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Canada's industrial community is at a cross-
roads -- it must constantly improve its  com-
petitiveness or face extinction.  While many
Canadian businesses are world leaders,
Canada's industrial performance as a whole
lags behind that of our competitors in devel-
oping and commercializing new products,
processes, skills, and technologies.

Innovation is critical to sustaining business
competitiveness and in improving productivi-
ty.  Improving innovation in Canada is both
complex and fundamental to the quality of
life for all Canadians.  It is the foundation of
our economic growth and jobs for our future.  

Canada needs a national innovation strategy
to become the world's leader not only in the
creation of knowledge, but also in the appli-
cation of that knowledge in generating
wealth, creating jobs, and promoting econom-
ic growth.  It should aim to do so within the
next ten years.  The strategy should focus on
creating an environment in Canada that
rewards well informed risk-taking and
encourages businesses to invest in developing
and commercializing new and improved
products and services, implementing new and
improved business processes, upgrading
worker skills, and adopting new technologies.

A national innovation strategy should focus
on improving the innovative capacity of 
manufacturers and exporters – those 
companies at the forefront of international
competition.  It should take into account the
rapid changes taking place in global markets,
as well as the specific challenges that face
Canadian business.  The strategy should be
broad enough to
respond to the prob-
lems of small and
large companies alike,
while 
focusing on practical
ways to transform
knowledge into prod-
ucts and services that
deliver greater value to customers.

A national innovation strategy should 
coordinate efforts on the part of businesses,
our schools and research organizations, and

all levels of government in Canada, not only
in support of research, but also in the 
application and commercialization of 
knowledge.  To that end, it should aim at 
helping companies improve their 
management practices, acquire knowledge,
and apply that knowledge in creating 
customer value.  It should also aim to reduce
the costs, the risks and the impediments that
businesses face in bringing new products to
market, investing in technologies and skills
training, and adopting new or improved 
business processes.  A national innovation
strategy should not be about subsidies, 
picking winners, or government hand-outs.
Instead, it should be about removing 
obstacles, building a competitive 
environment for investment, and encouraging
world-class business practice. 

A national innovation strategy should address
priority issues for Canadian business with
respect to:

Entrepreneurial leadership and world-class   
business management;
Research and knowledge transfer;
Skills and education;
Tax reform;
Regulatory reform;
Financing innovation; and,
Ensuring that businesses, particularly the  
small and medium-sized businesses that 
make up the bulk of Canada’s 
manufacturing industry, utilise modern    
technology and systems of organization   
that have been proven to boost productivity.

Any strategy is about levering strengths.
Canadians can build on what we have 
inherited, who we are, and what we’ve

already built.  In order
to do that effectively,
however, Canada’s
innovation strategy
has to engage the
business community,
academic and 
government research
organizations, finan-
cial institutions, feder-

al and provincial 
governments, and business associations to
work together in coordinating efforts and
implementing practical measures to address
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A national innovation strategy should
aim to make Canada the world’s leader
not only in the creation of knowledge,
but also in the application of that knowl-
edge in generating wealth, creating jobs,
and promoting economic growth.



the challenges facing manufacturers and
exporters in today’s fast-paced global econo-
my.

WWhhaatt  DDooeess  IInnnnoovvaattiioonn  MMeeaann  ffoorr
BBuussiinneessss??

Innovation involves the successful 
development and application of new forms of
knowledge – new ideas, business practices,
skills, and technologies – to create greater
value for customers.  Innovation begins with
invention and design but proves its value to
business in commercialization, customer 
satisfaction, and profit.

Innovation is not an end in itself.  In the first
place, it must be paid for; and therefore,
investments in innovation have to promise a

return that makes them profitable for 
businesses to undertake in the first place.
Innovation must also have an economic 
objective – it must add value to business and
to customers.  Innovation is important if it
leads to greater competitiveness, improved
productivity, stronger growth, and increased
customer satisfaction.  Today, innovation is
an essential part of wealth creation.  It is 
necessary to sustain and enhance the incomes
of all Canadians.

Innovation is not confined to “high tech” 
sectors of the economy.  It is endemic in all
sectors of business that are today competing
on the basis of quality, specialization, 
flexibility, speed, customization, as well as
cost.

Nor does innovation have to be unique to the
world. The fastest way to improve the 
productivity of Canadian businesses, and 
particularly of Canadian SMEs, is by 
introducing proven technologies, manage-
ment techniques, and systems of organisation.
We need to equip Canadian companies with 
business tools that are at least as modern as

those of our competitors.  

Businesses innovate when they are able to
develop or acquire, apply, and commercialize
knowledge with respect to: 

1.  New and improved products and 
services. Intense competition, rapidly 
changing technologies, and more demanding
customer expectations mean that businesses
must compete today by adding value through
the development of new and improved 
products and services.  No company is safe
from innovative competitors looking to 
develop similar or improved products at
lower cost and higher quality.  For many
products, the market window has shrunk to a
matter of months or weeks.  Invention, but
even more important for most businesses,
new and improved product and service
design, are essential for maintaining market
leadership;

2.  New and improved processes. Companies
are adopting new methods of organizing their
information systems, their design, 
engineering, testing, materials handling and
production processes, their corporate 
structures, their outsourcing and purchasing
relationships, supply chains and other busi-
ness networks in order to maximize operating 
efficiencies, capture strategic advantage in
world markets, acquire new technologies and
product lines, and gain greater flexibility in
response to more exacting customer demand;

3.  New and enhanced employee skills and
expertise. As customer expectations, 
technologies, and business processes change, 
people’s skills, knowledge, wisdom, and
expertise become the most valuable assets for
any business.  Companies innovate by 
upgrading skills, developing new knowledge,
and enhancing the experience of their 
employees and business partners.  As 
manufacturers focus on problem-solving and
customization, they become learning 
organizations where new forms of knowledge
are crucial in driving competitive success;
and,

4.  New and improved technologies.
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proven technologies, management techniques, and systems of
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Businesses need up-to-date tools in order to
compete in markets characterized by rapidly
changing technologies.  They need special-
ized equipment and automated systems to
increase cost efficiencies, improve product
value, and minimize risks to employee health
and safety, as well as to the environment.
Manufacturers depend on innovation in mate-
rials handling, production, and information
technologies to maintain profitability, com-
pete and grow in a world where there are no
longer many secrets when it comes to techni-
cal capabilities.

WWhhyy  iiss  IInnnnoovvaattiioonn  IImmppoorrttaanntt??

Innovation allows businesses to respond to
change. Market conditions are changing
more rapidly today than ever before.  The
pace of technological development is acceler-
ating.  The global economy is more net-
worked, more interdependent, and more
knowledgeable about what is going on
around the world.  Canadian businesses have
to keep pace with these changes in order to
succeed in international markets, continue to
employ and grow.  In particular, they have to
respond to:

Changing and more complex customer 
expectations and demands;
More exacting demands on the part of other 
stakeholders, including employees, 
shareholders, suppliers, local communities, 
and government regulators;
More open markets and more intense 
competition, requiring companies to go
further afield in order to find customers;
The rapid development and diffusion of 
new technologies, products, and services 
around the world;
The availability of increasing amounts of 
information from around the world, driven 
by the adoption of new information and 
communication technologies;
The development of new on-line markets, 
e-business systems, and virtual forms of 
business organization also enabled by 
Internet technologies;
New knowledge requirements that place 
greater emphasis on worker skills and 
expertise;
The globalization of financial markets and 

capital flows that has increased competition 
for investment and product mandates; and,
Growing competition among business and 
public infrastructures – the environments in 
which businesses operate and all the 
supporting services and networks that 
sustain them on a day-to-day basis.

Innovation determines business 
competitiveness. Canadian businesses cannot
compete on cost alone. Canada’s 
manufacturers and exporters compete today
on the basis of creating customer value. In

the face of intense international competition,
they have to be able to deliver the right prod-
uct or service to their customers at the right
level of quality, at the right time, as well as at
the right price.  They have to be highly effi-
cient, 
innovative, fast, friendly, and flexible in order
to meet diverse and exacting customer
demands. They must be networked internally
in terms of sharing information among
employees, as well as externally, with 
customers, suppliers, business partners,
research organizations, and other sources of
knowledge.  They have to operate as learning
organizations, collecting market intelligence,
responding to changing customer 
requirements, solving problems, creating new
opportunities for their employees, and 
emulating best business practice from around
the world.  Their competitiveness is 
determined not only by their ability to secure
market share, but also by their capacity to 
sustain their advantage in the face of intense
competition.  They have to be profitable, and
they have to continue to invest in new 
products, new processes, new skills, and new
technologies in order to survive and grow
under rapidly changing market conditions.

Innovation drives productivity improvement.
Productivity performance depends on a com-
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By improving productivity through innovation, businesses increase
the wealth they contribute to the economy in the form of
increased employment, higher incomes, and more capital 
investment.  It is that wealth that sustains public spending and
leads to better education, health care, social programs, and 
infrastructure.



pany’s ability to lower costs of production
and increase the value of its products and
services in the eyes of its customers.  In a
global economy characterized by intense
competition and rapid technological change,
lower cost and higher value in turn depend on
the development and commercialization of
new products and services, the adoption of
new technologies, the implementation of new
and improved processes and forms of busi-
ness organization, and continuous upgrading
of skills and experience. 

Innovation is the key to wealth creation and
higher incomes for Canadians. By 
improving productivity through innovation,
businesses increase the wealth they contribute
to the economy in the form of increased
employment, higher incomes, and more 
capital investment.  It is that wealth that 
sustains public spending and leads to better
education, health care, social programs, and
infrastructure.

IInnnnoovvaattiioonn  iinn  MMaannuuffaaccttuurriinngg  &&
EExxppoorrttiinngg

Manufacturing makes the single largest 
contribution of any business sector to the
Canadian economy, and exports are the most
important source of economic growth in
Canada:

Manufacturers directly account for 
approximately 22% of Canada’s GDP, but 
when the resources and services purchased 
by manufacturers and the taxes paid by 
manufacturers are also taken into account, 
manufacturing drives slightly more than 
half of all economic activity in Canada;
Canada’s manufacturing sector employs 
over 2.2 million Canadians, offering mainly 
full-time jobs and wage rates about 25% 
above the national average;
Manufacturing accounts for 75% of all 
private sector research and development 
conducted in Canada and about 30% of 
annual business investment activity;
Manufactured goods account for about 70% 
of Canada’s total exports of goods and 
services.
Exports amount to 45% of Canada’s GDP, 

and have grown three times more rapidly 
than the Canadian economy as a whole 
since 1990;
Over 68% of the total value of 
manufactured goods produced in Canada 
are exported – about 60% of Canada’s 
manufacturing production is sold into or 
through the United States;
Exports of commercial services like 
software, engineering and technical 
services, financial, business management, 
communication, and professional services, 
account for just under 10% of Canada’s 
total exports and are growing rapidly with 
transactions taking place around the world.

Manufacturers and exporters are at the 
forefront of international competition.  They
have to compete with the world’s best in
order to survive.  Their ability to take advan-
tage of opportunities in international markets
and to meet the challenges of heightened
competition within their domestic Canadian
markets depends on how they respond to rap-
idly changing market conditions.  Their
reliance on international sales means that
innovation has to be a crucial part of their
business strategies.

Manufacturers & exporters must be innova-
tive on their own account, but they also
depend on innovative, reliable, and cost-com-
petitive services, business partners, and infra-
structure in order to sustain their competitive
advantage in international markets. They
must also rely on a tax and regulatory envi-
ronment that rewards informed risk-taking
and encourages investments in new and
improved products, processes, technologies,
and skills.

Challenges for Canadian Manufacturers
and Exporters

Canada’s manufacturing and exporting sec-
tors face a number of challenges that are spe-
cific to doing business in Canada.  Rapidly
changing market conditions also pose new
challenges for Canadian industry – particular-
ly for small and medium-sized enterprises
(SMEs) as they compete for customers in a
more global marketplace.  Canada’s innova-
tion performance is directly tied to how busi-
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nesses and governments in this country
respond to structural challenges that include:

Heightening awareness about the impor-
tance of manufacturing and exporting.
Most Canadians are not aware of the opportu-
nities or the challenges facing Canada’s 
manufacturers and exporters.  Governments
do not appreciate the impact of their policies
on these sectors.  Even more disturbing,
young people in Canada are unaware of the
career opportunities open to them in
Canadian industry.  As a result, Canada’s
manufacturers and exporters are struggling
uphill even before they meet the challenges
of the global 
marketplace. 

Gearing up for international competition
from a small market base. With North
American free trade and now with more open
access to markets around the world, Canadian
manufacturers are having to transform their
businesses from smaller production runs for
local or Canadian markets to larger and high-
er value production lines for continental or 
global sales.  This transition not only requires
considerable innovation but significant 
investments in new production and business
systems as well – investments that many of
their international competitors have not had
to make.

Competing on customer value. Canadian
manufacturers and exporters cannot compete
on the basis of low labour costs like 
companies can in Mexico, Asia, and South
America.  Neither can many compete on the
basis of the cost advantages offered by large-
scale production like those enjoyed by U.S.
and other multinationals.  Canadian 
manufacturers have to compete on the basis
of combining cost efficiencies with greater 
product specialization.  All companies in
Canada are having to increase the value of
the goods they are selling by improving their
design, customer services, and quality 
standards, through product innovation, and by
finding specialized market niches in which
they can win market share through flexibility
and customization.  In doing so, they face a
challenge in finding the right balance
between short-term problem solving and

identifying and responding to longer-term
trends in markets and technologies.

Strengthening the capabilities of small 
business and encouraging them to grow into
large businesses. Small- and medium-sized
enterprises with fewer than 500 employees
account for around 90% of all manufacturing 
establishments in Canada and for a similar
share of Canada’s exporting companies.
Most smaller companies are constrained
because they are small – they have limited
resources in terms of their people, expertise,
money, and time that they can mobilize in
defending market share or growing their busi-
ness.  Risks are bigger for small companies

than for large, yet SMEs have to respond to
changing market conditions, customer expec-
tations, and government regulations just like
any large company.  Smaller suppliers are
also facing increasing demands on the part of
their larger customers for engineering,
design, quality assurance, cost control, and
service capabilities that they have not had to
meet in the past.  Innovation is crucial for
Canada’s SMEs if they are to keep pace with
customer expectations, defend market share,
and grow.

Strengthening the Canadian market. In 
addition to being a relatively small market,
Canada has become a less affluent market
over the past decade, and a less attractive
market for businesses to commercialize new
products and technologies.  On a per capita
basis, real after-tax incomes have fallen by
about 8% in Canada since 1989, while in the
United States they have increased by almost
20%.  Over the same time, Canada’s share of
foreign direct investment has fallen from
20% to less than 11% of the North American
total.  For many companies, Canada is no
longer a profitable market in which to invest
or to introduce new products.  Canadian con-
sumers are put at a disadvantage; but so too
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are Canadian manufacturers and exporters
that are unable to acquire what they need in
order to innovate and grow.

Overcoming a weak dollar. Canada’s 
depreciated dollar has helped to boost export
sales revenue, but it has also dramatically
increased the cost of innovation.  It has also
cushioned Canadian industry from 
competitive pressures that businesses in other
countries have faced, thus removing an 
important incentive for Canadian firms to
improve their products, processes, 
technologies, and workplace skills.  A low 
dollar has pushed up the cost of technologies,
services, and high value materials and 
components that are largely imported from
other countries, especially the United States.
It has made it more difficult for companies in
Canada to attract and retain skilled personnel.
And, it has depreciated the value of assets for
foreign investors that have put their money
into Canada.  While stronger productivity 
performance is necessary to boost the
Canadian dollar, the investments in innova-
tion that are required to enhance productivity
are now much more expensive to make.

Attracting and retaining investment and
product mandates. Investment flows freely
around the world today seeking out 
opportunities for the highest returns.  Canada
has to compete for that investment by offer-
ing a tax and regulatory environment that
pays companies to locate, produce, and grow

in this country.  Whether it comes to compet-
ing with other jurisdictions for direct invest-
ment, encouraging manufacturers to expand
their operations in Canada rather than else-
where, or attracting product mandates on the
part of multinationals doing business in
Canada, the surest sign of healthy returns on
investment is a business community that is
profitable because it is actively investing in
new and improved products, processes, skills,

and technologies.

Strengthening access to R&D and new tech-
nologies. Canada’s academic and govern-
ment R&D base is relatively small.  It has
also tended to focus on more general research
issues, although some fields of specialization
do exist.  While Canadian manufacturers can
draw on the skills and research findings of
academic and public research organizations
in Canada, they also look beyond Canada to
acquire the knowledge and intellectual 
property they need to innovate, compete, and
grow.  Manufacturers in Canada depend on
acquiring highly specialized knowledge from
sources around the world.  Many 
multinationals are able to draw on internal
R&D, design, testing, and technological
resources resident in their operations in other
countries.  Canadian companies are also 
partnering with businesses around the world
in collaborative research, design, and product
development initiatives.  Their competitive
success will depend on strengthening ties and
collaborative efforts both within Canada and
around the world.

Attracting, retaining, and developing quali-
fied personnel. The availability of skilled
and expert workers is the most important
business issue for 63% of CME members.
Canadian manufacturers and exporters face
difficulties in finding employees with the
technical, business, problem-solving and
communication skills they need.  A low dol-
lar, high taxes, and tough competition for
placements across North American industry
has made it more difficult and more costly to
retain skilled and experienced personnel.  For
many smaller companies, there are risks and
resource constraints associated with training
and skills upgrading, regardless of how
important those investments are.  And, across
Canadian industry, companies will face a
wave of retirements over the next five to ten
years that will remove much of the experi-
ence and wisdom now resident inhouse.
Innovation is as much about building the
knowledge base of Canada’s workforce as it
is about developing new products, processes,
and technologies.  In fact, without appropri-
ate skills and experience, other forms of inno-
vation will simply not take place.
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Encouraging a business culture of 
innovation. Innovation is not just about
money; it is also about problem-solving, 
leadership and entrepreneurship.  Investments
in new products, processes, technologies, and
skills are full of risk.  How those risks are
managed is crucial in determining how 
companies will grow, their strategic market
objectives, and the availability of financing.
Management has the most important role to
play in the success of any business.  Yet, 
business leaders in Canada have a reputation
for being more risk averse than their 
competitors, especially in the United States.
The most innovative companies in Canada
share and emulate best practice from around
the world.  They are an example of how bet-
ter systems of management can lead to a
more innovative and risk-tolerant culture – on
the part of manufacturers, their suppliers, and
the institutions upon which they depend for
financing.

Ensuring a tax and regulatory environment
conducive to investments in innovation.
Federal and provincial governments in
Canada must be innovative too in construct-
ing an environment that rewards risk-taking
and encourages manufacturers and exporters
to innovate, invest, and grow in Canada.
Governments establish the regulatory 
framework in which businesses operate and
markets function.  Taxes and regulatory 
compliance costs are overhead expenses that
businesses must pay, but which also increase
the costs and reduce the returns that 
businesses realize from their investments in
innovation.  Tax incentives, government 
supported programs aimed at financing 
innovation, and publicly funded research
infrastructure are all important sources of 
support for business-led innovation initia-
tives, but these programs have to work effi-
ciently in order to be effective.  Some of the
challenges that Canadian manufacturers and
exporters face with respect to the fiscal and
regulatory environment in which they operate
are:

High levels of taxation on personal income 
that make it more difficult to attract and 
retain qualified personnel and that have 

contributed to the erosion of consumer 
spending power in the Canadian market;

Taxes levied directly on investments in new 
technology;

Uncompetitive tax treatment of capital 
investments in production facilities, 
machinery and equipment;

Taxes on dividends and administrative 
problems that have diluted the advantages 
of Canada’s R&D tax credit system;

Complex, inconsistent, inefficient, and 
expensive regulations that increase business 
costs and impede the introduction of new 
products, processes, technologies, and 
business organization; and,

More and more onerous customs and 
immigration procedures at Canada’s border 
with the United States that cause time 
delays for moving goods, restrict business 
travel and access to skills, and impose 
additional costs of operating across the 
North American market.
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CCaannaaddaa’’ss  EExxcceelllleennccee  GGaapp

Manufacturers in Canada do business in a
global market.  Their success depends on
their ability to compete with the best compa-
nies in the world.  Yet, when benchmarked
against industrial performance in other lead-
ing economies, Canada’s manufacturing sec-
tor is falling behind.  A significant excellence
gap has opened up between world-class prac-
tice and the average performance of Canadian
industry.  

Canada’s excellence gap is illustrated by
benchmarking the performance of Canadian
industry against the best of the world’s seven
leading economies, using a number of 
indicators crucial to the competitive success
of manufacturers worldwide.  The Group of
Seven (G7) industrial economies includes
Canada, the United States, Japan, Germany,
France, Italy, and the United Kingdom.
Canadian performance over the past five
years, from 1995 to 2000, is measured in 
relation to best practice in the G7, as a per-
cent of the G7 leader, over the same period of
time.  

The benchmarks of competitive success are
based on annual averages and include:

Growth in industrial production;
Growth in manufactured exports;
Change in manufacturers’ selling prices;
The rate of improvement in labour 
productivity;

Change in unit labour costs;
After-tax profit margins;
Industrial investment in machinery and 
equipment as a percent of GDP;
Industrial investment in research and 
development as a percent of GDP;
Industrial investment in skills training as a 
percent of payroll costs; and,
The rate of new product commercialization,  
measured in terms of the value of patents 
filed internationally as a percent of GDP.

An overall performance rating can be 
calculated as an average across all bench-
marks of competitive performance.  The
excellence gap is the difference between this
rating and a perfect score of 100%.

Canada’s manufacturing sector performs on
average 62% as well as the best of the G7.
Our excellence gap is 38% of G7 best prac-
tice.  Canada, in fact, turns in the lowest 
performance rating – and thus the highest
excellence gap – of any of the world’s major
industrial economies when all benchmarks
are taken into account.  Our major trading
partner, the United States leads the world, in
terms of the competitiveness indicators used
in the analysis, standing at the head of the G7
in seven out of ten performance benchmarks
with an average rating of 94% - an excellence
gap of only 6%.  Japan comes in second with
an average score of 82%, and the European
economies range from 78% down to 72%.

Canadian manufacturers are relatively 
competitive when it comes to production and
export growth, but less so in terms of 
productivity, profitability, and investment.
And, there is a significant gap with respect to
innovation, including training, research,
development, and the commercialization of
new products.  There has, in other words,
been less of a tendency in Canada to compete
on the basis of new products, new processes,
the use of new technologies, and the develop-
ment of new skills, and greater reliance on
other factors such as the low Canadian dollar, 
slower growth in labour costs, and until
recently strong U.S. market demand

The challenge facing Canadian manufacturers
is to close the excellence gap – before their
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competitors close them.  The realities of the
market today – intense international 
competition, the rapid pace of technological
development, and the ease with which 
information, investment, and knowledge flow
around the world – mean that it is more 
important than ever for companies to 
strengthen competitive capabilities based on
productivity and innovation.  There are many
world-class companies manufacturing in
Canada today.  There should be more.  

The health of the Canadian economy and the
incomes of all Canadians will depend on how
fast Canada’s manufacturing sector can close
in on world leadership.  It is a challenge that
must be met by each manufacturer in striving
for greater efficiencies, higher value 
products, and operating excellence.  It is also
a challenge for governments in Canada – in
creating a business environment that encour-
ages investment and innovation on the part of
industry.  Our vision should be nothing less
than making Canada the home of 
manufacturing excellence.

How Does Canadian Industry Compare?

G7 Leader

United States

United States

Japan

United States

United States

United States

United States

Japan

Japan

United States

G7

G7 Benchmark

4.2%

11.2%

-1.5%

4.3%

1.2%

7.4%

8.6%

3.6%

4.1%

1.2%

100%

Competitiveness
Indicator

Production

Exports

Prices

Productivity

Unit labour costs

Profitability

Capital Investment

R&D

Skills Training

Commercialization

Average

Canada Relative to
G7 Benchmark

96%

85%

52%*

56%

72%

67%

63%

24%

35%

36%

62%

* Percent calculated across range of G7 performance
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AA  CCaannaaddiiaann  IInnnnoovvaattiioonn  SSttrraatteeggyy

Investing in Innovation

Canadian industry has to invest more in new
and improved products, processes, skills, and
technologies in order to sustain long-term
competitiveness.  These investments are 
crucial if the growing gap in Canada’s 
productivity performance and wealth creating
capabilities vis-à-vis our competitors is to be
closed. 

But strengthening Canada’s capacity for 
innovation depends on much more than 
providing additional funds for research and
the generation of new knowledge.
Knowledge has to be applied by businesses in
order to create value for their customers.
And, the payback generated for industry has
to make investments in innovation worth-
while, both financially and strategically from
a business point of view.  Businesses will

have an incentive to invest in innovation if
they are able to realize a competitive and
rapid return on their investments.

Return on investment is key to any business
case for innovation.  The development of new
products and services, the adoption of new
and improved business processes and 
technologies, and even investments made in
skills training entail both direct costs and 
indirect risks.  Companies can be encouraged
to be more entrepreneurial and less risk
averse.  But, if they are not able to realize a
profit from the investments they make, and
secure a relatively rapid return on their
investments at that, it will not make econom-
ic sense for them to commercialize new
forms of knowledge.    

Businesses, governments, academic and
research institutions, financial services, 
business associations, and individual 
companies all have a role to play in 

strengthening Canada's capacity for 
innovation by enhancing returns on 
investments in new or improved products,
processes, skills, and technologies.  They can
do so by focusing efforts on delivering higher
value to customers, by managing better, by
reducing costs, lowering risk, and eliminating
barriers to organizational and technological
change and the introduction of new products
and services. 

Key Elements of a National Strategy

A national innovation strategy can help to
coordinate the efforts of business, 
governments, research institutions, the 
financial sector, and business associations.  It
should provide a general direction for poli-
cies, services, and infrastructure development
in support of innovation in Canada.
However, in order to be successful in
strengthening the innovative capacity of
Canada’s private sector, and especially that of
Canadian manufacturers and exporters, it
must respond directly to the challenges,
issues, and priorities of business.  And, it
must identify practical and innovative solu-
tions to overcome the barriers that 
companies face in innovating in Canada
today. 

A Canadian innovation strategy should thus:

Aim at making Canada a world leader 
within the next ten years in both the 
creation of innovative products and 
technologies and the implementation of 
innovation on the part of business;

Create a business environment in Canada 
that encourages companies to invest in 
innovation and growth because it offers 
them a profitable and rapid return on their 
investments;

Recognise that innovation within firms, 
through the application of proven 
methodologies and technologies, may 
provide the most rapid and cost-effective 
means of making Canadian industry more 
competitive.

Focus on practical steps that can be taken to 

A national innovation strategy can help to coordinate the efforts of
business, governments, research institutions, the financial sector,
and business associations.
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reduce costs, reward informed risk-taking, 
and eliminate impediments to investment, 
business development, and product 
commercialization;

Ensure that the costs of innovation for 
Canadian business are at least the same as 
those of our international competitors;

Encompass innovations with respect to new 
and improved products, processes, skills, 
and technologies;

Focus on the application of new skills and 
technologies and the commercialization of 
new products and services, not just 
research;

Respond to the particular challenges and 
difficulties facing SMEs in Canada;

Reflect the specific structural circumstances 
of the Canadian market as well as changes 
occurring in global markets;

Recognize the international integration of 
industrial and financial markets and the 
fierce competition for investment and 
product mandates;

Encourage more rapid rates of capital 
turnover to accelerate the adoption of new 
technologies;

Engage business leaders as well as 
governments, academic and research 
institutions, financial services, and business 
associations;

Create a common policy direction on the 
part of all governments in Canada;

Align fiscal and regulatory objectives 
across all levels and departments of 
government; and,

Encourage innovation and other voluntary 
methods as means of meeting regulatory 
objectives.

Priority Issues

1.  Entrepreneurial Leadership and World-
Class Management

Innovative ideas are not enough on their own
to ensure that they will be adopted by 
business.  They are certainly not enough to
run a business or to justify investments in
new products, processes, skills, or technolo-
gies.  There has to be a profitable return on
the investments required to translate new
ideas into commercializable products and
business practices.  And, as with all investors,
the returns that businesses realize are deter-
mined by their vision, their entrepreneurial
drive, their ability to learn, and their appetite
for risk. Profitable investments are made on
the basis of good intelligence, good manage-
ment, continuous improvement, and best
business practice. Business leaders have to be
able to leverage the strengths and counter the 

Priority issues for business:

Enhancing value for customers, meeting 
new customer expectations, and becoming 
an integral part of customers’ success;
Improving information management, 
operating, and production processes; 
Strengthening competitive intelligence;
Managing finances in a way that extends 
investment horizons;
Creating opportunities for personal and 
business growth;
Strengthening processes of change 
management;
Enhancing entrepreneurship and risk 
management skills;
Creating a learning culture and 
strengthening problem-solving capabilities 
throughout business organizations;
Sharing and demonstrating best business 
practice and management techniques;
Encouraging business consortia, networks, 
and other forms of cooperative 
partnerships to share knowledge, combine 
competitive strengths, and reduce costs 
and risks involved in innovation;
Increasing awareness among Canadians 
and the business community about the 
importance of innovation and changing 
market conditions; 
Providing information to SMEs that will 
assist them in managing and financing 
product, process, and technology
innovations; and,
Making innovation a part of strategic 
business plans.
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disadvantages they face in doing business in
Canada.  An innovation strategy should focus
on the leadership requirements – the vision,
the entrepreneurial drive, and the appetite for
risk – that builds business success through
innovation.

2.  Research and Knowledge Transfer

For business, the successful 
commercialization of knowledge goes well
beyond the issue of increasing funds for
research and attracting and keeping the best
academic minds in Canada.  It depends on the
quality and relevance of research to the
technical problems facing industry, as well as
on business’ ability to draw upon new 

knowledge and expertise from academic and
government research institutions in Canada
and around the world.  From a business 
perspective, a strong research infrastructure
needs an equally strong system of knowledge
transfer.  Innovation depends on aligning the
flow of knowledge – knowledge supply
chains – behind the objective of enhancing
customer value.

3.  Skills & EducationPriority issues for business:

Focusing on knowledge transfer from 
conception through execution;
Strengthening the science base within 
government research organizations to 
inform public policy;
Strengthening the capacity of government 
research organizations to undertake 
research in the science, development, and 
application of strategic enabling 
technologies such as informatics, 
biotechnology, nanotechnology, 
micromachining, new materials, and 
integrated manufacturing technologies;
Recognizing that the primary role of 
government funded research is rapid 
technology transfer to industry, not wealth 
creation for government;
Strengthening the ability of Canadian 
universities to attract and keep world-class 
research;
Encouraging academic research that can 
be practically applied to technical problems 
and will have a real bottom-line impact in 
industry;
Facilitating research partnerships and 
exchange of research personnel among 
universities, government research 
organizations, and industry;
Strengthening international research 
partnerships and collaborative R&D on the 
part of industry;
Creating greater certainty with respect to 
the treatment of intellectual property 
issues; and,
Expanding networks to transfer applied 
knowledge and expertise from government 
and academic research organizations to 
business, and particularly to SMEs.

Priority Issues for business:

Ensuring that graduates possess basic 
skills in literacy, numeracy, communication, 
problem-solving, and research;
Encouraging young people to enter fields of 
education leading to a career in 
manufacturing, technology, and skilled 
trades;
Ensuring that the curricula of colleges and 
universities reflect the changing skills 
requirements of industry;
Investing more in management as well as 
non-management skills;
Forecasting future requirements for 
education and ensuring that they are met;
Expanding the scope of technical education 
to include business management skills;
Building centres of excellence in and 
across academic institutions to offer 
programs designed to fit the specific needs 
of industry sectors;
Providing modular and cooperative 
education programs designed to respond 
better to companies’ focused requirements 
and time limitations on business training;
Encouraging learning and problem-solving 
on the shop floor and throughout business 
organizations;
Sustaining inhouse wisdom and experience 
in the face of future retirements;
Increasing investments in skills retraining 
and upgrading;
Retaining and attracting qualified and 
experienced personnel;
Sharing the risks involved for SMEs in 
making investments in technical training 
and apprenticeship programs;
Attracting highly qualified personnel from 
around the world;
Expanding Immigration Canada’s ‘fast 
tracking’ programs for temporary workers; 
and,
Recognizing the professional credentials of 
skilled personnel from other countries as 
well as across provincial boundaries.
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The innovative capacity of Canadian business
depends on their ability to attract and retain
highly skilled and expert personnel, the 
investments they make in continually 
upgrading the skills and problem-solving
capabilities of their workforce, the 
immigration rules that affect entry into
Canada of skilled workers from other coun-
tries, as well as the research programs, curric-
ula, and ways of delivering education pro-
grams employed in Canadian schools. 

4.  Tax Reform

Taxes affect the costs that businesses have to
pay and the returns they expect to receive on
the investments they make in innovation.
Canadian tax rates must be more competitive
than those in the United States, not only to 
offset advantages of the large U.S. market,
but to ensure that Canada is a competitive
investment location on a global basis.
Mexico, China, Singapore, Chile, and Brazil

are for many companies even stronger 
competitors for innovation investments than
the United States.  Canada must go further
and faster in reducing personal and business
taxes in order to compete for investment,
product mandates, and qualified personnel.  

5.  Regulatory Reform

Regulations in Canada need to be modern-
ized, streamlined, and brought up to global 
standards in order to provide an attractive
environment for businesses operating in 
global markets to invest, innovate, and grow.
Regulations can be more effective in ensuring
public health and safety and the protection of
the environment if they are simple to 
understand, inexpensive to comply with, 
consistently applied across departments and
governments, and practical from the point of
view of their impact on business, the econo-

Priority issues for business:

Eliminating provincial surtaxes on personal 
income and reducing payroll taxes;
Eliminating non-profit-sensitive taxes on 
capital assets and provincial sales taxes on 
purchases of machinery and equipment;
Accelerating depreciation allowances on 
machinery and equipment to compensate 
at least for the 7% advantage currently 
enjoyed by manufacturers in the United 
States;
Accelerating and deepening reductions in 
corporate income tax rates; 
Eliminating taxes levied on investment 
income remitted outside Canada which not 
only reduce returns on investment in this 
country but offset the advantages of 
Canada’s SR&ED tax credits;
Applying the same tax treatment to 
research and development carried out by 
industry in international consortia and 
virtual networks as within Canada;
Simplifying the rules and administration of 
Canada’s SR&ED tax credit system to 
ensure greater certainty, cost-effectiveness, 
and uniformity in application for Canadian 
business; and,
Extending tax credits to product 
development as well as to investments in 
new technology.

Priority issues for business:

Accelerating the adoption of new 
technologies and improved management 
practices as a means of meting regulatory 
objectives;
Harmonizing regulatory objectives and 
compliance requirements across federal 
and provincial jurisdictions, among and 
within government departments;
Reducing paperburden and the costs of 
regulatory compliance;
Requiring government departments to meet 
the service standards and regulatory policy 
requirements they have already 
established;
Providing greater transparency, 
accountability, and appeals processes in 
regulation;
Streamlining product approval processes;
Increasing mutual recognition of standards 
testing and certification across jurisdictions;
Reducing restrictions on foreign 
investment;
Ensuring competition policy reflects 
changing market conditions and the 
development of joint ventures, consortia, 
and collaborative networks among 
businesses;
Harmonizing and streamlining customs 
procedures at the Canada-U.S. border, and 
security and immigration procedures at the 
perimeter of North America; and,
Ensuring that Canada has an 
internationally competitive intellectual 
property regime.
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my, and the objectives they are intended to
achieve.  Governments can also help to
encourage innovation by eliminating 
regulatory impediments to trade across
Canada and with our major trading partners,
removing restrictions on investment and 
business flexibility, speeding up product
approvals, lowering compliance costs, 
recognizing standards, testing, and 
compliance procedures in other jurisdictions,
and improving service standards on the part
of public regulators.

6.  Financing Innovation

Investments in new products and services,
new technologies, new processes, and new
skills all entail considerable risk and higher
levels of overhead, but fewer and fewer
involve hard assets that can be collateralized.
The primary source of financing for any type

of innovation in an existing company is 
after-tax cash flow.  For start-ups and many
small companies, it is money that can be
raised from angel investors, venture capital
firms, personal savings, and second mort-
gages.  Regardless of the source of financing, 
investments have to be profitable – there has
to be a convincing business case that returns
on investments will be more attractive than
those that can be made elsewhere.  The 
structure of financing is also an important
determinant of innovation – it can extend
investor horizons from immediate concerns to
longer-term expectations of payback; it can
also help to diversify and mitigate the risks
involved in innovation.  New and improved
ways of managing risk are important for
Canadian manufacturers and exporters.  They
are even more important for the financial 
institutions whose customers require financ-
ing for purposes of innovation.

7.  Strengthening the Productive
Capabilities of Smaller Businesses

For many smaller companies in Canada, 
business is a never-ending challenge of 
keeping pace with new demands from 
customers, bankers, and governments, and

Priority issues for business:

Improving operating efficiencies and finding 
low cost solutions to innovation that will 
enhance cash flow and returns on 
investment within companies;
Enhancing the rewards for both business 
and financial institutions in successful 
innovation;
Increasing the risk appetite and building 
better risk management systems within 
Canada’s financial institutions;
Increasing the availability of patient capital;
Encouraging Canadian institutional 
investors to invest in Canadian venture 
capital funds;
Ensuring that financial services respond to 
the changes taking place and the risks 
involved in new forms of business 
organization, new technologies, and the 
importance of soft assets;
Packaging financing instruments in 
innovative ways to mitigate risks and 
extend investment horizons;
Financing the research-to-prototype stage 
of innovation;
Financing process improvements;
Improving access to international capital;
Providing rapid access to advance rulings 
to certify that foreign investors who are 
non-taxable in their home countries will be 
exempt from local taxes; and,
Allowing Canadian venture capital funds to 
market themselves to foreign investors on 
the same basis as domestic venture capital 
funds in other countries.

Priority issues for smaller businesses:

Strengthening internal information, cost 
accounting, and quality assurance 
systems;
Adopting best management practices;
Improving marketing capabilities and 
customer contacts;
Sharing knowledge and expertise and 
cooperating with other companies in value-
creating networks;
Implementing lean manufacturing 
techniques focusing on adding customer 
value and eliminating waste in the form of 
non-value-adding activities;
Continuously improving business 
processes;
Adopting technologies, processes, and 
organizations that have been proven to 
enhance productivity and cash flow;
Investing in low-cost forms of automation;
Acquiring and retaining skilled personnel;
Accessing expert advice and information 
with respect to practical technical and 
management issues;
Accessing cost-competitive and high quality 
services in support of their business 
activities; and,
Looking beyond short-term problem-solving 
to longer-term trends in market conditions, 
competing products, and technologies.
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responding with very limited resources in
terms of people, expertise, time, and money.
Most SMEs have to be innovative simply to
survive.  But, many are also struggling to
keep up with the continuous improvements in 
products, technologies, skills training, and
business processes they need to remain 
competitive.  With more and more 
responsibility for design, engineering, quality
assurance, and customer service being placed
on the shoulders of smaller suppliers, 
innovation has become an essential condition
of maintaining, let alone growing, a customer
base.  Meanwhile, new businesses are being
established to bring new products and 
technologies to market, but the recent 
experience of many start-ups illustrates that a
good idea, even if it attracts venture capital,
is not enough on its own to ensure that a
business can successfully produce, commer-
cialize, make money, and grow.  In order to
succeed, smaller businesses have to strength-
en their operating and marketing capabilities.
They have to improve their knowledge of
their own business.  And, they have to adopt
best management practice and proven tech-
nologies and processes to boost productivity
and cash flow.  For many SMEs, innovation
depends first upon getting the business right.
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WWhhoossee  RReessppoonnssiibbiilliittyy  iiss  IItt??

Business leaders and business managers have a role to play in:

Positioning their companies’ products and services as an integral part of their customers’ success;

Making innovation a priority in all aspects of business operations; 

Adopting best business practices in change management and business processes;

Investing in modern technologies that improve productivity;

Improving systems of risk management;

Structuring financing in a way that will attract investment and extend investment 
horizons;

Transforming their companies into learning organizations focused on one hand on 
responding to changing market conditions and customer expectations and on the 
other on encouraging internal problem-solving capabilities;

Continuously upgrading the skills and expertise of their workforce;

Continuously improving the management of their technologies and processes in order 
to reduce cost and add value; and,

More effectively managing their knowledge supply chains – by actively identifying new 
ideas, technologies, and businesses practices; strengthening collaborative 
relations with academic and government researchers as well as with other 
companies; and ensuring that research efforts focus on products, processes, skills, 
and technologies that create customer value.

Governments have a role to play in:

Reducing the costs of taxation and regulatory compliance imposed on 
innovation investments by business;

Removing taxes on new equipment that discourage the modernization of Canadian 
factories;

Steamlining product approval processes;

Removing regulatory obstacles to trade across Canada and improving the 
management of customs and immigration on the Canada-U.S. border;

Reducing or removing other regulatory impediments to investment or business 
flexibility;

Assisting cooperative efforts among businesses, facilitating knowledge transfers 
between companies and research rganizations, and removing regulatory 
impediments to the formation of business networks;

Maintaining adequate levels of end-to-end funding for academic and government 
research, including funding for personnel, up-to-date equipment, and overhead;
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The responsibility for strengthening Canada's
capacity for innovation does not lie solely
with government, with Canada's academic
and research institutions, or, for that matter
with business alone.  It is a responsibility that
must be shared in a successful national strate-
gy.  The prime emphasis does rest with busi-
ness - in the sense of constantly adding value

for customers, improving operating processes
to maximize productivity, and responding to
rapidly changing market conditions.
Businesses, and manufacturers and exporters
in particular, are responsible for commercial-
izing innovation - the most important step in
generating value from knowledge.



Academic and research institutions have a role to play in:

Improving basic education, problem-solving, communication, and research 
skills;

Designing research and education programs that better meet the specific skills 
requirements of industry and that do not require long-term absences from the 
workplace;

Combining education in both technical and business skills by offering basic 
entrepreneurship courses as part of the science and engineering curriculum;

Strengthening their collaborative relationships with industry, developing more 
transparent protocols for the treatment of intellectual property issues, and supporting 
more research programs with practical application to the technical and business 
problems currently facing industry; and,

Encouraging students and researchers to focus on current and future issues 
confronting industry.

Financial institutions have a role to play in:

Rewarding informed risk-taking on the part of innovative companies;

Ensuring that their services and risk assessment processes reflect the changing 
requirements of industry and evolving business networks; 

Partnering with other financing agencies to share and diversify risks; and,

Designing new financial instruments to mitigate the risks associated with 
innovation.
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Encouraging the development and growth of centres of excellence in order to pool 
resources across academic and government research establishments to 
meet industry needs;

Supporting education programs geared to industry needs, changing immigration 
requirements to reflect business requirements, and encouraging the formation of centres of 
excellence for skills training;

Strengthening financial incentives for business investments in new product 
development and new technologies, including at the federal level Canada’s 
SR&ED tax credit system, capital depreciation allowances, and Technology 
Partnerships Canada; and,



BBuuiillddiinngg  tthhee  AAccttiioonn  PPllaann

The purpose of any strategy is to leverage
strengths.  Canadians can build on what we
have inherited – our land, location, and
resources – in innovative and sustainable
ways.  We can take advantage of who we are
– a multicultural society that works.  And we
can use, as well as improve upon, what we
have built in the form of our public policies
and infrastructure.

Canada does not have to construct an innova-
tion strategy from scratch.  Many companies
operating in Canada are already world leaders
in product and process innovation, technolo-
gy, and skills development.  Manufacturers
and exporters are at the forefront of these
efforts.  Governments have already made an
important commitment to reducing Canada’s

debt, lowering our personal and business
taxes, improving the regulatory environment,
and supporting innovation in our schools,
research organizations, and business commu-
nity.  The federal government offers impor-
tant support for manufacturers and exporters
through its SR&ED tax credits, Technology
Partnerships Canada, Industrial Research
Assistance Program (IRAP), and the
Canadian Technology Network (CTN).

Provincial governments also have a range of
programs in place to facilitate investments in
new products, processes, and technologies,
and to strengthen the education and skills
development of Canada’s workforce.  

These are important initiatives.  Some may
not be working as well as they should.  They
should be strengthened.  Governments have
made some progress, but they should move
further and faster in the fields of tax and 
regulatory reform.  Businesses always have
more to do if they are to keep up with their
competitors and with changing market 
conditions.

Canada needs a national strategy for innova-
tion.  It must be genuinely collaborative, and
not imposed from the top. It must be prag-
matic.  It must coordinate efforts by govern-
ments, business, academic and research
organizations, financial institutions, and busi-
ness associations - and fill in the gaps where
a better job can be done.  It must look to the
future.  A national innovation strategy must
engage business - large and small - academic,
and government leaders across Canada. With
vision and determination Canada can lead the
world.
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Many companies operating in Canada are already world leaders
in product and process innovation, technology, and skills 
development.

Canadian Manufacturers & Exporters is Canada’s leading business network. Its members
represent 75 % of this country’s manufacturing output and 90 % of exports. It has its
national office in Ottawa, and active divisional offices in all 10 provinces.


