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Preface

Thinking big: Midsize services firms 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 935 senior
executives at services firms 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 services firms.

The author of the report was Aviva Freudmann and
the editor was James Watson. Mike Kenny was

responsible for design and layout.

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

March 2006
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Executive summary

ervices industries account for over 70% of total

employment and value added in the OECD, and

they are also engines of growth in many
emerging economies. Midsize companies play an
important role in this success story. Strong
performance by midsize firms providing, for example,
financial and professional services, transport, travel
and telecoms services have all contributed to the
sector’s expansion.

Growth-oriented they may be, but midsize services
firms face an increasingly tough competitive
environment. Consolidation within many services
industries is creating powerful competitors (while
consolidation elsewhere is producing more powerful
customers and suppliers). And new challengers appear
almost daily, particularly from online services
providers and from fast-growing firms in low-cost
countries.

This white paper, sponsored by SAP and based on
an Economist Intelligence Unit survey of 935 senior
executives, suggests that midsize services firms will
focus on the following growth priorities over the next
three years:

e Expand aggressively but profitably. Midsize
services firms aim to grow—most through new
customer acquisition (56%), including in new markets
abroad—but will also keep a watchful eye on the
bottom line. Improving operating efficiency and
reducing costs is also a central plank of growth
strategy for survey respondents (39%). Moreover, a

© The Economist Intelligence Unit 2006

majority (60%) are oriented toward an optimal rate of
growth, suggesting a recognition that expanding too
fast can strain existing resources and structures.

e Grow organically. Half of the midsize services firms
in the survey plan to deliver growth from within,
relying on wholly owned resources. A further 16% will
use a network of partners to generate organic growth.
Only a small minority aim to grow through mergers
and acquisitions.

e Stay nimble and responsive. Services firms are no
strangers to consolidation; many midsize providers
haveindeed been merged into larger entities. But the
remaining firms hope to retain the advantages of
compactness—speed, agility, market responsiveness—
while continuing to become bigger players. Most say
this balance will be achieved with the aid of
automation, allowing them to offer personalised
service and customised solutions without undue
burdens on staff time.

e Good IT, good people. Midsize firms of all types
look to sophisticated IT to give them an edge over
larger competitors. But for many firms this
competitive edge comes with a caveat: IT will only
deliver this edge with skilled people to manage and
useit. Finding and retaining staff with the necessary
technology skills will remain a major challenge for
many midsize services firms.



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, 935 respondents
came from services sector, mainly
from the financial industry and
professional services firms
(consultancies, accounting and legal
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firms, for example) but also from the
travel and leisure industry and from
firms providing entertainment and
media services. Over half of the
survey group, or 51%, were C-level
executives such as CEOs, CFOs and
(CIOs as well as owners, and the other
49% were other senior managers.
We have chosen to employ a
definition of midsize firms based on
revenue. Thus, 70% of the services
firms in our survey have annual
global revenue of between US$20m
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and US$500m. The other 30% range
slightly above or below these
thresholds. (For more detail on the
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 services
companies in different regions,
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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Strategies for growth

idsize services firms are clearly intent on

growing into bigger, more dominant playersin

their market niches. But if this drive to expand
is of little surprise, there is a new element on the
horizon. Midsize services firms are increasingly aware
that growth in volume is not everything, and that
growing too fast can endanger profitability. Three-
fifth of respondents to this survey (60%) say senior
management have identified an optimal rate of growth
for their firms, and 56% say they have also identified
an optimal size.

While manufacturing firms can obtain scale
economies from larger volumes—the more they
produce, the lower their unit costs—that is not the
case for services, where the “product” is labour-
intensive and is typically customised. Services firms
must manage carefully to ensure that growth in
volume does not add disproportionately to costs
without balancing increases in revenues.

This helps explain why a central component of
growth strategy for many midsize services firms is to
reduce costs through improved operating efficiency.
Nearly 40% of executives polled globally say this is
essential to ensure sustainable growth. But this focus
varies sharply between regions. In Asia-Pacific, 45%
say this will be an important means of delivering
growth, while just 23% of US services firms consider it
a priority, perhaps reflecting the productivity gains
the USindustry has already made. Europe is closer to
the average, with 42% of executives highlighting
operational efficiency as a key priority for growth.

Spectrum Laboratory Network, a US$140m US-
based provider of medical testing services to doctors
and hospitals, is one example of a company with a
watchful eye on the bottom line. Its PC-based
communication system, which transmits orders and
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What are the most important ways in which your
company will implement its growth strategy over
the next three years?

Top three responses (% respondents)

I Global

I Europe
APAC
us

Expansion of the customer base

56

[t
w

Diversification of product/service portfolio
44

I

3

Cost reduction through improvement of operating efficiency

w
©

42

Further penetration of existing customer accounts

37
3

I

Source: Economist Intelligence Unit

test results via the internet, is central to its cost-
control strategy. “Normally a laboratory of our size
would require about 60 data-entry people, but we are
able to do our business with only eight”, says CEQ Nate
Headley.

Growing organically
For most midsize firms, the best growth strategy
comes from within. Half of midsize services firms plan
to grow using only internal resources, and another
16% aim for organic growth through a network of third
parties. More than half (56%) will pursue revenue
growth by expanding their customer base, and 44%
plan to expand their portfolio of service offerings.
Only a minority (11%) plan to grow through mergers
and acquisitions or through joint ventures (13%).
“There are no constraints on our ability to expand
using our existing model”, says Steve Giusto, CFO and
executive vice president of Resources Global



In your company, what is viewed as the single most important
measure of growth? Select one only.
(% respondents)

Growth of total revenue 33

Growth of market share 13
Growth of profit 29
Growth in number of customers 21

Growth in number of employees 1

Growth in number of
geographic markets reached 3

Source: Economist Intelligence Unit

Professionals, a US-based professional staffing firm.
“Our focus is on organic growth within our existing
customer base, mainly the Fortune 500”.

The view from the other side of the Atlanticis
similar. “We follow a strategy of modular growth in our
existing business areas”, says Karl-Emil Fuhrmann, a
partner of Bankhaus Metzler, a family-owned
investment banking and funds management firmin
Germany. “Our main market is independent financial
advisers, but we are also growing in the pension fund
management market and the Master KAG market [a
specialised German investment vehicle]”.

Not all midsize services firms expect they can grow
this way. Some see a need for a big cash injection—
either by raising funds on capital markets or by being
acquired by a larger player—to survive in a hyper-
competitive market. Jun Takeuchi, director of
Gaitame.com, a Japanese online foreign-exchange
trading firm, says his firm is faced with two options: to
list on the stock market or enter an existing financial
group. “We are still a lone wolf, without strategic or
financial links to other companies, and it is hard to
survive as a lone wolf”, he says.

Particularly for services firms, growth strategies
tend toinclude diversifying the existing menu of
offerings to clients. With the right kind of skills and
educationin place, as well as a robust and flexible
communications infrastructure, firms can develop new
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services with comparatively low investments in capital
equipment and otherinfrastructure.

In a sense, diversification is the life blood of
services businesses, since services are often
customised. It can also represent a natural leveraging
of an existing in-house skills base. For example,
Resources Global Professionals is expanding its
staffing activities beyond placements of accounting
and finance professionals to six other corporate
functions, says Mr Giusto.

Broadening geographic horizons

Midsize services firms tend to look for growth in their
home markets first. But a significant proportion (35%)
also plan to tap new geographic markets in the years
ahead. This developing international outlook can lead
to ventures to market their services abroad, as well as
outsourcing deals with low-cost foreign suppliers of
intermediate services.

Bankhaus Metzler has marketing and distribution
ventures with specialised firms in Los Angeles and
Tokyo, while Resources Global Professionals has
signed deals with counterparts in India and China to
develop a talent base to serve clients in Asia. “We aim
for a mobile employee base, so that we can provide the
best talent at the best economic value, for example
providing Indian professionals for clients in Japan”,
says Mr Giusto.

In addition, Resources Global plans to extend its
geographic marketing reach from the west coast of the
US to the rest of the country and beyond. “Most of the
growth in the next five years will be multinational”,
says Mr Giusto. “Currently the business is divided 80-
20 between US and international clients, but long-
term the split will be 50-50".

But far-flung markets and suppliers are not for
everyone. Most midsize services firms, in fact, have no
immediate plans to venture far from their home bases,
reasoning that there is plenty of room for growth in
existing markets. “We intend to stay in this region”,
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says Mr Headley of Spectrum Laboratory Network,
which operates in five US states. “Thatis who we are,
thatis ouridentity, and there is room for us to grow
right here: in North Carolina, the state where we have
the highest market share. In the other states our share
isin the single digits. We don’t expect to run into
saturated markets any time soon”.
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Bankhaus Metzler, which has marketing venturesin
the US and Japan, still focuses mainly on the domestic
market. “The German market is about 10-15 years
behind the US and the UK in asset management and
private banking”, says communications chief Joerg-
Matthias Butzlaff. “We see huge potential for growth
in the euro zone”.
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Consolidation, competitors and customers

ndustry consolidation is a fact of life in most

services sectors, including banking, insurance,

transport and others. Consolidation has produced
powerful rivals for many midsize services firms, as well
as more powerful suppliers and customers in some
cases.

Midsize services firms are acutely aware of the
changing competitive environment as a result of
consolidation, and its impact on their businesses. Half
of respondents say that larger existing players pose
the most significant competitive threat to their
businesses over the next three years. Another 22% see
the major threat coming from smaller existing players.

The US clinical-testing industry is a prime example
of significant consolidation. About 80% of clinical
laboratories went out of business during a shake-out
in the mid-1990s. Two market-leading companies—
LabCorp and Quest Diagnostics— were created out of
that consolidation. With such formidable rivals,
midsize players such as Spectrum Laboratory Network
have to pick their niches carefully. “It would be foolish
to try to compete with LabCorp and Quest on a
national scale”, says Mr Headley. “We intend to stayin
this region, and to take advantage of our size by
delivering speed of response”.

For some midsize firms, the competitive threat
appears in the form of market entrants from related
industries, sometimes backed by multinational
owners. Gaitame.com has seen incursions into its
business from Livedoor and Rakuten, two internet
portal companies.

When facing larger competitors, midsize firms tend
to emphasize their comparative advantages of speed
and agility. Some 43% of respondents say their
smaller size gives them advantages of pricing
flexibility, as well as deeper customer relationships.

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 50

Existing players in our market(s)
smaller or equivalent to us in size 22

New entrants to our market(s)

larger than usin size 18

New entrants to our market(s) J
smaller or equivalent to us in size 11

Source: Economist Intelligence Unit

About half (48%) say being smaller allows them to
make quick changes in strategy.

“Our family ownership and our partnership
structure means that we have the luxury of having
hardly any bureaucracy”, says Mr Butzlaff of Bankhaus
Metzler. “We benefit from quick decision-making. This
helps especially in the M&A business and in offering
solutions to institutionalinvestors”.

Bigger suppliers and customers

Services firms also face a related challenge: supplier
consolidation. Take banking as an example, where
fewer suppliers is a growing concern for US and
European finance firms outsourcing customer-care
and software-development to suppliers in India.
Consolidation of outsourcing providers, together with
anincrease in demand for their services, is driving up
costs, causing some financialinstitutions to look
farther afield for low-cost offshore providers.

More than 40% of midsize services firms see either a
high or a medium risk of over-dependence on a few
large suppliers for key inputs: in the travel and tourism
sector, more than half (54%) see such a risk—perhaps
reflecting a consolidation of hotel chains, resort
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operators and other services providers in emerging
countries serving as tourist destinations.

Bigger customers also require special attention,
given their power to push down prices. Fully 85% of
midsize services firms fear that large customers will
come to dictate pricing over the next three years, and
76% foresee large customers dictating product
standards. More than 70% of services firms expect that
big customers will dictate aspects of their IT systems
and processes.

Some midsize services firms respond by expanding
their own operations to suit major customers’ growing
requirements. Resources Global Professionals is
building its international presence as its customers’
requirements grow. The firm currently does 20% of its
placement business outside the US, but expects to
boost that proportion to 50% in the long term.

Staying flexible
While such strategies may help a midsize firm to grow,
thereis a sting in the tail. The larger a midsize firm

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

Select up to three.

(% respondents)

Deep customer relationships
41

Ability to execute changes in strategy quickly
41

Pricing flexibility
27

High quality of products/services
26

Ability to innovate continuously
23

Low cost of inputs and/or operations
I 2 1

Deep product/service specialisation
I 20

Intimate knowledge of local market conditions
I 15

Deep supplier relationships

I 10

Ability to enter new geographic markets quickly
I 9

Other

. 5

Source: Economist Intelligence Unit
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becomes, the more tenuous its claim to customer
intimacy and responsiveness. For example, 41%
expect an erosion of their ability to execute strategic
changes as they grow larger, and the same proportion
foresee deterioration of their ability to maintain close
customer relationships. Another 27% predict a
reduction in their pricing flexibility.

But such changes are not necessarily inevitable as
the firm grows, companies say. Even with a business
growing at a rate of 30% a yearin terms of volume,
Bankhaus Metzler says it remains as agile as ever, in
part because of the way it structures service delivery.
“Our IT professionals work closely with the front office
to develop tailored software and client-specific
products”, explains Mr Fuhrmann. “We can react
quickly to our customers and develop individualised
services”.

While they might enjoy advantages of speed and
agility compared to larger competitors, midsize firms
suffer from a significant comparative weakness: a
narrowing pool of skilled managers and employees.

What do you believe will be the most serious impediments
to growth in your key markets over the next three years?
Top three responses (% respondents) B Global
I Europe
APAC

us
Shortage of talented staff

44

[
©

Downward pressure on prices

40
39

Market saturation

37
37

Consolidation among competitors
22

I

2

Source: Economist Intelligence Unit



Asked to name the most serious impediments to their
growth over the next three years, the highest proportion
of midsize services firms (44%) point to shortages of
talented staff. (Another 14% identified high labour
costs vis-a-vis competitors in other countries.)
Resources Global Professionals addresses its
internal staffing issues in part by giving employees
more control over their own lives than they might have
in larger organisations, while ensuring they are free
from internal political pressures. “We created an
alternative operating model around giving associates
more control, for example over how many months per
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year they work and what kind of clients they serve”,
says Mr Giusto.

Like firms in other sectors, midsize services
providers also profess concern that downward
pressure on prices will hamper their growth. Price
pressure is another troublesome manifestation of a
tougher global competitive environment. Technology
advances and market liberalisation are combining to
lower entry barriers to new competitors. Downward
pressure on prices ranks second as a barrier to growth
in terms of frequency of response, cited by 40% of
respondents.

© The Economist Intelligence Unit 2006 9
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The IT opportunity

xecutives of midsize services firms, like their

counterparts in manufacturing and other

industries, view IT as potentially providing an
important competitive edge. Used properly, IT systems
and streamlined processes can, among other benefits,
help mitigate the erosion of speed and flexibility that
comes with larger size.

Survey respondents agree. A clear majority (75%)
of midsize services firms polled say their IT strategy is
closely integrated with their business strategy. About
the same proportion (74%) say ITis critical to their
ability to attain or retain flexibility while continuing to
grow. 68% say IT is central to their ability to innovate
continuously, and 61% believe ITis important for
improving customer relationships.

One exampleis Aquanita Racing, which invested in
a tailored customer relationship management system
in order to automate communications. With 450
horses underits care, up from 100 when it started out
in 1998, the Australian company was concerned about
its ability to service an increasing number of horse-
owner clients. “That concern prompted us to spend a

Share of respondents agreeing with the following statements
about the role of IT in their company.
Top responses (% respondents) I Global
I Europe
APAC
NN
IT s critical to our ability to grow
71
65

I 77

IT s critical to our ability to retain operational flexibility amid growth

74
68

N 6

IT strategy is closely aligned with business strategy

75
70

I 73

Source: Economist Intelligence Unit
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lot of money on a very smart communications system
for our owners”, says CEO Peter Oliver.

Scaling new heights
The ability of an IT system to accommodate expansion
is crucial for growing firms. When asked about the
main drivers of IT investment in their companies over
the next three years, the largest block of respondents
(52%) identify the need to accommodate the
company’s growth. 42% say that they’ll spend
primarily to replace legacy software and equipment,
butin so doing they will seek to ensure that new
systems are scalable to allow business growth.
Services firms will also invest to ensure improvement
of operating efficiency; more than one-third (34%)
say that this will be a key driver of IT investment.
Scalability was an important consideration in
Spectrum Laboratory Network’s decision to installits
own PC-based communications systems in medical
offices across the US, at a cost of US$7,000 per
machine. “Our break-even point for each machine is
reached in six months, and after that the reward to risk

Share of respondents agreeing with the following statements
about the role of IT in their company.

Top responses (% respondents) I Global
I Europe
APAC
I US

ITis critical to our ability to improve customer relationships

ITis critical to our ability to interact with suppliers and partners more effectively
60
52

[N

IT s critical to our ability to innovate continuously

68
58

I 73

Source: Economist Intelligence Unit



What are likely to be the main drivers of IT investment in your
company over the next three years?
Top responses (% respondents)

Need to accommodate growth of the business
I 52

Inadequacy or obsolescence of current IT systems
42

Pressures on operating efficiency
34

Need to support company’s competitiveness global markets
24

Need to support company’s competitiveness vis-a-vis larger firms
I 24
Increasing concerns about information security
I 3
Need to create or maintain ability to innovate continuously
I 3
Need to enable adaptation of business model
I 19
Increasing regulatory and reporting requirements

17

Mandates by key customers or suppliers (eg, on business processes,
reporting standards)

I 11

Other

3

Source: Economist Intelligence Unit

ratio is considerable”, says Mr Headley. “Our labour
costs are reduced as a result of using these systems,
especially as they contribute to growth in volume in
the future”.

Although midsize services firms agree in principle
that sophisticated IT offers their most important
competitive edge, they are not necessarily rushing to
embrace sophisticated new IT systems. Indeed, many
companies are sceptical about the cost-benefit ratio of
ITinvestment, often because they have been
disappointed by oversold IT systems in the past. More
than one-quarter (23%) of midsize services firms say
technical shortcomingsin IT systems are a major
impediment to furtherinvestment.

That said, many midsize services firms recognise
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What are likely to be the main impediments to IT investment
in your company over the next three years?
Top responses (% respondents)

Cost of new systems and implementation
I 6

Other business priorities take precedence
I 3 /i

Lack of employee technical skills to use technology
I 26

Technical shortcomings in IT systems and infrastructure
I 23

Ineffective management of IT

I 22

Need to amortise existing technology investments
I 22

Employee resistance to change
I 22

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

Risk of business disruption from a failed IT project
I 14

Other

s

Source: Economist Intelligence Unit

that cutting-edge IT is essential to their survival and
growth and use their IT advantage as a marketing tool
as well as an operational one. “We do not outsource our
IT; we do all the developmentin-house, and this helps
us to reactindependently and remain at the helm”, says
Mr Butzlaff of Bankhaus Metzler. “The IT systems we
have now do not place any limits on our growth”.

But for midsize services firms, skills shortages are
particularly acute in IT, thereby driving up demand for
available talent. Bankhaus Metzler grew its overall
staff by 7% in 2005 and plans to add another 10%in
2006, but sometimes encounters a problemin finding
enough of the right IT skills. “We focus a lot on
keeping our people happy, in order to minimise staff
turnover”, says Mr Fuhrmann.

© The Economist Intelligence Unit 2006 11
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Conclusion

idsize services firms are both leading-edge

engines of growth and relatively small players

buffeted by global economic forces. The
consolidation taking place in services industries,
together with heightened global competitionin
services, means individual firms have to fight that
much harder for their survival. And they won’t receive
much help from outside the sector: unlike their smaller
rivals, midsize services firms rarely benefit from
government assistance. But globalisation and the
opportunities created by technologicalinnovation
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presents them with unprecedented opportunities to
rise to the premier leagues of theirindustries. The
survey confirms that they fully intend to pursue these
opportunities.

The challenge for midsize firms is to grow while
retaining the advantages of compactness, particularly
speed, flexibility and closeness to customers. If used
effectively, IT will help them to achieve this balance. But
paradoxically in an age of automation, services firms are
rediscovering that hiring and retaining good people is
the mostimportantingredient of their success.



From October 2005 to January 2006, the Economist
Intelligence Unit conducted a survey of 935 executives
of midsize services companies globally. Our sincere
thanks go to all who took partin the survey.

In which region are you personally based?
(% respondents)

Western Europe
36
Asia-Pacific
I 30
Latin America
I 19
North America
I 3
CIS (Commonwealth of Independent States)
I 6
Eastern Europe
W1

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

Privately owned 70 ‘ ‘
Publicly traded 17 iﬁ
Joint-venture ownership 4 4‘—.
50% or more state-owned 11

Appendix: survey results
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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)

Professional services
52

Financial services
29

Entertainment, media & publishing
13

Travel and tourism
6

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

CEO/CO0/President/Managing director
16

Manager
I 14

Owner
I 12

Head of department
11

Other C-level executive
8

SVP/VP/Director
7

Board member
6

CFO/Treasurer/Comptroller
I 5
CI0/Technology director
I 5
Head of business unit

5

Other
I 1 2

© The Economist Intelligence Unit 2006
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14

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

Under $10m
18

$10m to $20m
6

$20m to $40m

$40m to $50m
I 0

$50m to $100m
I, 13
$100m to $200m
I, 12
$200m to $300m

I 7

$300m to $500m
I 3

$500m to $600m

I 3

$600m to $700m

0

$700m to $1bn

. 2

More than $1bn

.

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

General management
36

Strategy and business development
34
Marketing and sales
23
Finance
I 21
Customer service
20
Information and research
15
T
I 12
Human resources
I 10
Operations and production
I 10
Risk
I
R&D
I 7
Legal
[
Procurement
. 3
Supply-chain management
K]
Other
I 6
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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 33

Growth of market share 13
Growth of profit 29
Growth in number of customers 21

Growth in number of employees 1

Growth in number of
geographic markets reached 3

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
1 50
Organic growth via a network of third parties for production and distribution
I 16

Joint ventures

I 13

Mergers and acquisitions (M&A)

I 11

Organic growth involving a public offering of equity
3

Other

I 7

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)

Expansion of the customer base
1 56
Diversification of product/service portfolio
44
Cost reduction through improvement of operating efficiency
39
Further penetration of existing customer accounts
I 37
Tapping new geographic markets
35
Establishment/expansion of marketing alliances with third parties
I 16
Establishment/expansion of distributor network
I 10
More aggressive pricing
8
Outsourcing of production to third parties
I 6
Establishment/expansion of licensing or franchising agreements
17
Other
3
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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

60 28

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

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)

Shortage of talented staff
. [7
Downward pressure on prices
I, 0
Market saturation
1 37
Consolidation among competitors
I 2

Increased regulatory pressures
I 20

Rising cost of raw materials and services
I 1 7

Customer-driven mandates (eg, on product standards,
business processes, reporting standards)
I 15

Tight availability of financing

I 14

High labour costs vis-a-vis competitors in other countries
I 14

Consolidation among customers

I 11

Other

I 10

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 50

Existing players in our market(s)
smaller or equivalent to us in size 22

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

New entrants to our market(s)
smaller or equivalent to us in size 11

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

(% respondents)

United States of America
1 2 5
United Kingdom

I 10

China

I

Spain

I 6

Germany

I

Brazil

I 5

France

I 5

Argentina

I 5

Australia

I 5

Other
I, 2 6
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To what extent does your company enjoy the following types of
competitive advantage vis-a-vis firms of different sizes?
(% respondents)
. Vis-a-vis
larger firms

m Vis-a-vis
firms of the same size

. Vis-a-vis
smaller firms

Higher quality of products/services

[
o
w
w
w
=S

Deeper product/service specialisation

[
[
w
&
w
B3

Deeper customer relationships
42 26 31

Deeper supplier relationships
28 38 35

Better ability to execute changes in strategy quickly
48 25 26

Better pricing flexibility
43 28 29

Lower cost of inputs and/or operations
42 32 27

Deeper knowledge of local market conditions
39 33 28

Ability to innovate continuously
37 33 30

Better ability to enter new geographic markets quickly
27 44 29

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

Select up to three.

(% respondents)

Deep customer relationships
41

Ability to execute changes in strategy quickly
41

Pricing flexibility
27

High quality of products/services
26

Ability to innovate continuously
23

Low cost of inputs and/or operations
I 2 1

Deep product/service specialisation
I 20

Intimate knowledge of local market conditions
I 15

Deep supplier relationships

I 10

Ability to enter new geographic markets quickly
I o

Other

U]
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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 —mmm Somewhat m Notatall

Pricing of our products/services

41 44 15
Deployment of staff
24 42 34
Financial reporting
17 32 51
Product standards
32 44 24

Technology standards/systems

41 30
Business processes
23 49 28
Terms of delivery
33 41 26

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

BN Agree W Disagree W= Don'tknow

IT strategy is closely integrated with business strategy

75 19 6
Achieving competitive advantage is dependent on IT
60 33 7
ITis critical to our ability to grow
71 22 7

IT1s critical to our ability to attain or retain flexibility of operation
while continuing to grow
74 17 9

ITis critical to our ability to improve customer relationships
61 30 8

ITis critical to our ability to interact with suppliers and partners
more effectively
60 29 11

ITis critical to our ability to innovate continuously
68 22 10
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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)

A few large customers, for revenue
20

A few large suppliers, for key inputs
11 31

Please indicate whether your company’s current IT
infrastructure and systems meet business requirements in the
following areas.

(% respondents)

mm Meet requirements  mmm Do not meet requirements  mmm Don’tknow

Scaling up to accommodate growth of business
60 33 7

Conforming to business process requirements set by customers or suppliers
61 29 10

Conforming to government-mandated reporting and other standards
70 14 16

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

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

Owner/board members

56 28 11 6
Chief executive/managing director
67 23 5 5
C10/CTO
44 33 11 12
CFO
35 41 15 10
IT manager
39 37 15 10
Line-of-business managers
17 47 26 10

mmm High risk mmm Medium risk msm Low risk mmm We're already overly dependent

What are likely to be the main drivers of IT investment in your
company over the next three years? Select up to three.
(% respondents)

Need to accommodate growth of the business
1 52
Inadequacy or obsolescence of current IT systems
I 42
Pressures on operating efficiency

34
Need to support company's competitiveness global markets
I, 24
Need to support company's competitiveness vis-a-vis larger firms
I 24
Increasing concerns about information security
I 23
Need to create or maintain ability to innovate continuously
I 23
Need to enable adaptation of business model
I 19
Increasing regulatory and reporting requirements

17

Mandates by key customers or suppliers (eg, on business processes,
reporting standards)
I 11
Other
3

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

IT consulting firm/value-added reseller
54
IT specialist with supplier(s)
47
Software/hardware/telecommunications equipment vendor
42
Management consultant
I 18
Industry analyst
I 12
Accountant
I 12
Legal counsel/solicitor
I 10
Other
I 7
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18

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
1 64

Other business priorities take precedence
I 3/

Lack of employee technical skills to use technology
I 26

Technical shortcomings in IT systems and infrastructure
I 23

Ineffective management of IT
I 22

Need to amortise existing technology investments
I 22

Employee resistance to change
I 22

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

Risk of business disruption from a failed IT project
I 14

Other

4
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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.)
55

Develop more innovative financing support mechanisms
42

Introduce more flexible labour laws
I 34
Provide better information about foreign market conditions and opportunities
I, 27
Negotiate favourable trade agreements
I 19

Expand export credit schemes
I 14

Invest directly in companies

I o

Other

.



Whilst every effort has been taken to verify the
accuracy of thisinformation, neither The
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liahility 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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