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 IV-D 
 

Canada’s Innovation Performance: The Role of benchmarking and Targets 
 
 

 In the knowledge-based economy (KBE), the conditions of success have changed. 
What were once considered the economic fundamentals – economies of scale, low 
production costs, abundant supplies of labour, location, and cheap natural resources and 
transportation costs – have less impact on economic activity than in the past. The 
essential resource is now knowledge, and innovation – transforming knowledge into 
economic value – is the key driver of growth in the KBE. The faster new ideas make their 
way into the marketplace as new and better products, processes or practices, the more 
productive a society becomes and more likely it is to enjoy a high standard of living and 
quality of life. 
 
 There has long been a recognition of the importance of technological change to 
the economic growth. Globalisation and the shift towards knowledge-based activities 
underscore the importance of innovation for the country’s long-term prosperity. Canada 
is not an imitative economy. Its fortune is not in catching up on other country’s 
technology but at being near the technology frontier. It must become innovative to 
maintain productivity growth. At the same time, there is increasing recognition that 
innovation is a complex and highly interactive process. It is heavily dependent upon the 
availability, exchange and integration of knowledge originating from every player in the 
national system of innovation. It involves direct and indirect, hard and soft linkages 
between firms, scientific and research communities, the financial community, a skilled 
and educated labour force, and government. It requires organisational structures within 
firms conducive to innovation. And, it utilises networks and alliances between firms and 
between the various players, both within and outside the country.   
 

Innovation, as Romer (1992) puts it, covers “the million little things” which 
improve the operation of firms or other institutions. Innovation is a much broader concept 
than R&D although R&D is a key determinant of innovation and R&D productivity is the 
key element of science and technology policies across advanced economies. On the 
theoretical front, several new approaches to understanding innovation have emerged 
including ideas-driven endogenous growth theory (Romer, 1990), cluster-based models 
of national competitive advantage (Porter, 1990), and the literature on national innovation 
systems (Nelson, 1993). Drawing upon these perspectives, Stern, Porter and Furman 
(2000) have empirically estimated the national innovative capacity -- defined as the 
ability of a country to produce and commercialise a flow of innovative technology over 
the long term – across advanced economies. The role of innovation and diffusion of new 
technology as engines of growth is empirically well established from firm and industry-
level studies (Ahan, 2002; Nadiri, 1993).    
  
 On the policy front, many OECD countries such as Australia, the U.K. and 
Canada have recently released white papers and policy proclamations to provide a crucial 
context for strategies to enhance innovation and improve their growth and total factor 
productivity (TFP). As part of their Innovation Agenda, they provide direct and indirect 
fiscal incentives to firms, particularly small and medium-sized firms (SMEs) to become 
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more innovative to respond to more sophisticated consumer demand and stay ahead of 
their international competitors. More importantly, innovation targeting has become more 
widespread as a number of OECD countries, including Austria, Canada, Finland, 
Germany, Japan, Norway and Spain, and the regional grouping of the European Union 
(EU) have set specific R&D spending targets. Canada, for example, has identified a goal 
of becoming the 5th highest R&D intensive country by 2010, up from its current position 
of 15th out of OECD and non-OECD countries (Achieving Excellence, Govt. of Canada, 
2001). 
 
 More recently, in order to pursue an effective innovation policy the policy makers 
across OECD countries have made attempts to measure national innovation performance 
by using a variety of quantitative and qualitative data and analysis. These indicators 
attempt to assess innovation performance by measuring 1) innovation activity, i.e. the 
number of products, processes, services and concepts developed and 2) technology 
diffusion, i.e. the diffusion of those innovations throughout the economy. The most 
popular indicator is the R&D intensity of a country. Other important indicators of the 
innovation process include human capital, the role of universities, business, government, 
etc. These indicators are complied into various scorecards or competitiveness reports that 
are now used to benchmark performance against global best. The Conference Board of 
Canada, for example, has released a benchmarking report that provides useful assessment 
of where Canada stands in its innovation performance compared to international 
competitors and trading partners (CBOC, 2004). 
 
 This paper has three objectives. First, it provides an overview of recent year’s 
innovation performance and innovation policy in Canada. Second, it assesses Canada’s 
innovation performance through benchmarking. Third, it discusses Canada’s innovation 
policy focusing on targets and incentives. 
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