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Opportunity Lost

The Cost of Rescinding the International Entrepreneur Rule

he American Dream has long provided hope to millions that a better life in America is possible

through hard work, ingenuity, and an entrepreneurial spirit. For those leaving or fleeing their
homelands for a new life in the United States, this is especially true. This hope is fueled by countless
stories of immigrants who started from scratch and ended up creating prosperity from nothing. One
needs only to look at the country’s largest and most successful businesses to see this—more than 40
percent of American Fortune 500 companies were founded by first- or second-generation immigrants.*
It is this track record that has sustained America’s reputation as a land of opportunity that attracts the
best and brightest talent in the world.

Despite this history, U.S. immigration policies remain conspicuously ambivalent to the task of welcoming
the most promising entrepreneurs from other countries. While this perhaps was unnecessary when the
United States was the destination par excellence for entrepreneurs, mavericks, and investors from around
the world after World War II, this is simply no longer the case. Today, many other countries are acutely
aware of the increasingly competitive global labor market. Nearly every other developed economy in the
world has taken proactive steps to attract skilled and entrepreneurial immigrants by establishing dedicated
immigration programs for start-up founders. For example, the United Kingdom, Singapore, Ireland, New
Zealand, and Chile have set up programs to systematically identify promising entrepreneurs and to offer
them clear avenues to settle and establish their businesses within their borders.? In contrast, the United
States has no visa for immigrant entrepreneurs who want to come here, start a business, and create jobs.

Instead, entrepreneurial immigrants in the United States are forced to navigate a complex set of different
visa programs in the hopes they can find a way allowing them to stay and establish their business by the
book. This lack of a clear path for business creators may have significant negative implications for the
continued dynamism of the U.S. economy. Significant research has already shown that startups and young
firms are the main drivers of new job creation in the United States.? Other studies, meanwhile, have found
that immigrants are nearly twice as likely to start new businesses.* Taken together, research strongly
supports the argument that creating dedicated pathways for immigrant entrepreneurs is of paramount
importance to the continued economic vitality of the United States.s

The Department of Homeland Security’s (DHS) regulatory measure to give foreign entrepreneurs a chance
to grow their firms in the United States, called the International Entrepreneur Rule (IER), was a first step

in remedying this situation.® The IER allows potential business owners who show exceptional promise and
solid capital investment—in most cases, raising hundreds of thousands of dollars of outside funding—to
settle in the United States for an initial period of two and a half years. To extend beyond that, such firms
must have achieved demonstrable success, specifically by raising at least $500,000 in additional funding,
generating that much in annual business revenue, or creating at least five full-time American jobs.”




OPPORTUNITY LOST: THE COST OF RESCINDING THE INTERNATIONAL ENTREPRENEUR RULE

However, despite the inherent job-creating potential of the IER, its future remains uncertain. Despite
receiving widely positive press coverage and ample supporting public comments, DHS first delayed the
implementation of the rule, and then later announced its intent to rescind the rule altogether.?

It is easy to understand that this rescission would have generally negative economic impacts on the U.S.
economy. But in order to provide more specific notions of the potential cost of DHS’s decision, NAE
estimated the potential impact on U.S. job creation over 10 years as well as its broader implications for
the economy. To allow for a range of possible outcomes, NAE produced three scenarios, each based on
a different set of assumptions based on past research, the government’s own estimates, and publicly
available data (See Table 1 below).

In the first, we examine the baseline minimum
as written in the IER filing itself, showing that

Jobs Created After 10 Years by the even under the most conservative assumptions,
International Entrepreneur Rule Under the IER as written provides a minimum number
Three Scenarios of'jobs for U.S. workers. In the second scenario,

data on average number of jobs created per
firm is taken from the U.S. Census Bureau’s
Business Dynamics Statistics and used to
model the number of jobs created assuming
that IER-recipient firms behave like average
U.S. businesses of the same age. Finally, given
that the government estimates that a vast share
of the IER beneficiaries will be active in STEM-
related firms, the last scenario incorporates
research findings on job creation specifically
among technology-related firms and projects
the total job growth. Then, to provide an idea of how the rescission of the IER will result in the loss of
billions of dollars of additional value to the U.S. economy, the total direct and indirect benefits under all
three scenarios of the rule are calculated using a set of well-established multipliers from the Bureau of
Economic Analysis.

Scenario Jobs Created

Minimum Requirement 135,240

U.S. Average for Jobs per Firm 176,939

85% STEM-related Firms 429,714

Scenario 1: Minimum Required

To provide a baseline, conservative estimate of the job growth effects of the International Entrepreneur
Rule, the first scenario assumes that firms will generate only the minimum number of jobs required by
the rule. The minimum requirement, per the IER filing, is five jobs over two and a half years. In addition
to stipulating the minimum terms of IER parole, the DHS also provided its own projections of how many
applications would be eligible for IER status—a total of 2,940 entrepreneurs each year.?

As it is not possible to say when the jobs would be created during the two-and-a-half-year period, the model
assumes that the new jobs are created evenly throughout. Given these conditions, as seen in Table 2, the
first two years see increasing total job growth by IER firms as the program ramps up, then a levelling off

as IER beneficiaries phase out of IER status to be replaced by new ones. As such, once past the three-year
mark, still assuming the minimum required, the IER program should create 14,700 new jobs every year. At
the end of 10 years, this scenario results in a total of 135,240 jobs created as a result of the IER.
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TABLE 2

Job Creation of IER Firms Over 10 Years, Minimum Requirement, By Year

Jobs Created

Year Each Year
120,000 jobs

1 5,880

2 11,760

3 14,700
90,000 jobs

4 14,700

5 14,700
60,000 jobs 6 14,700

7 14,700

8 14,700
30,000 jobs

9 14,700

10 14,700

TOTAL 135,240

Source: Department of Homeland Security, International Entrepreneur Rule, Section H-105, Table 1

Scenario 2: Assuming U.S. Average Firm Job Growth

In the first scenario, it was assumed that firms would create the minimum number of jobs they needed to
qualify for IER status. This assumption, however, is not based on past data on how new businesses in the
United States actually perform or behave when it comes to job creation.

To model this, the second scenario incorporates data from the Business Dynamics Statistics (BDS)
database from the U.S. Census Bureau. BDS data shows that the average three-year-old U.S. firm employs
8.85 employees.’® As to not over-count the number of jobs created, the employment of the firm’s founder is
accounted for and subtracted from this total. As such, this model assumes that each IER firm would create
7.85 jobs in addition to their founder. Applying this number to the pool of eligible firms and discounting

it so that the total only reflects jobs created during the 2.5 years of IER status, the total number of jobs in
the United States created in 10 years reaches about 176,939. These totals can be seen in Table 3 on the
following page.
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TABLE 3

Job Creation of IER Firms Over 10 Years, Average Job Growth for New Firms, By Year

Jobs Created

Year Each Year
150,000 jobs 1 7,693
2 15,386
3 19,233
a 19,233
100,000 jobs
5 19,233
6 19,233
7 19,233
St 8 19,233
9 19,233
10 19,233
TOTAL 176,939

Source: Business Dynamics Statistics, U.S. Census Bureau (2005-2014)

Scenario 3: Assuming Average Job Growth Specific to STEM Firms

Rather than assume that all IER firms are the same and will perform as average U.S businesses, the third
scenario instead uses the DHS’s own estimates on industry distribution of IER firms in order to provide

a more nuanced look at their job creation potential. According to the DHS filing, the vast majority—
approximately 85 percent—of IER firms would be technology or STEM-related firms." Using research
findings from Wadhwa et al. (2012) that found that STEM-related firms created far more jobs—21.37 jobs
over three years—than other firms, the third scenario shows that a total of 409,428 would be created by
these STEM IER firms over 10 years. For the remaining 15 percent of IER firms that are not STEM-related,
NAE assumes that they perform, as in the second scenario, as average U.S. firms of the same age. Over 10
years, this minority of IER firms would result in 20,286 jobs. Together, the STEM and non-STEM IER firms
would produce an impressive 429,714 jobs over the course of 10 years.
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TABLE 4

Job Creation Among IER Firms Accounting for STEM-Related Job Growth

Year STEM Non-STEM Jobs Created
400,000 jobs Firms Firms Each Year
B STEMFi 1 17,801 882 18,683
irms
B Non-STEM Firms 2 35,602 1,764 37,366
300,000 jobs 3 44,503 2,205 46,708
4 44,503 2,205 46,708
5 44,503 2,205 46,708
200,000 jobs
6 44 503 2,205 46,708
7 44,503 2,205 46,708
8 44 503 2,205 46,708
100,000 jobs
9 44,503 2,205 46,708
10 44,503 2,205 46,708

TOTAL 409,428 20,286 429,714

Source: Department of Homeland Security, 8 CFR Pts. 1083, 212, and 274a; and Vivek Wadhwa et al., “Then and Now: America’s New
Immigrant Entrepreneurs, Part [IV.”

Beyond Job Creation

Jobs are not created in a bubble. The interconnectedness of the domestic economy means that the
creation of a single job has positive indirect impacts at a local and even a national level. The increased
consumer spending of newly employed workers creates additional economic activity that creates even
more economic activity as the demand for goods and services triggers increases in demand for other
goods and services. The indirect effects throughout the economy can be just as significant economically

as the direct effects of paying a worker a wage. To estimate the full impact of even our most conservative
estimate, we turned to a trusted set of tools from the Bureau of Economic Analysis: the RIMS II multipliers.
These multipliers are used for a vast range of cost-benefit and economic impact modeling estimates by
public and private sector entities. The multipliers estimate the total direct and indirect economic impacts
of increased spending or increased employment in a given sector or industry. Using the same DHS
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estimates for the industry distribution of IER firms and using average industry wage data from the Bureau
of Labor Statistics, it is possible then to apply the RIMS II multipliers in order to estimate the total direct
and indirect benefits of the IER. Applying the figures from each of the scenarios above, the results show
that in each projection, the IER would create anywhere from $5.8 billion for the U.S. economy over 10 years
in the first scenario, to almost $18.5 billion over 10 years in the third scenario. (See Tables §-7.)

Direct and Indirect Value Added to the U.S. Economy, Scenario 1

Year  Gited . Wages 0 Wiages/Eamings Value Added (GOP)
1 5,880 $351,366,986 $127,753,733.23 $252,737,499.97
2 11,760 $702,733,972 $255,507,466.47 $505,474,999.94
3 14,700 $878,417,465 $319,384,333.08 $631,843,749.92
4 14,700 $878,417,465 $319,384,333.08 $631,843,749.92
5 14,700 $878,417,465 $319,384,333.08 $631,843,749.92
6 14,700 $878,417,465 $319,384,333.08 $631,843,749.92
7 14,700 $878,417,465 $319,384,333.08 $631,843,749.92
8 14,700 $878,417,465 $319,384,333.08 $631,843,749.92
9 14,700 $878,417,465 $319,384,333.08 $631,843,749.92
10 14,700 $878,417,465 $319,384,333.08 $631,843,749.92
TOTAL 135,240 $8,081,440,676 $2,938,335,864.36 $5,812,962,499.29

Note: Average annual wages per job created by each IER beneficiary was calculated from data from the Quarterly Census of Employment
and Wages (2016) from the Bureau of Labor Statistics and weighted according to the estimated breakdown by industry of projected IER
beneficiary firms from the Department of Homeland Security.




OPPORTUNITY LOST: THE COST OF RESCINDING THE INTERNATIONAL ENTREPRENEUR RULE

Direct and Indirect Value Added to the U.S. Economy, Scenario 2

vear  Gdaed . Wages o Wages/Eaminge | Valus Added (GOP)
1 7,693 $459,705,139.92 $167,144,467.65 $330,664,895.79
2 15,386 $919,410,279.84 $334,288,935.29 $661,329,791.59
3 19,233 $1,149,262,849.80 $417,861,169.12 $826,662,239.48
4 19,233 $1,149,262,849.80 $417,861,169.12 $826,662,239.48
5 19,233 $1,149,262,849.80 $417,861,169.12 $826,662,239.48
6 19,233 $1,149,262,849.80 $417,861,169.12 $826,662,239.48
7 19,233 $1,149,262,849.80 $417,861,169.12 $826,662,239.48
8 19,233 $1,149,262,849.80 $417,861,169.12 $826,662,239.48
9 19,233 $1,149,262,849.80 $417,861,169.12 $826,662,239.48
10 19,233 $1,149,262,849.80 $417,861,169.12 $826,662,239.48
TOTAL 176,939 $10,573,218,218.15 $3,844,322,755.87 $7,605,292,603.24

Note: Average annual wages per job created by each IER beneficiary was calculated from data from the Quarterly Census of Employment
and Wages (2016) from the Bureau of Labor Statistics and weighted according to the estimated breakdown by industry of projected IER
beneficiary firms from the Department of Homeland Security.
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Direct and Indirect Value Added to the U.S. Economy, Scenario 3

1 18,683 $1,116,439,317.20 $405,926,841.20 $803,052,344.69

2 37,366 $2,232,878,634.39 $811,853,682.41 $1,606,104,689.39
3 46,708 $2,791,098,292.99 $1,014,817,103.01 $2,007,630,861.73
4 46,708 $2,791,098,292.99 $1,014,817,103.01 $2,007,630,861.73
5 46,708 $2,791,098,292.99 $1,014,817,103.01 $2,007,630,861.73
6 46,708 $2,791,098,292.99 $1,014,817,103.01 $2,007,630,861.73
7 46,708 $2,791,098,292.99 $1,014,817,103.01 $2,007,630,861.73
8 46,708 $2,791,098,292.99 $1,014,817,103.01 $2,007,630,861.73
9 46,708 $2,791,098,292.99 $1,014,817,103.01 $2,007,630,861.73
10 46,708 $2,791,098,292.99 $1,014,817,103.01 $2,007,630,861.73

TOTAL 429,714 $25,678,104,295.54  $9,336,317,347.68 $18,470,203,927.95

Note: Average annual wages per job created by each IER beneficiary was calculated from data from the Quarterly Census of Employment
and Wages (2016) from the Bureau of Labor Statistics and weighted according to the estimated breakdown by industry of projected IER
beneficiary firms from the Department of Homeland Security.
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iven this range of job creation outcomes, it is clear that keeping the IER on the books and allowing it

to be implemented would be a win-win for the U.S. economy. To put these findings into more context,
the second, middle-range estimate shows that the IER would produce more jobs than the number of people

GE employs in the United States—roughly 131,000 people.”? In the third scenario, the total number of jobs
created reaches more than 429,000 workers, almost 50 percent more than the number of taxi drivers and
chauffeurs working in the entire country in 2014. Beyond this, many see IER as having other less tangible
benefits—including ensuring the United States remains a top destination for the best and brightest minds
in business in the coming decade, boosting our ability to compete on the global stage, and keeping a small
part of the American Dream alive.

Additional Methodology
Calculating Direct and Indirect Impacts to U.S. GDP

In order to estimate the increase in economic output due to implementation of the IER program,
NAE first projects the number of jobs created through the implementation of the IER program

(See Table 1). In an effort to be conservative, we chose the lower bound estimate of the projected
number of total jobs to be created within 10 years. To calculate the average wages of these workers,
we estimated the percentage of foreign-born entrepreneurs in the leading entrepreneurial sectors
and apply these percentages to the average wage in the corresponding sector (2016 dollars).*# The
projected number of jobs to be created within 10 years is multiplied by the weighted average wage.
Additional increase to GDP is calculated using the household type II RIMS multiplier.’s We use a
weighted average, calculated by allocating the share of foreign-born entrepreneurs in each industry
of interest across the 50 U.S. states. This weighted value-added multiplier is allocated to the
projected wages resulting from increased employment in new businesses founded by foreign-

born entrepreneurs.
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