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High-growth companies — “gazelles’ — make up only a small proportion of all
firms but are of vastly disproportionate importance in terms of innovation, job
creation and long-term growth potential. Creating the conditions where gazelles
can survive and thrive and remain anchored in Canada as they mature should,
therefore, be a top policy priority. Despite Canada’s world-leading funding of
research and development at universities, our highly educated population and our
favourable business climate, we produce too few successful gazelle companies.
Much more can be done to support the enterprises that are catalysts of Canada’s

future prosperity.

Les fameuses « gazelles » — ou entreprises a forte croissance — sont peu
nombreuses mais ont une importance majeure en termes d’innovation, de création
d’emplois et de potentiel de croissance a long terme. Créer les conditions qui leur
assureront de prospérer et de réussir au Canada au fur et a mesure de leur
développement constitue donc une priorité politique absolue. Or en dépit d’un
programme de financement de la recherche-développement universitaire de calibre
mondial, d’une population trés scolarisée et d’un climat des affaires favorable, le
Canada produit trop peu d’entreprises gazelles. Il peut faire beaucoup plus pour

soutenir ces catalyseurs de sa future prospérité.

s Canada emerges from the Great Recession, govern-

ments at all levels are grappling with how to ensure

the kind of economic growth that will create mean-
ingful jobs and future prosperity. The government of
Canada declared 2011 the “Year of the Entrepreneur,” recog-
nizing the critical role of entrepreneurship in securing
Canada’s ongoing economic recovery. While celebrating
entrepreneurs is important, not all forms of entrepreneur-
ship are equal. High-growth entrepreneurship contributes
disproportionately to innovation, job creation and long-
term growth potential.

High-growth enterprises — so-called “gazelles” — are
young companies that transform markets with radically
innovative products, services and processes. Gazelles repre-
sent only a fraction of all firms but they outperform all
other businesses by generating consistent and extraordi-
nary growth in employment and revenue. These companies
start small but quickly grow to become global household
names like Facebook and Ikea. Gazelle-type innovation
tends to be characterized by firms with high intellectual

capital and low physical capital; a steadfast focus on getting
products to market quickly and a high responsiveness to
market feedback; high-risk, high-reward strategies; and
global ambitions.

Gazelles contribute to the lion’s share of new jobs
and are more likely than other firms to export their
products. By creating new markets and industries,
gazelles can also help to diversify an economy and
reduce its vulnerability to economic shocks. Successful
gazelles pave the way for subsequent entrepreneurs to
enter the market by eventually becoming world-class
anchor companies whose employees often go on to start
complementary or competing future gazelles. Successful
entrepreneurs and investors who have been involved in
gazelle companies are more likely to create future suc-
cessful ventures and are important role models and men-
tors for other entrepreneurs.

Because of its transformative economic impact, high-

growth entrepreneurship is gaining the attention of pub-

lic policy-makers around the world, most notably
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President Obama, who earlier this
year declared high-growth entrepre-
neurship a central pillar of his eco-
nomic policy agenda.

While Canada leads the world
with our significant public invest-
ments in research and development
(R&D), our highly educated popula-
tion and low barriers to starting a
business, we have too few innova-
tion-based multinationals — the out-
come of successful gazelles. Smaller
countries such as Sweden, Finland
and Israel punch above their weight,
but in Canada, Research in Motion
and Cirque du Soleil are exceptions,
rather than the rule. The greatest
gains stand to be made in Canada’s
service sector, which produces a
paucity of gazelles relative to those of
all other OECD nations.

everal environmental inputs are
Snecessary for the creation of a
healthy “gazelle ecosystem” that can
support and sustain high-growth
entrepreneurship:
e Networks and human capital:
Gazelles need strong connections
with other players in the gazelle
ecosystem, including a base of
initial customers who are willing
to try, test and give feedback on
new products and services.
“Clusters” — concentrations of
high-growth ventures, in close
proximity to universities, think
tanks, suppliers and
professional associa-
tions — establish hubs
of activity that become
recognized industrial
centres of excellence.
Links

clusters to

beyond local
leading
global clusters such as
Silicon Valley that provide world-
class connections to technology,
customers, financiers and poten-
tial employees are crucial. Both
“incubators” or “accelerators” —
organizations designed to accel-
erate growth of new ventures
through business support servic-
es, mentorship and education —

and industry associations play a
key role in forging connections
between investors and entrepre-
neurs and facilitating the dissem -
ination of best practices. Gazelle
survival is also highly dependent
on a strong management team
and management systems.
Financing: Strong gazelle ecosys-
tems require investors who are
willing to invest at all stages of
company growth, but most espe-
cially in the early, risky stages.
Foreign investors help expand a
start-up’s network in foreign
markets as well as provide capi-
tal. Gazelles also require a bank-
ing system that allows financing
using receivables or future tax
credits as collateral and govern-
ment programs that reduce
exposure to customer risk inter-
nationally.

Public policy framework: Gazelles
require legal systems that respect
property rights, including intel-
lectual property promote busi-
ness; and keep red tape to a
minimum. Government can

incentivize gazelle formation
through tax policy and incen-
tives for R&D spending and com-
mercialization. As a significant
procurer of technologies and
services, government can also be
an important early customer for

start-ups.

Socio-cultural values: A culture that
promotes a career in entrepreneur-
ship and risk taking and that toler-
ates “honourable” failure will
create more start-ups and poten-
tial gazelles. Political leaders who
advocate for entrepreneurship are
important public champions. Visi-
ble, successful entrepreneurs can

also ignite the imagination of
future entrepreneurs.

ach of these ecosystem inputs

Evaries in quantity and kind over

the life cycle of a firm. Start-ups must

pass through four key phases in order
to become successful gazelles:

e The Founding Stage spans from
the launch of a company to
when its first demonstration
product is created. During this
stage, start-ups are funded by the
entrepreneurs and their friends
and family.

e In the Traction Stage the company
refines its product. Financing dur-
ing this period is provided prima-
rily by angel investors (high-
net-worth individuals, typically
entrepreneurs who have success-
fully founded one or more compa-
nies themselves) and venture
capital funds (independently
managed pools of startup capital).

e In the Growth Stage, the business
model is validated and the com-
pany now requires significant
capital from larger financial insti-
tutions, professional manage-
ment teams and access to
international markets.

e At the Maturity Stage, growth
rates stabilize and the gazelle
becomes a large international
company.

Canada has very few large public

Smaller countries such as Sweden, Fnland and lsrael punch
above their weight, but in Canada, Research in Motion and
Cirgue du Soleil are exceptions, rather than the rule. The

greatest gains stand to be made in Canada’s service sector,
which produces a paucity of gazelles relative to those of all
other OECD nations.

companies that have succeeded
through all stages of the gazelle life
cycle. Most Canadian start-ups fail to
make the transition from the
Traction Stage to the Growth Stage,
commonly know as the “Valley of
Death”: the high-risk, pre-commer-
cialization phase between initial

funding of R&D and just before a
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company is large enough to attract
financing from institutional or
industry investors. The Valley of
Death

shortage of financial risk capital, but

is often associated with a

industry connections, managerial

Of the Canadian start-ups that make it past the Valley of
Death, most fail to move beyond the Growth Stage, either .
because they are acquired by larger firms or because they
may have difficulty obtaining sufficient capital and building
the international channels, professional management teams,
customer base and partnerships that are required to take

growth to the next level.

skills and experience of entrepre-
neurs and their key investors are
equally critical to success at this
stage. Angel investors play a crucial
function by injecting needed cash
into fledgling businesses, and by pro-
viding management advice and men-
torship to entrepreneurs; opening
their networks of potential partners,
customers and employees; and sig-
nalling the business’s potential to
the venture capital industry.

Of the Canadian start-ups that
make it past the Valley of Death,
most fail to move beyond the
Growth Stage, either because they
are acquired by larger firms or
because they may have difficulty
obtaining sufficient capital and
building the international channels,
professional management teams,
customer base and partnerships that
are required to take growth to the
next level. While acquisition in itself
can have positive spinoffs, Canada
loses the opportunity to retain head-
quarters with associated R&D func-
tions and corporate expertise that
can, in turn, create clusters and

attractive jobs.

M apping the four stages of growth
against the four critical dimen-

sions of the entrepreneurial ecosystem
provides a comprehensive picture of
Canada’s performance (figure 1). This
analysis illuminates the most critical
barriers to the creation, growth and
maturation of gazelles in Canada:

e Missing connections: Canada has
many incubators that provide a
combination of connectivity,
seed funding, mentorship and a
workplace for start-ups; howev-
er, they are a fragmented system

of players of varying size and
quality. This can create chal-

lenges for smaller clusters trying
to make global connections, and
for diffusing knowledge and best
practices across regions and sec-
tors in Canada. Canadian com-
panies themselves are also less
well-networked with key
international clusters.
of experi-
enced business managers:

Shortage

While Canadian businesses
have similar access to sci-
entific and engineering tal-
ent relative to our
international competitors,
our managers have less
business training and formal edu-
cation. Moreover, Canada’s man-
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e  University

agers generally lack international
networks and the experience of
learning from past start-up fail-
ures and trying again.

e  Early-stage funding gap: While

venture capital has traditionally
been the main source of risk cap-
ital for start-ups, the Canadian
venture capital industry is in cri-
sis. There has been a sharp drop
in fundraising and disburse-
ments, and Canadian funds are
retrenching to invest in less risky,
later-stage companies. This has
left a financing gap for early-stage
companies that must increasingly
rely on informal investors such as
angels, who can be difficult to
connect with.

e  Lack of sophistication and connected-

ness of Canadian financiers: In the
United States, venture capital
funds drive the early adoption of
strong managerial systems, but in
Canada our venture capital indus-
try is failing to play this role and is
underperforming as a result. Cana-
dian venture capital returns are
consistently significantly lower
than in the United States, likely in
part because our venture capital-
ists tend to lack experience and
international connec-
tions. Canada also faces
a shortage of experi-
enced angel investors
who can act as vital
screeners of venture
capital deal flow.

research
“push’: Canadians
excel at fundamental
research but struggle to
leverage their results to create suc-
cessful businesses. Canada invests
more as a percentage of its econo-
my in university research than
any other OECD country except
Sweden. This reflects Canada’s
adoption of a “push” strategy
based on the implicit assumption
that research alone is enough to
create innovation-based firms,
while ignoring a “pull” strategy
that fulfills market demand.

Ineffective incentives for business
R&D: The federal
Research and Experimental
Development (SR&ED) refund-
able tax credit program accounts

Scientific

for approximately 90 percent of
Canada’s support for business
R&D. However, the program
does not require researchers to
meet commercialization criteria,
and firms are incentivized to
define as much of their activities
as possible as R&D, even in cases
where this work does little to
produce innovations. Relative to
the US, Canada also spends far
less proportionally on direct
support for business R&D, such
as through the federal Industrial
Research Assistance Program
(IRAP), which, in addition to
financial support for R&D activ-
ities, provides important advice,
networking and partnerships.

Insufficient government purchasing
incentives: Governments in
Canada — wusually citing the
constraints imposed by trade
treaties — have been reluctant
to design trade-compliant pro-
curement policies that favour

early-stage Canadian compa-

nies. All too often, contracts for
tender will go to American or
European technology goliaths
who subcontract to their non-
Canadian partners.

Low ambition: Canadian entre-
preneurs often lack the hunger
and ambition to compete on a
global scale. Canada’s education
systems prepare students to be
rather

productive employees

than create their own jobs as

successful entrepreneurs. At
most Canadian post-secondary
about

institutions, learning

entrepreneurism is confined
largely to business schools and
not emphasized in innovation-
focused disciplines like science

and engineering.

n the short term several actions
I can be taken in Canada to address
these specific weaknesses. For
instance, on the demand side, more
can be done to encourage govern-
ment procurement, particularly in
the knowledge-intensive sectors of
health and education. A successful
example is the US government’s
Small Business Innovation Research
program, which requires that major
departments allocate 2.5 percent of
their internal R&D funding for con-
tracts with qualifying US start-ups.
The federal government should also
shift the relative funding bias for
SR&ED tax credits in favour of
increasing direct support like IRAP. A
commercialization  criterion for
SR&ED should also be explored in
order to ensure that R&D is being
conducted with the intention of gen-
erating profits from innovation. To

On the demand side, more can be done to encourage
government procurement, particularly in the knowledge-
intensive sectors of health and education. A successful
example isthe US government’s Small Business Innovation
Research program, which requires that major departments
allocate 2.5 percent of their internal R&D funding for
contracts with qualifying US start-ups.

address Canada’s persistent shortage
of management talent, we should tap
into our expatriate community of
entrepreneurs and investors in
world-leading clusters like Silicon
Valley, as well as attract skilled and
experienced managers through a
temporary foreign worker program
such as in the United Kingdom,
where MBA graduates from top busi-
ness schools around the world are
visas.

eligible for resident-track
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Finally, strategic government invest-
ment in foreign venture capital
funds, along the lines of Israel’s
Yozma Program, would increase for-
eign investor and industry awareness
of Canadian start-ups, attract needed
the net-

works of Canadian entrepreneurs

risk capital and broaden

and investors.

These are piecemeal solutions,
however. Over the long term, the
most effective actions will be those

The cornerstone for a national strategy should be a central
enabling organization with a mandate to fuel high-growth
entrepreneurship in Canada. In the US, President Obama
announced Startup America, an initiative that is rallying
private sector partners and resources, in concert with federal

community-based entrepreneurship
accelerator programs, develop new
entrepreneurship education and men-
torship programs and identify and
remove barriers to the commercializa-
tion of research. Canada must adopt a
The
Canada Partnership” should be creat-

similar approach. “Startup
ed by federal statute and endowed by
both government and industry but
should remain at arm’s length from

both and should be given a broad

agencies, to connect the country’s most innovative

entrepreneurs with leaders from top corporations, universities
and non-profit organizations, to spur the creation of more

high-growth firms across all regions.

that mobilize federal and provincial

governments, the private sector,
educational institutions and others,
all of whom share responsibility for
laying the foundations of entrepre-
neurial excellence in Canada. What
Canada needs most urgently is a
national strategy to marshal the col-
laborative efforts of these stakehold-
ers in creating much more favourable
conditions for the emergence of

Canadian gazelles.

he cornerstone for a national
Tstrategy should be a central
enabling organization with a man-
date to fuel high-growth entrepre-
the US,

President Obama announced Startup

neurship in Canada. In
America, an initiative that is rallying
private sector partners and resources,
in concert with federal agencies, to
connect the country’s most innova-
tive entrepreneurs with leaders from
top corporations, universities and
non-profit organizations, to spur the
creation of more high-growth firms
across all regions. Startup America is
investing in research, training and
collaboration to scale up successful

mandate to conduct research and
identify best practices to understand
how we can improve performance,
better equip our entrepreneurs and
investors through rigorous training
and become the nexus for university
research  centres, entrepreneurs,
investors and mentors.

Second, the systemic shortage of
“smart” early-stage risk capital in
Canada must be addressed. The fed-
eral government should work with
the provinces to establish a national
angel tax credit, funded equally by
both levels of government, designed
to allow each province to target spe-
cific industries that are deemed a
priority for the creation of clusters
and to enable angel investors from
any province to be eligible for tax
credits when investing in any other
jurisdiction.

hird, Canada must do more to
Tprepare its next generation of
innovation leaders and foster the
ambition and desire to compete and
succeed on a global scale. Post-sec-
ondary institutions should deliver
cross-disciplinary courses and pro-

grams where engineering and sci-
ence students learn and work with
to build their
understanding of how to connect a

business students

product to customers and markets.
should
encourage, or at least permit, faculty

Similarly, universities

to take a leave of absence to join

start-ups, helping them gain practi-
cal knowledge that can be shared
with students.

Finally, evidence-based policy and
decision-making must be
strengthened. Policy-mak-
ers and industry associa-
tions currently have an

incomplete picture of
enterprise activity in
Canada and lack a solid
empirical understanding of
the factors that drive suc-
cessful gazelle companies.
Federal and provincial gov-
ernments, as well as indus-
try associations, must work
together to develop data collection
systems that will yield more and bet-
ter information to assist policy-makers
and industry associations in designing
effective policies and programs specif-
ic to gazelle companies.

Canada needs more enterprises
that are sufficiently innovative and
ambitious to compete on a global scale
and bring sustainable job creation and
economic growth to future genera-
tions. Without a strategy to accelerate
our high-growth start-ups and keep
them anchored in Canada, we will
continue to trail international compe-
tition and, more critically, will risk
both our economic recovery and long-
term prosperity.
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