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Preface

Thinking big: Midsize companies in Europe and the
challenges of growth is an Economist Intelligence Unit
white paper, sponsored by SAP.

The Economist Intelligence Unit bears sole
responsibility for the content of this report. The
Economist Intelligence Unit's editorial team executed
the survey, conducted the analysis and wrote the
report. The findings and views expressed in this report
do not necessarily reflect the views of the sponsor.

Our research drew on two main initiatives:

e We conducted a wide-ranging survey of 1,430
senior Europe executives from October 2005 to
January 2006, using both telephone and online
surveying techniques. This was part of the
Economist Intelligence Unit’s global survey, Midsize
companies, in which 3,722 executives took part.

e To supplement the survey results, we also
conducted in-depth interviews with several senior
executives of midsize firmsin Europe.

The author of the report was Graham Richardson
and the editor was Gareth Lofthouse. Mike Kenny was
responsible for design and layout.

Our sincere thanks go to the survey participants for
sharing their insights on this topic.

March 2006
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Executive summary

idsize companies are of great importance to

the European economy. Many of the region’s

midsize firms have expanded at a time when
their larger counterparts have fallen pray to sluggish
economic growth. But the region’s midsize players are
also having to adjust to new threats and opportunities
arising beyond Europe’s boundaries.

Europe, perhaps unfairly, is sometimes caricatured
as a high-wage zone with unduly interventionist
governments. Despite these apparent impediments,
European midsize companies are confident they can
grow rapidly even in highly competitive markets. To do
so, however, they will need to achieve the presumed
advantages of being big, while retaining their
flexibility and entrepreneurial flair. This white paper,
sponsored by SAP and based on an Economist
Intelligence Unit survey of over 1,430 European
executives, highlights the five areas that midsize firms
must focus on to achieve growth.

o Expand aggressively, but profitably. Midsize
companies in the region plan to expand over the next
three years, but always with an eye on profitability.
Around half of the firms surveyed say their
management have identified an optimal rate of growth
and an optimal size, suggesting a recognition that
expanding too fast can strain existing resources and
structures.

e Grow organically. For the most part, midsize
European companies plan to grow organically, using
their own resources, although over 17% will pursue
organic growth with the help of networks of third
parties. Few will consider mergers and acquisitions
(M&A) orjoint ventures as a core plank of their growth
strategy. Most European firms also see increased
operating efficiency as a prerequisite for growth,
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particularly in the manufacturing sector.

e Stay nimble and responsive. Thanks to the
consolidation taking place in many industries, midsize
customers are having to deal with more powerful
customers and competitors. This is difficult: midsize
companies lack the muscle to resist the dictates of
aggressive big customers, and to compete effectively
against their larger rivals. When it comes to competing
with bigger firms, European midsize companies
believe they have the advantage of stronger customer
relationships and are more flexible on pricing and
execution. But over one-third of them worry that these
very attributes will erode as they expand.

e Stay competitive on price. Downward pressure on
pricing is the biggest single challenge that European
midsize companies face as they lay their plans for
expansion. Higher labour costs in many parts of
Europe will force a growing number of midsize
companies to follow the outsourcing trend that many
of their larger counterparts have already embarked on.

e Good IT, good people. Better use of IT could help
ease some of these growth pains. Most European firms
think that ITis critical to their ability not only to grow,
but also to maintain strong customer and supplier
relationships. But a significant share of respondents
believe that their existing IT systems may not be
capable of scaling up to meet the needs of growth, or
of meeting future requirements from customers or
suppliers. A significant proportion also believe that
their employees lack the skills required to make the
best use of new technology. Ultimately, competent
people will be as important as cutting-edge
technology in enabling midsize firms to achieve their
ambitions for growth.



Who took the survey?

Atotal of 3,722 executives from
around the world participated in the
Midsize companies survey, conducted
by the Economist Intelligence Unit
from October 2005 to January 2006.
0f this number, 1,430 respondents
came from Europe.

The survey group was very senior,
with just under half being C-level
executives or directors of midsize
firms. A range of industries was
represented, with the largest number
of respondents coming from
financial and professional services
firms, retailers, consumer goods
manufacturers and discrete

manufacturers (the latter denoting
firms engaged in the production of
distinct units, such as durable goods,
electronics, and engineering
machinery).

Defining the size parameters of a
midsize company is anything but
straightforward, as the definitions
employed by governments,
multilateral institutions and
companies vary widely. We have
chosen to employ a definition based
on revenue, and observe that
US$20m and US$500m are the most
widely accepted lower and upper
limits of a midsize firm’s size in
revenue terms. At the same time,
since our survey covered numerous
countries, we tried to adhere as
closely as possible to the accepted
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local definitions. As a result, 77% of
the European firms in our survey
have annual global revenue of
between US$20m and US$500m. The
other 23% represent an allowance
for those countries in which the
accepted range extends higher or
lower. (For more detail on the
European survey sample and results,
please see the Appendix to this
report.)

In addition to our survey, we
conducted in-depth interviews with
senior executives of midsize
companies in the region, obtaining
theirinsights into the nature of the
growth challenges facing them over
the next three years and how they
plan to overcome them.
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Midsize perspectives on growth

idsize firms are of crucialimportance to most

European countries. Varying definitions of

what constitutes “midsize” make pan-regional
statistical analysis difficult, but data forindividual
countries confirms their significance. In the UK, for
example, firms with between 50 and 249 employees
are 2% of the total number of companies but account
for 14% of employment and generate 16% of turnover.
Throughout Europe, the ability of midsize companies
to thrive has a considerable bearing on economic
growth. This study is designed to provide an insight
into some of the unique challenges that Europe’s
midsize companies face.

Itis clear from the research that midsize firms
around the world are highly focussed on growth, and
European companies are no exception. But Europe’s
midsize firms are also increasingly aware that they
need to tap into new markets to expand: in other
words, globalisation is not just for big firms.

Executives surveyed for this report are acutely
aware that growth and globalisation will bring risks as
well as challenges. Expansion plans can devour
management resources and cash in equal measure,
with unpredictable results. The process of growth may
itself erode the qualities that made the firm successful
in the first place—nimbleness, personal links and
committed employees. Andrew Turner, managing
director of Central Trust, a UK financial services
company, talks of the need to keep the “small
company soul”. Other midsize companies interviewed
for this report understand the risks associated with
growth, but believe some of the traits of large firms
can be turned to their advantage. Acknowledging that
getting bigger tends to lead to more bureaucratic
processes, Magnus Oberg, chief technical officer of
Transmode Systems (a Swedish optical network
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provider) points out that, “we can benefit from this—
they can make us slower, but more stable too”. The
challenge facing midsize firms is to achieve the
advantages of scale, without sacrificing some of the
qualities that made them successfulin the first place.

Paths to growth
European midsize firms may aspire to growth—but how
will they achieve it? The answer for the majority of
executives in the survey is through organic growth,
rather than acquisitions or joint ventures. Almost half
(45%) of European respondents favour organic growth
through the use of wholly owned-resources. A further
17% will also focus on organic growth but will employ
a network of third parties for production and
distribution. By contrast, only 14% of the respondents
think that mergers and acquisitions (M&A) will be
their primary route to expansion.

Only a fraction of European respondents identify
licensing or franchising agreements as a key growth

What are the most important ways in which your
company willimplement its growth strategy over

the next three years? = El;;r;eny
Top three responses (% respondents) France
Italy
Il UK
Il Russia

Cost reduction via better operating efficiency

e —
54

Expansion of the customer base

56

'y
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Diversification of product/service portfolio

1

N
w
w
ES
N

46
Source: Economist Intelligence Unit
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strategy, although this can be a very effective way of
linking European technological skills with
manufacturing abilities elsewhere. The French firm
Soitec, for example, has a strategy of conducting long-
term licensing deals with the leading semiconductor
manufacturers of Asia. As Soitec’s CFO, Iain Murray,
points out, long-term licensing deals can give midsize
companies leverage on the world stage: “Our strategy
is to create a technological standard”.

Efficiency comes first

European midsize firms are acutely aware that growth
aloneis not sufficient—they must remain profitable,
too. Asked what their firm thought was the single most
important measure of growth, 32% identify expanding
revenues, but nearly as many (29%) prioritise profit.

Competition is clearly tough. Asked to pick the
three main ways in which their companies planned to
implement their growth strategies over the next three
years, over 50% of European respondents select cost
reduction through improving operating efficiency. It
should be noted, however, that the importance of
operating costs varies strongly between different
sectors in Europe. For manufacturers in particular,
increased operating efficiency is seen as a pre-
requisite for growth, with 58% of European discrete
manufacturers and 57% of consumer goods
manufacturers highlighting this as a priority. Perhaps
because they face less acute competitive pressures
from Asia and elsewhere, the equivalent shares for
European retailers and services firms are lower—48%
and 42% respectively. These sectors are rather more
focussed on expanding their customer base.

Like their larger counterparts before them, many
midsize companies are now having to outsource
production activities to lower cost locations. Indeed,
more European firms see this as a key growth strategy

In your company, what is viewed as the single most important
measure of growth?

(% respondents) I Europe

I Asia-Pacific
us

I Global

Growth of total revenue

32
36
I 33

Growth of market share

18
15

I, 1 7
Growth of profit

S——__
40

32

Growth in number of customers

FIS
6

I 13

Growth in number of geographic markets reached

5
3
-

Growth in number of employees
1

I

[

Source: Economist Intelligence Unit

than US firms and Asian respondents in the survey.

The focus on profitable growth, and on the
efficiencies required to achieve it, will require midsize
firms to adopt a planned and disciplined approach to
expansion. In line with this, nearly 53% of
respondents say their senior management have
identified an optimal growth rate for the company.
Smart execution of the growth plan is also vital, of
course. As Mr Turner of Central Trust notes: “Where
fast growing companies fall over, they have all the
ideas, they just don't have the execution....We are
always focusing on short, sharp effective processes”.
As ever, setting a plan for growth is one thing: delivery
is another.
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Sizing up the challenges

lobalisation cuts both ways. It opens up

opportunities for midsize firms, but also creates

threats. Competition is intensifying in almost all
industries, and midsize firms know that they face a
wide range of challenges—from large competitors, as
well from firms of their own size. Customers are also
becoming more demanding, and managing them can
be an occupation initself. These and other challenges
mean that midsize companies will have to achieve
often ambitious growth targetsin a testing and
sometimes unpredictable environment.

Feeling the pinch

European midsize companies are feeling the squeeze
as price competition intensifies on the one hand, and
input costs rise on the other. The problems posed by
downward price pressure are identified by 49% of

What do you believe will be the most serious

impediments to growth in your key markets B Europe
over the next three years? B Germany
Top three responses (% respondents) France
Spain
B UK
Il Russia

Downward pressure on prices

Market saturation

28
20

Rising cost of raw materials and services
29

w
-

Shortage of talented staff

18

'y
©

45
Source: Economist Intelligence Unit
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respondents as a major obstacle to growth over the
next three years, and over half of respondents in
France, Germany and the UK highlight this as anissue
of particular concern. New low-cost delivery channels
such as theinternet, increased foreign competition, or
changing terms of trade between Europe and other
major markets will all contribute to increased
competition on pricing over the coming years.

A significant proportion of respondents also raise
concerns about the rising costs of inputs (raw
materials and services)—29% see this posing a major
barrier to growth over the next three years. Worries
about the scissor action between downward price
pressures and upward costs helps explain why so many
firms remain preoccupied with reducing costs and
improving operating efficiency.

More powerful competitors ... and customers
European midsize companies find themselves trying to
growin a business environment that is increasingly
dominated by larger companies and more powerful
customers. According to 43% of executives in the
survey, the main competitive threat over the next
three years will come from existing large companiesin
their markets, while a further 18% fret about new
large firms entering their markets. In comparison,
only 38% think that the main threat comes from
organisations of similar or smaller size, whether they
be new entrants or existing players. UK firms are
particularly unsettled by the threat posed by existing
large players (with 54% of respondents citing itas a
major threat), while Italian firms seem much less
concerned (just 34%). This divergence may be the
result of the UK’s more buccaneering approach to
company takeovers.

Industrial consolidation doesn‘tjust create larger



Thinking big

Midsize companiesin Europe and the challenges of growth

In your view, which of the following attributes is most likely
to erode as your company expands in size?
Top three responses (% respondents) B Services

I Retail
Discrete manufacturing
Il Consumer goods manufacturing

Ability to execute quickly on changes in strategy

40
31

N -3

Deep customer relationships

-
37

I 36
Pricing flexibility

23
24
I >3
High quality of products/services

Source: Economist Intelligence Unit

competitors for midsize firms. It creates larger and
more powerful customers too. Relying on a few large
customers can cause problems for midsize firms—
particularly if they want to control prices, orimpose
product standards. Almost 48% of survey respondents
believe that large companies will come to dictate
pricing substantially over the next three years—and
88% think they will do so to some extent. A significant
proportion believe that large companies will dictate
the terms of delivery.

Being small can have its advantages, however.
Among the most prominent of these is tactical and
strategic nimbleness. For example, over half of
European survey respondents think that their firms are
better at executing changes in strategy than big firms,
while 41% believe they have the edge on pricing
flexibility. UK and Italian midsize firms thought
themselves particularly well-placed to execute
changes in strategic direction.

Another plus-point for European midsize firms is
their apparent ability to build up deeper relationship
with customers. Over 46% of survey respondents think
that they can do this better than big firms—the share
rising to 58% for French firms. This may be a factor of
specialisation as well as personal style: over 40% of

European respondents thought that their firm enjoyed
a deeper knowledge of local market conditions than
did their larger competitors.

Growing pains

Midsize companies are seeking to gain the benefits of
increased scale while retaining the flexibility and
responsiveness to customer needs that made them
successfulin the first place. This is easier said than
done. Some 42% of European respondents think that
their ability to execute changes of strategy may be
eroded as they get bigger—and 36% think that growth
could weaken their customer relationships.

Fewer respondents are worried that growth could
impede their ability to innovate. Much depends on
retaining an entrepreneurial culture, however. Iain
Murray ascribes Soitec’s success to the continuing
influence of its two highly driven founders. Mike
Tomkins of M & M Sports (a UK retailer) takes
particular pride in his company’s ability to enthuse
staff: “If you get people to believe they can do things,
they change their attitude.”

While midsize firms often pride themselves on
providing an invigorating and appealing workplace—
“we are passionate about people”, says Andrew
Turner—constraints on human resources could also be
a brake on growth. Thisis a particular concernin the
UK and Russia, where potential labour shortage
problems are highlighted by 49% and 45% of
respondents respectively. Respondents in other
countries seem more relaxed about this, however—
only 17% of French respondents and only 18% of
German respondents are concerned, for example. This
may reflect a deeper technological skills-base in these
countries, or the emergence of certain geographic
specialist areas within Europe. Transmode, for
example, benefits from the skilled labour attracted by
the major telecoms industry located around its
Stockholm base; Soitec gains from the “silicon
friendly” zone around Grenoble.
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The IT opportunity

idsize firms face a dilemma. On the one hand

they need to grow, and they need to emulate

some of the practices of larger firms to make
this possible. But on the other, they need to keep the
flexibility, speed and customer focus that gives them
their current competitive advantage. IT may be one
way of helping match these two competing demands.
Better IT systems offer the ability to improve customer
relationships and streamline the supply chain—
without necessarily losing the personal touch. They
can also be an effective, and often cost-effective, aid
to decision making.

Some 65% of European respondents think that ITis

critical to their companies’ ability to grow, and a
rather larger proportion (70%) believe that IT strategy

Share of respondents agreeing with the
following statements about the role of IT in B Furope
their company. I Asia-Pacific
(% respondents) us
Germany
Ttaly
Il Spain
Il Russia
Achieving competitive advantage is dependent on IT
56
4

U‘|

5

.

IT s critical to our ability to grow

68

55

ITis critical to our ability to attain or retain flexibility of
operation while continuing to grow

~
o

78

Source: Economist Intelligence Unit
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is closely integrated with business strategy. A smaller
share of the respondents (56%) agree with the
statement that obtaining competitive advantage is
dependent on IT. These scores are high, but European
survey respondents put slightly less emphasis on the
role of IT than do those from the USA or Europe. By
contrast, 76% of US respondents think that ITis
critical to their companies’ ability to grow.

European executives may have a more sceptical
view of IT’s role, but they still regard it as a sufficiently
important factor in supporting their strategic goals to
merit close oversight from the Board. The survey
reveals that 78% of owners/board members, and 85%
of CEOs, are either somewhat or very influentialin key
IT decisions.

Where IT will make a difference

There are three key areas where European midsize
companies believe technology could help them scale
up their operations successfully.

How influential are the following executives in key decisions
your company makes on IT?
(% respondents)

mmm Very influential mmm® Somewhat influential ™= Notinfluential === Don't know

Owner/board members
50 28 14 7

Chief executive/managing director

57 28 7 7
CI0/CTO
42 34 11 13
CFO
32 42 14 12
IT manager
42 34 14 10
Line-of-business managers
17 45 26 12

Source: Economist Intelligence Unit
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Customer relationships. Whereas in the past
smaller companies may have been able to rely on
strong personal relationships with customers, this
may not be possible as their customer base expands.
In many cases, however, technology can help. IT tools
such as data analytics enable companies to develop
betterinsights into customer preferences and
behaviour, and customer relationship management
systems (CRM) can help entrench consistently high
standards of service. Some 57% of European survey
respondents believe that ITis critical to their ability to
improve customer relationships.

Supplier and partnerinteraction. Over 60% of
European executives think that ITis critical to their
firm’s ability to interact with suppliers and partners
more effectively. IT tools that enable a seamless
exchange of information with partners in the supply
chain can help reduce operating costs and increase
responsiveness to customer demand.

Innovation. Just under two-thirds of European
respondents think that ITis critical to their firm’s
ability to innovate continuously. They will use
technology to improve product design and to
compress the product development cycle. Knowledge
management applications will also play a role: for
example, information captured from customers and
business partners can help midsize companies to
determine where, for example, product enhancements
are most needed.

By enabling better customerinsight, tighter
collaboration with suppliers, and increased speed of
innovation, IT can help companies identify and
respond to new business demands faster than the
competition. Those benefits in turn can help midsize
firms mitigate one of the biggest risks associated with
growth—namely, the loss of flexibility. Over 70% of
European respondents think that IT will play a vital
role in enabling their organisations to retain flexibility
of operations, despite getting larger. As Karl-Emil
Fuhrmann, partnerin charge of IT at Bankhaus

Metzler, a German privately-owned investment bank,
putsit: “We have seen a lot of developmentin our IT
area...it offers us the flexibility that we need to
expand the business.”

Obstacles remain

While IT’s potential is acknowledged, many European
midsize firmsin the survey are unsure whether their
current systems will be able to deliver many of the
advantages outlined above. Some 57% of respondents
think that their existing IT infrastructure and systems
could be scaled up to meet the needs of a growing
business—but 31% do not. Over one-quarter of
European respondents thought that existing systems
did not conform with existing process requirements
set by customers or suppliers.

On the plus side, executives in the survey are
slightly more confident that their systems are
compliant with a range of requlatory requirements.
Almost 64% think that their IT systems were up to it,
and just 16% believe they were not—although almost
20% of respondents to this question were not sure,

What are likely to be the main drivers of IT

investment in your company over the next I Europe
three years? I Germany
Top responses (% respondents) France
Ttaly
Spain
I UK

Need to accommodate growth of the business

43
43

[

Inadequacy or obsolescence of current IT systems
39
27

Y 52

Pressures on operating efficiency

35
31

I, 17

Source: Economist Intelligence Unit
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What are likely to be the main impediments

to IT investment in your company over the I Europe
next three years? I Germany
Top responses (% respondents) France
Ttaly
Spain
I UK

Cost of new systems and implementation

58
57

I 7

Other business priorities take precedence
34
34

I 1

Employee resistance to change
25
15

I 20

Source: Economist Intelligence Unit

suggesting some problems may still lie ahead.
Looking forward, midsize European firms have a
good sense of how growth will place extra demands on
their IT systems. When asked to pick the main three
drivers of ITinvestment over the next three years, the
areas identified are the need to accommodate the

© The Economist Intelligence Unit 2006

growth of the business (picked by 43%), the
inadequacy or obsolescence of current IT systems
(39%), and pressures on operating efficiency (35%).

Of course, investing in state-of-the-art technology
to address these demands is not always an option.
Given that midsize companies lack the resources of
larger companies, itis not surprising to find that the
biggest obstacle to IT investments is cost, not just of
purchasing but also of implementing new systems. The
other principal impediments to adopting new IT
systems are employee resistance to change
(highlighted by 25% of respondents) and the need to
amortise existing IT investments (24%).

Finally, the survey raises serious concerns about
employee IT skills within European midsize firms.
Some 24% of European respondents thought that
employee technical skills could be a serious
impediment to IT investment, 18% are concerned
aboutineffective management of IT, and 20% feared a
lack of IT understanding by senior management. Given
the importance of IT to achieving their strategic goals,
itis clear that Europe’s midsize companies need to
inculcate strong technology skills at every level of the
workforce.
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Conclusion

overnments can help midsize firms growin

several ways. The survey reveals that European

firms believe the most effective methods of
government support are the extension of tax
incentives, the reduction of red tape and development
of more innovative financial support mechanisms. But
even if government assistance is forthcoming,
European midsize firms’” success or failure will hinge
on their own efforts. As Mr Tomkins of M & M Sports
says, “the biggest challenge is from within”.

European midsize firms think deeply about the
possible problems posed by growth, as well as the
opportunities. Around half of respondents believe that
they can identify an optimal rate of economic growth
for their firm. Maintaining profitabilityisalso a
priority. But with financial or other resources limited,
and the world a changeable place, achieving optimal
growth will always be a difficult task. Firms anticipate
pressure from market saturation, from price
reductions and regulatory pressures—and the

Thinking big

implication is that there will be steady pressure to
reduce costs. European midsize firms also worry about
the threat posed by larger firms in their markets.

To maintain competitive advantage, midsize firms
must maintain the flexibility and close customer
relations that made them winners in the first place. A
significant proportion of European midsize firms are
worried that they will lose flexibility. Fewer firms are
worried that expansion will hinder theirinnovatory
zeal: most think the entrepreneurial spirit can survive
corporate expansion.

Effective use of IT provides one way of managing
the growth process, and keeping firms fast and
flexible. Most firms see IT as central to their
companies’ success or failure on many fronts—
although notall are happy that their current IT
systems are up to the challenge. But decisions on IT
-as elsewhere—come down to people, and individuals’
skills and dynamism will determine the future
prospects of Europe’s midsize companies.

© The Economist Intelligence Unit 2006 11
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12

From October 2005 to January 2006, the Economist
Intelligence Unit conducted a survey of 1,430
executives of midsize companies in Europe. Our
sincere thanks go to all who took partin the survey.

What is your firm’s ownership status? Select all that apply.
(% respondents)

Privately owned 69
Publicly traded 19

Joint-venture ownership 4
50% or more state-owned 12 '

Which of the following titles best describes your job?
(% respondents)

CI0/Technology director
13

Head of department
I, 12
Other C-level executive
I 11

Manager
I 10

CEO/CO0/President/Managing director
I 10

CFO/Treasurer/Comptroller
I 3

Head of business unit
I 5

SVP/VP/Director
I

Board member
I

Owner

I 3

Other
I, 21

© The Economist Intelligence Unit 2006

Please note that not all answers add up to 100%,
because of rounding or because respondents were able
to provide multiple answers to some questions.

In which sector does your organisation belong?
(% respondents)

Consumer goods & services retail
14

Consumer goods manufacturing
12

Professional services
12

Financial services
10

Engineering and machinery manufacturing
[

Automotive
5

Healthcare, pharmaceuticals and life sciences
5

Electronics and electrical equipment manufacturing
5

Telecommunications and IT services, software
5

Entertainment, media & publishing
4

Durable goods manufacturing
3

Aerospace and defence
3

Consumer goods distribution
3

Telecommunications and IT equipment manufacturing
2

Travel and tourism
2

Construction and real estate
2

Chemicals and petrochemicals
2

Logistics
2

Transport

]

Energy and natural resources
[}t



What is your company’s annual turnover in US dollars?
(% respondents)

Under $10m
8

$10m to $20m
5

$20m to $40m
18

$40m to $50m

12
$50m to $100m
I 15
$100m to $200m
I, 15
$200m to $300m
I, o
$300m to $500m
I 9
$500m to $600m
I
$600m to $700m
[}
$700m to $1bn
I 3
More than $1bn
I 2

What are your main functional roles? Select up to three.
(% respondents)

Marketing and sales
I 25
General management
I 23
Strategy and business development
I 22
i
I 21
Customer service
I 18
Finance
I 16
Operations and production
I 13
Human resources
I 11
Information and research
I 10
R&D
I 0
Procurement
I 8
Supply-chain management
6
Risk
I 6
Legal
I
Other
I 10
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In your company, what is viewed as the single most important
measure of growth? Select one only.
(% respondents)

Growth of total revenue 32
Growth of market share 18

Growth of profit 29

Growth in number of customers 15

Growth in number of employees 1 T

Growth in number of
geographic markets reached 5

Please characterise the primary type of growth strategy that
your company will pursue over the next three years.
(% respondents)

Organic growth via the use of wholly owned resources
45
Organic growth via a network of third parties for production and distribution
17

Mergers and acquisitions (M&A)
I 14

Joint ventures
9
Organic growth involving a public offering of equity
.
Other, please specify
13

What are the most important ways in which your company will
implement its growth strategy over the next three years?
Select up to three.

(% respondents)

Cost reduction through improvement of operating efficiency
51

Expansion of the customer base
I 6

Diversification of product/service portfolio
34

Tapping new geographic markets
34

Further penetration of existing customer accounts
I 30

Establishment/expansion of distributor network
I 15

Establishment/expansion of marketing alliances with third parties
I 13

More aggressive pricing
12

Outsourcing of production to third parties
I 10

Establishment/expansion of licensing or franchising agreements
I 7

Other

I 7
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Please indicate whether you agree with the following statements about your company’s size and growth.

(% respondents)

BN Agree W Disagree Wi Don't know

Owners and senior management have identified an optimal rate of growth for our company

53 31

Owners and senior management have identified an optimal size (in revenue or other terms) for our company

49

What do you believe will be the most serious impediments to
growth in your key markets over the next three years?

Select up to three.

(% respondents)

Downward pressure on prices
[

Market saturation
I 33

Rising cost of raw materials and services
I 29

Shortage of talented staff
I 23

High labour costs vis-a-vis competitors in other countries
I, 24

Consolidation among competitors
I 21

Tight availability of financing

I 16

Increased regulatory pressures

I 16

Customer-driven mandates

(eg, on product standards, business processes, reporting standards)

13
Consolidation among customers
12
Other
I 3

What types of firms are likely to pose the main competitive
threat to your company over the next three years?

Select one only.

(% respondents)

Existing players in our market(s)
larger than us in size 43

Existing players in our market(s)
smaller or equivalent to us in size 26

New entrants to our market(s)
larger than us in size 18

New entrants to our market(s) ;
smaller or equivalent to us in size 12

© The Economist Intelligence Unit 2006
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Competitors from which country are likely to present the
biggest threat to your company in your existing market(s)?
Select one only.

(% respondents)

Germany

United States of America

United Kingdom
9
Spain
7

Ttaly
7

Russia

I 5

India

I 2

Other
I, 17



To what extent does your company enjoy the following types of
competitive advantage vis-a-vis firms of different sizes?
(% respondents)
mm Vis-a-vis
firms of the same size

. Vis-a-vis
smaller firms

. Vis-a-vis
larger firms
Higher quality of products/services
39 30 30

Deeper product/service specialisation
39 33 27

Deeper customer relationships
46 25 28

Deeper supplier relationships
30 40 30

Better ability to execute changes in strategy quickly
51 26 23

Better pricing flexibility
41 30 29

Lower cost of inputs and/or operations
36 36 28

Deeper knowledge of local market conditions
40 32 27

Ability to innovate continuously
35 34 30

Better ability to enter new geographic markets quickly
26 45 28

In your view, which of the following attributes is most likely
to erode as your company expands in size?

Select up to three.

(% respondents)

Ability to execute changes in strategy quickly

42
Deep customer relationships
36

Pricing flexibility

25
High quality of products/services

25
Deep product/service specialisation

22
Ability to innovate continuously
20

Intimate knowledge of local market conditions
19

Low cost of inputs and/or operations
I 19

Deep supplier relationships
I 12

Ability to enter new geographic markets quickly
I 10

Other
9

Appendix: survey results

Thinking big

Midsize companies in Europe and the challenges of growth

To what extent will large customers come to dictate the
following aspects of your company’s operations over the next
three years?

(% respondents)

B Substantially = Somewhat m=m Notatall

Pricing of our products/services

47 40 12
Deployment of staff
22 44 34
Financial reporting
14 40 46
Product standards
35 42 23
Technology standards/systems
44 27
Business processes
Terms of delivery
39 40 21

Please indicate whether you agree with the following
statements about the role of information technology (IT) in
your company.
(% respondents)

N Agree  mmm Disagree W Don'tknow

IT strategy is closely integrated with business strategy
70 22 8

Achieving competitive advantage is dependent on IT

IT s critical to our ability to grow

IT s critical to our ability to attain or retain flexibility of operation
while continuing to grow
70 17 1

n

IT s critical to our ability to improve customer relationships
57 31 12

IT s critical to our ability to interact with suppliers and partners
more effectively

IT s critical to our ability to innovate continuously
63 24 13
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Appendix: survey results
Thinking big
Midsize companies in Europe and the challenges of growth

How would you characterise the risk of your company becoming, over the next three years, overly dependent on a few large
customers or suppliers?

(% respondents) mmm High risk mmm Medium risk == Low risk mmm We're already overly dependent

A few large customers, for revenue
21 40 31 7

A few large suppliers, for key inputs

13 36 44 6
Please indicate whether your company’s current IT What are likely to be the main drivers of IT investment in your
infrastructure and systems meet business requirements in the company over the next three years? Select up to three.
following areas. (% respondents)

(% respondents)
Need to accommodate growth of the business

mm Meet requirements  mmm Do not meet requirements  mmm Don’tknow 43
. . Inadequacy or obsolescence of current IT systems
Scaling up to accommodate growth of business I 39
57 31 12

Pressures on operating efficiency

Conforming to business process requirements set by customers or suppliers 35
58 27 15 Need to support company's competitiveness in global markets
I 26
Conforming to government-mandated reporting and other standards Need to support company's competitiveness vis-a-vis larger firms
64 16 20 I 23
Increasing concerns about information security
21
Need to create or maintain ability to innovate continuously
How influential are the following executives in key decisions 20
your company makes on IT? Need to enable adaptation of business model
(% respondents) I 20

Increasing regulatory and reporting requirements
mmm Very influential m=m Somewhat influential m=m Not influential === Don't know I 13

Owner/board members Mandates by key customers or suppliers
50 28 % 7 (eg, on business processes, reporting standards)
I 14

Chief executive/managing director Other
57 28 7 I 7

~
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w

To whom does your company typically turn for external
assistance on IT matters? Select all that apply.
32 42 14 12 (% respondents)

o

FO

IT manager o
IT consulting firm/value-added reseller

1 5
Line-of-business managers IT specialist with supplier(s)
17 45 3 12 I 45

Software/hardware/telecommunications equipment vendor
38

42 34 14 10

Management consultant
I 18

Industry analyst
I 12
Accountant

I 8

Legal counsel/solicitor
I 3

Other

I 11
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What are likely to be the main impediments to IT investment
in your company over the next three years? Select up to three.

(% respondents)
Cost of new systems and implementation

Other business priorities take precedence

34
Employee resistance to change
I 25
Need to amortise existing technology investments
I 2
Lack of employee technical skills to use technology
I 2

Lack of understanding of/confidence in technology benefits
by senior management
20

Technical shortcomings in IT systems and infrastructure
19

Ineffective management of IT
18

Risk of business disruption from a failed IT project
I 14

Other

I

58

Appendix: survey results
Thinking big
Midsize companies in Europe and the challenges of growth

In your view, what will be the most effective ways that
government can help mid-size companies grow over the next
three years? Select up to three.

(% respondents)

Offer more favourable tax incentives for investment
61

Reduce “red tape” (procedures for approvals, licenses, etc.)
54

Develop more innovative financing support mechanisms
I 45

Introduce more flexible labour laws
39

Provide better information about foreign market conditions and opportunities
24

Negotiate favourable trade agreements
I 19

Expand export credit schemes

I 16

Invest directly in companies

I 14

Other
I 9
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Whilst every effort has been taken to verify the
accuracy of thisinformation, neither The
Economist Intelligence Unit Ltd. nor the sponsor
of this report can accept any responsibility or
liability for reliance by any person on this white
paper or any of the information, opinions or
conclusions set outin the white paper.
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