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Middle market businesses are facing an exceptionally 
tough winter and spring. That comes across clearly 
in this quarter’s UK MMBI, which dropped from 120.9 
to 109.2. While the index suggests the middle market 
managed to avoid falling into a recession in Q2, growth 
was meagre, and the outlook suggests the economy will 
fall into a recession by the end of the year.
 
The unprecedented surge in energy prices represents a 
one-two punch for the middle market. Businesses face 
increases in their energy bills of upwards of 400% – 
costs that simply cannot be absorbed by many middle 
market firms.
 

But that same surge in energy costs is causing a record-
breaking squeeze on UK households’ real incomes, which 
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. All this will restrict the ability of 
middle market businesses to pass on increases in their 
own costs to their customers. 

Given the scale of the rise in energy prices, a recession 
later this year is inevitable as businesses reduce output 
and consumers cut back on spending. However, the size 
of that recession will be determined by the scale and 
type of government support. 

Significant additional spending focused on the most 
vulnerable households and businesses is needed to 
prevent millions of households falling into debt, and save 
thousands of otherwise viable businesses from going 
bust. Without such support, household spending will be 
depressed for years after the initial energy price shock, 
productive investment will be lost and the economy will 
be permanently smaller. 

With appropriate government support we think GDP 
may fall by between 1% to 2% over the winter, a much 
smaller drop than the 6% drop experienced during the 
Global Financial Crisis and a fraction of the 22% drop 
during the pandemic.

Tom Pugh 
RSM UK Economist

A word from our Economist

Welcome to the MMBI
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While the UK sweltered in a record-breaking 
heatwave, the economic conditions in its 
real economy were decidedly chillier in 
the third quarter as demand faltered and 
inflation soared. What’s more, the outlook 
for the rest of the year has worsened 
considerably. As a result, the RSM UK Middle 
Market Business Index (MMBI) has fallen for 
the third consecutive quarter – from 120.9 
in the second quarter of 2022, to 109.2 in 
the third. 

That said, the MMBI remains above 100, 
which suggests that the middle market 
is still growing (albeit slowly), rather than 
starting to contract.

The MMBI
Headline Chart

Looming recession sends a chill through  
the middle market 
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The sharp deterioration in economic conditions 
over the last three months is clearly of concern 
to middle market firms in the third quarter, as is 
the dramatically darker outlook over the rest of 
2022 and into 2023. 

Over half of firms (56%) said the economy had 
weakened in Q3. And the percentage of firms 
saying they expect the economy to improve 
over the next six months fell to just 34%.

Surging energy prices mean inflation is likely 
to hit 13% in Q4 and stay high through most of 
2023. That will put the biggest-ever squeeze 
on households’ real disposable income, which 
now looks like it will shrink by about 2.5% in 
2022 and by a further 2% in 2023.

Inevitably, consumer spending will fall as an 
ever-greater share of households’ resources 
are diverted towards energy bills. That will lead 
to a recession at the end of this year and an 
extended period of weak growth.

Bear in mind that not all recessions are created 
equal. The Bank of England has forecast that 

the recession will begin in Q4 and last all the 
way through 2023 with a peak-to-trough fall 
in GDP of around 2%. That would put it on a 
par with the early 1990s recession but it may 
be even smaller than that given additional 
government support. It will also be significantly 
smaller than the Global Financial Crisis, which 
had a peak-to-trough drop in GDP of around 
6%, and have only a fraction of the pandemic’s 
economic impact when GDP fell by 22%.

This weaker economic outlook is reflected in 
the bigger number of middle market businesses 
saying their revenue decreased in the current 
quarter (from 27% in Q2 to 36% in Q3). Growth 
expectations for the next six months also 
dropped significantly, and have gone below 
50% for the first time; the percentage of firms 
expecting their revenue to rise over the next six 
months fell from 59% to 44%.  

Similarly, only 32% of businesses said they 
managed to increase profits in the current 
quarter, and 44% said they expect to increase 
profits over the next six months.

Economic Performance

Economy remains greatest 
concern for middle market  
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The Report

UK Economy Performance
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Prices

Natural gas and electricity prices have more than 
doubled since May, and look set to rise to new highs  
over the winter. Ofgem raised the cap on energy  
bills by 54% in April, and will raise it by a massive 80%  
in October. 

That’s unlikely to be the end of it, as Ofgem seems set 
to increase the cap yet again by at least 20% in January. 
One of the consequences is that household energy bills 
will quadruple in less than a year. The negative impact on 
consumers, particularly those on lower incomes, should 
not be underestimated. 

Energy prices will push headline inflation up to 13% in Q4 
and a whopping 15% in January, which will keep inflation 
high for most of 2023. Indeed, it’s likely to be late 2024 
before inflation is back to the Bank of England’s 2% target.

There are now two parts to the inflation story – energy 
prices, and everything else. 

The prices of many other commodities, such as oil, 
wheat and aluminium, have fallen significantly over the 
last few months. 

That could explain why 61% of firms said they are paying 
more for their inputs now than in the previous quarter 
(down from 64% in Q2), and why 59% of firms expect to 
pay more in the next six months (no change from Q2).

More optimistically, there were positive signs that the 
pressure on the middle market’s margins is easing. For 
example, in Q3 44% of firms said that they were able to 
increase what they charged their customers, up from 
40% in Q2. Our measure of margin pressures, which 
looks at the spread between input prices and output 
prices, actually rose to -26, up from -38 in Q2 and above 
its two-year average of -31. 

Soaring energy prices dominating the inflation outlook
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Recruitment

The Q3 MMBI report finds that middle market firms 
are reassessing their hiring needs in light of the 
deteriorating economic outlook. This confirms the 
early indications of this trend from both the Q2 
report and some of the subsequent official data. 
There is now no doubt that middle market firms are 
sharply scaling back their hiring plans: 

• 33% of firms said they were recruiting more 
staff in Q3, down from 41% in Q2 and 52% in Q1.

• Just 46% of firms said they were increasing 
recruitment over the next six months, down 
from 54% in Q2 and 63% in Q1. 

Pay growth has a similar story. In Q3, the proportion 
of firms saying they had increased remuneration 
dropped seven points to 35%, and the proportion of 
businesses planning to increase pay in the next two 
quarters dropped from 50% to 45%. 

This makes sense, because if businesses expect 
the economy to fall into recession next year their 
demand for labour will also fall. A cooler labour 
market will also lead to slower rates of pay growth. 

The cost-of-living crisis will have two effects on the 
labour market. First, people will have less disposable 
income, so they will have less to spend on the 
goods and services that middle market businesses 
provide. This, in turn, will reduce businesses’ 
demand for labour. 

Second, people will seek extra work to boost their 
incomes. People who were not actively job seeking 
before the cost-of-living crisis will try to rejoin the 
workforce, and this will probably raise the labour 
market participation rate. At the same time, a large 
number of workers already in employment will 
look to increase their hours, and thereby boost the 
supply of labour.

The result will be a sharp drop in vacancies, which 
have been running at a record level recently, and a 
rise in the unemployment rate. 

However, we do not expect unemployment to 
surge, especially in sectors experiencing a skills 
shortage. The labour market is incredibly tight at 
the moment because of a lack of supply of labour, 
not because of an excess demand for workers. 
And, given the recent challenges firms have had in 
recruiting staff and the relatively short recession, 
firms will have more of an incentive to hoard labour 
than in previous periods of economic weakness. 

We are expecting the unemployment rate to 
increase from 3.8% in May to around 5% by the  
end of 2023. 

Labour market has passed  
peak tightness 
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There was another concerning drop in 
the proportion of firms saying they were 
increasing capital expenditure, from 38% 
in Q2 to 34% in Q3. And the percentage of 
businesses expecting to invest more over the 
next six months dropped to 42%, by far the 
lowest reading in the RSM UK’s MMBI history. 
This is understandable – after all, why 
increase investment in extra production 
capacity when the economy is facing a 
recession? But it does nothing to address 
the fact that the UK has the lowest business 
investment in the G7. For example, UK 
business investment is still almost 10% 
below its 2016 level compared to business 
investment in the US, where it is almost 25% 
above it. Lack of investment is a key factor in 
the UK’s poor productivity growth over the 
last decade. 

From our perspective, 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 to invest in productivity-enhancing 
equipment, software and intellectual property. 
This will support greater efficiency, lower 
costs and develop better products that offer 
more competitive advantages. 

The reduction in capital expenditure, along 
with rising interest rates, may explain why 
only 38% of respondents plan to borrow more 
in the next six months. However, with inflation 
set to average at least 9% in 2022 and 6% in 
2023, real interest rates will remain negative 
for a long time yet. In reality, this will create an 
environment that’s conducive to borrowing 
for investment. 

Worrying drop off in productivity 
enhancing investments
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Something odd is happening. The US 
MMBI has been running since 2015 so 
it’s useful to compare the two series, 
particularly as many UK businesses 
have direct commercial links with the 
US market and consumers. Also given 
the similarities between the UK and 
US economies, we would normally 
expect the two indexes to trend in the 
same direction.

However, the two have diverged 
recently; the US MMBI is rebounding, 
while the UK MMBI continues to 
fall. This reflects the much grimmer 
economic outlook in the UK and 
Europe than in the US over the next 
year. Even though the US economy 
contracted in Q2, the huge surge in 
UK energy prices makes it a much 
more challenging environment  
for middle market firms to do 
business in. 

Many UK middle market businesses 
have significant activities in and 
with the US Real Economy, so this 
RSM comparison chart is another 
useful early indicator of wider middle 
market views.

Any alignment between the UK and US Real Economies?

US MMBI Comparison 
Q3 2022 RSM UK MMBI

US MMBI* UK MMBI

Sources: RSM US LLP,  RSM UK *seasonally adjusted
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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 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 the Office 
for National Statistics (ONS) 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 5 July and 26 July 2022. 
Information was collected online or via 
telephone from 404 executives meeting 
the set criteria.
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