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The result of the Brexit vote on 23Rd June 2016 
came as a surprise to many – in a few short 
weeks, the political landscape has changed 
dramatically. Public opinion is still extremely 
divided and Theresa May has emerged from 
the shadows of the “remain” camp to become 
the prime minister with the unenviable task of 
trying to re-unite the electorate and deliver the 
social and economic reforms promised by the 
“leave” campaigners. 
So is it possible that Brexit will allow the UK 
economy to thrive outside the EU or are we 
destined for a gradual decline toward financial 
Armageddon? The graph below shows the 
lack-lustre performance of the FTSE100 
since 2000 – uncertainty caused by the Iraq 
war, the global credit crunch, an ineffective 
coalition government and the Scottish and EU 
referendums have resulted in significant swings 
in the value of UK shares since the millennium. 
It might be surprising to see that the current 
level of the FTSE100 is very similar to that back 
in 2000 – hardly inspiring for investors seeking 
long-term capital growth. 

Global geo-political uncertainty and a general 
slowdown in economic growth have increased 
volatility and current FTSE100 levels are similar 
to those seen 16 years ago.

Rethinking equity investment strategies 

The forecasts make by George Osborne as part 
of “Project Fear”, have so far not materialised. 
Despite the lack-lustre performance over 
the past 16 years, as illustrated on the graph 
above, the FTSE100 has, since Brexit, entered 
bull market territory and levels have reached an 
11-month high. Clearly the experts don’t have a 
crystal ball! 

FTSE Performance since brexit on june 23rd 
2016

It looks unlikely that simple buy-and-hold 
strategies, which have been so successful 
since the 1920’s, will continue to serve investors 
well. The British economy turned in a subdued 
performance in the first quarter of 2017. Data for 
the second quarter will be out shortly but may be 
skewed because of the Brexit referendum and it 

I. EQUITY INVESTING POST BREXIT - WHAT ARE 
THE OPTIONS? 

Chart 1. UK FTSE 100 Stock Market index 
(2001-2016)
Source: Yahoo Finance | London Stock Exchange

Chart 2. FTSE 100 Stock Market index
Source: Yahoo Finance | London Stock Exchange
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may take several months before the emergence 
of any reliable indicators.

Official data on the impact of the referendum 
will begin following in August 2016, but unofficial 
indications so far are for a future economic 
slowdown 

We are in the midst of the slowest recovery, in 
terms of output levels, since the 1920’s, and it 
was not until the second quarter of 2015 that 
GDP per head had returned to roughly its pre- 
recession level.

Negative financial events can trigger sharp 
drops in economic growth and often takes many 
years before we see any recovery.

Chart 3. UK GDP Growth rate
Source: Yahoo Finance | London Stock Exchange

Chart 4. UK GDP Per capita
Source: Yahoo Finance | World Bank
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So where else can the savvy investor look for capital growth post Brexit? Sterling has depreciated 
considerably against the Euro and other major currencies, and company earnings look set to reduce 
sharply as consumer confidence seems to have dwindled. Banks like Goldman Sachs are now 
forecasting a mild recession, so is Eurozone a better market place for equity investors? Our feeling 
is not – if the UK has caught a cold on the run up to, and post Brexit, the EU looks like it has mild 
pneumonia! 

II. WHERE ELSE CAN THE SAVVY INVESTOR LOOK 
FOR CAPITAL GROWTH POST BREXIT? 

Chart 5. Performance of CAC Relative to FTSE
Source: Yahoo Finance | World Bank

Chart 6. Performance of DAX Relative to FTSE
Source: Yahoo Finance | World Bank

There is no quick fix to stimulate UK economic growth. Interest rates are already at all-time lows, and 
so the ability of our politicians to broker strong trade deals with the EU and other areas looks likely 
to be the key driver in determining whether the UK economy will expand or contract. 

Fear and uncertainty have always weighed heavily on consumer sentiment. There are many geo-
political issues which are damaging the prospects for economic growth - political instability in the 
Middle East, lack of a coherent policy on immigration and an increasing number of terrorist attacks 
in the Eurozone to name just a few. So what are the alternatives for equity investors, who have lost 
faith in the ability of FTSE100 shares to deliver the levels of capital growth needed to meet their 
investment goals?
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The graph above clearly shows the outperformance of smaller companies versus the dinosaurs of 
the FTSE100. 
The general lack of economic growth in the UK economy suggests that FTSE100 shares may 
struggle to deliver returns in excess of inflation, and it may be a long time until we start to see any 
green shoots suggesting an economic recovery. 
In order to get the UK economy back on track, and especially if the EU decide to penalise our goods 
with tariffs, the British people may again need to rally and decide to “Buy British”. 
The UK Government has been trying to stimulate private investment into smaller British Companies, 
through tax-efficient initiatives such as the Enterprise Investment Scheme (EIS). Introduced just 
over 20 years ago, the scheme aims to encourage investment into less mature companies that are 
unquoted. Some of these businesses are new start-ups, while others are more established. 
If one was to create a rallying cry for the Enterprise Investment Scheme it would be: “Investors! 
Back Britain’s small business!” It sounds rather Empire but EIS is a heavily tax-incentivised product 
to encourage the advanced investor to back Britain’s small business - and in doing so boost the 
economy from the inside. 
Adventurous investors looking for longer-term investments offering attractive tax breaks are currently 
very much on the government’s radar. They’re seen as a valuable source of funding for the small and 
embryonic UK businesses that - if they can source financial support - could help drive UK economic 
growth in the difficult years ahead. 
 
“Many investors are selling blue chips and other shares which are not performing, even at a loss, and 
then re-investing their sale proceeds into ideas”

Chart 7. FTSE 250 & FTSE Small Caps indices performance compared to FTSE 100 since 2013
Source: 31/01/2013 - 29/01/2016 | FE 2016



6

The UK government introduced the Enterprise Investment Scheme (EIS) in 1994. Because of the 
additional risks of investing in smaller companies compared to larger ones, an EIS investment comes 
with a number of valuable tax benefits. These include relief from income tax, inheritance tax and 
capital gains tax. 

In addition, any losses can be offset against earnings and capital gains (loss relief). The tax relief 
on initial investment into an EIS is 30%, but investors can put in between £500 and £1,000,000 - 
potentially getting rid of their entire income tax liability for a year. 

Any capital gains upon exit are tax exempt, while capital losses can be offset against income tax. It 
is also possible to defer gains from the sale of other investments by rolling them into EIS. There are 
also inheritance tax planning attractions too. 

Investors poured a record £1.7 billion into the enterprise investment scheme (EIS) during the 
2014/15 tax year, according to figures released by HMRC and compared with the 2013/14 tax year 
EIS investment increased by £90 million. The record year has been put down to pensions becoming 
more restrictive for higher earners; those with incomes of more than £210,000 can now only put 
£10,000 into a pension each year. 
The HMRC figures, which analysed the amount of money invested, reveal the record amount invested 
last year was split across 3,130 companies. In total over £14 billion has now been invested in EIS 
qualifying companies since they were first launched. 

If someone sells their business, a share portfolio or a second home then the gain in value, above the 
annual limit of £11,300, is taxed at a rate of up to 28%. Invest the gain into an EIS and this capital 
gains tax (CGT) can be deferred while the EIS investment is held. 

The first signs of a recovery are generally seen in the mid-cap and small-cap market, so EIS 
companies really are the “secret weapon” for investors aiming for higher levels of capital growth. 
A key structural advantage of smaller companies is their operational flexibility. Unlike some of the 
mega-cap FTSE 100 companies, which must make huge capital expenditure decisions based on 
forecasts far into the future, mid-cap and small-cap companies can more easily adjust their cost base 
and strategy to a changing economic backdrop. 

This flexibility allows many mid and small cap companies to grow their company valuations rapidly, 
even in markets which are flat, simply by growing market share. Generally, their growth is uncorrelated 

III. THE EIS OPPORTUNITY
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to the same issues components of the wider market, and diversifying an equity portfolio to include 
smaller companies can hugely increase the growth potential. 

Our conclusion is that equity investors are unlikely to see any meaningful gains from main market 
shares until we see a return to global geo-political stability and economic growth. 

That may be years! It is necessary to cast the net a little wider and try to identify smaller companies 
offering attractive risk/reward ratios. Many investors are selling blue chips and other shares which 
are not performing, even at a loss, and then re-investing their sale proceeds into EIS ideas – being 
part of the scheme gives them the confidence they need in the credibility of the opportunity, and 
the 30% tax relief they then receive from the UK government often more than compensates for 
any losses ay disposal. Adding EIS ideas to an investment strategy also enhances capital growth 
potential for equity investors. 

That may be years! It is necessary to cast the net a little wider and try to identify smaller companies 
offering attractive risk/reward ratios. Many investors are selling blue chips and other shares which 
are not performing, even at a loss, and then re-investing their sale proceeds into EIS ideas – being 
part of the scheme gives them the confidence they need in the credibility of the opportunity, and 
the 30% tax relief they then receive from the UK government often more than compensates for 
any losses ay disposal. Adding EIS ideas to an investment strategy also enhances capital growth 
potential for equity investors. 

Protect & grow your wealth!
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Enterprise UK is a part of the Amazona Group. Neither is a Registered Investment Advisor, 
Broker/Dealer, Financial Analyst, Financial Bank, Securities Broker or Financial Planner.  

The Information we provide is for information purposes only. The Information is not intended 
to be and does not constitute financial advice or any other advice, is general in nature 

and not specific to you. Before using this information to make an investment decision, you 
should seek the advice of a qualified and registered securities professional and undertake 
your own due diligence. None of the information is intended as investment advice, as an 
offer or solicitation of an offer to buy or sell, or as a recommendation, endorsement, or 

sponsorship of any security, Company, or fund. Enterprise UK and the Amazona Group are 
not responsible for any investment decision made by you.  

You are responsible for your own investment research and investment decisions.

EXCELLENCE IN AN  
EVER EVOLVING  

FINANCIAL WORLD.

DISCLAIMER

Many Investors are realising high growth through “Alternative Investments” that differ from traditional asset classes, such as developed market equities and sovereign bonds.
Deemed to carry a higher risk, alternatives, also offer the potential of higher returns.
Through our Invest Safe Initiative, we identify exclusive opportunities that we introduce to our growing community of investors. Opportunities like these tend to appeal to investors who 
self-manage at least a part of their portfolio.
These investors often will use an IFA or professional wealth advisors, particularly for the design and implementation of their core investments and these core investments will typically 
be in the traditional asset classes, whether invested directly or through managed funds.
However, if they are savvy and can manage a part of their portfolio themselves, they may want access to innovative opportunities that are often in asset classes that are not 
systematically or even typically researched or offered by conventional routes.
These alternatives very often have zero correlation to publicly traded investments.
We conduct primary due diligence on the investment concepts we feature so investors can have access to key facts. This usually provides investors with enough information to make 
up their minds if the proposition is sufficiently interesting for them to carry out the additional research and due diligence they would need to know if the investment is appropriate for 
their portfolio and whether to make an investment.
Enterprise UK is not regulated by any regulatory authority in any jurisdiction including the United Kingdom’s Financial Conduct Authority, and does not offer any advice about any 
regulated or unregulated investments either within this website or elsewhere.
This report is intended for information purposes only and are not intended as a source of investment advice or tax advice.
Enterprise UK has compiled this report for the information of its clients using sources that it believes to be accurate. However, Enterprise UK makes no claim as to the accuracy or 
completeness of the information in this guide and accepts no responsibility whatsoever for any losses howsoever incurred, directly or indirectly as a result of investors or companies 
acting on the basis of information contained herein.
All investments involve a certain amount of risk however, investments in alternative assets are inherently riskier than some other more conventional savings and investment schemes. 
Investors are reminded that the value of such investments can go down as well as up and that past performance is not necessarily an indicator of future returns. Investors should not 
consider such investments unless they can withstand the potential loss of all their invested capital.
Alternative investments are only appropriate for investors who are able and willing to accept the higher risk associated with such investments. It is generally recommended that such 
investments are made part of a broadly diversified portfolio. Professional advice is recommended before making any investment decisions.



Contact us 
+44 (0) 203 858 0024

info@enterpriseuk.co.uk

www.enterpriseuk.co.uk

Small things 
make a big difference. 

We support NGO´s that focus on preserving the Amazon and supporting the 

local people who protect and nurture this beautiful land.

We commit 1% of our revenue to environmental causes close to our heart.


