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Middle market businesses are facing a pretty bleak 
outlook over the rest of this year. That comes across 
clearly in this quarter’s UK MMBI, which dropped from 
134.9 to 120.9. The index does not suggest that the 
middle market is on the brink of a recession, however. 
In fact, we think that growth is likely to slow to a crawl 
for most of the year rather than fall. As such, the UK 
economy as a whole should avoid a recession in 2022. 

That said, this year’s economic conditions will be 
challenging for the middle market. Surging inflation will 
continue to push up the cost of everything, from energy to 
raw materials and intermediate goods. At the same time, a 

record-breaking squeeze on UK households’ real incomes 
will dampen demand for the goods and services middle 
market firms provide, especially among the lower-income 
consumers who will be hardest hit by soaring energy and 
food prices. What’s more, a weakening global economy will 
reduce demand for exports. 

All this will restrict the ability of middle market businesses 
to pass on increases in their own costs to their customers. 
And, to top it off, a drop in exports from Russia and 
Ukraine, combined with further coronavirus-related 
shutdowns in China, are likely to spark another supply 
chain crisis that will push up business costs even more. 

Although we do not expect a recession, we think that 
the economy may only be 1% bigger in 2023 than it was 
in 2019, before the pandemic. That means the economy 
will probably be about 6% smaller in 2023 than if it had 
continued to grow at its ten-year average of around 2%. 

On a more positive note, inflation should fall back sharply 
in the second half of 2023. That will set the stage for 
a rebound in real earnings and more robust economic 
growth in the second half of 2023 and into 2024. 

Tom Pugh 
RSM UK Economist

A word from our Economist

Welcome to the MMBI
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The RSM UK Middle Market Business Index 
(MMBI) has fallen dramatically – from 
134.9 in the first quarter of 2022, to 120.9 
in the second quarter. It’s the clearest 
signal yet of the damaging effects on the 
middle market from the war in Ukraine, 
surging inflation, struggling supply chains 
and weakening demand. 

However, at well above 100 the MMBI 
still suggests that many middle market 
businesses remain optimistic. The forward-
looking aspects of the survey show that, 
while businesses are less optimistic than 
they were in Q1, most still expect key 
metrics, such as revenue and profits, to 
improve over the next six months.

The MMBI
Headline Chart

Challenges combine to create tough conditions
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The Middle Market Business Index



The sharp deterioration in economic conditions 
over the last three months is clearly the issue 
that’s worrying middle market firms the 
most in this second quarter. Half of firms said 
the economy had weakened in Q2, and the 
percentage of firms saying they expect the 
economy to improve over the next six months 
slumped by a whopping 21 points (from 63% 
in Q1 to 42% in Q2) – by far the largest decline 
among index components.

While we expect the UK economy to narrowly 
avoid a recession over the next year, economic 
growth is still likely to be almost non-existent 
over the rest of this year. And it won’t take 
much to push the UK into a small recession in 
either the second half of 2022 or the first half 
of 2023. Another jump in inflation, a further 
collapse in consumer confidence or another 
supply chain crisis could each be enough on 
their own to tip the balance.

 

Indeed, surging inflation will cause the 
largest ever slump in households’ real 
disposable income, of around 2.5% this 
year compared to 2021. This will feed into 
weaker consumer spending in 2022 and 
2023. Whether the UK manages to avoid a 
technical recession or not, the big picture is 
that the UK economy is unlikely to be much 
bigger in 2023 than it was in 2019. 

This weaker economic outlook was reflected 
in a drop in the proportion of middle market 
businesses saying their revenue had 
increased in the current quarter (from 50% in 
Q1 to 35% in Q2). There was a smaller, but still 
significant, drop in growth expectations over 
the next six months (from 68% to 59%). 

More optimistically, 42% of businesses said 
they managed to increase profits in the 
current quarter, and 54% said they expect to 
increase profits over the next six months.

Economic Performance

Recession risk greatest 
concern for middle market 
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UK Economy Performance
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Prices
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The 54% increase in the energy price cap from April, 
combined with high oil prices and surging costs for most 
raw materials, pretty much ensures that CPI inflation 
will stay around 9% in Q2. A further rise in the energy 
price cap in October means inflation will probably peak at 
about 10% in Q4, the highest rate in more than 40 years. 
Inflation will then remain high for the first half of 2023, 
before falling sharply. 

That being the case, it’s no surprise that 64% of firms 
said they are paying more for their inputs now than in the 
previous quarter, and 59% of firms expect to pay more in 
the next six months. 

However, only 40% of firms said they were able to 
increase the prices they charged to their customers in Q2, 
down from 49% in Q1. 
 
To maintain profit margins, middle market firms unable 
to pass on cost increases will have to either reduce their 
controllable expenditure, or delay or downsize their 
investment decisions. They may also have to reduce their 
spending on productivity-enhancing activities or attempt 
to create other areas of competitive advantage. All this, 
while trying to do more with less available cash. 

There is also a very real risk of a repeat of the supply 
chain crisis that rocked the economy last summer and 
caused the prices of many intermediate goods to soar, 
along with associated shipping costs and delivery lead 
times. Coronavirus-related shutdowns of major factories 
and ports in China, combined with a sharp reduction in 
exports from Russia and Ukraine, suggest that there is 
likely to be a shortage of goods and materials over the 
summer, which could cause goods and shipping prices 
to rise again. Our next RSM UK MMBI topical survey will 
focus on the supply chain and will be released in July.

Little sign of price pressures easing

There is also a very real risk 
of a repeat of the supply 
chain crisis that rocked the 
economy last summer and 
caused the prices of many 
intermediate goods to soar



Recruitment and Pay
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While the labour market was exceptionally 
tight in Q1, the Q2 MMBI report gives us the 
first signs that the deteriorating economic 
outlook is leading middle market firms to 
reassess their hiring needs. Just 41% said they 
were increasing recruitment, down from 52% 
in Q1, and there was a nine-point drop to 54% 
in the percentage of businesses that plan to 
recruit more staff over the next six months. 

The story is similar when we look at pay 
growth. The proportion of firms saying they 
had increased remuneration in Q2 dropped six 
points to 42%, but there was a larger 11-point 
fall in the proportion of businesses planning 
to increase pay in the next two quarters. 
Admittedly, this still left 50% of firms 
intending to raise pay, but competition for 
labour seems to be waning in some sectors 
and that might alleviate wage growth inflation.

This makes sense, because if businesses 
expect the economy to grow at a significantly 
slower pace than they did previously, it 
stands to reason that their demand for labour 
will also fall. But the evolution of the labour 
market over the rest of this year is also crucial 
to the outlook for interest rates. 

One reason that the Bank of England has 
been raising interest rates this year is because 
the tightness of the labour market has been 
driving wages above the level that the Bank 
feels is consistent with its 2% inflation target. 
The Bank is worried about a classic ‘wage-
price spiral’, in which fast wage growth causes 
firms to raise prices to recoup their costs, 
thereby causing workers to demand higher 
wages and so on. A cooler labour market will 
help us to avoid a damaging recession because 
it will reduce the need for the Bank of England 
to raise interest rates over the next year. 

To be clear, we do not expect unemployment 
to surge. The labour market will remain 
reasonably tight for the next few years, 
especially in sectors that have previously 
employed a higher proportion of workers 
from the EU. And a majority of middle market 
businesses still plan to do more recruitment in 
the second half of this year. But a reduction in 
some of the excess demand for labour will take 
a bit of the heat out of a red-hot labour market.

First signs of a cooling labour market 

Employee Remuneration
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Investment
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There was a concerning drop in the 
proportion of firms saying they were 
increasing capital expenditure, from 
51% in Q1 to 38%. And the percentage 
of businesses expecting to invest more 
over the next six months dropped to 
55%, its lowest reading in the RSM UK’s 
MMBI history. 

This is understandable. After all, why 
increase investment in extra production 
capacity when demand looks like it will 
be weak for the next year or longer? 
However, the MMBI Q2 data has clearly 
shown the difficulty middle market 
businesses are having in passing on the 
increase in their own costs. That’s why, 
during times of rising prices, productivity 
can be the difference between stable 
and thinning margins.

From our vantage point, given the longer-
term challenges around UK productivity, 
one of the most important things that 
the middle market can do to thrive over 
the next few years and beyond is invest 
in productivity-enhancing equipment, 

software and intellectual property. This 
will support greater efficiency, lower 
costs and develop better, competitively 
advantageous products. 

This reduction in capital expenditure, 
along with rising interest rates, probably 
explains why there was a drop to 
39% (from 42%) in the number of 
respondents planning to borrow more 
in the next six months. However, with 
inflation set to average 9% in 2022 and 
6% in 2023, real interest rates will remain 
negative for a long time yet, and in reality 
this will create an environment that’s 
conducive to borrowing for investment. 

Lastly, the proportion of businesses 
looking to increase inventory over the 
next six months fell to just 47%, the 
lowest level in RSM UK MMBI history. 
Even so, the middle market should 
continue to insulate itself as much as 
possible from further supply chain 
shocks. We expect that inventory stock 
building will be part of the middle market 
growth story in the near term.

Now is not the time to reduce 
productive investments
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The RSM UK MMBI shows that the UK middle 
market is concerned about the immediate 
economic outlook, that price pressures aren’t 
yet easing and that margins are potentially 
being squeezed. These factors are unlikely 
to be resolved until next year at the earliest, 
which suggests middle market firms should 
brace for another year of challenging 
economic conditions. 

That said, there are early signs that the 
labour market is starting to cool, which 
could take some pressure off businesses. 
Fundamentally, though, it is crucial that 
middle market businesses invest in enhancing 
their technology and processes to maintain 
profitability in a high inflation environment. 

The big picture

 Closing Statement



The Appendix

Business Health (Net balance)
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Turnover Performance Net Profits Performance
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This appendix sets out the charts for each question in the MMBI survey. The charts 
present the net balance for the current quarter and future outlook for each question.  
The net balance is calculated by subtracting the negative answer from the positive ones.  

A negative number therefore implies that firms are pessimistic, while a positive 
answer suggests firms are optimistic.  



Recruitment and Pay (Net balance)
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Recruitment Employee Remuneration
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Prices (Net balance)
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Prices Paid For Goods And Services Prices Received For Goods And Services
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Investments (Net balance)
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Capital Expenditure/Investments  Access to Finance
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Investments (Net balance) cont. UK Economy (Net balance)

UK Economy Performance
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Stock Levels
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The Methodology

Methodology

RSM UK and The Harris Poll have 
collected data on middle market firms 
from a quarterly survey that began in 
the first quarter of 2021. The survey is 
conducted four times a year in the first 
month of each quarter: January, April, 
July and October. The survey panel, 
the Middle Market Leadership Council, 
consists of approximately 700 middle 
market executives and is designed 
to accurately reflect conditions in the 
middle market. The data for each quarter 
is weighted to ensure that it corresponds 
to analysis of Companies House data on 
the basis of industry representation.

A reading above 100 for the MMBI 
indicates that the middle market is 
generally expanding; below 100 indicates 
that it is generally contracting. The 
distance from 100 is indicative of the 
strength of the expansion or contraction.

Data for this survey was collected 
between 4 April and 26 April 2022. 
Information was collected online or via 
telephone from 412 executives meeting 
the set criteria.
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