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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
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The Mighty Middle Market
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Today’s Webinar

l. 4Q Middle Market Indicator Overview

ll. Strategic Planning for Growth:
Findings from Recent NCMM Research
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About the Middle Market Indicator

A Quarterly National Survey

Cut by Geography and Industry
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Headlines

The middle market continues to lead the U.S. economy in revenue growth
and job creation. Confidence (particularly for the long term) is high.
Private-equity-owned companies outperformed the national averages, and
expect to continue to thrive

While these measures remain high, they declined in the second half of
2018. Executives’ short-term expectations have fallen, too.

If executives feel anxious, this is not translating into their plans.
Investment appetites remain robust, capital is abundant. Plans for hiring
have pulled back, however.

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



Overview
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40Q18 MMI: Winners and losers

4Q 2018 4Q 2017

Performance

0 0
improved g e
Performance was 2304 24%
unchanged
Performance 504 6%

deteriorated



4Q18 MMI: Revenue growth by industry
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40Q18 MMI: Revenue growth forecast
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4Q18 MMI: Employment growth
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40Q18 MMI: Employment growth by industry
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4Q18 MMI: Employment growth forecast

NEXT 12 MONTHS
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4Q18 MMI: Investment appetites remain hearty
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40Q18 MMI: Investment plans

WHAT WOULD YOU DO WITH AN EXTRA DOLLAR TO INVEST?
m Save It-Hold as Cash 29% 25%
u Save lt--for Making Investments
u CapEx--Plant & Equipment
u CapEx--Facilities

w Acquisitions

m Add to HR--More Personnel

& Add to HR--Training &
Development

“l7 U.S. MIDDLE MARKET PE-OWNED

u Other



40Q18 MMI: Where IT spending goes

Inbound/outbound Daily mgmt
- Other .
logistics (production, ops,

controls, etc.)

Innovation

Demand gen,
advertising,

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

Customer
interactions



Digital transformation leaders and laggards

IMPORTANCE APPROACH GROWTH RATE
| LAST 12 MONTHS
m Extremely m Strategic
m Very m Advanced
® Somewhat m Defensive
m Not very/Not at all = Not there/Denial
10.2%
9.3%
6.7%

6.3%




4Q ‘18 MMI: Short Term Index declines

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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Talent continues to be the #1 challenge

—o—Core Business Issues —=—Talent Management —— Costs

54% 54% 54%
1%

- 35% 26%

2015 2015 2015 2015 2016 2016 2016 2016 2017 2017 2017 2017 2018 2018 2018 2018
1 20 3¢ 4 1@ 2 3 4Q 1@ 2 30 4 1@ 2 3¢ 4a



Paychecks will become bigger

Areas Considering Expanding To Increase Talent Retention

Salaries 44% <43% in 4Q17
Additional incentive compensation 44% €39% in 4Q17
Training/education 41% €38% in 4Q17

Flexible work arrangements 40%
Health insurance 35% <27% in 4Q17

Employee financial wellness
Vacation time
Maternity and/or paternity policies

None of these

Some other area



Strategic Planning for Growth

Findings from Recent NCMM Research




Strategic planning: about the research

G

« Survey of 400 middle market financial decision
makers

* In collaboration with Prof. Michael Leiblein
(Fisher College of Business, The Ohio State . |
University), Vistage, and the CFO Alliance N epe—

STRATEGIC PLANNING
FOR GROWTH

How Middle Market Companies
Map Their Futures

* https://www.middlemarketcenter.org/research-
reports/strategic-planning-for-growth — e —




The NCMM Middle Market Growth Model

MARKET
* Five years of Middle Market EXPANSION

Indicator data (2011-2016)

FORMAL GROWTH
STRATEGY

INVESTING & ATTRACTING/RETAINING
INNOVATING STAFF QUALITY

« 20,000 U.S. middle market
companies

* Hundreds of data points for each

company
|
* A Bayesian network analysis COST STAFE
reveals the strength of relationships EFFICIENCIES DEVELOPMENT

between various factors and a
“target” metric—in our case, growth

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




Having a well-defined company strategy is critical to all aspects of
effective strategy execution, but fewer than two-thirds of MM
firms say their current strategy is well-defined

We don’t have an

overarching strategy 1. Can we clearly and concisely state what our
that guides business o
decisions strategy I1S™

We have a well- 2. Does our strategy leverage the same set of

AVE. ANNUAL defined strategy capabilities across all lines of business?
GROWTH RATE Lhuastir?;"sdsedsecisions 3. Have we staked out a unique value proposition
6.8% and |ID’d the customers for whom it is relevant?
4. |Is our strategy ambitious?
AVE. ANNUAL 5. Have we developed a tailored value chain
GROWTH RATE (unique activities or activities we do uniquely
8 6% well)? |
. 6. Does our strategy express understanding of the

We have a general
understood strategy
that guides business
decisions, but it is not
well defined

resources (capital, intellectual capital, and other)
needed and set priorities for resource allocation?
7. Does our strategy take into account rivals’ action
and reactions?
8. Does our strategy help us say, “No™?




Schools of strategy and their effectiveness

MIDDLE MARKET COMPANIES PREFER TO CAPITALIZE ON EXECUTION; BUT A POSITIONAL APPROACH
DRIVES THE FASTEST GROWTH AND A CAPABILITIES-DRIVEN APPROACH IS MOST EFFECTIVE

CAPABILITIES: Developing and taking
advantage of company strengths

* Because we have many strengths and by doing this
can affect all the other areas listed.

» Allows us to create differentiation in our products and
services

GROWTH RATE: 7.0%

EFFECTIVENESS SCORE: 63%

AGILITY: Remaining nimble and quickly
adapting to changing circumstances

+ Changing environment requires adaptability.
+ It's a fast paced industry and we need to stay a step ahead

GROWTH RATE: 9.3%
EFFECTIVENESS SCORE: 53%

POSITION: Identifying and exploiting
marketplace opportunities and trends

+ Expanding our markets and generating revenue.

* |t allows the company to keep in the growth path.

» Marketing is key to success. Customers drive profit.
GROWTH RATE: 9.9%

EFFECTIVENESS SCORE: 54%

EXECUTION: Focusing on operational
excellence and finding efficiencies

» Operation excellence creates more business.
Efficiencies mean lower costs and higher income.

» Cost structure is key to increased profitability.

GROWTH RATE: 6.6%

EFFECTIVENESS SCORE: 55%




2. Strategy development should include input from

many sources

95%

» The fastest-growing companies

@ Customers’ needs

ascribe more importance to

@ Customers' needs

virtually all inputs to strategy— 5
w E Our sense of the L tOvenlall industry
u? company’s identity rends ® )
— Changes in
customers, trends, technology, z: ® Chenge
E E Economic °
1 1 H conditions Overall industry
Company |dent|ty, CompetltOl’S, E § Our sense of the ® ot . trends
T > company’s identity @ ccg?t’."”'c @ Changes in
- % conditions ® technology
x Competitors'
and eXpeI’tS “ strengths and moves
@ Competitors’
@ Expert advice strengths and moves

» They often work harder to

50% @ Expert advice

obtain this valuable knowledge. 25% as%

CHALLENGE
EXTREMELY/VERY CHALLENGING

@ Total Middle Market @ Firms with 10%+ revenue growth




A good strategy process isn’t limited to management

HAVE SPECIFIC STEPS TO CHALLENGE HAVE PROCESS TO ALLOW BOTTOM-UP
MANAGEMENT'S ASSUMPTIONS IDEAS TO REACH MANAGEMENT

FAST GROWING SLOWER-GROWING FAST GROWING SLOWER-GROWING
FIRMS FIRMS FIRMS FIRMS

0000

~N o

Do we have a well defined strategic
planning process?

Are people specifically assigned to a
team with strategic responsibility?
Does our strategy take account of
economic, industry, and other trends?
Does our process seek bottom-up
input?

Does our process includes specific
ways to challenge management’s
assumptions?

Do we review our strategy regularly?
Are we keeping up with the best ideas
about strategy and management?




3. Execution must be disciplined and comprehensive

STRATEGY EXECUTION CHALLENGES

Not Very/Not At All Extremely/Very
Challenging Challenging .
1. Do we communicate our strategy fully and
frequently with employees?
setting the financialresources 2" I 2. Is our budget process aligned with strategy?
- E 3. Have we translated strategy into action
plans for each line of business and
Translating strategy into goals, plans,and ~ 22% . function?
budgets - X 4. Do we create Key performance indicators to

track progress toward our goals?
) 5. Can every employee say how he or she
Communicating thestrategy " -- " contributes to our strategic plan?
6. Do incentives and bonuses support
strategic goals?

Overcoming resistance and buy-in from 30% -
internal constituents/ investors/ etc. - 329



Activities, processes align imperfectly with strategy

Closely Somewhat Somewhat Often Conflicts
Aligned With - Aligned With - Divergent From - Directly With
Company Strategy Company Strategy Company Strategy Company Strategy

0% 20% 40% 60% 80% 100%
Financial planning/budgeting
Major initiatives 30% 53% 13% 4%
Capital spending and investments 30% 49% 17% 4%
Technology planning
Day-to-day operations
Compensation and rewards 26% 48% 20% 6%
Human resources 22% 52% 20% 6%
Talent planning

Innovation R&D 18% 54% 22% 6%



Companies with rapid revenue growth...

« Clearly articulate how they add value

* Have a value proposition that is very relevant to the current marketplace
 Are in a fast changing, highly competitive industries

* Review their strategy at least annually

» Have a formal team to develop strategy

» Have a clear understanding of their challenges and resources

* Have a clearly stated list of strategic priorities

» Share strategy goal feedback with employees on an ongoing basis

* Express greater satisfaction with strategy execution overall
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