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Company leaders apprehensive about
inflation see silver linings

Inflation is pushing business leaders to make tough decisions
about how to move forward. Rising costs and shrinking profit
margins are creating uncertainty, while the need for increased
productivity through technology and process improvements is
more crucial than ever.

In our latest survey, inflation remains the top concern for
middle market leaders. Thirty-eight percent of respondents
reported a negative impact on their businesses due to
inflation.

The KeyBank Middle Market Sentiment Survey, which
gathered insights from 700 owners and executives of
businesses with $10 million to $1 billion in annual revenue,
reveals key challenges and opportunities for the year ahead.

Interestingly, inflation is affecting businesses in different ways.
Larger companies (with $500 million to $1 billion in annual
revenue) are finding ways to turn inflation into an advantage,
while smaller businesses (with $10 million to $50 million in
annual revenue) are feeling the pressure more acutely.

On a positive note, many middle market leaders are investing
in technology and automation to drive productivity and
growth. This report dives into two contrasting strategies:
businesses with a positive outlook that are leveraging
technology to combat inflation and grow, versus those with

a more negative outlook who are passing on higher costs to
customers.

Top challenges facing
middle market businesses

Q22024
Base: Total business owners/executives

Inflation

Higher labor costs

Higher raw materials costs
Higher interest rates
Higher energy costs
Supply chain distruptions

Higher oil/gas prices

Larger businesses are experiencing positive impacts, while smaller
businesses continue to feel more negatively about inflation

Percentage of leaders reporting "positive impacts outweigh negative impacts" by company revenue

Base: Total business owners/executives
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The negative effects of inflation for
middle market companies

Rising COSt.S cohtinue to take a toll on companies Iookihg The tOp five effeCtS reported
to combat inflation. Company leaders feeling the negative - -

impact of inflation reported as their top five concerns surges by Companles feellng

in the price of raw materials and increased costs for energy, negative impact of inflation

overhead, and operations, and employee salaries.

In total, 29% of leaders reported shrinking profits due Increased costs of raw
to higher energy costs, with this impact increasing by 9 materials/supplies

percentage points during the first half of 2024 compared with
Q4 2023. Increased overhead costs

Notably, smaller businesses and those with a less optimistic
outlook reported feeling the pinch of inflation more than larger Increased costs of energy/oil/gas
businesses and those with a positive economic outlook.
Nearly 90% of middle market leaders with a “fair” or “poor” )

. L . . . Increased manufacturing/
outlook said the negative impacts of inflation outweigh the operating costs
positive, compared to just 18% of those with an “excellent” or

“very good” economic outlook. Increased employee salaries/
wages/benefits

Inflation impact on business by
overall company outlook

Base: Total business owners/executives

Excellent/very good Good overall Fair/poor overall
overall company outlook company outlook company outlook

@ Positive impacts outweighed
negative impacts

o Similar amount of positive
and negative impacts

® Negative impacts outweighed
positive impacts

No impact
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The silver lining of inflation

There is a silver lining, though. Middle market business leaders also reported positive outcomes from inflation. Survey
respondents with a positive economic outlook reported increased productivity as the top benefit. Of the companies
experiencing more positive than negative impacts from inflation, 68% credited productivity gains, which declined 7
percentage points after spiking in Q4 2023.

Of the business leaders who said they’re experiencing more positive than negative impacts of inflation, 39% noted the
ability to raise prices as a positive effect of the current economic landscape — representing a sentiment increase from
34% in Q4 of 2023 but a decrease from 47% in Q2 of that same year.

Overall, company leaders who cited the ability to increase prices as a positive outcome of inflation rose 12 percentage
points from Q4 of 2023 to 41%.

Larger companies and those with positive company outlooks are more likely to experience the most positive effects of
inflation.

Positive inflation effects on business

Those with more positive impact than negative impact from inflation
Base: Business owners/executives

80%
75%
700/0 680/0
ﬂ
62%
60%
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:/
50% ®
47%
39%
40%
34%
30%
Q2 2023 Q4 2023 Q2 2024
°® Increased productivity due to greater investments PY Increased value of PS Increased customer spending (e.g.,
in automation/process improvements investments/holdings building up inventories, buying ahead)

Increased incentive for the Ability to
business to spend or invest increase prices
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Combatting
inflation effects
with automation
and efficiency

Middle market business leaders plan to tackle rising energy
costs by improving processes and creating operational
efficiencies.

Thirty-five percent of survey respondents cited “seeking to
improve processes/create more operational efficiencies” and
“increasing automation to improve productivity” as the top
actions they plan to take in the next six months because of
inflation.

Some middle market business leaders are planning to pass
their increased costs on to customers. Nearly one-third of
respondents in our latest survey plan on raising prices to
combat inflation, down 5 percentage points from middle
market leader plans in Q4 2023.

Companies with a positive outlook are more likely to invest

in process improvements and automation, while those with a
more negative outlook are more likely to pass on higher costs
to customers.

Middle market expansion plans reflect a continued

resiliency of this sector, demonstrating an ability
to adapt to the changing landscape, explore new
opportunities, and invest in their future. Whether
it’s adding new product lines, expanding markets,
scaling their operations, or implementing new
technology and automation, these businesses are

setting the stage for a robust and sustainable future.

Ken Gavrity
President
KeyBank Commercial

The

actions leaders
plan to take
because of
inflation

Those with at least some inflation impact
Base: Business owners/executives

Excellent/very good
company outlook

37 0/0 Increase sales/marketing efforts
O/ Improve processes/create
o efficiencies

36 O/o Increase automation to improve
productivity

33 0/0 Implement changes to the supply chain

30 0/0 Identify alternative suppliers/sources

Good/fair/poor
company outlook

o/ Pass increased costs to customers
(0] through higher prices

33 o/o Increase sales/marketing efforts

(o)
32 /0 Improve processes/create efficiencies

30 0/ Increase automation to improve
Y productivity

25 0/0 Identify alternative suppliers/sources
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Conclusion

In the face of ongoing inflation, U.S. middle market leaders are
embracing technology as a critical tool to enhance efficiency
and lower operating costs.Despite economic uncertainty,
many remain optimistic, seeing this period as an opportunity
to invest in growth, streamline processes, and position their
businesses for long-term success.

L)

At the same time, some companies are adjusting their pricing
strategies to offset rising expenses. Leaders are finding ways

to navigate the increased costs of raw materials, energy, Whether you're seeking access to capital or

operations, and wages by passing a portion of those costs to you'd like to invest in Al or other technologies to

customers. scale your business and/or improve processes
and productivity, KeyBank’s middle market

As these strategies unfold, it’s clear that resilience, innovation, experts have a deep understanding of the unique

and a forward-thinking mindset will be key in shaping challenges middle market business leaders face.

how middle market businesses continue to thrive in this We can provide customized insights and real-time

counsel to help you increase efficiency and power
growth to meet your business objectives.

challenging environment.

Read the full Second Half 2024 Middle Market Sentiment
report for more national survey results and insights.

KeyBank O—=x.

“KeyBank Middle Market Business Sentiment Survey,” May 14 — June 12, 2024. KeyBank’s Middle Market Sentiment survey asked more than 700 owners and executives of businesses with $10 million to $1
billion in annual revenue about their outlook for the year, the challenges currently affecting their businesses, and their growth plans for 2024.

This article is for general information purposes only and does not consider the specific investment objectives, financial situation, and particular needs of any individual person or entity. Information included was
prepared based on survey respondents’ answers, information from business leaders considered to be reliable, and an express disclaimer of warranty, express or implied, as to such information’s accuracy or

completeness. KeyBank does not provide legal advice.
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