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Foreword

The Swiss corporate landscape is characterized by a large proportion of small and medium-
sized enterprises (SMEs). 99% of all companies in Switzerland are SMEs and employ approx-
imately 3 million people, representing about two thirds of all employees in Switzerland.
Inthis context, especially in Switzerland, SMEs play a particularimportantrole in respect
to economic growth, job creation and innovation. However, in order to be able to grow
and thrive, SMEs need capital, whether in the form of debt, equity or alternative capi-
tal sources.

Yet, in contrastto larger enterprises, SMEs often face size-related disadvantages that can
constrain their ability to raise capital. These disadvantages may include less favorable
financing terms, or in the most extreme cases not obtaining capital at all. As a result
of this ongoing challenge, opportunities have been emerging and new solutions are
slowly closing the gap. We expect the SME financing landscape to evolve further in the
coming years.

Given the fundamental importance of SMEs, the ongoing challenge of capital access and
the emerging landscape of alternative financing routes, SIX has dedicated this white
paper to the topic of the Future of SME Financing. In order to obtain a holistic view and to
open up our thinking, we have partnered with the Swiss Research Institute of Small Busi-
ness and Entrepreneurship atthe University of St.Gallen (KMU-HSG). Itis the only Swiss uni-
versity institute which focuses exclusively on SME research.

In the course of this white paper, we discuss important topics such as current industry
pain points, the drivers of change in the SME financing landscape, the promising tech-
nological advances that may offer fruitful avenues to address some of today’s shortcom-
ings, as well as the role regulation could play in this evolution.

We believe this white paper will provide an important contribution to increasing aware-
ness of the current state of the art and to fostering knowledge exchange within the SME
ecosystem, an essential step in advancing the SME financing landscape. With that said,
we hope you consider the findings of this study just as interesting and insightful as we did
and wish you exciting reading.

Christian Reuss Johannes Bungert
Head SIX Swiss Exchange Head Strategy and M&A, SIX Group

Foreword
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Executive Summary: The White Paper in Brief

Future of SME Financing

Technology is fundamentally changing how the financial services sector
works and also leads to completely new business models on the part of
SMEs. How does that impact the way SMEs will obtain financing over the
next few years and what will the future of SME financing look like? Will
banks still play a role or will fintechs take over? How important will public
equity markets be for SMEs in the future? The SIX white paper on the
“Future of SME financing” provides valuable insights on these issues.

The white paper’s focus

SMEs require capital to expand their business or to launch
new, innovative products onto the market. In this white
paper we use the term SME in a broader sense, including
all companies with up to 1,000 employees that still have
the characteristics of a typical SME. In doing so, we focus
on the financing situation of SMEs in the growth and matu-
rity phases (i.e. past the initial start-up phase)and in need
of external capital.

Today's financing challenges for SMEs

There are two core reasons why it might be challenging
for SMEs to convince potential investors of the financial
soundness of their investment project in order to obtain
financing. First, SMEs with demand for capital are typically
innovative and not as established as larger businesses
(e.g., they may not have sufficient tangible or intangible
assets that serve as collateral or well-developed account-
ing and financial reporting systems to provide funding-
relevantinformation to investors). As such, thereis a high
degree of uncertainty relating to their future development
and whether their projects will succeed or not.

Second, linked to the first reason, entrepreneurs know a
great deal more about their venture than their potential
investors, leading to an imbalance of information avail-
able. Thisis commonly described as situations with asym-
metric information. While entrepreneurs have an incen-
tive to present their projectin a positive light, atthe same
time they might be reluctant to share all details of a proj-
ect with a potential investor for fear that the project will
be imitated.

Other factors that lead to SMEs not obtaining financing
may include owner and/or manager lack of awareness
relating to certain financing instruments. However, on

the other hand it is also important to take their general
preferences into account when analyzing the financ-
ing situation of SMEs. Alarge number of SMEs try to rely
entirely on own funds because their owners attach avery
high value on theindependence of the company. Thus, if
external capital is needed for further growth, they typ-
ically prefer debt over equity financing. These prefer-
ences are described in the so-called pecking order the-
ory of capital structure.

SME financing today

Today, debt financing from banks is the most widely used
and generally the mostimportant form of external financ-
ing for SMEs.

Equity financing can be broken down into private equity and
public equity. Private equity investments have increased
in recent years in Switzerland and abroad. In Europe, for
instance, private equity firms are already invested in 22,000
SMEs. Thus, while still not accounting for a majority, given
the factthatthere are more than 20 million SMEsin Europe,
private placed equity investments are gaining traction.

Asforthe publicequity domain, worldwide stock exchanges
have recognized the need of targeting SMEs more specif-
ically and started to increasingly engage in market out-
reach. Accordingly, dedicated SME segments, that cater
for the special features of smaller companies have gained
relevance in recent years, aiming to upgrade the attrac-
tion for such enterprises to be listed.

As arelatively new, alternative form of financing, crowd-
funding (including business crowdlending and business
crowdinvesting) has grown remarkably in recent years
butis - compared to bank financing - still a very tiny mar-
ket segment.

5



SME's financing pain points

Overall, while not necessarily facing a financing gap,
SMEs frequently experience size-related disadvan-
tagesin accessing financing. In relation to the amount
financed, the cost of obtaining financing tends to be
higher for SMEs compared to larger enterprises, which
usually have higher financing amounts and more human
resources to manage the financing process. As a result,
in comparison to larger enterprises, when SMEs obtain
external funding it is often at less favorable financing
terms and is comparatively more onerous. This con-
strains SMEs in their ability to raise capital and in the
most extreme cases might also lead to them not obtain-
ing the capital needed.

Drivers of SME financing

Technology is currently the major driver of new or
improved financing solutions on the supply side, com-
bined with the new SME business models. The growth of
data, automation, artificial intelligence, enhanced data
analytics, therise of distributed ledger technology (includ-
ing blockchain)and, last but not least, the increasing level
of technological developmentand expertise at SMEs them-
selves are the main technological drivers impacting the
future of SME financing.

In addition, non-tech drivers will continue to impact SME
financing as low interest rates may become the new nor-
mal, the pecking order of entrepreneur financing will
remain important and the current generation of entre-
preneurs is more tech-savvy than previous ones and so
is expected to have a higher affinity to innovative digi-
tal financing solutions. Also, we expect the regulation
of existing, alternative forms of financing to evolve too,
along with technological advances. Going forward the
challenge will be to find the right level of regulation that
enables trust and investor protection in the system (to
emerge), but at a level which is not too restrictive and
which does not prevent the formation and unfolding of
associated benefits.

Finally, sustainability-related matters will continue to
be relevant and impact the SME financing landscape on
an ongoing basis. Overall, we believe that SMEs with a
high sustainability orientation may find it easier to access
external financing in the future given thatin their fund-
ing decisions investors increasingly factor in environ-
mental, social and governance aspects.

Executive Summary: The White Paper in Brief

The growth of data, automation,
artificial intelligence, enhanced
data analytics, the rise of distrib-
uted ledger technology (including
blockchain) and, last but not least,

the increasing level of technologi-
cal development and expertise at
SMEs themselves are the main
technological drivers impacting
the future of SME financing.

Evolutionary rather than revolutionary development
As a result of the trends outlined, we expect the entire
SME financing landscape to change over the coming years.
However, we expect this change will be evolutionary
rather than revolutionary. While fintechs have opened
up awholerange of new options, these opportunities are
only slowly unfolding, evolving, and maturing. We pre-
dict that those financing players (and SMEs) who under-
stand how to build a value proposition by combining the
best of both worlds - the digital and the physical - will
have a competitive edge and succeed in the future SME
financing landscape.

Change creates new opportunities

Within the debt financing sphere, we expect banks to
remain central players. However, even if most SMEs have
their creditapplications approved, there s stillenormous
potential to improve the digital customer journey and to
onboard discouraged borrowers who are currently not
well served.

With respect to equity financing, technology may help
to lower the threshold for investments and potentially
openup smallerinvestmentvolumesto a broader base of
investors. The tokenization of assets may allow unlisted
SMEs to come onto equity markets. In addition, enhanced
data analytics could further assist reducing costly man-
ual intervention in the financing process and as such
assist maximizing efficiencies along the entire financ-
ing value chain.

6



The challenge will be to find

the right level of regulation that
enables trust and investor
protection in the system (to emerge),

but at a level which is not too
restrictive and which does not
prevent the formation and
unfolding of associated benefits.

If appropriately used, technology will allow for more flex-
ible financing terms at lower costs, a more diverse prod-
uct and service offering, an accelerated financing pro-
cess, and more transparency throughout. Importantly,

Executive Summary: The White Paper in Brief

however, despite the benefits technological progress has
unlocked, technology cannot and will not remove all SME
financing challenges. There are (and will be) impediments
within the SME financing process that are not necessarily
technology related, even though technology may allevi-
ate some of the experienced pain points.

Inshort...

The bottom line is that no matter whether or not techno-
logically driven, what will be of utmost importance is a
better understanding of whatis needed and wanted when
raising capital on both sides of the table, i.e. for SMEs and
their managers/owners as well as for the capital provid-
ers. Knowledge (sharing and acquisition) will become even
more relevant given that more digital forms of financing
will require more (technical) expertise on how to access
and benefit from them. Thus, improving the ecosystem
for SME financing needs to go hand in hand with improv-
ing the respective knowledge ecosystem.
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Introduction: The White Paper Guide

How to read this white paper?

This white paper provides a comprehensive picture of the
SME financing landscape. Depending on the reader’s prior

knowledge and/or interests, the individual chapters may This chapter provides an overview of the basics of capital markets.
be of varying relevance. It further describes SME financing needs according to their stage

Chapter 1: Fundamentals

in the company life cycle and depicts why it is difficult to assess a

We distinguish between three main types of possible read- ~ “SMEfinancing gap”.
ers of this white paper:
Chapter 2: Status Quo @0

New to the topic
This type of reader is interested in the topic of SME financing but has

This chapter outlines different forms of financing SMEs may deploy
and shows their current statistical relevance within the SME con-
no extensive prior knowledge of how capital markets work. They textin Switzerland and globally.
will get familiarized with why SMEs might face difficulties when try-

ing to attract external financing.

Chapter 3: Trends @00

¢ General knowledge This chapter discusses the technological as well as non-technolog-
This type of reader is interested in the topic of SME financing and ical forces that have driven the SME financing landscape and will
knows the fundamentals of capital markets. They will be able to continue to do so.
improve understanding on why SMEs might face difficulties when
trying to attract external financing. Chapter 4: Opportunities @0
This chapter reflects upon the previous chapters and discusses
® Experts

This type of reader is mainly a professional, some of whom work in

promising future financing paths for SMEs and their financing

providers.
strategic decision-making roles. Experts are well informed about

how capital markets work and will be able to expand their knowl-
edge of SMEs, their financing needs, and their difficulties in attract- ~ Of course, readers of any type can jump straight into
ing external financing. the chapter they would like. However, the white paper
has a “knowledge building” structure. In other words, it
In the following we provide a quick overview to guideyou  allows those with little prior knowledge to engage pur-
through the white paper so as to offer you the best possi-  posefully with content of later chapters after they have
ble reading and learning experience. read the previous ones.

Methodology

Our predictions of the future of SME financing do not aim to provide a map of all the foreseeable future variability -
we provide insights into possible future developments we regard as particularly important and relevant. In doing so,
we try to ground all our statements on empirical data, be it qualitative or quantitative. In other words, we aim for het-
erogeneity in the sources of data and information we use for this white paper.

On this basis, a large and diverse number of people were involved throughout this exercise in the form of interviews,
reviews, workshops, and brainstorming sessions. For the interviews, we engaged with three types of professionals:
(1) Entrepreneurs and owner-managers of SMEs on the demand side of financing; (2) Experts on the supply side of
financing (e.g., banks, fintechs, SIX experts); and (3) Experts from academia with a comprehensive understanding
of current SME financing practice and likely future developments. In the following, we refer to them as informants.

In addition, we further analyzed statistics and reports from various national and international organizations such as
Swiss Federal Statistical Office, State Secretariat for Economic Affairs, OECD, International Finance Corporation, Euro-
pean Central Bank, and World Bank.

Taken together, the following elaborations capture our empirically informed beliefs. To help each of you make up your
own mind, at all times we pay special attention to provide explicitly our assumptions, reasoning, arguments, and sup-
porting evidence.






Fundamentals of SME Financing

Fundamentals of SME Financing

1.1 Capital requirements at different stages of the company life cycle

SMEs require capital to launch new, innovative products onto the market or to expand their business. There are con-
siderable differences concerning capital requirements and typical forms of financing along the company life cycle.

New companies go through certain phases in their development that can be traced back to the product life cycle.
Although, of course, the development of a company is not a mechanical process that always follows a certain pattern,
there are numerous similarities between companies that allow the creation of a general growth model. According to
the model presented here, companies go through five different phases in their process of formation and growth:
Inception, Start-up, Establishment, Growth/Expansion, and Maturity/Handover. In these different phases, compa-
nies have different characteristics and strengths and face different challenges and financing needs. Not all compa-
nies go through all five phases as some might face stagnation, decline or abandonment. Frequently, founders do not
even want their company to grow but prefer a small business they can manage themselves. In fact, startup statis-
tics show that only a minority of all newly founded companies grow and reach the maturity/handover stage.’

Figure1: Model of SME growth: Typical sources of financing

The main focus of this white paper

STAGE 1 STAGE 2 STAGE 3 STAGE 4 STAGE 5

Typical age 0-1year 1-3 years 3-7 years 7-15 years 15+ years

Stagnation

Stagnation

Size <~

~

T
Decline S<d

Own funds/Family and friends

Debt financing
I —
Structured financing

Business angels

Typical sources

of financing Seed/Venture capital

Retained earnings

Private equity

Source: Own representation adapted from Scott & Bruce (1987)?

1 Paul D. Reynolds, 2016, Start-up Actions and Outcomes: What Entrepreneurs Do to Reach Profitability. Foundations and Trends in Entrepreneurship, Vol. 12,
pp. 443-559.

2 MelScott & Richard Bruce, 1987, Five stages of growth in small business, Long Range Planning, Vol. 20(3), pp. 45-52.
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In this white paper we focus on companies that have
passed the initial start-up phase and that are in the
growth or maturity phase. Thus, what we are looking at
is arelatively rare butstill highly relevant phenomenon, as
growth-oriented SMEs are important for innovation and
job creation. In the growth phase, the company’s prod-
uct has established itself on the market and the company
is typically operating profitably and is seeking money to
expand its business in new markets or new products.
Although companies go through the phases at different
speeds and can therefore be of different ages, they are
typically seven to 15 years old in this phase. In the matu-
rity phase, companies are typically older than 15 years.

At this stage, because the company operates in a some-
what mature market, price competition increases and pro-
ductivity becomes animportantissue, often demanding
investmentin new production facilities or expansion into
new markets. Some businesses are on the verge of transi-
tioning from being an SME to becoming a large company.
Finding a successor and financing the succession are also
importantissues at this stage.

In this white paper, while the official definition of SMEs
includes only companies with less than 250 full-time
employees,3 we use the term SME in a broader sense,
including all companies with up to 1,000 employees that
still have the characteristics of a typical SME.

Inthe remainder of this chapter, we look at some fundamen-
tal areas of SME financing from a more theoretical perspec-
tive. We also outline why it may be more difficult for SMEs
to obtain financing than for large, established enterprises.

1.2 Basic characteristics of
capital markets

In theory, the situation is very simple. When a company
presents a project where the currentvalue of all earnings
(i.e. the sum of all discounted future earnings) is higher
thanthe currentvalue of all expenditure, the so-called net
presentvalue of the projectis positive and investors have
an incentive to fund it. In this case, the company obtains

Fundamentals of SME Financing

funding forits project. However, the assumption of a per-
fectly functioning capital market holds only under very
restrictive assumptions, mostimportantly, perfectinfor-
mation about the future. Not surprisingly, this does not
reflect reality - especially notin the case of SMEs - which
makes it more difficult to assess the profitability of an
investment project.

In the case of SME financing there are two main reasons
why capital markets do not function well:

First, there is a high degree of uncertainty. SMEs with
demand for capital are often young and innovative, tend-
ing to result in a high degree of uncertainty about their
future development and whether their project will be suc-
cessful or not. While generally being more flexible, on
average SMEs are less well organized and have weaker
control mechanisms compared to larger companies. Also,
they are more dependent on single individuals such as
the founder(s) or owner-manager(s) with their personal
strengths and weaknesses. Overall, this makes SMEs more
vulnerable to unexpected developments and leads to a
relatively high degree of uncertainty concerning their
future development. Last but not least, SMEs typically
have lower capital reserves than larger companies. The
corona pandemic has highlighted the low financial sta-
bility of many SMEs.

Second, asymmetric information is prevalent in the SME
contextsince the entrepreneurs know a great deal more
about their venture than external stakeholders. On the
one hand, entrepreneurs have an incentive to present
their projectin a positive light but, on the other hand, they
may also be reluctantto share all details of a project with
a potential investor for fear that the project will be cop-
ied orimitated. While asymmetricinformation also exists
in the relationship between larger businesses and their
investors, itis certainly more pronounced in the SME con-
text, where personal characteristics of the entrepreneur
play a more important role. Because of the small size of
these companies, itis difficult to overcome these informa-
tion asymmetries. SMEs usually do not have as well-de-
veloped accounting and financial reporting systems as
larger businesses. In addition, relative to their size, it may
be costly for outside investors to collect all information
about the business.

3 SeeThe Federal Council, SME Portal for small and medium-sized enterprises, 2021, Figures on SMEs: Companies and jobs (11 May 2021).
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The market for SME financing also depends on character-
istics on the demand and the supply side which are out-
lined below.

1.3 The demand side:
Why SMEs may (or may not)
need external financing

The traditional explanation for why SMEs need capital is
based on the company life cycle, as outlined above (see
Section 1.1). When people start a new business, the uncer-
tainty around the business idea and the aptitude of the
founder for a career as an entrepreneur is high. There-
fore, atthe outset, founders typically have to rely on their
own resources and perhaps those of friends and family.
On this basis, the founders test their initial business idea,
develop a marketable product, and generate initial sales. If
the business becomes profitable, the profit generated can
be usedto finance subsequent growth. However, because
of the modest size of most businesses at this stage, own
funds are typically limited and may not be sufficient to pur-
chase new machinery and employ additional staff to serve
larger markets. At this point, external financing becomes
important. The more established the business and the lon-
geritstrackrecord, the easier itis for external investors to
assess the future development of the company, making a
variety of financing forms possible for SMEs.

Fundamentals of SME Financing

However, the explanation above ignores the fact that
not all entrepreneurs aim to grow their business. Fre-
quently, people start or take over a company to achieve
independence and self-fulfillment. Entrepreneurs may
prefer a business they own completely - even if it grows
only slowly or not at all - rather than having to deal with
external capital providers who may achieve partial con-
trol over their business. This tradeoff between the abil-
ity to retain control of decision making and attracting the
resources required to build company value has been viv-
idly described as the choice between the “throne” and the
“kingdom”.4 Thus, while traditional corporate finance the-
ory assumes that company owners want to maximize com-
pany value in all cases, in reality, business growth is not
of primary importance for many SME owners.

Also, entrepreneurs have a preference for specific forms
of financing, as described in the so-called pecking order
theory of capital structure.>In essence, the theory posits
that firms have a hierarchy of financing sources. Because
of information asymmetries and adverse selection prob-
lems, companies expect external financing to be costly
and will therefore try to avoid these costs by relying com-
pletely oninternal funds as first choice. If external funds
are necessary, firms prefer debt financing over equity
financing.

Overall, itisimportant to acknowledge that there is not
only one type of SME, but great heterogeneity, rang-
ing from mom-and-pop businesses to highly innova-
tive startups targeting global markets. While some rely
completely on own funds, others have a high demand
for external financing.

1.4 The supply side:
Why investors may (or may not)
offer financing to SMEs
Alongside the demand side, characteristics of the capital
supplier also impact if and how SMEs are able to achieve

funding. It is important to distinguish between the two
broad categories of debt and equity financing.

4 Noam Wasserman, 2017, The throne vs. the kingdom: Founder control and value creation in startups. Strategic Management Journal, Vol. 38(2), pp. 255-277.
5  Stewart C. Myers, 1984, The Capital Structure Puzzle, The Journal of Finance, Vol. 39, pp. 575-592.
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For debt financing, often offered by banks, lending tech-
nologies play an important role. As discussed above,
uncertainty and information asymmetries are import-
ant factors that impede the functioning of capital mar-
kets. Banks try to overcome problems of informational
opacity using hard information from different sources,
for example from a company’s financial statements, the
owner in person, and the industry in an attempt to pre-
dictthe performance of aloan. The credit decisionis then
made on the basis of the resultant scoring. Improve-
mentsinthese lending infrastructures may also improve
SME credit availability. For example, better accounting
standards may facilitate the use of financial statement
lending, and greater sharing of information may improve
the use of small business credit scoring.®

For equity financing, formal private equity capital (includ-
ing venture capital - see Section 2.2.1 for the distinction
made in this white paper), informal capital from investors
such as business angels, and traditional public equity cap-
ital are the mostimportant sources of financing. As with
debtfinancing, the proficiency of how these equity provid-
ersscreen and evaluate possible investment opportunities
and how they value and negotiate with entrepreneurial
ventures impacts the supply of capital. Valuation tech-
niques, knowledge about the target sector, and general
risk attitude represent key factors that influence whether
suchinvestorswill fund a project or not. Last but not least,
depending onthe investment horizon, itis alsoimportant
forinvestors to have sufficient exit options such as possi-
bilities to sell their investment in the company.

DEBT FINANCING

E

B —
4
:
l

—e—a—
]

A\

EQUITY FINANCING

SME

Fundamentals of SME Financing

1.5 Difficulty of identifying
a financing gap

The observation that SMEs might find it more difficult to
obtain financing than larger businesses has been recog-
nized for quite some time. In the 1931, the term “finan-
cial gap” was coined when the Macmillan Report in the
UK argued that it is more difficult for small businesses
to obtain credit because investments of relatively small
amounts of money were riskier and more costly for lend-
ers. While subsequent reports in other countries con-
firmed this finding in some cases, others found no evi-
dence for such a gap. Later reports have argued that
growth-oriented young businesses might also face a
financing gap in respect to equity financing.

However, it is important to acknowledge that SME chal-
lenges for funding their projects mightresult not only from
factors on the supply side, for example an unwillingness
of capital providers to deal with small credit applications,
but also from deficiencies of the entrepreneurial project.
There will always be projects which do not get funded, and
itis almost impossible to determine whether the invest-
mentwould have been worthwhile or not. In other words,
a rejected loan application of a small business might be
interpreted as market failure or represent a rational deci-
sion of the bank because of the low quality of the project.

Overall, thereiswidespread agreementthat entrepreneur-
ial projectsinthe early stage and very innovative ventures
find it harder to access financing than larger, more estab-
lished companies. Despite substantial debate, itis less clear
whether this should be interpreted as a failure of the mar-
ketto fund promising ventures or not. Also, the magnitude
of a possible financing gap certainly differs between differ-
ent countries. Due to the developed banking system and
the variety of financing options, the problem is probably
less pronounced in Switzerland than in other countries.
For most SMEs in Europe, finding customers and a lack
of availability of skilled labor are the most pressing prob-
lems facing their company while access to finance is less
important.’ Still, for some innovative firms, lack of access
to finance certainly hinders their development.

6  Allen N. Berger & Gregory F. Udell, 2006, A more complete conceptual framework for SME finance. Journal of Banking & Finance, Vol. 30, pp. 2945-2966.

7 See ECB, 2021, Survey on the access to finance of enterprises (June 1, 2021).
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Overall, there is widespread
agreement that entrepreneurial
projects in the early stage and

very innovative ventures find it
harder to access financing than
larger, more established
companies.

1.6 The Swiss financing ecosystem

Traditionally, Switzerland has been shaped by its strong
banking system that has been a key driver of the econo-
my’s strong position as an international financial center.
Not only UBS and Credit Suisse, but also a number of can-
tonal, regional, and savings banks offer highly specialized
products and services. By and large, these banks serve
SMEs in Switzerland well.

In a comparative international perspective, continental
European countries and especially the German-speaking

Fundamentals of SME Financing

countries Germany, Switzerland and Austria have well
developed and accessible financial institutions. In the
UK and other Anglo-Saxon countries, on the other hand,
equity markets are relatively better developed than the
financial institutions. As a consequence, companiesin con-
tinental Europe, including Switzerland, rely more on bank
lending and less on private or public equity whereas it is
the other way round in Anglo-Saxon countries.®

However, it is not only banks which have been part of
the Swiss financial center success story. The public mar-
ket - more specifically, the Swiss stock market - is very
strong domestically as well as in an international con-
text. The SIX Swiss Exchange is one of the mostimportant
stock exchanges in Europe with excellent liquidity in Swiss
securities trading, thereby building the bridge for enter-
prises from around the globe for domestic and interna-
tional investors. In short, the Swiss public market allows
listed enterprises to access experienced and well-capi-
talized Swiss and international investors as well as ample
liquidity.® While the Swiss equity capital market has fol-
lowed a one-size-fits-all conceptin the past, a dedicated
SME segment tailored to smaller enterprises’ needs has
been recently launched' (see Section 4.2.2.1 for further
discussions on the opportunities dedicated SME stock
exchanges offer).

8  However, inthe last 20 years the Nordics, for instance, have developed a good equity capital market ecosystem for SMEs. Please refer to 4.2.2.1 for a further

discussion on how SMEs could be better covered in public equity markets.

9 See GGBA, 2020, Financial markets and financing in Switzerland (accessed September 8, 2021).

10 SeeSIX, 2021, Sparks the SME Stock Exchange: https://www.six-group.com/en/products-services/the-swiss-stock-exchange/listing/equities/sme-ipo/sparks-

sme-stock-exchange.html (accessed September 8, 2021).
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Status Quo: The Relevance of Different
Forms of SME Financing Today

While aiming to take a glimpse into the future of SME financing, itisimportant first to gain a non-distorted view of the
status quo. This will lay the basis upon which the analyses and projections are built. Therefore, in the following sec-
tions, we describe the different forms of SME financing we focus on in this white paper' and provide an overview of
their quantitative importance in Switzerland and globally.™?

Figure 2illustrates the financing instruments that SMEs may deploy (including those not discussed further in this white
paper). The basic distinction can be made between internal and external financing. For financing growth and expan-
sion, internal financing is typically no longer sufficient, which is why companies have to utilize external forms. Here,
the mostimportant distinction is to be made between debt and equity financing.

Figure 2: Formsof SME financing

SME financing

External financing Internal financing

- Credits - Business angels - Factoring - Retention of profits
- Loans - Family and friends - Leasing

- Mortgages - Private equity -1CO/ITO

- Corporate bonds - Venture capital

- Family and friends -1p0

- Shareholder loans - SPAC

- Business crowdlending - Business crowdinvesting

- Participation certificates
- Convertible bonds
- Bonds and warrants

Source: Own representation based on The Federal Council (2020)'3

11 Note that we focus on the forms of financing that have been mainly discussed with our informants.

12 Note that the data of interest is not always equally available for different regions or counties around the world. Also, different data sources may operation-
alize the parameters of interest differently. As a result, the following outline is intended to provide an overview that allows a sense of scale of the use of
financing instruments discussed in the different regions of the world rather than one-on-one comparability.

13 See The Federal Council, SME Portal for small and medium-sized enterprises, 2020, Financing: Overview of sources of financing (March 12, 2020).
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2.1

In Switzerland,'#38% of all SMEs use debt financing. While
35% of enterprises with 2-9 FTEs rely on debt financing,
the corresponding value is 47% for enterprises with 10-49
FTEs and 50% for those with 50-249 FTEs. This means that
- quite surprisingly - half of all medium-sized and more
than half of all small businesses have no debt financing
(see Figure 3).

Debt financing

Figure 3: Share of SMEs with debt financing by company size

|

2-9 FTEs 28% 6% 66%
10-49 FTEs 42% 5% 53%
50-250 FTEs 44% 6% 50%
Total 32% 6% 62%
0% 20% 40% 60% 80% 100%

® Bank financing
= Other debt financing
= No debt financing

Source: Own representation based on SECO /IFZ (2017)

Roughly a third (32%) of all SMEs in Switzerland use bank
financing.”> Broken down by enterprise size, this trans-
lates into 28% of micro enterprises (2-9 FTEs) having bank
financing, 42% of small enterprises (10-49 FTEs) and 44%
medium sized enterprises (50-249 FTEs) respectively. Put
differently, the larger the enterprise, the more likely it is
to use bank financing.

Figure 4 depicts the relative shares of various forms of
financing on the overall balance sheet of SMEs that report
using debtfinancing.

Figure 4: Debtfinanced SME share of different financing forms as a
percentage of the balance sheet total

Mortgages [EPEN 20% 47%
Overdraft
credits RNAA 37% 50%
BEUR 6% 10% 26% 58%
2% 3%
4%
Credit lines LSS VI) 75%
1% 3%
Trade
credits S
Factoring | 98%
Export
financing 9%
Bonds 100%
Crowd-
100%
funding
0% 20% 40% 60% 80% 100%
u >50% B <25%
| 25-50% 0%

Source: Own representation based on SECO /IFZ (2017)

Of Swiss SMEs that deploy debt financing, 12% indicated
that mortgages made up more than 50% of the balance

14 Unless stated otherwise, the figures presented on Swiss SME financing were obtained from: SECO / IFZ, 2017, Studie zur Finanzierung der KMU in der Schweiz

2016 (June 2017).

15 Asaresult of the traditionally strong banking sector in Switzerland, debt financing within the Swiss SME landscape typically translates into bank financing.
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sheet total, 20% that mortgages accounted for 25-50%
of the balance sheet total, 21% that they represent less
than 25%, while 47% do not deploy mortgages atall. Thus,
with 53% (20% + 12% + 21%) of debt financed SMEs using
mortgages, this is the most widely used form of financing.
The respective value for SMEs with overdrafts is slightly
lower (50%). However, even if overdrafts are widely used,
they play only a minor role in terms of SME balance sheet
totals, suggesting that overdraft volumes are typically
rather small. For only 13% (6% + 7%) of SMEs that use debt
financing, overdrafts make up more than 25% of the bal-
ance sheet total. By comparison, in 32% (12% + 20%) of
debt financed SMEs, mortgages account for more than
one quarter of the balance sheet total.

Loans and leasing are two further instruments import-
ant for SME financing: 42% of SMEs that use debt financ-
ing rely on the former instrument (in 16% accounting for
more than 25% of the balance sheet total), 36% indicated
using leasing (in 5% accounting for more than 25% of the
balance sheet total).

According to the figures presented, bank financing seems
essential for the majority of SMEs that use debt financing
in Switzerland. In fact, according to the Swiss National
Bank,'® CHF 1,260 billion of loans were granted by banks
domiciled in Switzerland in 2020. Of this total, CHF 400 bil-
lion were business loans, of which 87%, i.e. CHF 349 bil-
lion, flowed into SMEs.

Other forms of debt financing, such as factoring, trade
financing, bonds, or crowdfunding'” are not of broad rel-
evance for Swiss SME financing. None of these financing

16 See www.data.snb.ch.

instruments was used by more than 2% of SMEs that
reported debt financing.

Also from a global perspective, bank financing remains
one of the most widespread forms of external financing
for SMEs."®In fact, based on data from 170 cross-sectional
surveys in 104 countries (including approximately 70,000
enterprises, most of which are SMEs), a World Bank Eco-
nomic Review study finds a positive correlation between
enterprise age and bank financing. The same relationship
was identified for enterprise size and bank financing. In
other words, with growing enterprise age and enterprise
size, asin Switzerland, the use of bank financing increases.”

Nevertheless, access and use of different financing instru-
ments can differ significantly between countries around
the world because of variances in the characteristics of
the economy, such as regulatory frameworks that define
the rules for different forms of financing or the current
state of technological progress.2°

In general, the share of SME loans, which show the propor-
tion of loans to SMEs relative to all business loans, have a
positive correlation to country income.?! This suggests that
high-income countries have a better developed banking
system, leading to higher SME loan shares in comparison
to low-income countries. In 2018, for instance, more than
half (53%) of total business loans extended in high-income
countries went to SMEs. In middle-income countries, the
respective value was 30%. A possible explanation for this
difference could be that banks in lower-income countries
may prefer toissue debttolarger enterprises thatare typ-
ically better equipped to provide security. SMEs, for their

17
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Crowdfunding is a term that generally refers to online-based alternative forms of financing, i.e. to financing that takes place outside the banking systems
and traditional capital markets. It encompasses different categories that can be distinguished based on the form of reward received by investors. Business
crowdlending and business crowdinvesting bear monetary rewards for investors - fintechs fall into these categories (see 2.3 Crowdfunding). Other forms,
such as crowdsupporting or crowddonating, do not entail any monetary rewards but are based mainly on altruistic benefits for investors/donators. For
instance, in crowdsupporting, investors may obtain a product or service in return to their investment; in crowddonating, as the term suggests, capital is
donated with no direct exchange of (tangible) rewards - see CCAF, 2020, The Global Alternative Finance Market Benchmarking Report (April 2020) and IFZ,
2020, Crowdfunding Monitor Switzerland 2020 (June 3, 2020).

See ECB, 2021, Survey on the access to finance of enterprises (June 1,2021) and OECD, 2015, New Approaches to SME and Entrepreneurship Financing: Broad-
ening the Range of Instruments (February 2015).

See Larry W. Chavis, Leora F. Klapper, & Inessa Love, 2011, The Impact of the Business Environment on Young Firm Financing, World Bank Economic Review,
Vol. 25(3), pp. 486-507.

See OECD, 2020, Financing SMEs and Entrepreneurs 2020: An OECD Scoreboard (April 22, 2020).

The World Bank classifies the world’s economies into different income groups, distinguishing between low, lower-middle, upper-middle, and high-income
countries. The countries are classified based on the calculation of GNI per capita using a method (i.e. Atlas method) that considers exchange rate fluctuations

by taking a three-year moving average, price-adjusted conversion factor into account - see World Bank, 2020, New World Bank country classifications by
income level: 2020-2021 (July 1, 2021).
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part, tend to hold fewer assets that may serve as collat-
eralwhen applying for bank financing. In addition, in low-
er-income countries the financial systems tend to be less
developed than higher-income countries, thereby often
leaving SMEs with fewer financing alternatives.??

Regarded from the demand side, enterprises often do not
apply for credit despite their need for it. A World Bank?3
study finds that this applies to roughly two out of ten
SMEs in high-income countries, three out of ten SMEs
in middle income-countries, and four out of ten SMEs in
low-income countries. A reason often cited for not mak-
ing credit applications in spite of requirements is that
SMEs are not positive that their financing application will
be approved because they feel they do not have sufficient
collateral or are not able to provide the necessary infor-
mation to banks.

In Europe, in addition to bank financing as the most prev-
alentform of financing, SMEs also consider leasing or hire
purchase and trade credits as relevant forms of financing.
Other forms - such as equity financing, factoring, and debt
securities - are far less common financing instruments for
SMEs in the euro area (with only 10%, 9%, and 2% respec-
tively citing it as relevant for their enterprise).?*

2.2 Equity financing

Equity financing constitutes another means to attract
external sources of financing. More specifically, this form
of financing depicts financing instruments in which capital
israised by bringing “external” ownership into the enter-
prise. Generally, it can be distinguished between private
equity and public equity. Both are discussed in the fol-
lowing sections.

2.2.1 Private equity

Private equity refers to investments in enterprises that
are usually notlisted on astock exchange (i.e. they are not
public, thus in the hands of a limited number of “private”
investors). Typically, capital for private equity investments
stem from institutional investors (e.g., pension funds,
insurance groups or sovereign wealth funds) as well as
wealthyindividuals. Because of the private nature of this
form of financing, not all transactions are recorded, so
that statistics are often based on estimates.

At the most fundamental level, two main distinctions are
to be made, namely between venture capital and other pri-
vate equity.?> The first category typically refers to invest-
ments made in the earlier stages of an enterprise. The
latter category describes investments typically made in
later-stage businesses, for instance, in relatively mature
enterprises seeking growth capital (e.g., to expand in new
markets). Generally speaking, the goal is to acquire con-
trolling stakes in an enterprise to exert influence over it.
Putsimply, private equity investments seek to make enter-
prises more valuable over a given time span, before exit-
ing them again more profitably.2¢/27

Enterprises have been bought for investment purposes
since the industrial revolution. However, the field of insti-
tutional private equity investment is a comparatively
young market segment that started to unfold in the late
1970s and early 1980s.28 Yet, growth since then has been
quite substantial. The number of players in private mar-
kets?? increased by 8% since 2015 to reach more than
11,000 active firms in 2020. Presumably, favorable eco-
nomic conditions, including a promising interest rate
environment as well as high liquidity have encouraged
new players to enter the market. With 75% of the total
amountin private markets globally, private equity not only

22 See OECD, 2020, Financing SMEs and Entrepreneurs 2020: An OECD Scoreboard (April 22, 2020) and Facundo Abraham & Sergio L. Schmukler, 2017, Address-
ing the SME Finance Problem, Research & Policy Briefs: From the World Bank Malaysia Hub, Vol. 9 (October 2017).

23 See World Bank, 2013, Global Financial Development Report 2013: rethinking the role of the state in finance (English) (September 19, 2012).

24 SeeECB, 2020, Survey on the access to finance of enterprises (June 1, 2021) and OECD, 2015, New Approaches to SME and Entrepreneurship Financing: Broad-

ening the Range of Instruments (February 2015).

25 Inreality, however, this distinction cannot always be made clearly. Often, the boundaries between these two areas are blurred.

26 However, a few informants pointed out that some private equity investors also seek more long-term returns. In fact, long-hold funds have been rapidly
growing - see Bain & Company, 2021, Global Private Equity Report 2021 (accessed September 8, 2021).

27 See EVCA, 2021, The little book of Private Equity (accessed September 8, 2021).

28 See LGT Capital Partners, 2015, Private Equity - eine Einfilhrung (accessed September 8, 2021).

29 McKinsey (2021) defines private markets as closed-end funds investing in private equity, real estate, private debt, infrastructure, or natural resources, as

well as related secondaries and funds of funds.
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represents the largest share butis also the fastest grow-
ing segment with an annual increase of 9%.3°

The trend in Switzerland points in the same direction. It
is estimated that the private equity market has grown by
more than 15% since 2016,3" even if it can be assumed that
the corona pandemic has somewhat slowed the upswing
the domain has been experiencing for many years. Nev-
ertheless, it is clear that the private equity asset class
has experienced significant growth rates and inflows of
funds (i.e. funds have raised more capital) over the last
decade in Switzerland and more generally also globally.3?

McKinsey & Company3? suggest that the total assets
under management in private markets continued to
increase and moved up 5% between 2019 and 2020 to
reach another all-time high of USD 7.4 trillion. They fur-
therreportthat assets under managementin private mar-
kets experienced surges in most asset classes, with pri-
vate equity accounting for the largestincrease. In terms
of net asset value there has been growth by a factor of
almost tensince 2000. Private equity assets under man-
agement worldwide reached USD 4.5 trillion in the first
half of 2020, representing growth of 6% from the end of
2019 and 16% since 2015.

VENTURE CAPITAL

While the global economy began to slowly recover from the financial crisis around 2009, venture capital activities started to flourish again alongside
technological progress.* Global venture capital volume increased substantially from around USD 52 billion invested in 2010 (as part of approximately
8,000 deals)toabout USD 321 billion invested in 2020 (as part of approximately 26,000 deals).> This rise represents a plus of 20% over 2019 and growth
of nearly 517% compared to 2010.

In Switzerland, venture capital has also gained considerable traction over the last decade. According to the Swiss Venture Capital Report 2021,%¢ invest-
ments in start-ups totaled CHF 2.1 billion*” across 304 financing rounds in 2020. While this is slightly less than the total amount of CHF 2.3 billion regis-
tered as part of 266 financing rounds in the record-breaking year of 2019, it represents a surge of more than 350% (CHF 462.7 million) compared with
the volumes recorded in 2012.3¢ Also, even though no large investments exceeding CHF 200 million were placed in 2020, the total amount invested
declined by only 7% compared to 2019, a year in which there were three such large investments.

Accounting for a third of the total investment volume, early-stage investments increased the most year on year (31%), totaling CHF 686 million in 2020.
The volume of seed financing moved up by 27% to reach CHF 117.6 million, while the volume for later-stage investments declined by 27% from CHF
1,676.1 million in 2019 to CHF 1,320.2 million in 2020. As with the overall volume drop in Switzerland, the decline for later-stage investments can be
explained by the absence of large investment rounds of more than CHF 200 million in 2020.

From a global perspective, attracting more than half of global venture capital invested, the US has remained at the top ever since the birth of the ven-
ture capital industry. In 2020, around USD 164 billion were invested in more than 10,800 enterprises in the US market. However, today, venture capital
isnolonger exclusively dominated by the US, as Asia and Europe started to catch up.>® While the US made up two thirds of global venture capital dollars
in2010,% as of 2020, the value share declined to 51%.4' In other words, venture capital activities have globalized over the last decades.

30

See McKinsey & Company, 2021, Ayear of disruption in the private markets, McKinsey Global Private Markets Review 2021 (April 2021).

31 SeelFZ, 2019, Unternehmensfinanzierung mit Private Debt in der Schweiz (June 17, 2019).

32 See McKinsey & Company, 2021, A year of disruption in the private markets, McKinsey Global Private Markets Review 2021 (April 2021) and SECA, 2021,
SECA Yearbook 2021 (May 2021).

33 See McKinsey & Company, 2021, A year of disruption in the private markets, McKinsey Global Private Markets Review 2021 (April 2021).

34 See Center for American Entrepreneurship, 2018, Rise of the Global Startup City (accessed September 2021).

35 See NVCA, 2021, NVCA 2021 Yearbook (March 2021).

36 See startupticker.ch, Swiss Venture Capital Report 2021 (July 2021).

37 This accounts for less than 1% of the debt financing issued to SMEs by banks domiciled in Switzerland in 2020 - see data.snb.ch.

38 See startupticker.ch, Swiss Venture Capital Report 2012 (January 2013).

39 See Center for American Entrepreneurship, 2018, Rise of the Global Startup City (accessed September 2021).

40 See NVCA, 2020, NVCA 2020 Yearbook (March 2020).

41  See NVCA, 2021, NVCA 2021 Yearbook (March 2021).

20



Status Quo: The Relevance of Different Forms of SME Financing Today

To sum up, the private equity domain has expanded glob-
ally over the last decades. In Europe, private equity firms
are already invested in around 22,000 SMEs. However,
while this may seem to be a substantial number, itis only
asmall minority, considering that there are more than 20
million SMEs in Europe.*?

Private equity investors are usually very selective: They
spend a lot of time assessing the prospects and risks of
potential enterprises to investin. An investment and the
possible return must therefore also be in line with the
associated costs. However, with their relatively low cap-
ital requirements in comparison to larger enterprises,
SMEs in the establishment as well as growth/expansion
phase tend to have a cost-income ratio thatis uninterest-
ing for many traditional private equity investors. Also, in
contrast to the stock market, private equity investors tra-
ditionally expect compensation for the substantial asym-
metry of information that exists on private markets. Sub-
sequently, private equity investors not only anticipate
a higher cost of capital but also require access to large
amounts of data to carry out thorough due diligence.*3
As our informants confirmed, many SMEs do not have the
resources for such a procedure.

However, SME interest in this form of financing may be
limited in other ways. Selling equity stakes translates into
ownership dilution and external control over the enter-
prise which, as we described earlier (see Section 1.3),
SMEs typically do not want. Also, if capital is contributed
by private equity investors, all costs incurred as part of the
investment process are usually re-charged to the invested
enterprise. In short, private equity investments are sub-
jectto atypicallylong and expensive process which many
SMEs cannot or do not want to afford.** On the other hand,
private equity investors bring not just capital but also rel-
evantexperience, aninternational network, and strategic
development expertise, which adds additional reasons for
private companies to utilize private equity to finance fur-
ther growth and expansion.

2.2.2 Public equity
2.2.2.1 Initial Public Offering (IPO)

An Initial Public Offering (IPO) refers to the transition of
a privately held enterprise into a public company by issu-
ing public shares. When enterprises are publicly listed
on astock exchange, the processis also known as “going
public”.

As a study of the World Federation of Exchanges & Milken
Institute*> shows, accessing finance from external inves-
tors to finance growth is the most important reason for
SMEs to get listed (69%). The second mostimportantrea-
son cited in the study was “improving financial access”, in
other words, raising additional capital at lower cost (60%).
The third most important reason was “diversifying the
investor base” (56%). Other reasons for listing included
improving the company or brand reputation and visibil-
ity (roughly 50%).

v

ACCESSING FINANCE FROM EXTERNAL INVESTORS
TO FINANCE GROWTH

© [

IMPROVING FINANCIAL ACCESS

o [

DIVERSIFYING THE INVESTOR BASE

B

OTHER REASONS

50%

42 See EVCA, 2021, The little book of Private Equity (accessed September 8, 2021].

43 SeeFlorie Mazzorana-Kremer, 2019, Blockchain-Based Equity and STOs: Towards a Liquid Market for SME Financing?, Theoretical Economics Letters, Vol. 9(5),

pp. 1534-1552.
44  Seefootnote above.

45 See World Federation of Exchanges & Milken Institute, 2017, Small and Medium-Sized Enterprises and SME Exchanges: A joint report of the World Federation

of Exchanges the Milken Institute (July 18, 2017).
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Of the 161 SMEs surveyed across various geographies,
25% of unlisted SMEs stated they qualified for a listing but
opted againstit, while 39% considered listing but did not
meet the requirements. The tendency of SMEs not getting
listed is also observed in Switzerland. As the most recent
figures show, two listings took place in 2020 at the Swiss
stock exchange, both of which resulted from spin-offs of
enterprises that employ more than 3,000 employees.*®
Similarly, of the seven listings that occurred in the pre-
cedingyear, only one of the enterprises can be termed an
SME. Figure 5 provides an overview of new listings on the
Swiss stock exchange between 2002 and 2020.

Getting listed is a process that involves a high level of
resources and may therefore pose particular challenges
to smaller enterprises.” Smaller companies, in partic-
ular, have therefore shown a tendency not to seriously

consider the IPO because the widespread view is that this
optionis unavailable to them. SMEs often seem not to have
the resources to cover the financial costs and disclosure
demands for getting and also remaining listed.*#4° How-
ever, while three out of the five most capitalized enter-
prises in Europe are listed on the Swiss stock exchange,
there are also around 100 listed enterprises with a rela-
tively lower market capitalization between CHF 100 mil-
lion and CHF 1 billion - some of these can be expected
to be SMEs.>® Nevertheless, in general, SMEs represent
only a tiny fraction of all listed enterprises on the Swiss
stock exchange.

Even though Switzerland is an IPO market with a relatively
small number of listings per year in comparison to other
main European countries, something which also tends to
resultin larger year-on-year fluctuations (see Figure 5),

Figure5: Number of new listings on the Swiss Stock Exchange from 2002 to 2020
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Source: SIX>
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46 See SIX, 2020, Listings on the Swiss Stock Exchange, year 2020 (accessed September 8, 2021).
47 See Going Public, 2019, Special Capital Market Switzerland, Vol. 7 (September 2019).
48 See World Bank, 2014, Global Financial Development Report 2014: Financial Inclusion (September 2014).

49 A few informants mentioned that this is a misperception by many SMEs which ultimately leads them to not list, even if they could cope with it financially.
Banking fees, for instance, are success-based fees in the form of a percentage of the issued amount.

50 Even if market capitalization is not the equivalent of enterprise size, a positive correlation between the two parameters can be assumed, suggesting that
smaller enterprises may have particular representation among all small- and mid-caps listed on the Swiss stock exchange.

51 See SIX, 2021, Listings on the Swiss Stock Exchange, years 2002-2021 (accessed September 8, 2021).
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the same tendencies are to be expected globally. A com-
parison of microcaps®? with the total number of SMEs
may provide an indication for this. In 2008, for instance,
there were about 20 million SMEs in the European Union,
of which approximately 1% were middle-sized enterprises
(defined as enterprises with 100 to 250 employees). In
2010, however, the total number of listed microcapsin the
European Union totaled less than 4,000 enterprises. Strik-
ingly, even if all these listed companies had been SMEs,
something which cannot be assumed, they would have
accounted for roughly only 2% of all middle-sized enter-
prises, and as such an even more insignificant portion of
all SMEs in the European Union.>3

Overall, however, with increasing IPO activities around
the globe it can be assumed that the number of listed
SMEs has grown in absolute terms over the last year.
According to EY,>* IPOs raised as much capital as a
decade ago.In 2020, about USD 377 billion were raised
across 1,591 listings, a surge of more than 40% over
2019.%> This noteworthy increase can be attributed
mostly to the US and Chinese markets that accounted
for the bulk in global growth. Mainland China hosted a
total of 502 listings, raising USD 127 billion in capital in
2020. As such, Mainland China accounted for more than
90% of capital raised in IPOs in the Asia Pacific. In total,
the region (including China) reported USD 139 billion
capital raised (+39% over 2019) in 937 listings.>¢ The US,
for their part, reached record volume levels in 2020. In
483 IPOs the US market raised USD 174.1 billion.>” The
European marketreached a total of USD 27 billion across
176 listings, thereby recording a moderate upturn of 9%
in capital raised year on year but also indicating that the

European arearepresents only a fraction of overall global
IPO volumes.>8 With USD 11.3 billion IPO proceeds, the UK
generated the largest share in European IPO volume.>®

2.2.2.2 Special Purpose Acquisition Company (SPAC)

A Special Purpose Acquisition Company (SPAC) rep-
resents a “shell” or blank check enterprise, suggesting
thatitdoes not have commercial operations. SPACs aim
at raising money through an IPO to ultimately merge
with or acquire another operating enterprise (usually
within 48 months); while not new to the market they
recently have become a particularly popular vehicle
for transitioning a company from a private company
to a publicly traded one. In essence, investors invest
in the management team that forms the SPAC (also
called “sponsors”) rather than in an underlying oper-
ating business.®®

The global riseinIPOs can also be attributed to SPAC activ-
ities that seem to have regained traction after their emer-
genceinthe 1990s. With 248 in total, SPACs accounted for
more than half of all IPOs on US stock exchanges in 2020.%
As such, US SPACs expanded by about 320% over the pre-
vious year, reaching a total of USD 83 billion in capital
raised (see Figure 6). Despite growing interestand increas-
ing popularity, SPACs still do not play a significantrole in
Europe and the Asia Pacific compared to the US: In 2020,
Europe registered eight SPACs, raising EUR 1.8 billion.6?
In Asia Pacific there were four of them, raising USD 1.44
billion. Thus, together they account for about 5% of the
total number of SPACs recorded in the US and also about
the same share of the total capital raised.®?

52 Defined as all listed companies with a market capitalization below USD 65 million - see WFE, 2011, 2010 Domestic market.

53 See World Bank, 2014, Global Financial Development Report 2014: Financial Inclusion (September 2014).

54 SeeEY, 2021, Global IPO market: 2021 expected to be a good year for new issues (January 5, 2021).
55 See Bloomberg, 2021, Markets: Lockdown Winners Drive Europe’s IPO Market to Surpass 2019 (December 15, 2020) and Baker McKenzie, 2021, IPO Report

2020 & Key Trends Set to Shape 2021 (December 16, 2020).

56 See Baker McKenzie, 2021, IPO Report 2020 & Key Trends Set to Shape 2021 (December 16, 2020).
57 SeeBloomberg, 2021, Bloomberg, 2021, Markets: Lockdown Winners Drive Europe’s IPO Market to Surpass 2019 (December 15, 2020).

58 SeeEY, 2021, Global IPO market: 2021 expected to be a good year for new issues (January 5, 2021).
59 See Bloomberg, 2021, Markets: Lockdown Winners Drive Europe’s IPO Market to Surpass 2019 (December 15, 2020).
60 See SEC, Investor Alerts and Bulletins, What You Need to Know About SPACs - Updated Investor Bulletin (May 25, 2021).

61 See Bain & Company, 2021, Global Private Equity Report 2021 (accessed September 8, 2021) and McKinsey & Company, 2021, A year of disruption in the pri-

vate markets, McKinsey Global Private Markets Review 2021 (April 2021).

62 See Deloitte, 2021, Aufstieg der SPACs: Neue Finanzierungsform erreicht Europa (accessed September 8, 2021).

63 See CNBC, The SPAC frenzy may be heading to Asia — experts say clearer rules are needed (March 26, 2021).
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Figure 6: SPACsin the US from 2016-2020
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Given that SMEs perceive the traditional IPO process as
rather resource intensive, SPACs may represent a means
by which they can get publicly listed. Theoretically, SPACs
can offer SMEs a way to bypass some of the resource-in-
tensive steps when going public, with the underlying pro-
cess more similar to private equity negotiations. However,
in spite of the potential upsides offered to SMEs, SPACs
arenowalkin the park. After going public, the target com-
pany must still have the necessary IPO readiness as sub-
sequentto the business combination it assumes the stock
market listing as new issuer. As a result, the target com-
pany must still comply with all the follow-up obligations
of the respective stock exchanges, the regulations of the
national supervisory authorities, as well as the national
corporate governance recommendations.®

At the moment, it is still difficult to estimate how many
SMEs will choose a SPAC to get listed in the future - not
least because this path of going publicis primarily driven
by the “sponsors” of a SPAC that identify potential target
SMEs rather than the other way round. In addition, the U.S.
Securities and Exchange Commission (SEC) and other reg-
ulators around the world have increased scrutiny of SPACs,

64 See www.spacinsider.com/stats.

thereby also keeping the question open as to what extent
this vehicle for getting publicly listed will be adopted in
the SME landscape.

2.3 Crowdfunding

Crowdfunding generally refers to online-based alterna-
tive forms of financing. It encompasses different catego-
ries that can be distinguished based on the form of reward
received: Crowdlending and crowdinvesting, for instance,
bear monetary rewards for investors. Other forms, such
as crowdsupporting or crowddonating, do not entail any
monetary rewards but are based mainly on altruistic bene-
fits for investors/donators. For example, in crowdsupport-
ing, investors may geta productor serviceinreturn to their
investment; in crowddonating, as the term suggests, capi-
talis donated in no direct exchange of (tangible) rewards.®¢

BUSINESS CROWDLENDING AND
BUSINESS CROWDINVESTING 67

Business crowdlending and business crowdinvesting are online-based
forms of financing outside the traditional banking system and capi-
tal markets in which investors (“the crowd”) provide capital to enter-
prises. The crowd can consist of both private individuals and institu-
tional investors. In this context, the term “disintermediation” is often
used. Inessence, it describes that these typically new forms of financ-
ing aim at circumventing previously established central instances (e.g.,
banks), so-called intermediaries. In other words, when intermediar-
ies are bypassed, they are disintermediated. Fintechs operate in this
domain, often seeking to serve the SME market more effectively. Typ-
ically, fintechs use technology-based solutions to offer SME-oriented
financial services.

Business crowdlending refers to debt financing. It is an online-based
form of financing in which investors provide capital to enterprises in
exchange for interest payments.

Business crowdinvesting refers to equity financing. It is an online-
based form of financing in which investors are granted participa-
tion rights and, if applicable, a share of the profits in return for their
investment.

65 See GoingPublic Magazin, 2021, White paper - Special Purpose Acquisition Companies (August 2021).
66 See CCAF, 2020, The Global Alternative Finance Market Benchmarking Report (April 2020) and IFZ, 2020, Crowdfunding Monitor Switzerland 2020

(June 3, 2020).

67 Definitions are based on CCAF, 2020 and IFZ, 2020 - see footnote above for references.
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As previously noted (see Section 2.1), crowdfunding is
rarely used among Swiss SMEs; their relative share of the
balance sheet total makes up less than 1% (see Figure 4).
Yet, despite the currentinsignificance within the context
of external SME financing, the most recent crowdfunding
figures show that these alternative forms of financing are
rising strongly, making them worthy of note and further
examination. According to the Crowdfunding Monitor
Switzerland 2020, the total transaction volume reached
CHF 597.1 millionin 2019, representing a plus of 16% year
onyear and aremarkable surge of more than 365% com-
pared to 2016. Figure 7 shows the overall Swiss crowd-
funding volumes from 2016 to 2019.

Figure 7: Swiss crowdfunding volumes from 2016 to 2019
(in CHF m)

597.1
600
516.6
500 243
400 374.5
235

300
200

128.2

17.0
o — -
0 170 | A Bl 256 . 24.6
2016 2017 2018 2019

® Crowdsupporting/Crowddonating
Crowdlending

= Crowdinvesting
= Invoice Trading

Source: Own representation based on IFZ (2020)%°

Worthy of special mention is that with a total of approxi-
mately 63%, a considerable portion of the entire crowd-
funding volume flowed into real estate (52%: CHF 312.4
million) and consumer-related capital raising campaigns

(11%: CHF 67.7 million; excluding crowdsupporting/crowd-
donating: 4% or CHF 24.4 million). Accordingly, one third
of the total crowdfunding volume raised was capital that
went to enterprises (CHF 192.6 million), most of which can
be assumed to be SMEs.

Within crowdlending, CHF 159.7 million (27% of the total
crowdfunding volume) represented capital invested in
Swiss enterprises.’® This amount reflects an increase of
19% over the previous year and impressive growth of
roughly 468% compared to 2016 (see Figure 8).

Figure 8: Swiss business crowdlending volumes from 2016 to 2019
(in CHFm)

200
159.7
150 134.4
116
100
50
28.1
0 .
2016 2017 2018 2019

Source: Own representation based on IFZ (2020)”

Within crowdinvesting, CHF 32.7 million (6% of the total
crowdfunding volume), was equity financing that bene-
fited SMEs, most of which were start-ups.”> The portion
of business crowdinvesting slightly increased by 8% year
onyear and has witnessed remarkable growth of approx-
imately 381% since 2016 (see Figure 9). However, looking
atthe total volume of business crowdinvesting recorded,
most funding can be assumed to have been very low vol-
ume transactions.

68 Unless stated otherwise, the figures presented on Swiss crowdfunding were obtained from IFZ, 2020, Crowdfunding Monitor Switzerland 2020 (June 3, 2020).

69 SeelFZ, 2020, Crowdfunding Monitor Switzerland 2020 (June 3, 2020).

70 Theindividual transaction volumes of SME loans in Switzerland are around CHF 300,000 to CHF 500,000. However, the average amounts can vary depending
on the platform'’s business model. Platforms with very short-term loans typically finance smaller volumes.

71 SeelFZ, 2020, Crowdfunding Monitor Switzerland 2020 (June 3, 2020).

72 Investors provided capital to a total of 52 businesses with an average transaction volume of approximately CHF 640,000.
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Figure9: Business crowdinvesting volumes from 2016 to 2019
(in CHF m)
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In spite of the significant upturn crowdfunding has expe-
rienced over the past few years, overall, crowdfunding
is still at a very early stage in Switzerland. Ever since the
launch of the first crowdfunding platformin 2008, a total
of CHF 1.68 billion have been invested (for consumers
and businesses). However, this is only a tiny fraction of
annual bank financing for SMEs in Switzerland (see Sec-
tion 2.1).In 2020 alone, the total volume of debt extended
by banks to Swiss SMEs exceeded total capital raised in
crowdfunding (including all investing classes) by a fac-
tor of 207 since the start in 2008.7* Thus, despite their
remarkable growth rates, this comparison impressively
shows how insignificant - from an overall perspective -
online-based alternative forms of financing for SMEs still
are today in Switzerland.

When looking at things from a global perspective, simi-
lar tendencies are evident. According to the Cambridge
Institute of Alternative Finance, more than USD 304 billion

73 SeelFZ, 2020, Crowdfunding Monitor Switzerland 2020 (June 3, 2020).

were financed via crowdfunding across the globe in 2018.7>
While the total amount was down 27% compared to
2017, the decline in global volume can be explained by
the decrease in alternative finance activities in China.
As part of the introduction of stricter regulation relat-
ing to crowdlending, the total volume of crowdfunding
moved down by 40% in China. Nevertheless, with USD
215.4 billion raised, China still represented the undis-
puted No. 1 in terms of crowdfunding transaction vol-
ume in 2018. With USD 61 billion and USD 10.4 billion
raised, it was followed by the US and UK respectively.
Excluding China from global statistics, the total crowd-
funding volume saw an increase of 48% from USD 60 bil-
lionin 2017 to USD 89 billion in 2018. Figure 10 provides
an overview of relevant global crowdfunding volumes’®
for SMEs and contrasts them with Swiss figures to allow
a feel for the magnitude of crowdfunding transactions
in absolute terms.

Despite their remarkable growth
rates, this comparison impres-
sively shows how insignificant -

from an overall perspective —
online-based alternative forms
of financing for SMEs still are
today in Switzerland.

74 SeelFZ, 2020, Crowdfunding Monitor Switzerland 2020 (June 3, 2020) and SNB, 2021 on data.snb.ch.

75 CCAF (2020) refers to alternative finance as funds that are online-based investments outside established banking systems and capital markets, made by a
network of private and/or professional investors in favor of consumers, businesses, and other types of fundraisers. We refer to these forms of financing as
crowdfunding. Unless stated otherwise, the global figures presented (excluding Switzerland) were obtained from CCFA (2020) - see CCAF, 2020, The Global

Alternative Finance Market Benchmarking Report (April 2020).

76 CCAF (2020) include additional financing models such as balance sheet consumer / real estate / business lending. See CCAF, 2020, The Global Alternative

Finance Market Benchmarking Report (April 2020) for further details.
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Figure 10: Global vs. Swiss business-related crowdfunding volumes
(inUSDm?)

Finance model

Crowdfunding Business Business

total  crowdlending crowdinvesting

APAC (incl. China) 222,000 45,000 172
APAC (excl. China) 6,200 1,800 162
Americas (incl. US) 64,000 2,400 549
Americas (excl. US) 2,800 326 39
Europe (incl. UK) 18,000 3,500 763
Europe (excl. UK) 7,600 997 278
Switzerland 2018 528 135 31
Switzerland 2019 601 161 33

Source: Own representation based on data from CCAF (2020); IFZ
(2019; 2020)78

Representing 17% (USD 50.3 billion) of the overall crowd-
funding volume (including China), business crowdlending
was the second largest form of crowdfunding after con-
sumer crowdlending that accounted for 64% (USD 195.3
billion) of total global crowdfunding volume. On the other
hand, constituting less than 1% of the total global volume
recordedin 2018 (about 5% of the total Swiss crowdfund-
ing volume), business crowdinvesting seemed to play a
minor role within the overall crowdfunding context.

While the absolute figures shown provide valuable insights,
itis also useful to compare the volumes in relation to the
total number of inhabitants to make them more compa-
rable across different countries. Figure 11 provides an
overview of the global crowdfunding volumes per capita.

On a per capita basis, the USA, the UK, Latvia, Estonia, and
the Netherlands were the Top 5. Notably, most of the coun-
tries with high per capita volumes are European. Outside
the euro area, Singapore, New Zealand, Australia, Israel,
and Canada are among the countries with the highest

77 Volumes have been rounded to improve legibility and comparability.

crowdfunding volumes per capita. These countries typ-
ically have economies driven by innovation, with liberal
financial policies in place.” Although accounting for less
than 1% of global volumes annually (excluding China) (see
also Figure 10), Switzerland ranks 11 in the global rank-
ing of per capita crowdfunding volumes. This shows that
even countries with a lower absolute volume of crowd-
funding can still display far-reaching acceptance and use
of online alternative financing instruments.2°

Figure 11: Crowdfunding volumes per capita in 2018 (in USD)
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78 See CCAF, 2020, The Global Alternative Finance Market Benchmarking Report (April 2020); IFZ, 2019, Crowdfunding Monitor Switzerland 2020 (15 May 2020);

1FZ, 2020, Crowdfunding Monitor Switzerland 2020 (June 3, 2020).

79 See CCAF, 2020, The Global Alternative Finance Market Benchmarking Report (April 2020).

80 Seefootnote above.

81 See CCAF, 2020, The Global Alternative Finance Market Benchmarking Report (April 2020); IFZ, 2019, Crowdfunding Monitor Switzerland 2020 (15 May 2020);

1FZ, 2020, Crowdfunding Monitor Switzerland 2020 (June 3, 2020).
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2.4 Initial Coin Offering (ICO)

Initial Coin Offerings (ICOs) are blockchain-based instru-
ments to raise capital (see info box below for some defi-
nitions). In some ways, they can be compared to IPOs.
During a limited period of time, an enterprise issues a
predefined number of digital tokens (coins) directly to
the publicin exchange for cryptocurrencies or paper cur-
rencies.®? The tokens in turn may give access rights to a
platform to buy goods or services offered by the issuer
or function as money on the platform. However, they do
not carry an ownership stake in the enterprise,® which is
why they are also referred to as “utility tokens"”.84

As per the latest figures from PwC, Switzerland and the UK
represented the top two leading European hubs for ICOs in
2018. While Switzerland raised a total of CHF 916 million, the
UK reported slightly less with CHF 894 million in volume.

Globally, as the latest figures show the US and Singa-
pore are among the leading economies within the initial
coin offering sphere. However, in 2018, ahead of Singa-
pore and the US, the Cayman Islands as well as the British

BITCOIN, BLOCKCHAIN, DLT; ALL THE SAME?
SOME KEY TERMS AND THEIR (SIMPLIFIED) DEFINITIONS®®

Virgin Islands ranked in the Top 2 with a total of USD 5
billion and USD 2.3 billion raised respectively. Comingin
third and fourth, Singapore reported USD 2.1 billion of
total capital raised, with the US registering USD 1.5 bil-
lion. The strong position of the Cayman Islands and Brit-
ish VirginIslands can be explained with single large-scale
offerings, forinstance, the one from EOS that accounted
for USD 4.1 billion in the Cayman Islands and Telegram
with a funding volume of USD 1.7 billion in the British
Virgin Islands.

Considering the latest available figures (2019 year-to-date
data until October 31, 2019), Hong Kong undisputedly
had the most coin offering traction with a total volume
of USD 1 billion recorded. In 2018, it was the second most
important ICO hub in Asia after Singapore with a total vol-
ume of USD 428 million raised. In Mainland China, however,
authorities imposed a ban on ICOs in late 2017, labelling
them as anillegal fundraising activity given the insecurities
investors may face regarding fraud or laundering because
of weak/non-existent regulation relating to ICOs.8 In the
sameyear, before being banned, Chinese ICOs raised a total
of about USD 394.6 million in 65 offerings.?”

Distributed ledger technology (DLT) is a special form of electronic data processing and storage. A distributed ledger is a decentralized database that
allows participants in a network (i.e. across multiple nodes) to share read and write access. As opposed to having a single central authoritative instance,
this means that everyone can see who is using and modifying the ledger. While in permissioned ledgers the access to the ledger is regulated, in non-
permissioned ledgers the ledger is openly accessible to everyone. Blockchain is a special type of DLT, essentially also describing digitized and decentral-
ized books of record. Transactions are recorded with animmutable cryptographic signature called hash. The transactions are then grouped into blocks. Each
new block includes a hash of the previous one (blockchain = chaining the blocks together). Note that blockchain is a type of DLT but not every DLT is block-
chain. Bitcoin is a cryptocurrency that is facilitated by the blockchain technology. Thus, in essence, Bitcoin is a decentralized digital currency. Smart con-
tracts are software-based contracts that automatically adapt to the fulfillment or modification of contractual services. For this purpose, they are stored in

the distributed ledger and take effect when predefined conditions are met.

82 SeePwC, 2020, 6th ICO / STO report: A strategic perspective (spring 2020 edition).

83 The emergence of Security Token Offerings (STOs) will be further discussed in 4.2.1.1 Tokenization: Listing directly on public blockchains.
84 See CoinDesk, 2021, ICO Mania Revisited: The Investors and Token Issuers Who Made Good (August 8, 2021).

85 The calculations from PwC (2020; see footnote above for the reference) are based on currency exchange rates on end date of ICOs. They point out that Ether
and Bitcoin exchange are highly volatile rates, which is why actual and current market capitalization of the companies today may differ significantly from the

suggested figures.

86 See CNBC, 2017, China bans companies from raising money through ICOs, asks local regulators to inspect 60 major platforms (September 4, 2017).

87 See Reuters, 2017, China bans initial coin offerings as illegal fundraising (September 4, 2017).

88 Thedefinitions are based on Gabler Wirtschaftslexikon, Distributed Ledger Technologie (DLT) (accessed September 8,2021) and r3.com, 2021 (accessed Sep-

tember 8, 2021).
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Figure 12 shows the development of coin offerings with
the corresponding number of ICOs that took place and
the total volume of capital raised.

Following the record-breaking year of 2018 in which a total
of USD 19.7 billion was raised globally, the volume declined
drastically throughout the first ten months of 2019, reach-
ing USD 4.1 billion. Thus, after a huge initial success fueled
by a lot of enthusiasm, ICOs started to slow down in num-
ber and volume. This can be linked mainly to the lack of
regulation and protection ICOs offer to investors.®°

Figure 12: Global ICOs from 2013 to October 2019
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Infact, weak orinexistent regulation relating to ICOs have
led to a number of failures. Vague white papers and prom-
ises that could not be kept, or in the most extreme case
even deliberate fraud resulted in a large number of frus-
trated and bruised investors. As aresult, generally speak-
ing, ICOs today have a somewhat dubious reputation.

According to PwC,°" better defined regulatory oversight will
be needed inrelation to raising capital via ICOs because the
instrument canin fact be a fruitful financing tool. In partic-
ular, it may be of value for SMEs facilitated by Distributed
Ledger Technologies (DLT). The issuance of tokens enables
not only a rapid adoption of the product and service pro-
vided, but also establishing a customer base before bring-
ing the actual product or service to the market. Having said
that, maximizing value creation by means of such network
effects - which existin new networks of investors that pur-
chase tokens - is one of the most relevant advantages in
comparison to other forms of financing.

However, itisimportant to note that ICOs are not a pan-
acea. For SMEs not rooted in a business model making
it possible to tap into the described network effects,
ICOs may notrepresent aviable and sustainable financ-
ing solution.??

2.5 Internal financing

As mentioned above (see Section 2.1), the majority of Swiss
SMEs operate without any external sources of financing.”?
In total, almost two thirds (65%) rely exclusively on inter-
nal financing. Broken down by enterprise size, a negative

89 SeeFlorie Mazzorana-Kremer, 2019, Blockchain-Based Equity and STOs: Towards a Liquid Market for SME Financing?, Theoretical Economics Letters, Vol. 9(5),

pp. 15341552,

90 SeePwC, 2020, 6th ICO / STO report: A strategic perspective (spring 2020 edition).

91 Seefootnote above.

92 See OECD, 2019, Initial Coin Offerings (ICOs) for SME Financing (January 15, 2019).
93 Figures obtained from: SECO / IFZ, 2017, Studie zur Finanzierung der KMU in der Schweiz 2016 (June 2017).
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relationship between enterprise size and the use of inter-
nal financing is evident - the smaller the enterprise, the
more likely it is that there is no external financing.

By year of foundation, a similar correlation is observable.
Younger enterprises, in particular, tend to not deploy any
form of external financing, but operate exclusively with
internal financing. In 2016, 73% of companies founded in
2010 or later reported that they deployed no form of exter-
nal financing (18% reported bank financing, 9% another
form of external financing). By comparison, only 53% of
enterprises founded before 2000 do not use any form
of external financing (42% reported bank financing; 5%
another form of external financing).

These figuresindicate that specifically younger enterprises
either work with own funds, such as saved capital, or deploy
another form of external financing, such as venture capital.

These figures indicate that specif-
ically younger enterprises either
work with own funds, such as

saved capital, or deploy another
form of external financing, such
as venture capital.

However, these observed relationships are not a particu-
larity of the Swiss SME landscape. Globally, just as in Swit-
zerland, younger firms and smaller enterprises tend to
make more frequent use of internal financing.’* Because
younger and smaller enterprises have been found less
likely to have established relationships with banks and
generally hold fewer tangible assets (and intangible assets
like an established reputation) that may serve as collateral,

they are often excluded from bank financing, and thus
have to deploy internal forms of financing.®>

Following this overview of different forms of financing
and their statistical relevance for SMEs in Switzerland and
worldwide, the next section concludes this chapter by out-
lining the hurdles smaller companies may be confronted
with in raising capital as opposed to larger enterprises.

2.6 Where the shoe pinches: Today’s
pain points in SME financing

In contrast to larger enterprises, SMEs are often con-
strained in their ability to raise capital, because...

@ fixed costs of most financing forms are too high
relative to their investment volume

@ their availability of information relating to various
types of financial support is comparatively low

@ their human and financial resources are compara-
tively limited

@ theriskiness of their investment is comparatively
high for many traditional investors.

This often results in less favorable financing terms
or in the most extreme cases no supply of capital.

SMEs are of particular importance worldwide because
they generate a substantial portion of all jobs and are
importantdrivers of economic developmentin mostecon-
omies.?® To grow and further develop, enterprises need
capital. Yet, the financing needs of SMEs are diverse and
vary according to the stage in the company life cycle. The
need for SME financing depends not least on the age of
the enterprise and itsintended growth strategy. Derived
from this, both debt and equity financing can prove to be
suitable forms of financing.®”

94 See OECD, 2020, Financing SMEs and Entrepreneurs 2020: An OECD Scoreboard (April 22, 2020).

95 See Paroma Sanyal & Catherine L. Mann, 2010, The financial structure of startup firms: The role of assets, information, and entrepreneur characteristics,

Working Papers, No. 10-17.

96 See World Bank, 2021, Small and Medium Enterprises (SMEs) Finance: Improving SMEs’ access to finance and finding innovative solutions to unlock sources

of capital (accessed September 8, 2021).

97 See EIB, 2020, Gap analysis of SME financing - new fi-compass report published (March 20, 2020) and Urs Fueglistaller, Alexander Fust, Christoph Mdiller,
Susan Miller, & Thomas Zellweger, 2019, Entrepreneurship: Modelle, Umsetzung, Perspektiven, 5th Edition, Springer Gabler.
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Itis noteworthy that in Switzer-
land every twelfth SME does not
even submit a credit application to
banks despite their need for it.
The assumption that collateral re-
quirements are too high, that the
credit process is too cambersome,
and the expectation that the appli-
cation filed is not approved are
possible reasons for this.

Generally speaking, debt financing from banks is the most
important form of external financing for SMEs. However,
in contrastto larger enterprises, smaller enterprises tend
to have less access to bank financing. The reasons for this
can be attributed especially to size-related disadvantages
SME typically face. When issuing debt, the cost of financ-
ing inrelation to the amount financed tends to be higher
for SMEs compared with larger enterprises, which usu-
ally have larger financing amounts. Since the financing
costs are relatively fixed, dealing with a smaller invest-
mentamountis of little interest to many financial institu-
tions from an economic perspective.®®If a financing offer
does materialize, SMEs are often faced with less favorable
financing terms, such as interestrates, maturities, repay-
mentterms and security required. Alack of collateral and
credit history often makes it difficult to obtain financing
that meets the SME's needs.*®

It is noteworthy that in Switzerland every twelfth SME
does noteven submit a credit application to banks despite
their need for it. The assumption that collateral require-
ments are too high, that the credit process is too cumber-
some, and the expectation that the application filed is not
approved are possible reasons for this. These SMEs that
donotapply for bank financing in spite of their need for it

98 Urs Fueglistaller etal., 2019 - see footnote above for the reference.

A 1

arereferred to as “discouraged borrowers”. They account
for 27% of all SMEs with a financing need in Switzerland.
Importantly, the proportion of discouraged borrowers
decreases as company size increases.'?®

Onthesupplyside, from the perspective of capital provid-
ers,arecentIFCstudy' reflects the issues described. Of
a total of 114 heads of SME banking units surveyed (cov-
ering all regions of the world), over half (52%) cited credit
risk as their biggest challenge in SME financing. Within
this context, poor macroeconomic conditions in particu-
lar were described as problematic as they resultin higher
interest rates, which in turn increase the cost of borrow-
ing for SMEs and consequently lead to more defaults and
late payments. Accordingly, the study suggests that banks
tend to view SME financing as risky, which is why they are
inclined to be conservative in their risk assessment. Since
SMEs tend to have less publicinformation available, they
are often less transparent for banks compared to larger
companies with more publicly available information. This
leaves banks with more difficulties in carrying out their
credit assessments for SMEs, often resulting in rejected
SMEs credit applications or poor financing terms. Thus,
banks perceive as problematic not only the lack of collat-
eral butalso thelack ofinformation on the part of SMEs.

99 SeeIFC, 2017, MSME Finance Gap: Assessment of the Shortfalls and Opportunities in Financing Micro, Small and Medium Enterprises in Emerging Markets
(accessed September 8, 2021) and Facundo Abraham & Sergio L. Schmukler, 2017, Addressing the SME Finance Problem, Research & Policy Briefs: From the

World Bank Malaysia Hub, Vol. 9 (October 2017).

100 See SECO/IFZ, 2017, Studie zur Finanzierung der KMU in der Schweiz 2016 (June 2017).

101 SeeIFC, 2019, Banking on SMEs - Trends and Challenges (June 2019).



Status Quo: The Relevance of Different Forms of SME Financing Today

However, the financing challenges described do not relate
exclusively to debt financing. Size-related disadvantages
can also be observed on private and public markets. On
private markets, forinstance, SMEs appear to experience
similar size-related issues as with bank financing. With
their relatively low issue size compared to larger enter-
prises, SMEs tend to be economically uninteresting for
many traditional private equity investors. Investorsin this
domain traditionally expect high compensation for the
substantial asymmetry of information that exists on pri-
vate markets more generally, and specifically with SMEs.
As a result, private equity investors not only expect the
cost of capital to be higher but also require a lot of data
from SMEs to conduct their due diligence.’®> However, this
proves to be more challenging for SMEs because of lack-
ing human and financial resources.

Smaller enterprises are also less likely to be found on
public capital markets than their larger counterparts.
Thereasonsfor this arelinked not only to the intention to
remain asindependent as possible, but again, also to the
resource-related challenges that SMEs tend to have, mak-
ing access to public capital markets considerably more dif-
ficult. A study from the World Federation of Exchanges &
Milken Institute’®finds only a small number of SMEs which
either considered listing and decided against it or which
had not considered listing at all and which cited the avail-
ability of an alternative source of financing as the reason
for not listing. This finding indicates that SME access to
various forms of financing appears limited.

In conclusion, size-related disadvantages, including asym-
metricinformation distribution and unfavorable transac-
tion cost structures lead to inefficiencies. This shows that
even today raising capital in the form of debt or equity
financing continues to be a hurdle for the growth and
expansion of many SMEs. If financing is obtained or invest-
ment offers are made, the terms and conditions are often
not competitive with those of larger enterprises.

Overall, however, it can be assumed that the problems
mentioned above are more pronounced in lower-income
economies and in economies where financial systems
and capital markets are less mature. In Switzerland, for
example, SME credit supply constraints are likely to be
comparatively low. According to the State Secretariat for
Economic Affairs only six out of 100 Swiss SME loan appli-
cations are rejected. Insufficient financial strength and
insufficient collateral can be cited as the main reasons for
these rejections. Around 75% of all approved financing
received the requested credit volume in full.'® By com-
parison, the IFC'% estimates that 40 out of every 100 for-
mal SMEs in developing countries have an unmet financ-
ing gap, and points out that the figure s likely to be much
higher ifinformal SMEs were also considered.

Taken together, regardless of the extent - depending on
the economy’s characteristics they operate in - SMEs tend
to be constrained in their ability to raise capital. While not
necessarily facing a major financing gap, SMEs frequently
experience difficulties in accessing financing. For many,
in comparison to larger enterprises, the process is com-
paratively more onerous and often results in less favor-
able financing terms.

Yet the existing SME financing challenges may also offer
opportunities worth further exploring. Technology-based
innovations in particular may play a central role for both
existing, well-established financing providers as well as
for disruptors in the market. For instance, even if not yet
making up a significant share of SME financing in terms
of total volume, the growth rates of online-based alterna-
tive forms of financing indicate that new ways of raising
capital are gaining traction and may effectively address
existing shortcomings in SME financing.

In the following chapter, we will therefore take a closer
look at and further examine trends observed in SME
financing.

102 See Florie Mazzorana-Kremer, 2019, Blockchain-Based Equity and STOs: Towards a Liquid Market for SME Financing?, Theoretical Economics Letters, Vol. 9(5),

pp. 1534-1552.

103 See World Federation of Exchanges & Milken Institute, 2017, Small and Medium-Sized Enterprises and SME Exchanges: A joint report of the World Federation

of Exchanges the Milken Institute (July 18, 2017).

104 See SECO/IFZ, 2017, Studie zur Finanzierung der KMU in der Schweiz 2016 (June 2017).
105 SeeIFC, 2017, MSME Finance Gap: Assessment of the Shortfalls and Opportunities in Financing Micro, Small and Medium Enterprises in Emerging Markets

(accessed September 8, 2021).
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Technological innovationisimpacting all businesses. This is not simply a phrase but afactand can also be derived from
the massive growth rates observed with online-based alternative financing solutions. We believe that technological
innovation will continue spurring progression in the future of SME financing. The potential of technology is far from
exhausted. Rising computing power will further accelerate technological progression and enable change, growth,
and advancement. However, not only technology but also non-technological factors, such as regulation, institutions,
and entrepreneur preferences, have shaped SME financing and will continue to do so in the future.

In the following, we therefore present four technologically and five non-technologically driven developments we
expect to become or remain important. In doing so, we do not claim to be complete but focus on forces we deem of
particular relevance within the SME financing context.

3.1 Tech drivers impacting SME

financing

In only ten years — between 2010
and 2020 - the global amount of
digital data grew from 1.2 trillion
gigabytes to an incredible 59 tril-

In the following we discuss the four mostimportant tech driv-
ersimpacting SME financing: First, growth of data; second,
automation, artificial intelligence, and enhanced data ana-
lytics; third, Distributed Ledger Technology (including block-
chain technology) and last but not least, the level of tech-
nological development and expertise of SMEs themselves.

lion gigabytes (or 59 zettabytes,
which is a 59 followed by 21 zeros).

This marks a surge of nearly

311 5,000%.

Enormous growth of data

In only ten years - between 2010 and 2020 - the global
amount of digital data'® grew from 1.2 trillion gigabytes
to an incredible 59 trillion gigabytes (or 59 zettabytes,

which is a 59 followed by 21 zeros). This marks a surge
of nearly 5,000%."%7 According to the International Data
Corporation,'®® in the next three years more data will be
created than was created in the last 30 years combined'®®
and reach 175 zettabytes by 2025.1"°

While these figures are very impressive, the question for
many may still be: Where is all this data coming from?
Part of the answer can be found inthe 4.5 billion internet
users there are today.""" With every Google search, with
every email we send, every time we pay using a debit or

credit card, every time a song, a podcast, or a movie is
streamed, data is produced. To make this data creation
a little more tangible, itis also possible to break it down
into how much data is generated in every single minute
of the day. Forinstance, in every 60 seconds...

...Zoom hosts 208,333 participants in meetings

...Twitter gains 319 new users

...Microsoft Teams connects 52,083 users

...LinkedIn users apply for 69,444 jobs

...Instagram business profile ads

see 138,889 clicks.'?

106 The International Data Corporation (IDC) refers to it as the “global datasphere” and defines it as the sum of all data created, captured, and replicated - see
IDC, 2017, Data Age 2025: The Evolution of Data to Life-Critical - Don’t Focus on Big Data; Focus on the Data That's Big (April 2017).

107 See Forbes, 2020, 54 Predictions About The State Of Data In 2021 (December 30, 2020).
108 SeeIDC, 2020, IDC's Global Data Sphere Forecast Shows Continued Steady Growth in the Creation and Consumption of Data (8 May 2020).

109 See The Economist Intelligence Unit, 2021, The lynchpin of competitive advantage (accessed September 8, 2021).

110 SeelDC, 2017, Data Age 2025: The Evolution of Data to Life-Critical - Don’t Focus on Big Data; Focus on the Data That's Big (April 2017).
111 See Visual Capitalist, 2020, Visualizing the Social Media Universe in 2020 (August 28, 2020).

112 See WEF, 2020, Here's what happens every minute on the internet in 2020 (September 21, 2020).
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Considering that the incredible
pace of data creation is not likely
to come to a halt, the question for
financing suppliers will be how
to extract value.

Yetitis notonly people who are responsible for the growth
in data. Another source of the enormous rise is today’s
computerization of almost everything. Technology is
becoming part of all sorts of objects that are not per se
computers (like our laptops or smartphones), for instance,
factories, homes, refrigerators, or coffee machines. Today
many things have started to become “smart”. These things
interact with each other, and thus not only share but cre-
ate even more data. The inherent connectivity and inter-
actionimpliedisreferred to as the Internet of Things (IoT).
IoT foresees a future in which computers will be embedded
into literally anything such as buildings, bridges, power
grids, hospitals, public transportation, road traffic, and
even entire cities.""® A forecast projects that we will have
atrillion connected “computers” by 2035."

Taken together, while data once was predominantly used
to run business operations, today it has become an inte-
gral part in handling all sorts of aspects of daily life for
consumers, governments, and businesses alike."> Con-
sidering that the incredible pace of data creation is not
likely to come to a halt, the question for financing suppli-
erswill be how to extractvalue. As such, the central aspect
to the seemingly unmanageable amount of data emerg-
ing from all sorts of different sources will be how financing

suppliers, and basically any other type of business, can
transform data into actionable insights."®

Within this context, some informants pointed out that
today SMEs may not be well covered by financial analysts
and research firms compared to larger companies. Poten-
tial SME investors therefore have to produce the infor-
mation relevant to the funding decision themselves. Yet,
these (mainly manual) efforts are costly and may thus
hold many back from investing (smaller amounts) in sin-
gle SMEs. However, with the growth of data, and espe-
cially alternative data, in the future investors may obtain
access to cheap and instantly available information on
SMEs. This, in turn, may make it easier for them to invest
in a wide range of SMEs without themselves having to
dedicate extensive resources to monitor every single one.

3.1.2 Automation, artificial intelligence, and
enhanced data analytics

With increasing computing power and advances in technol-
ogy, many processes across all differentkinds of industries
and areas have begun to be automated, and consequently
have begun to be more efficient and less costly in terms of
execution. More specifically, Robotic Process Automation

113 See The Economist, 2019, Drastic falls in cost are powering another computer revolution: The Internet of Things is the next big idea in computing (September

14, 2019).

114 See The Economist, 2019, How the world will change as computers spread into everyday objects: The “Internet of Things” will fundamentally change the

relationship between consumers and producers (September 14, 2019).

115 SeeIDC, 2017, Data Age 2025: The Evolution of Data to Life-Critical - Don't Focus on Big Data; Focus on the Data That’s Big (April 2017).
116 SeeInsideBigData, 2017, The Exponential Growth of Data (February 16, 2017).



(RPA) has allowed the automation of simple, repetitive, and
error-prone tasks. The main requirement for this is that the
underlying data is available in standardized form.

In general, many steps along the financing value chain are
rule-based and can therefore be easily standardized and
automated. For example, entering or updating customer
information or processing funding payments (i.e. when “if
this, then that” rules apply). On this basis many process
steps have already benefited from RPA and become less
cumbersome and expensive.

However, thus far the challenge has been to standardize
and automate SME financing processes where underlying
data is unstructured. This applies particularly to finance
analysis and funding decision processes. It has been shown
that largely unharmonized balance sheets and annual
financial statementsin Switzerland'” undermine or atleast
impede some of these efforts. In other words, endeavors
to automate data-driven analytics within the SME financ-
ing process have so far proven to be challenging.

In spite of these challenges, it can be assumed that man-
ual intervention in the financing process will be steadily
reduced as technological possibilities expand and assist
in extracting, transforming, and processing unstructured
data. We believe that in the future the question will
move beyond simple standardization and automation
of rule-based routine tasks within the financing process
and shift towards more customization in the finance
analysis and funding decision processes, thus progress-
ing towards more individualized data-driven analytics.

Infact, advances in Artificial Intelligence (AI) - an overar-
ching term referring to machines capable of perception,
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logic, and learning'® - promise accurate predictions based
on statistical models with little structure. While these
models have been around for more than half a century,
the enormous rise in data and computing power has
changed the way Al is perceived - from rather unfruitful
to extremely promising in nature.

Machine Learning (ML), a sub-program of Al that refers
to the ability of machines to learn from data - i.e. to refine
their responses over time based on more data input with-
out being specifically programmed'® - have experienced
progress far beyond what computer scientists would have
expected. Even so, artificial generalintelligence - that refers
to machines having human-like capacity to learn and under-
stand intellectual tasks'? - still lies in the far future and is
unlikely to be achieved within the next 20 years.’'

Yet, as we move forward, Al will continue to pervade many
(new) fields of our daily lives as its advancements will be
further spurred by increasing computing power. For the
SME financing process, these developments in technolo-
gies promise maximization of efficiencies along the entire
value chain - particularly in data-driven analytics. Al allows
notonly historical data to be putinto a meaningful context
but also variable conditions, such as daily shifts in data
patterns to be accounted for in real time. Subsequently,
with enhanced data analytics, the financing process can
be expected to become increasingly forward-looking in
nature.’?? ML will ultimately allow more sophisticated ana-
lytics. Predictive analytics, for instance, offer insightsinto
future developments - thus, the anticipation of future sce-
narios - by taking data into account from any imaginable
source that relates to a specific problem, including data
not considered by human professionals to be relevant to
the task at hand.'?3

117 Afew informants mentioned how in Switzerland most SMEs follow OR 957ff when preparing their annual statements. This law of obligation describes that
an accounting document is any written record on paper or in electronic or comparable form necessary to trace the transaction or fact on which an account-
ing entryis based. Inthe end, this leads to individual balance sheets and annual statements that can look very different from one another, thus being difficult

to standardize and automate.

118 SeeIntel, 2018, The Many Ways to Define Artificial Intelligence (21 May 2018).

119 See HBR, 2019, The Power of Predictive IT: Improve Reliability and Prevent Outages Across Your Organization (accessed September 8, 2021).

120 See The Economist, 2020, An understanding of Al's limitations is starting to sink in: After years of hype, many people feel Al has failed to deliver, says Tim

Cross (June 13, 2020).

121 SeeKatja Grace, John Salvatier, Allan Dafoe, Baobao Zhang, & Owain Evans, 2018, When Will Al Exceed Human Performance? Evidence from Al Experts, Jour-

nal of Artificial Intelligence Research, Vol. 62, pp. 729-754.

122 At the heart of both the debt and equity financing process lies the decision as to whether and on what terms capital is granted. Up to now these decisions
have typically been based on historical data such as financing potential (e.g., ratio between debt and cash flow), productivity and profitability (e.g., ratio
between turnover and financial commitments), financing ratio (e.g., ratio between equity and liabilities) or liquidity (The Federal Council, 2020).

123 See HBR, 2019, The Power of Predictive IT: Improve Reliability and Prevent Outages Across Your Organization (accessed September 8, 2021).
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Another example that shows how costs could be reduced
based on these technological advances can be seen in
the legal field, more specifically, in contract reviews. It
may become possible for anyone to write a contract,
with AI scanning to check for liability risks and prob-
lematic clauses or exposures, for instance, and then
involving a lawyer only for finetuning and finalizing
the document. All in all, the promise of enhanced data-
driven analytics is to execute processes more efficiently
as well as to take more objective and better-informed
decisions grounded in more facts and insights rather
than based on conjectures or instinct.'24/12>

Taken together, we believe that boosted technological
innovation and data analytics, such as enabled by AI, will
advance the finance analysis and funding decision pro-
cess (e.g., creditworthiness assessment, risk scoring
and risk management, contract conclusion, etc.), spe-
cifically and allow for more accurate individual real-
time assessments and predictions in the future. These
tremendously promising yet far from matured technolo-
gies (in practical application) will enable better quality in
data-driven decisions as they accomplish the evaluation
and weighting of a greater variety of criteria and indica-
tors than any of today’s “simply” automated processes
(i.e. RPA) or human brains.’”? When effectively harnessed,
enhanced data-driven analysis will enable efficiency maxi-
mation as well as better forecasting and evaluation of dif-
ferentscenarios along the whole debt and equity financ-
ing value chain, thus leading to a faster funding processes
with significantly lower financing and monitoring costs.

3.1.3 Distributed ledger technology on the rise

Distributed Ledger Technology (DLT) is on everyone's
lips and frequently mentioned when there is talk of auto-
mation and process efficiency enhancement. But what
actually is DLT?'?7 In essence, DLT refers to a particular
means of electronic data processing and storage and can
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be compared to a network of digital notaries. In a pub-
lic transaction register, all transactions are checked and
verified by numerous notaries across the network. After
checking and verification, the entries are stored as identi-
cal copies on different databasesin a decentralized man-
ner. The DLT enables information and associated own-
ership to be transferred and managed directly between
different parties on the internet without the involvement
of a centralized authoritative instance.'?®

The advantages associated with DLT are manifold but

essentially boil down to the following:'?°

- Transparency and immutability
The distributed ledger allows participants in the net-
work (unless otherwise defined) to view the entire
data history. This makes the transfer of values or the
exchange of information traceable throughout the
entire network, thereby allowing transactions to be
stored in a tamper-proof manner without requiring
trust between network participants.

- Operational efficiency
DLT offers less complex processing of transactions with
high reconciliation requirements. Especially in pro-
cesses with shared responsibilities, the direct coordi-
nation between the parties involved (and their associ-
ated documentation) could automate process-intensive
intermediate steps and shorten the overall processing
time - and reduce costs accordingly.

- Security and resilience
As opposed to a centralized network, there is no single
point of failure in a DLT. Put differently, there is no sin-
glecritical node indispensable for the functioning of the
network. The ability of other nodes to compensate for
the failure of one node can be interpreted as increased
resilience. If a copy of the distributed ledger is corrupted
by an attacker, this can be corrected by additional cop-
ies that contain the original data. As such, the decen-
tralized structure promises to increase the security of
the values and information transferred in the network.

124 See The Economist (sponsored by SAS), Machine learning and artificial intelligence in a brave new world (accessed September 8, 2021).

125 The open question is likely whether AT will come up with its own new credit-rating models or whether it will simply try to predict already existing rating mod-

els (e.g., such as of Standard & Poor’s, Moody’s, etc.).

126 See BankingHub, 2017, Die Zukunft beginnt heute: die digitale Revolution im Kreditprozess: Zielbilder im Spannungsfeld technischer Moglichkeiten und

rechtlicher Erfordernisse (August 9, 2017).

127 Refer to the info box in Section 2.4 Initial Coin Offering (ICO) for key terms and definitions relating to DLT and the blockchain.

128 See SwissBanking, 2021, Distributed Ledger Technology (accessed September 8, 2021).

129 See Deutsche Bundesbank, 2017, pp. 41/42, Monatsbericht: Distributed-Ledger-Technologien im Zahlungsverkehr und in der Wertpapierabwicklung: Poten-

ziale und Risiken (September 2017).
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- Independence from intermediaries

DLT enables transactions or information to be
exchanged between participants without interme-
diation. Potentially, based on its peer-to-peer struc-
ture, DLT could eliminate the need for special sys-
tems operated by intermediaries. Intermediaries,
who classically perform validation transactions,
would no longer be necessary from a purely tech-
nical perspective.

- Automated contract processing
The automated fulfillment of contractual claims in DLT
(through so-called “smart contracts” - see in Section 2.4)
promises high potential for process optimization. The
automated conclusion of contracts holds enormous
potential for efficiency, particularly in transactions that
require reconfirmations or guarantees from partners.

On account of these benefits, DLT also offers enormous
potential for the entire financial industry. In particular,
DLT is expected to bring advantages and increase effi-
ciency wherever standard processes are still carried out
manually and are dependent on central instances. They
can be found in payment transactions, in the credit busi-
ness, but also on global capital markets - i.e. in public
markets but especially in private markets - that are often
still characterized by dispersed and siloed networks with
restricted interoperability, often requiring manual inter-
vention when reconciling between different systems.'3°

Overthe last decade and especially over the course of the
pasttwo tothreeyears, DLT has increasingly found its way
into our lives. However, the technology is still initsinfancy
when it comes to realizing its potential in SME financ-
ing. This has also become evident throughout the vari-
ous conversations we had, as many informants reported
that DLT-enabled solutions are often rather abstract and
complex, thus not intuitively and easily transferable to
one'sown business context. We suggest that considerable
efforts are still needed to throw light on the DLT-based
threats and opportunities. While in general the reasons
forengaging with DLT may appear to be more obvious for
SMEs with more digitized business models, as of today
SMEs with a rather traditional business model still need
to obtain a better understanding of the advantage for
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themselves. Thus, the main task going forward will be
to carve out economically feasible use cases, business
models and services that can be realized with DLT and
benefit both SMEs and their capital providers.

3.1.4 SME's business models will become
more digital

Technology impacts not only the supply side of capital in
the form of fintechs and enhanced data analytics but also
SMEs themselves. It can be assumed that the likelihood
of a company opting for a digital financing option also
depends on the company’s business model.

The value chain we have known for centuries is mov-
ing towards more intangibles and less tangible assets.
There has been a trend of more tech-based businesses
entering the market, aiming atleveraging the advantages
attributed to the use of technology. This trend is also dis-
cernable for those SMEs that operate in more “traditional”
fields. Physical products and services are increasingly
being extended and supplemented by technologically
driven solutions such as digital platforms and distribu-
tion channels.Inshort, along with accelerated technolog-
ical progression, we expect that the SME landscape will
also experience a shift towards more digitized business
models, and thus to the adaption of more technologically
driven financing solutions.

130 See Bain & Company, 2020, For Digital Assets, Private Markets Offer the Greatest Opportunities (December 16, 2020).
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This development might also be impacted by digital
natives assuming responsibility in SMEs. People born
after 1980 are commonly considered digital natives, as
they are the first generation that has grown up with the
new technologies of the digital age, thus having beenin
close contact with computers, the internet, and mobile
phonesfrom an early age.Inthe coming years, more and
more “true” digital natives will transition into SME man-
agementor haverecently already done so. As these peo-
ple are more likely to be open to and to have a greater
understanding of digital technologies, digital financing
solutions might gaininimportance in the coming years.

At the same time, however, itis important to note that
the shift towards new business models may also result
in lower average capital requirements. Today, busi-
ness models can be executed at only a fraction of
the cost compared to what was needed two decades
ago. As such, given that more financing channels, such
as online-based alternative forms of financing, will be
able to cover the “smaller” needs of SMEs for capital,
it will become increasingly important for the different
financing providers to effectively communicate and
establish other benefits alongside merely “capital rais-
ing” - such as increasing awareness and visibility of
as well as investor trust in a company/brand in the
case of an IPO.

3.2 Non-tech drivers impacting
SME financing

Alongside tech drivers, there are also a number of other
factors and trends that will impact SME financing. We out-
linethe mostimportant ones: First, low interest rates; sec-
ond, pecking order of financing; third, financial skills gap;
regulation; and lastly, sustainability.
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3.2.1 Low interest rates may become the
new normal

Interest rates are currently at a historically low level and
there are no indications that this will change in the near
future. Because inflation is low, not only nominal but also
realinterestrates are low. The reasons for this historically
low level of interest rates can be found in both expan-
sionary monetary policy of the recent decade, butalsoin
changes of economic fundamentals, most importantly
demographic changes. The age structure of the popula-
tion is important because different age groups save dif-
ferentshares of theirincome which impacts the supply of
capital and, hereby, interest rates. Specifically, the high
proportion of middle-aged people (40-64 years old), who
typically save more than other age groups, has negatively
impacted real interest rates.™"

As aresult of these low interest rates, companies in Swit-
zerland and in other countries have expanded their invest-
ment plans, as even projects with a lower return become
profitable. SMEs are more prone to changes in interest
rates because they are more likely to be impacted by finan-
cial constraints. In recent years, these firms profited the
most from low interest rates.'s?

Obviously, how interest rates will develop in the future is
unknown. Real interestrates have been declining for more
than thirty years. While monetary policy might become
more restrictive in the medium term, other factors that
have contributed to the decline in interest rates, such as
demographic factors, will not change much and there-
fore will not contribute to a renewed increase in interest
rates. Some academics therefore argue that low interest
rates are here to stay and represent the “new normal”.’33
Thus, itis likely that debt financing will continue to be
available at low cost, which will make other forms of
financing comparatively less attractive.

131 See Reto Follmi, Niklas Isaak, Philipp Jager, Torsten Schmidt, & Pascal Seiler, 2021, Ursachen und Wirkungen der Tiefzinsphase - Eine empirische Analyse mit
Mikro- und Makrodaten, Grundlagen fur die Wirtschaftspolitik, Nr. 26., Staatssekretariat fir Wirtschaft SECO, Bern, Switzerland.

132 See Christian Eufinger, Andrej Gill, Yann Girard, Florian Hett, & Tobias Waldenmaier, 2021, The impact of an interest rate cut on corporate activities in a low
interest rate environment, Grundlagen fir die Wirtschaftspolitik, Nr. 27, State Secretariat for Economic Affairs SECO, Bern, Switzerland.

133 See Reto Follmi, Niklas Isaak, Philipp Jager, Torsten Schmidt, & Pascal Seiler, 2021, Ursachen und Wirkungen der Tiefzinsphase - Eine empirische Analyse mit
Mikro- und Makrodaten, Grundlagen fur die Wirtschaftspolitik, Nr. 26., Staatssekretariat fir Wirtschaft SECO, Bern, Switzerland.
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3.2.2 Pecking order of fnancing remains
important

As outlined earlier in this white paper (see Section 1.3),
entrepreneurs have a preference ranking concerning dif-
ferent forms of financing. Because of information asym-
metries and adverse selection effects, entrepreneurs
expect that external investors will be willing to investinto
their company only if they are able to charge a premium
and obtain certain control rights. Thus, entrepreneurs
perceive external financing relatively costly for them and
therefore prefer internal forms of financing.

This is reflected in the prevailing bootstrapping mental-
ity and the widespread use of own funds in most SMEs.
If SMEs need external financing, they typically prefer
debt financing over equity financing. The current period
of low interest rates has increased the attractiveness of
debt financing, as outlined above, but is unlikely to have
generally changed the described pecking order of financ-
ing. Thus, we assume that the preference for remaining
independent and relying on own funds will also apply in
the future. If external capital is necessary, debt financing
is preferred over equity financing, although the latter may
offer avariety of benefits for SMEs that debt does not, e.g.,
alongside capital, increased visibility and awareness for a
company thatis publicly listed.

However, a higher preference for equity financing
would generally require a fundamental cultural and
institutional change, which is not foreseeable.

3.2.3 Closing the financial skills gap

In the past, when it came to SME financing and its possi-
ble shortcomings, the focus of attention has usually been
onthesupplyside.In other words, a potential financing
gap has been attributed mainly to reluctance or deficien-
cies on the side of banks or other investors. However,
in recentyears, the attention has shifted more towards
the demand side. Smaller SMEs typically do not employ
a finance expert which is why the financial knowledge
in SMEs has always been limited in comparison to larger
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enterprises. SMEs are frequently unaware of the exis-
tence of alternatives to bank lending and, even if they are,
they are very often unable or unwilling to comply with
the requirements of professional investors.'** This lack
of understanding has been termed the “financial skills
gap”.In other words, a significant number of SMEs do not
seek the finance instruments most suited to their needs -
or do not look for external financing at all, because they
expect their financing requestto berejected, asin the case
of “discouraged borrowers” mentioned above (see Sec-
tion 2.6). The issue related to the financial skills gap was
alsoraised several times by our informants. They claimed
that many owners/managers in SMEs are not sufficiently
skilled in presenting and selling their case for financing.
As they further explained, many SMEs seek capital but
do notunderstand their counterparty needs and thus do
not understand what is needed to obtain funding from
capital providers.

However, there are some indications that this situation
will change for the better as there seems to be a grow-
ing awareness on the part of entrepreneurs and policy
makers that the financial knowledge of SMEs ought to be
improved.In2015,an OECD reportargued that“anincreas-
ing concern about the lack of entrepreneurial skills and
capabilities and low quality of investment projects is driv-
ing actions that target the skills of existing or would-be
entrepreneurs. Thisis all the more importantin the light
of the limited awareness and understanding about alter-
native instruments on the part of start-ups and SMEs."3%

SMEs are frequently unaware of
the existence of alternatives
to bank lending and, even if they

are, they are very often unable
or unwilling to comply with the
requirements of professional
investors.

134 See Kris Boschmans & Lora Pissareva, 2018, Fostering markets for SME finance: Matching business and investor needs (February 22, 2018).

135 See OECD, 2015, p. 107, New Approaches to SME and Entrepreneurship Financing: Broadening the Range of Instruments (February 2015).
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Worldwide, a number of countries have adopted measures
for improving the financial education of entrepreneurs
and SME owners/managers. Also, as outlined above, the
current generation of entrepreneurs is more tech-savvy
than previous ones and should have a higher affinity to
innovative digital finance solutions.

3.2.4 Regulation is also evolving

The area of corporate finance is subject to a number of
regulations intended to ensure not only the supply of suf-
ficient capital to the economy but also stability. For exam-
ple, following the global financial crisis, the so-called Basel
IIT framework was introduced. With the aim of bringing
more resilience to the banking system, the implementa-
tion of measures such as arisk-based capital ratio made it
more costly for banks to offer credits with a higher degree
of risk and tightened the conditions of SME lending after

SWISSACT ON TAXREFORM AND AHV FINANCING (TRAF)
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the crisis in some countries.’?® In Switzerland, low inter-
est rates seem to have mitigated some of the negative
effects of this financial reform.

Other developmentsin the corporate operating environ-
ment, such as the Swiss Act on Tax Reform and AHV financ-
ing (TRAF -see info box below), changes in corporate laws
(e.g., the possibility of entirely online general meetings)
and the growing importance of sustainability aspects (see
Section 3.2.5) will continue to evolve and shape the SME
financing landscape.

Yet, in addition to this, importantly, with technology that
has enabled new alternative financing solutions to unfold
and grow, new accompanying regulatory oversightis also
needed. While one might regard regulation merely as a
hindrance for economic actors, itis - if sensibly designed -
beneficial and even necessary for all market participants.

The Swiss Act on Tax Reform and AHV Financing (TRAF) entered into force on January 1, 2020. It covers several fiscal measures to help maintain Swit-
zerland’s competitiveness as a business location in a global context. As such, TRAF marks the end of all tax regimes not in line with international

standards."’

In essence, large corporate groups and SMEs will be taxed in a way which reduces the overall tax burden for SMEs. In addition, by connecting the tax
reform with financing old age and survivors insurance, the Swiss population will benefit directly. In the long term, TRAF will assist in ensuring general
prosperity and provide certainty as well as predictability for companies and help secure pensions.'*®

Key Tax Policy Measures '*°
- Introduction of patent box and special deduction for R&D costs

- Increase of the cantonal share of the direct federal taxes which can be used to reduce cantonal profit tax rates
- Limitation of the maximum relief for all new measures at cantonal level to 70%

- Adjustments to cantonal capital tax

- Introduction of a deduction for equity financing in the canton of Zurich

- Introduction of a proportionality rule under the capital contribution principle for companies listed on a Swiss stock exchange

- Increase of the partial taxation of private dividend income to 70% for federal taxes and at least 50% for cantonal and municipal taxes

- More uniform tax treatment in the event of changes in tax status, inflows and outflows of companies

- Asasocial compensation measure, an additional CHF 2 billion financing of old age and survivors insurance was decided by increasing the old age
and survivors insurance contribution rates of employer and employee by 0.15% each

136 See OECD, 2020, Financing SMEs and Entrepreneurs 2020: An OECD Scoreboard (April 22, 2020).
137 See BDO Tax News, 2020, World Wide Tax News Issue 54, The Swiss tax reform (TRAF) entered into force on January 1, 2020 (March 2020).

138 See BDO Switzerland, 2021, TRAF: Tax proposal 17 (accessed October 5, 2021).

139 See PwC, 2021, Federal Act on Tax Reform and AHV Financing (accessed October 5, 2021).
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Forinstance, without regulation or industry standards,
digital assets will struggle to gain acceptance from insti-
tutional investors. These investors wantto be assured that
the market infrastructures that support trading in digital
assets are stable. Asan example of alack of regulation, the
early developmentin theICO area can be cited. Here, alack
of regulation led to corrupt companies being able to carry
outan ICO withoutinvestors being adequately protected.
This lack of regulation is probably the reason why inves-
tors have partly lost trustin ICOs, leading to a declinein the
number of ICOs inrecentyears. Taken together, we expect
alternative forms of financing to be regulated more exten-
sively in future, even though itis still unclear what exactly
this regulation will look like.

Overall, the challenge will be to find the right level of reg-
ulatory oversight for both existing as well as new forms of
financing. On the one hand, regulation should enable trust
and investor protection in the system (to emerge), while at
the same time not being too restrictive and hindering its
formation and the unfolding of associated benefits.

3.2.5 Sustainability aspects will not lose
relevance

Assomeinformants highlighted, issues related to sustain-
ability will continue to be of importance, also in the SME
financing landscape. Interestamong investors and other
stakeholders in their invested companies’ environmen-
tal as well as social and governance strategies is growing
and we believe will continue to expand in importance.'#®
Thisis also supported by the fact thatimpact investing'!
has gained traction in recent years for both individual as
well asinstitutional investors.'*? Impact investing encom-
passes awide range of investment opportunities that span
different geographicregions, asset classes and sectors.

140 See PwC, 2021, ESG reporting (accessed October 5, 2021).
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For example, financial support may reach smaller enter-
prises and projects for sustainable agriculture, renewable
energy, environmental protection, basic education, or
health.In addition to microcredits and various other forms
of loans, private equity is also increasingly being used.’*3

Along with the rise of impact investing, we expect that
related measures such as ESG ratings and reports' will
become increasingly relevant for SME financing. More
specifically, because more and more investors and finan-
cial portfolios are targeting investments with a positive
social and environmental impact, we believe that SMEs
with a high sustainability orientation might find it easier
to access external financing. In fact, credit rating agen-
cies today already factor sustainability-related factorsin
their credit rating analysis that can (and do) influence the
creditworthiness of a rated entity.'*®

141 Impactinvesting is the term used to describe investments in companies, organizations, and funds with the specific intention of achieving measurable, posi-
tive effects on the environment or society beside a positive financial return - see Global Impact Investing Network (GIIN), 2020, What you need to know

aboutimpact investing (accessed October 5, 2021).

142 See Global Impact Investing Network (GIIN), 2019, Sizing the Impact Investing Market (April 2019).

143 See Gabler Wirtschaftslexikon, Impact investing (accessed October 5, 2021).

144 ESGreportsrefer toacompany’s written documentation of their environmental, social and governance (ESG) impact - see PwC, 2021, ESG reporting (accessed

October 5, 2021).

145 See S&P Global Ratings, 2021, Essential Intelligence: ESG in Credit Rating (accessed October 5, 2021).
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As aresultfirms that may not be as sustainability-oriented
oroperateinindustries that score low onratings that con-
sider sustainability aspects mightfind itincreasingly dif-
ficult to access financing. In the most extreme cases,
some investors may not be able (e.g., potentially because
of regulatory requirements) or willing (e.g., because of
investors' intrinsic motivation) to offer funding. With
this said, itis also conceivable that accentuated efforts
in this direction may also increasingly impact listed com-
panies and potential IPO candidates. Requirements with
respect to environmental, social, and/or governance
could potentially lead to elevated costs and efforts for
enterprises when being or getting listed - for instance,
when securing the resources and the measures needed
either to comply with potentially applicable sustainabil-
ity-related requirements in force or to ensure theinclu-
sion of the company’s shares in certain indices. While
this may be an opportunity for SMEs concerned with
ESG-related questions, at the same time it may also pres-
ent size-related challenges (see Section 2.6) when con-
trasting them with larger enterprises.

Overall, while we believe that sustainability matters will
increasingly be factored in by investors and thus shape
SME financing - specifically, the financing terms and con-
ditions - more extensively in the years to come, it will be
central for them to carefully review and ultimately under-
stand the ratings they revert to in order to take sound
funding decisions (e.g., which criteria are used and why?;
how are the criteria operationalized and measured?; how
are criteria weighted in the overall rating?). On the other
hand, for sustainability ratings that reflect upon environ-
mental, social and governance issues, it will be important
to establish objective, transparent, and credit-relevant
sector-based and entity-specific criteria so as to guard
againstinadequate or arbitrary scores, in which an enter-
prise may rank high in one rating and low in another.’#®

3.3 The future of SME financing:
Evolution rather than
revolution
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Technology ...

@ will lead to more digitized business models, and
thus to more tech-driven financing solutions

® will be of increasing importance for streamlining
financing processes and for data-driven analytics

@© will not (fully) replace the human workforce but
require a skills shift toward greater affinity for
technology

@© will need to be vigorously linked to the physical envi-
ronment to have the best of both worlds

Technology is currently the major driver of new financ-
ing solutions on the supply side and new business mod-
els on the SME side. Indisputably, technology is essen-
tialwhen the aim is to automate simple, repetitive tasks.
Likewise, technology is indispensable when it comes to
spotting meaningful patterns within large amounts of
data and connecting the dots among seemingly unre-
lated pieces. Especially in the course of the IoT and other
interconnected data sources, which have led to a mas-
siveincrease in the volume of data availability, we believe
thatinsights gained from data will become more import-
antthan ever.

However, we do not predict that technology will (fully)
replace human professionals in the foreseeable future.
Certainly, given the advances with RPA, many rule-based
routine jobs in the financing process that used to be car-
ried out manually have begun to be automated. How-
ever, within the context of data-driven analytics, the area
we consider of greatest potential, the configuration and
maintenance of ML, for instance, requires human under-
standing and guidance. More specifically, it is about the
deliberate human selection of a fitting algorithm for the
problem to be solved, setting up an algorithm for best per-
formance, refinement of the data basis to be processed,
and ultimately - and mostimportantly - making sense of
the predictions resulting from the models.’*” With thisin
mind, one of the main issues with ML models has been
the interpretability of its predictions.

146 See Handelszeitung, 2021, ESG-Anlagen: Okologie, Soziales und Governance ist nicht dasselbe (January 22, 2021).

147 See The Economist (sponsored by SAS), Machine learning and artificial intelligence in a brave new world (accessed September 8, 2021).
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Itis about the deliberate human
selection of a fitting algorithm for
the problem to be solved, setting
up an algorithm for best perfor-
mance, refinement of the data

basis to be processed, and ulti-
mately - and most importantly -
making sense of the predictions
resulting from the models.

Thus, while ML may still yield highly accurate models, the
logics of how the prediction comes about must be under-
stood and explainable.™#®

Taken together, while in the past many routine tasks have
begun to be automated, the SME financing process in its
entirety is - for today'’s technological state of the art -
stilltoo complex. There are still decisions throughout the
financing process that cannot (yet) be taken by any auto-
mated process or “intelligent” algorithm. For example,
even if the data per se may recommend financing, the
management team requesting funding may not convey
the ability and trustworthiness its data suggests. As such,
less number oriented, non-financial factors and the use of
tacitknowledge that have thus far traditionally also been
partof the financing process should remain in the hands
of human professionals. Given the complexity around
SMEs financing and the enterprise needs, we therefore
believe that - in the foreseeable future - individual and
tailor-made advisory will continue to be a key element of
the SME financing process.

And despite its considerable progress and promising
prospects, itshould be mentioned that today Al still lacks
any reliable concepts of morality and ethics. This has been
the sole preserve of human beings, and - as we firmly
believe - will remain of great importance in the financ-
ing process. As of today, technology may still be unjus-
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tifiably discriminatory given that the data used to train
algorithms can be biased.

TECHNOLOGYISNOTA NO-BRAINER -
ITTAKES A CLEAR STRATEGY TO BENEFIT

Just because technology is often associated with many positive attri-
butes (and frequently accompanied by buzzwords with a good sound),
itdoes not mean thattechnology adds value per se. Technology needs
to be used wisely, thus with a clear plan in mind. Essential questions
like: What is the status quo? What challenges am I looking to tackle?
What have I struggled with thus far in addressing this challenge?
should be posed on the basis of a data strategy.

In other words, to benefit to the best possible degree, it takes more
thantheinvestmentinto technology. Eveniftechnology promises many
positive outcomes, technology adopters - like financing providers -
need to bevery clear as to what problems they are trying to solve and
which step along the financing value chain has the potential of being
carried out more efficiently.

“Businesses may want to jump on the Al bandwagon because it's such
a hot topic, but they have to identify what they want to do with it. (...)
Al requires a strateqy with clearly defined tactical steps to successfully
implement that larger plan. Al can provide valuable insights, but what
Yyou do with that information still requires human direction.”- Mary
Beth Ainsworth, Global Product Marketing Manager of artificial intelli-
gence and text analytics at SAS™

In conclusion, we suggest that the entire SME financing
landscape is currently experiencing and will continue to
undergo an evolutionary development rather than being
disrupted by a revolutionary innovation of any type in the
next few years. While fintechs, for example, have not (yet?)
broughtaboutthe much-acclaimed disruption in the mar-
ket, they have opened up a whole range of new opportu-
nities. However, these opportunities are slowly unfolding,
evolving, and maturing.

We predict that the financing players (and SMEs) who
understand how to build a value proposition by combin-
ing the best of both worlds - the digital and the physi-
cal -will have a competitive edge and dominate the SME
(financing) landscape. This bottom line is that the adequate

148 See Xolani Dastile, Turgay Celik, & Moshe Potsane, 2020, Statistical and machine learning models in credit scoring: A systematic literature survey, Applied

Soft Computing, Vol. 91, pp. 1-21.

149 See The Economist (sponsored by SAS), Machine learning and artificial intelligence in a brave new world (accessed September 8, 2021).
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and purposeful use of technology (by human beings) will
allow more flexible financing terms at lower costs, more
diverse product and service offerings, an accelerated
financing process, and more transparency throughout
it. In short, the whole process will become much more
efficient.

As straightforward as this may appear to be, for financ-
ing providers - and also SMEs - the hurdle to be taken will
be to unlock which technology will be relevant to them.
Forinstance, which technology will be most supportivein
better grasping current conditions, reacting to change or
disruption, or forecasting future demand patterns? Which
data (out of the almost infinite amount) will be of most
value to them in solving a specific problem?'5°

Having said this, unless decision-makers can make sense
of “their” data, they will not tap into the benefits of tech-
nology, one of the greatest sources of competitive advan-
tage in the future. This is why we also believe that in the
future - more than ever - securing a tech-savvy workforce
thatunderstands both the opportunities and threats tech-
nology entails will be central to any enterprise’s success.
Thus, as we stated, we do not expect a complete replace-
ment of human workforce by technology but a shift in
required skills and expertise for tomorrow’s opportuni-
ties and challenges.

3.3.1 Debt financing: Banks will remain
important, but fintechs are catching up

Overall, Switzerland has a well-established banking sys-
tem which leads to debt financing generally being well
covered. The large majority of SMEs (94%) that apply
for bank-issued debt financing have their application
approved.”” However, this does not automatically imply
that SMEs do not encounter difficulties in obtaining debt
financing. Forinstance, as we have previously outlined (see
Section 2.6), thereis a considerable level of “discouraged
borrowers” who do not apply for bank financing because
they expect their application to be rejected.

Despite this, overall, most of our informants projected
that banks would continue to play an important role in
the future. And we also believe that this will be the case.
Evenifthere have been observable disintermediation ten-
denciesinthe past, banks - and especially in Switzerland,
where the financial landscape is greatly shaped by them
- currently typically still have a major competitive advan-
tage over competitors and incumbents, an existing cus-
tomer base with long-lasting relationships.

That said, however, we also agree with what most inter-
viewees reported, namely, that banks and other tradi-
tional financing institutions must not rest on their laurels.

150 See The Economist Intelligence Unit, 2021, The lynchpin of competitive advantage (accessed September 8, 2021).
151 See SECO/IFZ, 2017, Studie zur Finanzierung der KMU in der Schweiz 2016 (June 2017).



This also resonates with latest statistics: As we outlined
earlierin thiswhite paper (see Section 2.3), there has been
agrowing number of (alternative) financing playersin the
market, most of which seek to serve the SME market spe-
cifically. For instance, more and more alternative debt
providers or online financing platforms that operate as
intermediaries between SMEs and investors have started
to enter the market. These financing providers use tech-
nology-based solutions to offer specialized and particu-
larly SME-oriented financial services.

Thus, even if we do not expect banks to become obsolete
in the near future, they will continue to be increasingly
challenged by alternative financing providers, and even-
tually also lose market share if they choose to maintain
the status quo. As such, banks - just as all the other play-
ers in the financial market - must define how they want
to participate and strategically position themselves with
advancing technology such as DLT or Al In other words,
justasthe business environmentis changing, banks must
also rethink the way they want to operate in the future.
Recently this has become even more of a heavily debated
question with initiatives within the global financial sec-
tors like open banking and the revised Payment Services
Directive (PSD2).>2 Impending changes through these ini-
tiatives will lead to the availability of credit-related data,
thereby enabling enhanced data analytics and a level play-
ing field between banks and fintechs.’>3

Overall, as argued in a recent IFZ study,'>* we believe that
an alternative market that continues to develop will open up
opportunities and lead to shifts in both the demand and
supply side of the debt financing sphere. On the supply
side we expect that platforms will increasingly allow the
involvement of funds and institutional investors. This will
lead to more differentiation given that capital provid-
ers with diverse risk appetite and regulatory precondi-
tions can participate in the debt financing market. Onthe
demand side, in turn, this will result in two trends. First,
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Just as the business environment
is changing, banks must also
rethink the way they want to
operate in the future. Recently
this has become even more of

a heavily debated question with
initiatives within the global
financial sectors like open bank-
ing and the revised Payment Ser-
vices Directive (PSD2).

funding can be sliced into different risk tranches which
will ultimately lead to the availability of additional capi-
tal. Second, alternative finance providers may fill the gap
for those SMEs which today struggle to obtain financing
from banks.

Taken together, in the future business models could
emerge combining the advantages of traditional bank
financing with the benefits of alternative forms of financ-
ing. Banks may thus continue to provide advisory while
the funding will originate from multiple investors and be
facilitated over online platforms.

3.3.2 Equity financing: Equity on the rise -
What's in it for SMEs?

As a result of a strong banking landscape and public
equities market, in the past the private equity domain
haslagged somewhatin Switzerland, compared to other
economies like the UK, which have strong private mar-
kets, but aless vigorous banking system in comparison
to Switzerland. However, today the situation is changing.

152 In essence, open banking describes the process of using an Application Programming Interface (API) to make consumer financial data available for third
parties, thus, allowing them to develop and offer their own financial products (TechCrunch, 2021). PSD2 requires banks in Europe to share financial informa-
tion with third parties. The goal is to “open up payment markets to new entrants leading to more competition, greater choice and better process for consum-
ers” (see Eur-Lex, 2019, Directive EU 2015/2366). At present, the UK, EU, and Australia are pioneers in the space, meaning that they have regulated open
banking environments. In Switzerland, by contrast, the Swiss Bankers Association declined a proposal for PSD2 to be implemented (see Swisslinx, 2020, What
impact will open banking have in Switzerland? (July 21, 2020)). Currently, Switzerland still has an unregulated environment, but with evolving open APIs and
standards (see Open Banking Report, 2019, Insights into the Global Open Banking Landscape (September 2019)).

153 See Roland Berger, 2021, The future of SME lending: The role of digital platforms and opportunities for the future (March 2021).

154 SeeIFZ, 2019, Unternehmensfinanzierung mit Private Debt in der Schweiz (June 17, 2019).
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Asvarious informants pointed out, and as the presented
figures in this white paper also showed, along with the
industry’s overall expansion, private equity has also been
experiencing an upswing in Switzerland. Not only is there
a trend towards more venture capital (in volume and
financing rounds), butthere are also more privately placed
investments in the later stages of enterprises.

In this context, an informant also mentioned that in the
private equity industry patterns have been emerging indi-
cating thatthereis anincreasing capital commitment over
alonger period of time. In fact, non-buyout private equity
classes or long-hold funds, for instance, have been rap-
idly growing in the past while the share of classic buyout
funds in private equity have been dwindling.

While in 2010, buyout funds held 62% of global private
equity assets under management, in 2020 the figure had
dropped to 41%. However, it is important to note that
even today buyout s still the domain’s single largest cat-
egory, thereby recording activities at historically high
valuations.'>

Nonetheless, these observable shifts and developments
raise the question regarding the relevance of getting
publicly listed in the future. In fact, compared to 1996,
the number of listed enterprises on stock exchanges has
halved, while IPOs have dropped by 85%.'%'>7 Thus, if
enterprises can obtain the capital they need on a private
path (orvia a SPAC), they could potentially circumvent the
IPO process for attracting external capital. This may be
especially beneficial for SMEs that typically refrain from
listing on stock exchanges as compliance with listing
requirements are often considered to be time-consum-
ing and expensive.'>® However, as mentioned earlier, itis
importantto note thatIPOs also generate other benefits
in addition to attracting external capital. These include
improved transparency and credibility among investors,
and thus also the possibility of raising additional capital.
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Also, as the private equity domain continues to grow,
public markets may still represent a key exit path for pri-
vate equity investors.?

The bottom line is that whether privately or publicly
held, many informants concluded that capital is abun-
dant. Thus, itis not a question of the need for more capi-
tal. What the marketis looking for are new paths to iden-
tify and create value.'®® In the wake of this, as we also
outlined within the debt financing sphere, alternative
financing players have also started to gain traction in
the equity space eventhough they are still insignificant
in volume in an overall perspective. However, many of
these (mostly) new financing providers understand SME
challenges in attracting external capital and therefore
aim at serving them specifically, usually by drawing on
technology-based solutions to make many of the ineffi-
cient processes of capital markets - predominantly pri-
vate markets - more productive and accessible to inves-
tors and SMEs alike.

However, the most fundamental question remains: How
willing, and well-equipped are SMEs today and will they
beinthe future to access equity financing? Typically, SMEs
prefer to run their business with internal financing, and
if this is not possible, they access debt financing. Get-
ting external ownership on board with equity financing
is typically not preferred and statistically also not wide-
spread.Inthe pastand still today, keeping independence
is regarded as a key issue to many SMEs. For example,
only a small minority of entrepreneurs sees the advan-
tage of allowing outside equity investments into the com-
pany to achieve growth. This has also been confirmed in
all conversations we had. Thus, the extent to which SMEs
can and will benefit from the recent developmentsin the
equity financing space is still open.

The following chapter discusses opportunities in respect
to debt and equity SME financing.

155 See Bain & Company, 2021, Global Private Equity Report 2021 (accessed September 8, 2021).

156 See spacinsider.com/stats/ and Bain & Company, 2021, Global Private Equity Report 2021 (accessed September 8, 2021).

157 A possible explanation for this decline is that the biggest (tech) companies around the world - most of which are publicly listed - have had a tendency to
acquire other playersin the market before they go public (e.g., Instagram or WhatsApp). Also, the rise in SPAC activities may further add to this development

in the future.

158 Private equity asset value has grown four times faster than public equity market capitalization over the past two decades. In other words, private equity net
asset value growth outpaced total market cap of listed companies (Bain & Company, 2020; McKinsey, 2021).

159 See PwC/The Economist Intelligence Unit, 2019, Capital Markets in 2030: The future of equity capital markets (March 2019).

160 See Bain & Company, 2021, Global Private Equity Report 2021 (accessed September 8, 2021).
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Opportunities: How to Ride the Wave of Emerging Trends

Opportunities: How to Ride the Wave
of Emerging Trends

Technological advances are heavily shaping the entire SME landscape. New business models that are less capital inten-
sive as well as market participant endeavors to streamline processes and make the production of goods and services
less costly are intensifying competition and reducing margins for SMEs. Therefore in today’s fast-paced and dynamic
environment what SMEs need more than ever are tailor-made financing solutions. This includes access to financing
in asimple, fast, and inexpensive manner.

As indicated in this study, fintech innovations have paved the way for addressing these issues and further tapping
into the benefits of enhanced technology use. Alternative online financing solutions are an example of how techno-
logical innovation can be of value in the SME financing process. These solutions have made inroads into both debt
and equity financing.

Despite these developments, the following questions for the future remain: How willing will SMEs be to access debt or
equity financing given their general preference for internal financing? To what extent will technology cause a realign-
ment of SME financing preferences? What are the levers that may cause such a shift?

Reflecting upon these questions, the next sections discuss potential business opportunities. In doing so, we make no
claim to exhaustive coverage, but focus on avenues we deem to be most promising.

4.1 Debt financing: Improving
SME's digital customer journey

and onboarding discouraged

As we have learnt from our informants, SMEs expect
speed, transparency, and simplicity throughout the entire
(bank) financing process. Today, however, SMEs often have
to wait several days (if not weeks or months) until they

borrowers

As previously described (see Section 3.3.1), we believe
that banks will remain central players within the context
of SME debt financing. Most SMEs have their credit appli-
cations(s) approved; a major financing gap does not seem
to exist. However, there are also a considerable number
of discouraged borrowers that are not well served today.
To onboard them (and also avoid losing current borrow-
ers), banks will need to further strengthen one of their
main assets: Customer relationships.

obtain a credit decision from banks. Also, in Switzerland,
for instance, seven out of ten SMEs with an approved
credit do not know their credit rating.'¢"/162 Thisis evi-
dence of the lack of transparency that still exists through-
outthe financing process. And lastly, data and documen-
tation SMEs already have in digital form often need to be
submitted physically; only part of the client’s data already
available atthe bankis used today.'® This shows that there
are still media disruptions and inefficiencies along the
value chain. Thus, despite digital progress, the financing
process has not yet been set up seamlessly.

161 See SECO/IFZ, 2017, Studie zur Finanzierung der KMU in der Schweiz 2016 (June 2017).

162 The proportion of SMEs with knowledge of the rating increases with company size (see SECO / IFZ, 2017; reference above).

163 1BM, 2021, Intelligent Workflows in Banking: End-to-End Digitalisierung der Kreditprozesse schafft Mehrwert fir Unternehmenskunden (January 28, 2021).
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SME BANKING HAS STILLROOM FORIMPROVEMENT
INTECHNOLOGY ADAPTION

ArecentIFCstudy®, where a total of 114 heads of SME banking units
fromacross the world were surveyed, showed that technology adop-
tion, more specifically the digitization of bank processes, was cited as
asignificant challenge within the SME banking landscape (p. 10).

“Many banks noted insufficient capacity to execute on digital pro-
cesses and channels, which limited process efficiency. Respondents
said to fully reach the SME market they need to identify “better digi-
tization strategies” through technology adoption. Banks are focusing
on digitizing processes such as the risk assessment process, where
banks can pull data from other sources to enhance their own infor-
mation, as well as distribution channels, which allow financial insti-
tutions to scale their customer numbers quickly.

Banks are focused on the digitization of products and services offered
to SMEs, which requires efficientimplementation of technology tools.
Many respondents noted the availability of experienced developers
to design these platforms is limited, and banks have struggled to
find the correct resources, in terms of people with the correct skills
todesignand build platforms. Another issue that respondents high-
lighted in the survey is sourcing the capital required for the upgrad-
ing of banks' infrastructure and the digitization of products.

Banks are exploring opportunities for digital partnerships and learn-
ing how to engage Fintechs. Most respondents citing technology
adoption challenges indicated that they do not have the adequate
[T infrastructure to digitize processes and product offerings. Many
said they are exploring Fintechs to provide a platform where banks
can use existing digital infrastructure to perform processes such
as risk assessments more efficiently or leverage data that Fintechs
already have.”

Onthis basis, there is an opportunity for banks by taking on
a holistic perspective on the financing process - from initi-
ation to authorization and processing. Here the key will
be in streamlining processes and specifically in refin-
ing the quality of each interaction with SMEs through-
out the process. Put differently, we believe that banks’
adoption of new technologies along the entire financing
value chain will resultin SMEs benefiting from better cus-
tomer service as part of an improved customer journey.

164 SeeIFC, 2019, Banking on SMEs - Trends and Challenges (June 2019).
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Onthat note, discouraged borrowers could be picked up at
the very beginning of the process by being offered a bet-
ter digital customer experience. SMEs need to recognize
that their individual needs and requirements are under-
stood from the very first point of contact . However, this
presupposes a standardized data repository and an opti-
mized customer front end.'®>

Infact, afewinformants claimed that particularlyin larger
banks, getting in touch with the right person for a partic-
ular issue can be somewhat difficult. Often inquiries can
be sent only to generic mailboxes with no identifiable
responsibilities or contact persons. For some SMEs, they
explained, this even made them think that they are of no
interest to banks. This can of course be daunting when
thinking about applying for credit financing. Introduc-
ing more digital channels for corporate clients will
assist banks in becoming more easily approachable
and accessible for SMEs.

One opportunity we discussed with several informants
could be toincentivize discouraged borrowers by setting
up a quick preliminary online credit check based on a few
simple key questions and metrics. The brief questionnaire
could serve as entry point into the process, at the end of
which the client may obtain a preliminary non-binding
result, further information on the financing process and
on how to proceed, including contact details.

Even though not much is known about discouraged bor-
rowers except thatthey do not apply because they fear
their application will not be approved, studies suggest

SMEs need to recognize that their
individual needs and require-

ments are understood from the
very first point of contact.

165 See Roland Berger, 2021, The future of SME lending: The role of digital platforms and opportunities for the future (March 2021).
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that many of them would in fact obtain funding if they
applied.'®¢ However, a lack of understanding or a misper-
ception of a seemingly onerous process and what is
required in it, seems to hold them back from applying.
Thus, we suggest that smoothing the entire process by
taking away what appears to be cumbersome can help
encourage new SMEs to engage with banks more actively.

Once the process is kicked off, the journey should con-
tinue to take place digitally: Processes that are predom-
inantly paper-based, where files move from one process
step to another in hard copy binders, and in which the
application data are never recorded in the correspond-
ing system are largely incompatible with effective data-
driven credit process management.'s” Required docu-
ments and communication should therefore continue to
be facilitated digitally.

Overall, we believe that setting up a technology-supported
platform for communication and decisions, further infor-
mation and contact details will benefit both banks as well
as (discouraged) SMEs. While banks can streamline their
processes and reduce costs, they may also encourage
those who have previously refrained from applying for a
credit in spite of their need for it. Naturally, it would also
provide added value for existing corporate clients.

However, a better digital customer journey for corporate
clients is only one specific piece of the entire puzzle to
be solved inthe future. Going forward the general ques-
tion for banks will be which steps along the debt financ-
ing process will remain in their hands - and which will
be moved to external service providers. As we outlined,
alternative financing solutions, such as those offered by
fintechs, are on therise and provide solutions that maxi-
mize value chain efficiencies (e.g., enhanced data-driven
analysis, assessment of creditworthiness or credit risk
scoring). We expect that these alternatives will continue
to gain traction. In view of these developments, banks
clearly need to think about their own technology take-up,
thus, how they want to position themselves and shape
their own future. Many banks have recognized the neces-
sity for change as well as the opportunities associated
with technology-driven solutions and started to build up
their own technology expertise - either by developing
in-house, partnering with, or acquiring existing fintech
solutions (e.g., white label solutions for client onboard-
ing or for the credit analysis process).

Overall, we believe that the integration of more technology-
enabled solutions will lead to greater transparency for
capital providers and SMEs alike. Put differently, it will
help tackling what many actors on both sides of the SME

166 See e.g., Rebel A. Cole & Tatyana Sokolyk, 2016, Who Needs Credit and Who Gets Credit? Evidence from the Surveys of Small Business Finances, Journal of

Financial Stability, Vol. 24, pp. 40-60.

167 See Growth Cap, 2015, Conducting a SME Credit Risk Process Review (December 2015).



financing equation reported as lacking - an understand-
ing of whatis needed to get funded. Thus - in more tech-
nical terminology - we expect a considerable reduction
of information asymmetries enabled by digital solutions.
Focusing on technology will help make the financing pro-
cess more convenient and user-friendly; it will help SMEs
to understand at all the times where along the financ-
ing process they stand and why.'®® More specifically, the
advantages will lie not only in the speed and efficiency
of processing credit applications, but also in the quality
and traceability of the decisions taken.'®®

4.2 Equity financing: Shifting
the investment threshold
to the left

What mostinformants agreed upon throughout the con-
versations we had is that liquidity is not a problem due
to the fact - articulated by many - that “capital is out
there”. In fact, especially during the current periods of
low interest rates, investors seek yields and diversifica-
tion in their portfolios and may also be on the outlook
for new investing opportunities.

Within the SME financing landscape, we spot potential

in one specific area, namely, to target those SMEs that:

- aretoo far off the start-up / establishment phase
for most venture capitalists,

- aretoo big for alternative financing solutions over
platforms,'7°

- donotgetbank financing (in full), and

- aretoo small scaled for most traditional PE investors.

Several informants referred to them as “the neglected
ones”. Oneinformant explicitly called this pointalong the
growth curve of SMEs (see Figure 1) “the Death Valley”.
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In acknowledgment of this, we propose that trying to shift
theinvestmentthreshold (see Figure 1) more to the left may
representan untapped source of potential for investors and
SMEs alike. In the following, we present several opportuni-
ties that may help to better serve SMEs in equity financing.

4.2.1 Private equity: Tech to bridge the gap
between venture capital and private
equity?

While both venture capitalists and private equity inves-
tors investin privately held enterprises, the former typ-
ically do so in earlier stage businesses and the latter in
more mature ones. However, today, there is a group of
enterprises - more specifically SMEs - along the growth
curve that could be better served. These enterprises are
typically too far off for many venture capitalists, yet too
immature and small-scaled for many private equity inves-
tors to be of interest. However, advances in technology
could bridge this gap.

4.2.1.1 Tokenization: Listing directly on public
blockchains

An opportunity to bring the efficiencies of public equity
markets to unlisted SMEs and to give them increased
access to the capital market may be so-called tokeniza-
tion. Tokenization refers to the digital replication of tan-
gible (e.g., machinery) orintangible assets (e.g., software)
and is enabled by DLT. More specifically, assets of any type
can be securitized by means of the blockchain technology
and represented as a digital asset by a token. Each token
has a fixed value, can be endowed with predefined rights
and obligations, and managed through a smart contract."”

The tokenization of securities is referred to as a Security
Token Offering (STO)"72 and offers the manifold advantages

168 See Roland Berger, 2021, The future of SME lending: The role of digital platforms and opportunities for the future (March 2021).

169 See BankingHub, 2017, Die Zukunft beginnt heute: die digitale Revolution im Kreditprozess: Zielbilder im Spannungsfeld technischer Méglichkeiten und

rechtlicher Erfordernisse (August 9, 2017).

170 While there are online-based platforms that carry out significantly larger transactions, the individual transaction volumes of SME loans in Switzerland are
around CHF 300,000 to CHF 500,000 - see IFZ, 2019, Unternehmensfinanzierung mit Private Debt in der Schweiz (June 17, 2019) and IFZ, 2020, Crowdfunding

Monitor Switzerland 2020 (June 3, 2020).
17
17

I

See Maerki Baumann & Co., 2020, Tokenization: from material to digital (October 1, 2020).

We mainly focus on the tokenization of equity. However, any type of security or asset can theoretically be tokenized. As such, the tokenization of bonds, for
instance, may also be conceivable and thus of interest to SMEs in the future.
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that are enabled by its underlying blockchain technol-
ogy. Forinstance, becauseitis based on blockchain tech-
nology, many intermediaries, such as banks or law firms
thatare centralin more traditional forms of security issu-
ance, become - theoretically, from a purely technological
stance - obsolete (or at least less relevant). Also, because
tokenization is notdependent on asingle central author-
itative instance, trading execution on the blockchain is
not bound to any specific time frame, thereby allowing
more flexibility for issuers and investors. In short, toke-
nization can lead to more efficiencies as both administra-
tion and transactional costs decrease significantly. Fig-
ure 13 shows an example of the tokenization process of
an SME's equity.

Figure 13: Process of SME's tokenization of equity

SME
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Opportunities within the context of SME equity financing
and tokenization are twofold. On the capital supply side,
tokenization offers promising benefits based on the fact
that tokens can be divided into small fractions. Investors
that would have been previously excluded - as the asset
class may have previously been the exclusive preserve of
institutional investors or (ultra) high net worth individuals
- could participate in trading with lower volume invest-
ments. In other words, the investor base becomes poten-
tially larger.'”3

On the demand side, in turn, tokenization offers advan-
tages based onits decentralized peer-to-peer nature. By
disintermediating previously important key players such

i

SME receives capital from
investors

Investors receive dividend
payments from SME

Equity tokens can be
issued to investors

Source: Own representation adapted from Portagon (2021)'7

Equity shares can
be tokenized

Yog

By means of the blockchain
technology, the equity can be
divided into single tokens with
predefined value, rights, and
obligations

L) +I_+_-
Sty

173 However, it is important to note that this does not automatically translate into more liquidity - just the potential of more liquidity. Both investors and SMEs
must be willing to participate in such an environment. If they do, liquidity may increase.

174 See Portagon, 2021, Tokenisierung: Digitalisierung von Vermdgenswerten (February 2, 2021).
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as investment banks in publiclistings, the fees and asso-
ciated costs of equity issuance could be reduced signifi-
cantly. In addition, any related administration costs may
be lowered by using smart contracts, for instance, for the
automated payment of interest or dividends.

Taken together, tokenization of privately held equities
may be avaluable method by which SMEs can raise capi-
tal. Tokenization can lower both the hurdles for investors
to participate but also the associated expenses for issu-
ers. By listing directly on public blockchains - as opposed
to issuing on a centralized exchange with a single cen-
tral security depository (CSD) - SMEs could potentially
circumvent many costly process stepsinherent to going
public by conventional routes. Investors, on the other
hand, could trade on multiple decentralized exchanges
round the clock.

Yet even if the idea of issuing equity shares directly on a
public blockchain is very promising on paper - and espe-
cially so for earlier staged growth SMEs that in the past
have accessed the capital markets only to a limited extent
-itremains to be seen how investor and SME demand for
this form of financing will develop. In the end, we do not
believe that tokenization and the direct listing on a public
blockchain will establish itself as a true alternative to more
conventional ways of listing in the next few years.

In order for sharesto be issued directly on the blockchain,
in many jurisdictions changes to securities legislation may
berequired. Forinstance, new regulatory frameworks for
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disclosure and transparency may be necessary as inter-
ested investors are potentially confronted with a new
class of cyberrisks. As such, the described endeavors will
not simply eliminate cost drivers that are also known to
be part of traditional ways of getting public, such as the
regulatory requirements (e.g., need for a prospectus or
certain reporting requirements). Allin all, given the reg-
ulatory uncertainty around tokenization on public block-
chains, it can be assumed that the final enforcement and
implementation will still take a considerable amount of
time and will not come without any cost. Also, even if the
regulatory questions are resolved at some point in the
future, the big question remains as to whether more tra-
ditional trading venues like stock exchanges will become
obsolete or whether the boundary between public and
private shares will ultimately simply dissolve."”®

Overall the tokenization of assets per se is not a panacea
that will make SMEs easy or more desirable to invest in.
Likewise, they will not make retail investor protection less
relevant by allowing literally anyone to trade any private
asset directly online.'”

Lastly, we believe that even if DLT offers advantages to
automate workflows and data as well as bypass interme-
diaries, bridging the gap between the real and the vir-
tual world will always require connecting instances. In
our view, the question then is not so much whether the
intermediary will be eliminated altogether, but rather how
the currently assigned roles in this space will change and
what new roles will emerge.

FROM INITIAL COIN OFFERINGS (ICOs) TO SECURITY TOKEN OFFERING (STOs)"”’

ICOs were the first blockchain-based forms of financing. However, ICOs are not securities, thus do not entail any equity shares, interest, or dividends.
Instead, in return for the capital supplied, investors receive cryptocurrencies (e.g., Bitcoin or Ethereum). In essence, coin buyers bet on a value increase
associated with the cryptocurrency. However, ICOs have thus far remained largely unregulated, thereby leaving investors with little to no rights or pro-

tection and consequently also having led to abusive use of ICOs.

As aresult of these insufficiencies, ICOs were followed by STOs which do entail contractual rights and obligations. A security token represents “real” and
existing assets (linked to a monetary value) and associated entitlements. To this end, smart contracts are stored in the blockchain. They automatically
come into effect when predefined conditions are met (e.g., execution of a payment order for dividends). Unlike an ICO, an STO is not considered a means
of payment (e.g., cryptocurrency) and is thus not subject to price fluctuations.

175 See WEF, 2021, Digital Assets, Distributed Ledger Technology and the Future of Capital Markets (May 2021).

176 See Bain & Company, 2020, For Digital Assets, Private Markets Offer the Greatest Opportunities (December 16, 2020).

177 See Portagon, 2021, Tokenisierung: Digitalisierung von Vermogenswerten (February 2, 2021).
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4.2.1.2 Automation and data analytics-driven
enhancements

However, beside this completely new and disruptive way
of raising capital, we believe - just as for the debt financ-
ing space - that technology can and will bring value to the
more traditional private equity financing space by making
the overall financing process more efficient using auto-
mation and, specifically, deploying data-driven analyt-
ics more extensively. According to EY,"78 46% of private
equity executives report that access to fine-grained data
is the most important element throughout the financ-
ing process. In addition 44% suggest that a lack of con-
fidence in information is the most important cause for
the reduction of an offer or even a complete withdrawal
from a deal.

However, in this respect private equity investors will need
to embrace the opportunities technologies offer and
refrain from a“ithas worked in the past” mentality - some-
thing that this rather conservative field of business may
be especially prone to. In fact, even if a large portion of
private equity investors acknowledge the importance of
new technologies, the reality is that many of them are still
behind the curve in adopting them.”?

Thus, the question for the private equity business is the
same as for the debt financing sphere: How could technol-
ogy, or more specifically AL, be of use to gain additional
and more granular insights that allows for added value?

How can data and enhanced analytics be of relevance in
identifying and evaluating potential targets? Enhanced
data-processing capabilities may, for example, be of
value in ultimately coming down to bringing real-time
insightsinto the process for more accurate predictions,
thus achieving more objective and less costly decisions.

However, opportunities are to be found not only as part
of enhanced data analytics in the investment process.
Given thatthe private equity domain today is still largely
fragmented and thus still involves many manual pro-
cesses, opportunities lie more generally in maximizing
value chain efficiencies by standardizing and automat-
ing tasks. As such, the use of technology can benefit the
fund administration and reporting, for instance, which
still involve many manual processes. DLT, for example,
could integrate directly and securely capital calls, fee
settlements and reporting updates between the pri-
vate equity funds and their investors. This in turn can
help achieve enhanced transactional efficiency, reduced
reconciliations, shortened settlement cycles and eas-
ier management of liquidity requirements. Also, it may
lower the fund total expense ratios and improve inves-
tor netreturns.'®

In conclusion, the opportunities related to tokeniza-
tion, automation, and enhanced data analytics are not
ready-baked solutions but may offer fruitful avenues
worth further exploring and exploiting for both SMEs
and investors.

178 SeeEY, 2019, How transaction analytics makes dealmaking better (April 29, 2019).

179 See London Business School, 2019, How private equity firms are creating value through digital transformation (August 7, 2019).

180 See footnote above.
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We work with a lot of firms where
they have two or three analysts
working on just getting reports
from every portfolio. They have
40 tabs in an Excel spread-
sheet with atleast 10 to 15 met-
rics that they want to track.
Yes, you can spend $150,000 on
an analyst to create that report
and it will go out every Friday,
every month end, every quar-
ter, and at year-end. But by the
time the data comes to me, is it
real time and totally accurate?
The technology and systems are
now there and easily available
to make this happen in real time
with no errors. Now it is becom-
ing cheaper, quicker, faster to
deploy and I think that’s what is
driving a lot more adoption.”

- Rahul Puri
Global Head - M&A, Private Equity & VC Practice
NetSuite | Oracle’®
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While smaller volumes have typically been economi-
cally uninteresting for traditional private equity inves-
torsinthe past because of the relatively high fixed costs
involved (e.g., due diligence), the adaption of technology
can help reduce associated costs of investments, thus
making growth/expansion SMEs more attractive targets.
Likewise, a more extensive use of technology in private
equity may help investors obtain improved forecasting
capabilities, which in turn can reduce risks accordingly,
and enable investors to place their capital in longer-term
investmentvehicles. This may offer advantages for inves-
tors and SMEs alike. While the former group may benefit
from an opportunity to generate a higher return on the
capital committed over the long run, the latter group may
have access to “patient” capital whose aim is not to be
divested within three to five years.'® The issue of bring-
ing external ownership may therefore become less pro-
nounced for SMEs as the common goal is not to exit the
enterprise profitably as soon as possible but to develop
a sustainable business over the long haul.

Moreover, if the private equity industry becomes more
open to smaller volume investments as technology-
enabled solutions help opening the asset class to a
larger investor base, SMEs may also face less issues
regarding their quest for remaining independent. Unlike
traditional private equity investments, the capital pro-
vided may not always entail decisive voting rights as the
investment will typically not be about acquiring major-
ity stakes. In other words, SMEs may potentially receive
increasing access to capital from a broader investor
base with allocated minority stakes, which in turn will
allow them to continue being in the driving seat with
their business.

Taken together, technology can help make private equity
investment processes more efficientand less costly, thereby
serving as a key supporting tool when bridging the gap
between venture capital and private equity, and thus
bringing “the Death Valley” back to life.

181 See Netsuite, 2018, Roundtable: The role of technology in the evolution
of the private equity industry (accessed September 8, 2021).

182 See Bain & Company, 2018, Spotlight on Long-Hold Funds: Opening Up
New Horizons (accessed September 8, 2021).
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4.2.2 Public equity: Too big for SMEs?
Getting smaller enterprises on board

Listings on public stock exchanges represent another way
of attracting external sources of financing. However, as
we have learntin this white paper, SMEs have been largely
absent from public markets. Especially size-related disad-
vantages can be mentioned as a factor holding back SMEs
from listing on stock exchanges. Overall, not only getting
but also remaining listed is considered time-consuming
and expensive by many SMEs.

4.2.2.1 Dedicated SME Stock Exchanges

While accessing finance from outside investors represents
the prime reason for SMEs becoming listed, other factors
also often play arole. Improved creditworthiness and the
possibility of opening up other sources of finance, such as
straight debt, in addition to non-monetary factors such
as brand recognition and more visibility are considered
key benefits for enterprises going public.'s3
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However, SMEs often baulk at the cost and burden of an
IPO: For many SMEs the path to going publicis considered
tooresource intensive. Generally, as some informants also
explained, compliance with listing requirements is fre-
quently regarded as laborious and costly even though, as
we mentioned earlier (see Section 2.2.2.1), this may also
be a misperception given that (ongoing) costs are often
lower than generally believed.’®* Yet, research from PwC
and The Economist Intelligence Unit'® also points out that
the regulatory burden and the cost of going and being pub-
licis amajor concern, with 36% of 370 surveyed executives
across the globe citing it as a cause for public equity mar-
kets declining in popularity.

In acknowledgment of this, an opportunity to give SMEs
more exposure to public markets may be dedicated SME
markets that cater for the special features of these enter-
prises. The term “SME markets” is to be understood broadly
to mean a specifically designed platform, trading segment
or exchange with requirements tailored to smaller, some-
times younger, firms.

183 See World Federation of Exchanges & Milken Institute, 2017, Small and Medium-Sized Enterprises and SME Exchanges: A joint report of the World Federation

of Exchanges the Milken Institute (July 18, 2017).

184 Asof 2022, for instance, purely online general meetings will be legally allowed, and as such also reduce costs of being public (i.e. the costs of having a broad

set of shareholders).

185 See PwC/The Economist Intelligence Unit, 2019, Capital Markets in 2030: The future of equity capital markets (March 2019).
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This said, going forward, the key balancing act for such
dedicated segments will be to serve the needs of SMEs,
while at the same time providing transparency and rigor
ininvestor protection. Figure 14 shows the main corner-

Opportunities: How to Ride the Wave of Emerging Trends

stones of the SME segment called “Sparks” (compared to
the main market) that was recently launched in Switzer-
land by SIX Swiss Exchange. It also outlines the benefits
of the segment for both SMEs and investors.

Figure 14: Example of the potential advantages of dedicated segments for SMEs

Requirement

SIX main market

Sparks (SME segment)

Benefits of Sparks for SMEs
and their investors

Track record >3 years (possibility of exemption) >2 years (possibility of exemption) - Facilitates access for younger
companies
Equity-capital requirement >CHF 25m >CHF 12m
Capital-increase requirement - >CHF 8m - Enhances the quality of peers
(none if equity capital >CHF 25m) for smaller companies
Max. market capitalization at listing - <CHF 500m - Enhances visibility for smaller
companies
Max. market capitalization post - <CHF 1 bn (transfer to SIX main market - Estabilishes more relevant
listing if average over 12-month period is peer groups for smaller
higher) companies
Freely tradable shares >20% >15% - Increases flexibiltity to
(out of the outstanding shares) optimize ownership structure
for younger companies
Market capitalization of freely >CHF 25m >CHF 15m

tradable shares

Min. number of investors

>50 investors

Trading hours

Opening auction at 9 am
Continuous trading until 5.20 pm
Closing auction and TAL until 5.40 pm

Opening auction at 3 pm
Continuous trading until 5.20 pm
Closing auction and TAL until 5.40 pm

Increases effectiveness of
price formation and trade
execution in shares of
companies with smaller
market capitalization

- Same prospectus requirements (incl. same content)

- Same regulatory oversight

- Same reporting requirements: Annual (audited) and semi-annual (Unaudited) financial reporting; Corporate
governance reporting (for Sparks issuers, possibility of reporting via a special Corporate Governance reporting
template); Disclosure of shareholdings, management transactions and events that could affect the share price

(ad hoc publicity).

Fast and efficient access to
capital thanks to listing status
and to high investor protection,
tarnsparency and scrutiny

Funding felxibility thanks to
follow-on capital raises and
access to debt capital markets

All listing requirements must be fulfilled upon listing (on the first day of trading)

Source: SIX (2021)'86

186 See SIX, 2021, Sparks the SME Stock Exchange (accessed September 8, 2021).
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Apartfrom this example, more generally, stock exchanges
worldwide have recognized the need of targeting SMEs
more specifically and started to increasingly engage in
market outreach over the last few years with dedicated sup-
port to raise the attractiveness of being listed. Figure 15
provides the latest statistics on key European SME markets.

Figure 15: Statistics on key European SME markets

# of companies L ELE

Exchange Market listed capitalization
(EURm)
Athens Stock Alternative
Exchange Market (EN.A) ? 154.3
BME BME Growth 117 16,520.0
Deutsche Borse  Scale 47 10,784.5
Euronext Euronext 356 42,149.0
Growth
Luxembourg Euro MTF 105 2,007,
Stock Exchange U
. First North
Nasdaq Nordics& 0 aive 408 52,688.0
Baltics
Market

PragueStock  op oy 8 266.9
Exchange
Vienna Stock Dritter Markt
Exchange (MTF) L Gl
Warsaw Stock o connect 366 4,619.3
Exchange
I 957 156,546.6
Exchange Group

Source: FESE / WFE Statistics (2021)'87

Even though the market capitalization of most of these
markets represents only a very small fraction of the capi-
talization of the overall stock exchange, SME markets are
key to strengthening raising capital in an economy. Thus,
the overall objective of these dedicated segments is to
support SME growth and development.

However, beside these non-tech efforts tailored to the dis-
tinctive characteristics of SMEs, advancesin technology can

187 See www.fese.eu/statistics.
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also prove beneficial. More specifically, the introduction
of (even) more automation and data-driven analytics
on conventional exchanges could be an opportunity to
make them less costly and more accessible for SMEs (e.g.,
promise to produce legal documentation or financial
statements at lower costs) - even though we acknowl-
edge that overall conventional public markets today are
already very efficient with many well-functioning stan-
dardized processes.

4.2.2.2 Digital Stock Exchanges

Another opportunity that may help lower the barriers
to greater SMEs participation in the public markets may
be the creation of a DLT-based end-to-end platform that
allows the issuance, trading, clearing and settlement, as
well as custody and asset servicing of digital securities.
This can streamline many processes involved and signifi-
cantly reduce associated costs.

In contrast to the opportunities outlined regarding the
direct listing of securities on a public blockchain (see Sec-
tion4.2.1.1), adigital platform that covers the full securities
life cycle andis provided by a central instance may allow for
trading tokenized sharesin aregulated environment where
responsibilities and roles are more clearly defined. Specif-
ically, the DLT may be the technology upon which the cen-
tral securities depository (CSD) is maintained. Thus, while
some of the current roles may still become less relevant

59



inthe future, an end-to-end platform based on DLT does
not automatically disintermediate all instances that today
areimportantin conventional stock exchanges. In the SIX
Digital Exchange, for example, a listing application must
be submitted by a recognized representative (e.g., banks,
lawyers, auditing firms, advisors and consultants).'s®

Overall, the advantages of digital stock exchanges lie in

- enhanced transparency for all players involved,

- the potential to reduce complexity in operations and/
or operational burdens associated with reconcilia-
tion activity,

- the potential for streamlining/automating all pro-
cesses associated with servicing security, clearing
and settling and/or maintaining compliance,

- the potential for enabling better balance sheet man-
agement (e.g., reduced funding requirements for risk
capital, clearing fund and/ or settlement liquidity)

- aswell asthe potential to list directly or at least have
greater transparency of ownership, without relying
on additional intermediaries.'®?

Inshort, SMEs could experience a considerable reduction
in the cost of capital, while still allowing them investor’s
reachin aregulated environment.

In spite of its promising prospects, it is worth mentioning
thatin consideration of the amount of remodeling involved
to accomplish the promised benefits of these DLT-based
solutions in public markets, the advances in this area are
still in the starting blocks.’®® Also, a great deal of devel-
opment and educational work is still necessary in order
to reap the rewards of these efforts.

Along these lines it should also be mentioned that tech-
nology can help streamlining processes but - per se - will
not eliminate all steps involved when going public. Regu-
latory and legal aspects, forinstance, will continue to play
a central role (e.g., for the purpose of protecting inves-
tors)which is why companies that opt for a listing on such

Introduction: The White Paper Guide

a path will still have to comply with certain listing rules
and requirements that may involve costs of some sort.

Taken together, we believe that the path forward will be
characterized by the co-existence conventional trading
venues and of digital stock exchanges. Overall, the former
is generally a very efficient market with systems that have
been developed and continuously improved over many
years (e.g., in the area of cash equity, where the execution
process is already highly efficient)."”® As such, we expect
conventional stock exchanges to continue to function well
inthe future and be key within public equities markets. DLT-
based end-to-end platforms, on the other hand, will allow
trading digitized shares and may therefore benefit partic-
ularly those that have thus far been widely excluded from
the public equities markets - SME private equity shares.”?

4.3 The long and the short: It all
boils down to knowledge

Technology can...

@® make financing processes more efficient (i.e. faster,
more transparent and accurate, less costly)

help reduce information asymmetries on the
demand and supply side; thus,

©

@ reduce SME'’s size-related disadvantages;
however, itis

©

not a cure for all SME pain points.

In conclusion, if appropriately used, technology will
allow more flexible financing terms at lower costs, a
more diverse product and service offering, an acceler-
ated financing process, and more transparency through-
out. Yet, despite the benefits technological progress have
unlocked, technology cannot and will not cure all chal-
lenges SMEs currently face in their financing.

188 See SIX Exchange Regulation, 2021, Recognized Representatives (accessed October 27, 2021).
189 See WEF, 2021, Digital Assets, Distributed Ledger Technology and the Future of Capital Markets (May 2021).

190 See footnote above.

191 Blockchain/Goldman-Sachs-report-Blockchain-Putting-Theory-into-Practice.pdf

192 See Bain & Company, 2021, Global Private Equity Report 2021 (accessed September 8, 2021) and WEF, 2021, Digital Assets, Distributed Ledger Technology

and the Future of Capital Markets (May 2021).
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As we outlined in this white paper, there are still impedi-
ments within the SME financing process that are not nec-
essarily technology related, even though technology may
alleviate some of the experienced pain points.

Overall, the hurdle to overcome will be to find ways in
which manual, human-managed as well as technological-
ly-driven steps along the financing process can be com-
bined into an overarching and logical workflow to create
mutual benefits for the demand as well as the supply side.

For this to be achieved, we believe the involvement of
a variety of players within the SME financing sphere is
required. Thisincludes the SMEs themselves, finance sup-
pliers, regulators, researchers, and partnersininnovation
activities. Completely in the spirit of open innovation, we
do notthink that change and progression within the SME
financing landscape will happen behind closed doors.

Today, from the perspective of more traditional SMEs,
newly introduced finance products and services often
seemto berelevantand accessible to members of an exclu-
sive club of often larger enterprises which typically have
more human and financial resources. Yet, this does not
have to be the case. As we learntin this white paper, thisis
often a misperception because of the lack of understand-
ing or insufficient expertise.

We therefore believe that fostering an SME knowledge
ecosystem will benefit the different players in the SME
financing sphere the most. This will not only allow the
exchange of knowledge about the different forms of
financing, but also promote the dialogue of other rele-
vantaspects such the everincreasing importance of sus-
tainability-related matters in SME financing.

However, for some the question may be how an open
exchange relationship between the many actors in such
an environment can unfold. We believe, for instance,
based onresearch thatis freely accessible like this white
paper, thatittargets forming the basis for constructive

discussions, exchange of insights, experience, and
importantly, also different point of views on things. In
addition, we suggest that each specific form of financ-
ing can be accompanied by supporting educational
initiatives such as dedicated training sessions, work-
shops, or entire educational programs offered by the
corresponding financing provider (e.g., banks, stock
exchanges, fintechs, etc.).

Knowledge sharing will enhance trust and the under-
standing of what is needed and wanted when raising
capital on both sides of the table - no matter whether
it concerns more established financing instruments or
newly introduced ones. Likewise, in this context, it will
be important for financing providers to work closely with
regulators in order to find the right balance of allowing
confidence in the system (to emerge) and ensuring inves-
tor protection on one hand, while also leaving sufficient
scope for the development of different financing instru-
ments and allowing the unfolding of their associated ben-
efits on the other.

Importantly, the exchange of knowledge will become
even more significant given that more digital forms of
financing will require more (technical) expertise on how
to access and benefit from relevant financing instru-
ments. Having said this, an essential variable in the for-
mula for success will be to have tech-savvy professionals
on both the supply and the demand side. We therefore
regard upskilling as indispensable for financing suppli-
ers and SMEs alike.

Finally, it should be mentioned that tapping into the ben-
efits of technology comes at a price. Technological inno-
vation and finding “digital truth” are not free of costs. Not
every player in the SME financing sphere will have the
resources to invest in its own technological systems or
staff. However, having said this, itis all the more import-
antto promote an SME knowledge ecosystem that allows
for the different players in it to get in touch, partner up
and collaborate.



Opportunities: How to Ride the Wave of Emerging Trends

Appendix

Interview guide

Our interview guide was built on the basis of the Value Proposition Canvas (see Figure 16) as introduced by Oster-
walder, Pigneur, Bernarda, & Smith.'®3It enabled us to capture the different perspectives around SME financing from
our three key groups of informants: (1) Entrepreneurs and owner-managers of SMEs on the demand side of financing;
(2) Experts on the supply side of financing (e.g., banks, fintechs, SIX experts); and (3) Experts from academia.

Figure 16: The Value Proposition Canvas

\ Gain Creators \ Gains
Products \» @ e/ Customer ‘ ]

and Services Job(s)

V-,

Source: Strategyzer (2020) based on Osterwalder et al. (2014)%4

The Value Proposition Canvas consists of two parts: (1) The customer profile (right part) and (2) The value map (left
part). On the right part, the jobs/needs customers try to get done/satisfy are described, customer pains while trying
to gettheir jobs done/needs satisfied highlighted (e.g., obstacles), and customer gains (e.g., benefits) outlined. On the
left part of the model, the products and services the value proposition builds upon are listed, how the products and
services represent pain relievers (e.g., reducing/eliminating obstacles) depicted, and in which ways the products and
services are gain creators (e.g., how they increase customer benefits) illustrated. Afit between the two partsis accom-
plished by creating a clear connection between what matters to customers and how products and services relieve
pains and create gains.””> By analyzing both the demand side and the supply side, we aimed at achieving a compre-
hensive understanding of the market for SME financing and its future development, thereby also taking into account
new offerings such as introduced by fintechs or others.

Given the three different types of informants interviewed, we use slightly different versions of interview protocols
(i.e. designed in accordance with our informants’ field of expertise). For the first group of interviewees (i.e. SMEs), we
covered the model's customer profile, for the second group of interviewees (i.e. experts on the supplier side) we cov-
ered the value map, for the third group (i.e. experts from academia) we covered the model as a whole. These efforts
assisted us in obtaining rich and trustworthy data.

193 Alexander Osterwalder, Yves Pigneur, Gregory Bernarda, Alan Smith, 2014, Value Proposition Design: How to Create Products and Services Customers Want,
John Wiley and Sons.

194 See Strateggyzer, 2020, The Value Proposition Canvas (accessed September 8, 2021) and Alexander Osterwalder, Yves Pigneur, Gregory Bernarda, Alan Smith,
2014, Value Proposition Design: How to Create Products and Services Customers Want, John Wiley and Sons.

195 See footnote above.

62



List of Figures

List of Figures

Figure 1
Figure 2
Figure 3
Figure 4
Figure5
Figure 6
Figure 7
Figure 8
Figure 9
Figure 10
Figure 11
Figure 12
Figure 13
Figure 14
Figure 15
Figure 16

Model of SME growth: Typical sources of financing. ... e 10
FOrms of SME fiNanCing . . ..ottt e e e e e e 16
Share of SMEs with debt financing by company Size. .. ... 17
Debt financed SME share of different financing forms as a percentage of the balance sheettotal ............ 17
Number of new listings on the Swiss Stock Exchange from 2002t02020 .............covvieiiiiinnen... 22
SPACS inthe USTrom 20T6-2020 . ... ...ttt et et e e e e e e e e et ettt 24
Swiss crowdfunding volumes from 2016 t0 2019 (IN CHE M) . ..o vttt e e e 25
Swiss business crowdlending volumes from 2016 t0 2019 (iNCHFM). ... ... ..ottt 25
Business crowdinvesting volumes from 2016 t0 2019 (iNCHF M) .. ..ottt e 26
Global vs. Swiss business-related crowdfunding volumes (inUSDm) ...ttt 27
Crowdfunding volumes per capitain 2018 (iNUSD) . . ... vttt ettt e e e 27
Global ICOSs from 2013 0 OCtOber 2079 ..ottt ittt e et e e e e e 29
Process of SME's tokenization of @qUItY . . ... v ittt e e 53
Example of the potential advantages of dedicated segmentsfor SMES. ... ...t 58
Statistics on key European SME markets ... ... oo 59
The Value Proposition CanVas. . ... v vttt ettt et et e e ettt e et e e e e 62

63



Bibliography

Bibliography

Abraham F. & Schmukler S. L. (2017), Addressing the SME Finance Problem, Research & Policy Briefs: From the World
Bank Malaysia Hub, Vol. 9 (October 2017)

Bain & Company (2018), Spotlight on Long-Hold Funds: Opening Up New Horizons (accessed September 8, 2021)
Bain & Company (2020), For Digital Assets, Private Markets Offer the Greatest Opportunities (December 16, 2020)
Bain & Company (2021), Global Private Equity Report 2021 (accessed September 8, 2021)

Baker McKenzie (2021), IPO Report 2020 & Key Trends Set to Shape 2021 (December 16, 2020)

BankingHub (2017), Die Zukunft beginnt heute: die digitale Revolution im Kreditprozess: Zielbilder im Spannungsfeld
technischer Méglichkeiten und rechtlicher Erfordernisse (August 9, 2017)

Baumann M. & Co. (2020), Tokenization: from material to digital (October 1, 2020)
BDO Switzerland (2021), TRAF: Tax proposal 17 (accessed October 5, 2021)

BDO Tax News (2020), World Wide Tax News Issue 54, The Swiss tax reform (TRAF) entered into force on January 1, 2020
(March 2020)

Bloomberg (2021), Markets: Lockdown Winners Drive Europe’s IPO Market to Surpass 2019 (December 15, 2020)

Boschmans K. & Pissareva L. (2018), Fostering markets for SME finance: Matching business and investor needs
(February 22,2018)

CCAF (2020), The Global Alternative Finance Market Benchmarking Report (April 2020)
Center for American Entrepreneurship (2018), Rise of the Global Startup City (accessed September 2021)

Chavis L. W., Klapper L.F. & Love I. (2011), The Impact of the Business Environment on Young Firm Financing, World Bank
Economic Review, Vol. 25(3)

CNBC (2017), China bans companies from raising money through ICOs, asks local regulators to inspect 60 major platforms
(September 4, 2017)

CNBC (2021), The SPAC frenzy may be heading to Asia — experts say clearer rules are needed (March 26, 2021)
CoinDesk (2021), ICO Mania Revisited: The Investors and Token Issuers Who Made Good (August 8, 2021)

Cole R. A. & Sokolyk T. (2016), Who Needs Credit and Who Gets Credit? Evidence from the Surveys of Small Business
Finances, Journal of Financial Stability, Vol. 24

Dastile X., Celik T. & Potsane M. (2020), Statistical and machine learning models in credit scoring: A systematic literature
survey, Applied Soft Computing, Vol. 91

Deloitte (2021), Aufstieg der SPACs: Neue Finanzierungsform erreicht Europa (accessed September 8, 2021)

Deutsche Bundesbank (2017), pp. 41/42, Monatsbericht: Distributed-Ledger-Technologien im Zahlungsverkehr und in der
Wertpapierabwicklung: Potenziale und Risiken (September 2017)

ECB, (2020), Survey on the access to finance of enterprises (June 1, 2021)
EIB (2020), Gap analysis of SME financing - new fi-compass report published (March 20, 2020)

Eufinger Ch., Gill A,, Girard Y., Hett F. & Waldenmaier T. (2021), The impact of an interest rate cut on corporate activities
in alow interest rate environment, Grundlagen fur die Wirtschaftspolitik, Nr. 27, State Secretariat for Economic Affairs
SECO, Bern, Switzerland

EVCA (2021), The little book of Private Equity (accessed September 8, 2021)
EY (2019), How transaction analytics makes dealmaking better (April 29, 2019)

EY (2021), Global IPO market: 2021 expected to be a good year for new issues (January 5, 2021)

64



Bibliography

FéllmiR., Isaak N., Jager P., Schmidt T. & Seiler P. (2021), Ursachen und Wirkungen der Tiefzinsphase - Eine empirische
Analyse mit Mikro- und Makrodaten, Grundlagen fur die Wirtschaftspolitik, Nr. 26., Staatssekretariat fur Wirtschaft SECO,
Bern, Switzerland

Forbes (2020), 54 Predictions About The State Of Data In 2021 (December 30, 2020)

Fueglistaller U., Fust A., Miiller Ch., Muller S. & Zellweger T. (2019), Entrepreneurship: Modelle, Umsetzung,
Perspektiven, 5th Edition, Springer Gabler

Gabler Wirtschaftslexikon, Distributed Ledger Technologie (DLT) (accessed September 8, 2021)

Gabler Wirtschaftslexikon, Impact investing (accessed October 5, 2021)

Global Impact Investing Network (GIIN) (2019), Sizing the Impact Investing Market (April 2019)

Global Impact Investing Network (GIIN) (2020), What you need to know about impact investing (accessed October 5, 2021)
Going Public (2019), Special Capital Market Switzerland, Vol. 7 (September 2019)

Going Public Magazin (2021), White paper - Special Purpose Acquisition Companies (August 2021)

Grace K., Salvatier )., Dafoe A., Zhang B. & Evans 0. (2018), When Will Al Exceed Human Performance? Evidence from Al
Experts, Journal of Artificial Intelligence Research, Vol. 62

Growth Cap (2015), Conducting a SME Credit Risk Process Review (December 2015)
Handelszeitung (2021), ESG-Anlagen: Okologie, Soziales und Governance ist nicht dasselbe (January 22, 2021)

HBR (2019), The Power of Predictive IT: Improve Reliability and Prevent Outages Across Your Organization (accessed
September 8, 2021

IBM (2021), Intelligent Workflows in Banking: End-to-End Digitalisierung der Kreditprozesse schafft Mehrwert fur
Unternehmenskunden (January 28, 2021)

IDC(2017), Data Age 2025: The Evolution of Data to Life-Critical - Don't Focus on Big Data; Focus on the Data That's Big
(April 2017)

IDC (2020), IDC's Global Data Sphere Forecast Shows Continued Steady Growth in the Creation and Consumption of Data
(8 May 2020)

IFC (2017), MSME Finance Gap: Assessment of the Shortfalls and Opportunities in Financing Micro, Small and Medium
Enterprisesin Emerging Markets (accessed September 8, 2021)

IFC (2019), Banking on SMEs - Trends and Challenges (June 2019)

IFZ (2019), Unternehmensfinanzierung mit Private Debt in der Schweiz (June 17, 2019)

IFZ (2020), Crowdfunding Monitor Switzerland 2020 (15 May, June 3, 2020)

InsideBigData (2017), The Exponential Growth of Data (February 16, 2017)

Intel (2018), The Many Ways to Define Artificial Intelligence (21 May 2018)

LGT Capital Partners (2015), Private Equity - eine Einfihrung (accessed September 8, 2021)

London Business School (2019), How private equity firms are creating value through digital transformation (August 7, 2019)

Mazzorana-Kremer F. (2019), Blockchain-Based Equity and STOs: Towards a Liquid Market for SME Financing?, Theoretical
Economics Letters, Vol. 9(5)

McKinsey & Company (2021), Ayear of disruption in the private markets, McKinsey Global Private Markets Review 2021
(April 2021)

Netsuite (2018), Roundtable: The role of technology in the evolution of the private equity industry (accessed September 8, 2021)
NVCA (2020), NVCA 2020 Yearbook (March 2020)

NVCA (2021), NVCA 2021 Yearbook (March 2021)

OECD (2015), New Approaches to SME and Entrepreneurship Financing: Broadening the Range of Instruments (February 2015).
OECD (2019), Initial Coin Offerings (ICOs) for SME Financing (January 15, 2019)

65



Bibliography

OECD (2020), Financing SMEs and Entrepreneurs 2020: An OECD Scoreboard (April 22, 2020)
Open Banking Report (2019), Insights into the Global Open Banking Landscape (September 2019)

Osterwalder A., Pigneur Y., Bernarda G., Smith A. (2014), Value Proposition Design: How to Create Products and Services
Customers Want, John Wiley and Sons

Portagon (2021), Tokenisierung: Digitalisierung von Vermdgenswerten (February 2, 2021)

PwC (2020), 6th ICO / STO report: A strategic perspective (spring 2020 edition)

PwC (2021), ESG reporting (accessed October 5, 2021)

PwC (2021), ESG reporting (accessed October 5, 2021)

PwC (2021), Federal Act on Tax Reform and AHV Financing (accessed October 5, 2021)

PwC/ The Economist Intelligence Unit (2019), Capital Markets in 2030: The future of equity capital markets (March 2019)
Reuters (2017), China bans initial coin offerings as illegal fundraising (September 4, 2017)

Roland Berger (2021), The future of SME lending: The role of digital platforms and opportunities for the future (March 2021)

Sanyal P. & Mann C. L. (2010), The financial structure of startup firms: The role of assets, information, and entrepreneur
characteristics, Working Papers, No. 10-17

SEC, Investor Alerts and Bulletins (2021), What You Need to Know About SPACs - Updated Investor Bulletin (May 25, 2021)
SECA (2021), SECA Yearbook 2021 (May 2021)

SECO/IFZ (2017), Studie zur Finanzierung der KMU in der Schweiz 2016 (June 2017)

SIX (2020), Listings on the Swiss Stock Exchange, year 2020 (accessed September 8, 2021)
SIX(2021), Listings on the Swiss Stock Exchange, years 2002-2021 (accessed September 8, 2021)
SIX (2021), Sparks the SME Stock Exchange (accessed September 8, 2021)

SIX Exchange Regulation (2021), Recognized Representatives (accessed October 27, 2021)

SNB (2021) on data.snb.ch

S&P Global Ratings (2021), Essential Intelligence: ESG in Credit Rating (accessed October 5, 2021)
Strateggyzer (2020), The Value Proposition Canvas (accessed September 8, 2021)

SwissBanking (2021), Distributed Ledger Technology (accessed September 8, 2021)

The Economist (2019), Drastic falls in cost are powering another computer revolution: The Internet of Things is the next
bigideain computing (September 14, 2019)

The Economist (2019), How the world will change as computers spread into everyday objects: The “Internet of Things” will
fundamentally change the relationship between consumers and producers (September 14, 2019)

The Economist (2020), An understanding of Al's limitations is starting to sink in: After years of hype, many people feel Al
has failed to deliver, says Tim Cross (June 13, 2020)

The Economist (sponsored by SAS), Machine learning and artificial intelligence in a brave new world
(accessed September 8, 2021)

The Economist Intelligence Unit (2021), The lynchpin of competitive advantage (accessed September 8, 2021)
Visual Capitalist (2020), Visualizing the Social Media Universe in 2020 (August 28, 2020)

WEF (2020), Here's what happens every minute on the internet in 2020 (September 21, 2020)

WEF (2021), Digital Assets, Distributed Ledger Technology and the Future of Capital Markets (May 2021)

WFE (2011, 2010), Domestic market

World Bank (2013), Global Financial Development Report 2013: rethinking the role of the state in finance (English)
(September 19, 2012)

World Bank (2014), Global Financial Development Report 2014: Financial Inclusion (September 2014)

66



Note to Readers

World Bank (2020), New World Bank country classifications by income level: 2020-2021 (July 1, 2021)

World Bank (2021), Small and Medium Enterprises (SMEs) Finance: Improving SMEs' access to finance and finding
innovative solutions to unlock sources of capital (accessed September 8, 2021)

World Federation of Exchanges & Milken Institute (2017), Small and Medium-Sized Enterprises and SME Exchanges:
Ajointreport of the World Federation of Exchanges the Milken Institute (July 18, 2017)

www.data.snb.ch

www.fese.eu/statistics

www.r3.com

www.spacinsider.com/stats

www.startupticker.ch, Swiss Venture Capital Report (2012) (January 2013), Swiss Venture Capital Report (2021) (July 2021)

Note to Readers

The views expressed in this paper are those of the authors and SIX contributors, and do not necessarily reflect those of SIX or
others. For more information about this report, please contact us at: research@six-group.com.

Authors
Michael Rychener(-Schreiner) Prof. Dr. Heiko Bergmann
Research Associate & Doctoral Candidate, Adjunct Professor of Entrepreneurship,

Swiss Institute of Small Business and Entrepreneurship  Swiss Institute of Small Business and Entrepreneurship
(KMU-HSG) (KMU-HSG)

67


http://www.data.snb.ch
http://www.fese.eu/statistics
http://www.r3.com
http://www.spacinsider.com/stats
http://www.startupticker.ch

Acknowledgments

Note to Readers

This paper would not have been possible without the contribution of many colleagues and partners. We would like to express
our gratitude to everyone involved in this process and thank them for their contributions via discussions, interviews, docu-

ment reviews, workshop participation and other forms of feedback (in alphabetical order).

SIX contributors

Stefan Bosshard
Product Head Fixed Income,
SIX Digital Exchange

Johannes Bungert
Head Strategy and M&A,
SIX Group

Valeria Ceccarelli
Head Primary Markets,
SIX Swiss Exchange

Marco Estermann
Head Business Development,
SIX Swiss Exchange

Avi Ghosh
Head Marketing Securities & Exchanges,
SIX Group

Tobias Lehmann
Senior Product Manager Primary Markets,
SIX Swiss Exchange

LauraLuna
Group Strategy,
SIX Group

Blaz Ostrek
Senior Issuer Services Manager,
SIX Digital Exchange

Aleksandra Petersone
Senior Manager Innovation Strategy,
SIX Group

Markus Schmieder
Head Group Strategy,
SIX Group

Daniel Schmucki
Chief Financial Officer,
SIX Group

Sunil Shikhare
Head Business Strategy,
SIX Group

Marek Socha
Head Corporate Development,
SIX Digital Exchange

Patrick Stettler
Head Sales EMEA,
SIX Digital Exchange

Maneesh Wadhwa
Senior Business Development Manager,
SIX Swiss Exchange

Matea Zosak

Marketing Manager Exchanges,
SIX Group

Others contributors

Prof. Dr.)érn Block
University of Trier

Andreas Biihler

Reichmuth & Co
Investment Management AG

Prof. Dr. Andreas Dietrich
Lucerne University of Applied Sciences
and Arts

Markus Egger
Emil Egger AG

Marco Fantelli
Paprico AG

PD Dr. Christian Fisch
University of Trier

David Ganz
Ganz Gruppe AG

Andreas Gerber
Sygnum Bank AG

Michael Jahn
Phoenix Mecano Komponenten AG

Prof. Dr. Hans Landstrom
Lund University

Christian Leemann
Chemgo AG

Prof. Dr. Sophie Manigart
Ghent University

Alwin Meyer
Swisspeers AG

David Muggli
Zurcher Kantonalbank

Iman Nahvi
Advertima AG

Dr. Michael Pfiffner
Juice Technology AG

Edi Platter

RUZ Raiffeisen
Unternehmerzentrum AG

Werner Schmid
Phoenix Mecano
Komponenten AG

Philipp Schnyder
Creditworld AG

Milo Stéssel
MS Direct AG

Prof. Dr. Tereza Tykvova
University of St. Gallen

Dr. Christian Waldvogel
Renaissance AG

Robin Wicki

Zurcher Kantonalbank

Dr. Tobias Wolf
Onlinedoctor AG

68



SIX
Pfingstweidstrasse 110
P. O. Box

CH-8021 Zurich
WWW.SiX-group.com

This material has been prepared by SIX Group Ltd, its subsidiaries, affiliates and/or their branches (together, “SIX") for the exclusive use of the persons to
whom SIX delivers this material. This material or any of its content is not to be construed as a binding agreement, recommendation, investment advice,
solicitation, invitation or offer to buy or sell financial information, products, solutions or services. It is solely for information purposes and is subject to change
without notice at any time. SIX is under no obligation to update, revise or keep current the content of this material. No representation, warranty, guarantee or
undertaking - express or implied - is or will be given by SIX as to the accuracy, completeness, sufficiency, suitability or reliability of the content of this material.
Neither SIX nor any of its directors, officers, employees, representatives or agents accept any liability for any loss, damage or injury arising out of or in relation
to this material. This material is property of SIXand may not be printed, copied, reproduced, published, passed on, disclosed or distributed in any form without
the express prior written consent of SIX.

© 2021 SIX. All rights reserved.



	Foreword
	Executive Summary: The Whitepaper in Brief
	Introduction: The Whitepaper Guide
	1 Fundamentals of SME 
	2 Status Quo: The Relevance of Different Forms of SME Financing Today
	3 Quo Vadis? Trends in SME Financing
	4 Opportunities: How to Ride the Wave of Emerging Trends
	Appendix
	Bibliography

