
BUSINESS
PROSPERITY
INDEX





19 |  Ontario Chamber of Commerce

Business Prosperity Index

The Business Prosperity Index (BPI) is an original measure 
of business prosperity in Ontario, exclusive to the Ontario 

Economic Report. The BPI looks beyond GDP and instead 
considers the process of wealth generation from business 
production and investment activities. Using the most up-to-
date data, we have tracked business prosperity in Ontario 
from 2000 to 2016 with preliminary 2017 estimates.44

What is the Business Prosperity Index measuring?

The BPI is a measure of excess resources available to a business after a years’ 
operation. It is designed to be consistent with data used by Statistics Canada 
to calculate GDP, with the goal of providing a better understanding of business 
conditions and decisions in Ontario than what is offered by GDP alone. 

If “prosperity” is a measure of the amount of resources (financial or otherwise) that 
a business has available to make economic choices, then the BPI is a measure of the 
resources available once their costs and outlays are taken into account. The BPI is 
defined as:55

67

Generally, businesses with a lower BPI run on finer margins of error, lower liquidity, 
and are more at risk from adverse changes in business conditions. Yet, this could also 
reflect a business’s appetite for risk to potentially generate future returns and hence 
greater future prosperity.

4 Note that Statistics Canada estimates of assets and liability values are subject to adjustment year to year.  This 
may change the level of BPI estimates upon each revision, but not the shapes.

5 Resources used (in the conduct of business) include: cost of goods/services inputs, fixed capital costs 
and depreciation, taxes on production (after subsidies), wages, costs of financing, transfers to government 
(such as income taxes), and repayment of debt. Total resources available include: assets that can be sold, 
revenue, interest income, new borrowing, and equity issuances. The BPI can be broken down into numerous 
contributions to business wealth and their significance for economic policy. In this regard, the BPI also 
measures trends in the:

• Sources of resources for business, whether they be revenues from sales, new borrowing, new equity or 
liquid investments carried over from previous periods.

• Use of resources by business and production engagement, whether they be costs of production (goods and 
services), payment of taxes, costs of financing or the repayment of debt.

• Perception of business opportunity and risk, which is implied from the way businesses choose to use 
their resources and maintain certain levels of excess resources (prosperity) on their books.
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Businesses with higher BPI have a significant buffer between their production 
risks and their ability to respond to changing business conditions. While a high 
BPI is associated with higher levels of prosperity, it could also be a symptom of 
fewer opportunities to invest in the business or the rational reaction of business 
to maintain high levels of flexibility in the face of risky business conditions.

What does a BPI of 56.4 percent mean?

The average BPI for Ontario businesses for 2015 was 53.9 percent.68  
The 2016 BPI stands at 56.4 percent, which is an increase of 4.6 percent from the 
previous year and the highest in more than 20 years. This means that, of the total 
resources available to all businesses in Ontario to conduct their business in 2016, they 
were able to retain 56.4 percent for conducting future business and financial activities. 
This share can be used for investment in new operating capital, investment in liquid 
assets, the payment of dividends, or the repurchase of share capital.

The current level of BPI suggests that Ontario businesses (in aggregate) are relatively 
prosperous compared to historical levels. On the surface, this is positive, as businesses 
have more resources available to them to respond to changing business conditions and 
to reinvest into their businesses. However, as noted in last year’s BPI analysis, a closer 
examination of the trends reveals a more nuanced and troubling story, as the factors 
responsible for the growth in business prosperity do not have the same benefits for 
the broader Ontario economy. 

As we will explore further in this section, the high level of BPI today is not necessarily 
positive, as it is characterised by a declining contribution from production-related business 
activity and an increasing contribution from other sources, such as asset revaluations or 
new share capital and net borrowings. The consequences of such a scenario include:

• Business prosperity is increasingly becoming more dependent upon financial
activities. This is resulting in a deteriorating contribution of non-financial
businesses to Ontario’s GDP.

• Business’ investment motivation to pursue profitability through the
production of goods and services is required to compete with higher asset
returns elsewhere.

• A hesitation to grow or invest in the face of growing financial resources
indicates that Ontario possesses a higher risk operating environment.

In the following pages, we investigate in more detail the factors driving these trends.

6  Note that since its introduction last year, the methods of extracting the use of resources by Ontario 
businesses have changed to incorporate machine learning techniques that have improved the composition 
of the BPI. This has led to a change in the BPI 2015 estimate from 48.5 percent as reported to 53.9 percent, 
which was used to form a comparison in the 2016 update. All definitions and trends remain the same.
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Figure 1 illustrates the general contributions to 
the BPI. 

Over the years, the production of goods and 
services has been responsible for an ever-decreasing 
contribution to the BPI.  We expect the BPI for 2017 
to fall to 55.4 percent, with the production of goods 
and services accounting for only 15.3 percent.

Figure 2 shows the general contributions to the BPI 
from the production of goods and services. It is evident 
that the contribution of the production of goods and 
services to BPI has stagnated since 2010.

The current high BPI is not an indication of production 
prosperity, but rather of the accumulation of asset 
revaluations and the consistently favourable credit 
environment. As shown in Figure 2, between 2001 and 
2002 and 2007 and 2009, when assets values and credit 
conditions change for the worse, growth rates in BPI 
deteriorate quickly.

This is, in part, explained by how much business 
prosperity is driven by the contribution of financial 
firms.71The BPI for financial corporations is higher 
than that of non-financial corporations given the high 
level of financial leverage built into their balance sheets 
and the liquidity levels that financial organizations 
must carry. The BPI of non-financial businesses is 
more indicative of the health of the real economy – the 
part of the economy that produces goods and services 
beyond financial services.82

7 Financial corporations are those that are principally engaged in 
providing financial services, including insurance and pension funding 
services. Non-financial corporations are those primarily engaged in the 
production of non-financial services and/or market goods.
8 The BPI for non-financial corporations is lower than financial 
corporations given the greater typical encumbrance of their assets in 
their production processes.
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Figure 1: Business Prosperity Index: Ontario

Source: Canadian Centre for Economic Analysis, 
Statistics Canada

Figure 2: BPI Contribution from Production of 
Goods and Services (Percent)

Source: Canadian Centre for Economic Analysis, 
Statistics Canada
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As Figure 3 illustrates, the contribution to BPI by financial corporations 
has grown while the contribution of the production of goods and services 
to the BPI has been in decline over the past 20 years. Despite the small 
increase in the contribution of the non-financial sector in 2016, it is 
expected that the downward trend will resume into 2017.

Figure 3: Contribution to BPI

Source: Canadian Centre for Economic Analysis, Statistics Canada

A related measure is the fraction of the BPI arising from productive sources. 
As shown in Figure 4, when compared to real GDP growth per capita, 
prior to 2009 the overall trend was for productive BPI to move with GDP 
growth. However, since 2009, they have remained persistently apart.

Figure 4: Contribution of Production to BPI and Real GDP

Source: Canadian Centre for Economic Analysis, Statistics Canada
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Non-financial Business Net Income as a Ratio of Household Spending 

BPI Auxiliary Indicators

Operating Surplus Index (Profitability)

Looking at all non-financial businesses in Ontario, 
profitability as a proportion of household spending 
improved slightly in 2016 but remains well below 
that of the early 2000s. Note that the definition of 
the Operating Surplus Index has been updated from 
earlier years to better capture the structural changes in 
the economy after 2009.

Figure 5: Operating Surplus Index

Figure 6: Exports

Source: Canadian Centre for Economic Analysis, 
Statistics Canada

Source: Canadian Centre for Economic Analysis, 
Statistics Canada

Export Performance 

With an increased emphasis on global trade, 
Ontario exports have been slowly recovering to 
their pre-2007 levels. Export performance improved 
in 2016 but still remains lacklustre, evidenced by the 
flat trend of export production to gross domestic 
production. As exports tend to be focused on real 
goods and services, continued increases in exports 
would be required to slow or reverse the trend of 
declining non-financial BPI.
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Ontario Canada
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Housing Affordability 

Shelter affordability continues to deteriorate in Ontario 
with CANCEA’s Shelter Consumption Affordability 
Ratio (SCAR) reaching its highest level ever (an 
increase in the SCAR index indicates worsening 
affordability). Since 2010, housing affordability in 
Ontario has decreased much more quickly than 
that national average. Rising shelter-related costs 
(including transportation and child care) challenge 
consumer engagement, impacting market activity, but 
also contribute negatively to labour market activity 
as it becomes increasingly difficult to attract and hire 
employees. Both the price and availability of appropriate 
shelter impacts the ability of Ontario business to attract 
global talent and reduces competitiveness.

Figure 7: Housing Affordability Pressure 
in Ontario

Source: Canadian Centre for Economic Analysis, 
Statistics Canada

Figure 8: Labour Non-Participation

Source: Canadian Centre for Economic Analysis, 
Statistics Canada

Labour Market Activity 

As the population in Ontario ages, labour participation 
in Ontario continues to fall and the proportion of the 
population that is not a part of the labour force sits at 
high of 35.5 percent, demonstrating a steady climb from 
32 percent in 2003. Yet, unemployment as a percent 
of the total population has been falling. The systemic 
downward trend of labour participation highlights 
one of the ways in which the Ontario economy is 
structurally changing. There is a declining reliance upon 
labour to generate one’s own income with a greater 
fraction on people relying on either investment income 
(direct investment or indirectly through pensions) or 
transfers. 

These trends are the result of a number of factors: 
higher productivity driven by technology, the aging 
of the population, and wage increases not keeping 
up with productivity gains. Critically, there is a 
relationship between the low production-related 
income seen in the BPI and lower labour participation.
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Private Capital Investment to Private Capital Investment 

Public Capital Investment to GDP 

2016, 3.2% 

Public Capital 

Public capital investment in infrastructure supports 
the environment in which future economic activity 
occurs. Therefore, in order to ensure the future 
prosperity of the province, it is important the public 
infrastructure investment occurs today. While there 
was a large increase in infrastructure investment 
in the late 2000s, overall levels have fallen again. 
CANCEA research suggests that given the current 
state of Ontario’s infrastructure, it should be 
investing and maintaining at a level equal to 4.5 
percent to 5 percent of GDP. The uptick in the ratio 
of public capital to private capital investment is a 
sign of slowing private capital investment relative 
to public sector investment. This may be driven by 
uncertainty around the significant regulatory changes 
occurring across the province and country (e.g., 
labour, taxes, etc.) combined with ongoing public 
capital investments.

Figure 9: Public Capital Investment

Figure 10: Corporate Tax (Income and 
Production Index)

Source: Canadian Centre for Economic Analysis, 
Statistics Canada

Source: Canadian Centre for Economic Analysis, 
Statistics Canada

Taxes

With respect the Ontario’s BPI, the generally 
declining trends seen over the last decade have 
positively influenced the prosperity of business by 
reducing the cost of doing business in the province. 
However, it is important to note that taxes paid 
by businesses vary considerably with economic 
conditions and profitability. In 2016, income and 
production taxes paid as a proportion of business 
total costs increased, due in part to falling relative 
costs of production.
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BPI: Final Remarks

While there have been some minor variations in the components of 
Ontario’s BPI over the last year, and the BPI still suggests that total 
business prosperity in Ontario is near its historical high, business 
fundamentals remain challenged particularly in non-financial industries. 
While Ontario businesses possess significant financial resources available 
for productive use, the share of those resources going towards the 
production of goods, services, and future knowledge-based industries 
continues to deteriorate.

Several of the factors driving these trends include:

• Business profitability is relatively low, and exports remain
below levels prior to 2009 (relative to the size of the economy).
Household spending has become an increasingly important
contributor to economic growth and industry may see risks in its
sustainability with mounting household debt. With significant
opportunity for returns on non-productive assets, businesses may
see continued deterioration in the motivation to ‘produce’. This, in
turn, affects the ability of business to be globally competitive. In
addition, regulatory uncertainty may be causing business to hold off
on investment until the environment settles.

• Shelter affordability continues to decrease in Ontario with
increasing costs in both ownership and rental markets. This
continues to put pressure on households to maintain their levels of
discretionary spending and may dissuade potential employees for
seeking employment in regions with affordability challenges.

• Continued capital investments in both the public and private
sector are required to support long-term economic prosperity.
Efficient and prompt execution of long-term public infrastructure
plans, designed to account for the changing economy must remain
policy priorities.

There are two ways in which the contribution of the production of goods 
and services to the BPI can be improved: improve business conditions that 
lead to greater amounts of asset and liabilities engaged in the production 
of goods and services, and maintain business conditions in the face of asset 
value depreciation. In 2018, the OCC will focus on how the government 
can improve conditions for business, and address the underlying factors that 
are impacting this negative trend in business prosperity.
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