Measuring entrepreneurship
Canada’s provinces trail US states on key indicators
Keith Godin &
Niels Veldhuis
Entrepreneurship is one of the most
important parts of an economy and is
increasingly being recognized as a key
driver of economic progress. Governments at all levels and in many countries
have made promoting entrepreneurship
a priority. However, despite the growing
interest and focus on entrepreneurship
there is still no adequate comprehensive measure of entrepreneurship. Consequently, there is no way to assess the
effectiveness of public policies aimed at
entrepreneurship.
Earlier this year, the Centre for Entrepreneurship and Markets at the
Fraser Institute released the first study
in a long-term project aimed at measuring and comparing entrepreneurship
across jurisdictions. Measuring Entrepreneurship: Conceptual Frameworks
and Empirical Indicators examined
the most important definitions of entrepreneurship, as well as widely cited
and used measures of entrepreneurship.1 The study also examined six potential indicators of entrepreneurship
and presented results and rankings for
the 10 Canadian provinces and 50 US
states. Ultimately, the goal of the project is to develop a multi-indicator index
of entrepreneurship for Canada and the
United States.
Figure 1 presents a summary of the
rankings for the Canadian provinces on
the six indicators of entrepreneurship.
Overall, the Canadian provinces trailed
their US counterparts on numerous aspects of entrepreneurship.
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Business creation
Business creation is the process of starting a new enterprise, the primary way
in which entrepreneurs commercialize
ideas and one of the most important
measures of entrepreneurship.
Business creation is measured in
two ways in the study. First, it is measured in terms of business start-ups,
i.e., the number of new businesses created throughout the year as a percentage of the total number of businesses
that existed at the beginning of the year.
The second measure is “net” business
creation—the number of enterprises
created throughout the year less the
number that went out of business as a
percentage of total businesses. Net business creation is a particularly insightful
indicator of entrepreneurship as it captures, at least in part, the dynamic aspect
of entrepreneurship that consists of new
ideas, products, and processes replacing
existing ideas, products, or processes
that are no longer competitive. Joseph
Schumpeter (1942) famously referred to
this process as “creative destruction.”
Overall, Canadian provinces performed moderately well with respect to
business start-ups (figure 1). For start-ups,
the top-ranked Canadian province, Newfoundland and Labrador, ranked 9th out
of all of the provinces and US states with
an average start-up rate of 16.6% from
2002/2003 (latest available data at time
of publication). It was followed closely
in Canada by Alberta (16th) and British Columbia (19th). Quebec generated
the fewest number of new businesses in
Canada and ranked 54th overall.

Unfortunately, the Canadian provinces fell behind their US counterparts
in terms of net business creation. While
Alberta (11th), Ontario (21st), and British
Columbia (24th) performed moderately
well, six Canadian provinces ranked in
the bottom 10 jurisdictions. In fact, five
Canadian provinces—Newfoundland
and Labrador, Saskatchewan, Nova Scotia, New Brunswick, and Prince Edward
Island—had negative rates of net business creation. In other words, in those
provinces more enterprises went out of
business than were created on average
during 2002/2003.

Self-employment
Self-employed individuals are those who
make an occupational choice and take the
risk of working on their own rather than
for an employer. Along with business creation, it is one of the most commonly used
indicators of entrepreneurship.
Canadian provinces generally had high
rates of self-employment (as a percentage
of total employment), and as a result, all
were in the top half of the 60 jurisdictions.
British Columbia was the top-ranked jurisdiction with a self-employment rate
of 11.9%, while Quebec (24th) was the
lowest-ranked Canadian province with a
self-employment rate of 7.3%.
Though these numbers are useful,
there are problems with self-employment as a measure of entrepreneurship.
Research shows that about half of the
variation in self-employment rates can
be explained by industrial composition
and demographics (Glaeser, 2007). For
example, a jurisdiction with a larger
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Figure 1: Empirical indicators of entrepreneurship, Canadian provinces, rankings out of 60

AB

BC

MN

Business start-ups - 16th
Net business creation - 11th
Self-employment - 21st
Small businesses (1-9) - 22nd
Small businesses (10-49) - 42nd
Venture capital - 34th
Industrial R&D - 46th
Academic R&D - 19th
Patents - 42nd

Business start-ups - 19th
Net business creation - 24th
Self-employment - 1st
Small businesses (1-9) - 17th
Small businesses (10-49) - 46th
Venture capital - 17th
Industrial R&D - 34th
Academic R&D - 12th
Patents - 56th

SK

Business start-ups - 37th
Net business creation - 57th
Self-employment - 9th
Small businesses (1-9) - 13th
Small businesses (10-49) - 44th
Venture capital - 25th
Industrial R&D - 55th
Academic R&D - 4th
Patents - 47th

Business start-ups - 29th
Net business creation - 49th
Self-employment - 14th
Small businesses (1-9) - 59th
Small businesses (10-49) - 1st
Venture capital - 42nd
Industrial R&D - 48th
Academic R&D - 7th
Patents - 52nd

ON

Business start-ups - 27th
Net business creation - 21st
Self-employment - 8th
Small businesses (1-9) - 55th
Small businesses (10-49) - 10th
Venture capital - 13th
Industrial R&D - 22nd
Academic R&D - 6th
Patents - 51st

Source: Godin et al. (2008).
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portion of the economy made up of an
industry with higher self-employment
rates will rank higher than another jurisdiction that has a smaller portion of its
economy made up by that same industry. In addition, some government policies, such as favourable tax treatment or
other regulations, may induce individuals to become self-employed for reasons
other than entrepreneurial impulse.

categories. In the number of firms with
1-9 employees as a percentage of total firms for 2003-2004, the numbers
ranged from 78.9% in Quebec (second
out of 60) to 70.1% in Manitoba (59th
out of 60) (figure 1). Canadian provinces
managed to occupy both the top and
bottom spots when the number of firms
with 10-49 employees as a percentage of
total firms was measured.

Small businesses

Venture capital

Small businesses are defined as enterprises that have 1-49 employees. Small
businesses are an important measure of
entrepreneurship because they represent
another way in which entrepreneurs
bring new ideas to the market. There is
very little variation among the Canadian
provinces and US states in the number of
small businesses relative to the number of
all businesses. In order to develop some
distinction among jurisdictions, the measure of small businesses can be divided
into two categories: firms with 1-9 employees and firms with 10-49 employees.
The Canadian provinces were scattered throughout the rankings for both

Venture capital refers to the resources
raised for the purpose of investing in
potential high-growth businesses. Venture capital is an important measure of
entrepreneurship as it entails developing new innovations and using targeted
financial support and expertise to bring
those innovations to the market. There
was only one Canadian province in the
top 10 jurisdictions: Quebec (7th) recorded $93 in venture capital per person
in 2005. Only three other provinces—
Ontario, British Columbia, and Saskatchewan—ranked in the top half of
all 60 jurisdictions (figure 1).2 All of the
Canadian provinces, however, signifi-
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cantly trailed the leaders: Massachusetts
and California had the highest levels of
venture capital with $379 and $296 per
person, respectively.

Research and development
Research and development (R&D) is
broadly defined as the pursuit of a new
product or process with an unknown
outcome. R&D measures the entrepreneurship that occurs within existing and
typically larger firms.
Canadian provinces trailed US states
on industrial R&D spending as a percentage of GDP. Only two provinces were in
the top half of the rankings: Quebec (18th)
and Ontario (22nd) with R&D spending
of 1.7% and 1.5% of GDP, respectively, for
2003 (the latest data available at the time
of publication). The remaining provinces
generally occupied the bottom quarter of
the rankings (figure 1). Canadian provinces performed better on academic R&D
spending; however, this result should be
read with caution given that academic
R&D represented about one third of total R&D spending in all jurisdictions in
2003 (Statistics Canada, 2006).
www.fraserinstitute.org
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QC
Business start-ups - 54th
Net business creation - 51st
Self-employment - 24th
Small businesses (1-9) - 2nd
Small businesses (10-49) - 60th
Venture capital - 7th
Industrial R&D - 18th
Academic R&D - 2nd
Patents - 54th

NB

NS

Business start-ups - 41st
Net business creation - 58th
Self-employment - 5th
Small businesses (1-9) - 34th
Small businesses (10-49) - 29th
Venture capital - 35th
Industrial R&D - 53rd
Academic R&D - 3rd
Patents - 57th

Business start-ups - 34th
Net business creation - 59th
Self-employment - 18th
Small businesses (1-9) - 14th
Small businesses (10-49) - 47th
Venture capital - 31st
Industrial R&D - 51st
Academic R&D - 14th
Patents - 58th

Patents
The number of patents in a jurisdiction, similar to R&D, is a proxy for the
innovative aspect of entrepreneurship.
Unfortunately, all Canadian provinces
were in the bottom third of the rankings.
In 2005, the number of patents per 1,000
population in the provinces ranged
from 0.091 in Alberta to 0.004 in Newfoundland and Labrador. In comparison,
the top six US states—Idaho, Vermont,
California, Massachusetts, Oregon, and
Minnesota—generated more than five
times the number of patents relative
to population than Canada’s highestranked province, Alberta.

Conclusion
Analyzing jurisdictional differences in
entrepreneurship is critical in assessing
the effectiveness of public policies aimed
at increasing the level of entrepreneurship. Analyzing six different indicators,
Measuring Entrepreneurship: Conceptual
Frameworks and Empirical Indicators is
the first step towards a comprehensive
measure of entrepreneurship. While
www.fraserinstitute.org
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there are other important indictors of
entrepreneurship (business expansion,
innovation, initial public offerings, and
business losses), current data are either
not available or not comparable for the
Canadian provinces and US states. Unfortunately, the indictors for which we
have comparable data show that Canadian provinces trail their US counterparts on some of the most important
measures of entrepreneurial activity.

Notes
1 More specifically, the study explores the
common aspects and differences among the
three major schools of thought on entrepreneurship: German, Chicago, and Austrian.
The study uses the common aspects found
in these schools to develop a comprehensive
framework (definition) for measuring entrepreneurship. See Godin et al. (2008) for a
more in-depth discussion.
2 This measure of venture capital includes
all sources of venture capital spending, including government spending. In Canada,
government-supported venture capital
represents about half of all venture capital
investment in the country (Brander et al.,
2008). As such, the Measuring Entrepreneur-

Business start-ups - 22nd
Net business creation - 60th
Self-employment - 2nd
Small businesses (1-9) - 25th
Small businesses (10-49) - 24th
Venture capital - 32nd
Industrial R&D - 57th
Academic R&D - 5th
Patents - 59th

Business start-ups - 9th
Net business creation - 56th
Self-employment - 17th
Small businesses (1-9) - 3rd
Small businesses (10-49) - 59th
Venture capital - 54th
Industrial R&D - 59th
Academic R&D - 8th
Patents - 60th

ship study contains another measure of venture capital for the provinces that excludes
government-sponsored venture capital. See
Godin et al. (2008) for further details.
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