweedie, 1990; Arnold & Moizer, 1984; Olbert, 1992.) Some key 
representatives participating in company visits are identified in Lee and 
Tweedie's study. Eighty-eight per cent of the analysts talk with the company 
chairman or managing director, 86% with the financial director, 11% with 
other directors and 10% mention the category other members of the 
management. Olbert (1992) only mentions top management as representatives. 
Tuominen (1995) taking the point of view of the companies declares that the 
group of financial directors spends more time today in explaining reported 
results to financial analysts than earlier. There is a need to continue this 
identification of key representatives who participate in direct contacts. 
Members of management are mentioned in most cases without further 
specification. There may also be other personnel of importance for the analysts 
in their communication with the company. 

We can here catch a glimpse of the actors participating in direct contacts and 
their views on how the other party handles their assignment to themselves and 
to investors. This study will generate more knowledge about these key actors 
and their views on direct contacts. The grey mass of representatives will be 
identified further. 

2.6 The Information Process in Direct Contacts - Mutual 
Exchange and Interdependence in Relations 

We will here look at direct contacts from a network perspective, especially 
focuses on the relation and how they can influence the exchange between the 
parties. This perspective is only used to a small extent in the area of investor 
relation. 

2.6.1 Investor Relations and Relationship Marketing 

The  IR-departments' responsibility is to communicate recent developments to 
the capital market. They spend a great part of their time in meetings and 
communication with financial analysts. They organise regular in-company 
meetings for external analysts, in order to deepen and nurture the company's 
relationship with investors (Pike et al, 1993). Investor relations activities can be 
compared with relationship marketing, which concerns the relationship within 
a network in business organisations. Network theory emphasises the 
importance for companies to identify, establish, maintain and enhance long- 
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term relationships between suppliers and customers or, as in this case, 
representatives and analysts. 

It is important to allocate resources to cultivating personal and business ties. 
Personal relationships can be considered as a strategical factor for a company's 
business. This can be the same for analysts. Representatives can be seen as 
suppliers of information to analysts. The analysts' customers can be investors, 
but we will only mention this relationship briefly. (See Tuominen, 1995; Hu 
& Korneliussen, 1997.) 

2.6.2 A Competitive Weapon 

External networks and relations can help to improve the internal 
communication in a company. Technology-intensive companies use sources of 
information in their immediate environment frequently and intensively for 
improvement of their production and production process. (See Dankbaar, 
1998.) The relations between representatives and analysts may also result in 
improvements in the organisations participating in direct contacts. Companies 
can use the  IR-function and direct contacts as a competitive weapon. Reprints 
of representatives' speeches to financial analysts can be used by the company to 
point out key messages describing improvements in the company and its 
stability. Companies with in-depth reports written about their company by 
sell-side analysts at leading brokerage firms can use such reports to show the 
analysts' high confidence in the company to other key audience groups. (See 
Roop 8( Lee, 1988.) 

Technological companies seem to find suppliers more important for product 
development than customers (Dankbaar, 1998). In comparison with the 
analysts' situation, this could imply a higher dependence on information from 
company representatives, than on information from customers when producing 
reports. This is consistent with the above-mentioned studies with ranking of 
information. Company representatives may help the analysts to develop their 
analyses of the company and thus improve the analysts' product. The product 
can be analyst reports and other information for disclosure to customers. 
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2.6.3 A Relationship which is Subtle and Hardly Visible from the 
Outside 

A business relationship can include an interpersonal relationship where the 
parties have a common interest, goals and mutual benefits. This can help to 
ensure a fair distribution in the relationship. A personal relationship, with 
closer personal ties between the individuals can also be the case. They can have 
social and emotional bonds between each other, be friends, have social contacts 
or live in the same neighbourhood. Individuals in a relationship can develop a 
social interest as a complement to other interests shared by their organisations. 
Fewer communication-problems make the exchange more efficient. The 
benefits provided by the relationship increase. A close personal relationship 
seems to give the parties better knowledge of each others' interests, ways of 
thinking and behaviour. (See Hu & Komeliussen, 1997.) 

Mutual exchange and fulfilment of promises serve to keep and improve the 
relationship. Business relationships seem to be of critical importance. A new 
partner whether a customer or supplier, causes an increase in costs because of 
the increased resources (in the form of time, money and effort) required for 
establishing and developing new relations (Forsgren &  Johansson,  1994). This 
might also be the case with the relationship between financial analysts and 
representatives for traded companies. 

Some factors critical for success in networking between medium-sized 
businesses are mentioned. One is willingness to co-operate with other 
entrepreneurs. A strong inclination towards exchanging information about 
alternative solutions to common problems is another. A third factor is 
acceptance of the benefits of using formalised systems for determining future 
strategies and business plans. (See Chaston, 1996.) A strong interdependence 
and potential gains for the parties increase the willingness to develop an 
exchange. Willingness to participate in an exchange is necessary for the 
development of a relationship. A relationship can make it easier for the actors 
to handle the interdependence. Business networks can be defined as "...sets of 
connected exchange relationships between actors controlling business activities " 
(Forsgren &  Johansson,  1994,  p.  5). A network links together units, such as 
representatives and analysts, as well as operations and different types of 
resources within the unit. Networks can be subtle and hardly visible from the 
outside. They are often loosely coupled. This make them easy to modify and 
change by the participating actors. (See  Håkansson,  1989; Forsgren &  
Johansson,  1994.) 
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Both formal and informal relations are of importance for networks between 
small companies. This can be expected to be the case with financial analysts 
and representatives too. Informal relations can be defined as relations with a 
lack of formal agreements between the parties and can include relations where 
individuals easily communicate with each other and develop social 
connections. Other actors in the organisation do not necessarily need to be 
aware of the connections. Formal relations have a formal identity other actors, 
outside the network. A large number of companies exchange ideas and 
knowledge through informal relations, but they have also developed formal 
and more professional relations. Informal relations between individuals in small 
companies can be important for efficiently handling problems connected with 
technological developments, while formal inter-organizational relations are 
demanded for an efficient mobilization of knowledge. (See Belotti, 1996,  p.  
197.) Forsgren and  Johansson  (1994,  p.  38) explains that "Good relationship do 
not require, or entail, a high degree offormalisation.." Formal and informal relations 
are expected to influence the information process and thereby also the 
information in direct contacts between financial analysts and representatives of 
companies, and will for that reason be considered in the empirical part. 

2.6.4 Access to the Body of Knowledge of Other Parties 

There are different kinds of exchange on the stock market. There can be an 
exchange of commodities, of financial resources, or of information, or a social 
exchange. The actual commodity exchanged on the stock market is publicly 
listed shares, for which a financial exchange in most cases serves as payment. 
Risk and uncertainty are important concepts in the exchange of shares. These 
factors can be reduced through more information. Exchange of information 
can take place through written, audio-visual and spoken forms. Technological 
development in a company can take place through relations with others. The 
parties gain access to each others' body of knowledge. (See  Håkansson,  1989.) 
This can also be the case with participants in direct contacts. Not much is 
known about the exchange of information between financial analysts and 
company representatives that has a potential for developing knowledge. 

Knowledge development can also include development of the language used in 
the relationship. It takes time to learn each others' language and to be able to 
use it. Both an investment in time and motivation are demanded for this 
purpose. Individual analysts and representatives may use the language in 
different ways. It also takes time to get to know one's counterparts' 
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organisation,  e.g. whom  to  contact  in  different  matters.  (See  Håkansson,  1989;  
Forsgren &  Johansson,  1994;  Tuominen,  1995; Hu  & Korneliussen,  1997.) 

2.6.5 Relationships for Social Control 

Social exchange reduces uncertainties between the parties involved. Arenas for 
social exchange can be presentations, company visits, annual general meetings, 
and other meetings for analysts. Social exchange and the nature of business 
networks are of interest in this study to create a greater understanding of the 
information process in direct contacts. (See  Håkansson,  1989; Forsgren &  
Johansson,  1994; Tuominen, 1995; Hu & Korneliussen, 1997.) 

The maintenance and enhancement of a relationship is as important as the 
identification and establishment of the relationship and it takes time for a 
relationship to develop. The parties get to know each other, learn about each 
other's needs, capabilities and strategies, and develop their relationship and 
exchange. The participants can through time learn to pick up signals from each 
other at an early stage and thus obtain more information from the relationship. 
More or less implicit rules are formed and adjusted through exchange and 
interaction between the parties. Intentions, interpretations, and expectations 
are important aspects of the relationship. (See  Håkansson,  1989; Forsgren &  
Johansson,  1994; Tuominen, 1995.) We will in this study consider how the 
development of relations, one part of the information process, can influence 
the information exchanged in direct contacts. 

A social relationship may not be enough if conflicts and problems turn up and 
need to be handled. There is also a need for social control in the relationship. 
Social exchange can cultivate trust and facilitate the possibility of handling 
complicated transactions between parties, such as representatives and analysts. 
Mutual trust is a key part of a relationship and can serve as a substitute for 
formalised control systems. The parties can establish norms and constraints for 
their relationship to work efficiently. This can make the parties act in a 
mutually beneficial way that also makes it possible for them to attain their own 
goals. Personal ties can increase the mutual sense of security, and provide a 
greater degree of relaxation in the relationship. The parties feel obligated to 
each other when they are closely related. (See  Håkansson,  1989; Forsgren &  
Johansson,  1994; Tuominen, 1995; Hu & Korneliussen, 1997.) 

History serves as a kind of insurance through which the parties have built up 
confidence in each other. Exchanges in the past indicate the amount of trust in 
the future. Social exchange includes the parties helping each other. Favours are 
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accumulated through time, and they remember that they have received help 
from their counterpart. Expectations from both parties become more realistic 
and they get to know each others' strength and weakness. This can also make 
the relations more free and open. Trust can be built on information as 
Tuominen (1995,  p.  302) expresses it, "Information provided for the investors is a 
key trust-creating tool in managing corporate' investor relations." (See  Håkansson,  
1989; Grönros, 1993; Forsgren &  Johansson,  1994; Tuominen 1995; Hu & 
Korneliussen, 1997.) Management's dependence on financial analysts' 
recommendations may provide an incentive for truthful disclosure of 
anticipated results, because negative earnings surprises would make the 
management less credible in the future (Previts et al, 1994). 

It is likely that people will avoid conflicts since they can lead to disruptions in a 
long-term co-operation. Both parties know that the other can finish the co-
operation if they do not follow the rules. One example that can result in the 
end of a relationship is if proprietary information from one company is used 
inappropriately by the other company in the relationship. The parties are 
concerned about their own reputation and have to protect it. It can harm the 
company if others, outside the relationship, get to know that they cannot 
protect confidential information. This can make it difficult for companies to 
obtain new customers. (See Hu & Korneliussen, 1997.) This is a case that 
could very well be connected to the relations between financial analysts and 
representatives participating in direct contacts. It also happens that analysts are 
excluded from conference calls, meetings and other forms of direct contacts 
with management because they have issued a sell-recommendation or a 
pessimistic report on a company. The offended firm punishes the analyst. (See 
Williams et al, 1996.) 

The relationship between financial analysts and representatives can be 
compared to the relationship between politicians and political journalists. 
There is an interest and a conflict situation in the relationship, as well as a 
mutual dependence. Political journalists and financial analysts want to find 
interesting news while politicians and representatives want to communicate 
their message. Politicians and representatives have access to, or control over, 
information. This is their contribution in the exchange. Journalists and analysts 
have control over the attention of other people. They can influence others. 
The situation can be thought of as a "power-relation" (or dependence). As 
Forsgren and  Johansson  (1994,  p.  9) describe it, "[in] every network there is a 
power structure in the sense that different  actors have different power to act and to 
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influence the action of others. The power in the network may be more or less concentrated 
to one or a few actors." 

The relationship and interdependence between politicians and journalists can 
be translated to the relation between financial analysts and representatives. The 
financial analysts' power over companies could be seen as a function of the 
degree to which they have control over the attention as a resource, and the 
degree of interest companies have in this attention of others. On the other 
hand the companies' "power" is a function of their degree of control over 
information, and the analysts' interest in this information. (See Forsgren &  
Johansson,  1994; Asp, 1996.) 

Avoidance of correction of window-dressed financial reports, mentioned in 
Section 2.4.2, can be a result of the dependence of financial analysts on 
representatives for information. Analysts usually react by contacting the 
financial manager for an explanation. They protect their main source, are 
careful with criticism and prefer not to comment on window-dressing 
publicly. Analysts tend to be more careful in criticising the companies in 
written form because of the power of written words. (See Breton & Taffier, 
1995.) Another example of this is that sell-side analysts generally describe 
management in positive terms or not at all in their reports. Analysts reveal 
some negative information when management give incorrect information 
about a company. Representatives can in these cases be described as "puzzled" 
and "distracted" by analysts. Another exception is that analysts seem to reveal 
negative aspects about a company after a change in management. They often 
construct a story about the new and the old management. They discuss how 
the new management will take care of problems inherited from the old. 
Expectations of the new management or the progress that they have made are 
often considered after a change. Only a few references about the old 
management can be found and most of them are critical. (See Boland & 
Bricker, 1995; Rogers, 1996.) 

There are also analyst reports that are largely transcriptions or summaries of a 
management presentation. Conference calls , during which earnings have been 
discussed with management and other analysts, are referred to in the report. 
This can be seen as an expression of the dependence. (See Previts et al, 1994.) 
It may be possible that financial analysts' ratings' of  IR-departments in this case 
influence the analysts prognosis of earnings per share. One could expect that 
analysts would give  IR-departments that provide them with more information 
a higher ranking than others. No significant relationship between the ranking 
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of  IR-departments and the accuracy of analysts' earnings forecasts has been 
noted. (see Farragher, 1994.) 

Companies can punish analysts if they disclose negative information about their 
company. One possible way of punishing analysts is for the representatives to 
refuse to talk with them, thus denying them access to information. Disclosure 
of wrong information is another way of exercising power. (See Feldman & 
March, 1981; Häckner, 1985, pp. 127, 211) Company representatives can turn 
to the analysts manager and try to get the analyst fired. There have been cases 
where the companies have threatened to withdraw their business from a bank 
if it did not fire a person, according to the Sunday Express (November 18, 
1990). There is also a conflict when traded companies are customers of the 
financial analysts organisation. There can be a fear that the company might 
turn to a competitor and this makes it difficult for analysts to give honest 
statements about the company. We can also conclude that analysts give many 
more buy-recommendations than sell-recommendations. This can be caused 
by the dependence between the parties. Another explanation is that the 
analysts have a pressure from their organisation to generate business. (See 
Holmes & Sugden, 1991.) 
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2.7 Summary and Motivations for Studying the 
Information Process 

The importance and the frequent use of direct contacts as an information 
source imply a need for further study of the information process in which the 
exchange of information takes place. We need to understand the information 
process to be able to understand the information exchanged. The description 
of the information process above is only brief and we need to continue the 
identification. The information process consists of many pieces that need to be 
studied in more detail to increase our understanding. It is important to acquire 
more knowledge of the actors participating in direct contacts and their roles. 
The frequency of contacts, types of direct contacts and the initiative-takers are 
other aspects of the contacts considered of importance in the process. 

Networks between companies within the same industry, with other 
companies, or external organisations seem to be beneficial to the partied 
concerned. The network and relationship between financial analysts and 
representatives can be expected to be an important part of the information 
process involved in direct contacts. We will in this study take a closer look at 
different aspects of networks and relations. There is a lack of studies 
considering networks in investor relations and particularly concerning direct 
contacts. It is interesting to look at factors that influence the relations, and thus 
get to know more about the information exchanged in specific relations and 
situations. We have so far mentioned some aspects that will be considered 
further in this study. The aspects are informal and formal relations, exchange 
and dependence in direct contacts, and what the actors apprehend to be good 
and bad relations. 
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3 	Types of Information from Direct Contacts 

We have so far mainly discussed the information process in direct contacts and 
will now continue this discussion and more specifically involve different types 
of information. As mentioned earlier it is not possible to completely separate 
the information process from the types of information because of their close 
connection. Information is described by Mason et al (1995,  p.  35) as "...a 
symbolic means by which one mind influences another mind". The financial analysts 
and company representatives influence each others minds through the 
exchange of information and their relations. 

We will begin with a general discussion about information and look at the 
analysts' intentions in collecting information. Four types of information of 
interest in direct contacts will then be discussed. 
1. Financial and non-financial information 
2. Official and private information 
3. Historical, present and future information 
4. Positive and negative information. 
The last category will be subdivided into two categories; a) positive and 
negative news and  b)  positive and negative personalities. The types of 
information are closely connected to each other. Every item of information 
can, and often does, belong to more than one type of information. The 
discussions below will for that reason in some cases include information 
belonging to other categories. 

3.1 	Intentions for Collecting Information 

Classical decision theory suggests that information is only gathered and used to 
facilitate decision-making. Information is in this case only gathered and 
processed as long as it is rational and affects a choice and the precision, 
relevance and reliability are comparable with the cost. Reality differs from the 
theory and people gather in many cases more information than needed. They 
continue to ask for more information and complain about the inadequacy of 
available information. Some information collected is used for justification of 
previous decisions. There are two common explanations for this "irrational" 
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gathering of information, according to classical decision theory. The first is 
human beings' limitations in information processing. An overload of 
information gives the feeling of a lack of information. The second is that 
people collect inappropriate and unnecessary information because of limitations 
in their analytical skill or co-ordination. Additional reasons besides the 
decision-oriented can be organisations' encouragement of collection of 
information, uncertainties in the environment, and strategical distortion of 
information. This will be discussed below. (See Gambling, 1977; Feldman & 
March, 1981; Macintosh, 1985.) 

3.1.1 Information as a Symbol for Competence and Social 
Efficiency 

There is a belief in intelligent choice. According to this more information is 
supposed to give better decisions. People with more information can be seen as 
ideals. Observable features of the use of information can become important 
when there are few possibilities of gaining access to a decision-maker's 
knowledge. Visible aspects, such as collection and storage of information is 
used as an implicit way to measure quality and quantity. The first person to 
receive information and also have access to more specific information than 
others is regarded as being close to the source. This is an interesting aspect in 
the case of direct contacts. The resources used when collecting information, 
analysing it and preparing recommendations indicate quality and quantity for 
an organisation or an individual. When people need legitimacy for a decision, a 
visible consumption of information can be an efficient strategy. Legitimated 
decisions tend to be information-intensive. Convincing decision-makers search 
for, collect, and refer to information collected. Skilled decision-makers invest 
in information, even though the actual quality of the decision is not improved. 
They thus increase their reliability and keep to information praxis. the 
presentation of information and the capacity to explain decisions and ideas in 
terms of information indicate an ability to handle information. (See Feldman & 
March, 1981; Macintosh, 1985,  p.  154.) 

Information can be seen as a symbol. It can be a symbol for competence and 
social efficiency. The use of information is embedded in social norms that 
make it symbolic. The social and individual factors are important in decisions 
on allocation of scarce resources. The decision process can in some cases be 
more important than the actual result. It is the arena where social values, 
authorities, the right behaviour and attitudes take shape. This can be connected 
to the information process within direct contacts. Analysts' collecting of 
information could, according to this view, lead to a ritual assurance that there 
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are important values for decision making. In such a scenario information can 
be seen as a base for acting and for ensuring social acceptance. (See Feldman & 
March, 1981; Macintosh, 1994,  P.  154.) 

Access to and control over resources can show competence and inspire the 
individual to higher self-confidence. An analyst who has access to direct 
contacts with representatives and information of interest from this source could 
be seen as being competent. A skilful decision-maker can make decisions in a 
competent way and establish legitimacy among other users of the information 
in the organisation. In the case of analysts we can expect that they also want to 
establish legitimacy for their decisions among the customers. Decisions are 
taken in such a way that decision-makers and observers apprehend the decision 
as fair or even intelligent. Confidence in decisions taken, the process in which 
decisions are shaped and the roles played by different actors form a key part of 
the social construction. The ritual acknowledgement of important values helps 
to develop a common interpretation of reality. The information process can be 
seen as a way to make social life meaningful and acceptable. (See Feldman & 
March, 1981; Macintosh, 1994,  p.  154) 

Information can also be used to convince somebody to do something or to 
win acceptance for a decision (Feldman & March, 1981; Häckner, 1985,  p.  
26). Fundamental analyses, the main analyse technique used by analysts in 
several countries (Arnold & Moizer, 1984a,b; Arnold et al, 1984; Olbert, 1992, 
1993, 1994; Pike et al, 1993; Vergoossen, 1993), gives analysts who report to 
third parties a chance to show how much data they have collected and how 
much analyses they have undertaken. Fundamental analyses looks at basic 
factors for the company. This can be business conditions, the future of the 
industry, the company's results and the quality of management. Clients' 
confidence may increase because of convincing recommendations that provide 
a feeling of value for money. Long, detailed analyst reports may increase the 
confidence. (See Arnold & Moizer 1984a.) 

3.1.2 Uncertainty, Rationalisation, and Information Overload 

There is a need to collect information continuously during a long period of 
time and not only shortly before a decision. A relatively long period of 
collection can be related to a short time for decision. (See Feldman & March, 
1981.) To find the relevant information needed for information systems and 
decision-making it is necessary to have knowledge about the companies' 
business and the technology used (Boland, 1979; Macintosh, 1985). This can 
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also be expected to be the case for analysts when analysing companies to make 
recommendations. Analysts are often specialised in a few industries or 
companies where they develop a deeper specialist competence. They have to 
keep their information up to date and include new information in their 
analyses. (See Gniewosz, 1990.) The Swedish analysts also seem to be 
specialised in a few companies and industries (Olbert, 1992). The US and the 
UK analysts are even more specialised. It has also been shown that additional 
information after a specific point in time only gives support to conclusions 
drawn at an earlier stage. (See Feldman & March, 1981; Häckner, 1985; 
Macintosh, 1985.) 

The less a person knows and understands something, the more information is 
needed to clarify situations and to make decisions. Organisations and people 
mostly gather unimportant information before the identification of relevant 
information. They store information that can be relevant but mostly is not. 
Uncertainty in the environment can be another explanation for collection of 
information. Collection of information can be seen as a way to handle changes 
in the environment. Decisions in environments with low uncertainty, where 
the future can be forecasted, differ from decisions in environments where it is 
difficult to forecast the future. The amount of information varies and decision-
makers have to balance between collecting too little information about 
something that actually happens, and collecting too much information about 
something that might not happen. People feel that they have to do something 
in uncertain situations and can then react irrationally. When a deterministic 
view is favourable, people tend to prefer that, while they draw attention to the 
uncertainty when the result does not  tum  out as expected. Information can be 
biased toward the view that best fit them in a specific situation, and can be 
used for rationalisation. (See also Gambling, 1977, 1987) 

Individuals want different amounts of information. Some people collect a great 
deal of information, which they analyse, while others take quick decisions on 
less information (Macintosh, 198524). Abdel-Khalik, and El-Sheshai (1980) 
looked, in an experimental study, at decision-makers' possibilities of making 
judgements. The choice of information limited their ability to foresee events in 
the environment more than how the information was processed. None of the 
analysts (only 15) in Day (1980) used or would use a computer to assist them 
in the evaluation of the companies, because of limitations in fitting uncertainty 

24  See Section 2.3.2 
25  It can be argued that this is an early date for use of computer, which can also be the reason for the 
result. 

53 



and contingencies into models. One of the analysts in the study said, "...models 
only work for small changes in circumstances". Computers, however, seemed to be 
used for storage of data or to calculate trends. Financial analysts build a kind of 
database from all information sources and their own experience of industries 
and specific companies. They want the database to be as extensive as possible 
to be able to make informed recommendations for investments. (See 
Gniewosz, 1990.) Analysts do not include all the information collected in their 
reports. The information left can be expected to be stored for the future. (See 
Previts et al, 1995.) 

Financial analysts collect, process and use information for analyses and 
recommendations of shares. One problem in processing of information is 
human beings' limited capacity to handle information. Too much information, 
"information overload", can result in negligence of important information. 
(See Hedberg &  Jönsson,  1978; Macintosh, 1985; Drury, 1994,  p.  7.) It 
increases the risk that people may become unable to understand or take 
efficient decisions based on the information (Feldman & March 1981). 
Information overload may even be a bigger problem than a lack of relevant 
information. Time is another restricting factor in processing of information by 
financial analysts. Information overload can appear when more time than 
available is demanded for the processing of information. (See Schick et al, 
1990.) Standardised procedures for processing information can be established to 
save human energy. Resources saved can be allocated to other problems. 
Another way to handle information overload is to remove unnecessary 
information and sort out relevant. This can cause an improvement in the 
information. (See Hedberg &  Jönsson,  1978.) 

There is a limit to how much resources can be used for information processing 
in companies and organisations. This restricts the amount of information 
collected. The costs of acquiring information increase when the quantity, 
content, reliability and speed of transformation of information increase. The 
costs and benefits from information are not always situated at the same place in 
an organisation. The people who collect and use the information do not always 
take the cost. This can cause an over-investment in information and 
information overload may appear. Those who collect information and those 
who use the information can also be different people. More information can 
be collected than the user can process. (See Feldman & March, 1981.) Analysts 
do not seem to bear the costs for acquiring and processing detailed 
information, according to Previts et al (1994). The cost for information is a 
factor expected to influence the information and the information process in 
direct contacts. 
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3.2 	Types of Information in Direct Contacts 

We will begin to look at information that can be of interest in direct contacts. 
Lee and Tweedie (1990) briefly look at reasons for company visits, Exhibit 14. 
This provides some clues about the information process and types of 
information of interest. The exhibit is simplified and does not reveal any 
percentage for each purpose. The main purposes are, listed in the order of 
importance, as follows: to gain access to the management in the company, 
obtain background information about the company, and to gain access to the 
company's future prospectuses. Other purposes are to monitor the company's 
progress, maintain a good relationship with the company, learn about new 
projects initiated by the company, increase one's understanding of the 
company's products or markets, and discover the solution to a specific problem 
in assessing the company. 

Exhibit 14 Reasons for Company Visits (Lee & Tweedie, 1990, Table 50). 

1. To access the company's management 
2. To obtain background information 
3. To determine the company's future prospectuses 
4. To determine the company's monitor the company's progress 
5. To maintain good relations with the company 
6. To learn about new projects initiated by the company 
7. To increase one's understanding of the company's products or markets 
8. To discover the solution to a specific problem in assessing the company. 

Lee and Tweedie (1990,  p.  114) ask sell-side analysts about particular items of 
information used in reports and the major sources of these items. (See. Exhibit 
15) The information can be subdivided into financial information (profitability, 
financial status, dividends, prospects) and non-financial information (general 
information about the company, prospects), and historical, present and future 
information. Company visits belong to direct contacts and are the main interest 
of this study. Only general information about a company and future prospects 
came from this source. 
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Exhibit 15 Information Sources Used by Respondents' Organisations (Lee & 
Tweedie, 1990, Table 54). 

Information sources 
Formal published 
information from 
companies 
(annual & interim 
reports) 

Other sources of 
information 
about 
companies and 
their industries 

Company 
visits 

Information 
sought from 
at least one of 
the three 
sources 

Information % % % % 
Profitability of 
earnings 
of a company 

55 27 - 63 

Future prospects 
of a company 
(including 
information on 
major new 
projects and 
developments) 

47 29 38 73 

Financial status, 
solvency or 
liquidity of 
company 

53 8 - 56 

General information 
about a company 

- 9 48 56 

Dividend information 
about a company 

7 4 - 10 

Arnold and Moizer (1984) look at the information or more specifically at the 
subjects discussed through direct contacts and provided by management. We 
can in Exhibit 16 see the subjects mentioned in the order of importance. The 
reason for the past trading performance is of the greatest importance and this 
subject is of a descriptive nature. The following subjects are long-term 
objectives and plans, reasons for balance sheet changes, changes in key 
personnel, details of research and development projects, management 
comments on the analyst's own forecasts and details of changes in the product 
range. There are, as can be seen, similarities to Lee and Tweedie's study above. 
Information about the future and background information are important in 
both. Other pieces of information provided by management, not included in 
Exhibit 15, are data on costs and margins, the outlook and demand for the 
company's products, the current labour situation, the effects of the general 
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economic climate, and information on competitors (Arnold & Moizer, 1984). 
Management in the US seem to comment on the analyst's own forecasts more 
frequently than management in the UK according to Arnold et al (1984), who 
compared the two countries. 

The discussions during direct contacts reported by Olbert (1992) mainly 
include the reasons for the companies' earlier profit and loss, details about the 
long-term goals in the company and plans for the future, and changes in the 
balance sheet. This is similar to the first three subjects in Arnold & Moizer. 
Elisabeth  Sandlund  discusses in Svenska  Dagbladet  (21/7/96) the lack of 
disclosure of goal and goal attainments in Swedish joint-stock companies. She 
requests reports, quantification and a discussion of the companies' goals for 
their overall business and for the investors. Sandberg believes that these 
discussions take place within companies, even though they not are officially 
disclosed. The analysts in Previts et al (1994) requested a better presentation by 
management of goals, strategies and the competitive position of the company's 
operating units in financial reports. Arnold and Moizer, and Olbert, however, 
state that analysts have access to such information through direct contacts with 
representatives. 

Exhibit 16 Frequency of Information Provided by Company Management 
(Arnold & Moizer, 1984a, Table 9). 

Reason for past trading performance 	 1  
Long-term objectives and plans 	 2  
Reason for balance sheet changes 	 3  
Changes in key personnel 	 4  
Details of research and development projects 	5  
Management comments on analyst's own forecasts 	6  
Details of changes in product range 	 7  

Corporate and management strategy is disclosed and analysed in analyst reports 
(Previts et al, 1994). The most important information source when considering 
strategic planning is presentations by top management, according to Chugh & 
Meador (1984) (Exhibit 17). Most of the analysts wanted more strategic 
information through direct contacts, such as discussions during management 
presentations, meetings and interviews with the analysts, and annual reports. 
Analysts believed that it was too sensitive for management to give information 
about strategic plans and planning systems for competitive reasons. 
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Exhibit 17 Strategic Planning Information (Chugh & Meador, 1984, Table 
5). 

Quality and sources of strategic planning information 
Percentage Distribution of Responses - 

Little 
importance 

Moderate 
importance 

Highly relevant and 
timely 

Sources of strategic 
planning 
information 
Annual reports and 
10-K reports 

22 50 28 

Presentation by top 
management 

9 42 49 

Newspapers and 
publications 

36 30 14 

The information can be subdivided in different ways. Rogers (1996,  p.  28) 
looks at five main categories of information found in analyst reports; 
1. financial and non-financial data, 
2. management's analyses of the financial and non-financial data, 
3. forward-looking information, 
4. information about management and shareholders, and 
5. background data about the company. 
He also looks at different types of information and locates their sources 
(Exhibit 18). The column with unidentified sources includes direct contacts 
and is of the greatest interest here. Most information seems to come from 
narratives in annual reports and from unidentified sources such as direct 
contacts. We can see that descriptions of the industry and the economy in 
which the firm operates are the most common information from unidentified 
sources. Only a low amount came from narratives of annual reports. 
Descriptions of firms and their products could be found in nearly the same 
amount in both sources. Half of the analyses regarding results came from the 
annual report and almost half from unidentified sources. Most of the financial 
and operating data came from financial statements, but 29% of it is from 
unidentified sources. We can see that analysts obtain information about the 
companies' financial status and information about the result from the 
unidentified sources to which direct contacts belong. 
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Exhibit 18 Incremental Sources of Information (Rogers, 1996, Table 9). 

Financial 
statemen 
ts 

Narrative 
of annual 
reports 

SEC 
Form 
10-K 

Financial 
and 
trade 
press 

Unidentified 
sources 

Total 

Types of 
Information 
Financial and 
operating data 

0.47 0.18 0.04 0.02 0.29 1.0 

Analyses of 
Results 

N/A 0.50 0.04 0.01 0.45 1.0 

Forward- 
Looking 
Information 

0.01 0.39 0.03 0.08 0.49 1.0 

Information 
Regarding 
Management 

N/A 0.36 0.14 0.07 0.43 1.0 

Descriptions of 
Firm (products 
etc.) 

0.08 0.38 0.13 0.09 0.32 1.0 

Descriptions of 
Industry/Economy 
in which the 
Firm Operates 

N/A 0.14 0.03 0.06 0.77 1.0 

Annual reports can be used in quite a subtle way, namely to signal changes to 
which companies do not want to give too much publicity (Day, 1986). 
Another possibility for management to disclose information is to announce a 
stock split. This can be the case when management have positive news and 
want to attract the attention of security analysts, reveal good news to them and 
inform their clients through earnings forecasts (Brennan & Hughes, 1991). 
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3.3 	Financial and Non-Financial Information 

Analysts try to find out whether shares are undervalued or overvalued and 
attempt to predict the future price of a company's share. In this connection 
both financial and non-financial information is of interest. When considering 
the value of a company we mainly think about financial information. In the 
following we will see that non-financial information is also of vital importance. 
Financial and operating data represent as much as 51%26  of the analyst reports 
and 30%27  is descriptive information on the company and its environment. 
This is according to Rogers (1996,  p.  31), and Rogers and Grant (1997). 

This part of the thesis will consider the exchange of financial and non-financial 
information. Different information can be of interest for different purposes and 
situations. Information use can also depend on how the analysts work and on 
company characteristics, as will be seen. 

3.3.1 Different Information of Interest in Different Phases 

Analysts seem to use financial and non-financial information in different 
amounts in different phases. This section mainly considers the different phases 
of the analysts' work and their working methods. This is closely connected to 
and influences the information process within direct contacts. 

Bouwman (1987) found that analysts used basic financial statement information 
when familiarising themselves with the company and more general information 
when explaining and motivating their recommendations. More than 50% of 
the information during the familiarisation stage is income statement 
information and the associated performance ratios. This phase includes the 
most standardised information and a checklist is used to create a picture of the 
company. Segment, product and market infounation is also important here. 
The quantitative information is especially used by the analysts when rejecting 
unacceptable investment candidates, and the qualitative information, i.e. on 
segments, products and markets, information about the management, and 
information regarding the stock of the company are used especially during the 
development of a case. 

26  33% from the annual report and 18% from unidentified sources 
27  10% identified information and 20% unidentified 
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Gniewosz (1990) describes company visits as important for analysts when 
familiarising themselves with a company (see also Day 1986). The analyst may 
not necessarily be inexperienced as a financial analyst or in paying visits to 
companies. They may only lack experience of the industry in question or a 
specific company. Two of three company visits are made to develop an 
understanding of a company and its operations. Visits can concern the 
management and the environment in which the company operates. This type 
of familiarisation can be seen as a second stage in the familiarisation process. It 
seems to belong to Bouwman's next phase, the exploring phase. Analysts do 
not visit a company without knowing anything about it. 

The exploring phase, described by Bouwman et al, is a phase when analysts 
have specific objectives in mind and focus even more on segments, products 
and markets. This phase involves more non-financial information, as does the 
phase when the analysts formulate their decisions. Financial statements are of 
less importance in this stage. Analysts can identify certain items of information 
not officially disclosed, or questions in disclosed information considered 
important to investigate further. Company visits and discussions with 
management are often scheduled at short notice on such occasions. Company 
visits are used to gain an understanding of a specific problem and only last a 
short time on such occasions. (See Gniewosz, 1990.) 

We can summarise this in Exhibit 19. There seem to be a greater need for 
financial information in the familiarisation phase than in the others. The 
numbers provide a background of the company. The explaining and 
motivating phase includes more non-financial information. Both financial and 
non-financial information are although included in all phases. 

Formulation 
of decision 

(- Explaining/ 
jmotivating 

  

Financial 	 Non-Financial 
Information 	 Information 

Exhibit 19 Financial and Non-Financial Information in Different Phases 
(Inspired by Gniewosz, 1990) 
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3.3.2 Information Depending on How the Analysts Work 

The analysts begin in general to study quality in companies' earnings and 
balance sheets. There are, however, differences in the information used and 
how analysts work. The procedures for estimating earnings vary and the 
analysts can be subdivided into those performing analytical analyses and those 
performing artistic analyses. (See Arnold & Moizer, 1984.) 

The analytical analysts look at macro economic factors in the country. This 
begins with a detailed study of income statements for the last ten years, and 
published statements. The company's consolidated result is divided into as 
many parts as possible. A forecast of the turnover and operating profits for the 
next 12-18 months is prepared. Long-term trends in each line of business are 
examined, as well as susceptibilities in the companies' activities. Movements in 
any lead indicator are also considered. Carpet and curtain sales are, for instance, 
generally linked to house sales. The next step is to analyse the stability of the 
financial performance ratios to estimate future earnings. Analysts contact 
representatives for a discussion in this phase. They thus obtain some indications 
of the management's philosophy and an intimation of the general prospects for 
the company. Contacts are sometimes taken earlier. These analysts also look at 
competitors and the industry as a whole. 

Artistic analysts do not perform systematic forecasting procedures or use 
macro-economic models. They find the annual report important in the 
evaluation process. These analysts establish a relationship of trust with the 
management in a number of companies. They estimate the position and future 
prospects of the company through this channel. Not much time is spent on 
time-consuming and detailed analyses as, Arnold and Moizer express it. 
Earnings forecasts are often a result of discussions with management. They tend 
to follow the companies' own predictions. 

The analytical type seems to use more financial information than the artistic, 
who prefers more non-financial information. The artistic type seems to be 
more dependent on representatives for their analyses. Direct contacts may thus 
be more important for them. We can see a clear connection between the 
information generated and the information process. 

All in all analytical analysts seem to be more directed towards financial 
information than artistic analysts (Exhibit 20). The artistic seem to be directed 
towards non-financial information to a higher extent. These two types are only 
two ends of a scale. Most analysts are probably somewhere between these ends. 
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Analytical 	 Artistic  
Analysts 	 Analysts 

Financial 	 .  Non-Financial 
Information 	 Information 

Exhibit 20 Different Information Depending on the type of Analyst 
(Inspired by Arnold & Moizer, 1984) 

3.3.3 Information Depending on Company Characteristics 

Firm-specific variables and information about segments and products seem to 
be important for financial analysts. The segments are often described in terms 
of products, geographic lines, sales, earnings and margins. (See Day, 1986; 
Rogers, 1996.) The importance of specific valuation factors seems to differ 
among different industries. Softer non-financial information, such as the 
management's and employees' competence, based on human capital, is 
important in service companies. Financial factors, such as profit per share and 
substance value seem to be important in the wood industry. Additional 
examples are substance value and debt ratio, which are important for the 
building and investment industry. (See Olbert, 1992,  p.  108.) Cash flow is 
mainly used when reviewing real estate, railway, petroleum and airline 
companies (Govindarajan, 1980). 

Company characteristics such as complexity, disclosure level, trading volume, 
institutional ownership, earnings variability, and analyst's coverage impact on 
the analyses level and have a significant effect on the level of non-report 
information cited in analyst reports. A complex company can be defined as one 
with a number of lines of business. Evaluating and understanding the whole of 
a company are more difficult in the case of complex companies than in the 
case of less complex. More descriptions and explanations are required. Analysts 
can acquire this information from sources, such as direct contacts. Companies 
with many product-lines and subsidiaries are more costly to analyse than less 
complex companies. More time and other resources are needed. Deep analyses 
can still be valuable. Individual investors are probably more dependent on 
analysts for advice about complex companies. Investors buy advice from 
analysts which covers the extra costs (Rogers, 1996; Marston & Shrives, 1991). 
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All in all the use of financial and non-financial information seems to differ 
between industries and also depends on the complexity of the company. Direct 
contacts seem to be used to a greater extent when analysts want more 
descriptive, non-financial information. 

3.3.4 Financial Information for Performance Measures 

We can in several studies see that financial information in general, without 
considering direct contacts, is of great importance for analysts. The income 
statement seems to be more important than the cash flow and the balance 
sheet. Earnings per share  (EPS)  is another item perceived as very important by 
analysts. Other financial information of importance includes gross and 
operating margins and the short-term dividend yield. (See Chandra, 1975; 
Chugh & Meador, 1984; Day, 1986; Bouwman et al, 1987; Anderson, 1988; 
Previts et al, 1994; Rogers, 1996; Rogers & Grant 1997.) Analysts distinguish 
between permanent and temporary earnings components. They talk about 
one-time items, unusual items, and potential non-recurring costs (Previts et al, 
1994). 

Financial information and direct contacts are considered more specifically in 
Exhibit 21. Nearly 50% of the analysts, as information intermediaries, discuss 
performance with management three times or more every year. Most of them 
discuss at least once a year. (See Arnold & Moizer, 1984b.) Conference calls 
where earnings are discussed with management and other analysts are also 
referred to in Previts et al (1994). There is a contradiction between these result 
and Lee and Tweedie's (1990) in Exhibit 15. None of the analysts admit that 
they receive or search for information about the profitability of earnings, 
financial status or information about dividends from companies during 
company visits in Lee and Tweedie. They claim that they derive all this 
information from the companies' official reports, e.g. annual reports. One 
reason for this can be the insider's  regulations and the analysts' fear of revealing 
anything about these sensitive matters. 

28  Described as "an individual who knowingly obtained information from an individual connected 
with a company and who knows or should know that the information has only been disclosed for 
the proper performance of the insider's function" (Lee & Tweedie, 1990, p.116) 
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More than 
three times a 

year 
35% 

Never 
6% 

Less than once 
a year 

7% 
Once a year 

12% 

Discussion of performance with management 

Three times a 
	 Twice a year 

year 
	 25% 

15% 

Exhibit 21 Discussions of a Company's Financial Performance with the 
Management (Arnold and Moizer, 1984b, Table 6) 

3.3.5 A Mosaic of Non-Financial Information 

Financial information is, as we have seen, important and necessary for financial 
analysts, but it is not enough. They also need non-financial information. The 
information needed by analysts exceeds the traditional transaction-based 
reports. They need softer, more frequent, and more comprehensive details 
using subjective interpretations from a collection of micro- and macro-
information. That process can be described as a mosaic which "involves the 
gathering of 'soft' or informal information from a variety of sources in order to construct a 
picture of future firm ped-ormance. These sources consist primarily of informal 
conversations with management which may take place, for example, at trade shows or 
through teleconference calls initiated by management and involving a select group of 
analysts" (Williams et al, 1996,  p.  115). Descriptions of companies in terms of 
their facilities and products, marketing strategy used in the past, and the market 
activity of the company's stock are common in analyst reports. Non-financial 
information is needed to construct likely scenarios of alternatives in a company. 
One report in Rogers contains 77% non-financial information and describes in 
detail a new distribution centre in a company. (See Anderson, 1988; Previts et 
al, 1994; Rogers, 1996.) 
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Pike et al (1993) look at the relevance of change in non-financial items 
typically not found in the annual report, when evaluating the price of a share 
(Exhibit 22). Questions to management about the attributes perceived as the 
most important strength or weakness in their organisations serve as a base for 
the items. The main headlines are change in the organisation, change in the 
personnel, change in marketing and change in technology. The most 
important items for the UK analysts are top management and product issues. 
German analysts perceive product quality and R&D' as the most important. 
The numbers in the exhibit reveal the ranking of the perceived importance of 
the items, number one being seen as the most important. 

Exhibit 22 Non-Financial Information Typically Not Found in Annual 
Reports (Pike et al, 1993, Table 8 modified). 

Countries 
Information UK Germany 
Change in organisation 
Organisational form and structure 13 12 
Top management 1 7 
Standard operating procedure 15 16 
Control system 11 15 
Planning system 14 5 
Change in personnel 
Employee attitudes 13 10 
Technical skills 10 9 
Experience 9 11 
Number of employees 17 17 
Change in marketing 
Sales force 12 13 
Knowledge of customer needs 6 6 
Breadth of product line 16 14 
Product quality 2 1 
Company's reputation 3 4 
Change in Technology 
Production facilities 8 8 
Production Techniques 7 7 
Product development 4 3 
Research and development 5 2 

29  Research and development 
30  The original table lists the mean and standard deviation for each item, this exhibit is simplified and 
only reveals the relative ranking for the items, starting at one. 
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The quality of the management is important for investors, in both the short 
and long run'. This because they control the company (Chugh & Meador, 
1984; Boland & Bricker, 1995). If a management team is considered weak, 
other parties (outsiders or shareholder groups) may attempt to take control 
over the company. The management want to keep the support of the majority 
of shareholders and avoid such risks. They have to show investors and analysts 
that they are capable and trustworthy. (See Kaplan et al, 1990.) 

The quality and depth of the management can be assessed through their 
performance record, and evidence of their strategic planning and ability to 
meet stated objectives. Interviews, meetings, presentations of management to 
analysts and other direct contacts can also give information on management 
quality. One of the main reasons for company visits is to form a first-hand 
impression of the company management and their potential. Meetings can 
enhance the analysts' ability to make judgements about the breadth and quality 
of the top management team, as well as their ability to meet realistic strategic 
goals. These meetings must be of a substantive nature to be of value in 
assessing management quality. General statements are not enough. (See Lee & 
Tweedie, 1990; Chugh & Meador, 1984; Kaplan et al., 1990.) 

Analysts use their reports to create a picture of the identity of the management 
and their company. References to specific key representatives are common in 
the reports. For example, a description of the management of a company in an 
analyst report can mention a president with major health problems. Potential 
influences on the company can be discussed in reports. Another example is a 
reference to several directors resigning during one year because of 
disagreements with the senior management of a firm. The senior management 
is defended in the report and it is mainly qualitatively judged. (See Chugh & 
Meador, 1984; Previts et al., 1994; Boland & Bricker, 1995.) Analyses of 
management seems to be of a more qualitative than quantitative character. 
Despite this only 1% of analyst reports on average include discussions about 
management, according to Rogers (1996,  p.  34). The discussions include in 
general the management's background, descriptions of related party 
transactions, and levels of management compensation and ownership. The 
quality of the management seems to be more important when major changes 

31  Seventy-four per cent of the analysts (of 400) in Chugh & Meador found it to be of great 
importance for the long-term orientation (5 years) and Boland & Bricker believed it to be of 
importance at least in the short run. 
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take place and expectations of the new management are established. (See 
Previts et al, 1994; Rogers, 1996.) 

The average analyst report includes 10% descriptive information on the 
company's environment. It can deal with the competition, competitors' 
products and facilities (i.e. costs), and contain descriptions of the market and 
references to suppliers of the company (Rogers, 1996). Companies' market 
dominance is important for the long-term orientation, i.e. over a period of five 
years (Chugh & Meador, 1984). The customer base is the second most 
important information factor in Anderson (1988). General information about 
the company and the organisational structure is often discussed. So too are 
major projects, including modernisation, acquisition, expansion, divestiture, 
and restructuring plans (Previts et al, 1994). 

The product is seen as one of the most important factors when evaluating a 
share (Anderson, 1988). Introductions of new products are considered 
important for analysts in their short-term orientation, e.g. for the next quarter 
(Chugh & Meador, 1984). Analysts look at potential effects on new products. 
A company's new product can be seen as a potential earnings surprise (Previts 
et al, 1994). Problems or potential problems are also discussed. These problems 
can be related to a specific product or component. One example of a problem 
is a chip that generates abnormal heat. Other factors evaluated in analyst 
reports can be production capabilities, marketing and distribution systems, and 
new information systems for inventory management, order processing, product 
design, marketing and sales. (See Rogers, 1996,  p.  36.) 

The most overall aim of the company visit is, according to Lee & Tweedie 
(1990), to obtain help with interpretation of the company's financial result by 
the construction of a frame of reference of future expectations. The analysts 
interpret the financial information with the help of non-financial information 
provided by the representatives. This future frame of reference leads us to the 
next type of information, which regards the history, the present and the future. 
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3.4 Information Regarding the History, the Present and 
the Future 

Another type of information mentioned in the literature is information 
regarding the history, the present and the future. Chugh & Meador (1984,  p.  
43) write "Analysts appear to view a company in its entirety - its history, capabilities 
and position in the industry." Analysts use the information to make judgements 
of the future potential of the company. Company visits are an important 
information source on these occasions (Lee & Tweedie, 1990). 

The information of interest seems to differ between the analysts who know the 
company and those who do not. The company history is used to a greater 
extent by analysts unfamiliar with the company. They use it to familiarise 
themselves with the company and its background. Analysts who know the 
company are more interested in information about future prospects than in the 
history, presumably because they already know this. They use historical 
information to check facts, and look for consistency and changes. (See Day, 
1986.) 

Future prospects, e.g. the future potential of new products, are an area of 
interest to analysts during company visits. They can acquire this information 
indirectly or directly, for instance by estimating companies' progress to date 
(historical and present), their management (historical, present, future), products 
and markets (historical, present, future). Historical and background information 
seems to be used to construct a framework for future potentials and give 
explanations of recent financial results. The nature and the recent history of the 
company are discussed in the analyst reports. They are especially interested in 
changes in different factors, such as products, product pricing, customers, 
suppliers, the industry in question, the national and international economy, and 
the company's competitive position. (See Lee & Tweedie, 1990,  p.  107; 
Previts et al, 1994.) 

Only 33% of the analysts in Kennedy and Wilson (1980) find that companies 
do a good job in providing them with information on earnings estimates. 
Forward-looking information includes expectations (opportunities and risks) 
and plans for the future. Analyst reports in Rogers (1996,  p.  33) consist of 13% 
forward-looking information. Common units are marketing strategy of the 
company and plans for new products. Additional examples are the number of 
new stores planned, overall corporate strategy, plans for new products and 
plans for new ventures. Forty-nine per cent of the forward-looking 
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information in the analyst reports came from unidentified sources, such as 
direct contacts. (See Rogers, 1996,  p.  33.) Statements of intentions for the 
future are an item asked for by analysts, but missed in the annual report (Day 
1986). Budgetary projection and forecasts are considered to be of only 
moderate interest to analysts (Chandra 1975). A study by Lee (1981) shows that 
65% of the companies give informal assistance to analysts in their preparation of 
prognoses. The study also shows that direct contacts are regarded as the most 
important information source for analysts when making a profit prognosis. 

3.5 	Positive, Negative and Distorted Information 

Financial analysts obtain much of the information for analyses of the company's 
stock from representatives, through official reports and direct contacts. This 
brings our thoughts to a third type of information, positive and negative 
information from companies. Companies can choose to disclose positive and 
negative news in different amounts. The personality of the representatives can 
also be expected to determine whether positive or negative information is 
disclosed. 

The average prognosis from companies includes good news, but bad news 
with negative effects on the price is also disclosed. Management signal thus 
their capability to interpret the environment, and to show their responsiveness 

; with appropriate actions. Negative earnings surprises can make management 
Iless credible in the future. This can make them disclose important information 
no matter whether it is positive or negative. (See Ajinkya & Gift, 1984; Lev &  
Pennman,  1990; Bartley 8r Cameron, 1991; Previts et al, 1994.) 

The representatives who disclose information can relate the information to 
specific receivers and to a specific context. They can put forward and 
emphasise some information and hide other information. They can, for 
instance, want to show a high result to creditors and a low result to the tax 
authority. It is sometimes favourable to show a high result to investors to bring 
more capital into the company and to show a low result on other occasions to 
avoid high dividends. Window-dressed accounting, see Section 2.3.4, is an 
example of distorted information. Information cannot be seen as neutral. (See 
Breton & Taffier, 1995; Gambling, 1987.) 

Analysts seem to be sceptical about management opinions (Arnold & Moizer, 
1984a). Information users learn to know how and why specific information is 
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disclosed on different occasions and in different situations. They also learn how 
to handle it. Strategical distortion of information, by management in our case, 
stimulates the collection of more information than otherwise would have been 
necessary. (See Feldman & March, 1981.) Financial analysts tend to weight 
information perceived as negative differently from information perceived as 
positive and use more time and comments for negative information than for 
positive (Anderson, 1988). At the same time a reliance on management by 
analysts can be shown. Analyst reports that are largely transcriptions or 
summaries of management presentations can exemplify this. This could 
possibly be explained by the dependence discussed in Section 2.7.4, to some 
extent. Such disclosure to analysts raises questions about the unlawful provision 
of information, and about the company's legal obligation to disseminate such 
information to a broader market. (See Previts et al, 1994.) This brings us to the 
last type of information that will be discussed, official and private information. 

Since there is not much known about the distorted information about a 
company exchanged in direct contacts between financial analysts and company 
representatives, more research needs to be conducted in this area. 

3.6 	Official and Private Information 

Official and private information is connected to the hypothesis of an efficient 
market, discussed in Section 2.1. This type of information will be connected to 
and discussed with the hypothesis at the strong level of efficiency. 

Studies based on the strong form and the semi-strong form of market 
efficiency indicate that it is possible for a selected group of outsiders, analysts, 
to earn significant abnormal returns. These studies have mainly examined 
analysts' revision of earnings forecasts, after excluding the costs of search and 
transactions. Abnormal returns can be earned two weeks prior to the 
publication week. Analysts' forecast revisions include future information not 
found in other publicly available information. They are probably the most 
important group outside the company that is likely to possess private 
information. (See Abdel-Khalik & Ajinkya, 1982.) 

Two to three quarters of the companies disclose private information through 
direct contacts with the financial analysts, according to Ajinkya and Gift 
(1984). Many companies in the US seem to give information to some financial 
analysts for the purpose of letting them disclose information to the market 
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(Abdel-Khalik & Ajinkya, 1982). Both representatives and financial analysts 
have, a preference for direct contacts as an information channel (Ajinkya & 
Gift, 1984; Bartley & Cameron, 1991). We have in Section 2.2 seen that 
companies with active  IR-activities and disclosure have more analysts 
following the company. Lang and Lundholm (1996,  p.  482) say "[analysts'] rely 
heavily on direct contacts with firms and with the notation that, although the securities 
laws prohibit disclosure of material non-public information to selective subsets of the 

zness to communicate with analysts is an important 
their willingness to follow a firm." 

Market inefficiency at the strong level with connection to financial analysts is 
briefly discussed by, for instance, Lee & Tweedie (1990,  p.  104). They write 
"Any information obtained during a visit to a company may well be unique in the sense 
that it may not be shared by other investors (both external and potential), whereas 
published sources provide knowledge for all users." Previts et al (1994) show 
references in analyst reports to conference calls and discussion with 
management in companies. They find that these direct contacts increase the 
trust in recommendations but also see a risk "At the same time, such disclosure to 
analysts raises questions about the unlawful tipping of information, and about the 
company's legal obligation to disseminate such information to a broader market."  (Ibid.  
p.  66). 
Walmsley et al (1992,  p.  582) find that "[analyst] meetings arranged by the Society 
of Investment Analysts generates information which is impounded into the share price." 

They discuss that the " [generation ] of information in this manner is potentially 
unfair and could be illegal"  (Ibid.  p.  583). 

There have been discussions in the press about selective disclosure by 
management to financial analysts, who thus gain an information advantage. We 
mentioned one article in Chapter one concerning the Swedish market. This is 
also considered in other countries, such as the US. Sell-side analysts confirm 
that selective disclosure by management to analysts is wide-spread. Some of 
them question if it is fair. Analysts seem to be in a better position because of 
their close contacts with management. This is directly connected with the 
information process, and the relationships discussed earlier. (See Williams et al, 
1996.) 

There is at present a debate about classifying information disclosed by analysts 
as official. They can be seen as making the market more efficient by disclosing 
information. If a sufficient number of investors who can influence the prices of 
the stocks were to obtain all the information available could the market be 

analyst 
factor in 
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classified as efficient on the strong level. On the other hand this information is 
mainly available to customers of the brokerage firms, who can gain an 
advantage and earn more than others. It is more fair if nobody gains an 
advantage. It is possible to argue that anyone can become a customer of a 
brokerage firm, but this is not the case in reality. Most investors do not receive 
these recommendations.(See Bjerring et al, 1983.) 

Bjerring et al (1983,  P.  203) discuss the analysts' location close to specific 
companies and the possibility for such brokerage firms to gain an information 
advantage. In one case they find it "...interesting to note that the brokerage firm's 
Canadian recommendations are concentrated in a few industries (i.e. oil and gas, forest 
products, and mining). Because the firm is the only nationwide brokerage house with 
headquarters in the natural-resource-rich province in which it is centred, it may well have 
a comparative advantage in information acquisition with respect to local resource 
companies ". They still cannot prove any occurrence of inside information. 
Their results are also consistent with the superior analyses of publicly available 
information by these analysts. 

It is not easy to classify information as price-sensitive insider information. 
Abnormal returns can depend on a superior skill in collecting and analysing 
officially available information. Information can be publicly available, but the 
information content may not be. A lengthy history and detailed knowledge of 
the company can be required for evaluation. Most investors do not have this. 
Financial analysts belong to a group that has access to the required information. 
They have thus an advantage in evaluating the company in the light of the 
official information. Analysts have the ability to produce proprietary 
information. Another aspect is the private investors' difficulty in acting on 
specific information. They do not know if informed investors consider the 
information and use it to adjust the prices. There is a risk that the information 
is ignored or considered in another way than expected by the individual 
investor. (See Bjerring et al, 1983.) The topic of inside information is difficult, 
and little is known about the degree of uniqueness of information used by 
individual analysts. An interesting question is whether analysts "truly" possess 
inside information or if they rely basically on a common body of knowledge. 
(Givoloy & Lakonishok, 1984) 

Direct contacts entail a risk of insider information that is difficult to put one's 
finger on and to prove. The contents of annual reports and interim reports are 
well known, but information from direct contacts may not always be. It is 
difficult to prove anything, but that is not a reason for neglecting the risk. It is 
important to discuss direct contacts and collect more knowledge. Lee & 
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Tweedie (1990,  p.  144) "...recommend that the investment community investigate 
this area with a view to establishing, more clearly than was possible in this study, the 
nature and purpose of such visits - that is, a recognised and agreed code of practice to 
prevent certain financial experts benefiting from reserved knowledge at the expense of 
other investors". 

Analysts seem to be well aware of the need to avoid falling foul of insider 
information and trading legislation. The insider legislation and the registration 
contract with the Stockholm Stock Exchange are the main legislation, as well 
as regulations concerning direct contacts between financial analysts and traded 
companies in Sweden. Suspicion of malpractice could increase the probability 
of increased controls for insider information. Studies report a low ranking and 
use of directs contacts as an information source, as well as a, denial by analysts 
that they have requested information about profits during company visits. 
However, this may be due to a fear of being suspected for violating insider 
legislation. (See Arnold et al, 1984; Lee & Tweedie, 1991; Gniewosz, 1990.) 
This risk of exchanging insider information could, according to Forgårdh and 
Hertzen (1975,  p.  335), be decreased if companies officially disclosed all 
available information as fast as possible. A fast diffusion of information, both 
historical and forward-looking, would diminish the risk of information not 
being available for everybody at the same time. 

We will not be able to answer the question of whether analysts truly gain 
access to inside information or not in this study, but we can contribute more 
information to the discussion. All in all it is important to develop a better 
understanding of official and private information disclosed through direct 
contacts. The main reason for this is to decrease the risk of exchanging insider 
information. 
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4 	Research Methods 

4.1 	Overall Research Approach 

The focus of this study is on the individual player, the individual 
representatives of the traded companies and the individual financial analysts. 
Our interest does not, however concern the cognitive processes of these 
individuals. The individuals meet each other through direct contacts, they act, 
interact and influence each other. The individuals can be seen as causing 
changes in organisations and in the stock market. Survey studies with selected 
samples of the populations of financial analysts (Olbert, 1992) and/ or 
representatives can be . It is possible to make generalisations from that kind of 
study. Another type of study is market-based research. This type of study 
concentrates on the aggregated market reaction to information. (See Lev &  
Ohlson,  1982; Lev, 1989.) It can be seen as a black-box study where items of 
accounting and other information, important for determining, for instance the 
market price of a stock, are identified. The influence of disclosed earnings on 
price is an example of the subject of such a study (Fried & Givoly, 1982). The 
processes through which share sale or purchase recommendations are reached 
are not considered in these studies. 

It is important to emphasise that "...no research method stands on its own" 
(Silverman, 1997,  p.  19). Research at different levels of aggregation and using 
different methods is necessary to achieve a better understanding and 
explanation of information about such a complicated phenomenon as the stock 
market. It may not be easy to move between different levels, but this does not 
make it less important to do so. The paradigm can be seen as belonging to the 
different practitioners involved in information in the stock market. It is 
possible for researchers using different methods at different aggregation levels 
to learn "to translate the other's them and its consequences into his own language and 
simultaneously to describe in his own language the world to which that theory applies" 
(Kuhn, 1996,  p.  202). General patterns and structures can be attained on higher 
levels of aggregation. This makes it easier to explain different phenomena. We 
do also need to understand the actors, the people responsible for changes. In 
this study I assume an actor's perspective and acquire a greater understanding 
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of information and the information process in direct contacts. This through the 
actors involved in and concerned of the contacts. The perspective is dualistic. I 
want to gain an understanding about the general organisation (in this case 
direct contacts) through the individual actors, and also see the general in the 
individual. (See Yin, 1984; Arbnor & Bjerke, 1994,  p.  198; Noren, 1995; 
Silverman, 1993.) 

The theoretical part with previous research and the empirical part consisting of 
interviews with three actor groups are gradually developed through 
interpretations and  re-interpretations  in the light of each other. Theory is used 
for interpretation of the empirical part and the empirical part for interpretation 
of the theoretical part. The model of information and the information process 
in direct contacts, presented in Section 6.2, is refined through time. This is 
accomplished as the theoretical framework is developed and the empirical 
"data" collected and analysed. The development of theory, and the collection 
of data, and the analyses take place simultaneously. New theory is gradually 
woven into the framework. The research does not follow a highway easy to 
trace. The abductive path is more like an orienteering track in nature where 
new knowledge, insight and ideas help to choose the next step to go. The 
research problem is refined and specified along the curvy path. (See Alveson &  
Sköldberg,  1994,  p.  41; Marton, 1997,  p.  68.) 

It is important to note that the results from this study can only be applied to 
the organisations studied and the actors participating. It is not possible to make 
generalisations outside this. The results can, however, be connected to 
previous research for support32. 

4.1.1 Validity 

The validity of the actors perspective concerns, for instance, the 
trustworthiness and honesty of the report. It can be divided into process and 
result validation. The validation can be achieved through in two ways, i.e. 
through research validation or practical validation. This results in four 
combinations of validation: research process validation, research result 
validation, practical process validation and practical result validation, (See 
Abnor & Bjerke, 1994,  p.  251.) 

32  Theoretical generalization 
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The first combination is research process validation where the researcher shows 
how patterns of interpretation and acts have developed in a logical and likely 
manner. The origins and development of interpretations are openly exposed in 
this study. It is possible to follow the research process through the 
documentation of the different steps, from the thesis proposal, interview notes, 
refined notes to the finished research report. The research definitions are 
supposed to be rooted in subjectivity, and this means that it is possible to 
translate the research to "everyday language". The results from the interviews 
are mainly described in the actors' language, which consists of everyday 
language. 

The research result validation considers the connection between the results and 
existing knowledge. The connection to earlier studies helps to put the results 
from this study into a context. It is possible to take advantage of previous 
knowledge and continue the development of the research field, in this case 
information in the stock market. 

Practical process validation examines how well the researcher has been able to 
attract the actors' interest in the subject. The dialogue with and feedback to 
actors are supposed to maintain and increase their interest. Some of the actors 
declared their lack of time and restricted the time for the interview before the 
interview occasion. All of them spent more than the restricted time for the 
interview in a relaxed manner. They were all co-operative and concerned 
themselves with the topic of the interview. See Section 4.2.3. I have met one 
of the analysts two times after the interview occasion, and have also had some 
additional telephone contacts. Another actor has sent literature relevant to the 
study. The practical value decides in this case the value of the result. The final 
result is supposed to stimulate a dialogue in an understanding, emancipative 
and creative manner. 

The practical result validation considers the possibility of preparing the 
necessary conditions for a continuous dialogue and continuos actions. The 
dialogue during the interviews was open. The participants found this study 
interesting and most of the actors interviewed asked for copies of the final 
report. Suggestions as to how to continue the research were discussed by the 
actors. This indicates that the results from the study are useful, and that it is 
possible to continue the dialogue. The debates in the media about the research 
topic take place on frequently occurring occasions. The lack of previous 
research on the topics discussed reveal a need for these results. 
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4.1.2 Reliability 

Reliability is the degree of consistency with which different observers or the 
same observer on different occasions, reach the same conclusion. (See 
Silverman, 1997,  P.  145.) "A reliable procedure should yield the same results from the 
same sets of phenomena, regardless of the circumstances of application."  (Krippendorff,  
1980, p.129) In the actors' perspective it is more difficult to quantify this, since 
the scales and control of reliability are not used in the same sense as in 
quantitative studies. There are different interpretations of situations and 
phenomena. A lack of reliability can be seen as proof of the relevance of basic 
assumptions in the actor perspective instead of as a result of inadequate 
scientific method. (See Abnor & Bjerke, 1994,  P.  248.) 

It is possible, however, to reach some degree of reliability even in the actor 
perspective'. The researcher can check the stability and, for instance, see if the 
coding is unchanged after the same "data" is re-coded, by the same person, at a 
different point in time '.Consistency can also be checked by several coders'. 
(See  Krippendorff,  1980,  p.  130.) This will be discussed in Section 4.2.5. 
Trustworthiness is based on a systematic development of knowledge (Abnor & 
Bjerke, 1994,  p.  248) and "authenticity" is often the issue in qualitative 
research. Open-ended questions help to gather an "authentic" and trustworthy 
understanding of people's experiences through their everyday stories, see 
Section 4.2.3. (See Silverman, 1997,  p.  10.) Trustworthiness can be increased 
by studying a problem from different perspectives, as in this study from the 
point of view of three actor groups. Another way to ensure consistency is to 
use different methods for "data" collection, triangulation (Yin, 1994,  p.  91; 
Merriam, 1994,  p.  85; Marton, 1998,  p.  37). Both interviews and observations 
are used in the present study. Results and coding have also been discussed at 
seminars with colleagues. I believe that it would be possible for other to reach 
similar results under similar conditions to those in this study because of the 
considerations taken above. This relates to inter-coder reliability. 

We will continue to consider this discussion in the presentation of methods 
used below. 

33  Silverman (1997, p.149) suggests some means to assure reliability in qualitative interview studies. 
34  Intra-observer reliability 
33  Inter-observer reliability 
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4.2 Methods 

The sections below on general knowledge, the literature study, the interviews, 
and the observations made at the open day for the capital market at 
CompanyC mainly consider methods used for collecting the empirical base. 
The fifth section describes the method used for analyses, the software program 
NUD.IST. 

4.2.1 General Knowledge 

Articles from business magazines and other publications, including books, have 
been used for assembling a general knowledge of the research area. An 
additional source used is Internet. Current criticism and investigations from the 
Stockholm Stock Exchange, for example, are disclosed through this mans of 
communication. 

4.2.2 Literature Study 

The research path for literature will be described below. This improves the 
research process validation described in Section 4.1.1. The project started in 
the autumn of 1995 with a systematic search for literature in the database called 
Helicon at the library of  Luleå  University of Technology. The first search was 
wide. The keywords were security analyses, stock market, stock analyses, 
brokers, capital market and accounting, financial reporting, financial analysts, 
the financial market, insider, investment analyst, shareholder, stock analyst, 
stock adviser and stock market. Another search was perforrned in the autumn 
of 1996 using the databases Helicon and ABI/inform Global at the library and 
the database Uncover on the WWW. Keyword searched for in Helicon were 
efficient market (41136), information overload (19), strong form efficiency (3), 
information inefficiency (11), private information (716), asymmetrical 
information (43), Wall Street Journal (112), financial analyst (39), efficient 
market hypothesis (38), analyst (43). The keywords searched for in  ABI  Inform 
was; Wall Street Journal (162), and in Uncover the keyword was efficient 
market (168). A third search was conducted at Kelvin Smith library, Case 
Western Reserve University in Cleveland, Ohio, USA in the Ohio Link 
Research Database. Additional keywords were then investor relations and 
networks. The main part of the literature, however was found through 

36  Concerns the number of hits for the word searched for. 
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reference lists in relevant papers and books. Many references were also pointed 
out by my colleagues and by the advisor. 

The literature study has helped to improve the research result validation 
mentioned in Section 4.1.1. The research questions and results are through this 
connected to a context. It has also helped to improve the reliability, discussed 
in Section 4.1.2. It is possible for the reader to compare results from this study 
with previous studies and see consistency. Previous research can be used for 
elucidating the research area from an additional perspective. It can also help to 
justify the results of this study in a logical chain from previous research to these 
results'. This can increase confidence in the study. 

4.2.3 Interviews with the Three Actor Groups 

The interviews with the three actor groups, financial analysts, representatives 
from traded companies and institutions, were semi-structured around an 
interview schedule. See Appendix 4-9. The schedule contained questions 
about the information process and types of information in direct contacts. The 
questions were open-ended and the actors were encouraged to raise other 
matters considered relevant or of interest. The main purpose of the interview 
guide was to assure that all areas of interest were included and to make the 
interviews comparable with each other. The interview guide increased the 
possibility of inter-reliability between actors. 

There are problems related to interview studies. One is that the interviewer 
may influence the actor interviewed (Silverman, 1997,  p.  90). The actors were 
requested to discuss and describe their experiences of direct contacts and the 
specific question-form was avoided as far as possible. This makes it easier to 
avoid influencing the actor. Another problem is the character of the subject, 
which can be apprehended as sensitive by the actors. One of the analysts 
expressed in the first telephone call that information about how he worked in 
direct contacts was nearly a business secret. Another stated that it was not 
possible for me to participate in a direct contact together with analysts at his 
firm. Representatives want to meet them alone. A third told me that he had 
nearly no time at all for this but reserved a few minutes. Representatives from 
companies did not express anything like this, but they seemed to be careful 
about what they told me. They were a little more strict. 

37  See for example Section 5.1.3 which examines differences in frequency for direct contacts 
between the three groups of analysts. 
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One can wonder if it is possible to obtain a true picture of the information and 
the information process in direct contacts because of this. Firstly the purpose of 
this study is not to obtain the one and only true picture, according to the actor 
perspective. There are many true pictures. The aim is to obtain a true picture 
of each actor's world view. Different actors can apprehend situations differently 
and interpret them differently. The second is that the interview situations were 
relaxed. The open questions, which enabled the analysts and representatives to 
talk about their daily work and give examples revealed a great deal about the 
situations that they experienced'. 

Sensitive discussions about insider-trading took place at the end of the 
interview. The actors also brought up this matter themselves. Direct contacts 
are viewed from the actor groups' different perspectives, three main groups 
and three analyst groups described below. This provides the picture with more 
nuances. No tape recorder was used during the interviews with representatives 
and analysts because of the sensitive nature of the subject. There was one 
exception, an interview with a very talkative business journalist. A tape 
recorder was also used in interviews with actors from the institutions. 

My interview strategy included observing the actors during the interview. The 
analyst who apprehended the subject as sensitive was also relaxed. He described 
and gave examples, as the other analysts, of his daily work, which naturally 
included direct contacts. The analyst who claimed to have "no time" did not 
have any problems affording the time necessary. He continued the discussion 
longer than the time reserved and declared also that he was steeling time from 
others . There were also analysts who told me that it was possible for me to 
participate in a direct contact together with them. This was also the case with 
the companies. 

The transcript from each interview was immediately refined. The notes were 
filled out with more explanations and descriptions, e.g. about the features of 
each actor. This was even more important when no tape recorder was used 
during interviews. Most steps in the research process are stored and can be 
reviewed'. The first interview was more open-ended than the others. The 
purpose of this was to discuss direct contacts and be able to make an interview 
guide. This was also the only interview with more than one person. Two buy-
side analysts and one person whose work was to attract customers for portfolio 
and capital managing participated. The third person is not mentioned further 

38  Reliability of this kind is discussed in Section 4.1.2. 
39  See the research process valuation in Section 4.1.1. 
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because he does not belong to the group of financial analysts. The 17 
interviews took between 30 minutes and 2 hours each. I have also had some 
contacts with one of the analysts after the interview occasion. See Section 4.1.1 
or practical process validation. I had the possibility of discussing further and 
interesting my understanding on these occasions. 

All selections in this study are purposeful and not random. Exhibit 23 shows the 
actors and the actor groups participating. Eleven of the 17 actors interviewed 
are financial analysts. This is because the analysts as a group are divided into 
three subgroups where at least three analysts represent each group. The 
representatives from the companies and the financial analysts are all 
anonymous. The research problem is seen as sensitive by some of the actors' 
and the anonymity enable them to be more open and relaxed in the interview 
situation. The members of the institutions interviewed are not anonymous 
because they did not feel the same sensitivity for the subject. They all belong 
to external organisations who consider the interests of external parties affected 
by the information exchanged in direct contacts. See Appendix 3 for a brief 
description of the individual actors participating in the study. 

The analysts in previous studies have been sampled and chosen in different 
ways: from analyst associations (Chugh & Meador, 1984; Olbert, 1992') and 
from analysts employer organisations (Lee & Tweedie, 1990; Mear and Firth, 
1987; Hellman, 1996). The analysts in this study were selected from employer 
organisations such as brokerage houses, banks, institutional investor 
organisations, and business magazines in Sweden. All selections were 
purposeful and not random (Arbnor & Bjerke, 1994, p.239.) The analysts 
selected represent the three groups of analysts of interest for the study, sell-side 
analysts, buy-side analysts and business journalists. Another demand for the 
selection was that the analysts should participate in direct contacts with 
representatives from companies. They are by this supposed to be well aware of 
the research area of interest. The financial analysts are all information 
intermediaries, except for one portfolio manager. He has worked as a business 
journalist and use directs contacts in his present job. 

Five sell-side financial analysts (SSA) from three employer organisations were 
selected and they will here be called: 011e, Harry,  Sture,  Lennart and  Bertil. 
Sture,  Lennart and  Bertil  work for the same employer organisation but they are 
all specialised in different industries. Four analysts from the buy-side (BSA), 

4° Swedish Financial Analyst Federation 
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representing three employer organisations, participated and will here be called 
Nina, Nils, Roger and Anton. Only Roger is a portfolio manager, the rest are 
buy-side analysts. Nina and Nils work for the same employer organisation and 
the interview with them took place with both analysts at the same time. They 
will in most cases be mentioned together. This interview was more general and 
open ended than the others as described earlier. Three business journalists (BJ) 
from three business magazines were selected and they will here be called 
Anders,  Viktor  and Frans. 

The companies selected are all quoted on the  A-list  at the Stockholm Stock 
Exchange'. The reason for choosing big companies on the  A-list  is that many 
financial analysts are supposed to follow these companies. They belong to the 
most traded and are for that reason also important for current and potential 
investors. All of the companies have an  IR-function and consider information 
to investors important. The representatives selected are all responsible for 
investor relations, i.e.  IR-people. They have knowledge and experience of 
direct contacts. These big companies are expected to have policies for how to 
handle direct contacts. The three companies selected will be called 
CoinpanyA, CompanyB and CompanyC'. The representatives in the 
companies, the  IR-people, will be called IRA, IRB and IRC to make it easier 
to connect them to the right company. 

Representatives from three "institutions", the Stockholm Stock Exchange, the 
Financial Supervisory Authority, and the shareholder association  "Sveriges  
Aktiespararares  Riksförbund"  (also called  "Aktiespararna")  were selected. This 
was done to acquire a greater understanding of how external parties interested 
in the companies' disclosure of information apprehend direct contacts. The 
registration contract for the stock exchange regulates the exchange of 
information between traded companies and financial analysts. The Stockholm 
Stock Exchange takes care of the regulation and surveillance of this, and 
because of that is relevant to the study. Hans Edenhammar, Head of Market 

41  The Stockholm Stock Exchange has three lists: the  A-list,  the OTC-list, and the 0-list. 
The larger companies are listed on the  A-list.  These companies have at least 2000 shareholders and a 
market value of not less than  SEK  300 million. The OTC-list includes smaller and medium-sized 
companies with at least 500 shareholders and a market value of not less than  SEK  50 million. The 
0-list has companies with at least 300 shareholders. The A-listed and the OTC-listed companies 
have to have a verifiable history of at least three years, i.e. they must have been in operation for at 
least three years and be able to present accounting records with respect to those years. The 0-listed 
companies do not haveto meet the same demand concerning a verifiable history. There are 
additional requirements that need to be fulfilled to be listed on the stock exchange. 
42  They are not called Company A, Company  B,  and Company  C  with a space between the 
company and the letter! 
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Surveillance, represents the Stock Exchange. The Financial Supervisory 
Authority is supposed to protect the interests of society through the insider 
legislation. The authority is here represented by Hans Schedin, Vice-Director-
General.  "Aktiespararna",  the shareholders' association, protects the interests of 
their members, the private investors, against companies and big investors. The 
institution is represented by the President,  Lars-Erik  Forsgårdh. 

All representatives and analysts participating do not have contacts with each 
other. All analysts do not follow the companies selected for this study. 
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(The  Shareholders'  Association)  
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analysts (SSA) 011e 
Lennart  
Sture  *  
Bertil  * 
Harry * 
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* = these analysts belong to the same firm 

Exhibit 23 Actors and Actor Groups Participating in the Study 
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4.2.4 A Capital Market Day at CompanyC - Observations 

I participated in a open day for financial analysts at CompanyC together with 
around 40 Swedish financial analysts and portfolio managers who follow the 
company. This kind of event will here be called "Capital Market Day ". No 
business journalist was invited. The company arranges one meeting like this 
every year with analysts. 

I was one among many others in a group and all the analysts did not know 
each other. The representatives of the company knew that I participated and 
observed the direct contact. This may have influenced the information 
disclosed and made the representatives more careful. I discussed the visit with 
several analysts that had participated before. They all explained that this 
"Capital Market Day" was very much like previous ones. Therefore, I do by 
this not believe that my presence influenced the information process or the 
information exchange. IR.0 was as strict as he was during the interview, and 
careful that no information outside the official programme was revealed during 
the presentation. This is consistent with a description of him by a person who 
knows him outside the context of direct contacts. 

I observed the representatives and analysts in their interaction and made notes 
about the information process and the information in this particular direct 
contact. The representatives gave a presentation of the company and the 
analysts had the opportunity to ask questions. Notes were made about that and, 
for example, who they talked with, what they discussed and other factors 
about the information process. I had the opportunity to discuss with 
representatives and analysts during the day. This gave me a better 
understanding of what the analysts found important, and how they 
apprehended the visit. 

4.2.5 Analyses of the Data with NUD.IST 

The software QSR NUD.IST43  is used as a tool for systematising interviews 
and making the analysing easier by categorising the data, utilising a method 
called content analyses. This method helps to organise and analyse extended 
texts and interviews. Two descriptions of the analyses method by  Krippendorff  
(1980,  p.  21) are as follows. 

43  Qualitative Solutions and Research Pty Ltd., Revision 3.0, 1996 
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1. "Content analyses is a research technique for making replaceable and valid inferences 
from data to their context" and 
2. It is "...a research technique for the objective, systematic, and quantitative description 
of the manifest content of communication". 
I will return later to the way in which I used the content analyses method. The 
analyses process of the interviews become more visible with this method. 

Content analyses has been used for analyses of the information content in 
analyst reports. Govindarajan (1980) uses a computer program to classify 
written text in analyst reports and to identify types of information used for 
justification of recommendations. Previts et. al (1994) use content analyses 
when studying the information needs of sell-side analysts. They analyse 479 
individuals, and full text reports from 214 companies. The frequencies of 
words and phrases are determined in a pilot case through a computer program 
and by all four authors. They develop a standardised coding instrument by 
studying the use and context of the most frequently used words and phrases. 
The coding is first reviewed by one of the authors and then by the rest of the 
team. This is done to certify the consistency of the coding'. New words, 
phrases and themes related to the topic are detected through the process. (See 
also Boland & Bricker, 1995; Rogers, 1996, and Rogers & Grant, 1997.) 

Day (1986) utilises the method for analyses of the use of annual reports by UK 
investment analysts. Interviews and protocol analyses make the base of the 
analyses. Words and phrases from, or associated with, annual reports and 
accounts used by the analysts are then counted. The specific context of a word 
is taken into account. The more a word is mentioned, the more important it is 
considered to be for the analyst. The computer program makes this kind of 
analyses easier, and it is also possible to merge categories. 

Qualitative data is categorised in a tree structure at three levels in this study. 
Letters, words, and sentences are not counted. The categorisation and analyses 
were performed throughout the research process in phase with the literature 
study and the development of the interview schedule (Appendix 4-9) and after 
the interviews with the help of both the theory and empirical data. I coded 
and re-coded the interviews several times throughout the process'. This helps 
to improve the stability. The categories were discussed at a seminar where new 
categories were added and others developed. The categories representing the 
different types of information are only a tool for receiving a deeper 

44  Intra-observer reliability and inter-observer reliability, see Section 4.1.2 
45  Intra-observer reliability, see Section 4.1.2 
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understanding of the information in direct contacts. The categories themselves 
are not the main results of the study. No quantification of answers is listed. 
The first reason for this is the small amount of interviews. The second is that 
no exact transcriptions, word by word, of interviews are available. A  tape-
recorder  was in most cases not used, as mentioned earlier. It is not possible to 
count how many times a specific word or sentence was used only through the 
notes made. This is otherwise a possible means of quantifying qualitative data. 
It is still possible to see patterns and structures in the few interviews that can be 
followed up. The whole process is stored in several steps and can be reviewed. 
The same lines in an interview can be, and are in many cases coded into 
several categories. 
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5 	The Information Process - Contacts and 
Relations 

The information process in direct contacts between representatives of traded 
companies and financial analysts is divided into two parts 
1. Contacts, and 
2. Relations. 

We will in this chapter make a more extended description of the information 
process than that reported in previous studies and thus acquire a greater 
understanding of the process and the types of information that can be 
exchanged. The information process and types of information are closely 
connected and not completely separable. The results and analyses of the 
information process will for that reason also include types of information, and 
vice versa. The results and analyses will in some cases be connected to and 
compared with previous studies presented. This is done to increase our 
understanding with further possible explanations. 

The direct contacts are considered in Section 5.1-5.3, which consist of a 
description of different kinds of direct contacts mentioned by the actors, their 
location in time, their frequencies, the representatives participating and the 
initiative-takers. The category contact is a more "technical" description of the 
direct contacts and only briefly mention intentions. 

BSA Nils finds it important to declare that he does not have contacts with the 
companies. He has contacts with people in the companies, the representatives. 
We will here describe the relations between the people participating in direct 
contacts from the actors point of view. The sections dealing with relations, 
5.4-5.7, are "softer". They provide a greater understanding of the people 
involved in direct contacts, and how they can influence the contacts. The 
relations include informal and formal contacts, how the parties develop 
relations, and mutual exchange and dependence. The relations are considered 
by the different groups of actors. 

The reader is recommended to return regularly to Exhibit 23, the table 
summarising the actors, and to Appendix 3. The financial analysts mentioned 
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will referred to as SSA (sell-side analyst), BSA (buy-side analyst), and BJ 
(business journalist). This is done to simplify the identification of the analyst 
groups. 

5.1 	Different Kinds of Direct Contacts, Their Location in 
Time and Frequencies 

5.1.1 The Companies and the Three Groups of Analysts 

Frequent Contacts Organised by the Three Companies  

The frequency of direct contacts, the number of analysts following each 
company, as well as the amount of  IR-departments have, according to the 
analysts and the representatives, increased during the last few years. The 
companies arrange regularly and irregularly investor relations activities. All 
three companies find these activities important and necessary and worth the 
resources allocated to them. 

Regularly arranged activities for investors held close to the dates of the four 
reporting occasions, seem to be common for all three companies. Most of the 
direct contacts take place close to reporting occasions. The companies gave 
some examples of regularly presentations for analysts. CompanyA arranges a 
press conference close to the publications of the annual accounts. They have 
annual meetings in London and New York. CompanyB has a presentation on 
an annual basis, and an information tour to Stockholm, London and Zurich 
after the 6-month report. CompanyC has breakfast meetings the morning after 
the disclosure of a report for a part of the year or a press communique. 

Regularly telephone conferences and "one-to-one" meetings also seem to be 
common close to reporting occasions. CompanyB has one telephone 
conference after the third quarter and CompanyA has one close to the half-
year report. According to the representatives, analysts want to meet them for 
discussions after telephone conferences or other presentations. Telephone calls 
and faxes seem to be direct contacts frequently used. IRA receives around 10 
phone calls in a normal week, but can receive up to 50 calls when anything 
special happens. Some analysts call him once a week or even more often while 
others only call him four times a year. Analysts call when they have "intelligent 
questions from interesting angles and when they want to check-or, according to IRC. 
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It can, for example, be to check facts or to check the present situation in the 
company. 

IRA has on average 2-5 visits every week, but there can be more. Around 150 
to 200 analysts and investors usually participate in "Capital Market Days" 
arranged by the company. This shows a great interest in the direct contacts. 
IRB and the other two  IR-people in CompanyB have separate meetings, 
"one-to-one", with analysts around 60 times per year and person. The whole 
company holds approximately 180 such meetings per year for the company. 
The frequency above only concerns direct contacts of the "one-to-one" type 
but the company arranges as mentioned, additional activities and gives 
presentations to analysts and investors. CompanyB frequently arranges 
conferences such as power-line conferences. Technical courses with 
presentations of important technology are arranged once a year. Business areas 
are presented during field trips to segments and regions. Plant visits where 
investors and analysts walk around and discuss with different representatives, 
for instance in  Ludvika,  are also arranged. 

CompanyC and the steel industry is followed by twenty-two financial analysts. 
IR.0 carries out 100-150 presentations of the company every year in Sweden, 
and two regular presentations in London. He is "theoretically" supposed to 
spend as little time as possible on investor relations. The resource for direct 
contacts is estimated to be 30% of IRC's working hours. Press conferences for 
journalists are used close to the with disclosure of financing projects. They are 
rare otherwise. CompanyC arranges once a year a "Capital Market Day" with 
a plant visit. One example is the one I participated in, where visits to and 
presentation of three parts of the company took place. BSA Roger gave as an 
example the frequency of company visits at Volvo, where the representatives 
have about three analyst visits a week. 

The Specialists do not Perceive any Lack of Resources for Direct Contacts 
While the Generalists do.  

Sell-Side Analysts - Specialists 
SSA 011e participates in 15-20 weekly direct contacts with representatives, 
finds the "one-to-one" meeting to be the most common and holds a few such 
meetings every week. His firm allocates extensive resources to contacts. They 
selectively participate in all the valuable events arranged by companies. This 
analyst explains that the most expensive events by companies tend to be the 
best. These usually to provide him with most information.  Sture  visits some 
company every week and talks with representatives at different companies 
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three to four times a week. Harry visits companies about every two months. 
He has contacts with each company on average eight times a year, particularly 
before and after the publication of reports. He has more contacts when he is 
working on an analyses of a specific company. Harry can visit a company 
whenever he needs to, and has no restrictions in resources. 

Lennart pays simple visits every two or three weeks on average, and gives four 
recent visits as examples. He does not have the time for more visits. Lennart 
believes that he will have more time when he is provided with an assistant to 
take care of administration and arrangements. He has not worked long as an 
analyst, and this is another reason for his few direct contacts. He finds the time 
too scarce for more contacts, but still does not apprehend numbers of contacts 
as too few. This is a contradiction. The circumstances may require him to 
prioritise of other things. More direct contacts and more information only 
cause an information overload, according to this analyst. 

011e gives two examples of recent events arranged by companies. The first is a 
two day event at Electrolux in the US. Analysts from the US, the UK and 
Sweden visited a plant. The second is a "Capital Market Day" at  Sandvik  in 
the Netherlands. Anton gives an example of a "Capital Market Day" at  SCA  
with around 100 investors and analysts invited from all over Europe. The 
direct contacts also seem to include social activities, such as eating and 
drinking. Breakfasts, lunches, dinners and to going for a beer after work with 
representatives are some variants mentioned. The Swedish Financial Analysts 
Federation (SFF) also arrange lunches, in addition to those arranged by 
companies and analyst firms. 

Sometimes customers participate in visits. Lennart recently visited Pharmacia in 
London together with customers.  Bertil  has private meetings with 
representatives or combined meetings with representatives and customers a 
couple of times every quarter. Time for direct contacts is scarce and priority 
given is to spending time on direct contacts with customers. It seems as if the 
amount of customer relations has increased for the analysts. The three analysts 
Lennart,  Bertil  and  Sture,  who belong to the same analyst firm, all seem to 
emphasise company visits together with customers more than the other 
analysts. This can indicate differences between analyst firms and in customers 
involvement are in company visits. Direct contacts between financial analysts 
and their customers seem to be important, but are almost neglected in the 
research literature. Analyst reports are the main channel studied (Previts et al, 
1994; Rogers, 1996). Givoly and Lakonishok (1984) briefly touch upon this by 
observing that different groups of customers and investors receive financial 
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analyst forecasts on different dates. There is one date for disclosure to preferred 
clients, one to all clients and a third when the information is publicised for 
other users. 

The analysts mention phone calls as an important type of direct contact. 011e 
makes in general one phone call every month to less complicated companies 
and more to complicated. This will be discussed in Section 5.1.2. The analysts 
also call representatives when anything special happens in the company, i.e. 
when they receive information on their computer screen, in time with press 
releases. 

Buy-Side Analysts - Generalists 
Buy-side analyst Nina and Nils visit every company regularly once a year and 
irregularly when anything special happens. They can return to a company on 
several occasions, close in time, if they want a better picture of the company. 
Direct contacts are important for these analysts who perceive the resources for 
direct contacts as scarce. They would have more frequent and extended 
contacts if they could. They seldom visit a subsidiary abroad. PM Anton makes 
approximately 100 visits a year, 2-3 visits a week. The week of interview 
contained four. He finds company visits to be one of the most important 
mainstays of his working method and wonder why all analysts and portfolio 
managers do not have frequent first-hand contact with companies. 

Roger gives a description of direct contacts with Volvo. This gives an 
impression of the frequency of direct contacts in a specific company. He has 
around three "one-to-one" meetings, plus other visits at specific segments 
every year. One example is "Capital Market Days" with company visits, when 
he looks at the physical part of a plant. They often end with a discussion 
around the dinner table. Company visits are paid to different segments in the 
company, such as Volvo Cars, Volvo Trucks, and Volvo Buses in Gothenburg, 
Construction Equipment in  Uddevalla  and other parts in Belgium and 
Holland. Volvo Trucks is an important section, recently checked through a 
visit. The scope of a visit varies in companies and between occasions. It can last 
from one hour to several days. They can consider all divisions or only one or a 
few production lines. Fundamental analyses is exclusively used for valuations of 
stocks in Roger's organisation, and company visits are extremely important in 
these. He finds this to be the fastest way to obtain information. (See also 
Arnold & Moizer 1984, Olbert 1992, Pike et al 1993 and Vergoossen 1993.) 
Fundamental analyses is the most common valuation method used by analysts. 
It helps analysts to justify their recommendation to customers. It can help 
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analysts to detect operational and financial problems not disclosed in reports 
and prognoses issued by the companies (Drake & Peavy, 1995). 

Phone calls and faxes are other direct contacts mentioned by this group of 
analysts. The analysts call representatives when anything special happens in the 
company, when they want to check facts between reporting occasions, and if 
they want to discuss anything. They can, for example, discuss future 
expectations of the industry. The analysts participate in events arranged by the 
companies, such as conferences and lunches. None of the buy-side analysts 
seem to go out for a beer with representatives. 

Business Journalists - Generalists 
Business journalist Anders has contact with each company on average once a 
month. He has more contacts during the periods when he analyses a company 
and fewer between these occasions. The frequency for contacts can depend on 
the present status of the company, specific events and if the company is 
involved in business of material interest. Anders has been working at analysing 
companies for 15 years. He does not pay regular visits to all companies as he 
used to in the beginning. This is consistent with Olbert (1992) where analysts 
with 11-20 years' experience discuss with representatives less frequently than 
those with less experience.  

Viktor  visits in general one company a week and meets representatives four to 
five times per week. He would prefer to have more meetings. Most visits to 
Volvo, for example, take place at the company's headquarters and very few on 
plant floors. This is because he is a generalist. He participates in events arranged 
by companies, e.g. press conferences closed to with reports and events, and 
conferences. Periods with more frequent contacts coincide with his work on 
analyses of companies. He is now analysing 26 companies within an industry. 
Complementary information is collected within a few days. Most contacts take 
place by phone, during with the analyses work. He also makes some visits. The 
contacts are generally short and detailed questions are discussed on these 
occasions. 

Frans finds the time for direct contacts scarce, and would prefer to have more. 
He meets representatives from all companies frequently, at least once a year, 
and selected companies infrequently. He frequently calls companies and 
participates in as many presentations and events as possible. Frans participates in 
"Capital Market Days" arranged by companies. Analysts and business 
journalists visit a plant or make a journey somewhere on these occasions.  
Viktor  describes a journey arranged by  Stena  Line to test a new high-speed 
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ferry between England and Ireland. This can be compared to plant visits in 
production companies. Anders finds that companies arrange few journeys 
nowadays. Portfolio manager Anton, a previous business journalist, explains 
that companies arrange similar conferences for business journalists to the ones 
organised for buy- and sell-side analysts. He gives a trip to Latin America with 
Scania and a report presentation with the SE- bank as examples of events 
arranged only for business journalists. 

Phone calls are considered to be the most important and fastest communication 
channel by the business journalists. For instance, they can call to check facts, 
obtain timely information between reports, and when press releases or other 
information are disclosed. Additional types of direct contacts mentioned by the 
business journalists are social activities. This can involve going out for a beer, 
soccer games, and fishing shrimps. 

5.1.2 Frequency of Direct Contacts, Dependent on Specific Factors 

We will here continue to examine other factors that influence the scope and 
frequencies of direct contacts. The factors in the specific companies that will be 
studied are 
1. complex versus non-complex companies (heterogeneous / homogeneous) 
2. size of the companies 
3. events in the companies, how often a company arranges activities, and 
4. for buy-side analysts, the owner structure, how big an owner they are in a 

company. 

A Higher frequency of Direct Contacts in Complex Companies 

The scope and frequencies of direct contacts seem to depend on how complex 
the company is. Analysts need more direct contacts with representatives in 
complex companies than with representatives in less complex companies. SSA 
011e gives the example of seven companies which he follows in the 
manufacturing industry. He divides them into non-complex (homogeneous) 
and complex (heterogeneous) companies. There is a scale between these two 
ends which indicates different degrees of complexity. The definition of 
complex companies by the analyst that we will see below agrees with the 
definition in Section 3.3.3. 

Homogeneous (non-complex) companies are companies where it is possible to 
focus on the whole company. Atlas Copco,  Sandvik, SKF  and Ceko Tools are 
some examples. Visits and telephone calls are the main form of contacts in 
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these companies. He primarily visits them unsystematically. 011e has around 15 
contacts every year with representatives in  SKF.  These can include a telephone 
call every month and about four meetings a year. Heterogeneous companies, 
such as CompanyB, Electrolux and Celsius are more complicated. In these 
cases it is difficult to analyse the whole company. The analyst focuses on the 
most important parts and lets the rest wait. CompanyB has two parent 
companies, and four segments with 5-10 business areas in each segment. 011e 
has on average 1 1/2 contacts every week with representatives in the company, 
about 75 per year. The analyst has to return several times to these companies to 
be able to form his/her own picture. Nils and Nina also mention companies 
where they have to return several times to get a picture. 

CompanyA can be seen as complex in another sense too. Their products are 
complicated and demands specialist knowledge. There are therefor many 
physicians who work as financial analysts. BJ Anders finds it difficult to obtain 
information about companies with complicated products or services, such as 
medical companies. Power companies are less complicated and he can look at 
the weather, the price of oil and other factors that are easy to observe. The 
complex CompanyB seems to frequently arrange activities, such as recurrent 
meetings in different countries, presentations, conferences and technical 
courses to keep investors informed. Representatives teach analysts about the 
most important and material forces, and improve their understanding of the 
company. IRB believes that they have more resources for investor relations 
than other Swedish companies. One reason is, according to him, the 
complexity of the company. 

CompanyC is not as complex as CompanyA and CompanyB. Less resources 
are spent on investor relations. They only have one  IR-person and his main 
job is to act as the financial director. CompanyC arranges fewer activities for 
teaching the market about the company. One analyst at the "Capital Market 
Day" which I participated in compared the plant visit to a tour of a museum. 
The production process has not changed much in a hundred years. This is not 
the case in all parts of the company but in the main part. 

Complicated companies seem to demand a higher frequency of direct contacts 
and more discussions. This is consistent with the study by Rogers (1996,  p.  
111). He found more non-report information' cited in analyst reports for 
complex companies than in those for other companies. Analysts spend more 

Information from other sources than companies official reports (annual reports, 10-K reports, 
etc.), e.g. direct contacts 
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time identifying information beyond what is provided by company reports in 
complex companies. 

Only a Few Contacts Every Year in Small Companies 

The frequency of direct contacts can depend on how big the company is. Big 
companies receive more attention than small. They are perceived as more 
interesting in many cases, and thus attract more frequent direct contacts. No 
definition of "big" versus "small" companies is provided by the participating 
analysts. The big companies mentioned by the analysts tend to be situated on 
the  A-list  while the small companies are situated on the other two lists'. The 
analysts only have a few contacts every year in small companies. This agrees 
with the discussion in Section 2.2. Big companies generate more transactions 
and can for that reason be expected to be more interesting to analyse in detail 
(Bhushan 1989). Analysts may need more direct contacts to obtain the detailed 
information, and be able to understand the company. All three companies in 
this study are big companies with many direct contacts. There may be a 
correlation between big and complex companies. Complex companies tend to 
be big. 

Ownership Structure in a Company 

Direct contacts also seem to depend on the ownership structure in a company. 
There tend to be more direct contacts in companies where a specific 
institutional investor is a big owner (i.e. a high frequency of direct contacts 
within the analyst firm). This is also the case when a company to a great extent 
is owned by different institutional investors (i.e. a high frequency of direct 
contacts in the company). The buy-side analysts in this study find companies 
where they are big owners interesting. They have more frequent contacts with 
these companies than others. Roger gives Volvo as an example of a company 
where his institution is a big owner, and has frequent contacts. The 
representatives also seem to have more frequent contacts with analysts when 
institutions are big owners. The analysts sometimes invite the companies where 
their institutions are big owners, to a dinner, for example. BSA Roger explains 
that his institution invites around 20 companies where it owns more than 10%. 
PM Anton states that his firm invites ten companies where it is a are big 
owner. SSA 011e state that his firm usually invites the top management of 

47  See Section 4.2.3 for an explanation of the different lists at the stock exchange. 
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companies together with their biggest and most important customers, who 
often embody a considerable number of the company's shareholders. 

The occurrence of more frequent direct contacts with companies where 
institutions are big owners is supported by Rogers (1996  p.  114). More non-
report information, such as direct contacts, is cited in analyst reports of 
companies with a higher degree of institutional ownership. More analysts also 
tend to follow companies with a high level of institutional ownership (Bhushan 
1989). A higher amount of institutional ownership increases the demand for 
analysts' services. Buy-side analysts have more direct contacts in a company 
where they own a great deal of stock and sell-side analysts who provide buy-
side analysts with information also need more direct contacts to provide the 
buy-side analysts with information. (See Arnold & Moizer, 1984; Rogers, 
1996.) This give us additional understanding of the non-cited information in 
analyst reports. We obtain additional support for the hypothesis that non-cited 
information comes from the information source of direct contacts. 

Analysts Spend Less Time in Passive Companies 

Some companies frequently arrange activities for financial analysts, while others 
do not. The analysts in this study seem to appreciate these activities. The 
amount of activities influences the amount of direct contacts with the analysts 
participating. The frequency of direct contacts turns out to be lower in 
companies that never or seldom arrange anything. BSA Roger usually checks 
these companies five to six times every year. There are some companies, 
discussed both in the interviews, and at the "Capital Market Day" at 

:CompanyC, that never arrange anything. They prefer not to have direct 
contacts. The analysts seem to spend less time at such companies. 

This is consistent with the earlier discussion in Section 2.2 where it was stated 
that companies that spend more time on investor relations activities and 
disclose more information are more appreciated by analysts. They tend to be 
followed by more analysts. (See Bhushan, 1989; Farragher et al, 1994; Cho & 
Harter, 1995; Lang & Lundholm, 1996.) This is only based on discussions 
with, analysts and another picture is formed when discussing this matter with 
representatives. We saw in Section 2.5 that companies perceive themselves as 
more active in arranging activities for analysts than what the analysts perceive 
them to be (Kennedy & Wilson, 1980). Analysts want as much information as 
possible, but companies also have to take care of their business. 
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5.1.3 What Can be Learned from the Different Kinds of Direct 
Contacts, Their Location in Time and Frequencies? 

This study provides further examples of different kinds of direct contacts 
(Exhibit 24). There are probably more types of direct contacts than mentioned 
here those, and the figure can be developed through more studies. Some types 
of direct contacts can be included in other types mentioned. A breakfast 
meeting can, for instance, include a presentation of a company. "Capital 
Market Days" can include a presentation, a plant visit, and a dinner. The actors 
describe different kinds of direct contacts and give examples. This provides us 
with a greater understanding of the information process. 

We can see that direct contacts frequently occur close to the dates of annual, 
and interim reports. This is consistent with Gambling (1985). Companies do 
not disclose the reports and hope for the best, they help the users to 
understand and interpret the content. Few company visits are, according to 
Gniewosz (1990), scheduled close to disclosures of financial reports. He may 
by this mean plant visits. Analysts and representatives in this study mainly 
consider big presentations by management, telephone calls, and "one-to-one" 
meetings for further explanations of the content of reports. We consider all 
kinds of direct contacts here and not only company visits. There may also be a 
difference between Sweden and Australia. There is a need for further studies 
on this topic. 

The analysts have direct contacts between the reporting occasions to check 
facts, request clarification and obtain timely information from companies. 
Collection and analyses of information do not only take place when preparing 
analyses of a company and close to the disclosure of recommendations. 
Representatives and analysts have frequent direct contacts. This agrees with the 
discussion in Section 2.4.2. Analysts need a current view of the company at 
every point in time and not only close to with the company's disclosures. (See 
Gniewosz, 1990; Day 1996.) This gives additional strength to the importance 
of direct contacts. 
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Exhibit 24 Different Kinds of Direct Contacts Between Representatives and 
Financial Analysts 

Both the generalists and the specialists in this study seem to spend a great deal 
of time on direct contacts. The frequency of direct contacts differs between the 
three groups of analysts. This is consistent with the findings, discussed earlier, 
that different groups of analysts work in different ways (Arnold and Moizer 
1984, Bouwman et al 1987, Lee & Tweedie 1990, Olbert 1992). The sell-side 
analysts seem to have the most frequent and continuous contacts with each 
company throughout the year. They have frequent direct contacts with all 
companies around reporting occasions, and additional frequently occurring 
contacts with some selected companies throughout the year. Infrequent 
contacts with selected companies when something special happens are 
common. The contacts do not only take place during the analyses of a 
company and when they are writing reports. This group seems to visit each 
company more than the two generalist groups when considering the results 
from this study. They follow fewer companies and have more time for direct 
contacts with each company. The sell-side analysts do not experience a lack of 
resources for direct contacts. Company visits together with customers, an 
information channel so far neglected in the literature, seem to be common. 
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Buy-side analysts do not perceive that they have the same amount of resources 
for direct contacts as the specialists. They experience a lack of resources. They 
use information from sell-side analysts and only collect complementary 
information, and therefor need fewer contacts with each company. The 
collection of first hand information on companies through direct contacts is 
still important. This group does not mention direct contacts in the form of 
social activities to the same extent as the other two groups. Business journalists 
seem to utilise much resources on a company at one point in time, namely 
when they analyse the company, and nearly none otherwise. They also have 
direct contacts close to the disclosure of information by companies. Their time 
for direct contacts seem to be scarce. 

None of the analysts exclusively have either frequent or infrequent direct 
contacts. Most of them seem to visit all companies frequently, at least to 
participate in the companies' presentations. The analysts do not make 
exclusively frequent or infrequent visits as in Lee and Tweedie (1990). (Exhibit 
11.) They can make frequent visits to all companies and still make infrequent 
visits to some selected companies or to all companies. We cannot, from these 
findings, draw any conclusions concerning how many analysts frequently or 
infrequently make visits as in Lee and Tweedie. 

The three companies do not have the same amount of resources available for 
direct contacts, even though all companies find them important. CompanyC 
only has one part-time  IR-person in Sweden. The other two companies with 
more extensive business abroad also have  IR-people in other countries, and 
thereby more contacts. Individual contacts with analysts and representatives, 
such as "one-to-one" meetings, and phone calls, seem to be the most 
common. 

The frequency of the direct contacts is influenced by how complex the 
company is, the size of the company and the ownership structure in the 
company. There tend to be more direct contacts in complex companies where 
it is not possible to analyse the whole company. Detailed knowledge of and 
direct contacts with different sections are needed to gain a better understanding 
of the company, according to the analysts. Big companies generate more 
business for the analyst firms (Bhushan, 1989) and the analysts need more 
resources for analyses and valuations of these companies. This seems to increase 
the amount of direct contacts. Companies owned to a great extent by 
institutional investors are seen as important by the owners and thereby analysed 
more. Deeper analyses and more direct contacts seem to be needed. 
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5.2 Company Representatives More than a Grey Mass of 
Management 

We will here take a deeper look at representatives participating in direct 
contacts from the perspectives of the company representatives and the three 
groups of analysts. Differences between representatives depending on 
company-specific factors, such as the complexity and size of the company, will 
be considered. 

5.2.1 Representatives in Direct Contacts Identified by the Actor 
Groups 

The Information Wanted by the Analysts Determines which Representatives 
Participate  

There is according to the financial analysts a trend towards centralising investor 
relations in companies to an  IR-function. Most contacts tend to be with an  
IR-person, who provides entrance to the company, but other representatives 
also participate. 

Sell-Side Analysts Prefer Contacts with Representatives at Different Levels 
The centralisation of information can simplify direct contacts for the sell-side 
analysts. They can turn to one person, who helps them to obtain the 
information. There are also negative aspects. The  IR-person cannot be 
expected to know everything and answer questions about a part of a part, 
according to SSA Lennart. He finds that information is more founded on facts 
if the representatives in charge of specific functions are responsible for the 
information on their part. Companies can facilitate the analysts' work and have 
lists of the representatives responsible for the different functions. 

011e generally has contacts with managers for different business areas, sales 
persons and people who work at product development. He has seldom 
contacts with the president. The analyst finds it valuable to meet as many 
people as possible at different levels and describes his work as collecting the 
pieces of a jigsaw puzzle. He collects small pieces from different people and on 
different occasions. What people he meets depends on the information he 
wants. The tax rate is of interest from the administrative manager and CFO, 
and strategic information when contacting the managers of the business area. 
Plant managers can give signals about developments in the production volume 

102 



at an early stage. Representatives at lower levels can give information about 
employment freezes at their plant.  Sture  explains that top management cannot 
give an overall picture of the whole company. They know the company's 
strategy but not the market. Managers for a division, people from the 
marketing department, salespeople, and a company's analysts are sometimes 
more relevant. Discussions with market analysts and sales departments give a  n  
important perspective on the state of market, and reveal information about the 
competitors. Representatives from the operative level, where business takes 
place, give detailed information about the company and its business. 

Harry usually meets the administrative manager, the president and the CFO. 
Lennart mentions representatives in other countries, e.g. managers from 
Pharmacia in London. He finds it sensitive to discuss with representatives at 
lower levels in the companies.  Bertil,  an analyst in the banking and finance 
sector, has contacts with senior staff at the sections. He finds people on the 
financial side extremely busy and difficult to come into contact with. 

Buy-Side Analysts Prefer Representatives in High Positions 
Nina, Nils and Roger have frequent contacts with  IR-people, but Anton does 
not find this valuable, with a few exceptions. He perceive that they seldom 
know the company and the analysts' way of thinking. Nina and Nils mainly 
have contact with the president, the managers for business areas, the CFO and 
the administrative manager. Contacts with the president are valuable in some 
companies, while it is better to have contact with staff close to the president in 
others, e.g. Ericsson, where the president is busy and difficult to reach. Roger 
finds contacts with top management important. They are vital for the 
company, have relevant information and need to be evaluated. Information on 
how subsidiaries are run can be provided by their own management . 

Anton only wants contacts with people who understand the market and the 
company, and have a financial perspective. All representatives do not 
understand the financial part of the business. Some do not understand the 
industry, for example, managers who move between companies and industries. 
People in high, decision-making positions comprehend  Antons  questions. 
They can give proper answers, and discuss the balance sheet. They also know 
how to solve specific problems. Anton explains that they can think for 
themselves, while others only report on what they are permitted to. The 
president is most important in some companies, and the CFO in others. People 
responsible for research at different divisions are also of interest for Anton. 
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Business Journalists Prefer Contacts with the President 
The business journalists seem to prefer contacts with  IR-people less than the 
other two groups. This is in accordance with IRC's description. There are 
companies where Anders never has been in contact with  IR-people and 
information people. Frans talks almost exclusively with the president, the 
financial manager, and the  IR-people, and rarely with people on lower levels. 
He normally discusses with the president in each company once a year, but 
sometimes more frequently. The most frequent contacts still seem to take place 
with  IR-people.  

Viktor  mostly talks with the president, and next to him with the  IR-person. 
Well-informed representatives, such as members of top management, are most 
valuable. They can give immediate feedback and decide whether a specific fact 
is true or not. According to the analyst, other representatives can only give 
general answers and cannot think for themselves. Most of his meetings take 
place with the president, who is able to make statements on the business. The 
readers of the business magazine want to receive good or bad news about  SKF  
from the president and not from the production manager. The level below the 
president, however, seems to provide more detailed information, and questions 
about the industry are discussed at this level. Victor finds managers for 
development, finance, and market departments difficult to reach. He still has 
contacts with them. He describes discussions with research managers as 
valuable. If Ericsson are to spend  SEK  20 billion on research he can ask them 
where the money will be used. 

Anders is interested in different representatives depending on the information 
he wants. He finds it most valuable to meet competent and independent 
representatives with whom he can discuss. This analyst has noticed that the 
representatives differ with regard to competence, as well as how autonomous 
they are allowed to be. The CFO is in general the most important, but people 
responsible for disclosure of information can in some companies be more 
important. He has contacts with research managers and finds them more 
important than financial managers in the medical industry. 

Company Characteristics and Representatives Participating 

The President Mainly Participates in Big Presentations 
Analysts prefer to talk with top management and the president in CompanyA, 
but their time is scarce. It is not possible to let every analyst meet them. They 
hold regular presentations, mainly close to the publication of reports, e.g. 
telephone conferences, press conferences and annual presentations. IRA is 
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involved in most of the company's contacts in Sweden and there is one  IR-
person who takes care of the contacts in the USA. He is not a member of the 
top management but has access to their information. His manager reports 
directly to the president. Analysts have access to the manager for PR and 
information, the CFO, managers for the product segments, and managers for 
the research areas. They meet people on lower levels in the organisation 
around 3-4 times a year, in groups or alone. CompanyA is a research-intensive 
company within the medical industry. Contacts with research managers are for 
that reason important for the analysts. 

The president's and top management's time in CompanyB is expensive and 
restricted. They mainly participate in frequently occurring presentations. 
Presentations are given by top management, the group president, and some 
other interesting person on an annual basis. The president is involved in two 
big presentations every year and other big events. The top management has a 
telephone conference close to the publication of third-quarter report. Key 
people such as the four segment managers and the area managers also represent 
the company. They present their domains at meetings with analysts, e.g. during 
field trips made by analysts to segments and regions or at conferences. There 
are people in the company who do not want to meet analysts. They consider 
this kind of activity to be the  IR-functions' business. There are also others 
who are very interested. IRB is active in representing the company. He 
describes that he acts as a link between the stock market, the present and 
potential investors, and the top management. IRB is not a member of the top 
management. 

CompanyC lets the analysts meet top management. They only allow three 
representatives, the group president, IRC who is the financial director and  IR-
person, and the information manager to make statements and comments on 
financial matters. IRC takes care of most of the contacts because the president's 
time is scarce. Business journalists prefer to talk with the president, but other 
analysts are content to have contact with IRC. The president participates in a 
few direct contacts, mainly big presentations, such as the breakfast meetings 
close to the publication of reports where IRC also participates. CompanyC 
arrange "Capital Market Days" with company visits for analysts and investors. 
Business journalists are not invited. The representatives participating are IRC, 
the president for the business area, plant managers and a few people from 
production. The analysts have the opportunity to talk with people at the 
operative levels for short times during guided tours, mainly about the specific 
production process. 
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More representatives Involved in Complex Companies 
SSA 011e has the most frequent contacts with IRB, who works in the complex 
CompanyB, and always participates in meetings with other representatives. He 
co-ordinates the contacts with different people and helps to find the right 
person for specific questions. The four segment managers, the managers for the 
business areas, the plant managers and the local research managers are other 
people whom he has contacts with. An example of one of his contacts is the 
research manager at the research centre in  Ludvika.  Managers responsible for 
different geographical areas, such as regions and countries, are also of interest 
for this analyst. 011e has, as we can see, many contact people in CompanyB. 
This helps him to gain a better understanding of the company. It is not 
possible for one representative to know all details about the different sections 
in this company. 

CompanyC, not categorised as complex, restricts the number of representatives 
to a few, mainly IRC. This may be enough in a company where the 
information process is fairly uncomplicated, and the business not divided into 
many segments and business areas. Analysts need to talk with people who 
understand the business, are able to answer questions and give relevant 
information. A person with the right education and long experience of 
working in the industry, as IRC, may be able to handle this. IRA and IRB 
have no specialist education for the specific industry and do not have as 
extended experience of their company as IRC. This may also increase the 
number of representatives involved in direct contacts. It is, however, difficult 
for one person to know everything in these complex companies. It can be 
easier for  IR-people in less complex companies to contact the relevant people 
in their own organisation and obtain the information asked for by analysts. BJ  
Viktor  gives an example of this. He sends a fax to the  IR-person in the 
homogeneous company  SKF.  This person arranges everything through his 
colleagues in the organisation, and answers all the questions. 

Representatives Higher located in Small Companies 
The representatives participating in direct contacts seem to differ in small and 
big companies. They tend to be higher located in the organisation in small 
companies. The president, the information manager, and the research manager 
are some examples of people of interest. The president is expected to know the 
small company best and is often the most important person when they do not 
normally not have an  IR-person. SSA 011e finds it easier to gain access to 
people at lower levels in small companies. 
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The  IR-people are the main representatives in big companies, but the analysts 
participating in the study seem to need additional contact people. Different 
information seems to be acquired from different categories of representatives. 
The presidents of big companies, such as Volvo, Ericsson and CompanyA 
cannot answer all questions. The top management, the president, and managers 
of divisions can provide strategies and visions. The CFO can give detailed 
financial information and explanations of this information. Other 
representatives of importance in big companies are presidents subsidiaries, 
representatives from business segments and areas, the company's analysts, and 
other people who know the market. CompanyA, CompanyB and CompanyC 
are all big companies. They all have an  IR-department that takes care of the 
main part of the direct contacts. The president only participates on a few 
occasions. 

5.2.2 What Can be Learned from the Contact People in the 
Companies, the Representatives? 

We can in Exhibit 25 see that the representatives participating in direct contacts 
are many and situated at different levels in the companies. They are not only a 
grey mass of representatives as in previous studies. The representatives are 
divided into top management, other management categories and other 
categories of personnel. All companies may not have all categories and there 
are probably also companies where analysts have contacts with other categories 
than these. The figure can be further developed through more studies. 

The analysts mention in general the same categories of representatives for 
direct contacts with companies. The most common categories are the 
president, the CFO, the administrative manager, presidents of subsidiaries, 
managers for segments and business areas, research managers, staff responsible 
for information, such as the information manager and the  IR-person, and 
managers for plants. The information needed by the analysts decide what 
representative to contact. The opposite can also be the case, i.e. the 
representative contacted decides the information that the analyst receives from 
the contact. 

There are some differences between the groups of analysts. Sell-side analysts 
seem to prefer contacts with many representatives at different levels in the 
organisation. It is in most cases not enough for them only to have contacts 
with top management and  IR-people. They need detailed information from 
different levels in the organisation to obtain a better picture of the company 
and to make a deeper analyses. This can also help to explain the more frequent 
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direct contacts in Section 5.1.1. They need more information from different 
categories to make their extended and detailed analyses. This increases the need 
for direct contacts. 

Representatives  

Top management 

• President 
• Chief Financial Officer (CFO) 
• President of a subsidiary 

Other management categories 

• Manager for a country 
• Manager for a region 

• Segment manager 

• Area manager 

• Plant manager 

• Manager for research 
• Manager for development 

• Marketing manager 

• Sales manager 

• Information manager 

Other categories of personnel 

• Controller 

• IR-representatives 
• Analysts in the company 
• Workers at operative levels 

• Sales people 
• People at marketing departments 

Exhibit 25 Company Representatives Participating in direct contacts with 
Financial Analysts 

The buy-side analysts, who are generalists, seem to prefer direct contacts with 
representatives in high positions, members of the top management, such as the 
president and CFO who can give financial information, relevant answers and 
think for themselves. This also seems to be the case for business journalists. It is 
sufficient for the generalists to talk with people with a general knowledge of 
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the company, and a few representatives can provide them with the information 
necessary for their less extensive analyses. The president, the people at the 
management level below, such as the CFO, are frequently mentioned by the 
business journalists. They seem to have, and also prefer less contacts with  IR-
people than the other two groups of analysts. This is consistent with the earlier 
discussions in Section 5.1.1. The generalists do not have the same amount of 
resources for direct contacts as the specialists. They have less frequent contacts 
and can thus not meet as many representatives. Their purpose is not to obtain 
as detailed information as the specialists. The generalists can acquire this 
infoimation from specialists. 

All three companies are big and have centralised provision of information. The  
IR-function takes care of most of the direct contacts. Top management's and 
the president's time is scarce in all companies. They mainly participate in big 
presentations a few times a year. IRA and IRB are not members of the top 
management, while IRC is. This implies that the analysts have access to top 
management to a greater extent in CompanyC. CompanyA and CompanyB 
can be classified as more complex than CompanyC and also seem to have more 
representatives at different levels in the organisation participating in direct 
contacts. 

5.3 	Initiative-Takers and Reasons for Direct Contacts 

Analysts seem to take most initiatives to arrange individual meetings with 
representatives, according to the analysts and the representatives. 
Representatives mainly take the initiatives to hold big presentations and other 
events for groups of analysts. SSA  Sture  explains that companies cannot invite 
only a few analysts. He wonders who they would invite in that case. The 
initiative can also come from a third party. Visits together with customers can 
be arranged by a fund manager, according to SSA Lennart. 

There seem to be exceptions. Representatives also take initiatives to establish 
some individual contacts, according to the analysts and the representatives. This 
mostly concerns contacts over the phone, but representatives also take 
initiatives to hold individual meetings. Analysts can for instance be asked if 
they want to meet the top management close to the date of a company's issue 
of new shares or introduction on the stock exchange. Another example 
mentioned by SSA 011e is a new president who contacted all analysts who 
followed the company and discussed their expectations. A similar example 
mentioned by a buy-side analyst concerns representatives who take the 
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initiative to establish contact when an analyst firm becomes a new owners in a 
company. New business journalists are also contacted by analysts, according to 
Frans. The  IR-people state that they establish some individual contacts. This 
can be for discussions or when a new analyst follows their company. A whole 
department at a business magazine can be invited to dinner by a company. 

Business journalists can be contacted by a company representative if company 
want to disclose information through the magazine, or give feedback on an 
article. BJ Frans explains that there are presidents who want to meet him and 
disclose their message through his magazine. BJ Anders becomes suspicious 
when representatives want attention in the media. He refuses to write if it is 
uninteresting. The size of the company seems to be important in this context. 
Representatives for small IT-companies contact business journalists to a greater 
extent than representatives from big companies. 

Representatives can call an analyst to discuss too high a prognosis. This is 
especially mentioned by the sell-side analysts. SSA 011e explains that companies 
want to correct mistakes. An influential firm can give wrong expectations 
concerning the price of its stock. The analyst can misunderstand something 
that affects the prognosis. The parties can have different bases that need to be 
discussed. All analysts do not have experience of representatives contacting 
them, for example SSA Harry. 

Exhibit 26 summarises the reasons why company representatives and financial 
analysts take initiatives to establish direct contacts. The arrows indicate the 
direction of the initiatives. The top of the exhibit shows that analysts take the 
initiative in establishing most contacts with representatives in the form of 
individual contacts. This is the thickest arrow. The representatives mainly take 
initiatives to arrange big presentations and events organised by the company, 
but there are exceptions. The  IR-person in the study takes initiatives to 
establish contacts and some of the analysts seem to be contacted by 
representatives while others never are. Some reasons why the parties take 
initiatives to establish contacts are mentioned, but these are probably only a 
few. They reasons are not ranked in a specific order. 
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5.4 Informal and Formal Contacts or Relations 

One part of the information process, which concerns to the relations between 
the parties, is whether the direct contacts are formal or informal in character. 
We will here see how the representatives and the analysts look at in this aspect 
of the contacts. 

SSA Lennart describes good communication as fairly informal. He does not 
necessarily need to know the representatives personally. PM Anton states that 
he experiences most contacts as being informal, apart from some exceptions 
with strict and formal representatives. The contacts start in a formal manner 
and become informal and relaxed through time. SSA 011e finds informal 
contacts with old friends in organisations valuable. They can give useful 
information. IRA describes his contacts as informal. The parties get to know 
each other and also talk about other things than business, such as family and 
holidays. He has worked as a financial analyst and still has friends in the 
industry whom he privately socialises with. These contacts are probably more 
informal than contacts with unknown analysts. Nor does IRC consider his 
direct contacts to be formal. He has met and knows all the analysts who 
follow the company. Formal reports are disclosed by the company, but 
discussions with analysts never take place through letters. 

There are analysts who consider their contacts to be formal. SSA Harry 
believes that his contacts will develop and become more informal when his 
friends advance in organisations.  Viktor  describes his contacts as formal with an 
informal frame and mentions examples such as fishing shrimps,  
"Hindersmässan"  (a trade fair organised in the steel industry),  Stena  Line's test 
of a new high-speed ferry, and a visit to Celsius as examples. Contacts can have 
a pleasant frame where the participants have dinner and socialise. BJ Anders 
describes those companies as strict and formal where journeys for journalists are 
few, formalised and combined with meetings. On the other hand, according to 
Anders, invitations from companies to informal activities are common, such as 
the world championship in ice-hockey, the world championship in athletics, a 
trotting-race in Gotland and a crayfish-party in  Värmland.  Anders avoids such 
activities, is not amused by them, does not find them efficient, and considers 
the price too high. His family would suffer. 

BJ Anders knows successful young journalists who establish close relations and 
participate in social activities. One of these seems to be BJ Frans, who 
participates as much as possible in activities arranged by companies. He 
describes his job as "extremely social". It is, according to him, not possible to be 
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successful only by sitting in the editorial office and phoning people in a formal 
manner, without building up relations. There are many representatives with 
whom he feels a kind of private friendship. He describes a frequently recurring 
informal direct contact with a representative who usually invites some 
journalists to soccer games 5-6 times a year. BSA Roger, on the other hand, 
never calls representatives to discuss soccer. He does not consider it to be 
professional. 

Some direct contacts or parts of the contacts seem to be more informal than 
others. The companies have formal presentations that can end with informal 
discussions, e.g. around a dinner table. SSA 011e finds it valuable to meet 
people during company visits, both representatives and other analysts. There 
are an occasions when it is possible to discuss around the dinner table. Bj Frans 
describes "Capital Market Days" as starting with a formal official programme 
and ending unofficially and informally. He finds the informal part valuable 
when considering information. This analyst perceives these arrangements to 
contain 20% formal information, 30% vacation and 50% drinking together 
with management and acquiring some new informal information. 

The "Capital Market Day" I participated in can be described as a formal event 
with an informal frame. It included both formal presentations and more 
informal activities, such as time for discussions in small groups around lunch 
and dinner tables. Analysts asked questions during the presentation and on 
other occasions. The representatives clearly stated that they could not answer 
all questions. It was especially IRB who interrupted when sensitive questions 
came up. Few representatives were directly involved. The analysts only talked 
with other personnel briefly during the guided tours. The representatives and 
analysts all knew their roles. There were two short breaks for refreshments 
providing the with time to mingle and talk with different people. The 
programme was tight and made the visit more formal. The analysts and 
representatives discussed around the four dinner tables. There were some 
representatives at each table. My table included IRB, and around eight analysts. 
Half the group discussed with IRB and the rest discussed with each other. The 
analysts close to me did not know each other. They talked about themselves, 
where they worked, and discussed experiences within the industry. The 
atmosphere around the table was not totally relaxed, but was a little formal. 
Beer, snaps, and liqueur were served to the dinner in small amounts. The 
discussions were interrupted with snaps-songs and toasts, and the dinner was 
short and intensive. 
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Some variants of direct contacts mentioned can be seen as more informal. 
They seem to take place in relaxed environments and include food and 
beverages, e.g. lunch meetings and going out for a beer. SSA 011e and BJ Frans 
usually go out for a beer after work together with representatives. Frans finds it 
necessary to drink alcohol with people to obtain information. He compares 
this to other social occasions when alcohol is often involved. He declares that 
nobody wants to admit that this is the case. According to Frans, this is not 
specific to business journalists, but is also true of other groups of analysts. All 
analysts do not work like this. Some consider this as bribes, and do not think it 
proper. Frans cannot understand them. He believes that they have missed the 
point. PM Anton, and BSA Roger never go out for a beer with 
representatives. Anton did as a business journalist and finds it more common 
among that group. Roger wants to keep the contacts on a professional level. 
He considers the risk of "one's tongue slipping due to alcohol too high.". Two of 
the  IR-people sometimes go out for a beer with analysts. The third does not 
mention this type of direct contact. 

Exhibit 27 illustrates formal and informal relations versus regular and irregular 
contacts. The four-field-column connects the earlier sections on the frequency 
of contacts and the people involved in the contacts with the formal and 
informal relations. We have seen that some actors find all contacts to be formal 
while others talk about formal contacts in an informal frame. This 
simplification of the complex reality can serve as a starting point. It can be seen 
as a hypothesis that needs to be tested further. There is probably a scale 
between the two end points, regular - irregular, and formal - informal. 

The formal relations seem to consist primarily of big presentations by groups of 
analysts where the representatives take the initiatives to establish the contacts. 
The top management in companies participate especially in these formal 
contacts. There are both regular and irregular contacts. Regular contacts occur, 
for instance, close to the publication of annual and interim reports, and 
irregular contacts when anything special happens in a company. Different 
representatives can be involved in these informal contacts. The initiative can 
come from both analysts and representatives. The regular-informal contacts 
can, for example include "one-to-one" meetings close to the publication of 
reports occasions when an analyst needs a further explanation of some item. 
Some parts of the regular presentations considered as formal can also consist of 
informal parts e.g. conversations around dinner tables in relaxed environments. 
The informal-irregular contacts can include social activities of different kinds, 
such as soccer games, the world championship in ice-hockey, the world 
championship in athletics, a trotting-race on Gotland, fishing shrimps, a 
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crayfish-party in  Välinland  and going out for a beer. These social activities can 
include groups of analysts as well as individual analysts. 

A higher frequency of contacts can be expected to lead to informal contacts. 
The sell-side analysts, specialists, tend to have more frequent contacts than the 
two generalist groups. Their relations may for that reason be more informal. 
The contacts can also become informal when analysts only meet a few 
representatives frequently. The parties get to know each other. Complex and 
big companies, where the analysts need direct contacts with representatives 
from many segments of the company, may be less informal. It is possible that 
the relations between the buy-side analysts and the representatives are more 
informal in companies where the analyst firm is a big owner. 

Contacts 
Relations Regular Irregular 
Formal Presentations close to annual 

and interim reports. 
Telephone conferences, 
conferences, trade fairs 
Initiatives taken by company 
Mainly representatives at the 
top of the organisation and  
IR-people 
Groups of analysts 

Presentations close to events 
in the company, e.g. press 
releases, analysts' meetings 
Initiatives taken by company 
Mainly representatives at the 
top of the organisation and 
IR-people  
Groups of analysts 

Informal Breakfast meetings, phone 
calls, lunch meetings, "one- 
to-one" to check facts close 
to reports 
Initiatives taken by both 
parties 
Different representatives 
Groups of analysts and 
individual analysts 

"One-to-one" meetings, 
lunch, dinner 
social activities, such as soccer 
games, fishing shrimps, going 
out for a beer, ice-hockey 
matches 
Initiatives taken by both 
parties 
Different representatives 
Groups of analysts and 
individual analysts 

Exhibit 27 Formal and Informal Versus Regular and Irregular Direct 
Contacts (Inspired by Earl & Hopwood, 1981) 
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There appears to be a preference both among the financial analysts and the 
representatives participating in the study for informal contacts. Most contacts 
also seem to be informal. Informal contacts seem to be more relaxed and 
provide the participants with a more efficient exchange in the relationship. 
The definition of formal and informal contacts varies. The meetings are 
described to be very much like the interview situation used in this study. Two 
to three people sit down and discuss over a cup of coffee, formally with an 
informal frame. The representatives and analysts all have their roles, with the 
analysts wanting as much information as possible and the  IR-person having to 
set a limit. We will now continue this discussion, study the relations more 
deeply and see how it can influence the direct contacts. 

5.5 Developing Relations, an Important Factor Influencing 
Information Exchange 

We will here see how the relations between financial analysts and 
representatives can influence the information process and thereby the 
information exchanged. The first section will consider the development of 
networks and relations in direct contacts, from the financial analysts' and 
representatives' perspective. The second section considers good relations, and 
what the two actor groups mean by this. The third section considers the access 
which the different groups of analysts have to the representatives, and their 
relations with the representatives. 

5.5.1 Networks and Relations 

The reasons for relationships are many. SSA 011e finds established networks 
important to penetrate information barriers and make people talk. He builds 
up confidence and establish a friendship with a representative, by talking 
around a topic not directly related to the subject. He can thus "sneak in". SSA  
Sture  believes that he on average obtains more information than others who 
analyse his industry, because of his well-established network. Experience of 
network building, instilling confidence, and establishing a personal relationship 
with representatives seem to be an advantage for financial analysts in the 
exchange of information. 011e considers networks to be an advantage during 
company visits.  B J  Frans emphases this as one of the most important assets of 
business journalists. He gets to know news of vital importance, representatives 
can, for example call and give him information. PM Anton learned to take 
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advantage of relations with representatives when he worked as a business 
journalist. He uses this advantage in his present occupation too, but not to the 
same extent. 

The representatives describe long-term relationships with analysts as valuable. 
IR_B finds them necessary for keeping and increasing the trustworthiness of the1 
company. The top management of CompanyB understands the importance of 
a continuous relationship with investors for securing capital. IRB states that it 
is not enough only to make an effort before an issue of new shares. The 
companies invest in the analysts and would prefer to have the same analysts 
following the company for a long time. IRC describes analysts as a "mobile" 
group. He considers the cost of teaching new analysts as high. They ask 
"stupid" questions and everything has to be repeated several times before they 
know the company. 

The analysts confirm that it takes time to learn a new company or industry. 
BSA Roger, BSA Nina and SSA 011e, who are all heads of their analyses 
departments, explain that new analysts are introduced to representatives by 
senior analysts who know the company and the representatives. They do not 
have the responsibility of making contacts on their. This can reduce the 
company's costs for changing analysts. This agrees with the discussion in 
Section 2.6.3 about increased costs caused by a change of partner (Forsgren &  
Johansson,  1994). The network is loosely coupled and easily changes shape. 

Established networks and access to several sources of information are, 
according to the analysts, necessary when they are forming their own opinion 
of a company. Inexperienced analysts without networks are "excluded by the 
company and act as megaphones", according to PM Anton. The organisational and 
the individual networks help the analysts to develop new networks and 
relations. SSA Harry finds it easier to make the first contact when someone at 
his department introduces him to representatives. He uses the organisational 
network or the individual networks of analyst colleagues. Another way is to 
call people he already knows at a company and ask whom to contact about a 
specific matter. The  IR-person often introduces analysts to representatives. 

Organisational networks can be built up through time. BSA Roger states that 
his organisation, whose strategy is to choose the best companies in every 
industry, has built up continuity in its contacts with companies and 
representatives. His organisation has traditionally well-developed contacts in 
the companies because of its long-term ownership strategy. Roger believes 
contacts to be easier for his firm than for new and small firms. His firm is well 
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known, and the representatives are well acquainted within. There are only a 
few occasions when the contacts have not worked well for Roger's firm; i.e. 
mostly in the case of companies where it has not been an owner and which are 
not acquainted with Roger's firm. 

BJ Anders describes the establishment of contacts as ad hoc, and finds it in 
many cases to be a coincidence. All events and activities arranged by 
companies or others, where there is a chance to meet people, e.g. conferences, 
informal meetings, and panel discussions, are of interest. It is possible that the 
individual relationship may be stronger than the organisational. Analysts 
frequently change employers, but maintain the same relations. SSA 011e and BJ 
Frans seem to have an active strategy for establishing individual networks. 
They find it important to be at the right place at the right time. Frans 
participates as much as possible in activities arranged by companies to develop 
relations. 011e distributes a bunch of business cards on all occasions. BJ  Viktor  
explains that he is invited by companies because he is representing the business 
magazine, and not because of his name. This is an analyst who has worked for 
the same firm for a long time and the two networks can thus be closely 
connected. 

The geographical location can be important for the establishment of relations 
in direct contacts. Most of the companies' headquarters are located in 
Stockholm, as are the financial analysts' firms. This can facilitate the 
development of relations and exchange of information. It may be easier for 
analysts and representatives to go out for lunch or for a beer after work if they 
live close to each other. This can be compared to the Canadian analyst firm 
located close to companies, dependent on natural resources, discussed earlier in 
Bjerring et al (1983). These analysts were expected to have better access to 
representatives than others because of their location. All Swedish companies 
traded are, however, not situated in Stockholm. Better access to representatives 
can develop a better relationship and thereby also more information. 

The analysts and representatives private life can be important for the 
establishment of networks according to network theory. The analysts were for 
that reason asked to describe their leisure activities during the interviews. None 
of the analysts are members of clubs, such as Rotary, but can imagine them 
being valuable when establishing relationships. Most analysts are around 30 
years of age and have not attained the "Rotary-age", as SSA 011e expresses it. 
Other associations, such as  Sjöholm,  where 011e is a member, serve the same 
purpose, i.e. make connections with different categories of people.  Sjöholm  is 
a club where all members are officers in the reserve and academics, but with 
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different occupations as civilians. We can also mention IRA who socialises 
with friends whom he become acquaints with when he worked as a financial 
analyst. It is possible that he has deeper relations with these analysts than others. 

SSA Lennart and BJ Anders prefer to spend their leisure with their families. 
They have no time for network-building activities. Anders has worked 20 
years for the magazine and has a well-established network. He may thus not 
need to spend time on establishing networks in his leisure time. BSA  Sture  and 
SSA Lennart has well-developed individual networks since they have worked 
in the specific industry they follow. Lennart does not consider the network 
that he has established within the medical industry that to be of an extreme 
value. He can obtain the same information from other people without these 
relations. Both the existence of an established network and consideration of 
this as being of limited value can decrease the intentional establishment of 
networks in one's leisure time .  Sture  has contacts in the forest industry with 
his old customers in the marketing departments. He finds this to be an 
advantage and does not need to build up many new contacts. 

All in all both analysts and representatives seem to prefer long-term 
relationships and see advantages in the relations. The companies find the costs 
for teaching new analysts to be high, analysts want networks and relations to be 
able to form a picture of companies. Well-developed relations seem to facilitate 
the exchange of information between the parties. The relations can be 
established in different ways e.g. through the organisations (companies and 
analyst firms) or the individuals. Events an activities arranged by companies and 
others, contacts from previous workplaces, associations such as  Sjöholm  are 
some examples of arenas for the establishment of networks. It takes time to 
build up trust between the parties. The relations and the exchange gradually 
develop. Both company headquarters and analyst firms are to a great extent 
located in Stockholm and that can make it easier to establish and keep 
relations, and thereby also obtain information about a company. 

5.5.2 Good relations 

Analyst Roger tries to have as good relations as possible with all representatives 
and wonders what this actually means. Is it a good relationship if the 
representative answers all questions, or when the representatives does his work 
well and refuses to answer questions that he is not allowed to comment on? 
We will here see how representatives and analysts view this. 
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The analysts participating in the study give a general description of companies 
and their disclosure, closely related to the relations between the parties. It is 
important that companies should have basic attitude to the disclosure of 
information which does not treat it as something necessary but bad. There are 
companies not used to disclosure of information through direct contacts that 
believe it will harm the company. The situation becomes peculiar when 
representatives prefer not to talk and do not want anybody to call. PM Anton 
finds it difficult to speak with people who are frightened to say anything in 
case they say the wrong things. SSA Lennart finds German companies 
frightened of direct contacts. Relations with such representatives are not good. 

One question discussed by analysts is whether big companies are better at 
disclosing information and better at handling relations with analysts. BJ Frans 
does not find big companies more skilled than small companies. He believes 
that there are differences between industries. The banking industry has 
traditionally been totally closed and not provided any information. Crises and 
government intervention have made, for instance,  Nordbanken  excellent at 
disclosure, according to Frans. He finds that companies with experience of 
crises and the media in general are skilled at disclosure. SSA  Bertil  finds 
representatives from banks and finance companies professional. They 
understand what it means to give information. BJ Frans compares traded 
companies with government-owned companies. He finds that the latter handle 
the disclosure of information better. Administrative problems in a company 
can also influence the relations with analysts, according to SSA Lennart. He 
explains that there are companies who have technical problems in distributing 
information, e.g. information about a meeting may not reach all analysts. 

Representatives need to know what analysts are interested in and how they 
work, to be able to handle the contacts well, according to both analysts and 
representatives. This is not always the case, according to BJ Frans, BJ Anders, 
SSA Lennart and SSA 011e. IRB is well aware of the problem that arises when 
people in his company are interested in other things than the analysts. BJ  
Viktor  is not interested in relations with people who act as megaphones and 
talk about what they are expected to talk about. SSA Lennart finds competent 
representatives necessary. He believes that the situation it is changing for the 
better. Representatives should give quick and exhaustive information, be active 
and go on the offensive. They should not sit and wait for analysts to call and 
ask why they are losing money. He wants them to act instead of react. 

SSA 011e describes important characteristics for  IR-people to be service-
minded, know the company and its business and have access to the company 
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and top management. IRB has these characteristics, according to 011e and BSA 
Roger. He is ambitious, learns quickly, and quickly finds answers to questions 
he cannot answer directly. They describe him as a person who smoothly 
arranges meetings with other relevant representatives in the company. He 
participates in nearly all meetings and visits with analysts and other 
representatives. CompanyB is complex, as mentioned in Section 5.1.2. It is not 
possible for one person to know everything. This picture is consistent with 
how IRB describes his work and how he handles it. SSA  Sture,  who follows 
the forest industry, finds that some Swedish companies, e.g. Assi,  SCA, Stora  
and  Modo,  have improved their investor relations activities. They have thereby 
established better relations with investors and analysts in general. BJ  Viktor  
gives an example of a skilled representative in  SKF  with whom he has a good 
relations. He takes care of everything, arranges the necessary contacts in the 
organisation and answers all questions. The analysts finds it necessary for the 
representatives to be skilled and service-minded to develop good relations. 

The analysts in this study find it important that representatives, and especially 
the  IR-people, should be available whenever they need to discuss with them. 
BJ Frans wants them to be available in principle twenty-four hours a day. IR_C 
finds this to be specific to the group of journalists. He explains that the business 
journalists have the pressure of having to print news as fast as possible. It is not 
always possible for him or other representatives to be available when needed 
e.g. whenever press communiques are being released. Sell-side analysts also 
find it important to be able to call the  IR-people any time but understand that 
it is not always possible to reach them. Representatives are in these cases 
expected to call back as soon as possible. IRB mentions that this is important 
in his job. 

The personal chemistry of the individual representative and the individual 
analyst influences the relationship. It is perceived easier to develop relations 
with some people than with others. SSA  Bertil  likes representatives to give 
something of themselves and be pleasant. The analysts find open and honest 
discussions important for relations, and for their analyses of the company. BSA 
Anton prefers unprejudiced discussions where the parties can talk about 
everything, and where representatives are open and problem-orientated. 
Analysts must be able to ask daring questions and the representative must be 
straightforward and say that he cannot answer a specific question. The 
representatives should have a sense of which questions they are allowed to 
answer and which ones they are not allowed to answer, according to SSA 
Lennart. IRB explains that analysts know that he cannot give all the 
information asked for. It is a dilemma when developing relations, that he must 
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refuse to answer certain questions. BSA Roger explains that the representatives 
have a difficult job to "guard their tongues and to say something without saying 
anything when analysts bombard them with questions". 

Representatives can handle the situation above in different ways. BSA Roger 
mentions three common strategies. Some only say they cannot answer the 
question. Others kill it by talking until the analyst asks them another question. 
The third strategy is used by skilled representatives. They fit the question into a 
related topic and guide the analyst to the heart of the problem. He explains 
that representatives can deliver an approximate answer without revealing secret 
information. BSA Anton discusses an additional unpleasant strategy, according 
to which representatives answer everything by a counter-question. The 
representative can also ask him what he mean, or tell that he does not 
understand the company. BJ Frans also has experience of representatives who 
question his knowledge to save their own skin. 

Professional representatives should, according to the analysts, not let 
recommendations or articles about the company influence the relations. BJ 
Frans understands when representatives are dissatisfied when he writes 
something that they do not like. They still have to understand and accept that 
he is only doing his job, and avoid letting this influence their relations. Some 
representatives mix up personal issues, company issues and stock issues 
together. BSA Roger gives a strong and profitable, but overvalued company as 
an example. Representatives can take a sale-recommendation as a personal 
insult and let it influence their relations. 

Management should not have an opinion about the price of the stock, 
according to Roger. They should do their job and attract investors to buy the 
stock again. His firm maintains in most cases good relations with 
representatives after they have sold their shares. He knows of foreign analyst 
firms that have given a keep-recommendation even though they should have 
given sell-recommendation. They have been afraid to destroy their relationship 
with the company in question. This seem to be in accordance with Kennedy 
and Wilson (1980), Section 2.5, where it is important for  IR-people to 
maintain a fair stock price. The analysts, on the other hand, do not see this as a 
major goal for the  IR-function. Over seventy per cent of the  IR-people find 
their stock to be undervalued. 

Demands on the analyst to contribute to good relations in direct contacts are 
not discussed in such details as such demands on representatives. 
Representatives and analysts in this study find it necessary to be are well 

122 



prepared, know the company and avoid using expensive time for irrelevant 
questions. The analysts have to be socially competent to, be able to socialise 
with others. As we have seen earlier there are analysts who try to become 
friends with representatives, in order to develop good relations that can lead to 
information. The analysts also have to be competent and able to make a good 
analyses of the company to win the representatives' trust. This will be discussed 
more in Section 5.6. 

The relations between analysts and representatives seem to influence the 
frequency of direct contacts. Good relations result in a higher degree of 
contact. The analyst and representative get to know each other when they 
have continuity in their contacts. Some of the analysts contact representatives 
only to maintain their relations. Portfolio manager Anton and BJ Frans meet 
the representative face-to-face the first time. They keep their relations alive 
through regular telephone contacts. The first meeting is not "qualified and 
efficient", according to BSA Roger. The second is easier and the discussions are 
on a higher level. BJ Anders considers good relations to exist when the analyst 
and representative have known each other for a long time. Both parties "know 
what kind of fellow the other is". Both analysts and representatives remark that it 
takes a long time to build up a relationship with mutual respect for each other. 
The exchange of information is facilitated through time. BSA Roger explains 
that the relationship changes over time. Questions that the representatives 
could not answer in the beginning are sometimes answered later in the 
relationship. 

We started this section by asking what a good relation is. We have here seen 
that different actors and actor groups perceive good relations differently. The 
analyst groups make some demands on the representatives concerning the 
establishment of good relations. The companies must, for instance, have a basic 
attitude to disclosure of information and be able to handle their administrative 
routines connected to this. The analysts find representatives' characteristics to 
be important. They need to be service-minded and problem-oriented. 
Representatives are also supposed to be available. There are also differences 
between the groups of analysts. The group of business journalists seems to 
perceive this as more important than the other two groups. That 
representatives should have access to top management is also perceived as 
important. Some analysts seem to work more intentionally on developing good 
relations than others. The representatives also have some demands on the 
analysts concerning good relations. The analysts' characteristics influence the 
relations. Personal chemistry is seen as an important factor by both parties. 
Some people suit each other better than others. 
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5.5.3 Access to Representatives and Information 

The relations between representatives and the three groups of financial analysts 
can differ and we have already seen some examples of this. Direct contact 
through big events can include all three groups of financial analysts, but this is 
not always the case. The business journalists have mainly been the group not 
invited to telephone conferences and meetings with the companies together 
with investment analysts, according to newspaper articles. Examples are the 
cases P&U and Scania mentioned in Section 1.1. We will in this part discuss 
the views of the three groups of analysts and the representatives on access to 
representatives and information. 

IRC remarks that business journalists become angry and feel as if they do not 
have the same opportunity to participate in direct contacts and acquire 
information. He finds most journalists content with formal and public press 
communiques, and considers it 'fatal that business magazines such as  'Veckans 
Affärer', 'Affärsvärlden'  and  `Dagens Industri'  want special information.". 
Edenhammar differentiates news journalists from business journalists. He finds  
Affärsvärlden  to be partly an analytic organisation that make analyses similar to 
those of Alfred Berg, for example.  Dagens Industri  is, according to him, 
directed towards news and sensations. They seldom make deep analyses of 
companies. The Swedish Financial Analysts' Federation include the group of 
business journalists who make analyses of companies in the group of financial 
analysts. The business journalists participating seem to regard themselves as 
belonging to the group of financial analysts. 

CompanyC has chosen not to invite business journalists to their events and 
activities with groups of analysts, e.g. breakfast-meetings and "Capital Market 
Days". IRC explains that analysts become dumb and hardly talk when business 
journalists participate. They hesitate to reveal their "intelligent questions and 
angles" on such occasions. This results in plenty of calls from analysts who 
instead ask their questions afterwards. He finds it possible for the company to 
arrange more press conferences for journalists instead of analyst meetings, if so 
needed. Edenhammar gives the same picture of analysts who hesitate to expose 
their questions in the press. He remembers the analyst conferences which he 
participated in, as a business journalist, as depressing. The analysts confirm that 
they hesitate to ask questions when business journalists participate. SSA  Sture,  
however, experiences that business journalists in some cases can pose 
interesting questions from other angles than analysts. 
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IRC can speak another language with buy- and sell-side analysts than with 
business journalists, and the analysts understand. There is, according to him, a 
risk that business journalists do not always understand his message. It is time-
consuming to disclose a disavowal to correct, and it is not always possible to 
completely correct them. IRC believes that the relations would be better if he 
knew that the business journalists had really understood. The buy- and sell-side 
analysts believe that business journalists meet more suspiciousness from 
representatives. It can thus be more difficult to establish relations. 

Some of the buy- and sell-side analysts perceive that business journalists do not 
understand information as well as their two groups of analysts. Edenhammar 
does not agree. Business journalists must be well prepared to obtain any 
information from interviews. They work in a different way, have another 
attitude, are interested in other questions and information than the other two 
groups of analysts. Journalists are more pushy by nature. Buy- and sell-side 
analysts are interested in details, wants facts on the background and a deeper 
understanding, while the journalists want to find new angles on items of news. 
That can cause collisions. 

The collision can be exemplified by the opposite view which PM Anton and 
BJ Frans have of each other. BJ Frans describes buy- and sell-side analysts as 
,'cowards". They avoid asking difficult questions. They only want deeper 
information about items in the annual reports, for example. He finds these 
questions too detailed to be of interest. Business journalists ask other questions, 
not necessarily concerning the companies' information at presentations. They 
can ask sensitive questions that representatives prefer not to answer. PM Anton 
describes a meeting for all groups of analysts where one business journalist 
asked "irrelevant and stupid questions and ruined the meeting". He believes this to 
be the first and last time the company mixed all groups of analysts. 

The business journalists seem to be eager to discuss issues such as business 
journalists versus other analysts and access to information from representatives 
in the companies. They dislike invitations only made to the other groups of 
analysts because they themselves can disclose information to more people. 
They do not apprehend this as a problem for themselves. The business 
journalists declare that they have the same access to representatives as the 
others, and sometimes even better. PM Anton and BJ Frans explain that 
business journalists and the two other groups of analysts all have access to 
companies, but in different ways. Journalists immediately meet the president 
while the other groups have contact with staff at lower levels, such as CFOs 
and  IR-people. This is discussed in Section 5.2. 
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PM Anton finds it difficult to meet the president in Volvo, for instance in his 
present situation. It is easier for business journalists to come into contact with 
presidents because they want attention.  B J Viktor  agrees. "Vanity is involved, 
there are people who love to be exposed in the media". Ericsson had an analyst 
conference in San Francisco where  B J Viktor  not could participate. He called 
the president and received the same information. This would probably have 
been more difficult for the other two groups of analysts. He believes that top-
ranked analysts in the other groups have the same access to management and 
information as business journalists have. However, in  Antons  experience 
journalists are met with greater suspicion than the other groups. 
Representatives understand clearly the ability of journalists' to break through 
and have to be careful about what they say. 

According to the analysts, the companies have opened up their meetings for all 
groups after the P&U business's. They also find it important to mention that 
there are not only meetings for buy- and sell-side analysts. The scope differs 
and can include journalists only, the other two groups of analysts only or all 
groups of analysts. SSA 011e gives Assi Domain, which was recently out 
hunting with journalists, as an example of a company holding a meeting for 
business journalists only. Other analysts and representatives mention similar 
examples. There seem to be difficulties, however, when inviting all groups of 
analysts to the same meetings, because of their different purposes and working 
methods. The relations between business journalists and representatives seem to 
be different than those between the representatives and the other two groups 
of analysts. 

5.6 Mutual Exchange and Dependence in Direct Contacts 

This part of the thesis will consider the mutual exchange and dependence in 
the relationship between financial analysts and company representatives. The 
financial analysts and what they gain by participating in the relationship have 
discussed briefly. We will now take a closer look at the exchange and also 
consider the dependence from both the analysts' and representatives' point of 
view. We will see how the mutual exchange and dependence can influence 
the relations. 

48  See Section 1.1 
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5.6.1 The Mutual Exchange in the Relationship and Benefits for the 
Companies 

In relations of different kinds there is, as we saw in the network theory 
presented in Section 2.6, a need for benefits for both parties for them to have 
an incentive to participate. We have so far mainly looked at the analysts' gain 
from the relationship and will here take a closer look at motivations for 
companies and their representatives to participate in the exchange. 

Both analysts and representatives state the importance of a mutual exchange in 
the relationship whereby both parties exchange information and thoughts. IRB 
finds that skilled analysts provide additional information. They have an insight 
into the market and their company, meet their competitors and can give 
information about the markets' point of view. SSA  Sture  describes the 
relationship as a two-way communication with a give-and-take. BSA Roger 
explains that there is a continual exchange of information through which 
representatives ask questions and both parties discuss. The questions which 
representatives want to discuss can include, for instance, be how the stock 
market would react if the company were to act in different ways. 

Representatives can, according to SSA 011e, in an informal way get to know 
the expectations from the stock market and how the analysts think. One 
example is a new president who had a dialogue with analysts. The president 
was informed that the building industry with over 27 000 employees was not 
worth anything at the moment. BSA Roger gives the example of a company 
that has a dialogue with analysts, phoning them and check off IRC also chases 
analysts and asks them what they know and think about different things. So 
too does, IRB who tries to have a regular dialogue with analysts. Companies 
that discuss with analysts are seen as investor-friendly by the analysts. 

The exchange of information can also include information from representatives 
in other companies. BJ Frans discusses information about a company received 
from representatives in one company with representatives in other companies. 
"I heard this about that company have you heard it? " and then they may answer; 
"No but I have heard this instead". There is sometimes substance in the gossip. 
He describes an occasion when he participated in a press conference at  
Handelsbanken  and helped a competitor bank that was not invited, to check 
information. He exchanged information and received a favour in return. This 
is also discussed by Michael Bromwich in  Ekonomi  &  Styrning  (1998). 
Financial analysts can help company representatives to obtain information 
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about, for instance, their competitors' costs structure in exchange for other 
information. 

The analysts in the study emphasise their role on the stock market and their 
possibility of influencing management. Representatives want to participate in 
the relationship and exchange information because analysts act as PR-agencies. 
They want attention. It is important that analysts should understand the 
company. The representatives in the study use direct contacts to teach analysts. 
This can also influence the analysts' opinion of the company. Direct contacts 
help representatives to see what analysts are dissatisfied with in the company's 
disclosure of information. Questions from financial analysts are used by the 
representatives for improvement of the companies' official reports and 
presentations. Both analysts and representatives perceive that investors can gain 
from the direct contacts through the improved disclosure. 

A good relationship with analysts is always important for representatives, but 
they are even more dependent when their companies are issuing new shares, 
and when they need to attract investors to buy the stock. Companies can use 
the  IR-function and direct contacts as a competitive weapon, as mentioned in 
Roop & Lee (1988). Reports by sell-side analysts can be used by the company 
to show the high confidence in them within the industry to other key 
audience groups. This seems to be the case with CompanyB. The top-ranked 
SSA 011e and some other well-known analysts make statements about the 
company in the company's internal magazine. 

5.6.2 Representatives Read What the Analyst Writes 

The representatives and, buy-side and sell-side analysts all declare that the 
representatives in companies want to read what the analysts write before 
disclosure. IRB prefers and also tries to read what the analysts write to correct 
inaccurate facts. He explains that they do not influence the analysts' opinions 
about the company. They cannot rig recommendations or the price of the 
stock. He explains that "good market information has a value of  X  million  SEK  and 
it is important not to say too much or too little". IRA and IRC also read the analyst 
reports for the same reason. Several of the analysts explain that they let 
representatives read what they write before publication to avoid disclosure of 
incorrect information. This does not seem to be the same for the business 
journalists, who want to be independent. They do not let the representatives 
read their analyses before publication. BJ Anders explains that they are not 
allowed to let them read what they write about the stock. He sometimes lets 
them read other kinds of articles but prefers to use as many other sources as 
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possible to check facts. He finds the issue sensitive and wants to avoid 
representatives biasing an article in a positive direction. 

BSA Roger explains that business journalists usually retell exactly what the 
representatives tell them, word for word, even though the representatives do 
not always mean all they say. It is difficult for representatives to give quick 
answers to questions to which they have not given enough thought. IRC 
would, as discussed in Section 5.5.3, have more confidence in business 
journalists if he knew that they had understood everything. He cannot check 
this before printing, as he can check the other analyst reports. This can also 
influence the relations between representatives and business journalists and 
make it more difficult for representatives to win the confidence in this group 
of analysts. The parties do not trust each other to the same extent. This could 
imply that less information of importance or different kinds of information is 
disclosed through the direct contacts with this group in comparison with the 
direct contacts with the other two groups. 

5.6.3 Dependence and Relationship 

There is expected to be a dependence between the different parties involved in 
a relationship according to network theory. This should be the case with 
financial analysts and representatives too. We will here look at the dependence 
between the two parties and thus obtain more knowledge about the relations 
and the infoimation process in direct contacts. Analysts and representatives 
were during the interview asked to compare their relationship and dependence 
in direct contacts with the relationship between politicians and journalists. The 
possibility of comparing the two groups and their relations is briefly discussed 
in Section 2.7. We will now see how it is perceived by the actors participating 
in this study. 

The financial analysts compare their relations with representatives with that 
between political journalists and politicians. BJ Anders explains that political 
journalists work closer to the politicians and have closer relations with them 
than business journalists have with representatives. Companies are spread all 
over the country while the politicians are concentrated in Stockholm, all in the 
same building. The geographical location and its influence on relations is 
discussed earlier. He explains that political journalists have closer relations with 
politicians than his group has with representatives. Close relations can be a 
problem for political journalists, because "they can't see the forest for the trees". He 
admits that this can be a problem for business journalists too. SSA 011e 
compares companies with politicians and finds the similarity that politicians 
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always want to leak some information. SSA  Bertil  perceives that representatives 
receive a harder punishment than politicians if they say things that are not true. 
This makes them more careful about what they say. 

Edenhamrnar, at the Stockholm Stock Exchange, finds the dependence 
between politicians and political journalists and that between representatives 
and analysts similar. He believes that a journalist liked by a specific politician 
can get to know a little more about the background to different issues. This is 
possible in the case of analysts and representatives too. A skilful analyst whom 
management want to meet probably gets to know more, mainly because he has 
the opportunity of asking more questions. He finds foreign analysts healthy for 
the Swedish stock market. They have a wider perspective and ask more 
intelligent and relevant questions. Edenhamrnar considers it possible that 
management may favour some analysts, but does not know for sure. He 
perceives it as normal and human that people behave in another manner in 
front of people whom they have confidence in, people who are competent, 

and well prepared. He understands that representatives are more 
motivated to answer such questions, but also states that they can only answer 
questions which they are allowed to answer. 

Management have an information advantage and the analysts' assignment is to 
learn more about the company. This is not a problem, according to 
Edenhammar. Analysts always get to know disclosed information. There are 
other important sources than direct contacts with representatives. Most of the 
analysts in the study also seem to use other sources outside the companies. This 
makes the analysts less dependent on the representatives than they would be 
otherwise. Edenhammar explains that dependence exists inasmuch as analysts 
want a reasonable relationship with management to facilitate communication. 
There can be conflicts in the relationship. An analyst who writes a sell-
recommendation may not be popular with management. However, he believes 
that it is more important for analysts to be popular with investors than 
management if they want to survive in the long run. 

IRB considers the mutual dependence to be evident. He perceives it important 
to be professional and able to handle it. SSA Lennart gives an example of when 
companies are dependent on financial analysts, namely when companies want 
to merge with another company, and need 90% of the votes. They are in this 
situation sensitive to negative information and it is in their own interest to 
communicate information. BJ Roger continues the discussion on the analysts' 
influence on investors and claims that a single top-ranked analyst with a good 
reputation causes a price reaction when releasing a buy- or sell- 
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recommendation. He finds this to be the same with business journalists. Such 
recommendation can cause an immediate reaction in the US and a delayed 
reaction in Sweden. The representatives might in this situation think that the 
analyst has cost them dearly, but this is only a short-term effect and should not 
influence the relationship. 

PM Anton knows, from his experience as a business journalist, that some 
companies shut out people if they write anything they dislike. This is 
temporary because the company is dependent on the media. The company 
resign after a while. He describes the relationship as corrupted by favouritism. 
He learned to take advantage of this as a business journalist, as mentioned in 
Section 5.5.3. Anton knows analysts who are frightened to go against 
companies. He considers portfolio managers to have a better position, 
especially when they are big owners in a company. They receive a friendlier 
reception, "do not need to make a fuss of the representatives ", and can have a 
meaningful discourse with representatives. We saw in Section 5.1.2 that the 
ownership structure influences the frequency of direct contacts. The friendlier 
reception and a relationship where it is easier to discuss can increase the 
contacts between the parties. PM Anton is convinced that dependence 
between representatives and analysts constitutes a problem. He gives the larger 
number of buy-recommendations than sell-recommendations as an example. 

BJ Frans believes it to be worse for the other two groups of analysts to go 
against a company than it is for business journalists. The other analysts are 
careful. The companies participating in direct contacts are also their potential 
customers. These analysts have no chance to follow a company if the 
representatives shut them out, according to Frans. Business journalists can 
afford to go against and arouse the enmity of one or a few companies. It is not 
possible for him to go against all companies either. The worst thing that could 
happen would be for people to begin to question his knowledge and skill. His 
competence could be questioned, for instance, if he becomes too dependent 
on representatives and becomes unable to form his own opinions. Another 
reason would be if he were to write tough articles about companies without 
having enough facts. Nobody would provide him with any information, some 
representatives might even give him false information. He would be unable to 
get to know anything. 

SSA 011e finds the discussion, of whether analysts encounter worse treatment if 
they disclose negative information about a company, sensitive but interesting. 
He gives examples of a previous presidents in a company who have been 
",notorious" in this context. He does not know if the situation is still the same. 
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SSA Harry tries to be as objective as possible when he performs an analyses of a 
company, but is aware of the fact that whenever he writes a word it is 
subjective. He finds it important to avoid writing anything that representatives 
would dislike, since this could damage the relationship. Both parties would 
lose, he would not be able to write about the company if the representatives 
refused to talk with him, and the company would not receive attention. This 
can influence the objectivity of the analyses. Harry seems to have a lower 
frequency of direct contacts with representatives than many of the other 
analysts. He still considers the source too valuable to lose. This analyst believes 
it to be harder for analysts with closer relations with representatives to go 
against the company than it is for him. 

BJ Anders discusses burnt relations in troublesome companies. The story often 
ends with a manager leaving the company. He gives the example of when he 
criticised a company that was poorly managed and the president ended the 
contact. The president disappeared after a year, and a new contact was 
established with the new president. "Presidents and other representatives come and 
go but the company remains." BJ Frans describes situations when he has been 
punished and shut out from information. One company withdrew their 
subscription to the magazine. They have since then not provided any 
information at all or provided incorrect information. Another company 
withdrew back their advertising campaign in the magazine and they lost a great 
deal of money. He has no contact with the company. Sometimes 
representatives call and yell at him when he has written an article. Some call 
the editor-in-chef and ask what kind of an idiot has written the article. These 
situations are psychologically tough but he still finds it worth writing the 
articles. He gains respect and a many friends for every enemy. 

None of the buy- and sell-side analysts interviewed have themselves been shut 
out from information or burnt a relationship because of a negative 
recommendation (e.g. a sell-recommendation) concerning a company. They 
have only heard about this happening to other analysts. One of the analysts 
whom I discussed with around the dinner table at the "Capital Market Day" at 
CompanyC had, however, experience of this. It seems to be more common 
among the business journalists, as can be seen in the examples above. 
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5.6.4 What Can Be Learned from the Mutual Exchange and 
Dependence in the Direct Contacts? 

The financial analysts and the company representatives perceive that they 
benefit from the information exchanged through the direct contacts. The 
contacts provide the analysts in this study with information about companies, 
which facilitates the analyses and the recommendations. Representatives are, 
given the opportunity to learn more about the market and obtain information 
about their competitors. They can use the analysts as a PR-agency for their 
company. The companies can also use the analysts' questions for improvement 
of official reports disclosed by the company. They get to know what investors 
need for evaluation of their company. There seem to exist similarities in the 
relation between politicians and political journalists, and that between 
representatives and business journalists. One example mentioned is that 
representatives and politicians leak information to their contacts. The company 
representatives are careful about what they say and are punished if things do 
not turn out as promised. 

The interdependence is influenced by how much the analysts need what the 
representatives can offer, and vice versa. The company can, for instance, be 
more dependent on the analysts whenever a new shares being issued. The 
analysts are well aware of this. Exhibit 28 shows a chain of two possible results 
for analysts when they are trusted by representatives. The first column shows a 
positive outcome, a loop of success. The financial analysts are dependent on 
the representatives for information. A closer relation can provide the analyst 
with more information. Representatives can use the analyst to keep the 
investors' confidence and avoid earnings surprises. It is possible that competent 
and skilled analysts whom representatives have confidence in receive more 
information than others. They are probably also trusted by the market which 
can make them even more attractive to the company. The representatives who 
influence these analysts also influence most of the investors. This can for 
example, be top-ranked analysts or analysts from influential foreign firms. This 
relationship can result in a better exchange between the parties, which can 
benefit both. 

It is not only important for analysts to be popular with representatives, the 
customers are even more important. It can be difficult for the analyst to be 
independent and form his own opinion a the company if the relations between 
the financial analyst and the representative are too close. This can influence the 
analysts' recommendations, which can become unreliable. The investors can 
begin to question the analysts 'skill and lose confidence in the analyst. The 
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company is not does not receive positive attention, and they do not gain as 
much from the relations with the analyst. This can make them loose interest in 
their relationship with the analyst. Other analysts who can influence the 
market can instead become popular in the company. This can make it more 
difficult for the analyst to obtain information from the company and perform a 
successful analyses of the company. There may be a negative loop. 

There seem to be differences in the dependence and exchange between the 
groups of analysts. Business journalists can be seen as more independent than 
the buy- and sell-side analysts. They do not let the representatives read what 
they writes before printing. The feedback from the representatives comes after 
the analyses is published in the magazine. Representatives prefer to read what 
the other two groups of analysts write before publication and can thus 
influence the content, and disputes can be eliminated before disclosure. 
Representatives tend to be more careful about what they tell journalists. It 
seems as if the companies want control over information, to be sure that no 
misunderstandings are disclosed, while the journalists prefer to be independent. 

The buy- and sell-side analysts in the study seem to be more careful about 
what they write. They are aware of the risk of being shut out by 
representatives, even tough these groups seldom seem to be shut out by 
representatives. The business journalists seem to have more experience of 
punishment by companies. This can result in a higher dependence by the buy-
and sell-side analysts on representatives. The discussion can be connected to 
Section 2.6.5 where it is stated that Previts et al (1994) found that sell-side 
analysts are or dependent on management. Transcriptions or summaries of 
management presentations and references to conferences with management are 
common in analyst reports. The greater number of buy-recommendations than 
sell-recommendations also shows this dependence. This raises the question of 
an increased risk of an exchange of insider information in the relationship. This 
will be discussed in Section 6.1.4. 

The business journalists' tougher attitude toward the companies can give us 
more understanding of the situation. They focus their attention on news that 
make people buy the magazine, which can make this group of analysts 
exaggerate things. They increase their profit and are also aware of the fact that 
the company cannot shut them out forever. Representatives are dependent on 
attention from the media. There is a discussion in this study about corruption 
of business journalists by representatives through favouritism. Such corruption 
can be seen as a way for companies to protect themselves from negative 
disclosure. Social activities and close relations can tie business journalists closer 
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to the company. The business journalists may receive more information in 
exchange for not writing what the representatives dislike and giving them 
attention when needed. This can be seen as a way to make analysts more 
dependent and minimise the risk of disclosure of "wrong" information. 

Analysts can decrease their dependence on representatives by using several 
sources of information, official reports from companies, contacts with many 
people inside the companies and contacts with peoples outside the company 
who have close relations with the company. It is, as we have seen, possible for 
the parties to increase and decrease their dependence on each other. This can 
influence the relationship and the information exchanged in direct contacts. 
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Exhibit 28 Trust and Access to Information 
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6 	Types of Information Exchanged and 
Development of a Model 

We have so far seen that the information process is tight connected to the 
types of information generated in direct contacts. Parts of the information 
process will automatically be woven into the types of information. This help us 
to understand the information exchanged. Information is collected from the 
environment, and the interrelationship between the parties involved 
determines the content of the information. We will in this chapter begin to 
examine the four types of information mentioned in the theoretical section. 
The types of information are in many cases closely connected. Information can 
belong to more than one category, as previously explained. The information 
and the information process will be connected with each other and 
summarised in a model. The software program NUD.IST has helped to form 
the structure of the model developed. 

6.1 	Exchange of Information in the Direct Contacts 

As was discussed earlier the information exchanged can be subdivided into four 
types 
1. financial and non-financial information 
2. information concerning the history, the present, and the future 
3. positive, negative and biased information 
4. official and private information. 

We will here get to know more about the information needed by financial 
analysts. 

6.1.1 Hard Concrete Figures Complemented by Softer Information 
for Explanations 

Both financial and non-financial information is interesting for the analysts in 
direct contacts. They need hard concrete information, such as prices, volumes, 
market shares, prognoses for the costs, any possible pressure on prices as well as 
soft information. Edenhammar expects that sophisticated analyses will force 
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companies to give more information on basic circumstances. The analysts need 
more information to believe in the financial information. Judgements will 
become more qualitative and concern the reliability of information by 
companies. Is it possible for the company to achieve what they promise? 
Development of market shares and productivity, and methods to raise 
profitability are examples of the information needed. Information about 
medical companies is developing towards discussions of research projects and 
the size of the estimated target groups for drugs. This can be seen as an 
additional reason for the change in attitudes towards a higher ranking of direct 
contacts, as previously discussed in Section 2.4.1, by Lee & Tweedie (1990), 
Arnold & Moizer (1984), and Pike et al (1993). 

Analysts often seek contact with company representatives to clarify things that 
have happened, check facts that they are not sure about, to see if something 
looks strange and to support conclusions. SSA Lennart explains that contacts 
with representatives give input, explain different matters and give pieces of a 
jigsaw puzzle. SSA  Bertil  clarifies what has happened in a company through 
direct contacts, and then forms his own opinion. He gives the example of the 
banking industry where analysts have access to figures and data in official 
reports, but need a picture of developments in sales margins and production 
volume. A topic for discussion can be how higher loans to customers might 
influence the company. 

The analysts need for information from discussions with management is 
influenced by the extent to which the analyst and his readers are acquainted 
with the company in question. BJ  Viktor  explains that the readers of his 
magazine know Volvo and Electrolux, but in case of a company such as  
Kalmarindustri,  basic details must be provided. The journalist starts by 
describing what kind of company it is and collects information from that 
perspective. Softer and more basic information seems to be needed on 
companies which the analysts do not yet know. The need for explanations of 
figures is greater at this phase. This seem to agree with Bouwman's (1987) 
exploring phase mentioned in Section 3.3.1. SSA Lennart has not worked long 
as an analyst. He finds that the financial information, such as that presented in 
official reports is important at this stage. This can be due to the fact that he 
knows how to handle the soft information from his previous work in the 
industry, but needs to learn how to apply it and transfer it to figures. We can 
also connect this to the analysts in Bouwman (1987), who mainly use financial 
information when familiarising themselves with companies. 
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Representatives can teach the analysts about the company and the industry and 
provide a better understanding. IRC's company acquainted the market with 
their activities when they were introduced on the Stockholm Stock Exchange. 
Only one previous company within the steel industry was registered and there 
was a low level of knowledge about steel. Most of the "missionary" work has 
been completed by now. They are still raising the analysts' level of 
understanding, for instance through breakfast meetings. Analysts obtain more 
detailed information and explanations of figures in the official reports on these 
occasions. Analysts already have good access to figures, but need a better 
understanding of figures, according to IRC. The complex CompanyB, with 
differentiated business areas and segments, holds regularly technical courses and 
conferences for analysts to teach them about important techniques for the 
company. Managers for a business area not understood by analysts can explain 
the business and provide the analysts with a better understanding of the 
company. 

The analysts seem to support the discussion above. BSA Nina and Nils do not 
only believe in figures. They need complementary information. Nina explains 
that conditions have changed since she started her career some years ago. 
Analysts need more information about the company and its environment 
today. It is no longer possible to analyse figures in detail and gain returns on 
one's stocks as it was previously. One reason for this is the internationalisation 
of companies and possibilities for investors to buy stocks in different countries. 
Strategical questions, such as business areas, plans for investments, an attack in 
Asia, are interesting areas for discussion in direct contacts, according to SSA 
011e. The environment in which a company operates is becoming increasingly 
important. 

General information about a company from direct contacts can be valuable for 
analysts when they want to know how the company operates. An extended 
knowledge of a company and its industry has many advantages. It is easier for 
SSA Lennart to interpret information when he has a basic knowledge of the 
industry, in question Discussions with representatives are facilitated, he can 
argue and compare companies and products with competitors. He gives the 
example of CompanyA which has a medication with a specific quality. There 
are two other companies that have a similar product. He can discuss with 
representatives and say "This product is as good as yours but cheaper, can you explain 
why?" 

The relations sell-side analysts and their customers are greatly affected by 
company visits. Fundamental information for business with customers is 
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collected on these occasions. Impressions from company visits serve as a base 
for discussions with customers. The analysts' job is not only to give analyses 
and recommendations, but also to convince customers and argue for their 
recommendations. 011e uses direct contacts to explain ,for instance, divergence 
between a company's basis for assumptions and his, in order to motivate his 
opinion and recommendation. This is consistent with Feldman & March 
(1981) and Häckner (1985), Section 3.1.1. Information is used to convince 
people, in this case it is issued by analysts to convince their customers. 

The analysts still find information that has a bearing on financial information 
most important. BSA Roger cites depreciation, net income, one-time effects of 
tax, as examples of interesting areas for discussion with representatives. 
Information of interest to analysts in CompanyB includes growth in the future, 
profitability, how the market will grow, how the company will act (more 
quickly or slowly), how it will become stronger, technology, acquisitions, and 
investments in the future. If the company will grow, what it will gain by that, 
and profit/share are also of interest. The main forces in the industry and the 
company are also given attention. Roger says, "the company representatives can 
talk themselves blue in the face about the development of technology and management, 
but they must be able to specify everything in financial figures as the analysts want." 
SSA Harry exemplifies how he can reason with representatives. "What do you 
think about  X?  It looks weak here...if it looks like this here, would that not affect the 
company in a negative manner? What are the advantages of the company's products if 
you compare with the competitors? " 

Information about production and production processes is important for 
analysts in most industries, according to the analysts and the representatives. 
IRC explains that analysts need good insight into the production process into 
factors that generate costs and revenues, and into the company's strategy and 
structure. They need tentacles for parameters that affect the development of 
profitability as well as parameters not controllable by the company, such as the 
price of steel. Company visits give the analysts an opportunity to see the 
physical part of a plant, the products, and the production process. Such visits 
provide a more concrete picture of and insight into the company. BJ Frans 
explains that analysts have the opportunity to discuss the products and the 
production process with representatives during visits. SSA Harry goes out and 
looks at production when he knows the company. This is in the phases after 
the familiarisation phase with reference to Bouwman (1987), Section 3.3.1. 
Harry can make a visit only to develop a better apprehension of the company. 
One example is a visit to the Scania plant. He can, for instance, study their 
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chamfering technique. This increases his comprehension of the company and 
its business. 

Company visits facilitate the analysts' evaluation of a company. The visits 
provide insight into a company and concrete proof of its capacity. SSA 011e 
describes a plant visit to Electrolux in the US where he looked at the most 
modern plant for refrigerators. The driving forces for development in a 
company become visible and it is easier to evaluate a company. Stocks are 
given special attention and he regards big stocks as being difficult to dispense 
with. Another "Capital Market Day", described by 011e, was at  Sandvik  in the 
Netherlands where the logistics was the most interesting aspect. The manual 
work for packaging products was extended, even though the wage level in the 
Netherlands is not low, which he found surprising. Well developed technology 
using robots and machines could easily handle the task. Another problem that 
received attention was the company's delivery of products. They delivered 
even though the loads were not frill. This was explained by demand from 
customers, but 011e wonders whether the customers pay for the just-in-time 
deliveries. 

Plant visits during which analysts look at the production process are not 
important in all industries according to IRA, SSA Lennart and BJ Anders. The 
production process is not of great importance in the medical industry, where 
the focus is on present and future products. The analysts are interested in, for 
instance, how valuable the products are in comparison with the competitors', 
what phase a certain pharmaceutical preparation is in, and how far the 
company has reached in its clinical tests. The medical industry follows strict 
regulations for hygiene. This minimises visits to production at CompanyA. 
The rare visits to the production are not a problem for analysts, who are 
mainly interested in finished products. 

Research and development is another area of interest for discussions in direct 
contacts. CompanyA has an annual meeting, with all three groups of analysts in 
London and New York. They talk about their research and update their plans 
for the future on these occasions. Many of the analysts mention the companies' 
research as an important topic for discussions. This discussion primarily takes 
place with research managers. These discussions are especially important in 
research-intensive companies and industries. 

Information about the market and competitors is, according to the analysts and 
the representatives, another topic for discussion in direct contacts. 
Environmental factors are important and two of the analysts, SSA  Bertil  and 
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SSA Harry, use Porters' five forces' (Porter 1990,  P.  35) to analyse the market 
and the competitors. They discuss business areas in competition situations, 
developments, changes in the market and compare companies within an 
industry. BSA Nina and Nils call representatives and discuss, for example, the 
industry and what they think about it. Some of the analysts prefer to discuss 
this kind of information with personnel on the operative, more detailed level, 
with people who know the market and the competitors. "The deeper you get in 
the organisation the closer to the market", explains SSA  Sture.  A basic knowledge 
of the background within the industry helps the analyst to understand the 
market and the competition.  Sture  discusses with market analysts and sales 
departments to find the temperature of the market and obtain a wider 
perspective. The analysts find it impossible to form an overall picture of the 
company only by discussing with top management. They do not understand 
the market. 

All analysts emphasise the importance of getting to know the management, 
who they are and how they think. This is typically non-financial, softer 
information. They have an opportunity to form a picture of top management 
and the rest of the management during company visits. IRC explains that 
analysts have the opportunity to judge whether the management are sad or 
happy when they meet. This is not possible for all investors. Edenhammar finds 
the quality of company management important for analysts' judgements of the 
companies. He believes it will become even more important. Analysts need to 
know if the management are prepared for the future. The management's 
working, including, for instance, the importance which they attach to 
customer satisfaction constitute information of interest. The analyst can find 
this out through discussions with management on topics such as liquids and 
depths. The company's goals, its management philosophy and what resources it 
will use to reach the goals are additional examples of areas for discussion. We 
saw in Section 3.3.5 that the quality of management is important for analysts 
when analysing the company (Chugh & Meador, 1984; Boland & Bricker, 
1995). Top management is in Pike et al (1993) seen as the most important 
item when considering the relevance of change in non-financial information 
not found in annual reports. 

49  The five competitive forces that determine competition in an industry are (1) the threat of new 
entrants, (2) the threat of substitute products or services, (3) the bargaining power of suppliers, (4) 
the bargaining power of buyers, and (5) the rivalry among the existing competitors. The strength of 
the forces varies in industries. These forces determine industry profitability in an industry because 
they shape the prices companies can charge, the costs they have to bear, and the investments 
required to compete in the industry. 
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We have already, when considering the information process, seen that the 
most frequent contacts take place close to reporting occasions. The companies 
have presentations, the analysts call the representatives and they have also 
"one-to-one" meetings. This is consistent with the discovery that analysts need 
explanations of the financial and non-financial information in the reports, and 
need to be able to ask representatives why they have reported in a certain way. 
The main content of the annual and interim reports consists of figures. An 
explanation through softer information is needed to understand these. We have 
also seen that accounting information can be difficult to understand and can be 
interpreted in different ways. Analysts need a further explanation with a mix of 
financial and non-financial information. This is in accordance with  Bohlin  
(1987), Breton & Taffier (1995), Gambling (1985), Lee & Tweedie (1990), 
McSweeney (1997), Nilsson (1995). It also confirms to the evidence that 
annual reports are a base-point of reference which need to be supplemented 
with additional information (Bence et al, 1995). 

The financial information in annual reports soon becomes history and the 
analysts need an up-to-date view of the company at all times. The results from 
this study indicate that direct contacts provide analysts with up-to-date 
financial information and up-to-date non-financial information. This agrees 
with Section 2.4.2. Analysts frequently keep in touch with the same 
representatives. They get to know the representatives, develop their relations 
with them and seem to exchange more non-financial, softer information. A 
good relation can provide information that develops a basic understanding of 
the company. This can help the analyst to understand how changes might 
influence the company. Different types of direct contacts also seem to provide 
the analysts with financial and non-financial information to a different extent. 
Presentations by representatives seem to provide more financial information 
while social activities provide more non-financial, softer information. 

The "Capital Market Day" at CompanyC included both financial and non-
financial information. The direct contacts included different events and 
activities that were more or less formal. Financial and non-financial 
information was exchanged in different amounts. The formal presentations 
included more financial information. This information was also explained in 
terms of softer non-financial information. The guided tours of the plants were 
less formal and included more non-financial information about the production 
process and the production techniques. There was also time for informal 
conversations, e.g. on buses between different segments of the company, 
during with refreshments, and at the dinner table. These discussions included 
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mostly non-financial information and did not only consider information about 
the company. The representatives and analysts conversed and got to know 
more about each other. These was also moments for establishment of contacts 
and networks. 

The financial and non-financial information exchanged depends on the 
representatives and analysts participating in direct contacts. (See Section 5.2.) 
The intentions of the initiative-taker influence the exchange of information as 
well. (See section 5.3.) The information needed by the analyst influences 
which representative the analyst choose to contact. The CFO is expected to 
provide the analysts with more financial information, at the same time as this 
person also explains the financial information in non-financial terms. 
Representatives at lower levels in the organisations can provide analysts with 
operative information. This seems to be mainly non-financial information. A 
representative can contact a sell-side analyst when he has made a high 
prognosis or when a president has resigned. All this influences the exchange of 
financial and non-financial information. 

Different analysts and groups of analysts seem to work in different ways. Some 
rely more on direct contacts and may use more non-financial, softer 
information. Others are more analytical and depend to a greater extent on 
financial information. This is consistent with Arnold & Moizer (1984). Sell-
side analysts make more extensive analyses, have more direct contacts with 
representatives at different levels in the companies, and seem to acquire more 
information from the contacts than the other two groups. They can be 
expected to acquire more soft, non-financial information that explains the 
financial information in official reports. 

6.1.2 Parts of the Future Belong to the Present and the History 

We will now see how the analysts and representatives look at the category of 
information that includes information about the future, the present, and the 
history. 

Information on the future seems to be the most important for the analysts in 
this study. They also perceive this to be the most difficult to obtain through 
direct contacts. This is not surprising. Their job is to predict future values of a 
stock and give recommendations, at the same time as companies are carefully 
not to reveal too much about the future. The analysts try to form a picture of a 
company's strategies and visions for the future through direct contacts. Future 
business plans, plans for expansions on a specific market, how the company 
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excepts to develop, short movements in the order intake, strategies, cost 
savings and what the company intends to do in the long term, are some 
examples mentioned of information of the future. BJ  Viktor  believes that 
companies would gain by disclosing more, e.g. about how representatives 
experience the future development on the market. 

Different categories of representatives can provide the analysts with different 
amounts of information on the history, present and future. SSA 011e finds it 
possible and necessary to gather early signals about the future through direct 
contacts. Contacts with a plant manager can yield information about the 
development of production volumes. Information on the company's future 
strategy and objectives for the next five years comes primary from top 
management, e.g. the president. Representatives also find that information on 
the future is of the greatest interest for analysts. IRB cites the following as 
information asked for: growth in the future, future profitability, how the 
market will grow, how the company will act (more quickly or more slowly) 
how it will become stronger, technology acquisitions, and what they will 
achieve from specific actions. 

Information on the future is not enough for the analysts. All categories of 
information are important and the information wanted depends on the 
occasion and the purpose of the direct contact. It is also influenced by the 
intentions of the initiative-takers, as was the case with the financial and non-
financial information in Section 6.1.1. BJ  Viktor  describes information on the 
future as the most interesting, but some parts of the future belong to the 
present and the history. BJ Anton needs historical information and information 
on the present to understand events in the company. The analysts already have 
historical information disclosed in official reports. They need a better 
understanding of the background and what is going on right now. Company 
visits and discussions with management are essential for BSA Roger when he 
wants to know about the present situation. SSA Lennart uses historical 
information for interpretations. The representative can provide analysts with 
historical information and help them understand the future. They can give 
information on how the production process works at the moment or reveal 
that they will make big investments within a year. 

The analyst reports studied by Rogers (1995) include on average 13% forward-
looking information. The rest is historical and present information. Analysts 
seem to need historical information and information on the present to improve 
their understanding of the company and its business. It is also valuable for their 
justification of recommendations. Historical information regularly received in 
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the form of annual reports and prospectuses does not need to be as actively 
acquired as information on the future. This can also be one explanation of the 
large amount of such information in analyst reports. Information on the future 
requires more resources for direct contacts and is also more difficult to obtain 
from representatives. Direct contacts are, however, frequently used and may 
increase the possibility of acquiring this kind of information. 

Companies provide analysts with financial reports that soon become history. 
Analysts need to keep their knowledge up-to-date and check for changes in 
the result between reporting occasions, for example. Official reports cannot 
give as timely information as discussions with management during direct 
contacts, according to the analysts. The frequency of direct contacts influences 
the amount of information exchanged on the history, present and future. The 
analysts obtain more information about at the present situation and may thus 
have their own store of historical information that can be used for 
explanations. The analysts experience can influence the information 
exchanged. A new analyst needs a basic understanding of the company that can 
be obtains through the history and the present. We saw in Section 3.4 that 
analysts need more historical information when they do not know the 
company (Day 1986). Different information is also needed in different phases 
of an analyses. 

It can be easier to gain access to information on the future by frequent visits to 
a company, according to the analysts in the study. Frequent visits can improve 
the relations and the possibility of acquiring information about the future. It 
can be sensitive for companies to give information on the future to analysts, 
because they can provide competitors with the information. If a trusting 
relationship is established between the parties, it can be possible for the 
representatives to give a little more information to the analyst about the future. 
It is in the interest of the analyst to maintain a good, informal, relationship, and 
thus preserve his access to information. The analysts achieves this by not 
revealing the information to others. This describes very well the social control 
between two parties in a relationship, discussed in Section 2.6.5. 

The "Capital Market Day" at CompanyC included information on the history, 
present and future. The presentations mainly included historical information 
and information on the present together with explanations. The history of the 
company and its products was discussed, for example. Some information on 
the future was discussed, but the representatives were careful not to reveal too 
much about the future. The guided tour of the physical part of the plant 
mainly included information about the present. The main subject was the 
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production process and how it worked, but other things, such as the present 
logistics and products were also discussed. The analysts could discuss briefly 
with people working in the production process and then mainly discussed their 
work. The informal parts included a mix of information on the history, present 
and future. It all depended on the people participating in the conversations. 

The information needed by analysts seems to vary between occasions, 
companies and industries, and this is in accordance with Olbert (1992). The 
extent of the forward-looking information can vary. The analyst may want to 
look at the potentialities of the company in the short term or what the 
company look like in five years. PM Anton finds that long-term evaluations of 
possibilities on the market, strategies and opportunities to grow, are important 
for growing companies. The forest industry is, according to Anton and SSA  
Sture,  difficult to evaluate on a long-term basis because of the nature of 
influential factors. The next six-month period is instead of interest in this 
industry. Analysts may on some occasions want to convince their customers of 
the present situation in a company and compare it with its past, in order to 
provide the customers with a better understanding of the company. 

Forecasts from the Companies 

One type of information on the future is forecasts issued by the companies. 
When considering information on the future disclosed by companies in direct 
contacts one can debate whether companies should disclose prognoses by 
themselves or let the analysts provide the market with prognoses. This can be 
expected to influence the information disclosed in direct contacts and will for 
that reason be considered from the point of view of the actor groups, the 
joint-stock companies, the analysts and the financial institutions. This section 
also briefly considers aspects concerning the private and official information in 
direct contacts. 

The representatives indicate that their companies prefer not to disclose 
prognoses. They prefer to let analysts supply the market with prognoses. Some 
companies have disclosed prognoses during certain periods but have stopped. 
CompanyA disclosed general prognosis until 1995, and then stopped. The 
debate about the disclosure of prognoses by companies tended to focus on 
certain formulations without any specific value. The companies still include 
some information of this kind in the annual reports, e.g. how different 
products are selling and how the company will introduce a new product. IRA 
is of the opinion that there is a great specialist competence in the stock market 
at banks and analyst institutions that know the company. BJ Anders also finds 
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this to be a reason why companies do not disclose prognoses. He says "They are 
of the opinion that we can do it as well as they can". He still thinks that companies 
should disclose prognoses because analysts can misjudge. 

CompanyC has disclosed some half-year prognoses as exceptions, but prefers 
not to publish prognosis. They find that the uncertainty in the surrounding 
world is too big to be able to make reliable prognosis. It can change and often 
change drastically from one period to another. There are important factors 
totally out of their control that influence the result of the company, e.g. price 
adjustments. BSA Roger explains that some companies only know the volume 
of orders one month ahead, while others know their order intake for a longer 
period. CompanyC does not want to disclose prognoses for fear of giving 
investors a wrong focus. They provide investors with interim reports every 
quarter and believe that this diminishes the demand for prognoses. IRC 
explains that there are a few occasions when analysts have failed to estimate the 
development of the result. The company has then disclosed adjustments of the 
expected result in the half-yearly report and corrected the market. 

SSA 011e thinks that companies argue wrongly if they do not disclose 
prognoses only because they consider them difficult to make. They do not 
need to be exact, and it is enough if they show a certain tendency. Other 
analysts agree. However they seem to understand the reasons why companies 
prefer not to disclose prognoses. SSA  Sture,  SSA Harry and BSA Roger 
explain that there are Swedish companies that have had their fingers burnt and 
been irritated by the market reaction on occasions the result did not turn out 
as promised. Companies are frightened to disclose prognoses in case they are 
wrong.  Sture  explains that companies have become skilled in disclosing profit 
warnings and giving hints when analysts' expectations are too high. This is 
consistent with CompanyC's explanation of how they handle wrong 
expectations. 

BSA Roger gives the example of a company that discloses clear prognoses at 
intervals. He finds that their way of constantly having a dialogue with analysts 
differs from other companies. The representatives phone analysts and check 
their opinions on and prognoses for the company, this to see how they 
evaluate their company. There are many ways for the companies to show the 
analysts that expectations are too high or too low. Roger cites the example of 
an American company that uncovered old news and showed information that 
not was known earlier. The company met with an immediate reaction the 
same day. He continues with another example of a company that issued a clear 
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message "the production for 1997 is supposed to decline by 15%". Companies can 
thus increase the drama and achieve the effect that they want. 

The analysts in this study do not find official prognoses issued by companies to 
be of any great value, because they still have to make their own prognoses. 
SSA Lennart only uses them as a basis for his own. SSA 011e is more interested 
in the information behind the prognoses. Lennart, however, finds that 
prognoses are important for those who do not have access to the information 
and analyses the analysts has access to. He explains that there should not be a 
lottery on the market for those who need information and cannot obtain it 
through the analysts. 

Companies are not allowed to influence analysts' prognoses. The situation in 
Sweden differs from that in the US, according to Edenhammar. US 
management seem to direct analysts' prognoses more than Swedish 
management. Edenhammar explains that the US companies seem to choose to 
disclose information through analysts, because of the risk of law suits if their 
prognoses do not turn out as promised. This behaviour has spread to Sweden 
through companies listed on foreign exchanges. The US analysts also expect to 
receive opinions about the prognoses in Swedish companies as they are used 
to. Edenhammar clearly states that this does not comply with the Swedish 
regulations. He says that the companies should disclose prognoses themselves if 
the regulations are strictly followed.  

Lars-Erik  Forsgårdh from  Aktiespararna  wants companies to disclose prognoses 
and thus eliminate or diminish the risk of selective information. He suggested 
it already in his Ph.D. thesis in 1975. Forsgårdh is sceptical about the ethics of 
the financial analysts. 

If companies only let analysts provide the market with prognoses there is a risk 
that companies might provide more information on the future for the analysts. 
Companies do not want the analysts to misinterpret their possibilities and 
might then give more information. The risk that representatives might 
influence the analysts prognoses also increases the risk of exchange of insider 
information through direct contacts. Companies can, however, correct 
misunderstandings in a proper way with the help of officially disclosed 
information on the history, and the present. If companies also disclose 
prognoses they can decrease the information gap between the company and its 
investors. More information is disclosed and the risk of some people gaining 
from the information gap by receiving information before others decreases. 
Whether companies disclose prognoses or not the information disclosed in 
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direct contacts can be affected, according to this discussion. We will briefly 
return to this discussion when considering the category of official and private 
information in Section 6.1.4. 

6.1.3 Positive, Negative and Biased Information 

We will now look at the exchange of positive, negative and biased information 
in direct contacts. Many of the analysts indicate that representatives prefer to 
give positive information about the company. They want to show themselves 
in a better light. SSA  Sture  perceives that representatives never give more 
negative than positive information. He wants them to express their real 
opinion or be quiet and let the analysts interpret other information. 
Representatives seldom say anything unfavourable about their company and 
instead do not say anything, according to BJ Anders. Companies that do not 
disclose information often meet with strong reactions regarding the price of 
their stock. Nobody knows what happens in the company. One company that 
has not disclosed much and kept silent was mentioned by many analysts, both 
in interviews and at the dinner at the "Capital Market Day" at CompanyC. 
The analysts were fed up with the company. Some had given up all attempts to 
contact them. 

The analysts dislike it when companies cover up and avoid discussing 
problems. They prefer an open relationship in good and bad times. BJ  Viktor  
wants to trust that management disclose correct information even when they 
have problems. BJ Anders finds that representatives want to give their version 
of a problem when it attracts attention. He also perceives that big companies 
are more trustful in disclosing correct information than small companies, 
introduced on the stock exchange. Big established companies have too many 
eyes following them. They know that there is no point in them giving 
incorrect information. Anders works with big companies and has no problems. 
However, he knows from colleagues who work with small companies that 
they try to direct and manipulate information. The big CompanyB cannot and 
does not want to exaggerate and cause speculation, according to IRB. He 
explains that they look at the history, what they think about the future and try 
to be honest and objective. This is difficult. IRB emphasises the importance of 
maintaining trustworthiness. 

BJ Frans accepts that the representatives' job is to have a positive article about 
their company published. He still expects them to disclose correct information. 
The company lose the confidence of the market if they disclose information 
that describes something in positive terms when it really is a mess. It is better 
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to tell the truth from the beginning. He gives the example of an information 
manager who lied when he was questioned about a valuation of a building. 
The manager said that their adviser, a firm of consultants, had valued the 
building for them. The business journalist printed this information, but it was 
not correct. The company had valued the building themselves. SSA 011e gives 
the example of a company in the forest industry that disclosed a rise in the pulp 
price that he not could believe or accept. "The truth always catches up with them 
and the company was wrong", according to the analyst. The forest industry should 
be taken with a pinch of salt. SSA  Sture  agrees. He claims that the forest 
industry consciously obscures the truth avoids disclosing information or 
discloses incorrect information.  Sture  has experienced this both in his previous 
job in the industry and in his present job as an analyst. The industry is 
incorrectly interpreted, which results in unnecessary speculations. 

The time lag for information from companies to investors has become 
accentuated at the same time as companies are nervous about analysts being 
wrong, according to SSA  Sture.  Representatives want investors to feel safe 
about their company, according to BJ  Viktor.  They can thus exaggerate an 
increase in growth or claim that they are in a turnaround situation even though 
this implies unrealistic expectations. There are sensitive situations where 
negative information can damage the company. One example mentioned is a 
company that needed votes from shareholders to accomplish something. 
Representatives have an interest in communicating information and he is sure 
that the information is biased.  Sture  understands that in some situations it is 
better for companies to give a positive picture of the company. Excessive 
pessimism can, for instance, influence price negotiations with customers. 

The representative's personality seems to determine whether he or she gives 
more positive or negative information. SSA  Bertil  likes to get to know the 
representative to know if he or she exaggerates, positively or negatively. 
Representatives in general are not more positive, but some are blinded by 
what they believe, according to SSA 011e. Knowledge of the representative's 
personality is therefore valuable. There are people who believe that the sky is 
the limit if there is a tendency toward an upward movement and glimpse 
bankruptcy in a downward movement. SSA Lennart explains that there are 
positive people who suppress negative information. These people believe that 
they can handle everything and refuse to think about regression. There are also 
representatives who are unwilling to take a risk and to lose money. BSA Roger 
can talk with two people who both describe the same situation and yet receive 
different pictures depending on their personality. One can describe a tough 
year for the company while the other can be too optimistic. He finds that 
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presidents who are also owners in small companies are too optimistic.  Sture  
differentiates between people who have a great understanding but talk against 
their better judgement and those who do not have the necessary knowledge. 
This is also discussed in Section 3.5. 

Edenhamrnar reflects over the question, "Objective information, does it exist?". 
He believes that analysts can sort out a fairly realistic picture if they have 
different opinions to compare. This seems to be how the analysts in this study 
form their opinions of companies. They discuss with people inside and outside 
the company. The number of representatives whom the analysts discuss with 
seems to depend on the group of analysts. This is in accordance with the 
discussion in Section 5.1. The specialists tend to have more contact persons 
than the generalists. BJ Frans starts from the representatives' information, 
checks it out with others and available facts, and twists the angle to be correct. 
PM Anton finds it important for analysts to have well-developed networks and 
different channels for information, and not only depend on representatives for 
information. He takes the basis of his information from the representatives, 
discusses with others outside the company and forms his own opinion. BSA 
Roger and SSA Lennart compare information from many contacts and 
perspectives to obtain a fair view. Lennart talks with suppliers, customers and 
others, for example journalists. Some people are, according to Roger, problem 
-oriented while others are not. Different people provide him with different 
perspectives. 

BJ Anders and SSA Harry find it important to critically investigate the 
company and to be critical of sources and people who gossip, in order to 
detect biased information. The analysts examine whether it is reasonable for a 
company to achieve what they have promised. They read between the lines 
and interpret. BJ Anders finds it dangerous only to trust the companies at the 
same time as he perceives difficulties in checking with people outside the 
company in some industries e.g. the medical industry. It is difficult to find 
people who can help him assess the company. Knowledge is limited to a few 
people. Lennart has experience from the industry and a basic knowledge that 
makes it easier for him to interpret and be critical towards information. It 
helped him, for instance, to understand that CompanyA had an interest in 
highlighting the discussion of parallel imports of their medications even though 
it not was important for their financial performance. 

Different strategies for detecting biased information can be used in different 
kinds of direct contacts. A formal presentation by top management gives the 
analysts the possibility of asking many questions. Informal "one-to-one" 
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meetings with known representatives can help the analyst to see if the 
representative is telling the truth. Such meetings can also give information in 
confidence. Direct contacts can provide the analysts with different pictures of a 
company. We will look at additional strategies mentioned in this study for 
detecting biased information. 

SSA Lennart asks representatives straight questions and studies their reactions 
and their answers. It is perceived important for analysts to ask many questions 
to obtain answers. Representatives only answer the questions posed to them 
and prefer not to make statements about certain matters, according to BJ  
Viktor.  Analysts have to discover mischief themselves and must not be content 
with information disclosed by representatives. The analysts also study the 
representatives' body language at meetings to see if they are lying. 

Continuity in contacts with representatives helps the analysts to get to know 
the representatives. BJ Anders can, if he knows a person well, see if a person is 
lying or hear that he is lying by the sound of his voice. SSA Lennart finds it 
easier to know how people twist information if he knows them personally. 
Analysts can take the initiative to hold "one-to one" meetings to get to know 
how things actually are in the company. Another strategy is that two analysts 
participate in meetings with representatives and visits at companies. Both can 
observe the situation, and compare how they perceived the direct contact. 
This can be discussed afterwards. It seems to be common among the analysts in 
this study. 

Frequent direct contacts help the parties to get to know each other. Such 
contacts can also help them to build up trust. A close relationship can prevent 
representatives from disclosing information that is not true. They do not want 
to lose the analysts' confidence and the possibility of receiving positive 
attention. The interdependence discussed earlier can influence the information 
exchanged. Representatives may be able to disclose correct negative 
information about the company informally in confidence. They can thereby 
minimise the risk of losing the trust because of an unexpected result. The 
analysts can use the information for analyses without revealing all details about 
the information. 

Different groups of representatives can provide different pictures of the 
company and its business. BJ Anders works deeper down in the organisation to 
get nuances and complex illustrations of the company. He sometimes suspects 
that a company offers another version of an event than the real version. Anders 
describes a situation when a president at P&U quit. The official version was 
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that the president quit for private reasons, but Anders was suspicious. No 
central representative revealed that the president was actually fired. He 
received this information by walking around and talking with people deeper 
down in the organisation. The analyst's intention was to form another picture 
of the company. He looked especially for this kind of information. BJ Frans 
gives a similar example of a company that only disclosed information about 
what the new president was supposed to accomplish without mentioning that 
the previous was fired. He also asked different people to find out the truth. 

The analysts seem to make comparisons with other companies within the 
industry to obtain more nuances for their picture of a company. The analysts at 
CompanyC's "Capital Market Day" asked several questions about competitors 
and their products. BJ  Viktor  cites  Trelleborg  as an example. They disclosed an 
expected revenue of  X  billions  SEK,  on the basis of a gold deposit, without 
revealing that the costs would be as big as the revenue. Contacts with 
representatives in competing companies helped the analyst to figure out the 
costs connected to the business. SSA Lennart can compare the quality and cost 
of a specific medication at CompanyA with another company's competing 
preparation. He can then discuss with representatives from both companies. 
This is not always the case. BSA Nina and Nils explain that companies within 
an industry cannot always be compared with each other. They cite an example 
from the telecommunications industry involving a seemingly unmotivated 
decline in the price of  Ericssons  stock. This was found to have been caused by 
bad results in Motorola. 

Mostly positive information about CompanyC was discussed at the "Capital 
Market Day". The future prospects seemed promising. The representatives 
take the initiatives in holding "Capital Market Days". One of their intentions 
can be to give a positive picture of the company. The analysts asked about the 
weaknesses of the company, as its competitors' products, and how the 
company could be improved. They asked a great number of questions about 
different things in the company and the representatives had to provide answers, 
explanations and justifications. The guided tour of the physical part of the plant 
provided the possibility for the analysts to detect things in the company that 
could not have been detected otherwise. They had the possibility of seeing 
things with their own eyes. None of the analysts had noted anything peculiar 
in the plant worth discussing. The company representatives are also well aware 
of the fact that the analysts are interested in visits. They have thus the a 
possibility of making arrangements, to make things look better than they 
actually are. The company can have extra people working, minimise their 
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stocks before a visit or avoid showing them. No signs like this were detected at 
the "Capital Market Day" in CompanyC, but the possibility still remains. 

The representatives' track record is important for all analysts when interpreting 
information about a company. Sooner or later there will be a real outcome 
which the representative has to face. BSA Roger calls representatives and asks 
why things have not turned out as promised. This is a situation representatives 
prefer to avoid. The analysts lose confidence in representatives who do not tell 
the truth. Roger explains that nobody gains from incorrect information. SSA 
011e checks the representatives' track records to determine how reliable the 
information from a certain representative has been. If a representative from 
Ericsson says anything, then it is reliable. Representatives of companies with 
some mistakes in their prognoses must prove themselves to be trusted by him. 

6.1.4 Official and private information 

All groups of analysts have, as discussed and exemplified above their own 
meetings with representatives from traded companies. They find these to be of 
great importance for their evaluations. These direct contacts can also be seen as 
increasing the risk of giving information exclusively to a few people and 
providing analysts with private information. We will in this chapter take a 
closer look at how the institutions, the three groups of financial analysts, and 
the traded companies view direct contacts with reference to private and official 
information. 

The Institutions and Direct Contacts 

The three institutions are supposed to looks after the interests of parties outside 
the companies, such as investors and other interest groups in society. 

Hans Schedin from the Financial Supervisory Authority cannot see any reason 
strong enough to keep the direct contacts between financial analysts and joint-
stock companies, because of the risk of exchange of insider information. He 
cannot understand why representatives and analysts want to keep direct 
contacts in the light of this risk. He would like to know if they understand the 
seriousness of the situation. He wonders whether analysts understand that they 
can become insiders and whether representatives understand the consequences 
if they selectively disclose information. He questions whether analysts believe 
that they can use the information as they want to, and whether representatives 
see the contacts as a practical way of handling their image. 
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Lars-Eric Forsgårdh, President of the shareholders association,  Aktiespararna,  
dislikes closed meetings. He finds them a threat for small shareholders.  
"Aktiespararna"  arranges about 700 local meetings and 70 company visits every 
year , involving its members and representatives from traded companies. This 
can, according to Forsgårdh, be seen as the problem in miniature. He explains 
that their meetings are more official. More people are invited, and they are not 
intended only for the initiated and do not treat sensitive issues, in contrast to 
the analysts meetings. The people participating in their meetings become more 
initiated than those who do not, but not more than through participation in 
the annual general meeting. The members gain the opportunity to evaluate the 
company management and form a better picture of what kind of person the 
president is. This is, as we have seen earlier, one argument put forth by analysts 
for direct contacts. It might indicate that all investors need to meet 
representatives to be able form their own opinions. Forsgårdh wants companies 
to regularly disclose prognoses and thus minimise the risk of insider 
information. The information gap between the company and investors would 
then decrease. See the discussion in Section 6.1.2 under the heading "Forecasts 
from the Companies". 

Hans Edenhamrnar, of the Stockholm Stock Exchange, explains that the 
normal way for companies to disclose news is through press releases. They 
receive on average 20 releases every day from their companies, which number 
nearly 200. The information disclosed to analysts at the larger or minor closed 
meetings is partly the same official information as in press releases. There is 
some additional information that companies do not want to burden press 
releases and annual reports with. The official information would be too 
extensive if all information was incorporated. The Stock Exchange finds it 
natural and acceptable for representatives to discuss details of the official 
information with analysts. This can, for instance, concern factors behind the 
development of profit. 

It is, according to Edenhammar, reasonable for representatives to discuss with 
analysts if they have misunderstood something. Representatives can talk to 
analysts about the right circumstances and remind them of what they have 
already been told. He cites the example of an analyst who forecast a share price 
of  SEK  2.50 for the coming year and asked a representative for his opinion. A 
strict information manager does not comment on a prognosis. However, it can 
be difficult not to react if the analyst is completely wrong. The representative 
can refer to previous disclosures, mentioning for instance exposure to currency 
fluctuations, and results based on specific rates of exchange. They can thus 
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handle the problem on a fair level. The representatives can say "You can make 
an adjustment for this and consider how it can influence your prognosis." 

The Companies and Direct Contacts 

The representatives in this study seem well aware of the seriousness of handling 
insider information. They find it important to think about what they can and 
cannot say in direct contacts with analysts. The group clearly states that they 
cannot give selective information to anyone. Information discussed in direct 
contacts is only supposed to give a more detailed analyses of official 
information, such as figures in the annual and interim reports. IRC finds the 
question of unique information interesting. He would like to know if analysts 
believe that they have unique information. This representative considers at the 
same time the debate meaningless. He questions whether analysts make 
conclusions on the basis of unique information or if it is their unique ability to 
analyse that helps them to make their conclusions. He concludes that they only 
use publicly available information. The analyst with the best conclusions 
reaches the best results. 

It does not seem to be as easy as it sounds. There are indications of natural 
conflicts, as already noted in Section 5.5.2.  IR-people are supposed to have 
good relations with financial analysts and make sure that they obtain the 
information needed, at the same time as they cannot give more information to 
anyone. Analysts often want more information than the representatives are 
willing or able to give, e.g. prognosis for the future, mentioned in Section 
6.1.2. IRC explains that analysts have to assume responsibility for their own 
judgements. Representatives have the right and obligation to refuse answering 
questions, even if they are intelligent questions. This is, according to him, 
known and accepted by analysts. IRB agrees. Analysts have to make their own 
choices. Professional IR-depaitnients cannot favour anybody. 

The companies have established policies to minimise the risk of exchange of 
insider information in direct contacts. They do not discuss with representatives 
shortly before the disclosure of financial reports. IRA explains that they have a 
developed organisation for handling information with established policies. 
They are careful about what they say and do not give selective information. 
The policy for direct contacts was not described in detail by IRA. 
CompanyB's policies were described better. To ensure that all three  IR-people 
give the same information, strategies, markets and other items that need to be 
highlighted are regularly discussed by the  IR-people. They prepare documents 
listing potential questions and answers. The most important questions from 
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meetings with analysts are used as a basis. This prepares the  IR-people for the 
analysts' questions and guides their answers. The analysts' questions are also 
used for the disclosure of information through other channels, such as annual 
reports. Such questions help the company to know what kind of information 
investors need and to improve the information disclosed. 

CompanyC's policy also involves discussing the same matters with all analysts. 
They have a rigid politic governing which staff are allowed to make statements 
on financial matters. Only the president, IRC and the information manager are 
allowed to make statements on these matters, as mentioned in Section 5.2.1. It 
would be difficult to restrict the information if ten representatives were 
involved. They would all give their own angles, say different things, and give 
different amounts of information, according to IRC. The company prevents 
the special treatment of analysts by not letting them visit plants alone. "Analysts 
only want to meet  Kalle  and  Pelle  and ask questions they never would get answered 
otherwise," says IRC. Plant visits are only permitted for groups of analysts on 
occasions, such as "Capital Market Days." IR_C is sure that analysts try to call 
people in the company to obtain information. They are not able to tap their 
employees' telephone lines to know what they say. He knows that people are 
careful and trusts that they do not answer questions. IRC has noticed that the 
employees answer fewer and fewer questions. They hesitate to be involved. 
There has so far been little concern about this in CompanyC. 

The company representatives in this study discuss a grey zone of information 
between official and private information. IRA explains that one has to strike a 
balance. He tries to guide conversations away from this zone and assumes the 
responsibility for this. IRC has worked as an analyst and finds it to be an 
advantage to know both what analysts want and what he is allowed to tell 
them about the company. His strategy is to keep to additional facts about 
information already known. Where the revenue will go during the next 
quarter or the next two years is an example of private information, information 
he cannot give. He only talks about potentials on the market. The analysts 
have to make their own conclusions. IRC admits that there is a grey zone of 
information and emphasises the importance being aware of that and trying not 
to make any judgements. He gives the example of analysts misunderstand 
something in the company. Then he discusses with the individual analyst and 
teaches him or her the facts. He cannot tell the analyst how to interpret the 
facts. IRB gives a similar example of analysts who are too optimistic and have 
high estimates. 
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The Financial Analysts and Direct Contacts 

The financial analysts all perceive it important that all investors have access to 
the same information at the same time in accordance with the efficient market 
hypothesis. BSA Nina and Nils only want official information that everybody 
can obtain but has not thought about. They explain that all investors receive 
the same information nearly at the same time. Companies disclose information 
to all big owners close to the publication of the annual report. Small investors 
are not mentioned. Harry discusses the importance of disclosure for everybody. 
He finds it important that companies should inform everybody at the same 
time and not give selective information to anyone. BJ Anders cannot think of 
another way of handling direct contacts. He trusts the companies, finds them 
careful and explains that they cannot give special treatments to anyone. 
Representatives only give deeper information and explanations of already 
disclosed information to all groups of analysts. He finds it difficult to obtain 
more information from representatives between reports. 

PM Anton finds it to be a problem when representatives say things that they 
should not should. He can still not see a direct solution in the debate on 
selective information. This analyst believes that the meetings will continue 
because of the analysts' considerable influence on the market, and their need 
for information to inform the market. BSA Roger explains that nobody would 
gain anything if the direct contacts were stopped. The investors need the 
information. The only way to know what is going on in a company in the 
present, according to Roger is as mentioned in Section 6.1.2, to make visits 
and talk with representatives. He explains that representatives do not give 
exclusive information and describes the telephone conference at P&U with 
analysts, mentioned in Section 1.1, as an exaggerated phenomenon. Headlines 
in newspapers and discussions about closed analyst meetings are, according to 
him, "an expression of vulgar propaganda and populism.". He does not find the 
P&U case serious, because nobody was convicted. There exists, according to 
Roger, a grey zone where it is difficult for representatives to know what 
consequences the information will have. 

SSA Harry agrees. He describes the discussion on P&U as exaggerated. There 
was only a fall in price by 8-10% and no profit warning. "It is not fun for private 
investors when it happens, but they would not have been able to do anything anyway", 
according to this analyst. This can be seen as a contradiction to his statement 
that all investors must have access to information at the same time. Opinions 
about P&U's telephone conference seem to differ between the analysts. SSA 
Lennart finds it shocking. He has never heard about anything similar. Lennart 
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believes this kind of telephone conference to be more accepted in the US than 
in Sweden. SSA  Bertil,  who has studied finance in the US, explains that the 
US companies free themselves from all the consequences connected to 
disclosure of information through press conferences and telephone conferences. 
They minimise the risk of being sued if their prognoses are wrong. This was 
also discussed by Edenhamrnar under the heading "The Institutions and Direct 
Contacts" in this section. 

BSA Roger finds that the discussion of insider infoiniation provided at closed 
meetings for analysts is exaggerated. He understands that information can easily 
slip out from representatives on a few unusual occasions. He gives the 
following scenario as an example. The representatives have been at a board 
meeting all day, discussing the fact that analysts have been wrong in their 
prognosis and then meet analysts. The reaction afterwards ,"...was just like an 
explosion and it spread like wildfire". PM Anton asked me directly if I not was 
going to ask him whether or not analysts obtain private information. He clearly 
explained that they get to know information that is not publicly available, 
insider information. Representatives do not deliberately reveal a secret. It can 
happen on an occasion when nobody has been in contact with the company 
representatives and something new has happened on the market. BJ Frans also 
talks about exceptions when private information, is unintentionally revealed by 
representatives. The company representatives might not have realised the 
importance of the information and perhaps nobody had asked about it before. 
It is possible for anyone to obtain such information. He describes this as an 
interesting situation, and he can often sense when an information manager or a 
president has told him something that they should not have told him. 

SSA 011e discusses the thesis that companies try to influence the analysts' 
expectations before the disclosure of a report that may cause movements in the 
price of the stock. He wonders if there is any kind of selectivity and continues 
with the example of a company that has distinguished itself previously by 
calling some selected analysts and guiding their expectations. SSA Harry is also 
aware of companies that deliberately only inform a small group of people. He 
gives the example of a company where there had been a "buzz" before the 
information came up on the computer screen'. 

The buy- and sell-side analysts find that discussions on closed meetings for 
financial analysts are exaggerated and mainly concern direct contacts between 
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their groups of analysts and representatives. Direct contacts between business 
journalists and representatives are seldom mentioned. SSA Lennart thinks that 
the debate is "making a mountain out of a molehill", and refers to the few 
convictions for handling insider information. He only knows about cases with 
business journalists involved. However, Lennart admits that there are mainly 
financial analysts at the meetings he participates in. 

The business journalists explain, as discussed in Section 5.5.3, that they have 
the same access to representatives as the other groups. They still dislike 
meetings held only for buy- and sell-side analysts in principle, but do not find 
this to be a problem. The debate on selective information has forced 
companies to voluntarily open up and arrange meetings for all groups of 
analysts. BJ Anders still finds it more likely that sell- and buy-side analysts will 
get special treatment, because of their deeper contact with the representatives. 
Business journalists' contacts are intensive and sporadic. They have less time for 
specific companies, which can decrease the risk of exchange of insider 
information. Another reason is that business journalists quickly disclose 
information to many people, while the other groups of analysts keep it for 
themselves and their customers. 

There is not only the question of whether insider information is revealed or 
not, according to the analysts in the study. Companies do not want to reveal 
too much in case their competitors get to know the information. Financial 
analysts do not only discuss with representatives in one company. They discuss 
with all companies within the industry and also with customers. SSA Lennart 
discusses the matter of secrecy and the companies. Information about a product 
is not relevant for him before it acquires a financial bearing. This is in the last 
stage or when the competitors are too far away. At a position where the 
information cannot harm the company in question. 

Company visits give PM Anton ideas and help him to interpret information, 
even though it is not private information. The interpretation depends on the 
individual analysts and can differ. The same information can be interpreted 
differently by analysts. It is thus important to have the ability to read what has 
been said, according to Anton. This is consistent with the discussion in Section 
2.4.2. BJ  Viktor  compares his organisation with a spy organisation with 
enormous amounts of information stored and the possibility of easily obtain 
information. He explains that there is a grey zone between official and private 
information because the classification of information as material depends on the 
receiver and the receivers' knowledge. People with detailed knowledge of a 
company only need a small piece of information, a piece of a jigsaw puzzle, 
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which can become important for making a conclusion. The same information 
can pass as meaningless for people not initiated. They are not able to draw a 
conclusion on the basis of the information. 

The analysts sometimes find it difficult to know if information is official or not. 
BSA Nina and Nils explain that they have undertaken to follow the 
registration contract at the Stockholm Stock Exchange. This includes rules 
against doing business on the basis of insider information. They have in many 
cases stopped information from representatives to avoid learning too much. 
Information that the company will release in two weeks is not wanted by the 
two analysts. They try to avoid private information but sometimes find it 
difficult to know where the limit is. Nils and Nina entered into a discussion on 
whether weather they received official information or information on the 
border between private and official in a specific case. They received 
information from a representative at an American subsidiaries after a meeting 
and made a great profit from the information. One of them explains that it was 
completely legal, the information was available for everybody, but nobody had 
thought about it. The other is uncertain about whether they ethically did the 
right thing and finds it to be a borderline case that falls within the grey zone. 

BSA Nina and Nils discuss their organisations' role as a big owners of a 
company, direct contacts with companies, and the desire to avoid selective 
information. They find it difficult, for example, when the Board of Directors 
or top management wants to know the owners' opinion on different matters. 
They feel a divided loyalty in this situation and do not want more information 
than others for ethical reasons. Another reason is that they want to be free and 
able to sell whenever they want to. The Volvo and Renault business was an 
example of an affair where they were too involved and obtained too much 
information because of ownership. They chose to act in the company on that 
occasion instead of buying or selling the stock. Owners are also involved in 
discussions and negotiations that take place before annual general meetings. 
They have to be unanimous before the meeting to avoid conflicts. 

Companies have, according to the analysts, policies for how to answer 
questions. Representatives receive a checklist of what they are allowed to 
answer and what they are not allowed to answer. BSA Roger explains that big 
companies, such as Volvo have strict policies for disclosure of information. 
Suppliers can for that reason often provide him with more detailed information 
about the company. Big companies followed by many analysts have to give the 
same information to everybody according to BJ Anders. BJ  Viktor  experience 
it easier to acquire deeper information from representatives in small companies. 
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They are not used to interviews and do not have policies for what to say, in 
contrast to big companies. He finds it easier to ask tricky questions and acquire 
more information from them. 

Some of the analysts in this study find it difficult to obtain informal 
infoiination from presidents who are well aware of the consequences it can 
cause. Policies seem to work better higher in the organisations. Some of the 
analysts thus prefer to have contacts with people at lower levels in the 
organisation. It is easier for analysts to gain an entrance at lower levels if they 
know people. This can make it possible for them to circumvent the 
companies' policies. SSA 011e primarily considers it to be the representatives' 
responsibility to know what they can and cannot say. 

It seems as if the financial analysts receive information in confidence. 
Representatives sometimes declare that  B J Viktor  is not allowed to write what 
they tell him.  B J  Frans describes a situation where he can receive information 
in confidence from the company. "Sometimes you do like this. You ask them a 
little question, 'Can't you tell me what companies one is supposed to buy at the 
moment.  Ah,  go on, tell me, sure it's not important information. (He sounds like a 
trustworthy friend) The person hesitates and says, 'Well I don't know... if you 
promise not to write about it I can tell you" PM Anton, a previous business 
journalist, finds that information given in confidence is of more current interest 
to business journalists, because buy-side analysts do not spread the information. 
The worst thing that can happen, if representatives tell him something, is that 
his firm might buy or sell stocks. He does not mean by this that they obtain 
information which they cannot act on. The buy- side analysts do not seem to 
receive information in confidence because they are not expected to spread 
information. There is, however, a risk that they may receive private 
information because the company knows that they keep it for themselves. 

PM Anton imagines that information given in confidence might occur on the 
sell-side. SSA Harry and SSA  Sture  sometimes receive information off the 
record. Representatives can tell them not to write or tell anyone about the 
information. The Financial Supervisory Authority does not find information 
given in confidence appropriate because of the risk of insider trading. Schedin 
explains that it is not enough to give information in confidence and declare 
that the analyst is not allowed to talk about it. They all probably talk about it 
anyway. 

How the analysts in this study handle information "off the record" seems to 
differ between the groups of analysts as well as between individual analysts. 
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The sell-side analysts cannot disclose information received in confidence from 
representatives. SSA 011e explains that information off the record is off the 
record forever. He compares sell-side analysts with business journalists whose 
information is only off the records one week before they publish it. The sell-
side analysts  Sture,  Harry and 011e cannot reveal what they get to know 
because it would destroy their relations with representatives. Their customers 
also have contacts with the companies and can discuss the information with 
representatives. They can still use their knowledge of the information. The 
representatives know about it and both parties agree. 011e explains that the 
information can help him to understand the company and give a clue that 
becomes clear at a later stage. 

How different analysts act when they obtain or have the possibility of 
obtaining information in confidence seems to differ. BJ  Viktor  tells the 
representatives not to reveal anything he cannot write. He does not always 
write about information which they do give him in confidence. BJ Frans never 
hesitates and takes the information with pleasure. He prefers to write about it 
without mentioning the source, but accepts the information even if that is not 
possible. The information is valuable for him even if he cannot use it 
immediately. It can help him to solve a puzzle in the future when he obtain 
additional information, or help him to understand something. 

Representatives seem to give information in confidence to analysts, and this 
can increase the risk of exchange of insider information. It does not necessarily 
mean that private information is revealed. It can also be information that the 
company does not want to arouse much attention even though it is official. 
The greater attention paid to official information can cause an overreaction. 
Information which is not known to the public and which can influence the 
price of the company stock is, however insider information. It seems as if 
information given in confidence by the representatives is not always used 
immediately by the financial analysts. This can make it more difficult to know 
if they receive insider information or not. The analyst scan have the 
information in mind. It can help them to solve puzzles later and make them 
understand things. How material the information is depends on the individual 
analysts' knowledge. Information off the record can also be used as a way to 
build up a relationship between the financial analysts and the representatives, 
according to the analysts in this study. The representatives can make the 
analysts dependent on them. The phenomenon of dependence is discussed in 
Section 2.6., and Section 5.6. 
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Previts et al (1994) discuss the fact that analysts do not include all the 
information collected in their reports and the rest can be expected to be stored 
for the future. Information received in confidence from representatives can be 
expected to belong to the information not mentioned in analyst reports. The 
analysts cannot reveal the information and the written form might be even 
more sensitive, as described in Breton and Taifier (1995). The analysts in this 
study seem to be carefully not to tell their customers everything, even verbally. 

The companies prefer not to give prognoses to the market because of 
uncertainties which they cannot control but which can still influence their 
results. They do not want to give wrong prognoses. The analysts indicate that 
they want companies to disclose some kind of tendency but seem to 
understand the reasons why they refrain. This is discussed in Section 6.1.2 
under the heading "Forecasts from the Companies". The analysts acquire the 
information needed anyway and are for that reason not dependent on the 
companies for the disclosure of prognoses. There is, however, a risk that 
investors who do not have the possibility of obtaining information and make 
prognoses themselves might lose money. There is also a risk that the companies 
may disclose information only to analysts and let them disclose the information 
to the market. Some analysts can thus obtain information before others and 
gain from the information. 

As we can see from the results of this study it is not completely easy to judge 
whether some pieces of information belong to official or private information. 
Any two people can differ in their judgement. The question of whether 
financial analysts receive insider information or not from the representatives of 
the joint-stock companies during direct contact is sensitive. This can affect the 
way in which the actors discuss the topic. The companies are very careful in 
their statements and want to ensure that they stand on the right side of the grey 
zone that they, nevertheless, admit exists. The analysts all admit that it is 
possible to obtain non-public information. Private information is perceived as 
rare and seldom deliberately disclosed by the analysts. Some cases where 
representatives have disclosed information only to a few analysts are discussed. 

There may be a risk that the analysts in this study who declare that they are 
never contacted by representatives are more careful than others. They may be 
avoiding discussing this because the exchange of insider information is a 
sensitive topic. It can also indicate that they do not belong to the top analysts 
who serve as opinion leaders. The opinion leaders may have easier access to 
representatives than other analysts. Initiatives taken by company representatives 
to establish individual contacts with analysts, discussed in Section 5.3, can 
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increase the risk of insider trading. This is especially so if only a few selected 
analysts are contacted. Some analysts mention that representatives call them 
when a prognosis is too high. This can increase the risk of exchange of insider 
information. An analyst with a high prognosis may obtain more information 
than other analysts and investors. An interesting question for further research is 
whether the companies only contact a few, top-ranked analysts employed by 
big influential firms or if they take the initiative to establish contacts with all 
analysts with too high prognoses. 

There is, as can be seen, a risk of exchange of insider information through 
direct contacts when relations are well-established. Informal contacts in well 
established relations, discussed in Section 5.4, where the parties know each 
other, can result in the provision in confidence of information that all investors 
do not have access to. Relations built on trust, where both parties are 
dependent on each other, also increase the risk of exchange of insider 
information. See Section 5.6. The analyst receives something from the 
representatives and vice versa. More frequent contacts can help to develop this 
relationship and increase the risk. The risk can also be influenced by the type 
of direct contacts. A possible exchange of insider information in "one-to-one" 
meetings with only one analyst and one representative can easily pass without 
notice. Nobody knows that information is exchanged and the established 
relationship makes sure that neither of the parties reveals the secret. There is a 
social control within the relationship. Exchange of private information is also 
possible at big presentations, which was shown by the P&U case, which has 
attracted so much attention. It is, however, more difficult for a hundred 
analysts to use the information without being noticed by others, when the 
effect becomes so clear. Too many people are involved for it to be possible to 
keep the secret. 

The risk of exchange of insider information can be expected to be higher 
when analysts have direct contacts with many people at different levels who all 
give different information. See Section 5.2. The information becomes more 
detailed and small pieces can together reveal important information. The risk 
of exchange of insider information may for that reason be higher for sell-side 
analysts than for the two groups of generalists. CompanyC restricts the number 
of representatives involved in direct contacts and thus minimises the risk, while 
CompanyA and CompanyB do not. The complex structure and the products 
that demand specialist knowledge in the latter two companies are factors that 
make it more difficult for them to minimise the number of representatives. 
One or a few members of staff cannot be expected to know everything about 
the companies. 
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The formal relation with an informal frame described in Section 5.4, where all 
parties have their roles and are aware of what they can say and do, help to 
control the risk of private information. Representatives have a limit for what 
they say and the analysts are aware of that limit, but still try to pass it. The 
companies' policies for disclosure of information help to minimise the risk 
discussed above. All three companies are big and have centralised their 
provision of information to an  IR-function that takes care of most of the direct 
contacts. This is also a way for the companies to minimise the risk of insider 
information. 

6.2 	Model of the Information and Information Process in 
Direct Contacts 

We can use a model (Exhibit 29) to summarise direct contacts and how the 
information process can influence the types of information exchanged. The 
model will help us to gain more understanding about the information process 
and the types of information exchanged in direct contacts. It is developed 
throughout the research process with both theoretical and empirical 
implications. The analyses program NUD.IST has helped to build up the tree 
structure. Previous chapters have considered these nodes, defined them, and in 
some cases divided them into deeper levels that will only be mentioned here. 
The upper part of the model shows us the flow of information between the 
companies through their representatives to the financial analysts, who function 
as information intermediaries. This flow was described earlier in Exhibit 1. The 
flow of information continues through the financial analysts to the investors. 
The focus of attention in this study, direct contacts is marked by the circle. 

The model is now extended with the tree structure and analyses the direct 
contacts in detail. The two main nodes consist of 
1) types of information, and 
2) the information process. 

The information process is subdivided into two main categories, already 
discussed in the theoretical part: 
1) the contacts (in a more technical manner), and 
2) the relations in the direct contact. 
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The contacts can include information about the frequency and scope of the 
contacts, and the categories of representatives involved in the contacts, for 
example. Informal and formal relations, what the relationship looks like, how 
the actors apprehend good and bad relations are examples of topics discussed 
under relations. 

I have chosen to subdivide the information into four types: 
1) financial and non-financial information, 
2) official and private information, 
3) information directed toward the future, present and past, and 
4) positive and negative information (biased information). 

The categories are all defined and exemplified in the previous chapters. As we 
will see in the study it is not possible to draw clear lines between the different 
categories, because they are parts of each other. The information does not need 
to belong to only one end of the categories, i.e. both financial and non-
financial information can be included in information disclosed on one 
occasion. The arrows are directed in two ways, since the information process 
influences the direct contacts and the types of information and types of 
information influence the direct contacts and the information process. The 
direct contacts and how the analyses model works is exemplified below. 
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An analyst who wants a further explanation of some information can choose to 
contact different representatives depending on the type of information needed. 
The CFO can be of interest for financial information and explanations of such 
in non-financial terms, and the president for strategical information about the 
future. People at lower levels in the organisation can explain the operative 
business in the company and, for example, give information about the present. 
The sales people can give information about future expectations of the market 
and how much they sell today. The representative can contact an analyst to 
obtain information about competitors. 

Who the initiative-takers are in the direct contact influences the information 
exchanged. Representatives can take the initiative, e.g. when they invite 
analysts to meetings, discuss their prognoses or want to know the market's 
view of the company. Analysts can take the initiative, e.g. to clarify and to gain 
a deeper understanding of some matter. 

The information process and information needed can also differ between the 
groups of analysts. A sell-side analyst, a specialist, may need deeper information 
than the generalists, the buy-side analysts and business journalists. They may 
thus need to contact more categories of representatives, and have more 
frequent contacts. Different factors, for instance the complexity of the 
company, also influence the frequency of the contacts and the representatives 
participating. The analysts need information from more categories of 
representatives and need to return more frequently to develop an 
understanding of the company. 

The information needed can be collected through different types of direct 
contacts. This also influences the information exchanged. "One-to-one" 
meetings with analysts and representatives give the two parties a chance to 
discuss more detailed information than at big meetings for a group of analysts. 
More soft information can be exchanged, and the risk of exchange of insider 
information can increase. Big formal presentations can provide financial 
information and non-financial information for explanations. The main part can 
be historical information and infolination of the present but some information 
on the future can also be exchanged. Most of the information exchanged in 
direct contacts is official but there is also a risk of exchange of insider 
information, especially when considering the grey zone of information. 

The relations and the contacts in the information process influence each other 
as well as the information exchanged. A higher frequency of contacts can 
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increase the exchange and dependence. It can make the direct contacts more 
informal and a good relationship might develop. Informal relations can result 
in the exchange of more non-financial, softer information, e.g. about the 
management. A frequent and deeper contact can help the parties to get to 
know each other, their body language and the spund of their voice, and to 
know if biased information is exchanged. This can increase their understanding 
of the information and the company. It can also give the parties more 
information. The risk of exchange of insider information may also increase in 
such relations. 

The companies' policies for direct contacts can help to decrease the risk of 
exchange of insider information. Few representatives involved in the contacts 
can restrict the exchange of insider information. They know what they have 
told the analysts. If only a few people meet the analysts, the parties can get to 
know each other better and this can instead, as described above, increase the 
risk of exchange of insider information. 

The information exchanged all depends on the information process. The 
people participating in specific contacts, the analysts' and representatives' 
knowledge and experience of the company, their personality, where they work 
in the organisation, how often they meet, the kind of direct contact in 
question, the purpose of contacts, and the group of analyst in question are 
some of the factors influencing the information exchange. The specific 
company and its industry exert an influence. Is it a complex company, is it 
small, what does the ownership structure look like? Is it a medical company or 
an investment company? The relations between the parties exert an influence, 
how well they know each other, how dependent they are on each other, if 
they experience the relationship as being good or bad. 

Direct contacts are frequently used and are important for both analysts and 
representatives, and thereby also for the stock market. Long-term relations, 
through which the financial analysts and the representatives from the traded 
companies get to know each other, can make the communication of 
information more efficient. There is also a threat in the air, a risk of the kind of 
criticism encountered by P&U. Positive and negative aspects of direct contacts 
from the actors' points of view and the actors' suggestions for how direct 
contacts can be handled can be seen in Exhibit 29. We can see that there are 
differences between the actor groups concerning how they view direct 
contacts. 
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7 	What Can Be Learned from Direct Contacts 
and How Can We Continue the Research? 

We will in this last chapter summarise and discuss the results of this study. 
Some tentative conclusions will also be discussed. The discussion concerning 
analysts and representatives is of a general nature. The results and conclusions 
drawn in this study only concerns the actors participating in this study. 

7.1 Direct Contacts as Possibilities and Threats From the 
Actor Groups Point of View 

There seem to be greater demands being placed on financial analysts and 
representatives in traded companies because of the changes in companies and 
their environment. There is a continuous development on the stock market 
because of factors such as internationalisation, an increase in listed companies, 
and increased trading. The financial analysts may for this reason need more and 
faster information about companies and their industries to stabilise the insecure 
factors in the environment. 

It is no longer possible for analysts to passively wait for companies to disclose 
information. They have to actively acquire the information needed. Close 
contacts with representatives can give fast information that helps them to react 
quickly to changes. Contacts at different levels in an organisation can give 
complementary and more detailed information that makes it easier for analysts 
to create their own picture of the company. They can see during company 
visits if it is possible to get rid of an stock, if the machines are old, and other 
things that cannot be detected through annual and other official reports. They 
have the possibility of obtaining explanations and gaining a greater 
understanding of the company and its business. Changes and improvements in 
the formal financial reporting do not seem to cover the demand for 
information. 

The inclusion of more information in the formal annual report may not be a 
solution and may not provide all the information needed by financial analysts. 
The reports are made by people with different intentions, and analysts need to 
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know about these intentions to understand the information. The difficult and 
complicated accounting language, as well as different people's intentions and 
interpretations, are other reasons. Annual and other official reports are limited 
in their ability to communicate information. Analysts need more soft and 
detailed information that give further explanations and make the information 
reliable. In direct contacts the analysts have the possibility of getting to know 
representatives and obtaining additional information by listening to the sound 
of their voice and studying their body language. Direct contacts to help the 
analysts to gain a better understanding of companies. 

Demands for disclosure of information by company representatives have 
increased. This has forced big companies to establish departments for investor 
relations. One of the main assignment for these  IR-departments is to meet and 
have contacts with analysts. The company representatives have the possibility 
of teaching the market, the investors and the financial analysts through direct 
contacts. Misunderstandings can be clarified. The analyst can also teach the 
company about the expectations from the investors. The company can obtain 
information about competitors and have the possibility of discussing with and 
learning from the analysts. The representatives get to know what kind of 
information is requested and needed by the investors. They have the possibility 
of taking this into consideration in formal disclosures of official information. 

Information from direct contacts can help representatives to apprehend fast 
changes in the market and in their environment. It can also make internal 
contacts in the company closer. The  IR-person collects information from 
different categories of representatives in the organisation and can also provide 
them with information from analysts and other internal representatives. The  
IR-person can obtain information from analysts, for instance about R&D in 
his or her own company. He or she can then give this information to the 
people responsible for R&D in the own company. This can help to improve 
the business, the production or the production process. (Dankbaar, 1998) 
Direct contacts can help both analysts and representatives to maintain their 
competitive position in the industry. 

The information exchanged in direct contacts has a symbolic meaning. 
Companies that work close together with analysts are shown to be investor-
friendly and eager to disclose information to the market. Such companies also 
show good management and desire to keep the trust of the market. Analysts do 
not only need to provide their customers with recommendations. They also 
need to convince them of the quality and the reliability of their 
recommendations. Direct contacts can help analysts to convince customers. 

173 



Such contact can show that they are close to and have access to information 
directly from the main source, i.e. company representatives. 

The increased importance of direct contacts in investor relations and in the 
analysts' work changes the demands on the people involved. The analysts do 
not only need to be able to analyse figures and financial information, they also 
need a social competence. The social competence seems to be essential for 
establishing relationships and to actively acquire information from 
representatives. The representatives, who are confronted with an increased 
amount of direct contacts, also need a social competence to represent the 
company and provide investors with relevant information. Relationships are 
important for them to maintain the trustworthiness of the company and to 
control the information disclosed by analysts about their company. 

The financial analysts, the company representatives and the Stockholm Stock 
Exchange all discuss the possibilities provided by direct contacts and find them 
to be of great importance for both investors and companies. The possibilities 
and explanations are presented at the beginning of this section. Forsgårdh at 
the Shareholders' Association briefly mentions possibilities, but he mainly 
focuses on negative aspects. He wants companies to improve their disclosure 
and provide the investors with prognoses. This would diminish the risk of 
selective information. He suggested this already in 1975 in his Ph.D. thesis. 
Forsgårdh is sceptical about the financial analysts' ethics in their handling of 
direct contacts. Schedin, at the Financial Supervisory Authority, wants the 
traded companies and financial analysts to cease their direct contacts. He finds 
the risk alone to be strong enough argument for stopping the contacts. Insider 
investigations are expensive for society. He cannot understand why 
representatives and analysts participate in contacts when there is a risk of falling 
foul of the insider-trading legislation. He questions whether they have 
understood the seriousness. 

The financial analysts find it important that all investors should be able to 
information at the same time, but they also receive information in confidence 
from the representatives of the companies. They find it possible to obtain 
private information, deliberately and undeliberately, from representatives, even 
though this is not the normal case. A grey zone of information is discussed, 
representatives do not always know where the borderline is. The analysts 
contradict themselves when they find it important that everybody should have 
access to the same time information, at the same as they admit that it is possible 
for them to obtain private information. 
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The company representatives are careful and emphasise that they only give 
analysts explanations of already disclosed information. They do not give any 
special treatments to anyone. No private information is disclosed. They are, 
however, ready to admit that there exists a grey zone of information where it is 
difficult to know if the information is official or private information. Well-
established policies are supposed to eliminate or at least decrease this risk. 
Edenhammar can also see the risk that has been the subject of much debate. 
He believes that it is possible to minimise the risk of selective information in 
other ways than through legislation. The companies in most cases take care of 
this by themselves through their own established practice. Big companies guide 
the smaller companies and implement policies for minimising the risk. The 
different actor groups' views on direct contacts are summarised in Exhibit 30. 

The importance attached to direct contacts differs between the three groups of 
financial analysts. It seems to be more important to and also more frequently 
used by the sell-side analysts. They seem to have more regular contacts with 
the companies. (See Arnold & Moizer, 1984.) The sell-side analysts, the 
specialists, seem to have more frequent contacts, to have contacts with more 
categories of representatives, and they also want deeper and more detailed 
information. The generalists, the buy-side analysts and business journalists, 
seem to have fewer contacts and prefer to have contact with representatives of 
top management. The business journalists prefer contacts with presidents, 
while this is not preferred by the other two groups. The generalists follow 
many companies and for that reason not have the possibility of having as 
extensive direct contacts as the specialists. The generalists seem to have less 
frequent contacts. The length of time the analyst has following a company also 
seems to influence direct contacts. The analyst with 15 years' experience did 
not have such regular contacts with the companies as the other analysts. 
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Possibilities 

Help to understand the 
company, its business and the 
complicated accounting 
language 
Clarify and check 
information 
Need timely first-hand 
information to make one's 
own opinion Inform 
representatives of investors' 
need for information 
Help representatives to 
understand the expectations 
of the market 

Threats and possibilities 
of handling them 
Describe a grey zone of 
information and possibilities 
of acquiring private 
information even if that is 
not the normal case 

Actor groups 

Financial Analysts 

Representatives  

Institutions 

Teach the market 
Correct misunderstandings 
Get to know the markets 
expectations 
Obtain information about 
competitors 
Get to know what 
information the investors 
need to improve the 
disclosure 

Aware of the existence of a 
grey zone between official 
and private information 
Have established policies for 
direct contacts 
Centralised information 
provided by  IR-  dept. 	nients 
No direct contacts 
No direct contacts before 
reporting occasions  

The Stockholm Stock Exchange Understand the need for 
establishing contacts 
establishing contacts 

Aware of the Grey zone Big 
companies' policies can be 
followed by smaller  

The Financial Inspection Cannot see any advantages strong enough to keep the direct 
contacts because of the risk of exchange of insider 
information. The risk is enough to avoid direct contacts.  

The Shareholders' 
Association"Aktiespararna" 

Make the participants more 
informed. 
Can be compared with their 
meetings for investors but 
direct contacts deal with 
more sensitive questions 

Finds the direct contacts 
unethical 
Could be eliminated if 
companies frequently 
disclose prognoses 

Exhibit 30 Possibilities, Threats and How to Handle Direct Contacts from 
the Actor Groups' Points of View 
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Sell-side and buy-side analysts work closer to the representatives than business 
journalists. Business journalists are not tied to the company to the same extent 
as the other two groups of analysts. Their relationship is not based on trust to 
the same extent, and the latter are never sure how the former will act. There is 
no social control in the relationship between business journalists and 
representatives, in contrast to the relationship between representatives and buy-
and sell-side analysts. Companies seem to work on establishing better relations 
with journalists too, and there are actors who indicate that representatives try 
to corrupt the journalists by favouritism. The analysts' movement toward more 
direct contacts might make them lose independence towards the company. 
This is the same with company representatives. The analysts' firms establish 
larger departments for analyses, and they become more dependent on analyses 
and for that reason also on the company representatives for information. 

7.2 	Areas for Future Studies 

The aim of this study has been to extend our knowledge of direct contacts, a 
sensitive and important area of research. The practice of direct contacts reflects 
a modern outlook on the relations between companies, analysts and investors. 
Direct contacts makes greater demands on regulations, recommendations and 
academic theories, all of which are still lagged far behind. Direct contacts 
constitute an area where further studies are greatly needed to increase our 
control over the development of such contacts. (See Gambling 1987.) The 
present study gives some indication of the information that can be exchanged 
in direct contacts and how the information process can influence the 
information exchanged. Some suggestions for future research that can continue 
the development of knowledge within the area will also be provided. 

One possibility is to take a closer look at some of the company-specific factors 
that influence the information process and types of information exchanged. 
This can include the level of complexity in the company, the size of the 
company, the industry the company belongs to, and the ownership structure in 
the company. One or a few complex and less complex companies can be 
selected for a case study. Representatives at different levels in the companies, 
who participate in direct contacts could be included in the study, as well as 
financial analysts from all groups or one selected group. Triangulation, 
discussed in Section 4.1.2, with observations of direct contacts and written 
documents from representatives and analysts concerning direct contacts can 
also be used. It is possible to render one's research more generalisable by 
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posting a questionnaire to a large number of representatives and financial 
analysts. (See Yin, 1994,  P.  91; Merriam, 1994, p.85; Marton, 1998, p.37.) 

The previous part, Section 7.1, ended with a discussion about the actor groups' 
views on official and private information in direct contacts. We can utilise this 
to generate a kind of hypothesis on the relationship between historical 
information - information on the present and official - private information 
Exhibit 31). The analysts primary want information on the future and this can 
be provided through direct contacts. Historical information can be assumed to 
have been officially disclosed to a great extent while the information on the 
future is probably less official. Companies do not want to reveal future 
information to competitors and they prefer not to disclose prognoses for fear of 
being wrong. 

The analysts admit that it is possible to obtain private information about the 
future on some rare occasions. The representatives are more careful but they 
admit the existence of a grey zone even if they try not to enter it. The 
Financial Supervisory Authority sees the risk of exchange of private 
information that it is embedded in the situation where analysts prefer 
information on the future. The Shareholders' Association is also aware of the 
risk and would prefer companies to officially disclose future information in the 
form of prognoses and thereby minimise the risk of exchange of insider 
information. The Stockholm Stock Exchange also sees the risk. The 
representatives and analysts have in this study had the opportunity to give 
deeper and more detailed answers than the institutions. This implies that it is 
difficult to completely compare the different groups. Their general answers are 
translated to a more detailed level to facilitate comparison. 

The relations developed in direct contacts can be studied further through a 
deeper interview study involving the participation of the three actor groups, 
institutions, representatives and financial analysts. An important question is 
how one can draw up rules for and practise direct contacts in such a way that 
one can take advantage of the possibilities of such contacts without being 
exposed to criticism. 
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Private 

History .  

Financial analysts 

Zif Institutions 

Company representatives 

a.  Future 

  

V 

Official 

Exhibit 31 A Relationship between Historical Information - Information on 
the Present, and Official-Private Information From the Actor 
Groups' Point' of View 

Another possible hypothesis not discussed in this study is that the analysts work 
in a short-term way and that the companies' representatives are influenced by 
this in their way of working. Analysts can according to this hypothesis be 
regarded as interested in information about how the company develops within 
half a year to be able to make recommendations to customers. Information on 
long-teiiii developments for which no results can be seen within the following 
five years are according to this view, not of the same interest. The company 
management could in this case be influenced to work in a short-term 
perspective to be able to reap success from the analysts' PR. This would 
probably not be in the best interest of the company in a long-term perspective. 
It is possible to study this hypothesis further. Some questions could be as 
follows. Do the analysts have short-term working methods? Are there any 
differences between the three groups of analysts, buy-side analysts, sell-side 
analysts and business journalists? Are there any differences between individual 
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analysts (e.g. because of their different experience)? How can this influence the 
representatives and the company? This study could be performed as a 
questionnaire survey study to test the hypothesis, as an interview study, or with 
triangulation of methods. 

The financial analysts do not only provide information for their customers 
through analyst reports. They also seem to use direct contacts as an information 
channel. Little is known about the use of direct contacts as an information 
channel between companies and investors. Further studies are needed on this 
area, to learn more about the flow of information from companies to investors. 

Studies concerning direct contacts between the traded companies and other 
groups using company information, such as lenders, would also be of interest. 
These user groups can be expected to need information from direct contacts to 
gain a better understanding of the company and to be able to make better 
decisions. This could give us more knowledge about the need for information 
of the different users of company information and about the disclosure of 
information by companies. 

180 



Appendix 1 	List of Abbreviations 

BJ 	 Business Journalist 

BSA 	 Buy-Side Analyst 

CFO 	 Chief Financial Officer 

EMH 	 Efficient Market Hypothesis  

EPS 	 Earnings Per Share 

FAF 	 Financial Analyst Forecast  

IR 	 Investor Relations  

IR-department 	Investor Relations Department  

IR-people 	 Investor Relations People 

Pharmacia & Uphjon P&U 

PM 	 Portfolio Manager 

R&D 	 Research and Development 

SFF 	 Swedish Financial Analysts Federation 

SSA 	 Sell-Side Analyst 
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Appendix 2 	Previous Research 

This is a summary of previous studies connected to research on the 
information and information sources used by financial analysts. One of the first 
studies to give depth and breadth of knowledge in the research area of 
institutional investors' use and understanding of financial information was the 
report by Lee and Tweedies completed in 1981. Arnold and Moizer (1984) 
used a questionnaire survey to study what kind of methods security analysts in 
the UK and the US use when analysing shares. Gniewosz (1990) conducted a 
qualitative case study within an institutional investor firm, in Australia, and 
looked at the decision process and information used by the institutional 
investors. 

Vergoossen (1993) studied the importance of the annual report and other 
information sources as perceived by investment analysts in the Netherlands. A 
questionnaire survey was used in this case. Previts et al (1994) studied financial 
analysts company reports in the US and analysed the text by content analyses. 
Pike et al (1993) performed a questionnaire survey to compare how investment 
analysts in the UK and Germany appraised shares. They looked at their use of 
information, appraisal methods and information sources. Olbert (1992) carried 
out a questionnaire survey and replicated Arnold and Moizer's (1984) study in 
Sweden, comparing Sweden, the US and the UK. Breton and Taffier (1995) 
performed a laboratory experiment and studied how investment analysts in the 
UK responded to creative accounting. Hellman (1996) carried out a qualitative 
case study within a Swedish firm of institutional share investors. 

Study Year Country Methods Subject 

Lee & 
Tweedie 

1981 UK Interviews Information use 
and understanding 

Chang & 1981 UK, US and Questionnaire Information sources used by 
Most New 

Zealand 
survey investors and the use of 

financial statements 
Arnold & 1984 UK + US 1. Unstructured 1. Appraisal methods 
Moizer a,  b  interviews 

2 Questionnaire 
survey, 

and 2. Information sources 
used by 

security analysts 
Arnold et al 1984 UK+US Questionnaire 

survey 
Methods used by 
security analysts, 
a comparative study 

Chugh & 1984 US Questionnaire The stock valuation process 
Meador survey - analysts' view 
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Day 1986 UK 1 Protocol analyses 

2. Content analyses 

Use and 
usefulness 
of information in 
annual reports 
and accounts 

Gniewosz 1990 Australia 1. Direct 
observations 
2. Verbalisation of 
analyses of annual 
reports 
3. Unstructured 
interviews 

1 Share decision 
process 

2. Information use 

Vergoossen 1993 Netherlands Questionnaire 
survey 

1. Use and perceived 
importance of annual reports 
2. Importance of different 
information sources 

Previts et al 1994 US Content analyses of 
text 

Financial Analyst Company 
Report 

Pike et al 1993 UK + 
GERM 

Questionnaire 
survey -behaviour 
based 

1. Information use 
2. Appraisal methods 
3. Information sources 

Olbert 1992 SWE (UK+ 
US) 

Questionnaire 
survey 

1. Methods of security 
analyses used 
2. Information sources 

Breton & 
Taffler 

1995 UK Laboratory 
experiments 

Window-dressed Annual 
reports 

Bence et al 1995 UK Interviews 
Cluster Analyses 

Investment information 
sources for sophisticated 
investors - one specific 
company 

Hellman 1996 SWE Case study; 
Open-ended 
interviews 

Causes for investors' action - 
decision-oriented 

Rogers 1996 US Content analyses of 
analyst reports 

Financial analysts sources of 
information 

Williams et al 1996 US 1. Unstructured 
interviews 
2. Questionnaire 
survey 

Type and importance of 
information used by financial 
analysts in revising a forecast 
of  EPS  

Rogers and 
Grant 

1997 US Content analyses of 
analyst reports 

Financial analysts' sources of 
information 
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Appendix 3 	Actors Participating in the Study 

A brief description of the actors participating in the study follows below. The 
actors have mainly an MBA and most of them graduated from the Stockholm 
School of Economics. Most of the analysts and two of the  IR-people are 
young and have only worked for a couple of years since they graduated. There 
are some exceptions, two of the business journalists, one buy-side analyst and 
one  IR-person are older and more experienced. The analysts are spread over 
several industries and some of them follow some of the companies that also 
participate. 

The five sell-side financial analysts from three employer organisations are 011e, 
Harry,  Sture,  Lennart and  Bertil.  
• 011e - Head of the Analysis Department. Started at the Corporate Finance 

Department as an analyst at the same firm. Worked as a buy-side analyst at 
another firm for one and a half years. Returned to his present firm and has 
been working as a sell-side analyst for one year. Educated at the Stockholm 
School of Economics. 

• Harry - Has been working as a financial analyst for two and a half years, two 
years at his present firm. Educated in Lund and started Ph.D. studies in 
economics but quit. Has studied in the UK and Germany. Follows the 
automobile and engineering- industries. 

• Sture  - Has been working as a financial analyst since 1993. Has worked 
seven years in the wood industry. Educated in Uppsala (1986). Follows the 
wooden industry. 

• Lennart - Has been working as a financial analyst at his present firm since 
one year ago. He worked at another firm before. Qualified as a physician in 
Germany and graduated with a MBA from the Stockholm School of 
Economics. Has worked in the UK, Germany, Sweden and some other 
countries. He worked as a physician and is specialised in radiology. Has 
worked at a medical company performing clinical tests in the  CNS'-area for 
psychiatry and neurology. Was responsible for clinical tests of neuroleptics in 
Germany. Follows the medical industry, health care and biotechnology. 

• Bertil  - Educated in Sweden and the USA. Ph.D. student in finance, half 
way to a doctor's degree in the US. Has been working as a financial analyst 
for two years. One and a half years at another firm. Follows the banking and 
finance industry. 

51  Central Nerve System 

184 



The four buy-side analysts from three employer organisations are Nina and 
Nils, Roger and Anton. One of them is a portfolio manager. 

• Nina and Nils - Nina is the Head of the Analysis Department and has been 
working as a financial analyst since 1989. Educated at the Stockholm School 
of Economics. Has worked in industrial enterprises for some years. Nils has 
been working for some years as a financial analyst. Worked in the banking 
and financial industry before. 

• Roger - Head of the Analysis Department since two years ago and has been 
working as a financial analyst at the firm for five years. Has also worked as a 
sell-side analyst at another firm for three years. Educated at the Stockholm 
School of Economics (1990). Follows the haulage industry and its sub-
contractors. 

• Anton - Has been working as a fund manager taking care of Swedish funds 
since one year ago. Educated at the Stockholm School of Economic. Has 
worked as a business journalist for five years and analysed companies and 
their stocks. Educated at the Stockholm School of Economics (1989-90). 
Generalist and follows all kind of companies. 

The three business journalists from three business magazines are Anders,  Viktor  
and Frans. 

• Anders - Has been working for 20 years at the magazine, where he has been 
analysing companies and stocks for 15 years. Education from Stockholm 
School of Economics. Is a generalist and writes about both economics and 
business. He mainly follows the medical industry and the power industry. 

• Viktor  - Business journalist. Educated at the Stockholm School of 
Economics, Started Ph.D. studies but quit. Generalist and follows 
telecommunications, IT-companies and some companies in the engineering 
industry, such as Volvo and  SKF.  Previously he followed the wood industry 
for a long time. 

• Frans - Has been working at the magazine since 1995. Educated in Lund 
(1995). Is a generalist and follows all kind of companies. 

The three companies selected are CompanyA, CompanyB and CompanyC 
and the representative of the companies, the  IR-people, are IRA, IRB and 
IRC 
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• CompanyA - Research-intensive company in the medical industry 
IRA - Has been working for  IR  for one and a half years. Worked as a sell-
side analyst before and followed the engineering industry. Educated at the 
Stockholm School of Economics (1991) 

• CompanyB - Complex company 
IRB - Has been responsible for  IR  for some years. Educated in Stockholm. 
Worked with  "Aktiespararna"  during his studies and had his own company 
dealing in expert knowledge of stocks. 

• CompanyC - Not so complex a company within the steel industry. 
IRC - Works as a financial director and an  IR-person and is a member of 
the top management. Educated at the Stockholm School of Economics and 
degree in technology also from Stockholm. 

The actors representing the three institution are Hans Edenharnm,ar from the 
Stockholm Stock Exchange, Hans Schedin from the Financial Supervisory 
Authority and  Lars-Erik  Forsgårdh from the shareholders association  
"Aktiespararna".  

• The Stockholm Stock Exchange is represented by Hans Edenhamrnar, Head 
of Market Surveillance. He has also worked as a business journalist and has 
personal experience of direct contacts. Edenhammar is also a member of the 
Swedish Financial Analysts Federation. 

• The Financial Supervisory Authority is a Government authority, represented 
by Hans Schedin, Deputy Director-General, who has a degree in 
jurisprudence. 

• Aktiespararna,  The Shareholders' Association, is represented by the President  
Lars-Erik  Forsgårdh. This organisation works for the private investors and 
their rights and can be seen as representing this group. He has worked as a 
researcher, has been awarded a Ph.D., together with Hertzen, wrote a Ph.D. 
thesis entitled "Information Expectations and Price Formation" (1975). He 
was the first secretary of the Swedish Financial Analysts' Federation and has 
experience of the financial analyst's work. 
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Appendix 4 Interview Guide Financial Analysts 
(Swedish Version)  

Beskriv kort den organisation du  arbetar i.  

Beskriv  hur  en analytiker  arbetar i  din organisation. 

Beskriv  hur  en  arbetsdag  kan se  ut (exempelvis någon  dag  denna vecka). 

Berätta lite  om  analytikerna i  din organisation,  deras bakgrund, utbildning 
och erfarenheter.  Beskriv  även  din egen  bakgrund osv. 

Berätta lite  om  fördelar och nackdelar  med din  bakgrund, erfarenheter  mm.  
relaterat till  det  arbete  du har.  Exemplifiera gärna.  

Beskriv de  företag  du  analyserar. Exemplifiera gärna. 

Berätta lite  om  företagens informationsgivning till investerare och  analytiker  

Berätta  om de  informationskällor  ni  använder  er  ay.  Exemplifiera.  

Beskriv egenskaper  en  "duktig" analytiker bör  ha,  relatera även detta till 
direktkontakter. Beskriv även  en mindre  duktig analytiker. Exemplifiera 
gärna 

Reflektera över relationen topprankade analytiker och direktkontakter. 
Exemplifiera gärna. 

Beskriv egenskaper  en  "duktig" företagsrepresentant bör  ha,  relatera även 
detta till direktkontakter. Beskriv även  en mindre  duktig 
företagsrepresentant. 

Berätta lite om  de  resurser som finns tillgängliga i  din organisation  för 
direktkontakter  
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Beskriv ditt arbetet som analytiker utifrån aspekten direktkontakter med 
företagsrepresentanter. Exemplifiera gärna. 

Beskriv hur direktkontakterna kan  se  ut och gå till. Exemplifiera gärna. 

Beskriv  de  kategorier av företagsrepresentanter som deltar i direktkontakter. 
Exemplifiera gärna 

Beskriv och ge exempel på frekvenser av direktkontakter. Exemplifiera 
gärna. 

Beskriv hur det kan gå till när parterna tar initiativ till direktkontakt. 
Exemplifiera gärna. 

Beskriv direktkontaktema utifrån begreppen formella och informella 
direktkontakter. Exemplifiera gärna. 

Beskriv och berätta om utbytet som sker vid direktkontakter. Beskriv vad 
analytikerna  respektive  företagsrepresentanterna får ut av kontakterna. 
Exemplifiera gärna. 

Beskriv  den information  som kan ernås vid direktkontakter. Exemplifiera 
gärna. 

Beskriv hur  du  ser på utbyte av  information  utifrån kategorin  
1. finansiell/ icke finansiell  information 
2. positiv/negativ  information  från företagsrepresentanter  
3. framåtriktad/bakåtriktad  information 
4. offentlig/privat  information  
Beskriv eventuella ytterligare kategorier av  information  som kan utbytas 

Beskriv eventuell policy inom  din organisation  för direktkontakter. 

Berätta hur  du skulle  vilja karaktärisera  en  "bra"  respektive  "dålig" 
direktkontakt 

Beskriv direktkontakterna utifrån begreppen formella och informella 
direktkontakter. Exemplifiera gärna.  
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I  de  flesta affärskontakter ser det ut att finnas ett beroendeförhållande mellan 
parterna. Beskriv hur  du  ser på detta utifrån relationen analytiker och 
företagsrepresentant. Exemplifiera gärna. 

Mellan politiker och politiska journalister tenderar det att finnas ett 
beroendeförhållande.  Finns  det några likheter och skillnader mellan denna  
relation  och relationen analytiker och företagsrepresentant? Reflektera runt 
denna jämförelse. Exemplifiera gärna. 

Finansanalytiker kan delas  in  i tre grupper, säljsidans analytiker, köpsidans 
analytiker och finansiella journalister. Reflektera över skillnader och likheter 
i relationen mellan företagsrepresentanter och  din  grupp av analytiker  samt  
företagsrepresentanter och  de  andra två grupperna av analytiker. 

Berätta lite om dina fritidsintressen 

Beskriv  de  fördelar  respektive  nackdelar  du  kan  se  med direktkontakter. 
Exemplifiera gärna. 

Beskriv hur det  skulle  kunna gå att förbättra  de  nämnda negativa aspekterna 
förenade med direktkontakter. 

Berätta hur  du  ser på händelsen i P&U (oktober  1996)  där  en  grupp 
finansanalytiker fick tillgång till  information fore  andra.  

Finns  det något  du skulle  belysa ytterligare utifrån aspekten direktkontakter? 

Diskutera frågor  du  anser  skulle  vara av intresse i  en  fortsatt studie inom 
detta område. Ge  for-slag  och exemplifiera gärna med frågor.  
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Appendix 5 Interview Guide - Financial Analysts 
(English Version) 

Please give a short description of the organisation you work in. 

Describe how the analysts in your organisation work. 

Describe what a day at work can look like for an analyst (for example one 
day this week). 

Describe the analysts in your organisation, their background, experience, 
education. Also describe your own background. 

Describe the positive and negative aspects of your background in relation to 
your work. Please exemplify. 

Describe the companies you analyse. Please exemplify. 

Describe the disclosure of information by companies to investors. 

Describe the information sources you use in your work when analysing 
companies. Please exemplify. 

Describe the characteristics that a skilled analyst ought to possess. Relate this 
to direct contacts. Describe the characteristics of less skilled analysts. Please 
exemplify. 

Reflect on the relationship between top-ranked analysts and direct contacts. 

Describe the characteristics that skilled company representatives ought to 
possess and describe a less skilled company representative. Also relate this to 
direct contacts. Please exemplify. 

Describe the resources available for direct contacts in your organisation. 

Describe your work with reference to direct contacts with company 
representatives. Please exemplify. 
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Describe what your direct contacts can look like. Please exemplify. 

Describe the categories of representatives participating in direct contacts. 

Describe and give examples of the frequency of direct contacts. 

Describe the procedure used when the parties take initiatives to establish 
direct contacts. Please exemplify. 

Describe the exchange within the direct contacts. Describe what the analysts 
and representatives gain by the contacts. Please exemplify. 

Describe the information exchange in direct contacts. Please exemplify. 

Describe how you view the exchange of information in terms of the 
following categories: 
1. financial and non-financial information 
2. positive and negative information from company representatives 
3. forward looking and backward-looking information 
4. official and private information 
Describe other categories you can think of in the exchange of information. 

Describe any policy you might have for direct contacts in your organisation. 

Describe how you would characterise a "good" and a "bad" direct contact. 

Describe your direct contacts in terms of formal and informal direct 
contacts. Please exemplify. 

There seems to be an interdependence between business parties in most 
relations. Describe your views on this with reference to the relations 
between financial analysts and company representatives. Please exemplify. 

There tends to be an interdependence between politicians and political 
journalists. Are there any similarities and differences between this 
relationship and the relation between analysts and representatives? Reflect 
on this comparison. Please exemplify. 
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Financial analysts can be subdivided into three groups, sell-side analysts, 
buy-side analysts, and business journalists. Reflect on similarities and 
differences in the relationship between company representatives and your 
group of analyst and between company representatives and the other two 
groups of analysts. 

Describe what you do in your leisure. 

Describe the positive and negative aspects with direct contacts. Please 
exemplify. 

Describe how it would be possible to improve the negative aspects 
mentioned above. Please exemplify. 

Describe your views on the telephone conference at P&U (October, 1996) 
at which a group of analysts received exclusive information. 

Is there anything else you find important with reference to direct contacts? 

Discuss questions you consider to be of interest for further studies in this 
area. Please give suggestions and exemplify with questions. 
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Appendix  6 Interview Guide Company  Representatives 
(Swedish  Version)  

Beskriv  kort  det  foretag du  arbetar i. 

Berätta om företagets informationsgivning till investerare och analytiker 

Beskriv dina arbetsuppgifter och hur  en  arbetsdag kan  se  ut (exempelvis 
någon dag denna vecka). Beskriv även  IR-funktionen på ditt företag. 

Berätta lite om  din  bakgrund, erfarenheter, utbildning  mm. samt  relatera det 
till ditt nuvarande arbete. Exemplifiera gärna. 

Berätta om  de  informationskällor ni använder  er  av vid inforrnationsgivning 
till analytiker. Exemplifiera. 

Beskriv egenskaper  en  "duktig" företagsrepresentant bör  ha,  relatera även 
detta till direktkontakter. Beskriv även  en mindre  duktig analytiker. 

Exemplifiera gärna 

Beskriv egenskaper  en  "duktig" analytiker bör  ha,  relatera även detta till 
direktkontakter. Beskriv även  en mindre  duktig analytiker. Exemplifiera 

gärna 

Reflektera över relationen topprankade analytiker och direktkontakter. 
Exemplifiera gärna. 

Berätta lite om  de  resurser som finns tillgängliga i  din organisation  för 
direktkontakter 

Beskriv ditt arbetet som företagsrepresentant utifrån aspekten direktkontakter 
med analytiker. Exemplifiera gärna. 

Beskriv hur direktkontakterna kan  se  ut och gå till. Exemplifiera gärna.  
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Beskriv  de  företagsrepresentanter inom  din organisation  som deltar i 
direktkontakter. Exemplifiera gärna 

Beskriv och ge exempel på frekvenser av direktkontakter. Exemplifiera 
gärna. 

Beskriv hur det kan gå till när parterna tar initiativ till direktkontakt. 
exemplifiera gärna. 

Beskriv och berätta om utbytet som sker vid direktkontakter. Beskriv även 
vad företagsrepresentanterna/företaget  samt  analytikerna får ut av 
kontakterna. Exemplifiera gärna. 

Beskriv  den information  som kan ernås vid direktkontakter. Exemplifiera 
gärna. 

Beskriv utbyte av  information  utifrån kategorin  
1. finansiell/ icke finansiell  information 
2. positiv/negativ  information  från företagsrepresentanter  
3. framåtriktad/bakåtriktad  information 
4. offentlig/privat  information  
Beskriv eventuella ytterligare kategorier av  information  som kan utbytas 

Beskriv eventuell policy inom  din organisation  för direktkontakter. 

Beskriv hur  du  karaktäriserar  en  "bra"  respektive  "dålig" direktkontakt. 
Exemplifiera gärna. 

Beskriv direktkontakter utifrån aspekten formell och informell kontakt. 
Exemplifiera gärna. 

I  de  flesta affärskontakter ser det ut att finnas ett beroendeförhållande mellan 
parterna. Beskriv hur  du  ser på detta utifrån relationen analytiker och 
företagsrepresentant. Exemplifiera gärna. 

Mellan politiker och politiska journalister tenderar det att finnas ett 
beroendeförhållande.  Finns  det några likheter och skillnader mellan denna  
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relation  och relationen analytiker och företagsrepresentant? Reflektera runt 
denna jämförelse. Exemplifiera gärna. 

Analytiker kan indelas i tre grupper, säljsidans analytiker, köpsidans 
analytiker och finansiella journalister. Reflektera över skillnader och likheter  
du  ser i relationen mellan företagsrepresentanter och  de respektive  
grupperna. 

Beskriv  de  fördelar  respektive  nackdelar  du  kan  se  med direktkontakter. 
Exemplifiera gärna. 

Beskriv hur det  skulle  kunna gå att förbättra  de  negativa aspekterna förenade 
med direktkontakter. 

Berätta hur  du  ser på händelsen i P&U (oktober  1996)  där  en  grupp 
finansanalytiker fick tillgång till  information fore  andra.  

Finns  det något  du skulle  belysa ytterligare utifrån aspekten direktkontakter? 

Diskutera frågor  du  anser  skulle  vara av intresse i  en  fortsatt studie inom 
detta område. Ge förslag och exemplifiera gärna med frågor.  
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Appendix 7 	Interview Guide Company Representatives 

(English Version) 

Please give a short description of the company where you work. 

Describe the disclosure of information in your company to investors and 
analysts. 

Describe your work and what a day at work can look like for you (for 
example one day this week). Also describe the  IR-function in your 
company. 

Describe your own background, experience, education. Relate this to your 
work. Please exemplify. 

Describe the information channels you use for disclosure of information to 
analysts. Please exemplify. 

Describe the characteristics that skilled company representatives should 
possess and describe less skilled company representative. Also relate this to 
direct contacts. Please exemplify. 

Describe the characteristics that a skilled analyst should possess. Relate this to 
direct contacts. Also describe the characteristics of less skilled analysts. Please 
exemplify. 

Reflect over the relationship between top-ranked analysts and direct 
contacts Please exemplify. 

Describe the resources available for direct contacts in your organisation. 

Describe your work as a company representative with reference to direct 
contacts with analysts. Please exemplify. 

Describe what your direct contacts can look like. Please exemplify. 
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Describe the categories of representatives in your organisation that 
participate in direct contacts. Please exemplify. 

Describe and give examples of the frequency of direct contacts. Please 
exemplify. 

Describe the procedure used when the parties take initiatives to establish 
direct contacts. Please exemplify. 

Describe the exchange within the direct contacts. Describe what the 
representatives and analysts gain by the contacts. Please exemplify. 

Describe the information that can be exchanged in direct contacts. Please 
exemplify. 

Describe how you view at the exchange of information in terms of the 
following categories 
1. financial and non-financial information 
2. positive and negative information from company representatives 
3. forward-looking and backward-looking information 
4. official and private information 
Describe other categories you can think of in the exchange of information. 

Describe any a policy you might have for direct contacts in your 
organisation. 

Describe how you would characterise a "good" and a "bad" direct contact. 
Please exemplify. 

Describe your direct contacts in terms of formal and informal direct 
contacts. Please exemplify. 

There seems to be an interdependence between business parties in most 
relations. Describe your views on this with reference to the of relations 
between financial analysts and company representatives. Please exemplify. 

There tends to be an interdependence between politicians and political 
journalists. Are there any similarities and differences between this 
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relationship and the relationship between analysts and representatives? 
Reflect on this comparison. Please exemplify. 

Financial analysts can be subdivided into three groups, sell-side analysts, 
buy-side analysts, and business journalists. Reflect on similarities and 
differences in the relationship between company representatives and the 
three groups of analysts. 

Describe the positive and negative aspects with direct contacts. Please 
exemplify. 

Describe how it would be possible to improve the negative aspects 
mentioned above. Please exemplify. 

Describe your views on the telephone conference at P&U (October, 1996) 
when a group of analysts received exclusive information. 

Is there anything else you find important with reference to direct contacts? 

Discuss questions you consider to be of interest for further studies in this 
area. Please give suggestions and exemplify with questions. 
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Appendix  8 Interview Guide for the Institutions  
(Swedish  version)  

Beskriv  den organisation du  arbetar i. Relatera detta till direktkontakter. 

Berätta hur ni ser på direktkontakter mellan finansanalytiker och börsföretag 
som informationskälla. 

Beskriv fördelar  respektive  nackdelar med direktkontakter. Exemplifiera 
gärna. 

Beskriv och reflektera över vad som  skulle  kunna göras för att förbättra  de  
nämnda negativa aspekterna. Beskriv även hur ni arbetar,  skulle  kunna arbeta 
med detta. Exemplifiera gärna. 

Reflektera över relationen topprankade analytiker och direktkontakter. 
Exemplifiera gärna. 

I  de  flesta affärskontakter ser det ut att finnas ett beroendeförhållande mellan 
parterna. Beskriv hur  du  ser på detta utifrån relationen analytiker och 
företagsrepresentant. Exemplifiera gärna. 

Berätta hur ni ser på händelsen i P&U (oktober  1996)  där  en  grupp 
finansanalytiker fick tillgång till  information fore  andra.  

Finns  det något  du skulle  belysa ytterligare utifrån aspekten direktkontakter? 

Diskutera frågor  du  anser  skulle  vara av intresse i  en  fortsatt studie.  
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Appendix 9 Interview Guide for the Institutions 
(English version) 

Please describe the organisation you work in and relate it to direct contacts. 

Describe your views on direct contacts between company representatives 
and financial analysts as an information source. 

Describe the positive and negative aspects of direct contacts. Please 
exemplify. 

Describe and reflect on what could be done to improve of the negative 
aspects mentioned above. Also, describe how you work or could work to 
solve this problem. Please exemplify. 

Reflect on the relationship between top-ranked analysts and direct contacts. 
Please exemplify. 

There seems to be an interdependence between business parties in most 
relations. Describe your views on this with reference to the relations 
between financial analysts and company representatives. Please exemplify. 

Describe your views on the telephone conference at P&U (October, 1996) 
at which a group of analysts received exclusive information. 

Is there anything else you find important with reference to direct contacts? 

Discuss questions you consider to be of interest for further studies in this 
area. Please give suggestions and exemplify with questions. 
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