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Canada ranks as one of the best places 
in the world to start a new business, 
according to an annual survey done 

by the World Bank.1 But the country does 
less well when it comes to encouraging  
its enterprises to grow—and in generating  
private sector innovation. 

The two phenomena are linked: An economic 
and public policy environment that stimu-
lates and rewards business growth should 
also foster a high level of innovation, since 
the evidence shows that growth-oriented 
companies are more likely to develop and 
adopt innovative technologies and business 
practices. 

In thinking about these issues, government 
policy-makers in both Ottawa and Victoria 
would be wise to pay close attention to the 
outsized economic contributions made by the 
sub-group of fast-growing small and medium-
sized enterprises (SMEs)—sometimes called 
“gazelles.” A 2010 study by the Kauffman 
Foundation in the US estimates that the top-
performing 5% of all American businesses—
measured by their rates of employment 
growth—are responsible for two-thirds of net 
employment gains. And the top-performing 
1% account for a remarkable 40% of US job 
growth.2

1  World Bank, Doing Business 2010. 
2  Duane Stangler, High-Growth Firms and 

the Future of the American Economy, 

Kauffman Foundation, 2010.
3  Industry Canada, The State of 

Entrepreneurship in Canada, February 

2010. Report prepared by Eileen Fisher and 

Rebecca Reuber. (www.ic.gc.ca)
4  Business Development Bank of Canada, 

“What’s Happened to Canada’s Mid-Sized 

Firms,” 2013. (www.bdc.ca)

The picture is broadly similar in Canada. A report prepared for Industry Canada a few years 
ago confirmed that the comparative handful of Canadian businesses that grow rapidly generate 
significant economic benefits.3

The message from the existing empirical research and academic literature in both the US and 
Canada is clear: In a dynamic market economy, a comparatively tiny sliver of high-growth 
companies carry disproportionate economic weight. 

Rapidly growing SMEs exist in many industries, not just high-technology, such as business 
services, construction, and manufacturing. But the key point is that growth is far from being 
the norm in the small business sector. In Canada, the vast majority of the newly established 
businesses that survive (almost half disappear within five years) remain small in size; only a 
modest number ever grow to reach medium size. And among medium-sized enterprises, an 
even tinier slice—1.4% a year, according to a 2013 Business Development Bank of Canada  
report—manage to graduate to the “large enterprise” category.4
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“The substantial contribution of smaller 
businesses to BC’s export mix suggests 
there is scope to further increase the 
involvement of locally based SMEs in 
international markets.”

British Columbia is home to roughly 393,000 businesses.5 As our politicians never tire of 
reminding us, 98% of these are small; by the BC government’s definition, this means they have 
fewer than 50 employees (more than half have fewer than five). In fact, some 217,000 businesses 
in BC consist of self-employed individuals with no paid staff at all. In the past decade, the  
number of businesses in BC with paid employees increased only one-third as fast as the number 
with none. This suggests that a fair amount of private sector “job creation” in this province  
actually takes the form of people choosing, or being forced, to become self-employed—a group 
who, on average, have lower earnings than paid workers holding full-time jobs.

Contrary to what many people believe, an economy heavily populated by the self-employed 
and by micro-businesses with two or three employees is apt to have both lots of low-wage jobs 
and relatively low average employment earnings. This describes some important structural 
characteristics of the BC labour market. 

As of 2012, only 6,900 enterprises in the 
province employed more than 50 people, 
and of these, most were medium-sized (50 
to 499 employees). I estimate that only 700 
to 800 firms in BC have 500+ workers. To 
build a highly productive private sector 
economy, the most pressing challenge in BC 
is not to engineer more start-ups and foster 
more micro-businesses—these are areas 
where we already perform well. Instead, it is 
to develop more large-scale enterprises, and 
to create an environment that supports 
growth-oriented medium-sized companies 
with strong roots in BC.

But why should we want more of our local 
businesses to get bigger? There are several 
reasons. 

First, larger companies generally pay their 
employees more. In Canada, average weekly 
earnings in firms with 500 or more employees 
are 22% higher than in those with 20 to 49 
workers. Non-wage benefits also tend to be 
more generous in larger companies. In BC, the 
average full-time equivalent small business 
employee pulled down an annual salary of 
$39,210 in 2012, compared to $48,318 for 
employees at firms with 50+ staff. Moreover, 
as the BC government’s most recent Small 
Business Profile report observed, “the differ-
ence between wages of employees of small 
and large businesses widened [between 2007 
and 2012]... as average earnings of small 
business employees increased at less than half 
the rate than those of their large business 
counterparts.”6 Policy-makers keen to see 
higher pay for workers and more “family-
supporting” jobs should be thinking about 
ways to bolster BC’s attractiveness to large 
companies and to the sub-set of innovative 
SMEs that have ambitions to grow. 

Second, and closely related to the point 
above, larger firms are more productive, 
meaning that they generate more “value-
added” per employee or per dollar of capital 
invested. Research from the OECD, Statistics 
Canada, and other agencies reveals that, on 
a per-worker basis, value-added typically 
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areas of practice
alternative dispute resolution
business law
civil fraud
commercial litigation
commercial property law
construction

environmental law
immigration
insurance
professional liability
wills and estates
workplace law

5  For details, see the BC Government’s Small 

Business Profile 2013 publication.
6 Ibid, page 21.
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7  For a recent Canadian example, see 

Statistics Canada, “Canadian Labour 

Productivity Differences Across Firm Size 

Classes, 2002 to 2008,” Canadian 

Productivity Review, catalogue 15-206-X, 

2013.
8  Statistics Canada, “The Distribution of 

Gross Domestic Product and Hours 

Worked in Canada and the United States 

Across Firm Size Classes,” Economic 

Analysis Research Paper Series, No 88, 

2013; and “Canada-United States Labour 

Productivity Gap Across Firm Size 

Classes,” The Canadian Productivity 

Review, catalogue 15-206-X, 2013.

climbs in tandem with firm size.7 The reasons 
for this correlation include the fact that  
bigger firms commonly have better-educated 
workers and managers, invest more in equip-
ment and technology, do more training and 
skills upgrading, and have longer production 
runs (allowing fixed costs to be spread over 
additional output). As a business grows, it is 
usually able to achieve greater specialization 
of skills and outsource tasks that are more 
efficiently performed by other parties—both 
of which also boost productivity. 

Two recent Statistics Canada studies found 
that the sizable productivity gap between 
Canada and the United States is mainly due 
to the fact that small companies and the self-
employed make up a larger portion of the 
private-sector economy on our side of the 
border.8 Fundamentally, raising Canada’s 
productivity game requires that we develop 
more large companies—a point that some-
times seems to elude our government poli-
cymakers. 

Third, cross-national research indicates 
that as businesses expand, they are more 
likely to engage in international commercial 
activity, including exporting. Getting local 
companies engaged with outside markets is a 
principal means by which small jurisdictions 
like BC are able to grow richer over time.  
In most countries, big companies usually 
dominate the trade statistics. According to 
Industry Canada, three-quarters of the coun-
try’s exports come from “larger” businesses 
(here defined as those with at least 100  
employees). The good news for BC is that 
there has been a notable increase in the 
number of SME exporters over time. Today, 

85% of our exporters are “small” firms (fewer than 50 paid staff), and they supply more than a 
third of the province’s international merchandise exports. The substantial contribution of 
smaller businesses to BC’s export mix suggests there is scope to further increase the involvement 
of locally based SMEs in international markets.

Fourth, a substantial body of research shows that regions with large “anchor” firms and 
growth-oriented SMEs see accelerated innovation. While it is true that many small companies 
are highly innovative, large firms are actually responsible for 75-80% of global business  
research and development spending and for most patenting activity as well. In Canada, just 75 
companies account for half of all private-sector R&D. Bigger companies have a greater capacity 
to finance innovation; to commercialize new ideas; to hire and develop scientists, engineers, 
and product managers; and to participate in collaborative arrangements with universities and 
external research organizations. 
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*  Main data source: Small Business Profile 2013, published by the BC  
 government and BC Stats. Additional info: Business Council of British  
 Columbia, Policy Perspectives, Volume 20, Issue 4, October 2013. 
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9  For a timely and accessible review, see: 

Duanjie Chen and Jack Mintz, Small 

Business Taxation: Revamping Incentives to 

Encourage Growth, University of Calgary 

School of Public Policy, SPP Research 

Papers, Volume 4, Issue 7, May 2011. For a 

critique of R&D tax incentives that favour 

small firms, see: Kenneth McKenzie, The 

Big and Small of Tax Support for R&D in 

Canada, University of Calgary School of 

Public Policy, SPP Research Papers, 

Volume 5, Issue 22, July 2012.

Finally, the presence of major corporate head offices has positive spillovers for regional  
economies. Among other things, a substantial and thriving corporate head office sector  
increases the demand for locally provided professional and business services (accounting,  
law, executive search, engineering, architecture and design, etc.). It also directly supports  
high-paying jobs in the large companies that have their headquarters in an urban region, and 
enhances the business community’s capacity to contribute to and invest in local institutions 
and philanthropic activities (universities, hospitals, the arts, etc.). The presence of corporate 
headquarters is an area where Metro Vancouver has lagged behind other large North American 
urban centres. If more BC-based companies grew over time to achieve significant size, both the 
province and Metro Vancouver would benefit in many ways. 

Government policy can help to shape an economic environment in which more companies 
will aspire to grow, export, and innovate—and embrace business strategies that are aligned 
with these goals. Making it simple to start a new company is certainly a good first step. Ensuring 
that capital is available to fund both start-ups and growth-oriented SMEs in general is critical; 
this includes not only venture capital, but also other sources of financing: mezzanine capital, 
private/public equity, bank loans, and strong “angel” investor networks. 

Ideally, tax policy should also be geared to fostering entrepreneurial ambition and encouraging 
companies to grow. Here, Canada’s record is far less impressive.9 The tax system actually does 
surprisingly little to help companies expand or to export. Indeed, existing business tax policy, 
nationally and in BC, embodies incentives that hinder growth—for example through much 
lower income tax rates and more generous R&D provisions for small firms. Some provinces, 
such as Ontario, impose higher payroll tax rates as enterprises add employees to their payrolls. 
These long-standing features of the Canadian business tax structure require a re-think if  
governments want to encourage SMEs to grow and step up their participation in international 
markets. 
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Unfortunately, in BC the 2013 provincial 
budget took a step in the wrong direction, by 
hiking the basic corporate tax rate from 10% 
to 11% while leaving the preferential small 
business tax rate at 2.5%. As a result, today 
in BC the basic combined federal-provincial 
business tax rate is 26%, whereas the rate  
applicable to small businesses is just 13.5%. 
For some entrepreneurs and other small 
businesses, this can only reinforce the tax 
advantages of remaining small. As accounting 
professionals know, lots of firms go to  
extraordinary lengths to stay in the “small 
business” category for tax purposes. The last 
thing tax policy should be doing is sending 
even stronger signals to entrepreneurs and 
business operators that growth is undesirable. 

Looking ahead, government policies affect-
ing business should be shifted in a direction 
that better recognizes both the dispropor-
tionate economic contributions made by  
innovative, high-growth, and export-capable 
SMEs, and the important benefits that flow 
from the presence of large enterprises. This 
calls for a reconsideration not only of  
the design of the business tax regime, but 
also of government policies in areas such  
as industrial development, procurement,  
intellectual property, and innovation. 

Jock Finlayson is the executive VP and chief 
policy officer for the Business Council of 
British Columbia.
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