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Abstract – Job creation, specifically through foreign 
direct investment, is extremely important for states in 
providing jobs for their citizens. This study determines 
ways to increase foreign direct investment, this study 
analyzes the impact foreign exchange students 
participating in educational exchange programs has on 
the number of jobs created by foreign companies. After 
running multivariate regression analysis methods with 
several independent control variables, it was found that 
there is a significant, quantifiable correlation between 
the number of exchange students participating in the J-1 
Visa program and the amount of jobs created in each 
state. 
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INTRODUCTION

In the United States, policy-makers at both the federal and 
state level are constantly looking for ways to increase the 
number of jobs available to its citizens. States are often 
competing with one another to become the most attractive to 
potential companies looking to expand their operations. 
Typically, these companies are foreign, and are looking to 
open new manufacturing plants/sales offices in the United 
States to expand their market. To be more competitive, 
states need to use every institution available to persuade 
foreign companies to expand and create jobs for local 
citizens. Many states are already competing in a number of 
areas, for example by lowering tax burdens and becoming 
right to work states, yet considerably less attention has been 
given to the largest institutions in America, schools and 

universities, until recently [1]. The extent to which 
educational institutions can be harnessed to entice foreign 
companies to invest in America, has only received limited 
attention in research. As such there remains uncertainty 
around the impact schools and universities have on job 
creation by foreign companies, which makes it more 
difficult for policy-makers to conduct adequate cost-benefit 
analyses. This difficulty can explain why many states have 
been reluctant to tap into any job-creating potential of 
schools and universities. This study attempts to contribute to 
the nascent literature by considering the extent to which 
increasing the scope of international exchange programs can 
contribute to the expansion of foreign-owned companies in 
a given state and/or region. To investigate this pertinent 
topic and bring it to the data, the paper addresses the 
following question: to what extent does the number of 
international exchange students participating in educational 
exchange programs impact the number of jobs created by 
foreign companies?

LITERATURE REVIEW

The federal nature of the system of governance in 
the United States grants decision makers at the state level 
wide discretion over policies which have a direct impact on 
the number of exchange students. These measures include 
partnering with educational institutions and companies and 
encouraging more program sponsors for the J-1 Visa 
program. It is natural therefore that policy makers seeking to 
find efficient and innovative ways to support the local 
economy and attract both foreign talent and investment 
would be vitally interested in understanding the precise 
relationship between the flow of exchange students and job 
creation by foreign firms. 

In the case of international students who are 
enrolled in full-time higher education, a number of studies 
such as [2][3] have drawn a link between international 
student mobility and socio-economic outcomes, with higher 
student mobility being found to be an important channel for 
high-skilled immigration who generally are considered to 
have high social capital which in turn can act as an aid for 
stimulating exchange in ideas and technology across 
countries, thereby encouraging FDI [4]. However it is 
unclear the extent to which these arguments are directly 
applicable to exchange students due to the temporary nature 
of their stay.

Furthermore, a recent study by [5] analyzed the 
effects of international students on inbound FDI into the UK 
and US and found a significant and positive impact, with 
educational networks being emphasized as a key factor in 
explaining the causal mechanism for more foreign students 
stimulating inbound FDI. It has been hypothesized that such 
networks among international students act as important 
means through which information regarding economic 
opportunities in the host country is relayed back home. In a 
similar vein, [6] analyze the link between German migration 
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and FDI, with their results offering broad support for the 
importance of cultural linkages in stimulating investment 
from abroad. 

Applying these findings to the American setting 
and the present analysis, the large proportion of foreign 
high-school and university exchange students arriving on 
the J-1 visa each year is likely to form an important 
educational network which acts as a catalyst for inward FDI. 
Moreover, [6] argue that such linkages provide incentives 
for migrants and firms to locate in specific areas, 
emphasizing that not only are effects of interest at the 
national level but also that individual states will want to 
reflect on how best to capitalize on any FDI-stimulating 
effects of state-initiated educational exchange programs to 
gain a competitive advantage.

DATA

The two main independent variables of interest in this study 
are the number of international exchange students 
participating in educational exchange programs in the 
United States at college and high school level. For both 
measures, we use the number of international college 
students on educational exchanges in each individual state 
arriving under the J-1 Visa in 2018. This data comes from 
the United States State Department online database. The 
dependent variable in our analysis is the number of jobs 
created by foreign companies in each respective state. These 
values were provided by SelectUSA, the U.S. government 
program that measures and promotes foreign direct 
investment in the United States. Figure 1 shows a scatterplot 
of the dependent variable against the total number of 
international exchange students in 2018. The R2 value is 
0.85, indicating a strong positive correlation. 

FIGURE 1: 

ANALYSIS

While Figure 1 depicts an extremely high correlation 
between the number of international exchange students and 
jobs created by foreign companies, the model does not 
control for other confounding factors. This means that 
Figure 1 can not confidently depict a significant relationship 
between the number of exchange students and job creation. 
In an attempt to address this problem, multivariate 
regression models were developed using key independent 
control variables confirmed by the Tennessee Department of 
Economic and Community Development to directly impact 
foreign direct investment. These variables are shown in 
Table 1 below:

TABLE 1:

Through multivariate regression analysis methods, we are 
able to predict how the number of jobs created by foreign 
companies is impacted by the number of exchange students 
by taking into account the contribution of the various 
control variables depicted in Table 1. Figure 2 shows the 
regression equation used to create the multivariate 
regression model.  In this equation, α refers to the constant 
in the regression. The β1 and β2 represent the coefficients of 
interest of the college exchange student and high school 
exchange student variables. The Xi represents the vector 
containing the independent control variables, and the δ 
represents each control variable’s respective coefficients. 
Finally, εi represents the residual, or what our model cannot 
explain.

FIGURE 2:

Through this equation, and by using data from the variables 
depicted in table 1, we were able to create our multivariate 
regression model, as shown in Table 2.
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TABLE 2:

As depicted in these tables, the p-value was below 5% for 
both college international exchange students and high 
school international exchange students, indicating that there 
is a significant correlation between the number of 
international exchange students participating in educational 
exchange programs and job creation by foreign companies. 
The respective coefficients can be interpreted as the number 
of jobs created by foreign companies for each one unit 
increase in a given independent variable. Therefore, the 
multivariate models suggest that every additional college 
exchange student is associated with the creation of 42 new 
jobs and every additional  high-school exchange student is 
associated with the creation of 47 new jobs. These 
coefficients were then used to predict the number of jobs 
created by foreign companies, and were plotted against the 
actual number of jobs created by foreign companies in 
Figure 3.

FIGURE 3:

Figure 3 shows that the model we have constructed has very 
high predictive power, explaining approximately 94% of the 
variation in foreign job creation across states. This is 
important because it reinforces the notion that educational 
programs have a palpable effect on job creation through 
tangible coefficients that depict the exact numerical impact 
international exchange students actually have on job 
creation by foreign companies

DISCUSSION AND LIMITATIONS

However, there are a few limitations to the multivariate 
regression analysis used in this study. First of all, the 
coefficient values for both college exchange students and 
high school exchange students are fairly large. The 
coefficient is admittedly likely to be biased upwards due to 
omitted variables. However we argue that the values may 
not be as implausible as they first seem because the effect 
one exchange student has on the number of jobs created by 
foreign companies is amplified through educational network 
effects, as outlined in the literature review section. 
Furthermore, despite our attempts to control for possible 
endogeneity through the use of a rich set of control 
variables, the multivariate regression analysis cannot 
confidently determine the direction of causality. Ideally,  if 
we had data from more time periods, we could run a fixed 
effects model. This would have been preferable  and would 
have been more informative about the causal relationship as 
we could have controlled for fixed effects; however, we 
were unable to model in this fashion due to the fact that the 
data for the College/University and Secondary Student J-1 
Visa subcategories was only made available very recently 
because of the recent creation of these respective 
subcategories. We therefore leave this task to future 
research. Also, based on the regression analysis, it is not 
entirely clear what mechanism is driving the relationship 
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between exchange students and job creation. This can be 
addressed in future studies through more detailed surveys of 
both college and high school international exchange 
students to understand the nature of the network effect and 
to gauge exactly how big of an impact this trend could have 
on job creation by foreign companies. Despite these 
setbacks, the multivariate analysis methods used in this 
study still depict a strong, significant correlation between 
the number of international exchange students and jobs 
created by foreign companies.

CONCLUSION

In conclusion, it was found that the correlation 
between the number of college and high school international 
exchange students and the number of jobs created by foreign 
companies is extremely high and determined to be 
significant. It was also found that the coefficient values 
attributed to both high school and college exchange students 
are proven to be reliable in predicting job creation by 
foreign companies. While this study determines a strong 
correlation but not necessarily a causal relationship between 
foreign job creation and exchange students, the study can 
serve as a great segway for deeper research and analysis to 
determine causality between foreign direct investment and 
exchange programs. In conclusion, states across the U.S. 
should actively partner with educational institutions and 
companies to increase the number of exchange programs in 
order to make the United States even more attractive for 
foreign companies.

ACKNOWLEDGEMENTS

Tennessee Department of Economic and Community 
Development, University of Tennessee, University of 
Memphis, Japanese Consulate Office

REFERENCES

[1]Maister, Philippa. (2015) “A Learning Curve: How 
Foreign Students Can Provide an FDI Boost.” FDi 
Intelligence www.fdiintelligence.com/article/61121
[2] Kahanec, Martin, and Renáta Králiková (2011). Pulls of 
International Student Mobility. IZA Institute of Labor 
Economics, IZA DP No. 6233
[3] Ritzen, J. M. M. and G. Marconi. (2011). 
“Internationalization in European Higher Education”, 
International Journal of Innovation Science, 3(2): 83 – 100.  
[4] Bonin, Holger, et al. (2008). “Geographic Mobility in 
the European Union: Optimising its Economic and Social 
Benefits”, IZA Research Report No. 19, Bonn: Institute for 
the Study of Labor. 
[5] Marina, Murat (2017). "International Students and 
Investments Abroad," Global Economy Journal, De Gruyter, 
vol. 17(1), pages 1-33

[6] Buch, Claudia M., et al. (2006) “Where Enterprises 
Lead, People Follow? Links between Migration and FDI in 
Germany.” European Economic Review, vol. 50, no. 8

http://www.fdiintelligence.com/article/61121

