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The onset of the global financial crisis had a transformative impact on the UK’s business lending 
environment, and while an initial credit crunch from mainstream lenders restricted SME access 
to growth capital, alternative finance opportunities quickly rose to prominence. Connecting 
businesses in need of investment with investors seeking to support the nation’s bustling 
community of scale-ups, alternative finance offered the timely support necessary for UK SMEs to 
realise their full growth potential. Central to this have been tax-efficient investment opportunities, 
and in particular, the Enterprise Investment Scheme (EIS). 

Ten years on from the global financial crisis, tax-efficient investment schemes have proven 
paramount in fuelling the scale-up of SMEs with immense growth potential, with EIS linking 
investors to businesses through a second tier incentive of targeted tax reliefs. This edition of EIS 
in 2017 profiles the rise of tax-efficient investment vehicles over the past decade, and in particular, 
the performance of EIS over the past 12 months in supporting scaling businesses.

2007: Stringent lending measures leave businesses in the dark
In the immediate aftermath of the global financial crisis, the volume of bank loans issues to SMEs 
came to a standstill as a consequence of stringent new lending measures. Between 2009 and 
2012, the total amount of new lending to SMEs from mainstream institutions fell by 23%, with 
this figure continuing on a downward trajectory until November 2015. A Parliamentary inquiry into 
business access to finance found that that the reluctance from banks to lend to small businesses 
created an environment of discouraged demand, whereupon SMEs in need of finance decided not 
to approach banks in fear that they would be rejected. 

SMEs turn to alternative finance for growth
In an attempt to deliver quick stability to the economy, the decision by banks to tighten their grip 
on available credit placed scaling businesses, start-ups and ultimately consumers in a precarious 
position. No longer able  to effectively and efficiently access the necessary growth capital from 
high street banks, more and more businesses turned to equity providers and private investors for 
a source of long-term capital. 

Since 2011, government and industry bodies have responded to mounting market demand for 
non-traditional sources of finance and successfully fostered an alternative finance ecosystem 
geared towards innovation and growth. Five years on, the alternative finance sector facilitated 
£3.2 billion in investments, loans and donations in 2015 – an astounding 84% increase on the 
previous year’s figures.

The unprecedented scale and pace of industry growth is an impressive achievement, particularly 
in the way it has transformed the loan and investment options available to consumers, investors 
and businesses. Banks no longer hold a monopoly on finance, with new products such as 
crowdfunding and tax-efficient investment schemes allowing businesses to access vital growth 
capital without the added burden of stringent regulations and time-consuming processes.

For Britain’s thriving community of scaling SMEs and start-ups, alternative finance has claimed an 
ever-increasing share of the growth finance market. The fluidity and speed offered has been vital 
in supporting Britain’s bustling community of businesses, ranging from early-growth start-ups to 
more established SMEs. Central to this has been the UK’s tax-efficient investment vehicles, and in 
particular EIS.

https://publications.parliament.uk/pa/cm201617/cmselect/cmbeis/84/84.pdf


Unlocking scale-up potential through EIS

The Brexit announcement has done little to wane investor confidence towards the entrepreneurial 
talent on offer across the country. In the months falling the EU referendum last year, IW Capital 
found that 52% of investors intended to support SMEs in the wake of the leave vote. Confidence 
in entrepreneurs was most pronounced among younger investors. In the under 34 age group, 
72% said they were even more likely to support SMEs. Unsurprisingly, given the concentration of 
investors in the capital, support for SMEs across all age groups was strongest in London where 
68% of respondents declared themselves supportive.

This positive investor sentiment towards UK businesses is reflected in the amount of funds that 
have been raised through EIS. Since its launch in 1993/94, over 26,000 individual companies 
have raised £15.9 billion through the EIS. In 2015/16 alone, a total of £1,647 million of funds 
were raised through to scheme to support 3,285 companies. These revised figures correlate with 
research this year by IW Capital, which revealed that 3.19 million Brits feel the biggest investment 
opportunity in 2017 lies in private equity investment. 

In providing the growth capital required for SMEs to scale-up in the decade following the global 
financial crisis, a recent Parliamentary report concluded that EIS, SEIS and VCT schemes have 
collectively cultivated a UK venture capital community by linking investors with high-growth 
UK businesses. The report concluded that more must be done by the Government to promote 
education and awareness surrounding these investment vehicles so that further people and 
companies are in a position to access them. 

Celebrating a decade of success for EIS

Nearly a decade on from the financial crisis, a significant proportion of SMEs are still struggling to 
access finance from banks – the British Business Bank estimates that each year nearly 100,000 
start-up and scaling businesses have their formal applications for loans rejected by the main 
British lenders. This equates to a staggering £4 billion loss in potential business growth capital. 
Considering there are more than 5.5 million companies in the UK, 99% of which constitute as 
SMEs, there’s no denying the fundamental role of small firms as key instigators of employment, 
productivity and national growth. 

Boasting over 50 years’ collective experience in SME investment, IW Capital has played its part 
in offering our sophisticated network of investors the opportunity to invest in scaling businesses 
through EIS. Our portfolio is testament to the founding premise of EIS, to support high-growth 
businesses, leveraging tax incentivisation as a secondary benefit for investors. In additionto the 
encouraging properties of tax-efficient investment schemes in linking investors with companies 
through tax-relief, it is vital for due diligence to be carried out on all EIS-qualifying businesses to 
minimise the risks involved for investors. 

The long-term success of EIS in the aftermath of the global financial crisis is testament to the 
schemes longevity as a vehicle for SME investment. In what has been a challenging 12 months 
in the UK, the EIS continues to demonstrate why tax-efficient investment schemes provide the 
necessary growth capital for UK businesses. Over the coming years, IW Capital will continue in its 
efforts to develop a portfolio of EIS-qualifying SMEs set to disrupt their respective industries. 

To find out more about EIS and how it can support your investment strategy, be sure to register as a 
member of Access 42.

https://british-business-bank.co.uk/wp-content/uploads/2016/02/british-business-bank-small-business-finance-markets-report-2015-16.pdf
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