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Abstract

This paper assesses the effectiveness of trading venues specialized for small 
and medium-sized enterprises (SMEs) in enhancing their growth and economic 
contribution. SMEs, recognized as crucial drivers of economic dynamism, face 
persistent challenges in accessing traditional finance, which stifles their growth 
potential. Trading venues like the Alternative Investment Market (AIM) in the UK 
and the NASDAQ Private Market in the US provide critical platforms for SMEs to 
raise capital more flexibly and cost-effectively compared to traditional financing 
methods. These venues offer not only financial capital but also increased visibility, 
investor access, and enhanced credibility, which are vital for attracting investment 
and promoting sustainable business growth. This study focuses on the liquidity 
these venues provide and the regulatory oversight they maintain, critical factors 
for investor confidence and market stability. Through a detailed analysis of 
these aspects, the paper explores the overall impact of these venues on SME 
development and identifies the potential risks, such as liquidity constraints and 
regulatory challenges, which could undermine their effectiveness. By examining 
the interplay between market mechanisms and regulatory frameworks, this paper 
highlights the importance of developing a supportive ecosystem that ensures both 
the safety of investment and the successful growth of SMEs. The findings aim 
to contribute to the broader discourse on enhancing the economic landscape for 
SMEs through targeted financial infrastructure and regulatory policies that support 
their unique needs and growth trajectories.
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Abstract: This paper assesses the e+ectiveness of trading venues specialized for small and 

medium-sized enterprises (SMEs) in enhancing their growth and economic contribution. SMEs, 

recognized as crucial drivers of economic dynamism, face persistent challenges in accessing 

traditional finance, which stifles their growth potential. Trading venues like the Alternative 

Investment Market (AIM) in the UK and the NASDAQ Private Market in the US provide critical 

platforms for SMEs to raise capital more flexibly and cost-e+ectively compared to traditional 

financing methods. These venues o+er not only financial capital but also increased visibility, 

investor access, and enhanced credibility, which are vital for attracting investment and promoting 

sustainable business growth. 

This study focuses on the liquidity these venues provide and the regulatory oversight they 

maintain, critical factors for investor confidence and market stability. Through a detailed analysis 

of these aspects, the paper explores the overall impact of these venues on SME development and 

identifies the potential risks, such as liquidity constraints and regulatory challenges, which could 

undermine their e+ectiveness. By examining the interplay between market mechanisms and 

regulatory frameworks, this paper highlights the importance of developing a supportive 

ecosystem that ensures both the safety of investment and the successful growth of SMEs. The 

findings aim to contribute to the broader discourse on enhancing the economic landscape for 

SMEs through targeted financial infrastructure and regulatory policies that support their unique 

needs and growth trajectories. 
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The Effectiveness of Trading Venues in Facilitating Small and 
Medium-sized Enterprise Growth: An Examination of Liquidity and 
Regulatory Oversight 

 

Mark Fenwick (Kyushu University) and Erik P.M. Vermeulen (Tilburg 

University) 

 

1. Introduction 

Small and medium-sized enterprises (SMEs) are widely recognized as the backbone of 

many countries' economies, contributing significantly to economic growth and development. 

However, SMEs face a significant challenge in their growth and expansion due to a lack of 

access to finance.3 The inability to access finance has been identified as one of the key 

barriers to SME growth.4 To address this challenge, trading venues designed to support 

SMEs have emerged. These venues serve as platforms for SMEs to raise capital and 

access funding. They allow SMEs to access a broader pool of investors and raise capital at 

a lower cost than traditional funding methods. In addition to providing access to finance, 

these venues offer visibility, liquidity, and credibility to SMEs. This can be critical in attracting 

new investors and customers.5 

The Alternative Investment Market (AIM) in the United Kingdom and the NASDAQ Private 

Market in the United States are two prominent and extensively discussed examples of 

trading venues that support SMEs. Since their launch, these venues have supported 

thousands of SMEs, raising billions of dollars. However, it is important to scrutinize their 

effectiveness in facilitating SME growth and providing access to finance to ensure they 

continue to support SMEs in a safe and sustainable manner.6 

 
3 World Bank. (2019). Small and Medium Enterprises (SMEs). Retrieved from 
https://www.worldbank.org/en/topic/smefinance 
4 OECD. (2017). Financing SMEs and Entrepreneurs 2017: An OECD Scoreboard. Retrieved from 
https://www.oecd.org/employment/financing-smes-and-entrepreneurs-23065265.htm 
5 European Commission. (2013). EU Action Plan: helping SMEs access more financial resources. 
Retrieved from 
https://www.eumonitor.eu/9353000/1/j9vvik7m1c3gyxp/viv2fzo436za?ctx=vg9pjpw5wsz1&start_tab0=23
80#:~:text=The%20EU%20Action%20Plan%20to,facilitate%20access%20to%20financial%20resources. 
6 Financial Conduct Authority. (2017). Review of the Ehectiveness of Primary Markets: The UK Primary 
Markets Landscape. Retrieved from https://www.fca.org.uk/publication/discussion/dp17-02.pdf 
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This chapter examines the effectiveness of trading venues in facilitating SME growth, with a 

particular focus on liquidity and regulatory oversight. We explore the challenges SMEs face 

in accessing finance, the role of trading venues in addressing these challenges, and the 

impact of such venues on SME growth and development. Furthermore, we discuss the 

potential risks associated with trading venues, such as the lack of liquidity and regulatory 

oversight, and their impact on investors' safety. As such, this chapter contributes to the 

ongoing discussion on how to support SMEs' growth and development in a safe and 

sustainable manner. Our examination of trading venues' effectiveness in facilitating SME 

growth and providing access to finance provides insights into how to improve their role in 

supporting SMEs. 

 

2. Theoretical Framework 

SMEs have been recognized as important contributors to the economic growth of many 

countries. However, these businesses often face significant challenges when it comes to 

raising capital and accessing public markets.7 One way to address this issue is by creating 

trading venues specifically designed for SMEs.  

Several economic theories support the creation of trading venues for SMEs. One of the most 

prominent is the theory of information asymmetry.8 SMEs often have limited access to 

information about their own businesses and the markets in which they operate. This makes it 

difficult for them to attract investment and access public markets. By creating trading venues 

specifically designed for SMEs, it is possible to reduce information asymmetry and provide 

these businesses with easier and faster access to capital.  

Another economic theory that supports the creation of SME trading venues is the theory of 

market failure.9 Traditional public markets may not be well suited to meet the needs of 

SMEs, as these businesses often have unique characteristics that make them less attractive 

to traditional investors. By creating trading venues specifically designed for SMEs, it is 

possible to address this market failure and provide these businesses with access to the 

capital they need to grow and thrive. 

 
7 European Central Bank. (2023). Survey on the Access to Finance of Enterprises (SAFE) in the Euro Area. 
Retrieved from 
https://www.ecb.europa.eu/stats/ecb_surveys/safe/html/ecb.safe202306~58c0da48d6.en.html#toc8  
8 Allen, F., Qian, J., Zhang, C. & Zhao, M. (2012). China's Financial System: Opportunities and Challenges. 
NBER Working Paper No. w17828. 
9 Tirole, J. (2017). Economics for the Common Good. Princeton University Press. 
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Furthermore, the creation of trading venues specifically designed for SMEs has several 

potential economic benefits. By providing SMEs with access to capital, it is possible to 

stimulate innovation and entrepreneurship, leading to job creation and economic growth. 

Additionally, SME trading venues can facilitate the growth and development of these 

businesses by providing them with greater visibility and access to a broader range of 

investors.  

Another potential benefit of SME trading venues is increased transparency and 

accountability. By requiring SMEs to meet certain disclosure requirements and adhere to 

specific governance standards, transparency and accountability increase, thus reducing the 

risk of fraud and other forms of malfeasance. This can lead to greater investor confidence 

and a more stable financial environment. 

In summary, the creation of trading venues specifically designed for SMEs has the potential 

to provide significant benefits for both these businesses and the broader economy.10 By 

reducing information asymmetry, addressing market failure, and providing SMEs with access 

to capital, it is possible to stimulate innovation and entrepreneurship, leading to job creation 

and economic growth. Additionally, increased transparency and accountability can reduce 

the risk of fraud and other forms of wrongdoing. As such, policymakers and market 

participants should prioritize the creation of SME trading venues as a means of supporting 

the growth and development of these businesses and promoting economic prosperity.  

Although the theory behind SME trading venues is persuasive, it is also important to 

consider how these platforms work in practice, as the reality often falls short of the ideal for 

various reasons we shall discuss below. 

 

3. SME Trading Venues in Practice 

In this section, we analyze successful SME trading venues from various countries and 

markets. We explore their distinctive features, including their governance structure, 

regulatory environment, and investor base. The analysis will also highlight the benefits that 

SMEs have gained from accessing these venues, such as increased visibility, improved 

liquidity, and reduced financing costs.11 

 
10 O'Sullivan, E., & Shehrin, S. M. (2003). Economics: Principles in Action. Pearson Prentice Hall. 
11 Vermeulen, E.P.M., New Metrics for Corporate Governance: Shifting Strategies in an Aging IPO Market, 
in Gordon, J. & Ringe, G., The Oxford Handbook of Corporate Law and Governance. Oxford: Oxford 
University Press, 2018, pp. 839-866. 
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The first example of a successful SME trading venue is the Alternative Investment Market 

(AIM) in the United Kingdom. AIM was launched in 1995 as a market for smaller, high-growth 

companies that did not meet the listing requirements of the main London Stock Exchange. 

Since its inception, AIM has attracted over 3,800 companies from around the world and has 

raised over £100 billion in capital. SMEs that have listed on AIM have reported increased 

visibility, access to a wider pool of investors, and a lower cost of capital compared to 

traditional bank financing.12 

Another example is the Growth Enterprise Market (GEM) in Hong Kong. Established in 1999, 

GEM provides SMEs with access to public equity financing. GEM has attracted over 300 

companies from various sectors, including technology, healthcare, and financial services. 

SMEs that have listed on GEM have benefited from increased liquidity and higher valuations, 

as well as improved corporate governance practices and access to professional advice.13 

In addition to the previously mentioned examples of successful SME trading venues, there 

are other venues in different regions that have proven to be effective in supporting SMEs in 

accessing capital markets. For instance, the Nasdaq First North Growth Market is a Nordic 

market that offers SMEs in the region access to capital markets. Launched in 2006, it has 

become an attractive alternative to traditional bank financing for SMEs. Over 500 companies 

from various sectors, including technology, healthcare, and consumer goods, have listed on 

Nasdaq First North.14 

Another example of a successful SME trading venue is the Bovespa Mais in Brazil. 

Launched in 2005, the Bovespa Mais is a market that caters to small and mid-sized 

companies that do not meet the listing requirements of the main exchange in Brazil. Since its 

launch, B3 Mais has attracted more than 30 companies and has raised over BRL 2 billion in 

capital. SMEs that have listed on Bovespa Mais have reported improved access to financing 

and higher valuations compared to traditional bank financing. 

In Asia, the Taipei Exchange’s Emerging Stock Board (ESB) is a market that provides SMEs 

in Taiwan with access to capital markets. Launched in 2002, the ESB has attracted over 100 

companies from various sectors, including technology, biotech, and renewable energy. 

 
12 Hayes, A. (2022), AIM: What the Alternative Investment Market IS, How It Works. Retrieved from 
https://www.investopedia.com/terms/a/alternative-investment-market.asp 
13 HKEX, Monthly Bulleting (GEM). Retrieved from https://www.hkex.com.hk/Market-
Data/Statistics/Consolidated-Reports/Monthly-Bulletin-GEM?sc_lang=en#select1=0&select2=0 
14 First North Growth Market. Retrieved from 
https://www.nasdaq.com/solutions/listings/markets/nordic/first-north 
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SMEs that have been listed on the ESB have reported improved visibility, access to 

financing, and higher valuations.15 

The analysis of successful trading venues for SMEs highlights the potential benefits of these 

markets in terms of access to capital and increased visibility. However, the success of these 

venues depends on multiple factors, including the economic and regulatory environment, the 

investor base, and the governance structure. 

Table 1: A Selection of SME Trading Venues 

Exchange Name of Market Launch Date No. of Listed Companies 
(2017) 

B3 SA Brasil Bolsa 
Balcao 

Bovespa Mais 
 2005 15 

Bolsa de Comercio de 
Buenos Aires Pyme Board 2006 3 

TMX Group TSX Venture 1999 1,980 

BSE Limited Small & Medium 
Enterprises 2012 216 

Bursa Malaysia LEAP Market 2017 2 
Hong Kong Exchanges 

and Clearing GEM 1999 324 

Japan Exchange Group JASDAQ 2010 749 
Korea Exchange Kosdaq 1996 1,267 

National Stock Exchange 
of India SME Emerg 2012 108 

NZX Limited NXT 2015 3 
The Philippine Stock 

Exchange SME Board 1999 4 

Shenzhen Stock 
Exchange ChiNext 2009 710 

Singapore Exchang SGX Catalist 2007 200 
The Stock Exchange of 

Thailand 
Market for Alternative 

Investment (mai) 1998 150 

Athens Stock Exchange ATHEX Alternative 
Market (EN.A) 2008 12 

Borsa Istanbul BIST Emerging 
Companies 2009 17 

Bourse de Casablanca development Market and 
Growth Market 2004 27 

Cyprus Stock Exchange Emerging Companies 
Market-Cyprus 2010 3 

Deutsche Börse AG Scale 2017 48 
The Egyptian Exchange  NILEX 2007 32 

Johannesburg Stock 
Exchange Alternative Exchange 2003 53 

 
Nasdaq Nordic 

Exchanges First North 2006 318 

Source: World Federation of Exchange 

It is important for policymakers and market participants to consistently consider and adapt 

the various factors that affect SME trading venues. The World Federation of Exchanges 

conducted a study in 2017 that provided an overview of trading platforms (see Table 1). The 

 
15 Taipei Exchange (2024). Emerging Stock Board. Retrieved from 
https://www.tpex.org.tw/web/emergingstock/trading_rule/rule.php?l=en-us 
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majority of stock exchanges listed in the study did not experience significant growth in the 

last seven years, and in fact, many of them have seen a decline. This highlights the need for 

ongoing evaluation and adaptation in the use of trading platforms. 

 

4. Challenges Facing SME Trading Venues 

Despite the potential benefits of SME trading venues, several challenges limit their 

effectiveness. In this section, we will examine these challenges, including liquidity issues, 

regulatory hurdles, limited investor interest, and information asymmetry. 

Liquidity issues are one of the primary challenges faced by SMEs listed on trading venues. 

Due to their smaller size and limited market exposure, SMEs often face difficulties attracting 

investors. As a result, trading volumes on these venues may be low, leading to limited 

liquidity and making it difficult for investors to buy or sell shares at the desired price.16 

SMEs encounter various obstacles, including regulatory hurdles, when attempting to list on 

specialized trading venues. Even when these SMEs manage to list, they must comply with 

multiple laws and regulations, a process that can be costly and time-consuming.17 

Limited investor interest is another challenge that hinders the effectiveness of SME trading 

venues. Investors may be hesitant to invest in SMEs due to their perceived higher risk 

levels. Furthermore, many investors may not be aware of the benefits of investing in SMEs, 

which can further limit investor interest.18 

Information asymmetries are yet another challenge faced by SME trading venues. SMEs 

may not have the same level of financial reporting and disclosure requirements as larger 

companies. This lack of transparency can make it challenging for investors to accurately 

assess the risks and opportunities associated with investing in SMEs. 

To provide a comprehensive overview of these challenges, this section relies on academic 

literature, case studies, and market analysis. By highlighting these obstacles, we aim to 

provide insights into how SME trading venues can be made more effective. 

In addition to the challenges mentioned above, other factors that can impact the 

effectiveness of SME trading venues include market fragmentation and the lack of 

 
16 OECD (2015), New Approaches to SME and Entrepreneurship Financing: Broadening the Range of 
Instruments. 
17 ESMA (2021), MiFID II Review Report, MiFID II review report on the functioning of the regime for SME 
Growth Markets. 
18 Oxera (2020), Primary and Secondary Equity Markets in the EU, European Commission. 
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standardization. Regulatory requirements tend to differ across jurisdictions, making it difficult 

to establish a standardized framework for SME trading venues. 

Market fragmentation is a significant challenge faced by SME trading venues. SMEs are 

often listed on multiple trading venues, leading to fragmentation of liquidity and making it 

challenging for investors to find and trade shares efficiently. This fragmentation can also lead 

to price discrepancies across different venues, further complicating the trading process. 

The lack of standardization is another challenge faced by SME trading venues. Due to the 

absence of a standardized framework, SMEs may have different reporting requirements and 

disclosure standards across different trading venues. This lack of standardization can lead to 

confusion and make it difficult for investors to compare and assess different investments. 

Various initiatives have been proposed to address the above-mentioned challenges. For 

instance, some suggest that the establishment of a pan-European SME trading platform can 

help overcome market fragmentation. A centralized platform would enable SMEs to reach a 

broader investor base and improve liquidity, making it easier for investors to buy and sell 

shares.19 Moreover, standardization can be improved by establishing a common framework 

for SME trading venues. A standardized framework would establish consistent reporting 

requirements, disclosure standards, and trading rules across different venues, making it 

easier for investors to compare and assess different investments’ 

 

5. Europe's Regulatory Framework for Nurturing SME Growth Markets 

The European Union introduced the SME Growth Markets regime in 2018 in response to the 

standardization argument highlighted above. This regime was introduced under the revised 

Markets in Financial Instruments Directive (MiFID II) and aimed to simplify regulations and 

improve market access for SMEs. The EU acknowledged that a one-size-fits-all regulation 

does not work for everyone, hence this innovative approach. 

 

5.1 Key Features of the SME Growth Markets Framework 

At its core, the SME Growth Markets framework aims to reduce administrative and financial 

burdens on SMEs accessing public markets. Pivotal features include: 

 
19 EURONEXT (2024), Finance Your Growth as an SME. Retrieved from 
https://www.euronext.com/en/raise-capital/sme 
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1. Simplified Disclosure Requirements: The framework enables simplified disclosure 

requirements, which reduces the burden for SMEs in producing prospectuses and reports. 

This adjustment is critical as it lowers the barriers for many SMEs considering listing in the 

public market. 

2. Adapted Market Abuse Rules:  The EU has tailored market abuse regulations to balance 

transparency with the practicalities of compliance for SMEs.  

3. Enhanced Visibility and Support: The regime encourages the development of specialized 

"SME Growth Markets," a new subcategory of multilateral trading facilities. These are 

designed to increase the visibility of SMEs to investors and provide a structured environment 

that supports their growth trajectories. 

 

5.2 The Impact and the Road Ahead 

Since its inception, the SME Growth Markets regime has shown great promise. It provides a 

more flexible regulatory environment that helps SMEs thrive and simplifies the process of 

raising capital. However, the true measure of success lies in its adoption and the tangible 

impact on SME growth. Furthermore, and looking ahead, continuous dialogue between 

policymakers, SMEs, and financial experts is essential. The regulatory framework must 

evolve based on real-world experiences and emerging challenges. It's not just about creating 

policies but nurturing an ecosystem where SMEs can flourish, innovate, and drive economic 

growth. 

 

6. Real-World Experiences 

This section presents an in-depth analysis of two well-known trading platforms for SMEs: the 

Alternative Investment Market (AIM) in the United Kingdom and the NASDAQ Private 

Market, to provide more specific and practical recommendations. 

 

6.1 The Alternative Investment Market (AIM) in the UK 

Launched in 1995 by the London Stock Exchange (LSE), AIM was established to aid SMEs 

in gaining access to capital markets. AIM's regulatory environment is designed to be more 

flexible than the main market, making it simpler for smaller companies to grow and become 

more visible without being weighed down by administrative requirements. The platform has 
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been successful in attracting companies from around the world, making it one of the most 

international stock markets for SMEs. 

The ability of AIM to provide tailored solutions for companies in various stages of growth has 

been a key factor in its success. The less strict regulatory framework, combined with the 

support provided through nominated advisers (Nomads), has helped SMEs navigate the 

process of listing and beyond, creating an environment that fosters growth and innovation. 

However, AIM also faces challenges. The flexibility of AIM's regulatory framework has 

sometimes led to perceptions of higher risk among investors, impacting the liquidity and 

valuation of listed companies. SMEs on AIM can also be subject to significant market 

volatility, as external economic factors can have a greater impact on smaller companies with 

narrower business focuses. According to Figure 1, the AIM market is currently facing a 

shortage of new listings. Additionally, there have been several de-listings and cancellations, 

causing the number of companies listed on the market to drop to its lowest point in the past 

20 years. To tackle these challenges, AIM needs to consistently update its regulatory 

framework and support mechanisms to meet the ever-changing requirements of small and 

medium-sized enterprises (SMEs). 

Figure 1: AIM – Number of Companies and Market Value 

 

Source: AIM Factsheet 
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6.2 The NASDAQ Private Market in the US 

Established in 2013, the NASDAQ Private Market was designed to provide a platform for 

private companies to raise capital and manage secondary transactions in a secure and 

regulated environment. The platform caters to private companies that want to remain private 

longer but still access growth capital. The NASDAQ Private Market has successfully 

provided private companies with access to a broad pool of institutional investors, allowing 

them to raise significant capital without having to go public through an initial public offering 

(IPO). The platform has also facilitated secondary transactions, allowing early investors and 

employees of private companies to realize some of their gains without waiting for an IPO or 

sale, thus improving liquidity in the private market.20 

However, the NASDAQ Private Market also faces challenges. Companies that have not 

reached a certain size or level of growth may find it challenging to attract investor interest, 

limiting the platform's usefulness for smaller businesses. Additionally, despite offering a more 

streamlined process compared to public markets, companies must still navigate complex 

regulatory and compliance landscapes, which can be challenging, especially for SMEs with 

limited resources. To address these challenges, the NASDAQ Private Market continuously 

adapts its platform to meet the evolving needs of private companies and ensure broad 

market access (see Table 2). 

Table 2: The Development of NASDAQ Private Market 

Year Development 
2013 Nasdaq Private Market founded to help solve private company liquidity in direct response to the JOBS 

Act. 

2015 Acquired SecondMarket, a bespoke private market platform and innovator behind secondary 
transactions. 

2021 Spins out from Nasdaq, Inc. with investments from a bank consortium and Nasdaq to build a private 

company stock marketplace. 

2023 Acquired premier private company data products. 

2023 Launched private company stock Transfer and Settlement solution. 

2023 Celebrated $45+ Billion in volume since inception. 

Source: https://www.nasdaqprivatemarket.com/about-us/about-nasdaq-private-market/ 

 

 

 
20 Mendoza, J.M. & Vermeulen, E.P.M. (2011), Towards a New Financial Market Segment for High tech 
Companies in Europe, in Hanne S. Birkmose, Mette Neville and Karsten Engsig Sørensen, editors, 
European Financial Market in Transition. Alphen aan den Rijn: Kluwer Law International, 383-420. 
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7. Recommendations for Enhancing SME Trading Venues 

The examination of SME trading venues, such as the Alternative Investment Market (AIM) in 

the UK and the NASDAQ Private Market in the US, highlights the pivotal role of regulatory 

frameworks and policy environments in shaping the accessibility of capital markets for small 

and medium-sized enterprises (SMEs). 

These case studies illuminate the delicate balance between fostering an environment 

conducive to SME growth and ensuring adequate investor protection. This section discusses 

the implications of these observations for regulators and policymakers, proposing 

recommendations that aim to support SME development while safeguarding market integrity 

and investor interests.21 

 

7.1 Enhancing Flexibility While Ensuring Protection 

Recommendation 1: Tailored Regulatory Frameworks 

Policymakers should consider adopting more flexible regulatory frameworks tailored to the 

unique needs of SMEs.22 Such frameworks can reduce the administrative and financial 

burdens associated with market access, as demonstrated by the AIM's approach. However, 

flexibility should not come at the expense of investor protection. Establishing clear guidelines 

and support systems, such as the nominated adviser (Nomad) system used by AIM, can 

help maintain a balance between facilitating SME access to capital and ensuring that 

investors are adequately informed and protected.23 

Recommendation 2: Strengthening Market Oversight 

To mitigate the risks associated with less stringent regulations, enhancing market oversight 

mechanisms is crucial. This involves regular audits, transparent reporting requirements, and 

mechanisms to monitor and address market abuse effectively. Implementing robust 

 
21 Fenwick, M.D., Skultetyova, I. & Vermeulen, E.P.M. (2018), Capital Markets Union: Why “Venture 
Capital” is not the Answer to Europe’s Innovation Challenge, in Avgouleas, E., Busch, D. & Ferrarini, G., 
Capital Markets Union in Europe. Oxford: Oxford University Press 
22 Fenwick, M.D. & Vermeulen, E.P.M. (2020), Banking and Regulatory Responses to FinTech Revisted - 
Building the Sustainable Financial Service “Ecosystem” of Tomorrow, Singapore Journal of Legal Studies 
165-189. 
23 Deloitte (2024), Alternative Investment Market (AIM). Retrieved from https://www.iasplus.com/en-
gb/resources/other-regulatory/market-rules/aim 
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oversight measures can help sustain investor confidence in SME trading venues, 

contributing to a more stable and reliable market environment.24 

 

7.2 Promoting Investor Confidence and Market Stability 

Recommendation 3: Investor Education and Information Transparency 

Regulators and policymakers should prioritize investor education and the transparency of 

market operations. Educating investors about the specific risks and rewards associated with 

investing in SMEs can lead to more informed decision-making. Additionally, ensuring that 

SMEs disclose relevant operational and financial information can aid in reducing information 

asymmetry, thus fostering a more transparent and efficient market.25 

Recommendation 4: Encouraging Innovation in Market Solutions 

Encouraging innovation in financial technologies and market solutions can address some of 

the liquidity challenges faced by SMEs. For instance, platforms like the NASDAQ Private 

Market facilitate secondary market transactions, providing liquidity options for early investors 

and employees. Policymakers should support the development of such innovative market 

mechanisms, which can offer alternative avenues for SME financing and investment 

realization. 

 

7.3 Supporting SME Growth and Market Access 

Recommendation 5: Developing Supportive Ecosystems 

Beyond regulatory adjustments, comprehensive ecosystems that support SME growth are 

necessary. This includes access to mentoring, advisory services, and development 

programs that can help SMEs navigate the complexities of public and private markets. 

Establishing partnerships between governments, financial institutions, and educational 

entities can facilitate the development of such supportive ecosystems. 

Recommendation 6: Incentivizing SME Listings and Investments 

To stimulate SME listings and investments, policymakers could introduce incentives such as 

tax benefits for investors in SMEs and subsidies for SMEs seeking to list on public or private 

 
24 AIMA (2016), Alternative Investments and Regulation. Retrieved from 
https://www.aima.org/article/alternative-investments-and-regulation.html 
25 ESMA (2021), MiFID II Review Report, MiFID II review report on the functioning of the regime for SME 
Growth Markets. 
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markets. Such incentives can lower the entry barriers for SMEs and make investments in 

these enterprises more attractive to a broader investor base. 

Improving trading venues for SMEs requires a collaborative effort between trading venues, 

regulators, investors, and other stakeholders. By implementing the recommendations 

proposed in this section, we can create a more efficient, transparent, and supportive 

ecosystem for SMEs, enabling them to access the capital they need to grow and thrive. 

 

8. Future Directions 

The landscape of SME trading venues is undergoing transformative changes due to rapid 

technological advancements and evolving market dynamics.26 This section explores 

potential future developments in SME trading platforms, with a focus on the integration of 

blockchain technology, smart contracts, and other innovations. These technological 

advancements offer promising solutions to current challenges faced by SME trading venues, 

including issues of transparency, efficiency, liquidity, and access to capital. 

 

8.1 Blockchain Technology and Smart Contracts 

Blockchain technology presents a revolutionary approach to enhancing transparency and 

security in SME trading venues. By leveraging a decentralized ledger for transaction 

recording, blockchain can provide immutable and transparent record-keeping. This 

technology has the potential to reduce fraud, enhance trust among market participants, and 

streamline regulatory compliance through transparent and verifiable transaction histories.27 

Smart contracts, self-executing contracts with the terms of the agreement directly written into 

code, can automate many aspects of the trading process, including compliance checks, 

settlements, and dividend distributions. This automation can significantly reduce the 

administrative burden on SMEs and lower the costs associated with trading and regulatory 

compliance. Moreover, smart contracts can facilitate faster and more efficient transactions, 

enhancing liquidity and reducing settlement risks.28 

 

 
26 Fenwick, M.D. & Vermeulen, E.P.M. (2019), Technology and Corporate Governance: Blockchain, Crypto, 
and Artificial Intelligence, Texas Journal of Business Law, 47(3). 
27 Crosby, M., Pattanayak, P., Verma, S., & Kalyanaraman, V. (2016). Blockchain technology: beyond 
bitcoin. Applied Innovation, 2(6-10), 71-81. 
28 Swan, M. (2015) Blockchain: Blueprint for a New Economy. O’Reilly Media, Inc., Sebastopol. 
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8.2 Enhancing Market Access and Liquidity 

The tokenization of assets, converting rights to an asset into a digital token on a blockchain, 

could vastly improve market access and liquidity for SMEs. By breaking down larger assets 

into smaller, more affordable tokens, SMEs can attract a wider range of investors, including 

retail investors who may have been previously excluded due to high entry barriers. 

Tokenization also offers the potential for creating more liquid secondary markets for SME 

shares, as tokens can be traded more freely and easily than traditional stock certificates.29 

Decentralized finance platforms could offer new avenues for SME financing, bypassing 

traditional financial intermediaries and reducing costs. Through DeFi, SMEs could access a 

global pool of investors and innovative financing mechanisms such as peer-to-peer lending, 

crowdfunding, and decentralized exchanges. These platforms can also provide SMEs with 

more flexible and tailored financing solutions, adapting to the diverse needs of small and 

medium-sized enterprises.30 

 

8.3 Regulatory Implications and Challenges 

While blockchain and related technologies offer significant opportunities, they also pose 

regulatory challenges.31 Regulators and policymakers must adapt to the changing landscape 

by developing clear guidelines and frameworks that accommodate these new technologies. 

This includes addressing issues related to digital asset classification, investor protection, 

anti-money laundering (AML) compliance, and the cross-border nature of blockchain-based 

transactions.32 

 

8.4 Collaborative Ecosystems for Innovation 

To fully leverage technological advancements, collaborative ecosystems involving regulators, 

SMEs, technology providers, and financial institutions are essential. Such ecosystems can 

foster innovation, facilitate knowledge sharing, and ensure that technological solutions are 

 
29 Böhme, R., Christin, N., Edelman, B., & Moore, T. (2015). Bitcoin: Economics, technology, and 
governance. Journal of Economic Perspectives, 29(2), 213-238. 
30 Kshetri, N. (2018). Blockchain’s roles in meeting key supply chain management objectives. International 
Journal of Information Management, 39, 80-89. 
31 Fenwick, M.D. & Vermeulen, E.P.M. (2020), Fintech, Overcoming Friction and New Models of Financial 
Regulation, in Fenwick, M.D., Van Uytsel, S. & Bi Ying, Regulating FinTech in Asia, Global Context, Local 
Perspectives, Singapore, Springer. 
32 Claessens, S., Frost, J., Turner, G. &  Zhu, F. (2018). Fintech credit markets around the world: size, 
drivers and policy issues. BIS Quarterly Review, September, 29-49. 
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aligned with the needs of SMEs and market integrity. Pilot projects and regulatory 

sandboxes can play a crucial role in testing and refining blockchain applications and smart 

contracts within SME trading venues. 

 

9. Conclusion 

SMEs are vital for driving economic growth and employment opportunities in many countries. 

However, access to finance remains a significant challenge for many SMEs, particularly 

those that operate in emerging markets or lack a track record of profitability. Trading venues 

that cater specifically to SMEs have emerged as an alternative source of financing, providing 

SMEs with access to capital markets and enabling them to raise funds from a wider pool of 

investors. 

SME trading venues have emerged as a viable alternative to traditional bank financing for 

SMEs in different regions. These venues offer SMEs access to capital markets, increased 

visibility, and improved liquidity, which can contribute to their growth and development. 

Policymakers and market participants should continue to explore and promote the 

development of SME trading venues to support SMEs' growth and development. 

SME trading venues have the potential to provide SMEs with access to capital and financing, 

thereby promoting economic growth. However, several challenges, including liquidity issues, 

regulatory hurdles, limited investor interest, information asymmetry, market fragmentation, 

and the lack of standardization, limit their effectiveness. By understanding these challenges, 

we can work towards establishing a more efficient and effective SME trading ecosystem. 

The regulatory framework for SME growth markets in Europe is a prime example of how 

targeted and well-thought-out regulations can be powerful. This framework does not hinder 

growth with complexity but instead encourages it with flexibility. For SMEs, it provides a clear 

path to growth and sustainability, proving that when regulations are carefully crafted, they 

can be drivers of innovation and success. In this dynamic landscape, every SME has the 

potential to become not just a market participant but a market leader. 

The AIM in the UK and the NASDAQ Private Market in the US offer valuable insights into the 

diverse ecosystems that support SME trading and financing. While both platforms have 

achieved notable successes in facilitating access to capital and providing liquidity options, 

they face challenges, particularly in managing risk perceptions and ensuring broad market 

access. These case studies highlight the importance of tailored regulatory frameworks, 

support mechanisms, and the need to continuously adapt to meet the evolving needs of 

SMEs in the global market. To ensure the continued success of these platforms, it is critical 
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that they remain flexible, responsive, and proactive in addressing the challenges faced by 

SMEs. 

The evolution of SME trading venues underscores the critical role of regulatory frameworks 

and policy measures in shaping the landscape of SME financing. Policymakers and 

regulators can create a more inclusive and dynamic market environment by adopting tailored 

regulatory approaches, enhancing market oversight, promoting investor confidence, 

encouraging market innovation, supporting SME development, and incentivizing listings and 

investments. These measures not only protect investors but also empower SMEs, fueling 

economic growth and innovation on a global scale. 

However, the future of SME trading venues lies in embracing technological innovations such 

as blockchain, smart contracts, and decentralized finance. These technologies promise to 

address longstanding challenges related to transparency, efficiency, liquidity, and access to 

capital. Realizing this potential requires not only technological advancements but also 

regulatory adaptability and collaborative efforts among all stakeholders. By navigating these 

developments thoughtfully, SME trading venues can unlock new opportunities for growth and 

contribute to a more inclusive and dynamic financial ecosystem. 
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