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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 Mighty Middle Market
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About the Middle Market Indicator

A Quarterly National Survey Cut by Geography and Industry
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Headlines

The annualized revenue growth rate for middle market companies fell
sharply between the 2"d and 3 quarters of 2019. Numbers are lower
across all industries and geographies. Still the middle market continues to
lead the U.S. economy. Private-equity-owned companies outperformed
the national averages, and expect to continue to thrive.

Employment growth, which had been at near-record numbers, fell
significantly, too, though the need for talent remains the #1 challenge
middle market companies face.

Caution flags are out. Short-term expectations are down, confidence
continues to sag, and executives are building rainy-day funds. PE-owned
companies, despite higher performance, appear to be more cautious than
the middle market as a whole.

a Executives appear to be tightening investment budgets and focusing on
their core business



Overview
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3Q’19 MMI: Revenue Growth
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3Q’19 MMI: Winners and Losers

Performance 68% 60%
|mproved

Performance was S -
Performance - -
deteriorated 6% 7%
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3Q’19 MMI: Revenue Growth by Industry
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3Q’19 MMI: Revenue Growth Forecast
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3Q’19 MMI: Employment Growth
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3Q’19

MMI: Employment Growth by Industry
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3Q’19 MMI: Employment Growth Forecast
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2Q’19 MMI: Revenue and Headcount Trends
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1a.

Revenue Increased

10%+

5% to 9%

1% to 4%

No change

Revenue Decreased

What is the percentage of change in your company’s current gross revenues compared to the same time period a year ago?

Past Year Revenue Growth

4Q 18

79%

1Q ‘19

74%

16%

16%

2Q ‘19

77%
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Past Year Employment Growth

4Q ‘18 1Q ‘19 2Q ‘19 3Q ‘19
Workforce Increased 55% 51% 55% 46%

10%+
5% to 9%
9%
1% to 4% 12% - 10%
40%
No change 35% = 34%

1e. (5) How many employees have you hired this past year as a percentage of your total workforce? 1 8



3Q’19 MMI: Economic Confidence Has Fallen
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3Q’19 MMI: Short Term Index Has Dropped Further

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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3Q’19 MMI: Investment Appetites Have Weakened

WHAT WOULD YOU DO WITH AN EXTRA DOLLAR?

50% INVEST VS. HOLD CASH

75% A
70% A
65% -
60% -
55% A
50% A

45% A

40%

—4—PE-OWNED =—e=U.S. MIDDLE MARKET 19



3Q’19 MMI: Rainy-Day Funds May Be Growing

WHAT WOULD YOU DO WITH AN EXTRA DOLLAR TO INVEST?

m Save It-Hold as Cash
u Save It—-for Making Investments

u CapEx--Plant & Equipment

u CapEx--Facilities | 44% 47%

« Acquisitions

m Add to HR-More Personnel

@ Add to HR--Training &
Development
wlT U.S. MIDDLE MARKET PE-OWNED

u Other
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3Q’19 MMI: Expansion Plans Are Changing Slightly

Extremely / Very Likely in the Next 12 Months

Add a New Plant or Introduce a New  Enter a New Domestic Enter a New Make an Acquisition
Facility Product or Service Market International Market

60

50

4

o

3

o

2

o

1

o

o

m4Q2018 m1Q2019 m2Q2019 m3Q2019

21



3Q’19 MMI: PE Expansion Plans

Extremely / Very Likely in the Next 12 Months
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3Q°’19 MMI: Investment Plans Selected Industries

Manufacturing Construction Technology
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Executive Response: More Focus on Costs, Less on M&A;

and Steady as She Goes

How Company's Plans Changed in Last 6 Months

2% 4 47% 35% 11%

Cutting costs/driving efficiency

2% X4 49% 36% 9%

Bringing new products or services to market
2% R4 45% 37% 8%

Hiring
Y 6% 49% 35% 7%

Entering new markets
49%7% 59% 25% 59

Other capital expenditure
b% 8% 58% 23% 5%

Adding production facilities
9% 9% 64% 15% 4%

Buying/acquiring another business
Selling/divesting part or all of your current 9% 7% 67% 11% |59

company
11% 4% 77% 7% 12
Other - - ’
Reduced Increased Increased
Reduced A Lot Somewhat Somewhat Significantly

27

* Less than 0.5%.
905. In the last 6 months, have your company’s plans for the following increased significantly, increased somewhat, stayed the same, reduced somewhat, or reduced a lot?



Cybersecurity and Costs Are Top Risks

Level Of Challenge of Managing Risk

Cybersecurity K& 17% 28% 18%
Legal, regulatory, or compliance risk [ 23% 23% 10%
State of the economy-growth
Competitive risk-domestic [ 21% 23% 6%
State of the economy-costs A4 17% 29% 9%

Competitive risk-new or disruptive competitors ¥ 23% 24% 7%

General increase in volatility of pusmess 3% 22% 0% -
environment

Change in leadership or control (CEO succession, 22% 30% 15% =
M&A)

Competitive risk-global 19% 25% 19% 8%

Supply chain risk 11% 32% 18% 4%
Catastrophic incidents (not cyber) (natural 14% 339 15% 7

disasters, operational problems)

Not At All Not Very Somewhat Very Extremely

Challenging Challenging Challenging Challenging Challenging
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Source: 3Q’19 Middle Market Indicator Report
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