
 

 
Economics and strategy website  1 

Canada’s RBI Playbook 
Economics and Strategy 

 

October 28, 2025 

Base Hits to Make Canada Investable Again (Chapter 4) 
By Stéfane Marion and Ethan Currie 

Canadian politicians, like baseball sluggers, often swing for the fences—announcing sweeping policy visions designed to grab headlines and 
secure legacy. But in baseball, as in policymaking, long-term success is more often built on a steady stream of singles and doubles. As of the 
2024 MLB season, the league-wide probability of hitting a home run per plate appearance is just 3.0%. Meanwhile, singles and doubles still 
account for over 84% of all hits, and two-thirds of all runs are generated by plays other than home runs. 

The lesson for Canada’s economic strategy is clear: Ottawa must keep its eye on the ball by focusing on high-probability policy plays, rather than 
concentrating solely on rare moonshots. Such high-probability measures include streamlining regulation, accelerating project approvals, providing 
clear and bankable incentives for private capital, and investing in foundational infrastructure. 

These policy “base hits” may not generate headlines, but they’re the most reliable way to move the economy forward. They’re precisely what’s 
needed to close Canada’s persistent valuation gap, rebuild industrial competitiveness, and re-attract long-term capital—one base at a time. 

With that in mind, the Economics & Strategy team is planning a series of policy papers under the banner of Rebuilding the Base of Industry (RBI). 
Much like an RBI in baseball drives runs across the plate to win the game, our RBI initiative aims to drive practical, high-impact reforms across the 
finish line. As a case in point, we offer this Chapter 4 of our RBI series, which highlights how Canada’s small-business tax structure—by creating 
a strong kink at the business-income limit—likely discourages scaling up and biases investment decisions. This work is part of our broader vision 
to Make Canada Investable Again (MCIA)—an effort to close Canada’s persistent valuation gap, rebuild industrial competitiveness, and re-attract 
long-term private capital. The focus will be on measures that help ensure Canada’s economic sovereignty by rebuilding a critical mass in 
manufacturing and securing a meaningful role in global supply chains. 

#4: Eliminating the tax kink that fosters Canada’s ambition deficit  

Executive Summary: Canada’s persistently weak productivity performance is linked not only to sluggish capital investment and scale-up 
challenges — but also to the way the tax system shapes business behaviour. Leading analysts and former Finance Canada officials John Lester 
and Don Drummond have long argued that Canada’s small-business tax regime encourages firms to stay small rather than grow, including in 
recent work published from the C.D. Howe Institute (see here and here).  

New empirical evidence from Statistics Canada validates these concerns (see here). The study shows that firms cluster just below the Small 
Business Deduction (SBD) limit — a “tax kink” that creates a sharp jump in marginal taxation once firms grow beyond $500,000 in taxable income. 
By reserving preferential rates for companies below a fixed income threshold, the system rewards modesty and penalizes scale — undermining 
the formation of medium-sized, globally competitive firms.  

 

A. Many small players. Not enough heavy hitters  

▪ Canada’s business landscape is heavily weighted toward micro-firms: nearly 70% of Canadian businesses have fewer than 10 employees—far more 
than the 50% share in the United States—yet they contribute only about 13% of GDP. Canada also has far fewer firms in the crucial 20–99 employee 
“scale-up zone,” where companies build the capabilities needed to invest, innovate, and export. By contrast, nearly 80% of U.S. GDP comes from firms 
with 100 or more employees, underscoring how scale drives productivity and global competitiveness.  

 

Canada: Economy is more heavily weighted toward very small firms
Firm count by size (number of employees) and contribution to GDP

NBC Economics and Strategy (data via Statistics Canada, US Census Bureau, 2020)

Firm Count, Share (000s, %)

Country Aggregate 0-9 10-19 20-49 50-99 100-499 500+

Canada 760 166 90 68 9 2

Canada (% of Firms) 69.4 15.2 8.2 6.2 0.9 0.2

United States 6295 4010 1022 637 519 88

United States (% of Firms) 50.1 31.9 8.1 5.1 4.1 0.7

Firm Size (Number of Employees)

Share of GDP / Output

Country Aggregate 0-9 10-19 20-49 50-99 100-499 500+

Canada 13 7 9 8 15 48

United States 12 4 3 5 12 64

Firm Size (Number of Employees)

https://www.nbc.ca/about-us/news-media/financial-news/financial-analysis.html
https://www.fangraphs.com/leaders/major-league?pos=all&stats=bat&lg=all&qual=y&type=0&month=0&ind=0&team=0%2Css&startdate=&enddate=&season1=2024&season=2024
https://cdhowe.org/publication/an-economic-strategy-for-canadas-next-government/
https://cdhowe.org/publication/shaken-by-tariffs-still-weak-from-within-canada-needs-a-new-economic-and-fiscal-model/
https://www150.statcan.gc.ca/n1/pub/11f0019m/11f0019m2025007-eng.htm?utm_campaign=statcan-statcan-mstatcan&utm_medium=eml&utm_source=mstatcan
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B. Canada’s tax regime rewards modesty   

▪ It’s no coincidence that Canada has so many micro-enterprises – our tax system has influenced this outcome. Canada’s corporate tax system 
applies a lower tax rate to Canadian-controlled private corporations (CCPCs) with taxable income below a set threshold. When firms cross that 
threshold, the tax rate jumps sharply — creating a “tax kink.” In 2019, small firms paid roughly 14% on income below $500,000 but 26% on income 
above it. 

▪ According to Statistics Canada, the small-business tax threshold creates a significant excess mass of corporations just below the kink — clear 
evidence that firms adjust behaviour to preserve access to the preferential rate. The study calls this “bunching at the kink,” whereby small businesses 
actively inflate recurrent costs and shift capital investment to reduce taxable income and remain under the $500,000 limit.  

 

▪ The study shows that firms inflate cost claims, including labour costs (by up to 260% in the bunching region) and use capital strategically to lower 
taxable income by skewing investment that depreciate quickly to the detriment of investments that support scaling and productivity (such as buildings 
and intangible assets).  

▪ In other words, firms are actively adjusting their behaviour not to grow, but to avoid losing access to the lower small-business tax rate. As Don 
Drummond has noted, “to a considerable degree, the tax, subsidy, and regulation policies in Canada encourage entry of firms that wish to remain 
small and present barriers to growth for those wishing to expand.”   

 

C. Conclusion  

In his speech last week, Prime Minister Carney said it’s time for Canada to “swing for the fences again” to build a stronger economy (see 
here). But that’s difficult when our tax regime keeps too many companies on a permanent diet — too lean to muster the minimum of 328 feet 
for a homerun at the Toronto SkyDome. The kink in the small-business tax system effectively penalizes firms for growing, holding back the 
very businesses that should be scaling, investing, and competing globally.  

Michael Sabia, now leading the Privy Council Office, has warned that Canada suffers from an “ambition deficit” (see here). That deficit is not 
a cultural flaw — it is policy-induced. A tax system that rewards firms for staying small will inevitably produce an economy of small firms. With 
the federal budget just around the corner, Sabia should urge the Finance Minister to remove this growth barrier and design a tax regime that 
rewards scale, ambition, and competitiveness. That means reducing corporate income tax rates for all firms, rather than offering preferential 
treatment that incentivizes businesses to remain small. That’s how you rack up real RBIs in the near term — by building a lineup like the 2025 
Blue Jays, where everyone has the power to clear the fence. 

 

Canada: Small businesses are very active around the kink 
Taxable income bunching for CCPCs* vs estimated counterfactual values for the period 2009-2019

* CCPC = Canadian-controlled private corporations

Source:  Statistics Canada

Counterfactual values

Tax kink

Observed

values

https://www.nbc.ca/about-us/news-media/financial-news/financial-analysis.html
https://www.cpac.ca/headline-politics/episode/pm-mark-carney-delivers-address-on-upcoming-federal-budget--october-22-2025?id=7bd33cf2-a878-4650-bb7b-ded4e8039484
https://www.theglobeandmail.com/business/article-michael-sabia-ambition-deficit-canada-national-projects/
https://www.theglobeandmail.com/business/article-michael-sabia-ambition-deficit-canada-national-projects/


Disclosures 
 

 
Economics and strategy website  3 

Economics and Strategy 

Subscribe to our publications: 
NBC.EconomicsStrategy@nbc.ca  

To contact us: 
514-879-2529 

Stéfane Marion  
Chief Economist and Strategist 
stefane.marion@nbc.ca 

Matthieu Arseneau  
Deputy Chief Economist 
matthieu.arseneau@nbc.ca 

Jocelyn Paquet  
Economist 
jocelyn.paquet@nbc.ca 

Kyle Dahms  
Economist 
kyle.dahms@nbc.ca 

Alexandra Ducharme  
Economist 
alexandra.ducharme@nbc.ca 

Daren King, CFA  
Economist 
daren.king@nbc.ca 

Warren Lovely   
Chief Rates and Public Sector Strategist 
warren.lovely@nbc.ca  

Taylor Schleich   
Rates Strategist 
taylor.Schleich@nbc.ca 

Ethan Currie  
Strategist 
ethan.currie@nbc.ca 

Angelo Katsoras  
Geopolitical Analyst 
angelo.katsoras@nbc.ca   

Nathalie Girard  
Senior Coordinator  
n.girard@nbc.ca 

Giuseppe Saltarelli  
Desktop Publisher 
giuseppe.saltarelli@nbc.ca 
 

 

General: This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of CIRO), an indirect wholly owned subsidiary 

of National Bank of Canada. National Bank of Canada is a public company listed on the Toronto Stock Exchange.  

The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may be subject 

to change without notice. The information is current as of the date of this document. Neither the author nor NBF assumes any obligation to update the information or 

advise on further developments relating to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis and interpretation of 

these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein, and nothing in this Report constitutes a 

representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual circumstances. In all cases, 

investors should conduct their own investigation and analysis of such information before taking or omitting to take any action in relation to securities or markets that 

are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace any due diligence or analytical work required 

by you in making an investment decision. 

This Report is for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any affiliate distributing 

this Report is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself before reading it 

that NBF is permitted to provide this Report to you under relevant legislation and regulations.  

National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.  

Canadian Residents: NBF or its affiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain 

clients and as market conditions change, may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its 

affiliates may also be contrary to any opinions expressed in this Report. 

NBF or its affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services. As well NBF 

and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases and/or 

sales of these securities from time to time in the open market or otherwise. NBF and its affiliates may make a market in securities mentioned in this Report. This 

Report may not be independent of the proprietary interests of NBF and its affiliates. 

This Report is not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the publication 

and distribution of research Reports, including relevant restrictions or disclosures required to be included in research Reports.  

UK Residents: This Report is a marketing document. This Report has not been prepared in accordance with EU legal requirements designed to promote the 

independence of investment research and it is not subject to any prohibition on dealing ahead of the dissemination of investment research. In respect of the distribution 

of this Report to UK residents, NBF has approved the contents (including, where necessary, for the purposes of Section 21(1) of the Financial Services and Markets 

Act 2000). This Report is for information purposes only and does not constitute a personal recommendation, or investment, legal or tax advice. NBF and/or its parent 

and/or any companies within or affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may have had 

interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as market maker in the 

relevant investments or related investments discussed in this Report, or may act or have acted as investment and/or commercial banker with respect hereto. The 

value of investments, and the income derived from them, can go down as well as up and you may not get back the amount invested. Past performance is not a guide 

to future performance. If an investment is denominated in a foreign currency, rates of exchange may have an adverse effect on the value of the investment. Investments 

which are illiquid may be difficult to sell or realise; it may also be difficult to obtain reliable information about their value or the extent of the risks to which they are 

exposed. Certain transactions, including those involving futures, swaps, and other derivatives, give rise to substantial risk and are not suitable for all investors. The 

investments contained in this Report are not available to retail customers and this Report is not for distribution to retail clients (within the meaning of the rules of the 

Financial Conduct Authority). Persons who are retail clients should not act or rely upon the information in this Report. This Report does not constitute or form part of 

any offer for sale or subscription of or solicitation of any offer to buy or subscribe for the securities described herein nor shall it or any part of it form the basis of or be 

relied on in connection with any contract or commitment whatsoever.  

This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial 

Conduct Authority. NBF is authorised and regulated by the Financial Conduct Authority and has its registered office at 70 St. Mary Axe, London, EC3A 8BE.  

NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom. 

EU Residents: With respect to the distribution of this report in the member states of the European Union (“EU”) and the European Economic Area (“EEA”) by NBC Paris, 

the contents of this report are for information purposes only and do not constitute investment advice, investment research, financial analysis or other forms of general 

recommendation relating to transactions in financial instruments within the meaning of Directive 2014/65/EU of the European Parliament and of the Council of 15 May 2014 

(“MiFID 2”). This report is intended only for professional investors and eligible counterparties within the meaning of MiFID 2 and its contents have not been reviewed or 

approved by any EU/EEA authority. NBC Paris is an investment firm authorised by the French Prudential Control and Resolution Authority __ (“ACPR”) to provide investment 

services in France and has passported its investment services throughout the EU/EEA under the freedom to provide services and has its registered office at 8 avenue 

Percier, 75008 Paris, France. “NBC Financial Markets, a subsidiary of National Bank of Canada” is a trade name used by NBC Paris S.A. 

NBF is not authorised to provide investment services in the EU/EEA. 

U.S. Residents: With respect to the distribution of this report in the United States of America, National Bank of Canada Financial Inc. (“NBCFI”) which is regulated by 

the Financial Industry Regulatory Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an affiliate of NBF, accepts responsibility 

for its contents, subject to any terms set out above. To make further inquiry related to this report, or to effect any transaction, United States residents should contact 

their NBCFI registered representative.  

This report is not a research report and is intended for Major U.S. Institutional Investors only. This report is not subject to U.S. independence and disclosure standards 

applicable to research reports. 

HK Residents: With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited (“NBCFMA”) which is licensed by the Securities 

and Futures Commission (“SFC”) to conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this 

report are solely for informational purposes. It has not been approved by, reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a 

recommendation, advice, offer or solicitation to buy or sell a product or service, nor an official confirmation of any transaction. None of the products issuers, NBCFMA 

or its affiliates or other persons or entities named herein are obliged to notify you of changes to any information and none of the foregoing assume any loss suffered 

by you in reliance of such information.  

The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such 

information will only be available to, those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong (“SFO”)). If you 

are in any doubt as to your status you should consult a financial adviser or contact us. This material is not meant to be marketing materials and is not intended for 

public distribution. Please note that neither this material nor the product referred to is authorized for sale by SFC. Please refer to product prospectus for full details.  

There may be conflicts of interest relating to NBCFMA or its affiliates’ businesses. These activities and interests include potential multiple advisory, transactional and 

financial and other interests in securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in other investment vehicles which are 

managed by NBCFMA or its affiliates that may purchase or sell such securities and instruments.  

No other entity within the National Bank of Canada group, including National Bank of Canada and National Bank Financial Inc, is licensed or registered with the SFC. 

Accordingly, such entities and their employees are not permitted and do not intend to: (i) carry on a business in any regulated activity in Hong Kong; (ii) hold themselves 

out as carrying on a business in any regulated activity in Hong Kong; or (iii) actively market their services to the Hong Kong public. 

Copyright: This Report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information, 

opinions or conclusions contained in it be referred to without in each case the prior express written consent of NBF. 

 

https://www.nbc.ca/about-us/news-media/financial-news/financial-analysis.html
mailto:NBC.EconomicsStrategy@nbc.ca
mailto:stefane.marion@nbc.ca
mailto:matthieu.arseneau@nbc.ca
mailto:jocelyn.paquet@nbc.ca
mailto:kyle.dahms@nbc.ca
mailto:alexandra.ducharme@nbc.ca
mailto:daren.king@nbc.ca
mailto:warren.lovely@nbc.ca
mailto:taylor.Schleich@nbc.ca
mailto:ethan.currie@nbc.ca
mailto:angelo.katsoras@nbc.ca
mailto:n.girard@nbc.ca
mailto:giuseppe.saltarelli@nbc.ca

	October 28, 2025
	Base Hits to Make Canada Investable Again (Chapter 4)
	#4: Eliminating the tax kink that fosters Canada’s ambition deficit
	A. Many small players. Not enough heavy hitters
	B. Canada’s tax regime rewards modesty



