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MiFID II  

Falling squarely on corporate shoulders 

MiFID II (“Markets in Financial Instruments Directive”) will go live in January 2018. From 

the corporate perspective, we believe the effects will be significant as the investor relations 

burden will fall squarely on corporate shoulders.  

 Significant implications for corporate IR strategy 

 Change is certain but many corporates preferring to wait and see 

 We believe the bottom line for corporates is becoming clear: 

→ Investors will be harder to reach 

→ Traditional routes to the market will be disrupted 

→ Corporates will have to shoulder more of the IR burden 

 

Iain Daly June 2017 
id@radnorcp.com  

A Capital Advisory firm bridging the gap 

between companies and untapped capital  
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 Introduction 

MiFID II represents a significant disruption to the investor relations 
landscape; that much is certain. The traditional interactions between 
broker, fund manager and corporate will change markedly.  

The purpose of this paper is to focus on the day to day IR implications 
of MiFID II for corporates. This is not a technical examination of the 
proposed rule changes. We will address the key areas of: 

 Research coverage 

 Investor engagement 

Our conversations with corporates, investors and other advisers 
suggest the implications of MiFID II are still poorly and unevenly 
understood. It comes as no surprise that many corporates are taking a 
“wait and see” approach. Many recognise life will change, but there is 
not yet enough clarity for proactive decision making. 

 
 
 
 
 
 

 MiFID II in less than 274 words 

MiFID I was adopted in November 2007. This first step focused on 
unifying European financial services through “passporting” and retail 
investor protection rules. The implications for corporate investor 
relations was limited. 

MiFID II goes live in January 2018 aiming for greater transparency in 
European capital markets and to reduce costs for underlying investors.  

Most MiFID II rules apply to the interior workings of the capital 
markets so are only likely to be of interest to the most embedded 
market participants. However, a number of aspects have very direct 
relevance for UK corporates.  

The intent is to bring transparency to the historically opaque world of 
commissions paid by the buy side to the sell side for the provision of 
trade execution, research and corporate access. To put this into 
context, the UK secondary commission pool for brokers is currently 
estimated at c.£4bn per annum.  

The resulting changes will have a serious impact on corporate IR 
strategy. The “unintended” consequences include; 

The implications of MiFID II will 

be profound … 

MiFID II will mean increased IR time and budget. Given the constraints most corporates operate under, 
we believe traditional IR activities and relationships will increasingly be judged through the lens of 
outcome rather than convenience. We believe there will be significant opportunities for those corporates 
willing to adapt. 

 

Many of the MiFID negatives are 

already well known … 

Many corporates are taking a 

“wait and see” approach … 
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 Reduction in the volume of sell side research 

 Reduction in the number of sell side equity analysts 

 Sell side to buy side interaction to become more selective 

 Decrease in liquidity and consequent increase in volatility 

 Reduced access to capital 

Corporates who wish to do something about this will have three 
choices, all of which will involve higher costs. 

1. Demand more from brokers; resulting in additional 
broking fees. 

2. Use independent access and research firms; but 
uncharted territory for many. 

3. Do more in-house; higher personnel investment but a 
question mark over access to investors. 

 Research – Substance over form 

There is a clear consensus that equity research, as it is known and loved, 
will be impacted significantly by MiFID II. There will be; 

 fewer analysts,  

 writing fewer research notes, 

 on fewer companies. 

What is less openly discussed is the impact on the nature of the research 
produced. For us this is the more profound and challenging point. 

The outlook for equity research is negative. The buy side will almost 
certainly pay substantially less for research than it has done. Industry 
best case estimates suggests a 20% reduction, the worst case 60%.  

MiFID II will make the buy side pay the sell side explicitly for equity 
research. They will either pass on this cost to their clients (investors), 
or take the cost direct to their own P&L. 

The only circumstance where a fund manager will be able to pass the 
cost through to underlying investors is where the research is deemed 
to be “substantive” to the investment decision. Here the cost must be 
clearly broken out, the audit trail complete and the compliance review 
process met. Given the time constraints of most fund managers, this 
will be a huge and costly task. 

The traditional equity research 

model is disappearing fast … 

“Substantive” one word with 

profound implications … 

Research will have to grow teeth 

… 

Costs will increase … 
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If “substantive” research is the only research to carry commercial value, 
then clearly this will be the priority for equity analysts. 

Critically, it will be for the buy side to define “substantive” on a case by 
case basis, not the sell side.  

Substantive research will  

 be notable / controversial / headline grabbing, 

 contain proprietary information, 

 go against consensus. 

Substantive research will not be 

 Commentary notes post scheduled news-flow 

 Hold/Add/Overweight stances on corporate clients 

 Price targets within 10% of the current price 

 Forecasts within the range of current consensus 

Many corporates will be all too familiar with this type of un-substantive 
research.  

It is worth highlighting that “house” coverage is unlikely to be affected 
as this is already subsidised through the corporate broking relationship. 

Short term implications 

 Non “house” research coverage will be less frequent 

 Independent maintenance coverage will probably cease 

 Sell recommendations will increase 

 Hold recommendations will decrease markedly 

 Analysts will become more explicit and robust in their analysis 

Medium term implications 

 Some brokers will withdraw their forecasts from consensus, 
calling into question whether consensus will even exist 

 Universal distribution of research will cease – under MiFID II 
brokers will have to limit research distribution to those 
investors who have contracted to pay for it 

Independent maintenance coverage 

unlikely to excite … 

No hiding behind consensus … 

Substantive research will, at least, 

be interesting … 

Will consensus even exist? 

Research will only reach investors 

who have signed a formal 

agreement… 
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 Even “house” research distribution may become limited as it 
relies on the broker maintaining two distinct research 
distribution platforms 

The days of waterfront coverage and distribution will come to an end 
as investors will only pay for what they value. The new limits on 
research distribution will not be widely advertised. 

Research implications across market cap sizes 

 Large Cap. Ironically, MiFID II could be a logistical blessing 
in disguise. FTSE 100 constituents have, typically, between 
twelve and sixteen brokers publishing research (Royal Dutch 
Shell tops the pile at 34). Research coverage attrition could, 
arguably, simplify life for the corporates without any 
meaningful diminution in research reach. The imperative for 
substantive research to pay its own way is most obvious here. 

 Mid Cap. MiFID II will be most keenly felt here. We believe 
research coverage could halve with the bottom end of the 
FTSE 250 seeing as few as two, maybe three brokers covering. 
Combined with distribution limits there will be a real question 
mark over how far the corporate message can penetrate the 
market through this channel. We believe many companies in 
this segment are underprepared for this eventuality. 

 Small Cap / AIM. For many micro-caps not much will 
change. Research coverage has always been limited to the 
“house” and possibly one other, who is almost certainly angling 
for a corporate mandate. This lack of coverage will likely 
expand across all of the Small Cap / AIM indices. 

What are the options available for corporates? 

 Do nothing? Given alternatives will inevitably involve 
greater cost, this will be the default option for many. This will 
result in reduced research coverage, message penetration and 
lower levels of investor activity.  

 Go joint? For companies with a sole corporate broker, 
appointing a joint broker would seem a logical step. Whilst 
initially appealing in terms of coverage, this does not 
necessarily address the MiFID issues of limited research 
distribution and visibility on who will receive it. 

 Go independent? Paid for research is an obvious solution, 
being MiFID compliant as long as it is free for investors. 
However, issues over quality and readership are long standing 
criticisms. There is also the deeper point about advocacy. Most 
paid for research is just that, research and nothing more. No 

Even “house” research may be 

limited … 

Some large caps may even breathe 

a sigh of relief … 

For many mid caps MiFID may 

come as a rude awakening … 

Many small caps will say “welcome 

to my world”  … 

Status quo  … 

Going joint misses the MiFID 

point  … 

Paid for research should go further  

… 
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advocacy and no investor engagement. The outcome is the 
note itself, not what it achieves. 

 

  

 

 Access – Where did all the investors go? 

Controversially, MiFID II views investor access as un-substantive. Our 
experience, and ongoing conversations, with investors (large and 
small) suggest otherwise, with a clear majority citing meeting 
management as an important part of their investment process. Some 
cannot take a position until they have met management. 

By labelling investor access as un-substantive, MiFID II means that 
investors cannot pay for management access as a service, unless it 
comes out of their own pocket.  

We have already outlined the MiFID II impact on research distribution. 
We believe a similar effect will be felt in sell side organised investor 
access. The key question, as ever, is who will pay for the service? Sell 
side organised investor access generally falls into three camps; 

 Results Roadshows. We see little change here. All 
roadshows will continue to be organised by the corporate 
broker’s IR team, not the sales desk. The emphasis of results 
roadshows will continue to be on existing holders. The cost 
here will be covered by the corporate broking retainer fee. 

 One to one investor meetings. We believe, non “house” 
brokers will be less willing to suggest and execute investor 
meetings or roadshows for corporates. However, meetings 
requested by investors and executed by brokers will still 
happen, just less often.  

 Events & Conferences. The costs of these events have, 
historically, been subsidised by the buy side and have been free 
for corporates. We believe the number of these events will 
shrink but not disappear. Being expensive to organise; it is 
likely they will be attended only by those larger investors who 
have agreed to pay directly for non MiFID services. We would 
expect to see corporates being asked to pay to participate. 

What are the options available to corporates? 

 Do nothing. Result roadshows will become even more 
dominated by existing shareholders with fewer new faces.  

Paid for research is one part of the Radnor Capital solution. Getting investors to buy involves 
conversations, relevant research and management access. We believe paid for research should seek to 
position and educate not just repeat news-flow. It should address directly the themes and specific issues 
that investors raise with us.  

Events likely to become even more 

large cap focused … 

Results roadshow déja vu … 

“A decision to do nothing is still a 

decision” … 
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 Ask the corporate / another broker to do more. 
Superficially, the most convenient option. However, there 
will be additional costs involved and will almost certainly 
involve broker IR teams, not the sales desks where the 
investor relationships lie. Investor targeting will be skewed 
towards those who have already agreed to pay the broker.  

 Go independent. By paying for external expertise, the 
corporate is removing a major barrier to investors. However, 
corporates will get what they pay for. Low cost, commodity 
access providers will take up lots of management time with no 
real visibility on outcome.  

 Take in house. This will involve greater personnel and data 
costs. Investor surveys from North America, the UK and 
Europe all agree that only a minority of investors would be 
comfortable being approached direct by a company. The post 
MiFID II world may see this change but investors will still 
likely prefer to engage via a known intermediary. 
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Radnor Capital takes a simple view on investor access; management time is scarce and must be used 
wisely. The changing landscape of MiFID II will make this more of an imperative. Investor meetings 
should be targeted, relevant and address the investor relations objectives of the client. These objectives 
may be finding fresh buying demand, increasing liquidity or support for capital raising. One thing that 
unites all of our clients is the requirement to optimise their IR time. Our experience tells us that the 
investors are out there; they just need to be identified and engaged in the correct way.  

 

Total control but where is the 

route to market? … 

Doubling down … 

Powerful when done properly … 

Beware of time wasters … 

 Radnor is a capital advisory boutique bridging the gap between companies and untapped capital. 

 We identify and deliver relevant and new investor demand to our clients in a time efficient way. 

 MiFID is an opportunity for our clients, not a challenge. 

 Our clients span FTSE 250, Small Cap and AIM across a broad range of sectors. 

 We are authorised and regulated by the FCA. 

 Our advice is independent and un-conflicted 
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