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Executive Summary

| n recent years it has become de rigueur to proclaim that small business is
good and big business is bad. Our politicians actively support and praise
small- and medium-sized enterprises (SMEs). But the flip side of SME worship
is the derision of big business. Increasingly, big business is the villain.

If only, the narrative goes, Canada’s Competition Bureau would show some
courage and stop mergers, file more suits against “monopolists,” and break
up existing companies, all would be well. Income inequality would decline.
Wholesome “mom and pop” small businesses would thrive. The environment
would be protected. And consumers and workers would be better off. This
populist appeal may be seductive, but it’s also misguided and dangerous.

If Canada wants a growing, competitive economy with higher productivity
and wages, policy-makers need to recognize the critical role that large busi-
nesses play — and ensure that policies recognize and support that role. Among
developed nations, large corporations outperform small businesses on virtu-
ally all economic and social indicators.

Consider wages: In Canada, one study has shown that large firms (more than
500 employees) pay their workers on average 44 percent more than small
firms. Large firms can do so because, on average, they are more productive
than small firms. What about job growth? According to Statistics Canada, from
2002 to 2020, small businesses increased employment at half the rate of large
businesses (by 13 percent versus 26 percent). Large companies also outper-
form SMEs on a host of other economic and social measures, whether it’s
employing female workers or being unionized.

Smaller firms are also less productive than larger firms. And in Canada, that
problem is heightened — smaller firms in Canada are even less productive
than similarly sized firms in the United States.

Despite the popular narrative is that small is better, size is undeniably a bene-
fit in industries that require scale (banking is a good example) or innovation
(where initial development cost is high), are network-based (such as utilities
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or transportation, with high fixed costs), or face global competition (where
firm size can provide some defence against foreign advantages).

Small-is-good advocates are also concerned about industry concentration.
And indeed, largely because of its relatively small population and GDP, Can-
ada has long had higher rates of industrial concentration than the United
States. Indeed, Canada’s Competition Bureau has asserted that concentration
has grown to problematic levels in Canada. But there is no recent data from
StatCan to support that claim, so it is difficult to assess whether concentration
in Canada has grown or not. It has not in the United States.

Too many firms in Canada are sub-optimally small and increasing competition
by limiting the ability of firms to get larger would have negative consequences
for productivity. At the same time, there can be negative consequences from
too much concentration, including higher domestic prices.

Keeping these factors in mind, Canada should:

* Focus competition policy on conduct, not on structure. This means wor-
rying less about the size of dominant firms than about specific anti-com-
petitive conduct.

* Expand the size of its markets and recognize that this country needs larg-
er companies if it wants to compete effectively. One place to start would
be to open up Canada’s aviation, financial and communications markets,
at least to US entry.

* Be careful about changing the current efficiencies and competitiveness
defence in any review of mergers, where firms can defend proposed merg-
ers on the basis of improved productivity and global competitiveness.

* Resist the urge to bow to pressure from the activists and radically change
competition law to meet new industry conditions.

* Focus on policies that can help firms get more productive. For exam-
ple, extending services to small farmers and small manufactures can help
these firms embrace better technology and more productive work orga-
nizations

* Embrace size neutrality, by treating all companies, large and small, the
same. Having said that, an argument can be made for adopting policies
that support and encourage new firms.

The “small is beautiful, big is ugly” narrative is becoming widespread and

appears grounded in a broader anti-capitalist, anti-corporate animus. If pol-
icy-makers succumb to those agitating for such a view, the fallout will be
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significant: lower productivity and wage growth, worse working conditions,
reduced innovation, and declining global competitiveness. Canada should
choose a different and more positive path by seeking ways to maximize pro-
ductivity and competitiveness while at the same time ensuring that competi-
tive forces remain robust.

Sommaire

C es dernieres années, il est devenu de rigueur de proclamer quune petite
société, c’est bien, et qu'une grosse société, c’est mal. Nos politiciens
soutiennent activement et couvrent d’éloges les PME. Le revers de ce culte,
c’est Iironie malveillante a '’égard de la grande entreprise : on l'associe de
plus en plus a la canaille.

Si seulement — ainsi en est-il du discours ambiant — le Bureau de la concur-
rence du Canada avait le courage de bloquer les fusions, de lancer plus de
proces contre les monopoleurs et de démanteler les sociétés en place, tout
irait bien : I'inégalité des revenus diminuerait; les salutaires petits commerces
« familiaux » pourraient prospérer; et ’environnement serait protégé. Tant
les consommateurs que les travailleurs se porteraient mieux. Or, si cet appel
populiste peut séduire, il est également erroné et dangereux.

Si le Canada veut une économie prospere et compétitive, une productivité
en croissance et des salaires élevés, les décideurs doivent reconnaitre le role
essentiel joué par les grandes entreprises et veiller a ce que les politiques re-
connaissent et renforcent ce role. Dans les pays industrialisés, les grandes en-
treprises surpassent les petites sur pratiquement tous les plans économiques
et sociaux.

A titre d’exemple, les salaires : selon une étude, le salaire moyen est 44 pour
cent plus élevé dans les grandes entreprises (de plus de 500 employés) que
dans les plus petites. Les grandes entreprises peuvent en faire autant parce
qu’elles sont, en moyenne, plus productives. Et qu’en est-il de la croissance
de I’emploi? Selon Statistique Canada, entre 2002 a 2020, les effectifs ont aug-
menté deux fois plus rapidement dans les grandes entreprises (26 pour cent)
que dans les plus petites (13 pour cent). En fait, les grandes sociétés font
mieux que les PME relativement a une foule d’autres mesures économiques
et sociales, en passant par I'effectif féminin ou syndiqué.

Les petites entreprises sont également moins productives que les plus grandes.
Et, au Canada, ce probléeme est accentué : les petites entreprises sont encore
moins productives que les entreprises de taille similaire aux Etats-Unis.
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En dépit du cliché répandu, soit « qu’étre plus petit, c’est mieux », la taille
constitue indéniablement un avantage dans les secteurs qui dépendent d'un
volume élevé (les banques notamment) ou de I'innovation (a cott de dével-
oppement initial élevé), qui reposent sur des réseaux (comme les services
publics ou les transports a cotts fixes élevés) ou, encore, qui font face a la
concurrence mondiale (ou la taille de ’entreprise peut fournir une certaine
protection contre les avantages étrangers).

Les défenseurs de la petite entreprise se préoccupent également de la con-
centration industrielle. Il est vrai que le Canada a longtemps connu des taux
de concentration industrielle plus élevés qu’aux EtatsUnis, en grande partie
a cause de sa population et de son PIB relativement faibles. D’ailleurs, le
Bureau de la concurrence du Canada a affirmé que la concentration a atteint
des niveaux problématiques au Canada. Reste que Statistique Canada n’a pas
produit de données récentes pour étayer cette affirmation, de sorte qu’il est
difficile d’évaluer si la concentration au Canada a augmenté ou non. Elle n’a
pas augmenté aux Etats-Unis.

Trop d’entreprises sont disproportionnément petites, de sorte qu’intensifier
la concurrence en limitant leur croissance influera négativement sur la pro-
ductivité. En revanche, une trop grande concentration peut aboutir a des prix
intérieurs plus élevés, notamment.

En gardant ces facteurs a I’esprit, le Canada devrait :

* Axer la politique de concurrence sur le comportement, et non pas sur la
structure. Cela signifie que la taille des entreprises dominantes devrait
moins susciter de préoccupations que certains comportements anticon-
currentiels.

e Agrandir ses marchés et reconnaitre qu’il a besoin d’un plus grand nom-
bre de grandes entreprises s’il veut étre compétitif. Un bon point de
départ serait d’ouvrir ses marchés de I’aviation, des finances et des com-
munications, du moins aux EtatsUnis.

* Faire preuve de prudence en ce qui concerne tout changement visant la
défense « des gains en efficience » et « de I’effet sur la concurrence » lors
de I'examen d’une fusion, moment ou les entreprises sont susceptibles
de plaider en faveur d’une productivité et d’'une compétitivité mondiale
améliorée.

* Résister a I’envie de céder a la pression des activistes et modifier radicale-
ment le droit de la concurrence pour répondre aux nouvelles conditions

industrielles.

* Se concentrer sur les politiques qui peuvent aider les entreprises a deve-
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nir plus productives. Par exemple, procurer plus de services aux petits
agriculteurs et fabricants peut les aider a adopter des technologies et des
organisations du travail plus productives.

* Adopter la neutralité en matiere de taille, en traitant toutes les entrepris-
es, grandes et petites, de la méme maniere. Cela dit, on peut avancer des
arguments en faveur de I'adoption de politiques qui soutiennent et en-
couragent la création d’entreprises.

Le discours qui fait la « part belle aux petites entreprises et tournent les
grandes en dérision » fait de plus en plus écho et parait prendre appui sur
un sentiment largement hostile au capitalisme et a la grande entreprise. Si les
décideurs politiques succombent aux agitateurs d’épouvantails, les retom-
bées seront importantes : baisse de la productivité et de la croissance des
salaires, dégradation des conditions de travail, réduction de I'innovation et
déclin de la compétitivité globale. Le Canada devrait choisir une voie dif-
férente et plus positive en cherchant des moyens de maximiser la produc-
tivité et la compétitivité tout en veillant a ce que les forces concurrentielles
restent solides.
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Introduction

| n recent years it has become de rigueur to proclaim small business good,
big business bad; or if bigness is not per se bad, at least it is by default to
be treated with suspicion. As Canada’s then Minister of International Trade,
Frangois-Philippe Champagne stated, “SMEs [small and medium-sized busi-
nesses], including those owned by women, youth and Indigenous peoples
are the dynamos of our economies and the lifeblood of our communities”
(Canada 2017). Mary Ng, Minister of Small Business, Export Promotion and
International Trade, agrees, stating: “Small businesses are the bustling, thriv-
ing heart of our economy” (Innovation, Science and Economic Development
Canada 2021). The most recent Canadian federal budget proclaimed that
“successful, innovative, and competitive small businesses are what drive a
strong and growing middle class” (Canada 2021). We expect our politicians
to say such things, just as we expect them to kiss babies (before COVID) and
to love hockey. But these kinds of valorizations are more than simply political
posturing; for many they reflect firmly held beliefs.

The flip side of SME worship is the derision of big business. Increasingly, big
business is the villain. If one wants to demonize an industry, simply put a “Big”
before it, as in Big Box (retailers), Big Pharma, Big Oil, Big Broadband, and
Big Bank. There is even Big Scotch (Hutchins 2021). And of course, there’s Big
Tech, the new whipping boy of politicians and commentators right across the
political spectrum. If only, the narrative goes, Canada’s Competition Bureau
would show some courage and stop mergers, file more suits against “monop-
olists,” and break up existing companies, all would be well. Income inequality
would decline. Wholesome “mom and pop” small businesses would thrive.
The environment would be protected. And consumers and workers would be
better off. Happy days can be ours again.

While this populist appeal grounded in a “small is beautiful” ideology is se-
ductive, it’s also misguided and dangerous. If Canada wants a growing, com-
petitive economy with higher productivity and wages, policy-makers need to
recognize the critical role that large businesses play — and ensure that policies
recognize and support that role.
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The attack

Corporate bigness is under attack in many western nations. In the United
States, many progressives have become “neo-Brandeisians” who view virtu-
ally all economic problems as stemming from one cause: large corporations.
They attack the US economic model, characterized mostly by for-profit firms,
which in many industries means large, efficient, and innovative firms. Wheth-
er attacking Big Broadband, Big Tech, Big Pharma, or anything else that can
be portrayed as Big, progressives no longer seek reform, but rather, transfor-
mation — a fundamentally different US economic system. K. Sabeel Rahman,
president of the progressive “think and do tank” Demos, recently testified at
a congressional hearing on Big Tech, delivering comments that exemplify this
new progressivism:

Limiting this problematic form of private power requires re-
discovering familiar but forgotten tools, including antitrust
law, public utility-style regulation, and a willingness to consid-
er cases where public control of key infrastructure would ben-
efit the public rather than private provision. (Rahman 2020)

The last five years or so has seen a proliferation of progressive screeds against
bigness. Tim Wu, who leads competition policy in the Biden administration,
wrote The Curse of Bigness: Antitrust in the New Gilded Age. US Federal Trade
Commissioner Chair Lina Kahn wrote “Amazon’s Antitrust Paradox,” a widely
read Yale Law Journal article that attacked Amazon simply because it was big.
Others include Matt Stoller’s Goliath: The 100 Year War Between Monopoly
and Democracy; Jonathan Tepper’s The Myth of Capitalism: Monopolies and
the Death of Capitalism; Zephyr Teachout’s Break 'Em Up: Recovering our
Freedom From Big Ag, Big Tech and Big Money; Barry Lynn’s Cornered: The
New Monopoly Capitalism and the Economics of Destruction; and perhaps
the book with the catchiest, if not the most eloquent title, Sally Hubbard’s
Monopolies Suck: 7 Ways Big Corporations Rule Your Life and How to Take
Back Control. Elected US officials have jumped in as well. US Senate Judiciary
Subcommittee Chair Amy Klobuchar’s recent book is Antitrust: Taking on
Monopoly Power from the Gilded Age to the Digital Age.

While the United States is a market leader in populist outrage and hyperbo-
le, Canada is not far behind. Denise Hearn, writing in the Globe and Mail,
claimed that “today, we live in the second Gilded Age in which a few players
dominate key industries” (Hearn 2019). Vass Bednar of McMaster University
complains:

While the tech giants may hold enormous sway over what we
say and do online, entrenched monopolists in Canada deter-
mine the markets that Canadians depend on to feed their fam-
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ilies, travel across this vast country, manage their money, and
communicate with one another. (Bednar 2021)

Canadian social justice advocate Robin Shaban writes: “Canadians must fun-
damentally rethink the laws that have led to our current monopolization cri-
sis. The path forward for news must be fundamentally different than the one
taken to date, and an anti-monopoly vision of that path is the most promising
one” (Shaban 2021).

Even Canada’s Competition Bureau is joining in, playing the gender card
by claiming “opening up markets to greater competition can reduce gen-
der-based employment discrimination” (2021, 6). Strikingly, not only does
the citation it links to (the OECD) not make this claim or provide evidence,
but as we will see below, large firms in Canada employ a higher share of wom-
en than do small firms. Next thing you know, we will be told that breaking up
big firms will ensure that a Canadian team will always win the Stanley Cup.

Perhaps the most striking thing about these critics is that when they talk about
monopolies, they don’t mean monopoly as the term is commonly understood,
an industry with only one firm. Instead, they mean large firms with some mar-
ket power, an economic reality that has existed in Canada since the late 1800s.

The benefits of large corporations in Canada

Given the increasing disdain of large corporations and idolization of small
ones, one could be excused for thinking that small businesses provide a
stronger and wider set of social and economic benefits than large firms. In
fact, notwithstanding the “small is beautiful” hype and the anti-“monopoly”
fervor, the reality is that across developed nations, including in Canada, large
corporations outperform small businesses on virtually all economic and so-
cial indicators. If the goal is to improve Canadian living standards and global
business competitiveness, moving toward an economy with smaller firms is a

step in exactly the wrong direction.

Let’s start with the most fundamental measure: wages. In Canada, large firms
(defined by the Canadian government as firms with more than 500 employ-
ees) pay their workers on average 44 percent more than small firms (Grekou,
Gu, and Yan 2020). Given the centrality of wages to living standards, large
Canadian firms clearly play a key role in providing high paycheques. Another
study estimated that large firms (more than 100 employees) paid 48 percent
more than small Canadian firms (fewer than 20 employees) in 2001 (Ferrer
and Lluis 2008). Another study found that large firms paid 72 percent more
than small firms (again, fewer than 20 employees).

One reason large firms are able to pay their workers more is that on aver-
age they are more productive than small firms. As Statistics Canada (StatCan)
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)

finds, “firm productivity is generally positively correlated with average pay’
(Gee, Liu, and Rosell 2020). One study found that productivity in Canadian
manufacturing plants with 100 or fewer employees was 62 percent of the in-
dustry average, but was 165 percent of industry average in plants with 500 or
more employees (Moscarini and Postel-Vinay 2012). Another study found that
small firm productivity was only less than half (47 percent) of large firm pro-
ductivity levels, significantly lower than the small firm-large firm gap in the
United States (67 percent) (Baldwin, Leung, and Rispoli 2014). One reason
is that small firms on average invest less in information and communication
technology than large firms, and therefore have a more difficult time raising
productivity (CSLS 2005).

As we will see, not only does Canada have a larger share of jobs in the small
business sector than the United States, but their productivity performance
compared to large firms is worse than in the United States. This “dou-
ble-whammy” of more small businesses and less productive small businesses
is a millstone around the neck of Canadian prosperity.

This “double-whammy” of more small
businesses and less productive small
businesses is a millstone around
the neck of Canadian prosperity.

What about job growth? The fixation on job growth is a long-standing hang-
over from the Great Depression and more recently from the Great Recession
of 2009 and now the COVID crisis. Most pundits and policy-makers assume
that absent some kind of government action that demand will be inadequate,
leading to excess unemployment. This is simply not the case, as evidenced by
the fact that unemployment rates in most parts of Canada before the COVID
recession were less than 6 percent (Statistics Canada 2021a). Nonetheless,
many policy-makers and pundits still focus on job creation as the central eco-
nomic challenge and tout the superior performance of small business on this
measure. In fact, the reality suggests otherwise. According to StatCan, from
2002 to 2020, small business increased employment at half the rate of large
businesses, a 13 percent increase versus a 26 percent increase (Statistics Can-
ada 2021b).

Large companies also outperform small and medium ones on a host of other
economic measures. In 2017, SMEs contributed 41.9 percent of the total val-
ue of exported goods but accounted for over 55 percent of private sector GDP
(Innovation, Science and Economic Development Canada 2020). Just 12.4
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percent of manufacturing exports come from small business, even though
they account for 50 percent of manufacturing jobs (Innovation, Science and
Economic Development Canada 2019). Exports help boost a nation’s com-
petitiveness and enable its currency to reach a higher value. We see the same
dynamic at work with research and development expenditures. Large firms
(with more than 250 employees) invested 13 times more in overall innova-
tion activities and in research and development (R&D) than small enterprises
(with 20 to 99 employees) yet employed only 2.7 times as many workers
despite the latter receiving more government R&D subsidies and a more gen-
erous R&D tax credit (Statistics Canada 2021c).

We see this difference in performance on a host of social indicators as well.
Female workers were more likely to be employed at larger firms (Li, Dostie,
and Simard-Duplain 2020). Males worked for firms with a median number of
employees of 199 while females worked at larger firms (those with a median
308 employees) (Li, Dostie, Simard-Duplain 2020). Large firms are almost
twice as likely to be unionized (50.2 percent) as small firms (27.4 percent)
(Lluis 2003, 12). The jobs in Canada’s large firms are also much higher qual-
ity on average than those in smaller firms. The factors that influence quality
include wage levels, job security, job autonomy, schedule flexibility, support
on the job, and earnings and benefits. For workers employed by large firms
(500 or more employees), about 50 percent were in what researchers defined
as the best-quality class and only 17 percent were clustered in the worst job
class. The study went on to note:

The comparable figures for workers in small firms with fewer
than 20 employees were 26 percent and 29 percent, respec-
tively. Small firm workers were overrepresented in jobs that
offer fewer employment benefits and a less desirable social
environment. Two-thirds of workers in small companies (less
than 20 employees) worked in firms that had poor overall
quality or Manageable Work Demands but a poor Benefits &
Social Environment (such as workplace harassment, union
membership). This compares with just 32 percent of workers
at large firms. (Chen and Mehdi 2019)

In addition, small firms perform worse than large firms in the difference in
earnings between the top, middle, and bottom earners. The gap between top
earners and bottom earners is 57 percent higher in small firms than in large
ones (Grekou, Gu, and Yan 2020).

None of this is to say that bigger is always better. In fact, some scholars have
found that the optimal relationship between competition and innovation re-
sembles an inverted “U” where too much competition and too little both
limit innovation (Aghion, Bloom, Blundell, Griffith, and Howitt 2005). Nor
does it mean that firms (including large ones) don’t sometimes behave in an
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anti-competitive manner to limit competition, and that antitrust authorities
should not step in to limit anticompetitive behaviour or stop mergers that
harm productivity and innovation.

In summary, on average, large firms in Canada outperform small ones on a
host of economic and social indicators. This does not necessarily mean that
public policy should explicitly favour large firms, but it does mean that poli-
cy-makers should resist the popular “small is beautiful, big is bad” narrative.

Big in Canada

So how does firm size in Canada compare to that in the United States? Over-
all, Canada and the United States have about the same proportion of small,
medium, and large firms, with around 98 percent of firms in both nations
having fewer than 100 workers (Statistics Canada 2021d). When it comes to
plant size (as opposed to firm size), in 2007 the United States had a larger
share of employment in very large plants (over 1000 workers) (15.8 percent
compared to just 10.3 percent in Canada), and 24.3 of manufacturing val-
ued-added came from these large plants in the United States compared to
15.7 percent in Canada (Tang 2014).

In terms of firm size, the United States has a higher share of large firms (0.33
percent) than Canada (0.25 percent) (US Census Bureau 2018; US Census
Bureau 2019; Statistics Canada 2021b). In Canada, 56.6 percent of firms are
very small (five or less employees) compared to 54.5 percent in the United
States. And when it comes to large firms as a share of the total number of firms
in an industry, the US has 22 times more large firms in agriculture, forestry,
fishing and hunting; 28 times more in information and cultural industries, 17
times more in retail, seven times more in other services, six times more in
accommodation and food services, and three times more in manufacturing
(Statistics Canada 2021b). Even in finance and insurance, where Canada has
never embraced US-style protectionist branch banking laws, the United States
has twice as many large banking and insurance companies as a share of com-
panies in the sector. In contrast, there are three times more Canadian firms in
the educational services sector that are large than in the United States and it
appears that Canada has a larger share of big governmental units.

A review of employment patterns reveals the same thing. In 2018 in the Unit-
ed States, 53.2 percent of private sector workers were employed by large
firms compared to 45.3 percent in Canada (US Small Business Administration
Office of Advocacy 2019). A StatCan article noted in 2008 that small firms
accounted for about 67 percent of hours worked in Canada, while they only
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accounted for 56 percent in the United States (Baldwin, Leung, and Rispoli
2014).

Smaller firms in Canada are also less productive than larger firms. In manufac-
turing, small firms accounted for 79.6 percent of manufacturing employment
and 72.2 percent of manufacturing value-added in 2007 (Tang 2014). Yet it’s
not just that there are fewer workers in Canada working at larger and more
productive firms than there are working at such firms in the US. It’s that
“Small firms are less productive than large firms in both countries. But the pro-
ductivity disadvantage of small relative to large firms was higher in Canada”
(Baldwin, Leung, and Rispoli 2014). The StatCan study goes on to note that
“In 2008, the level of Canadian productivity, as measured by nominal GDP per
hour worked in small firms, was only 47% of the productivity of large firms.
The level of productivity for small US firms was only 67% of the productivity
of large firms.” The authors estimate that “An increase in the employment
share of large firms in Canada to US levels would increase Canadian nominal
labour productivity by about 6%.”

Canadian enterprise survey data, which is most easily comparable to the US
dataset, shows that 46.8 percent of private sector workers in Canada work in
large businesses, meaning that the US share of private sector workers in large
firms is 22 percent greater than in Canada (Statistics Canada 2021b).

Finally, some advocates in Canada rely on employee-based data on firm size
to tout the overwhelming share of jobs in small business in Canada. They do
so to advance the proposition that since such a large share of Canadians work
for small business, Canadian policy should embrace this fact and favour small
firms. The only problem is that StatCan uses two different surveys to measure
employment by firm size: one of firms and one of employees. The firm size
data is much more likely to be accurate. By contrast, the employee survey is
likely extremely biased, as few employees are likely to know the size of their
firm, particularly if they work for a large firm in a branch location. According
to this data, only around 12 percent of Canadians work at small firms, com-
pared to 46.8 percent on the employee survey. If small business advocates
really want to tout this data, they should note that this implies that large busi-
nesses in Canada are 6.8 times more productive than small ones.

Concentration in Canada

In large part because of its relatively small population and GDP, Canada has
long had higher rates of industrial concentration than the United States. In
1948, the average four-firm concentration ratio (the share of the market oc-
cupied by the largest four firms in a specific industry) among four-digit in-
dustries was about 37 percent higher than in the United States (Pryor 1972).!
Another study found that in the 1970s in Canada, the mean C4 ratio in man-
ufacturing (the share of sales by the top four firms in a particular industry)
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declined by 1 percentage point, from 50.9 percent in 1970, to 49.9 percent in
1979. To compare that with the United States, the unweighted mean C4 ratio
for 2002 was 43 percent, or 17 percent lower than Canada in 1979 (Baldwin
and Gorecki 1994).

In the mid-2000s the OECD reported that industrial concentration in Canada
was 40 percent lower than in the United States. But a critique of that study
argued that when measured accurately, firm concentration in Canada was 115
percent higher (Duhamel and Crépeau 2008). The fact that StatsCan has not
measured concentration since 2009 makes it very difficult to know what the
state of concentration is in Canada. Interestingly, that does not stop Canada’s
Competition Bureau from asserting that concentration has grown to prob-
lematic levels in Canada (Competition Bureau 2021).

It is certainly possible ... that
small company advocates
overstate the growth of industry
concentration in Canada.

However, it is certainly possible, and perhaps even likely, that small company
advocates overstate the growth of industry concentration in Canada. They
certainly have done this in the United States. The “fact” of rising concentra-
tion has been picked up by a large number of pundits and commentators. 7he
Economist got the ball rolling in 2016, concluding that two-thirds of the US
economy’s roughly 900 industries had become more concentrated between
1997 and 2012.

Paul Krugman weighed in by claiming that “growing monopoly power is a
big problem for the US economy” (2016). The anti-business advocacy group
Open Markets refers to “America’s concentration crisis” (2019). And now lead-
ing politicians are parroting those claims. Senator Amy Klobuchar (D-MN),
Chairwoman of the Senate Subcommittee on Competition Policy, Antitrust,
and Consumer Rights, recently stated, “We are seeing higher levels of market
concentration across our economy” (2019). Congressman David Cicilline (D-
RI), Chairman of the House Antitrust Subcommittee, warned earlier this year
that America has a “monopoly problem” (Kelly 2021). And before she was
appointed to the post, new US Federal Trade Commission Chair Lina Khan al-
leged that the United States faces a “sweeping market power problem” (2018).

You’d think that pundits, advocates, and public officials would make some at-
tempt to rely on data to support their claims. But alas, that is not the case. The

BIG IS BEAUTIFUL
Strengthening growth and competitiveness in the Canadian economy



definitive source of data to measure economic concentration comes from the
US Census Bureau’s newly released 2017 Economic Census data for over 850
industries, from cane sugar manufacturing to cable TV providers. Comparing
2017 and 2002 data enables us to see what has really happened with industry
concentration in that decade and a half. And the data are quite clear: this is
much ado about little.

Just 35 of 851 industries (accounting for about 8 percent of US gross output)
are highly concentrated with the top four firms’ sales accounting for more
than 80 percent of industry sales (called the C4 ratio). In 2002, 62 percent of
industry output was from industries with low levels of concentration (a C4 ra-
tio below 50 percent), but by 2017, that proportion had dropped: 80 percent
of industries had low concentration. Moreover, of the 115 industries with
a C4 ratio of 60 percent or more in 2002, the majority became less concen-
trated by 2017. Overall, the average C4 ratio for American industry increased
only slightly from 34.3 percent to 35.3 percent — an increase for which just 35
industries were largely responsible.

Canada suffers from having too
great a proportion of its economy
in smaller, less productive firms.

Without more recent data from StatCan it is difficult to assess whether con-
centration in Canada has grown or not. But the US data trends suggest that
anti-big-business activists in Canada, who parrot the US line that industry
concentration is increasing, are likely overstating the case.

Profits are one indirect indicator of concentration. An increase in profits could
result from an increase in concentration. A study by the Ottawa-based Centre
for the Study of Living Standards notes that corporate profits have increased
over the last two decades (Sharpe, Blanco Iglesias, and Kim 2020). The profit
share of Canadian national income was lower in the 1980s and 1990s (around
4.9 percent) than more recently. But this was true in the United States as
well. However, corporate profits from 2010 to 2016 were slightly lower (9.8
percent of national income) than in the 1960s (9.0 percent). This is also true
in the United States, where corporate profits fell from 10.0 percent to 9.4
percent (Kennedy 2020).

Moreover, a significant share of the increase in Canadian profit income was
from the financial sector, “which accounts for less than one tenth of GDP,
[but] was responsible for 33 percent of the increase in the corporate profit
share from 1997 to 2017” (Sharpe, Iglesias, and Kim 2020). This is similar to
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the United States where financial profits grew much more quickly than non-fi-
nancial profits. At least in the United States, this increase in financial sector
profits does not appear to be caused by increasing concentration, as for the
most part concentration in the various US financial services sectors did not
increase between 2002 and 2017 (Atkinson and Lage de Sousa 2021). In fact,
the increase in financial sector profits appears to be a result of the overall
financialization of the US economy. The same is likely true in Canada.

Why bigness makes sense in many
industries

As noted, Canada suffers from having too great a proportion of its economy in
smaller, less productive firms than in larger, more productive companies. Yet
the popular narrative is that small is better. However, there are at least four
kinds of industries where size is undeniably a benefit: industries that require
scale, innovation-based industries, network-based industries, and industries
facing global competition.

Scale industries

In some industries, firms are big because of economies of scale. The issue
brief from President Obama’s Council of Economic Advisors, Benefits of Com-
petition and Indicators of Market Power, acknowledges scale efficiencies as
one reason for a possible increase in concentration (2016, 2). If marginal
costs go down the larger a firm gets, it becomes efficient for the firm to grow.

The banking industry, for example, benefits from scale economies. A history
of local bank protectionism in the United States led states to erect unit bank-
ing laws barring banks from opening branches across state lines. As the states
relaxed these archaic laws in the 1980s and Congress passed legislation in
1994 eliminating most of these restrictions, smaller banks were bought up by
larger ones to, as the Federal Reserve Bank shows, take advantage of econo-
mies of scale (Council of Economic Advisors 2016, 2). But because most other
nations never had American-style unit banking laws, they have always had
significantly fewer banks per capita. In 1998 Japan had just 170 banks, or one
bank for every 747,000 people. Canada had one domestic bank for every 1.16
million residents that year. The United States has one bank for every 58,000
people.

But even with the number of banks falling by more than half in the US since
the mid-1990s, bank economies of scale have still not been exhausted. As the
Federal Reserve has found, even the largest banks have realized that as they
get larger their cost per customer and dollar deposited goes down (Wheelock
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and Wilson 2017). The Fed noted, “Our results suggest that capping banks’
size would incur opportunity costs in terms of foregone advantages from IRS
[increasing returns to scale] in terms of cost” (Wheelock and Wilson 2017,
21). Other studies have found similar results (Wheelock and Wilson 2012).
The same appears to be the case in Canada. One analysis suggests that there
are increasing returns to scale of about 6 percent, suggesting that the Canadi-
an banks could modestly boost productivity by being larger (Allen and Engert
2007).

Retail also benefits from economies of scale. As one study finds, “much of the
increased competitive pressure on small retailers is due to the fact that grow-
ing chains face decreasing marginal cost” (Basker, Klimek, and Hoang Van
2012, 576). In other words, when a large store gets larger its costs go down
because of scale economies. No wonder small retailers in Canada are losing
market share; they are less efficient. Because of its size, Amazon, for example,
can afford to deploy highly automated fulfilment centres with increasing lev-
els of robotization.

Innovation industries

Concentration is also a driver of consumer welfare in industries that depend
on innovation: regularly bringing to the market new products, services, or
business models. Because marginal costs are significantly below average costs
in innovation industries, many innovation-based firms tend to be big, and
many industries concentrated. In the software industry, for example, it can
cost hundreds of millions of dollars to produce the first copy of a program,
but nothing for additional copies.

A study of over 1000 European companies found increasing returns to scale
for high-tech firms, but past a certain size, decreasing returns to scale for low-
tech ones (Vezzani and Montresor 2013). Having 10 aviation firms instead of
two, each investing billions to develop a new regional jet, would be a huge
waste of society’s resources. As would having 10 firms produce operating sys-
tems software for PCs. This is why nations issue legal patent rights to prevent
other firms from using an innovative firm’s innovation for a specified period
of time. This gives innovative firms a temporary “monopoly” in which to earn
back the expenditures they made to develop the innovation.

Network industries

A third kind of industry where higher concentration often increases welfare is
network-based industries. These are also industries in which fixed costs are
high but also where the value of investments increase as the size of the net-
work increases. Examples include transportation (e.g., air travel, railroads),
utilities (e.g., electricity, gas, water), and information (e.g., broadband and In-
ternet applications). In some of these industries (e.g., gas and water) it makes

Robert D. Atkinson | November 2021



20

economic sense to have only one provider, so most governments regulate the
firms in the industry. However, in other network industries (e.g., airlines and
broadband) there can be enough providers to ensure fairly robust competi-
tion.

Despite the benefits of scale in network industries, many decry concentration
in Canadian sectors such as wireless communications and air travel (Hearn
2019). But in a small market like Canada it is hard to see how market forces
could justify having many more competitors without productivity declining.
If government policy were to induce more domestic competitors, this would
,
by definition, increase as multiple separate networks would have to be built
and operated, but each network owner would now capture a smaller fraction

likely make consumers and the economy worse off because total costs would

In the United States, airline
consolidation has had major positive
Impacts on airline productivity.

of the customers. So costs would go up and revenue down, making it all but
certain that prices would rise even if profits declined. One possible solution
to more competitors going after the same pie is to encourage greater US-Can-
ada integration and the removal of domestic ownership requirements; both
could increase innovation and productivity.

The airline industry is an example of a more concentrated industry structure
that provides real value to consumers in the form of more direct flights and
better connections. At least in the United States, airline consolidation has
had major positive impacts on airline productivity. Between 1997 and 2014,
private, non-farm multi-factor productivity increased 19 percent. But airline
productivity, in an era of mergers, increased a staggering 74 percent (US Bu-
reau of Labor Statistics, US Bureau of Economic Analysis, and US Bureau of
Transportation Statistics 2017). And prices increased more slowly than the
overall consumer price index and profits were below the economy-wide aver-
age (Atkinson 2019).

We see a similar effect in Internet-based industries which are characterized
by network effects for users, where the benefit from the product or service is
magnified if more people use it. As a Council of Economic Advisors’ report
notes: “Some newer technology markets are also characterized by network
effects, with large positive spillovers from having many consumers use the
same product. Markets in which network effects are important, such as social
media sites, may come to be dominated by one firm” (2016). Would users
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really be better off if Facebook were split into two companies: Facebook and
Headbook? Half of your friends would be on Facebook, and the other half on
Headbook. So every time you wanted to post a picture of your kid’s birthday
party, you’d have to do it twice.

In other words, there is a reason why there is one major social networking
firm (Facebook), one micro-blogging site (Twitter), and so on: consumers get
much more value by being able to communicate efficiently with a lot of peo-
ple. Besides, we shouldn’t really worry about current concentration levels in
Internet-based network industries that provide their services free of charge
because the relevant market from a competition perspective is not the social
network or microblog network, it’s the advertising market. All these firms
compete for advertising dollars and, notwithstanding their size, have little
market power in the ad market.

Industries in global competition

A fourth set of industries in which scale improves economic welfare are those
facing global competition. Since 1980 global oligopolies have emerged in
dozens of industries, usually based in Europe, Japan, and the United States.
Take the semiconductor industry, for example, an industry that the United
States pioneered. In recent years, the Chinese government has set about to
depose the United States from its position as a leader in this industry and has
decided that it will become a world-class player in all major segments of the
semiconductor industry by 2030. One Chinese official has stated that the gov-
ernment intends to have “the visible hand of government join with the invisi-
ble hand of the market” (Asia Today 2014). The most visible manifestation of
that hand comes in the form of investment, specifically National and Regional
Integrated Circuit Funds that have already accrued more than $100 billion
in assets, with most of the funds channeled from government through state-
owned enterprises (SOEs) into a “private” equity firm so that China can use
the veneer to claim that the funds will support “market-based” transactions in
accordance with WTO principles.

It is not only in semiconductor industry that receives state-backed competi-
tion from China. China’s 121 biggest SOEs increased their total assets from
US$360 billion in 2002 to US$2.9 trillion in 2010, in part because during the
2008-9 financial crisis approximately 85 percent of China’s US$1.4 trillion in
bank loans went to state companies (The Economist 2012). SOEs account for
over 40 percent of Chinese GDP and 70 percent of China’s offshore foreign
direct investment (OFDI) activity (US Department of State 2015). In fact, total
Chinese OFDI stock has grown from US$4 billion in 1990 to US$298 billion
in 2010 (Huang 2015, 57). As Huang notes, China’s OFDI is “state-driven and
centralized” and it’s “probably historically unprecedented for the SOEs to
invest on such a massive scale” (57).
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China is not alone in practicing heavy-handed mercantilism designed to take
on US commercial leadership. Brazil, India, Indonesia, Russia, and many
other nations are savvy practitioners of this approach. In this environment,
characterized by flaccid prosecution of trade enforcement and a weak admin-
istration, firm size provides at least one defence against fair and unfair foreign
advantages.

Policy implications

Canada faces a conundrum. It is likely that Canada has higher rates of eco-
nomic concentration than the United States even as it has a lower share of
economic activity taking place in larger, more productive firms than in the
United States. Too many firms in Canada are sub-optimally small and increas-
ing competition by limiting the ability of firms to get larger would have nega-
tive consequences for productivity. At the same time, there can, in some cases,
be negative consequences from too much concentration, including higher
domestic prices.

There is no easy way around the conflict. Pushing competition policy to fa-
vour smaller firms at the expense of larger ones might mean slightly reduced
profits and prices, but it would almost certainly mean reduced productivi-
ty and competitiveness. Pushing policy to encourage companies to scale up
would likely mean higher productivity and competitiveness, but would likely
also mean higher profits and domestic prices, at least in some sectors.

So, what are the implications for policy from this conundrum? There are sev-
eral:

1. To the extent possible, Canadian regulators should focus compe-
tition policy on conduct, not on structure. Often, competition is
limited not so much by the size of dominant firms as by particular an-
ti-competitive conduct. Policy-makers should diligently investigate claims
of anti-competitive conduct. A case in point from the UK and Europe is
financial services. The UK and EU governments have adopted open data
regimes for banks, giving consumers the right to have machine-readable
access to their own data, thus enabling fin-tech innovation and competi-
tion (Castro 2021). Canada should do the same.

2. Canada should work to expand the size of its markets. If Canada were
a 51st state, most of the perception that this country has a concentration
problem would go away, as large American firms would serve the Cana-
dian market, facing more competition than current Canadian firms and
having higher productivity. At the same time, more successful Canadian
companies would expand into the United States, as TD Bank has done.

BIG IS BEAUTIFUL
Strengthening growth and competitiveness in the Canadian economy



Clearly such a political consolidation is not happening, but continued
efforts to support deeper North American economic integration would
enable greater scale and competition. Canada has significant barriers to
foreign competition in sectors such as financial services, transport, and
agriculture. There are even significant barriers to interprovincial trade.
One place to start would be to open up the respective aviation markets
so Canadian and American airlines could serve any city pair in the two
countries. Likewise, opening up financial and communications markets,
at least to US entry, would also spur competition.

. Be careful about changing the current efficiencies and competitive-
ness defence in any review of mergers, where firms can defend pro-
posed mergers on the basis of improved productivity and global
competitiveness. The efficiencies and competitiveness defence provi-
sion was put in place in recognition that once Canada moved away from
a more closed market in the 1960s to a more global one, that the country
needed larger companies in order to compete effectively. This aspect of
Canadian competition law is a target of Canadian “neo-Brandeisians” who
oppose large corporations (Bednar and Shaban 2021). There is no ques-
tion that limiting mergers and even breaking up large companies into
multiple pieces would lower profits. The real question is whether those
lower profits would translate into lower prices or if losses of productiv-
ity would be even larger. If there are price reductions, the question for
policy-makers is whether the transfer payment to consumers is larger and
worth more than the loss from lower productivity, less innovation, and re-
duced competitiveness. In most traded sectors the answer is likely no. But
this is fundamentally a political choice about what Canadians value more.

. Resist the urge to radically change competition law to meet new
industry conditions. It is a common refrain of neo-Brandeisians, who
reject the idea of economies with large corporations, to argue that there
is something unique about today’s economy, particularly with Internet
platform companies, that requires a wholesale remake of antitrust law.
Vass Bednar and Robin Shaban write that “Canada’s Competition Act was
not designed to protect competition in the digital world.” They also claim
that Canada’s competition policy system “is unable to reliably address
current issues in our economy such as algorithmic accountability, the
growing dominance of digital firms, the role of data in creating compet-
itive advantages; digital monopolies creating surveillance capitalism; or
the increasing consolidation of media” (2021). First, competition policy
was never designed to address issues of privacy and consumer protec-
tion. Second, current competition law is more than fit to address any
challenges from digital platforms. It can block mergers and investigate
and prosecute anticompetitive behavior. No new legislation is needed.
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Finally, it is important to understand the nature of competition in most
digital platform industries. High levels of market concentration have not
hurt consumers in most digital markets because for the most part ser-
vices are free. Moreover, in most industries the relevant market from a
competition policy perspective is the advertising market. The companies
are competing intensely for Canadian eyeballs. Every minute a Canadian
spends watching a TikTok video is a minute less that they are on YouTube
or Facebook.

. Help small firms boost productivity. As noted above, small firms in

Canada are less productive than large ones, and the productivity ratio
is even worse in Canada than in the United States. While policy should
encourage firms to get larger in many areas, in areas where this is not pos-
sible policy-makers should focus on policies that can help firms get more
productive. For example, extending services to small farmers and small
manufactures can help these firms embrace better technology and more
productive work organizations. At the same time, the federal government
should work with provinces to establish a network of sector-based small
business boards to enable small firms to work together to raise productiv-
ity (Atkinson and Lind 2021).

. Embrace size neutrality. Canada has placed itself in somewhat of a trap.

In part because of policies that favour small business, it has a larger share
of its economy in small business than in large business. And because it
has such a large share of small businesses, policy-makers believe that
they must help small businesses even more in order to help the econ-
omy. This is a dead end because it traps Canada in a low-productivity
path. To fix that, policy-makers should embrace the concept of size neu-
trality, replacing small business favouritism in taxation, regulation, and
other policy areas with size-neutral policies that treat all firms the same.

Being size neutral means redesigning the tax code, including the R&D
credit and investment incentives, to treat firms of different sizes alike.
Size neutrality means repealing virtually all the special preferences in
government procurement designed to favour small firms. Government
agencies at all levels should be able to procure goods and services from
whatever firm — large or small — provides the best value. Size neutral-
ity means ending subsidies targeted at small business. All businesses,
regardless of size, should pay the same fee for equivalent services from
governments, such as patent applications for spectrum. Governments
should also eliminate small business loan programs. If a small firm is
qualified it should have no trouble getting a loan in the private mar-
ketplace, even if because of lack of economies of scale (smaller loans
generate less revenue per dollar of cost for banks) they may have to pay
slightly higher interest rates than large firms. All corporations should be
subject to the same tax rate as opposed to the current system in which
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smaller firms enjoy a lower rate. Size neutrality also means eliminat-
ing most or all regulatory exemptions designed to excuse small firms
from complying with regulations. If governments impose regulations
on business, they should require all firms to comply, not just big ones.

There are two common responses to moving to size agnostic policies.
The first is that such a move will lead to fewer small businesses and jobs.
One would hope so — having a greater share of workers employed in
larger firms would mean higher living standards. With respect to jobs,
the consumer demand that small firms would have met will now be met
by larger firms, creating jobs in the process. The reality is that the cur-
rent unlevel playing field provides incentives for small firms to stay small.

The second response is that size agnostic policies will hurt emerging new
firms, some of which might grow to be big. But embracing size neutrality
is not the same as embracing age neutrality. To the extent that there is a
rationale for policy differentiation based on firm characteristics, it should
be based on age. Getting new firms off the ground can be difficult as re-
flected by the fact that so many of them fail in the first five years. For this
reason, policy should be more accommodating for new firms. But to the
extent it is possible, the focus should be on not on new firms per se, but
on new firms that can and want to scale to become larger firms.

Conclusion

A “small is beautiful, big is ugly” narrative has become widespread in Europe,
the United States, and Canada. Largely grounded in a broader anti-capitalist,
anti-corporate animus, the results from policy-makers succumbing to those
agitating for such a view will be significant: lower productivity and wage
growth, worse working conditions, reduced innovation, and declining glob-
al competitiveness. Canada should seek ways to maximize productivity and
competitiveness while at the same time ensuring that competitive forces re-
main robust.
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1 The North American Industry Classification System (NAICS) is the stan-
dard by which US federal statistical agencies classify business establish-
ments. The more digits an industry code has, the more specific it is; a
four-digit code is more specific than a three-digit code, but less specific
than a six-digit code. For example, NAICS code 3111 is Animal Food
Manufacturing, while 311111 is Dog and Cat Food Manufacturing.
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