
 

 

The Alternative Investment Market (AIM) 

Successes, Failures and Suggestions for Change 

The Alternative Investment Market has facilitated the listing of over 3000 

companies, over £80bn has been raised via primary and secondary issues and 

at its peak just under 1700 companies were listed on the exchange. For many 

companies the lighter listing requirements, the lower listing costs and a 

dedicated investor base has been the perfect background to raise capital and 

grow.  

From an investor’s point of view AIM has not been a success. While there have 

been some notable individual success stories, AIM as an asset class has 

significantly underperformed every other main market index in the UK. On a 15 

year total return basis AIM has barely managed a positive return compared to 

over 230% for the FTSE SmallCap and over 400% for the FTSE 250. 

For companies the situation has also changed. Accompanying a sharp fall in the 

number of companies seeking to list on AIM there has been a sharp rise in the 

number of companies leaving the exchange. Many of these companies have 

left voluntarily and have publicly criticised the market for low levels of 

liquidity, falling investor interest, increasing costs associated with being listed 

and market valuations that do not reflect the true value of the firm. As a result 

the number of companies listed on AIM has fallen by over 35% from its peak. 

In recent weeks, however, there have been signs of life returning to the 

market. The AIM All Share index is up 13.5% year to date which is only 

marginally behind the FTSE All Share. Moreover, the number of new listings 

has increased and there is a view that the change in the rules to allow AIM 

shares to be held in Individual Savings Accounts will boost interest in the 

market, increase liquidity and improve performance. 

In this note we examine AIM in some detail. We begin by looking at the 

background to AIM and how it has developed since 1995. This is followed by 

an analysis of what has changed and what has contributed to the general 

underperformance of the market for the past 15 years. For this we look at the 

specific issues of sector composition, size, domicile, corporate performance 

and valuations. We also examine why companies have been leaving AIM and 

attempt to provide a theoretical background to why from an investor’s point of 

view AIM has not been a success. We conclude with some discussion points 

and provide some suggestions for change which we believe could enhance this 

important market and facilitate the growth companies of the future. 
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The Background to AIM 

The Alternative Invest Market (now AIM) was set up in June 1995 with the specific role of allowing 

smaller/emerging companies to list their shares within a more flexible or lighter-touch regulatory 

environment. It superseded the Unlisted Securities Market (USM) which as with AIM, allowed for 

lower free-float requirements and shorter trading histories. AIM also provided some tax benefits to 

both the companies and investors and was very focussed on attracting higher growth companies 

from Technology, Media, Healthcare and Biotech sectors. By the end of 1999 over 42% of the market 

capitalisation of AIM comprised of TMT and Healthcare. The lower regulatory environment also 

attracted a large number of overseas companies to seek a listing in London which as shown in table 

1 and figure 1 has steadily grown as a percentage of the exchange to over 20% by August 2013.  

Table 1:Companies listed on AIM June 1995 to August 2013 

 UK Companies International Companies All 

Period end Number % of Total Number % of Total Total 

June 1995 10 100% 0 0% 10 
1995 118 98% 3 2% 121 
1996 235 93% 17 7% 252 
1997 286 93% 22 7% 308 
1998 291 93% 21 7% 312 
1999 325 94% 22 6% 347 

2000 493 94% 31 6% 524 
2001 587 93% 42 7% 629 
2002 654 93% 50 7% 704 
2003 694 92% 60 8% 754 
2004 905 89% 116 11% 1,021 
2005 1,179 84% 220 16% 1,399 

2006 1,330 81% 304 19% 1,634 
2007 1,347 80% 347 20% 1,694 
2008 1,233 80% 317 20% 1,550 
2009 1,052 81% 241 19% 1,293 
2010 967 81% 228 19% 1,195 

2011 918 80% 225 20% 1,143 
2012 870 79% 226 21% 1,096 
Aug 2013 857 79% 229 21% 1,086 
Source: London Stock Exchange 

 

In the initial years of AIM, fund raisings both primary and secondary were relatively low. Between 

2003 and 2007 equity raisings really took off and AIM was a significant market for equity issuance for 

both UK domiciled and International companies alike.  A cumulative £47.5bn was raised during that 

period, which in retrospect accounted for over half of the total amount raised on AIM over its life to 

date.  

The strong demand for Resources companies and the willingness to invest in companies with no 

earnings record facilitated the boom in IPOs and also led to a significant change in the composition 

of AIM over the period. Then came the financial crisis, a sharp fall in primary issuance, a sharp rise in 

administrations and the success of attracting so many international Resources companies to the 

exchange took its toll.   
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Figure 1: Companies Listed on AIM 1995 - 2013  

 

Figure 2: Primary & Secondary Fund Raisings on AIM 1995 - 2013 

 

Figure 3: Average Fund Raising per Company on AIM 1995 - 2013 
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Has AIM Been a Success? 

Can we consider AIM a success or not? According to the London Stock Exchange the answer is yes. 

The website claims “AIM is the most successful growth market in the world” and it “… continues to 

help smaller and growing companies raise the capital they need for expansion”. It is true that over its 

life it has been highly successful in encouraging a large number of companies to join, some of which 

transferred from the main market and some from overseas markets. It has outlived the “New 

Markets” such as the Neuer Markt in Germany, Nouveau Marché in France and the Pan European 

growth company exchange EASDAQ. However, in recent years, investors and companies have begun 

to question the validity of the exchange. Despite some exceptional success stories such as Asos the 

post financial crisis period has seen a dramatic change for AIM and the market has attracted a 

degree of criticism with regard to quality of companies and market oversight.  

Since 2007 the number of companies listed on AIM has fallen by over 600, of which only 40 have 

transferred to the main market, the rest de-listing either through takeover/merger, taking 

themselves private or being forced into administration. In terms of fund raising, primary issues have 

remained subdued since 2008 with the cumulative primary issue for the entire 2008 to 2013  period  

(£4.9bn) being less than in any of the single years between 2005 and 2007. Secondary issues did 

experience resurgence in 2010 as companies sort to recapitalize themselves, but since then has 

steadily declined both in aggregate and per company.   

Table 2: AIM  Admissions and De-listings from AIM (1995 -2013) 

Year Admissions Re-admission De-list Net Change Total (y/e) 

1995 123 n.a. n.a. 111 121 
1996 145 n.a. n.a. 131 252 
1997 107 n.a. n.a. 56 308 
1998 75 n.a. n.a. 4 312 
1999 102 n.a. n.a. 35 347 
2000 277 n.a. n.a. 177 524 
2001 177 33 72 105 629 
2002 160 41 85 75 704 
2003 162 29 112 50 754 
2004 355 49 88 267 1,021 
2005 519 81 141 378 1,399 
2006 462 97 227 235 1,634 
2007 284 61 224 60 1,694 
2008 114 41 258 -144 1,550 
2009 36 18 293 -257 1,293 
2010 102 33 198 -98 1,195 
2011 90 25 142 -52 1,143 
2012 71 15 120 -47 1,096 
Aug 2013 49 9 51 -10 1,086 
Source: London Stock Exchange 

From an investor perspective the situation has been much more stark. As Figure 4 shows, apart from 

a period of significant outperformance between 1999 and 2000, AIM has consistently 

underperformed both the All Share and the FTSE SmallCap.  
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Figure 4: Relative Performance of AIM 1995 - 2013 

 
Source: Bloomberg 

On a simple capital gain basis AIM has unperformed the FTSE All Share by more than 100% over its 

lifetime and as shown in table 3 has significantly underperformed on a total return basis on a 5 year, 

10 year and 15 year basis. 

Table 3:  Total Return and Annualised Equivalent Return Comparisons 

 5 Year* 10 Year* 15 Year* 

Index Total Return Ann. Equiv Total Return Ann. Equiv Total Return Ann. Equiv 

AIM -0.10% -0.03% 16.20% 1.50% -0.30% -0.02% 

FTSE SmallCap 70.20% 11.20% 145.00% 9.40% 234.10% 8.36% 

FTSE 250 84.00% 13.00% 264.10% 13.80% 403.70% 11.40% 

FTSE 100 41.00% 7.10% 134.30% 8.90% 116.10% 5.30% 

All Share 46.30% 7.90% 147.90% 9.50% 144.60% 6.10% 

Source: Bloomberg. *End date 30/8/2013, calculated weekly. 

 

Why Has AIM Consistently Underperformed? 

Is It All Due to Sector Composition? 

One of the main reasons often cited for the differential performance of AIM versus the FTSE All 

Share has been sector composition. By comparing the broader sector grouping as at the end of 

August 2013, it is clear that there are some significant differences between AIM and the main 

market with the former having a much higher exposure to Oil & Gas, Retail, Financial Services and 

Technology and the FTSE All Share having a much higher exposure to Consumer Goods and Banks.  

Moreover, if we plot the changing compositioni over time both by market capitalisation and by 

number of companies figures 5 and 6 clearly show that there has been a steady shift from high 

growth sectors in Technology, Media and Telcos to a much higher cyclical exposure via Resources.  
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Table 4: Sector Weights AIM vs. FTSE All Share – August 2013 

 Index Weight (%)* 

Sector (FTSE Super Sector)** AIM All Share FTSE All Share 

Oil & Gas 20.8% 14.1% 

Basic Resources/Materials 9.9% 10.4% 

Industrial Goods & Services 10.5% 9.5% 

Construction & Building Materials 2.2% 0.7% 

Auto & Parts 0.0% 0.3% 

Food & Drink 4.2% 2.5% 

Consumer Goods 2.4% 11.0% 

Healthcare 6.8% 7.0% 

Retail 9.2% 4.4% 

Media 2.3% 3.3% 

Travel & Leisure 2.9% 3.5% 

Telecoms 2.8% 6.4% 

Utilities 1.5% 3.7% 

Banks 0.7% 12.9% 

Financial Services 5.9% 2.3% 

Insurance 1.0% 4.7% 

Real Estate 5.1% 1.9% 

Technology 11.7% 1.5% 

Source: Bloomberg. * As at 30/8/2013. **Weights have been adjusted to compare across indices. 

 

Both figures 5 and 6 show that a market that was very exposed to higher growth sectors in the 1990s 

changed gradually in terms of numbers but quiet dramatically in terms of market capitalisation. 

While this is emulated to a certain extent when comparing the longer term sector development of 

the main market, the change is much more dramatic for AIM. 

Figure 5: Sector Composition of AIM 1999 - 2013 

 
Source: London Stock Exchange 
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Figure 6: Sector Composition of AIM 1999 - 2013 

 
Source: London Stock Exchange 

While it is clear that some significant sector differences do exist and have changed quite sharply 

overtime, how much of that explains the long term underperformance of AIM to the main market is 

less clear. For example, if we compare sector returns on a 3 year, 5 year and 10 year view we do find 

that the exposure to Resources has had an impact on overall performance of AIM.  

Table 5: Comparative Sector Returns AIM vs. FTSE All Share 

 3 Year Return* 5 Year Return* 10 Year Return* 

Sector AIM All Share AIM All Share AIM All Share 

Oil & Gas -35.7% 5.4% -13.0% 18.2% 45.3% 81.1% 

Basic Materials -51.1% -24.2% 2.0% 13.2% -10.3% 132.7% 

Chemicals 16.8% 61.1% -47.1% 157.3% -79.3% 486.9% 

Industrials 40.7% 58.4% 3.9% 91.6% 2.4% 220.0% 

Construction & Mats. 49.0% 14.0% 115.6% 13.3% 392.7% 59.3% 

Autos & Parts 13.8% 115.8% -64.6% 148.0% -89.4% 121.3% 

Food & Drink 53.9% 41.7% 76.8% 79.8% -1.3% 125.1% 

Consumer Goods 5.4% 54.2% 2.6% 94.4% -40.0 171.9% 

Healthcare 3.6% 22.7% 55.4% 41.1% -1.4% 60.4% 

General Retail 286.9% 53.4% 542.2% 21.0% 819.5% 0.1% 

Food & Drug Retail n.a. -5.6% n.a. 4.5% n.a. 58.5% 

Media -7.6% 49.2% -28.0% 112.8% -66.6% 82.5% 

Travel & Leisure 68.0% 44.9% 99.7% 73.7% 7.9% 121.3% 

Telecoms -3.8% 42.7% 76.2% 70.9% -59.5% 95.3% 

Utilities -22.0% 34.1% -40.5% 25.1% -85.3% 167.4% 

Banks 282.4% -2.4% 91.9% -22.2% n.a. -41.4% 

Financial Services 0.3% 30.4% -12.2% 31.1% -8.7% 61.6% 

Insurance – Life n.a. 43.6% n.a. 54.5% n.a. 71.6% 

Insurance Non-Life 97.6% 15.0% 149.7% 35.7% 131.0% 116.3% 

REITS -6.4% 24.1% -9.8% 18.2% n.a. n.a. 

Real Estate Services n.a. 52.1% n.a. 35.8% n.a. 35.8% 

Technology 40.5% 65.4% 92.0% 202.6% 44.0% 172.2% 

Source: Bloomberg. *Up to 30/8/2013, returns calculated on a monthly basis. 

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

Utilities

Travel & Leisure

Healthcare

Consumer Goods

Investment
Companies
Retail

Industrial Goods &
Services
Financials

TMT

Resources



 The Alternative Investment Market  28th October, 2013

Walbrook Economics 8 

However, what is also clear from table 5 is that when comparing sector by sector, AIM has 

underperformed in nearly every sector on a 10 year view and in the majority when comparing on a 3 

and 5 year view as well. There are only three sectors; Construction & Materials, Insurance and Retail 

that have AIM companies that have consistently outperformed in each comparison period. 

Moreover, the outperformance of Retail has been almost entirely due to one company which has 

grown in market capitalisation to £4.2bn and represents 10% of the AIM 100 and 7% of the AIM All 

Share. So, while it is true to say that poor performance of the Basic Materials/Resources sectors 

have been a contributing factor, it by no means explains the general poor performance of AIM over 

the past 10 years.  

Is It Size? 

This across-the-board underperformance may well be capturing a size effect whereby smaller 

companies have underperformed as an asset class. On that issue we have already shown that  

comparing returns across the size ranges, SmallCap and MidCap companies have performed much 

more strongly over a 5, 10 and 15 year period in the UK. The same is true if we compare the small 

and mid cap segments in Germany, France, Italy, Switzerland, the Netherlands and the US where 

over nearly every time period small and mid caps have outperformed large caps. In part this reflects 

the much lower weighting in most markets to Banks and Resources which have been a significant 

drag on main indices but also indicates that the size effect has been positive and not negative.  

Table 6:  Small Cap vs. Large Cap: International Comparisons of Returns  

 5 Year* 10 Year* 15 Year* 

Index Small/Mid Large Small/Mid Large Small/Mid Large 

France 22.7% -2.4% 68.1% 25.5% 62.4% -0.2% 

Germany 106.8% 39.0% 263.2% 148.8% 289.8% 81.1% 

Italy -14.6% -34.7% -4.7% -32.3% 7.8% -29.0% 

Netherlands 10.0% 9.5% 68.6% 18.3% -11.9% -14.4% 

Switzerland 13.2% 16.4% 122.6% 53.6% 119.2% 34.5% 

US 58.8% 32.2% 142.6% 102.8% 278.9% 99.2% 

Source: Bloomberg. *End date 30/8/2013, calculated monthly 

 

Also if we compare the performance of the AIM 50, AIM 100 and AIM Allshare there is no evidence 

to suggest that has been a negative size effect within AIM given that the AIM 50 and the AIM All 

Share have generated very similar returns over the past 10 years. 

To test this a bit further we split the data into 10 size bands based on current market capitalisation 

and compared average returns across the size bands. With the caveat that this sort of analysis will 

inevitably suffer from survivor and selection bias we did find that the largest band generated the 

highest return although a large part of this was due to the inclusion of Asos. Comparing unweighted 

returns across the size bands didn’t reveal any noticeable differences which lead us to conclude that 

there is no real evidence of a negative size effect within AIM and is not a factor in its 

underperformance.  

Too Many Non-Doms? 

One of the changing characteristics of AIM over the past decade has been the growth in the number 

of international companies that have been attracted to the exchange. In terms of domicile, of the 
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1086 that companies listed on AIM at the end of August 2013 just over 20% in number have a non-

UK domicile which is around 30% in market capitalisation terms.  While there is no specific reason 

why non-UK domiciled companies should perform any better or worse than UK domiciled 

companies, anecdotal evidence suggests that many of the very poor performing companies have 

been overseas companies listed within the past four years. 

One of the issues with testing this claim is that it is not necessarily the domicile that may be the issue 

but the concentration in underperforming sectors. Looking at the data (see table A3 in the Appendix 

for more detail) it is true that a disproportionate number of international companies listed on AIM 

are from the Resources sector with just over 50% (in market capitalisation terms) being in Oil & Gas 

and Mining, with the other big weights being in Investment Funds (11.5%), Real Estate (8.3%) and 

Speciality Financials (4.9%). 

Two reasons often given to why non-domiciled companies have been more volatile and worse 

performers in share price terms is that they have lower free float and lower liquidity, lower levels of 

disclosure and are less effectively monitored by their Nominated Advisors in the UK. With regard to 

the first explanation we didn’t find much evidence to support the argument either way. On the 

second issue, this is difficult to measure statistically other than to test if non-domiciled firms have 

performed worse than UK domiciled companies. 

To do this we compared weighted average returns of AIM split in to UK domiciled and non-domiciled 

companies between 2005 and 2013. Table 7 shows the average returns for each year and does 

suggest that in most periods the non-domiciled companies underperformed especially in the 2008 

period onward. Unfortunately, the statistical significance of the two sets of means in each period is 

quite low which in part can be explained by the very wide distribution of returns in both groups but 

also the lack of full cohort data. We conclude that while domicile may well have been a factor in the 

performance of AIM, at this stage stripping out the individual effects of sector, maturity and 

domicile is not really possible and it is hard to conclude that domicile on its own is an explanatory 

factor. 

able 7: Comparative Returns of AIM Companies: UK vs. International Companies 

 Weighted average Equity Returns 

Year/Period UK Domiciled Non-UK Domiciled 

Aug 2005 to Aug 2006 -4.8% 2.4% 

Aug 2006 to Aug 2007 1.6% -6.7% 

Aug 2007 to Aug 2008 -38.9% -31.1% 

Aug 2008 to Aug 2009 -23.8% -32.0% 

Aug 2009 to Aug 2010 11.0% 0.0% 

Aug 2010 to Aug 2011 5.0% -3.4% 

Aug 2011 to Aug 2012 -14.1% -31.3% 

Aug 2012 to Aug 2013 6.0% -7.0% 

Source: London Stock Exchange, Bloomberg 

Earnings Growth? 

An obvious question to ask when analysing the performance of AIM is whether AIM companies have 

performed better or worse in terms of earnings. If we found that AIM companies had generated 

better earnings growth on a consistent basis but had underperformed in terms of share price and/or 

trade on lower ratings it would be safe to conclude that there exists an AIM effect which is negative. 
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Unfortunately, the very nature of AIM is that many of the companies are still immature and earnings 

remain negative and/or more volatile. If we look at the aggregate EPS growth for past 11 years we 

find that for most years the overall level of earnings is negative. Even after stripping out loss making 

companies (see table 8) earnings growth is far more volatile than for the aggregate of the main 

market making a comparison very difficult. What we can imply from the earnings comparison given 

in the table below is that in the earlier years growth was positive and stronger among AIM 

companies than for the All Share, but post 2007 it has been more volatile and negative which once 

again may well be attributed to the changing sector composition of AIM. This is certainly an area for 

a greater level of research but for now we conclude that AIM companies have generated a lower 

level of compound earnings growth and have been significantly more volatile than the main market.  

Table 8: Implied EPS Growth AIM All Share vs. FTSE All Share 2001 - 2012 

 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 

AIM 106% 34% 76% 2,054% -96% 31% -46% 55% -17% -18% -44% 

FTA 25% 17% 31% 19% 26% -3% -24% -3% 30% 7% -14% 

Source: Bloomberg 

Are AIM Companies Undervalued? 

Given the background of share price performance and earnings growth it is worth looking at how 

this has affected the overall valuation of AIM and what we can conclude about the existence of an 

AIM “effect”. Table 9 provides a snap shot of the one year forecast PE for AIM versus the FTSE All 

Share taken at the end of January for each year from 2006 to 2013. We have chosen January as this 

is post the year end trading update for many companies and forecasts will have been adjusted 

accordingly. The consensus data we use is calculated excluding loss makers and is based on a 12 

month forecast period rather than a calendar year period. 

Table 9 compares consensus forecast PE ratings at the aggregate index level for AIM and the main 

market. What the table appears to show is that for most of the 12 month forecast periods between 

January 2006 and January 2013, rather than trading on a discount as we may have expected given 

the more volatile earnings growth but instead it has traded on a similar or higher rating than the 

main market for most of the periods we compare. 

Table 9: 12
th

 month forecast PE –FTSE All Share vs. AIM. 

Forecast date – End January: FTSE All Share AIM All Share 

2006 11.3x 11.1x 

2007 12.5x 13.8x 

2008 11.1x 15.7x 

2009 9.2x 6.6x 

2010 11.6x 18.9x 

2011 10.7x 10.8x 

2012 10.2x 16.8x 

2013 11.9x 15.6x 

Source: Bloomberg 

 

While it would appear that AIM has not been consistently undervalued when looking at it in 

aggregate over the past 8 years, if we compare forecast PEs for each comparable sector as of today, 

then we do see some significant differences across the sectors. Stripping out the extremes i.e., Retail 

(which trades on a very large premium to AIM and the main market sector) and Basic Resources 
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(most of which are loss making) we can see that large sectors such as Technology, Industrial Goods & 

Services and Media currently trade on large discounts and have done so for some time.  

To give an overall assessment on whether AIM has and currently trades on unjustified discounts is 

not straight forward. Pre loss makers AIM has generally traded on premiums. Post loss makers, 

generally trades at a small premium to in-line. Stripping out the extremes – i.e. Retail, Oil and 

Mining, AIM companies trade on a discount but by this stage we have lost a large component of the 

market and the comparison becomes relatively meaningless. Hence it is difficult to say that in 

valuation terms whether an AIM discount actually exists and any “undervaluation” simply reflects 

more volatile earnings extremes.  

Table 10: Comparative Sector Valuation (excluding loss makers)* 

 PE 2013 (f) PE 2014 (f) PE 2015 (f) 

Sector AIM FTA AIM FTA AIM FTA 

Oil & Gas 5.5x 9.9x 6.3x 8.9x 5.3x 8.5x 
Basic Materials 4.0x 13.2x 2.6x 11.2x 3.2x 9.9x 

Chemicals 16.3x 17.6x 16.1x 15.8x 13.0x 14.2x 
Industrials 8.6x 15.9x 7.1x 14.3x 10.0x 13.0x 

Construction & Mats. 19.8x 21.4x 16.4x 16.0x 13.0x 17.6x 
Autos & Parts n.a 13.0x 7.6x 11.1x 4.8x 10.2x 

Food & Drink 17.3x 17.2x 13.1 15.9x 12.1x 14.7x 

Consumer Goods 7.4x 16.0x 12.0x 14.6x 14.6x 13.3x 

Healthcare 22.3x 12.8x 20.0x 12.4x 15.3x 11.7x 

General Retail 40.7x 16.0x 33.9x 14.2x 31.2x 12.8x 

Food & Drug Retail n.a 12.0x n.a 11.8x n.a 11.1x 

Media 12.4x 15.5x 9.5x 14.1x 8.7x 12.8x 

Travel & Leisure 13.1x 17.1x 10.5x 14.1x 12.9x 12.5x 

Telecoms 104.4x 13.6x 26.8x 13.1x 17.7x 12.4x 

Utilities 15.1x 14.6x 7.2x 13.8x n.a 13.1x 

Banks 21.1x 11.5x 14.8x 10.2 12.6x 9.0x 

Financial Services n.a 12.0x n.a 12.0x n.a 10.9x 

Insurance – Life n.a 12.4x n.a 11.3x n.a 10.4x 

Insurance Non-Life 9.3x 10.7x 7.8x 10.2x n.a 9.5x 

REITS 22.4x 23.7x 26.7x 22.0x 25.1x 20.5x 

Real Estate Services n.a 26.4x n.a 23.5x n.a 21.3x 

Technology 6.4x 25.4x 6.5x 21.7x 10.3x 18.9x 

Source: Bloomberg. *As at 18/9/2013 
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Figure 7: Relative Sector Valuation AIM vs. FTSE ALL Share Sectors 

 
Source: London Stock Exchange, Bloomberg 

Why Are Companies Leaving AIM? 

There has been a continual flow of companies leaving AIM each year since its inception. This has 

been due to a variety of reasons including transfers to the main market, takeover/merger, or the 

company ceasing trading and/or going into administration. Up until 2008 however, the net new 

number of companies listed on AIM increased year on year. Post the financial crisis, the double 

effect of limited IPO activity and an increase in the number of companies going into administration 

and has seen a net decline of AIM listed companies year on year. We have used data provided by the 

LSE to analyse every exit from AIM between January 2008 and August 2013. As figure 8 shows, the 

biggest “exit” route over the period has been via takeover and/or merger. This also includes reverse 

takeovers, and in a number of cases is followed by a relisting of the merged entity (hence is not 

always an exit from the market).  

The second largest exit route and a more definitive route is Administration, insolvency and wind-up. 

Companies delisting due to administration were by far the biggest category in 2009 and 2011 which 

in our view reflects the impact of the financial crisis on many smaller/emerging companies but also 

indicative of the quality of some of the companies listed on the exchange.  

Transfers, either to the main market or exchanges is in general a small proportion of the total 

number of exits and has been for entire history of AIM. One of the more interesting routes has been 

what we call “Go Private”. This is the situation when company management and its shareholders 

have decided for some reason to delist from the exchange to become a private company.   
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Figure 8: De-Listings from AIM 2008 - 2013 

 
Source: London Stock Exchange 

After peaking at around 24% of exits in 2009, Go Private fell to be below 13% in 2010 but has started 

to rise again. By August 2013, companies going private have reached 30% of companies leaving AIM. 

This has coincided with an increasing number of companies publicly stating that they are considering 

or have taken the decision to de-list and either go private or transferred to another exchange as it 

was considered in the best interests of their shareholders. 

Table 11: Reasons for De-Listing from AIM 2008 - 2013* 

Year Takeover** Transfer Go Private Administration 

2008 107 14 16 97 

2009 71 16 57 100 

2010 98 14 21 34 

2011 44 13 25 110 

2012 56 5 23 15 

2013*** 20 5 14 7 

Source: London Stock Exchange, company websites, RNS statements.  
*Excludes companies where no reason could be identified or where the company was readmitted in the same period. 
**Includes reverse takeover and re-admissions which in some case will lead to double counting of the exit.  

***End August 2013,  

 

We have looked at the statements issued by all of the companies that voluntarily took the decision 

to delist or transfer exchange between January 2008 and August 2013. Of the 104 companies that 

issued explicit statements as to why they were de-listing, the reasons can be broadly categorised 

into 6 headings as shown in table 12. 

Table 12: Reasons Stated by Companies for De-Listing from AIM 2008 to 2013* 

Reasons  % of Companies delisting 

High level of costs associated with being listed 83% 

Low levels of liquidity 69% 

Regulatory burden and management time taken up by being listed 60% 

Inability to raise new capital & lack of investor interest 44% 

Share price not reflecting true worth of the company 29% 

Excessive share price volatility & inability to trade shares 11% 

Source: London Stock Exchange, RNS statements. Company websites. *Up to end August 2013 

Takeover or 
Merger  

44% 

Transfer 
8% 

Go Private 
17% 

Administration 
or Insolvency 

31% 
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By far the most common reason given by company was the high level of costs associated with being 

listed on AIM which were not compensated for by other “benefits” of being listed. A significant 

number of companies also provided an estimate of the actual annual cost of being listed in terms of 

fees to NOMADS, brokers, legal expenses, the exchange etc. This ranged from £50,000 per year to 

£500,000 per year, the average being £138,000. The distribution of the stated annual cost ranges is 

shown in figure 9. 

Figure 9: Distribution of stated annual costs of maintaining an AIM listing 2008-13 

 
Source: RNS Statements, London Stock Exchange 

Liquidity (i.e. lack of) was the second most mentioned reason with a number of companies stating 

that no trade in their shares had taken place for over 100 days or more. Many companies also 

highlighted that average traded values were below £5,000 per day which meant that it was 

impossible to attract new shareholders to their stock or that any significant trade caused excessive 

levels of volatility which in turn deterred new potential investors. From our analysis of the AIM All 

Share we found that as of the 30th August 2013, around 20% of companies traded less than £5000 

per day and around 30% traded less than £10,000 per day. If we extend this to include all companies 

listed on AIM it increased the sub £5000 category to 25% and around 5% had no trading at all over 

the period measured.   

Somewhat surprising was the large number of companies stating that the regulatory burden of 

maintaining a quote was a major factor in their decision to de-list; this is despite the Exchange’s 

efforts to make AIM a lighter-touch environment from the regulatory standpoint. 

In terms of considering the company to be undervalued many of the companies leaving the 

exchange have tended to interchange the statements; “The inability to raise new capital”, “excessive 

share price volatility” and “and illiquidity of their shares” as implicit indications that they consider 

the company’s share price to be undervalued. Just under a third explicitly stated that they were 

delisting due to the share price not reflecting the value of the firm, but nearly all stated that weak 

share price performance was related to being listed on AIM and was a reason why they were 

delisting.  
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The “AIM Effect” – Some Theoretical Explanations 

Given the proportion of companies highlighting the continual underperformance of their share price 

as a consequence (or at least related to) being listed on AIM it is worth considering what theoretical 

basis this could have. In theory, whether a company is listed on AIM, the full market (LSE), NASADQ 

or the Hong Kong exchange, if markets are working efficiently the underlying equity ceterus paribus 

should be valued the same. Transferring from the main market to AIM or vice versa should in theory 

have no impact on the valuation and/or performance and a discount for being listed on AIM should 

not exist. However, our analysis suggests this is not the case and in fact there exists a negative effect 

from being listed on this junior market.  

Addressing this question Professors Elroy Dimson and Paul Marsh of the London Business Schoolii 

have recently conducted an analysis of returns across the UK market and conclude (as we do) that 

there is more to the issue of AIM companies underperforming than the negative impact of resources 

companies. They highlight issues of AIM being more to do with lower listing requirements, lower 

liquidity and supervision which can make the market prone to fads and higher volatility. There is also 

the suggestion that the tax advantages of holding AIM shares has ended up in investors buying 

companies that they may otherwise have not held. They stop short of providing any theoretical 

underpinning to this phenomenon and like most studies simply provide qualitative suggestions. 

However, implicitly they do highlight this as a concern as regards investors, corporates and efficient 

allocation of capital.  

In our view one explanation to why AIM has underperformed relates to the availability of 

information and the efficiency of markets. It has been widely suggested that the reason that 

investors seek to invest in smaller companies is to exploit inefficiencies in market prices as many 

smaller companies are overlooked for periods of time and trade at levels which do not reflect the 

true worth of the firm. This in turn can lead to significant earnings surprises and a significant impact 

on share price performance.   

It is a fact that larger companies attract a lot more research coverage and media attention than 

smaller companies. For example a FTSE 100 Company has according to Bloomberg an average of 25 

analysts providing active coverage. Not a single FTSE company has less than 10 analysts covering the 

stock and financial information and news is readily available on all of them.  Similarly a FTSE 250 

company has on average 14 analysts covering the stock and while it is significantly lower for a FTSE 

SmallCap company it is still on average 6 and only a small percentage have no active/up-to-date 

coverage. Of the 817 companies contained in the AIM All Share as at the end of August 2013 the 

average analyst coverage is just 2 and over a third have no coverage whatsoever. If we extended this 

to cover all AIM companies then there are close to 40% with no research coverage.  

Table 13: Active Sell-Side Research Analyst Coverage of UK Listed Companies – by index 

Index Average Minimum Maximum % with no coverage 

FTSE 100 25 10 42 0% 

FTSE 250* 14 1 31 0% 

FTSE SmallCap* 6 1 20 5% 

AIM All Share 2 0 15 36% 

Source: Bloomberg.  *Excludes investment Trusts 
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Related to this is the number of market-makers providing live quotes, which for all FTSE companies 
is a significant number. For some AIM companies there maybe just one or two market makers and 
some rare cases no registered market maker exist in which case the retained broker is required to 
“use its best endeavours to find matching business”iii.   Hence, limited research coverage, much 
fewer market makers and lower volumes may well lead to market inefficiencies and mispricings in 
the short to medium term. However, in most studies the smaller company or “neglect effect” has 
been used as a reason to explain why over the longer term smaller companies outperform rather 
than underperform and we find this market inefficiency theory as a weak argument either way. We 
also don’t think it explains prolonged “mispricing” and why AIM has performed in the opposite way 
to smaller companies as a whole.   

Figure 10: Distribution of registered market makers per AIM Company 

 
Source: London Stock Exchange. As at 30th September 2013 

 
Another explanation, and again one that relates to the availability of information is that of Adverse 

Selection. As many investors and researchers have highlighted the very nature of AIM requires lower 

listing requirements which may by default encourage companies that could never achieve a listing 

on the main market or other exchanges.  Hence, those companies that seek an AIM listing are 

inherently more risky and more prone getting into financial difficulty which inevitably increases the 

“risk premium” (i.e. higher valuation discount) for all companies, not just the higher risk companies. 

In other words the market in aggregate self-selects lower quality companies which inevitably 

underperform. This has been the argument that has been used to explain why so many AIM 

companies have gone into administration and why international companies listed on AIM have been 

worse performers than UK domiciled companies.  

Taking this concept further, AIM could be seen as an example of market failure due to the issue of 

asymmetric information and uncertainty. The best analogy of this relates to the work by the 

economist George Akerlof and his famous work on “Market for Lemons: Quality Uncertainty and the 

Market Mechanism”iv. His analysis is based on why the second hand market for cars may break down 

because buyers and sellers have different levels of information on the car (i.e. asymmetric 

information) and the outcome of the deal is uncertain (i.e. buyer beware). The buyer will inevitably 

only offer a price for the average quality of a car because they don’t know if it’s good (a cherry) or 
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bad (a lemon). Sellers of good cars won’t sell at the average price and inevitably withdraw from the 

market which in turn lowers the level quality in the market and so on.     

In a market like a stock exchange, where outcomes are uncertain, differences in information 

between buyers and sellers can lead to a totally dysfunctional market in which fair prices are not 

achieved. For example, given the relatively limited information that investors have in many AIM 

companies relative to Full List (especially those with short trading records) it is hard for investors 

however sophisticated to assess the quality of company. Because the quality varies quite 

substantially amongst smaller/emerging companies, theoretically investors cannot tell which are 

good and which are bad. As a result all are priced as average. The result is good companies avoid 

AIM and seek a full list (or remain private) which inevitably means the quality of companies on the 

junior exchange becomes low by default. Hence valuation is lower to reflect the perceived lower 

quality companies even when there are a good number of good quality companies on the exchange. 

If the asymmetry of information is a major cause of the poor performance of AIM companies then 

this is something that the Exchange can attempt to address and we have given some suggestions for 

change in the final section of this analysis.  

Some Conclusions 

To sum up, AIM is a unique market and has been very successful in bringing a large number of 

companies to the market and raised over £80bn in primary and secondary issues. It has outlasted 

many smaller companies’ exchanges in Europe and offers a diversity of companies in terms of sector 

and country. There have been a number of success stories and its largest company would on the 

basis of its market capitalisation be eligible for inclusion in the FTSE 100.  

From an investor’s point of view AIM has been a difficult market. As an asset class it has 

underperformed all other segments of the UK market and has performed relatively poorly when 

compared internationally. In recent years the number of companies listed on the exchange has 

steadily fallen and the proportion of companies choosing to go private has been on the increase. 

Many companies have stated publicly that low liquidity, inability to raise fresh capital, financial and 

other costs of listing, share price performance and unjustifiably low valuations are reasons for 

leaving AIM. While we have not found conclusive evidence of the existence of an “AIM effect”, we 

suggest that the poor share price performance may well be a consequence of perceived lower 

quality of companies applied indiscriminately to all but the very best.  

If this is the case then this has significant implications for the workings of AIM as exchange and as an 

efficient allocator of capital. Given the importance of the SME sector to the UK as an engine of 

growth we believe that there are number of issues that the Exchange should consider addressing in 

order to improve the workings and the reputation of the AIM. In the final section of this analysis we 

provide a very brief overview of some the addressable issues and some suggestions for change.  
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Discussion Points & Suggestions for Change 

Liquidity & Market Capitalisation 

Lack of liquidity and a general lack of investor interest in a company’s shares has been shown to be 

one of the most important factors in an AIM company’s management deciding to delist. It is also one 

of the general criticisms of AIM by investors; many of whom we believe avoid investing in the 

market due to too low liquidity and too high a level of volatility. In Appendix 1, table A2 we show 

that as of end of September there were 281 companies which traded less than £5,000 per day and 

211 with a market capitalisation of less than £5m.  Many of these companies are too small for 

institutional investors to invest in and have very low free floats. They are also unlikely to be suitable 

investments for retail investors if trading the shares is difficult especially where no registered market 

maker exists. While it is not possible to increase demand for a company’s share if there is no 

demand, the exchange is in a position to purge the market of illiquid, un-investable equities and 

increase the average level of liquidity. Currently there is no restriction of size of company that can be 

listed on the exchange and there is no minimum size of company that can remain listed. As a result 

32% of AIM companies have a market capitalisation of less than £10m and 20% below £5m.   

We would suggest that companies that trade less than £1000 per day and/or have a market 

capitalisation of less than £1m for a continuous 100 day period should be considered for delisting. 

We would also suggest that in order to attain an initial listing the market capitalisation at the time 

of introduction should be no less than £2m (currently 9% of AIM has a market cap below £2m). 

With regard to shell and investment companies we believe that the exchange should increase the 

minimum cash and/or NAV requirements to minimise the number of “zombie” untraded equities. 

Quality Control, Disclosure & the NOMAD 

The role of the Nominated advisor (NOMAD) is an essential part of the Exchange’s regulation and 

maintenance of the integrity of AIM. The Exchange provides clear rules to both NOMADs and 

Companies as to their requirements to attain a listing on AIM. It also provides clear guidance to 

NOMADs as to their obligations to provide sufficient and continuing advice to the companies they 

represent.  While we do not question the adequacy of the rules, we do question whether some of 

the poor performance of AIM companies can be attributed to 1) inappropriate companies being 

listed on the market 2) inadequate supervision and advice by NOMADs 3) lack of understanding of 

requirements expected of the Companies.  At the time of writing there were 45 NOMADs registered 

with the Exchange representing between 0 and 78 companies. The exchange requires that each 

NOMAD has at least 4 Qualified Executives (QE) and for every company at least 2 individuals dealing 

with each company that they represent. Moreover, a NOMAD must demonstrate that they satisfy 

the rules of being a NOMAD on a continuing basis.  With a minimum requirement of 180 QEs (who 

also have to demonstrate continuing eligibility as a QE) we question whether a sufficient number of 

individuals exist to ensure an appropriate level and quality of advice is being maintained. For smaller 

advisory firms with a small number of companies for which they act as NOMAD, maintaining 

adequate personnel during periods of minimal transactions (and fees) must be very difficult. At the 

other extreme, NOMADs which represent close to 80 companies could theoretically have each QE 

dealing with close to 20 companies.  
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We would suggest that an individual QE should be restricted to a maximum of 10 to 12 companies 

to which they can advise. This should be between 8 and 10 if these companies are based overseas. 

We also believe QEs and all individuals dealing with AIM companies should undertake more 

specific continuing education to ensure they are up-to-date with AIM and Stock Exchange rules 

and comply with the Exchanges requirements of on-going eligibility as a QE. They should also be 

able to provide evidence that continuing dialogue has taken place with the companies they 

represent and that the companies are fully aware of their obligations of being a listed company.  

Availability of Information 

The availability of information is an essential element to the efficient operation of all equity markets. 

We have already highlighted that the lack of information and/or the asymmetry of information 

available on many AIM companies may well be a significant factor in why many AIM companies have 

underperformed. We would suggest that the Exchange, the Brokers and the companies should do 

everything possible to increase the information flow to investors. While the exchange already insists 

that every company retains the services of a Regulatory News provider and posts up-to-date 

information on its website, it may also wish to consider encouraging or even insisting on more 

detailed information to be made available to investors.  

We would suggest that the Exchange looks into the provision of research analysis on all companies 

quoted on the exchange either via the company’s broker or via paid-for research providers.   

Independence and Conflict of Interest 

The exchange provides specific guidance on the requirements for NOMADs (and their executives) to 

remain independent from the AIM companies for which they act. They must also ensure there is no 

conflict of interest of the company they advise, other parties they have relationships with and/or 

themselves. With regard to this, the exchange rules do stipulate that no partner, director or 

employee of a NOMAD may be a substantial shareholder (i.e. own over 10%) of an AIM company for 

which they act. However, the rules do allow for them to be a significant shareholder (i.e. over 3% 

and below 10%).  

We would suggest that if the Exchange wants to promote the total independence and integrity of 

NOMADS and QEs then no direct shareholdings of the companies they represent should be 

allowed.        

Trading Records and Profitability 

One of the more controversial aspects of AIM is the eligibility for listing with a minimal trading 

record and/or history of profitability. This has led to certain commentators to claim that any 

company can get their shares listed on AIM. While AIM’s role is to encourage emerging companies to 

attain a listing and gain access to a wider pool of investment capital, a balance needs to be struck 

between the ease at which it can attain a listing and the suitability of being available to retail 

investors.  

While we have not analysed the performance of companies that joined the exchange with limited 

trading history and/or profitability versus companies with a trading history, we would suggest the 
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Exchange examines this aspect in further detail and maybe consider tightening the initial listing 

requirements for any new companies looking to join the exchange. 
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APPENDIX 

Table A1:  AIM companies below £20m market capitalisation* 

 ALL AIM AIM All Share 

Size Bands: Number % Number % 

Market Cap below £5m 211 20% 143 18% 

Market Cap below £10m 338 32% 240 31% 

Market Cap below £15m 444 43% 315 40% 

Market Cap below £20m 509 49% 371 47% 

Total active companies 1042 - 783 - 

Source: Bloomberg, London Stock Exchange.  
*As at 30th August 2013 
 

Table A2: Daily Trading of AIM Companies (sub £10k per day) 

 ALL AIM AIM All Share 

Trading bands: Number % Number % 

Average daily value of trading < £1k per day 116 11% 40 5% 

Average daily value of trading < £5k per day 281 27% 156 20% 

Average daily value of trading < £10k per day 393 38% 220 28% 

Total active companies 1042 - 783 - 

Source: Bloomberg, London Stock Exchange.  
*As at 30th August 2013 
 

 

Table A3: International Companies* listed on AIM and their main sector of operation 

Broad sector Number of Companies Market Cap (£m) Weight (%)** 

Oil & Gas 47 £10,248.8 36.3% 

Basic Materials 78 £4,317.7 15.3% 

Industrial Goods 21 £790.6 2.8% 

Industrial Services 13 £1,129.8 4.0% 

Food & Drink 5 £871.0 3.1% 

Other Consumer Goods 1 £178.7 0.6% 

Healthcare 8 £552.4 2.0% 

Retail 5 £413.6 1.5% 

Media 8 £561.1 2.0% 

Travel & Leisure 3 £268.7 1.0% 

Telecoms 3 £74.7 0.3% 

Utilities 4 £421.1 1.5% 

Real Estate 22 £2,346.0 8.3% 

Banks & Insurance 2 £88.5 0.3% 

Spec Financials 27 £1370.6 4.9% 

Investment Companies 26 £3,257.1 11.5% 

Technology 12 £1,325.5 4.7% 

Source: Bloomberg, London Stock Exchange. 
*International companies have been classified as companies domiciled in countries outside of the UK and operating in non-UK territories. 
Companies domiciled in the Isle of Man or the Channel Islands but operating in the UK are excluded. 
**Percentage of International Companies by market cap. 

 

 



Table A4: AIM Sector composition 1999 to 2013 

2013* 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001 2000 1999

AIM Sectors Mkt Cap Mkt Cap Mkt Cap Mkt Cap Mkt Cap Mkt Cap Mkt Cap Mkt Cap Mkt Cap Mkt Cap Mkt Cap Mkt Cap Mkt Cap Mkt Cap Mkt Cap

Oil & Gas   13,750 14,590 14,839 18,739 9,622 3,935 12,212 11,183 8,542 5,645 1,606 621 392 518 350

Basic Materials 6,091 8,130 11,959 17,986 9,963 4,904 16,011 18,872 9,349 5,309 3,644 1,118 1,074 834 400

Industrial Goods 2,831 2,909 2,856 3,427 2,941 2,817 6,484 5,781 3,359 2,058 1,011 544 577 753 613

Industrial Services 5,157 4,327 4,022 3,926 3,887 2,948 7,079 5,876 4,445 2,667 2,100 1,455 1,919 2,214 1,518

Food & Drink 2,828 2,444 2,174 2,581 1,992 1,284 2,206 1,102 713 652 364 300 98 76 73

Other Consumer Goods 1,630 1,371 1,360 527 446 289 847 959 765 798 411 248 466 620 355

Healthcare 4,019 3,221 3,702 3,808 2,334 1,580 3,923 4,384 3,385 2,198 1,633 731 700 936 571

Retail 5,385 3,220 1,563 2,523 1,109 1,109 2,425 1,975 1,670 1,215 725 269 248 444 156

Media 1,484 1,605 1,191 1,543 1,482 1,336 4,205 4,013 2,773 1,459 878 539 938 1,458 851

Travel & Leisure 1,823 1,329 1,110 1,433 1,760 1,419 3,552 4,222 3,920 2,504 1,638 1,044 1,445 1,402 1,405

Telecoms 1,538 1,258 955 1,131 816 397 730 759 746 443 257 145 247 98 117

Utilities 831 634 518 659 1,650 720 1,981 1,126 350 35 112 129 0 0 0

Real Estate 4,018 4,264 3,898 5,335 5,963 3,443 12,874 9,545 2,790 840 1,347 1,074 994 1,001 398

Banks & Insurance 989 815 729 993 747 2,189 2,759 2,233 854 91 84 236 27 35 13

Spec Financials 3,655 3,374 3,587 5,147 4,801 4,143 8,615 9,461 7,175 2,780 1,028 953 1,125 1,859 2,129

Investment Companies 4,617 2,908 2,913 3,803 3,209 2,422 5,659 3,979 1,112 453 253 172 160 309 319

Technology 7,037 5,346 4,838 5,857 3,911 2,795 5,999 5,196 4,669 2,607 1,268 676 1,196 2,375 4,200

Total 67,683 61,748 62,213 79,419 56,632 37,732 97,561 90,666 56,619 31,753 18,358 10,252 11,607 14,935 13,468

Source: London Stock Exchange.     *to End August 2013

2013* 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001 2000

AIM Sectors No. of Cos No. of Cos No. of Cos No. of Cos No. of Cos No. of Cos No. of Cos No. of Cos No. of Cos No. of Cos No. of Cos No. of Cos No. of Cos No. of Cos

Oil & Gas   131 129 130 115 117 116 115 110 85 46 25 23 18 17

Basic Materials 177 180 172 161 165 203 219 216 174 107 70 51 42 23

Industrial Goods 83 88 94 99 105 138 145 142 118 90 68 57 42 26

Industrial Services 111 113 120 125 136 155 163 146 140 109 89 86 87 72

Food & Drink 25 24 26 26 28 29 29 26 24 20 13 9 3 3

Other Consumer Goods 37 34 33 36 39 51 52 53 49 48 38 32 27 24

Healthcare 66 63 64 65 74 100 117 113 90 70 46 38 27 18

Retail 20 19 19 20 20 33 45 42 34 28 25 27 25 21

Media 54 57 61 78 82 99 118 121 110 84 66 75 68 63

Travel & Leisure 28 29 34 43 58 75 84 89 69 62 58 73 68 64

Telecoms 12 13 13 13 21 25 27 30 22 15 10 10 10 4

Utilities 15 13 11 12 15 16 15 10 8 2 1 1 0 0

Real Estate 51 56 64 78 93 102 108 86 53 33 27 26 27 24

Banks & Insurance 10 11 16 17 17 21 18 14 8 5 5 5 3 4

Spec Financials 113 116 122 130 139 168 190 184 199 143 87 82 78 66

Investment Companies 45 45 52 56 58 63 68 58 42 31 26 23 23 21

Technology 108 106 112 120 126 155 180 191 172 127 99 84 80 73

Total 1,086 1,096 1,143 1,194 1,293 1,549 1,693 1,631 1,397 1,020 753 702 628 523

Source: London Stock Exchange.     *to End August 2013
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