
 
 
Good Afternoon Ladies and Gentlemen, it is a pleasure to be here today to discuss with you the 
issues of the Markets Abuse Directive with particular reference to SME investments.
 
The world has moved rapidly in capital markets in recent years and with regards to small and 
medium sized companies and in particular the drivers of digital networks such as the Internet 
are creating new funding avenues as the “crowd” has come to “crowdfunding” a nascent format 
were many individuals (single persons or entities) join together to fund new and developing 
SMEs. The addition of a regulated MTF facility for SMEs as currently being proposed is a very 
exciting one and I applaud the EU for seeking to give European entrepreneurs a chance to grow 
their business in a fashion which is even more progressive than existing (but rapidly changing) 
US legislation.
 
 
With regards to MAD itself, I would make a few general observations. In the broader 
marketplace we have witnessed remarkable changes in recent years and while we all support 
the creation of fairer and safer markets, we must at the same time be careful not to close down 
potential avenues of development simply because the market is moving faster than regulation 
can keep pace with.
 
I mean this in the most positive fashion. For instance, High Frequency Trading (“HFT”) is 
currently enjoying a rather rocky phase in its development like an adolescent finding its way in 
the world. However, the ideas are already being developed that are not fragmenting HFT trading 
away from existing institutional traders but actually working to create blocks of HFT that can 
help match more trades from the largest investors.
 
Equally, I believe that we ought not to enshrine discrimination against HFT per se 
delivering “market abuse” but rather make these broad provisions. For SME trading facilities 
we anticipate a lot of liquidity will be provided from automated trading systems such as HFT. 
Nobody can approve of markets being “spoofed” or otherwise abused. At the same time, we 
need to appreciate that technology is driving great innovation and indeed thanks to this IT 
innovation we are now able to create new crowdfunding opportunities for SME that were never 
feasible before.
 
At the same time, we see a world where more and more institutions are putting in place 
software that helps trace market abuse before it even takes place. In every vestige of markets 
technology continues to become more and more important with the additional facet that the 
more data generated in regulated venues, the easier it is to identify market abuse.
 
To that end, with regards to SMEs and MAD on the broader and more liquid market, it strikes 
me that considering a form of “primary” venue ought to be used as a baseline and all data 
analysed for market abuse through that lens. This surely ought to be the primary listing venue 
of a share. After all, it is the primary venues which will be most adversely affected if there is 
a market abuse event and to that end they need to have access to all data across venues to 
permit them to survey the entire market for a primary issue.
 
At the same time, from any perspective, there are key issues where I would have concerns that 
the existing drafts are either somewhat overly prescriptive and/or will simply in practice prove 
impossible to regulate. The criteria for insider dealing for instance aims to introduce a broader 



definition of inside information for market abuse purposes so that there is a distinction between 
the type of information that restricts trading and the information which issuers have to disclose 
to the market. This new ‘catch-all’ provision (Article 6(1)(e)) would introduce a stand-alone 
category of inside information defined only in reference to the relevance of the information for 
a reasonable investor, without any requirement that the information be either precise or price-
sensitive. This potentially creates significant uncertainty for firms and individuals in possession 
of any information not in the public domain, leaving them exposed to hindsight analysis on 
the basis of a broad  test and could foster hesitance in communication between issuers and 
investors. Whether in larger markets or with SME trading, I feel such a ‘broad brush’ approach 
would be counterproductive to enforce.
 
Similarly, the “Chinese walls” provision as currently laid out strikes me as impossible to enforce. 
The provision (Art 7.7) states that a company cannot rely on a ‘Chinese wall’ if somebody 
one side of this Chinese wall has ‘any contact’ with the person involved in the dealing. As 
proposed, this appears to preclude relationships of any kind (whether playing tennis or having a 
relationship per se) between those on either side of the “Chinese wall?’
 
Of course organisations such as the US regulatory bodies like CFTC and SEC have separate 
bathrooms for all their Commissioners in their offices to preclude an inadvertent quorum being 
formed by the commissioners bumping into each other at the sink. However, is it really practical 
in investment banks or other institutions with perhaps thousands of staff to suggest different 
sides of the Chinese Wall cannot encounter each other? Does this mean separate entrances, as 
well as bathrooms, cafeterias and so forth for trading and broking staff? It strikes me the broad 
definition of ‘any contact’ needs to be more precisely rephrased to help make the proposals 
workable.
 
Similarly, I would see that the application to commodity trading needs to be thoroughly thought 
through as while we all want to see fair and orderly markets, there is going to be great difficulty 
monitoring all cash commodity market trades.
 
When it comes to disclosure and approaches to proprietary trading firms, I would caution 
against overly prescriptive reporting for all their transactions for the simple reason that the next 
generation of big proprietary traders are today’s small operations of perhaps 2 or 3 people. 
Europe’s markets need liquidity and it is a wonderful thing that we have a thriving ecosystem 
of proprietary traders who can add liquidity to all manner of markets and indeed SME trading 
venues too. In that respect there is clear symbiosis between the small proprietary trading 
houses who I believe will help add liquidity to SME markets and indeed the funding and trading 
of SME shares themselves.
 
With regard specifically to SME companies and their investment, naturally we must strive to 
create the best possible regulatory environment for raising funds for smaller companies. The 
overall proposals emerging from within the Commission have been very encouraging so far and 
I hope we can work to achieve a marvellous new regime for raising funding for SMEs.
 



There are already some successful SME markets within the EU and the London SE’s AIM 
market has led the field in the west while the Warsaw Stock Exchange has been very successful 
in the “New Europe.” Both markets have demonstrated a very dynamic trading environment 
and we need to both support such markets as well as encouraging other fund raising and listing 
venues that operate not only to the funding size of the existing stock exchanges of the EU but 
also to smaller segments, “microcapital” of SMEs.
 
The Internet is driving a great deal of change in information and trade as we know and the 
future of SME funding, particularly at the ‘microcap’ level is going to involve deploying the peer 
to peer and ‘crowdsourcing’ networks which have already been encouraged by innovative 
legislation in the USA (HR2930 “McHenry Bill”) which allows for start-ups to fund 1 million 
dollars without accounts or 2 million dollars with audited financial statements.
 
The EU needs to address this market and help create a sound set of regulations to promote this 
area. Note that with respect to the Market Abuse Directive in particular, such microcap funding 
is likely to be even less liquid than existing SME trading (itself not as liquid as large cap trading). 
So, we must expect low levels of liquidity in SME trading. Equally, we need to ensure that to 
enable the Peer to peer financing market to grow that overall costs of fundraising/listing on the 
new SME MTFs as proposed under MIFID, are capable of allowing for small amounts to be 
raised - much less than is currently feasible on existing exchanges. 
 
To that end, I applaud the fact that the current drafts envisage proportionate regulation for SME 
trading venues but appreciating a core need for investor protection which will help make such 
markets credible. At the same time, we have to appreciate that placing costs and constraints on 
SMEs will simply result in them remaining captive to banks at a time when they need as many 
options as possible to help grow their businesses and their payrolls, not forgetting the broader 
economy. In that respect insider lists need to kept simpler a suggested and overall reporting on 
SMEs must not be more arduous than essentially the accounting they already must produce for 
government bodies via their auditors.
 
Every layer of extra regulation that is imposed will merely slow down the funding of SMEs 
and therefore we need to provide the framework as proposed for SME with a relatively light 
framework of regulation that helps protect investors, helps investors receive a basic but 
reasonable flow of information and also helps create businesses that grow and then seek to 
be elevated to established marketplaces from the SME MTFs to the existing smaller capital 
markets such as London SE, Warsaw SE, Plus Markets etc.
Ultimately SME trading facilities are more about raising capital than secondary market trading, 
this needs to be reflected in the regulations and indeed I believe the current proposals are going 
in the correct direction to help create a new and innovative group of microexchanges which can 
themselves help develop SMEs throughout the EU and improve our employment and economic 
outlook.
 
Once again I thank you for the opportunity to speak at this session today, it is a pleasure and an 
honour to be invited to Brussels to address this committee.
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