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Small and medium-sized businesses are a driving force of the Canadian economy. In addition to their 
large number, they historically account for around 40% of Canada’s GDP not to mention their important 
contribution to the labour market. Their large share of the economy in both size and scope means that 
small business are just as exposed, if not more, to swings in the business cycle. Recent history provided 
another test of small businesses, as the economy experienced back to back quarterly contractions – a so 
called “technical recession”

‘Traditional’ thinking would tell us that small business should underperform in a downturn, as they tend 
to be less diversified than larger firms, and have smaller (relative) cash buffers. However, in this year’s 
downturn, small (and medium) firms actually outperformed their 
larger counterparts, at least in terms of employment. While the 
heavy concentration of the weakness in mining and manufacturing 
industries (which tend to be skewed towards larger enterprises) 
explains part of this relative resilience, we don’t believe it tells 
the whole story.  A closer look shows that small businesses are 
increasingly showing less cyclicality over time in response to a 
greater service orientation.  

That said, we must also recognize that small businesses are 
much less confident about the prospects for the Canadian economy 
than they were a year ago. The good news however is that the 
pressures on the economy are expected to ease over the coming 
quarters, giving them reasons to feel more optimistic. At the 
same time, the dynamic domestic market will remain supportive 
of services-producing industries (well known for their concen-
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tration of small businesses), while export growth should 
translate into new opportunities for small businesses along 
the supply chain.

 Small business adds up to a big part of the economy

In June 2015, there were a little over 1.2 million small 
businesses (firms with 99 employees or less) in Canada, 
which is equivalent to 98% of all employer businesses. As 
shown in Chart 1, these companies were mainly located 
in Ontario (36%) and Quebec (21%), followed by British 
Columbia and Alberta, each hosting 15% of Canadian small 
businesses. 

According to Statistics Canada,1 small businesses alone 
were responsible for 41% of Canada’s private sector Gross 
Domestic Product (GDP) in 2008. In fact, in some sectors 
such as agriculture and health services, small businesses 
accounted for almost the entire industry’s output (93% and 
82%, respectively).

It is also worth mentioning that although small busi-
nesses have historically been distributed across most major 
economic sectors (Chart 2), they now mostly operate in the 
services sector (close to 80% of small businesses were active 
in the services sector in June 2015).

This distribution of small businesses across sectors could 
help to explain their resilience during the first half of 2015. 
Indeed, real GDP contracted by 2.8% in goods-producing 
industries during that period, while that of services indus-
tries increased by a moderate 0.7%. This strength was also 
reflected in the labour market, where small business employ-
ment grew by more than 43,000 positions, or nearly half of 
the job gains. Indeed, growth in the sector remains strong 

along other measures as well, with (for instance) around 
44,000 new businesses created since June 2014.

employment in downturns a sign of resiliency

Resiliency refers to the ability to weather unexpected 
storms and come out unscathed, or perhaps even stronger. 
For small business, swings in the business cycle are often 
the biggest test of resilience. A cyclical downturn can, to 
borrow an analogy from Warren Buffet, be much like a re-
ceding tide: once the water is gone, everyone can see who 
has been swimming without a bathing suit. 

One simple ‘bathing suit test’ is to look at trends in 
employment during economic downturns. In general, small 
business performs roughly in line with larger firms when 
it comes to employment, with swings of roughly the same 
size in both the 2001 growth slow-down, and the 2008/2009 
recession (unfortunately, data limitations prevent us from 
looking at earlier periods). There are signs that the resiliency 
of small business employment is growing. Breaking from 
past cycles, during this year’s mild recession, employment 
continued to expand (albeit at a slower pace), with signifi-
cant growth occurring among small and medium businesses 
(Chart 3).  

What the employment data show is that far from being 
laggards, in the most recent period in particular small busi-
nesses have provided a backstop to Canadian employment, 
with robust hiring in the face of a weak economic climate. 
There is no doubt that the mild nature of this year’s reces-
sion translated to a less challenging operating environment 
than past downturns. At the same time, SMEs have become 
more service-centric over time alongside the economy more 
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broadly, as service industries now represent approximately 
60% of SME employment, up from 55% just 10 years ago. 
Service industries tend to be less volatile, dampening swings 
in employment. 

It is also worth noting that small and medium sized 
firms saw the strongest growth in the most recent period. 
In addition to the 43,000 positions created by small busi-
ness, medium sized firms (100 to 499 employees) added an 
additional 13,000 jobs. Removing the very smallest firms 
(those with less than 5 employees), SME employment still 
rose by 33,000 in the first half of the year. This strong per-
formance demonstrates that it is not just sole proprietorships 
being created that drove employment growth (which can be 
considered a negative sign as it often reflects individuals that 
have been laid off bridging the space between jobs). Rather, 
the evidence points to existing small and medium businesses 
continuing to create jobs. However, as will be discussed in 
a subsequent section, confidence has declined significantly 
among small business, typically associated with a slowdown 
(or contraction) in employment. It remains to be seen if the 
relatively strong performance seen to date will continue.

Professional services firms tend to be survivors

Business involves taking risks which may not always 
pay off. Year after year firms wind up operations, and new 
firms arise to take their place. This natural churn gives us 
another avenue to explore resiliency. Perhaps the best test 
of business in recent memory was the 2008/2009 recession. 
To capture this, we look at insolvency data for 2009 (data 
for the current downturn are not yet available).

Unfortunately, the data do not let us look at small busi-

ness directly – rather, we can see only industries (Chart 4). 
As a result, we can only compare industries typically as-
sociated with small business. Many small-business-heavy 
industries underperformed the average in 2009, with retail 
trade and transportation both experiencing relatively high 
insolvency rates compared with the economy-wide total, 
and indeed with finance and insurance (a sector that tends 
to have fewer small businesses).

Some key small-business sectors proved to be quite 
resilient however. Professional services (which includes 
technical and scientific services), and real estate (including 
rental and leasing) both saw well below average insolvency 
rates in 2009. Perhaps unsurprisingly, the data suggests that 
firms with a clear differentiator (such as the specialized 
skills needed for the professional service industry) tend to 
be more resilient.

Small business confidence trending down

Saying that Canadian small businesses have been resil-
ient despite the contraction in economic activity in H1 2015 
does not mean they haven’t felt its effects; far from it. As 
indicated by the Canadian Federation of Independent Busi-
ness’ (CFIB) index, the confidence of small businesses fell 
to its lowest level in six years in September 2015 (Chart 5).

Despite employment continuing to grow among SMEs, 
confidence fell across all sectors surveyed (Chart 6), which 
is quite normal considering the importance of small busi-
nesses in the Canadian economy. It is however in the natural 
resources sector that the deterioration of business sentiment 
has been the most pronounced, unsurprising given sustained 
declines in oil prices. Expectedly, the low oil price envi-
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ronment also impacted the optimism of small businesses 
established in the oil-producing provinces of Alberta, New-
foundland and Saskatchewan. This ultimately translated to 
lower overall employment growth in H1 2015 (-0.82%) in 
those regions, compared to those with a less predominant 
energy sector (0.14%).

Confidence also weakened in non-energy industries, 
which were otherwise well positioned to benefit from the 
lower Canadian dollar and energy costs. These include, 
among others, the manufacturing, transportation and hospi-
tality sectors. Falling confidence was to be expected, given 
that all those areas saw their real GDP decline in the first 
half 2015.

Generally speaking, the softness transpiring from the 
CFIB index hints that small business still have doubts about 
their performance in the next three or four months. This 
feeling is starting to feed through to capital expenditures, 
as suggested by the increasing share of companies that are 
not planning any capital expenditure in the near future. 
Furthermore, due to the depreciation of the Canadian dollar, 
the acquisition cost of foreign inputs (such as equipment) is 
becoming a growing concern among businesses; particularly 
for those importing a large portion of their needs.

a better road ahead

In many ways, the concerns that many small business 
owners have expressed in CFIB surveys are a product 
of broader macroeconomic conditions. Volatile financial 
markets, falling commodity prices, a slow start to the year 
in the U.S., and a backdrop of slowing global growth have 
undoubtedly weighed heavily on the minds of small busi-

ness owners. Indeed, the Canadian economy as a whole 
experienced a recession in the first half of the year, and in 
commodity-producing regions like Alberta, output is likely 
to continue contracting. Despite regional weakness however, 
Canada as a whole is poised to return to growth in the second 
half of the year, with growth expected to average around 
2.5% annualized (Chart 7), somewhat higher than implied 
by the most recent CFIB business barometer survey.

The composition of expected growth also bodes well 
for small business. Household consumption is expected 
to remain steady, with the third quarter numbers boosted 
by the retroactive payment of the government’s Universal 
Childcare Benefit. Exports recovered markedly in June and 
July, and are expected to remain strong, helped along by 
the low level of the loonie. While small businesses tend to 
export internationally somewhat less than larger firms, they 
should nevertheless benefit from opportunities as export 
growth makes its way down the supply chain. Finally, hous-
ing construction and demand are expected to remain strong 
over the near term, providing continued opportunities for 
brokers, lawyers, contractors and countless others involved 
in the Canadian housing market. Robust housing demand is 
also associated with growth in retail sales, helping support 
independent retailers. Beyond growth, interest rates are 
expected to remain low, resulting in continued favourable 
financial conditions into 2017.

Moving from the national outlook to the provincial/
industry level provides a more nuanced outlook. Across 
the country, weakness is expected to persist in Alberta and 
Saskatchewan, as well Newfoundland and Labrador, as 
these provinces continue to deal with the effects of weak 
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commodity prices. In contrast, Manitoba, British Columbia, 
Ontario, and Quebec are all expected to enjoy relatively 
robust economic growth, supported by the manufacturing 
industry (itself benefiting from the weak loonie). Manufac-
turing will not be alone in benefitting from recent currency 
moves. Transportation and warehousing, and accommoda-
tion and food services also stand to benefit, as exports must 
be shipped, and tourists are attracted by Canada’s relative 
affordability. Professional services are also likely to grow 
robustly, and have the added benefit that the majority of input 
costs are priced in Canadian dollars, further increasing their 
competitiveness. In contrast, industries which rely heavily 
on imported inputs (such as retail trade) may find the envi-
ronment more challenging as a result of the weaker loonie.
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1  Key Small Business Statistics, August 2013 edition

Bottom line

The recession in the first half of the year created a chal-
lenging business environment for small business in Canada. 
Nevertheless, the resilience which they are known for has 
helped them maintain a positive performance through it all. 
Although the sector has held up well to date, recent opinions 
collected among business owners show that they remain 
pessimistic about the medium-term prospects for the Cana-
dian economy. It is possible that these business owners are 
focusing too much on the rear-view mirror, rather than the 
road ahead. Looking towards the rest of the year, a strong 
snap-back in growth is expected, which should benefit small 
businesses and likely reverse some of the recent pessimism. 
Particular strength is expected for those industries best able 
to capitalize on the weak loonie and recovery in exports, 
such as transportation, tourism, and professional services.
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