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The Future of Sell Side Equity Research 

It’s the fall of 2013 and we are four and a half year 
into an equity bull market. Normally the 
champagne corks should be popping in the equity 
research departments but they are not. But at least 
the relentless firing of personnel has stopped as the 
IPO-market has opened up. The truth is however 
that the threats to the livelihood of an equity 
research analyst hardly are gone. The mix is still 
shifting towards indexation through the 
remorseless march of ETF:s. Further, Commission 
Sharing Agreements, CSA, disintegrates the 
previously bundled services equity trading and 
equity research at investment banks. De-bundling 
gives transparency and often invites price pressure. 
A specified lump sum of client money earmarked 
for equity research also makes the “make-or-buy” 
decision more visible. Perhaps the buy side will be 
incentivized to hire more of their own in-house 
analysts? The coverage of small cap stocks are now 
so poor that stock exchanges are thinking of 
paying for research coverage themselves. Even the 
once scolded model of credit analysis - where the 
companies pay for the research - is gaining ground. 
The old model is clearly being questioned. Will 
there be enough profits sell side equity research? 

If you have been an equity analyst or a portfolio 
manager for a while you will have discussed 
corporate strategy with a large number of CEO:s, 
CFO:s and fellows in the finance industry. After a 
while you get to think that the work that those 
clowns at McKinsey does is fairly easy. If that is so, 
why not turn one’s strategic capacity to one’s own 
sector? What could the future of sell side equity 
research be? Join me for some brainstorming. It 
will in part be unstructured and sometimes 
unrealistic but also interesting. To jump-start our 
creativity let’s use two old strategy classics; Igor 
Ansoff’s Product-Market Matrix and Michael 
Porter’s Three Generic Strategies. The former 
gives structure to various ways to expand your 
business while the other helps companies to 
achieve a competitive advantage. Using both gives 
some overlap but we’ll cover a lot of ground.  

 

 

Picture 1. Igor Ansoff’s Product-Market Matrix 

 
 

Picture 2. Michael Porter’s Three Generic Strategies 

 

Starting in the upper left in the Product-Market 
Matrix, Market Penetration is about taking market 
share with what you’ve already got. Many firms 
have good analysts but they lack the infrastructure 
to back them up. To deliver a professional product 
most hygiene factors have to be met such as 
sufficient data access, technology platforms 
(including the web interface), granular mailing lists 
plus shared valuation models, report structures and 
layouts. Sell side analysis has to be client focused. 
It is more about selling stories than being right and 
perhaps the most asocial analysts should be 
replaced. I’m not sure though about the common 
practice of buying superstars from the investment 
bank on the next block. It feels like the value of 
superstar analysts is decreasing. As research is 
about selling I’m always baffled by the fact that the 
analysts never get any proper sales training. 
Analysts should learn how to construct stories that 
play on the human psyche. Working with Market 
Penetration will do a sufficient job for you, but it 
will in no way be transformative. Let’s go for some 
of the more creative thoughts. 
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Moving horizontally to the right Product 
Development is about broadening your offering to 
the present customers. Looking at equity research 
today it mainly consists of stock specific notes of 
various dignities – i.e. fundamental bottom up 
analysis with a real time horizon of say 3 to 9 
months, sector reports and strategy reports that 
deal with tactical allocation mainly between equities 
and bonds with the same time horizon. There are 
also other products that interest clients like for 
example pension funds: macroeconomic analysis, 
papers regarding commodities and quantative 
research. Before venturing into more exotic areas a 
firm should ask itself if it has any white spots on 
the above list. If so, should those be filled? The 
answer to the question depends at least partially on 
whether the future trend is toward clients buying 
more from “one stop shops” or from “best of 
bread”. As there is a cost in singling out the best of 
bread and resources constantly is being shaved off 
at the buy side my guess would be the former. 
However, CSA might open up a golden market for 
boutique firms – who knows?  

If we then turn to which new products that could 
be produced with roughly the same production 
base as today, one thought would be to 
complement the current 3 to 9 months’ time 
horizon with others. There is an audience for both 
even shorter-term views and longer-term views. 
The first could deal with the short term reversal 
trends that on average exist in the stock market on 
say 1 to 3 week horizons or it could use technical 
analysis (a dirty word for many but you would be 
surprised of how many who at least glance at the 
stuff). The longer term view could play on the long 
term reversal trends that on average exist of 3 to 5 
year horizons. It could also venture more into 
what’s today known as industrial analysis, i.e. more 
thorough sector analysis using more of first hand 
sources such as polls, surveys etc. Specialist firms 
sell today’s industrial analysis to corporate clients 
that many investment banks have a relationship 
with anyway. New or present corporate banking 
clients are natural takers of detailed sector analysis. 

Perhaps the more obvious extension utilizing 
corporate and sector knowledge would be to add 
corporate credit analysis. Granted, the approach to 
the risks of the corporate world is different but in 
my opinion equity analysts and credit analysts 

could both benefit from talking more to each 
other. Finally, how about starting to produce 
strategy research that actually allocate between all 
the assets that the clients handle? A pension fund 
might manage various hedge fund types, real estate, 
farm land, timber assets, private equity funds, 
equity portfolios in various regions and with 
various strategies, nominal government bonds, 
TIPS, high yields, cash, commodities etc. etc. Is it 
too much to ask that the allocation between 
government bonds and generic equities might be 
slightly extended? The longer-term strategic asset 
allocation is at the core of many clients’ business. 
To become a trusted advisor in this area should 
have a value. Of course, the advice cannot be that 
all investment banks should do all things. But it 
doesn’t hurt to have a look at the business case of 
both present products and potential new ones. 

The lower left quadrant of the Product-Market 
Matrix is called Market Development. It deals with 
ways to bring current products to new markets. 
This could be new geographical markets or yet to 
be served market niches. In Sweden as in most 
countries there are a few smaller firms with 
national coverage, then there are some slightly 
larger with Scandinavian coverage. Yet another 
step up in scale we have the mainly French firms 
with European coverage and at the top of the food 
chain there are the bulge brackets with global 
research coverage (albeit of surprisingly varying 
scope). The trend among customers is to become 
more global. In general it’s a good idea for a 
research department’s organization to match the 
coverage of the bulk of the money being managed.  

However, geographical expansion is not an easy 
task. The scale economies are not huge as each 
analyst can only cover so many companies. New 
markets simply means hiring more analysts and 
they don’t come cheap. Then there’s the question 
of where to place the analysts. In research there 
has always been a debate on local proximity to the 
companies followed versus global reach. In my 
view the locally placed analyst do have an 
information advantage but it is more visible when 
it comes to the more domestic companies and the 
smaller companies. So, local is better in a way but 
there is also an advantage in consolidating one’s 
forces in one place – there are no rights or wrongs 
I guess. It’s further obviously fully possible for an 
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analyst with a Scandinavian coverage to present his 
case for a global portfolio manager based in New 
York, Boston, London or Hong Kong. Scandinavia 
is after all a part of the world. As a matter of fact 
this practice has been a decent part of the revenue 
base of the Scandinavian firms. My guess would be 
however, that with fewer resources on the buy side 
the will to decrease complexity and hence the 
number of firms they are willing to meet, will make 
this business suffer – but I might be wrong here.  

So which new niches could there be to cater to? 
Today’s written research is “one size fits all” and 
then the bigger clients will have individual 
meetings to complement the research plus some 
degree of research on demand. The practice to 
serve all clients the same product irrespective of 
their differences is mainly due to scale economies. 
One idea would be to wholesale a much stripped 
down version of the research for Internet based 
brokers or other low cost operations without their 
own research capabilities.  

The final strategy in Ansoff’s matrix is 
Diversification, i.e. to sell a new product on a new 
market (but still use the old knowledge base I 
presume). One of the main points that Ansoff 
made regarding his matrix was that diversification 
strategies were the most risky ones as they take 
companies outside their core competence areas - 
hence they should be pursued with caution. 
Research departments opening up a management 
consulting practice might for example be riddled 
with too many insider information issues to be 
practical. In all honesty, most large investment 
banks are pretty well diversified already so the 
warning might be too late? With higher capital 
requirements, capital light businesses are especially 
attractive and the stampede into private banking 
opens up for the risk of over crowding. 

Looking next to Porter’s matrix - what is it meant 
to achieve? The main point is to make companies 
choose one of the strategies. If two or three are 
chosen the company will probably find it self stuck 
in the middle unable to compete effectively. So if 
all those strategies can give a company – or a 
research department in our case - a competitive 
advantage, which one should it chose? Well a first 
clue would be to look to where the company is 
strongest and expand and fortify this strength. 

Further it is natural to analyze the market in 
question. There is no use being the cost leader if 
customers aren’t price conscious. But if costs 
matter and your company’s cost performance is 
fairly competitive – why not aim for cost 
leadership? If uniqueness is more important and 
you have a credible story in this area – aim for 
differentiation. If resources are too tight, or your 
company is too small to take on the entire market, 
why not look to segmentation into a niche with 
specific needs? Some companies use different 
brands to deploy several of Porter’s strategies. This 
might work but there is still an obvious risk that 
the company finds itself firmly in the 
uncompetitive middle ground. 

Let us get started with Porter’s differentiation 
strategy. One interesting thought could be if equity 
research analysts would use similar processes as 
other professional service providers like IT-
consultants or management consultants. You could 
for example create a more customized and valuable 
product by having analysts sitting at the client’s 
premises doing bespoke projects during a specified 
time period. On the stock market there is value in 
exclusive analysis and information. To be located 
at the customers premises would also give an 
insight into which research that is demanded (or 
not demanded) and that might be an edge that 
other competitors would lack. To still achieve 
some scale benefits, perhaps an individualized 
product could be sold to the largest customers and 
then a more general product would be served to 
everybody else. There would have to be rules for 
intellectual properties with guidelines about how 
and when insights from the large customer projects 
could be presented to everybody else. 
Differentiation could however be done in plenty of 
other ways. Why must for example equity sell side 
research primarily be fundamental and bottom up? 
Perhaps a more quantative-only approach would 
set the research product apart from competition? 

Quantative investing also ties well into Porter’s 
next strategy; cost leadership. Computing power is 
cheaper than research personnel. Yet another way 
to gain a cost advantage is to spread fixed costs 
over a larger revenue base. It’s not unusual in other 
sectors to outsource processes to someone who 
has already taken the cost of building up the 
organization, processes, systems etc. to produce a 
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product. An interesting experiment was conducted 
a few years ago in Scandinavia when the bank 
Nordea outsourced its equity research to Standard 
& Poors. It didn’t turn out the big success that had 
been hoped. Why? Partly there was a lack of 
contact between sales and the analysts that was 
located in separated premises. For the sales 
department to be effective there probably needs to 
be some closeness between them and the analysts. 
The research was also branded S&P which made it 
hard for sales to sell the product as being 
something unique. As I understand it there was 
also disagreement and confusion about the 
specification of the relationship and the obligations 
the two parties had. Both the sales force (i.e. the 
brokers) and the bankers (the corporate finance 
department) at investment banks are used to 
having full access to the analysts time and suddenly 
there was this external relationship where certain 
services were offered but others were not (without 
a higher fee presumably?). This doesn’t sound like 
an insurmountable issue to tackle as it is a problem 
common to most consulting contracts. Better 
specifications and added experience could perhaps 
have solved much of the problem? 

If not outsourcing can save you costs, perhaps 
crowdsourcing can? Why not arrange more client 
polls? What will for example Ford’s next quarter 
EPS be? A price would be given to the winner 
(that convincingly shows he’s not an insider). I 
wouldn’t be surprised if the average estimate will 
be better than that of most individual equity 
analysts. In complex adaptive systems such as the 
stock market the collective view is often better 
than that of the most informed expert. Another 
take on crowdsourcing could be to start a semi-
open platform for the initiated investing public to 
publish their research on the small cap companies 
that the investment bank finds it uneconomical to 
cover itself. 

Segmentation often means focusing on a specific 
niche. Luckily there are plenty of investor styles 
that provide ample opportunity for segmentation 
and possible competitive advantages. The do-all-
serve-all competitors will always sell a middle of 
the road analytical product. Clients on the other 
side vary hugely. They can be long term or short 
term investors. They can specialize in momentum 
investing, growth investing, value investing or 
simply just invest in certain sectors. They can 
invest in small, mid or large caps, be long onlies or 
long-short etc. etc. I would personally love to buy 
research from a specialized value research firm. 
However few investment banks want to say no to 
any clients whatsoever and if so this type of 
choices will not be possible to make.  

If saying no to customer categories is simply too 
painful perhaps a better customer segmentation 
and customization could be achieved by a much 
higher degree of modularization of the product 
offering. Today’s practices are frankly quite pitiful. 
A gazillion of money are devoted to system 
development for compliance with regulation but 
the customers are still treated as a unison gray 
mass. Get the customers to specify on a very 
detailed level the parts of the product offering they 
demand and use. What is it they really need help 
with? With today’s technology there should be no 
problem whatsoever to deliver an individually 
customized product for each customer preference 
for example once a day or once a week, whichever 
the customer chooses. I would guess this product 
would be highly regarded by most. 

Okay, we have now covered the ideas that came 
out of the two strategic tools presented and they 
certainly delivered a few more or less realistic ideas. 
I hope the text provoked some useful thoughts. 
When McKinsey calls to pitch any of the ideas in 
the future, make sure to tell them to give yours 
truly a revenue cut.  

 

 

Mats Larsson, December 7, 2013	  


