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Abstract

This papers asks if corporate law can shape economic activity through entrepreneurship.
In the 1950’s and 1960’s, U.S. states improved their corporate law by adopting the
Model Business Corporation Act, a legal template produced by the American Bar
Association. Using a difference-in-differences approach that controls for policy endogeneity
and instrumental variables, I find states with new corporate acts saw the rate of local
corporations increase by 5% after adoption, one tenth of which was substitutions
from other firm types, and the rest net-new firms. Consistent with a mechanism
whereby better law increases investor protection and entrepreneurship, states with
more rudimentary institutions benefited more, and states that only did partial adoption
saw no benefit.
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1 Introduction

Good institutions foster economic growth (La Porta et al., 1998; Acemoglu and Robinson, 2012).

This growth ultimately occurs through entrepreneurship (Haltiwanger et al., 2013; Akcigit and

Kerr, 2018). What is less clear is which components of institutions matter and how much. One

obvious element is corporate law, the rules and regulations governing how companies transact.

Studies on legal origins and economic historians have concluded that the quality of corporate law

is important to firm formation and regional development (Djankov et al., 2002; Lerner and Schoar,

2005; Landes et al., 2012).1 However, a more recent literature studying social capital suggests

it is instead informal institutions that drive the bulk of economic activity for new firms (Guiso

et al., 2004; Bottazzi et al., 2016; Franks et al., 2008; Acheson et al., 2019). Determining whether

corporate law matters for entrepreneurship is critical to understand the role of law, and formal

institutions, in the process of economic development as a whole.

There exist, however, some obvious empirical difficulties in estimating this relationship. Laws

are usually the result of a region’s historical evolution and tend to reflect a formalization of

long-held social principles (Nunn, 2009). This makes regional exogenous variation of the type

necessary for statistical analysis hard to find. While prior work has been able to study the impact

of legal regime shifts, such as moving from Native American law to common law (Wellhausen

et al., 2017; Brown et al., 2016), what would be required here is changes in just a specific piece

of institutions—corporate law—while the region remains otherwise roughly the same. In this

paper, I take advantage of a unique episode in U.S. history that created a short period of significant

improvements in state-level corporate law—the adoption of the Model Business Corporation Act—to

1Other work includes the economic history of Dari-Mattiacci et al. (2017), comparative case studies by Lerner and
Tåg (2013), and statistical analyses of broad economic institutions by Brown et al. (2016) and McLean et al. (2012).
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estimate the impact of corporate law on entrepreneurship.

The Model Business Corporation Act (MBCA) was created in 1945 to provide a useful corporate

law template (i.e., a model) that states interested in updating their corporate code can adopt easily.

To date, twenty-four U.S. states have adopted the MBCA. Most of this adoption occurred in the

post-war era of the 1950s to 1970s, as states realized that they were losing significant corporate

revenue when local companies registered in Delaware (rather than their home state) and cross-state

business activities became more important.

I use historical accounts from The Business Lawyer (the main trade journal for corporate

lawyers) and other historical perspectives to document the states that adopted the MBCA, the year

of adoption, and the degree of adoption. I pair this data with measures of regional entrepreneurship

outcomes. To do so, I use data from the Startup Cartography Project to develop a dataset that

documents the count of new business registrations in each year from 1946 to 1983 for 46 US

states,2 including local (in state) and foreign (out of state) new corporations and partnerships by

year. These two datasets represent contributions with potential research value in and of themselves.

The entrepreneurship measures, in fact, are the first data to document firm formation in the U.S.

before 1980.

Using these data, I implement a difference-in-differences approach to estimate the impact

of introducing the new corporate acts on firm formation. The obvious concern in using this

approach is that the policy is endogenous to the state economy. To control for this variation in

the state economy, I use the expansion of out of state Delaware firms into the state as a proxy for

time-varying changes in the economic conditions of the region. These are not firms headquartered

2I was not able to get data for Illinois, Pennsylvania, and Nebraska. Delaware is excluded from the dataset because
the unique role of this jurisdiction in corporate law, which will become apparent throughout the paper. The time
period was chosen to include the full time period since the introduction of the MBCA to when it was superseded by
the Revised Model Business Corporation Act, in 1983.
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in Delaware, they are only organized under Delaware jurisdiction.3 They are headquartered in

all U.S. states. As they expand for commerce or production, they must register as an out of

state (foreign) company in any state in which they engage in meaningful business activity. Their

expansion into a state is therefore a reflection of the local economic opportunities in the destination

state, but, since they are not helped by the new corporate laws (which only help firms incorporated

under local jurisdiction), their expansion is independent of any direct influence of the new law.

The main empirical question is how much did the rate of firm formation increase above and

beyond changes induced by local economic conditions after the introduction of the MBCA act. If

identified, this difference can be interpreted as an estimate of the direct benefit of the new corporate

act on firm formation. That is, since it controls for local economic conditions, this does not include

any indirect ecosystem effects occurring when the law improves the business environment broadly

and benefits all firms.

With this approach, the present paper documents five interrelated empirical results. First, while

there appears to be a large increase of 20% in the rate of firm formation after the introduction of a

new act, a substantial portion of this is driven by policy endogeneity. The largest increases occur

in the years right before, not after, the introduction of the act, when I also observe the economy

is doing better. However, second, the out of state expansions appear to control reasonably well

for this endogeneity: there are no pre-trends or appreciable endogeneity in an specification that

measures the increase in firm formation relative to the expansions. Furthermore, this measure also

allows for several instrumental variables estimates that can be used to assess the robustness of

the findings. Therefore, third, I estimate that the introduction of the MBCA had a positive direct

3Specifically, Delaware is just the legal jurisdiction under which the firm operates, but not their headquarter
location.
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impact on firm formation. The total number of local corporations increases by 4.9% after the new

act. The difference in firm formation evidences itself the year following the one when the new

act goes into effect. The effect then remains stable over the next fifteen years, suggesting the

effects are permanent at least over the medium term. Two instrumental variable estimates—one

using the expansion of other important states (Ohio, New York, and New Jersey) to instrument for

Delaware expansion, and another using lagged treatment as an instrument in the proxy approach

of Freyaldenhoven et al. (2019)—are consistent with this main estimate.

Fourth, the paper then moves on to study the heterogeneity of the effects and substitution

across firm types. About 4.4 percentage points of the firm formation appears to be net-new firms,

while 0.5 percentage points (10% of the effect) seems to be substitution of firms that would have

been registered anyways simply choosing a different corporate form. Most, but not all, of this

substitution is from local partnerships into local corporations, and not in-state Delaware firms,

which are usually considered the higher quality firms (Guzman and Stern, 2019). That is, the

marginal entrepreneur that responded to the law was not at the highest of startup quality. Finally,

fifth, comparing the states that had a complete versus an incomplete adoption of the MBCA, the

effect is mostly accounted for by the complete adoptions. This suggests that it is in fact good

corporate law (and not the processes around law changes) that increased local entrepreneurship.

In a regional subsample analysis, I also observe that those states with ex-ante more rudimentary

institutions, such as the West and smaller states, saw the highest impact of adoption. I conclude

with some simple policy simulations using different forms of clustering of standard errors to

consider different policy experiments (Abadie et al., 2017). The results show that while this

implementation of the MBCA had well-identified positive effects in these states, the effects are

a little bit more uncertain (even if still mostly positive) when we try to extrapolate by considering
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them as a random subsample of geographies in general.

These results contribute to a rich literature considering the relationship of corporate law to

firms and their role in economic development. There exists, first of all, a legal tradition trying

to understand qualitatively through legal principles the differences in corporate law across U.S.

states and their regional implications. This work is high quality, and very useful in understanding

how law helps entrepreneurship. I have pulled from it significantly to develop this study; the

papers I found most relevant papers are cited throughout the next section. Empirical work on

law and economics has also analyzed differences in regional outcomes due to law, both across

states (Berkowitz and Clay, 2005) and countries (Armour and Cumming, 2008; Djankov et al.,

2002). While this literature initially studied long-run legal institutions (La Porta et al., 1998;

Acemoglu and Johnson, 2005; Lerner and Schoar, 2005), it has more recently moved to short-term

variation using panels of countries to consider outcomes such as lending (Haselmann et al., 2009),

investment (McLean et al., 2012; Brown et al., 2013), and innovation (Levine et al., 2017; Brown

et al., 2013). Finally, getting closer to the topic of U.S. law, a small number of papers have used

exogenous variation created by the forced change from tribal law to U.S. law in some Native

American areas to understand the long-run impact of U.S. legal institutions on rule of law, financing,

and sovereignty (Wellhausen et al., 2017; Brown et al., 2016).

Relative to these prior studies, the present paper contributes to the understanding of law and

business activity in three distinct ways. First, it is the first to consider the direct impact of ‘good

corporate law’ in and of itself, without the contamination of other aspects of institutions that go

beyond corporate law such as culture or the quality of courts and the judicial system. The adoption

of the MBCA, in this respect, is a clean event that simply changed the law, but not the location

or the people it considered. This allows the empirical approach to provide a clearer understanding
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of whether corporate law can affect firm formation. Second, this study differs from prior work in

that it moves beyond either long-term regional cross-sections, or country-level panels, to instead

identify the impact of shorter-term variation across different states in the same country. This is

appealing because countries can vary substantially across themselves, and long-term differences in

institutitions such as legal origins can reflect many things. The results in this paper better reflect

the type of corporate changes that are feasible in an economy, and their impact within a generally

integrated economic area. Finally, third, this paper is unique in its focus on the extensive, rather

than intensive margin. That is, while most prior work has focused on the impact of institutions

on the behavior of all firms or other economic actors, this paper studies exclusively the extensive

margin of the impact of corporate law, entrepreneurship.

The remainder of this paper proceeds as follows. Section 2 explains the MBCA, its history, and

institutional details. Section 3 covers the data. Section 4 the results. Section 5 is a short section on

policy simulations. Section 6 concludes.

2 The Model Business Corporation Act

The Model Business Corporation Act (MBCA) is a prototype legal act (i.e., a model) created

by the American Bar Association for U.S. states that wish to update their corporate law acts. It

represents the best practices of corporate law at a given time and provides significant guidance

for states seeking legislative improvements. As the United States recovered from the war effort

of the 1940s, a few states had developed detailed, comprehensive, and precise cannons of law

for complex corporate transacting that facilitated commerce.4 However, most other states had

4Principally Delaware, New Jersey, Massachusetts, Ohio, and New York.
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only begun to consider these complexities and caught themselves fully unprepared for the increase

in cross-state corporate activity that emerged. Some states, in fact, were still in the process of

achieving statehood themselves (e.g. Hawaii), while many either had such a small population

or relied on citizen-legislators5 (who spent a significant portion of their time on non-legislative

activities) that state knowledge of how to setup and design a new corporate law was roughly

non-existent. The Model Act was a welcomed way to move forward in the updating of state laws,

and states often simply copied it entirely. However, while economic activity created an impetus

to update the corporate law, the true catalysts was not the needs of the business community, but

the finances of state governments themselves. One state, Delaware, had emerged by this time as

the preferred location of registration for many U.S. firms. This meant that the corporate taxes that

states should have received from local businesses began being paid significantly out of state (Wells,

1974).

The American Bar Association—a non-profit entity dedicated to develop standards of legal

practice and teaching—through its Committee on Corporate Laws, began an initiative to create

a Model Business Corporation Act in 1943. The original Model Act was released in 1946, and

revised in 1950 and 1953, after significant periods of open comment from the organization’s

members (Campbell, 1956). The MBCA contained 145 sections, representing ‘best practices’ in

corporate law. The main ones included “the process of incorporation, corporate powers, corporate

purposes, authorized shares, shareholder meetings, directors’ meetings, dividends, directors’ liabilities,

charter amendments, the sale and mortgaging of assets, mergers and consolidations, dissolution,

5Citizen-legislators are legislators that spend the bulk of their time in ‘citizen’ (non-legislative) activities, such as
professional jobs or businesses. Even though the U.S. federal government relies fully on ‘professional-legislators’ who
get the bulk of their compensation for their legislative work, many U.S. states even today continue to work through
citizen-legislators. Squire (2007) provides a measure of professionalism across state legislatures in the present day.
MacRae (1954) provides an in-depth account of the common activities of Massachusetts’s legislators during the time
period studied in this paper.
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receivership, the admission and ouster of foreign corporations, annual reports, license fees and

franchise taxes, and general provisions” (Campbell, 1956). Adoption then proceeded swiftly,

starting with Oregon (1953), District of Columbia (1954), Texas (1955), and Wisconsin (1956),

followed by another fifteen states over the next ten years.

Yet, while the Model Act was gaining momentum, not all new corporation acts during this

period represented its full implementation. Campbell (1956), the lead author of the Model Act,

noted at the time: “In 1955 North Carolina adopted a new statute. While the published work of

the North Carolina committee contains many references to, and credit lines for, the model act,

the Section’s committee feels that such a poor job was done in North Carolina that it rejects

the thought of any kinship between the new North Carolina act and the model act.” Gibson

and Freeman Jr (1967) concur, and mention that the MBCA was incorporated only “to a lesser

measure” in drafting of new corporate codes of Maryland (1951), North Carolina (1955), Alabama

(1959), and Connecticut (1959). In short, among the many corporate law updates of the time,

historical records report a clear separation between a full implementation of the MBCA, representing

the majority of states, and an incomplete adoption, by a small number of states.

The basic structure of this Model Act was not revised until 1983 when the Revised Model

Business Corporation Act (RMBCA) was released, representing “the first complete revision of

the Model Act in more than thirty years” (Goldstein and Hamilton, 1983). The present study

documents the impact of adopting the original Model Act on the rate of local entrepreneurship

from 1946, when the war ended, to 1983, when the MBCA was superseded by the RMBCA.
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3 Data

This section reviews the sources and composition of each of the two key datasets used in this paper,

measures of regional entrepreneurship and measures of the adoption of the MBCA.

3.1 Measuring Entrepreneurship with Business Registration Records

To measure firm formation, I develop a new dataset that counts all state-level business registrations

from 1946 to 1983 for 46 U.S. states. Business registration is the process of formally establishing

a legal entity with which to conduct business. Between 1946 and 1983, states broadly offered two

types of firm registrations. A corporation, which was a limited liability entity without pass-through

taxation benefits, and a partnership, which represented a pass-through entity with unlimited liability.

Registering as a corporation or partnership offers several important benefits to entrepreneurs compared

to staying as an unregistered firm (sole-proprietorship): it can provide limited liability in risk

taking, tax advantages, a common entity for shared ownership and management, and represents

a practical necessity for any company that wishes to receive investment. As is the case today,

entrepreneurs registering a new firm are not required to register under the state jurisdiction in which

they live or in which the company carries the main business operations. Due to the evolution of

first-mover advantages and economies of scale at the end of a 19th century, a non-trivial number

of companies in the United States have registered their company under Delaware jurisdiction, even

if their principal headquarters are located elsewhere. However, this foreign (i.e., out of state6)

registration does not mean that these firms are not registered in their local state: firms are also

required to register as a foreign corporation in every state in which they conduct meaningful

6In U.S. corporate law, the term ‘foreign firm’ simply reflects one registered under a different state jurisdiction,
and not a different country.
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business.7

I acquired data on all corporations and partnerships, both of local and foreign jurisdiction,

across 46 states as part of the broader effort of the Startup Cartography Project (Andrews et al.,

2019), a project that intends to measure entrepreneurship around the world in the present day (see

also Guzman and Stern (2019)). While the Startup Cartography Project covers all 50 states, there

were three state—Illinois, Nebraska, and Pennsylvania—in which I was unable to get data for

firm formation during this time period. I also dropped Delaware from the data as the process of

local firm formation in here is distinctively different from other states.8 The time period of 1946

to 1983 was chosen to represent the broadest period possible that would not be contaminated by

World War II, or by the introduction of the Revised MBCA in 1983. This end year is also adequate

since a different corporate law change, the introduction of limited liability companies (LLCs), was

starting to gain interest since its 1977 invention by the Wyoming legislature, and would go on in

the subsequent decade to change the legal structure and incidence of U.S. firms.9

The dataset is therefore a balanced yearly panel with 1,748 individual observations. There

are four measures of firm registration for each state and year. Local Corporations is the outcome

variable of interest in most regressions. It represents the total number of new corporations registered

in the local state jurisdiction in that state and year. This is the variable that should be impacted by

the introduction of better corporate law, if corporate law actually does influence entrepreneurship.

Local Partnerships represents the number of local partnerships that are registered in the local state.

While the MBCA also improved the quality of law for local partnerships, the relative improvement

7Generally, state legislatures require all companies that either lease property, hire employees, or get a bank account
to register in the local jurisdiction.

8Namely, while the entrepreneur usually chooses between a local firm and a Delaware firm in most states, these
two choices are not available for firms located in Delaware, for obvious reasons.

9See Gazur (1995) for a detailed account of the adoption of the LLC and its impact.
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was higher for corporations. From the entrepreneur’s perspective, it is therefore not clear if the

appeal of registering as a local partnership increases or decreases after MBCA adoption. Local

Delaware Firms is the yearly count of new firm registrations for firms that are local to the state,

but have chosen to register under Delaware jurisdiction rather than the jurisdiction of the state in

which they are located. Foreign Delaware Firms is the yearly count of registrations of firms that

are not local to the state, and simply register as they enter the state in the process of expansion.

Importantly, while the first three variables indicate entrepreneurship in the state, the fourth one

does not, but instead is only a factor of the opportunities in the state for sales or production.

3.2 Documenting MBCA Adoptions

To record the introduction of new corporate acts modeled after the Model Business Corporation

Act (MBCA), I used historical documents created in the process of authoring the model act and

state level acts. Of particular value were the volumes of the journal The Business Lawyer, published

by the American Bar Association and representing the premier trade journal of corporate lawyers

at the time. The journal included several perspectives from the authors of the MBCA themselves

(e.g., Campbell (1956)). I complemented this with the perspectives of the authors of individual

pieces of legislation, such as the comprehensive work by Gibson and co-authors on the Virginia

Corporate Law (Gibson, 1956, 1958; Gibson and Freeman Jr, 1967). Gibson and Freeman Jr

(1967) is a retrospective account for the Virgina law with two useful pieces of information. They

list all the states and years that adopted the MBCA up to 1967, and they describe in detail the

timeline of law adoption for the case of Virginia.10 Other valuable documents include the more

10In Virgina, it took about three years from the time the new corporate act was considered seriously by the
legislature, to the time it went into effect after voting, ratification, and an adoption grace period. To the best of
my assesment, this time delay was typical.
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recent retrospective of the MBCA by Booth (2000), and the foreword on the state of corporate law

on Goldstein and Hamilton (1983) when motivating the need for an overhaul of the MBCA into

the Revised MBCA.

Table 1: Adoption of Model Business Corporation Act

Adoptions of MBCA
State Year Source In Sample
Oregon 1953 Campbell (1956) Yes
Texas 1955 Campbell (1956) Yes
Virginia 1956 Campbell (1956) Yes
Alaska 1957 Gibson and Freeman Jr (1967) Yes
North Dakota 1957 Gibson and Freeman Jr (1967) Yes
Colorado 1958 Gibson and Freeman Jr (1967) Yes
Iowa 1959 Gibson and Freeman Jr (1967) Yes
Utah 1961 Gibson and Freeman Jr (1967) Yes
Wyoming 1961 Gibson and Freeman Jr (1967) Yes
Mississippi 1962 Gibson and Freeman Jr (1967) Yes
South Carolina 1962 Gibson and Freeman Jr (1967) Yes
Nebraska 1963 Gibson and Freeman Jr (1967) No
Missouri 1965 Gibson and Freeman Jr (1967) Yes
Pennsylvania 1965 Gibson and Freeman Jr (1967) No
Wisconsin 1965 Gibson and Freeman Jr (1967) Yes
Arkansas 1965 American Bar Assoc. (1965) Yes
Washington 1965 American Bar Assoc. (1965) Yes
South Dakota 1965 American Bar Assoc. (1965) Yes
Michigan 1971 Siegel (1970) Yes

Other Corporation Acts only Partially Building from MBCA
Maryland 1951 Gibson and Freeman Jr (1967) Yes
North Carolina 1955 Campbell (1956), Gibson and Freeman Jr (1967) Yes
Alabama 1959 Gibson and Freeman Jr (1967) Yes
Connecticut 1959 Gibson and Freeman Jr (1967) Yes

Table 1 documents the year of the new law in each adopting state, divided into two groups,

complete and partial adoptions. I define two variables from this data. All Acts is a binary variable

equal to 1 if any of the acts has been adopted by a state and zero otherwise, and MBCA Adopted

is a binary variable equal to 1 only for complete adoptions and 0 otherwise. MBCA Adopted is the

main explanatory variable of interest in this paper.
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3.3 Summary Statistics

Table 2: Summary statistics

Variable Mean Std. Dev.
All Acts 0.29 0.45
MBCA Adopted 0.22 0.42
Local Corporations 3709.35 8704.46
Local Partnerships 263.5 1099.21
Local Delaware 24.72 60.01
Foreign Delaware 101.55 194.42

N 1748

Table 2 presents the summary statistics for each of the variables in the data. There are 1,748

observations. Twenty-nine percent of the observations have a new corporate act (compared to the

starting period), and twenty-two percent have a new act that adopted the MBCA. The number

of annual local corporations and partnerships founded in a state is on average is 3709 and 264,

respectively. There is substantial skewness in these measures which is driven by the skewed

distribution of population and economic activity across U.S. states. The number of local and

foreign Delaware companies is lower but meaningful.

To provide a sense of the evolution of the data and how it reflects the U.S. economy, I plot in

Figure 1 the firm counts over time for each variable. The y axis is in a log scale. There is a clear

log-linear trend in the data, reflecting the fact that firm formation grew on a balanced growth path

on par with the broader U.S. economy in this period. This log linearity also supports the idea of

including variables in log form in the statistical analysis. The growth rate ranges from 1.1% to

1.9% depending on the measure. Delaware local firm counts grew at 1.1% while Delaware foreign

firms at 1.2%, a difference that is not statistically significant in the data.
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Figure 1: Number of New Registrations by Year

The figure represents the annual number of new firms registered in the U.S. by type of firm. The y axis is in a log-scale to reflect the
exponential growth of population and the economy in this time-period. The observed log-linearity supports well the idea of using the
log of firm counts in the analysis.

4 Results

I now move to the centerpiece of the analysis, assessing the impact of a new state-level corporate

law act adopting the MBCA on state entrepreneurship. Table 3 reports estimates of OLS regressions

with Log(Local Corporations +1) as the dependent variable and MBCA Adopted as the independent

variable, with year and state fixed effects. Following recent perspectives by Abadie et al. (2017)

on clustering standard errors, I cluster standard errors at the year level but not at the state level in

these regressions. The results therefore measure the differences in firm formation after adopting

the MBCA for this sample. I consider broader implications outside this sample (i.e., clustering by

the state level) in the next section.

Column (1) is the raw correlation between MBCA adoption and the log of local corporations.

Though the point estimate is positive, the relationship is noisy and not significant. Column (2)

introduces year fixed-effects to adjust for national business-cycle considerations. The effect is
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Table 3: OLS on Log(Local Corporations+1).

(1) (2) (3)
MBCA Adopted 0.0554 -0.823∗∗ 0.233∗∗

(0.169) (0.0406) (0.0277)

Year Fixed-Effects No Yes Yes

State Fixed-Effects No No Yes
Observations 1748 1748 1748
R2 0.000 0.254 0.976

The dependent variable is Log(Local Corporations +1). MBCA

Adopted is a variable equal to 1 when a new act has been adopted
in the state that was built on the Model Business Corporation Act.
Coefficients indicate the percent-change in local corporations
after the introduction of the act. Standard errors clustered at the
year level. Significance denoted as: * p <0.10, ** p <0.05, *** p
<0.01.

quite negative due to the fact that the states that adopted the MBCA were, on average, smaller.

Column (3) estimates the simple difference-in-differences by including both state and year fixed

effects. The coefficient is positive and significant, with a value of 0.23. Assuming no endogeneity

in the policy, and that its adoption is not correlated with local opportunities—an assumption that

will be shown to be wrong—this estimate would have suggested that the introduction of a new

corporate act modeled after the MBCA lead to an increase of 23% in the annual number of local

corporations registered in the state.

The concerns of policy endogeneity become visible in Figure 2. I plot the individual year

coefficients for the years before and after the MBCA is adopted, centering zero at three years

before the new act goes into effect. There appears to be some level of pre-trends in the years

leading up to the policy. While these coefficients are not statistically significant, the point estimate

has an obvious positive trend, possibly due to local state conditions leading to adopting the MBCA.

The most likely candidate is the local business cycle. There is also a consistent positive level of

firm formation after the MBCA act, but this level appears to have been reached in the years before
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Figure 2: Simple Difference-in-Differences Annual Coefficients

The figure represents the time specific coefficients of an OLS regression with Log(Local Corporations +1) as the dependent variable
with year and state fixed effects. The range indicated by the blue (red) lines is the 90 percent confidence interval and the points is the
point estimate. Standard errors are clustered at the state level. As in the main model, the greyed out years are excluded in the main
model of Table 1 as they represent the transition period to propose, create, and adopt a new corporate act. They are included in here
to help the reader.

the act itself, which is puzzling. In short, even though the differences of Table 3 appear large and

robust, there are several issues in a simple differences approach using year and state fixed-effects,

suggesting a probable local endogeneity in the adoption of the policy.

4.1 Differences in Firm Formation Controlling for Varying Local Conditions

I now present the preferred approach, using the introduction of foreign Delaware firms into the

state as a proxy for local economic conditions. The reasoning for using this proxy is that, since

the new corporate acts specifically focused on the law and rules of firms established under the

local state jurisdiction, firms registered in Delaware and headquartered outside the state have no

direct benefit from it. Therefore, their presence in the state simply reflects their response to local
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Figure 3: Yearly Differences in Log(Foreign Delaware) Firms Around New Law

This graph reports variation in foreign (out of state) Delaware jurisdiction firms entering the state. The range indicated by the blue
(red) lines is the 90 percent confidence interval and the points is the point estimate. While there the variation in the pre period
appears statistically not significant, it also seems noisy and has a trend in the years preceding the MBCA adoption, suggesting there
is a concern for pre-trends.

economic conditions.11

To assess whether local economic conditions change around the time of the new act I plot, in

Figure 3, yearly coefficients akin to those of Figure 2, but with the number of foreign Delaware

firms as the dependent variable. If the policy is uncorrelated with local conditions, then this graph

should plot zero for all years. Instead, it shows significant coefficients in the pre-period to the

policy. On average, the pre-period is positive compared to the post-period. The point estimates of

the coefficients are very large (up to +0.3), and there is the same positive trend between years of

adoption, -2 to 0, that we observed in Figure 2. This suggests that some level of the endogeneity

in policy can be accounted for by using these foreign Delaware registrations as a proxy.

In Table 4, I bring together these two results to develop the main estimates of this paper.

The table reports estimates of an OLS regression with the log number of firms as the dependent

11Foreign Delaware firms do have an indirect benefit from corporate law to the extent that the law improved the
overall economic ecosystem of the region. Any estimates are therefore ’net’ of this effect.
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Table 4: Preferred Estimates.

(1) (2) (3) (4)
Local
Corp
(Log)

All
Local
(Log)

Local
Delaware

(Log)

Local
Partnerships

(Log)
Log(Foreign Delaware) 0.214∗∗ 0.200∗∗ 0.246∗∗ 0.259∗∗

(0.0291) (0.0277) (0.0262) (0.0481)

MBCA Adopted × Log(Foreign Delaware) 0.0486∗∗ 0.0435∗∗ -0.0258∗∗ -0.0433∗∗

(0.00471) (0.00416) (0.00967) (0.0146)

State Fixed-Effects Yes Yes Yes Yes

Year Fixed-Effects Yes Yes Yes Yes
Observations 1748 1748 1748 1748
R2 0.978 0.977 0.889 0.817

MBCA Adopted is a variable equal to 1 when a new act has been adopted in the state that was built on the Model
Business Corporation Act. The model controls for expansions of out-of-state firms into the state, as a proxy for the local
economic opportunities. The coefficient of interest is the interaction of MBCA Adopted with this measure, representing
the regisrtration of new firms above and beyond local opportunities. Coefficients indicate the percent-change in firms
registered after the introduction of the act. Dependet variable is indicated in the column title. Standard errors clustered at
the year level. Significance denoted as: * p <0.10, ** p <0.05, *** p <0.01.

variable, and include year fixed-effects, state fixed-effects, and Log(Foreign Delaware + 1). The

coefficient of interest is MBCA Adopted × Log(Foreign Delaware + 1). This coefficient represents

the estimated log-number of firms that were formed in the post-period relative to the foreign

Delaware proxy. If foreign Delaware firms does proxy reasonably well for local economic activity

(conditional on the fixed-effects), then this estimate is the increase in firm formation that was due

to the law.

Column (1) is the preferred estimate, representing the change in the number of local corporations

after the introduction of the MBCA. The point estimate is 0.049 with relatively sharp confidence

intervals. That is, on average, the introduction of a new corporate act modeled after the MBCA

increased the rate of formation of local corporations by 4.9%.

Column (2) instead looks at all local firms—local corporations, local partnerships, and local

Delaware firms. The estimate in this case is lower, at 4.4%. This reduction suggests that not all
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new local corporations are net-new firms, but that a small portion (0.5 percentage points, about

ten percent of the total), was a substitution from other types of firms into local corporations as the

new law improved the prospect of forming a corporation versus other types (e.g. a partnership),

for some marginal entrepreneurs.12

Columns (3) and (4) elucidate these substitution patterns. Column (3) reports the change in

the number of local Delaware firms (that is, firms that are headquartered in the state but register

under Delaware jurisdiction). The coefficient is negative and with a tight confidence interval, with

a value of -0.026. Column (4) instead looks at local partnerships. The point estimate is -0.043.

Given that local partnerships are about 10 times more common in the summary statistics than local

Delaware firms, this evidence can be interpreted as suggesting that the bulk of the substitution

occurred as entrepreneurs who would have founded partnerships moved to local corporations after

the act. If Delaware firms are likely to grow larger and are higher quality than local firms (Guzman

and Stern, 2019),13 it would appear that, while the policy did have a strong effect promoting local

entrepreneurship, the effect in appealing to high growth startups was smaller. On average, about

11 startups registered as corporations rather than partnerships each year due to the better law, and

about 0.5 local Delaware firms moved from Delaware to the local jurisdiction.

Figure 4 reports the dynamics of this main estimate. It plots the yearly coefficients of MBCA

Adopted × Log(Foreign Delaware + 1) with log local corporations as the dependent variable.

The effects are now much more stable and there is no longer evidence of pre-trends. In years

12This assumes a one-to-one mapping across the set of potential firms in the pre and post periods. This could vary if
the law also changed corporate scope (e.g. whether a firm would choose to register as two firms instead of one under
the new law). The impact of corporate law on corporate scope and the boundary of the firm is an important question
with little empirical evidence so far, but that I hope to tackle in future research.

13The benefits of registering in Delaware, such as a complex and detailed cannon of corporate law, and the value of
the Court of the Chancery, are benefits that are most valuable for entrepreneurs who intend to be large. Accordingly,
today, while Delaware registrations account for less than 5% of all new firms, they represent over 60% of all public
companies.
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Figure 4: OLS Preferred Estimates

Coefficients are from an OLS model controlling for year and state fixed-effects and Log(Foreign Delaware+1). The plotted
coefficient is the interaction of indicators for years to MBCA adoption and Log(Foreign Delaware+1) representing the increase
in entrepreneurship above and beyond local opportunities. The greyed-out years are excluded from the data as a transition phase.

-8 to -3, there is now only very slight variation in the point estimate, moving between -0.03 and

0.01. It is important to note that this is an order of magnitude smaller variation than Figure 2,

where the estimates move from -0.1 to 0.1, and that it now shows no trend. The adoption period

covering years -2 to 0 now shows strikingly stable estimates around zero, further suggesting the

control approach works well. As should be expected, there is no benefit of introducing a corporate

act before the law goes into effect. Once the new corporate law goes into effect, the estimate

turns positive, and remains positive and usually significant for all remaining time-periods, hovering

around the values of 2% and 3%, which is slightly lower than the main estimate. In short, it appears

that, conditional on local economic activity, the new corporate act did have a stable and positive

effect on local entrepreneurship.

Table 5 performs robustness tests by considering instead the count of firms from other jurisdictions.

Around this time, the jurisdictions of Ohio, New Jersey, and New York represented large economies
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Table 5: Robustness to Using Other Foreign Registrations as
Control.

(1) (2) (3)
Log(Ohio+1) 0.0407∗∗

(0.0182)
MBCA Adopted × Log(Ohio+1) 0.0542∗∗

(0.00709)
Log(New York+1) 0.0840∗∗

(0.0221)
MBCA Adopted × Log(New York+1) 0.0547∗∗

(0.00731)
Log(New Jersey+1) 0.0597∗∗

(0.0165)
MBCA Adopted × Log(New Jersey+1) 0.0597∗∗

(0.0101)
State Fixed-Effects Yes Yes Yes
Year Fixed-Effects Yes Yes Yes
Observations 1748 1748 1748
R2 0.976 0.976 0.976

Ohio, New York, and New Jersey are expansions into the focal state from each of these
jurisdictions. Coefficients indicate the percent-change in firms registered after the introduction
of the act. Standard errors clustered at the year level. Significance denoted as: * p <0.10, ** p
<0.05, *** p <0.01.

with many expanding firms, but they did not represent a significantly valuable jurisdiction for

out of state registrations. Therefore, their presence in the state can be once again counted as

local expansions. Column (1) represents regressions equivalent to the main regression, but using

Log(Ohio+1) as the main control rather than Delaware firms. Columns (2) and (3) repeat the same

specification instead using New York and New Jersey firms. The results are strikingly similar

across the different specifications and compared to the main result, suggesting the relationships are

stable and are, once again, reflective of a positive role of the introduction of the new corporate acts

on local firm formation.
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4.2 Instrumental Variables Estimates

I next introduce the instrumental variables estimates. In doing so, my goal is to address the

possibility of a remaining concern on the reader that the introduction of the MBCA is still correlated

with local conditions after controlling for foreign Delaware firms. I perform two different instrumental

variables estimates. The first uses the other jurisdictions introduced in Table 5 as instruments for

the Delaware jurisdiction expansions. The only common component driving foreign Delaware

registrations and these other locations is the local economy, so that using them as an instrument

should allow recovering the local economy more cleanly without other potential confounders. The

second instrumental variables approach uses the policy itself in the instrumental variable setting

of Freyaldenhoven et al. (2019). In their recent paper, this team of authors show that in panel

estimates of difference-in-differences (as the one used here) with the presence of an imperfect

proxy (foreign Delaware registrations), then the introduction of the policy itself as a forward lag

can be used as an instrument on the proxy to remove endogeneity. Using these two approaches

I find results consistent with the OLS estimate above, giving further support to conclude that the

impact of corporate law on entrepreneurship is identified.

Figure 5 presents scatterplots of the endogenous variable and the state registration instruments.

The top row shows a meaningful correlation between the instruments and the endogenous variable

in their raw values. The middle row shows the variables interacted with the MBCA indicator and

as a residual after state and year fixed effects. This is the same regression that will be the first stage

of the IV model. The bottom row is a robustness test showing these variables are still correlated

for the subset of data where MBCA Adopted is equal to 1.

The regression results are presented in Table 6. Column (1) is the first stage regression. The
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Figure 5: Instrumental Variables Scatterplots

Scatterplots of Log(Foreign Delaware +1), the number of new Delaware firms registered in a state that are not
headquartered within the state, and the registrations in Ohio, New York, and New Jersey. The middle and bottom
row plot the residual values of the X and Y variables after state and year fixed effects.
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Table 6: Instrumental Variables Regressions

(1) (2) (3) (4) (5)
First Stage 2SLS

Instrument:
OH, NY, NJ

2SLS

Instrument:
OH, NY, NJ

LIML
Instrument:

Lagged
Treatment

2SLS

Instrument:
Both

Log(Foreign Delaware+1) 0.213∗∗ 0.452∗∗ 0.567 0.469∗∗

(0.0287) (0.0992) (0.512) (0.0872)

MBCA Adopted × Log(F. Del.+1) 0.0519∗∗ 0.0547∗∗ 0.0570∗∗ 0.0620∗∗

(0.00570) (0.00583) (0.0149) (0.00597)

MBCA Adopted × Log(Ohio+1) 0.261∗∗

(0.0774)

MBCA Adopted × Log(New York+1) 0.979∗∗

(0.0786)

MBCA Adopted × Log(New Jersey+1) 0.240∗∗

(0.0846)
N 1748 1748 1748 1748 1748
F-statistic 2230.2
Cragg-Donald Statistic (χ2) 2148.5 52.7 1.6 36.3
Anderson Test Statistic (χ2) 32.8 27.9 2.7 29.3
Anderson Test p-value 0.0000004 0.00004 0.1 0.0006
J-Test Statistic (χ2) 1.8 2.7 18.3
J-Test p-value 0.4 0.6 0.02

Column (1) is the first stage, with the dependent variable MBCA Adopted × Log(Foreign Delaware+1). Column (2) uses the first stage of
(1) to instrument for the target endogenous variable MBCA Adopted × Log(Foreign Delaware+1). Column (3) replicates Column (2) but
makes Log(Foreign Delaware+1) also endogenous by with the log levels of Ohio, New York, and New Jersey. Column (4) uses the forward
lagg approach from Freyaldenhoven et al (2019). They show that leads (forward lags) of an endogenous treatment (such as MBCA adopted)
can remove endogeneity if the instrument a proxy variable. I use the first and second lead to instrument for MBCA Adopted × Log(Foreign

Delaware+1) and Log(Foreign Delaware+1). This is estimated as LIML to avoid issues of weak instruments. Column (5) includes the
instruments of both (2) and (4) together. Standard errors clustered at the year level. Significance denoted as: * p <0.10, ** p <0.05, *** p
<0.01.
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relationship between the endogenous variable and the instruments is highly positive and significant,

with a partial F-statistic of 2230 after accounting for state and year fixed effects.

Column (2) is the main two stage least squares (2SLS) estimate. The estimated change in firm

formation is positive and significant, with a point estimate of 0.05, which is virtually identical to

the OLS from the prior section. The Cragg-Donald statistic for weak identification is very high,

rejecting weak identification, and the Anderson test of underidentification is also high, rejecting

the null that the estimate is underidentified. Furthermore, the J-test of overidentifying restrictions

is low with a p-value of 0.41. This means that the null that the instruments are exogenous is not

rejected, and implies that the instruments are valid. Given that three different instruments are used

in the J-test, this is strong evidence on the validity of the approach.

Column (3) allows for Log(Foreign Delaware+1) to also enter as an endogenous variable and

includes the log (plus one) of registrations in Ohio, New York, and New Jersey (i.e., not interacted)

as instruments in the regression. The result is a total of 6 instruments. The point estimate is

about the same, at 0.055, and the key test statistics once again reject weak indentification and

underidentification, while the J-test is not significant, again consistent with the validity of the

instruments.

Column (4) implements the Freyaldenhoven et al approach with the first and second forward

lags of treatment as the instruments for Log(Foreign Delaware+1) and Log(Foreign Delaware+1)

X MBCA Adopted.14 Because this instrument appears to be much weaker, I estimate this regression

through LIML rather than 2SLS to guard against any risk of bias due to weak instruments. The

coefficient is quite consistent with the rest, with a value of 0.057. Finally, Column (5) includes all

instruments from Columns (2) and (4). While the effect is slightly higher, the J-test of overidentifying

14As noted in Freyaldenhoven et al. (2019), all forward lags of treatment are valid instruments on the proxy values.
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Figure 6: Control for Log(Foreign Delaware+1) Instrumented by Ohio, New
York, and New Jersey.

Plots the coefficients before and after the MBCA adoption including Log(Foreign Delaware+1) as a control,
instrumented by the log (plus one) levels of Ohio, New York, and New Jersey.

restrictions now rejects the validity of the instruments, suggesting that the lagged treatments could,

in fact, be invalid instruments.

To present some graphical evidence, I plot in Figure 6 the annual coefficient after controlling

for Log(Foreign Delaware+1), instrumented with the other state registrations. The effect has larger

confidence intervals but appears consistent with the point estimates of the prior table.

Together, these results provide robust evidence that allow for a causal interpretation of the

estimated coefficients: the introduction of the new corporate acts adopting the MBCA led to about

a 5% increase in the rate of firm formation independent of the effects of the local economic cycle.

4.3 Heterogeneity by State

Table 7 now begins to unpack some of the heterogeneity of the effect to better understand the

mechanism. While the law that was adopted from the Model Act was quite homogeneous across

locations, the locations that adopted it where not. Smaller states and newer states had less developed
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Table 7: Heterogeneity Across Locations.

(1) (2) (3) (4) (5)
Small
States

Large
States South West Midwest

Log(Foreign Delaware ) 0.152∗∗ 0.244∗∗ 0.347∗∗ 0.0556 0.161∗∗

(0.0394) (0.0304) (0.0357) (0.0582) (0.0401)

MBCA Adopted x Log(F. Del.) 0.168∗∗ 0.0437∗∗ 0.0209∗∗ 0.0804∗∗ 0.0767∗∗

(0.0135) (0.00491) (0.00558) (0.0110) (0.00994)
State Fixed-Effects Yes Yes Yes Yes Yes
Year Fixed-Effects Yes Yes Yes Yes Yes
Observations 722 1026 456 456 342
R2 0.984 0.975 0.987 0.969 0.984

OLS model. Dependent variable is Log(Local Corporations ). The coefficient of interest is the interaction of MBCA

Adopted and Log(Foreign Delaware ), representing the percent increase in firm formation after the act. Small
states are those below median firm formation in 1946, while large states are above the median. South includes
all confederate states. West includes Colorado, Wyoming, Utah, Idaho, Alaska, Hawaii, Nevada, and the costal
states. Northest is New England, Maryland, Connecticut and New York. Standard errors clustered at the year level.
Significance denoted as: * p <0.10, ** p <0.05, *** p <0.01.

institutions, so that the relative improvement of the legal institution by the introduction of the law

is likely to have been higher in these. The results confirm this intuition. The effect is largest for

states that were smaller at the begging of the period (below the sample median in terms of total

local firm formation in 1946), and they are also larger in the younger states of the Midwest and

West.

4.4 Incomplete vs Complete MBCA Adoptions

Finally, Table 8 studies the role of complete MBCA adoptions versus partial ones. The results

so far have considered only the complete adoptions. If the MBCA truly embodies good legal

principles, and this better corporate law helps firm formation, then one would expect the partial

adoptions of the act to have a smaller or no effect.

The main coefficient to consider is Column (4). In here, we observe that the positive effect

of the MBCA acts appears to be localized only to the complete MBCA adoptions (i.e., MBCA
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Table 8: Partial vs Complete MBCA Adoptions

(1) (2) (3) (4)
All Acts 0.203∗∗ 0.0318

(0.0260) (0.0296)

MBCA Adopted 0.204∗∗

(0.0282)

Log(Foreign Delaware) 0.207∗∗ 0.212∗∗

(0.0284) (0.0283)

All Acts × Log(Foreign Delaware) 0.0410∗∗ 0.00693
(0.00502) (0.00791)

MBCA Adopted × Log(Foreign Delaware) 0.0424∗∗

(0.00668)

Year Fixed-Effects Yes Yes Yes Yes

State Fixed-Effects Yes Yes Yes Yes
Observations 1748 1748 1748 1748
R2 0.976 0.976 0.978 0.978

OLS model. Dependent variable is Log(Local Corporations ). Columns (1) and (2) are the basic difference in
differences, columns (3) and (4) are the preferred model that also controls for local conditions. Consistent with the
idea that it is good law that encourages entrepreneurship, virtually all the effect is concentrated in the states that
adopted the MBCA. Standard errors clustered at the year level. Significance denoted as: * p <0.10, ** p <0.05,
*** p <0.01.

Adopted × Log(Foreign Delaware + 1)), while the effect for all acts (after controlling separately

for the complete ones) is basically zero. In Figure 6 I also consider the dynamics of the incomplete

acts by plotting yearly coefficients only for these acts. In the post-period, it would appear there is

no noticeable effect in the level of entrepreneurship in the state.

Together, these results confirm a view whereby good law itself, and not the process of updating

the law, increased the rate of entrepreneurship in the region.

5 Policy Simulations

As a final piece of analysis, I build on these results to consider a small number of policy questions.

The key idea comes from Abadie et al. (2017), who suggest that different types of clustering of
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Figure 7: Placebo Test: Acts that Only Partially Adopted the MBCA

Indicates the coefficients of the main model for acts that did only partially implemented the MBCA or did not implement it at all.
Consistent with the principle that law leads to entrepreneurship, there is no effect from the act.

Table 9: Policy Simulations

(1) (2) (3) (4)

Local
Corporations

(Log + 1)

Total
Local Firms
(Log + 1)

Local
Corporations

(Log + 1)
2SLS (IV)

Total
Local Firms
(Log + 1)
2SLS (IV)

Log(Foreign Delaware) 0.214∗∗ 0.200∗∗ 0.452∗ 0.380
(0.0585) (0.0569) (0.254) (0.254)

MBCA Adopted × Log(Foreign Delaware) 0.0486∗ 0.0435 0.0547∗∗ 0.0520∗∗

(0.0282) (0.0282) (0.0250) (0.0259)

Year Fixed-Effects Yes Yes Yes Yes

State Fixed-Effects Yes Yes Yes Yes
Observations 1748 1748 1748 1748
R2 0.978 0.977 0.976 0.976
S.E. Clustered by Year Yes Yes Yes Yes
S.E. Clustered by State Yes Yes Yes Yes

OLS model. Dependent variable indicated at the top of each column. This table builds on the insights of Abadie et al (2019) that
different approaches for standard errors indicate different policy experiments. Column (1) is the main estimate, which indicates the
impact of MBCA. Columns (2) and (3) also cluster the standard errors at the state level, which hence assumes the states are random
sub-samples of economic regions in general. Significance denoted as: * p <0.10, ** p <0.05, *** p <0.01.
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standard errors represent answers to different empirical questions and policy experiments. Generally,

robust standard errors should be used to estimate the impact of a policy in this set of geographies.

Clustering standard errors by geography instead answers an experiment of the impact of the policy

if this set of geographies is a random sample of a broader superset of geographies (such as, all

developed regions in the world).

Table 7 reports the two main effects of the adoption of the Model Act on firm formation, with

standard errors clustered at both the state and year levels. The main estimate of this paper, the

impact on the log of local corporations, is in column (1). The coefficient is significant at the ten

percent level (p = 0.08), with a 95-percent confidence interval ranging from +0.11 to -0.00. These

suggests that taking the results presented here from the U.S. to other regions add some uncertainty,

but the results continue to be positive and barely from zero. The results of column (2), estimating

the impact on all local firms, look more noisy. While the effect is positive, the p-value is 0.12

in this case, with a 95-percent confidence interval of 0.11 to -0.01. Columns (3) and (4) use the

instrumental variable approach using Ohio, New York, and New Jersey registrations. Interestingly,

the estimates here gain precision and are now significant at the five percent level.

In short, when we expand to consider what the effect would be if this policy was implemented

in other regions, the effects still appear positive and significant. The implementation of better

corporate law is likely to increase entrepreneurship in most regions, but the precise benefit might

range from 12% to zero, with a mean estimate of 5.2% increase in total firm formation and 5.5%

increase in local corporations.
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6 Conclusion

Economic development depends on strong institutions that incentivize entrepreneurs to take new

projects, but there is much disagreement on what are the key institutional components that matter.

In this paper, I used the introduction of new state corporate law adopting the Model Business

Corporation Act to assess the impact of improving corporate law on firm formation. In a difference-in-differences

setting that uses expansions of foreign firms into the state to control for time varying economic

conditions, I document that improving corporate law does in fact increase firm formation. The

point estimate is 4.9%, of which about 10% (or 0.5 percentage points) appears to have been

substitution from other corporate forms, with the rest being net-new firms. There are no pre-trends

once variation in the business cycle is accounted for and the estimates are robust to several instrumental

variables tests. The estimated impact of the new law is higher for locations with ex-ante lower

levels of legal development, and only holds for ‘complete’ implementations of the MBCA. Because

the local economic conditions are controlled for, these estimates identify the direct effects of

corporate law, net of any general ‘ecosystem effects’ that improve the overall economy. The

total effect is therefore likely to be larger. These results provide novel within-region evidence

that better corporate law in and of itself (i.e., rather than institutions more broadly) leads to more

entrepreneurship, and that entrepreneurs themselves are responsive to corporate law in their choice

of incorporation form.

At a policy level, these results suggest that the adequate tuning and updating of law is an

important piece of the functioning of the economy. Legislating well matters. It is useful to highlight

that the law studied here was a compendium of nation-wide best practices developed by a single

organization (the American Bar Association) from which the individual corporate law acts copied
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closely. This suggests that good corporate law principles have commonality across jurisdictions,

albeit within the limited heterogeneity allowed across U.S. states. The experience of the MBCA

further shows that a significant hurdle in the introduction of better law is the cost of developing this

law, so that guidelines, best practices, templates, and model acts, have valuable benefits in making

this process more efficient.

These insights are only a first set of results in a rich avenue of inquiry. More work is needed

to fully understand the role of law in the development of financing and entrepreneurship, and the

way in which the legal environment can support the process of creative destruction and ultimately

drive development and economic growth.
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