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The National Center for the Middle Market

The National Center for the Middle Market is a collaboration between The Ohio State University’s Fisher College of
Business, Grant Thornton, Cisco Systems, and Chubb. It exists for a single purpose: to ensure that the vitality and
robustness of Middle Market companies are fully realized as fundamental to our nation’s economic outlook and
prosperity. The Center is the leading source of knowledge, leadership, and innovative research on the middle market
economy, providing critical data analysis, insights, and perspectives for companies, policymakers, and other key
stakeholders, to help accelerate growth, increase competitiveness and create jobs in this sector.
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The National Center for the Middle Market

The National Center for the Middle Market is a
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The Mighty Middle Market
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Today’s Webinar

. 4Q Middle Market Indicator Overview

ll. High-Performance Culture:
Findings from Recent NCMM Research
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A Quarterly National Survey
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Headlines

The middle market continues to lead the U.S. economy in revenue growth
and job creation. The annualized revenue growth rate for middle market
companies is at near record levels. Private-equity-owned companies
outperformed the national averages, and expect to continue to thrive

Employment, still strong, has slowed, however. Economic confidence has
dipped, but the Short-Term Index is holding steady.

There is some evidence that executives are dialing back investment
plans. R&D spending, however, has reached an all-time high.

Companies have ambitious plans for IT spending—and companies with
advanced digital capabilities are outperforming their peers.



Overview
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1Q’19 MMI: winners and losers

4Q 2018

Performance 67%

(1)
improved 13%
Performance was 28% 220/,
unchanged
Performance 5%, 59,

deteriorated



1Q’19 MMI: revenue growth by industry
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1Q°’19 MMI: revenue growth forecast
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1Q’19 MMI: employment growth
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1Q°’19 MMI: Employment Growth by Industry
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1Q’19 MMI: employment growth forecast
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1Q’19 MMI: Short Term Index stabilizes

Short Term Index is calculated by taking expected net positive change in
business climate plus expected net positive change in demand plus
expected net positive change in sales over the next 3 months.
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Sales expectations have softened

Short Term Outlook
(Next 3 Months)
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1Q’19 MMI: Investment Appetites Have Weakened
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1Q’19 MMI: investment plans

WHAT WOULD YOU DO WITH AN EXTRA DOLLAR TO INVEST?

b)
m Save It-Hold as Cash 35%

39%
u Save It—-for Making Investments

u CapEx--Plant & Equipment

u CapEx--Facilities

y

« Acquisitions

u Add to HR-More Personnel

& Add to HR--Training &
Development

“lT U.S. MIDDLE MARKET PE-OWNED

u Other



1Q’19 MMI: Where IT spending goes

Inbound/outbound Daily mgmt

logistics Other (production, ops,

controls, etc.)

Innovation

Demand gen,
advertising,

marketing
Back office
(finance, acctg,
payroll)
Analytics &
strategy
Cybersecurity

Customer
interactions



1Q’19 MMI: R&D spending reaches a new high

Proportion of Revenue Spent on Product Development
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Digital transformation: Larger companies are leading

Digitization —
converting paper, processes, or
other records into digital formats

Digitalization —

using digital technologies to
automate processes for better
outcomes and to optimize value

Digital Transformation —

Integrating digitalized processes to achieve
enterprise-wide automation, modernization,
and previously unattainable outcomes

Total MM

Current State of Digital Efforts

$10M - <$50M

$50M - <$100M

$100M - <$1B




Digitaltréhsformatin: A strategic approach drives

growth

Past Year Revenue Growth Past Year Employment Growth

Level of Agreement that “Your
organization’s digital vision is
0 clear and comprehensive,

: widely understood, and used to
guide strategic decisions”

m Strongly Agree/Agree  m Neutral/Disagree

0.0



Talent continues to be the #1 challenge

—o—Core Business Issues —s—Talent Management —a—Costs
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i 35% 26%
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Cybersecurity and costs are top risks

Level Of Challenge of Managing Risk

Cybersecurity TEANNETTAA 35% 30% 16% -
State of the economy-costs A4V 45% 28% 9%
Legal, regulatory, or compliance risk BN 21% 39% 24% 11% -
Competitive risk-domestic RN 45% 28% 7% -
Competitive risk-new or disruptive competitors -
State of the economy-growth &4 isb7 49% AY 7%
General increase in volatility of business environment 7“8 A 48% 20% 8%
Competitive risk-global 18% 24% 33% 20% 5% -
Supply chain risk BRI 29% 39% 18% 5%
Change in leadership or control (CEO succession, M&A) 17% 32% 31% 14% 6%
Catastrophic incidents (not cyber) (natural disasters, operational 12% 36% 33% 15% 4% -
problems)

Not At All Not Very Somewhat Very Extremely

Challenging Challenging Challenging Challenging Challenging




Culture

Findings from Recent NCMM Research
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« Survey of 400 middle market financial decision
makers %

* Report:

How Middle Market Executives View

& Harness the Power of Culture



https://www.middlemarketcenter.org/research-reports/power-of-culture

The NCMM Middle Market Growth Model

MARKET FORMAL GROWTH INVESTING &
«  Five years of Middle Market EXPANSION STRATEGY INNOVATING

Indicator data (2011-2016)

ATTRACTING/RETAINING
STAFF QUALITY

« 20,000 U.S. middle market
companies

* Hundreds of data points for each
company

* A Bayesian network analysis cosT
reveals the strength of relationships ZrtelEe e
between various factors and a
“target” metric—in our case, growth

STAFF
DEVELOPMENT

 https://www.middlemarketcenter.org/
research-reports/seven-drivers-of-
middle-market-growth-types-of-
growth-champions




Key findings

1. Culture has a powerful impact on company performance
2. Culture can be analyzed in two ways
« By its strength
 Byits type
3. Different cultural attributes have significant consequences for
revenue growth and attracting and keeping both customers and
employees

4. Culture change is difficult; M&A has big effects on culture



REVENUE GROWTH BY STABILITY OF CULTURE

AVERAGE TOTAL GROWTH

12% —
10% —
8% —
6%
4% —
2% —
0%

-2% —

-4% —

-6% —

Total Middle
Market

Ingrained/
Slow to Change

Fairly
Stable

Steadily
Evolving

Changing
Rapidly

Not Clear/
A Muddle



Customer-centric

Innovative and Creative
Risk Averse

Great Place to Work
Continuous Improvement
Technically Oriented
Highly Efficient



AVERAGE TOTAL GROWTH

REVENUE GROWTH
DISTRIBUTION

10%
9%
8%
7%
6%
5%
4%

3%

Total Middle |

Market

Total Middle
Market

[ [
Customer- Innovative Risk-

Centric & Creative Averse

Customer- Innovative & Risk-

Centric

M Increased

Creative Averse

M Stayed the same

I [
Great Place Continuous

to Work Improvement

Great Place Continuous
to Work  Improvement

Il Decreased

I
Technically

Oriented

Technically
Oriented

Highly
Efficient

Highly
Efficient



Customers are attracted by
innovation; they stay because of
engaged employees

Efficiency has a powerful impact on
customer retention

Risk-averse cultures are a turn-off

CULTURE’S IMPACT ON CUSTOMER ACQUISITION

34% 74% 68%

37%

21%
Total MM Customer- Innovative Risk- Great Place  Continuous Technically Highly
Centric & Creative Averse to Work Improvement Oriented Efficient

CULTURE’S IMPACT ON CUSTOMER RETENTION
1% 75% 40% 80% 72% 77%
42% 37% 23%
54%
1% 20% 18%
2% 2% 5%
Total MM Customer- Innovative Risk- Great Place Continuous Technically Highly
Centric & Creative Averse to Work Improvement Oriented Efficient
M Very positive, influential factor Il Negative impact but not influential
M Positive impact but not influential Very negative, influential

B Little or no impact
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Culture affects the ability to attract and retain

employees

IMPACT OF CULTURE ON ATTRACTING EMPLOYEES

gl 73% 75% 77%
56% 28%
47%
35%
1%
2%
6% =

Customer-centricity appeals to staff e e Tl s e

Employees like great-place-to-work
cultures

IMPACT OF CULTURE ON RETAINING EMPLOYEES

70% 75% 77%
H H 26% 3%
Innovative cultures are a selling
point aox (NN
1%
2% 2% s
Total MM Customer- Innovative Risk- Great Place  Continuous Technically Highly
Centric & Creative Averse to Work Improvement Oriented Efficlent
[l Very positive, Influential factor Il Negative Impact but not Influential
[l Positive Impact but not Influential M very negative, Influential

[l uittie or no Impact



The value of values

COMMUNICATING AND ALIGNMENT OF COMPANY VALUES

COMPANY VALUES

28%

Il Company has defined
set of values

Il Does not

ALIGNMENT
OF COMPANY

85%

4%

[l Completely aligned
Il Mostly aligned

Il Somewhat aligned
Il Not very well aligned
¥ Not aligned at all

COMPANY VALUES ALIGNMENT
(FASTEST GROWING) OF COMPANY
(FASTEST GROWING)
96%

3%
2%

Il Company has defined B Completely aligned

set of values
Il Mostly aligned

M Does not B Somewhat aligned
I Not very well aligned

[ Not aligned at all



Culture and deal-making

IMPORTANCE AND IMPACT OF CULTURE ON AN ACQUISITION DEAL

HELPED DECIDE
WHAT TO BUY

75%

8%

Bl Extremely important
B Very important

B Somewhat important
B Not very important

I Not at all important

IMPACT ON
OUTCOME OF DEAL

76%

53%

23%

1%
8%

[l Extremely important
B Very important

B Somewhat important
M Not very important

I Not at all important

DIFFICULTY WITH
CULTURAL INTEGRATION

63%

[l Extremely difficult
M Very difficult

B Somewhat difficult
B Not very difficult

I Not at all difficult

DEAL'S IMPACT ON
COMPANY CULTURE

[l Better
H Same
Bl Worse
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