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Canadian Business: 
Targeting the New Mix
by Avery Shenfeld and Benjamin Tal

Emerging From Recession in Good 
Shape

Canada’s business sector, including small- 
and medium-sized enterprises, emerged 
from what was a deep global recession 
in good shape to participate in today’s 
recovery. Better-than-expected profi tability 
and a reluctance to spend in recent years 
has left Canadian businesses sitting on a 
record amount of cash—regardless of how 
you measure it—vs. equity or sales, and a 
debt-to-equity ratio quickly approaching 
the record low level of 2007 (Chart 1).

That conservative fi nancing position helped 
the business sector ride out the recession. 
While the data, in part, capture a shift 
in the way that businesses in trouble are 
wound up, the performance of business 
bankruptcies in Canada through the last 
recession was still very impressive. Just over 
4,000 fi rms declared bankruptcy during 

2010—25% below the rate seen in 2009, 
and less than half the average level of the 
past twenty years (Chart 2, left). At 3.4, the 
estimated number of bankruptcies per 1,000 
businesses in 2010 is by far the lowest on 
record (Chart 2, right).

The 2008-2009 recession was the only 
downturn on record that saw the number 
of business bankruptcies in Canada drop 
(Chart 3), and as of December 2010 they 
were still falling at a year-over-year rate 
(3-mos moving average) of close to 17%.

The ability of Canadian firms to stay in 
business during the recession was, in part, a 
result of Canada’s sounder banking system 
that was more able to sustain fi nancing to its 
small business sector, relative to the severity 
of what happened stateside. But it also 
captured well-timed defensive steps taken by 
Canadian business leaders. As opposed to the 
situation in the US or during other post-war 
recessions, Corporate Canada was quick to 
adjust their plans to fading demand. While 

Chart 1
The Fundamentals of Capital Expenditures 
Are Positive

Source: Statistics Canada, CIBC

Chart 2
Business Bankruptcies—Record Low
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that meant that jobs disappeared faster than in any other 
recession (Chart 4),  most of these jobs were lost due to 
downsizing—not bankruptcies.

That distinction is important since re-hiring by downsized 
but existing companies during the recovery occurs much 
faster than hiring by new fi rms. And that’s exactly what 
we have witnessed during the current recovery with 
overall employment reaching pre-recession levels faster 
than in any other cycle.

Some Sectors Decelerating

On the surface, Canada’s business climate for 2011 
doesn’t look that different than what we saw in 2010. 

Economic activity and sales volumes will continue to 
advance at a moderate pace, and price increases will stay 
muted except in areas like energy and food where the 
impact of cuts to global supply are being felt. In fi nancial 
markets, the Canadian dollar will trade near parity against 
the US dollar, and as in 2010, short term interest rates will 
end the year at higher levels than they began, with prime 
moving up by about a percentage point. In after-infl ation 
terms, GDP should advance by nearly 3% in 2011, a solid 
but not spectacular pace by historical standards.

But those broad trends mask some larger shifts in where 
the opportunities for growth lie for Canadian businesses. 
For small and medium sized enterprises (SMEs), last year’s 
winners were in sectors of the economy that benefi ted 
most heavily from ultra-low interest rates, including 
big-ticket retailing and housing. Contractors tied to 
government infrastructure spending also got rolling due 
to stimulus programs.

Each of these growth drivers will be less vibrant in 
2011-12. Consumers aren’t fully tapped out, but retail 
sales are moderating in the face of record levels of 
household debt that will trim the appetite for further 
debt-financed spending. The Bank of Canada is 
concerned about the recent run-up in debt relative to 
household income, one reason why we expect it to lift 
short-term interest rates in the last half of the year, in 
order to discourage excessive leverage. Job growth will 
support only a slightly slower gain in retailing than we 
saw in 2010, but we expect the most interest-sensitive 
item in household activity—new housing construction—
to decline from the prior year’s pace.

Governments, both federal and provincial, are now 
singing a tune of restraint. Large scale fi scal stimulus 
packages are giving way to lean increases or outright cuts 
in most elements of spending, in order to bring defi cits 
down to manageable levels. In particular, Canadian 
businesses that participated in government funded capital 
works projects will face leaner demand in coming years.

The New Growth Drivers

To keep the economy rolling, growth will have to be 
found elsewhere: in spending by business on new plant 
and equipment, and in exports. By any measure, the 
current recovery in capital spending is impressive. While 
the decline in business investment was roughly in line 
with the decline during other recessions (Chart 5, left), 
the recovery has been much stronger (Chart 5, right).

Source: Statistics Canada

Chart 4
Canadian Companies Stayed Solvent by
Cutting Back Sooner in This Recession
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Business Bankruptcies Continued to Fall 
During the Recent Recession

Source: Industry Canada, CIBC
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While the ability to spend is evident, that does not 
automatically translate into higher investment spending. 
Corporations also have to be willing to take on risks, and 
here, the outlook is promising. The real return on capital 
employed is rising and is now currently at just under 
6%—a full point above its long term average (Chart 6, 
left), and return on equity is now above 12% (Chart 6 
right).

While the strong Canadian dollar is hurting the 
manufacturing sector, the silver lining is that it’s also 
playing a role in facilitating investment. There has been a 
lot of discussion regarding the disappointing productivity 
numbers, but the reality is that we are seeing a much 
tighter correlation between the value of the dollar and 

Chart 6
Healthy Returns to Capital Spending

* Non-Financial Industries                 Source: Statistics Canada, CIBC

Chart 7
The Rising Correlation Between Loonie's Value
and Imports of Machinery & Equipment

Source: Statistics Canada, CIBC
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(Chart 7). That link isn’t all causal, since the Canadian 
dollar has become more of a pro-cyclical currency in 
recent years as its correlation to oil prices tightened, 
and business investment also rises and falls with the 
business cycle. Moreover, the strong loonie has seen some 
manufacturers opt to relocate to where labour costs are 
now cheaper. But the surge in imports of machinery and 
equipment has clearly been facilitated by a strengthening 
C$. We expect the loonie’s strength to persist over the 
longer term, which should help boost investments going 
forward in sectors that can remain competitive.

The manufacturing sector is already in a position to start 
expanding, with its current capacity utilization of 81%, a 
record six points above that of the rest of the economy, 
and fast approaching pre-recession levels. With improving 
capacity use and rates of return on capital employed in 
the manufacturing sector approaching a 10-year high, 
look for business investment in manufacturing to rise 
strongly in 2011. That is a signifi cant departure from 
recent trends. Note that the share of manufacturing in 
total business investment fell from 16% in the early 1990s 
to the current 6.5%. As factory capacity use continues to 
tighten, we are poised for that sector to at least stabilize 
its share of capital spending.

While a resurgent manufacturing sector will benefit 
from capital additions, Canada’s crown jewel, the energy 
sector, will continue to attract the largest share of capital 
investment spending. It currently grabs over 15% of 
total private business investment. And the oil sands 

Chart 5
Business Investment on a Steeper Climb

Source: Statistics Canada, CIBC
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now account for no less than 40% of energy capital 
spending, having doubled its share in the past fi ve years 
(Chart 8). The collapse in global oil prices in 2008, along 
with an almost instantaneous collapse in credit markets 
led to an immediate halt in new project announcements, 
the postponement of expansions, and delays in the 
construction of greenfi eld oil sands projects. As a result, 
capital spending in oil sands fell by more than 40% in 
2009—the steepest one-year decline on record. With the 
33% recovery in oil prices last year, capital spending in oil 
sands rose by almost 40% to an estimated $14 billion. 
Given the large slate of projects in the pipeline (Table 1) 
and oil prices likely to remain well above break-even levels 
for such investments, the green light will be fl ashing for 
further capital spending in that sector.

Utilities are also looking at an ambitious but necessary 
expansion of capacity, particularly hydro-power 
generators. The latter will be playing catch-up since 
there have been very few large-scale hydro projects 
developed since the 1970s, either due to environmental 
or scheduling constraints. It generally takes a decade or 
so for a hydro project to turn from blueprint to actual 
power generation, compared to 4-5 years for a thermal-
related power project, and with demand for power 
soaring over the last three decades, fossil fuel-based 
thermal generation was, not surprisingly, deemed more 
practical. 

Not anymore. Hydroelectricity has found a second wind in 
recent years as concerns about climate change favoured 
green projects. So much so that over $40 billion worth of 
hydro projects are now slated over the next several years 
(Chart 9, left). The Conawapa and Site C developments, 
in Manitoba and BC respectively, once approved, will 
entail a project of between C$5-7 billion apiece to 
develop over the next decade or so. Québec’s Romaine 
project and the Lower Churchill project in Newfoundland 
and Labrador are expected to be budgeted at over C$6 
billion apiece. Those four projects alone will add nearly 
5,000 megawatts of hydro capacity to Canada’s energy 
arsenal, while other hydro projects should add another 
3,500 megawatts, or so. That will raise Canada’s hydro-
power capacity in coming years, although the total 
installed capacity, once new plants become operational, 
will still only tap about one-third of Canada’s hydro 
potential (Chart 9, right). That leaves substantial room for 
further investment in hydropower going forward, which 

Chart 8
Oil Sands Now Account for 40% of Capital 
Expenditure in Energy
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Table 1
Status of Oil Sands Projects in Alberta

Source: Government of Alberta, CIBC

As of December 20, 2010

Application Announced Construction Operating Approved
Capacity ('000 bbl/d)

IN SITU 1,214 1,341 238 753 813

MINING 520 286 210 1,003 745

UPGRADING 662 519 91 1,038 808

TOTAL 2,396 2,146 539 2,794 2,365

Source: Statistics Canada, CIBC

Chart 9
Investment in Hydro Projects in Coming Years (L), 
Still Room for Further Investment Ahead to Tap 
Undeveloped Hydro Potential (R)

Source: Canadian Hydropower Association, CIBC
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Canada could use in its attempts to curb greenhouse gas 
(GHG) emissions both in Canada and in potential export 
markets in the US.

Meeting objectives to contain the growth in GHG 
emissions will also entail expanding hydro’s role in power 
generation. Note that recent increases in hydro’s share 
of electricity generation have lowered the power sector’s 
contribution to GHG emissions beyond what the recession 
alone would have achieved (Chart 10). Depending on how 
Washington proceeds, the US may also be under pressure 
to shift away from coal-generated power, increasing that 
country’s appetite for importing hydro-related power 
from Canada. All of this raises the prospects for further 
investments in that sector in the coming decades.

For the fi rst time since 2007, all of the three heavy hitters 
of capital investment are moving in tandem. The oil sands, 
utilities and the manufacturing sector are expected to add 
signifi cantly to capacity, ensuring that business investment 
remains a consistent source of support for the domestic 
economy, not just this year but also in coming years. That 
should help Canada better weather the medium to longer 
term challenges brought by its strong currency and a 
consumer and housing sector that will be constrained by 
already elevated household debt levels.

In the US, businesses are also seeing increases in capital 
budgets, in part due to improved opportunities for 
American exports. The US dollar is relatively cheap against 
many of its trading partners, and America’s market share 
abroad is likely to benefi t. Capital spending to meet that 
demand will be an important source of growth.

Canada’s exports will tap into some of the resulting 
improvement in the US economy, particularly for 
companies that can hitch themselves to the US supply 
chains for products ultimately destined for higher growth 
economies overseas. A strong Canadian dollar will remain 
a challenge for exporters, but we expect the improving 
global economy to generate increased opportunities over 
the next few years.

Where Do SMEs Fit In?

For the fi rst time in the post-war era, Canada’s Small- and 
Mid-Size Enterprises (SMEs) outperformed their larger 
corporate counterparts during the last recession. This 
deviation from the traditional trend, in which smaller 
businesses suffer the most in a downturn, was visible in 
the employment statistics, with SME employment falling 
much more slowly during the recession relative to the 
steep job loss experienced by large corporations. That 
was thanks to their greater focus on the domestic market, 
which was less affected by the global downturn.

But what shielded SMEs during the recession is impairing 
them during the recovery. A global recession gave way to 
a global recovery with exports leading the way. Given this 
trajectory, Canadian SMEs with their low contribution to 
exports (Chart 11) were not able to fully take advantage 
of the improving economic environment. As a result, SMEs 
hardly participated in the recent job market recovery, 
with large corporations responsible for almost all net-job 
creation since mid-2009. With consumer spending and 
home building decelerating, and more of the growth tied 
to capital spending and exports, SMEs will face further 
challenges in 2011 in terms of keeping pace with the 
economy as a whole.

Chart 10
Electricity Share of GHG Emissions Falls When 
Hydro’s Share of Electricity Generation Increases

Source: Environment Canada, EIA, CIBC
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Low Contribution to Exports by SMEs

Source: Statistics Canada, CIBC
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SMEs in the business-to-business sector will benefit 
from the capital spending pick-up. Others in sectors like 
retailing might capitalize from the spillover benefi ts of 
energy sector investment growth, if they have the fortune 
to be in the relevant regions of Canada.

But other SMEs will have to re-orient their attention 
towards the greater opportunities opening up 
internationally. The current low level of internationalization 
among Canadian SMEs carries a significant macro 
economic cost. Recent trends in SMEs’ trade activity 
and international comparisons suggest that Canadian 
SMEs have not responded to globalization in a way that 
optimizes their long-term growth potential and their 
contribution to the Canadian economy as a whole. Strong 
growth in emerging markets and increased opportunities 
to participate in global supply chains due to the greater 
export orientation of the US economy provide Canadian 
SMEs with an opportunity to remedy this imbalance.

Only 9% of Canadian SMEs are engaged in exporting 
activity, and even this number probably overstates their 
real international exposure as it includes companies that 
export sporadically and not as an integral part of their 
business model. Furthermore, it appears that, despite 
globalization, the relative number of SMEs that engage 
in export activity in Canada is, in fact, on a decline 
(Chart 12).

While there are many ways to improve the external 
orientation of SMEs, a vital one is to increase trade activity 
with emerging markets. As illustrated in Chart 13, only 

a small portion of SMEs ship their products to emerging 
markets. Currently, an estimated 3% and 5% of SMEs’ 
revenues and jobs, respectively, are directly linked to trade 
with emerging markets. These numbers are obviously too 
low given the growing importance of emerging markets 
in the global scene. 

And on that front, there is some reason for optimism. 
One of the most important attributes of SMEs that have 
been successful in penetrating foreign markets is the 
international experience of the fi rms’ senior managers. 
Given the rising number of new immigrants from 
emerging markets in general, and China and South Asia 
in particular, there is a clear opportunity to capitalize on 
this trend. Also, contrary to popular belief, fi rms do not 
graduate to export markets only after developing an 
established foothold in Canada. In fact, recent research 
suggests that “born global” companies are as likely to 
achieve similar levels of export intensity despite fewer 
resources. Another important potential engine of growth 
for SMEs is participation in global supply chains. The 
reorganization of production at the international level, 
through increased outsourcing and the development of 
global value chains, can and should provide SMEs with 
new opportunities. The fragmentation of production 
paves the way to new niches for the supply of products 
and services where SMEs can quickly take advantage of 
their fl exibility. More specifi cally, it provides SME suppliers 
access to global markets at lower costs than those 
faced by small-scale fi rms and therefore enhances their 
internationalization process.

Chart 12
SMEs Export Activities on a Decline

Source: Statistics Canada, CIBC
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Chart 13
Limited Exposure to Emerging Markets by 
Canadian SME Exporters

Source: Statistics Canada, CIBC
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True, participating in global supply chains can bring a 
host of complex changes to SMEs, such as integrating 
operations with other players, and weak negotiating 
positions due to power asymmetry. Therefore, the key 
to success here is for SMEs to increase specialization and 
invest mainly in multi-purpose solutions that meet the 

demands of multiple clients. Furthermore, operating in a 
relatively familiar business environment can signifi cantly 
reduce entry barriers and power asymmetry. This is 
where we see the most signifi cant near-term opportunity 
for Canadian SMEs given the projected increase of 
outsourcing activity in the US.
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