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INTRODUCTION 
High unemployment exacts a heavy 

to l l  on  society. The  wasted human 
resources, lost economic growth ,  and 
h igher  out lays fo r  social entit lement 
programs (e.g . , food stamps, welfare 
benefi ts,  unemployment compensation) 
pale in comparison t o  the  anger, f rus -  
t rat ion,  loss o f  self-esteem, h igher  
incidence o f  crime, mental il lness, ch i l d  
abuse, suicide, and pover t y  assqciated 
w i t h  lengthy  periods o f  unemployment. 
Public employment programs and pro-  
grams to  stimulate employment in the  
p r i va te  sector a re  general ly discussed in 
jus t  such a context.  Because publ ic  
employment programs are  widely pe r -  
ceived as cost ly  make-work e f fo r ts  tha t  
p rov ide  l i t t l e  hope fo r  permanent employ- 
ment, in i t ia t ives aimed a t  p r i va te  sector 
employment general ly create more in ter -  
est  and support .  

Labor subsidies are  on ly  one o f  
many techniques tha t  have periodical ly 
been used t o  he lp  pull down unem- 
ployment rates. They have been 
promoted as a means o f  hold ing down 
f u r t h e r  increases in unemployment 
during periods o f  economic recession. 
Studies have shown tha t  labor subsidies 
a re  more ef fect ive in reta in ing jobs and 
generat ing pr iva te  sector employment 
than  import  protect ion, subsidies on 
business equipment acquisit ion, building 
construct ion o r  renovation, o r  p roduc t  
subsidies, especially i f employees are  
unwi l l ing to  g r a n t  wage concessions. 

Moreover, advocates have claimed 
that ,  during periods o f  economic growth,  
labor subsidies also help reduce 
s t ruc tu ra l  unemployment and increase t h e  
level o f  gross national p roduc t  wi thout  
generat ing concur rent  increases in pr ices 
and inf lat ion. ( "S t ruc tura l1 '  unemploy- 
ment occurs when adjustments to major 

changes in labor market  conditions are  
slow; examples include geographical 
mismatch between workers and jobs, 
mismatches between sk i l l s  and 
employment opportunit ies, o r  unreal ist ic 
wage expectations. ) 

The idea behind labor subsidies is  
re lat ive ly  s t ra ight forward.  Suppose an 
employer uses bo th  workers and 
machines t o  manufacture an item and t h a t  
t he  employer has some f lex ib i l i t y  in 
determining the  mix o f  workers and 
machines employed a t  any g iven level o f  
output .  For instance, the  employer 
might  be  able to  produce 10,000 items 
wi th  1 5  workers and 25 machines, o r  
w i t h  20 workers and 20 machines, o r  
w i th  any  worker  /machine combination in 
between. I f  a labor subsidy makes it 
less expensive t o  pay workers, t he  
manufacturer would find it more pro-  
f i table to  maintain o u t p u t  by increasing 
the  number o f  workers, reducing t h e  
number o f  machines used in the process, 
and trying to  sell o f f  any machines tha t  
were no longer needed. 

Al ternat ive ly  , th i s  same employer 
might  find it f inancial ly advantageous t o  
re ta in  al l  t h e  equipment, h i r e  more 
workers  and increase product ion, s t i l l  
keeping total  costs t h e  same as p r i o r  to  
t h e  labor subsidy. I f  p roduc t  pr ices did 
n o t  decline because o f  th is  addit ional 
supply, t he  manufacturer would realize 
more pro f i ts  ( p r o f i t  equals sales revenue 
minus manufactur ing and sales costs) 
and, hence, would have even a greater  
incent ive to  expand hiring and output .  
I f  greater  ou tpu t  was n o t  matched b y  
commensurate increases in demand, 
pr ices would fall, y e t  the  manufacturer 
would s t i l l  make a t  least as much p r o f i t  
as before the  labor subsidy o r  else 
would n o t  par t ic ipate in the  subsidy 
program. 

Consequently, a t  t he  end o f  al l  t he  
employment, output,  and p r i c ing  adjust- 
ments, more workers would be  employed, 
manufactur ing p ro f i t s  would be as large 
o r  la rger  than before the  subsidy, and 
pr ices would be  lower. Workers would 

. - -  - -  
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benefi t  f rom more employment, manufac- 
t u r e r s  f rom h igher  pro f i ts ,  and con- 
sumers f rom lower pr ices and reduced 
rates o f  inf lat ion, making everyone a t  
least as well o f f  as before the  program 
was ini t iated. 

Thus,  during periods o f  economic 
recession and weak b u y e r  demand, labor 
subsidies could he lp  p reven t  layoffs,  
p reserv ing  t h e  t ra ined work  force fo r  
use when sales improved enough t o  
suppor t  c u r r e n t  ac t i v i t y  w i thout  
requ i r i ng  a subsidy. If the  economy 
was in a per iod o f  expansion ra the r  than 
recession, labor subsidies would make it 
more cost ef fect ive t o  h i r e  and t r a i n  
unski l led labor to obtain the  number o f  
hands needed to  expand o u t p u t  and meet 
demand. In t h i s  case, the  labor subsidy 
would he lp  p reven t  h ighe r  in f la t ion and 
would reduce t h e  under l y ing  r a t e  o f  
s t ruc tu ra l  unemployment. 

Whether labor subsidies actual ly 
reduce unemployment and by how much 
depends on a va r ie t y  o f  factors: t he  
ex tent  to  which workers  can b e  used 
instead o f  addit ional equipment; whether 
o r  no t  unski l led workers replace sk i l led 
workers, teenagers replace housewives, 
o r  younger workers  replace older 
workers; whether or  no t  a subsidy would 
draw people i n to  the  labor force who 
previously were n o t  in terested in 
employment, thereby o f fse t t ing  any 
reduct ion in the  unemployment rate; and 
how t h e  subsidy i s  administered; the  
dura t ion  o f  t he  subsidy program; and i t s  
shor t -  and long-term impact on  t h e  
labor market  and t h e  economy. 

T h e  f i r s t  p a r t  o f  t h i s  r e p o r t  
reviews theoret ical and empirical in fo r -  
mation on the  ex tent  to  which one t ype  
o f  worker  can subst i tu te  f o r  another, f o r  
equipment, and  fo r  other  product ive  
resources such as energy.  Par t  two 
explores d i f f e ren t  labor subsidies and 
the i r  expected effect on  unemployment. 
Par t  t h ree  rev iews actual experiences 
w i t h  var ious types of labor subsidies. 

The f inal  section summarizes the  r e p o r t  
and o f fe rs  some conclusions about  labor 
subsidies. 

THE SUBSTITUTION OF 
WORKERS FOR OTHER 
PRODUCTIVE IN PUTS 

The  effectiveness o f  a labor subsidy 
depends in p a r t  on  how easily labor can 
b e  used in place o f  other  product ive  
factors such as energy,  machinery, o r  
raw materials. In the  extreme case in 
which one worker  i s  requ i red  to  operate 
each machine and each machine can be  
operated by exact ly  one worker ,  a 
reduct ion in the  employer's cost f o r  
labor would no t  induce any increase in 
hiring as the  additional hands would not  
have machines w i th  which t o  work. 
Ord inar i l y ,  however, an  employer could 
achieve an equivalent level o f  o u t p u t  by 
hiring more employees and us ing some o f  
t he  ex is t ing  facil i t ies o r  equipment more 
intensively, sel l ing o f f  any  f loor space 
o r  machinery tha t  became surplus.  In 
th is  case, a reduct ion in the  employer's 
cost o f  labor could induce considerable 
subst i tu t ion,  thereby creat ing new 
employment. 

Numerous studies have indicated 
th i s  last si tuat ion general ly describes 
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product ion in the  Uni ted States. 
Workers can be  'subst i tu ted fo r  energy, 

- addit ional physical  p lant ,  and equipment. 
Most studies indicate t h a t  i f employee 
costs are reduced by 10 percent,  
employment increases by 1.5 percent  
w i th in  a year. However, increases in 
product ion generate considerably more 
employment. If ou tpu t  increased b y  10 
percent  and raw material costs a re  
unchanged, employment increases by 7.5 
percent  in approximately the  same 
one-year period. 

Timing Within A Business Cycle 

A subsidy wi l l  stimulate l i t t l e  
employment near the  bottom o f  a 
business cycle when unemployment i s  
high and considerable excess capacity 
ex is ts  in t h e  economy. Even if workers 
can readi ly  subst i tu te  fo r  addit ional 
equipment, energy,  o r  physical p lant ,  an  
employer confronted w i th  a large amount 
o f  unused o r  underused space o r  
equipment would have l i t t l e  to  gain b y  
hiring subsidized workers.  Tak ing  
advantage o f  t he  subsidy would f i r s t  
requ i re  disposal o f  ex is t ing  physical 
assets, perhaps a t  a loss. I f  the  
condit ions causing excess capacity were 
believed to  be temporary, it would be 
foolish t o  l iquidate assets since the cost 
o f  replacement a t  a la ter  date would 
probably exceed the  gains from a 
l iquidat ion sale. Consequently, t he  
effectiveness o f  a labor subsidy wi l l  v a r y  
over  the  course o f  a business cycle. 

A labor subsidy wi l l  promote more 
employment near the  peak o f  a business 
cycle when the  economy i s  expanding 
v igorously,  physical resources are being 
st ra ined to  the i r  l imits, and unem- 
ployment is  low. Dur ing  th is  phase o f  
t he  business cycle, labor subsidies may 
help reduce unemployment among the  
unski l led o r  inexperienced, par t icu lar ly  
among minori t ies and teenagers. Studies 
have shown tha t  blacks a re  subst i tu tes 
fo r  whi te males in manufactur ing, and 
teenagers are subst i tu tes fo r  white 
women in the  labor market.  When whi te 
adu l t  males and females are fully 

employed and, hence, d i f f i cu l t  o r  
expensive to  come by, employers are  
more incl ined t o  h i r e  blacks and /o r  
teenagers. 

II. TYPES OF LABOR 
S U B S I D I E S  

There  are  th ree basic types of 
labor subsidies: hiring subsidies, 
employment subsidies, and wage sub- 
sidies; and th ree d i f f e ren t  types o f  
payments: a f i xed percentage o f  labor 
costs w i thout  a dol lar l imit ,  a f i xed 
percentage wi th  a dol lar l imit, and a f l a t  
dol lar amount p e r  worker .  H i r i n g  ds",F; 
sidies app ly  only to  new h i res  an 
one-time payments intended t o  help 
de f ray  employment and t ra in ing  costs 
i ncu r red  w i th  the  h i r e  o f  new employees. 
Employment subsidies cover a worker  fo r  
the  dura t ion  o f  employment w i t h  t h e  
f i rm. Both  types o f  subsidies are  paid 
t o  the  employer to  stimulate demand for 
labor. The  third type,  wage subsidies, 
a re  paid t o  workers  ra the r  than t o  
employers and are  intended t o  reduce 
worker  resistance to  low pay ing jobs in 
order  to boost the  economy's supply o f  
labor. 

Hiring Subsidies 

O f  the  th ree pr inc ipal  types o f  
labor subsidies, hiring subsidies are  by 
fa r  the  most common. However, 
depending on the  method o f  administra- 
t ion, hiring subsidies may create 
incentives for f i rms t o  comply w i th  
program guide1 ines but c i rcumvent  the  
in ten t  o f  the  subsidy in order  to  max- 
imize the i r  financial reward  fo r  pa r t -  
icipation. For example, a two-year 
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program which uses employment in the  
previous year as the  base fo r  calculat ing 
t h e  c u r r e n t  year  subsidy may induce 
s t rong  cycl ical  behavior.  A f i rm  could 
maximize t h e  dol lar value o f  t h e  subsidy 
by reduc ing employment in t h e  f i r s t  year 
o f  t he  program and hiring twice as many 
employees in t h e  second year as it 
released in t h e  f i r s t .  In th i s  way it 
would maintain the  same average employ- 
ment over  the  two-year period. T h e  
f i r m  would collect a fa i r l y  substant ial  
subsidy,  but would have created n o  new 
n e t  employment. Extension o f  t h i s  
p rogram fo r  th ree  o r  more years  simply 
encourages repet i t ion o f  t h i s  cycle. 

tiiring subsidies f o r  new h i res  
ra the r  than  new posit ions could 
encourage employers t o  increase t h e  
employee tu rnover  ra te  to  maximize the  
subsidy.  Th is  red is t r ibu tes  employment 
over  a la rger  number o f  workers, but 
does n o t  increase employment and dis- 
courages investment in human capital  by 
reduc ing the  f inancial  rewards o f  
employee t ra in ing  programs. In addi- 
t ion, if a subsidy i s  temporary, any  
induced increase in employment may b e  
temporary. Depending on how large the  
hiring subs idy  i s  compared t o  the  cost o f  
wages and f inancing inventories, a f i r m  
might  find it advantageous to  accelerate 
hiring, increase inven to ry  holdings, and 
release all subsidized employees as soon 
as the  subsidy expi red.  

Employment Subsidies 

Employment subsidies targeted t o  
specif ic high unemployment groups,  such 
as welfare recipients, youths,  o r  t he  
physical ly  handicapped, may impede 
ra the r  than enhance employment pros- 
pects fo r  these groups.  I f  employers 
bel ieve members o f  t he  ta rge t  g r o u p  
requ i re  a subsidy to  compensate fo r  low 
woduct iv i ty  o r  incompetence, they  may 

become more res is tant  t o  hiring an 
e l ig ib le worker .  E l i g ib i l i t y  f o r  a subsidy 
then becomes an employment l iab i l i t y  
ra the r  than an asset. 

Target ing  o f  subsidies can have 
other  negative impacts. If only a small 
por t ion  o f  t he  ta rge t  populat ion is  
el igible fo r  an  employment subsidy, 
employers may simply replace c u r r e n t  d 
unsubsidized (e.g . , minor i ty )  employees 
w i t h  similar subsidized (minor i ty )  
employees. Th is  would prov ide  a f inan- 
cial  benef i t  t o  the  employer but would 
no t  generate new employment. More- 
over ,  if one ta rge t  g r o u p  i s  readi ly  
replaced by another no t  covered by an 
employment subsidy, increased employ- 
ment o f  t he  ta rge t  populat ion may be  
achieved a t  g reat  cost  t o  the  unsub- 
sidized labor. For instance, i f  the  
minimum wage an employer could pay was 
reduced on ly  fo r  teenagers, increased 
teenage employment could displace 
employment o f  adu l t  women, leading t o  
h igher  unemployment rates among adu l t  
women (since low-wage adu l t  women 
workers are subst i tu tes fo r  teenagers), 
whi le simultaneously fa i l ing to  create any 
new positions. 

Restr ic t ion o f  e l ig ib i l i t y  t o  a 
geographic region such as a c i t y  o r  a 
state may increase unemployment fo r  t h e  
ta rge t  g roup.  I f  a subsidy i s  successful 
and increases employment prospects fo r  
t he  ta rge t  populat ion (unemployed auto 
o r  steel workers,  f o r  instance) w i th in  
the  region, members o f  t he  ta rge t  
populat ion from other areas may migrate 
in to  the  region, increasing the  local 
source o f  labor, thereby ra is ing  ra the r  
than  reducing the  overal l  unemployment 
ra te  fo r  t he  ta rget  g r o u p  in t h a t  
geographic area. 

Employment subsidies fo r  ne t  job 
creat ion prov ide  windfall gains t o  
employers who are  experiencing rap id  
g rowth  anyway. If the  subsidy i s  
p rov ided fo r  an  extended per iod o f  time, 
new employers w i th in  an i n d u s t r y  may 
ga in  a s igni f icant  cost advantage over 
ex is t ing  employers. I f  th is  forces 
ex is t ing  employers t o  c u t  costs by 
reduc ing the i r  s ta f f ing  levels, associated 
layof fs  could of fset  the  new jobs 
prov ided by new employers, leaving 
aggregate employment unchanged. 
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Administratipn of a Subsidy 

The  method o f  determining 
e l ig ib i l i t y  for a labor subsidy wi l l  also 
af fect  i t s  impact. For  instance, 
subsidies based o n  increases in the  
amount of wages subject t o  Social 
Secur i ty  o r  unemployment taxes, would 
encourage firms to  s h i f t  t h e  mix o f  pa r t -  
and full-t ime employees in favor  o f  
part- t ime employees in o rde r  t o  in f la te 
the  propor t ion  o f  wages subject t o  t h e  
tax. Subsidies based on rates o f  g rowth  
favor  small f i rms over large f i rms -- a 
small f i rm  which increases i t s  s ta f f ing  
from two to  four employees doubles i t s  
employment, a feat un l ike ly  to  be  
matched by large firms. Subsidies based 
on net  changes in employment favor  
large f i rms over small, since the  actual 
number o f  employees leaving o r  joining a 
large company wi l l  probably be  la rger  
than t h a t  of a small company even 
though the  tu rnover  ra te  o f  t he  large 
company may be  smal le r .  Final ly,  per 
employee subsidies hav ing a maximum 
dol lar expendi ture pe r  f i rm help small 
f i rms more than large ones, since the  
number o f  el igible employees i s  l i ke ly  to  
be  greater  fo r  a large f i rm than a small. 

The dura t ion  o f  a subsidy may 
affect i t s  impact, a l though it i s  n o t  clear 
whether it increases o r  decreases the  
impact. Some studies indicate tha t  
subsidies create incentives to  accelerate 
employee recru i tment  in order  to  fully 
explo i t  t h e  program. Other studies 
indicate tha t  t he  costs o f  a l te r ing  
employment o r  recru i tment  pract ices 
and /o r  t ra in ing  someone t o  manage the  
paperwork and meet the  documentation 
requirements necessary fo r  par t ic ipa t ing  
in a subsidy program discourage 
exploi tat ion of a temporary subsidy.  

Impact on Adjustment to Changed Market Conditions 

Labor subsidies designed t o  p reven t  
layoffs during periods o f  slack demand 
may slow o r  p reven t  o rde r l y  adjustment 
t o  marketplace changes. Decl ining 
industr ies such as text i les, steel, 
chemicals, rubber ,  and automobiles a re  

most vulnerable t o  layoffs during 
recessions. Consequently, they  are  
more l i ke ly  to qua l i fy  fo r  t h i s  t ype  o f  
f inancial assistance. While such 
subsidies might  reduce the  speed o f  
adjustment to changed market  condit ions 
and temporari ly help maintain employ- 
ment, subsidies alone are  incapable o f  
revers ing  o r  improving under ly ing 
market  conditions. There  is l i t t l e  reason 
t o  expect t h a t  t h e  i n d u s t r y  would radi-  
ca l ly  a l te r  i t s  operations if it could 
obta in re l ie f  t h r o u g h  subsidies. Without 
res t ruc tu r ing  and adjustment t o  changed 
market  conditions, t h e  i n d u s t r y  might  
find i tse l f  in an even weaker competit ive 
posit ion when the  subsidies exp i re  and 
be  forced to  reduce operations and 
employment even more than it would have 
wi thout  t h e  labor subsidies. 

U.S. AND BRITISH 
EXPERIENCE WITH LABOR 
SUBSIDIES 
A. U.S. Experience 

Europe has experimented w i th  
numerous variat ions o f  labor subsidies a t  
d i f f e ren t  times and w i th  v a r y i n g  degrees 
o f  success, but the  U.S. experience has 
been considerably more limited. T h e  
Work Incent ive Program (WIN) o f  1972 
was one o f  t he  earl iest U.S. experiments 
w i t h  labor subsidies. Employers who 
h i r e d  el igible welfare rec ip ients were 
prov ided a tax  c red i t  equal to  20 percent  
o f  wages fo r  t he  f i r s t  12 months. In 
1975 t he  program was extended to  cover 
al l  recipients o f  A i d  to  Families w i th  
Dependent Chi ldren. 

.--- --  
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The  impact o f  t h e  program was 
miniscule. One r e p o r t  asserted t h a t  
c red i ts  claimed under  the  WIN program 
equalled approximately 15,000 person- 
years o f  employment, whi le actual 
employment o f  potent ia l ly  el igible 
employees numbered about  500,000, 
indicat ing t h a t  re la t ive ly  few employers 
appl ied fo r  t h e  subsidy.  Two su rveys  
o f  employers who made use o f  t he  WIN 
c r e d i t  showed fewer than 10 percent  o f  
par t ic ipa t ing  employers a t t r i bu ted  hiring 
of a WIN enrollee t o  t h e  proqram, 
ind ica t ing  t h a t  most o f  t h e  subsidized 
employment woul: 
t h e  program. 

The  second major U.S. labor 
subsidy was in i t ia ted  in 1977 as the  New 
Jobs T a x  Cred i t  (NJTC).  Employers 
received a tax  c r e d i t  o f  50 percent  of 
t h e  amount by which total  wages were 5 
percent  g reater  than the  previous year 's 
wages, 50 percent  o f  t he  amount by 
which federal unemployment taxes were 2 
percent  h igher  than wages subject  t o  
federal unemployment taxes fo r  t h e  
prev ious  year, 25 percent  of total  wages 
subject  t o  unemployment taxes, o r  
$100,000, whichever was less. T h e  
program r a n  fo r  two years, but t h e  
c r e d i t  appl ied t o  new workers  f o r  on l y  a 
one-year period. T h e  NJTC encouraged 
subst i tu t ion  o f  low-wage, part- t ime 
employment f o r  ful l-t ime employment, but 
the  requirement t h a t  t h e  tota l  wage bill 
exceed t h a t  o f  t he  prev ious  year by a t  
least 5 percent  p revented employers from 
firing al l  the i r  ful l-t ime employees and 
simply subst i tu t ing  twice as many half-  
time employees. T h e  $1 00,000 l imitat ion 
o n  the  t a x  c r e d i t  favored small over  
la rge employers. 

Most assessments o f  t h e  NJTC were 
favorable. Stat ist ical  s tudies of t h e  
program indicated t h a t  (1)  f i rms which 
knew about  t h e  t a x  c r e d i t  increased 
employment by more than 3 percent  over  
similar f irms which were n o t  aware o f  it; 
( 2 )  f i rms which bo th  knew about  the  
program and made a conscious e f fo r t  t o  
capture  t h e  tax  c r e d i t  increased 

employment by more than 10 percent  
over  al l  o ther  f i rms and by 9 percent  ,, 

over  f i rms which knew about the  c red i t  
but exerted no special e f fo r t s  to  q u a l i f y 4  
fo r  t he  credi t ;  (3) t he  subsidy cap o n  
the  NJTC sh i f ted  d i s t r i bu t i on  o f  t he  ra te  
o f  g r o w t h  o f  employment to  small- and 
moderate-sized f i rms and away f rom large 
f i rms. However, large f i rms were th ree 
times more l i ke ly  t o  know about the  
program than small f i rms. O f  those 
f i rms which responded t o  t h e  Bureau o f  
Census quest ionnaire on t h e  NJTC, 36 
percent  indicated the i r  g r o w t h  ra te  was 
high enough to  automatically qua l i fy  them 
fo r  the  subsidy. However, none o f  t h e  
stat ist ical  studies considered the  impact 
o f  rap id l y  r i s i ng  energy  pr ices on the  
cost o f  operat ing machinery o r  t h e  
possib i l i ty  t h a t  r i s i ng  energy  pr ices, and 
n o t  the  subsidy program, was pr imar i l y  
responsible fo r  t he  la rge increases in 
employment. 

Another  subsidy,  t h e  t ra in ing  
incent ive payments program, was funded 
by the  U.S. Department o f  Labor 
between 1969 and 1975. Th is  program 
subsidized wage increases t o  e n c o u r a g e d  
f i rms to  inves t  in employee t ra in ing  and 
sk i l l s  upgrad ing.  T h e  department never 
evaluated the  program fo r  i t s  impact o n  
employment and t ra in ing ,  but t h e  
evidence indicated t h e  program did help 
employees upgrade the i r  sk i l ls  and 
advance in the i r  f irms. 

A f o u r t h  program, t h e  Targeted 
Jobs Tax  Cred i t  (TJTC),  r a n  f rom 1979 
t h r o u g h  1981. A l though similar to  the  
WIN program, t h e  ta rge t  populat ion was 
extended to  inc lude federal Supplemental 
Secur i ty  Income recipients, vocational 
rehabi l i ta t ion cl ients, youths  f rom eco- 
nomical ly disadvantaged families, econom- 
ical ly disadvantaged Vietnam veterans 
under  age 35, General Assistance recip- 
ients, cooperative education students, 
and ex-convicts f rom economically disad- 
vantaged families. 

The  program prov ided employers 
w i th  tax  c red i ts  fo r  50 percent  o f  wages 
up t o  a maximum o f  $6,000 in the f i r s t  
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year and 25 percent  o f  wages up to  a 
maximum o f  $6,000 in the  second year 
fo r  cer t i f ied workers. The  evidence 
showed t h a t  re la t ive ly  few jobs were 

- created in response to  the  TJTC. Hal f  
of t h e  cer t i f icat ions during the f i r s t  year 
of t he  program (about 54,000) were 
issued to  cooperative education students 
who probab ly  would have been placed 
wi thout  the  tax  credi t .  Between 60-90 
percent  o f  t he  cer t i f icat ions were re t ro-  
act ive fo r  employees who had  already 
been h i red .  

B. British Experience 

B r i t a i n  prov ided one-year subsidies 
in 1975 to  p r i va te  sector employees who 
retained 10 o r  more full-t ime posit ions 
slated fo r  elimination, a subsidy program 
which has n o t  been t r i e d  in the  U.S. 
T h e  subsidy was renewable f o r  an  
addit ional s i x  months a t  ha l f  t he  in i t ia l  
ra te  if t h e  posit ions were s t i l l  a t  r i s k  a t  
the  end o f  a year. Companies facing 
bank rup tcy  were inel igible fo r  a sub- 
s idy.  It was estimated t h a t  170-190,000 
posit ions were covered annual ly by the  

, subsidy. Most o f  t h e  posit ions covered 
\ -&were in decl ining indust r ies  such as 

clothing, text i les, and footwear. 

A third o f  par t ic ipa t ing  f i rms 
wi thdrew f rom t h e  subsidy before the  
conclusion o f  a year; 7 percent  o f  these 
firms wi thdrew because they  had t o  
eliminate posit ions in spi te o f  t h e  
subsidy.  The r e s t  o f  those who 
wi thdrew no longer had need fo r  t he  

subsidy. About  27 percent  o f  f i rms who 
exhausted the i r  subsidies had el iminated 
jobs by t h e  end o f  1977, and 33 percent  
ant ic ipated f u r t h e r  job reduct ions. 

In another var iat ion on the  labor 
subsidy theme, B r i t a i n  implemented a 
small f i rms labor subsidy which 
encouraged expanding companies o f  fewer 
than 50 employees t o  create more new 
posit ions by p rov id ing  a 26-week lump- 
sum payment t o  a company fo r  eve ry  new 
hi re.  Comparable unsubsidized f i rms 
expanded employment by 12 percent  
during the  subsidy per iod whi le sub- 
sidized f i rms expanded employment by 20 
percent.  Par t ic ipat ing f i rms indicated 
t h a t  25 percent  o f  t h e  posit ions created 
were d i rec t l y  a t t r ibu tab le  t o  the  sub- 
s idy,  but tha t  another 27 percent  repre-  
sented accelerated employment which 
subst i tu ted  fo r  overtime hours. 

B r i t a i n  also t r i e d  a work  experience 
program. Teenagers were paid a nominal 
amount t o  watch work  act iv i t ies o f  a hos t  
employer. Employers were n o t  paid fo r  
permi t t ing  t h e  teenager t o  watch, but 
could enl is t  t he  teen's services. T h e  
program extended fo r  26 weeks. Within 
s i x  months o f  f in ish ing  t h e i r  t ra in ing  
program, fully 85 percent  o f  t he  teens 
obtained jobs, 36 percent  w i th  the  host  
employer; 29 percent  were placed w i t h  
other  employers immediately a f te r  
completion o f  t h e  program. A t  t h e  end 
o f  s i x  months, 28 percent  o f  t h e  
par t ic ipants were unemployed. 
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