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“IRPs have a 
niche expertise, 
a specialized 
area in which 
they have an 
often significant 
edge over their 
sell side peers.”

Over the past eleven years, the Research Alliance has met with over 
800 CIOs, senior portfolio managers, analysts, and other investment 
professionals about their research needs and research use. The data 
and analysis compiled from these interviews form the basis of this white 
paper.

The purpose of this white paper is twofold: to examine the value of 
independent research providers (IRPs) to an investment professional’s work, 
analysis, and portfolio construction; and to help fund managers determine 
which of the 1000+ independent research firms are worth following.

Buy-side firms source their information from sell-side research, ‘big data’ firms, 
macro research shops, expert networks, company management, conferences, 
quantitative providers and even their own internal research. With so many 
sources to choose from, it is difficult to know whether independent research 
providers have any relevance in day-to-day portfolio analysis and security 
selection.

Furthermore, with MiFID II and other regulatory issues, shrinking trading 
volumes, and research being paid more often out of pocket through hard 
dollars, research budgets are shrinking. Independent research providers (IRPs), 
whose cost is transparent and upfront, are no longer easy to afford in this cost-
pressure context.

To further complicate matters, independent research providers may, in many
respects, be questionable sources of information and analysis.

 With hundreds of boutique 
research firms out there, how do 
you know who to trust?

 Many IRPs have little to no brand 
recognition compared to sell-side 
firms. How do you know if an IRP 
produces quality research?

 Buy-side firms are already 
inundated with free information. 
Why would you pay for something 

you already have?
 If you are performing your own 

research in-house, why pay for 
something similar from an analyst 
outside your firm?

 Quantifying the ROI of working 
with an independent firm is 
tricky. How do you know if the 
subscription cost is worthwhile?

In addition to this, finding the right IRP can be time consuming, and most 
portfolio managers are too busy managing their portfolios to evaluate and 
vet research from IRPs. So it is a valid question: In today’s information-
overloaded and tight-budget world, does independent research provide 
any value to buy-side portfolio managers?

How do IRPs benefit buy-side firms? 
 
IRPs have a niche expertise, a specialized area in which they have an often
significant edge over others. When harnessed properly, this specialization is 
where significant investment returns can be made. For IRPs to be of value, they 
must demonstrate that they are more knowledgeable than a fund’s investment 
team in an area relating to an investment.
Most portfolio managers have a special ability to weave and weigh different
sources of information into a mosaic to make an investment opportunity come 
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into focus. The high degree of specialty information and analysis provided by IRPs, combined with a portfolio manager’s 
ability to understand when to execute on an investment, enable funds to monetize the opportunity.

Examining IRPs: what does “independent” mean?
 
As it applies to IRPs, the term “independent” means that the research firm does not engage in investment banking 
activities, have a trading desk, or manage money. However, some sell-side firms use the word ‘independent’ to mean 
that they are privately owned, and not part of the bulge bracket firms. This difference in these definitions is important 
because while the former indicates that these IPRs are conflict-free with interests aligned with the buy side, the latter 
does not.

Why are an IRP’s interests aligned with the investment fund?

The profits of sell-side firms are mainly driven by their investment banking arm; trading and research (the services 
provided to the buy side) play a much smaller role. Sell-side firms must dance between the needs of their buy-side and 
corporate clients.

IRPs, however, make their entire revenue from selling research subscriptions to the buy-side. Given that most IRPs are 
boutiques with only 20-40 clients, each relationship is vital because it can represent five percent or more of the IRP’s 
top line. IRPs need the renewal of the subscription from the buy-side firm, and in order to secure that renewal, they must 
provide research that will add value to the investment process.

In other words, the interests of IRPs are closely aligned with  those of buy-side firms because their livelihood depends on 
it. This is not at all to say that the sell-side is unimportant. A good sell-side relationship will provide privileged access to 
IPOs, trading and execution platforms, access to management, and invitations to exclusive conferences amongst other 
benefits. IRPs will never—and should never—replace the sell-side. It is just that their respective expertise lies in different 
areas.

Is it enough for a research firm to be independent? What else is required?

While being independent is important, it is not the only quality required to determine whether or not an IRP’s research is 
useful to a buy-side fund. Far more important is an IRP’s ability to produce quality research that will help a buy-side fund 
with alpha generation. Beyond being independent, successful IRPs must provide buy-side firms with one or more of 
the following:

1. Primary research. IRPs must create original research 
from primary sources that provide forward looking 
analysis and can be monetized by the buy-side fund. 
Research based on management presentations and 
standard financial models is not enough. 

2. Specialized sectoral or financial analysis. IRPs 
often help buy-side funds source information in a 
very specific sector or segment where they hold an 
exceptional level of expertise. A research firm with a 
broader knowledge of multiple sectors would likely 
add less value to a fund. 

3. Identification of exit points. IRPs are at ease to 
deliver bad news on investments. Given the alignment 
of the interests between IRP’s and the buy-side 
funds, if an investment is about to fall, it is in the best 
interests of the IRPs to ensure that the funds exit their 
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How can a fund ascertain if an IRP is producing quality research?
 
Like in any marketplace, firms in the investment sector generate trust through brand recognition. Bulge bracket firms 
spend millions of dollars and hire armies of sales professionals to ensure their brand is the first in the minds of buy-side 
firms.  Sell-side firms such as Goldman Sachs, J.P. Morgan, Citibank, and Morgan Stanley do not have to persuade the 
buy-side of their value as it is inherent in their name and brand.

In stark contrast, the hundreds of IRPs in the world are basically unknown except to their handful of clients. As a 
result, most attempts by IRPs to solicit the buy-side are no better than an anonymous phone call. Given their relatively 
small size, IRPs rarely have a marketing presence or a budget to hire salespeople. In fact, IRPs tend to be so focused 
on the quality of their research product that even if they had extra time or capital, they are more likely choose to invest it 
in research rather than sales or marketing strategies.
Of course, being unknown does not mean that IRPs do not produce quality, differentiated research but it does make 
finding the best independent firm more difficult.

If so many IRPs are unknown entities, how can they be vetted?

Reviewing their research reports is the most obvious way to determine research quality. But studying sample reports at 
a particular point in time may not provide a determination of value for an investing process that spans several months or 
years. A report that seems valuable today may prove less helpful as time progresses (or vice versa).

In addition to reviewing reports, buy-side professionals should ask the following questions when vetting potential new 
suppliers of research.

Page 3 of 6

514.286.1762 | 2075 Robert Bourassa Blvd. | Ste. 470 | Montreal, QC | H3A 2L1 | theresearchalliance.com

positions before money is lost. This is more difficult to 
do for research firms trying to balance the needs of 
both their buy-side and corporate clients. 

4. Idea generation. Since most IRPs provide specialty 
analysis in a particular sector or via a particular 
research methodology, they are often the first to 
identify budding actionable investment ideas in their 
space. IRPs are also free to identifying short ideas since 
they are unburdened by corporate relationships. 

5. A trusted adviser. The best IRPs have a combination 
of niche specialization (e.g., a particular sector or 
investment style) and financial expertise. Not only does 
this make them experts in their field but it also gives 
them an acute understanding of the practical challenges 
faced by portfolio managers/analysts. They are therefore 
a good sounding board or ‘logic check’ for funds to 
discuss investments in the segment that is the IRP’s 
specialty.

1. What is the IRP’s track record? 

Unlike the buy side which provides clients with an annual rate of return, IRPs do 
not typically need a track record since managing a portfolio (or even a virtual 
portfolio) is not their central focus. Their main purpose is to help buy-side firms 
with the creation of alpha in their portfolio; their information and analysis is an 
assist to this process, one key part of the information mosaic used by buy-side 
portfolio managers.

Even if IRPs were to keep a record of investment returns, the parameters of 
their virtual portfolio (cap size, time horizon, etc.) would be unlikely to match-up 
with that of the buy-side fund. As such, a specific track record is probably not 
the best way to evaluate an IRP.

2. How long has the IRP been in business? 

This will give you a good idea of how long the IRP has been helping the buy-
side generate alpha. Obviously, the longer, the better. You may also want to 

10 Key 
Questions To 
Ask An IRP



look for a firm with a managing director who has at least 
20 years cumulative experience with the IRP, in the 
financial industry (buy or sell-side), or within their sector on 
the corporate side.

3. How many clients does the IRP have, and 
who are they?

While IRPs tend to be secretive about their client list, 
when prodded, they should be able to provide a fund 
with something, albeit verbally. If other similar funds are 
using their research, it is a good indication of quality and 
that further exploration is warranted. After all, it would 
be unwise to let your competition have an information 
advantage. In terms of numbers, a roster of clients 
greater than ten suggests that an IRP is stable and has 
demonstrated their ability to generate alpha to numerous 
funds.

4. How do you know that an IRP’information will 
give you an exclusive edge over your buy-
side peers?

Exclusive information that helps a portfolio manager buy 
or sell at the right opportunity can have a huge impact on 
creating alpha for a fund. To find out if an IRP’s information 
is widespread, simply ask how many clients it has.

According to StreetSight (Thomson Reuters) and BigDough 
(Ipreo), there are close to seventy thousand buy-side 
funds globally. So an IRP that has two hundred clients 
(which would be quite high) has penetrated less than 
0.3 percent of the market. It would be safe for a portfolio 
manager or research director to assume that information 
and analysis purchased from this IRP is tightly held and 
quite exclusive.

Seeing as the vast majority of boutique IRPs do not have 
their own sales force and face huge marketing challenges, 
they are unlikely to increase their market share very easily. 
Basically, being the client of a proven IRP is like having 
privileged access to tightly held information.

5. What is the IRP’s compliance process? What 
assurance do you have that it will meet your 
compliance standards?

Compliance is a key issue when working with a provider 
of information and analysis that is outside a fund’s 
own team. There are two ways that this can be probed 
when interviewing new IRPs. Firstly, simply asking them 
what their compliance process is should generate a 
straightforward answer. Even with the smallest research 

boutiques, most managing partners/senior analysts will 
be registered or licensed with a financial authority or third 
party and implement a structured internal compliance 
program. 

Secondly, it is reasonable to assume that IRPs with ten or 
more buy-side clients have already passed ten or more 
compliance processes by other buy-side firms— yet 
another reason to ask IRPs how many clients they have.

At the end of the day, before entering into a new 
relationship with an IRP, it is important to do your own 
vetting process regarding compliance.

6. Why do the IRP’s clients cancel? 

While cancellations are never a good sign, they are 
somewhat inevitable for IRPs. There are several possible 
“good” answers to this question, the best being: “We 
convinced the client to take profits in a trade (or 
avoid a bad trade altogether), so they no longer had 
positions in the sector we cover and no longer needed 
us.” However, clients cancelling because they were 
unsatisfied with the research quality would be a red flag.

7. What is the IRP’s renewal rate?

A high renewal rate demonstrates that buy-side firms are 
making money off the research and analysis, that their 
ROI is high, and that the IRP is helping them produce 
alpha. This success is why buy-side firms are willing to re-
invest money from their research budget and renew their 
subscriptions each year. A renewal rate of eighty percent 
or higher would suggest quality research.

8. Where does the IRP derive its revenue? Does 
it have other revenue source other than 
selling to buy-side firms?

A research firm’s business model that is not aligned 
with that of the fund may be cause for concern. Truly 
independent and conflict-free IRPs will make one 
hundred percent of their revenues from buy-side 
clients. That means no investment banking activities, 
securities trading, or money management.

9. Are funds obligated to lock in with the IRP?

Buy-side firms should be able to avoid locking in to 
longterm contracts, especially in the first year as the 
portfolio manager gets to know the new research product. 
Portfolio managers/analysts should ask if a relationship 
can begin on a quarter-byquarter basis to give them 
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The key question: When 
working with an IRP, is ROI 
important?
 
At the end of the day, IRPs must be 
more than just independent, highly 
specialized in their field of knowledge, 
and well-versed in financials. If a fund 
is going to make an investment by 
subscribing to an IRP, there must also 
be a significant ROI.

1. IRPs save time. It would be 
too time consuming for a fund 
to “deep dive” to gain the 
specialized knowledge of an IRP 
simply for the benefit of one or 
two investments. Moreover, in the 
time it takes to “get up to speed” 
the window of opportunity in 
which to invest may have closed.  
 
A subscription to an IRP is a time-
saving way to gain a high-level 
of expert knowledge that can be 
monetized through an investment. 

2. IRPs save money. The cost of an 
IRP is generally less the annual 
compensation of a Research 
Associate, and certainly much 
less than an analyst or PM. For a 
fraction of a salary, the fund can 
leverage the specialized research 
and expertise of the IRP and 
incorporate it into their fund’s 
information mosaic. 

3. IRPs have a high ROI. If there 
is one statement that is often 
repeated by PMs about IRPs 

it is the following: “One good 
investment idea per year and 
the subscription more than pays 
for itself.” The subscription fees 
of IRPs are modest enough 
for a single alpha-generating 
investment or trade to pay for a 
subscription several times over.

“One good 
investment idea 
per year and 
the subscription 
more than pays 
for itself.”
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a chance to see how the research fits with their investment methodology. 
Granting new clients the option to cancel after ninety days is a sign that the IRP 
believes in its research product.

10. Does the IRP offer a free trial? A paid trial?

Free trials are somewhat out of vogue in the marketplace, but it never hurts to 
ask. IRPs are typically willing to provide new subscribers with a paid trial at a 
discounted rate—sometimes up to as much as fifty percent off their regular rate 
for the first quarter and again with no obligation to continue beyond the three-
month period if the money management firm does not see a fit.

ROI is key; at year end, buy-side 
funds would be wise to have a 
system that traces the impact 
of IRPs on their portfolio. They 
should be able to examine 
their investments throughout 
the year in connection with the 
independent sources used and 
add up the value of the names (or 
closed trades) in the portfolio and 
link them to that IRP.
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Conclusion

As MiFID II is implemented and research budgets continue 
to compress, the pressures on bulge-bracket firms will 
intensify. In turn, if the sell side sheds professionals to 
remain profitable, it is conceivable that many analysts will 
break out on their own and become independent research 
providers.

While access to hundreds of IRPs is not going to solve the 
information overload problem, access to the right IRPs 
can make a difference. There are currently more than one 
thousand independent research firms globally and new 
ones are being established every month. Buy-side firms 
with access to proper searching and screening systems 
to source and utilize the niche research offered by IRPs will 
have an advantage over their peers in their quest for 
alpha.
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What is the best way to pay for independent 
research? A broker vote or via a subscription?

The problem with most internal research votes or broker 
votes is that they are designed primarily to evaluate the 
perfo mance of bulge bracket sell-side firms that provide 
research to a large number of portfolio managers and 
analysts within a fund. This is especially useful for large 
funds with dozens or even hundreds of investment 
professionals across different geographies.

While broker votes are an effective way to evaluate larger 
sell-side firms, they pose some challenges when evaluating 
an IRP. Remember that research from IRPs— especially the 
best IRPs—tends to be highly focused. Contrary to the 
research suite from Goldman Sachs or another large sell-
side firm that is broadly used by many portfolio managers 
within a fund, research produced by IRPs tends to have 
only one user for one important investment. On a given 
investment idea, it is not uncommon for an IRP’s analysis of 
a particular company, event or sector to be the dominant 
factor in a decision to invest, not to invest, or to close out 
a position.

The problem presents itself at voting time. The PM that has 
used an IRP’s research and has found it highly profitable 
is the only user of the research so can only allocate it one 
vote. As such, the amount of compensation awarded to 
the IRP is very limited for a considerable amount of work 
on their part. Often the IRP can feel somewhat taken 
advantage of by this process, and is unlikely to want to 
continue the relationship with the fund due to the lack of 
compensation. 

Because of the specialized nature of IRPs, it is not logical 
to measure their value or ROI in the same system as huge 
bulge-bracket firms. Large funds that recognize this have 
created pools of funds separate from the broker vote 
specifically to pay research subscriptions to IRPs that they 
may only use for a short-term period.

These funds recognize the value of these IRPs and are 

willing to pay the subscription rates. Funds with a separate 
budget for IRPs have understood that they will see 
returns that far outweigh their investment in the research 
subscriptions.

“Identifying 
reliable primary 
research is critical 
for buy-side funds 
looking for an 
advantage over 
their peers.” 
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