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General remarks

The Bundesverband der Wertpapierfirmen (bwf) is a trade association promoting the
common professional interests of predominantly medium and small (class 2, accord-
ing to the IFD/IFR classification) investment firms as well as credit institutions whose
core business (or at least a significant part of their business) lies in the provision of
investment services. In this capacity, bwf expressly welcomes the chance to com-
ment on the draft technical advice to the European Commission on the amendments
to the research provisions in the MiFID Il delegated directive in the context of the
Listing Act.

Investment research plays a pivotal role in the investment value chain. Therefore,
bwf has always emphasized the need for a regulatory framework that is clear, practi-
cal, and conducive to growth in the investment research market. The complexity and
ambiguity of the current MiFID Il research regime have created significant barriers,
especially for smaller firms to the disadvantage of investors, investment firms and is-
suers (in particular SME-issuers) alike. Accordingly, a return to simplicity and broader
access to research is not only highly desirable but essential for the functioning and
competitiveness of EU capital markets.

Since 2014, we have consistently opposed the unbundling of research costs from exe-
cution fees, warning of its detrimental impact on the research market, particularly
for SMEs and smaller firms. Unfortunately, the development in the market for invest-
ment research since the unbundling provision came into force, has proven our con-
cerns more than justified. Research coverage, especially for small and mid-cap com-
panies, has declined drastically, hampering market efficiency and investor choice.
This decline in research availability has disproportionately impacted smaller buy-side
firms, which rely on affordable research to make informed investment decisions. No
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evidence of market failure was presented which would have justified the current
stringent unbundling requirements or proposed additional layers of complexity.

Therefore, we continue to fundamentally disagree with ESMA's characterization of
investment research provided as part of an execution service as an "inducement” to
the client. Bundled research was never a “monetary“ or “non-monetary- benefit” in
the definition of inducements but a paid service as a part of the service level of exe-
cution arrangements. This was generally accepted and transparent as a specific type
of service level enhancement, just the same way as an order executed “carefully at
market” by a human trader or by a specific algorithm employed was more expensive
than a “plain vanilla” execution where the order was simply sent to an execution
venue.

Furthermore, we could not even identify any political intention expressed on Level |
that could have justified such a substantial intervention into a well-established and
widely accepted market practice. The original intent of unbundling was to increase
transparency and competition. However, it has instead led to a market for research,
dominated by a relatively small number of large and often non-European players
who define the universe of research which is accessible in line with their overall strat-
egy of their product portfolio.

The unbundling requirement has caused an economic imbalance by overlooking the
interconnected nature of research and execution services. It has also exacerbated the
challenges faced by SMEs. Research coverage for these issuers has significantly de-
clined, undermining MiFID II's explicit objective to promote SME markets. This re-
duced coverage directly impedes market efficiency and investor choice. Furthermore,
the competitive disadvantage faced by smaller firms in accessing high-quality re-
search has been amplified, leading to a more concentrated and less dynamic invest-
ment research market as mentioned above.

In the light of these outcomes, it is evident that the regulation has fostered unin-
tended consequences that undermine its original objectives. Reassessing the treat-
ment of research as an inducement and drastically simplifying the framework would
be critical in the attempt to restore market efficiency, ensuring equitable access to
research, and promoting growth in the investment research sector.

Moreover, the current regulatory regime has effectively dried up resources for re-
search, leaving the industry with little capacity to recover. This development under-
scores that amendments to the existing regulation, such as “tweaking thresholds,”
will not solve the problem. In the contrary, it would add an additional level of com-
plexity. To say it clearly: the liquidity which once has driven the equity (and on a
smaller scale debt instrument) sale incentivized by bundled research —in particular
but not limited to —instruments offered by SME issuers was absorbed years ago by
other sectors, very often promoted by large non-EU banks and financial institutions.
And this liquidity will not come back by a leak warm approach which just adds more
costs by increasing complexity. It must also not be forgotten that the jobs and the
skills of a research incentivized equity (or debt) sales are simply not there anymore -
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at least not in the structure and capacity which existed before “unbundling” became
mandatory.

Therefore, the only, still very small, chance we see that, at least over time a some-
what comparable structure could reemerge would lie in a policy which gives up the
(false) categorization of research as an inducement (as long as it is sold as a part of
an integrated product) altogether. In other words, to restore the situation before Mi-
FID Il'in this respect.

Eliminating the existing prohibitions and avoiding a new level of bureaucracy could
significantly contribute to restore clarity and foster investments within a healthier
research environment without imposing cumbersome thresholds or conditions.

However, if full removal is not feasible (or better acceptable) from a regulatory/politi-
cal perspective (as it looks like), bwf strongly advocates for retaining the 2021 frame-
work unchanged without further amendments (Option 1) as a second-best solution
(compared to a full liberalization). Such an approach would avoid additional com-
plexity (and additional costs for updating existing processes) and keep operational
requirements on the existing (already burdensome —in particular but not only for
medium and small investment firms) levels. In the contrary, options 2 and 3, which
propose detailed or high-level requirements, would increase opacity and significantly
increase the regulatory burden without a realistic expectation that the goal to revi-
talize the research coverage in particular for SME issuers could be widened signifi-
cantly.

We therefore urge ESMA to prioritize clarity and proportionality, either by eliminating
restrictions on research payments or by maintaining the 2021 provisions without fur-
ther amendments.

This said, we would like to answer the individual questions as follows (while the an-
swers should always be evaluated in the light of our general comments provided
above):

Question 1: Do you agree with the proposed approach? Or would you prefer a more
or less detailed approach? Please state the reasons for your answer.

bwf supports either the complete liberalization/removal of prohibitions on induce-
ments via research (clearly our preferred option) or maintaining the 2021 provisions
unchanged (second-best solution). Both approaches would avoid a costly increase in
complexity. Introducing further requirements, as proposed in Options 2 and 3, would
also create uncertainty and an unnecessarily burden which would hit in particular
smaller firms, impeding their ability to compete and access research effectively.

Imposing detailed requirements, such as those in Option 3, contradicts ESMA'’s stated
commitment to a high-level approach. The amendments proposed, such as requiring
investment firms to compare research providers or agree on detailed remuneration

methodologies, were not deemed necessary when the existing framework was intro-
duced in 2017. No evidence of market failure justifies these new requirements, which
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risk reducing access to research and impairing market efficiency. In a nutshell: it
would create significant additional costs without any realistic expectation that the
scope and quality of the research offerings —in particular for SME issuers — would im-
prove in a meaningful way.

Question 2: Do you agree with the introduction of new paragraph 1b in Article 13 of
Commission Delegated Directive (EU) 2017/593? Please explain why.

bwf does not support the introduction of new paragraph 1b. While annual assess-
ments of research are reasonable, they should remain flexible and tailored to each
firm’s needs. Mandating comparisons with other providers introduces an unneces-
sary administrative burden and it remains incomprehensible to us how this should
work in practice. Not to be mistaken, we do not object realistic requirements to take
care of sound standards regarding the production of research. However, every re-
search contains individual judgements of the author. Accordingly, results of research
can vary and are not necessarily an indication of different quality levels.

Furthermore, such a detailed approach contradicts ESMA’s stated intention to adopt
a high-level regulatory framework at Level 2 regarding the conditions under which
financial research qualifies as a legitimate incentive. More importantly, the current
Level 2 provisions already require investment firms operating an RPA to assess the
quality of the research they purchase. When the European Commission introduced
this requirement in 2017, it did not deem it necessary to mandate comparisons with
alternative research providers. Instead, firms have been allowed to develop their own
methodologies, and we are unaware of any market failures arising from this ap-
proach.

Also here, imposing such a requirement for “comparisons” would introduce unneces-
sary complexity, cost, and administrative burden. It could also delay the acquisition of
research from new providers, thereby hindering the timely investment or divestment
in financial instruments that are the subject of the research. For these reasons, we
see no rationale for such an additional layer of regulation.

Question 3: If you do not agree with the introduction of new paragraph 1b in Ar-
ticle 13 of Commission Delegated Directive (EU) 2017/593, please provide alternative
suggestions and/or explain how investment firms operating a research payment ac-
count currently assess the quality of research purchased (Article 13, point 1(b)(iv) Del-
egated Directive).

Investment firms, including those represented by bwf, assess research in a quality-
based way, evaluating its usability, relevance, and its contribution to informed deci-
sion-making. These evaluations are customized to the specific needs of clients and
firms. Firms employ a variety of tools, including in-house evaluations, independent
third-party rankings, and periodic provider meetings.

Each investment firm has developed its own methodology for assessing the quality
of the research it purchases, in compliance with Article 13(1)(b)(iv) of the Delegated
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Directive. To achieve this, some firms rely on evaluations and rankings conducted by
independent third parties, while others have developed in-house methodologies.
These allow firms to efficiently and promptly select financial research providers that
align with their specific investment needs and client demands, often using cost-effi-
ciency as a key criterion.

In addition, all firms conduct ongoing assessments to ensure the research purchased
remains relevant to their investment strategies and evaluate the impact of these
strategies on client performance. To further enhance this process, some firms hold
periodic meetings with their research providers to address specific concerns or issues
that may arise.

Question 4: Do you agree that, when conducting the annual assessment provided
in new Article 24(9a)(c) of MiFID Il, an investment firm could be required to include a
comparison with potential alternative research providers? Please state the reasons
for your answer. Please also provide feedback on the availability of free trials for re-
search services and why they may or may not be appropriate for investment firms to
fulfil their obligations under Article 24(9a)(c). If free trials are not appropriate, which
other methods could be used for comparison?

Requiring formalized comparisons with alternative providers would escalate costs
and delay decisions without enhancing research quality or utility. Instead, the exist-
ing framework—where firms independently determine their assessment criteria—is
sufficient and effective. And once again, research involves individual judgement by
research suppliers and the evaluation of the quality of such judgement requires an-
other educated judgement by those who demand research. Regulation should let
themselves be caught by the hybris that any regulatory provision could eliminate the
level of uncertainty which inevitably goes along with human judgement (and even
more the more complex the nature of the judgement is). In other words, there would
be no market for human judgement-based investment research if research would be
just a mathematical equitation based on publicly available figures.

Furthermore, free trials may not provide a comprehensive basis for meaningful com-
parisons. Informal approaches, such as industry networking or peer recommenda-
tions, are more practical and cost-effective for assessing research quality. As outlined
in our previous responses, there is no evidence of a market failure that would justify
imposing additional requirements on the provision of financial research.

Requiring lengthy procedures for acquiring research from providers not yet included
in a firm’s list could also result in economic harm to clients by delaying timely invest-
ment decisions. Ultimately, these market surveys impose a burden—and potentially
harm—that is disproportionate to any potential benefits. Investment firms have al-
ready developed effective methodologies for assessing the quality of research, ren-
dering such additional requirements unnecessary.
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Question 5: Do you agree with the introduction of new paragraph 10 in Article 13 of
Commission Delegated Directive (EU) 2017/593? Please state the reasons for your an-
swer.

bwf supports transparency in joint payment methodologies but remains cautious
with respect to the detailed conditions in paragraph 10, regarding risk reducing oper-
ational flexibility and complicating compliance. We think that a principles-based ap-
proach would better balance transparency with practical implementation, allowing
firms to tailor processes to their specific operational models.

The existing framework—where firms independently manage research costs in line
with their obligation to act in the best interests of clients—is effective and sufficient.
Mandating specific contractual provisions is unnecessary and risks disincentivizing
research use altogether.

We reiterate that the detailed approach outlined in the new paragraph 10, letter (a)
of Article 13 in the Commission Delegated Directive is inconsistent with ESMA’s
stated intention to maintain a high-level approach when regulating at Level 2 the
conditions under which financial research qualifies as a legitimate incentive.

We understand that the provision in Article 9a(i)(a), requiring investment firms to en-
ter into agreements with third-party research providers to establish a methodology
for remuneration, applies to both bundled and unbundled payments. However, bun-
dled payments would be disincentivized if the Commission subjected only these pay-
ments to the condition that they must not result in substantially higher costs com-
pared to alternative payment methods.

We are firmly convinced that neither bundled nor unbundled payments should be
subject to such a condition. We disagree with ESMA’s interpretation that this re-
quirement can be derived from Article 24(1) of MiFID II, which mandates investment
firms to act in the best interests of their clients. If this were the case, it would be un-
clear why the Commission did not include such a mandate in the current regulatory
framework for research. Furthermore, we are unaware of any market failures that
would justify introducing such a requirement.

It is also worth emphasizing and remembering that investment firms, in fulfilling
their obligation to act in the best interests of their clients, have already developed in-
ternal methodologies to monitor and control the costs of financial research. These
practices ensure that firms safeguard both their own profitability and, where applica-
ble, the profitability of clients who bear these costs. Consequently, imposing a re-
quirement to conclude contracts which explicitly include such complex methodolo-
gies would be a disproportionate and unnecessary regulatory burden.

Question 6: Do you think that any further requirements or conditions applicable to
investment research provided by third parties to investment firms should be
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introduced in the proposed amendments to Commission Delegated Directive (EU)
2017/593? Please state the reasons for your answer.

bwf strongly believes that no further requirements should be introduced. Simplifying
the regime and promoting equitable access to research should remain the focus. Ad-
ditional obligations would create barriers, especially for medium and small invest-
ment firms, reducing their ability to compete and access high-quality research effi-
ciently.
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