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Small Business Hiring Lagging Larger Firms 
 
Both small and large firms have contributed to Canada’s solid 
labour market recovery from the 2008-2009 recession. Small 
businesses in general cut their payrolls less sharply than medium 
or large firms during the downturn. At the same time, they have 
been slower to ramp up hiring again. As of the third quarter of 
2012, total employment at small firms — those with fewer than 
100 employees — had almost returned to its pre-recession peak, 
whereas among medium and large firms payrolls had reached 
new highs. 
 
Small firms are typically a stabilizing factor in labour market 
downturns and upturns. This reflects in part the less cyclical 
nature of their predominantly service-oriented business activities. 
High recruitment and training costs also may impose a larger 
restraining factor on small firm staffing decisions. 
 
However, hiring at small firms has also lagged its larger 
counterparts on a longer-term basis. Small business payrolls 
expanded an average of 0.6% annually from 2002 to 2012, 
roughly half the increase at medium/large firms. Just over 46% of 
Canadian private sector employees worked for small businesses 
last year, compared with 48% a decade earlier. 
 
The declining employment share of small business reflects in 
part the industrial mix of small business activities, and mirrors 
broad structural shifts in the Canadian economy. In particular, 
rising global commodity prices and resource demand have 
boosted the relative importance of mining and oil & gas activity, 
industries dominated by larger firms. Here, larger firms have 
strengthened their relative position, and now account for 80% of 
all employees in the sector, up from 73% a decade ago. 
 
But small firms have also lost ground relative to larger firms 
across a wide range of industries, including important small 
business sectors such as construction and retail trade. The share 
of construction and retail workers employed by small firms fell 7 
and 6 percentage points, respectively, from 2002-2012, to 72% 
and 43%. Industry consolidation and rationalization, among other 
factors, are reinforcing the growth of large businesses.   
 
 

93

94

95

96

97

98

99

100

101

Q3 08 Q3 09 Q3 10 Q3 11 Q3 12

Employment By Firm Size: 
Larger Firms Lead Recovery 

Source: Statistics Canada, Scotiabank 
Economics.

employment, index, 2008 Q3=100

Small Firms

Medium & Large 
Firms

46.0

46.5

47.0

47.5

48.0

48.5

02 03 04 05 06 07 08 09 10 11 12

Small Business Hiring is Lagging

Source: Statistics Canada, Scotiabank 
Economics.

small business employment 
as a % of total, 4-qma



 

2 

Global Economic Research 

Special Report  
 

   January 11, 2013 

There are a few notable exceptions where small firms have outperformed. Small businesses have increased 
their relative share of manufacturing employment over the past decade, from 33% to 36%, even as overall 
factory payrolls have declined across firm sizes. In an increasingly competitive global marketplace, many 
smaller manufacturers have benefitted by focussing on specialized, high-value added products and niche 
markets, both domestically and internationally. 
 
Positive but modest hiring outlook for 2013 
 
Canadian businesses are likely to expand their payrolls cautiously this year given expectations for relatively 
moderate domestic growth. Public sector restraint also will dampen employment gains. We expect overall job 
creation in 2013 will be in line with last year’s modest pace, with the national unemployment rate edging down 
only marginally by year-end.  
 
Nonetheless, hiring intentions surveys for the first quarter remain reasonably upbeat, led by the manufacturing 
and transportation sectors, signalling a growing confidence in the global economic recovery. Construction 
firms on average plan to expand their payrolls, though this may prove optimistic given softening domestic 
homebuilding and renovation activity. Employers in a number of service industries, including information 
technology and business services, also are expected to be solid net job creators.  
 
At the same time, a weaker housing market and more cautious consumer are expect to limit employment 
gains in a number of other service-oriented industries, including finance & real estate, personal services and 
hospitality & tourism. Hiring intentions also are relatively modest in the mining and oil & gas sector. Many 
large firms in particular, having recently completed significant capital projects, have signalled a renewed focus 
on efficiency gains and cost-cutting over payroll expansion and major new investments. 
 
Skill shortages continuing to build 
 
Despite a relatively subdued hiring outlook, many Canadian firms are expected to face staffing challenges in 
2013 due to persistent skilled labour shortages. Concern over skill shortages has been building steadily in 
recent years, with one-quarter to a third of respondents to recent surveys reporting a shortage of qualified 
labour. Among small- and medium-sized firms, skill shortages rank alongside insufficient demand as the 
primary constraint affecting business activity. 
 
Reports of skill shortages are consistently high in the construction and information technology sectors. 
However, they are notable across many industries, including manufacturing, despite a long-term structural 
decline in overall manufacturing payrolls. In the hospitality industry, roughly one in five firms report skilled 
worker shortages.  
 
There are other signs of a tightening in overall labour market conditions. As of September 2012, there were 
5.3 unemployed Canadians relative to the number of unfilled positions, down from 5.7 a year earlier. The 
decline is being driven by an increase in job vacancies as opposed to lower unemployment, suggesting 
companies are finding it increasingly difficult to fill new or replacement positions despite a fairly steady labour 
pool. 
 
Canada’s four Western-most provinces are home to the tightest labour markets. In Alberta, there were less 
than 2 unemployed workers for every job vacancy, compared with just over 7 to 1 in Ontario. Construction, 
professional services and health care industries have all experienced a tightening in overall conditions in the 
past year.  
 
Continuing strong demand for workers in high-growth and technology-intensive industries suggests the 
current skills mismatch will persist. Indeed, skill shortages may well intensify in the coming years as the 
Canadian population ages and labour force growth slows. The economic and social costs associated with 
slower output and income growth, reduced productivity, and higher structural unemployment are high. 
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Small business challenges 
 
Small businesses face unique staffing challenges relative to medium and large firms. In general, small firms 
do not have the same financial resources as larger corporations to offer above-market wage rates for workers 
with in-demand skills, or relocation costs for out-of-town applicants. They may lack a dedicated Human 
Resource department to assist in recruitment and training efforts. 
 
Small and large firms should look to Canada’s underemployed workforce, especially young workers and 
recent immigrants. Both groups have underperformed the labour market recovery, yet represent a highly 
educated, untapped labour supply. The unemployment rate of recent immigrants (i.e. those in the country for 
five years or less) is roughly twice that of the overall population. Similarly, the jobless rate for workers aged 20
-24 is close to double that of those 25 and over. 
 
Businesses can also take advantage of a number of government programs to assist employers in hiring 
skilled foreign workers. These include the Provincial Nominee Program, the Canadian Experience Class 
program and the new Federal Skilled Trades Program. By 2014, Ottawa and the provinces plan to introduce 
an “expression of interest” system that will help match employers with job openings to potential immigrants. 
 
It is also important for small businesses to look to non-monetary remuneration to attract and retain workers, 
including flexible work arrangements, training and mentoring. Developing existing employees can be more 
productive and cost-efficient compared with hiring externally, particularly when labour supply is tight. In other 
cases, outsourcing some business activities may be an option.  

Small Business Employment Profile 
 
Small businesses (i.e. firms with less than 100 employees) are a major employer in Canada. Roughly 5.0 million 
Canadians, or 46% of private sector payroll employees, work for small firms. Another 2.7 Canadians are self-employed. 
 
The largest number of employees working for small firms are in the retail and hospitality services industries, followed 
by construction and manufacturing. However, measured by its share of industry employment, small firms dominate in 
construction, forestry, hospitality services, real estate & leasing, professional, scientific & technical services, and 
other services, where they account for over half of all positions. In contrast, small firms account for a relatively small 
proportion of employment in mining, utilities, finance & insurance and information technology. 

Source: Statistics Canada Survey of Employment, Payrolls and Hours (SEPH), Scotiabank Economics. Excludes agriculture, 
health care, education and public administration as well as self-employed individuals not on a payroll. 

Small business employment (less than 100 employees)

Q4 11‐Q3 12 1‐year 5‐year 10‐year Q4 01‐Q3 02 Q4 11‐Q3 12
Total Small Business 5,030,184         1.3 0.0 0.6 48.0 46.3
Retail trade 799,828             1.0 ‐0.4 0.3 49.3 43.0
Accommodation & food 727,675             3.4 1.1 1.0 68.4 65.7
Construction 629,824             1.8 1.0 2.6 78.2 71.7
Manufacturing 528,989             0.3 ‐2.4 ‐1.8 32.7 35.5
Professional services 452,385             ‐0.6 0.3 1.5 60.7 57.0
Other services 388,434             1.0 0.9 1.0 75.2 74.7
Wholesale trade 384,785             0.6 ‐0.9 ‐0.5 56.0 51.3
Administration 293,674             1.5 1.1 1.7 41.6 39.1
Transportation & warehousing 222,391             2.7 0.0 0.5 35.3 31.9
Real estate & leasing 157,036             0.6 0.6 1.3 62.0 64.2
Finance & insurance 135,602             ‐1.3 ‐1.2 0.3 23.3 19.4
Arts & entertainment 114,223             1.2 ‐0.3 0.4 51.7 45.8
Information & culture 71,575               10.4 0.3 0.8 21.7 21.6
Mining & oil & gas 43,927               1.6 ‐2.2 1.2 26.8 20.2
Management services 43,380               ‐6.0 ‐1.6 ‐0.8 47.7 39.8
Forestry & logging 30,273               ‐3.2 ‐4.1 ‐3.4 60.3 76.8
Utilities 6,186                 ‐5.6 ‐2.3 0.6 5.2 5.0
Total Employment 10,853,778       2.2 0.2 1.0 ‐‐ ‐‐

% of industry employmentcompound annual growth rate


