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The background ERC‘

* Across the UK there are around 30,000 firms with sales of between
£10m and £500m.

e This is the UK’s mid-market (MM), 2 per cent of UK firms but
around a third of all private sector jobs and wealth creation

e Qver the last four years working with GE Capital we have surveyed
senior executives in around 1,000 UK mid-market companies each
year to get the ‘view from the boardroom’.

e Qur survey has covered the UK and similar groups of companies in
Germany, France and ltaly. How does the view from the UK
boardroom differ from that in a similar company in Germany?
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Profiling the mid-market

e A diverse group but some marked contrasts with notably less
manufacturing in the UK than in Germany

 |nthe UK 18% of MM firms are family-owned, with the majority of
these also being family-led. Germany: 38% family owned around
half of which are also family-owned and operated.

e Around a third of mid-market companies across the EU4 were
established prior to 1980 with around 1:6 in the UK and 1:5 in
Germany established prior to 1945.

e On average export sales account for 34 per cent of the revenues of
UK firms compared to 40 per cent in Germany and around 35 per
cent in France and Italy. UK mid-market firms remain less export
oriented than their German and continental counterparts.
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MM growth and exporting




The UK - matching the best in growth EERRCM’
(% growth pa, projected for 2016)
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The important factors driving growth EERRCM’
(% firms, UK only)

Percentage of firms

0.0 5.0 10.0 15.0 20,0 25.0 30.0 325.0 40.0
Management and structure 34.0
Employee skills 33.0

Level of teamwork 30.0

General staff attitutdes 30.0

Leadership attitudes 23.0

Working practices 22.0
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Market intelligence

Communication flows
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Finance available 15.0

Rewards, incentives 13.0




Top Five Growth Inhibitors ERC4
(% firms saying important)

UK Mid-Market German Mid-Market

33% Attracting employees with the right set of skills 33%

French Mid-Market Italian Mid-Market

Keeping down business costs and overheads (e.g. property,
Having sufficient working capital 37% (+4) wages) suppliars) 32% (-6)
Threat from established competitors 34% (-8) Threat from established competitors 31% (+2)
Keeping down business costs and overheads (e.g. property, 34% (-7) Cost of raw materials and other 'input' costs e.g. energy 31% (-8)
wages, suppliers)
Attracting employees with the right set of skills 34% (-4) Competing against larger companies for talent 29% (-4)




Growth prospects — a changing and EERRCM’
strengthening picture

Global economy

m 2015

m 2014

W 2013

UK

Region

75
Own company 59

-20 -10 0 10 20 30 40 50 &0 70 80
Balance of sentiment (% firms) - positive - negative




Export Activity across the UK ERCE
mid-market

I Some international business

® No international business i i
Top 5 Exporting Industries

85% 75%
Professional Administrative
activities activities
82% 70%
IT and Financial

& Insurance

communications

80%

Manufacturing

e Around Two thirds of MM firms export with professional services firms being the most likely to, followed by

ICT then manufacturing




Top Three Export Markets for ERC"
UK mid-market firms

e The Eurozone remains among the top three export markets for the vast
majority of exporters...

Eurozone countries
Other European...

North America

Asia Pacific

Middle East

Africa

Latin America

Other %
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And the appetite for new ERC /4
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markets .....

Around half of the UK Mid-Market firms are looking to expand into new markets .....

9%

Those
saying
‘Yes’

Eurozone Middle East Asia Pacific Other European  North America Africa Latin America
countries countries




Export Challenges for mid-market ERCE
fl rms Enterprise Research Centre

* Competitor businesses, both local and international, are considered the biggest challenge to firms looking
to export to new markets. Information , costs and regulations are also important...

M High challenge 1 Moderate challenge M Little/no challenge
Competing with local businesses in new market(s) of interest 17% 32%
Competing with other exporting companies 17% 32%
Lack of local knowledge/ contacts in new market(s) of interest 16% 34%
Cost associated with exporting to new markets 16% 29%
Complex or strict regulations in new market(s) of interest 15% 31%
Having the relevant products or services 13% 43%
Limited resources/ capacity in our company 13% 39%
Lack of demand in new market(s) 13% 40%
The size of our company 10% 44%
Lack of capital to fund expansion 10% 43%
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MM focus on China
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Presence / Interests in China et s FeceerehCenrs

e Just over a third of UK Mid-Market firms have interests or a presence in China. IT and Communication firms
are most likely to have a presence there....

Germany

B Presence in China ® No presence in China

France

Italy
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Operational Activity in China

e UK MM businesses have a lower level of ‘enthusiasm’ for the Chinese market than elsewhere in the EU4; nearly
half do not do business there and have no plans to do so
* Oneineight MM firms not currently active in China plan to take steps towards it

Nothing at the moment and no plans 45% 45% 33%
Have offices / outlets there 11% 16% 24%
We have sales teams / people there 18% 20% 18%
Nothing at the moment but plan to 10% 12% 17%
We have manufacturing plant / facilities

ere ! 6% 16% 8%
We make regular sales / scoping visits 15% 11% 13%

We have business process operations 0 0 o
there e.g. call centre, IT services . 12% 11% 16%
Don't know g 7% 3% 3%
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Current Revenue Share and Forecasts  enterrise research centre

e China accounts for 9% of all revenues for UK MM firms with interests / operations in the market; this is
expected to increase to 13% in five years’ time
* The figures for the UK tend to be a little lower than those seen elsewhere

% forecastin 5 A
years’ time
(o)
13% 15%
% of revenues accounted for
by operations / sales 9% 15% 12% 1 1% 12%
UK France Germany Italy EU4




Reasons for operating in China
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Enterprise Research Centre

e Market / sales potential are the main reason UK MM firms establish a presence in China. The next three biggest
reasons are operational, implying perhaps that “selling to China” is more of a priority than “making in China”

Large market

Increased sales opportunities

Cheaper labour

Availability of raw materials

Greater efficiency

Access to international markets
Keep up with competitors / market...
Can't afford not to / Don't want to...
Support from official bodies /...
Don't know

Other

40%

41%

19%

28%

29%

28%

14%

18%

4%

1%

%

64%

34%

39%

26%

30%

35%

25%

13%

4%

1%

1%

60%

42%

29%

35%

32%

25%

18%

4%

1%
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Reasons for avoiding operating in China Enterprise Research Centre

e Ageneral lack of interest in international expansion is the biggest reasons for firms not wanting to invest in
China. Following this is a lack of orientation or focus within the firms, related to product offering and a lack of

knowledge
rorce | Gormamy ||
No interest in international expansion 22% 28% 13%
Lack of local knowledge 16% 13% 12%
Products / services not appropriate to Chinese market 16% 22% 14%
Lack of language skills 12% 14% 27%
Bureaucracy 11% 14% 14%
Complexity of market 6% 14% 18%
Logistic difficulties 11% 17% 21%
Hard to find reliable partners in China 15% 15% 10%
Business culture/ethics 13% 11% 18%
Other markets easier / more profitable / have better..._ 6% 18% 6%
Scale is daunting
_ 5% 2% 8%
Management or control issues
i 4% 9% 7%
Have left it too late
_ 2% 2% 2%
Other
- 10% 3% 2%
Don't know
. 11% 7% 11%
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F i n a I re m a r kS Enterprise Research Centre

e UK MM firms have demonstrated impressive growth over the last
few years matching Germany in terms of sales

e Challenges remain particularly around skills

e Exporters face tough competition and barriers related to market
information, costs and dealing with regulation

* |nterms of China our MM presence lags that of our EU competitors
marginally. Lack of local knowledge is a key inhibitor to accessing
the Chinese market

 Both in terms of exporting generally and China more specifically
UKTI and UKEF can help!
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