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We evaluate the impact of corruption on firm births in the formal sector in the 32 Mexican states. In addition to controlling for socioeconomic factors previously linked to entrepreneurship, we also evaluate the impact of corruption and corruption squared in each of the Mexican states with both spatial and non-spatial models. Our results show that corruption is positively correlated with the formation of new formal-sector firms, but corruption squared is negatively correlated with firm formation. We believe this implies that some corruption helps entrepreneurs navigate complex rules and bureaucracy but too much corruption hinders entrepreneurship. We find a strong spatial component to new firm formation.
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                    Notes
	See World Bank Group (2019b) and Central Intelligence Agency (2013).


	The website calls this measure the “Rankings and Ease of Doing Business Score”. The publication name is “Doing Business in 2019.” Or the appropriate year. See: http://www.doingbusiness.org/en/rankings


	In 2016, after our study period, Mexico DF changed to Mexico City. This gave the region more autonomy, as well as making it more similar to a state than to a federal district.


	Since 2010, several new corruption indexes at the state level have emerged in Mexico, but our data set does not include information after 2010, so we do not consider these indexes in our analysis.


	Jing et al. (2018) provide the test specification on page 176.


	As an additional check, we reran our analysis with the Fraser Institute’s Economic Freedom Scores for North America. This was based on the work of Ashby et al. (2015). These results were similar but less strong than our regular model. Results with economic freedom scores are available upon request.
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