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US Presidential Election — No longer a trump card

The US President has significant executive powers over immigration. Outcome of the US
Presidential elections will therefore have ramifications over the future of empoyment-based
immigration. In his first term, Trump, through his executive order E.0.13788 “Buy American
and Hire American”, increased restictions on H-1B visas. Denial rates for H-1B/L-1 visas rose
substantially (Exhibit 1/2). Impact on IT Services players was amplified due to their higher
dependence on these visas at the time. Two-third of IT Services players’ US resources were on
H-1B/L-1 visas in FY17, per our estimate. The ratio of visa dependent/local resources has now
likely flipped. This is reflected in 50-80% drop in H-1B approved visas for INFO/TCS/WPRO
over FY15-24. That insulates players to a large extent from any spike in denial rates, if Trump
were to return to office. Another impact could be significant increase in wage obligation for
H-1B visas. Trump administration attempted this through Department of Labour's (DOL)
Interim Final Rule (IFR) in Oct 2020/Jan 2021, before it was vacated in court. Our analysis of
select software roles (Exhibit 5) indicates that average wages for H-1B resources today are
€.25% above the prevailing wages. Claims of H-1B employees displacing US workers due to
lower wages are therefore difficult to ascertain. Trump’s expansionary fiscal policy — cutting
corporate tax rate to 15% from 21% for domestic production — could however be positive
for IT Services demand as it eases budgetary pressures. To sum up, we believe Trump'’s
Presidency, while headline negative, will have limited impact on India IT Services players.
Harris Presidency, on the other hand, will largely be status quo, in our view.

= Impact 1 - Restrictive employment-based immigration: We analysed USCIS data on initial
denials/approvals for H-1B and L-1 A/B visas over past 10 years. Initial denial rates for H-
1B rose from 4% to 17% from 2015-2019. For L-1 A/B, it rose by 12ppt to 28%.
Importantly, the denials rates in Biden Presidency plummeted to decadal lows for both.
Return of Trump could possibly push the denials up again, as he resorts to restrictive
policies. But players today have much lower dependency on these visas, insulating them
to a great extent. We estimate that 65% of INFO's US employees were on H-1B/L-1 visas
in FY17. This fell below 50% in FY20 and is likely to have trended down. INFO's “expand
localization” has been one of the key tenets of their strategy. Similarly, WPRO reported
69% of global workforce as localised in FY20. 50-80% reduction in H-1B visa approvals
for INFO/TCS/WPRO over the past 10 years also reflects lower visa dependence.

= |mpact 2 — narrow definition of speciality occupants and higher minimum wage: Trump
administration, in Oct 2020, published two IFRs, one each through DOL and Department
of Homeland Security (DHS). On the one hand, DHS IFR proposed to narrow definition of
speciality occupants (for H-1B) by including a direct relationship between “bachelor
degree in a specific speciality” and the duties of the position as a prerequisite for H-1B.
On the other hand, DOL IFR proposed to set minimum wages for H-1B significantly above
prevailing wages, in essence pricing H-1B employers out of market. Both these interim
rules were blocked in court. But these could be precursors to restrictive visa policies of
Trump's second term (in case he wins). Our analysis of wages of select IT roles in US
indicate that H-1B wages are already 0-35% above prevailing wages. We therefore
believe impact of such policies, if reintroduced, would be limited for IT Services players.

m Impact 3 - current bills are bi-partisan: We looked at three bills associated with
employment-based immigration which are currently tabled in the US Congress. These bills
aim to protect US workforce, while prioritising high skilled workers for employment-based
immigration and improving the overall process (e.d reducing application backlogs). These
could, at worst, increase compliance requirement for IT Services, in our view. US
Presidential election might have limited bearing on the passage of these bills though.

= Impact 4 — Trump vs Harris fiscal policy: Our strategists believe (here) Trump’s proposed
policies could lead to higher interest rates and slower global growth. Near-term however,
reduction in corporate tax rate (from 21% to 15%) could ease budget pressures for end-
clients, driving better demand. The Tax Foundation, a non partisan think-tank on US tax
policy, estimates Trump'’s tax policies could improve US" long-term GDP (Exhibit 7).

JM Financial Institutional Securities Limited

1JM FINANCIAL

Abhishek Kumar
abhishek.kumar@jmfl.com | Tel: (91 22) 66303053

Anuj Kotewar
anuj.kotewar@jmfl.com | Tel: (91 22) 62241874

JM Financial Research is also available on:
Bloomberg - JMFR <GO>,

Thomson Publisher & Reuters,

S&P Capital 1Q, FactSet and Visible Alpha

Please see Appendix | at the end of this
report for Important Disclosures and
Disclaimers ~ and  Research  Analyst
Certification.



https://jmflresearch.com/JMnew/JMCRM/analystreports/pdf/Strategy_31Oct24.pdf

IT Services 4 November 2024

Key Charts
Exhibit 1. H-1B denial rates rose steeply in Trump's first term Exhibit 2. L-1 visa's denial rates also followed a similar trajectory,
followed by sharp fall in Biden’s Presidency indicating broad-based restrictive stance of Trump’s administration
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Exhibit 3. We estimate that INFO's visa dependent:local employee Exhibit 4. Though players no longer report H-1B/L-1 employee base,

mix has flipped from 65:35 to 35:65 now, limiting impact a sharp reduction in new visa approvals reflect lower dependence
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Company, JM Financial estimates

Interim Final Rule of 2020 claimed H-1B wages were lower

Trump administration came out with two Interim Final Rules (IFR) towards the end of Trump'’s
first term. The underlying argument of these two IFRs was that the H-1B program was being
used by companies to displace U.S. workers and boost profitability. The administration felt
that this was most prevalent in sectors such as IT, in which from FY 2003-2019, the
proportion of IT workers in the H-1B population increased by 75% compared to only a 16%
increase in IT jobs in the US economy. Additionally, a large amount workers sponsored by a
H-1B visa were paid below the local median wage for their occupation. To combat this, they
planned to increase minimum wage requirements for an H-1B visa. Our analysis of wages in
select software roles however suggests otherwise. Average H-1B wages in these roles
currently are (8)-37% above the prevailing wages.
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Exhibit 5. Our analysis of wages for select Software roles in the US suggests that H-1B wages are ¢.25% head of prevailing wages

H-1B wages
over

pay to (B) (average of A and B) Prevailing wages wages

\ Average of Wage rate Average of Wage rate of  Average Wages paid to H-1B prevailing
of pay from (A)

Software Engineer 1,34,314 1,40,457 1,37,386 1,19,397 15%
Software Developer 91,837 1,10,074 1,00,956 88,807 14%
Senior Software Engineer 1,44,100 1,90,427 1,67,263 1,29,710 29%
Software Development Engineer Il 1,61,478 1,73,187 1,67,333 1,27,074 32%
Software Engineering 1,60,740 1,78,791 1,69,766 1,35,602 25%
Software Development Engineer | 1,24,098 1,45,605 1,34,851 98,692 37%
Software Development Engineer 1,53,337 1,99,482 1,76,410 1,42,286 24%
Staff Software Engineer 1,79,084 2,33,389 2,06,236 1,56,930 31%
Staff Software Developer 89,398 60,894 75,146 81,313 -8%
Software Engineer Il 1,23,540 1,84,389 1,53,965 1,05,166 46%
Software Engineer Il 1,24,844 1,57,840 1,41,342 1,09,560 29%
Summary 1,35,161 1,61,321 1,48,241 1,17,685 26%

Source: USCIS, JM Financial

Exhibit 6. H-1B wages for IT Services players have grown by 2-4% CAGR over FY16-26
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Exhibit 7. Tax Foundation, a Washington based think-tank, believes
Trump’s tax policies could be net positive for GDP in the long-run
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Exhibit 8. It estimates that Kamala Harris’ tax policies could lower
long-run GDP and wages

Long-run wages -1.20%

Long-rum GDP -2%

Source: Tax Foundation General Equilibrium Model, October 2024, JM Financial

Source: Tax Foundation General Equilibrium Model, September 2024, JM Financial
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Analysis of immigration related bills in the US Congress
S.979: H-1B and L-1 Visa Reform Act of 2023

This bill aims to address perceived exploitation and misuse within the U.S. work visa
programs, notably the H-1B and L-1 visa categories. Key proposals in the bill focus on stricter
selection criteria for these visas to prioritize higher-skilled and higher-paid workers. The bill
(1) expands the authority of DHS and Labor to take various enforcement actions, and (2)
directs DHS to conduct annual audits of a certain percentage of employers.

Key Proposed Changes:

Selection Criteria: H-1B visas may prioritize workers with advanced degrees and higher
salaries, moving away from the lottery system. This change favours highly skilled
professionals.

Wage and Working Condition Protections: The bill introduces provisions to ensure that H-1B
and L-1 visa holders are paid competitive wages, aiming to protect American workers from
potential wage suppression due to visa-driven employment. The required higher wages might
increase labor costs for employers, making them more selective in hiring H-1B workers.

Company Oversight and Limitations: Employers with a high percentage of H-1B and L-1
workers (often outsourcing firms) may face more restrictions, including limits on visa
allocation and strict documentation requirements to demonstrate the necessity of each visa..

Legislative Status and Context

This bill was introduced by Senator Chuck Grassley (Republican, lowa) and Senator Dick
Durbin (Democrat, lllinois). The bipartisan sponsorship highlights shared concerns from both
parties about visa program reforms. The bill reflects ongoing concerns about visa misuse and
wage suppression in the U.S. workforce. It's currently introduced in the legislative process,
awaiting discussion and voting. While the bill is not explicitly pro-Trump or pro-Harris, it
aligns with broader bipartisan support for workforce protection, though it could have
implications for the international labor community, especially impacting outsourcing models.

Impact on India IT Services

We don't see any of the provisions in this bill as detrimental for India IT Services, as they
comply with most of the requirements. It can however increase the compliance requirement
to maintain and provide sufficient evidence regarding placements of H-1B/L-1 visa resources
at client site and wages thereof.

H.R. 4647 - High-skilled Immigration Reform for Employment Act

The bill aims to improve the employment-based immigration system for high-skilled workers
in the United States. This bill primarily seeks to increase access to green cards for highly
skilled professionals by reforming the existing numerical limits, particularly the per-country
caps.

Key Provisions:

Elimination of Per-Country Caps: The bill proposes removing per-country caps for
employment-based green cards, which would benefit applicants from countries with high
demand, such as India and China. This is expected to reduce wait times for green cards,
which can extend for decades under the current system.

Transition Periods: To manage the influx from countries like India and China, the bill suggests
a transition period, initially setting aside a certain percentage of green cards for other
countries to maintain diversity in immigration.

Impact on Skilled Indian Workers: Indian nationals, who constitute a large proportion of H-1B
visa holders, could see significant benefits, as this change would drastically reduce their green
card wait times. Currently, per-country limits mean many Indian workers face extended
backlogs, sometimes spanning decades. By removing these limits, Indian professionals would
have an expedited pathway to permanent residency, allowing them greater job mobility,
stability, and security in the U.S.
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Legislative Status and Support:

This bill was introduced by Representative Zoe Lofgren, a Democrat from California, reflects
ongoing bipartisan discussions to retain high-skilled foreign workers in the U.S. workforce,
given their contributions to technology, research, and other fields critical to U.S.
competitiveness. This bill's support leans towards pro-immigration policy advocates, it
supports a more flexible, skills-based approach to immigration reform. Its status as
"introduced" means it's in the early stages and subject to further debate and amendments in
Congress.

H.R. 6542 - Immigration Visa Efficiency and Security Act of 2023

The bill aims to improve efficiency and enhance security within the U.S. visa process,
particularly focusing on employment-based and family-sponsored categories. The bill
proposes modernizing processing techniques, tightening security screenings, and reducing
application backlogs to streamline legal immigration. It also suggests provisions to help the
Department of Homeland Security (DHS) better handle high volumes of visa applicants by
incorporating new technology and improving resource allocation.

Key Provisions and Changes:

Enhanced Security Measures: The bill emphasizes increased security checks and biometrics for
all visa applicants, including employment-based and family-based categories, to ensure that
all entrants meet the security standards of the U.S.

Streamlined Processing: H.R. 6542 aims to improve the overall processing efficiency by
introducing a digitized and automated process for applications. This could reduce processing
delays, benefiting both applicants and the immigration system as a whole.

Reduction in Backlogs: With an emphasis on efficiency, the bill seeks to reduce current
backlogs that often lead to years-long delays in visa issuance. This provision would be
particularly beneficial for family-based categories and some employment-based categories
that frequently experience high wait times.

Impact on Indian Workers:

For high-skilled Indian workers, this bill offers potential benefits by accelerating application
processing times and reducing the backlog in employment-based categories. While it doesn't
specifically address H-1B visas or per-country caps, the improved efficiency could mean faster
transitions from temporary work visas to permanent residency statuses.

Legislative Status and Partisan Position:

Representative John Curtis, a Republican from Utah, introduced this bill, the bill is currently in
the early stages of the legislative process as an introduced bill. Its position aligns with
bipartisan goals of increasing immigration efficiency and security. Instead, it focuses on
bolstering the U.S. immigration system's technological and operational framework to meet
current demands more effectively.
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