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 � The strategies that firms pursue to achieve a competitive advantage—
through investment, innovation and productivity improvements—influence 
potential growth, i.e., the rate at which an economy can grow without a 
buildup in inflationary pressures. In the aftermath of the Great Recession 
and against a number of transformative global trends, the medium-term 
competitiveness strategies that Canadian firms are following are of parti-
cular interest for the conduct of monetary policy.

 � The findings of the Bank of Canada’s 2013 Firm Strategy Survey suggest 
that, in a slow-growth environment amid strong competition and uncer-
tainty regarding the timing of a strengthening in demand, Canadian firms 
have generally placed more emphasis on defensive competitiveness 
strategies, aimed at reducing cost structures or differentiating existing 
products to help retain customers, than on measures targeting expansion 
or longer-term competitiveness.

 � Firms that are the most entrepreneurial or agile in the way in which they 
combine capital and labour report generally better innovation outcomes 
and have a more favourable view of their ability to improve their competi-
tive position relative to global best practices.

Insights into what businesses are anticipating and planning, and how they 
are adjusting to shocks and changing economic conditions, serve as an 
important input into the Bank of Canada’s economic outlook. The com-
bination of forces influencing Canadian businesses over recent years has 
been profound. These forces include the Great Recession, higher levels 
of connectivity and mobility worldwide, the rise of disruptive innovations, 
more-complex global supply chains and the growing prominence of emer-
ging economies. The Bank’s regional offices conducted the Firm Strategy 
Survey (FSS) to gain insights into the adjustments that businesses are 
making against this backdrop and the factors affecting their strategies to be 
competitive over the coming three to five years, in order to inform the Bank’s 
outlook for exports, investment and productivity growth.

The Bank of Canada Review is published two times a year. Articles undergo a thorough review process. The views expressed in the articles are those of the 
authors and do not necessarily reflect the views of the Bank. The contents of the Review may be reproduced or quoted, provided that the authors and the 
publication, with its date, are specifically cited as the source.
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The 2007–09 financial crisis and recession represented a major shock for 
Canadian businesses, particularly exporters. Some businesses closed, 
net firm creation slowed and firms were forced to adjust to survive (Poloz 
2013). The Canadian economy recovered, supported by monetary and 
fiscal stimulus. Five years after the start of the recovery, however, signs of 
sustained strengthening in the momentum of global and domestic economic 
growth have been slow to materialize. Quarterly business surveys suggest 
that conditions of prolonged uncertainty have led firms to favour shorter-
term, more-reversible capital outlays over recent 12-month horizons, or 
targeted upgrades or replacement of existing capital, resulting in modest 
aggregate growth in business investment.1

At the same time, import penetration into Canada has increased over recent 
years and data show a loss of market share abroad among Canadian 
exporters (Macklem 2011; de Munnik, Jacob and Sze 2012). The Canadian 
dollar appreciated over much of the past decade, in the face of persistently 
weak productivity growth, contributing to a loss of Canadian competitiveness. 
Canada has trailed on a number of indicators that are known to increase 
productivity, including investment in information and communications tech-
nology and research and development.2 Studies point increasingly toward 
organizational capital as a promising area to focus on to better understand 
the determinants of productivity (see Bloom et al. (2014), for example).

Organizational capital, defined as the accumulation of firm-specific know-
ledge (Atkeson and Kehoe 2005), along with software, technological know-
how, and research and development, is part of a firm’s intangible capital. It 
affects a firm’s choices about desired levels of capital and labour, subject to 
its external environment (i.e., competition, market, industry, and cultural and 
institutional factors). It includes strategic planning, management practices 
and other organizational competencies, as well as investment to redesign or 
reconfigure existing products or to promote brand equity in order to main-
tain or gain market share (Corrado, Hulten and Sichel 2009).3 Taken together, 
investments in intangible capital are important drivers of profitability at the 
firm level and of productivity at the economy-wide level.

Recent studies have focused on investments in intangible capital that promote 
firm “agility” (i.e., the ability to surpass rivals by spotting opportunities early 
and adapting in real time to environmental and technological shifts) as a way 
to increase competitiveness in dynamic and uncertain environments.4 While 
studies approach the issue of agility from various perspectives, common fea-
tures include simultaneously implementing strategies to create demand 
through innovation; enhancing operating efficiency relative to competitors 
through the adoption of new technologies; and maximizing organizational 
learning through intense use of knowledge, information and networks. In other 
words, productivity-enhancing behaviours are integrated throughout various 

1 See the Bank of Canada’s Business Outlook Survey from 2012 to 2014. These reactions are in line 
with predictions of models regarding firm investment behaviour during periods of elevated uncertainty 
(Bloom 2009).

2 The World Economic Forum’s 2014–15 Global Competitiveness Report, for example, shows that Canada’s 
competitiveness ranking slipped from 10th to 15th place over the past five years, reflecting deterioration 
in the areas of technological adoption, innovation, business sophistication and infrastructure (Schwab 2014).

3 See Baldwin, Gu and Macdonald (2012) for an analysis of the contribution of intangibles to labour 
productivity growth in Canada. At present, only a limited portion of investment in intangibles is capital-
ized in Canadian national accounts data.

4 See, for example, EIU (2009); Madhok and Marques (2014); McGrath (2013); Sherehiy, Karwowski and 
Layer (2007); and Zhang (2011).

At the aggregate level, the 
more widespread productivity-
enhancing strategies and 
behaviours are across firms, the 
more favourable the prospects 
for the macroeconomic outlook 
and growth in potential output
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aspects of the organization. At the aggregate level, the more widespread such 
strategies and behaviours are across firms, the more favourable the prospects 
for growth in investment, productivity, exports and potential output.

This article summarizes the results of a survey designed to explore these 
issues. After a brief description of the survey, results are presented in three 
sections. The first assesses the changes in the competitive environment 
over the previous five years that are pertinent to understanding firm strategy. 
The second section discusses the competitiveness objectives of Canadian 
firms and the focus of investment plans over the medium term (three to five 
years). The third section aggregates responses to provide insights on the 
organizational agility features of Canadian businesses. The final section 
discusses macroeconomic implications.

The Survey
The theoretical framework underpinning the questionnaire is one in which 
the representative firm formulates strategy in order to maximize expected 
profit or value, subject to its information set and various constraints, 
including implied opportunity costs, over its planning horizon. This 
optimization is influenced by competitive conditions and the economic 
environment. It may lead a firm to rationally choose a more defensive 
cost-minimization strategy during certain periods, and a more aggressive 
strategy to create its own demand through innovation or speed to market 
during others.

The survey questions were divided across the key drivers of profitability 
at the firm level: external factors (i.e., competition, market structure, 
constraints); organizational capital (i.e., competitiveness objectives, 
organizational competencies, processes for strategy formulation, extent 
of adjustment to recent technology, nature of participation in export mar-
kets); innovation behaviour; and tangible and intangible investment strat-
egy.5 The questions for each driver can be divided into two categories: 
action-based (relating to recent actions taken by the firm) and vision-
based (questions that required firms to evaluate statements and choose 
the one that best described their strategic organizational objectives). The 
wording of questions was selected to align as closely as possible with 
concepts tested in the literature and to provide a link to macroeconomic 
variables of interest to the Bank.

Senior economics staff in the Bank’s regional offices conducted the 
survey between September and December 2013, through face-to-face 
interviews with senior executives at 151 companies who were able to 
speak about the overall strategy of the firm.6 The survey used a quota-
sampling framework that is broadly representative of the Canadian 
economy, providing a range of views across regions, sectors and firm 
size (see Table 1 for summary statistics).7

5 For more details on the survey, see Rennison, Novin and Verstraete (forthcoming).

6 Respondents were the chief executive officer, president, chief financial officer, chief operating officer or 
treasurer.

7 Specific sample targets by sector, region and firm size were selected in accordance with the quota-
sampling procedure used for the Business Outlook Survey (de Munnik, Illing and Dupuis 2013), with 
the exception of regulated utilities, which were excluded. The proportion of exporters in the sample is 
larger than their share in the overall population of businesses to ensure reasonable coverage among 
those exposed to global conditions. The manufacturing sector is also oversampled relative to its share 
of business sector GDP in recognition of its extensive linkages to other sectors of the economy.
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The Results
Evaluating the competitive landscape
The FSS evaluated the Canadian competitive landscape from three  
perspectives: (i) changes in the number of direct competitors, (ii) firms’ 
adjustment to changing market conditions, and (iii) barriers to entry.

Changes in the number of direct competitors
On balance, firms selling solely to the Canadian market reported facing a 
greater number of direct competitors in the primary market for their main 
product (good or service) than five years before.8 Many saw greater foreign 
competition as driving the increase, as well as advances in mobility and 
connectivity, and changes in technology that have enabled the establish-
ment of more Internet-based businesses and new product development. 
Changing consumer tastes have resulted in demand for more variety, pro-
viding scope for new competitors to enter their main market.

Firms with some exposure to export markets, in contrast, reported little 
change in the number of direct competitors relative to five years before. 
Those with the greatest export exposure (50 per cent or more of sales to 
international customers) reported a net decline in the number of direct com-
petitors. Many exporters witnessed the exit or takeover of weaker competi-
tors, as foreign demand fell sharply during the recession, or the merger or 
consolidation of other exporters.

Firms’ adjustments to changing market conditions
Firms’ accounts of the strategies they followed in the aftermath of the Great 
Recession provide insights into how competitive pressures were evolving. Most 
surviving firms were focusing on rationalizing cost structures (Chart 1). This was 
particularly true for exporters.9 Some saw their market become dominated by a 
few low-cost producers. While there were fewer traditional competitors in their 
primary market, some cited more competition in secondary markets as other 
businesses diversified in an effort to find untapped sources of demand. At a 
time when foreign demand was slow to recover, the combination of shifting 

8 The share of firms reporting that they were facing more direct competitors than five years before 
exceeded the share reporting that they faced fewer.

9 Eighty per cent of exporters reported that they have reduced their cost structure since the recession, 
compared with 65 per cent of domestic firms.

Domestic firms reported a 
greater number of direct 
competitors than five years ago, 
stemming from foreign entrants, 
advances in technology and 
changing consumer tastes...

...while many exporters 
witnessed the exit or takeover 
of weaker competitors, as 
foreign demand fell sharply 
during the recession

In the aftermath of the Great 
Recession, most surviving 
firms were focusing on 
rationalizing cost structures 

Table 1: Summary statistics on the 151 fi rms in the Firm Strategy Survey sample

Sector %a Region %a
Size and other 

information %

Primary 13 Atlantic 14 Small 23

Manufacturing 26 Quebec 20 Medium 38

Construction, information 
and transportation services

15 Ontario 26 Large 39

Wholesale and retail trade 13 Prairies 20 Exporter b 64

Finance, insurance and 
real estate 

15 British 
Columbia

21 Intense exporter c 32

Commercial, personal 
and business services 

19 Publicly traded 
company

32

a. Percentages may not add to 100 because of rounding.
b. Firms with any international sales or indicating export potential
c. Firms with more than 50 per cent of their sales in international markets
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global trade patterns, more-complex global supply chains and greater digital 
trade (e-commerce) raised the intensity of competition for exporters, even 
though the number of direct competitors did not increase.

In addition to efforts to rationalize cost structures, firms reported investing in 
technology, new markets (particularly exporters) and in skills development. 
Investments in branding or marketing and after-sale service were used to 
promote customer loyalty and retention.

Overall, domestic and export-oriented firms reported that sales outside 
their home region accounted for a greater share of their sales base than five 
years earlier (Chart 2). As well, the corporate activities of exporting firms 
became somewhat less concentrated within Canada across all functions 
(Chart 3), as a number of firms shifted or added resources outside Canada, 
mainly to be closer to demand.
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Notes: Firms were asked to provide an account of the strategies they followed in the aftermath of the Great 
Recession, in terms of externally directed actions (i.e., related to their market) or internally directed actions 
(i.e., directed toward changing structure, processes, systems or resource use within the organization). 
Multiple responses were allowed. Responses shown are those actions cited by at least 25 per cent of fi rms.

Chart 1: Most-common fi rm strategies following the Great Recession
Percentage of fi rms
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Notes: Survey question: Please indicate whether the approximate percentage of your total sales in each of 
the following markets is notably higher, lower or about the same as it was fi ve years ago. Exporters are fi rms 
with any international sales or indicating export potential.
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Chart 2: Comparison with sales fi ve years before 
Balance of opinion (percentage higher minus percentage lower)

 38 FiRM stRatEGy, coMpEtitivEnEss anD pRoDuctivity: thE casE oF canaDa 
  Bank oF CanaDa REviEw  •  aUTUMn 2014



Barriers to entry
Nearly all firms (92 per cent) believe that there are barriers to entry that 
restrict new firms from entering their industry, either in the form of a struc-
tural barrier (scale of production, regulation, access to resources or access 
to financing) or a strategic barrier (related to knowledge or a strong brand 
name). Over half of firms characterize the barriers to entry as significant. 
Firms in the resource and manufacturing sectors were most likely to indicate 
that barriers to entry allow competitive advantage in the industry to be sus-
tained over long periods. A number of manufacturers more heavily engaged 
in new product development, however, noted that new products are quickly 
copied, and advantages from these efforts tend to be short-lived. As well, 
firms in the services sector noted that competitors can quickly catch up to 
any gains in cost efficiency. Many of these firms indicated that competitive 
advantage can be preserved only by offering highly customized products, 
which can mitigate efforts to improve productivity.

Strategies for competitiveness
Against the backdrop of this competitive landscape, firms’ top three strategies 
for competitive advantage10 over the coming three to five years were to obtain 
a cost advantage (improve their cost structure or productivity); to achieve a 
differentiation advantage (improve customer loyalty by customizing offerings 
or differentiating their product); and to focus on skills (recruiting, retaining, 
training or creativity-building) (Chart 4). Very few firms selected growth-related 
strategies such as innovation advantage (leading the market by introducing 
completely new or notably better products) or the advantage of geographic 
presence (being present in more geographic markets) as “most relevant” for 
their market share over the next three to five years.

10 The response categories offered to firms can be grouped into supply-side objectives (related to costs 
or labour) or demand-side objectives. The latter group includes strategies related to the elasticity of 
demand (to target a specific segment of the market, or niche, that is not currently being met by com-
petitors, or by differentiating one’s product to attract customers from competitors in existing markets), 
as well as strategies to create one’s own demand through completely new or notably better products, 
or to get new products to market more quickly than rivals.

Nearly all firms believe that 
there are barriers to entry 
that restrict new firms from 
entering their industry

Few firms selected leading the 
market through innovation as 
the most relevant competi-
tiveness strategy for the 
next three to five years
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Notes: Those reporting that the proportion of their corporate activities taking place in owned facilities outside 
Canada has increased over the past fi ve years versus those reporting that it has decreased. Exporters are 
fi rms with any international sales or indicating export potential.

 Non-exporters  Exporters

0

5

10

15

20
%

-5
Sales Production Distribution After-sale

service
Research and 
development/

design

Corporate
services

Chart 3: Change in resources allocated to owned facilities outside Canada 
Balance of opinion (percentage higher minus percentage lower) 
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Firms reported that they are targeting investment mainly at streamlining 
production, at repairing or replacing existing equipment or facilities, or at 
differentiating current product offerings (Chart 5). Few reported that they 
are targeting investment at expanding longer-term capacity to serve either 
domestic or international markets. Exporters generally reported shorter 
desired payback periods on investment in machinery and equipment than 
firms focusing on the domestic market, suggesting a shorter-term focus for 
investment plans in the current environment.
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Notes: Survey question: How would you rate the relevance of the following strategies for your competitive 
position and market share over the next three to fi ve years (very relevant, somewhat relevant, not relevant)? If 
more than one strategy is considered “very relevant,” please also indicate which strategy is the most relevant. 
The chart shows responses for very and most relevant only.
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Chart 4: Strategy for competitive advantage over the coming three to fi ve years
Percentage of fi rms
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Notes: Survey question: How would you rate the relevance of the following objectives for your investment 
spending over the next three to fi ve years (very relevant, somewhat relevant, not relevant)? If more than one 
objective is considered “very relevant,” please also indicate the most relevant. The chart shows responses for 
very and most relevant only.
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When choosing among statements related to their organization’s way of 
working, the statements that are most closely associated with innovation, 
adoption of new technology or organizational learning were generally not the 
most prevalent (Table 2). For instance, while many firms considered innova-
tion to be an ongoing and central part of their strategic plan, the majority 
viewed their organizational capabilities as most closely geared toward main-
taining and extending existing competitive advantages rather than gener-
ating new advantages. A considerable share of firms reported that their 
business had changed only “to some extent” in response to advances in 
information technology.11 Regarding their use of information and organiza-
tional learning, firms described organizational structures and processes as 
generally set up to favour analysis over experimentation. Few firms indicated 

11 Firms were asked to characterize the extent to which their business processes, product or service 
design, marketing, or organizational structure had changed in response to advances in information and 
communications technology and increased connectivity/mobility (cloud computing, big data, etc.) over 
the past three years.

The majority of firms viewed 
their organizational capabilities 
as most closely geared toward 
maintaining and extending 
existing competitive advantages 
rather than creating new ones

Table 2: Examples of characterization by fi rms of their way of working
Number of fi rms: 151

Aspect of organizational capital Choices given to respondents %

Innovation in our organization tends to 
be...

An ongoing and central element of our strategic plan
Generally encouraged and occurs when conditions are right
Relatively rare 

58
36
5

We are most likely to consider or 
introduce organizational innovations...

Under conditions of slack demand or when facing competitive or fi nancial
pressures

When demand is strong or improving
Whenever necessary to support our overall strategy for competitiveness, 

regardless of the state of demand

17

12
67

Over the past three years, our business 
processes changed in response 
to advances in ICT a and increased 
connectivity:

To a great extent  
To some extent  
Not at all 
Expect to adjust over the next few years

41
47
7
5

Our organizational capabilities are most 
closely geared toward...

Discovering entrepreneurial opportunities
Continuously developing new competitive advantages 
Maintaining and extending our existing competitive advantages

12
19
70

Our organizational structure and 
processes are generally set up to...

Encourage staff to demonstrate creativity and take risks, even if doing so 
raises the likelihood of failure

Encourage staff to take calculated risks, based on an evaluation of 
alternatives, with a goal to minimize the chance of failure

20

80

Capital budgets are developed... In cycles of two to three years, or longer
Annually
Quarterly or on a rolling basis

27
56
15

If you are an exporter, which statement 
best describes your participation in 
export markets?b

We move in and out of export markets in response to economic 
circumstances.

We prefer to maintain a continuous presence in our export markets regardless 
of changes in economic conditions.

Don’t know

24

62

14

Which factors have the greatest impact on 
your strategy formulation?

Vision and objectives of the leader or leadership team
Opportunities in the market 
Feedback from customers, supply chain or employees
Internal analysis using strategic management instruments 
Competitors
Advice and initiative of external consultants

87
57
42
31
21
10

Over the past three years, has your fi rm 
introduced new ways of measuring and 
monitoring in any of the following areas?

Communication and the exchange of information 
Employee/management performance
Effi ciency and quality of our products and processes 
Customers’ experience 
Competitors’ practices
Did not introduce new ways

35
51
54
44
19
19

a. ICT = information and communications technology
b. Only exporters (n = 97) are considered when computing these percentages.  
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that they are developing capital budgets in short cycles or on a rolling basis. 
Many firms have introduced new metrics related to monitoring efficiency and 
quality, employee/management performance, or customer experience over 
the previous three years, yet considerably fewer have added ways to mon-
itor competitors’ practices or consider competitors’ actions to have a strong 
impact on their process for formulating strategy.

The next section aggregates these strategic and organizational capital indi-
cators with other survey indicators of investments in intangible and tangible 
capital to evaluate whether firms demonstrating behaviours associated with 
agility, growth and longer-term competitiveness perform differently than 
their counterparts.

Aggregating signals of organizational agility
Agility relates to a firm’s ability to respond to unpredictable changes 
in a timely and profitable manner, and in a way that allows it to sustain 
above-average growth. At the micro level, agility can be achieved through 
heterogeneous strategies, but the common elements include a focus on 
creating demand through innovation, enhancing operating efficiency with 
new technology, and maximizing organizational learning through the use of 
knowledge, information and networks.

To construct an aggregate measure of agility using signals from the survey, 
firms were scored on the number of responses that correspond most 
closely to key features of a representative agile firm based on the theoretical 
and empirical literature.12 Points were allocated to response categories 
for which, if selected by the firm from a series of alternatives, the balance 
of probabilities would indicate a greater degree of organizational agility. A 
histogram of the total scores is shown in Chart 6. The distributions of scores 
across sectors, firm size and other firm characteristics were also examined 
and statistical tests conducted to determine whether firms in the top score 

12 Scoring was used as a tool to facilitate analysis of a large collection of observations on a relatively 
small sample of firms. Response options across 22 questions were evaluated on the basis of the 
strength of the signal for agility. The questions selected were those that provided information on invest-
ments in innovation (technology and research and development) and other intangible assets, as well as 
those pertaining to organizational cultures valuing innovation, flexibility and learning. A simple two-
value scoring system of one and two points was used in cases for which a specific behaviour would be 
consistent with situation-specific agility and unconstrained agility, respectively. No points were given 
if the response did not offer sufficient information to assess agility. Fifty-five response categories were 
identified, with a maximum achievable score of 100.
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quartile had different responses than those in the bottom quartile to other 
survey questions related to firm performance. Survey indicators of firm per-
formance are defined as (i) the firm’s characterization of sales growth over 
the past three years; (ii) whether or not goods, service or process innova-
tions were introduced, and the firm’s estimate of the sales gain resulting 
from these innovations; and (iii) the firm’s self-assessment of its recent 
and expected future productivity performance relative to the domestic and 
global competition.

Three interesting features emerge from the analysis. First, as expected, the 
distribution of organizational agility scores shows considerable dispersion 
across firms, with a relatively thin right tail of firms exhibiting the most agile 
features. Sectoral distributions vary but are generally overlapping, con-
firming the view that agility features are not sector-specific; firms in any 
sector can demonstrate high or low agility.

Second, as would be expected, relative to those in the bottom quartile, firms 
in the top quartile of agility scores were more likely to have innovated over 
the previous three years (introduced new or significantly improved goods, 
services or processes) and to report a higher percentage increase in sales 
because of those innovations (Table 3).13 Firms in the top quartile also had 
more favourable expectations regarding their forward-looking productivity 
performance relative to their domestic and global competition over the 
coming three years, and were generally more aware of global best practices 
(only 20 per cent of firms in the top agility score quartile could not provide a 

13 This result was robust to a range of alternative scoring methodologies.

Firms in any sector can 
demonstrate high or low agility

As expected, firms in the 
top quartile of agility scores 
reported better innovation 
outcomes than those in 
the bottom quartile

Table 3: Comparison of responses to indicators of performance by the top and 
bottom agility score quartiles

Performance measure

Agility quartile Total sample
(n = 151)

%
Bottom (n = 39)

%
Top  (n = 41)

%

Share of fi rms reporting strong growth 
over past three yearsa 28 27 31

Introduction of new or signifi cantly 
improved goods 23 59 40

Introduction of new or signifi cantly 
improved services 23 68 48

Introduction of new or signifi cantly 
improved processes 59  88  75

Mean percentage change in sales from 
goods innovations 1 8 5

Mean percentage change in sales from 
service innovations 3 7 5

Mean percentage change in sales from 
process innovations 2 10 7

Balance of opinion on expectation for 
future productivity performance relative 
to the domestic competitionb

48 (15) 70 (10) 58 (13) 

Balance of opinion on expectation for 
future productivity performance relative 
to the global competitionb 

41 (56) 58 (20) 53 (32)

a. Responses are not found to be statistically different between the bottom and top quartiles.
b. The balance of opinion equals the percentage expecting improvement minus the percentage expecting 

deterioration. (For the purposes of the statistical tests, the balance of opinion is calculated using only those 
fi rms that were able to evaluate how they expect their productivity to evolve relative to the competition. The 
percentages of fi rms that were unable to provide a view were excluded from the calculation and are shown 
in parentheses. Including fi rms that were unable to provide a view results in a considerably lower balance of 
opinion for the bottom quartile relative to the top quartile, especially in the case of the comparison with the 
global competition.) 
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view on the expected evolution of their productivity relative to that of the 
global competition, compared with 56 per cent of firms in the bottom 
quartile).

Studies suggest that agile firms are able to sustain above-average growth 
over extended periods. However, the most and least agile firms in the sample 
reported similar profiles of sales growth over the previous three years (in 
terms of the share reporting strong, moderate, weak or negative growth). This 
may reflect the economic environment of the period, or that a greater degree 
of agility than demonstrated by the top quartile of Canadian firms is required 
to generate sustained, strong growth. Worley and Lawler (2010), for instance, 
argue that “the ‘new normal’ requires organizations to have an amazing 
amount of agility just to survive, let alone thrive.”

Third, differences in agility scores along various firm characteristics provide 
interesting insights. The literature suggests that small and medium-sized 
firms have more scope for agile behaviour than larger firms owing to their 
greater flexibility and entrepreneurial orientation, but larger firms may have 
more access to resources needed to launch new products or expand 
geographically. In the survey, mean agility scores were found to rise with 
firm size.14 Agility scores among smaller firms may be lower than would 
otherwise be the case given the slow recovery in firm creation since the 
recession, which has resulted in limited entry of new start-ups with high 
entrepreneurial orientation.

The literature also suggests that exporting firms are relatively more capital-
intensive, knowledge-intensive, information-intensive and productive than 
non-exporters. Outside of having initially entered an export market, however, 
exporting firms did not have statistically different organizational agility 
scores than domestic firms.15 This result suggests two influences. First, 
domestic market conditions have evolved in such a way that, with increased 
import competition and technological advances, domestically oriented firms 
have faced incentives to invest in agility to compete. Second, amid a pro-
longed period of uncertainty regarding the nature and timing of a strength-
ening in global demand in the aftermath of the recession, incentives for 
many exporters have favoured strengthening their ability to absorb the 
demand shock and survive, rather than investing in their agility.16

Macroeconomic Implications of the Results
Overall, the FSS results suggest that the near-term growth expectations of 
Canadian firms are modest. Facing greater competitive pressures in both 
domestic and export markets, firms have been planning largely defensive 
uses for their capital budgets, aimed at further reductions in their cost 
structure or at ways to differentiate their product offerings. Firms following 
strategies to reduce their cost structure generally expect to improve their 
productivity performance relative to their domestic and global competitors 
over the next three years. Others were focusing on enhancing customer 
loyalty to obtain a competitive advantage, through customization or 

14 Size is defined as the number of employees of the firm.

15 This is based on a test of the distributions of agility scores between exporters and domestic firms after the 
removal of the points given to the nature and speed of the initial entry into export markets and preferences 
for continuity of participation in the face of changes in demand. According to the Wilcoxon rank-sum test 
result, the null of no difference between distributions is not rejected at the 20 per cent level.

16 Sull (2009), for example, describes how companies can focus on agility to spot and exploit changes in 
the market in certain conditions or stages of their life cycle. During others, they can rely on strength-
ening their resilience to withstand market shifts, notably during shocks and when strategic or structural 
barriers to entry are perceived to be sufficient to provide some protection from competition.

There are signs that a prolonged 
period of uncertainty regarding 
the nature and timing of 
a strengthening in global 
demand has led exporters 
to focus on resilience rather 
than investing in their agility
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differentiation of their product offerings (while acknowledging that these 
efforts can raise costs and lead them to forgo some productivity gains). 
All else being equal, these strategies should help support exports and 
domestic output over the short term.

A key issue for the macroeconomic outlook is determining when Canadian 
firms’ confidence will rise to the point of shifting focus toward investments 
that would push the production possibility frontier outward. One can envi-
sage two possible scenarios: (i) global growth begins to gain momentum, or 
(ii) a slow pace of growth persists.

In the first scenario, amid less uncertainty and improving demand, the stra-
tegic orientation of firms would be expected to shift, in aggregate, from a 
focus on fine-tuning existing strengths toward more entrepreneurial strategies 
to seek out new growth opportunities and to expand longer-term capacity 
to serve domestic and export markets. The FSS finds that firms that have 
invested the most in organizational agility generally report better innovation 
outcomes. At the aggregate level, investing in agility-enhancing activities can 
trigger a process of innovative supply that creates its own demand.

The second scenario—that a slow pace of growth will persist and uncer-
tainty will lead to further delays in investment—may lead firms to continue 
to rely on more-defensive strategies, which could hold back the rotation in 
Canadian aggregate demand toward exports and investment. The fact that 
most firms perceive some or significant barriers to entry in their industry 
suggests that imperatives for innovation and long-term productivity enhan-
cements may not appear that pressing. A prolonged period in which firms 
postpone investment and follow strategies for incremental reductions in 
costs that are not accompanied by investment in new technology would 
undermine the longer-term competitive advantages of the Canadian busi-
ness sector, particularly if net firm creation remains slow to recover. A sus-
tained failure to invest would imply a lower rate of potential output growth.

Under either scenario, the emergence of new and non-traditional compe-
titors, more demanding consumers, the growing volume of big data, and fur-
ther advances in information and communications technology are expected 
to continue to challenge traditional business models over the coming years 
(EIU 2009, 2014; McGrath 2013; PwC 2014). As firms worldwide seek ways 
to respond to evolving global forces and maintain or improve their market 
share, the nature of the agility and strategic decisions of Canadian firms will 
continue to be an important area of study.
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