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Abstract 
 

Faced with a bleak prospect for a comprehensive immigration reform at the federal level, states 
have started to take immigration matters into their own hands.  For example, many states have 
been mandating the use of employment verification (E-Verify) systems to confirm work 
eligibility.  Some of the consequences of these E-Verify mandates remain unclear.  In this paper, 
we focus on one example, namely the possibility that negative publicity stemming from anti-
illegal immigrant laws may threaten states’ efforts to increase foreign investment.  Specifically, 
we exploit the state-level and time variation in the enactment and implementation of E-Verify 
mandates to explore if more punitive measures against undocumented immigrants impact states’ 
ability to attract foreign investment.  We quantify foreign investment through the employment of 
majority-owned affiliates of foreign as measured by the U.S. Bureau of Economic Analysis.  Our 
results shed light on one of the unintended consequences of patchwork state-level immigration 
legislation, reinforcing the need for comprehensive immigration reform at the federal level. 
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“This state has prided itself on its ability to attract international companies 
like Daimler-Benz AG, Toyota Motor Corp. and ThyssenKrupp AG.  But 
negative publicity stemming from Alabama’s new anti-illegal immigrant 
law threatens to complicate the state’s effort to continue luring foreign 
investment, some business leaders say.”  (Campo-Flores and Martin, Wall 
Street Journal, December 3, 2011) 

1. Introduction 

   Immigration reform efforts in the United States have traditionally targeted illegal 

immigration.  During the past decades, proposals for a comprehensive immigration reform have 

increasingly addressed both the supply-side and the demand-side of the labor market as a means 

to curb the number of undocumented immigrants in the country.  As efforts to reform the 

country’s immigration policy were unsuccessful in both 2006 and 2007, some states have taken 

matters into their own hands and started to adopt the employment verification (E-Verify) system 

as a means to curtail the hiring of undocumented workers.1  In addition to potentially increasing 

labor costs, the adoption of the E-Verify system –a federally developed identity and work 

authorization verification system– often flags the state being unwelcoming of immigration and 

foreigners.  Negative media attention, accompanied by arrests of foreign business executives and 

confusion regarding these measures may make it more difficult to attract foreign business 

development.  At this point, there is very little statistical evidence regarding the impact of these 

state-level actions on the investment decisions of foreign firms in the United States.   

 In this project, we address that gap in the literature by examining the potential 

consequences of implementing state-level E-verify mandates on the employment at firms owned 

by foreign affiliates.  Because firms might make investment decisions once a year and, therefore, 

may not be able to respond immediately, we also look at the possibility of a lagged response.  

Using annual BEA state and industry-level data from 2004-2010, we find that these mandates do 
                                                 
1According to the Public Policy Institute of California (PPIC), over 118 laws related to the employment of 
immigrants were enacted in 37 states during the 2005-2010 five-year period (Bohn et al. 2011).   
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appear to have a negative effect on the employment of foreign affiliates in states with any E-

verify mandate in place.  This effect is found even after progressively controlling for a host of 

time-varying state-level characteristics that may draw or deter foreign firms from entering the 

United States market, such as worker skills, corporate taxes, labor costs, and immigrant 

networks, as well as a battery of industry, regional and time fixed-effects plus industry- and 

region-time trends.     

In what follows, we briefly discuss employment verification programs and their expected 

impacts on foreign direct investment as proxied by the employment growth rate of foreign 

affiliates across various industries and states.  We then describe the data and methodology used 

in our analysis, to conclude with a discussion of the results and some policy recommendations 

based on our findings.   

II. Background:  E-Verify and its Potential Consequences for FDI 

E-verify is an internet-based, free program run by the United States government that 

compares information from an employee's employment eligibility verification form I-9 to data 

from U.S. government records.  If the information matches, that employee is eligible to work in 

the United States.  If there is a mismatch, E-Verify alerts the employer and the employee is 

allowed to work while he or she resolves the problem, but they must contact the appropriate 

agency to resolve the mismatch within eight federal government work days from the referral 

date.  As of 2012, seven states (i.e. Arizona in 2008, Mississippi in 2009, Utah in 2010, North 

Carolina and Alabama in 2011, and Tennessee and South Carolina in 2012) required all firms to 

screen their new hires through the system, while ten other states have only imposed E-Verify 

mandates on public agencies and contractors.   
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The introduction of this employee verification system may have a number of effects that 

could impact firms’ investment decisions.  First, the E-Verify system imposes numerous 

administrative costs to firms (Gonzalez 2008).  According to the United States Citizenship and 

Immigration Services (USCIS), officials estimate that a mandatory E-Verify program for the 

2009 through 2012 fiscal years could cost $765 million if only newly hired employees are 

screened through the program, and about $838 million over the same 4-year period if both newly 

hired and current employees are processed (U.S. GAO 2011).  Additional expenses include: (a) 

hiring delays, which are estimated to be around 1.6 million individuals per year, and (b) lost 

productivity from letting go unauthorized immigrants, which could add up to about 14 million 

work-days (Rosenblum 2011).   

Second, E-Verify mandates may have a ‘chilling effect’ on the immigrant labor force, 

thereby limiting the size of the workforce.  Immigrants may choose to leave the states that 

introduce legislation increasingly hostile towards undocumented immigrants.  Evidence of a 

strong and immediate supply-response on the part of immigrants has been confirmed by the 

literature (Amuedo-Dorantes and Bansak 2012, Bohn et al. 2011).   

Third, because a considerably large share of undocumented immigrants live in mixed-

status families, the passing of stricter hiring controls targeting undocumented immigrants may 

lead to a diminished presence of immigrants and the deterioration of immigrant networks.  

Recent work by Foad (2011) suggests that immigrants in the receiving country create 

externalities that attract foreign direct investment.2  If E-Verify has the unintended consequence 

of pushing undocumented workers further ‘into the shadows’, state-level mandates may also 

                                                 
2 Other examples of the literature emphasizing the importance of immigrant networks on FDI include the works of 
Gould (1994) and Javorcik et al. (2011). 
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result in a reduction in network effects and foreign investment, putting states at a disadvantage 

relative to their counterparts lacking such measures.     

As employment costs rise in states with E-Verify mandates, foreign firms may choose to 

locate elsewhere.  While no studies have looked directly at the impact of E-Verify mandates on 

foreign direct investment, several authors have theorized and empirically examined how 

differences in labor market regulations, restrictions and standards impact firms’ investment 

decisions and location choices.  For example, Dewit et al. (2003) and Dewit et al. (2009) 

developed theoretical models to explain strategic foreign direct investment decisions in response 

to labor market flexibility in uncertain markets.  In particular, Dewit et al. (2009) predict that “(i) 

firms are less likely to locate in countries with a high degree of employment protection; (ii) firms 

that do locate in countries with a high degree of employment protection will keep their plant, at 

least initially, relatively small, and (iii) firms located in countries with a high degree of 

employment protection are less likely to relocate than those located in countries with a low 

degree of employment protection.” 

Empirical evidence supports the prediction that firms are less likely to invest where 

employment protection is higher and where employees are more likely to impose additional costs 

through collective bargaining.  The analyses of how labor market regulations impact foreign 

direct investment have varied in terms of the geographic coverage of the samples object of study, 

the time period under analysis and the measure of labor market costs being used, among other 

things.  Overwhelmingly, they document a negative relationship between labor market 

regulations and the ability to attract foreign direct investment (e.g. Dewit et al. (2003), Nicoletti 

et al. (2003), Javorcik and Spatareanu (2005) and Olney (2012)).  For instance, Javorcik and 

Spatareanu (2005) examine firm-level data on foreign direct investment undertaken by European 
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companies from 1998 through 2001.  They find that a more flexible labor market in the host 

country is positively associated with inward foreign direct investment.  This effect is greater for 

firms in the service industry compared to their counterparts in manufacturing.  More recently, 

Olney (2012) examines differences in labor standards across 26 countries over a 23-year period 

and finds that there is an inverse relationship between the level of employment protection and 

U.S. foreign direct investment.  Furthermore, this negative and significant relationship is even 

stronger for mobile foreign direct investment.   

The consequences of the decline in FDI due to strict labor market conditions and costly-

E-Verify mandates may hurt regional economic growth and productivity.  Mullen and Williams 

(2005) examine FDI at the state-level from 1977 to 1997 and find that foreign investment has a 

significant impact on economic activity through FDI-related externalities.  Although they do not 

quantify the magnitude of the impact, their findings have policy implications for local FDI 

promotion, especially in sectors where foreign and domestic capital is complementary.  In a 

recent study by the Immigration Policy Center (2012), it is estimated that foreign companies 

employ 77,500 workers or 5 percent of Alabama’s workforce.  If investors no longer experience 

a hassle-free environment for work permits for foreign managers and workers alike, future 

investment may be deterred.  The study concludes that state-level anti-immigration legislation 

may “hinder prospects for economic growth”. 

III. Data and Some Descriptive Statistics 

In this paper, our goal is to assess the impact of state-level E-Verify mandates on foreign 

direct investment at the state-industry level from 2004-2010.  To do so, we gather data on the 

employment of foreign affiliates from the Bureau of Economic Analysis (BEA), as well as data 

on the enactment and implementation dates of E-Verify mandates at the state-level from the 
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National Conference of State Legislatures (NCSL).  We augment our dataset with time-varying 

state-level data on various demographic indicators, including states’ population size, the size of 

their foreign-born population (overall and likely unauthorized), the number of residents with a 

high school education or with a college plus, and their average per capital income.  Additionally, 

we control for time-varying state-level economic information, including the size of its market –

captured by its gross state product, as well as for average labor costs and the level of corporate 

taxes.   

As noted above, E-Verify dates are gathered from the NCSL.  The earliest state-level E-

Verify mandates were enacted in 2006 and have continued through the present, with Virginia 

recently implementing an E-Verify mandate.  Table 1 presents a summary of the states with E-

verify mandates.  Panel A identifies states implementing mandates within our sample period, 

while Panel B identifies the states that have enacted mandates more recently outside our sample 

period.  In total, we examine 12 states with E-Verify mandates; however, an additional six states 

have recently implemented E-Verify mandates.  Due to restrictions in the availability of data on 

foreign direct investment (FDI), these additional six states are not included in the analysis as E-

Verify states at this time. 

The NCSL identifies both an enactment and implementation date.  The enactment date is 

the date the state’s governing body passed the E-Verify mandate, while the implementation date 

is the date the mandate went into effect.  For the most part, states implemented their E-Verify 

mandates through a phase-in process.  For example, Mississippi enacted the Mississippi 

Employment Protection Act in March 2008, which required all government agencies and private 

sector firms with more than 250 employees to use E-Verify with new hires by July 2008.  

Smaller firms were phased into the law over the next three years, such that by July 2011 all 
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businesses in Mississippi were required to use E-Verify.  Results are rather similar regardless of 

whether we use enactment or implementation dates.  Therefore, we display the results using the 

implementation date of the policy, as well as an alternative definition of the policy variable as a 

robustness check.   

In addition to identifying the enactment and implementation dates, Table 1 describes the 

scope of the mandate.  The latter can be categorized into two categories: public sector mandates 

and universal mandates.  Public sector mandates require government agencies as well as 

contractors to use the E-Verify system, whereas universal mandates require all firms within the 

state to use the E-Verify system.  Within our sample period, only two of the twelve E-Verify 

states have enacted a universal mandate –namely Arizona and Mississippi.  Three other states 

have recently expanded the scope of their public sector mandate to universal, providing ad hoc 

evidence of the public sector mandate functioning as an intermediary step to a universal 

mandate.  In the empirical analysis, an attempt to distinguish the impacts of public sector and 

universal mandates was made.  Nevertheless, due to the very limited incidence of universal 

mandates in our sample, public sector and universal mandates are grouped into a single E-Verify 

mandate variable at this time.  

The Bureau of Economic Analysis disseminates wide-ranging statistics on foreign-direct 

investment in the United States based on mandatory annual surveys of U.S. affiliates of foreign 

companies.  A U.S. affiliate is a business enterprise with a direct or indirect ownership by a 

foreign investor of 10 percent or more.  While the BEA collects a wealth of information from 

these affiliates of foreign direct investors, ranging from financial and operating data to direct 

investment and balance of payment data, the source data is not disseminated to the public.  

Instead, select data are made available aggregated across different classifications, such as source 
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country, state and/or industry.  In addition to reporting data for all U.S. affiliates of foreign direct 

investors, select data are reported for majority owned U.S. affiliates.  Majority owned U.S. 

affiliates are affiliates that are owned more than 50 percent by foreign direct investors.  For this 

study, we use employment data of majority owned U.S. affiliates aggregated by state and 

industry to measure inward foreign direct investment. 

Because each state implements E-verify mandates at a different time, we can exploit this 

variation across states and time to study the impact that the mandates are having on the 

employment by U.S. affiliates of foreign direct investment.  As we shall explain in what follows, 

we use a quasi-experimental approach that compares the change in the employment of foreign 

affiliates in states that implement E-Verify mandates (our treatment group) to the change in the 

employment of foreign affiliates in states that did not implement such mandates (our control 

group), pre- vs. post-implementation of said policies.  To provide some preliminary descriptive 

evidence, Table 2 compares the employment by foreign affiliates during the pre- and the post-

treatment periods (2004 and 2010) in treatment and control states.  States implementing E-Verify 

mandates maintain, on average, stable total employment levels (77.1 in 2004 and 77.0 in 2010), 

whereas control states enjoy a small increase in total employment levels (107.1 compared 113.2) 

over the same period.   

The total employment data is also decomposed into eight industry categories.  In general, 

the aforementioned pattern is mimicked at the industry level.  For example, the largest industry 

group (i.e. manufacturing) experienced an employment reduction from 35.5 to 33.2 in treated 

states over the sample period being examined, whereas employment in that industry remained 

fairly stable in control states over the same time span (40.7 compared 40.3).  However, for most 
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industries –typically displaying employment levels significantly smaller than manufacturing, the 

employment data are rather noisy, requiring a formal analysis to more clearly identify a link.     

Table 3 goes on to provide a complete summary of the employment levels by U.S. 

affiliates of foreign direct investors across the sample period.  For homogeneity purposes, we 

restrict the sample to non-E-Verify or control states.  A close inspection of the data clearly shows 

a responsiveness of foreign direct investors to macroeconomic conditions and, as such, the need 

to account for them in order to identify the impact of E-Verify mandates.  Indeed, total 

employment falls between 2008 and 2009 from 181.1 to 111.1 employees, or by nearly six 

percent.  Across the industry groups, the general trend is similar, with employment growing prior 

to the economic downturn in 2008 and significantly contracting in 2009.  

In examining the determinants of employment by U.S. affiliates of foreign direct 

investors, a number of time-varying state-level demographic and economic data are also included 

as controls.  In particular, we include information on the state’s population, shares of foreign-

born and likely unauthorized immigrants,3 as well as information on the educational attainment 

of the state’s population.  Population data are extracted from the BEA.  The educational 

attainment data (that is, the share of the population with at least high school diploma and the 

share with a college degree) were obtained from the U.S. Department of Commerce.  Figures on 

the shares of foreign-born –overall and likely unauthorized– are computed using annual data 

from the American Community Survey (ACS) extracted and tabulated through the IPUMS 

website.  Economic data examined includes the state’s gross state product, per capita income, 

labor costs and corporate income tax rates.  Gross state product and per capita income are 

                                                 
3 To measure the population of likely unauthorized immigrants, we follow the literature (see, for instance, Loftstrom 
et al. 2011), and focus our attention on a group of workers previously shown to be a very good representation of the 
most likely unauthorized (Passel and Cohn 2010).  This group is composed of Hispanic, non-citizen, working age 
(under 45) individuals with a high school education or less.  
 



   

10 
 

extracted from the BEA website, while average wage estimates for manufacturing are 

downloaded from the Department of Labor’s Occupational Employment Statistics.  Finally, state 

corporate income tax rates were downloaded from the Tax Foundation a non-partisan tax 

research group.  Similar to individual tax rates, corporate tax rates for many states are 

progressive.  For this paper, we used the tax rate for the highest income bracket, which on 

average is approximately $60,000.  Furthermore, some states (Ohio, Texas and Washington, in 

particular) have a gross receipt tax which is not comparable to corporate income tax rates.  For 

these states, the annual corporate tax rate is set to zero.  

Table 4 shows the summary statistics of these controls by state as well as across the entire 

sample period.  To provide a sense of how they are related to total employment by foreign direct 

investors, Table 4 also displays the latter.  Total employment by foreign direct investors is 

closely correlated with the size of the state in terms of population.  The three largest states, 

California, Texas and New York, are also the three largest in terms of employment by foreign 

direct investors, with California representing over a half million employees.  The largest E-

Verify state is North Carolina, with nearly 200,000 total employees by foreign direct investors.  

In total, between 2004 and 2010, over five million people were employed by U.S. affiliates of 

foreign direct investors.  

IV. Methodology 

To evaluate the consequences of employment verification mandates on the employment 

of foreign affiliates by industry at the state level, we exploit the variation in the enactment and 

implementation dates of E-Verify mandates across states and over time.  Specifically, we 

estimate the following regression:   

(1)  istsitsiststist ttXVerifyEL εδχφδχγβα +++++++−+= −11  
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where: ( )2,~ σμε Nist , i=1…n industries, s=state, and t=year.  The dependent variable List 

stands for the employment of foreign affiliates in a particular industry, state and year; and E-

Verify is a dummy initially set equal to 1 if E-Verify was implemented in the state (see Table 1 

for the enactment and implementation dates of the various states’ E-Verify mandates).4  The 

vector X includes a variety of state-level characteristics known to impact the employment of 

foreign affiliates, such as proxies for market size (population, GDP, per capita income), 

immigrant networks (captured by both the shares of foreign-born and likely unauthorized 

foreign-born population), skill level (captured by the shares of high-school and of college-

educated population), corporate taxes, and average labor costs (average wage in manufacturing).  

These characteristics are included with a lag to avoid simultaneity problems.  Additionally, a 

battery of industry fixed-effects (χi), regional fixed-effects (δs), year fixed-effects (φ t), industry 

and region-level time trends (χit and δst) are included in the analysis.  Because corporate taxes 

rarely fluctuate over time within states over the time period being examined, we are unable to 

include state fixed-effects.  Instead, our regional fixed-effects and region-time trends are defined 

using information on the Census division in which the state is located.5  Overall, the various 

fixed-effects and time trends included in the analysis are intended to capture idiosyncratic 

industry and regional level characteristics, sector-specific and economy-wide shocks, as well as 

time-varying economic conditions at the industry and regional levels, such as changes in industry 

regulations or economic trends in the region.   

Equation (1) is estimated in log differences, with the exception of the policy variable, 

which is a dummy variable.  First differencing the series ensures stationarity of the time series.  

                                                 
4 Results are rather similar when we using the enactment as opposed to the implementation date, probably signaling 
that firms make investment decisions once a year, once the policy has been enacted and is about to be implemented.  
Nevertheless, as a robustness check, we also consider an alternative specification of our policy variable. 
5 Figure A in the appendix displays the various Census divisions. 
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In particular, by examining the log difference in foreign-affiliates’ employment levels (namely: 

log( istL )-log( 1−istL )), we address the fact that current levels of foreign-direct investment are 

likely to depend on recently observed levels of foreign-direct investment –the so-called 

agglomeration effect in state-level FDI noted in the literature (e.g. Woodward 1992, List 2001).6  

To avoid unnecessary assumptions about the functional form of the underlying distribution, we 

estimate equation (1) as a linear probability model and compute robust standard errors clustered 

at the state level.7  Finally, we estimate alternative model specifications to evaluate the 

robustness of our findings to changes in the regressors –some of them potentially endogeneous, 

as well as to changes in the definition of our policy variable (E-Verifyst) and sample composition.    

V. Do E-Verify Mandates Curtail Employment by Foreign Affiliates?  

 Do E-Verify mandates negatively impact the employment of foreign affiliates?  Table 5 

shows the coefficient estimates from regressing the employment of foreign affiliates by industry 

and state on a policy dummy indicative of the implementation of an E-Verify mandate at the 

state level.  Column (1) does not include any controls, column (2) adds the time-varying region-

level characteristics likely impacting the investment decisions of foreign affiliates, and columns 

(3), (4) and (5) progressively add the industry, region and year fixed-effects, followed by 

industry and region-level time trends.  Regardless of the specification used, we find that E-Verify 

mandates have a negative and statistically significant impact on the employment of foreign 

                                                 
6 As a robustness check, we also estimate equation (1) in log levels, including the lagged employment level as one of 
the regressors to account for its persistence over time.  Results from this specification are shown in Table A in the 
appendix.  The findings are consistent with the results using log first differences, with the only difference that the 
share of foreign-born and GDP –capturing immigrant networks and market size, seem to serve as significant pull 
factors of foreign direct investment as noted in the literature.  The state’s population appears to be inversely related 
to the employment level of foreign affiliates, although it is barely significant at the 10 percent level.  Overall, the 
specification serves as a robustness check, but fails to address the non-stationarity of the regressors.   
7 Although, in some instances, linear probability models can yield predicted probabilities that fall outside the unit 
circle, they impose fewer restrictions on the distribution of the error term and facilitate convergence when working 
with small samples (Wooldridge 2008).   
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affiliates.  Because of the estimation of equation (1) in log differences, our dependent variable is 

the employment growth rate from period t-1 to period t.  To turn the growth rate into a 

percentage, we simply multiply by 100.  Hence, the estimates from Table 5 reveal that E-Verify 

mandates lower the employment growth rate of foreign affiliates anywhere between 4 to 6 

percent on average.  None of the other state-level controls plays much of a role, with the sole 

exception of having a more skilled population, possibly with stronger business and international 

ties that attract both immigrants and foreign direct investment. 

 As shown in Table 1, there is often a lag between the enactment and actual 

implementation date of many of these mandates.  Because firms might make investment 

decisions once a year and, therefore, might make their decisions before or after the 

implementation date but following the enactment of an E-Verify mandate, we try an alternative 

specification of the policy variable and drop all observations corresponding to the years between 

the enactment and implementation dates.  Table 6 displays the results from such an exercise.  

The estimated impact of E-Verify mandates remains quite robust despite the change in the 

definition of the policy variable, still lowering the employment growth rate of foreign affiliates 

by approximately 5 percent in our most complete specification (column (5)).   

 Lastly, we also contemplate making some changes to our sample.  In particular, we drop 

the observations corresponding to Oklahoma and to the employment of foreign affiliates in the 

finance industry.  For the period 2004-2006, the state of Oklahoma only provided a range for the 

employment level of foreign-affiliates.  To make use of this information, we compute the mid-

point value and use it in our analysis.  However, as a robustness check, we drop those 

observations.  Additionally, we drop the information on the employment of foreign affiliates in 

the finance industry as employment in this industry started to be recorded by the BEA at a later 
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date and, therefore, presents a large number of missing values.  The results from such an exercise 

are displayed in Table 7.  Even after dropping a sizeable share of our sample, the size of the 

estimated impact of E-Verify mandates on the employment of foreign affiliates is still consistent 

with our previous findings.  In particular, in the most complete specification (column (5) of 

Table 7), E-Verify mandates still reduce the employment growth rate of foreign affiliates by 2.4 

percent.   

 In sum, the results from Tables 5 through 7 suggest that E-Verify mandates do have a 

negative and statistically significant on the employment of foreign affiliates.  This effect might 

be emerging through various channels.  As found by some of the literature on foreign direct 

investment for investment levels, greater flexibility in the host labor market is associated with 

larger employment levels by foreign affiliates.  Hence, the passing of E-Verify mandates might 

inhibit the desire by some foreign investors to establish themselves in markets with increased 

hiring controls.  Even the enactment and implementation of an E-Verify mandate imposed on 

public sector firms, agencies and contractors might be regarded by foreign investors as a sign of 

forthcoming enhanced restrictions on hiring that eventually will be expanded to all firms in the 

state –as it has indeed been the case in several states.  The uncertainty associated to changing 

employment conditions might be enough for firms to consider alternative locations for their 

investments.   

 Alternatively, as noted by previous studies, E-Verify mandates may alter the residential 

decisions of many migrants, both likely unauthorized as well as legal migrants living in mixed-

status families, thus reducing the immigrant presence in the state (Bohn et al. 2011).  If 

immigration rises foreign direct investment by lowering the risk of foreign investment through 

increased information flows and a built in market (Gould 1994, Hisham 2011, Javorcik et al. 
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2011), E-Verify mandates may reduce the size of immigrant communities and, in turn, foreign 

direct investment.  Note, however, that the lagged growth rate of the foreign-born and likely 

unauthorized population in the state should be capturing much of the impact that changes in the 

share of immigrants might be having on the employment of foreign affiliates in the United 

States.  Hence, much of the impact of E-Verify mandates on the employment of foreign affiliates 

in the United States is likely to be originating from increased hiring restrictions and the 

uncertainty created by the introduction of employment policy changes.                 

  Finally, one caveat to our analysis worth noting is the potential endogeneity of the policy 

implementation.  While there is no doubt that the passing of an E-Verify mandate by the state is 

not a random event, it is unlikely to be a response to the employment of foreign affiliates in the 

state.  Rather, other factors we already control for, such as the growth rate in the foreign-born 

population or the share of likely unauthorized immigrants in the state, are more likely to be 

driving the enactment and implementation of the abovementioned policies.     

VI. Summary and Conclusions 

 This paper investigates the impact that hiring restrictions mandated at the state level 

through the enactment/implementation of E-Verify mandates have on the employment of foreign 

affiliates.  With that aim in mind, we construct a panel data set of the employment of foreign 

affiliates by industry and by state from 2004 through the year 2010.  We then use a quasi-

experimental methodology that exploits the variation in the enactment and implementation of E-

Verify mandates across states and over time to assess their impact on the employment of foreign 

affiliates.   

 The results reveal a clearly negative impact of E-Verify mandates on the employment of 

foreign firms, which persists even after accounting for a wide range of state-level determinants 
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of FDI, including the relative size of the foreign-born population in the state.  On average, E-

Verify mandates appear to reduce the employment of foreign affiliates in the United States 

anywhere between 4 and 5 percent using the most complete sample and model specification.  

This is a sizeable and economically meaningful impact.  To put in perspective, a 4 to 5 percent 

reduction in employment levels translates to an average loss of 215,600 to 269,545 jobs in the 

United States.  The negative effect of the policy may be driven by the increased restrictions on 

hiring placed by the mandates or by the uncertainty created by the passing of the mandate on 

labor market flexibility and forthcoming restrictions that may follow.   

 Overall, the findings inform on, yet, other implications of employment verification 

systems that may be worth considering by states and by the federal government in a hopefully 

forthcoming comprehensive immigration reform.   

 



 
 

Table 1 
Enactment and Implementation Dates for E-Verify Mandates  

Panel A. 2004-2010. 

State      Enactment  Implementation  Scope of the Mandate 
NC Aug-06 Jan-07 Public sector firms, agencies, and/or contractors first, Universal after Oct. 2011 
GA Apr-06 Jul-07 Public sector firms, agencies, and/or contractors 
OK May-07 Nov-07 Public sector firms, agencies, and/or contractors 
ID Dec-06 Jan-08 Public sector firms, agencies, and/or contractors 
AZ Jul-07 Jan-08 Universal 
MN Jan-08 Jan-08 Public sector firms, agencies, and/or contractors 
MS Mar-08 Jul-08 Universal 
CO Jun-06 Aug-08 Public sector firms, agencies, and/or contractors 
SC Jun-08 Jan-09 Public sector firms, agencies, and/or contractors first, Universal after January 2012 

MO Jul-08 Jan-09 Public sector firms, agencies, and/or contractors 
UT Mar-08 Jul-09 Public sector firms, agencies, and/or contractors first, Universal after March 2010 
NE Apr-09 Oct-09 Public sector firms, agencies, and/or contractors 

 
Panel B. 2010-2012. 

State      Enactment  Implementation  Scope of the Mandate 
FL Jan-11 Jan-11 Public sector firms, agencies, and/or contractors 
IN May-11 Jul-11 Public sector firms, agencies, and/or contractors 
LA Jul-11 Aug-11 Public sector firms, agencies, and/or contractors 
TN Jun-11 Jan-12 Universal 

AL Jun-11 Apr-12 Universal 
VA Apr-10 Dec-12 Public sector firms, agencies, and/or contractors 

 
 

 



 
 

Table 2 
Summary Statistics:  Average Employment of U.S. Affiliates of Majority Owned Foreign Direct Investment (in 000s) 

Group Treatment (n=12)  Control (n=39) 

Year 2004 2010  2004 2010 

Total Employment  77.1 77.0  107.1 113.2 

(61.4) (58.8)  (120.1) (127.8) 

Manufacturing 35.5 33.2  40.7 40.3 

(30.6) (26.6)  (43.3) (43.5) 

Wholesale Trade 7.9 8.1  11.9 11.6 

(6.7) (7.2)  (17.9) (16.4) 

Retail Trade 8.9 6.9  12.9 10.8 

(12.2) (10.3)  (15.8) (12.8)

Information 2.9 3.8  5.3 5.4 

(4.0) (4.4)  (8.4) (8.2) 

Finance 2.4 3.2  4.2 9.5 

(2.5) (3.0)  (8.1) (16.9) 

Real Estate 0.8 0.6  1.3 1.2 

(0.4) (0.7)  (2.0) (2.0) 

Professional 2.2 3.2  4.4 5.7 

(1.5) (2.7)  (7.0) (8.2)

Other 21.4 19.5  28.6 31.8 
(11.8) (11.9)  (34.9) (35.8) 

 
Notes: Standard deviations are shown in parentheses.   
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Table 3 
Summary Statistics:  Employment of Affiliates by Year and Industry (Control Group) 

 Year 2004 2005 2006 2007 2008 2009 2010 

Total Employment 107.1 109.2 111.9 117.4 118.1 111.1 113.2 
 (120.1) (123.8) (126.5) (135.8) (135.8) (130.0) (127.8) 
Manufacturing 40.7 41.0 42.5 42.0 44.0 40.1 40.3 
 (43.3) (43.6) (44.9) (45.1) (47.3) (43.0) (43.5) 
Wholesale trade 11.9 12.3 13.1 14.1 13.1 12.1 11.6 
 (17.9) (18.4) (18.8) (20.0) (17.3) (16.2) (16.4) 
Retail trade 12.9 12.9 12.1 11.4 10.5 10.9 10.8 
 (15.8) (16.1) (15.6) (14.4) (12.4) (12.8) (12.8) 
Information 5.3 4.9 5.4 5.3 5.9 5.6 5.4 
 (8.4) (6.9) (7.3) (7.2) (8.7) (8.2) (8.2) 
Finance and insurance 4.2 4.4 4.7 9.1 9.7 9.3 9.5 
 (8.1) (8.5) (8.8) (18.6) (17.7) (16.5) (16.9) 
Real estate 1.3 1.2 1.2 1.1 1.1 1.1 1.2 
 (2.0) (2.2) (2.2) (1.9) (1.9) (1.9) (2.0) 
Professional services 4.4 4.8 5.2 5.9 5.8 5.8 5.7 
 

(7.0) 
(7.3) (7.7) (8.9) (8.6) (8.4) 

(8.2) 
Other industries 

28.6 
34.0 32.9 33.0 33.5 32.0 

31.8 
 (34.9) (39.6) (38.5) (39.6) (38.6) (35.8) (35.8) 

 



 
 

Table 4: Summary Statistics 

  
  

State 
  

FDI 
Employment 

(000s) 

E-Verify 
as of 2010 
(yes/no) 

 
Population 

 

Foreign-Born 
Population 

(%) 

GDP 
(million$) 

HS-
educated 

Population 
(%) 

College-
educated 

Population 
(%) 

Per Capita 
Income 

($) 

Avg. Wage in 
Manufacturing 

Corporate 
Tax Rate 

(%) 

Alabama 80.1 0 4,666,271 3.48 160,405.90 82 21 31,676.86 14.07 6.50 
Alaska 13.1 0 681,437 8.09 42,770.21 91 27 40,308.40 18.81 9.40 
Arizona 74.2 1 6,113,856 15.47 240,725.60 84 26 33,587.42 14.38 6.97 
Arkansas 34.9 0 2,840,579 4.55 94,876.02 81 19 30,295.47 13.06 6.50 
California 583.3 0 36,400,000 27.95 1,787,745.00 80 30 40,974.74 14.81 8.84 
Colorado 81.9 1 4,805,830 11.11 234,538.90 89 35 40,998.57 15.50 4.63 
Connecticut 103.2 0 3,532,952 13.42 209,828.90 89 35 52,539.57 17.25 7.50 
Delaware 28.7 0 867,842 8.43 57,360.64 87 27 38,470.79 15.56 8.70 
Florida 240.7 0 18,300,000 19.70 715,058.70 85 26 37,339.43 13.89 5.50 
Georgia 178.4 1 9,291,260 10.00 383,599.90 84 27 33,943.71 13.72 6.00 
Hawaii 27.9 0 1,319,970 19.23 61,606.65 89 29 38,441.56 15.52 6.40 
Idaho 15.0 1 1,493,383 6.55 51,771.14 88 24 31,075.86 13.93 7.60 
Illinois 262.8 0 12,700,000 14.15 606,124.00 86 29 40,263.29 15.23 6.59 
Indiana 138.8 0 6,371,235 4.58 251,468.30 86 22 32,866.57 15.79 8.50 
Iowa 45.9 0 2,998,360 4.18 128,378.90 90 24 35,088.80 14.63 12.00 
Kansas 56.2 0 2,789,473 6.57 115,550.30 90 29 36,474.86 15.01 7.39 
Kentucky 90.8 0 4,251,276 3.23 147,469.00 81 20 30,565.86 14.95 6.75 
Louisiana 50.1 0 4,468,527 3.65 204,119.00 80 21 33,908.00 16.74 8.00 
Maine 30.1 0 1,324,373 4.08 48,123.57 89 26 34,373.14 15.47 8.93 
Maryland 103.7 0 5,660,160 13.36 267,012.30 88 35 45,643.57 16.28 7.54 
Massachusetts 182.2 0 6,457,037 15.05 346,236.00 88 38 48,100.71 16.61 9.39 
Michigan 145.9 0 9,981,349 6.51 370,334.60 88 25 33,542.29 17.63 2.12 
Minnesota 94.3 1 5,202,421 7.20 250,525.70 92 32 40,480.29 16.01 9.80 
Mississippi 26.9 1 2,927,586 2.22 88,164.02 80 20 28,613.87 13.18 5.00 
Missouri 84.8 1 5,878,439 4.05 229,078.10 86 25 34,740.00 14.64 6.25 
Montana 7.6 0 962,653 2.68 33,160.73 91 27 32,427.31 14.75 6.75 
Nebraska 24.7 1 1,785,134 6.29 79,843.12 90 27 36,811.58 14.12 7.81 
Nevada 36.0 0 2,563,525 19.78 122,111.40 85 22 37,573.14 15.07 0.00 
New Hampshire 39.6 0 1,308,337 6.06 56,867.86 91 33 41,558.14 15.48 8.50 
New Jersey 229.3 0 8,698,912 20.71 457,144.60 87 35 47,961.14 15.86 9.00 
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Table 4 – Continued 

  
  

State 
  

FDI 
Employment 

(000s) 

E-Verify 
as of 2010 
(yes/no) 

 
Population 

 

Foreign-Born 
Population 

(%) 

GDP 
(million$) 

HS-
educated 

Population 
(%) 

College-
educated 

Population 
(%) 

Per Capita 
Income 

($) 

Avg. Wage in 
Manufacturing 

Corporate 
Tax Rate 

(%) 

New Mexico 16.3 0 1,982,882 10.41 72,119.38 82 25 30,762.90 15.05 7.60 
New York 404.7 0 19,200,000 22.24 1,034,116.00 85 31 45,350.43 15.41 7.39 
North Carolina 196.8 1 9,087,588 7.64 385,772.10 83 25 33,552.14 14.02 6.90 
North Dakota 10.6 0 656,078 3.04 28,934.33 89 26 36,258.96 15.11 7.27 
Ohio 221.7 0 11,500,000 4.09 453,675.00 87 24 34,364.14 15.82 6.07 
Oklahoma 36.1 1 3,635,572 5.73 135,264.60 85 23 33,387.86 14.15 6.00 
Oregon 44.5 0 3,713,092 10.46 162,786.90 88 28 34,762.14 15.38 6.97 
Pennsylvania 260.5 0 12,600,000 5.72 517,462.00 87 26 37,803.14 15.65 9.98 
Rhode Island 24.5 0 1,060,634 13.19 46,382.24 83 30 39,121.66 14.72 9.00 
South Carolina 107.4 1 4,434,143 5.05 151,386.70 83 24 30,910.14 14.81 5.00 
South Dakota 7.3 0 793,422 2.67 34,837.31 89 25 36,668.24 12.95 0.00 
Tennessee 125.3 0 6,153,889 4.62 237,929.70 82 23 33,234.86 14.26 6.50 
Texas 427.2 0 23,800,000 16.77 1,090,823.00 79 25 35,878.86 14.39 1.93 
Utah 31.1 1 2,592,069 8.72 103,870.60 91 29 31,154.00 14.19 5.00 
Vermont 10.6 0 623,228 4.48 23,769.84 90 33 36,855.74 15.01 9.04 
Virginia 153.4 0 7,751,542 11.47 381,753.90 86 33 41,714.29 14.97 6.00 
Washington 92.6 0 6,462,985 13.59 309,712.10 90 31 40,308.57 17.57 0.00 
West Virginia 22.6 0 1,835,206 1.49 56,288.28 82 17 29,270.83 15.11 8.75 
Wisconsin 78.2 0 5,607,220 4.72 230,043.00 89 25 35,972.00 15.72 7.90 
Wyoming 8.9 0 537,285 3.46 32,193.17 91 23 43,254.07 18.33 0.00 
DC 17.8 0 579,621 13.87 91,066.71 86 47 63,572.71 20.73 9.98 

Mean 107.8 0.18 5,906,836 9 263,180 86 27 37,349 15.21 6.64 

Min 7.3  537,285 1 23,769 79 17 28,613 12.95 0.00 
Max  583.3  36,400,000 28 1,787,745 92 38 63,572 18.81 12.00 
Sum 5,390.9 12 301,248,637  13,422,185   1,904,803   



 
 

Table 5: Employment Growth Rate of Affiliates 

 Independent Variables 

(1) (2) (3) (4) (5) 
Baseline for 
Enactment 

Added Controls 
No FE or  

Time Trends 

All Controls, 
FE, no Time 

Trends 

All Controls 
FE and Industry 

Trend 

All Controls 
FE and Time 

Trends 

E-Verify Mandate -0.058*** -0.050*** -0.046*** -0.046*** -0.042*** 
(0.014) (0.014) (0.015) (0.015) (0.016) 

Lagged Population Growth Rate 0.089 0.218 0.226 -0.209 
(0.691) (0.825) (0.844) (1.089) 

Lagged Growth Rate of Foreign-Born Population Share -0.136 -0.131 -0.128 -0.119 
(0.148) (0.138) (0.139) (0.139) 

Lagged Growth Rate of Likely Unauthorized Population Share 0.083 0.119 0.123 0.119 
(0.079) (0.078) (0.079) (0.084) 

Lagged GDP Growth Rate 0.317 -0.079 -0.083 0.234 
(0.300) (0.305) (0.305) (0.361) 

Lagged Growth Rate of HS-educated Population -1.070 -0.463 -0.517 -0.348 
(0.737) (0.984) (0.986) (1.024) 

Lagged Growth Rate of College-educated Population 0.382* 0.346 0.342 0.339 
(0.212) (0.209) (0.208) (0.209) 

Lagged Growth Rate of Per Capita Income 0.105 -0.200 -0.176 -0.183 
(0.279) (0.498) (0.490) (0.550) 

Lagged Growth Rate of Wages in Manufacturing -0.607 -0.600 -0.629 -0.588 
(0.409) (0.403) (0.403) (0.396) 

Lagged Growth Rate of Corporate Taxes -0.000 -0.001 -0.001 0.002 
(0.002) (0.001) (0.001) (0.002) 

Industry Fixed-Effects No No Yes Yes Yes 
Region Fixed-Effects No No Yes Yes Yes 
Year Fixed-Effects No No Yes Yes Yes 
Industry-Time Trend No No No Yes Yes 
Region-Time Trend No No No No Yes 

Observations 2,338 1,938 1,938 1,938 1,938 
R-squared 0.003 0.014 0.065 0.079 0.083 

Notes: Regressions contain a constant.  Robust standard errors clustered at the state level are shown in parentheses.  *** p<0.01, ** p<0.05, * p<0.1 in the corresponding 1-tailed 
or 2-tailed test.   
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Table 6: Employment Growth Rate of Affiliates Using an Alternative Definition of the Policy Variable 

 Independent Variables 

(1) 
Baseline for 
Enactment 

(2) (3) 
All Controls, 

FE, no Trends 
 

(4) (5) 
Added Controls 
No FE or Trends 

All Controls 
FE and Industry 

Trend

All Controls 
FE and All Time 

Trends

E-Verify Mandate -0.075*** -0.057*** -0.050*** -0.050*** -0.047*** 
(0.024) (0.024) (0.022) (0.021) (0.020) 

Lagged Population Growth Rate -0.339 0.073 0.087 -0.227 
(0.755) (0.703) (0.721) (0.931) 

Lagged Growth Rate of Foreign-Born Population Share -0.098 -0.093 -0.091 -0.081 
(0.152) (0.142) (0.143) (0.142) 

Lagged Growth Rate of Likely Unauthorized Population Share 0.078 0.109 0.113 0.107 
(0.079) (0.076) (0.077) (0.083) 

Lagged GDP Growth Rate 0.226 -0.204 -0.203 0.096 
(0.283) (0.320) (0.319) (0.368) 

Lagged Growth Rate of HS-educated Population -0.963 -0.320 -0.377 -0.218 
(0.781) (1.034) (1.035) (1.087) 

Lagged Growth Rate of College-educated Population 0.294 0.265 0.263 0.274 
(0.201) (0.203) (0.203) (0.203) 

Lagged Growth Rate of Per Capita Income 0.184 0.005 0.019 0.031 
(0.283) (0.512) (0.505) (0.554) 

Lagged Growth Rate of Wages in Manufacturing -0.649 -0.678 -0.701 -0.643 
(0.417) (0.421) (0.422) (0.413) 

Lagged Growth Rate of Corporate Taxes -0.001 -0.001 -0.001 0.001 
(0.002) (0.001) (0.001) (0.002) 

Industry Fixed-Effects No No Yes Yes Yes 
Region Fixed-Effects No No Yes Yes Yes 
Year Fixed-Effects No No Yes Yes Yes 
Industry-Time Trend No No No Yes Yes 
Region-Time Trend No No No No Yes 

Observations 2,183 1,783 1,783 1,783 1,783 
R-squared 0.005 0.014 0.064 0.078 0.082 

Notes: Regressions contain a constant.  Robust standard errors clustered at the state level are shown in parentheses.  *** p<0.01, ** p<0.05, * p<0.1 in the corresponding 1-tailed 
or 2-tailed test.   
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Table 7: Employment Growth Rate of Affiliates Using an Alternative Definition of the Policy Variable and Sample 

 Independent Variables 

(1) 
Baseline for 
Enactment 

(2) 
Added Controls 
No FE or Trends 

(3) 
All Controls, FE, 

no Trends 
 

(4) (5) 
All Controls 

FE and Industry-
Time Trend

All Controls 
FE and All Time 

Trends

E-Verify Mandate -0.061*** -0.040** -0.041** -0.040** -0.024* 
(0.019) (0.019) (0.019) (0.018) (0.016) 

Lagged Population Growth Rate -0.577 -0.168 -0.139 -0.520 
(0.620) (0.765) (0.793) (0.942) 

Lagged Growth Rate of Foreign-Born Population Share 0.006 0.000 -0.001 0.007 
(0.137) (0.136) (0.139) (0.135) 

Lagged Growth Rate of Likely Unauthorized Population Share -0.026 -0.022 -0.018 -0.040 
(0.058) (0.056) (0.059) (0.062) 

Lagged GDP Growth Rate 0.028 -0.515* -0.530* -0.309 
(0.265) (0.275) (0.276) (0.342) 

Lagged Growth Rate of HS-educated Population -0.698 -0.565 -0.614 -0.560 
(0.619) (0.807) (0.801) (0.808) 

Lagged Growth Rate of College-educated Population 0.224 0.184 0.184 0.180 
(0.174) (0.175) (0.175) (0.168) 

Lagged Growth Rate of Per Capita Income 0.318 0.909** 0.940** 0.961* 
(0.246) (0.417) (0.406) (0.484) 

Lagged Growth Rate of Wages in Manufacturing -0.397 -0.439 -0.457 -0.371 
(0.410) (0.447) (0.444) (0.457) 

Lagged Growth Rate of Corporate Taxes -0.001 -0.002 -0.002 0.001 
(0.002) (0.001) (0.001) (0.002) 

Industry Fixed-Effects No No Yes Yes Yes 
Region Fixed-Effects No No Yes Yes Yes 

Year Fixed-Effects No No Yes Yes Yes 

Industry-Time Trend No No No Yes Yes 

Region-Time Trend No No No No Yes 

Observations 1,865 1,523 1,523 1,523 1,523 
R-squared 0.004 0.012 0.041 0.054 0.060 

Notes:  Regressions contain a constant.  Robust standard errors clustered at the state level are shown in parentheses.  *** p<0.01, ** p<0.05, * p<0.1 in the corresponding 1-tailed or 2-
tailed test.   
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APPENDIX 
Figure A 

 

 
 
Source: http://www1.ncdc.noaa.gov/pub/data/cmb/temp-and-precip/maps/us-census-divisions.gif 
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Table A: Logarithm of Employment Levels 

 Independent Variables 

(1) 
Baseline for 
Enactment 

(2) 
Added Controls 
No FE or Trends 

(3) 
All Controls, FE, 

no Trends 
 

(4) (5) 
All Controls 

FE and Industry-
Time Trend

All Controls 
FE and All Time 

Trends

Lagged Log Employment  0.980*** 0.973*** 0.901*** 0.903*** 0.903*** 
(0.004) (0.006) (0.017) (0.017) (0.017) 

E-Verify Mandate -0.056*** -0.053*** -0.044*** -0.044*** -0.031** 
(0.017) (0.015) (0.016) (0.015) (0.017) 

Lagged Log Population  -0.054 -0.083* -0.084* -0.082* 
(0.048) (0.049) (0.049) (0.048) 

Lagged Log Share of Foreign-Born 0.034 0.061** 0.059** 0.060** 
(0.023) (0.024) (0.024) (0.023) 

Lagged Log Share of Likely Unauthorized Immigrants  -0.011 -0.009 -0.007 -0.009 
(0.011) (0.014) (0.014) (0.014) 

Lagged Log GDP  0.040 0.134** 0.133** 0.129** 
(0.044) (0.056) (0.056) (0.056) 

Lagged Log Share of HS-educated Population -0.067 -0.041 -0.036 -0.101 
(0.181) (0.192) (0.192) (0.189) 

Lagged Log Share of College-educated Population 0.019 0.008 0.008 0.002 
(0.053) (0.051) (0.051) (0.052) 

Lagged Log Per Capita Income 0.048 -0.143 -0.142 -0.129 
(0.064) (0.100) (0.100) (0.102) 

Lagged Log Wages in Manufacturing -0.263*** -0.048 -0.048 -0.035 
(0.062) (0.096) (0.095) (0.097) 

Lagged Log Corporate Taxes -0.002* -0.002 -0.002 -0.002 
(0.001) (0.001) (0.001) (0.001) 

Industry Fixed-Effects No No Yes Yes Yes 
Region Fixed-Effects No No Yes Yes Yes 

Year Fixed-Effects No No Yes Yes Yes 

Industry-Time Trend No No No Yes Yes 

Region-Time Trend No No No No Yes 

Observations 2,338 2,338 2,338 2,338 2,338 
R-squared 0.970 0.970 0.973 0.973 0.973 

Notes:  Regressions contain a constant.  Robust standard errors clustered at the state level are shown in parentheses.  *** p<0.01, ** p<0.05, * p<0.1 in the corresponding 1-tailed or 
2-tailed test.   


