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Today’s Plan

l. About — NCMM, Middle Market, and the MMI Report

Il. What’s New - Performance and Sentiment 2023

. Issues to Explore:
A. Core Business Challenges — Inflation/Recession/Banking
B. Technology
C. Human Capital

V. Wrap-Up and Q&A



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, Chubb, and Visa. 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.

Middle Market Expertise
Research & Data & Outreach

B

R

Quarterly Middle Share Research
Market Indicator M & Discuss Trends

Expert Perspectives
AA Executive
— Programs

Interactive
Benchmarking Tools

Webinars and
— - Podcasts




The Mighty Middle Market

U.S. MIDDLE MARKET DEFINED

Annual Revenues Range from

$10MM - $18B

si1a1 Nearly
i 200 000 in All Industry
=L I Segments_ and
Businesses Geographies

¢ Represents

1 l3 of Private Sector
GDP and Employment

More than

=mel--

Accounts for

60% of All New

Private-Sector
Jobs

Equivalent to the

50 LARGEST

global economy
85%
of Companies
Are Privately Held

$1 0 tl'illion in annual revenue



Mid-Atlantic Middle Market
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FIRMS: 33,000+ (17%) EMPLOYEES: 4.9M (11%) REVENUES: $132B (13%)



Middle Market Indicator

What... e National Survey of C-Level Executives

e Self Administered Online Survey

® Past year growth

* Current state of the business

* Short term outlook and challenges (3 months)

I nS|ght Areas : Long.term olutlook and challenges (1 year)
Confidence in the economy

e Attitudes toward Risk Management and IT spending

Detailed corporate profiling

¢ Financial decision makers
e Private and Public Organizations
¢ $10 million-<S1 billion in Gross Revenue

Mid-year MMI was fielded during the first 3 weeks of June 2023
The Year-End MMI is fielded during December 2023







Overall Sense of Performance

71% T2% 72% 71% 73%

5% 7%

39 5% 5%

——Improved
—=—Deteriorated

Avg improved = 63%

73% 73% 72%,

37% 2B%

Avg deteriorated = 8%

7% 7% gy 59
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Middle Market Company
performance remains
strong

Nearly 75% of the
middle market say their
business is performing
better than a year
ago...11% higher than
the historical average

Headwinds — inflation,
potential recession,
talent — creating
uncertainty



REVENUE GROWTH EMPLOYMENT GROWTH CAPITAL INVESTMENT  CONFIDENCE

11.8% 10.1% 745 C

PAST 12 MONTHS PAST 12 MONTHS GLOBAL ECONOMY
4.8% 14%  1.6% 0

’ SMALL LARGE 7 4
S&P 500 BUSINESS ~ BUSINESS (0)
................................................................. NATIONAL ECONOMY
9.6% 10.0%
NEXT 12 MONTHS NEXT 12 MONTHS

87% @©

LOCAL ECONOMY

A rrReTOR

Source: Mid-Year Middle Market Indicator Report




Mid-Year MMI: Expansionary Activity Increases

Percent of middle market companies engaging in expansion activities over the past 12 months

2Q19 2Q'20 2Q'21 2Q°22 2Q’23

e 51
INTRODUCED A NEW 49
\.________._—-.

PRODUCT OR SERVICE 47

EXPANDED INTO NEW

DOMESTIC MARKETS 38 39 39 39

[
26 25
.-________‘_-23 23
§—-=9
ADDED A NEW PLANT OR FACILITY '_<.
TAKEN ON NEW DEBT 19 .\ - 8
.-_______..—--"'-' '6 '|;
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)
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Source: Mid-Year Middle Market Indicator Report
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Economic Confidence Returns to “Norma

Confidence in Economy

GLOBAL ECONOMY

73%

+10% vs. 2022
75% regional

NATIONAL ECONOMY

74%

+5% vs. 2022
75% regional

LOCAL ECONOMY

87%

+9% vs. 2022
92% regional

2Q19 2Q'20 2Q'21 2Q'22 2Q@°23

LOCAL ECONOMIC CONFIDENCE
NATIONAL ECONOMIC CONFIDENCE

GLOBAL ECONOMIC CONFIDENCE

Lowest in
6 years!

Source: Mid-Year Middle Market Indicator Report



IT and Plant/Equipment are Top Targets for

Investment Dollars

WHAT WOULD YOU DO WITH AN EXTRA DOLLAR TO INVEST?

Acquisitions

Information

Facilities Technology

ALLOCATION
OF
INVESTMENT

Training and DOLLARS

Development

More Personnel

Plant or Equipment

U.S. MIDDLE MARKET, JUNE 2022

Source: Mid-Year Middle Market Indicator Report

Other

o

Acquisitions

Information

Facilities Technology

ALLOCATION
OF
INVESTMENT
DOLLARS

Training and %

Development

Plant or
Equipment
More Personnel

U.S. MIDDLE MARKET, JUNE 2023
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Managing Business and Macro Economy

EXTERNAL CHALLENGES
1. CORE BUSINESS ISSUES*
2. ECONOMY

3. TALENT MANAGEMENT
4. GOVERNMENT

L ——a
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Wages remain the source of negative impact

2022 Q2 2022 Q4 2023 Q2
n=346 n=386 n=395

Wages and salary 37% 46% 15%

Costs of goods/raw materials 48% 44% 41%

Fuel 50% 33% 33%

Indirect costs

. . . 31% 28%
(e.g., professional services, insurance)

Shipping

12



Tactics in response have remained the same

Raising prices/rates

Paying higher
salaries/wages

Delaying capital
investments

Extending contracts with key
suppliers to mitigate cost

Evaluating adequacy of
insurance coverage or limits

2022 Q2
n=346

40%

31%

24%

24%

l B

62%

2022

4

n=386

L

39%

38%

31%

3%

62%

63%

47%



Impact of Rising Interest Rates

2022 Q4 2023 Q2
n=1001 n=1005
Cut costs/seek operational efficiency 285,
Delay capital investment 26%
Accelerate digital transformation 22%
Slow down hiring 24%
Increase insurance 19%
Delay introduction of new products/services 20%
Seek other sources of capital (private equity, etc.) 21%
Decrease R&D/innovation budget 20%

Would not have an impact I 17%




Potential Recession equally polarizing

2022 Q4 2023 Q2
n=1001 n=1005
Strong/Minor Positive Impact 39% 35%
Strong impact 15%
Minor impact

16%
No impact 19%

Minor negative impact

Strong negative impact

Minor/Strong Negative Impact 42% 49%



Preparation and potential action

Company Has Taken Steps To
Prepare For A Recession

2023 Q2
n=1005

Cut expenses via budget reductions
Conserve cash

Cut expenses via operational efficiency
Leave open positions unfilled

Invest more heavily in digital transformation
Delay introducing a new product or service
Delay or cancel capital investment

Delay entering a new international market or markets
Raise capital

Delay entering a new domestic market
Invest in innovation/R&D

Layoffs

MNothing — operate as normal

2022 Q4
n=1001

32%

31%

31%

29%

22%

24%

22%

21%

21%

2023 Q2
n=1005




Banking Crisis

Concern Caused By The Banking Crisis
That Occurred In March 2023

2023 Q2
n=1005

A Lot/Some Concern 67%

A lot of concern

Some concern

Not much concern

No concern at all

Not Much/No Concern At All 33%

Actions Taken As A Result Of The Banking
Crisis That Occurred In March 2023

2023

2

n=1005

Split my money up across different banks

Purchased additional FDIC coverage

Moved money to a different bank

Withdrew money from my bank

Took action to secure my deposits

Something else

Did not take any action

30%

30%

24%

19%

1%

0%

37%






Goals of Digitization

2022 Q2 2022 Q4 2023
n=1000 n=1001 n=1005
Improved productivity 43% 50%
Cost-savings 449, A45%
Improved customer experiences 38% 46%
Time-savings 36% 41%
Maore efficient/happy employees 35%

Competitive advantage

Improved insight into cash position

Resilience

Source: Mid Year Middle Market Indicator Report



Challenges

Have Deterrents

Cost/Lack of budget

Time

Lack of resources to implement
(Getting senior management support
Lack of commercial tools

Feel already too far behind

Fear - it's too overwhelming

We have no deterrents

We are not currently investing in digital solutions

Source: Mid Year Middle Market Indicator Report

2022 Q2
n=1000

2022 Q4
n=1001

80%

34% 32%
25%
28%

27%

2023 Q2




Artificial Intelligence

Importance of Al

2023 Q2
n=1005

Extremely/Very Important 62%

Extremely important

83% of middle market
companies say Al is
important to their
organization

Very important

Somewhat important 21%
Not very important
Not at all important 8%

Not Very/Not At All Important 17%
20



Artificial Intelligence

2023 Q2
n=1005

® Learning/discovery
® Exploring/trying it out
m Actively testing/using for business needs

Already using and embedded into business

Only 30% of companies are
actively testing/using for
business needs, or already
have Al embedded

21






MM needs more people.....

Insufficient for current
market conditions, we
will have to hire

The size of our workforce
is just about right

Too big based on current
market conditions

2021 Q2
n=1000

2021 Q4
n=1000

2022 Q2
n=1000

2022 Q4
n=1001

2023 Q2
n=1005



But right skill sets remain challenging to find.....

Degree of Challenge to Find

Right Skilled Workforce
2021 Q4 2022 Q2 2022 Q4
n=1000 n=1000 n=1001
Extremely/Very Challenged 51% 48% 48%

16%

Extremely challenged

Very challenged

L_939% -93%

—96% —95%

35%
Somewhat challenged 33% 35% 31% 0

Minimally challenged

Not at all challenged

Minimally/Not At All Challenged 17% 17% 21% 20%



Impacts are widespread — more hours/higher wages

Experienced Any Issues [Net)

Employees working longer hours/more shifts

Inflation driving reassessment of cost of living and merit increases
Having to bring in contractors

Having to outsource

Having to slow down on productivity/sales

Having to bring in consultants

Having to cut back on product lines/offerings

Our company has not experienced any issues

2021 Q4
n=956

=
0%

0%

30%
32%
28%
23%
14%

86%

2022
n=948

2

91%

2022 Q4
n=930

88%

2023
n=939

2

89%



Wages continue to rise with evolving workplaces

2023 Q2
n=1005
In the Past 6-12 Months In the Next 6-12 Months
2022 2022 Q4 2023 Q2 Transitioning from employees to tech &
n=1000 n=1001 n=1005

automation alternatives

Changing experience requirements due to
difficulty in finding good talent

Average %

Increased 64% . . 5.5 |ncreased Changing requirements in training of the

workforce

Increase overtime/hours/workload for
current staff

Allow current staff to have a flexible work

Stayed the same 29% 31% 30% from home or office schedule

Offer incentive compensation/bonuses to
retain talent

Average %
pecreased [EEEINS+ HIEZHEN 6@ WENSTHE %9 pecressed

None of these




summary

» The middle market continues a strong growth trend:

* Revenue and employment growth remain consistent
+ Confidence has rebounded from uncertainties of last summer

* Lower projections for the coming 12 months— dependent on macroeconomic conditions, using
technology to drive efficiency and manage costs, and attracting/retaining talent

» [nflation and other external headwinds are the biggest issues facing middle market
companies, while talent challenges remain “evergreen”

= Digitization remains a priority in the face of cost pressures, talent challenges, and
stagnant productivity. Al is an area of exploration for most of the middle market
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http://www.middlemarketcenter.org/
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