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Discrimination and Entrepreneurship: Evidence from LGBT Rights Laws 

Abstract 

 

This study revisits the well-established claim that reducing discrimination spurs entrepreneurial entry. We 

propose that the effect of antidiscrimination initiatives on entrepreneurship depends crucially on whether 

discrimination originates on the demand- or the supply-side of the entrepreneurial process. The benefits of 

antidiscrimination practices in the context of entry are based on the study of the demand-side 

discrimination, or bias which arises when prospective entrepreneurs face discrimination by key resource 

providers for a new venture (i.e., investors, banks, prospective employers). We hypothesize the opposite 

effect on the supply-side, or when prospective entrepreneurs face discrimination in paid employment. Using 

evidence from the enactment of LGBT antidiscrimination policies, we show that initiatives to reduce 

employer discrimination deter entry into entrepreneurship because they increase the appeal of paid 

employment relative to entrepreneurship. Despite the reduction in the rates of entrepreneurship, however, 

new ventures’ growth orientation increases because antidiscrimination policies motivate the pursuit of 

higher-potential opportunities.  
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Introduction 

Whereas discrimination in labor markets has been well documented (e.g., Tilcsik, 2011; Kang et al., 

2016; Castilla, 2011; Pager and Pedulla, 2015), there is growing evidence that discriminatory behavior 

might carry over to entrepreneurship. Although the act of launching a new venture is a critical source of 

job creation and employment (Haltiwanger 2012; U.S. Department of Commerce, Economics and 

Statistics Administration, 2010), some individuals face systematic bias, thought to impede their entry into 

entrepreneurship and therefore suppress founding rates (e.g., Thébaud and Sharkey, 2016; Younkin and 

Kuppuswamy, 2017; Fairlie and Robb, 2007; Blanchflower, Levine and Zimmerman 2003). Numerous 

studies found, for example, that negative beliefs and stereotypes about disadvantaged groups hinder entry 

into entrepreneurship by minority groups, including women (Buttner and Rosen 1989, Thébaud 2010, 

Tinkler, Bunker Whittington et al. 2015), non-Whites (Younkin and Kuppuswamy, 2017; Fairlie and 

Robb, 2007; Blanchflower, Levine and Zimmerman 2003), and immigrants (Teixeira and Truelove, 

2007).  

But despite the significant evidence that discrimination hinders entrepreneurial activity, few 

studies examine if and when efforts to prevent discrimination would lead to an increase in founding rates 

– even though understanding how to promote a broader participation in entrepreneurship has become of 

growing interest in popular, academic, and political debates (e.g., Kauffman Foundation, 2015; OECD, 

2012). Given the evidence for the stifling influence of discrimination on entrepreneurship, extant studies, 

by default, imply a positive link between antidiscrimination initiatives and transition into 

entrepreneurship. Indeed, scholars and policy makers have assumed that “supporting entrepreneurs 

requires (.. .) abolishing discrimination” (Ascher, 2012:10) and that interventions aimed at increasing 

entrepreneurial activity should “reduce discrimination and promote equality across people and social 

groups” (OECD, 2012). These general claims, however, have been made only on the basis of the demand-

side discrimination, or instances in which prospective entrepreneurs are subject to discrimination by 

resource providers. That is, in examining the impact of discrimination on entrepreneurship, prior studies 

have focused on discriminatory behavior of key stakeholders in the entrepreneurial process, including 
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venture capitalists (e.g., Brush et al., 2004), banks and loan officers (e.g., Blanchflower, Levine and 

Zimmerman 2003; Thébaud and Sharkey, 2016), consumers (e.g., Borjas and Bronars 1989), crowds (e.g., 

Younkin and Kuppuswamy, 2017), or prospective startup employees (e.g., Kacperczyk, Younkin, and 

Balachandran, 2017). Yet transition into entrepreneurship is not only determined by the demand-side 

forces, or access to opportunities and resources, but also the supply-side factors, or the willingness of 

individuals to occupy entrepreneurial roles (e.g., Thornton, 1999). In particular, because opportunities in 

paid employment have a profound impact on whether an individual chooses to enter entrepreneurship 

(Audia and Rider, 2006; Muller and Arum, 2004), entry becomes less appealing when career paths 

elsewhere appear more attractive and more costly to give up (e.g., Amit et al., 1995; Kacperczyk and 

Marx, 2016; Hellmann, 2007; Kacperczyk, 2012; Sørensen and Sharkey, 2014). Significant to the 

question at hand, if discrimination affects the perceived attractiveness of paid employment, it may impact 

an individual’s decision to substitute paid employment with entrepreneurship. Yet, in studying 

discrimination, scholars have rarely made the critical distinction between the demand- and the supply-side 

of the entrepreneurial process, thus masking the possibility that different sources of discrimination will set 

off different mechanisms, thus leading to profoundly different outcomes in entrepreneurship. As a 

consequence, our understanding of the relationship between antidiscrimination initiatives and 

entrepreneurship remains incomplete.    

In this study, we assess the relationship between antidiscrimination initiatives and entrepreneurial 

entry but turn our attention to the supply-side of the entrepreneurial process and the key role of paid 

employment in fostering entrepreneurial entry. Consistent with the view of entrepreneurship as a mobility 

process (Sørensen and Sharkey, 2014; Kacperczyk and Marx, 2016; Müller and Arum, 2004), we expect 

that interventions to reduce discrimination will suppress the overall rates of entrepreneurial entry – when 

such efforts are directed at the supply side, or employers. Antidiscrimination initiatives will enhance the 

relative appeal of career options available to individuals in paid employment and increase the opportunity 

cost of giving up enticing prospects elsewhere (O’Reilly, Caldwell, and Barnett, 1989; O’Reilly and 

Chatman, 1986; Burbano et al., 2013). Following the introduction of employment antidiscrimination 
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initiatives, entrepreneurship rates will therefore decline. 

As further tests of our claims, we expect that initiatives to reduce employer discrimination will 

increase the threshold for choosing to explore a new opportunity through entrepreneurship. Given that 

only valuable opportunities will compensate for giving up attractive employment options, we expect that 

the growth-orientation of new ventures will increase when discrimination in the labor market subsides. 

Moreover, we expect these relationships to be amplified for firms in states where discrimination is more 

prevalent, because employees in those states benefit the most from reduced discrimination. Finally, our 

arguments imply that initiatives aimed at preventing employer discrimination will reduce rates at which 

jobs are created and destroyed, because fewer workers will be motivated and willing to leave current jobs 

in pursuit of alternative options, either with another employer or through entrepreneurship. We thus 

expect that fewer jobs will be vacated and fewer new vacancies within established firms will be filled.  

To identify the effect of workplace antidiscrimination initiatives on entrepreneurship, we exploit 

a quasi-natural experiment provided by the staggered enactment of Employment Non-Discrimination Acts 

(ENDAs) in 21 U.S. states, spanning 32 years (Gao and Zhang, 2017). Such acts prohibit employer 

discrimination based on sexual orientation and gender identity, thus matching in importance earlier acts 

against employer discrimination on the basis of race, gender, religion, national origin, and physical 

disability. Using a difference-in-differences approach, our results establish that the enactment of 

employment antidiscrimination laws leads to a significant decline in rates of new-venture foundings. At 

the same time, in instances when new ventures are founded, their growth potential is higher, mainly 

because initiatives that reduce discrimination simultaneously increase the threshold for leaving paid 

employment in pursuit of entrepreneurship. Overall, our findings contribute to the understanding of how 

initiatives to reduce discrimination affect entrepreneurial foundings as well as the orientation growth of 

new ventures.  

THEORY 

Antidiscrimination and Entrepreneurial Entry 

Many studies have argued that discrimination hinders participation in entrepreneurship by blocking some 
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groups of aspiring entrepreneurs from accessing opportunities and resources on which the entrepreneurial 

entry depends (e.g., Buttner and Rosen, 1989; Hisrich and Brush 1984; Thébaud 2010; Younkin and 

Kuppuswamy, 2017; Fairlie and Robb, 2007; Blanchflower, Levine and Zimmerman 2003). Because 

scholars have identified discrimination to have an enduring, negative impact on startup founding, a logical 

implication of past studies has been that efforts that reduce discrimination will broaden participation in 

entrepreneurship and increase the overall rates of entry (e.g., Ascher, 2012; OECD, 2012). 

One line of research on entrepreneurship and discrimination has focused on gender disparities, 

suggesting that women are less likely than men to start new ventures (e.g., Thébaud 2015; Kacperczyk 

and Guzman, 2017). These studies have commonly concluded that negative stereotypes about gender and 

cultural beliefs about the value of masculinity in the context of entrepreneurship dramatically reduce rates 

of new-venture foundings by hindering women’s access to opportunities and resources conducive to 

transition into entrepreneurship (e.g., Carter and Shaw 2006; Cavalluzzo, Cavalluzzo and Wolken 2002; 

Thébaud, 2010; Thébaud and Sharkey, 2016). Such stark gender gap continues to persist even after 

factors such as human capital, industry, and credit histories are taken into account (Carter and Shaw 2006; 

Cavalluzzo et al. 2002; Wu and Chua 2012), so much so that bias is even detected in experimental 

conditions where gender is randomly assigned to a new venture (e.g., Shane et al. 2012; Thébaud 2010; 

Kacperczyk, Younkin, and Balachandran, 2017). Given that discrimination prevents a large share of 

individuals (i.e., women) from becoming entrepreneurs, a logical implication of these studies is that 

interventions to reduce unequal standards will increase the overall participation in entrepreneurship – by 

encouraging entry by female entrepreneurs. For example, some scholars have argued that broader, more 

inclusive participation in entrepreneurial activities requires policies that eradicate negative stereotypes 

about gender, making access to entrepreneurial opportunities more equitable for all (Shaw et al., 2001; 

Fisher, Rober, Dyke, 1993; see Jennings and Brush, 2013, for a review). 

The key role of discrimination in impeding participation in entrepreneurship has also been found 

in the context of racial minorities (i.e., Blacks and Hispanics), with scholars suggesting that minority 

groups face systematic disadvantage when they seek credit from suppliers (Freeland and Keister, 2016) or 
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banks (Blanchflower, Levine, and Zimmerman, 2003), or during the attempts to gather startup capital 

(Fairlie and Robb, 2007; Younkin and Kuppuswamy, 2017). Such differences tend to persist even when 

disparities in creditworthiness or other observables are controlled for (Blanchflower, Levine, and 

Zimmerman, 2003), or, in experimental conditions, when race is randomly assigned (Younkin and 

Kuppuswamy, 2017). Similar to studies on female entrepreneurs, an important byproduct of this research 

is that interventions aiming to prevent discrimination will facilitate entrepreneurial entry of these 

disadvantaged groups and foster participation in entrepreneurship. Scholars have implied, for example, 

that efforts to alleviate racial inequality would enhance entrepreneurial opportunities for Blacks, 

increasing the level of entrepreneurial activity (Gold, 2016), or that interventions to mitigate racial bias on 

a crowdfunding platform might increase rates at which new ventures are founded (Younkin and 

Kuppuswamy, 2017). Taken together, these studies provide a strong reason to predict that policies and 

interventions aimed at bias prevention yield higher rates of entrepreneurial foundings. 

However, despite these accounts leading to an expectation that entrepreneurial foundings should 

increase in absence of discriminatory behavior, the relationship between discrimination and transition into 

entrepreneurship remains poorly understood. Where scholars found evidence that discrimination 

undermines participation in entrepreneurship, they focused only on contexts in which bias arises on the 

demand side of the entrepreneurial process, or in instances whereby a prospective entrepreneur seeks 

resources from key providers to explore entrepreneurial opportunities (Thornton, 1999). For example, 

evidence of discrimination has been regularly found in settings where prospective entrepreneurs pursue 

access to resources from key resource holders, including professional investors, consumers, crowds, or 

employees (e.g., Brush et al., 2004; Blanchflower, Levine and Zimmerman 2003; Thébaud and Sharkey, 

2014).  

But transition into entrepreneurship is, first of all, driven by the supply-side factors, or the 

willingness of people to leave paid employment to occupy entrepreneurial roles (Thornton, 1999). In 

particular, sociological and organizational research suggests that entrepreneurship represents a mobility 

process (Sørensen and Sharkey, 2014; Kacperczyk and Marx, 2016) and therefore the decision to become 
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an entrepreneur is partly a function of a worker’s calculus of whether to give up their attachment to paid 

employment and launch a new venture instead (Amit, 1995; Hellmann, 2007; Kacperczyk, 2012; 

Sørensen and Sharkey, 2014). Importantly, because discrimination influences an individual’s perceived 

attractiveness of opportunities and constraints available in paid employment (Pager, Western, and 

Bonikowski, 2009; Petersen and Saporta, 2004), evidence of employer discrimination will likely affect 

the decision to become an entrepreneur. Yet, in examining discrimination in entrepreneurship, scholars 

have rarely conceptualized origins of bias and past studies have not linked the varying sources of 

discriminatory behavior to distinct mechanisms and distinct outcomes in entrepreneurship. This raises 

questions as to whether efforts to reduce discrimination will lead to higher willingness and motivation to 

become an entrepreneur. Thus, the impact of such initiatives and the process behind it need to be 

considered more fully.   

Paid Employment and Transition into Entrepreneurship 

Although individuals have diverse motives for entering entrepreneurship, there is increasing attention to 

factors on the supply side of the entrepreneurial process that influence motivation and willingness to 

launch a new venture, independent of entrepreneurial opportunities in the market (Thornton, 1999). 

Because most entrepreneurs emerge from existing organizations (e.g., Audia and Rider, 2005; Sørensen 

and Fasiotto, 2011), the characteristics of paid employment affect a person’s choice to pursue 

entrepreneurship. A prominent line of research suggests, in particular, that entrepreneurship is best 

examined as a career-mobility process, whereby people evaluate entrepreneurial entry relative to other 

career options available in paid employment (e.g., Kacperczyk 2012, Kacperczyk and Marx 2016, 

Sørensen and Sharkey 2014). From this perspective, employees are more likely to leave paid employment 

for entrepreneurship when entry is more compelling than alternative career options either in the current 

workplace or with another employer. For example, past research found that mutual fund managers were 

less likely to leave for entrepreneurship when opportunities for internal venture development were 

available in current employment, making attachment to current employment more attractive (Kacperczyk, 

2012). Other research has similarly showed that software engineers were less likely to enter 
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entrepreneurship when they were employed at large firms with more attractive opportunities related to 

promotion, wages, or internal resources, among other things (Kacperczyk and Marx, 2016). Still others 

have argued that employees are more likely to enter entrepreneurship when their internal advancement 

options are blocked, or when they have fewer, and less attractive offers from other firms, conditional on 

mobility (Sørensen and Sharkey, 2014). Echoing these arguments, scholars have argued that employees 

affiliated with more attractive employers are less inclined to self-select into entrepreneurship because the 

opportunity cost of doing so is higher (e.g., Amit et al. 1995; Hellmann, 2007). Workers are similarly less 

willing to become entrepreneurs when they earn higher wages in paid employment (Amit et al., 1995) but 

more likely to do so when they experience disagreements with current employer (Klepper, 2007), when 

unable to pursue their own initiatives (Hellmann, 2007), or when less likely to receive external offers 

from employers (Sørensen and Sharkey, 2014). In all cases, the opportunity cost of leaving current 

employment or joining another firm is sufficiently low to motivate the pursuit of entrepreneurship in lieu 

of paid employment. Together, these studies underscore the profound impact of paid employment, the 

career options it offers, and the cost of giving them up, in shaping the propensity to become an 

entrepreneur. Because people are less inclined to launch new ventures when options with paid 

employment are more enticing, efforts to reduce employer discrimination might change the relative 

appeal of entrepreneurship. 

Employment Antidiscrimination and Entry into Entrepreneurship 

Sanctions against employer discrimination might alter an individual’s choice between paid employment 

and entrepreneurship by enhancing the attractiveness of the former relative to the latter. Given that 

antidiscrimination efforts lead to implementation of firm-level practices that result in greater openness to 

diversity across employers and the protection of disadvantaged groups (Dobbin, Sutton, Meyer and Scott, 

1993; Dobbin and Kelley, 2007), we expect such initiatives to reduce the inclination for entrepreneurial 

entry in two main ways.  

First, when employers are less likely to engage in discriminatory behavior vis-à-vis minority 

workers, employees from disadvantaged groups will find opportunities in paid employment appealing. 



10 

There is consistent evidence, for example, that antidiscrimination legislation is associated with greater 

implementation of diversity programs and that such initiatives increase, in turn, hiring and promotion of 

minorities (e.g., Donohue and Siegelman 1991; Kalev and Dobbin, 2006). Relatedly, because minorities 

tend to be more attracted to employers with formal personnel systems in place to prevent discrimination 

(DiPrete 1989; Barbulescu and Bidwell, 2013), antidiscrimination initiatives will further incline workers 

from disadvantaged groups to keep attachment to paid employment. In short, efforts to prevent employer 

discrimination will incline those most subject to discrimination to preserve their attachment to employers 

– given that entrepreneurial path appears less appealing in relative terms.  

Second, efforts to prevent discrimination may suppress entrepreneurial rates by enhancing the 

perceived attractiveness of paid employment even for those not subject to discrimination per se. 

Extensive research in sociology and strategy highlights the broad benefits of antidiscrimination, openness, 

and diversity initiatives. The “creative class” argument, for example, posits that tolerance and openness to 

diversity are important in attracting valuable talent in knowledge industries (e.g., Florida, 2002; Florida et 

al., 2008; Wedemeier, 2010). Evidence exists that knowledge workers find diversity-promoting 

organizations appealing because the “creative class” tends to value environments in which everyone is 

included. Even if they are not members of minority groups themselves, these high-human-capital workers 

tend to self-sort into and remain in environments in which social benefits and opportunities extend to 

minority workers, including women, non-Whites, and gay people (Florida, 2014). 

A similar argument—that initiatives to prevent employer discrimination enhance the value 

employees place on paid employment—is also prevalent in the line of research on corporate social 

responsibility (CSR; Burbano et al., 2013; Flammer and Kacperczyk, 2015). Studies in this vein have 

suggested that CSR practices, many of which focus on eradicating discrimination, enhance employee 

commitment and job satisfaction (Dimarco, 1975), in part because firms perceived as being fair and 

caring toward all groups of employees, boost workplace engagement, feelings of inclusion, and the trust 

climate (Downey et al., 2015; Greening and Turban, 2000). Efforts to promote workplace diversity have 

further been shown to enhance employee loyalty and work engagement because workers infer from firms’ 
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engagement in diversity and other social initiatives whether the managers and the organization are fair-

minded (Aguilera et al., 2007), and whether the employer is an accurate fit (Kim et al., 2010). Given that 

knowledge workers place high value on employer practices aimed at increasing inclusion and equality, 

employee turnover tends to decrease when employers put such initiatives in place (Bode, Singh, and 

Rogan, 2015). In short, employers less prone to discriminate against minorities might be better positioned 

to attract and retain a wide group of knowledge workers, because initiatives to prevent discrimination 

enhance workplace appeal in general – even amongst those workers not subject to bias (e.g., Burbano et 

al., 2013; O’Reilly, Caldwell, and Barnett, 1989; O’Reilly and Chatman, 1986). Critically, we expect that 

efforts meant to prevent discrimination will increase the attractiveness of paid employment and the 

corresponding opportunity cost of leaving to launch a new venture. Following the adoption of 

antidiscrimination initiatives, workers will therefore be relatively more likely to preserve their attachment 

to paid employment and to forgo the exploitation of entrepreneurial opportunities. 

At the same time, we further expect antidiscriminatory initiatives to have an opposite effect on 

new-ventures’ growth orientation. If our results are driven by an increase in the relative appeal of paid 

employment, the threshold for exploring entrepreneurial opportunities will rise, following an introduction 

of antidiscrimination initiatives. Consistent with this claim, numerous studies reported that startups tend 

to reveal lower growth potential and weaker survival chances (Fairlie and Fossen, 2017), when entry 

threshold is low and venture foundings reflect necessity or lack of employment options. Thus, in instances 

where employees chose to sort into entrepreneurship and gave up compelling career options elsewhere, 

entrepreneurial opportunities were likely more promising and more enticing, leading to the founding of 

ventures with higher-growth potential. Hence, initiatives to prevent employer discrimination will suppress 

the rates of entrepreneurship, but enhance the growth-orientation of new ventures. 

H1: Initiatives to reduce employer discrimination will lead to a decline in the rate of entrepreneurial 

foundings. 

H2: Initiatives to reduce employer discrimination will lead to an increase in new ventures’ growth 

orientation. 
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Mechanisms: State Heterogeneity and the Job Reallocation 

Our core argument suggests that efforts to prevent employer discrimination suppress employee 

willingness and motivation to launch a startup because workers find the prospects within paid 

employment more enticing. In what follows, we probe this mechanism more deeply by assessing whether 

our findings are systematically moderated under some conditions or whether they are associated with 

other outcomes. 

First, we expect cross-sectional heterogeneity in new-venture foundings across states. If our 

supposition is plausible, the negative effect we document will be most acute for firms located in states 

where discrimination is more prevalent, in general. Sanctions against discriminatory practices prove 

particularly effective in instances when bias against minority groups is more common and more socially 

accepted. For example, gay-rights legislation had a more profound effect in areas where discrimination 

against gay communities was more common before the enactment of antidiscrimination legislation, given 

that these areas were less accepting of gays and lesbians in the first place (Button et al., 1996). 

Accordingly, we expect that a decline in entrepreneurial foundings and an increase in growth orientation 

of new businesses will be amplified in states where discrimination is more prevalent. 

H3a: A reduction in the rate of entrepreneurial foundings due to initiatives to reduce employer 

discrimination will be amplified in states with higher discrimination levels. 

H3b: An increase in the growth orientation of entrepreneurial foundings due to initiatives to reduce 

employer discrimination will be amplified in states with higher discrimination levels. 

As a second test, we consider the effect of antidiscrimination efforts on job shifts, such as the 

destruction and creation of new jobs within established firms. If efforts to reduce employer discrimination 

enhance the relative appeal of paid employment, these initiatives will diminish the rates at which jobs are 

created and destroyed within established firms.  

Consider first job destruction. Workers will be less likely to depart established firms to found 

startups, leaving fewer jobs in paid employment vacant. A smaller share of vacated jobs will be associated 

with fewer unfilled vacancies, and therefore fewer jobs likely to be eliminated by employers. When 
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opportunities within the current workplace increase as a function of antidiscrimination initiatives, workers 

will also be less inclined to switch employers. Whereas interfirm mobility is generally costly for 

individuals, as search and switching costs associated with moving across firms are high (Campbell et al., 

2012; Madrian, 1994), any potential gains from switching employers become even less clear when 

employer bias subsides, equalizing the distribution of career opportunities across all groups of workers. If 

most or even all established firms adopt antidiscrimination initiatives, any remaining differences across 

employers will diminish, additionally reducing value that could be captured by switching from one 

employer to another. Because employees are less likely to sever their employment ties by switching to 

another employer, the rates at which jobs are vacated and eventually destroyed will further decline.  

A similar logic will underlie the relationship between efforts to prevent employer discrimination 

and new job creation within established firms. Because antidiscrimination initiatives discourage workers 

from switching employers, hiring external talent will pose a greater challenge to incumbents (Rao and 

Drazin, 2002). A potential decrease in the external candidate pool might additionally suppress the 

employer’s willingness to create new jobs, in anticipation of scarce talent to fill new vacancies. As a 

result, rates at which new jobs are created by incumbent firms will further decline. Overall, if reducing 

employer discrimination leads to a decline in entrepreneurial foundings because sanctioning employer 

bias enhances the relative appeal of options within paid employment, the rate of job destruction and job 

creation will decrease as a result of antidiscrimination initiatives. 

H4: Initiatives to reduce employer discrimination will decrease the rate of job destruction in 

established firms. 

H5: Initiatives to reduce employer discrimination will decrease the rate of job creation in established 

firms. 

EMPIRICAL SETTING AND DATA 

It is difficult to estimate how reduction in employer discrimination affects the rate of organizational 

foundings. For instance, one could regress the rates of entrepreneurial foundings on firm-level practices 

against workplace discrimination. Yet, such regression may be subject to a classic endogeneity problem. 
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First, firm-level characteristics might lead to spurious correlation between antidiscrimination programs 

and entrepreneurial foundings. For example, it could be that management quality―which is difficult to 

observe―drives both antidiscrimination efforts in the firm and workers’ motivation to leave current 

employment for entrepreneurship. Moreover, a potential correlation between antidiscrimination programs 

and entrepreneurial foundings could be subject to reverse causation. Firms might, for example, cut their 

expenditures to support innovation —which might correlate with low rates of entrepreneurial foundings—

in order to allocate their resources to promote antidiscrimination initiatives. To rule out these and other 

potential alternative explanations, it is necessary to leverage a research design that provides exogenous 

shifts in employer discrimination―such exogenous shifts would allow estimating the causal effect of 

antidiscrimination initiatives on rates of entry into entrepreneurship. 

The source of exogenous variation we exploit in this paper is the staggered enactment of 

antidiscrimination laws in different moments in time across different U.S. states. Specifically, we focus 

on the enactment of antidiscrimination law, the ENDA, which protects workers from employer 

discrimination based on sexual orientation and gender identity. The District of Columbia was the first to 

pass such a law in 1977, and by the end of 2009, 20 states had followed suit (see table 1). The enactment 

of these laws is suitable for our identification strategy for three main reasons. First, there is substantial 

empirical evidence that discrimination based on sexual orientation and gender identity has been an 

important challenge in the American workplace (e.g., Badgett et al., 2007). The United States still has no 

federal legislation prohibiting discrimination based on sexual orientation in the labor market. Yet, driven 

by individual actions and pressure from social movements, a number of states have enacted such laws. De 

facto, the protections they provide mirror earlier protections against workplace discrimination based on 

race, gender, religion, national origin, and physical disability and have allowed advocates to frame the 

sexual orientation protections as incremental additions to existing policies (Klawitter and Flatt,1998). 

Second, it is largely accepted that ENDA’s enactment reduced employer discrimination (Flatt and 

Klawitter, 1998; Barron and Hebl, 2013). Scholars have argued that the laws had both instrumental and 

symbolic effects. The instrumental effect indicates that prejudiced employers discriminated less in hiring 
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and rewarding workers because such laws created an “expected cost” equal to the cost of violating the law 

if caught (e.g., attorney’s fees, fines) multiplied by the probability of being caught (Landes, 1968). Along 

similar lines, others have suggested that perceived risk of litigation and financial loss, as well as negative 

publicity and harm to firm reputation, were key factors responsible for the impact of antidiscrimination 

legislation on firm behavior (Leonard 1984). The symbolic effect suggests that, even absent the 

possibility of tangible punishment, the legislation reduced discrimination on the basis of sexual 

orientation simply by designating it as illegal, criminal, or deviant (e.g., Tapp and Kohlberg, 1971; 

Zimring and Hawkins, 1971). Helb et al. (2016) argue that the mere fact that this discrimination is labeled 

as illegal (without the threat of enforcement) is sufficient to create a symbolic effect in changing 

workplace norms about the acceptability of prejudice and discrimination toward gays and lesbians. 

Accordingly, other studies found that such antidiscrimination legislative mandates are linked to employee 

perceptions of lesser discrimination on the basis of sexual orientation (Griffith and Hebl, 2002; Ragins 

and Cornwell, 2001). 

Finally, although the enactment of these laws does not allow measuring employer discrimination 

directly, it gives us a unique opportunity to proxy for the change (i.e., decrease) in the level of 

discrimination by employers in a given state after enactment.  

Given that our treatment is defined at the state-year level, our unit of analysis in the empirical 

analysis will be state-year.  

Dependent Variables 

Entrepreneurial foundings. We obtained data on entrepreneurial foundings from the Longitudinal 

Business Database (LBD). The LBD provides data on annual employments for every U.S. private sector 

establishment having a payroll. The underlying data are sourced from U.S. tax records and Census Bureau 

surveys. The LBD includes complete accounting even of very small firms and establishments, which are 

often excluded or subsampled in typical corporate surveys. The LBD also lists physical locations of 

establishments rather than states of incorporation. Following Kerr and Nanda (2009), for each 

establishment we define its year of entry as the first year of positive employment. Entrepreneurial 
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foundings is measured as the total number of new, stand-alone establishments in a given U.S. state and 

year. Data from LBD are available from 1977 to 2011. 

Growth orientation. We consider the intended growth orientation to indicate the ability of new 

ventures to survive and grow profitably in the long run. As a consequence, we employ three distinct and 

complementary measures of growth orientation. First, we proxy for growth orientation in a given state 

using the average amount of venture capital (VC) funding that a new venture has received, calculated as 

the total amount of VC investments in a given state-year – from 1980 to 2011 – normalized by the 

number of new entrants in the same state-year. Ample empirical evidence shows that VC investments are 

an important milestone for a high-growth venture (Guzman and Stern, 2016). Specifically, studies show 

that VC funding is associated with a strong “treatment” effect as well as a strong “selection” effect; 

venture capitalists spur higher growth of a new venture and only invest in ex-ante promising, potentially 

high-growth firms (see Da Rin, Hellmannn, and Puri, 2011, for a review of related literature). Hence, if 

startups receive more funds from such specialized investors, their potential for growth and hence their 

quality is, on average, higher. The VC data (by location of investee company) were retrieved from 

Thomson Reuters’ VentureXpert. 

The second measure of growth orientation that we consider is the propensity of young firms to 

file for patents proxied for by the number of patent applications filed by new assignees in a given state-

year – from 1977 to 2004 – normalized by the number of new entrants. New firms that file for patents are 

more likely (a) to be endowed with superior technologies and (b) to capture the value that their 

technologies create. Several studies have highlighted the impact of patenting on the survival of new 

ventures. Cockburn and Wagner (2007), for example, found that patent portfolio of companies listed in 

Nasdaq increased their survival after the burst of the dotcom bubble in the late 1990s. Helmers and 

Rogers (2010) similarly showed that patent and trademark portfolios of the 162,000 limited-liability 

companies created in the United Kingdom in 2001 increased their survival rate after 5 years. In both 

cases, less than half the companies owned patents, and these companies had a significantly higher 

survival rate (34% in the first study, 16% in the second). These and other studies provide compelling 
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evidence that new ventures are more likely to have a growth orientation when their propensity to patent is 

higher. Data on patents are retrieved from the NBER dataset. 

As a third measure of growth orientation, we consider the proportion of startups created in a 

given state-year that were able to survive for at least five years (Kerr and Nanda, 2009).  

Job destruction and job creation. Following the literature (Acs et al., 2009), for any state-year we 

measure the number of jobs destroyed and the number of jobs created within extant established 

businesses, that is, excluding jobs created within startups or destroyed due to firm exit. Absent precise 

data on labor mobility, prior studies have established a robust link between job creation/destruction and 

workers’ flows across established firms, suggesting that workers move across jobs less when jobs are 

created and destroyed at lower rates (i.e., the job reallocation rate decreases) (e.g., Davis and Haltiwanger, 

1992). Consistent with this and other research, we measure the job destruction rate and the job creation 

rate based on the net employment change at the employing unit. In particular, job destruction sums 

employment losses over shrinking firms within the state; job creations sums employment gains by 

expanding firms within the state. In adopting these measures, we follow a number of studies analyzing 

economic dynamics (Gielen and Ours, 2006; Davis and Haltiwanger, 1992). These data are retrieved from 

the LBD database.   

Treatment Dummy 

As mentioned, our treatment measures changes in the level of employer discrimination in a given state. 

Hence, we exploit the staggered enactment of laws that prevent discrimination in the labor market and 

promote the protection of gay and gender identity rights. For the treated states our independent variable 

takes the value “1” starting from the year after a given state has enacted an antidiscrimination law, and 

“0” before that, and is always equal to “0” for the control states, or those that did not implement the 

antidiscrimination law. A list of all the states that enacted the ENDA is provided in table 1. 

-------------------------------------- 

Insert Table 1 about here 

-------------------------------------- 
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Moderating Variable 

State discrimination. To separate states with higher and lower levels of discrimination, we used two 

different measures. First, we focused on a ranking that measures U.S. states’ discrimination directly. The 

ranking is based on the overall number of discrimination complaints filed with the Office of Fair Housing 

and Equal Opportunity for the period 2006–2010 divided by 100,000s of residents. Discrimination by real 

estate agents and landlords directed against minority home seekers, including LGBT persons, occurred 

and continues to occur throughout America’s metropolitan areas. Following other studies, we use this 

measure to proxy for general discrimination levels by state (Ross and Galster, 2005). The ranking is based 

on percentiles: a state in the 90th percentile (with the fewest complaints filed) was given 20 points; a state 

in the 80th percentile was given 18 points, and so forth.1 For the purpose of our analyses, states in the 

bottom half of this ranking are high-discrimination states, and states in the top half of the ranking are low-

discrimination states. Although the ranking measures discrimination in a given moment in time, broad 

cross-states comparisons in terms of discrimination levels tend to be rather stable over time, 

notwithstanding some within-states change. 

 As another measure of discrimination, we used the total gay population in the state because a 

larger share of these individuals indicates that a larger share of the population is at risk of employer 

discrimination, prior to antidiscrimination initiatives. Data on gay population were collected from the 

2005 American Community Survey.2 

STATISTICAL APPROACH 

To examine the impact of employer antidiscrimination on entrepreneurship following the passage of the 

antidiscrimination laws, we use a difference-in-differences (diff-in-diffs) methodology based on the 21 

treatments listed in table 1. Our unit of analysis is therefore state-year. Our methodology follows Bertrand 

and Mullainathan’s (2003) application of the difference-in-differences methodology in the presence of 

                                                 
1 See http://www.thedailybeast.com/rankingthemosttolerantandleasttolerantstates. Accessed August 2017.  
2 (https://williamsinstitute.law.ucla.edu/wp-content/uploads/Gates-Same-Sex-Couples-GLB-Pop-ACS-Oct-

2006.pdf) 
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staggered treatments at the state level. Specifically, our main specifications will take the form 

Yst = f (φs + τt + βADADst + βCVCVst-1), 

where AD is the “treatment dummy”—a dummy variable equal to “1” if the company is located in a state 

that has enacted the antidiscrimination law by year t. and φs and τt are state and year fixed effects to 

control for, respectively, constant differences across U.S. states and aggregate changes over time due to 

business cycles, national policies, and so forth. CV is a vector of control variables, which include the 

number of active firms in the state (source: LBD database) and GDP per capita (source: Census Bureau): 

both variables are related to the opportunities and need of people to transition to self-employment. Table 

2 reports summary statistics for our main variables, and appendix table A1 reports bivariate correlations. 

In additional analyses, reported in appendix table A3, we re-estimate our main models with additional 

state-level controls and obtain similar results. 

-------------------------------------- 

Insert Table 2 about here 

-------------------------------------- 

The functional form of f () that we implement depends on the nature of the dependent variable Y. Errors 

are always clustered at the state level, to address potential serial correlation concerns as highlighted by 

Bertrand et al. (2004). The coefficient of interest is βAD, which measures the effect of antidiscrimination 

law on our dependent variable. For instance, H1 predicts that βAD should be negative and significant when 

Y is the number of entrepreneurial foundings. 

MAIN RESULTS 

Rate of Entrepreneurial Foundings 

We begin by evaluating the effect of antidiscrimination laws on the number of new entrants. Since 

entrepreneurial foundings is a count variable, we use a Poisson (fixed effects) regression. Table 3 reports 

the results of this basic estimation. In these analyses (and in most of the following ones), control states—

states that never change their status with respect to antidiscrimination policies—are observed over the 

complete time frame of the data, from 1977 to 2011; by contrast, treated states—states that enact new 
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antidiscrimination policies—are observed for two different time-windows around the first year after the 

enactment: 5 years before and after the enactment in model 1, and 10 years before and after the enactment 

in model 2 of table 3. These specifications ensure that treated states are considered for a limited and 

homogenous number of years. Given the staggered introduction of laws and the relatively long time span 

of our dataset, it is important to minimize the possibility that the treatment dummies absorb other events 

or noise due to a substantial number of years following treatment. Overall, then, the treated states have 

equal “weight” in our estimation. 

Both specifications reported in table 3 show that the enactment of ENDAs has a negative and 

statistically significant effect on entrepreneurial foundings. These results thus lend support to H1 and 

suggest that a decrease in employer discrimination negatively affects new-firm entry: considering 

specification 1, introducing an antidiscrimination law diminishes entrepreneurial foundings by about 8%. 

When interpreting this and other results, it is important to consider that while the introduction of the 

ENDAs we consider in our estimations explicitly referred only to LGBT rights, the enactment of such 

laws likely created some positive spillovers to other workplace minorities because of the broad symbolic 

and instrumental effect of the law. It is thus probable that firms were less likely to discriminate across the 

board, following the enactment of such laws.   

-------------------------------------- 

Insert Table 3 about here 

--------------------------------------- 

Growth Orientation of Entrepreneurial Foundings 

H2 suggested that antidiscrimination laws increase the growth orientation of new entrants. To test this 

hypothesis, we use a linear fixed-effects estimation, as our proxies for new ventures’ growth orientation 

are continuous variables. The estimates for growth orientation are reported in table 4 with VC funding in 

models 1 and 2, patents in models 3 and 4, and the proportion of firms surviving at least 5 years in models 

5 and 6. For all measures, we consider the time window of 10 years before and after treatment as well as 5 

years before and after treatment. Consistent with our predictions, we find that while the enactment of 
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ENDAs reduces overall new-firm entry, it nevertheless promotes entry of high-growth startups. The 

parameter estimate of the treatment dummy is positive and statistically significant across all specifications 

with the exception of specification 4, where it is borderline significant at conventional levels. As for the 

economic significance of the effects, ENDA exerts a limited—even if not negligible—effect on the 

proportion of firms surviving at least 5 years, which increases by 0.01. This represents a 2 per cent 

increase of the baseline proportion of surviving new ventures, which is about 0.47. Furthermore, ENDAs 

do have a strong effect on startups’ patenting propensity and VC funding. The sample means of the two 

variables are 0.007 and 0.017, respectively; the parameter estimates of models 1 and 3 imply that the 

enactment of the law increases patenting propensity and VC funding of 0.003 and 0.023, respectively, i.e., 

approximately 40 per cent and 130 per cent of the sample average.  These results thus broadly support H2 

and suggest that the enactment of antidiscrimination laws increases the opportunity cost of entering 

entrepreneurship by enhancing the attractiveness of paid employment. As a consequence, those who turn 

to entrepreneurship do so only when they perceive entrepreneurial opportunities of high-value, or of 

potentially high-growth. In sum, we find support for the key predictions of our study. 

-------------------------------------- 

Insert Table 4 about here 

-------------------------------------- 

Dynamic Effects 

Our methodological approach, difference-in-differences, relies on the parallel paths assumption, which 

states that the average change in outcome for the treated in the absence of treatment should equal the 

average change in outcome for the non-treated. To verify that there were no divergent trends across states 

before the change in judicial selection—and to assess how the effect of the ENDA occurs over time—we 

construct a dynamic difference-in-differences model, employing a set of dummies that measure the 

distance in years from the enactment of the law, before and after its introduction. Specifically, we replace 

the treatment dummy with a set of dummy variables up to 5 years before the treatment and up to 5 years 

following the treatment. The coefficients reported in models 1- 4 of table 5 indicate that there is no 

difference across states in the patterns of entry and growth orientation of ventures founded prior to 
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ENDAs enactment, thus suggesting that our results are not driven by diverging pre-treatment trends. By 

contrast, the post-change coefficients that relate to the number of entrants (specification 1) are negative 

and statistically significant at conventional levels. At the same time, these results highlight that the effect 

of antidiscrimination laws is stronger in the first 4 years after their introduction. The coefficients that 

relate to the effect of ENDAs on all three measures of new ventures’ growth orientation are positive and 

significant only after the law enactment (see specifications 2-4, table 5). We also observe that the effect of 

antidiscrimination laws on the VC funding, a proxy for growth orientation, takes more time to occur, 

compared to the effect on other growth orientation proxies, which is more immediate. This is likely 

because our dependent variable measures the ratio between total VC funds and entry in the same year, 

whereas VC funding tends to occur later in the startup life cycle. 

-------------------------------------- 

Insert Table 5 about here 

-------------------------------------- 

A graphical representation of these analyses appears in figures 1-4, which display dynamically 

the confidence interval of the parameter estimates of law enactment. Again, these figures show that there 

was no significant difference in the patterns of entrepreneurial activity between treated and control states 

before the actual enactments of the laws, reinforcing our confidence in the difference-in-differences 

results. The rates of entrepreneurial entry begin to decline 1 year following the treatment. Finally, the 

negative effect persists up to 4 years following the treatment and then subsides around year 5. 

-------------------------------------- 

Insert Figures 1, 2, 3 and 4 about here 

-------------------------------------- 

Mechanisms: State Heterogeneity and the Impact on Job Creation and Destruction 

Having provided empirical evidence that the enactment of antidiscrimination laws leads to lower rates of 

entrepreneurship but higher growth orientation, we next provide empirical evidence to assess the 

mechanisms. This evidence would further add confidence to our conclusions regarding the effect of 

antidiscrimination laws on entrepreneurship. 
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In particular, we argued that our treatment effect should be amplified in states most subject to 

discrimination, if labor-market discrimination were the key mechanism driving lower rates of 

entrepreneurial entry. Similarly, we would expect the treatment effect of the law on growth orientation of 

a new business to be greater in states where discrimination is more prevalent. Hence, we re-estimated the 

baseline specification used to test H1 and H2, but we now split the sample between high-discrimination 

states and low-discrimination states. Estimates reported in table 6 show that the magnitude of the 

coefficient is persistently higher in high-discrimination states.  Tests for the statistical significance of the 

difference between low- and high-discrimination states indicate that the effect in high-discrimination 

states is significantly higher for patents (p=0.09 and p=0.01, respectively), but not for VC funding and 

startup 5-year survival as a proxy for growth orientation. As another test, we considered whether the 

effect of antidiscrimination laws changes according to the total gay population present in a state – which 

can be considered as an alternative proxy for perceived or actual discrimination at the state level. 

Estimates for these models are presented in table 7. Consistent with our prediction, we again find that the 

effect of antidiscrimination laws is stronger in states with an above-median number of resident gays. 

Overall, then, we find strong support for our H3a and H3b. 

Our arguments further imply that the enactment of antidiscrimination laws reduces job 

destruction and job creation, as the attractiveness of current paid employment increases, reducing the 

motivation to move across employers and into entrepreneurship. The results of the regressions reported in 

table 8 confirm this prediction. The coefficient of antidiscrimination laws is negative and significant for 

both job destruction and job creation, and the results persist when we consider a 10- as well as a 5-year 

window around the enactment year (see columns 1 and 2). These estimates, therefore, support H4, H5 

and, more broadly, our mechanisms. 

-------------------------------------- 

Insert Tables 6, 7 and 8 about here 

-------------------------------------- 
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Validity of the Identification Strategy 

Our identification strategy must satisfy two requirements to be valid: the relevance condition and the 

exclusion restriction. First, the treatment (the enactment of the antidiscrimination laws) needs to trigger 

relevant changes in firm-level diversity policies. Second, the treatment needs to be exogenous with 

respect to entrepreneurial rates. In the following, we discuss both requirements. 

Relevance Condition 

To satisfy the relevance condition, the enactment of the antidiscrimination law needs to bring about 

relevant changes in firm-level practices toward sexual minorities and diversity in general. There are 

strong reasons to believe that ENDA’s enactment fulfills the relevance criterion. As mentioned, research 

has documented a decline in perceived discrimination among gay and lesbian employees in those states 

that introduced sexual-orientation antidiscrimination legislation, compared to states without such legal 

protection (Ragins and Cornwell, 2001). This finding is further bolstered by strong complementary 

evidence at the organizational level: gay and lesbian employees also perceive less discrimination when 

sexual orientation nondiscrimination policies are in place relative to when they are not (Griffith and Hebl, 

2002; Ragins and Cornwell, 2001). More generally, there is by now much evidence that the state-level 

enactment of antidiscrimination laws is typically followed by firm-level implementation of 

antidiscrimination practices, which aim to reduce bias toward disadvantaged groups and promote 

openness to diversity. For example, scholars have found that legal enforcement resulted in firms 

implementing numerous antidiscrimination practices, including formal hiring and promotion procedures, 

affirmative action plans, and employment and promotion tests to create objective selection criteria 

(Dobbin, Sutton, Meyer and Scott, 1993). Such initiatives have further been linked to remarkable declines 

in gender and racial segregation (Tomaskovic-Devey et al. 2006; Kalev and Dobbin, 2006; Leonard 1989; 

1990) and to improvements in organizational diversity (Dobbin and Kelley, 2007). 

Despite the strong evidence, we nevertheless investigate the relationship between the state-level 

enactment of antidiscrimination laws and the firm-level policies these laws should imply. To the extent 

that antidiscrimination laws affect firm practices, we should observe that employers are more likely to 
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protect sexual minorities and more likely to promote diversity, following the enactment of such laws. 

We re-estimate the baseline specification but now measure the outcome (practices) at the firm 

level. We use two measures to proxy for firm-level diversity policies using the KLD data. KLD is an 

independent social choice investment advisory firm that compiles ratings on the extent to which 

companies address the needs of their stakeholders. For each stakeholder group, including communities, 

environment, customers, diversity, and employees (Kacperczyk, 2009; Kacperczyk and Flammer, 2015), 

strengths and concerns are measured to evaluate positive and negative aspects of corporate actions toward 

stakeholders. These ratings are compiled from multiple data sources, including annual questionnaires sent 

to companies’ investor relations offices, firms’ financial statements, annual and quarterly reports, general 

press releases, government surveys, and academic publications (see KLD, 2010). KLD ratings were 

widely used in past studies to measure firm attention to socially responsible initiatives (e.g., Deckop et 

al.,, 2006; Waddock and Graves, 1997; Kacperczyk, 2009). 

Our theory predicts that, following the enactment of employment antidiscrimination laws (laws 

that prohibit discrimination based on sexual orientation and gender identity), firms will exhibit behaviors 

that are more favorable toward a diverse workplace. We thus consider the effect of state 

antidiscrimination law enactment on a dichotomous variable measuring whether a firm headquartered in a 

given state introduced pro-gay and pro-lesbian policies in a given year. Hence, we estimate a linear 

probability models controlling for firm size (measured as thousands of employees, source: 

COMPUSTAT), leverage (long-term debt over total financing, source: COMPUSTAT), and capex 

(thousands of US$, source: COMPUSTAT), firm fixed effects, and year fixed effects to alleviate concerns 

of unobserved heterogeneity. Moreover, since our dichotomous variable might not capture other diversity-

promoting practices that could have been implemented by the firm in response to antidiscrimination laws, 

we additionally consider an alternative measure that involves a firm’s ratings along all diversity-

promoting initiatives. Again, higher values for this measure indicate that companies receive higher ratings 

for their employee diversity initiatives. 

Consistent with our theory, table 9 shows that firms headquartered in states that enacted ENDAs 
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are more likely to introduce pro-gay and pro-lesbian policies. Strikingly, we also find an increase in 

firms’ overall diversity score, as indicated by the KLD index, following the enactment. These 

supplemental analyses lend support to our main mechanism, whereby state-level policies that prohibit 

discrimination lead to firm-level adoption of corresponding initiatives and programs to prevent 

discrimination in the labor market. 

-------------------------------------- 

Insert Table 9 about here 

-------------------------------------- 

Exclusion Restriction 

Our identification strategy also assumes that the enactment of ENDAs is exogenous with respect to 

entrepreneurial activity in the state. In the following, we discuss potential identification concerns and 

explain how our econometric analyses help address them. 

Reverse causality. A potential criticism is that firms or other constituencies may lobby for the 

passage of antidiscrimination laws in the workplace, and hence the treatment would not be exogenous to 

our outcome. Nevertheless, this concern is mitigated for three reasons. First, accounts of the political 

economy of these reforms suggest that their passage is exogenous to product markets, innovation, and 

entrepreneurial activities and depends instead on other variables unrelated to the economy (e.g., Haider-

Markel and Meier, 2003; Gao and Zhang, 2017). Second, to rule out potential reverse-causality concerns, 

we examine the dynamics of the treatment effect. If reverse causation explains our results, then we would 

expect that the enactment of the antidiscrimination laws has a negative and significant “effect” already 

before the enactment occurs. However, we find no evidence for such pre-existing trends. Changes in 

entrepreneurial activity occur only after (not before or contemporaneous with) the enactment of 

antidiscrimination law. Finally, we also verified empirically whether states’ economic and political 

conditions might have influenced the enactment of ENDAs. Appendix table A2 reports the results of 

linear probability models where the dependent variable is the antidiscrimination law dummy and the 

explanatory variables are the number of entrants and total number of firms in a given state-year, our 
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proxies for the startup growth orientation, and GDP per capita. The estimated coefficients of the number 

of startups as well as of their growth orientation are far from being statistically significant. These results 

thus suggest that entrepreneurial activities have no significant influence on the introduction of the laws, 

reinforcing our confidence regarding the exogeneity of the changes in the legal protection of LGBT 

groups with respect to entrepreneurial foundings—and, as a consequence, on the causal effect of 

antidiscrimination efforts on the foundings. 

Unobserved differences between treated and control states. Another potential concern is that 

treated and control states may differ along unobserved characteristics, and that these differences may 

correlate with both state-level rates of entrepreneurial activity and states’ enactment of antidiscrimination 

laws. Nevertheless, this concern is unlikely to explain our results, for several reasons. First, as discussed 

above, we find no evidence of pre-existing trends. This suggests that treated and control firms are on 

similar trends before the treatment. Second, to address a potential concern that omitted local trends may 

confound our results, we re-estimate our baseline regression with a larger set of state-level controls. More 

specifically, an important concern might be that the passage of antidiscrimination legislation and 

entrepreneurial foundings is correlated with the political trends in the state. For example, if Democratic 

states are more likely to promote antidiscrimination legislation and less likely to promote 

entrepreneurship, then our correlation might simply be driven by state-level politics. To mitigate this 

concern, we re-estimate the baseline specifications with controls for state political trends. Specifically, we 

insert two dummy variables that take the value of “1” if the state had a Republican majority, respectively, 

at the latest presidential elections and at the latest governor elections, and the value of “0” if the state had 

a Democrat majority. We also control for taxation at the state level, an important driver of entrepreneurial 

activities, calculated as total revenues from state taxes divided by state GDP (source: Census Bureau), and 

the number of state employees. There are no observable changes in the parameters of interest (see 

appendix table A4). 

 Third, to further control for possible unobserved heterogeneity, we restrict our sample only to the 

treated states and their geographic neighbors, which possibly constitute a closer control group of similar 



28 

states. Results in appendix table A5 confirm that the treatment effect on the number of startups (column 

1) and their growth orientation—especially when measured with patents (column 2) and VC funding 

(column 3)—remains largely consistent with our theory. Finally, our findings on the cross-sectional 

heterogeneity further mitigate concerns that our estimates are driven by unobservables. For our results to 

be spurious, unobservables would need to be correlated with the treatment and be systematically related 

to growth orientation of entrepreneurial firms, states with higher levels of discrimination, and a decrease 

in job destruction and job creation within incumbent firms (see Main Results). 

ALTERNATIVE EXPLANATIONS 

Other shocks. Although our main results are robust to a number of specifications and tests, 

alternative explanations might still exist. One possibility is that other events contemporaneous with the 

enactment of the antidiscrimination laws are responsible for the change in patterns of entrepreneurial 

entry. However, evidence for the mechanisms, as discussed in the previous section, mitigates this 

concern: if our estimates reflect other legal changes around this time, then we would not observe all other 

consequences that our theory implies, including those stated in H3a, H3b,  H4 and H5, and the results at 

the firm level. Furthermore, the staggered enactment of the laws makes the occurrence of exactly 

simultaneous unobserved events less likely.  

Still, to increase confidence in our findings, we collected data on other legal reforms implemented 

in the United States within the timeframe of our empirical analysis. We focus on the key legal changes 

either shown to have an effect on entrepreneurship or expected to influence entrepreneurial rates in 

theory. These include changes in non-compete enforcement (Garmaise, 2011), changes in trade-secrets 

protection via the Uniform Trade Secrets Act (Png, 2012), bank deregulation laws (Kerr and Nanda, 

2009) and variation in judicial selection methods, which affect the independence of the judiciary from 

incumbent businesses (Conti and Valentini, 2017). Some of these reforms occurred in our treated states or 

in neighboring states. Hence, there might be a concern that these reforms affected entrepreneurship, 

leading to spurious correlations in our estimates. To mitigate this challenge, we re-estimated the baseline 
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specifications with additional controls for years in which these additional changes occurred. As the results 

reported in table 10 show, adding these additional covariates to our basic specification does not change 

the significance or the economic magnitude of our main estimates, with respect to the number and to the 

growth orientation of new ventures, neither statistically nor economically. 

-------------------------------------- 

Insert Table 10 about here 

-------------------------------------- 

Entrepreneurship costs. An additional alternative explanation could be that antidiscrimination 

laws increase the costs for firms and for potential entrepreneurs by forcing them to implement costly 

procedures to mitigate discrimination. Allegedly, this would be the case if antidiscrimination laws “raise 

the cost of doing business, which makes everyone suffer, because businesses pass those costs on to 

consumers in the form of higher prices.”3 For instance, in response to ENDA’s passage in the Senate, 

Speaker of the House John Boehner stated that he “believes this legislation will increase frivolous 

litigation and cost American jobs, especially small business jobs.” This implies that any cause of action 

might increase the legal costs of businesses by increasing the number of both meritorious and frivolous 

claims.4 Although this effect is unlikely, since startups were exempt from implementing the legislation, 

we nevertheless address this concern empirically, by investigating the effect of our treatment on exit rates. 

If employees are less likely to become entrepreneurs because the expected costs of launching a new 

venture increase following the antidiscrimination laws, then we should observe not only a decrease in 

new-firm entry but also an increase in firm (and in particular small firm) exit. The increased costs of 

litigation should force small existing businesses out. We thus also collected data on firm exits from the 

LBD dataset and verified the effect of ENDAs on exit. The results reported in table 11 show that 

antidiscrimination laws have no effect on exit, even if we disaggregate data by firm size. This result is 

                                                 
3 See: http://executivelp.com/laws-regulations/21st-century-effects-of-discrimination-do-we-still-need-anti-

discrimination-laws/. Accessed August 2017.    
4 See https://onlabor.org/the-employment-non-discrimination-act-an-explainer/?print=print 

Accessed August 2017.  

http://executivelp.com/laws-regulations/21st-century-effects-of-discrimination-do-we-still-need-anti-discrimination-laws/
http://executivelp.com/laws-regulations/21st-century-effects-of-discrimination-do-we-still-need-anti-discrimination-laws/
https://onlabor.org/the-employment-non-discrimination-act-an-explainer/?print=print
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therefore not consistent with the idea of an increased cost of business due to antidiscrimination laws. 

-------------------------------------- 

Insert Table 11 about here 

-------------------------------------- 

Effect of ENDAs on neighbor states. A further alternative explanation of our findings is that the 

enactment of ENDAs might induce some employees in the focal state to migrate (and possibly found new 

and low-quality companies) in neighbor states. This would constitute a violation of the Stable Unit 

Treatment Value Assumption (SUTVA) and bias our estimates. Put differently, our results might be, at 

least, partially driven by an increase in the number of startups (and a decrease in their growth orientation) 

in neighboring control states, rather than by a decrease in the number of startups (and an increase in their 

growth orientation) in treated states – as our theory predicts. To discard such explanation, we assessed the 

effect of antidiscrimination laws on neighbor states, comparing the former to other untreated control 

states. Appendix table A6 shows that antidiscrimination laws have no effect either on the number of 

entrants (column 1) in neighbor states, or on the growth orientation of startups in those states – at least 

when measured as VC funding (column 2) or patents (column 3). We find a positive treatment effect of 

ENDAs on the growth orientation of startups in neighbor states, when the proportion of startups surviving 

5 years or more is used as a measure. Overall, we thus can rule out this alternative explanation that our 

effect might be driven by an opposite change in neighbor states, following the enactment of 

antidiscrimination laws in treated states. 

CONCLUSION 

Entrepreneurship scholars have long identified discrimination as an important obstacle to entrepreneurial 

entry (e.g., Thébaud and Sharkey, 2016; Thébaud, 2010; Younkin and Kuppuswamy, 2017; Fairlie and 

Robb, 2007). Implicit in this line of work is an overarching conclusion that reducing bias will promote 

broader participation in entrepreneurship, increasing the rates at which new firms are founded. Yet prior 

research has only examined discrimination that arises on the demand side of entrepreneurial process, or 
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when prospective entrepreneurs face discrimination by resource providers, including investors, banks, 

customers, and employees. Transition into entrepreneurship, however, is also driven by the supply-side 

processes, which influence a person’s ability and motivation to pursue a new venture (Thornton, 1999); in 

particular, growing research suggests that the opportunity structure available within paid employment has 

a profound impact on whether to enter entrepreneurship (Amit et al., 1995; Kacperczyk and Marx, 2016; 

Hellmann, 2007; Kacperczyk, 2012; Sørensen and Sharkey, 2014). And although discrimination in paid 

employment may affect the relative choice to transition to entrepreneurship, scholars have rarely 

conceptualized the distinction sources of discriminatory behavior and no previous studies have linked 

these sources to distinct causal processes.   

In this study, we shift the current focus to examine the supply side of the entrepreneurial process 

and assess the relationship between preventing discrimination in paid employment and entrepreneurial 

entry. We build on the career perspective on entrepreneurship (e.g., Audia and Rider, 2006; Sørensen and 

Sharkey, 2014; Kacperczyk and Marx, 2016) and theorize that efforts to prevent discrimination hinder 

entry into entrepreneurship when such initiatives pertain to paid employment. Lending support to this 

theory, our findings indicate that antidiscrimination laws that prevent employer discrimination based on 

sexual orientation and gender identity have a negative effect on entrepreneurial foundings. This result is 

consistent with our argument that antidiscrimination initiatives enhance the attractiveness of paid 

employment relative to entrepreneurship, increasing the opportunity cost of leaving to launch a new 

venture. At the same time, our study shows that as the threshold for giving up paid employment for 

entrepreneurship increases, the average growth potential of a new venture increases. That is, whereas 

individuals respond to declines in bias by being less willing and less motivated to found new ventures, 

those who nevertheless transition to entrepreneurship do so primarily to explore high-growth 

opportunities. Our analyses probed deeper into the mechanisms we theorized. First, consistent with the 

notion that the attractiveness of paid employment vis-à-vis entrepreneurship increases, we find that the 

negative effect of antidiscrimination laws is amplified in states with higher discrimination levels. 

Moreover, lending support to our claims that people are more likely to substitute entrepreneurship with 
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paid employment when the latter becomes more enticing (Hellmann, 2007; Kacperczyk, 2012; 

Kacperczyk and Marx, 2015), we find that the treatment effect leads to a decrease in job creation and job 

destruction within incumbent firms.  

Whereas past studies implied a positive association between entrepreneurial founding and 

eliminating bias, their overarching conclusions are based on the demand side of the entrepreneurial 

process alone. But without also considering the supply-side factors—which are equally central to driving 

entrepreneurial entry—our understanding of how practices meant to reduce bias influence 

entrepreneurship remains incomplete. Conventional wisdom in fact suggests that policies to promote new-

venture formation should focus on reducing bias that prevents minorities from participating in 

entrepreneurship. However, these policies are less attentive to the fact that preventing discrimination may 

also enhance the attractiveness of paid employment relative to entrepreneurship. Our study thus suggests 

that the specific impact of interventions to reduce discrimination may depend on the origins of 

discriminatory behavior, and on whether bias lies with resource providers (demand side) or employers 

(supply side). More generally, encouraging venturing activity and therefore economic growth may require 

reassessing existing policies to focus on the specific actors who exhibit bias. Together, our insights 

indicate that although some antidiscrimination initiatives may boost entrepreneurial rates, others may 

have a more nuanced impact on entrepreneurship by influencing whether people are willing to give up 

paid employment in the first place. 
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FIGURES AND TABLES 

Figure 1. Dynamic effect of antidiscrimination laws on the rate of entrepreneurial foundings. 

 

Figure 2. Dynamic effect of antidiscrimination laws on startup growth orientation (innovation 

measure). 
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Figure 3. Dynamic effect of antidiscrimination laws on startup growth orientation (venture capital 

measure). 

 
 

Figure 4. Dynamic effect of antidiscrimination laws on startup growth orientation (survival 

measure) 
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Table 1. Year of Antidiscrimination Law Enactment—from 1977 to 2011 

State  Year 

District of Columbia 1977 

Wisconsin 1982  

Massachusetts 1989 

Californiaa 1991 

Connecticut 1991 

Hawaii  1991 

Vermont  1991 

New Jersey 1992 

Minnesota  1993 

Rhode Island  1995 

New Hampshire  1998 

Nevada 1999 

Maryland 2001 

New Mexico  2003 

New York 2003 

Maine 2005 

Illinois  2006 

Washington  2006 

Colorado 2007 

Iowa  2007 

Delaware  2009 

Source: Gao and Zhang (2017); Hunt (2012); Friedman (1992). 
aIn California the law was enacted in 1992; however, it was preceded in 1991 by a court decision 

(“Soroka vs. Dayton Hudson”) which interpreted labor code provisions as prohibiting all employers from 

discriminating against an employee on the basis of his or her sexual orientation (Friedman, 1992). 
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Table 2. Summary Statistics  

      

      

 Observations Mean Standard 

deviation 

Min Max 

Entrepreneurial foundings  1399 9530.972 10617.02 950 70608 

Startup growth orientation 

(innovation) 

1113 .006692 .0044796 0 .0302532 

Startup growth orientation (VC) 1335 .0167139 .0477684 0 .9960603 

Startup growth orientation 

(survival) 

1197 .4662781 .0406586 .297546 .6312625 

Antidiscrimination law 1399 .1315225 .3380918 0 1 

GDP per capita 1399 26.96609 12.1094 6.487086 72.45419 

Firms 1399 90.1859 92.46418 6.762 579.958 

Job creation incumbents 1399 184387.1 207968 9251 1739920 

Job destruction incumbents 1399 196927.9 221066.4 10591 1544524 

Note: data for VC are available from 1980 to 2011; data for innovation (patents) are available from 1980 

to 2004.
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Table 3. Effect of Antidiscrimination Laws on the Rate of Entrepreneurial Foundings (Poisson 

Specification) 

 (1) (2) 

VARIABLES Entrepreneurial 

foundings 

+/- 10 years 

Entrepreneurial 

foundings 

+/5 years 

 

   

Antidiscrimination law -0.080*** -0.072*** 

 (0.031) (0.027) 

GDP per capita 0.018*** 0.018*** 

 (0.003) (0.003) 

Firms 0.002** 0.002** 

 (0.001) (0.001) 

   

Observations 1,399 1,236 

State FEs Yes Yes 

Year FEs Yes Yes 

Log-likelihood -60484.167 -54156.186 

Note: Robust standard errors clustered by state in parentheses.  

*** p<0.01, ** p<0.05, * p<0.1 
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Table 4. Effect of Antidiscrimination Laws on Growth Orientation (Ordinary Least Squares 

Specifications) 

 (1) (2) (3) (4) (5) (6) 

VARIABLES Startup 

Growth 

Orientation 

(Patents) 

+/- 10 

years 

Startup 

Growth 

Orientation 

(Patents) 

+/5 year 

Startup 

Growth 

Orientation 

(VC) 

+/- 10 

years 

Startup 

Growth 

Orientation 

(VC) 

+/- 5 years 

Startup 

Growth 

Orientation 

(survival) 

+/- 10 

years 

Startup 

Growth 

Orientation 

(survival) 

+/- 5 years 

       

Antidiscrimination law 0.003*** 0.002*** 0.023** 0.008 0.009** 0.013* 

 (0.001) (0.001) (0.009) (0.005) (0.005) (0.006) 

GDP per capita 0.000*** 0.000*** 0.002** 0.001*** -0.004*** -0.004*** 

 (0.000) (0.000) (0.001) (0.000) (0.000) (0.000) 

Firms 0.000 0.000 0.000 0.000 -0.000*** -0.000*** 

 (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 

Observations 1,113 970 1,335 1,172 1,197 1,049 

State FEs Yes Yes Yes Yes Yes Yes 

Year FEs Yes Yes Yes Yes Yes Yes 

R-squared 0.629 0.622 0.335 0.433 0.560 0.559 

Note: Robust standard errors clustered by state in parentheses. Data for VC are available from 1980 to 

2011; data for innovation (patents) are available from 1980 to 2004. 

*** p<0.01, ** p<0.05, * p<0.1 
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Table 5. Effect of Antidiscrimination Laws on Entrepreneurial Foundings and Growth Orientation: 

Dynamics (Poisson and Ordinary Least Squares Specifications) 

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

VARIABLES Entrepreneurial 

foundings  

Startup Growth 

Orientation 

(Innovation) 

Startup Growth 

Orientation 

(VC) 

Startup Growth 

Orientation 

(survival) 

     

t-5 0.035 0.000 0.002 0.004 

 (0.028) (0.001) (0.007) (0.008) 

t-4 0.038 -0.000 -0.005 0.006 

 (0.024) (0.000) (0.007) (0.007) 

t-3 0.021 0.001 -0.007 0.006 

 (0.017) (0.001) (0.008) (0.007) 

t-2 0.018 0.001 -0.003 0.001 

 (0.015) (0.001) (0.005) (0.005) 

t-1 0.018 0.001 0.005 -0.002 

 (0.013) (0.000) (0.004) (0.003) 

t+1 -0.030* 0.002*** -0.000 0.004 

 (0.016) (0.001) (0.004) (0.004) 

t+2 -0.062** 0.003*** 0.009 0.007 

 (0.026) (0.001) (0.009) (0.005) 

t+3 -0.064** 0.003*** 0.008* 0.010 

 (0.028) (0.001) (0.005) (0.007) 

t+4 -0.079*** 0.003*** 0.010* 0.024** 

 (0.026) (0.001) (0.005) (0.009) 

t+5 -0.051* 0.004*** 0.039** 0.014* 

 (0.028) (0.001) (0.018) (0.007) 

GDP per capita 0.018*** 0.000 0.002** -0.004*** 

 (0.003) (0.000) (0.001) (0.000) 

Firms 0.002** 0.000 0.000 -0.000*** 

 (0.001) (0.000) (0.000) (0.000) 

     

Observations 1,399 1,113 1,335 1197 

State FEs Yes Yes Yes Yes 

Year FEs Yes Yes Yes Yes 

Log-likelihood -60560.283     

R-squared  0.880 0.507 0.739 

Note: Robust standard errors clustered by state in parentheses. Data for VC are available from 1980 to 

2011; data for innovation (patents) are available from 1980 to 2004. 

*** p<0.01, ** p<0.05, * p<0.1 

 



45 

Table 6. Effect of Antidiscrimination Laws Depending on State Discrimination 

 (1) (2) (3) (4) (5) (6) (7) (8) 

VARIABLES Entrepreneurial 

foundings 

Low-dis. States 

+/- 10 years 

Entrepreneurial 

foundings 

High-dis. 

States 

+/- 10 years 

Startup 

Growth 

Orientation 

(Innovation) 

Low-dis. 

States 

+/- 10 years 

Startup 

Growth 

Orientation 

(Innovation) 

High-dis. 

States 

+/- 10 years 

Startup 

Growth 

Orientation 

(VC) 

Low-dis. 

States 

+/- 10 years 

Startup 

Growth 

Orientation 

(VC) 

High-dis. 

States 

+/- 10 years 

Startup 

Growth 

Orientation 

(survival) 

Low-dis. 

States 

+/- 10 years 

Startup 

Growth 

Orientation 

(survival) 

High-dis. 

States 

+/- 10 

years 

         

Antidiscrimination law -0.016 -0.094*** 0.001** 0.004*** 0.017* 0.026* 0.005 0.013* 

 (0.027) (0.032) (0.001) (0.001) (0.008) (0.014) (0.006) (0.008) 

GDP per capita 0.010*** 0.016*** 0.000 0.000** 0.001*** 0.003 -0.003*** -0.006*** 

 (0.003) (0.004) (0.000) (0.000) (0.000) (0.002) (0.000) (0.001) 

Firms 0.006*** 0.002** 0.000 0.000 0.000** 0.000 -0.001** -0.000*** 

 (0.001) (0.001) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 

 -0.016 -0.094***       

Observations 724 664 572 530 688 638 616 570 

State FEs Yes Yes Yes Yes Yes  Yes  Yes  Yes  

Year FEs Yes Yes Yes Yes Yes  Yes  Yes  Yes  

Log-likelihood -20805.578 -33638.101       

R-squared   0.604 0.676 0.516 0.294 0.592 0.561 

Note: Robust standard errors clustered by state in parentheses. Data for VC are available from 1980 to 2011; data for innovation (patents) are 

available from 1980 to 2004. The discrimination measure is not available for District of Columbia. 

*** p<0.01, ** p<0.05, * p<0.1 
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Table 7. Effect of Antidiscrimination Laws Depending on State Gay Population 

 (1) (2) (3) (4) (5) (6) (7) (8) 

VARIABLES Entrepreneurial 

foundings 

Low-gay pop. 

States 

+/- 10 years 

Entrepreneurial 

foundings 

High-gay pop. 

States 

+/- 10 years 

Startup 

Growth 

Orientation 

(Innovation) 

Low-gay 

pop. States 

+/- 10 years 

Startup 

Growth 

Orientation 

(Innovation) 

High-gay 

pop. 

States 

+/- 10 years 

Startup 

Growth 

Orientation 

(VC) 

Low-gay 

pop. States 

+/- 10 

years 

Startup 

Growth 

Orientation 

(VC) 

High-gay 

pop. 

States 

+/- 10 years 

Startup 

Growth 

Orientation 

(5 year 

survival) 

Low-gay 

pop. States 

+/- 10 years 

Startup 

Growth 

Orientation 

(survival) 

High-gay 

pop. 

States 

+/- 10 years 

         

Antidiscrimination law -0.005 -0.091*** 0.002*** 0.003*** 0.016* 0.031* -0.005 0.018*** 

 (0.037) (0.026) (0.001) (0.001) (0.009) (0.015) (0.007) (0.005) 

GDP per capita 0.014*** 0.020*** 0.000 0.000 0.000* 0.002 -0.003*** -0.004*** 

 (0.004) (0.004) (0.000) (0.000) (0.000) (0.002) (0.000) (0.001) 

Firms 0.029*** 0.002** 0.000 0.000 0.000 0.000 -0.004*** -0.000** 

 (0.007) (0.001) (0.000) (0.000) (0.001) (0.000) (0.001) (0.000) 

         

Observations 686 713 540 573 654 681 584 613 

State FEs Yes Yes Yes Yes Yes  Yes  Yes  Yes  

Year FEs Yes Yes Yes Yes Yes  Yes  Yes  Yes  

R-squared   0.486 0.754 0.303 0.454 0.643 0.564 

Log-likelihood -13537.091 -37945.990       

Note: Robust standard errors clustered by state in parentheses. Data for VC are available from 1980 to 2011; data for innovation (patents) are 

available from 1980 to 2004. The discrimination measure is not available for District of Columbia. 

*** p<0.01, ** p<0.05, * p<0.1 
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Table 8. Effect of Antidiscrimination Laws on Job Destruction and Job Creation in Established Businesses (Poisson Specification) 

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

VARIABLES Job destruction 

+/-10 years 

Job destruction 

+/-5 years 

Job creation 

+/-10 years 

Job creation 

+/-5 years 

     

Antidiscrimination law -0.116*** -0.063*** -0.111*** -0.084*** 

 (0.026) (0.015) (0.029) (0.028) 

GDP per capita 0.009** 0.011*** 0.009*** 0.013*** 

 (0.004) (0.004) (0.003) (0.003) 

Firms 0.004*** 0.005*** 0.001 0.001* 

 (0.001) (0.001) (0.001) (0.001) 

Employees -0.000*** -0.000*** 0.000 0.000 

 (0.000) (0.000) (0.000) (0.000) 

     

Observations 1,399 1,236 1,399 1,236 

State FEs Yes Yes Yes Yes 

Year FEs Yes Yes Yes Yes 

Log-likelihood -1420682.580 -1108501.884 -1044078.212 -908477.267 

Robust standard errors in parentheses. The discrimination measure is not available for District of Columbia. 

*** p<0.01, ** p<0.05, * p<0.1 
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Table 9. Effect of Antidiscrimination Laws on the Working Environment (Ordinary Least Squares 

Specification) 

 (1) (2) 

VARIABLES Gay Lesbian Policies Diversity Score 

   

Antidiscrimination law 0.046** 0.124*** 

 (0.023) (0.043) 

Firm size (employees) 0.000 0.002*** 

 (0.000) (0.000) 

Capital expenditure -0.000 0.000* 

 (0.000) (0.000) 

Leverage -0.021 0.083 

 (0.039) (0.061) 

   

Observations 22,027 29,488 

Firm FEs Yes Yes 

Year FEs Yes Yes 

R-squared 0.724 0.748 

Note: Robust standard errors clustered by state in parentheses.  

*** p<0.01, ** p<0.05, * p<0.1 
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Table 10. Effect on the Number and Average Quality of Foundings Controlling for Other Shocks 

(Poisson and Ordinary Least Squares Specification) 

10A. Controlling for legal and judicial shocks 

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

VARIABLES Entrepreneurial 

foundings 

Control for legal 

and judicial 

shocks 

+/- 10 years 

Startup Growth 

Orientation 

(innovation) 

Control for legal 

and judicial 

shocks 

+/- 10 years 

Startup Growth 

Orientation 

(VC) 

Control for 

legal and 

judicial shocks 

+/- 10 years 

Startup Growth 

Orientation 

(survival) 

Control for 

legal and 

judicial shocks 

+/- 10 years 

     

Antidiscriminati

on law 

-0.067*** 0.003*** 0.022** 0.010** 

 (0.025) (0.001) (0.009) (0.005) 

GDP per capita 0.019*** 0.000* 0.002** -0.004*** 

 (0.003) (0.000) (0.001) (0.001) 

Firms 0.001** 0.000 0.000 -0.000*** 

 (0.001) (0.000) (0.000) (0.000) 

Non-competes 0.242* -0.001 -0.054** -0.006 

 (0.130) (0.001) (0.025) (0.037) 

UTSA 0.081* -0.000 -0.014* -0.007 

 (0.044) (0.000) (0.007) (0.008) 

Judicial 

Independence  

0.114*** 0.000 0.002 -0.001 

 (0.033) (0.001) (0.003) (0.008) 

     

Observations 1,335 1,049 1,335 1133 

State FEs Yes Yes Yes Yes 

Year FEs Yes Yes Yes Yes 

Log-likelihood -53689.429    

R-squared  0.620 0.339 0.540 

Note: Robust standard errors clustered by state in parentheses. Data for VC are available from 1980 to 

2011; data for innovation (patents) are available from 1980 to 2004. Data non-compete enforcement are 

available from 1980.  

*** p<0.01, ** p<0.05, * p<0.1 
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10B. Controlling for banking system shocks 

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

VARIABLES Entrepreneurial 

foundings 

Control for 

banking system 

shocks 

+/- 10 years 

Startup Growth 

Orientation 

(innovation) 

Control for 

banking system 

shocks 

+/- 10 years 

Startup Growth 

Orientation 

(VC) 

Control for 

banking system 

shocks 

+/- 10 years 

Startup Growth 

Orientation 

(survival) 

Control for 

banking system 

shocks 

+/- 10 years 

     

Antidiscriminati

on law 

-0.091*** 0.003*** 0.022** 0.009* 

 (0.032) (0.001) (0.009) (0.004) 

GDP per capita 0.018*** 0.000* 0.002** -0.004*** 

 (0.003) (0.000) (0.001) (0.000) 

Firms 0.002** 0.000 0.000 -0.000*** 

 (0.001) (0.000) (0.000) (0.000) 

Bank Inter-state 

deregulation 

0.025 -0.001** -0.011** 0.001 

 (0.024) (0.000)           (0.005) (0.005) 

Bank Intra-state 

deregulation 

-0.048 0.000 -0.000 -0.009* 

 (0.039) (0.000) (0.004) (0.005) 

Observations 1,399 1,113 1,335 1197 

State FEs Yes Yes Yes Yes 

Year FEs Yes Yes Yes Yes 

Log-likelihood -59633.647    

R-squared  0.633 0.337 0.565 

Note: Robust standard errors clustered by state in parentheses. Data for VC are available from 1980 to 

2011; data for innovation (patents) are available from 1980 to 2004. Data non-compete enforcement are 

available from 1980.  

*** p<0.01, ** p<0.05, * p<0.1 
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Table 11. Effect of Antidiscrimination Laws on Firm Exit (Poisson and Ordinary Least Squares 

Specifications) 

 (2) (2) (3) (4) (5) 

VARIABLES Firm exit 

+/- 10 years 

Firm exit 

+/- 5 years 

Proportion 

of micro 

firms exiting 

(<5 

employees) 

+/- 10 years 

Proportion of small-

medium firms 

exiting ( >5 and 

<250 employees) 

+/- 10 years 

Proportion of 

large firms 

exiting >250 

employees 

+/- 10 years 

      

Antidiscrimination 

law 

-0.037 -0.004 0.001 -0.001 0.000 

 (0.030) (0.019) (0.001) (0.001) (0.000) 

GDP per capita 0.003 0.002 -0.000 0.000 0.000 

 (0.004) (0.005) (0.000) (0.000) (0.000) 

Firms 0.003*** 0.003*** 0.000 -0.000 -0.000 

 (0.000) (0.000) (0.000) (0.000) (0.000) 

      

Observations 1,399 1,236 1,399 1,399 1,399 

State FEs Yes Yes Yes Yes Yes 

Year FEs Yes Yes Yes Yes Yes 

Log-likelihood -108342.688 -100619.504    

R-squared   0.315 0.324 0.357 

Note: Robust standard errors clustered by state in parentheses.  

*** p<0.01, ** p<0.05, * p<0.1 

 

 



52 

APPENDIX 

Table A1. Correlations 

          

 1. 2. 3. 4. 5. 6. 7. 8. 9. 

1.Entrepreneurial foundings 1         

2.Startup growth orientation (patents) 0.243*** 1        

3. Startup growth orientation (VC) 0.226*** 0.500*** 1       

4.Startup growth orientation (survival) -0.143*** 0.366*** 0.112*** 1      

5.Antidiscrimination law 0.0437 0.442*** 0.290*** 0.199*** 1     

6.GDP per capita 0.0306 0.380*** 0.236*** 0.0985*** 0.314*** 1    

7.Firms 0.968*** 0.338*** 0.269*** -0.0492 0.0886*** 0.136*** 1   

8.Job creation incumbents 0.975*** 0.323*** 0.284*** -0.0779** 0.0579* 0.0893*** 0.980*** 1  

9.Job destruction incumbents 0.952*** 0.335*** 0.263*** -0.0643* 0.0730** 0.123*** 0.978*** 0.977*** 1 

*** p<0.01, ** p<0.05, * p<0.1 
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Table A2. Determinants of Antidiscrimination Law 

 (1) (2) (3) (4) (5) 

VARIABLES Antidiscrimination law 

enactment 

Antidiscrimination law 

enactment 

Antidiscrimination law 

enactment 

Antidiscrimination law 

enactment 

Antidiscrimination law 

enactment 

      

Entrepreneurial 

foundings  

-0.000    -0.000 

 (0.000)    (0.000) 

Firms 0.000 0.000 0.000 0.000 0.000 

 (0.000) (0.000) (0.000) (0.000) (0.001) 

GDP per capita 0.004*** 0.003 0.004*** 0.003 0.003 

 (0.001) (0.002) (0.001) (0.002) (0.002) 

Startup growth 

orientation 

(innovation) 

 0.258   0.188 

  (2.321)   (2.230) 

Startup growth 

orientation (VC) 

  0.114  0.025 

   (0.250)  (0.263) 

Startup growth 

orientation 

(survival) 

   -0.192 -0.097 

    (0.116) (0.124) 

      

Observations 1,460 1,264 1,309 1,335 1,113 

State FEs Yes Yes Yes Yes Yes 

Year FEs Yes Yes Yes Yes Yes 

R-squared 0.056 0.052 0.056 0.053 0.052 

Note: Robust standard errors clustered by state in parentheses.  

*** p<0.01, ** p<0.05, * p<0.1 

 

  



54 

Table A4. State-Level Regressions with Additional Controls  

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

VARIABLES Entrepreneurial 

foundings  

Startup Growth 

Orientation 

(Innovation) 

Startup 

Growth 

Orientation 

(VC) 

Startup 

Growth 

Orientation 

(survival) 

     

Antidiscrimination law -0.056** 0.003*** 0.026** 0.010** 

 (0.025) (0.001) (0.010) (0.005) 

GDP per capita 0.018*** 0.000 0.002* -0.004*** 

 (0.003) (0.000) (0.001) (0.001) 

Firms 0.002 0.000 -0.001 -0.001** 

 (0.001) (0.000) (0.001) (0.000) 

Republican state (presidential 

elections) 

0.056*** -0.001*** -0.003 -0.004 

 (0.016) (0.000) (0.004) (0.004) 

Republican state (Governor 

elections) 

0.005 0.000 -0.003 -0.000 

 (0.011) (0.000) (0.004) (0.002) 

Tax rate -5.081*** 0.001 -0.181 -0.116 

 (1.624) (0.015) (0.180) (0.124) 

Employees -0.000 0.000 0.000 0.000 

 (0.000) (0.000) (0.000) (0.000) 

     

Observations 1,388 1,102 1,326 1,186 

State FEs Yes Yes Yes Yes 

Year FEs Yes Yes Yes Yes 

R-squared  0.638 0.356 0.564 

Log-likelihood -56314.068    

Robust standard errors clustered by state in parentheses. Data for VC are available from 1980 to 2011; 

data for innovation (patents) are available from 1980 to 2004. 

*** p<0.01, ** p<0.05, * p<0.1 
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Table A5. Effect of Antidiscrimination laws on Entrepreneurial Foundings and Growth Orientation 

of Entrepreneurial Foundings using as control only untreated neighboring states 

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

VARIABLES Entrepreneurial 

foundings  

Startup Growth 

Orientation 

(Innovation) 

Startup 

Growth 

Orientation 

(VC) 

Startup 

Growth 

Orientation 

(survival) 

     

Antidiscrimination law -0.043* 0.021** 0.003*** 0.005 

 (0.025) (0.008) (0.001) (0.005) 

GDP per capita 0.018*** 0.001* 0.000 -0.004*** 

 (0.004) (0.001) (0.000) (0.001) 

Firms 0.000 0.001** 0.000 -0.000** 

 (0.000) (0.000) (0.000) (0.000) 

     

Observations 1,134 1,074 924 984 

State FEs Yes Yes Yes Yes 

Year FEs Yes Yes Yes Yes 

R-squared  0.369 0.645 0.523 

Log-likelihood     

Note: Robust standard errors in parentheses. Data for VC are available from 1980 to 2011; data for 

innovation (patents) are available from 1980 to 2004. 

*** p<0.01, ** p<0.05, * p<0.1 

 

Table A6: Effect of antidiscrimination laws on states neighboring treated states 

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

VARIABLES Entrepreneurial 

foundings  

Startup 

Growth 

Orientation 

(Innovation) 

Startup Growth 

Orientation 

(VC) 

Startup Growth 

Orientation (survival) 

     

“Placebo” antidiscrimination 

law 

-0.011 0.002 0.001 0.016*** 

 (0.047) (0.004) (0.000) (0.006) 

GDP per capita 0.018*** 0.001** 0.000** -0.004*** 

 (0.004) (0.000) (0.000) (0.000) 

Firms 0.002** 0.000 0.000 -0.000*** 

 (0.001) (0.000) (0.000) (0.000) 

     

Observations 1,020 960 810 870 

State FEs Yes Yes Yes Yes 

Year FEs Yes Yes Yes Yes 

R-squared  0.472 0.645 0.591 

Log-likelihood -48268.37    

Note: Robust standard errors in parentheses. “Placebo” antidiscrimination law is a variable equal to one 

for states neighbor to “treated states” (i.e., states actually enacting antidiscrimination laws), after the 

enactment. Treated states are excluded from the analysis. *** p<0.01, ** p<0.05, * p<0.1 
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