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Feature: Changes In Business Confidence Expressed
 In Numbers of New Incorporations

Incorporating a business implies confidence,
so the rate at which new corporations are
being created is tied to the business outlook
and the state of the economy. The link is
particularly significant for small and medium
businesses, which account for the great
majority of incorporated businesses.

Whether large or small, businesses
incorporating in British Columbia can do so
under any one of several incorporating
jurisdictions. Their likely first option is to use
the provincial British Columbia Company
Act. However, depending on their business
needs or legal advice, they could choose
instead to incorporate federally under the
Canada Business Corporation Act or under
the equivalent corporate law of another
province or country.

If they are incorporated in a legal jurisdiction
outside British Columbia, they can continue
to operate in the province simply by
registering with the British Columbia
Corporate Registry as an extraprovincial
corporation.

The vast majority choose to incorporate
under the British Columbia Company Act.
There were some 248 thousand of these
British Columbia Corporations at the end of
1996, far more than the 4,858 federally
incorporated companies based in British
Columbia, or the estimated 1,200
companies incorporated in other provinces
but registered as active extraprovincial
corporations in British Columbia. There were
only an estimated 290 companies
incorporated in other countries, registered
as extraprovincial companies in British
Columbia.

There are considerably fewer numbers of
active incorporated businesses than these
numbers suggest. Many corporations are no

more than holding companies, established
only to tie together other companies in a
corporate tree. Others are merely shelf
companies, empty legal shells stored away
until needed.

When Economic Growth Falters, New
Incorporations Drop Off Sharply

People are understandably more inclined to
create new business corporations when they
feel confident about business prospects.
Business prospects are largely determined
by economic growth, so that historically
there is a strong association between the
rate at which new incorporations are created
and the change in provincial gross domestic
product.

But usually when a change in gross
domestic product from one year to the next
leads to a change in the numbers of new
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incorporations being processed, it produces
a magnified response. The pattern suggests
the dynamics of some confidence-related
stock market ‘corrections’ or real estate
market ‘adjustments’.

The most remarkable of these magnified
responses came in the recession of 1982.
After decades of consistent and sometimes
rapid economic growth, the economy shrank
8% between 1981 and 1982. It remains on
record as the only time the province has
posted a year over year decline (after
inflation) in gross domestic product in the
entire 35 year period for which gross
domestic product numbers have been
compiled.

The shock to business confidence was
particularly sharp for small business,
producing a 51% drop in the numbers of
new incorporations being issued under the
British Columbia Company Act from 23,368
in 1981 to 11,432 in 1982.

In more recent economic history, slowdowns
in economic growth have produced similar,
although less dramatic, effects on the rate at
which new incorporations are formed.

The largely eastern Canadian recession of
the early 1990’s was felt as little more than
an economic slowdown in British Columbia.
Nevertheless, it shook business confidence
enough to cause a 10% drop in new British
Columbia incorporations from 21,817 in
1989, to 19,550 in 1990. They then fell
another 5% in 1991 to 18,528.

Business confidence began to recover again
in 1992 and new British Columbia
incorporations shot back up 10% to 20,406.
They continued climbing through 1994 to
reach a peak of 25,774 in that year.

In 1995, they began to tumble again as
economic growth slowed. They dropped 8%
to 23,846 between 1994 and 1995, and then
slipped another 4% to 22,848 in 1996.

The down cycle in business confidence is
confirmed by other indicators. For example,
private sector capital spending fell 5% from
1994 to 1995, and then another 5% from
1995 to 1996. Anticipated production and
new manufacturing orders also fell off in
both years.

Federal Incorporations Suggest A Wider
Business Focus

The rate of new federal incorporations in
British Columbia have moved in a somewhat
different pattern, one better explained by
economic trends affecting the economies of
Canada as a whole.

The reason for the difference lies in the
types of companies that are likely to prefer
federal incorporation to provincial. In
general, federally incorporated companies
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are more apt to operate beyond provincial
borders.

With business operations further afield,
federally incorporated companies are more
sensitive to trends affecting the total
Canadian economy (as indicated by
changes in the Canada gross domestic
product) than are provincially incorporated
companies.

During the recession of the early 1980’s, the
numbers of new federally incorporated
companies being created in British
Columbia were far less strongly affected
than were the numbers of new provincially
incorporated companies.

The difference reflects the relative severity
of that recession in British Columbia and in
Central Canada. In British Columbia the
1982 recession hit hard and was followed by
slow growth for some years after. In much of
the rest of Canada it was sharp but short,
with relatively few lingering effects.

Following the pattern of the Canada gross
domestic product, the numbers of federally
incorporated companies being chartered in
British Columbia dropped off in 1982, but
then recovered almost immediately in 1983.
They continued to grow well past the 1981
level in the years after.

Later, during the recession of the early
1990’s, the patterns were reversed. This
was largely an eastern Canada recession
that registered as not much more than a
moderate economic slowdown in British
Columbia. This time it was the federally
incorporated companies in British Columbia
and elsewhere that were being incorporated
at much reduced rates for years after, while
the rates at which new provincially
incorporated companies were being created
dropped less and recovered more quickly.

Fewer Federal Corporations In British
Columbia Than In Alberta, But Gap
Closing

British Columbia has traditionally been the
base for fewer federally incorporated
companies than Alberta. This might seem
strange because British Columbia has a
larger population and an economy of about
the same size, with more individual
businesses and more self-employed people.
The gap has been closing steadily in the
1980’s and 1990’s, but there are still more
federal corporations in Alberta.

The main reason for British Columbia to
have fewer federally incorporated
companies is that it is relatively isolated
from other parts of Canada.
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Separated by a mountain range from the
only neighbouring province, and with that
provincial border located along a relatively
sparsely populated side of the province,
British Columbia has produced fewer
businesses that can easily extend their
operations into other parts of Canada.

Alberta, by contrast, occupies a relatively
central location in western Canada with road
and rail routes to eastern British Columbia,
Saskatchewan and Manitoba that are
shorter, straighter and more easily
traversed.

But although British Columbia still has
proportionately fewer federally incorporated
companies operating in the province, the
number is increasing faster than in any
other province. There were 4,858 active
British Columbia based federally
incorporated firms at the end of 1996, up
12% from 4,327 at the end of 1993. This
compared with the drop of 1% for Alberta
over this period, and a very modest rise of
2% for Ontario.

The catch up reflects the emergence of
Vancouver as a major business centre in
Canada, and as the country’s main centre
for conducting business with the fast
growing markets of the Pacific Rim.

 Most Federally Incorporated Companies
Based In Quebec

By a peculiar feature of its corporate law,
Quebec has tempted a larger number of its
businesses to incorporate federally than any
other province.

Quebec is the only province that does not
have legislation permitting corporate
charters to be transferred to or from other
provinces. This has provided companies in
Quebec with a special incentive to
incorporate federally as a means of keeping
options open, should they ever wish to leave
the province.

It has also produced the curious incongruity
of the province with a separatist government
being the home to 69% of the federally
incorporated companies in Canada.

Even with increases in federal incorporating
fees, Quebec companies continue to
choose federal incorporation in much larger
numbers than those in other provinces. In
1996, 59% of all new federal incorporations
issued were for Quebec based firms.

Active Federally Incorporated Companies
By Province - 1996

BC STATS

BC Alta Sask Man Ont Que Atlantic
0

20

40

60

80

100

120

140
(Thousands)


