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Introduction  

The primary goal of this paper is to assess the impact of microcap stock 

promotion campaigns on stock volume and price. This study uses a sample of 81 stock 

touting emails sent by promotion companies to potential investors in 2009. Each 

promotion is matched with its corresponding touted stock, and the daily volumes and 

prices for each stock are analyzed for a period of time following the promotion. Using 

this empirical data, this research shows a significant (and in many cases drastic) increase 

in both stock volumes and prices on the day of and days following a promotion. In the 

long term however, both volumes and prices decrease to levels lower than their pre-

promotion marks. The evidence is presented under the section labeled 

“Findings/Analysis”. In-depth explanation on how the study is conducted as well as 

additional information related to the data can be found in the section “Data 

Description/Method”.  

This paper also details the microcap stock promotion industry and explains the 

economics behind the business. The paper will explore issues including; who hires the 

promotion companies and their reasons for doing so, the operations and profitability of 

the promotion companies, the frequency of stock promotion cases, the manipulation 

methods involved, and the risks of prosecution by the Securities and Exchange 

Commission (SEC). 

 

Background 

Promotion Companies 
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Each year hundreds of publicly traded companies, either directly or indirectly 

through large shareholders, hire stock promotion companies (or investment newsletters as 

many refer to themselves as) to “promote” or “tout” their stocks. The promotion 

companies’ job is to create “hype” and attract potential investors to purchase the 

promoted stocks. Many times this comes at the expense of unsuspecting and naïve 

investors to purchase the promoted stocks. This temporary elevation of the stock price 

allows the hirer of the promoter (and other insiders including the promotion company 

itself on occasion) to liquidate their positions at artificially inflated prices. In order to 

achieve this goal, both the promoters and targeted companies often engage in 

manipulating and misleading schemes which in many cases border on or overtly cross the 

line of legality.  

With the advent of the internet, and ever increasing creation of new personal 

email accounts, one of the most effective ways to promote stocks is through email. With 

email, stock promotion companies are able to quickly distribute their message to 

thousands (or even millions if they are able to acquire that many email addresses) of 

potential investors with the click of a button and minimal costs. The two main methods 

that promoters use to obtain email addresses is either by purchasing them, or by getting 

individuals to voluntarily sign up to their newsletters through their websites. Promoters 

can purchase email lists through a variety of different sources. Using a simple Google 

search it is easy to find hundreds of websites offering email address lists for purchase. As 

for the voluntary sign-ups, it may be puzzling for some to learn that there are actually 

people who welcome the stock touts that most consider spam. Some of these people may 

be traders who are informed about the stock promotion business and try to find ways to 
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profit off newsletter’s promotions. Others are perhaps naïve investors who believe the 

newsletters offer independent stock advice and unbiased new investment opportunities. 

Many are captured by the promises of massive gains and guaranteed results. These eager 

small retail investors looking for free investment advice and ways to make a quick buck 

are perfect targets for promotion companies to prey on.  

In order to lure in such investors, several promotion firms heavily advertise their 

services. Many of the advertisements are sponsored ads that show up on search engines 

once a user has searched for various specific keywords. For example, when typing in the 

phrase “penny stock” into a Google search one may find up to 10 or more sponsored ads 

which link to stock promotion websites. Some promotion sites also pay for sponsored 

links to appear on a wide range of ancillary websites. Others use social networking sites 

such as facebook.com and twitter.com to attract investors. At least one promotion 

company (pennystockchaser.com) has even paid for radio ads to promote their website 

and services (Business Wire, 2009). Unfortunately, it is unclear what fraction of 

promoter’s email lists comes from voluntary sign ups, and whether or not it is these 

investors that account for the majority of the stock volume associated with the 

promotions. Nonetheless, promotion companies consistently attract buyers into the stocks 

they promote—if not they go out of business.  

 When it comes to the process of promotion, nearly all stock promotion companies 

operate in a largely similar manner, with only minor differences to distinguish 

themselves. Each promoter is usually hired to service contracts extending from a week to 

several months, but typically only sends out two or three emails per promoted company. 

Most promoters prefer to send their touts after the market closes encouraging recipients 
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to invest in a certain stock (usually one per email) the following trading day. A few other 

promoters’ strategy is to send their promotions right near or at the opening of the market, 

perhaps to capture the excitement of the opening, or to allow investors less time to react 

before others buy into the stock first. Some also like to send emails before a stock tout to 

increase the hype of their next promotion. Such emails will often proclaim something 

along the lines of “get ready for tomorrow’s pick, it might be my best pick ever!” or 

every once in a while “if this next stock doesn’t double I will retire!” To further increase 

promotional effects, promotion companies commonly pay other promoters to send out 

email campaigns alongside their promotions. More often than not, promoted stocks tend 

to have multiple promoters behind the action (also due to the promotion companies' 

hirers). Another important aspect of promotion concerns the content within the emails.  

The stock touting emails always contain language strongly encouraging recipients 

to buy the featured stocks. The emails usually give a brief description of the company’s 

business and reasons as to why the promoter believes the stock price is posed for an 

immediately rise. The touts generally include exaggerated price targets and often 

misleading information on revenues, sales, acquisitions, or new company products. 

Sometimes emails offer predictions about important company matters such as drug 

approval or upcoming buyout news. All of the information found in the emails is 

intended to generate as much hype and excitement about the mentioned company’s stock 

as possible, and should not be trusted as factually accurate. At the bottom of the email, 

usually in finer print, one typically finds a disclaimer, which according to SEC law under 

section 17b of the Securities Act of 1933 must include a full disclosure of receipt and any 
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compensation the promoters may have received to promote the stocks.1 Indeed all of the 

promotions used in this paper included some form of compensation disclosure in their 

emails.2 Promoters in the past have been prosecuted for failing to disclose compensation 

agreements.3 Please refer to figure 1 for an example of a stock promotion email. 

Compensation for email promotions can be anywhere from several thousand 

dollars to several hundred thousand dollars. For the promotions analyzed in this paper, 

promoters received on average $122,600 per promotion.4 In actuality, this amount is 

probably higher because the data is not able to account for every promoter associated 

with the promotions. It is difficult to know how many promoters are contacted to promote 

each stock. In 2009, each of the analyzed promotion companies likely earned between 

$1,000,000 and $10,000,000 in promotion revenues with their main expenditures being 

labor and advertising.5 One fairly prominent promoter, Pennystockchaser.com, took in 

$8,000,000 in promotion revenues from profiling 80 companies in their first calendar 

year.6  

For their services, stock promoters are usually paid in cash, company stock, or 

sometimes a combination of the two. When paid in stock, promoters have an extra 

incentive to pump the prices because just like the case for other insiders, higher prices 

mean more money when liquidating their positions. Sometimes promoters also purchase 

                                                 
1 See http://www.sec.gov/about/laws/sa33.pdf for the Securities Act of 1933 in its entirety.  
2 The sample of promoters used for this study is somewhat biased as discussed under the section labeled 
“Data Description/Method”.   
3 See, for example, http://www.sec.gov/litigation/complaints/comp19263.pdf 
4 Compensation amounts were taken from each email promotion’s disclosure statement. Any compensation 
in the form of company stock was converted to dollar amounts by assuming the shares were sold at each 
stock’s pre-promotion price (a conservative price estimate).  
5 The sampled stock promoters are assumed to have profiled between 3 and 10 companies per month. 
6 Compensation amounts were taken from http://pennystockchaser.com/disclaimer/.  All compensation in 
the form of company stock was converted to a dollar amount by assuming the shares were valued at 
roughly $100,000, which was the average amount of cash compensation received by Pennystockchase.com 
for each promotion. 

http://www.sec.gov/about/laws/sa33.pdf
http://www.sec.gov/litigation/complaints/comp19263.pdf
http://pennystockchaser.com/disclaimer/
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stocks in the open market that they plan on selling into the promotion. For example, here 

is part of a disclaimer sent by Monsterstockalerts.com in an email dated September 27, 

2009: “Monsterstockalerts and/or its affiliates purchased 200,000 shares of AVSC and 

plan on selling them which may have a negative effect on the share price.”7 In such cases, 

promoters are essentially asking investors to buy a security that they themselves are 

looking to sell, highlighting a blatant conflict of interest.   

For promotion companies to remain effective with their promotions (meaning that 

they are able to continually generate enough volume in the stocks they promote to satisfy 

their clients) they frequently engage in a plethora of manipulating tactics. Often the 

manipulation comes from a coordinated effort between the promotion companies and the 

promoted company. For example, promotions commonly coincide with positive press 

releases issued by the promoted company. The mostly “fluff” press releases are intended 

to increase the hype surrounding the stock at the time of the promotion, thereby helping 

the promoters sell their pitch to email recipients. A seemingly positive press release (at 

times they are just recycled old news or inconsequential partnership announcement 

deals)8 paired with increased stock volume can give the impression of a significant news 

event and further excite investors. This tactic may also attract other investors who did not 

receive an email promotion, adding even more short term buying pressure. The role 

played by the promoted companies however does not stop here as discussed in the next 

section. 

                                                 
7 Contact author to request copy of cited email promotion at davidlease2007@u.northwestern.edu. 
8 Compare this press release from February 14, 2008 on NextGen Bioscience, Inc.: 
http://newsblaze.com/story/2008021405340400008.cc/topstory.html, with this press released from 
September 16, 2009 on GENova Biotherapeutics Inc.: 
http://ca.news.finance.yahoo.com/s/16092009/31/link-f-prnewswire-genova-biotherapeutics-beckpharma-
sign-collaboration-agreement.html.  

http://newsblaze.com/story/2008021405340400008.cc/topstory.html
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 Another deceitful ploy used by promoters entails tricking stock touting recipients 

into thinking that they are receiving independent stock advice. Despite revealing 

disclaimers, promoters try hard to present themselves as unbiased and make great efforts 

to conceal the fact that they are paid to send their stock touting reports. For example, in 

email campaigns promoters will often present a stock prefaced by bogus and misleading 

claims such as; “after a lot of research and due diligence our experts have found a stock 

ready to explode!” Here is how one promoter describes his business: 

FreeInvestmentReport.com conducts comprehensive research, in-depth due diligence and 
advanced technical analysis on companies in the micro cap and small cap markets. When 
we’re confident we’ve identified a stock that is set to rise sharply in value, we issue our 
members an exclusive alert by email (Free Investment Report).  
 
While this paper cannot prove with certainty that any of Freeinvestmentreport.com’s 

claims are false, it is highly doubtful that the promoter operates in the described manner. 

Many promotion companies also tend to refer to their promotions as “our picks” in order 

to make potential investors feel that they actually chose who have chosen the companies 

to promote. Bearing in mind it is the companies (or shareholders) who hire or “find” the 

promoters, and not the other way around, such claims and wording are misleading to say 

the least. To this point, consider a Google sponsored link advertising the promoter 

SecretPennyStocks.com, where the tagline reads “hidden penny stocks of Wallstreet 

finally revealed for your benefit!” Once again the promotion company makes it appear as 

they are searching for, finding and vetting these winning stocks. Some promoters go even 

further to skew the realities of their business by presenting themselves as a sort of 

“protector” of their readers’ investments. Such promoters give investors trading “tips” for 

the general markets and occasionally apologize if a stock doesn’t work out “as planned”. 

They act as if their stock touts come from the goodness of their hearts.  
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Other schemes employed by promoters (and the promoters’ hirers) include closing 

price manipulation, wash trading, and message board spamming. The illegal practice of 

closing price manipulation (also known as “painting the tape”) is a way for promoters to 

push a stock’s closing price to an artificially higher level.9 Promoters might use this tactic 

to make a certain stock “green” for the day (close at higher price than the previous day’s 

close), when in reality it should have appeared negative for the day (close lower than the 

previous day’s close). The purpose is to artificially make the stock look more attractive to 

investors. It is important for promoters to present a certain image of a stock to 

investors—often that means manipulating prices in a way that appeals to an investor’s 

psyche.  

Wash trading is an illegal trading practice whereby one simultaneously buys and 

sells the same security using more than one brokerage account. The purpose of this is to 

increase trading volume, and give a false impression of investor buying creating more 

“excitement” or “feeding frenzy” in the stock. Promoters might also do this to give the 

perception that they were able to induce more volume than in actuality, making them 

look better in the eyes of their hirers.  

While this paper solely focuses on the effects of email promotions, some 

promoters are also known to promote by faxing, texting, instant messaging, “tweeting” 

(on Twitter.com), leaving automated voicemails on phones, and spamming message 

boards. Many of these methods are used collectively and help to supplement mass email 

campaigns. Various promoters have been prosecuted for spamming message boards (such 

as Yahoo’s message board and Investorshub.com) to promote stocks. This act is illegal if 

                                                 
9 See http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1009001&rec=1&srcabs=948814 
for an analysis of closing price manipulation 

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1009001&rec=1&srcabs=948814
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the promoter fails to disclose any position he has in the stock or compensation he may 

have received for the transaction. It should be noted that rarely is compensation ever 

mentioned on a message board. Promoters might post positive messages about a stock 

and encourage buying under numerous fake aliases to trick readers into thinking there are 

more enthusiastic investors in the stock than there really are.10 

 Perhaps the largest promotion campaigns (in terms of outside investor volume 

attracted into the stocks, and overall resources used including compensation devoted to 

the promotion) are ones involving hard copy mailing. Firms specializing in this form of 

promotion are known to receive compensation in the $500,000 range. Former hedge fund 

manager Timothy Sykes (who preaches shorting promoted stocks) brings attention to 

Alamo Energy Group (ticker symbol ALME.OB), a company linked to a hard copy 

promotional mailer that hit homes in March and April of 2010. On his website, Sykes 

posts a scanned copy of the mailer which claims the publisher of the report was paid 

$480,000 (Sykes, 2010). Another prominent mailer, targeting households in 2009, 

promoted a company called NXT Nutritional Holdings, Inc. (ticker symbol NXTH.OB). 

Although it is unclear when the promotion begun, a chart of NXTH.OB is rather telling. 

From September 9, 2009 to October 26, 2009 NXTH.OB closed higher than its previous 

day’s closing price on 33 out of 34 days. During this period the stock price rose from 

$1.31 to $3.35 representing a gain of over 155%. On October 27, 2009 for no apparent 

reason, the stock sustained an intraday collapse dropping almost 58% to close at $1.42. 

Six months later on April 27, 2010 NXTH.OB closed at $.36 cents down almost another 

75% from its October 27th close. Thus, promotional mailing is another scheme whereby 

unsophisticated investors are lured and duped by promoters.  
                                                 
10 See, for example, http://www.sec.gov/litigation/admin/33-7891.htm 

http://www.sec.gov/litigation/admin/33-7891.htm
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Due to the fact that the business of stock promotion is a tight niche industry, it is 

difficult to acquire accurate information in many key areas. For example, it is hard to 

determine the number of promotions launched in a given year, and it is hard to know how 

many stock promotion companies operate. In many ways, promoters want to keep their 

business “quiet” in a sense to thwart off scrutiny. Also misleading is the fact that a lot of 

promotional newsletters operate under the same company. Creating multiple newsletters 

associated with individual websites is a strategy used by some promoters to intensify the 

effects of their promotions. When hired, these promoters can send their email touts 

through each of their various newsletters to reach a greater pool of potential investors. 

They also have the ability to send their promotions from different newsletters on different 

days, thus spreading the effects of a promotion over multiple days. As this research data 

shows, this tactic can be useful considering it is extremely challenging for promotion 

companies to maintain certain price and volume levels for a stock after the first day of a 

promotion (as this research data shows). That being said, inferring from the research 

conducted in order to write this paper, it is perhaps reasonable to conclude that the 

number of promotion companies in existence in 2009 neared 50, and the number of 

stocks promoted (by email) for the year ranged anywhere from 500 to 1000.  

 

Promoted Companies 

Discounting rare exceptions, all of the promoted companies trade on the “over-

the-counter” (OTC) market and are quoted on either the Pink OTC Markets' quotation 

system or the OTC Bulletin Board (OTCBB). The OTC market consists of over 9,000 

securities, most of which are penny stocks (stocks trading under $5) that are relatively 
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illiquid and have small market capitalizations (typically under $100 million) (“OTC 

Company Reporting”, 2010). One defining feature of OTC stocks is their lack of 

minimum listing standards. For example, unlike stocks trading on the major exchanges 

and the Nasdaq Stock Market, neither Pink Sheet stocks nor OTCBB stocks need to have 

a minimum amount of net assets, outstanding shares, or number of shareholders. Pink 

Sheet stocks also differ in their reporting requirements; issuers of Pinks Sheets do not 

need to register with the SEC (given that they do not have assets in excess of $10 million 

or over 500 investors).11 Thus it is not surprising that Pink Sheet stocks offer relatively 

little reliable public information. Although OTCBB issuers do have to file timely SEC 

reports, these companies also exhibit a lack of transparency when dealing with the 

transmittal of public information. Unlike larger companies, OTC companies are rarely 

covered by analysts and have little outside scrutiny, making many investors skeptical of 

any public information available on these companies. For this and other reasons, most 

investors (as well as the SEC)12 consider OTC stocks to be highly risky investments.  

Not surprisingly, a major problem for many OTC companies involves raising 

capital. Without an ability to raise capital, the majority of these companies eventually go 

out of business in the long run. One way to help solve this problem is through stock 

promotion. Using promotion, a company could potentially raise millions of dollars 

despite having zero revenues and a non-existent business model. Additionally stock 

promotion is perhaps the easiest and quickest way to raise capital, because it merely 

requires inducing anonymous small retail stock market investors to purchase company 

stock. This is a job that is uniformly outsourced to outside promoters. This takes far less 

                                                 
11 See http://www.otcmarkets.com/pink/otcguide/reporting_standards.jsp for information on Pink Sheets’ 
reporting requirements. 
12 See http://www.sec.gov/investor/pubs/microcapstock.htm for the SEC’s guide on microcap stocks. 

http://www.sec.gov/investor/pubs/microcapstock.htm
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work then, for example, convincing a private equity firm to offer financing; especially 

when the company in question has minimal assets and negative earnings, as is often the 

case. In fact, based on the median, the promoted companies used in this paper, as a 

whole, had quarterly earning of -$236,000. 13  

Although it may not seem so obvious on the surface, companies requiring funding 

are the true driving force behind the promotion industry demand. Quite misleading is the 

fact that email promotion disclaimers commonly state that some “third party” (very rarely 

the companies themselves) have provided the compensation for the promotion. While this 

may be true, a typical promotion scenario reveals additional information. A hypothetical 

case might play out as such: first company “X” issues a significant amount of shares to 

some third party (or even to the promotion company itself) with an agreement to 

exchange the shares for cash. The third party then hires one or multiple promotion 

companies to send out promotion emails touting their stock, with total fees typically 

ranging from $50,000 to several hundred thousand dollars depending on the amount of 

shares a company has to liquidate–dumping more shares requires more expensive 

promotion campaigns. Once the promotion ends and the shares have been sold to the 

public, the third party will give a portion of the proceeds to the promoted company and 

keep the rest, depending on how their agreement is structured. Unfortunately, because of 

the lack of public information surrounding the promoted companies, it is almost 

impossible to determine the extent of each one’s involvement in each individual 

promotion case. Also unclear is the amount of money each targeted company raises using 

                                                 
13 Earnings were taken from the SEC quarterly report filings prior to the promotion “start date” of each 
company. In most cases earnings were reported to be unaudited, bringing into question the accuracy of the 
provided numbers. Most Pink Sheet companies’ earnings are excluded because quarterly reports could not 
be found. 
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promotions. Presumably it tends to be an amount significantly higher than the 

promotional service’s costs, or else it would not be worth it to hire a promoter. Moreover, 

raising money by means of a promotion also raises questions as to what many of the 

companies actually do with the proceeds. It is possible that some invest the money back 

into their business while others place it in the discretionary fund of their top executives.   

It is worthy to note that there are exceptions to the case where promotion is used 

as a source of company funding. Sometimes they are used so that large shareholders are 

able to liquidate their positions.14 Consistent with this notion, a paper by Hong and 

Huang (2001) explains that management and insiders who wish to increase stock liquidity 

for purposes of selling shares, engage in costly investments (such as investor relations) at 

the expense of outside shareholders in order to do so. In other cases, promotions are used 

to facilitate and support what are known as “pump and dump” schemes as discussed 

below.  

Because it is usually the companies and their insiders who stand to benefit most 

from the promotions, and considering implementing an effective promotion campaign is 

no small cost, it understandable why companies strive to achieve the greatest ROI for 

each campaign. For some companies, this may entail pushing legal boundaries and using 

manipulation tactics akin to those used by the promoters. For example, it is not 

uncommon for promoted companies to augment promotional effects by using stocks 

splits, name changes, timely press releases, as previously discussed, and various other 

price manipulation schemes. 

Stock splits benefit those who initiate the promotion because it increases the 

amount of shares owned by those looking to liquidate, thereby increasing potential 
                                                 
14 See, for example, http://sharesleuth.com/investigations/2010/04/11/mesa_energy/. 
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liquidation value. Of course stock splits also increase shares outstanding and theoretically 

reduce stock prices by a proportionate amount. However, for OTC companies, the total of 

outstanding shares is often a mystery and can become deceiving when promotions are 

involved. It is easy for naïve investors to overlook the fact that while a company may 

only be trading at .50 cents for example, it could have a market capitalization in the 

hundred million dollar range because of an enormous number of shares outstanding. In 

such cases, prices may not accurately reflect an increase in outstanding shares, benefiting 

large shareholders looking to sell. In order to fully exploit a large stock split however, it 

is crucial to increase liquidity and manipulate prices as high as possible.  

Along similar lines, companies can increase specific shareholders’ shares by 

simply issuing them additional stock. Many companies frequently issue stock to a third 

party shareholder at prices amounting to a small fraction of the companies’ stock trading 

price. Subsequently, the third party is able to liquidate their shares at artificially inflated 

prices once a promotion goes into effect. Often, companies fail to register their stock 

offering with the SEC until after the promotion has already passed. Consequently, 

investors are misinformed about the true number of outstanding shares (they believe there 

are less than in actuality) and prices do not accurately reflect company’s true value in 

terms of market capitalization.    

While one might assume that the promoters are the main culprits when it comes to 

price manipulation, the promoted companies themselves can also play a large role in this 

scheme. One particularly elaborate albeit surprisingly common practice implemented 

prior to a promotion involves companies cleverly “reinventing” themselves. In this 

regard, companies will change their name, business concept, and ticker symbol in order 
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to conjure up a more “enticing” investment in the eyes of potential investors. For 

example, a company might change their business to become a gold mining business to 

take advantage of high gold prices and capture the hype surrounding the gold industry. 

This tactic also provides companies with a “clean slate” in order to better conceal any 

mistakes (perhaps such as ones involving poor investments or damaging legal issues) 

made by the company in the past. It also presents companies, as well as promoters with 

an opportunity to set the price of the newly traded ticker symbol. As is usually the case 

with a highly illiquid security, a promotion company can trade a small amount of shares 

between accounts and manipulate prices for days leading up to the day of the stock touts. 

This gives a stock’s price chart some “history” and may spark false confidence in some 

investors. 15 Lastly, the company transformation tactic makes it extremely difficult to 

short sell as new stocks are often hard to borrow.   

Any Company considering using such manipulation and stock promotion should 

also be aware of any related federal security laws and the risks of being prosecuted by the 

SEC. 

 

Legal Implications and SEC Involvement 

A Pump and dump scheme is a form of securities fraud and is illegal in the United 

States. Such schemes involve artificially inflating the price of a security (“pumping”) so 

that a seller can liquidate shares at a higher price (“dumping”). The SEC notes that these 

schemes usually “involve the touting of a company's stock (typically microcap 

companies) through false and misleading statements to the marketplace” (“Microcap 

Stock: A Guide for Investors”, 2004). Yet, although the majority of promoted cases fit 
                                                 
15 See, for example, http://www.sec.gov/litigation/complaints/2010/comp21513.pdf.  

http://www.sec.gov/litigation/complaints/2010/comp21513.pdf
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the description of a pump and dump scheme, relatively few are prosecuted. Perhaps this 

is the result of limited SEC resources; it takes a significant amount of time and money to 

construct a case against violators of federal securities law. It may also be because many 

of the fraudulent promotional cases are insignificant in comparison to larger issues the 

SEC must concern itself with, such as the Bernard Madoff ponzi scheme for example. 

Furthermore, it is often difficult to prove in a court of law the occurrence of a pump and 

dump scheme in conjunction with specific promotion campaigns. One reason is because 

pump and dump schemes are not clearly defined in any federal securities laws. Another 

reason is because it is often difficult to prove that one has committed the “critical 

offense” of providing the public with false and misleading statements.     

 As for the small percentage of cases that are prosecuted, it seems as though they 

primarily consist of only the largest of pump and dump schemes. One such case involves 

Spongetech Delivery Systems, Inc. (ticker symbol SPNG.OB), a company accused of 

“illegally [distributing] approximately 2.5 billion Spongetech shares in unregistered 

transactions” which were later sold to the public (U.S. Securities and Exchange 

Commission v. Spongetech Delivery Systems, Inc., 2010). The SEC also alleges that 

Spongetech “repeatedly and fraudulently understated the number of Spongetech's 

outstanding shares in press releases and public filings.” In another relatively large pump 

and dump scheme, defendant George Georgiou was accused (and later convicted) of 

manipulating the markets of four different micro-cap stocks realizing at least $20.9 

million in profits (U.S. Securities and Exchange Commission v. George Georgiou, 2010). 

In this case, although justice may have ultimately been served, the SEC unfortunately 

failed to put an end to the blatant scheme while it was in progress. One action the SEC 
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can use to help deter pump and dumps is halting stocks when it appears as if 

manipulation is in play. The SEC did eventually halt all four stocks Georgiou had 

manipulated, but it came at a much later date. For instance, Hydrogen Hybrid Tech stock 

(ticker symbol HYHY.OB) was halted on February 12, 2009, a time when it was trading 

around .03 cents. However, Georgiou was accused of manipulating HYHY.OB mainly 

during the summer of 2008 when it hit a high price of $2.70 on June 20, 2008. While the 

SEC may catch the largest of pump and dumps, risks of being prosecuted decrease 

significantly when executing these schemes on a smaller scale.    

Considering the amount of companies that use promotions, it appears as if the 

benefits to employ a relatively small pump and dump scheme far outweigh the risks. One 

reason is because in the rare instances when smaller frauds are caught, their punishment 

often merely requires them to give up their illicit gains plus a small amount of interest.16 

Moreover, these costs can even be further reduced by simply taking measures to avoid 

SEC prosecution. For promoters, this means disclosing compensation amounts. For 

companies, this means registering any additional shares they plan on offering, and not 

releasing any false public information about their business that can easily be proven as 

such. This would include items such as fictitious sales contracts.  

The prevalence of undetected securities fraud is viewed by many as a major 

reason to increase SEC regulation and involvement. In reference to promotions, Frieder 

and Zittrain (2006) suggest that “regulators might consider more aggressive, and 

paternalistic, applications of law to prohibit such conflicts outright.” Others believe that 

the United States government should allow responsible adults to make their own 

decisions and learn from their mistakes, further contending that more regulations often 
                                                 
16 See, for example, http://www.sec.gov/litigation/admin/33-8387.htm. 

http://www.sec.gov/litigation/admin/33-8387.htm
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equates to less freedoms. This paper believes that the latter opinion generally leads 

individuals to govern with superior results and allows markets to achieve Pareto 

optimality. In fact, it is perhaps deregulation that may best combat pump and dump 

schemes and stock promotion spam.  

One reason why promotions are so successful is because savvy investors who 

detect the manipulated prices are largely prevented from correcting those prices by short 

selling the stocks. If short selling OTC stocks were made easier, many of the “tricked” 

investors would be protected by those who were able to short sell the promoted stocks 

and keep prices from being “pumped” higher. It is possible that aggressive short selling 

would be able to upend the entire stock promoting industry. There are a number of 

reasons why OTC stocks are difficult to short sell. One reason is that many brokers are 

unwilling to allow clients to short OTC stocks because of the perceived high risks 

associated with shorting low priced and thinly traded stocks. The main reason, however, 

is because broker-dealers are prohibited from contracting to settle transactions later than 

three business days (T+3) after a transaction occurs.17 Because it is usually extremely 

difficult for broker-dealers to “locate” shares for a client to borrow in order to short sell 

the promoted stocks, three days is often too short a time span. Consequently, brokers are 

forced to deny short selling for many OTC stocks. To relax short selling restrictions, 

brokers might be allowed to let clients short sell stocks even when shares to borrow could 

not be located. Another argument points out that the mere existence of the SEC creates a 

moral hazard whereby investors may act more carelessly in their investment decisions, 

because of a belief that they are less exposed to risks of fraud and potential loss of 

                                                 
17 This is according to Rule 15c6-1 of the Securities and Exchange Act of 1934.  
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capital. A debate about the government’s role in the markets is certainly a real concern 

and is one that remains open and hotly contested.  

 

Literature Review 

It is considered common knowledge that companies trading on the Pink Sheets 

and OTCBB are largely ignored by the vast majority of financial industry professionals. 

These companies garner little attention from major media outlets, and rarely capture the 

focus of academic research. As a result, even the most blatant cases of manipulation 

regularly go unnoticed or perhaps just ignored.  

However, the previously cited paper by Frieder and Zittrain, which also analyzes 

microcap stock manipulation by means of email spam promotion, has called attention to 

the matter. Similar to this research, their paper attempts to measure the effects of stock 

spam on stock price and volume. They collect data from one of the author’s personal 

email accounts and from the “Internet Usenet newsgroup 

net.admin.network.abuse.sightings” between January 2004 and July 2005. Their findings 

indicate price increases on average by 2.04% from the day before the promotion starts 

through the day of promotion. In cases where touting occurs in groups or on multiple 

days, price increases on average by 6.22% from the day before the tout group starts 

through the end of the “peak” promotion day (the day which represents the largest 

number of recorded touts in a group). They also conclude that prices decreases by an 

average of 5.25% in the two days following the peak day of promotion.  

This paper believes a major flaw of Frieder and Zittrain’s research is their wide 

mischaracterization of the stock promotion industry. The authors assume that promotions 
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are mostly driven by stock promoters themselves who purchase shares in the open market 

and then tout the stocks to make a profit. As explained earlier, this is simply not the case. 

It is this misperception that leads the authors to make crucial errors in their data analysis 

methods. For example, in part of their analysis, Frieder and Zittrain do not accurately 

observe the “true” start date of promotions (the actual day the promotions were initiated) 

and instead focus on the “peak” day of touts. They assume that the peak day is when 

promoters “directly intended […] to initiate selling the stock” and use this day “for the 

purposes of testing whether spamming can be profitable to the touter” (pg.11). However, 

this research finds that promotions have the most significant effects on stocks the first 

day a promotion campaign begins. Sometimes promoters may send out more emails on a 

day following the initial promotion day, (making it the “peak” day according to Frieder 

and Zittrain’s paper,) in order to curb fading stock volume and price, but additional email 

touts are almost always less effective than the first email. Incorporating these new 

insights may result in a better analytical framework in which to evaluate the effects of 

promotions. 

This paper also differs from Frieder and Zittrain’s in several other key areas. For 

one, the datasets used by each paper are entirely independent. Also, to calculate pre-

promotion prices this paper uses a period of five days compared to only one day before a 

promotion start date. Using additional pre-promotion days helps determine more accurate 

prices by eliminating some daily noise. In addition, this paper adds insights by analyzing 

volumes and price returns in the longer term as opposed to only two days after a 

promotion.  
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Taking into consideration the differences in data analysis, this paper finds 

promotions to have significantly greater effects on prices and volumes than Frieder and 

Zittrain’s paper does. One explanation of the considerable difference in results is the 

aforementioned modifications in research method. Another explanation is that promoters 

may have become more effective in their craft since the time of Frieder and Zittrain’s 

research.  

A plethora of other literature also attempts to assess the impact of an event on 

stock price and volume. For example, Engelberg, Sasseville, and Williams (2004) study 

the market’s reaction to Jim Cramer’s stock picks on his television show Mad Money. In 

another related paper, Eren and Ozsoylev (2006) create a multi-period signaling model to 

“explore the economic circumstances under which the hype and dump manipulation 

is an equilibrium outcome.” They conclude that an equilibrium outcome can be reached 

when there exists “at least one naïve trader in the market and the cost of dishonest rumor 

mongering is high enough.” Aggarwal and Wu (2003) use a dataset of SEC actions and 

find that “more illiquid stocks are more likely to be manipulated and manipulation 

increases stock volatility.” They also discover that “prices rise in the manipulation period 

and then fall in the post-manipulation period”.  

 

Data Description/Method 

This paper analyzes a unique dataset of promotions taken from the author’s 

personal email account and from the website stockpromoters.com.18 The sample collected 

consists of 81 stock promotions initiated from April 2009 through December 2009. Each 

                                                 
18 Stockpromoters.com is a website that tracks the promotion campaigns of various promoters and keeps a 
record of information including promotion dates, promoters involved, and compensation amounts.  

http://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=456824
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promotion is assigned a “start” day according to either the first trading day after the 

author has received a stock promotion email, or the first day the promotion is mentioned 

on stockpromoters.com. Once a promotion’s start date is determined, daily closing price 

and daily volume is noted for the preceding five trading days.19 The average of these 

closing prices and daily volumes is then calculated in order to gauge a standard pre-

promotion price and volume for each stock. These averages are compared with the daily 

volume and closing price on the day of the promotion as well as volumes and prices for 1, 

2, 3, 4, 5, 10, 15, 20, and 50 trading days as well as 5 months after the promotion. The 

high price of the day is recorded on the start date of each stock promotion also for 

comparing post-promotion returns.   

 The median pre-promotion price and daily volume of the sample is .32 cents and 

111,600 shares respectively.20 7 of the stocks traded over $1.00 pre-promotion, with the 

high price being $1.57. For an idea of the dispersion, the interquartile range of the pre-

promotion price is .38 cents, and the interquartile range of the pre-promotion volume is 

225,000 shares.  

Also, of the 81 promoted stocks, 55 of them trade on the OTCBB market, 25 are 

quoted on the Pink Sheets, and 1 is a NYSE Amex Equities stock. It is possible that 

OTCBB stocks are better candidates for promotions than are Pink Sheet stocks because 

OTCBB stocks must file current financial reports with the SEC, making the companies 

appear more legitimate in the eyes of many investors. One potential problem that arises 

when dealing with OTC stock data is the absence of a reliable control group in order to 

compare with. For example, there is there is no ETF tracking OTC stocks, and no market 

                                                 
19 Yahoo Finance and Bigcharts.com is used to gather price and volume data.  
20 Median values, as opposed to average values, are preferred in this paper to restrain the effects of 
skewness in the data.  
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index that is correlated with OTC stocks. Moreover, individual OTC stocks do not relate 

closely enough to each other to assume that a random sample of OTC stocks would be a 

suitable control group. For these reasons, the data in this study is not compared to a 

control group.  

It is also important to note some shortcomings of the data itself. First, there is an 

issue with the validity of the recorded prices. As explained earlier, manipulation can be 

used to alter the closing price to artificially high levels. However, the manipulation can 

affect price percentage changes to the upside as well as to the downside. For example, 

closing price manipulation may be used to pump promotion prices, intensifying the 

perceived promotional effects, but it may also be used to inflate post-promotion prices, 

thus decreasing the observed downside in the days following the promotion. Along 

similar lines, the high of the day may overstate promotional effects. Often, the high of the 

day is a price at which relatively little volume is traded. Still, it is of interest to see how 

high the promoters are able to pump the prices. It would perhaps be best to use the prices 

for each promotion where the most volume was traded at, or better yet, an average traded 

price. To do that however, intraday prices are needed, and unfortunately such data was 

not available.  

 Another potential flaw of this research is the bias in the data collection. In order to 

receive email touts, the author had to find stock promotion “newsletters” to sign up to. 

The easiest promotion sites to discover were the most heavily advertised sites and the 

sites operated by the “top” (most effective in terms of price pumping and volume 
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attraction abilities) promoters at the time of data collection.21 Also, from casual 

observation, the most heavily advertised promotion firms also happen to be the most 

effective promoters. This is not surprising as it should be expected that more effective 

firms bring in more revenues, and thus have a higher advertising budget. Consequently, 

the promotions analyzed in this paper are primarily representative of some of the best 

promoters in the business. Although, it is possible that “smaller” promoters were also 

involved in many of the promotions without the author’s knowledge. As previously 

discussed, larger promoters often hire other promoters to help promote the same stock.   

 One last data shortcoming manifests itself in the fact that many promotions had to 

be removed from the sample due to a lack of price and volume data. Usually this 

happened to be the case when a stock was promoted during the first few days a security 

began trading (for the reasons presented above).  

 

Findings/Analysis 
 

This research indicates that there is a statistically significant response in both 

stock volume and price as a result of stock promotions. Using the median, from the pre-

promotion period through the promotion start day, price increases by 32.7% and daily 

volume increases by 1584.4%. Graph 1 and Graph 2 display the price and daily volume 

percentage changes on the day of promotion, respectively, for the entire set of 

promotions. It should be noted that out of the 81 observations, only 9 experience a 

decrease in price on the day of promotion. 26 of the touted stocks increase over 50%, and 

8 stocks increase over 100%, with 198% being the largest increase of any single stock. 

                                                 
21 Promoted stocks were sometimes found by searching for the “largest daily OTCBB stock percentage 
gainers” using a stock scanner. Research of stocks appearing on the scan led to names of promotion 
companies.  
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The relative price increases would be even greater if the high price on the promotion start 

date is used as a measure to determine the price percentage change, as opposed to the 

closing price. At the high price, stocks increase by 54.15% according to the median. In 

terms In terms of volume, each of the 81 stocks increased on the start day of the 

promotion. For comparison, the median pre-promotion volume of the sample is 111,600 

shares and the median volume on the day of the promotion is 1,556,300 shares 

representing an increase of 1294.5% .    

On the days following the promotions, neither prices nor volumes sustain their 

inflated levels. One trading day after the promotion start day, based on the median, prices 

fell by 8.77%. Two, three, four, and five trading days after the promotion, prices continue 

to fall by 7.32%, 5.41%, 3.35%, and 2.04%, respectively, as compared to each day’s 

previous trading day. Graph 3 helps to summarize these results. In the longer term, 

shareholders suffer even greater losses. By the 10th trading day after the promotion, prices 

drop 13.71% from the 5th trading day after the promotion. From this point, holding 5 

more trading days leads to a price drop of 4.55%. An additional 5 trading days (now a 

total of 20 trading days after the initial promotion day) results in a price decrease of 

7.41%. Volume levels suffer a more drastic post-promotion fate as daily volume 

plummets by 64.3% just one day after the promotion start day. The next trading day 

volume drops by almost 50%.    

While stock prices and volumes typically taper off immediately following the 

promotion start date, promotions still remain effective for a period of time after their 

initiation, as evidenced by a comparison between post-promotion and pre-promotion 

volumes and prices. For example, even though prices decrease by 16.67% two days after 
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the promotion start, these prices are 12.24% higher than pre-promotion prices. Graph 4 

displays the price percentage changes from pre-promotion to promotion start date as well 

as 1, 2, 3, 4, 5, 10, 15, 20, and 50 trading days and 5 moths after the promotion start date. 

It isn’t until 4 trading days after the promotion start date that prices return to pre-

promotion prices. Interestingly, prices do not remain at their pre-promotion levels but 

actually continue to decrease in the following days, weeks, and months. For example, 10 

trading days after the promotion start date prices decrease by 11.35%, and 50 trading 

days after the start prices decrease by 45.89%. A potential explanation for why prices 

drop below their pre-promotion levels is because of strong selling pressures that are 

exerted on the promoted stocks by the investors who were “taken in” by the promoters. 

Once these investors decide to liquidate and take their losses, without the support of a 

promotion behind the stock (meaning there will once again be relatively few interested 

buyers), the stock price rapidly declines.  

Similar to price, volume also remains higher than pre-promotion levels for a short 

time after the promotion start date, and then in decreases below pre-promotion volume in 

the longer-term. Graph 6 compares the volume percentage change from the start of the 

promotion and post-promotion to the pre-promotion. Once again, even though 1 day after 

the promotion volume decreases by 64.3%, it is still significantly higher compared to pre-

promotion volume. The median daily volume increase 1 day after the promotion 

compared to the pre-promotion is 478%. Somewhere in the timeframe between 5 and 10 

trading days after the promotion start, volume return to pre-promotion levels. However, 

20 trading later, the promoted stocks trade at volumes of only 50% of their pre-promotion 

volumes. This may be because promoters sometimes begin to influence and manipulate 
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the stock they plan on promoting during the days just prior to the promotion initiation. 

This would indicate that some pre-promotion volumes and prices calculated in this paper 

are slightly higher than they normally would be without the promotional effects. Thus, 

although it appears as though promoted stocks begin to trade below their average pre-

promotion levels during the post-promotion period, they are perhaps just returning to 

their “true” pre-promotion average. Nonetheless, most stock volumes clearly skyrocket 

on the start of a promotion and then drastically decrease following the promotion.  

It is also interesting to compare prices between the post-promotion period and the 

promotion start date. Graph 5 presents such results. As stated above, 1 day after the 

promotion start, prices decrease by 8.77%. By 3 days after the start, prices decrease by 

20.37% as compared to the start date. If an investor were to hold the stock for 5 months, 

he would be down a staggering 73.96%. If the high price is used for the reference on the 

promotion start date instead of the close price, the observed price percent decreases on 

the days following the promotion would be even greater.  

 While the data clearly show that stock volume and price react significantly on the 

start day of a promotion, it is hard to know exactly how much of the effects can be 

attributed directly to the promotions themselves. For example, outside investors who 

have received the promotions may not account for all of the additional volume that comes 

into each stock. As previously discussed, in addition to email campaigns, promoters and 

promoted companies sometimes use tactics to increase volume such as wash trading, 

message board spamming, and distributing press releases. Moreover, a portion of the 

volume can also be attributed to day traders buying and selling shares to profit off the 

volatility induced by promotions. Such traders help increase the activity in a promoted 
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stock, but are not the primary targets of the promotions as traders tend to liquidate their 

shares relatively quickly and can add to the selling pressure caused by the insiders trying 

to liquidate. Because of the volume contributions from manipulation tactics and day 

traders, it is unfortunately impossible to know how many shares insiders are able to 

liquidate, and how many shares are purchased by the unsuspecting investors “tricked” by 

the promotions.     

 Another difficulty in assessing promotions’ affects on stock volume and price 

comes from the reality that various promotions for the same stock are often initiated on 

different dates by multiple promoters. For example, if two different promoters send out 

promotions for the same stock on consecutive dates, and only one of those promotions 

are detected, then the data actually shows the effects of multiple promotions although 

only one is recorded. However, one can argue that the number of promoters hired or the 

amount of email campaigns sent out for one stock should essentially be counted as one 

mega-promotion, as this is most likely how the hirers of the promoters view such 

circumstances.  

 

Conclusion 

This research shows that stock prices and volume initially react significantly and 

positively to stock promotion campaigns. In the vast majority of cases, on the days, 

weeks, and months following promotions, both volume and price retrace below their pre-

promotion levels. The research suggests that small retail investors may irrationally react 

to promotion campaigns and that promoters often rely on deceit and manipulation of the 

markets for a successful campaign. The effectiveness of promotions is quite remarkable 
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considering the consistent and predictable negative returns associated with the promoted 

stocks. It is even more perplexing when taking into consideration the financial state most 

promoted companies find themselves in.  

Promotion companies will continue to strive to find new ways to attract more 

investors and amass larger email lists, while small investors looking to strike gold will 

lose more and more of their “hard earned” funds. If one were to invest $100,000 evenly 

distributed in the 81 promotion in this paper’s sample, 5 months later he would be left 

with $31,200. In order to prevent such unnecessary losses, the SEC should take action to 

make sure that short selling OTC stocks is not at all restricted. Once this is the case, the 

market would be allowed to “correct” itself and deter promotions without exhausting 

government resources. Until then, as long as naïve investors continue to invest in the 

promoted companies, promoters will continue to be used as a tool for liquidation of 

unwanted shares.    
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Figure 1: Promotional Email Example 
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Graph 1 

Price % Change From Pre-promotion Through Promotion Start Day
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Graph 2 

Volume % Change from Pre-promotion Through Promotion Start 
Day
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Graph 3- Note that Day 0 represents the start day of the promotion and is compared to 
pre-promotion price. Day 1 shows the price % return compared to Day 0. 
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Graph 4  

Price % Change Compared To Pre-promotion 
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Graph 5 

Price % Change Compared To Promotion Start Date 
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Graph 6 

Volume % Change Compared To Pre-promotion
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