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Wage Subsidies and Citizen’s League Goals
In the Pathways to Prosperity program, Citizen’s League aims to build a ladder to prosperity for those stuck in the poverty cycle. Supporters of wage subsidies strongly believe that this mechanism, when structured in a way that prevents employee substitution and instead spurs new hiring previously unattainable for employers, can be a leader in employment and poverty alleviation. In addition, small business owners, often cited as the workhorse of American hiring, see the benefits of wage subsidies as a more direct form of assistance than tax breaks. The private sector also believes wage subsidies show a willingness by the public sector to share the risk of hiring previously unemployed workers. However, skeptics warn that subsidies incentivize employers to layoff or cut expansion of higher paying jobs for lower subsidized positions, creating a lag in real business growth at the expense of the public tax dollar. The team sought to research options for types of wage subsidy policies that fit the Citizen’s League goals as well as study the current feasibility for wage subsidies in Minnesota.

Throughout the research process, many examples worldwide were identified (outlined in Appendix A), as well as some key points about wage subsidies in general and common pitfalls (Appendix B). Of the examples found, the Minnesota Emergency Employment Development (MEED) stands out as a successful program. Since MEED was a local program and received mostly positive reviews we selected it for a more detailed analysis as a basis for future policy recommendations. 

MEED
MEED was enacted in 1983, during high unemployment rates in the state – 6 percent at the time - and ended in 1989. The program sought to decrease the unemployment rate in Minnesota by incentivizing, through a direct wage subsidy, employers to hire workers. 

MEED was started in 1983 with $70 million in funding from the state of Minnesota. The program offered employers a wage subsidy of $4 per hour and a benefit subsidy of $1 per hour for each new employee the firm hired. The subsidy payments lasted for 6 months but employers were required to keep the newly hired employees on the job for 12 months after the subsidy ended. Eligible workers were unemployed individuals who were not receiving unemployment benefits. Unemployed workers signed up for the program and were then placed by local workforce development agencies already in place before the program. The program was ended in 1989 due in large part to the decrease in unemployment in Minnesota. It has been argued that the program’s success helped spur Minnesota’s economic recovery and ultimately decreased the need for the program.

Major Benefits
Supporters of MEED point to several key figures to illustrate the program’s effectiveness. During the 6 years MEED was operational 45,000 Minnesotans applied to be in the program and 21,000 of those applicants found permanent jobs indicating that the program was utilized by employers and workers. Most of the jobs created through MEED were created in small businesses and the private sector (75%). MEED also fulfilled the goal of creating new jobs: almost 60 percent of the employers enrolled in the MEED program said they would not have expanded their operations without the MEED subsidy.[footnoteRef:1] Another important facet of the original statewide MEED program was its success in creating jobs all over Minnesota, not just in the metro region or greater Minnesota. In addition to adding jobs and employing workers, MEED was also easy to use. A survey of MEED employers found that 92 percent of employers were able to fill positions without much red tape and 94 percent of employers agreed that the program’s rules were easy to understand; a remarkable feat for a government job program by many accounts.[footnoteRef:2]  [1:  Rode, Peter. MEED Means More Business: Job Growth through Minnesota’s Wage Subsidy Program. Minneapolis: Jobs Now Coalition, 1988.]  [2:  Ibid] 


MEED was also successful in utilizing existing infrastructure. By partnering with local workforce development agencies MEED was not only able to reduce overhead but also able to tap into local and institutional knowledge, which allowed for prospective workers to be expertly matched with employers. 

Lastly, by targeting workers who no longer were receiving unemployment benefits MEED was able to serve the long-term unemployed. This targeted approach is positive because it can help break some of systemic and cyclical problems associated with long-term unemployment and poverty. In addition to receiving the monetary benefits of a job, newly employed workers were also able to further develop their professional skill sets, this is especially true of industries where new workers were involved in rigorous training programs. 

Criticisms
Little literature and commentary exists related to criticism of the Minnesota MEED program since statewide unemployment decreased over the time span during which the program existed.  MEED was initiated by the joint efforts of liberal state legislators and the Minnesota Jobs Now Coalition, a coalition of labor, social service, and black and Hispanic groups.  However, many conservatives also found the idea of private employment and on-the-job training as a potential replacement to welfare appealing.  The two most prominent points of critique relate to the political viability of a program like this in a different context or on a different scale as well as a lack of long-term data on job retention.  

One midcourse program shift did occur, likely due to criticism during early implementation.  At the beginning of the program 60 percent of placements were at public agencies.  By the end of the program, over 75 percent of all job placements were in private industry.  This shift would need to be replicated to make any future policy economically viable and politically appealing.  Economist Tim Bartik points out that the political will was in place to make MEED successful in the pro-government context of Minnesota in the early 1980s.  However, MEED appears to have been perceived as a response to a crisis situation rather than an ongoing pathway to prosperity or alternative to the traditional welfare system as it was phased out as soon as the state economy rebounded[footnoteRef:3].   [3:  Bartik, Timothy J. Jobs for the Poor. New York: Russell Sage Foundation, 2001.] 


Lastly, due to a lack of long-term data, critics question the retention of jobs created through MEED.  The longest term data available states 78 percent of MEED workers completed their six-month subsidy period plus sixty days, the legal stipulation for the program. However, as unemployment fell during the time period, MEED is viewed overall as a program that helped economic revitalization take place within the state.

Stakeholders and Political Feasibility
Any policy that aims to change the status quo and move unemployed workers to employment through government funding and planning includes many moving parts and contrasting interests. Wage subsidies face support and opposition from many sides, which should greatly affect the proposed program going forward. Businesses, especially small businesses or those in ‘new market’ sectors that could be targeted to receive subsidies are likely in favor of the adoption of a  wage subsidy program at any level. However, their power in the policy making process is low (Appendix C).

When promoting new policy ideas, power is important, and the elected officials currently in power will likely be skeptical of wage subsidies funded by the government. Both the voting public and our elected officials are painfully aware of the budget cuts nearly every government agency needs to adopt and are wary of new projects that will require additional funds. With an approximately $6 billion deficit in the state budget and a $13.6 trillion debt nationally, it would be a challenge to invest the appropriate funding to make a program like MEED successful at helping stabilize unemployment. Even unions, which historically have great political power, especially in Minnesota, will have a hard time fighting the current economic realities, making the enactment of a wage subsidies program unlikely at this moment politically. 

Recommendations
We believe that wage subsidies, if structured properly to promote and create jobs in new ‘green’ economies or markets in which Minnesota has proven growth potential, could play a role in creating pathways to prosperity. However, any proposed wage subsidy policy faces the challenges of budget constraints and a lack of current program infrastructure. Therefore, we have four recommendations moving forward:

	- Continue to build partnerships. Building coalitions with like-minded legislators is imperative to creating real policy opportunities in the near and distance future. In addition, creating partnerships with workforce organizations that could act as agents in a project similar to MEED will be necessary to reduce costs of any proposed policy and create a smooth implementation. 

	- Seek out possible areas for implementation of wage subsidies on the local or county level. The state political environment may be facing too much pressure currently to take on a plan that is perceived as expensive or risky. Finding a local government to fund a small scale project may be a necessary step before scaling up. Though MEED was a successful program, it’s been many years since implementation and proving success in the current environment would be beneficial. 

	- Learn from other’s mistakes. Appendix B contains acquired knowledge through many wage subsidy programs, as well as common pitfalls. 

	- Consider policy advocacy that is focused in the future, including provisions for programs like wage subsidies that would go into effect at certain trigger points in Minnesota instead of as reactionary post-crisis patches that are difficult to pass during times of economic turmoil. 




Appendix A

Wage Subsidy programs in the US, Canada, and Abroad
United States
The US wage subsidy programs have targeted certain socially and economically disadvantaged groups.
The Job Opportunities for the Business Sector (JOBS), introduced in 1967, subsidized on-the-job training costs of disadvantaged workers such as high school drop-outs and those unemployed over 45, the disabled and families with incomes below the poverty level. It continually had problems with low take-up rates and could not meet employment targets. Two-thirds of employers who hired targeted groups did not bother enrolling to receive the subsidy.
The Work Incentive Program (WIN) was introduced in 1971 and provided tax credits to employers hiring participants in the Aid to Families with Dependent Children. WIN also had very low take-up rates, primarily because firms either were unaware they were eligible for the subsidy or did not want the inconvenience of the paperwork. (Hamermesh, 1994)
The Targeted Jobs Tax Credit (TJTC) has been in effect since 1978; its purpose is hire and retrain disadvantaged workers rather than specifically to increase employment. The target groups have included economically disadvantaged youth, veterans, ex-convicts, and social security income recipients. The subsidy is 40% of the first year wages per full-time employee, on a maximum of $6,000 of wages per employee. One-half of this subsidy level is also available for summer students. The minimum eligibility is 90 days or 720 hours.
Program funds have tightened in the last five years by targeting the program more narrowly, reducing the value of the subsidy and shortening its duration.
Many assessments have been done on the TJTC, and many different conclusions have been drawn. The US General Accounting Office conducted a study of the TJTC based on 1988 program data from thirteen states and interviews with businesses that were frequent users of the program.
· About 60 per cent of the credits went to youth and another 25 per cent to welfare recipients
· Most users were retail stores and restaurants.
· Most positions were entry level requiring minimal skills.
· Earnings increased with work experience, but no more so for TJTC participants than for non participants.
Studies (Bishop and Montgomery, 1993) have shown that although employment has not expanded significantly under TJTC - net new employment is about 30 per cent - the Targeted Jobs Tax Credit seems to achieve its goal of inducing employers to hire significantly more targeted workers, especially youth.
An evaluation by Lorenz (1985) tracked participants five years after hiring to determine the long-term effects on job earnings of the TJTC. Lorenz found that the long term impact depended on the size of the subsidy and its duration. When the subsidy was small or the subsidy period brief, there was not enough impact on job retention to affect job earnings.
A field study of the TJTC (Arwady, 1988) was conducted on the Borg-Warner Protective Services, a company that certified about 1 per cent of the US targeted workers in 1985 and 1.5% in 1987. The jobs offered by Borg-Warner were considered to be at the entry level. Some positive effects of the TJTC were cited.
· The cost of the program was low, and compared favorably to other labor programs; the cost is one-third to one-fourth the costs of programs such as CETA or JPTA. The low cost was attributed to the private delivery system and the fact that only when job seekers find a job is there a cost generated.
· The TJTC program encourages information exchange between employer and local employment offices.
· TJTC workers were less productive than their unsubsidized counterparts initially, but achieved the same level of productivity after six months.
· Subsidized workers stayed in the job about 15 per cent longer than unsubsidized workers.
Some evaluations have been quite negative. An audit of the effectiveness of the TJTC in the State of Alabama conducted in 1991 (Peterson, 1993) went so far as to recommend that the Congress consider eliminating the program:
· The net employment effect was estimated to be as low as 5%, primarily because screening for eligibility for the TJTC often was not completed until after hiring had occurred.
· The net benefit was only about 10 cents per dollar spent.
· Most jobs were low-paying and entry level with few skill requirements and high turnover, such as in the fast food industry and commercial janitorial services. Hourly wages were just over $4 an hour.
The Alabama audit may reflect to some extent the high variation among states in the support by state employment offices of the TJTC.
There are some design features of the TJTC program that would not translate well to a Canadian targeted wage subsidy.
· The program does not encourage employers to train or improve the skills of employees.
· The relatively low minimum duration requirement - 90 days - encourages hiring in high-turnover, entry level jobs. Seasonal workers would be at a disadvantage because firms would be able to offer employment of short duration to a "captive market".
· The target groups are based more on socio-economic groups rather than labor market indicators of employability, which tends to promote stigmatization by employers.
· Unlike subsidies in most European countries, the TJTC lumps together many different types of risk groups, such as people with disabilities, summer-jobs, youth and ex-felons, all of whom have very different labor market requirements.
In his testimony before the Ways and Means Committee (Reich, 1994) US Secretary of Labor Robert Reich characterized the US TJTC as a "program that does not deliver", because of the perceived high deadweight loss, the high proportion of low-wage, low-skill, jobs of short duration that are assisted by the subsidy, the small impact of the TJTC on earnings, and the low take-up rate. He suggested that the TJTC be reformed:
· Reduce employer windfall by having workers certify before hiring and by improving enforcement.
· Improve incentives for high quality jobs by back-loading the credits and increasing the tenure requirement.
· Improve longer term effects by building worker skills, by making more "learning slots" available for subsidy and by subsidizing training.
· Improve the knowledge of the program through more scientific studies of its effects, possibly with pilot projects.
Canada
Canada has considerable experience both in general and targeted wage subsidies.
General Wage Subsidies
The Employment Tax Credit Program 1978-81 was an incremental general wage subsidy designed primarily to stimulate job creation in the private sector. Problems with initial low take-up rates were addressed in the early stages by widening the eligibility criteria, simplifying the rules for incremental employment, and communicating better the way the policy worked. By its second year, about 65,000 jobs were created in 26,000 firms.
Not a targeted program, the ETCP was less of a success in terms of whom it helped and somewhat more in terms of how many it helped. Gera (1987) estimated that the net employment effect was about 20%. The program had relatively high take-up in smaller firms, where growth is typically strong, and low take-up in the Atlantic region, where growth was weak. The program was not targeted to specific groups - just those unemployed for more than two weeks - and those potentially at risk, such as youth and those over 45, had low levels of participation compared to prime-age males, who received the lion's share of the subsidies. Most subsidized jobs were low-wage and short-term, and participants were significantly more likely to draw UI benefits following their tenure of subsidized employment.
Yet, the ETCP was considered to be a cost effective program, and one that had a positive net benefit to society according to Gera's estimates. The program, which was not targeted and did not have a training component, did not improve the long term employment or wage prospects of those who participated in it, however.
The results of the Employment Tax Credit were quite similar to a subsidy implemented in the US in 1977. The US New Jobs Tax Credit was an incremental general wage subsidy on hiring of 2% above the firms previous wage bill. It assisted about 400,000 jobs, largely among small firms.
In 1993 a one-year UI Premium Relief for Additional Jobs was put in place to encourage small start-up businesses. An incremental general wage subsidy in the form of a 1993 premium holiday, it was directed to firms with less than 50 employees. The program aimed for administrative simplicity: all increases in payroll, regardless of whether from wage or employment increases, were credited for UI premium relief. About 200,000 full-time equivalent jobs were subsidized in 215,000 businesses; the actual number of incremental jobs have yet to be determined.
Targeted Wage Subsidies
The Portable Wage Subsidy Program, in effect from 1981 to 1983, targeted workers over 45 years old who had been permanently laid off. Vouchers were presented to employers, who were then eligible for a $2 per hour subsidy up to a maximum of 40 hours per week and 12 months. There were no incremental restrictions placed on the hiring firm. The program was not considered to be a success because of the low take-up rate of targeted employees, perhaps because it was perceived as a "measure of last resort". It was also felt that the portability of the voucher meant that job seekers had to strike out on their own to find a job, when they could have benefited from more job search assistance from CEC offices.
Job Experience Training Program (JET), introduced in 1977, was targeted to youth under 25 who had been out of school from 3 months to 3 years, had registered with a CEC office and had been unemployed at least 2 weeks. The program offered pre-employment counseling, a job orientation course and a wage subsidy. The subsidy was 50% of the hourly wage paid, up to $1.50 per hour, and a maximum of $1,560 paid for a maximum of six months. The CEIC evaluation discussed in Bertrand (1983) indicated that up to 50% of the jobs were incremental. Subsidized jobs were primarily in small firms. Employer response to the program was very positive and most employers would have continued to participate in the program.
The post-program performance of JET participants was up to par with young people who had not been targeted for the program. Because those targeted for JET had poorer employment prospects, their increase in performance to the same level as other young people was an indication of the success of the program. The JET program ended with the commencement of the Employment Tax Credit Program in 1978.
The New Technology Employment Program was introduced in 1983 to provide a wage subsidy to employers embarking on R&D projects, when they hired recent university graduates. The purpose of the program was to increase R&D spending while providing employment opportunities for graduates. The subsidy was not considered a success because it was targeted to people who were perhaps in the lowest risk groups for becoming unemployed; thus there was little incremental employment.
The Individually Subsidized Jobs Program was part of the Job Development Program, a branch of the Canadian Jobs Strategy targeting the long-term unemployed. The program was directed to those physically and mentally disabled who faced employment barriers. The program worked through community groups who helped participants find jobs and provided post-employment services. The subsidy was 85% of weekly gross wages for 13 weeks, 50% for the next 26 weeks and 25% for the next 26 weeks, for a total of 65 weeks for those who were disabled and a shorter duration for others who faced barriers to employment.
Evaluations by the Department of Human Resources Development (EIC, 1989) estimated that participants were employed 64% of the calendar year after completing the program. There were real wage gains and significant gains in hours worked. Post-program time spent on UI was higher after participating in the program, however, perhaps because participants were more likely to meet UI eligibility requirements. Employers criticized the program because the "project approval process was lengthy, overly bureaucratic and involved too much paper work".
Two targeted wage subsidy programs are now in place.
The Job Opportunities Program was put in place in 1991. Job Opportunities provides a direct subsidy to employers of up to 60% of wage costs, to a maximum of $7.50 per hour or $300 per week, and additional subsidies for training, for up to one year. The subsidy is 100% for those with severe employment barriers. The program is targeted to workers who face serious labor market difficulties.
Information from the CJS three month follow-up survey of employment shows that the Job Opportunities Program is one of the more effective programs in terms of the number of participants working three months after completion of the program - 56% in 1992-93. By this measure, the program was more effective than programs that involved public works such as Purchase of Training and Local Projects, and was exceeded only by other programs involving the direct participation of employers such as Work Based Initiatives and Coordinating Group.
Wage Subsidies were introduced in 1994 for workers who qualified under The Atlantic Groundfish Strategy (TAGS). The subsidies are targeted to firms that are not traditional fishing or fish-processing related, to provide work experience for those out of work after the collapse of the Atlantic groundfish stocks. Jobs must be permanent, not seasonal, a minimum of 78 weeks (in some exceptions, 52 weeks) and full time. The prevailing wage rate must be paid, and jobs must be incremental.
The subsidy is payable for up to 52 weeks over a 78 week time span - 26 weeks of subsidy, followed by 26 weeks no subsidy, followed by 26 weeks subsidy. The subsidy is 50% of gross wage paid, up to $200 per week. The employee is entitled to full benefits, which are the responsibility of the employer. The employee is required to sign a letter of intent indicating that once (s)he accepts a subsidized job (s)he forfeits eligibility for future benefits from TAGS.
Restrictions on employers are quite stringent. The CEC office contacts employers to verify that hiring conditions are being met. The agreement is discussed in detail and the employer is given the understanding that monitoring of the premises is likely to occur to ensure that workers are not being cycled through the enterprise or that employers and employees are not colluding on the rate of pay. CEC officers are encouraged to verify that the job pays the prevailing rate.
The wage subsidy component of TAGS is in response to one of the most serious losses of employment in Canadian history - the collapse of the Atlantic groundfish stocks, and is intended to move people out of the fishery and into other sectors. There seems to be a strong enforcement element to the subsidy, both in the way it requires that people sign over their rights to further assistance under TAGS and in the way it imparts a strong monitoring role to CEC officers. This feature would not encourage high take-up rates but may reduce potential displacement and deadweight loss.

International
Australia
In 1994 Australia introduced its JOB COMPACT program to reduce long term unemployment. An expanded wage subsidy program, JOBSTART, is the centerpiece of the program.
JOBSTART pays a wage subsidy to employers to hire long-term unemployed (those unemployed more than 6 months). Disadvantaged groups such as the disabled, Aboriginal people, homeless, ex-offenders, and those over 50 are eligible for subsidy after four weeks unemployment.
An interesting feature of JOBSTART is the way high risk groups are targeted indirectly through the subsidy design: the subsidy level and duration are functions of the duration of unemployment and the age of the job seeker. Building these 'risk factors' into the subsidy design reduces the need to target specific high risk groups, and so reduces the possibility of creating a stigma for those eligible for subsidy.
The longer people are unemployed, the longer they qualify for subsidies: those unemployed 6 months generate a 12 week subsidy for the employer, while those unemployed 24 months generate a 20 week subsidy. The longer people are unemployed, and the older they are, the higher the weekly subsidy they generate: 16-17 year olds who are unemployed 6 months generate a $70 per week subsidy, while those over 21 who have been unemployed 24 months generate a $230 per week subsidy. The maximum subsidy is 50 per cent of wages and $230 per week.
The thinking behind tying the subsidy duration and level, to duration of unemployment, is that those who are unemployed longer are less employable: they have not been able to find a job and while unemployed their job skills have deteriorated. Thus a higher subsidy will create a stronger inducement to an employer to hire the worker. The risk in such a formulation is that it might create the wrong incentives for employers. It might actually delay the hiring of a targeted unemployed worker, if an employer knows that to delay will increase the subsidy and its duration.
A lower subsidy level for youth is in recognition that youth will not be able to command high wages and so would generate a subsidy in proportion to earning power. This feature creates less of an incentive for firms to hire very young workers, those 16 to 17, in low wage, dead-end jobs when they would be better to complete education and training. It is worth noting that program assessments show there is a higher than average proportion of participants in the 18 to 20 year age group, when the subsidy level takes a jump upward.
Another interesting feature of JOBSTART is that some of the problems of collusion among employers and employees is addressed by having employers go directly to Australia's Public Employment Service to nominate an employee or lodge a job vacancy. This system is in lieu of vouchers where job seekers must go out and canvass alone for jobs with their voucher in hand. The Australian system would require more administrative involvement than a voucher system.
Spending on JOBSTART is expected to be $365 million in 1993-94. In 1992-93, there were 151,000 participants and 87,000 employers. The program is considered to have one of the highest success rates in terms of clients finding employment. Deadweight loss is estimated to be about 66%.
The Australian Committee on Employment Opportunities (1994) has estimated the job savings of JOBSTART after displacement effects are taken into account. They estimate conservatively that for every dollar spent, there would be 64_ savings under JOBSTART, in terms of social security savings during and after the program, and higher tax revenues. The JOBSTART was found to be more cost effective than the JOBTRAIN training courses program (60 cents savings per dollar) and JOBSKILLS work experience program (37 cents savings).
The Committee also found the outcomes of JOBSTART to be very positive. JOBSTART participants had a 60% chance of being employed without assistance six to eight months after the completion of the program; JOBSTART participants had twice the chance of participants who had not received assistance, of being employed two years after the end of the program. The outcomes from Job Club search assistance programs showed that participants had a 44% chance of being employed six to eight months after completion. Training programs gave participants only a 34 % chance of being employed six to eight months later.
France
France has a variety of wage subsidy programs targeted mainly to youth and the long-term unemployed. Subsidies typically entail a 100% exemption from employers' contributions to social security, which in France might be as high as 40% of total labor costs. Some of the programs have been in place close to two decades.
The interesting feature of the wage subsidies in France is that they seek to tailor individual programs to the needs of narrowly targeted groups.
The emphasis for youth is on training and apprenticeship. Young people under apprenticeship contracts are eligible for 100% exemption of employer's contribution to social security, for the two years of apprenticeship and then for another year (Contrat d'apprentissage). Youth under 24 in co-operative training can generate the same 100% exemption, for 6 months to two years (Contrat de qualification). Young people with no qualifications can generate a 100% exemption for the first 12 months and 50% for the next 6 months to gain job experience and smooth the transition from school to work (Exo-jeunes). This latter program is available to youth over 18 and under 25, so as not to discourage 16 to 18 year olds from completing basic secondary education before entering the labor force.
For those over 25, there is a program that provides a 100% exemption and a 10,000 pounds bonus for the long term unemployed (Contrat de retour à l'emploi). The subsidy varies with the severity of long-term unemployment. Long-term unemployed who receive income security are eligible for 9 months of subsidy; those unemployed for more than 3 years are eligible for 18 months subsidy; those over 50 can receive a permanent subsidy.
Germany
Germany's emphasis on wage subsidies has shifted toward targeting the structurally unemployed and away from the counter-cyclical goal of promoting job creation. Increasingly, subsidies are conditional on training requirements. Subsidies in Germany typically take the form of direct subsidies to employers as a per cent of total salary costs.
A variety of Special Programs were tried in 1974-75, 1979-80 and 1989-92 to target long term unemployed and high unemployment regions. They operated mainly as cyclical programs and are no longer in effect.
The main program in place now is Integration Assistance which targets the unemployed and workers at risk of losing their jobs. If employee hours are reduced, employers are required to pay a minimum of 50% of the original salary. The government has to pay 60% to the employees’ lost salary. . Training requirements are becoming increasingly important; to meet the requirements, employers must submit a training plan to receive the subsidy. The duration of subsidy when training is provided is indeterminate.
Ireland
Ireland's Employment Incentive Scheme, initiated in 1977, targeted the long-term unemployed (those who previously had been on the Live Register for more than 52 weeks), those who were under 18 and on the Youth Register and the disabled. The subsidy was payable for up to 39 weeks. The payments were made as a lump sum upon termination of the 39 weeks. The subsidy was £60 per week for the long term unemployed and the disabled, and £45 per week for youth.
In their evaluation of the EIS scheme based on the program parameters in effect in 1986, Breen and Halpin (1989) found a very small net employment effect - only 6% - after counting deadweight loss and displacement. Thus the program was not seen to have a significant job creation effect. Even so, they found the scheme to be inexpensive, making a small net profit per employee.
Employer interviews by Breen and Halpin provided some insights into the main obstacles of the EIS program. There was a definite stigma associated with the target groups: Irish employers felt that the long term unemployed had bad work habits and would be difficult to train. Employers said that they would be willing to pay no more for the long-term unemployed than they would for first-time job-seekers. (Thus the Irish experience would argue for early intervention to minimize the stigma associated with the long-term unemployed and to accomplish the retraining necessary to recapture their job skills.) They found that the initial formulation of 24 weeks was too short a time to offer the subsidy, and recommended instead a minimum of 39 weeks was needed so that long-term unemployed could be trained properly and accustomed to the new work routines.
Sweden
Sweden has a variety of wage subsidy programs, some which are counter-cyclical and some which are targeted. Increasing emphasis has been placed on wage subsidies with the inexorable rise in unemployment in Sweden since 1990. Sweden typically pays direct wage subsidies, either as a per cent of total salary costs or a fixed amount per hour.
Their counter-cyclical subsidy (Subsidized Temporary Jobs) is for all unemployed workers and provides a percentage subsidy to state (100%), local communities (60-70%) and the private sector (50%). The subsidy lasts six months. Training is not a requirement in the counter-cyclical subsidy.
Training and careful targeting are important elements of Sweden's targeted subsidies aimed to reduce structural unemployment.
Workers at risk of being laid off or unemployed as the result of changing technology are eligible for the Internal Training subsidy of 40 kronor/hour (75 kronor/hour in textiles) for 900 to 1,800 hours depending on the industry, over two years. Legal immigrants are eligible for the Hiring Subsidy for Immigrants in all sectors. The subsidy is 85% for the first 6 months of salary costs and 50% of the next 12 months salary costs if Swedish language training is provided. For youth 17 to 20 a Pre-vocational Training subsidy is provided of 60% of total salary costs for all sectors and 100% for the public sector who provide on-the-job training and experience. To become eligible for subsidy, youth also have to participate in a job club for 4 weeks
Sweden has a separate wage subsidy program for the disabled. People with disabilities (the definition is much broader in Sweden than in other countries) are eligible for the Employment Subsidy for Disabled Persons. The subsidy amounts to 40% to 100% of total wage costs depending on how severe the disability is, and lasts for 4 years in the private sector.
The Netherlands
The Integration into Working Life wage cost subsidy schemes (or KRA) have operated in the Netherlands since 1989. They offer wage subsidies for those unemployed for 6 months or more and additional exemptions from contributions for job seekers out of work for two years or more, or who are members of ethnic minority groups. The subsidies are given for one year's work experience and additional employer contribution exemptions are provided when permanent employment is offered. Training and supervision allowances are also provided.
The Netherlands Labour Market Directorate estimates that the net employment effect of the wage subsidy programs are in the range of 20% to 30%. They argue that although the programs do not have a large net employment effect, their purpose is to make the long term unemployed more competitive, and this they do. Sixty to eighty per cent of the long-term unemployed participating in the wage subsidy program still have a job after two years. In contrast, only 30 per cent of the long term unemployed who have not participated in a wage subsidy program have a job after two years.
United Kingdom
The UK has tried a variety of multi-purpose wage subsidy programs over the last two decades, primarily in the form of direct subsidies to employers. The ones that have been phased out include subsidies to declining industries, subsidies to hire 16 year-olds without qualifications, to hire school drop-outs under 18, and to hire minimum wage workers under 20.
There are some good reasons why these programs were discontinued. Essentially they were short-sighted and did not promote labor market adjustment or long term employability. There is little to be gained from subsidizing declining industries. Nor is there much to be gained from providing subsidies to the very young to take short-term, low paying jobs, when their best prospects come from further training or apprenticeship.
Since 1984, the UK has had in place the Youth Training Scheme, a subsidy program aimed at 16 to 17 year old drop-outs. Trainees are paid a small weekly allowance for up to a year and are required to take a minimum of 13 weeks training outside the business in which they are employed.
For the long-term unemployed, the UK provides through Job Start Allowance an earnings supplement (as opposed to a wage subsidy) of 20 pounds per week paid directly to the unemployed worker. Those unemployed for more than one year and working for less than 90 pounds per week are eligible for the earnings supplement for up to 6 months.
The UK Department of Employment has recently launched four 12-month pilot projects testing the effectiveness of wage subsidies for the long-term unemployed. By the fall of 1994, about 1,000 people were expected to have secured a job, with an average subsidy of just over $5,000 Can., less than the annual cost of income support.
Results of the pilot projects have been mixed (The Economist, 1994c). Take-up rates have been quite low, likely because of the lack of training and counseling for the targeted groups. The pilots have, however, inspired some local communities to launch their own wage subsidy schemes.






Appendix B

Key Lessons for Implementing Wage Subsidy Policies[footnoteRef:4] [4:   Human Resources and Skills Development Canada. "Wage Subsidies to Encourage the Hiring of Unemployment Insurance Claimants - November 1994." Human Resources and Skills Development Canada. July 31, 2006. http://www.hrsdc.gc.ca/eng/cs/sp/hrsd/prc/publications/research/1998-000026/page03.shtml (accessed October 2010).
] 

· Well targeted subsidies of reasonable duration (six to nine months) can be more cost effective than other labor market programs and increase the long term employment prospects of participants.

· Low take-up rates will result unless the program is well advertised and simple to use.

· Subsidies that are not targeted have little effect on high risk groups.

· Offering wage subsidy vouchers without job search assistance only discourages high risk groups; they will find it too difficult to strike out on their own.

· Wage subsidies offered to the very young without training is short-sighted and does not promote long-term employability.

· Special subsidies combined with training offered to youth can have a high net employment effect and improve the long term prospect of participants.

· Training subsidies combined with wage subsidies work well when they are tailored to certain high risk groups-language training for immigrants, for example.

· Special subsidies for disabled groups tend to improve their long term employment prospects, wages and hours worked.

· Subsidies targeting low risk groups have high deadweight loss.

· Subsidies that try to limit abuse through too many restrictions are costly and are likely to have low take-up rates.

· Subsidies that bundle together socially disadvantaged groups that already face a stigma will perpetuate the stigma.

· The later the intervention, the greater the stigma attached to targeted groups.

· Subsidies of too brief a duration will encourage hiring in dead-end, low wage jobs.



Appendix C

	MEED STAKEHOLDER ANALYSIS
	Taxpayers/Voting Public
	Small Businesses
	Large Businesses
	Recipients
	Legislature
	Non-profits (Labor Unions)

	Goals for this stakeholder with respect to this project
	Concerned about allocation of revenues and of a potential increase in tax rates
	Concerned about the continuity and equal treatment
	Concerned about allocation of tax revenues/benefits and of a potential increase in tax rates
	Concerned about the continuity and equal treatment
	Concerned about the return of the program and reception by voters
	Concerned about the overall employment and wages

	This stakeholder’s power to impact this project
	High
	Low
	Low
	Low
	High
	High

	This stakeholder’s passion for this project
	Low
	High
	Low
	High
	High
	High

	Potential positive impacts on this stakeholder
	Improved Tax Payer Pool and Revenues without Increasing Tax rates
	Business Growth and Reduced Expenses
	Improved Purchasing Power of Consumers
	Income Gain
	Political Success and Improved Voter Support
	Improved overall employment and improved wages

	Potential negative impacts on this stakeholder
	Allocation of Revenues to MEED, instead to other alternatives, potential increase in tax rates
	
	Reduction in available tax benefits and of a potential increase in tax rates
	
	Increased Political Resistance from tax payers and big businesses
	Allocation of Revenues to MEED, instead to current employment subsidation, reduced benefits and wages

	Information requirements of this stakeholder
	Only very general cost/benefit data desired
	Detailed information on program execution required
	Detailed information on program execution required
	Detailed information on employee benefits required
	Only very general cost/benefit data desired
	Detailed information on new employee benefits and potential impact on current employees required




Appendix C continued
	MEED STAKEHOLDER ANALYSIS
	Taxpayers/Voting Public
	Small Businesses
	Large Businesses
	Recipients
	Legislature
	Non-profits (Labor Unions)

	Our engagement strategy for this stakeholder
	Regular information disclosure which emphasize the obtained positive results
	Monitor (min effort)
	Monitor (min effort)
	Monitor (min effort)
	Ask to form a permanent Commission which will audit the progress
	Ask for a member to join our team

	Our communication strategy for this stakeholder
	Monthly regular public information disclosures and hearings
	Monthly regular meetings with the members of Chamber of Commerce
	Semi-annual regular meetings with major big businesses
	Monthly written survey by post
	Monthly regular meetings with the Committee
	

	Goals for this stakeholder with respect to this project
	Concerned about allocation of revenues and of a potential increase in tax rates
	Concerned about the continuity and equal treatment
	Concerned about allocation of tax revenues/benefits and of a potential increase in tax rates
	Concerned about the continuity and equal treatment
	Concerned about the return of the program and reception by voters
	Concerned about the overall employment and wages
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