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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, Chubb, and Visa. It exists for a

Expertise

& Outreach

Middle Market
Research & Data
I\

: . Al Quarterly Middle Share Research
smgl.e purpose: to ensure.that the vitality .and robustness @ ket ndicator M % Do
of Middle Market companies are fully realized as D
fundamental to our nation’s economic outlook and

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

U.S. MIDDLE MARKET DEFINED

\ / Annual Revenues Range from Accounts for
$10MM - $1B 60% Frivate-sector

Jobs
'E' Nearly Equivalent to the
1] 200,000 540en, 51 LARGEST

Businesses Geographies global economy

85%

of Companies
Are Privately Held

More than
$1 0 tri"ion in annual revenue

Represents

$E$
of Private Sector
ﬁﬁﬁ 1 I3 GDP and Employment




Middle Market Indicator

How...

Insight Areas

What... National Survey of C-Level Executives

Self Administered Online Survey

Past year growth

Current state of the business

Short-term and Long-term outlooks and challenges
Confidencein the economy

Detailed corporate profiling

Financial decision makers
Private and Public Organizations
S10 million-<S1billion in Gross Revenue

Mid-Year
Annual
Field Periods June/July

December



What’s New?




——Improved
—=—Deteriorated

Avg improved = 64%

73% 73% 735, 1390

379 28%

Avg deteriorated = 8

2018 2019 2019 2019 2019 2020 2020 2021 2021 2022 2022 2023 2023
1 20 30 40 20 40 20 40 20 40 20 44

Middle Market Company
self-performance
sentiment continues to
rise

/7% of the middle
market say their
business is performing
better than a year
ago...13% higher than
the historical average

Headwinds such as the
macroeconomy,
geopolitical issues, and
talent gaps remain from
the summer



REVENUE GROWTH EMPLOYMENT GROWTH
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Source: Year-End Middle Market Indicator Report



Year-End MMI: Growth Remains Steady

2021 Q2 2021 Q4
n=1000 n=1000
Revenue Increased 66% 789,
10%+
5% to 9%
1% to 4%
No change ° 13%
Revenue Decreased -34% 12%

21%

2022 Q2 2022 Q4 2023 Q2 2023 Q4
n=1000 n=1001 n=1005 n=1001
79% 81% 81% 83%

Growth Leaders
(10% or higher)

-4 PP vs. 2022
Struqgling
(Declining)
6%
22% 21% 20% 11% | 199 9% }1?% -3 PP vs. 2022
11%

[1.2% AVG  8.0% AVG

12.3% AVG 12.2% AVG 12.2% AVG  11.8% AVG ]

Source: Year End Middle Market Indicator Report



REVENUE GROWTH REVENUE GROWTH

PAST 12 MONTHS  NEXT 12 MONTHS PAST 12MONTHS  NEXT 12 MONTHS
SERVICES

12.6% 9.7%

11.5% 8.2%

N/A N/A

a

Source: Year-End Middle Market Indicator Report

10.7% [.7%




% of middle market companies engaging in expansion activities over the past 12 months
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Source: Year-End Middle Market Indicator Report



70%

60%

50%

40%

30%

20%

Expansion Extremely/Very Likely in Next 12 Months (Total MM)

—o—|ntroduce a new product or service —#—Expand into new domestic markets —e—0pen a new line of credit
Bring in new equity investment —s—Add a new plant or facility —s—Expand into new international markets
—8—Take on new debt —s—Make an acquisition —s—Be acquired/merge with another company
08%
64% 64%
62% e
58% 55%
Aﬂ%\
51% -
4% 47%
a7% e———
4 47% 42%
43% 46% 4ed
44% 41%
40% 39;};‘
38%a@ 41% 10% ——
38% 38%
31%
26%
I I
Jun 21 Dec 21 Jun 22 Dec 22 Jun 23 Dec 23

Source: Year-End Middle Market Indicator Report
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Employment Growth Remains Steady

Workforce Increased

10%+

5% to 9%

1% to 4%

No change

Workforce Decreased

2021Q2 2021Q4  2022Q2 2022Q4 2023Q2 2023 Q4
n=1000  n=1000  n=1000 _ n=1001 _ n=1005  n=1001
45% { 58% 57% 56% E

-55% 31%

-42%

33%

-43%

35%

-43%

"% |

33%

-41%

"% |



EMPLOYMENT GROWTH EMPLOYMENT GROWTH

PAST 12 MONTHS NEXT 12 MONTHS PAST 12 MONTHS  NEXT 12 MONTHS

8.2%

SERVICES P‘HSTFII.IETION

6.5% 8.0%

FINANCIAL SERVICES

-

8.7% 9.8% 11.8%

N/A N/A 7.8% 8.8%

10.6% 7.4% 9.2% [.7%

Source: Year End Middle Market Indicator Report



Economic Confidence Remains Steady

Confidence in Economy

GLOBAL ECONOMY

72%

-1% vs. 2022

LOCAL ECOMOMIC CONFIDENCE
MNATIONAL ECONOMIC COMFIDENCE

a3
Fil
GLOBAL ECONDOMIC CONFIDENCE /

NATIONAL ECONOMY

73%

1% vs. 2022

LOCAL ECONOMY

83%

-3% vs. 2022

Lowest in
6 years!

Source: Mid-Year Middle Market Indicator Report
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IT and Plant/Equipment are Top Targets for

Investment Dollars

WHAT WOULD YOU DO WITH AN EXTRA DOLLAR TO INVEST?

Acquisitions \\

Facilities

Plant or
Equipment

ALLOCATION

OF
) INVESTMENT
Information DOLLARS
Technology

Maore Personnel
Training and

Development

U.S. MIDDLE MARKET, DECEMBER 2022

Source: Year-End Middle Market Indicator Report

Mediate Risks

Acquisitions \\

T

Information
Technoloay

ALLOCATION

OF
INVESTMEMNT
DOLLARS
Maore oy,
Personnel

Plant or

Training and
Equipment

Development

U.S. MIDDLE MARKET, DECEMBER 2023



What's Next?




Year-End: Long Term Revenue Growth Forecast

FORECASTED REVENUE GROWTH FOR TWELVE MONTHS FROM ...

0 16%
7 n
. 14%
U.S. MIDDLE MARKET 12%
10%

2022 Q2 2022 04 2023 Oz 2023 04

Source: Year-End Middle Market Indicator Report



Year-End: Long Term Employment Growth Forecag

FORECASTED EMPLOYMENT GROWTH FOR 12 MONTHS FROM ...

10.0% ;
. 12.0% - 10.8 10.8 10.0%

—_—
U.S. MIDDLE MARKET 10.0% - ¢
6.0% -

4.0% -
2.0% -
0.0%
-2.0% -
-4.0% -

2Q'22 4Q'22 2Q'23 4Q'23

Source: Year-End Middle Market Indicator Report



Managing Business and Macro Economy

EXTERNAL CHALLENGES

. CORE BUSINESS ISSUES®
. ECONOMY

. COSTS
. GOVERNMENT

IR NEER NI N AN NN ANNANI NN NN NN NINNAENANINEEAERENn
"Core business issues include maintaining revenue
and sales growth, ensuring customer satisfaction”
refention, and IT/technology challenges.




Core Business Issues




Economic and Geopolitical Issues Abound

Preparing For The Next 12 Months In The Whethgr Current Geopuli_tical
Current Macroeconomic Environment Uncertainty Impacted Business
2023 Q4 2023 Q4
n=1001 n=1001

Raising prices

Greater integration of Al

Delaying significant changes (e.g., investments, expansion)

Hiring freeze

Buying more inventory

2023 Q4
Moving up significant changes (e.g., investments, expansion) WHYS Business Got Impacted {1;7]
Supply chain risks 58
Company layoffs
Delaying market expansion 43
Delaying investments 39

Lowering prices

Hiring freeze 29



Impact of Rising Interest Rates

2022 Q2 2022 Q4 2023 Q2 2023 Q4
n=1000 n=1001 n=1005 n=1001
Cut costs/seek operational efficiency 28% 31% 28%
Slow down hiring 24% 29% 25%
Delay capital investment 26% 25% 28%
Delay introduction of new products/services 20% 26% 21%
Increase insurance 19% 20% 24%
Seek other sources of capital (private equity, etc.) 21% 22% 20%
Accelerate digital transformation 22% 23% 27%
Decrease R&D/innovation budget 20% 19% 17%

Would not have an impact 17%

| 17%




Tactics in response have remained the same

Actions Taken To Deal w/Inflation

2022 Q2 2022 Q4 2023 Q2 2023 Q4
n=773 n=732 n=709 n=1001
Paying higher salaries/wages - 11% - 39% - A47% - 35%
comoree o - R e
suppliers to mitigate cost
Evaluating adequacy oflnsur-anf:e - 23% - 239 - 22% - 27%
coverage or limits
Delaying capital investments - 30% - 33% - 32% - 26%
Nothing — operate as normal NA NA NA | 19%




Middle Market continues to be disrupted

Disruptions Experienced in Past Two Years

2020 Q4 2021 Q2 2021 Q4 2022 Q2 2022 Q4 2023 Q2 2023 Q4
n=502 n=1000 n=1000 n=1000 n=1001 n=1005 n=1001

Business Has Been Disrupted (Net)

51%

Strategic disruption (industry
consolidation, regulations/economic
conditions, customer/ supplier going out
of business, change in ownership, etc.)

Cyber/Data disruption (cyber breach,
data integrity issues, system downtime or
compatibility, etc.)

Operational disruption (natural
disasters, port closures, strikes, facility
shut-downs, etc.)

59% 65% 70%
35% 37%
34% 34%
32% 31% 30%




Preparedness Varies

2022 Q4 2023 Q2 2023 Q4
Completely/Very Prepared (1001) (1005) (1001)
% % %
NA 66 64

Regulatory or compliance

Payment fraud 60 66 63
Physical damage from fire or water (e.g. burst pipe) 62 69 61
Workplace violence 60 63 60
Cyber attacks 61 65
Lawsuit NA 63 58
Prolonged power outage 56 57 56
Aging infrastructure NA 61 55
Catastrophic incidents (not cyber) or in some cases, 62 57

natural disasters

Supply chain disruptions 53 57

Labor/Staffing shortages NA 52 47
Civil unrest 52 50 47
Inflation 47 50 45

Recession 47 51 44



Supply Chain Continues to Improve

2021 Q4 2022 Q2 2022 Q4 2023 Q2 2023 Q4
n=1000 n=1000 n=1001 n=1005 n=1001
Impacted By Supply Chain
Disruptions/Constraints In The Past 6M 47% 55% 39%
Yes Yes

Challenging Aspects of 2023 Q2 2023 Q4
Supply Chain Management n=376 n=325

Eme - NQNENSZINE

57%
Labor shortage/workforce demands

Supply chain disruptions are becoming less of an issue Coping with service disruptions (e.g., port closures) 26%
across the middle market — dropping from a peak of Globalization of the supply chain 55% 35%
55% of companies disrupted in Summer 2022 to 33% Wage fluctuations 7% -
to end 2023 The size and scale of the supply chain 52% 53%
Complying with customer requirements 56% 49%
However — those continuing to be disrupted are Competition Sa% 9%
experiencing a growing and complex set of issues, _ - . .
primarily labor/workforce demands, service disruptions, supplier due difgence/audit o %
and glObalization Maintaining the confidentiality of digital assets 48% 49%
Negotiating terms with suppliers 50% 48%
Currency fluctuations 50% 47%
Negotiating terms with customers 50% 47%

Natural disasters 45% 41%




Skills Gaps Remain, But Severity is Declining

Degree of Challenge to Find

Right Skilled Workforce
2021 Q4 2022 Q2 2022 Q4 2023 Q2 2023 Q4
n=1000 n=1000 n=1001 n=1005 n=1001
Extremely/Very Challenged 51% 48% 48% 46% 39%

Extremely challenged

Very challenged

Somewhat challenged

Minimally challenged
Not at all challenged

Minimally/Not At All Challenged

33%

17%

—96%

35%

17%

—95%

14%

31%

21%

—93%

35%

20%

—93%

41%

20%

~93%




Digitally Savvy Talent is Important

Degree Of Importance Of Having
Digital-Savvy Talent

2021 Q4 2022 Q2 2022 Q4 2023 Q2 2023 Q4
n=1000 n=1000 n=1001 n=1005 n=1001

Critical to our success

Important to our success

5% 6% 5%

Neutral/Unimportant to our success



Workplace Environment Approached

Workforce Changes Company Experienced/Plan to Experience

2022 Q4 2023 Q2 2023 Q4
n=1001 n=1005 n=1001
In the Past In the Next In the Past In the Next In the Past In the Next
6-12 Months 6-12 Months 6-12 Months 6-12 Months 6-12 Months 6-12 Months

Transitioning from employees to tech 34%
& automation alternatives
Changing experience requirements 31%
(+]
due to difficulty in finding good talent
Changing requirements in training of 37% 26% 349
the workforce

Increase avertime/hours/workload

44%
for current staff

32% 41% 37%

Allow current staff to have a flexible

47%
work from home or office schedule ’

35% 41% 39% 42% 40%

Offer incentive compensation/

. 45%
bonuses to retain talent

45% 45% 47%

None of these




Digitization and Al




Goals of Digitization

2022 Q2 2022 Q4 2023 Q2 2023 Q4
n=1000 n=1001 n=1005 n=1001
Improved productivity 43% 550
Cost-savings 44% A9%,
Improved customer experiences 38% A479%

Time-savings 36%

More efficient/happy employees 35%

Competitive advantage

Improved insight into cash position

Resilience




Challenges

2022 Q4 2023
n=1001 n=1005
Have Deterrents 20% 78%
Cost/Lack of budget 329 36%
Time 28%
Lack of resources to implement 25%
(Getting senior management support 27%

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




Artificial Intelligence

Adoption Journey Of New
Technology Like Al Top 3 Most Important Elements of
2023 Q2 2023 Q4 How To Incorporate Al
n=1005 n=1001
2023 Q2 2023 Q4
n=1005 n=1001
9% ® Learning/discovery
® Exploring/trying it out
m Actively testing/using for business needs Cost 63% 63%
Already using and embedded into business
Business need/use case 60% 62%

$10M — <S50M  [S50M —<S5100M | $100M — <$1B

(363) (190) (a48)
% % Data privacy/security 62% 59%
Learning/discovery 25 30 23 19
Exploring/trying it out 40 44 41 35 Easy to use/learn for our IT 6% 4%
Actively testing/using teams/developers
! 24 21 23
for business needs
Already using and
embedded into 10 6 13 Time to implement 51% 53%

business




Artificial Intelligence

Functions Use Al For

Analyzing data

Improve efficiencies

Collecting of data

Customer service

Innovation

Supply chain

2023 Q4
n=371

72%

How Al Is Used Within Functions

Functions Plan To Use Al For

2023 Q4
n=371

Analytics Improve efficiencies

Customer engagement Customer service
Chatbots

Analyzing data

Corporate communications Collecting of data

Innovation

Supply chain

2023 Q4

n=794

47%

44%

43%

43%

34%



Artificial Intelligence

Concerns, Risks Or Uncertainties Related to Al

Concerns about biases in Al algorithms and the potential for inaccurate results.
Bias and Inaccuracies: Concerns about biases leading to wrong business decisions, affect customer satisfaction, mess up revenue, replace human judgment.
Worries about the ethical and moral foundation of Al, including the need for consistent ethical standards.

Widespread concerns about data privacy and security.
Prwacv and Securlty: Worries about the risk of customer data leakage, cybersecurity threats, and breaches.
Emphasis on the importance of safeguarding sensitive data used by Al systems.

Worries about the reliability and performance of Al systems.

o piela g le s i EL R Concerns about glitches, Al-related mistakes harming the business's brand, and the potential for Al to fail in critical moments.
Uncertainty about the accuracy and usability of Al

Concerns about job displacement due to Al adoption.
Fears that Al may limit job opportunities and lead to job loss.

Job Displacement:




The middle market continues a strong growth trend:

» Revenue and employment growth remain consistent
» Confidence is steady — yet investment plans/expansion remain muted given uncertainty

» Projections for 2024 are notably lower, especially after 3 years of consistently high growth. Perhaps
this is signaling a return to more normalized MM performance following an extended pandemic
recovery period

The macroeconomy — and global tensions — remain an ongoing concern. While
inflation slowly comes under control and fears of a recession are diminishing, interest
rates are still incredibly high (and we are now in an election year)

Al is becoming a reality for most businesses, but the middle market is still determining
the best use cases for investment....data collection/analysis and customer
engagement are natural starting points. All of this comes with uncharted concerns
and risks



Membership

@

NATIONAL CENTER FOR
THE MIDDLE MARKET

MEMBERSHIP OPPORTUNITIES AND ADVANTAGES

NATIONAL CENTER FOR THE MIDDLE MARKET

» Launched in late-summer 2022 — currently at 8 members
= Designed for companies looking to get involved with NCMM
= Access to more detailed data, NCMM programs, Fisher/OSU students, and more

= To learn more, visit www.middlemarketcenter.org/work-with-us
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