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EXECUTIVE SUMMARY

This research investigates the strategies for growth and competitiveness pursued by large firms
and small and medium-sized enterprises (SMEs), to find out whether they differ and, if so,
whether these differences can help identify problems specific to SMEs.

In this study, “business strategy” is defined as “all aspects of a firm’s behaviour,” including
approaches to management, human resources, technology, investment, staff training, use of
government programs, and sources of innovation.

The present study is based on a recent survey of SMEs and large firms conducted by Abt
Associates of Canada for Industry Canada. The study increases understanding of large firms by
using a larger sample than case studies do, thereby permitting generalization about the conduct of
large firms. It also increases understanding of SMEs by permitting comparisons with large firms
to find out whether the strategies SMEs follow are distinguishable from large firms’ strategies and
whether they might be a cause for concern.

This study finds the following important similarities between SMEs and large firms:

� Both large firms and SMEs perceive the four most important influences on their competitive
position to be product quality, customer service, flexibility, and range of products.

� For both SMEs and large firms, growth is most influenced by management, marketing, and
employee morale. Other important influences on growth are: access to capital and markets,
ability to adopt technology, and organizational culture. Government assistance is considered
the least important influence on growth.

� SMEs and large firms differ little in business strategy. Market share and new products are
considered important to the business strategy of both large firms and SMEs, as are
technological change, efficient use of inputs, management practices, and human resources
strategy.

� For both large firms and SMEs, customers and managers are the most important sources of
product innovation. The R&D unit, the production unit, and suppliers are the next most
important. Managers and the production unit, followed by customers and the R&D unit, are
the most important sources of process innovation.

This study has identified the following important differences between large firms and SMEs:

� Large firms are much more likely than SMEs to pursue linkages with other firms through
strategic partnerships, joint ventures, and strategic alliances.
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� Proportionately more small firms than large firms use government programs, although the use
of government programs is widespread among firms of all sizes. SMEs are more likely than
large firms to consider R&D tax credits and government training programs to be very
important. SMEs attach less significance to market information and export incentives supplied
by government, although these services are important to them.

� Large firms are more likely than SMEs to perceive organizational culture and skilled labour as
important growth factors. Large firms also consider innovative organizational structure to be
more important to overall management practices.

� More employees in large firms than in SMEs receive formal training, except for professionals,
who receive approximately equal training. Employees spend equal time in informal training in
SMEs and large firms, approximately 10 percent of work time.

� Large firms perceive licensing of intellectual property as a more important source of both
product and process innovation than SMEs do.

In conclusion, SMEs and large firms generally follow similar business strategies. Both SMEs
and large firms perceive management, marketing, access to capital and markets, and ability to
adopt technology as the most important growth factors, and government assistance as the least
important growth factor.

The results highlighted in this paper indicate that government policies should focus on
improving the business climate. Sound macro-economic policies and fair, efficient market-
framework policies do much to help both large firms and SMEs to become more competitive and
prosperous, and to create more jobs.

However, some important differences between SMEs and large firms’ business strategies
indicate that some specific government interventions might be warranted. First, the overall
business strategies of large firms focus more on the importance of employees than those of SMEs
do. Large firms perceive skilled labour to be more important than SMEs do, and more large firms
than SMEs offer their employees formal training. Government training programs could, therefore,
be an important source of help to SMEs.

Second, large firms are more likely than SMEs to engage in strategic partnerships, joint
ventures, and strategic alliances with other firms. SMEs could, therefore, benefit from exploring
the potential for linkages with other firms. In this area, government can help by facilitating such
linkages at both the national and international level.

Finally, the use of licensed intellectual property is more important as a source of innovation
for large firms. SMEs could, therefore, benefit from further consideration of these potential
sources of innovation, and government could facilitate that consideration.
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The evidence presented in this paper indicates that government policy focus on SMEs is
warranted. Although SMEs rank government assistance as their least important growth factor,
they use government programs more than large firms do, and generally rate them as more
important to their overall business strategy. 



1Baldwin, Chandler, Le and Papailiadas (1994), p. 32–33.

2SMEs are firms with fewer than 500 employees. We have grouped small and medium-
sized firms together so a useful comparison can be made with other research results in the
literature. The objective is also to compare the behaviour of SMEs with that of large firms. In
doing so, differences between small and medium-sized firms will be lost. This could be
important if medium-sized firms behave differently from small-sized firms in a significant way.

INTRODUCTION

From a policy perspective, knowledge of the behaviour of small and medium-sized enterprises
(SMEs) is important. The small-firm sector creates most new jobs in Canada, although most job
losses also occur in this sector. Also, small firms that are growing employ about the same
proportion of personnel in R&D as the overall population of firms, and their R&D-to-sales ratio is
higher than the national average.1 Therefore, in terms of total employment and innovative
activities, SMEs are important to the Canadian economy.

However, if jobs created by start-up ventures are excluded, employment growth is almost
the same in SMEs and large firms. In addition, large firms seem to be less vulnerable than SMEs
to financing problems, marketing difficulties, inflexibilities in adopting technology, and difficulty
in hiring qualified employees.

Recognizing the important contribution of both types of firms to the Canadian economy,
this study investigates the strategies for growth and competitiveness pursued by large firms and by
SMEs to find out whether they differ.2 Much recent research in this area has focused on the
strategies of SMEs. The objective was to analyse their behaviour and isolate specific deficiencies
that might explain some of their problems. Other research has focused on successful SMEs to
identify the strategies that make them successful; the present research compares the strategies of
SMEs and large firms to identify the problems that are specific to SMEs.

We recognize that the behaviour of firms cannot be represented by a unique dimension or
variable. Rather, we have defined business strategies to cover all aspects of a firm’s behaviour,
including approaches to management, human resources, technology, investment, staff training, use
of government programs, and sources of innovation.

The present study is based on a recent survey of SMEs and large firms conducted by Abt
Associates of Canada for Industry Canada. The study increases understanding of large firms by
using a larger sample than case studies do, thereby permitting generalization about the conduct of
large firms. It also increases understanding of SMEs by permitting comparisons with large firms
to find out whether the strategies SMEs follow are distinguishable from large firms’ strategies,
and whether they might be a cause for concern.



2 Introduction

Section 1 summarizes a selection of the literature on SMEs and large firms in Canada that
is relevant for comparison purposes, Section 2 outlines the research methodology of this study,
Section 3 presents its findings, and Section 4 presents our conclusions.



1. BUSINESS STRATEGIES AND ACTIVITIES: SELECTED LITERATURE

Little is known about the differences between large firms and SMEs in what they perceive to be
success factors and the public policy implications of those differences. The research is fragmented
and thin. Comparisons of the behaviour of large and small firms first appeared indirectly, in the
context of explaining the market structures amenable to innovative activity and economic growth.
Schumpeter (1942) was the first study to examine the dynamics of market structures most
favourable to success, measured in terms of innovation. The theme running through Capitalism,
Socialism, and Democracy is now familiar to economists: economic growth results mainly from
innovative activity, which depends on entrepreneurial activity. Schumpeter argued that innovation
is more likely to occur under monopolistic conditions, where rents can be captured from
innovative activity and where firms are in a better position to absorb the risks of creative activity.

Since Schumpeter, however, understanding of the role of market structures has advanced
in theory as well as in terms of the statistical evidence brought to bear on the problem. This
research challenges Schumpeter’s theory. The theoretical work suggests complex relationships
between market structure and economic growth. Technological change depends on a host of
factors, and can occur in various market structures, from competition to oligopoly and monopoly.
The empirical research, based mainly on U.S. firm-level and industry-level data, points to several 
important conclusions, such as: that large corporations are not the sole sources of innovative
activity, and that a high degree of seller concentration does not necessarily favour innovation.
Specifically, the empirical research finds that large firms are more likely to engage in formal R&D
and receive more patents than very small firms. However, innovation also occurs in firms of
modest size in the manufacturing sector. Acs and Audretsch (1990) find that small firms seem
more efficient in R&D: they generate more innovations per thousand employees and per million
dollars of R&D spending. Yet, the majority of small firms are not innovative to any significant
degree. From these findings, it is possible to conclude that the weight of evidence does not
suggest any concrete relationship between particular market structures and the extent to which
innovative activity occurs at firm level.

In Canada, Baldwin and colleagues (1994) investigates both the strategies and the
activities of successful SMEs, focusing on the tactics small firms use to become successful and on
the activities they use to implement these strategies. Baldwin explores the broad areas of
management, marketing, financing, human-resource development and innovation. The study is
based on survey data supplemented with administrative data on sales and profitability. The survey
focuses on three interrelated areas: the firm’s strategies, which encompass the overall
organizational plan adopted to meet the firm’s goal; the firm’s activities, such as financing,
personnel, technology, and capital equipment investment; and characteristics of the firm, such as
its governance structure, geographical diversification of sales, and the ethnic and educational
background of the manager.

The sample for that survey was designed to produce a picture of growing Canadian SMEs
in 1992. Firms eligible for the study had fewer than 500 employees and less than $100 million in



4 Business Strategies and Activities: Selected Literature

assets in 1984. Eligible firms also had grown in employment, sales and assets between 1984 and
1998.

Baldwin finds that the three factors most significant to the success of growing SMEs are
management, the skills of employees, and marketing. Financing strategy is also regarded as
important. 

Skillful management is perceived to contribute the most to the competitiveness of
individual firms; total quality management and innovative organizational structures receive the
greatest emphasis. Skilled labour ranks just after management in explaining growth. The human
resources strategy focuses on continuous staff training. Growing SMEs place considerable
emphasis on the quality of their workforce; it is found that 53 percent of them spend, on average,
10 percent of their investment budget on staff training.

Marketing strategy ranks third in influence on success. This factor includes product
quality, flexibility in responding to customer needs, and customer service. In the area of finance,
growing SMEs report that gaining access to capital and solving the problem of capital cost are
most important. 

Baldwin finds that growing SMEs appear to be significantly innovative, with 16 percent of
all investment allocated for R&D and R&D-to-sales ratios better that the average for Canadian
businesses overall. Growing SMEs report that innovative activity can occur in the absence of
formal R&D structures.



2. RESEARCH METHODOLOGY

2.1 Objective of the survey

The purpose of the survey done for this paper was to examine the business strategies of firms in
Canada and to compare strategies used by SMEs with the strategies used by large firms.
Specifically, we wanted to determine whether the combination of important elements in a business
strategy is the same for all the firms in our sample and, more important, whether the combination
favoured by SMEs differs from that of large firms in Canada. In this study, we used a broad
definition of business strategies that covered approaches to management, human resources,
technology, investment, staff training, use of government programs, and sources of innovation.

2.2 Survey instrument

The questionnaire had three main sections. The first section examined the general characteristics
of firms, including ownership structure, country of control, involvement in strategic alliances and
joint ventures, and sales.

The second section assessed the competitive position of firms, relative to competitors, in
categories such as price, quality, and customer service, focusing on the factors contributing to
growth over the previous five years and predicted for the next five years. These factors included
management skills, R&D capability, and employee skills.

The third section queried firms’ overall business strategy, including how each firm dealt
with its markets and products, technology, inputs, employees, and its management practices. This
section also included questions on sources of product and process innovation, such as
management and the R&D and production units, and the importance of various government
programs to growth. Human resources strategy was also examined in firms where the
employment, earnings, and training of occupational groups was sampled. Finally, the proportion
of total investment in market development, R&D, materials for production, buildings, machinery
and equipment, and staff training was examined.

2.3 Conduct of the survey

The survey questionnaire was designed to examine how the characteristics, strategies, and
activities of SMEs and large firms affect their competitiveness and growth. It included questions
from the Statistics Canada Survey of Growing SMEs because of the objective to compare this
survey’s results with Statistics Canada’s results on growing SMEs. The questionnaire was also
adapted to the survey sample, which included large firms, and to obtain answers to questions
specific to this research.
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We tested a preliminary version of the questionnaire. The test consisted of 13 interviews
with senior representatives (e.g., VP Human Resources, VP Finance, Comptroller, Director of
Communications or Government Relations) of medium-sized and large Canadian companies. The
respondents’ views indicated what we should do to finalize the survey instrument (see
Appendix B).

To select our survey sample of firms, we more than 1,200 of the largest firms from the
CanCorp Canadian Corporations database maintained by Micromedia Ltd. This database covers
major public corporations incorporated in Canada and trading on a Canadian exchange; major
subsidiaries; privately held, federally registered corporations; and all companies listed on the
Toronto Stock Exchange.

The survey was conducted between July 11, 1995 and September 30, 1995, by means of an
initial general mailing, a telephone follow-up and a second mailing. It produced 254 valid
responses, a response rate of about 21 percent.

Approximately 60 percent of the final sample is SMEs — that is, firms with fewer than
500 employees. The remaining 40 percent is large firms — that is, firms with 500 or more
employees. This size distribution is very close to the distribution in our initial full sample of firms
surveyed (see Table 1).

Table 1
Size distribution of sample (by size of firms, number, and percentage of sample)

SMEs Large firms Total

Initial  sample 703 (57%) 532 (43%) 1235

Final sample 146 (58%) 108 (42%)   254

The industrial distribution of our final sample (see Table 2) looks different from the
distribution of the initial sample. The response rates in the manufacturing sector and trade sector
(both wholesale and retail) were lower than average and, consequently, these sectors are under-
represented. However, we chose not to correct for these differences because the initial sample
contained an over-representation of these sectors in total GDP. The industrial composition of the
final sample is, in fact, closer to reality.
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Table 2
Industry distribution of sample (percentage of sample)

Initial sample Final sample

Resources 7 (0.5%) 20 (7.9%)

Manufacturing 590 (47.8%) 95 (37.4%)

Construction 30 (2.4%) 4 (1.6%)

Transportation and
communications

106 (8.6%) 33 (13.0%)

Wholesale trade 205  (16.6%) 22 (8.7%)

Retail trade 228 (18.5%) 14 (5.5%)

Finance, insurance and
real estate

61 (4.9%) 40 (15.7%)

Services 8 (0.6%) 26 (10.2%)

Total 1235 254



3 Baldwin and colleagues (1994) found that most SMEs are independently owned (that is,
owned and operated by executives or managers), and a few are owned by passive investors.

3. RESEARCH FINDINGS

3. 1 General characteristics

SMEs are more likely than large firms to be proprietorships, and smaller firms are probably more
likely than large firms to be taken over. In the sample, more SMEs than large firms are controlled
by a parent company (see Table 3).3 On average, 49 percent of firms are controlled by a parent
company. Among large firms, control by a parent company is less likely than the average for the
whole sample. This is a reasonable finding — large firms are more likely to control than to be
controlled.

Table 3
Control by a parent company (percentage by size of firm)

SMEs Large firms Total

Controlled by a parent company 51.4 45.4 48.8

Table 4 shows the origin of the parent company by size of firm, for the firms controlled by
a parent company. Of the total sample, 36 percent of parent companies originate in Canada and 36
percent in the United States. Of large firms, 41 percent are controlled by a parent company
originating in the United States. Consequently, the likelihood of ownership by a U.S. firm
generally increases with firm size. This is consistent with the branch-plant nature of the Canadian
economy.

Table 4
Origin of parent company (by size of firms)

SMEs Large firms Total

Canada 34.7 38.8 36.3

United States 32.0 40.8 35.5

Rest of world 22.7 20.4 21.6

Firms in the sample can grow because of external forces such as mergers or acquisitions.
In the 1992–1995 period, 10 percent of firms in the sample had been acquired by other firms, and
30 percent had acquired other firms. Generally, SMEs are acquired more often than large firms,
and large firms are more likely than SMEs to acquire other firms (see Table 5).
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4 To answer the qualitative questions, respondents were asked to rank their opinion on a
five-point scale: 1 (not important); 2 (slightly important); 3 (important); 4 (very important);
5 (crucial). Results for qualitative questions are reported as an average of all responses.

Table 5
Acquisition of firms (by size of firm)

SMEs Large firms Total

Percentage of firms acquired 11.0 9.3 10.2

Percentage of firms that have acquired others 26.7 35.2 30.3

A firm’s interests may be linked to those of other firms by joint ventures, strategic
alliances, or strategic partnerships. Over the 1992–1995 period, 34 percent of all firms in the
sample had been involved in a joint venture, 33 percent in a strategic alliance, and 29 percent in a
strategic partnership. Forty-five percent of the firms in the sample had been involved in at least
one of these linkages.

Large firms were much more likely than SMEs to enter into strategic partnerships, joint
ventures, and strategic alliances (see Table 6). Thirty-nine percent of large firms were involved in
a strategic partnership, 45 percent in a joint venture, and 44 percent in a strategic alliance but, at
most, only 25 percent of the SMEs were involved in any kind of linkage with another firm.

Table 6
Type of alliance (by size of firm)

SMEs Large firms Total

Strategic partnership 21.9 38.9 29.1

Joint venture 25.3 45.4 33.9

Strategic alliance 24.0 44.4 32.7

3.2 Intellectual property4

Firms have many reasons for entering into a strategic alliance, partnership, or joint venture. The
survey asked firms whether the sale to or acquisition from other firms of intellectual property was
important in the decision to enter into any linkage with another firm. The acquisition, sale, or
licensing of intellectual property was a factor in the decision to form such an arrangement for 35
percent of firms in the sample, and more large firms (37 percent) than SMEs (33 percent) said it
was a factor. 
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Trade Secrets/Know-how

Trademarks

Patents

Copyrights

0 1 2 3 4 5

Figure 1

Intellectual property can be acquired or licensed through patents, trademarks, copyrights,
and trade secrets or know-how. In the sample, 29 percent of firms ranked the sale or licensing of
patents as very important or crucial to the decision to form a joint or strategic arrangement;
45 percent ranked trademarks as very important or crucial; 24 percent ranked copyrights as very
important or crucial; and 87 percent ranked trade secrets or know-how as very important or
crucial. The significance of the sale or licensing of such intellectual property to other firms was
ranked about the same.

Figure 1 shows the average score of each type of intellectual property acquired or licensed
from other firms, and Figure 2 shows the average score of each type of intellectual property sold
or licensed to other firms. Acquisition or sale of trade secrets or know-how is ranked as very
important, although all types of intellectual property are considered important.

Table A1 and Table A2 show the average score given to the importance of each type of
intellectual property in the decision to form a strategic or joint arrangement, by size of firm. Both
SMEs and large firms rate trade secrets and know-how as the most important form of intellectual
property, followed by other forms.
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Trade Secrets/Know-how

Patents

Copyrights

Trademarks

0 1 2 3 4 5

Figure 2

“Perceived competitive position” refers to how a firm views its success relative to that of its main
competitors. A firm will want to know whether its product, overall, is better or worse than those

goods and services it supplies to its customers (see Figure 3).
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Figure 4

Firms were asked to rank their competitive position relative to their main competitors on
the following 10 attributes:

� product price;
� customer service;
� product quality;
� range of products;
� frequency of introduction of new products;
� flexibility in responding to customers’ needs;
� production costs;
� R&D spending;
� labour climate; and
� employee skills.

Firms were asked to assess their relative position on a five-point scale: 1 (much worse than
the competition); 2 (somewhat worse); 3 (about the same); 4 (somewhat better); 5 (much better).
The average scores for each category (excluding not applicable responses) are shown in Figure 4
and Figure 5.
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Figure 5

Although the firms in the sample clearly perceive that all the listed factors influence their
relative competitive position, it is also clear that they believe that the most important are product
quality, customer service, and flexibility in responding to customer needs, each with average
scores of 3.9. Next in importance are range of products (3.8), employee skills (3.6), new products
(3.5), labour climate (3.4), R&D (3.4), price of goods (3.2), and production costs (3.2).

Figure 5 and Table A3 show the average scores (standard error) for both large firms and
SMEs. The four factors in which they perceive themselves most superior to their competitors are:
product quality, customer service, flexibility, and range of products, with scores of 3.7 or more.
SMEs perceive these factors to be more important than large firms do, however. The least
important factors, for firms of all sizes, are product prices and production costs.

The ranking of the results is similar to that for growing SMEs found in Baldwin and
colleagues (1994). In both the present study and in Baldwin, the top three factors are product
quality, customer service, and flexibility. 

3.4 Growth

The factors perceived as contributing to the growth of firms include the various facets of
production, including managerial, marketing, and employee capabilities, technological and
innovational adaptability, and the overall business climate within the firm. Growth also depends
on availability of inputs, especially the supply of capital, the price of capital, markets, technology,
and government assistance. Figure 6 illustrates the factors influencing growth.
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F i g u r e  6 F i r m s  w e r e  a s k e d  t o  r a t e  o n  a  f i v e - p o i n t  s c a l e * 1 2 * f a c t o r s  f o r  i m p o r t a n c e  t o  t h e  g r o w t h  o f t h e i r  c o m p a n y  o v e r  t h e  1 9 9 0 – 1 9 9 5  p e r i o d :  1  ( n o t  i m p o r t a n t ) ;  2  ( s l i g h t l y  i m p o r t a n t ) ;  3  ( i m p o r t a n t ) ; 4  ( v e r y  i m p o r t a n t ) ;  5  ( c r u c i a l ) .  T h e  f a c t o r s  a r e : � m a n a g e m e n t  s k i l l s ; � R & D  c a p a b i l i t y ; � a c c e s s  t o  c a p i t a l ; � c o s t  o f  c a p i t a l ; � i n t e l l e c t u a l  p r o p e r t y  r i g h t s ; � g o v e r n m e n t  a s s i s t a n c e ; � m a r k e t i n g  c a p a b i l i t y ; � a c c e s s  t o  m a r k e t s ; � o r g a n i z a t i o n a l  c u l t u r e ;  a n d � e m p l o y e e  m o r a l e . F i g u r e  7  s h o w s  t h a t  f i r m s  r a n k e d  m a n a g e m e n t  s k i l l s  a s  t h e  m o s t  i m p o r t a n t  d e t e r m i n a n t  o f g r o w t h ,  w i t h  a  m e a n  s c o r e  o f  4  ( v e r y  i m p o r t a n t ) .  M a r k e t i n g  c a p a b i l i t y  a n d  e m p l o y e e  m o r a l e * ( 3 . 8 ) t o  a d o p t  t e c h n o l o g y  a n d  o r g a n i z a t i o n a l  c u l t u r e * ( b o t h  a t  3 . 6 ) ,  s k i l l e d  l a b o u r * ( 3 . 5 ) ,  c o s t  o f  c a p i t a l ( 3 . 3 ) ,  R & D  ( 3 . 2 ) ,  i n t e l l e c t u a l  p r o p e r t y  r i g h t s  ( 2 . 5 )  a n d ,  f i n a l l y ,  g o v e r n m e n t  a s s i s t a n c e  ( 2 . 1 ) .
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Figure 7

Like the study of growing SMEs (Baldwin et al. 1994), the present study found that
management skills, marketing capability, access to markets, and access to capital are among the
top five factors. The results differ in that, although employee morale is among the top five factors
for large and small firms, skilled labour is not, although it is for growing SMEs. Like growing
SMEs in Baldwin’s study, the firms surveyed for this study reported government assistance as the
last important contributor to growth.

Figure 8 and Table A4 show the responses of SMEs and large firms. For both, the top
three factors perceived to affect growth in the previous five years are management skills,
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3.5 Business strategy

Firms have strategies that permit them to work toward their goals. Firms need a strategy for
dealing with market changes, and coordinated plans for the types of products and markets they
supply. On the production side, firms must be able to innovate and to be flexible in adopting
appropriate production technologies, training employees, using new materials, reducing costs, and
managing their operations.

Firms were asked to rate the following five categories for importance to their overall
business strategy: 

� markets and products;
� technology;
� use of production inputs;
� management practices; and
� human resources strategy.

A five-point scale was used to assess the importance of various factors in each category: 1
(not important); 2 (slightly important); 3 (important); 4 (very important); 5 (crucial). All
categories of strategies were reported as important or crucial. Human resources and the markets
and products were first and second in the overall ranking, followed by management practices,
technology, and use of production inputs, in a tight group. The patterns for SMEs and large firms
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were the same, except that human resources strategy came first in importance for large firms, and
markets and products came first for SMEs.

Markets and products

Firms were asked about the importance of maintaining market share, introducing new products to
current markets and new markets, and introducing current products to new markets.

Figure 9 shows that maintaining market share is the most important factor, with a score of
4, followed by introducing new products to current markets (3.8), current products to new markets
(3.5), and new products to new markets (3.3). All factors are considered important.

Therefore, the sampled firms value the least aggressive marketing strategy, maintaining
market share, the most, and the most aggressive strategy, that of entering new markets with new
products, the least. Still, all marketing strategies rank above 3 (important), which shows that firms
of all sizes emphasize their original markets, but also value aggressive entry into new markets
with new products.

Markets and products by size of firm

Figure 10 and Table A5 show that SMEs and large firms differ little in their perception of the
importance of maintaining market share (crucial) and of introducing new products in current
markets (important). Market share is considered crucial, with a mean score of 4.0 for SMEs and
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4.1 for large firms. Introducing new products in current markets receives a mean score of 3.8 for
both SMEs and large firms. Smaller firms, however, place more importance on introducing
current products in new markets, with a score of 3.6, compared with large firms, which score
market strategy at 3.4. The most aggressive strategy, introducing new products in new markets, is
ranked the lowest by both SMEs and large firms, although the SMEs rate it higher than larger
firms do.

In conclusion, firms of all sizes primarily base their marketing strategy on maintaining
market share, the least aggressive approach of the possibilities offered in the survey.

Technology

In the knowledge-based economy, technology plays a leading role in fostering growth in the
economy as a whole and at firm level. Therefore, it is important to inquire about the technology
strategy of firms. At firm level, technological change occurs through the development of new
technology, refinement of technology developed by others, use of technology developed by others,
or improvement on current technology. The importance of each kind of technological change to
firms of all sizes is shown in Figure 11.
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The most important of the categories of technological change is improving a firm’s own
technology with a score of 3.7 followed by almost equal weight being given to the other forms of
technological change with scores of 3.3 for using others’ technology, and 3.2 for each of refining
others’ technology and developing new technology. By following a less aggressive, and therefore
less risky strategy, firms find it easier and less costly to innovate. Still, all strategies are given a
score greater than 3 (important) so that both aggressive strategies and building on existing
strengths are important.

Importance of technology to overall business strategy

Figure 12 and Table A6 show how SMEs and large firms perceive the importance of each type of
technological change to overall business strategy. Both large firms and SMEs rate improving
current technology as the type of technological change most important to their business strategy,
with scores of 3.8 and 3.6 respectively. Large firms rate using others’ technology as next in
importance (3.5). Both these factors are rated higher by large firms than by SMEs. Developing
new technology and refining others’ technology are viewed as important by both large firms and
SMEs, but less so than improving current technology.

It is possible to compare these results with the results of Baldwin and colleagues (1994)
for growing SMEs from a similar question. Growing SMEs also favour improving current
technology above other strategies. In order of importance, firms prefer using technology
developed by others, developing new technology, and refining the technology of others.
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Figure 12

The literature portrays SMEs as having difficulty adapting to technological change. Thisstudy shows that their technology strategies are substantially similar to those of large firms —

they all favour the least aggressive approach of improving their current technology, and large

firms probably prefer this strategy even more than SMEs do.Use of production inputs

In Canada, the productivity slowdown that began during the 1980s is not well understood at thefirm level. Efficiency of production, including how the firm uses production inputs, is part of the

explanation, but full understanding of efficiency at firm level is impossible without a detailed

examination of the use of inputs.A firm’s business strategy usually stresses the following categories of change in the use ofinputs:�adopting new materials;



22 Research Findings

Cutting Labour Costs

Using Materials More Efficiently

Reducing Energy Costs

Using New Materials

0 1 2 3 4

Figure 13

It is possible to compare these scores with the scores Baldwin and  colleagues (1994)reports for growing SMEs. Growing SMEs reported reducing labour costs as the most importantway to improve efficiency, followed by using existing materials more efficiently, reducing energycosts, and adopting new materials.

Use of production inputs by size of firm

Figure 14 and Table A7 show use of inputs for large firms and SMEs. In general, large firmsconsider use of production inputs more important to their overall strategies than SMEs do. Both

large firms and SMEs view cutting labour costs as the most important of this group of factors

contributing to overall business strategy, with scores of  l35and 346 respectively, followed by

using materials more efficiently, with scores of  l65and 344 respectively. For large firms, reducing

energy costs is next in importance (342), followed by adopting new materials (2- ). SMEs reverse

this ranking, with respective scores of 2- 5and 340.

In conclusion, large firms and SMEs both rank cutting labour costs as the most importantstrategy for using production inputs efficiently.
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Figure 15Management practices

Firms view management practices as core activities. One approach to fostering good managementpractices is to set up incentives for managers to encourage desired behaviour. The organizational

structure managers adopt are part of a firm’s business strategy, as are managers’ approaches to

inventory control, production processes, and intellectual property. Figure 15 shows the importance

of these factors to firms of all sizes.

Firms view total quality management as most important, with a score of 387, followed byprocess control (386), management incentives (385), organizational structure (385), just-in-time

i n v e n t o r y  c o n t r o l  ( 3 8 3 ) ,  a n d  i n t e l l e c t u a l  p r o p e r t y  m a n a g e m e n t  ( 2 . 7 ) .

A g a i n ,  a  c o m p a r i s o n  c a n  b e  m a d e  w i t h  t h e  f i n d i n g s  o f  B a l d w i n  a n d  c o l l e a g u e s  ( 1 9 9 4 )  f o r growing SMEs. Growing SMEs emphasized total quality management above all other
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management strategies, organizational structure and management incentives came second and
third, and just-in-time inventory and process control came last.

Management practices by size of firm

The ranking of management practices in order of importance is almost the same for the whole
sample of firms, for large firms, and for SMEs (see Figure 16 and Table A8). However, large
firms rank innovative organization structure higher than management incentives.

Both large firms and SMEs value total quality management over all other management
practices, with scores of 3.8 and 3.7, respectively. Large firms rank process control and innovative
organizational structure equally (3.7), followed by management incentives (3.5), just-in-time
inventory control (3.2), and intellectual property management (2.8). In contrast, SMEs score
process control at 3.6, both innovative organizational structure and management incentives at 3.4,
just-in-time inventory control at 3.3, and intellectual property management at 2.7.  In conclusion,
both large firms and SMEs rank total quality management the highest of management practices,
but consider other management practices almost as important. Large firms consider innovative
organizational structure more important than SMEs do.
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Human resources

The knowledge, skills, and adaptability of a firm’s employees are the key to its growth and
competitiveness. The study finds only minor differences between large firms and SMEs in
occupational composition of the workforce and amount of informal training, but that SMEs offer
their employees less formal training than large firms. Large firms and SMEs use similar human
resources strategies, emphasizing continuous staff training, staff motivation, and innovative
compensation packages.
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Workforce composition by occupational groups: Figure 17 shows a workforce breakdown
of executives and management, professional and technical, production, sales, and other
employees. For all firms in the sample, almost 35 percent of all employees are production
workers, and the next largest category is “other employees,” comprising almost 31 percent of all
employees. Professional and technical employees come third, then sales employees, and executive
and management employees are last. The survey also found that, for every five full-time
employees, there is one part-time employee.

Figure 18 shows that the pattern of occupational groups for the whole sample is
approximately the same for large firms and SMEs. The differences are that there are
proportionately more professional employees and fewer sales people in large firms. SMEs have a
marginally larger proportion of part-time to full-time workers.

Training: All firms in the sample, on average, formally trained 4632 percent of
professional and technical employees, 44.1 percent of executives, 4336 percent of sales employees,
and 33.9 percent of production employees. Of full-time employees, 3936 percent received formal
training, and both full- and part-time employees spend 10 percent of work time in informal
training. 
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Figure 19 shows the percentage of employees receiving training in SMEs and large firms.
In large firms, all categories of employees except professionals received more training than they
would in SMEs. The differences are substantial: 29.5 percent and 42.1 percent of production
employees, in SMEs and large firms respectively, received training. The remaining statistics, for
SMEs and large firms, are: professional and technical employees, 46.4 percent and 45.9 percent;
sales employees, 39 percent and 52.2 percent; executives and management employees, 42.1
percent and 47.6 percent; and other employees, 36.3 percent and 44 percent. The amount of time
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spent in informal training is approximately the same in SMEs and large firms, at 10.3 percent and
9.7 percent respectively.

In conclusion, SMEs generally offer their employees less formal training than large firms
do, but approximately the same amount of informal training.

Human resources strategy: Firms were asked to rate the importance of continuous staff
training, innovative compensation packages, and other forms of staff motivation. Figure 20 shows
that, for firms of all sizes, continuous staff training is the most important human resources
strategy, with a score of 3.9, followed closely by other forms of staff motivation (3.7), and
innovative compensation packages (3.4).

In Baldwin’s 1994 study of growing SMEs, other forms of staff motivation received the
highest score, followed by staff training and innovative compensation packages.

Human resources strategy by size of firm: Large firms and SMEs are about the same in the
priority they give to staff training, innovative compensation packages, and other forms of staff 
motivation. Large firms consider continuous staff training crucial (score of 4.0); SMEs scored this
category at 3.7. Large firms and SMEs give staff motivation almost the same score (3.6 and 3.7
respectively). Innovative compensation packages are scored at 3.5 by large firms and 3.3 by SMEs
(see Figure 21).
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Figure 22

In conclusion, large firms and SMEs both emphasize continuous staff training, but large
firms rate it higher than staff motivation and SMEs rate it equal to staff motivation. 

3.6 Innovation capability

Innovation is a key element in the growth and competitiveness of a firm. Yet the capacity to
innovate — that is, create new products and production processes — comes from sources both
inside and outside the firm. Internal sources include the R&D unit, the production unit and
management. The external sources include affiliated firms, competitors, suppliers, and customers
(see Figure 22).
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The study by Baldwin and colleagues (1994) of growing SMEs found a similar pattern for
the sources of product innovation: customers and management come first, followed by suppliers.
However, growing SMEs rated the R&D unit toward the bottom of the scale, along with parent or
affiliated firms and licensed intellectual property. More successful growing SMEs placed more
emphasis on the production and R&D units, parent or affiliated firms, and licensed Canadian and
foreign intellectual property as sources of product innovation.

Sources of process innovation

The relative importance of various sources of process innovation differs slightly from that of
product innovation. Management is the most important source, with a score of 3.7, followed by
the production unit (3.5), customers (3.4), suppliers (3.2), the R&D unit (3.1), parent or affiliated
firms (2.9), competitors (2.7), and contracting out (2.6). The least important sources of process
innovation are licensed Canadian and foreign intellectual property, and government contracts (see
Figure 25).
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size of firm as for the sample as a whole (see Figure 26 and Table A11). Large firms score
managers and the production unit each at 3.6, followed by customers (3.4), suppliers (3.2), and the
R&D unit (3.1). For SMEs, the mean scores are: managers (3.7), the production unit (3.5),
customers (3.4), the R&D unit (3.2), and suppliers (3.1). Large firms, however, rate licensed
Canadian and foreign intellectual property and contracting out higher than SMEs do.
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In conclusion, SMEs and large firms both look to managers, customers, the production
unit, the R&D unit, and suppliers for process information, although large firms put more emphasis
on licensed Canadian and foreign intellectual property.

The study by Baldwin and colleagues (1994) of growing SMEs showed a similar ranking
for sources of process innovation, with customers, management, and suppliers on top. As with
product innovation, more successful growing SMEs put more emphasis on the production and
R&D units, and licensed Canadian and foreign intellectual property.

3.7 Government programs

From a policy perspective, it is important how much firms use government programs and how
important government programs are to them.

Use of government programs

Figure 27 shows the percentage of all firms in the sample that use different types of government
programs. Seventy-four percent are involved in government procurement, 73 percent use
government export incentives and services, 73 percent use government industrial support (which
includes regional, technology, and development programs), 61 percent use government market
information services, 51 percent use government training programs, and 50 percent use
government R&D tax incentives. 
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As Figure 28 shows, SMEs differ substantially from large firms in use of government
programs. In all categories, SMEs are more likely to use government programs. Procurement is
the program SMEs use most — 82 percent report using procurement, whereas 63.4 percent of
large firms report using it. Seventy-eight percent of SMEs report using export incentives, but
substantially fewer large firms (66.7%) use them. Next in importance are industrial programs,
which are used by 77.7% of SMEs and 65.3% of large firms. Market information is used by
69.7% of SMEs and 49.5% of large firms. Almost 60% of SMEs make use of R&D tax credits
and training programs. Fewer large firms (37.1%) in the sample use R&D tax credits and 40.2%
use government training programs compared with 59.2% of SMEs.

Procurement

Export Incentives and Services

Industrial Support

Market Information Services

Training Program

R&D Tax Incentives

Importance of government programs

Firms score R&D tax incentives the highest (3.4), although many were less likely to use tax
credits than other programs. This is followed by government procurement (3.0), industrial
support (3.0), export incentives (2.9), training (2.8) and, lastly, market information services (2.6)
(see Figure 29).
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Figureı30Importance of government programs by size of firmFigureı30 and Table A12ıshow the importance of government programs to the growth of largeof growth among government programs, although SMEs value them moreıhighly: SMEs scoreR&D tax credits at 3ı6 and large firms at 3ı3. Next in importance for SMEs are government
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 Large firms rate procurement, industrial programs, and export incentives equally, with
scores of 2.9 each, followed by training and market information each with scores of 2.6.

In conclusion, SMEs consider most government programs to be important for their growth
and score government programs more highly than large firms. Large firms consider government
programs in the slightly important to important range. For both SMEs and large firms, R&D tax
incentives are the government programs most important to business growth, although R&D tax
credits are used by fewer firms than other programs.

These results contrast with the findings of Baldwin’s 1994 study of growing SMEs, in
which training received the highest rating, government procurement, market information, and
industrial support programs followed, and R&D tax and export incentives came last. However, the
difference in perception between the less successful and the more successful growing SMEs with
respect to government programs is interesting. The more successful growing SMEs rated R&D tax
incentives and export incentives as much more important, and government training and
procurement programs were negatively related to success.



4. CONCLUSION

This study finds important similarities in the behaviour of SMEs and large firms:

� Both large firms and SMEs perceive the four most important influences on their
competitive position to be: product quality, customer service, flexibility, and range of
products. Both large firms and SMEs consider their relative performance in these areas to
be somewhat better or better than that of their competitors.

� For both SMEs and large firms, growth is influenced most by management, marketing, and
employee morale. However, other important influences on growth are: access to capital
and markets, ability to adopt technology, and organizational culture. Government
assistance is considered the least important influence on growth.

� SMEs and large firms differ little in their business strategy. Market share and new
products are important to the business strategy of both large firms and SMEs, as are
technological change, efficient use of inputs, management practices, and human resources
strategy.

� For both large firms and SMEs, customers and managers are the most important sources of
product innovation, followed by the R&D unit, the production unit, and suppliers. For
process innovation, managers and the production unit are the most important sources,
followed by customers and the R&D unit.

This study has also identified the following important differences between large firms and
SMEs:

� Large firms are much more likely than SMEs to pursue linkages with other firms through
strategic partnerships, joint ventures, and strategic alliances. Therefore, SMEs may expand
their scope to explore linkages with other firms, depending on the advantages these
arrangements would have.

� The proportion of small firms using government programs is greater than the proportion of
large firms, although use of government programs is widespread among firms of all sizes.
Sixty percent or more of SMEs use some type of government program, and SMEs attach
slightly more importance to all types of government programs. SMEs consider R&D tax
credits and government training programs very important, more than large firms do. They
also consider industrial programs and procurement important. SMEs attach less
significance to market information services and export incentives supplied by government,
although these services are influential.
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� Large firms perceive organizational culture and skilled labour as more important growth
factors than SMEs do. Large firms also consider innovative organizational structure to be
more important to overall management practices than SMEs do.

� In general, large firms consider the use of production inputs to be more important in their
overall strategies than SMEs do.

� More employees in large firms than in SMEs receive formal training, except professionals,
who receive approximately equal training. Employees spend equal time in informal
training in SMEs and large firms, approximately 10 percent of work time.

� Large firms consider licensing of intellectual property as a more important source of both
product and process innovation than SMEs do.

In conclusion, SMEs and large firms follow generally similar business strategies.
Management and marketing, access to capital, access to markets, and ability to adopt technology
are perceived as the most important growth factors, and government assistance the least
important, for both SMEs and large firms.

The results presented in this paper imply, therefore, that government policies should focus
on making the business climate right. Sound macro-economic policies and fair, efficient market
framework policies do much to help both large firms and SMEs to become more competitive and
prosperous, and to create more jobs.

However, some important differences between SMEs and large firms’ business strategies
indicate that some specific government interventions might be warranted. First, large firms focus
more on  their employees within their overall business strategy. More large firms perceive skilled
labour as an important factor, and more large firms offer their employees formal training, than
SMEs do. In this context, government training programs could be an important help to SMEs.

Second, large firms are also more likely to enter into strategic partnerships, joint ventures,
and strategic alliances with other firms. SMEs could, therefore, benefit from further exploration of
possible linkages with other firms. In this area, government can be useful by facilitating such
linkages at both the national or international levels.

Finally, licensing of intellectual property is more important as a source of innovation for
large firms. SMEs could, therefore, benefit from further study of these sources of innovation.
Government could act as a facilitator here also.

The evidence presented in this paper indicates that a government policy focus on SMEs is
warranted. Although SMEs rank government assistance as the least important growth factor, they
use government programs more intensively than large firms do, and generally rate them as more
important to their overall business strategy. 
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APPENDIX A: TABLES

Table A1
Importance to alliances of acquiring intellectual property (by size of firm)

Type of intellectual
   property

Total < 500
employees

> 500  employees Significance of difference

Patents 2.8 3.2 2.5 —

Trademarks 2.9 3.2 2.8 —

Copyrights 2.4 2.7 2.2 —

Trade secrets or
  know-how

4.2 4.2 4.1 —

Table A2
Importance to alliances of selling intellectual property (by size of firm)

Type of intellectual
   property

Total < 500 employees > 500
employees

Significance of difference

Patents 3.0 3.1 2.8 —

Trademarks 2.6 2.3 2.9 —

Copyrights 2.7 1.8 3.2 ***

Trade secrets or 
  know-how

4.0 4.3 3.8 —

*** indicates significance at the 95% confidence interval; 
 ** at 90%; 
   * at 80%; and
 — indicates not significant.
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Table A3
Perceived competitive position (by size of firm)

< 500 employees > 500 employees Significance of
difference

Product quality 4.0 3.9 *

Customer service 4.0 3.8 ***

Flexibility 3.9 3.8 —

Range of products 3.9 3.7 *

Employee skills 3.6 3.6 —

New products 3.5 3.5 —

R&D 3.4 3.4 —

Labour climate 3.4 3.5 —

Product price 3.2 3.3 —

Production costs 3.2 3.3 —

*** indicates significance at the 95% confidence interval;
 ** at 90%;
   * at 80%; and

— indicates not significant.
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Table A4
 Factors perceived to aid growth (by size of firm)

< 500 employees > 500 employees Significance of
difference

Management skills 4.0 4.0 —

Marketing capability 3.8 3.8 —

Employee morale 3.8 3.8 —

Access to markets 3.6 3.8 **

Access to capital 3.7 3.5 *

Ability to adopt technology 3.6 3.7 —

Organizational culture 3.5 3.7 **

Skilled labour 3.4 3.7 ***

Cost of capital 3.4 3.2 —

R&D 3.2 3.1 —

Intellectual property rights 2.4 2.6 —

Government assistance 2.1 2.0 —

*** indicates significance at the 95% confidence interval;
 ** at 90%;
   * at 80%; and
 — indicates not significant.
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Table A5
Importance of markets and products (by size of firm)

< 500 employees > 500 employees Significance of
difference

Market share 4.0 4.1 —

New products, current markets 3.8 3.8 —

Current products, new markets 3.6 3.4 *

New products, new markets 3.4 3.2 *

Table A6
Importance of technology (by size of firm)

< 500 employees > 500 employees Significance of
difference

Improving current technology 3.6 3.8 **

Using others’ technology 3.2 3.5 ***

Developing new technology 3.2 3.2 —

Refining others’ technology 3.2 3.3 —

*** indicates significance at the 95% confidence interval;
 ** at 90%;
   * at 80%; and
 — indicates not significant.
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Table A7
Importance of use of production inputs (by size of firm)

< 500 employees > 500 employees Significance of difference

Cutting labour costs 3.6 3.8 **

Using materials efficiently 3.4 3.6 **

Using new materials 3.0 2.9 —

Reducing energy costs 2.9 3.2 ***

Table A8
Importance of management practices (by size of firm)

< 500 employees > 500 employees Significance of
difference

Total quality management 3.7 3.8 —

Process control 3.6 3.7 —

Innovative organizational structure 3.4 3.7 **

Management incentives 3.4 3.5 —

Just-in-time inventory control 3.3 3.2 —

Intellectual property management 2.7 2.8 —

*** indicates significance at the 95% confidence interval;
** at 90%;

   * at 80%; and
— indicates not significant.
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Table A9 
Human resources strategy (by size of firm)

< 500 employees > 500 employees Significance of
difference

Continuous staff training 3.7 4.0 ***

Other forms of staff motivation 3.7 3.6 —

Innovative compensation package 3.3 3.5 **

Table A10
Sources of product innovation (by size of firm)

< 500 employees > 500 employees Significance of
difference

Customers 3.7 3.6 —

Managers 3.7 3.5 **

R&D unit 3.5 3.2 —

Suppliers 3.3 3.3 —

Production unit 3.2 3.3 —

Parent or affiliated firms 3.0 2.9 —

Competing firms 2.9 2.8 —

Contracting out 2.7 2.7 —

Canadian intellectual property 2.2 2.6 ***

Foreign intellectual property 2.1 2.6 ***

Government contracts 2.1 2.0 —

*** indicates significance at the 95% confidence interval;
 ** at 90%;
   * at 80%; and

— indicates not significant.
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Table A11
Sources of process innovation (by size of firm)

< 500 employees > 500 employees Significance of
difference

Managers 3.7 3.6 —

Production unit 3.5 3.6 —

Customers 3.4 3.4 —

R&D unit 3.2 3.1 —

Suppliers 3.1 3.2 —

Parent or affiliated firms 2.9 2.8 —

Competitors 2.7 2.7 —

Contracting out 2.5 2.8 ***

Canadian intellectual property 1.9 2.4 ***

Foreign intellectual property 1.9 2.3 ***

Government contracts 2.0 1.7 *

Table A12
Importance of government programs (by size of firm)

< 500 employees > 500 employees Significance of 
difference

R&D tax incentives 3.6 3.3 **

Procurement 3.2 2.9 —

Industrial support 3.2 2.9 —

Export incentives and services 2.9 2.9 —

Training programs 3.1 2.6 ***

Market information services 2.7 2.6 —

*** indicates significance at the 95% confidence interval;
** at 90%; 
* at 80%; and 

— indicates not significant.
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