‘THE VOICE OF THE FORGOTTEN MIDDLE



C0hteht

With most government support focused on small businesses, and large enterprises seheral}; considered big
enough to look after themselves, those in the middle can often be neglected. This puts the mi -market at a distinct
disadvantage when working to overcome new and existing obstacles.
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INTRODUCTION

Dear reader

The report you have in front of you contains
the views of 1,650 different European
mid-sized businesses. They come from 20
countries and serve customers with vastly
differing needs. But when we spoke to
them, one consistent message came
through again and again...
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THRIVING AND AMBITIOUS: EUROPE’'S MID-SIZED BUSINESSES,
TODAY AND TOMORROW

The good news from our research is that Europe’s
mid-sized businesses (MSBs) are in rude health.
Based on our findings, MSBs appear full of
dynamism and self-confidence, growing

fast and with big plans for the future.

The average growth rate last year
of the European MSBs in our
survey was 16.5%, with

almost one in five growing at
over 30% a year. In the context
of growth of just 1.8% across
the EU in 2015, that’s a sign

of extraordinary success.

They are rapidly outpacing

other businesses and

In contrast to the stereotype of cautious,
domestically-focused MSBs, our research found
that a majority are international in outlook, too.
76% of MSBs who responded to our survey sell in
other European countries outside of their own and
a remarkable 56% sell globally.

Of course, not every European country is
‘..? the same and there are some evident
variations between MSBs depending
on their home nation. MSBs in
Italy and Switzerland are the most
outward-minded according to our
survey, with 72% and 66% of them
respectively selling globally. But in
Portugal only 50% of MSBs do so,

providing the motor for
Europe’s economic recovery.

and in Russia the figure is just 31%.



CLeARLY, MSBS AR OPTIMISTIC ABOUT THE FUTURE. WHILE IT S UNDENIABLE THAT THEY FACE A SERIES
OF BUSINESS CHALLENGES AND BARRIERS TO GROWTH, THEY ARE UPBEAT ABOUT THEIR OWN PROSPECTS.
So WHAT eXACTLY po MSBS™ AMBITIONS INVOLVE? IN A woRp: EXPANSION. 70% or MSBS SaY THEY
INTEND TO MOVE THEIR BUSINESS INTO NEW SECTORS. TRANSPORTATION AND LOGISTICS (SELECTED BY 23%
OF RESPONDENTS) AND MANUFACTURING (21%) ARE THE NEXT SECTORS BEING TARGETED MOST BY MSBS.



Encouragingly, there are strong signs of plans for job creation as well as mergers and acquisition = ‘s
activity among the mid-market too. Among the most commonly listed priorities for the next two years . ¥
were plans to hire more people, acquire another business, or merge. Investment in new technology -
— which could include electronic invoicing systems and access to the cloud —is also
a key priority for 26% of MSBs.

And while two-thirds (66%) of MSBts are in private hands, a large proportion ultimately plan to
go public. 38% of the privately held MSBs we surveyed plan to IPO at some point. This will enable
them to tap a wider pool of investors and generate the capital necessary to expand
their businesses even further.

MSBs' priorities across Europe do vary somewhat. As you might expect, in a fast-growing market like
Russia the main focus for 51% of companies is on launching new products and services, while in more
mature markets such as France (34%) and the UK (30%) it's on managing current company growth.
Companies in Finland (36%) and Austria (29%) are the most likely to prioritise investing
in new technology.













BARRIERS TO GROWTH:
WHAT’'S HOLDING BACKk EUROPE'S MiD-SIZED BUSINESSES?

« Complex and costly regulation
« Difficult j in attractms top talent at all levels
« Difficulty sourcing and funding the right technology to support growth



While it's often hard to pinpoint these behavioural
issues through surveys — either because MSBs aren’t
aware of these problems or, perhaps, don't want to
admit they have them — our research found some
clues nonetheless. 76% of MSBs, for instance, agree
they could be doing more to remain competitive.
Another 67% admitted they struggle to compete
with new market entrants and large enterprises.

These are both signs that they are finding it hard to
keep up as they get beyond a certain size — a classic
symptom of the “growing pains” that affect many
MSBs. Updating and professionalising their operations
are vital if MSBs are to get to the next level. The
consistent failure to do so might be why 70%

agreed that MSBs in their country struggle to

become big brands.



Next are the resource issues that can often choke MSBs and
stop them from becoming large enterprises. The number one
problem here is finance. 74% said they want it to be easier to
access equity, while another 71% said MSBs are at greater risk
of failure because of the lack of adequate finance available.

But it's not just money that's an issue. Hiring the right people

is difficult too. Nearly two-thirds (65%) of MSBs admitted they
struggle to attract top talent because prospective employees
would rather work with big brands. If not addressed, it's easy to
see how this can become a vicious circle for MSBs.

Finally, there are the most complex and engrained challenges
of all: structural issues. 70% of MSBs complained that they
don't get the support they need from governments in order to
grow, while another 68% said the same of banks.

These deep-seated structural problems lead MSBs to a forceful
conclusion. Over three-quarters (76%) of them agreed that
the European business environment should be friendlier
towards mid-sized businesses. Even in Germany, famed for its
Mittelstand businesses, 70% of MSB bosses said the same.
Governments, regulators and lenders must take notice.

The major barriers to MSB growth — regulation, financing,
talent and technology — came through in our survey again
and again. So what's needed to help MSBs overcome them?



Attracting the best talent requires MSBs themselves to think bigger.
Too many MSBs keep looking for potential employees in their local
job markets, which means they only have access to a relatively
shallow pool of talent. Instead MSBs need to develop their own talent
management functions, working with recruiters from a much wider
area, including other countries. They should also consider forging
partnerships with universities so they get access to graduate talent
and the next generation of new ideas.

The final barrier that was mentioned repeatedly by MSBs in our
research was technology. They understand the potential benefits

it could bring in terms of efficiency and productivity — for instance

by digitising paper-based processes like invoicing — but they often
struggle to find the money to invest in it and sometimes don’t have
the necessary expertise to implement it effectively. In the next chapter
we will look in more detail at the role that technology could play in
helping MSBs avoid middle child syndrome.



DIGITAL IMPACT: THE IMPORTANCE OF TECHNOLOGY FOR MSBS






These benefits are particularly important
given some of the findings from earlier in
our report. If MSBs are to attract the

best talent, for example, they need

to offer them the best tools to do their
work and be as Froductive
as possible. They will

certainly need to offer
technology comparable
to the global leaders in
their fields. And if they
want to exFanJ into new
vertical markets and new
geographical territories,
establishing a reputation
for excellent customer

service will be vital.



Ore of the other benefits of modern technology is that
it helps businesses become more flexible and open to
opportunities in the face of a rapidlg changing external
environment. As global markets Open up, Consumer
behaviour changes and technology itself evolves, it
seems less sensible than ever for a business to shackle
itself to rigid systems and processes.

Todas’s digital technology is all about enabling flexibility.
A Lusiness can trade globally through a single wekbsite or
app, while emplogees can work from virtua[ls anywhere
through their mobile devices. The most tech-savvy MSBs
are alreaJS reaping the rewards from this kind

of Jexterits.

For hearlg a quarter of MSBs (2.7)%), JCP[OSihS digital
technology has enabled them to become more nimble
and agile.

Meanwhile similar numbers say digital has created new
o, 0, . .
revenue opportunities (25 /o) and increased their

market share (24-%).

It's no surprise, then, that 7 in 10 company bosses we
surveyed think an MSB must implement a “large number
of digital technologies in order to remain competitive.

However, such an outcome cannot be taken for granted.
According to our resloovadents, the drive to digital must
be prioritised by and start with those at the top of the
organisation. Over three-quarters of those we polled
(76%) say MSBs reed “a defined, long-term vision
for digital success, and a similar number (77%) say
they need “a clear plan” to execute it.

The leaders of mid-sized businesses have lots on their
agendas. Mapaging todag’s growth and investing for the
future are key responsibilities. But if they are to keep
growing and take their company to the next level, they
must prioritise technology. It's this digital impact that
can help them overcome the all too common problems

of “Middle Child SSHJI’OMC”.



The problem we’ve labelled “middle child syndrome” in this report isn“t a new one for Europe’s
businesses. Looking back over modern history, MSBs have been consistently neglected despite their
value for European economies. Arguably only Germany, of all European countries, has succeeded in

strategically encouraging, supporting and growing its mid-market.




- MSBs need help in attracting the right talent.
A lot of this responsibility lies with M5Bs
themselves, of course — they must get better at
reaching a wider talent pool. But where possible
other stakeholders should help, for instance by
encouraging relationships between M5Bs and
uhiversities.

- Fimancing needs to be made more accessible
for M5Bs. Lenders need to develop a better
understanding of what MSBs are looking for
and the benefits that can be accrued if they are
allowed to invest for the future. If necessary,
the state should consider its role in encouraging
finance to flow more easily to MSBs.

By exploring ways to minimise these four barriers, Europe’s MSBs, governments and regulators could help
to boost the mid-market significantly. Already responsible for 30% of Europe’s business revenue, MSBs
could reach even greater heights in future.



The End
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