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Preface

To ignore history, said the philosopher Santayana, is to doom oneself to
repeat the past. Go tell that to the investment community, and those who

serve it.
In 1975, when the first edition of Competing for Capital was written,

we lived in an era in which I said that three chestnut venders could meet,
greet one another cordially, and then go public. We called that time in his-
tory the go-go years, when the small investor and the large institution alike
discovered the great investing game as a year-round sport. Companies were
going public at breakneck pace, the institutions were growing at breakneck
pace, and the small investor was learning to read the ticker tape. Corporate
America, steeped in the tradition of privacy and shutting out the general
public, began to see the advantage of opening its books to attract investors,
thereby breeding the new practice we now call investor relations. It was an
era of a new populism in the stock market, fed by hope, by great stories in
new companies, and by unbridled optimism. 

It was a time, too, when financial publications were read mostly by
investment professionals, when business news in popular media was rele-
gated to the obscure corners and reported by reporters with little or no
financial background, and when new communications vehicles (PR News-
wire, for example) were emerging. And of course, there were no computers.
Investing was in. Basic investment principles were out in this new game of
investing and raising capital.

When the bubble burst in 1987, and the market took a nosedive, the sober-
ing effect on the investment community, and particularly the individual

xiii
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investor, was a promise of “never again.” Never again would the public be
taken in by such irrational exuberance (familiar phrase?). Never again
would the people’s capitalism be tainted by such greed and gullibility. 

We can laugh about that now. The exuberance of the 1990’s, fed by the
new world of technology and its producers, far exceeded that of the go-go
years. We talked of a new economy, a new breed of investors, a new kind
of economic sophistication in which a small investment could be parlayed
into a vast fortune almost overnight. We talked of a new music we could
dance to until dawn without growing weary. 

New investment vehicles, new forms and sources of data transmittal
and other uses of a new technology, a proliferating business and investment
media, the 401(k) retirement investment vehicle, the glamorous new stars
of industry, and a new generations of investors and investment profession-
als (perhaps too young to remember the go-go years)—all created a new cli-
mate for the end of the century. The Dow Jones Average, a comfortable
3000 in 1975, reached more than 12,000 in 1999, and then, following the
dot com disaster, fell again to around 10,000. By 2004, it was still hover-
ing around 10,000, but not comfortably.

Participation of individual investors is changing. More than 50% of
Americans now hold stocks, not only as individual investors, but through
corporate retirement funds, mutual funds and straight out purchase.

It also produced a massive greed that inevitably generated bold and per-
vasive corruption, and an epidemic bending, breaking, ignoring rules. Inge-
nious corporate officers who knew how to amass fortunes at the expense of
investors and employees. Accountants, the guardians of the public interest,
so immersed in the greediness of their clients that they broke tablet after
tablet of the auditor’s commandments to protect the interest of the investor.
Vast corporate investment in political life corrupted law makers. “It’s not
that humans have become any more greedy than in generations past,” said
Alan Greenspan, chairman of the Federal Reserve Bank. “It is that the ven-
ues to express greed had grown so enormously.”

In the best traditions of greed, day traders—investors who jumped in
and out of the market in a single day to take advantage of incremental mar-
ket movements—warped the market itself, diminishing its orderliness. The
daily volume of stock trading burgeoned, and where once a price/earnings
ratio of 14 to 18 was considered responsible, stock prices were being run
up by a greed-driven market to price/earnings ratios in the hundreds, as
blind optimism trumped reality.

xiv PREFACE
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Preface xv

And then, once again, the bubble burst. So many of those wonderful
dot com companies that we believed were perpetual fountains of unlim-
ited wealth fell apart, and proved to be glitter on the outside and hollow
on the inside. An astonishing number of CEOs, whose salaries and
bonuses and stock options reached outlandish ratios to the salaries of
their employees, turned out to be authors of outrageous frauds. Enron.
WorldCom. HealthSouth. Tyco. And all aided by the greed of auditors,
who seemed willing to subvert the independence of their invaluable attest
function in order to accumulate more revenue from their clients. Then
there was the corruption of the brokers and security analysts who know-
ingly lied to the public about the quality of the stocks they touted,
because their firms had financed those companies, and the analysts didn’t
want to shut the fountain of new investment business from their invest-
ment banking clients.

It’s not the purpose of this book to assess the reasons for this rash of
skullduggery, other than to note that greed is greed, mendacity is mendac-
ity, and stupidity is stupidity, and arrogance is bred of greed and mendacity
and stupidity. The events speak for themselves.

The years 2001 and 2002 saw a reaction by the public, the investment
community, the White House, Congress, the regulatory agencies, and the
rule making bodies of the various professions involved in making and mon-
itoring the rules governing their professions. The optimism of the last
decade changed to skepticism, fear, anxiety and a loss of faith in the
integrity of the very organizations supposed to protect investors. Suddenly,
the face of capitalism changed, and is continuing to change. 

In fact, the regulatory changes brought about by Sarbanes-Oxley, 
and by a newly energized and empowered Securities and Exchange
Commission, are causing a revolution in American capitalism. Respon-
sibility for corporate financial helmsmanship moves more and more 
from the CEO and CFO to the board of directors. The rules have changed,
and corporate governance will never again be as they were in the 
20th century. 

Nor will the professions be the same. New accounting firm and audit-
ing regulations mean new ways—and new responsibilities—to deal with
old reporting problems may radically change traditional accounting firm
structures and practices. Note that the once Big Eight is now the Big Four,
not only by merger of the giants, but by the demise of the once-great
Arthur Andersen. 
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Law firms, too, face new real and potential changes, with challenges to
their responsibilities to clients and to traditional client confidentiality rules. 

All in all, it’s a new economic environment in which the corporate
world must function. 

So too is the practice of investor relations changing, and changing rad-
ically. New rules. New problems in projecting investment values and the
integrity of corporate management and corporate information. New prob-
lems in separating the political from the financial reality. New problems in
knowledge management. New sources of data, and data that proliferates at
an overwhelming rate. New technology to speed data, if not wisdom, to tar-
get audiences. The growth of internationalism, bringing us closer to one
world than ever before.

When I first started in this business, more than 40 years ago. We didn’t
call it investor relations. It was financial public relations—public relations,
but to a financial community. The first investor relations practitioners
were actually public relations practitioners, usually with the merest smat-
tering of understanding of finances and investment principles. Gradually
recognizing the advantages of financial knowledge, a few firms started hir-
ing some out of work security analysts. A few of us went back to school
to learn how to read a balance sheet and other financial arts. Ultimately,
as the investment world matured, and reached out in many ways to a
growing investment public, financial public relations grew to become
investor relations, and the financial public relations practitioner became
the investment relations officer. 

The investment relations officer has long since been a fully trained
financial professional, who uses communications skills to impart the values
of the company to an investment public. The organization serving the
investor relations professional—The National Investor Relations Institute
(NIRI)—is as valuable to its members and the profession it serves as any
professional body, including the American Bar Association and the Ameri-
can Institute of Certified Public Accountants. NIRI sustains the profession-
alism of its members, informs and educates them, and fosters their integrity.
NIRI membership is now in excess of 4,400.

NIRI defines investor relations as “. . . a strategic management responsi-
bility that integrates finance, communication, marketing, and securities law
compliance to enable the most effective two-way communication between a
company, the financial community, and other constituencies, which ulti-
mately contributes to a company’s securities achieving fair valuations.” 

xvi PREFACE
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I concur. But in 1975, in the first edition of this book, I defined the
process as a form of competing for capital in a highly competitive capital
market. This is still the case, except that in view of the events of the first
years of the 21st century, the rules have changed substantially, as have the
participants and the vehicles of communications to the investment public.
How to do it—how to think about it—in this decade, in a new and tumul-
tuous environment, is what this book is about. 

Bruce W. Marcus
Easton, CT, August 1, 2004

Preface xvii
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1

CHAPTER 1
Strategic Factors 

in a New Environment
The Coming of Sarbanes-Oxley 

and the Brave New World

In the few months at the end of 2001 and the beginning of 2002, the cor-
porate and financial world saw the beginnings of a revolution of a mag-

nitude not seen since the 1930s. Reports of corporate fraud in major
companies burst like fireworks in a Summer sky. Long established concepts
of prudence and integrity in financial reporting were shown to have eroded
to a degree that not only surprised and shocked the investment community,
but caused the downfall of a great many prominent and once-admired cor-
porate leaders. The number of giant companies and great corporate names
revealed to be rotten at the core began to be double digit. Perhaps most
shocking, because it had been the icon for integrity and probity for so
many generations, was the destruction of the auditing and accounting 
firm Arthur Andersen, once the leading and most respected name in the
accounting profession. Andersen had, it seems, been derelict in too many
of its audits, and was found to have been at least asleep as client fraud
paraded by. The firm had possibly been a participant in the fraud at 
some level.

Not surprisingly, investor confidence sank to new lows. The stock mar-
ket, already suffering from the burst bubble of the dot com failures,
dropped precipitously. If the financial information coming from such giants
as Enron, WorldCom, Tyco, HealthSouth and many, many others was so
flagrantly and dishonestly reported to investors, how could an investor
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trust the numbers and other information coming from any other corpora-
tion, no matter how big, no matter how well respected? If numbers given to
the government and investors from such companies as these and others too
numerous to list had to be restated, how could an investor know which cor-
porate numbers could be trusted? 

If Big Four accounting firms, the bastions of independence, could be
sued for one or more careless or faulty audits, where are the concepts of
integrity in the attest function that once gave comfort to both management
and investors?

Where were the monitors—those who were supposed to protect the
investor? The U.S. Securities and Exchange Commission, overwhelmed,
under-funded, restrained by Washington politics, had neither the teeth nor
the manpower to do what they knew had to be done, nor the support of
congress to enforce the SEC’s mandate. The New York Stock Exchange,
whose traditional structures had barely changed in the decades in which a
vast array of business and economic changes had transpired, was caught in
a management maelstrom that toppled its leadership.

For decades, the accounting profession had fought repeated attempts to
have the accountants give self-regulation over to an outside governmental
body. The American Institute of Certified Public Accountants—the AICPA—
continued to the last minute to insist that only the accounting profession
had the knowledge and wherewithal to set accounting standards and to
uphold the integrity of those who audited financial statements. But then the
events of this business revolution clearly showed them to be incapable of
any real control over the integrity of the attest function.

On Wall Street, the presumed independence of security analysts and
others who supply investment advice to shareholders was shown to be a
farce in a great many quarters. Analysts with security underwriting firms
were found to be giving false positive recommendations on securities under-
written by their own firms. It was a scandal that led to indictments of
prominent names on Wall Street.

In his book, The Future of Freedom, Fareed Zakaria, the editor of
Newsweek International, says that professionals (accountants, lawyers,
investment bankers, and even doctors) have turned their backs on their tra-
ditional responsibilities to protect and guide the individuals they serve. The
chicanery epidemic was no longer a secret.

And so, the increasing anxiety of a vast number of investors, both insti-
tutional and individual, and their growing skepticism about the informa-
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