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Ladies and gentlemen,

I am delighted to be with you this morning and would like to thank AFME & FAMA for
invi�ng me to speak on this most important subject/topic of the funding of �nancial
research.. I would also like to thank them for including the very important ma�er of the
funding of �nancial research on the agenda for this morning's mee�ng.

This ma�er is key in the short term because, as you are aware, the new condi�ons for the
funding of research imposed by MiFID II will come into force in January 2018.

It means that asset management companies that want to pass the research costs on to
clients have only a few months le� to implement the new system - which is, it has to be
said, fairly complex - that the European legisla�on imposes.

It is also a long-term ma�er because research is crucial to the development of �nancing by
the markets. We cannot a�ord to ignore the constant decline in research in recent years,
especially lacking in the SME/mid-�er sector, and the poten�ally restric�ve e�ects of the
new regula�ons.

Let's start by looking at the short-term e�ect.

https://www.amf-france.org/en
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From January 2018 onwards, managers of individual por�olios that receive research will
have 2 op�ons: either pay for it out of their own pockets or invoice their discre�onary
management clients by pu�ng in place a system described in ar�cle 13 of the delegated
direc�ve of 7 April 2016, which is intended to ensure transparency and fairness and to
prevent con�icts of interest.

As we know, equity research is at present usually paid for somewhat unwi�ngly and
unawares by the client, as a percentage of brokerage fees.

Generally the client does not actually/really know how much he is paying. The client may in
fact be subsidising research that is used for/by other clients rather than for managing his
por�olio.
Lastly, more o�en than not, he pays on the basis of the orders placed with the research
provider, poten�ally resul�ng in con�icts of interest that are incompa�ble with the
principles of best execu�on.

MiFID II sets out to close these loopholes.

The reform is therefore soundly based on transparency, fairness and the absence of con�icts
of interest. We agree wholeheartedly with these principles, of course. These are the very
founda�ons of the trust that the regula�ons set out to protect.

By 3 January, asset management companies that manage individual investment mandates
will therefore have to have made the basic ini�al choice: whether to pass research costs on
to their clients or to pay for it themselves.

If they decide to pay for research out of their own pockets, the ma�er is se�led.

replaces opacity with transparency by requiring managers to agree upon a research
budget with their clients from the outstart.

it addresses the cross-subsidisa�on issue with the principle of fairness: clients should
only pay for research deemed relevant to the management of their assets.

last of all, MiFID II will put an end to poten�al con�icts of interest resul�ng from
'bundling', whereby a por�on of the brokerage fee is earmarked for research, by
separa�ng the amount paid for research from brokerage fees, with a clear decorrela�on
and dis�nc�on between the two, notably in terms of transac�on volume.
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Without inducements, research will no longer be a bene�t likely to result in a con�ict of
interests. It will become a service like any other, provided to and paid for by the manager.
Of course, research providers will have to charge the right price,

Many players will probably pay research costs themselves, partly for reasons of convenience
but also because they regard it as normal that the manager pays all the costs related to the
services that it provides to its clients.

On the other hand, if a management company does decide to pass research costs on to its
clients, it will have to implement the system s�pulated/required by the European text.

This system is described in detail in the Direc�ve, but nevertheless required/ called for a
number of clari�ca�ons from the regulators.
This is what we have set out to do, by way of promptly launching a public consulta�on and
subsequently publishing a summary to clarify a number of issues raised by professionals.

For example, in our consulta�on we set out to iden�fy the scope of the reform:

Star�ng from the de�ni�on given by the Direc�ve, we felt that some non-speci�c or very
widely-circulated research papers could fall into the category of minor non-pecuniary
bene�ts that would not be subject to speci�c restric�ons, since they would be unlikely to
result in a bene�t that generates a con�ict of interests.

We also feel that corporate access, a prac�ce consis�ng in brokers organising mee�ngs
between issuers and managers, should not result in charges for clients if this merely
involves straigh�orward networking and se�ng up of mee�ngs, some�mes referred to as
"conciergerie" (caretaking).

However, value-added services of an intellectual nature obtained through corporate access,
such as a summary of the items discussed at the mee�ng if the analyst was able to a�end,
may, of course be covered by the Direc�ve, and hence be invoiced to the client within the
research budget.

As on other ma�ers, commentators considered that the AMF and the UK's FCA were
proposing di�erent approaches, with the AMF being more �exible whereas the FCA

What sort of research are we talking about?

At what point should a research paper that has been received, be considered to be a
bene�t that will have to be assessed and paid for?
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proposed stricter guidelines.

In fact, a�er a thorough review of the documents produced by both authori�es respec�vely,
I frankly see no reason for claiming that they are taking radically di�erent approaches. On
the contrary, our proposals are similar and in any event, our main aim and object is to have
a single interpreta�on and prac�ce throughout Europe.

It is also with this in mind that we are ac�vely par�cipa�ng in the work with the ESMA,
which has already been published in the form of (ques�ons and answers) Q & As, explaining
the implementa�on of the texts.

Nevertheless, let's take a look at two points, on which it was felt that there may be a
divergence between the FCA's and the AMF's interpreta�ons.

In terms of scope, the FCA wants the system introduced by the Direc�ve to cover both
collec�ve and individual investment management. The AMF does not require these
measures to apply to collec�ve investment management, as the Direc�ve does not apply to
this type of management. But we do not prohibit management companies that manage
both individual discre�onary investment mandates and investment funds from
implemen�ng the system for both types of ac�vity. And this is certainly what most
managers in this situa�on will do anyway, for the sake of convenience.

With regard to the use of a CSA, whereby payment for research is delegated to brokers, we
explained that the reform does not prohibit the use of CSA since both brokerage and
research fees can be included in the same payment. This prac�ce is subject to two
condi�ons. Firstly, these payments must remain within the research budget accepted by the
client. Secondly, this payment method must not seek to reinstate the correla�on between
the amount assigned to a par�cular broker and the volume of transac�ons placed through
it. The Direc�ve is quite clear on this, so there is no reason to believe that the FCA and the
AMF interpret it di�erently.

So in the short term, these are important organisa�onal decisions that must be taken by the
par�es involved if they are to be ready by January 2018, irrespec�ve of the system adopted.

In the longer term, the reform of the funding of research that has been adopted with MiFID
II requires an analysis of both its method and content.

With regard to method, it is regre�able that this reform, which is of fundamental
importance to the �nancing of the economy, was not the object of a poli�cal and overall
debate, and was only revealed at level II during a technical reading of the texts on
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inducements. The result is complex legisla�on with an outdated scope of applica�on (as we
have seen, legally it applies only to discre�onary investment management and not to
collec�ve investment management), and has above all been adopted without any
assessment of its poten�al impact.

Essen�ally, the European goal of crea�ng a genuine Capital Markets Union, i.e., developing
market �nancing that targets growth and jobs, must certainly entail a renewed, dogma-free
review of research, with the aim of pu�ng in place a system that both protects investors
and encourages research. This is because, in a Europe with 27 countries that is looking to
s�mulate growth and to �nance its SMEs and mid-�er companies, the condi�ons under
which �nancial analysis is conducted are certainly important, but we need to organise
ourselves to ensure that these condi�ons favour its growth.

Unfortunately, the �gures we have indicate that research is on the decline and is becoming
increasingly concentrated. It is our wish for markets to be driven by an abundant supply of
research from mul�ple sources, covering the widest range of stocks possible.

This is a stern challenge, which inevitably leads us once again to addressing ques�ons of
principle. For example:

We would like this ques�on, and in general that of the development of �nancial analysis as a
key component of the smooth func�oning of the market, for which we are the guarantor, to
be raised as part of a new review ini�ated by the Commission with a view to crea�ng a
genuine Capital Markets Union.

Thank you.
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Legal informa�on: 
Head of publica�ons: The Execu�ve Director of AMF Communica�on Directorate. Contact:
Communica�on Directorate – Autorité des marches �nanciers 17 place de la Bourse – 75082 Paris
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