Mid-market perspectives
America’s economic engine —
why entrepreneurs matter

About the survey
In September 2012, a Deloitte survey conducted by OnResearch, a market research firm, polled 652 executives at U.S.
mid-sized companies about their views on the economy overall, with an added focus on how, or if, entrepreneurial
behavior had an impact on their company’s operations. Respondents were limited to senior executives at companies with
annual revenues of between $10 million and $1 billion.
Eighty percent of the companies represented in this survey were privately held; only 20 percent were public. Of the private
companies, 27 percent were family-owned and one-quarter were private-equity backed; another 27 percent were closely
(non-family) held, and the rest were VC-backed, employee-owned, or utilized another ownership structure.
Forty-two percent of the respondents were owners, board members, or C-suite executives; others were business unit or
department heads, or managers. A broad cross-section of industries was represented in the polling.
The full survey results are included in the appendix; some percentages in the charts throughout this report may not add
to 100 percent due to rounding, or for questions where survey participants had the option to choose multiple responses.
When making comparisons to previous Deloitte surveys, which polled only companies with $50 million to $1 billion in
annual revenues, we excluded the 165 companies with less than $50 million in revenues. All other findings draw on the
entire pool of respondents.
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Executive summary

The United States has the most dynamic economy on
Earth. With a gross domestic product (GDP) of over $15
trillion, it is more than twice the size of China and bigger
than Japan, Germany, France, and Brazil combined.1
True to the founding principles of the country, it remains
the “land of opportunity” where everyone has a chance to
pursue their dreams and find success. That includes starting
and operating a successful business.
According to a Deloitte survey completed in September
2012, a majority of executives (59 percent) polled at U.S.
mid-sized companies believe that the United States is the
world’s most accommodating country for entrepreneurs.
However, that perception used to be higher; given the
variety of challenges faced by these companies today,
87 percent indicated the United States was more
accommodating in the past.
Entrepreneurial behavior is the lifeblood of companies,
both small and large, so caution is warranted: over time,
the impact of not being recognized as the place for
entrepreneurs can have devastating consequences for the
U.S. economic environment. Behind this shift in opinion is
a growing cloud of uncertainty about taxes, regulations,
and the U.S. economic outlook.
There is, however, still potential for optimism. The issues
identified are neither structural nor systemic. They can
be addressed, and with proper focus and attention, can
help improve the perception of the United States as the
overwhelming choice for entrepreneurs.

Entrepreneurs do not work only in
startups — they are everywhere.
And what they do matters to everyone.
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Does it matter that the United States is perceived as less
accommodating to entrepreneurs than it used to be? It
certainly matters to founders and funders of startups. But
it is important to a broader audience as well, because
entrepreneurs do not work only in startups — they are
everywhere. And what they do matters to everyone.
Why entrepreneurs?
This fourth Mid-Market Perspectives report, part of
Deloitte’s ongoing research focused on mid-market
companies, examines many of the same key issues as earlier
reports. The premise remains the same: while investors, the
media, and the public focus disproportionately on startup
companies and large, publicly traded organizations, the
thousands of companies that make up the middle market
are critically important in terms of economic activity and
job creation. Given their contribution to the U.S. economy,
these companies — defined as those with annual revenues
between $50 million and $1 billion — deserve more
visibility than they get.
Within this universe, one can observe entrepreneurial
behavior in many forms, in areas ranging from product
development to leveraging technology to market
expansion. Entrepreneurial behavior is not reserved for
startups, which can grow into mid-sized companies. Most
of them do not leave their entrepreneurial behaviors,
culture, and vision behind. In this report, we examine
entrepreneurism and look for trends that help distinguish
these companies by the most important metric for any
company — growth.
Many companies that began as entrepreneurial startups
have expanded to become sizable, stable organizations
within a single generation. Many are still run by their
founders. Of the 50 most recent additions to the S&P
500, 20 were founded in 1990 or later.2 Whether a midmarket company has aspirations to become an S&P 500
organization or plans to deliver steady, solid growth by
being successful in its chosen market, there seem to be
some common characteristics, including job creation,
adaptability, and innovation.

1

2011 figures from World Bank, GDP (Current US$), http://data.worldbank.org/indicator/NY.GDP.MKTP.CD
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Source of additions to S&P 500 list is Standard & Poor’s; company founding dates from profiles in Yahoo Finance

Companies like these often succeed by innovating — that
is, breaking existing performance tradeoffs to expand what
is possible — and are still driving growth based on the
ongoing innovations of their employees.
Compared to our previous reports, for this survey we
expanded our polling to include smaller companies, and
one-quarter of the respondents are from companies
with $10 million to $50 million in annual revenues.
These companies tend to be younger, closer to their
entrepreneurial roots, and more likely to expect revenue
increases of 20 percent or more in the coming year. We
also interviewed seven founders, cofounders, or earlystage executives — those with a perspective on bringing
an innovative idea into the real world and building a
company where nothing existed before.
This report examines four areas of importance to those
with an interest in the opportunities and challenges faced
by mid-market executives. Along with a review of the
importance and impact of entrepreneurial behavior, we
explore hiring and the workforce, the business environment
and performance expectations, priorities and plans.
Entrepreneurship. Among survey respondents, 81
percent agreed that “any company, large or small, can
behave in entrepreneurial ways.” It may be harder to be
entrepreneurial in larger companies, but the executives
surveyed believe that it is possible — and important. Just
over one-third of executives say that their companies have
become more entrepreneurial since they joined, while
only 15 percent say that the opposite is true. Companies
that see themselves as entrepreneurial are more likely to
perform well across a range of measures, from revenues to
profits to hiring plans.
Economic environment. Uncertainty around the
economy, regulation, and taxes continues to be a critical
issue for mid-sized businesses. The proportion of executives
who say that uncertainty is higher or much higher than 12

months ago is up. Uncertainty is cited by a large margin
as the number one obstacle to growth, followed by weak
market demand overall, and there is a divergence in
expectations for economic growth. Some executives are
confident about economic improvement, while others
express concern about contraction.
Employees. By a wide margin, executives attribute the
success of their companies to a dedicated and committed
workforce. Sixty-six of percent of those surveyed say that
the largest number of new jobs will come from mid-sized
privately held companies and small businesses, as opposed
to large public and privately held companies and startups.
However, overall it appears that job growth may be slowing.
Expectations and plans. The number one growth
strategy among mid-sized companies is organic growth
in existing markets, particularly growth based on the
development of new products and services. Compared
to their growth strategies over the past two years, fewer
executives expect to grow through acquisition. Among
those who do anticipate being involved in a merger
or acquisition, strategic deals are preferred to financial
deals. Additionally, fewer private companies anticipate an
IPO, both in the near term and longer term. Companies
continue to build cash balances and expect growth in both
revenues and profits.
Every company faces challenges in today’s environment.
Given the strength and importance of the middle market,
to the extent that mid-sized companies can overcome their
challenges and achieve faster growth, the overall economy
will benefit as well.

Tom McGee
National Managing Partner,
Deloitte Growth Enterprise Services
Deloitte LLP
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Entrepreneurship
Behavior that makes a difference
Entrepreneurship has a place in every company.
Entrepreneurs have been described as people who build
companies by developing a new idea or applying an old
idea in a new setting. Entrepreneurs take innovations
out of the idea stage and into the world. Entrepreneurs
operationalize innovation. People who can do this are
critical to the success of any company, large or small, and
America’s army of entrepreneurs includes executives in
companies far beyond the startup phase.
What is entrepreneurial behavior?
Survey respondents helped define entrepreneurial
behavior for us by answering the following question:
“What aspects of entrepreneurship do you think are the
most important to help companies be successful?” The
most frequent responses focused on growth through
innovation and creativity. Specifically, executives said that
entrepreneurial behavior involved innovating to create
entirely new businesses, enhance existing products and
services, and discover and penetrate new markets.

These are also the key goals cited by the 35 percent of
survey respondents who said that their companies had
become more entrepreneurial. However, entrepreneurship
is not for everyone: 15 percent say their companies have
become less entrepreneurial. Of these companies, some
C-suite leaders are simply risk-averse (32 percent), or are
trying to avoid volatility by sticking to the tried and true
(17 percent).
If becoming more entrepreneurial is a choice, it is one
that permeates almost every aspect of a company.
Executives that view their companies as becoming more
entrepreneurial are different across many dimensions.
Compared to counterparts who say their companies have
become less entrepreneurial or have not changed, these
executives are more optimistic about the economy, hiring,
revenue growth, and other aspects of their companies.
They have also been more successful in dealing with the
weak economic environment. Our survey found that
the 35 percent of executives who have identified their
organizations as having become more entrepreneurial
report better results than less entrepreneurial companies.

How companies that view themselves as entrepreneurial differ from others
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Companies that
have become more
entrepreneurial

Companies that
have become less
entrepreneurial or stayed
the same

Increased full-time headcount over last 12 months

44%

33%

Boosted workforce by more than 10% in past year

20%

11%

Increased revenues over last 12 months

65%

54%

Experienced higher worker productivity over last 12 months

59%

40%

Generated higher profit margins over the last 12 months

49%

34%

Expect to increase capital investment over the next 12 months

38%

27%

Expect to raise prices over the next 12 months

46%

36%

Has there been a change in the entrepreneurial nature of your company since you joined it?
$10 million - $50 million
in revenues

$50 million - $1 billion
in revenues

All companies

More entrepreneurial

44%

32%

35%

No trend either way

42%

47%

46%

Less entrepreneurial

11%

17%

15%

Don’t know

4%

3%

4%

Finally, while the executives of the more entrepreneurial
companies in the sample are more likely than their less
entrepreneurial peers to be confident that the domestic
economy will continue to improve (24 percent versus
11 percent), they do not see the economy as entirely
benign. Forty-nine percent think that the level of economic
uncertainty is higher than it was a year ago, compared
to 44 percent among companies that have become less
entrepreneurial or have not changed. While this may seem
counter-intuitive, it may point to the fact that the more
entrepreneurial companies may be more comfortable
operating in an uncertain economic environment.
The executives who answered the survey agree that
large companies can be entrepreneurial — it is just
harder for them. Among survey respondents, 81 percent
agreed that “any company, large or small, can behave
in entrepreneurial ways.” Fifty-nine percent believe that
“the complexity of larger companies makes it difficult for
individuals to be entrepreneurial,” yet 62 percent of all
respondents say they are encouraged to be entrepreneurial
in their jobs.

When it comes to entrepreneurial behavior, the size of the
company appears to be an important factor. Forty-four
percent of executives from smaller companies said that
their companies had become more entrepreneurial since
they joined; only 32 percent of the executives from larger
companies agreed with that statement.
How do mid-market companies drive a more entrepreneurial
culture? Surprisingly, the tone from the C-suite is not the
key. It ranked fourth behind communication (such as the
celebration of entrepreneurial success), organizational
structure, and formal or informal incentives encouraging
entrepreneurial behavior.
Interestingly, there seems to be either a sense of hubris
or a belief that the evolution of entrepreneurialism
is peaking. When asked “is your generation more
entrepreneurial than your parent’s generation?” 44
percent agreed. However, when asked if the next
generation will be more entrepreneurial, only 35 percent
agreed. Does this matter? It does when one considers that
growth is essential to business success and entrepreneurial
behavior is essential to growth.

Why entrepreneurs matter
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Economic environment

The economic environment continues to be challenging
for all companies, regardless of size. Uncertainty abounds,
there is a growing disparity about perceptions of whether
the economy is improving or not, and there is a sense
that the current U.S. regulatory and tax policies are not
accommodating to entrepreneurial behavior.
Uncertainty clouds decisions and constrains activity
Uncertainty remains prevalent and may seem to be an
ongoing issue — a “new normal.” Whether this is in fact
the case, in this survey it was identified by a wide margin
as the largest obstacle to corporate growth.
Starting with our second mid-market survey in September
2011, executives’ responses have shown consistent
increases in the perceived level of uncertainty in the factors
that are important to company growth. This survey is no
different: uncertainty is up yet again. The reasons arguably
go beyond the presidential election; however, the increase

in perceived uncertainty may derive in part from the fact
that this election represents a contrast between competing
philosophies on taxes, regulation, and fiscal policy.
Market sentiment
When asked about the current market sentiment,
respondents were almost equally split between confidence
that there will be continued improvement (18.4 percent),
and concerns over economic contraction (17 percent).
This reinforces the notion of uncertainty, where economic
conditions can be interpreted for both positive and
negative outcomes.
In a recent poll conducted during a Deloitte webcast in
mid-October, two-thirds of respondents said they believe
growth will be between zero to two percent in the next
12 months. This illustrates that even those who expect
improvement are tempered in their optimism.

The level of uncertainty in terms of factors that drive future business prospects
(e.g., taxes, regulations, credit availability, and the economic outlook) is:
Much higher than one year ago
12%
10%
Higher than one year ago
34%
31%
About the same as one year ago
41%
45%
Lower than one year ago
11%
13%
Much lower than one year ago
2%
1%
Much
Much higher
higher than
than one
one year
year ago
ago
12%
12%2012
September

March10%
2012
10%
October 2012
Higher
Higher than
than one
one year
year ago
ago
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March 2012
34%
34%
31%
31%

There appears to be more evidence that uncertainty is
having a negative effect on prospects for an economic
recovery. As noted in a September 2012 study from the
Federal Reserve Bank of San Francisco: “Heightened
uncertainty acts like a decline in aggregate demand
because it depresses economic activity and holds down
inflation. Policymakers typically try to counter uncertainty’s
economic effects by easing the stance of monetary policy.
But, in the recent recession and recovery, nominal interest
rates have been near zero and couldn’t be lowered further.
Consequently, uncertainty has reduced economic activity
more than in previous recessions. Higher uncertainty is
estimated to have lifted the U.S. unemployment rate by at
least one percentage point since early 2008.”3
The executives surveyed confirm this idea when they
say that a major obstacle to growth for their companies
is the uncertain economic outlook. Hesitation on the
part of one company quickly affects others. “We’re a
commercial construction company uniquely positioned
in a large metropolitan area that’s home to major oil and
gas companies, many of whom are our clients,” said one
survey respondent. “As they face regulatory, political, and
economic uncertainties, so do we.” Speaking specifically
about regulations, another says: “[We] fear that the rules
will change in the middle of the game.” The biggest source
of uncertainty, however, pertains to the overall economy:
“It makes new investments seem more risky,” says a third
respondent, and “therefore it is harder to reach a consensus
on expansion as opposed to hunkering down.” As the
accompanying chart shows, other factors — weak demand,
energy and other input costs, health care and regulatory
compliance costs — also play a role in constraining growth.

Current market sentiment among customers and business
associates

Confident that the domestic market
will continue to improve

18.4%

Tentative, but an improvement
on last year

47.2%

Neutral

17.3%

Negative sentiment and concerns
over economic contraction

17.0%

What are your company’s main obstacles to growth?
(Choose up to three.)
Uncertain economic outlook
50.3%
Weak market demand
34.2%
Cost of raw materials and input costs (including energy)
23.8%
Health care costs
19.5%
Increased regulatory compliance
18.7%
Cost of keeping up with technological advances
17.9%
Budget cuts by government (federal, state, local)
13.5%

3

“Uncertainty, Unemployment, and Inflation,” Sylvain Leduc and Zheng Liu, Federal Reserve Bank of San Francisco Economic Letter, September 17, 2012. http://www.frbsf.
org/publications/economics/letter/2012/el2012-28.html
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The third issue, a slack economy, is less tractable,
but can still be influenced by government actions.
Executives acknowledged as much when answering the
question, “Which of the following measures by the U.S.
government would most help U.S. businesses, regardless
of size, to grow in the next year?” Response number one:
reduce corporate tax rates (51 percent); number two,
keep interest rates low (44 percent), and number three,
on the regulatory front, roll back health care reform (42
percent).

Tax, regulatory, and economic challenges
When asked about the United States’ level of accommodation for entrepreneurial companies, specifically in the
areas of the economic, regulatory, and tax environments,
respondents clearly noted the challenges they face. When
asked if “the U.S. tax environment is accommodating for
entrepreneurial companies, regardless of size,” 60 percent
of respondents disagreed, while only 16 percent agreed.
With regulations, the pattern is the same: 57 percent
think the regulatory environment is problematic, while
17 percent believe it is not. The economy is the least of
the obstacles. Forty-three percent view it as an issue for
entrepreneurial companies, while 25 percent say that the
economy is not a problem.
All three factors currently make the United States a
difficult environment for entrepreneurs. But the two most
prominent of the three, taxes and regulations, can be fixed
by policymakers. In fact, when asked what are the three
priorities that the United States should focus on to ensure/
restore entrepreneurial competitiveness, reducing tax rates
and less regulation were the overwhelming responses,
with mindshare scores4 of 262 and 117 respectively.
(Health care reform was a distant third at 85.)

These priorities are further articulated in comments by the
survey respondents. For example, related to tax policy,
a typical response was “adjust the tax code to promote
entrepreneurship.” One respondent suggested providing
“tax advantages to companies that produce inside the
U.S.” Still another recommended “more exemptions for
costs related to developing new technology.”
Open-ended comments about regulations and potential
“fixes” ranged from the very general (“end federal
regulations and let each state work with local businesses”)
to the very specific (“drop the ethanol requirement in
petroleum”).

To what extent do you agree with these statements?

The U.S. tax environment
is accommodating to
entrepreneurial companies,
regardless of size.
The U.S. regulatory
environment is
accommodating to
entrepreneurial companies,
regardless of size.
The U.S. economic
environment is
accommodating to
entrepreneurial companies,
regardless of size.

The U.S. regulatory
60%environment is
accommodating
to entrepreneurial
The U.S. regulatory
environment60%
is
companies, regardless of size.
accommodating
The U.S. regulatory
environmenttoisentrepreneurial
companies,
regardless of size.
accommodating
to entrepreneurial
16%
16%

companies, regardless of size.
17%
17%

57%
57%

17%25%
17%

43%
57%
57%
Agree
Agree
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Disagree

Disagree

Disagree

Neither disagree57%
nor agree

26%
26%

32%
26%
26%
17%

17%

Neither disagree
nor agree
17%
57%

Agree

Neither disagree nor agree

4

24%
24%

57%
26%

26%

26%

Mindshare: Additive score where for each response category, the percentage value of all “first” ranks are multiplied by 500, the percentage value of all “second” ranks
are multiplied by 300 and the percentage value of all “third” ranks is multiplied by 100. This is done to attribute higher relative importance to response categories that
are ranked first by a respondent, compared to those ranked second and third.

Employees

The following are samples of what executives told us:

Fifty-nine percent of executives polled attribute their
companies’ success to a dedicated and committed
workforce, outpacing investment in technology and
people (30 percent), high levels of productivity (28
percent), and the creation of products with high market
demand (26 percent).
This idea that a dedicated and committed workforce drives
successful companies also speaks to the importance of
attracting and retaining capable employees. Here many
mid-sized companies face a dilemma: they are often not
perceived as being as exciting as startups can be, or as
stable as large public companies.
What mid-sized companies can offer employees is the
chance to make a difference. In an open-ended question
asking what aspects of entrepreneurialism could most
benefit their companies, many respondents focused
on developing flat hierarchies with high potential for
employee engagement and autonomy.

• “We have 46 hotels under ownership or management.
We believe each of our general managers is the CEO
of his entity and encourage entrepreneurship within a
framework of acceptable risk taking.”
• “We are seeking to empower people to take initiative
along with the ability to quickly recognize and mitigate
mistakes without negative repercussions.”
• “We provide autonomy to produce results, and
incentives based upon driving results and finding new
ways to improve performance.”
• “We value empowerment and freedom. Challenge and
opportunity translate into low turnover and a highly
productive workforce.”
Brad Cleveland, CEO of Proto Labs, a manufacturing
company that has grown from startup to $100 million,
also credits teamwork for the company’s success. “When
you hire the right people, you make fewer mistakes,”
he says. “Maybe that’s the five percent luck. We want a
culture where we feel like we’re all in this together trying
to grow the company profitably forever.” Proto Labs has
a “VP of Culture” with the job of creating a nurturing and
productive workplace where people enjoy their jobs.

What are the greatest contributors to your company’s success? (Choose up to three.)
Dedicated/committed work force
59%
Ongoing investment in technology and people
30%
High level of productivity
28%
Creation of products with high market demand
26%
Exceptional management team and succession process
24%
Founder’s vision and leadership skills
24%
Strategic mergers and acquisitions
20%
Entrepreneurial culture
15%
Other
4%
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It is not that large companies do not want employees to
be engaged and autonomous. The complexity of their
businesses often makes it more difficult. Generally, the
larger the company, the more administrative processes and
controls are required to manage the scope and scale of
the business, and there is typically more distance between
senior decision-makers and front-line employees. No
wonder mid-sized companies tend to assign a large weight
to “dedicated and committed work force” as a contributor
to organizational success. The ability to build an engaged
workforce could be seen as a competitive advantage.

In the media, in the presidential debates,
in workplaces around the country,
the question of the day is where new
jobs will come from.

economy are more likely to hire: 79 percent expect to
add full-time employees, compared to 22 percent of
those with a negative outlook. Similarly, those with a
negative outlook hold greater expectations of reducing
headcount (25 percent) compared to those who are more
confident in the direction of the economy (four percent).
In today’s economic environment, many companies
may be postponing hiring decisions while they wait for
uncertainty to be resolved.
Where will the new jobs come from?
In the media, in the presidential debates, in workplaces
around the country, the question of the day is where new
jobs will come from. Because many of the executives who
answered the survey are key decision-makers on hiring at
their companies, we posed this question to them: “Which
sector of the U.S. economy do you believe will create the
most new jobs over the next year?”
Sixty-six percent said that the most new jobs would come
from companies in the mid-sized range ($10 million to
$500 million) and small businesses. The remainder were
divided among smaller public companies (14 percent),
large privately held companies with revenue greater than
$500 million (seven percent), the largest public companies
(six percent), and federal, state or local government (four
percent). Startups, which are too small to make a dent in
unemployment, trailed all categories with two percent.
According to respondents, in terms of potential hiring the
cluster of small to mid-sized companies represents the
most dynamic sector of the U.S. economy.

Consistent with this notion, the survey suggests that
even among executives who are pessimistic about
the economic outlook, most are seeking to preserve
their workforces. Over half (53 percent) of executives
who are neutral or express negative sentiment about
the economy have no plans to change staffing levels.
Of course, executives who are confident about the

Expected changes in employment based on market sentiment
Change in full-time
employees over
next 12 months
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Confident that
domestic market will
continue to improve

Tentative
but improvement
on last year

Neutral

Negative sentiment
and concerns over
economic contraction

Up

79%

50%

32%

22%

Unchanged

18%

32%

53%

53%

Down

4%

8%

15%

25%

A pattern of optimism
Previous Deloitte Growth Enterprise Services surveys showed that
while executives might be pessimistic about the economy, they tend to
be optimistic about the prospects for their own companies. Another
survey confirms this split: according to an AICPA survey released in
September 2012, U.S. executives are very pessimistic about the global
economy and somewhat pessimistic about the U.S. economy, but
more than half believe that their own companies will be unaffected. In
that survey, just six percent of 510 U.S. executives were “optimistic” or
“very optimistic” about the global economic outlook over the next 12
months; as illustrated below, only 22 percent voiced optimism about
the U.S. economy.
Optimistic about
the global economy
6%

5

But 56 percent expect their businesses to expand over the same time period
and 44 percent said they were optimistic about their firms.5
This pattern of optimism about their respective companies, contrasted with
less confidence in the health of the overall economy, is also reflected in the
revenue projections of the Deloitte survey respondents. Fifty-one percent of
respondents predict their revenues will grow by over 10 percent during the
coming year. Another 45 percent predict growth of more than zero and less
than 10 percent. Only five percent believe their revenues will fall.

Optimistic about
the U.S. economy
22%

Optimistic about
their firms
44%

AICPA Business & Industry U.S. Economic Outlook Survey 3Q 2012, September 2012
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Consider the experience of Tough Mudder, a nearly $70
million company that offers team-based physical challenge
events. The company started in 2010 with a handful of
employees and three events. According to Tough Mudder’s
Alex Patterson, the company has been able to double in
size every year by investing for growth — hiring ahead of
the curve. With more than 100 employees today, it now
has a legal team, a marketing team, an operational team,
and a strategy team.

New hiring is slowing down
When it comes to hiring, there appears to be convergence
toward companies not adding to their respective
workforces. Executives have moderated their expectations
for rapid workforce expansion (greater than five percent).
They are also decreasing their expectations for workforce
reductions. There are greater expectations for no change
in the number of full-time employees (37 percent), or
increases of less than five percent (28 percent).

Over the past year, the number of full-time employees at my
company has:

Over the coming year, the number of full-time employees at
my company is expected to:

Increased by more than 10%
14%

Increase by more than 10%
8%

Increased by 5 to 10%

Increase by 5 to 10%
18%

16%

Increased by up to 5%

Increase by up to 5%
19%

28%

Remained unchanged

Remain unchanged
24%

37%

Decreased, but by less than 5%
12%

Decrease, but by less than 5%
7%

Decreased by 5 to 10%
9%

Decrease by 5 to 10%
3%

Decreased by more than 10%
4%

Decrease by more than 10%
1%

Productivity and hiring
Productivity is critically important for all companies. We looked at survey results to test the assumption that increases in productivity can impact
hiring for mid-market companies. We found that the survey results seem to support this hypothesis. In this survey, of those companies who
experienced productivity gains over the past twelve months, 67 percent anticipate increasing their full-time workforce over the upcoming year.
Of those organizations where productivity has stayed the same, the majority expects their workforces to remain unchanged (63 percent); where
productivity fell, only 35 percent expect full-time employees (FTEs) to increase, and 32 percent expect that number to fall. Our survey results would
suggest increased productivity results in more jobs.
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Expectations and plans

When survey respondents are asked how they plan to
grow over the next 12 months, the most popular strategy
by far is “organic growth within existing markets” — a
strategy that requires flexibility with respect to product
creation, design, features, delivery, financing, distribution,
and the customer experience. This constant adaptation
is typical of entrepreneurs. “The key to our success is
adaptability,” says Paul Fichter, founder and CEO of
Taphandles, a $20-million, Seattle-based company that
makes draft beer taps and provides marketing services for
brewers. “We’ve grown by recognizing opportunities and
adapting our products to the needs of customers.”
Reinforcing the importance of adaptability, Rick Landuyt,
CEO and co-founder of RF IDeas, an Illinois-based maker
of card readers used with security badges, credits flexibility
and a product redesign with saving his company from
failure in its early stages. “We succeeded because we were
able to recognize our mistakes and change direction,”
Landuyt says.
This process of creative adaptation is at the core of
entrepreneurship. When asked to explain what aspects
of entrepreneurship are most critical to success, the most
popular answers included words like “creative,” “unique,”
“different,” and “innovative” — all keys to growth. And
when asked what actions they had taken since the onset
of the economic downturn in 2008, the most striking
aspect of the responses was the variety of actions they did
take. It would be reasonable to expect companies to cut
costs to weather the economic downturn, and many did
that. However, more than one-third made investments,
most notably in sales and marketing (36 percent).
Additionally, they undertook efforts to change the
company culture and outlook of employees (35 percent).
Some grew by expanding the customer base, some grew
by expanding the product line, and many did both. This
is another facet of entrepreneurship: the opportunistic
pursuit of growth along multiple paths.

6

A top business priority: organic growth
When examining business priorities over the next year, the
top responses cover the range of business activities — an
external focus on growth, an internal focus on operational
improvement, and a developmental focus on new products
or services.

Please rank your top three priorities for the next 12 months
in terms of business strategies.
Priorities

Mindshare 6

Organic growth within existing markets

145

Reducing costs / improving margins

126

Introducing new products or services

111

Expanding into new markets

104

Increasing cash flow

92

Increasing productivity

77

Reducing debt levels

74

Growing by acquisition

66

Raising new capital

42

Recruiting

25

Renegotiating current financing facilities

22

Raising dividends or share buy backs

17

Disposing of assets

11

Mindshare: Additive score where for each response category, the percentage value of all “first” ranks are multiplied by 500, the percentage value of all “second” ranks
are multiplied by 300 and the percentage value of all “third” ranks is multiplied by 100. This is done to attribute higher relative importance to response categories that
are ranked first by a respondent, compared to those ranked second and third.
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Productivity and revenue growth
Increasing productivity ranks sixth in terms of priorities
for business strategies, just below increasing cash flow
and above reducing debt levels. However, productivity
growth is also consistent with many of the priorities above
it. Productivity gains drive higher margins; more output
from the same investment results in a bigger margin. It is
also strongly correlated with revenue growth, as the table
below demonstrates. Those companies that experienced
higher productivity gains over the past year expect to
generate higher revenues in the coming year. Productivity
helps the bottom line, but it appears to be associated with
the top line as well.

Link between productivity and projected revenue growth
Percentage saying productivity
rose over past year

Expected revenue growth
in next year

55%

Over 20%

47%

10% – 20%

44%

0% – 10%

13%

Less than 0%

Financing and balance sheet health
Executives are looking within their own companies to
finance growth. This trend toward self-financing became
apparent in our March 2012 survey, when 27 percent of
respondents said that they did not expect to seek financing
(double the proportion from 2011). Now, 43 percent
are actively stockpiling cash. Those that are not building
up cash are still cautious, actively monitoring their cash
positions and making decisions as needed (34 percent).
Almost half (49 percent) say that their financing mix is
unlikely to change, suggesting that self-financing is a trend
likely to continue; 15 percent say that they are moving
toward even more self-financing. The comments bear this
out: “We’re trying to retire debt and build cash,” says one
respondent. Another notes, “We expect the economy to
improve. When it does, we want to have a low level of
outside debt.”
Consistent with self-financing, respondents overwhelmingly
expect cash generated from their business to be the most
likely source of cash, for both working capital (74 percent)
and for development/capital expenditures (70 percent).

How is your financing mix likely to change during the next 12
months? (Select all that apply.)

More self-financing / less external financing
15%
Extend maturity or seek better terms on bank debt
6%
Seek privately placed debt with longer terms
5%
Take on private equity
4%
Conduct an IPO
1%
Our financing mix is unlikely to change
49%
Other
1%
Don’t know
23%
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Finally, although few respondents expect company metrics
to change significantly, there are a few exceptions,
particularly in the areas of revenue and profitability. While
52 percent of respondents realized an increase in revenues
last year, 57 percent expect an increase over the next 12
months. Additionally, almost half (48 percent) say profits
will rise over the next 12 months, compared to 39 percent
who saw profits increase over the last 12 months.

What was your company’s primary growth strategy over the
past 24 months? What will it be over the next 12 months?
(Choose one.)
Development of new products and services
25%
28%
Entry into new markets
18%
24%

Mergers and acquisitions
The focus on organic growth also emerges when
executives reveal the ways they are seeking growth. Fewer
companies are seeking growth through M&A (11 percent
over the next year, versus 18 percent during the last two
years), and the rank of M&A among growth strategies has
dropped from third to fifth.

Mergers and acquisitions
18%
11%
Increased productivity
17%
18%
Strategic alliances and collaborative projects
Mergers
10%
Mergers and
and acquisitions
acquisitions
25.3%
25.3%
11%
28.2%
28.2%
Strengthen management team
Strategic
10%collaborative
Strategic alliances
alliances and
and
collaborative projects
projects
18.1%
18.1%
7%
23.5%
23.5%
Other
Entry
3% markets
Entry into
into new
new
markets
17.5%
17.5%
2%
10.9%
10.9%

Growth through M&A is also less attractive than it
was six months ago. Substantially fewer executives
say that their companies are likely to participate as
an acquirer or as a target. However, the potential for
opportunistic actions — for example, the chance of
coming across a low-priced target or a deep-pocketed
suitor — is perceived to be higher. In fact, 43 percent
of respondents indicated that if they were to consider
Development
Development of
of new
new products
products and
and services
services
a merger or acquisition, the most likely counter-party
Last
2424
months
16.6%
Over the
last
months
16.6%
would be a direct U.S. competitor, and 21 percent said
17.8%
Next
1212
months
Over the
next
months
17.8%
they might consider a domestic business partner (e.g.,
Increased
productivity
Increased
productivity
existing third-party vendor or a supply-chain partner).
10.0%
10.0%
11.0%
11.0%

How likely is it that your company will participate in a merger
or acquisition in the coming year as an acquirer?

Strengthen
Strengthen management
management team
team
How 9.7%
likely is it that your company will participate in a merger
9.7%
or 6.8%
acquisition
in the coming year as a merger target?
6.8%
Other
Other
2.9%
2.9%
Likely
1.8%
1.8% 8%

Likely
30%
42%
Not looking, but would consider
22%
8%

19%
Not looking, but would consider
Last
Last 24
24 months
months17%
Next
months
Next 12
126%
months

Not likely

Not likely
44%
46%

Don’t know
4%
4%

70%
70%
Don’t know
6%
4%

Much
one
September
Much higher
higher than
than2012
one year
year ago
ago
March12%
2012
12%2012
September
March10%
2012
10%

Much
one
September
Much higher
higher than
than2012
one year
year ago
ago
March12%
2012
12%2012
September
March10%
2012
10%

Higher
Higher than
than one
one year
year ago
ago

Higher
Higher than
than one
one year
year ago
ago
34%
34%

34%
34%
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Fewer private companies expect to go public
Among the privately held companies in the survey, fewer
expect to complete an IPO in the next 12 months or
in the longer term. One reason may be the ubiquity of
private equity and other financing sources. Regardless, the
proportion of private companies expecting to go public
continues to shrink.
Six months ago, 84 percent of executives said their
companies were unlikely to go public within the next 12
months; today that number is up to 90 percent. In the
same period, the percent of private company respondents
who said their company was likely to go public in the
next 12 months, or sometime after, has dropped from 16
percent to 10 percent.

For the 90 percent of respondents who say their
companies are unlikely to go public within the next 12
months, what influences that decision? According to this
group of executives, the top reason is the desire for control
and/or flexibility in making decisions (69 percent), followed
by the desire to keep financial information private (27
percent), and the company being too small to consider
going public (25 percent).
Obviously the 10 percent of respondents who do believe
their companies are likely to go public within the next 12
months (or later) have a different viewpoint. When asked
what influences their desire to go public, executives cited
four key factors: being public can broaden the exposure of
brand and products (38 percent), the need for capital to
fuel growth (34 percent), the desire to provide liquidity for
owners (26 percent), and the cost-effectiveness of equity
capital (24 percent).

What is your company’s current ownership structure? (Calculations based only on private company responses.)
September 2012

March 2012

Privately
unlikely to
togo
gopublic
public
Privately held,
held, and unlikely
within within
the next
months
the12
next
12 months

Privately
84% held, and unlikely to go public
within
89.8%
the next 12 months

3%

Privately
held,
Privately
held,but
butlikely
likelytotogo
gopublic
public
within within
the next
months
the12
next
12 months

Privately
9% held, but likely to go public
within
2.8%
the next 12 months

2.8%

7%

Privately
held,
Privately
held,but
butlikely
likelytotogo
gopublic
public
sometime
after
sometime
afterthe
thenext
next12
12months
months

Privately
8% held, but likely to go public
sometime
7.4% after the next 12 months

7.4%

90%

Privately held, and unlikely to go public
within the next 12 months

89.8%

Privately held, and unlikely to go pub
within the next 12 months

Privately held, but likely to go public
within the next 12 months

2.8%

Privately held, but likely to go public
within the next 12 months

Privately held, but likely to go public
sometime after the next 12 months

7.4%

Privately held, but likely to go public
sometime after the next 12 months

The proportion of private companies
expecting to go public continues to shrink.

7
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89.8%

For comparability, companies with revenues between $10 million and $50 million are excluded from September 2012 figures.

Domestic beats foreign growth
Mid-market companies remain primarily focused on
domestic markets. Many earn little or no revenue from
abroad. This is consistent with the survey findings about
the priority of organic growth in existing markets, which
appears to be preferable to expanding into global markets.
When asked which geographic market represents the best
opportunity for significant growth, 65 percent chose the
United States, with China as the second highest choice at
only eight percent.

Which geographic market represents the best opportunity
for significant growth for your business?
United States
65%
China
8%
Asia Pacific, excluding China and India
7%
Canada
5%
Western Europe, excluding United Kingdom
4%
South America, excluding Brazil
3%
Middle East
2%
Brazil
2%
United Kingdom
1%
Eastern Europe, excluding Russia
1%
Northern Europe
1%
Africa
1%
India
1%
Russia
0%
Other
2%
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Conclusion

Entrepreneurs hold a prominent place in the history of
the United States. The products they developed, the
innovations they created, and the markets they served have
helped to produce a standard of living and an economy
that is second to none. Beyond historical significance, the
true value and importance of entrepreneurial behavior is
based on what the future holds. Where is the next startup
that will someday become an S&P 500 company? Where is
the next mid-market firm that is developing a technology
that will not just capture a market, but create one? Where
is the organization that has improved its operations,
increased its profitability, and is now poised to increase its
workforce?
These companies all exist, and it is the entrepreneurial
spirit that moves them forward. And while the United
States may not be perceived to be as accommodating to
entrepreneurs as it once was, the issues that are driving
that perception can be addressed and remedied.
Yet even with these issues unresolved, companies,
especially small and mid-sized organizations, are
succeeding. The survey results bear this out. The smaller
companies surveyed (with annual revenues in the $10
million to $50 million range) tended to be younger, grew
faster and were more likely to hire. But even the larger
mid-sized companies ($50 million to $1 billion) expect to
grow and hire to some degree. Most survey respondents
think mid-sized private companies and small businesses will
drive new hiring. The aggregate results detailing their own
plans suggest that they may be right.
Uncertainty continues to act as a governor on the economic
recovery, as growth expectations have moderated and
hiring plans are modest. There is a convergence toward
maintaining current staffing levels — layoffs seem to have
abated, yet robust hiring is not part of respondents’ current
plans. Nevertheless, in a slow-growth economy with
high levels of uncertainty, these companies are relatively
optimistic.
One reason may be that they can often be more agile
than their larger counterparts. This is a characteristic
that is difficult to measure, but it came out clearly in the
case studies that follow. Every one of the interviewees
emphasized the importance of constantly reinventing their
companies, whether through new markets, new or refined
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products, or improved processes. Taphandles moved into
adjacent markets, RF IDeas completely redesigned its
product, Proto Labs is methodically establishing operations
in new countries, and Tough Mudder is constantly refining
its obstacle courses while entering new markets. Large
companies do the same kinds of things, but they cannot
always move as quickly and decisively as mid-sized
companies.
This report offers three important lessons for mid-sized
companies:
Entrepreneurial behavior matters. Any company can
behave in entrepreneurial ways. Those organizations that
consider themselves more entrepreneurial outperform
others across a variety of metrics, often by a substantial
margin. Does your organization have an entrepreneurial
culture, driven by actions and not just words from the
C-suite?
People count. A dedicated and committed workforce
was cited as the greatest contributor to the success of
companies in our survey. Respondents ranked people
ahead of even the creation of products with high market
demand by a wide margin. Do you have a strategy
for attracting and retaining the best talent to propel
your organization forward? Is your value proposition
for prospective hires clear and do they understand the
experience they will gain and the impact they can make in
your mid-sized organization?
Uncertainty cannot paralyze. Despite high levels of
uncertainty, which do not appear likely to be resolved
soon, mid-sized companies are taking action and expecting
growth. They are working to develop new products and
services, opportunistically examining merger opportunities
and, importantly, actively stockpiling and retaining cash
within their respective businesses. This prudent activity can
pay off regardless of how economic conditions evolve –
either to capitalize on opportunities or weather another
economic storm. Are you constantly positioning your
organization to improve and to grow? Is your organization
taking the financial steps necessary to be successful,
regardless of the broader economic trends?
The answers to these, and other questions, can determine
the level of success an organization achieves.

Has the United States become less entrepreneur-friendly? The founders speak.
Not all of the founders or early-stage executives interviewed for this report were born in the United States. But
all chose to start their businesses here. When asked why and whether they would do it again, they pointed to
the size of the U.S. market and the entrepreneur-friendly culture. But most also brought up the tax, regulatory,
and economic shifts that have made the United States less attractive.
“Both of our founders are British. They could have started the company in the UK, but they chose to start it
here,” says Alex Patterson, the chief creative officer of Tough Mudder, a military-style obstacle course challenge.
“We’re rolling a snowball down a hill. In the UK it would have been a smaller hill, and we would have had to
expand into the United States anyway, since it’s the biggest market.”
Almost as importantly, says Mr. Patterson, there is a strong entrepreneurial spirit in the United States that does
not always exist overseas. “To try, even when you then fail, is considered an honor in the United States. If you
start a company and it doesn’t work out, you’re not a failure, you’re an achiever. This is the place for people
who want to make their mark.”
Others agree that the culture is right, but point to economic, regulatory, tax, and credit-related obstacles, many
of which are of recent vintage.
“Anyone with the energy can make something like this happen. We started with a credit card,” says Larry
O’Conner, founder and CEO of Other World Computing, an Illinois-based seller of computer components
with about $88 million in annual revenues. “The problem is often getting financing. Even with lots of equity
and great credit, it took three months of paperwork for me to refinance my house. It’s the same for growing
companies, and my sense is that it has gotten worse as local bankers have lost discretion. Six months for a loan
review is too slow for a growing business.” Like most of the companies surveyed, Mr. O’Conner relies heavily on
self-financing.
Another issue in the United States is the disparate treatment of large and small businesses, according to Mr.
O’Conner. “If you’re a Fortune 500 company, you can get tax incentives from the state. As a smaller company,
we don’t get those kinds of advantages. We’re not asking for incentives, just a level playing field.”
Among some executives, it is not so much that conditions for entrepreneurs are deteriorating in the United
States. It is the fact that opportunities are growing overseas. “The United States is still the best place to start
a company,” says Ernesto Khoudari, the founder and CEO of Kassatex, a New York-based manufacturer and
distributor of bed and bath products with about $35 million in annual revenues. “But in China and Brazil, the
number of entrepreneurs is exploding. Maybe these countries are going to surpass us. But they haven’t yet.”
“My sense is that while conditions here may not be ideal, they are still better than in many other countries.”
says Paul Fichter, CEO of Taphandles, a Seattle-based provider of marketing products and services to brewers.
“Here if you fail, maybe you lose your house. My friends in Portugal face a mandate to continue to pay their
employees even after they declare bankruptcy.”
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Case study
Proto Labs
Automated manufacturing of precision prototypes
Proto Labs manufactures computer numerical control
(CNC) machined and plastic injection molded parts. The
company’s competitive advantages are fast turnaround
and low cost. Other companies offer one of the two.
Proto Labs can offer both.
Product developers can upload a 3D computer-aided
design (CAD) model to the Proto Labs website and get
a real part manufactured for as little as $100 in a single
business day. That capability has enabled the company to
grow from a startup in 1999 to a public company with
$100 million in annual revenues in 2012. “If it’s a part we
can make, there’s nobody faster or more cost-effective for
prototype or short-run parts,” says CEO Brad Cleveland.
“Providing cost-effective, quick-turn machined and
injection molded parts in as little as one day is the basis of
our business model.”
Proto Labs was founded in 1999 by a serial entrepreneur
named Larry Lukis. He established the business model and
by 2001 grew Proto Labs (then called Protomold) into a
$1 million company with ten employees. But his interests
lay in technology and strategy. He did not want to run a
company. He chose instead to stay on as chairman and
CTO and bring on a CEO right after 9/11. That CEO was
Brad Cleveland, who in 11 years has grown Proto Labs
into a $100 million company. Proto Labs went public in
February of 2012, is listed on the NYSE, manufactures in
Minnesota, the UK and Japan, and does a small amount of
exporting to other countries, mainly from its U.S. location.

“I’ve run companies that have done well and companies
that have failed. This business succeeded because it started
with a great idea and followed that up with an excellent
team and fantastic execution,” says Mr. Cleveland. “I’d say
that our success is 20 percent idea, 75 percent execution,
and five percent luck.”
But there’s a fourth element to the company’s success:
the idea came at the right time. In 1999, the United States
was in the midst of the dot-com bubble, yet the Internet
had not yet disintermediated major industries. Larry Lukis,
the founder, saw how the Internet could speed up the
process of acquiring custom parts. Creating new parts still
required drawings, conference calls and meetings, but 3D
CAD was emerging and specifications, once created in the
CAD program, could be easily uploaded to the Internet.
The combination of 3D CAD and the Internet significantly
improved the process of identifying a vendor, getting a
quote, and subsequently ordering custom parts. “The
window opened in the late 1990s, and Proto Labs jumped
right in,” says Mr. Cleveland.
Growth has been almost continuous since the company
was founded. “For us, a crisis is a flatlining of revenue, not
a contraction,” says Mr. Cleveland. “When the financial
crisis hit in the third quarter of 2008, our revenues stopped
growing. We had just taken on $50 million in private
equity funding. The investors were nervous. It was a
stressful time.”

“We knew that if we waited for the economy to come back,
we’d have another chance to grow. And we did.”
Brad Cleveland — CEO, Proto Labs
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“Our success is 20 percent idea,
75 percent execution, and 5 percent luck.”
Brad Cleveland — CEO, Proto Labs

Stressful, but not fatal. The company responded by
investing in marketing and sales to increase the number of
customers. “Our big customers weren’t spending as much
money. We made up for it with a lot of new customers,”
says Mr. Cleveland. “We knew that if we waited for the
economy to come back, we’d have another chance to
grow. And we did. In 2010 our revenues grew 50 percent.
In 2011 we grew more than 50 percent. The private equity
people went from being nervous to upping their stake.
They now own a quarter of the company. And our market
cap is about a billion dollars.”
Underlying the company’s growth is an innovation —
essentially an automated manufacturing process driven by
proprietary software — that allows Proto Labs to quickly,
cheaply, and precisely make custom parts by cutting them
from plastic or metal or using plastic injection molding.
Other companies can turn parts around quickly, but at a
higher cost, or cheaply, given enough time — but not both.
Says Mr. Cleveland: “The reason our services are so fast is
that we have spent about 100 years of man-hours over
a 12-year period developing proprietary software that
automates standard manufacturing processes. When a
product developer uploads his model and asks for a quote,
the software programs the manufacturing process in real
time. We’ve been updating the software to improve the
process since the year 2000.”

Future growth will come from international expansion,
which offers a way to circumvent the company’s two
growth constraints: transport costs and compliance with
export regulations. “If an Australian company wants
custom parts, they can design the parts using their CAD
software,” says Mr. Cleveland. “Then we can create them
overnight or they can have them made locally in four to
five weeks.”
“Our price is lower. But we have to ship the parts to
Australia. That slows things down and makes the parts
more expensive, since you’ve now added transportation
time and costs,” he explains. Nevertheless, it is not a fatal
issue: Proto Labs does export.
A bigger problem is export licenses. U.S. rules limit what
can be exported. It’s against the law to export parts that
can be used to make certain weapons, for instance. “It
takes a month or so to get an export license,” says Mr.
Cleveland, “and that month is a killer. Of course you can
take the risk and export without the license. But if you
make a mistake, you end up in handcuffs. That’s not a
good business strategy.”
Instead, Proto Labs tracks demand through export orders.
Once an overseas operation is set up and running well, it is
time to move down the list to the next pocket of demand
and investigate setting up local operations there. Next
stop? Probably Brazil.

CEO Cleveland also credits teamwork for the company’s
success. “When you hire the right people, you make fewer
mistakes,” he says. “Maybe that’s the five percent luck. We
want a culture where we feel that we’re all in this together
trying to grow the company profitably forever.” Proto Labs
has a “VP of Culture” with the job of creating a nurturing
and productive workplace where people enjoy their jobs.
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Case study
RF IDeas
How failure can lead to success
“We succeeded because we were able to recognize our
mistakes and change direction,” says Rick Landuyt, CEO
and co-founder of RF IDeas, an Illinois-based maker of card
readers used with security badges. Started in 1995, the
company is expected to generate revenues of close to $30
million this year. But it came very close to failing — and
the story of how the company got past that crisis can be
instructive for others.
The original idea behind the company was simple: a badge
for doctors that would log them into their computers
when they walked into a room. If the doctor is wearing
the badge, a reader on the computer senses that person
is there, logs them in, starts their applications, opens
the right windows and even brings up the appropriate
patient’s records. “There is a real ‘wow’ factor to the
technology,” says Mr. Landuyt. “When we introduced the
product, we had stories on CNBC and in The Wall Street
Journal. They told us how revolutionary our idea was.
‘Your baby is beautiful,’ they said.”
The publicity set in motion a series of events that almost
led to the company’s demise. “Everyone said our product
was great. It passed the cool test. It led to lots of
accolades. But there were no orders,” says Mr. Landuyt.
“We were following a lean startup model, borrowing
against our homes and drawing down personal lines of
credit, so there wasn’t much margin for error. We were
in love with the technology ourselves. It didn’t take much
convincing for us to ramp up and dig a huge financial
hole. It took several years to dig ourselves out.”

The product had two big problems. First, employees
already had badges. Too many badges in fact. One badge
to get into the parking garage, another to open doors
in the hospital. The product’s premise required that
employees be given yet another badge. Second, when
there were several doctors together, there was no way for
the reader to know which doctor to log into the terminal.
As the company teetered towards failure, Mr. Landuyt
and his partner, Glen Gliniecki, scrambled to pick apart
and redesign their product. “It’s great to drink your own
Kool-Aid, but when you’re facing a financial hole it really
concentrates the mind,” he says.
The solution was a single badge that served multiple
purposes: a login card blended with a door access card.
Solving the second problem — how to recognize the
card’s owner in a group of people — turned out to be
simply a matter of collapsing the distance required to log
in the user. In the original product, it was 15 feet. In the
redesigned product, it was three inches.
In the end, the company created a new market, partly by
intention and partly by accident. It started with an idea
that the market rejected. But it led to another idea that
was even more useful: a door access card that can do
more than simply open a door.

“Everyone said our product was great. It passed the cool test.
It led to lots of accolades. But there were no orders.”
Rick Landuyt — CEO and Co-founder, RF IDeas
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“You’ve got to question your assumptions,
see where you were wrong, and change
direction.”
Rick Landuyt — CEO and Co-founder, RF IDeas

And that idea has resulted in a product that is used not
only in the United States, but around the world. When
RF IDeas was started, there were perhaps a half-dozen
standards for reading cards. Now there are over 40, and
new ones are emerging all the time. This turns out to be
a competitive advantage. “When our partners bring back
a new type of card from Russia or China, we take it back
to the lab, build in the code and roll it out in the next
upgrade. You can then simply throw a switch to set up
the readers for some obscure local standard,” Mr. Landuyt
says. “Our readers can read anything. It has taken us years
to incrementally build in those capabilities, to add them
one by one. It’s now a huge competitive advantage.”
RF IDeas came back from the dead because it was able to
recognize mistakes and change direction. “You’ve got to
question your assumptions, see where you were wrong
and change direction,” explains Mr. Landuyt. “We couldn’t
give our customers exactly what they were asking for, but
we could blend our product with other technologies and
create something that would help them — something that
we weren’t expecting to do in the first place.”
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Case study
Taphandles
The other beer market: helping brands stand out
The mission of Taphandles is to help brewers sell more
beer. Founded in 1999 and aiming for $20 million in
revenues this year, the Seattle-based company works
with breweries to create custom packaging, point-ofsale products, lighted signs, logos and promotional
merchandise.
The name of the company refers to its first product: the
handles (taps) that bartenders pull to pour draft beer. Over
time, Taphandles has grown by developing new products
and services to help its customers tell their stories and
build their brands.
Taphandles started with the right idea for the wrong
customers. “The original business plan was to make tap
handles for home brewers,” says founder and President
Paul Fichter. “But as we learned pretty quickly, that wasn’t
where the demand was.” The key to the company’s success
was pivoting to a new customer base: craft brewers.
“The Alaskan Brewing Co. asked us for a tap handle in the
shape of a whale jumping out of the water. We had to
figure out how to make it, which wasn’t easy,” says Mr.
Fichter. “But after we delivered it, it really cranked up their
sales in bars and restaurants.”

Taphandles initially grew by switching from home brewers
to craft brewers. But because craft breweries are a fastgrowing segment within the slow-growing beer industry, it
made sense to find ways to grow along with the segment.
“We would ask craft brewers about their logos and design
requirements,” says Mr. Fichter. “And they would say,
‘Well, we don’t have a logo.’ So we got into the business
of helping them design a logo and craft the story behind
their beer.”
Suddenly the company was no longer just in the business
of manufacturing tap handles. Instead it was in the beer
marketing business — an extension and adaptation of the
original idea.
By moving to fill a broader range of marketing needs, the
company grew from zero in 1999 to $7.3 million in 2008,
$14 million in 2010, and is shooting to hit $20 million
this year. “In the field of beer marketing, we’re the most
knowledgeable company in the country,” Mr. Fichter asserts.
Three lessons from the Taphandles story are instructive for
a broad range of companies. One is described above — the
idea of innovating to fill customer needs in related markets.
The second is about global talent and sourcing. The third
concerns U.S. tax policy.

In fact, the design and manufacture of custom handles for
taps began to change the way beer was marketed. “When
we started, the major breweries all had the same handles,”
says Mr. Fichter. “Now they’re different. Every brewer has a
distinctive tap handle.”

Mr. Fichter attributes much of the company’s success to
his ability to “cherry-pick the best talent and capabilities
no matter where they exist in the world.”
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“The customers we have now are capable
of spending more, and we’re developing
new products and services for them.”
Paul Fichter — Founder and President, Taphandles

Cherry-picking global talent. Mr. Fichter attributes
much of the company’s success to his ability to “cherrypick the best talent and capabilities no matter where
they exist in the world.” For instance, designers need to
stay close to the customer, and there is a thriving design
community in Seattle. And thanks to Boeing, Seattle is also
home to a pool of technically trained manufacturing talent.
“But in China I can find great painters — people who can
hand-paint designs on tap handles quickly, accurately and
inexpensively,” says Mr. Fichter. Globalization means that
Taphandles can assemble the best resources from around
the world to meet customer needs.
Shifting manufacturing to the United States. Over
the past year, Taphandles has been highlighted in the
media for bringing some of its manufacturing back from
China. “Chinese manufacturing is more labor intensive,”
says Mr. Fichter. “By shifting manufacturing here and
automating it more, we could break even on costs, save
on shipping and get faster turnaround.” The economics of
this shift were helped by a two-year window — in 2010
and 2011 — in which the company could expense capital
expenditures in the same year they were made.

This raises an issue where Mr. Fichter feels that U.S. tax
policy should change. “I definitely have concerns about
our tax system and how it discriminates against growing
companies, says Mr. Fichter. “Our tax policy is backwards:
It’s punitive towards growing companies and favorable
towards declining companies.” Instead, he argues,
tax policy should be changed to encourage growing
companies. Specifically he thinks capital expenditures
should be deductible in the year the investment is made,
instead of expensed as depreciation over a number of
years. According to Mr. Fichter, this policy would be tax
neutral over the long term since it just shifts the timing
of taxes; it would be very helpful to businesses that are
making investments in their futures by freeing cash flow
until the investments are realized.
Regardless of tax policy, the company has room to grow.
“The customers we have now are capable of spending
more, and we’re developing new products and services for
them,” says Mr. Fichter. “And overall the beer industry is
growing, which means there are more customers to sell to.”
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Case study
Tough Mudder
Hard experiences in a soft world
If you’ve seen the movie “Fight Club,” you get the premise
of the company Tough Mudder, founded in 2010 and
closing in on $70 million in revenues this year. “Fight
Club” was about a secret society of young men who
bonded through the raw, physical experience of bareknuckle fighting. Tough Mudder events are not secret
and do not involve fighting, but they do induce bonding
through team participation in intense physical challenges.
The idea has struck a nerve: about a half-million men and
women have participated in Tough Mudder events over
the past two years.
“We’re successful because we had a great idea and
executed it fearlessly,” says Alex Patterson, chief creative
officer and the company’s fourth employee. Fearlessly
does not mean perfectly. Instead, it refers to the “ready,
shoot, aim” idea: Get a product into the field. See how
customers respond. Fix the parts that don’t work. Expand
the parts that do. Repeat, refining as you go, until you
have the products — and the processes behind them —
down to a science.
Mr. Patterson joined Tough Mudder the month after
the company’s first event in May of 2010. His function
handles the media and obstacle innovation. Every event
is videotaped and digitally streamed over the web. More
importantly, it is a source of growth. Video is a way to
share experiences and fuel the word-of-mouth and social
media behind the company’s expansion.

“Think about it,” says Mr. Patterson. “The world is getting
easier by the day. We don’t need to carry our bags through
the airport any more, and even blue collar jobs are less
taxing than they used to be. But at the same time as it
has become easier to avoid physical challenges, it has also
become harder to connect on a personal level. You’re
sitting in an office tower connecting through Facebook,
but you rarely get out of the city.”
“There is a demand out there for an experience that pushes
you mentally, physically and socially. Not a race — we
believe that races are solitary and boring — but a challenge,
something that forces you to go over and under and
through a variety of obstacles as a team. Everyone on the
team has to finish, and that means that you’ve got to help
your teammates. The experience is designed to be tough,
fun and social, and it ends at a celebratory finish with an
orange headband and beer.”
The company’s growth suggests that the idea is
resonating. The first event was in May of 2010. There were
three events in 2010, 14 in 2011, and another 35 in 2012,
including the first events in the UK and Canada. In 2013,
50 events are planned, of which 20 will be outside the
United States (in Australia and possibly Germany, as well as
the UK and Canada).

“We’re successful because we had a great idea
and executed it fearlessly.”
Alex Patterson — Chief Creative Officer, Tough Mudder
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The events are big, with up to 25,000 participants. (For
reference, the Boston Marathon, one of the biggest
athletic events in the country, attracts an average of
20,000 runners.) The events can be big because the
company has applied the lessons of early failures. “Our
first event, in Pennsylvania, had about 4,500 registrants
and 4,000 showed up,” says Mr. Patterson. (The cost of
starting the company was the cost of getting those 4,500
registrants: $10,000 divided between $1,800 to build a
website and $8,200 in Facebook ads.) “That event didn’t
go well,” Mr. Patterson says. “We got a C-minus review on
Travelete.com” (a site which reviews events for athletes).
Instead of a product rollout, the event was retroactively
labeled a proof-of-concept.
But the company quickly climbed the learning curve.
“The first event was only seven miles, which wasn’t long
enough for most participants. The obstacles were too
easy. We made it longer, tougher and more difficult,” says
Mr. Patterson. “We made it scary with things like barbed
wire, electric shocks, and dumpsters full of ice water.
When someone goes through it, they have an experience
they can talk about and can share with others online and
offline.”
“By the time we held our third event, a November 2010
event in New Jersey, we got a rating of A+,” says Mr.
Patterson. The social media chatter was positive. The
company surveyed and engaged participants relentlessly.
“Most events have 10,000 participants, with some getting
up to 25,000 participants,” says Mr. Patterson.
“Our tagline has become ‘Probably the Toughest Event
on the Planet,’” says Mr. Patterson. “The people who are
attracted to that tagline are our core customer base. It’s
not an Ironman. We’re not running across the Sahara.
You don’t need to train for months and months. Our goal
is to be tough but accessible to the guy or girl who runs
marathons or half-marathons, does regular sessions at the
gym, or who works as a cop or fireman or some other
occupation where fitness is a prerequisite.”

The company has been able to double in size every year
by investing for growth — hiring ahead of the curve.
With more than 100 employees, it has a legal team, a
marketing team, an operational team, and a strategy team.
There is a long-term planning process to find new venues,
new markets, and new experiences. There is a product
development process that focuses on the event experience
— course length, course difficulty, creating new obstacles,
and discarding old ones. “We used to think about putting
on a great event,” says Mr. Patterson. “Now we think
about creating a great company.”
The biggest source of future growth is the pool of
potential first-time participants living in big metropolitan
areas like New York, Chicago, Los Angeles, the Bay Area,
Seattle, Denver, and Atlanta. All have large populations of
white-collar, fitness-focused young adults that comprise
the company’s core market. “The big metropolitan areas
come first, then smaller markets,” says Mr. Patterson. “The
market is far from saturated.”
The second source of growth is repeat users. The third
is international expansion, first into the English-speaking
former Commonwealth nations, then to Germany and
other European countries. A fourth source of potential
growth is programs for companies focused on team
building. “It’s not a retreat and it’s not falling and trusting
someone to catch you,” says Mr. Patterson. “It’s a tough,
physical event that requires colleagues to help each other
finish. So a potential area of growth is programs with
discounts for corporations.”
If there is a limit to growth, it lies in preserving the
“Probably the Toughest Event on the Planet” reputation.
“We’re not going to create events that are open to
everyone,” says Mr. Patterson. “We have value and prestige
because our events are difficult to complete. There will be
no 10K courses designed to attract casual runners. That
would diminish the value of our brand. We want an edge
to our events — a bit of hostility.”
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Appendix: full survey results

Note: some percentages in the charts throughout this report may not add to 100% due to rounding,
or for questions where survey participants had the option to choose multiple responses. When
making comparisons to previous Deloitte surveys, which polled only companies with $50 million to
$1 billion in annual revenues, we excluded the 165 companies with less than $50 million in revenues.
All other findings draw on the entire pool of respondents.
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Entrepreneurism

How companies that view themselves as entrepreneurial differ from others
Our survey found that the 35 percent of executives who have identified their organizations as
having become more entrepreneurial report better results than less entrepreneurial companies.
Companies that
have become more
entrepreneurial

Companies that have
become less entrepreneurial
or stayed the same

24%

15%

Increased full-time headcount over last 12 months

44%

33%

Boosted workforce by over 10% in past year

20%

11%

Plan to boost their workforce by over 10% in coming year

12%

6%

Increased revenues over last 12 months

65%

54%

Beat last year’s revenue forecasts by over 5%

21%

10%

Expect next year’s revenue to grow by over 10%

56%

46%

Increased capital investment over last 12 months

36%

30%

Expect to increase capital investment over the next 12 months

38%

27%

Raised prices over the last 12 months

39%

38%

Expect to raise prices over the next 12 months

46%

36%

Experienced higher worker productivity over last 12 months

59%

40%

Expect higher worker productivity over next 12 months

58%

37%

Generated higher profit margins over the last 12 months

49%

34%

Expect higher profit margins over the next 12 months

58%

43%

Have become larger, with a more diverse product line

31%

22%

Have become larger, with a more diverse customer base

33%

25%

Have invested in sales and marketing

41%

34%

Economic outlook
Confident that the domestic market will continue to improve
Change in workforce

Change in revenues

Change in other company metrics

Actions since onset of recession in 2008

Why entrepreneurs matter

29

Please indicate whether you agree or disagree with the following.

I am encouraged to be entrepreneurial in my
organization.

Strongly agree
Agree
Neither disagree nor agree
Disagree
Strongly disagree

19.3%
42.8%
23.3%
12.1%
2.5%

The smaller the company, the more likely it is to
exhibit entrepreneurial tendencies.

Strongly agree
Agree
Neither disagree nor agree
Disagree
Strongly disagree
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20.3%
54.6%
17.3%
6.4%
1.4%

The complexity of large companies makes it
difficult for individuals to be entrepreneurial.

Strongly agree
Agree
Neither disagree nor agree
Disagree
Strongly disagree

9.4%
49.9%
22.7%
16.1%
2.0%

Any company, large or small, can behave in
entrepreneurial ways.

Strongly agree
Agree
Neither disagree nor agree
Disagree
Strongly disagree

21.5%
59.1%
13.0%
5.7%
0.8%

How is your company driving a more
entrepreneurial culture? (Select all that apply.)

In general, do you believe that...
(Select all that apply.)

Communications (for instance, celebration of
entrepreneurial successes)

Your generation is more entrepreneurial than your
parents’ generation
52.8%
52.8%

52.8%
52.8%
51.5%
51.5%
52.8%
52.8%
51.5%
51.5%
Formal or informal incentives encouraging
45.4%
45.4%
entrepreneurial behavior
51.5%
51.5%
45.4%
45.4%
31.0%
31.0%
45.4%
Tone from the C-suite
45.4%
31.0%
31.0%
17.9%
17.9%
31.0%
31.0%
Governance practices
that allow
entrepreneurial
17.9%
17.9%
courses5.2%
of action
5.2%
17.9%
17.9%
5.2%
5.2%
Other
5.2%
5.2%

Organizational structure

What is the main goal of your company’s
entrepreneurial actions?

44.3%
There is no difference between the generations in
terms of entrepreneurial tendencies
35.3%
The next generation after yours is (or will be) more
entrepreneurial than your generation
34.5%

Innovate around
existing products or services

39.7%

Discover and penetrate
new markets

23.6%

Enter or create new businesses

20.1%

Enhance capabilities in distribution,
supply chain or other operational areas

14.9%

Other

1.8%

Has there been a change in the entrepreneurial
nature of the company since you joined it?
Why has the level of entrepreneurialism in your company decreased?

.1%
35
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45
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%
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The company has become
more entrepreneurial
There has been no trend
either way
The company has become
less entrepreneurial
Don’t know

31.7%

19.8%
35.1%

16.8

%

14

45.9%
15.5%
3.5%

12

4.0

.9%

.9%

New senior executives are simply more risk-averse

Budget constraints have prevented investment
in new ventures or enhanced capabilities
Economic uncertainty incentivizes management to stick with the tried and true

New partners have joined the company — through
a merger, for instance — who are more risk-averse

%

A single existing product or service line has provided sufficient opportunities for growth
Other
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To what extent do you agree with these statements?

The U.S. economic environment is
accommodating to entrepreneurial
companies, regardless of size.

Strongly agree
Agree
Neither disagree nor agree
Disagree
Strongly disagree

3.4%
21.3%
32.4%
31.3%
11.7%

Of all the countries in the world, do you believe
that the U.S. is currently the best place for
entrepreneurs seeking to start a business?

The U.S. regulatory environment is
accommodating to entrepreneurial
companies, regardless of size.

Strongly agree
Agree
Neither disagree nor agree
Disagree
Strongly disagree

The U.S. tax environment is accommodating
to entrepreneurial companies, regardless of
size.

2.2%
14.6%
25.8%
39.3%
18.3%

Has the United States offered the most attractive environment
to entrepreneurs at some point in the past?

Yes
No
Don’t know

86.6%
Yes
No
Don’t know

59.1%
22.9%
18.1%

Strongly agree
Agree
Neither disagree nor agree
Disagree
Strongly disagree

5.4
8.1 %
%

Yes

No
Don’t know
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2.3%
13.5%
24.4%
39.0%
20.9%

59.1
22.9
18.1

41.6%
Denmark
4.7%
France
5.4%
Germany
15.4%
India
26.2%
Indonesia
8.1%
Israel
Which country or countries do you believe currently offer a more attractive
8.7%
environment for entrepreneurs than the U.S.? (Select all that apply.)
Japan

What are the top reasons that make the United
States less accommodating to entrepreneurs than it
used to be? (Choose three.)

7.4%
Mexico

Australia

12.8%

18.1%
Brazil
20.8%
Canada

U.S. tax environment has become more difficult
72.1%

Netherlands
5.4%

U.S. economic environment has deteriorated
65.1%

Poland

U.S. regulatory environment has become more difficult
65.1%

6.0%

28.2%

South Korea
9.4%

Tax environment in other countries is better than in the U.S.
33.3%

Denmark
4.7%

Russia

Regulatory environment in other countries is better than in the U.S.
27.9%

France

South Africa
2.0%

Economic environment in other countries is better than in the U.S.
25.6%

Spain
2.0%

Other

China
41.6%

4.7%

5.4%
Germany
15.4%

10.9%

Sweden

India

6.7%

26.2%

Switzerland

Indonesia

6.0%

8.1%
Taiwan

Israel

10.7%

8.7%

United Kingdom

Japan

6.7%

7.4%
Other

Mexico
12.8%

9.4%

Netherlands
5.4%
Poland
6.0%
South Korea
9.4%
Russia
4.7%
South Africa
2.0%
Spain
2.0%
Sweden
6.7%
Switzerland
6.0%
Taiwan
10.7%
United Kingdom
6.7%
Other
9.4%
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Success and growth

Which, if any, of the following actions has your
company taken since the onset of the economic
downturn in 2008? (Select all that apply.)

How did your actual revenue growth over the last
12 months compare to your projected growth for
this period?

What was your company’s primary growth strategy
over the past 24 months? What will it be over the
next 12 months? (Choose one each.)

We have undergone one or more rounds of layoffs/
cost cutting

Significantly outperformed forecast (in excess of 5% over)
14.4%

Mergers and acquisitions
17.5%
10.9%

40.0%
40.0%
40.0%
We have invested in sales and/or
marketing
40.0%
36.2%
40.0%
36.2%
40.0%
36.2%
We have attempted to shift the culture and outlook
36.2%
34.8%
of our employees
36.2%
34.8%
36.2%
34.8%
34.8%
We have become smaller30.2%
and more focused
34.8%
30.2%
34.8%
30.2%

Marginally outperformed forecast (up to 5% over)
28.2%
In line with forecast
25.5%
Marginally below forecast (up to 5% lower)
24.2%
Significantly below forecast (in excess of 5% lower)
7.5%

30.2%
27.6%
We have become larger, with a more diverse
30.2%
27.6%
30.2%
27.6%
customer base
27.6%
25.1%

N/A – we are a new business
0.2%

Strategic alliances and collaborative projects
10.0%
11.0%
Entry into new markets
18.1%
23.5%
Development of new products and services
25.3%
28.2%
Increased productivity
16.6%
17.8%

27.6%
25.1%
27.6%
25.1%
We have become larger,
with a more diverse
25.1%
product
line
5.2%
25.1%
5.2%
25.1%
5.2%

Strengthen management team
9.7%
6.8%

Other 5.2%
5.2%
5.2%

Other
2.9%
1.8%

Last 24 months
Next 12 months

What are the greatest contributors to your
company’s success? (Choose up to three.)

What is your business’ projected percentage
revenue growth over the next 12 months?

What are your company’s main obstacles to
growth? (Choose up to three.)

Dedicated/committed work force

50% or greater
1.7%

Uncertain economic outlook

Ongoing investment in technology and people
29.8%

40% – 50%
1.7%

Weak market demand

High level of productivity
28.1%

30% – 40%
2.5%

Cost of raw materials and input costs (including energy)
23.8%

Creation of products with high market demand
26.2%

20% – 30%
11.4%

Health care costs

Exceptional management team and succession process
24.4%

10% – 20%

Founder’s vision and leadership skills
23.9%

0% – 10%

Strategic mergers and acquisitions
19.9%

-10% – 0%
3.7%

Entrepreneurial culture
14.7%

-10% or below
0.9%

59.4%

Other
3.5%
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50.3%
34.2%

19.5%
Increased regulatory compliance
18.7%

33.3%
44.9%

Cost of keeping up with technological advances
17.9%
Budget cuts by government (federal, state, local)
13.5%

Please rank your top three priorities for the next 12 months in terms of business strategies.

Mindshare *
Organic growth within existing markets

145

Reducing costs / improving margins

126

Introducing new products or services

111

Expanding into new markets

104

Increasing cash flow

92

Increasing productivity

77

Reducing debt levels

74

Growing by acquisition

66

Raising new capital

42

Recruiting

25

Renegotiating current financing facilities

22

Raising dividends or share buy backs

17

Disposing of assets

11

* Mindshare: Additive score where for each response category, the percentage value of all “first” ranks are
multiplied by 500, the percentage value of all “second” ranks are multiplied by 300 and the percentage
value of all “third” ranks is multiplied by 100. This is done to attribute higher relative importance to response
categories that are ranked first by a respondent, compared to those ranked second and third.
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Are the following key metrics of your business up, about the same, or down over the last 12 months?
September 2012

March 2012

Capital investment

Capital investment
31.4%

29.5%

10.4%

15.5%
58.1%

54.9%

Cash balances

Cash balances
32.8%

28.0%

15.2%

15.7%
52.0%

56.3%

Debt ratios

Debt ratios
10.0%

15.9%
20.3%

24.9%
65.2%
Full-time headcount

63.8%
Full-time headcount

40.0%

31.8%

22.1%

23.3%
37.9%

44.9%

Input prices

Input prices
29.3%

36.9%

8.0%

3.8%
62.7%

Prices you charge for goods/services

59.3%
Prices you charge for goods/services

37.9%

40.0%

8.9%

8.1%
53.2%

Productivity

51.9%
Productivity

45.4%

39.6%

5.2%

8.1%
49.4%

Profits

52.3%
Profits

39.0%

39.8%

20.1%

24.1%
41.0%

36.2%

Gross profit margin

Gross profit margin
35.7%

29.5%
24.4%

20.4%
43.9%

46.0%

Revenues

Revenues
51.5%

50.2%

16.9%

18.2%
31.6%

Up
Down
No change
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31.6%
Up
Down
No change

Do you expect these same key metrics of your business to go up, stay the same or go down over the next 12 months?
September 2012

March 2012

Capital investment

Capital investment
31.0%

32.8%

8.0%

9.8%
61.0%

57.4%

Cash balances

Cash balances
33.9%

35.2%

6.6%

10.2%
59.5%

54.5%

Debt ratios

Debt ratios
9.8%

13.8%
18.8%

21.5%
68.7%
Full-time headcount

67.4%
Full-time headcount

36.0%

37.7%

11.7%

10.6%
52.3%

51.7%

Input prices

Input prices
28.8%

34.5%

4.9%

4.2%
66.3%

Prices you charge for goods/services

61.4%
Prices you charge for goods/services

39.3%

40.7%

4.9%

6.8%
55.8%

Productivity

52.5%
Productivity

43.9%

45.1%

2.6%

2.7%
53.5%

Profits

52.3%
Profits

47.9%

52.3%

8.7%

11.2%
43.4%

36.6%

Gross profit margin

Gross profit margin
44.5%

39.2%

8.3%

13.4%
47.2%

47.3%

Revenues

Revenues
57.2%
8.0%

57.8%
8.7%

34.8%
Up
Down
No change

33.5%
Up
Down
No change
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Emerging markets

What proportion of revenues comes from outside the United States? What will the proportion be in the next 12 months?
September 2012

March 2012

None
None

38.7%
38.7%
37.7%
37.7%

Up to 25%
Up to 25%

30.2%
30.2%
31.0%
31.0%

None
None

Up to 25%
Up to 25%

26% to 40%
26% to 40%
11.8%
11.8%
10.7%
10.7%

26% to 40%
26% to 40%
11.4%
11.8%
13.4%
10.7%

41% to 55%
41% to 55%
4.8%
4.8%
6.0%
6.0%

41% to 55%
41% to 55%
5.5%
4.8%
8.3%
6.0%

56% to 70%
56% to 70%
3.4%
3.4%
4.1%
4.1%

56% to 70%
56% to 70%
3.4%
3.4%
3.6%
4.1%

71% to 85%
71% to 85%
2.0%
2.0%
1.8%
1.8%

71% to 85%
71% to 85%
2.8%
2.0%
2.7%
1.8%

86% to 100%
86% to 100%
3.8%
3.8%
1.7%
1.7%

86% to 100%
86% to 100%
1.7%
3.8%
2.1%
1.7%

Don’t know/Not sure
Don’t know/Not sure
5.4%
5.4%
6.9%
6.9%

Don’t know/Not sure
Don’t know/Not sure
1.5%
5.4%
1.9%
6.9%

Now
Now
Next 12 months
Next 12 months
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Now
Now
Next 12 months
Next 12 months

38.6%
38.7%
38.3%
37.7%
35.0%
30.2%
29.7%
31.0%

Do you currently export products and/or services to
emerging markets (i.e., Brazil, Russia, India, China,
Mexico, Indonesia, or Turkey)?

What is the main challenge you face when
exporting your products and/or services to
emerging markets?

If your company does not currently export to
emerging markets, what is the greatest deterrent
to doing so?

Being able to price products/services competitively
24.1%

Being able to price products/services competitively
5.3%

Logistical problems

Logistical problems
17.7%

Yes
No
Don’t know

31.1%
66.9%
2.0%

13.8%

Regulatory restrictions abroad
17.2%

Regulatory restrictions abroad
14.7%

Establishing foreign networks or contacts
15.8%

Establishing foreign networks or contacts
9.6%

Language/cultural differences
9.4%

Language/cultural differences
1.8%

A lack of knowledge of foreign markets
7.4%

A lack of knowledge of foreign markets
9.2%

A lack of demand
2.0%

A lack of demand

Currency issues
1.5%

Currency issues
2.1%

Other

Other
4.9%

23.2%

20.4%
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The business environment

How would you generally rate current market
sentiment among your customers and business
associates?

The level of uncertainty in terms of factors that
drive future business prospects (e.g., taxes,
regulations, credit availability, and the economic
outlook) is:

Largely negative impact
10.4%

Much higher than one year ago
12.1%
9.8%
24.8%

Slightly negative impact
33.9%
No impact

Higher than one year ago

Confident that the domestic market
will continue to improve

33.6%
31.4%
39.3%
18.4%

Tentative, but an improvement
on last year

47.2%

Neutral

17.3%

Negative sentiment and concerns
over economic contraction

17.0%

About the same as one year ago
41.4%
45.3%
26.8%
Lower than one year ago
10.6%
12.7%
8.1%
Much lower than one year ago
2.3%
1.0%
1.0%

September 2012
March 2012
September 2011
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How is the uncertainty surrounding the 2012
presidential election affecting your business?

46.0%
Slightly positive impact
3.1%
Largely positive impact
0.6%
Other
0.9%
Don’t know
5.1%

Which geographic market represents the best
opportunity for significant growth for your
business?

Which of the following measures by the U.S.
government would most help U.S. businesses,
regardless of size, to grow in the next year?
(Choose up to three.)

United States
64.7%
Canada
4.5%
United Kingdom
1.2%
Western Europe, excluding United Kingdom
3.8%
Eastern Europe, excluding Russia
0.8%
Northern Europe
0.6%
South America, excluding Brazil
2.5%
Middle East
1.8%
Asia Pacific, excluding China and India
6.6%
Africa
0.6%

Reducing corporate tax rates
50.5%
Keeping interest rates low
43.9%
Rolling back health care reform
41.9%
Easing bank lending practices
18.4%
Supporting increased infrastructure investment
23.3%
Stimulating private consumption
24.2%
Protecting U.S. firms better from global competition
19.8%
Easing immigration restrictions
4.9%
Subsidizing vocational and other skills training and development
9.5%
Passing currently pending free trade agreements
6.3%

India
0.8%

Relaxing export/import regulations
7.8%

China
8.3%
Russia
0.0%

Other
2.9%

Brazil
2.2%
Other
1.7%
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Workforce/hiring

Over the past year, the number of full-time
employees at my company has:

In the next year, the number of full-time employees
at my company will most likely:

Increased by more than 10%
14.1%

Increased by more than 10%
8.0%

Increased by 5-10%

Increased by 5-10%
17.8%

16.0%

Increased by up to 5%

Increased by up to 5%
18.9%

Remained unchanged

28.2%
Remained unchanged

23.8%

36.7%

Decreased, but by less than 5%
12.4%

Decreased, but by less than 5%
6.6%

Decreased by 5-10%
9.1%

Decreased by 5-10%
3.4%

Decreased by more than 10%
4.0%

Decreased by more than 10%
1.2%

Which sector of the U.S. economy do you believe
will create the most new jobs over the next year?

Largest public companies (i.e., S&P 500)
Largest public
5.8%companies (i.e., S&P 500)
Largest public
5.8%companies (i.e., S&P 500)
Smaller public
5.8%companies (i.e., Russell 2000)
Smaller public companies
14.3%(i.e., Russell 2000)
Smaller public companies
14.3%(i.e., Russell 2000)
Large privately held companies
(Over
(over $500m in annual revenues)
14.3%
Large privately
held companies (over $500m in annual revenues)
revenues)
7.4%
Large privately
held companies (over $500m in annual revenues)
7.4%
Mid-sized privately
7.4% held companies ($10m to $500m in annual revenues)
Mid-sized privately held
held companies
companies ($10m
($10m to
to $500m
$500m
in annual revenues)
in
36.7%
Mid-sized
privately held companies ($10m to $500m
annual
revenues)
36.7%in annual revenues)
Small businesses
36.7%
Small businesses
29.3%
Small businesses
29.3%
Startups
29.3%
Startups
2.0%
Startups
2.0%
Federal,
state and/or local governments
2.0%
Federal,4.0%
state and/or local governments
Federal,4.0%
state and/or local governments
Other 4.0%
Other
0.6%
Other
0.6%
0.6%
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Financing

How is your financing mix likely to change during
the next 12 months? (Select all that apply.)

Which best describes your current cash position?

More self-financing / less external financing
14.7%
Extend maturity or seek better terms on bank debt
6.0%
Seek privately placed debt with longer terms
4.5%
Take on private equity
4.0%

We are actively stockpiling and
retaining cash within the business

Conduct an IPO
1.4%

42.6%

Less than at the same time last year,
but enough to get by

Our financing mix is unlikely to change
49.1%
Other
1.4%
Don’t know
23.3%

19.3%
Monitoring our cash position daily
and making decisions as needed

34.4%

Struggling — stretching our credit terms
and deferring expenditure
to keep within facilities

3.1%

Insufficient to fund the business

0.6%

Which best describes the most likely source of cash
for working capital in the next 12 months?

Which best describes the most likely source of cash
for development in the next 12 months?

Cash generated from the business

Cash generated from the business
73.9%

69.9%

Private equity
8.1%

Private equity
9.5%

Bank loan
6.3%

Bank loan
8.6%

Existing shareholders
4.1%

Existing shareholders
3.2%

Venture capital
3.7%

Venture capital
4.6%

Government grants
1.7%

Government grants
1.7%

Family and friends
0.8%

Family and friends
1.1%

Angel investors
0.5%

Angel investors
0.3%

Government guarantee/lending program
0.5%

Government guarantee/lending program
0.6%

Peer to Peer lending
0.3%

Peer to Peer lending
0.5%

Increasing overdraft facility
0.2%

Increasing overdraft facility
0.0%
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Regulatory compliance

For each of the following, please indicate how the costs of regulatory compliance will change for your business in the next year.

Economic
0.5%

September 2012
March 2012

Environmental

6.4%
Economic

29.0%

5.5%

30.7%

9.4%
Environmental
6.4%
Economic
8.9%
5.5%

50.9%
47.9%

25.5%
29.0%

52.5%
50.9%

Costs will rise sharply
Costs will rise slightly
31.9%

Costs will be the same
31.1%

Costs will rise sharply

Costs will be the same

Costs will drop slightly

31.1%
38.1%
Costs will be the same
31.1%
Costs will be the same
38.1%
Costs will be the same
31.1%
Costs will be the same
38.1%
Costs will be the same
31.1%
Costs will be the same
38.1%
Costs will be the same

Costs will rise sharply
Costs will rise slightly
31.9%
5.8%
Affordable
Care Act/Health 26.8%
Care Reform
Costs will rise sharply
Costs will rise slightly
27.5%

Costs will be the same
31.1%
Costs will be the same
38.1%

Costs will rise sharply
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48.6%

9.5%2.5%
3.2%
2.2% 0.5%
9.8%
0.2%
0.3%
2.1%
11.2%
4.9%
1.5%
0.2%2.8% 2.5%
0.6%
0.5%
3.8%
3.8% 8.7%
4.7%
2.1% 0.5%
9.5%
3.2% 2.5%
0.5%
2.2%1.3%
3.2%
9.8%
4.0%
8.4%
0.2%
0.3%
2.1%
11.2%
4.9%
1.5%
0.2%
2.8% 2.5%
0.6%
46.8%48.6%
4.5%
7.2%
0.5% 1.2%
3.8%
52.5%
8.7%
45.6%
3.8%
4.7%
0.4%
50.9%
2.1% 0.5%
9.5%2.5%
3.2%
44.1%
5.4%
25.5%
4.9%
0.5%
2.2%1.3%
3.2%
44.7%
9.8%
54.5%
4.0%
8.4%
0.2%
0.3%
47.9%
2.1%
11.2%
52.2%
4.9%
1.5%
22.9%
5.5%
0.2%2.8% 4.7%
2.5%
48.6%
0.6%
46.8%
4.5%
7.2%
0.5% 1.3%
3.8%3.8%
1.2%
52.5%
8.7%
45.6%
4.7%
Costs will 50.9%
drop slightly
Costs will drop sharply
Not applicable
0.4%
2.1%
9.5%2.5%
0.5%
3.2%
44.1% 25.5%
0.5%
2.2%
5.4%
4.9%
1.3%
3.2%
44.7%
9.8%
54.5%
4.0%
8.4%
0.2%
Costs will
drop slightly
Costs will drop sharply
Not applicable
0.3%
47.9%
2.1%
11.2%
52.2%
4.9%
1.5%
4.7%
22.9%
5.5%
0.2%
2.5%
0.5% 2.8%7.2%
46.8%48.6%
4.5%
0.6%
1.3%
3.8%3.8%
52.5%
8.7%
1.2%
45.6% Costs will drop sharply 2.1%
4.7%
9.5%
Costs will50.9%
drop slightly
Not applicable
0.4%
0.5%
3.2% 2.5%
44.1% 25.5%
5.4%
4.9%
0.5%
2.2%1.3%
3.2%
44.7%
9.8%
54.5%
4.0%
8.4%
0.2%
Costs will drop slightly
Costs will drop sharply
Not applicable
0.3%
0.2%
52.2%
4.9%
4.7%
22.9%
5.5%
1.5%
2.8%7.2%
2.5%
48.6%
46.8%
4.5%
3.8%
52.5%
8.7%
1.3%
1.2% 4.7%
45.6%
3.8%
Costs will drop slightly
Costs will drop sharply
Not applicable
0.4%
0.5%
3.2% 5.4%
2.5%
44.1% 25.5%
4.9%
0.5%
2.2%
1.3%
0.3%
54.5%
4.0%
8.4%
Costs will
drop slightly
Costs will drop sharply
Not applicable
0.2%
52.2%
4.9%
4.7%
22.9%
5.5%
2.8% 2.5%
48.6%
46.8%
4.5%
7.2%
1.3%
1.2% 4.7%
45.6% Costs will drop sharply
Costs will drop slightly
Not 3.8%
applicable
0.4%0.5%
0.5%
2.2%
25.5%
4.9% 1.3%5.4%
54.5%
4.0%
8.4%
Costs will
drop slightly
Costs will drop sharply
Not applicable
52.2%
4.9%
4.7%
22.9%
5.5%
46.8%
4.5% 1.3%
7.2%
1.2%
Costs will drop slightly
Costs will drop sharply
Not
applicable
0.5%
0.4%
5.4%
25.5%
4.9%
54.5%
4.0%
8.4%
Costs will drop slightly
Costs will drop sharply
Not applicable
4.7%
22.9%
5.5%
1.2%
1.3%
Costs will drop slightly
Costs will drop sharply
Not applicable
5.4%
25.5%
4.9%

31.1%
Costs will be the same
38.1%

March 2012

9.8%
0.3%
11.2%
1.5%
0.2%
2.8%
2.5%
0.6%
0.5% 8.7%
3.8%

3.2%

2.1%

44.1%
44.7%
47.9%
52.2%
48.6%
52.5%
45.6%
50.9%
44.1%
44.7%
54.5%
47.9%
52.2%

31.9%
Affordable Care Act/Health Care Reform
5.8%
26.8%
Costs
rise sharply
Costs31.9%
will rise slightly
8.4% will
Homeland
Security
27.5%
Affordable Care Act/Health
6.3%Care Reform
34.8%

September 2012

11.2%
0.2%
0.6%
0.5% 8.7%
3.8%
2.1%
9.5%

44.7%
47.9%

September 2012

9.5%

2.1%

52.5%
50.9%

31.8%
30.7%

9.2%
34.5%
Tax Compliance
9.4%
25.5%
Environmental
6.4%
29.0%
7.8%
40.3%
Economic
March 2012
8.9%
31.8%
5.5%
30.7%
8.4%
31.9%
Occupational Health & Safety
9.2%
34.5%
Tax Compliance
9.4%
25.5% 34.8%
9.7%
Environmental
6.4%
29.0%
7.8%
40.3%
Economic
Tax Compliance
8.9%
31.8%
5.8%
26.8%
Homeland
Security
5.5%
30.7%31.9%
8.4%
Occupational Health & Safety
September 2012
9.2%
34.5%
6.3%
34.8%
Tax Compliance
9.4%
25.5%
9.7%
34.8%
Environmental
6.4%
29.0%
7.8%
40.3%
March 2012
Economic
31.9%
Affordable
Reform
8.9% Care Act/Health Care
5.8%
26.8% 31.8%
Homeland
Security
5.5%
30.7%31.9%
8.4%
Occupational Health27.5%
& Safety
9.2%
34.5%
34.8%
Tax6.3%
Compliance
9.4%
25.5% 34.8%
9.7%
Environmental
Costs will rise sharply
Costs
slightly
29.0%will rise
Occupational Health & 6.4%
Safety
7.8%
40.3%
Economic
31.9%
Affordable
Care Act/Health Care Reform
8.9%
31.8%
5.8%
26.8%
Costs will
rise sharply
Costs will rise slightly
Homeland
Security
5.5%
30.7%31.9%
8.4%
September 2012
Occupational Health27.5%
& Safety
9.2%
34.5%
6.3%
34.8%
Tax Compliance
9.4%
25.5% 34.8%
March 2012
9.7%
6.4%
29.0%
Costs
will rise sharply
Costs will rise
slightly
Environmental
7.8%
40.3%
31.9%
Affordable
Care
Act/Health
Care
Reform
8.9%
31.8%
5.8%
26.8%
Costs will
rise sharply
Costs will rise slightly
Homeland
Security
8.4%
31.9%
27.5%
Occupational Health & Safety
9.2%
34.5%
6.3%
34.8%
9.4%
25.5%
Homeland Security Tax Compliance
9.7%
34.8%
Costs
will rise sharply
Costs will rise
slightly
7.8%
40.3%
31.9%
Affordable Care Act/Health Care Reform
September 2012
5.8%
26.8%
Costs will
rise sharply
Costs will rise slightly
Homeland
Security
8.4%
31.9%
9.2%
34.5%
Occupational
Health27.5%
& Safety
March 2012
6.3%
34.8%
9.7%
34.8%
Costs
will rise sharply
Costs will rise
slightly

2.1%
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Costs will rise slightly
Costs will rise slightly

Costs will be the same

Costs will drop slightly

Costs will drop sharply
Costs will drop sharply

2.1%

3.2%

Not applicable
Not applicable

Public vs. private

What is your company’s current ownership structure? (Please choose one.)

Privately held, and
unlikely to go public
within the next
12 months

Privately held,
but likely to go public
within the next
12 months

Privately held,
but likely to go public
sometime after the
next 12 months

Public,
but held by a small
number of owners

Public,
and broadly held

September 2012

71.9%

1.8%

4.9%

6.3%

15.0%

March 2012

64.8%

6.8%

5.9%

6.6%

15.9%

September 2011

64.7%

7.8%

6.1%

7.8%

13.7%

What factors influence your company’s decision to
remain private for now? (Select all that apply.)

What factors influence your company’s decision to
be or go public? (Select all that apply.)

Desire for control and/or flexibility in decision-making
69.3%
64.6%
65.7%

0%
Being public can broaden the exposure of our brand
and products
Being
public can broaden the exposure of our brand and products
37.7%
More than 0% but less than 10%
40.9%
12.6%
43.4%
10% or more, but less than 50%
Need capital to fuel growth
6.3%
34.4%
50%
43.5%
2.8%
24.8%

Desire to keep financial information private
26.7%
29.8%
35.7%
We are too small to consider going public
24.7%
27.2%
22.2%
We would prefer to tap private funding sources
13.9%
15.5%
15.0%
Burden of regulatory requirements
13.0%
21.9%
32.1%
Operational requirements of the shift are burdensome
8.3%
12.3%
15.0%
Other
7.0%
10.2%
8.2%

September 2012
March 2012
September 2011

Desire to provide liquidity for owners
25.7%
26.3%
32.7%
Cost-effectiveness of equity capital
23.5%
33.9%
31.9%
Looking to cash out
9.8%
12.9%
2.7%

How would you rate the possibility that your
company will go public within the next 24 months?

58.1%

More than 50%, less than 90%
2.0%
Over 90% but not 100%
0.2%
100%
0.3%
N/A – we are already a public company
17.8%

Investment banking relationship
9.3%
11.3%
13.3%
Other
12.0%
6.5%
9.7%

September 2012
March 2012
September 2011
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Mergers and acquisitions

How likely is it that your company will participate
in a merger or acquisition in the coming year as an
acquirer?

Very likely
Very likely

10.7%

18.4%
10.7%
10.9%
18.4%
Quite likely 10.9%
18.9%
Quite likely
23.7%
18.9% 24.4%
23.7%
Not likely
24.4%
21.2%
Not likely
24.1%
21.2% 25.3%
24.1%
Highly unlikely
25.3%
23.2%
Highly unlikely
22.3%
23.2%
23.8%
22.3%
We are not looking, but would
23.8%consider a deal
21.9%
We are not looking,
8.0% but would consider a deal
21.9%
9.7%
8.0%
Don’t know
9.7%
4.1%
Don’t know
3.6%
4.1%5.9%
3.6%
5.9%
September 2012

How likely is it that your company will participate
in a merger or acquisition in the coming year as a
merger target?

Very likely
2.0%
Very likely
6.4%
2.7% 10.7%

Direct competitor from the United States
42.8%
37.1%
46.0%

18.4%
Quite likely 10.9%
5.8%
Quite likely
12.9%
18.9%
11.8%
23.7%
Not likely
24.4%
Not likely

Highly unlikely
Highly unlikely

21.2%
24.1%
25.3%

Domestic business partner
21.0%
16.7%
19.0%
30.4%
32.4%
33.2%
39.1%
37.7%
38.5%

23.2%
22.3%
We are not looking, but would
23.8%consider a deal
17.2%
We are not 6.4%
looking, but would consider a deal
21.9%
7.1%
8.0%
Don’t know
9.7%
5.5%
Don’t know
4.2%
4.1%6.7%
3.6%
5.9%
September 2012

March 2012
October 2012
September 2011
March 2012

March 2012
October 2012
September 2011
March 2012

September 2011

September 2011

If you participate in a merger or acquisition, which
of the following entities is most likely to be the
counter-party? (Choose up to two.)

Private equity firm
10.4%
13.6%
9.0%
Direct competitor from overseas
7.7%
10.6%
18.0%
Domestic company seeking to enter our business
6.9%
Very likely
10.8%
10.7%
9.0%
18.4%
10.9%
Foreign business
partner
4.5%
Quite likely
8.5%
18.9%
7.0%
23.7%
24.4%
Other private investor
3.5%
Not likely
9.1%
21.2%
4.0%
24.1%
Foreign company seeking to25.3%
enter our business
2.5%
Highly unlikely
8.1%
23.2%
4.0%
22.3%
23.8%
Other
0.9%
We are not looking, but would consider a deal
0.8%
21.9%
1.0%
8.0%
We do not9.7%
expect to be involved in a merger
Don’t know
4.1%
3.6%
5.9%
October 2012
October
March 2012
September
March
2012 2011
September 2011
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23.2%
23.9%
22.0%

Survey respondent demographics

What best describes your position within the
business?

What are the annual revenues of your business?

Which industry best describes your business?

Owner/Partner
5.4%

$10 million to $49 million

Aerospace & Defense
3.5%

Board member
0.3%

$50 million to $99 million
13.5%

Automotive
3.8%

CEO
1.2%

$100 million to $249 million
11.8%

Banking & Securities
4.3%

President
1.2%

$250 million to $499 million

CFO

$500 million to $749 million
12.7%

Construction/Engineering
5.1%

$750 million to $1 billion

Consumer Products
7.2%

25.3%

24.1%

4.1%
CIO
1.2%

12.6%

Business/Professional Services
9.1%

COO
0.9%

Health Care Providers
3.8%

Other C level
2.0%

Health Plans
0.0%

SVP/VP/Director

Insurance
4.0%

25.0%
Head of business unit
6.9%

Life Sciences
1.7%

Head of department

Media & Entertainment
3.4%

16.1%
Manager

Oil & Gas
1.5%

35.6%

Power & Utilities
1.4%
Private Equity, Hedge Funds, Mutual Funds
0.6%
Process & Industrial Products
4.9%

Approximately how many full-time staff are
employed by your business?

Is your company public or private?

Fewer than 50
9.1%

Public

50 - 99

Private – Closely held (non-family)

Retail & Distribution
7.7%

20.3%

10.1%

Real Estate
2.2%

Technology
7.7%

27.0%

100 - 199

Private – Family owned
10.9%

27.0%

200 - 499
17.8%
500 - 999

Private – Private equity backed
17.2%
Private – Venture capital backed
6.9%

15.6%
1,000 - 2,999

Other
21.9%

1.7%

Telecommunications
2.0%
Transportation
3.4%
Travel, Hospitality, and Leisure
4.3%
Other
18.6%

3,000 or more
14.6%
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How many generations removed from the founder
of the company is your company’s current CEO?

What is your age?

What is your gender?

Under 25
0.2%
25-34

Female
27.6%

8.3%
35-44
19.2%

Male
72.4%

45-54
31.1%
The current CEO is the founder

27.8%

55-64
34.5%

Current CEO is the first
since the founder

16.0%

65+
6.8%

Current CEO is the second
since the founder

14.1%

Current CEO is the third or more
since the founder

34.2%

Don’t know

8.0%

Please select your U.S. headquarters state from the following list.
(Number of respondents shown.)

ME
2

WA
15
OR
6

MT
3

ND
1

UT
10

CA
58
AZ
7

CO
12

IL
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IN
11

VA
14
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