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IR voices

Computer-driven trading and investing programs now account 
for more than three quarters of the daily trading volume on both 
the NYSE and NASDAQ. To which many companies respond: ‘So 
what? That means lots more buyers and sellers for our shares, 
and the market price is still the market price. And even if it was 
causing a problem, there’s not much we could do about it. Right?’

Well, no, not right at all. All that computer-driven activity 
can – and does – seriously distort the price of a company’s 
shares. When that happens, the conventional investors that are a 
company’s best IR prospects may reduce their estimates of what 
a firm is worth, or simply ignore the company until the computer-
driven distortion lessens. We see both reactions quite often.

The good news is that there are now tools that enable 
companies to see the degree to which computer-driven trading 
is influencing their share price. And there are now various 
IR strategies that can be applied to mitigate high-algorithmic 
influence, or to take advantage of low-algorithmic influence.

First, here’s why there’s a problem: computer-driven models 
very often pay no attention to a company’s business performance, 
financial condition or future prospects. Securities analysts and 
portfolios are rarely unanimous when valuing these parameters, 
but they’re usually in the same ballpark. The algorithms, looking at 
vastly different metrics, may be miles away from the ballpark. By 
sheer volume, they can – and do – drag share price some distance 
away from the conventional investors’ range of valuations.

Optimally, there is a self-correcting mechanism available. 
Computers are great at dealing with price, less so with value. 
When there’s a substantial trade between a couple of major 
asset managers, many algorithms pick it up and make that price 
the new zero point for trading strategies involving the shares in 
question. But asset managers’ trading desks read the same data. 
Their traders and portfolio managers may decide the algorithmic 
distortion of price is a risk factor that requires a step down in 
valuation. So: buy lower, sell sooner. Or portfolio managers may 
decide the algorithmic distortion risk is so great that the shares 
should be ignored, certainly in the near term, perhaps longer.

Enter gamma, which measures the degree to which a firm’s 
share pricing is influenced (and perhaps distorted) by computer-
driven trading/investing programs. Gamma of 90 percent or 
higher shows a stock substantially free of algorithmic influence. 
Gamma of 70 percent or less shows a stock heavily influenced by 
computer-driven trading, and thus one that otherwise excellent 
investors may devalue or take off their target list. 

Gamma was developed by Denver-based ModernIR, and is 
now being applied by a sizable number of savvy IR departments 
(full disclosure: our firm was part of gamma’s conceptualization). 
Gamma awareness leads to three strategic activity areas:
n Take actions that calm algorithmic energies and avoid actions 
that ramp them up. Positive example: give quarter-in-progress 
earnings guidance. Negative example: don’t make major financial 
announcements on days when your options are being repriced
n If gamma has recently dropped to unacceptably low levels, 
conventional investors are probably sitting on the sidelines in 
response to an influence that may not be company-specific. 
Identify the issue and address it in investor communications. 
Several investors specialize in this sort of transitional situation 
so get to know them before you need them. If gamma has been 
at unacceptable levels for some time, however, there’s a larger 
performance or communications issue that needs to be sorted out
n If gamma is particularly high, the perception of investors that 
actually know the company is driving market price. If that price is 
where the company thinks it should be, the prevailing IR strategy 
needs no tinkering. But if the untainted-by-algorithms price is 
lower than it should be, this is a prime moment for outreach to 
investors that have shown interest but haven’t committed.

The gamma trend may be new, but one observation remains 
true: companies are most vulnerable to computer-driven share 
price distortion when they tell their story badly or let their 
relationships with key investors atrophy. First-quality IR remains a 
weapon against undue algorithmic influence.    
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Algorithms And gAmmA
Company-driven activity is distorting your share price – 
but you’re not helpless, says James MacGregor

It’s long been known that not enough women have roles in senior 
leadership or on the boards of public companies in Canada. As 
that may not be good for business, or for society, eight provinces 
and territories have put in place new rules that insist boards be 
more transparent about who’s making the decisions at the top. 
These came into effect on December 31, 2014, and they affect 
most boards in Canada. here’s an overview of what the board 
diversity guidelines say, how companies can comply and what 
issues are still unresolved in diversity and corporate governance. 

In January 2014 the Ontario Securities Commission (OSC) 
announced that companies on Toronto Stock Exchange (TSx) 
would have to start talking about diversity or risk being de-listed. 
Companies must detail the representation of women on their 
boards and in executive officer positions, as well as disclose any 
plans to boost their numbers. This ‘comply or explain’ approach 
is not a quota, but a system designed to increase women’s 
leadership roles over time.

Over the course of 2014, the regulatory bodies in Quebec, 
Saskatchewan, Manitoba, New Brunswick, Nova Scotia, 
Newfoundland and labrador, Nunavut and Northwest Territories 
all agreed to adopt these rules, too. All boards affected must 
disclose this information in their proxy circulars in advance of 
their annual shareholders meeting. 

These diversity rules have their origins in 2013, when Ontario 
Premier Kathleen Wynne asked the OSC to look into the issue 
of corporate leadership and women. The OSC developed a 
consultation paper for public comment, held a roundtable and 
surveyed 1,000 TSx companies. The federal government, via the 
Advisory Council for Promoting Women on Boards, then published 
a report in 2014 that offered a business case for board diversity, 
and encouraged Canadian companies to dramatically increase 
their numbers. It recommended that Canadian companies aim for 
30 percent women on their boards by 2019. These actions are 
predated by organizations such as the Canadian Board Diversity 
Council (CBDC) advocating for change over the last several years. 

The hope with this more transparent approach is that 

companies will start implementing policies that will, in time, lead 
to more women in leadership roles. Some techniques companies 
have found effective include:
n using a search firm – when company executives hire from 
their own personal networks, diversity stalls. ‘You get the 
same people,’ explains Pamela Jeffery, founder of the CBDC. A 
search firm will cast a wider net to find talent, which leads to 
more women, minorities and leaders in different fields joining a 
company and bringing in new viewpoints
n Carrying out training – unconscious bias training for hR and 
managers can help people at a company learn to root out their 
own assumptions about women and leadership. These training 
programs often trigger more diverse hiring later.

Some of those advocating for change wanted the new rules to 
be about more than just disclosure and be motivated by quotas, 
such as those used in European nations. In Norway, for example, 
the law dictates that 40 percent of a company’s directors must 
be women. The Ontario Teachers’ Pension Plan, meanwhile, has 
suggested companies should have at least three board members 
by 2020, or be de-listed. 

Most advocates on this subject would like to see diversity 
defined more broadly, and include ethnic background, sexual 
orientation and disability. Currently, despite the fact that one in five 
Canadians is from a minority, just 2 percent of board seats in our 
large companies are held by minorities, and only 0.8 percent of 
those are Aboriginal people.

‘Ideally, we need to look beyond women, but I don’t see that on 
the agenda at this point in time,’ says Anita Anand, a professor 
with the Faculty of law at the university of Toronto who has 
studied corporate governance. She adds that true leadership 
diversity is essential for running viable companies, both for their 
operations here and their partners abroad, but that any kind of 
change at the top is good for the economy. ‘This is a good first 
step,’ she concludes. 
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Under new rules, public companies must disclose their 
plans for getting women into power positions, explains 
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