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1. INTRODUCTION

1.1 OVERVIEW

It is widely held that a healthy start-up community
is essential to the Canadian economy. Start-ups have
proven to be a significant component in fostering
economic growth (OECD 2003; Audretsch and Keilbach
2004; Van Stel et al. 2005; Audretsch et al. 2006),
creating new jobs (Acs and Audretsch 1989; Hart and
Oulton 2001; Thurik 2003) and improving knowledge
spillover (Audretsch and Feldman 1996; Varga and
Schalk 2004). Compared with mature firms, start-ups
appear to be more innovative and dynamic (Acs and
Audretsch 1990; Baldwin et al. 1994; Baldwin and
Johnson 1999; Acs and Audretsch 2003).

In Canada, approximately 96,000 new firms entered
the Canadian economy each year between 2002
and 2014 (Archambault and Song 2018). Leung
(2015) concluded that employment dynamics
represented by new firms were substantial and
could be important in accounting for changes in
employment growth.

At the same time, concerns have been raised
regarding reductions in the creation of new firms
and new entrepreneurship (Cao et al. 2015), as
well as firm turnover (Macdonald 2014), in recent
decades. More specifically, Cao et al. (2015) found
that the declines were primarily attributable to
reductions within sectors rather than a sectoral
shift. This suggests that the increase in new firms
within certain industrial sectors does not offset the
reduction within other sectors. In other words,
traditional industries in Canada have slowed down
significantly (Budget 2016), while other industries
have not actually expanded to the extent that could
boost stronger growth in productivity and wealth in
the Canadian economy.

1.2 OBJECTIVE

This report profiles Canadian start-ups based
upon owner characteristics, access to financing,
exporting, innovation and sales growth. It also
compares the distinguishing features between start-
ups and non-start-ups. The quantitative analysis is
based upon Statistics Canada’s Survey on Financing
and Growth of Small and Medium Enterprises.

The report is organized as follows: Section 2
introduces the data source and definition used in
the study; Section 3 presents the start-ups’ profile
and Section 4 presents key findings and conclusions.

2. DATA SOURCE AND

DEFINITION

2.1 DATA SOURCE

The key data source used in this study is the Survey
on Financing and Growth of Small and Medium
Enterprises, 2014." The survey is designed by
Innovation, Science and Economic Development
Canada (ISED) and is conducted by Statistics
Canada every three years. Data are collected
on financing needs, growth, export activities,
innovation activities and owner characteristics of
small and medium-sized enterprises (SMEs).

2.2 DEFINITION OF START-UP

The definition of start-up varies based upon the
research focus and the purpose of the study.

In Statistics Canada’s Survey on Financing and
Growth of Small and Medium Enterprises, 2014,
a start-up is identified through the survey question
on the year when the firm was established. A start-up,
in this study, is defined as a firm that is two years
or younger.

1. Statistics Canada, Survey on Financing and Growth of Small and Medium Enterprises, 2014.

(www.ic.gc.ca/eic/site/061.nsf/eng/02997.html)
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3 PROF| LE Figure 1: Percentage of Start-Ups by

Owners’ Age Group
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of Small and Medium Enterprises, 2014, almost oo
8 percent of SMEs were start-ups (2 years or
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The vast majority of start-up owners were between B osocws [ Nonstartups

30 and 64 years old. In 2014, 31 percent of
start-up owners were between 50 and 64 years
old, 29 percent between 40 and 49 years old,
28 percent between 30 and 39 years old, and 3.1.2 OWNERS’ GENDER
9 percent less than 30 years old (Table 1). In contrast,
only 26 percent of non-start-up owners were
between 40 and 49 years old, 11 percent between
30 and 39 years old, and 1 percent less than

30 years old.

Sources: Statistics Canada, Survey on Financing and Growth of
Small and Medium Enterprises, 2014; and ISED’s calculations.

In 2014, start-up owners were more likely to
be men than women. Close to two out of three
(63 percent) of the start-ups were majority male-
owned, whereas only 20 percent were majority
female-owned (Figure 2). Seventeen percent of
start-ups were equally owned by men and women.
The distribution of start-up owners by gender was

Table 1: Distribution of Start-Ups and Non-Start-Ups
by Owners’ Age

Start-ups Non-start-ups P ; ) )

Owners’ Age ‘ %) ‘ ) in line with that of non-start-up owners.
Lest ey byiels ol ? ! Figure 2: Ownership by Gender

30 to 39 years old 28 11

40 to 49 years old 29 26

A0 0 e HEETS old 31 49 Majority female-owned

65 years old and over 3 13

Source: Statistics Canada, Survey on Financing and Growth of

Small and Medium Enterprises, 2014.

Start-up ownership decreased as the age of the Equally owned
owner increased (Figure 1). Among business

owners less than 30 years old, 36 percent were

start-ups and 64 percent were non-start-ups. Majority male-owned

Among business owners 30 to 39 years old, 40 to

49 years old, 50 to 64 years old and 65 years old 0 10 20 30 40 5 60 70
and over, the percentages of start-ups were, W start-ups B Non-start-ups
respectively, 17 percent, 8 percent, 5 percent Sources: Statistics Canada, Survey on Financing and Growth of

Small and Medium Enterprises, 2014; and ISED’s calculations.
and 2 percent.
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3.1.3 EDUCATION

About 79 percent of start-up owners had a post-
secondary education: 32 percent received a college,
CEGEP or trade school education; 32 percent

a bachelor’s degree and 15 percent a master’s
degree or above (Figure 3). The higher share of
start-up owners (79 percent) had a post-secondary
degree than non-start-up owners (69 percent),
indicating that start-up owners were better
educated than non-start-up owners.

Figure 3: Share of Start-Ups by Owners’ Education

%
351
32 31 32

30

25

20

Master's
degree
or above

Bachelor’s
degree

Less than
a high school
diploma

High school

College,
diploma

CEGEP or
trade school

B start-ups [ | Non-start-ups

Sources: Statistics Canada, Survey on Financing and Growth of
Small and Medium Enterprises, 2014; and ISED’s calculations.

3.1.4 MANAGEMENT EXPERIENCE

Start-up owners had less management or ownership
experience than those owning older firms. Of
owners with more than 10 years of management or
ownership experience, 41 percent were start-up
owners compared with 78 percent non-start-up
owners (Table 2). Only 4 percent of non-start-up
owners had less than 5 years of experience
compared with 33 percent of start-up owners.

SME PROFILE: CANADIAN START-UPS — SEPTEMBER 2018

Table 2: Owners’ Experience

‘ Start-ups ‘ Non-start-ups
(%) (%)

Less than 5 years 33 4

5 to 10 years 26 18

More than 10 years 41 78

Sources: Statistics Canada, Survey on Financing and Growth of
Small and Medium Enterprises, 2014; and ISED’s calculations.

3.1.5 IMMIGRANT/ABORIGINAL/

VISIBLE MINORITY

Start-up owners had diverse backgrounds:

33 percent were born outside of Canada
(immigrants), 1 percent were Aboriginal and

15 percent were visible minorities in 2014 (Table 3).

Both immigrant and visible-minority owners were
more likely to start firms than non-immigrant and
non-visible-minority owners. Among businesses
owned by immigrants and visible minorities,
11 percent and 12 percent, respectively, were
start-ups compared with 7 percent of start-ups
owned by both non-immigrants and non-visible
minorities. In contrast, businesses owned by
Aboriginals were less likely to be start-ups than
businesses owned by non-Aboriginals (5 percent
of businesses owned by Aboriginals were start-up
firms compared with 8 percent of businesses
owned by non-Aboriginals).

Table 3: Distribution of Start-Ups and Percentage
of Start-Ups by Owners’ Background

Distribution | Percentage of start-ups

of start-ups | by owners’ background
(%) (%)
Immigrant 33 11
Non-immigrant 67 7
Aboriginal 1 5
Non-Aboriginal 99 8
Visible minority 15 12
Non-visible 85 7

minority

Sources: Statistics Canada, Survey on Financing and Growth of
Small and Medium Enterprises, 2014; and ISED’s calculations.



3.2 BUSINESS CHARACTERISTICS

3.2.1 EXPORTS

Start-ups were less likely to export than older firms,
and export propensity? was positively related to
the firms’ age group. In 2014, 8 percent of start-ups
exported compared with 11 percent of firms in
operation for 3 to 10 years and 13 percent of
firms in operation for 11 years and over (Figure 4).
Thus, established firms were more likely to export.

Figure 4: Export Propensity by Age of Business
%

16 —
13 13
172 11
8

8 —

4+

0 1 1 1 1

2 years 3to 11to More than
or younger 10 years old 20 years old 20 years old

(start-ups)

Source: Statistics Canada, Survey on Financing and Growth of
Small and Medium Enterprises, 2014.

Start-up exporters relied more on the U.S. market
than non-start-up exporters, while less on the
rest of the global market. Of start-up exporters,
93 percent went to the United States compared
with 89 percent of non-start-up (Figure 5).

In contrast, start-up exporters sold less to the
rest of the global market: 20 percent of start-ups
had sales to Europe compared with 32 percent
of these by non-start-ups; 9 percent to the
Asian market, other than China, compared with
16 percent; 7 percent to Latin America compared
with 17 percent and 5 percent to China compared
with 14 percent.

Figure 5: Export Propensity by Destination of Sales

%
100 [~ 93

89
90
80
70
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50
40 32
30
17 20 21
20 14 16 16
10 7 5 2
United Latin Europe China  OtherAsia  Other
States America
B Start-ups [ Non-start-ups

Sources: Statistics Canada, Survey on Financing and Growth of
Small and Medium Enterprises, 2014; and ISED’s calculations.
In 2014, younger firms were more likely to
expand sales into new markets within Canada
than older firms, suggested by the downward
slope of intended new markets by age group
(Figure 6). Among start-ups, 48 percent intended
to expand sales within the local municipality or
region; 35 percent outside the local municipality
or region, but within the same province/territory;
and 20 percent within the rest of Canada. These
intentions were higher than those of firms in
older age groups, possibly indicating that younger
firms were more growth oriented toward markets
within Canada. Intentions to expand sales into
foreign markets (export), however, were similar
between start-ups and non-start-ups. Ten percent
of start-ups intended to export compared with
11 percent of firms in operation for 3 to 10 years,
13 percent of firms in operation for 11 to 20
years and 11 percent of firms in operation for
more than 20 years.

2. Export propensity is the share of firms that export goods and/or services outside of Canada.
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Figure 6: Intention to Expand Sales into
New Markets
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Source: Statistics Canada, Survey on Financing and Growth of
Small and Medium Enterprises, 2014.

3.2.2 INNOVATION

Firms appeared to be more innovative when they
were young and in the growth stage. In 2014,
43 percent of start-ups and 44 percent of firms
3 to 10 years old introduced at least one type of
innovation (product, process, organizational or
market innovation) compared with 40 percent of
firms 11 to 20 years old and 41 percent of firms
more than 20 years old (Figure 7).

Figure 7: Innovation Activity by Business Age
%
502

34
41

30 2828

2424
200 1717 1817 21519
10 [
o Ll

Process Orgamzanonal Marketing Atleastonetype

lnnovatlon innovation innovation innovation of innovation
2 years or younger
0 (start-ups) M 3to10yearsold

M 11 to 20 years old 1 More than 20 years old

Source: Statistics Canada, Survey on Financing and Growth of
Small and Medium Enterprises, 2014.
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Start-ups were less likely to own intellectual
property than non-start-ups. About 19 percent
of start-ups owned some type of intellectual
property compared with 22 percent of non-start-ups.

3.2.3 SALES GROWTH

Sales growth expectations were higher among
start-ups than non-start-ups, and younger firms
were more growth oriented than older firms.
In 2014, 35 percent of start-ups expected to
achieve sales growth over 10 percent per year
compared with 30 percent of firms 3 to 10 years
old, 16 percent of firms 11 to 20 years old and
15 percent of firms more than 20 years old
(Figure 8).

Figure 8: Expected Average Annual Sales Growth
(above 10 percent) over the Next Three Years

%

Or 35
30
30—
20 16 15
10—
0 1 1 1 1
2 years 3to10yearsold 11to20yearsold More than
or younger 20 years old
(start-ups)
Share of firms that expected average annual sales
— P ¢

growth above 10 percent over the next three years

Sources: Statistics Canada, Survey on Financing and Growth of
Small and Medium Enterprises, 2014; and ISED’s calculations.

3.3 ACCESS TO FINANCING

3.3.1 FINANCING NEEDS

Access to financing can be an important condition
for business growth, and even more so for the
survival of start-up businesses, especially if they
have yet to establish a stable flow of income.

Overall, start-ups had higher demands for external
financing than non-start-ups, with 58 percent




of start-ups requesting some form of external
financing compared with 51 percent of non-start-ups
(Table 4). When asked why firms did not request
financing, 81 percent of start-ups reported that
financing was not required compared with

89 percent of non-start-ups. The two main reasons
expressed by start-ups for not requesting financing
when needed were concerns that the request
would be turned down (5 percent) and that
applying for financing was too difficult or time
consuming (5 percent).

Request rates for debt financing were also higher
among start-ups than non-start-ups. In addition,
requests for debt financing decreased among older
firms. In 2014, 37 percent of start-ups requested
debt financing compared with 31 percent of

firms in operation for 3 to 10 years, 27 percent
of firms in operation for 11 to 20 years and

25 percent of firms in operation for more than
20 years (Figure 9). In contrast, the debt financing
approval rates were lower among start-ups than
non-start-ups. In addition, the approval rate
increased among older firms. In 2014, 75 percent
of debt financing requests was approved for
start-ups compared with 78 percent for firms in
operation for 3 to 10 years, 84 percent for firms
in operation for 11 to 20 years and 88 percent
for firms in operation for more than 20 years.
This suggests that, although in greater need of
financing, start-ups had more difficulty obtaining
financing than older firms. This might be due to
poor credit experience or a lack of credit history
on the part of the start-up.

Table 4: Reason for Not Requesting External Financing

Applying for Unaware of
Requested | Financing | Concern that financing too Cost of financing sources
external not request would difficult or time financing available to Other
financing | required |be turned down consuming too high business
(%) (%) (%) (%) (%) (%) (%)
Start-ups 58 81 5 5 2 4 5
Non-start-ups 51 89 2 2 1 3 4

Sources: Statistics Canada, Survey on Financing and Growth of Small and Medium Enterprises, 2014; and ISED’s calculations.

Figure 9: Debt Financing Request Rate and
Approval Rate

%

100 —
84 88
- 2 g
60 [~
37
40 - Q\L 27 25
20 — .
0 2 years 3to10yearsold 11 to 20 years old More than

or younger
(start-ups)

==@=—Request Rate

20 years old

wffl}== Approval Rate

Source: Statistics Canada, Survey on Financing and Growth of
Small and Medium Enterprises, 2014.

Among requested forms of debt financing,
start-ups were more likely to request credit
cards and lines of credit. In 2014, 22 percent of
start-ups requested credit cards, 19 percent lines
of credit, 8 percent term loans and 3 percent
non-residential mortgages.

Both start-ups and non-start-ups were provided
with debt financing at relatively similar interest
rates, lengths of loans and requests to pledge
collateral to secure financing. In 2014, the
average interest rate paid by start-ups for non-
residential mortgages was 5.3 percent compared
with 4.7 percent by non-start-ups; 5.4 percent

SME PROFILE: CANADIAN START-UPS — SEPTEMBER 2018
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for lines of credit by start-ups compared with
5.2 percent by non-start-ups; 5.9 percent
for term loans by start-ups compared with
5.2 percent by non-start-ups and 18.1 percent
for credit cards by start-ups compared with
17.2 percent by non-start-ups (Figure 10). The
average length of non-residential mortgages
was 106 months for start-ups compared with
119 months for non-start-ups and the average
length of term loans was 62 months for start-ups
compared with 60 months for non-start-ups.
Sixty-four percent of start-ups were required to
provide collateral to obtain financing compared
with 67 percent of non-start-ups.

Figure 10: Debt Financing Interest Rates, Lengths
of Loans and Requirements to Provide Collateral

%
120> 119

100 —
80~
60 -
40+

20 18.117.2

5452 5952

5347

0

Non-residential Line Term Credit | Non-residential Term
mortgage  of credit loan card mortgage loan
Interest rate Length of loan Collateral
(%) (months) (%)
Il Start-ups [l Non-start-ups

Sources: Statistics Canada, Survey on Financing and Growth of
Small and Medium Enterprises, 2014; and ISED’s calculations.

In 2014, start-ups were more inclined than non-
start-ups to use loans for working capital/operating
capital, with 74 percent of start-ups planning to use
the financing for working capital/operating capital
compared with 61 percent of non-start-ups (Figure 11).

SME PROFILE: CANADIAN START-UPS — SEPTEMBER 2018

Figure 11: Intended Use of Debt Financing

Land and buildings

Vehicles/rolling stock

Computer hardware
or software

Other machinery
or equipment

Working capital/
operating capital

Research and
development

Debt consolidation
Enter a new market

Other

1 1%
0 20 40 60 80

B start-ups [ Non-start-ups

Sources: Statistics Canada, Survey on Financing and Growth of
Small and Medium Enterprises, 2014; and ISED’s calculations.

4. KEY FINDINGS AND
CONCLUSIONS

The vast majority of start-up owners were
between 30 and 64 years old. Not surprisingly, the
likelihood of establishing a new firm decreased
as owners aged. Start-up owners were more likely
to be men than women, as in the general SME
population. The distribution of start-up owners by
gender was in line with that of non-start-up owners.
More than three quarters of start-up owners had

a post-secondary education: 32 percent received
a college, CEGEP or trade school education;
32 percent a bachelor’s degree and 15 percent a
master’s degree or above. This suggested that
start-up owners were better educated than
non-start-up owners. Start-up owners had less
management or ownership experience than those
owning older firms. The background of start-up
owners is diverse: 33 percent were born outside of
Canada (immigrants), 1 percent were Aboriginal



and 15 percent were visible minorities in 2014.
Both immigrant and visible-minority owners
were more likely to start firms than non-immigrant
and non-visible-minority owners, whereas Aboriginal
owners were less likely to own start-up businesses
than non-Aboriginal owners.

Start-ups were less likely to export than older
firms, and export propensity was positively related
to the firms’ age group. Start-up exporters relied
more on the U.S. market than non-start-up
exporters, while less on the rest of the global
market. Firms appeared to be more innovative
when they were young and in the growth stage.

Overall, start-ups had higher demands for
external financing than non-start-ups, with
58 percent of start-ups requesting some form
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