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AN you tell when a company is
‘ founded whether it has a real
chanceof hitting it big?
Actually, yves, you sort of can. These
are among the resultsof a study of new
business registrants in 12 states from
19488 through 2014
After I saw that [ was allready todrop
everything and start work on what
would surely beahugebestseller, “Don't
Name Your Company After Yourself and
Register It in Delaware: The New Rules
of Startup Success." Untillread this:
We strongly caution against a causal
interpretation of the regressors we em-
ploy forour predictiveanalytics—while
factors such as eponymy and business
registration form are a “digital signa-
ture” that allows us to differentiate
among firms in the ageregate, these are
not meant to be interpreted as causal
factors that lead to growth per se (i.e.,
simply registering your firm in
Delaware is not going to directly en-
hance an individual firm's underdying
growth potential).
That'sJorge Guzman and Scott Stern
of the Massachusetts Institute of Tech-
nology’s Sloan School of Management,
ruining my party Theyareout not tode-
rive sure-fire money-mak ing tipsbut to
assemble a better metric of startup ac-
tivity Existing startupmeasuressuchas
the Kauffrnan Foundation's index of
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What the best startups have in common

Not all entrepreneurship is created equal

What successful startups look like
Characteristics associated with subsequent growth®

Firm named after founder

Has short name

Corporation (not partnership or LLC)
Trademark in first year

Patent and no Delaware registration
No patent and Delaware registration
Both patent and Delaware registration

% change in

probability of growth

-T0
248
405
501

3,534

4,470
19,640

*Meaning that the firm achieves an initial public offering or is acquired at a meaningful

sitive valuation within six years of reg

istration

ource: Catherine Fazio, Jorge Guzman, Fiona Murray, Scott Stern and Bloomberg

Ambitious startups aren’t declining
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startup activity and the Census Bu-
rean'shusiness dynarnics statistics have
been showing a long-running dedine in
entrepreneurship that is at odds with
both popular perception and evidence
from venture-capital surveys. Guzman
and Stern’s measure of “entrepreneur-
ial quality™ is intended to differentiate
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startups withbig growth potential from
run-of-the-millsmall businesses, and al-
low them to be counted separately.

It turns out that the high-potential
startups Guzman and Stern identified,
as FiveThirtyEight's Ben Casselman
hasalready reported,donot appeartobe
in dedine. True, the startup boom, bub-

ble of 1999and2000hasn’t beenmatched
since, but the overall trend line slopes
upward. Casselman made such a nice
chart thatI'lljust usethat:

So that's heartening. Less so is Guz-
man and Stern’sfinding that, since 2000,
startups that passthe entrepreneurial-
quality screen have been less likely to
make it to an initial public offering or
positive-value acquisition than they
were in the 1990s. Something is making
itharder for startups tostrike itrich,al-
though it's not entirely clear what. Ido
wonder whether it's that thedot-comen-
thusiasmof thelate 19005 and 2000 made
it too easy for startups to strike it rich,
thus making otherwise perfectly re-
spectablesubsequent success rates look
poor in comparison.

Guzman and Stern's researchalso al-
lows us to compare entrepreneurship
acrossregions inanew way Accordingto
the Kauffiman index of startup activity,
the Miamiareatopped eventhe San Fran-
ciscoand San Jose areas in startupactivi-
ty in2015. But according to Guzman and
Stern’s entrepreneurial-quality mea-
sure, there's really no comparison.

In and around Silicon Valley, people
are apparently starting businesses
with short names, patents and
Delaware corporate charters. In and
aroundMiami,peoplearestarting busi-
ness with long names—often their own
names—that arestructuredas partner-
ships or limited liability companies.
Some of those eponymous companies
might still hit it big (think Ben & Jer-
ry’'s), but they are less likely to than
their Silicon Valley peers. Not all entre-
preneurship is createdequal.
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