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Canada: Business Dynamics 

Business and employment dynamics play a central role in market economies. Understanding the characteristics and 

potential of businesses that populate the economy, in different sectors of activity and over time, and the extent to 

which they contribute to job creation and reallocation is central for economic policy. This Country Note presents the 

key findings of the OECD DynEmp project for Canada. The analysis is based on long-term patterns and trends over 

the period 2000-15, and does not cover recent changes associated with the COVID-19 pandemic. 

Taking advantage of the DynEmp data infrastructure, this Country Note provides evidence that is relevant for policy 

making in Canada, taking into account in the broader economic context of the country. The main results from the 

analysis of Canadian employment dynamics show that while entry rates in Canada are similar to those in the 

benchmark group of countries, Canada performs above the average in terms of post-entry growth and the survival 

share of entering firms.  

 
  

Highlights 

 The Canadian economy is characterised by entry rates similar to the benchmark group of countries.  

 Exit rates in Canada are slightly below those of the benchmark countries.  

 Average post-entry growth and survival shares of entrants are higher than in other countries in both 

manufacturing and services.  

 

Employment dynamics 

Entry dynamics, survival and growth of new firms 

New firms are the engines of the “creative destruction” process (Schumpeter, 1942), through which innovation 

replaces outdated production units. Start-ups and young firms are also the key source of job creation within a country 

(e.g., Calvino, Criscuolo and Menon, 2015). New entrants are therefore an important indicator of a dynamic business 

sector and can be considered a source of potential future growth. In the short run, however, existing young firms 

may be more at risk of failure in the face of the COVID-19 pandemic and related economic downturn. 

In Canada, entry rates are in general terms similar to or slightly below the benchmark average across almost all 

industries (Figure 1). Exceptions are transportation and storage, and to a lesser extent, computer, electronics and 

electrical equipment manufacturing where entry rates are relatively high, and metal products, telecommunications, 

and administrative services, where in turn entry rates are lower than the benchmark group. As observed in many 

high-income countries, entry rates tend to be lower in manufacturing than in services, reflecting broad structural 

shifts towards services as well as the tendency towards smaller average firm sizes in services (Criscuolo et al., 2014). 
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Looking at the trends in entry rates over time, Criscuolo et al. (2014) also find that, during the 2000s, the share of 

start-ups (firms less than three years old) declined in many nations, including Canada.  

 

Figure 1. Entry rate across industries 

Manufacturing and non-financial market services 

Canada vs benchmark countries, 2000-15 

 

Box 1. The DynEmp project 

The DynEmp project provides a unique comprehensive overview of employment and business dynamics across 

countries over the last two decades. The main contribution of the project is the creation of a harmonised micro-

aggregated database with which business and employment dynamics can be analysed across countries in a 

comparable way. The data are based on administrative records with quasi-universal coverage (such as business 

registers or social security records). Assessing employment and business dynamics in comparison to those of an 

appropriately defined benchmark group of countries can further inform and orient policy intervention.1 

The DynEmp database generally covers most sectors of the economy, but in order to enhance cross-country 

comparability, the country profile focuses on manufacturing and non-financial market services (or “services” for 

brevity). The data source for Canada is the Longitudinal Employment Analysis Program (LEAP). LEAP includes 

employer firms only and entry is identified as the date of first employment. Employment measures are average labour 

units derived from labour compensation and average wages by firm type. See Desnoyers-James, Calligaris and Calvino 

(2019) for more details on the DynEmp database. 

Unless otherwise indicated, the presented numbers rely on averages for the period for which data are available; for 

Canada, this is 2000-15. To allow an evaluation of Canada’s performance relative to that of other countries, the 

Canadian results on employment and business dynamics are compared to a “benchmark” group of countries for which 

DynEmp data are available: Austria, Belgium, Brazil, Canada, Costa Rica, Finland, France, Hungary, Italy, Japan, 

Portugal, the Netherlands, New Zealand, Norway, Spain, Sweden and Turkey. Results presented in this paper are 

sourced from the DynEmp3 database as at August 2019. Owing to methodological differences, figures may deviate 

from officially published national statistics. 

Firm exit has also been found to play a considerable role in resource allocation and aggregate productivity 

improvements. Looking at the exit rates across industries in Canada and the benchmark countries (Figure 2), one 

can see that exit rates in Canada are lower in almost all sectors. The two sectors with higher exit rates than in the 

benchmark countries are textiles and apparel, and hotels and restaurants.  
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Figure 2. Exit rate across industries 

Manufacturing and non-financial market services 

Canada vs benchmark countries, 2000-15 

 

Figure 3. Average survival share of cohorts of entrants over different time horizons 

Manufacturing and non-financial market services 

Canada vs benchmark countries, 2000-15 

a) Manufacturing 

b) Services 

Low exit rates can be indicative of a buoyant economic environment, but can also relate to the insolvency regime of 

a country. For Canada, Adalet McGowan, Andrews and Millot (2017), find that Canada combines very low personal 

costs to entrepreneurial failure with very high barriers to restructuring. Promoting policies to reduce barriers to 
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corporate restructuring together with policies to ease the exit of under-performing businesses could boost Canadian 

productivity growth (OECD, 2018) and support reallocation of resources in the wake of the COVID-19 crisis.  

Alongside the overall exit rate, the growth and survival of entering firms is of particular interest, due to the role of 

young firms in driving employment growth. Figure 3 presents the average survival share of cohorts of entrants over 

different time horizons in Canada, comparing them with the benchmark group of countries. In both manufacturing 

and services, firms entering in the years 2001 and 2004 experienced a lower survival share than in other countries. 

However, this is reversed in the following years. Firms entering from 2007 onwards display higher survival rates 

than in the benchmark group. 

The growth of entering firms is also an important driver for sustainable growth, job creation and productivity 

improvements. Young firms have a disproportionate impact on job creation, and are more responsive to policy 

interventions and framework conditions than incumbents (Calvino et al., 2016), reinforcing the importance of 

growth-enhancing policy settings. 

Figure 4 presents the average post-entry growth performance of cohorts of entering firms in Canada, comparing 

them with the benchmark group of countries. In all available entering cohorts, average growth is higher in Canada 

than in the benchmark countries in the years following the entry, and has been increasing over time. As entry rates 

and survival rates are comparable to those in the benchmark, this performance is consistent with a vibrant 

environment where young firms can grow, rather than a highly competitive “up or out” dynamic.  

 

Figure 4. Average growth of cohorts of entrants over different time horizons 

Manufacturing and non-financial market services 

Canada vs benchmark countries, 2000-15 

a) Manufacturing 

 

b) Services 

 

Notes 

1 Additional OECD cross-country studies based on the DynEmp database (such as Criscuolo, Gal and Menon, 2014; Calvino, Criscuolo 

and Menon, 2015, 2016; Calvino, Criscuolo, and Verlhac, 2020) provide complementary policy-relevant findings. 
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OECD Insights on Productivity and Business Dynamics 

The global productivity slowdown and the simultaneous decline in business dynamism has prompted widespread 

policy concern. Productivity is the ultimate driver of living standards improvements in the long run, whereas a 

dynamic business environment is key in enabling job creation. Persisting negative trends can increase earnings 

inequalities and exacerbate pressures on governments’ budgets, thus threatening social cohesion and political 

stability. 

While most existing analysis of productivity and business dynamics rely on macro-aggregated data, the OECD 

MultiProd and DynEmp projects utilise a distributed microdata methodology to construct unique sets of harmonised 

micro-aggregated statistics from confidential firm-level data. The resulting databases allow studying the role of 

individual firms in driving aggregate outcomes and explaining the observed macro trends across countries and over 

time. 

OECD Insights on Productivity and Business Dynamics is a series of country profiles with a focus on the 

microdrivers of aggregate productivity and job creation. It makes available, to wider audiences, analytical material 

from the MultiProd and DynEmp databases that was prepared for use within the OECD.  

Comment on this country profile is invited, and may be sent to OECD, 2 rue André Pascal, 75775 Paris Cedex 16, 

France, or by e-mail to dynemp@oecd.org. 

The contribution to the DynEmp project of Jay Dixon from Statistics Canada is gratefully acknowledged. 

Please cite this country profile as:  

OECD (2020), “Canada: Business Dynamics”, OECD Insights on Productivity and Business Dynamics, November 

2020. 
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