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Cet article présente les résultats de deux expériences aléatoires ayant pour but de tester I'utilisation des motiva-
tions financiéres afin d’encourager la participation au marché du travail. Le Projet Auto-Suffisance démontre que
'augmentation du salaire dans les emplois a faible rémunération et a temps plein peut induire une croissance
dans les emplois chez les parents célibataires qui ont été des bénéficiaires du bien-étre social pendant une longue
période de temps. Il peut augmenter leurs salaires et leurs revenus et occasionner des petites augmentations
(nettes des taxes) dans les transferts gouvernementaux. Par contre, dans le Projet Augmentation des Salaires
I'offre de compensation partielle pour les bénéficiaires d’assurance-chémage qui sont retournés au travail rapide-
ment et qui ont subi des réductions du salaire n'a pas eu d'impact sur I'attitude face a la force de travail des
utilisateurs fréquents d’assurance-chdmage. L'offre de compensation a également eu un petit impact, de courte
durée, chez les travailleurs déplacés. Cet article inclue une discussion des enjeux qui doivent étre abordés afin de
stimuler I'effort au travail a I'aide de motivations financiéres et se termine avec quelques lecons tirées des résul-
tats de la recherche.

This paper presents evidence from two randomized experiments testing the use of financial incentives to
encourage labour market participation. The Self-Sufficiency Project shows that supplementing earnings
from low-paying, full-time jobs can increase employment among single parents who are long-term welfare
recipients, can raise their earnings and incomes, and may entail little net increase in government transfers
net of taxes. In the Earnings Supplement Project, however, the offer to partially compensate unemployment
insurance recipients who returned to work quickly and experienced earnings losses had no impact on the
labour force behaviour of repeat users of Ul and only a small and short-lived impact with displaced workers.
The paper includes a discussion of the issues that need to be addressed in trying to stimulate work effort
using financial incentives and concludes with some lessons drawn from the research findings.

INTRODUCTION Project for applicants for unemployment benefits.
Both projects are funded by Human Resources De-

his paper considers the use of financial incen-velopment Canada (HRDC) and managed by the
tives paid in the form of supplements to earnedSocial Research and Demonstration Corporation

income as a way of encouraging employment. 1t(SRDC).

draws on the results to date from five experiments

that are being conducted within two larger projects A characteristic of income-transfer programs is

— the Self-Sufficiency Project for recipients of in- their potential to create disincentives to work. In the

come assistance and the Earnings Supplementase of income-assistance programs, people
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typically receive benefits when they do not work and grams so that they will encourage work and provide
have their benefits reduced if they begin working. help to people in their efforts to become employed,
Historically, this was based on the notion that wel-and support themselves and their families through
fare was a source of income of last resort for thoseheir work efforts.
members of the poor population who were consid-
ered unemployable or for whom work was In Canada, the implementation of the National
considered inappropriate. Attempts to reform wel- Child Benefit sees the elimination of the portion of
fare, then, face a troubling dilemma — how to the welfare grant that is based on the presence of
encourage work and independence while simultachildren. Instead, the child benefit will be paid to
neously alleviating poverty. Transferring income to all low-income families with children, regardless of
poor people in order to reduce poverty reduces theiwelfare status. This will remove some of the finan-
incentive to seek and accept employment, particu-<ial penalty that, until now, has been associated with
larly if their potential earnings are lowThis  leaving welfare for workR. Furthermore, one prov-
problem is reflected in the real-life experiences ofince, Saskatchewan, introduced a new program in
welfare-dependent families. Because many of thosel998 to directly supplement the earnings of low-
receiving income-assistance benefits have low levincome families
els of education or limited work experience, they
often can only find work that will pay them less than It is worth noting that this policy concern is an
the amount they can receive in welfare benefits.international one. In Britain, for example, the La-
Therefore, they face a stark choice. They can conbour government is implementing the Working
tinue their dependence on welfare or they can acceptamilies Tax Credit — a major expansion of the
a lower income in the work world, at least until their previous Family Credit program. It will be payable
earnings rise with the acquisition of skills and ex- to low-income families with earnings, and it will
periencé This is the classic “welfare trap.” provide benefits to those who have as little as 15
hours of work a week, with a higher rate of supple-
In the case of an unemployment insurance pro-mentation for those who work more than 30 hours a
gram, the principal goal is to provide monetary week! Although called a tax credit, it is being de-
assistance to unemployed people who are searchingigned for delivery directly as part of recipients’ pay
for work during a temporary interruption of employ- cheques as a way of supplementing low earnings.
ment and earning3.Unemployment benefits
subsidize unemployed workers as they search for The federal government in Australia recently re-
work. This may lead to more efficient matching of leased a discussion pap€he Challenge of Welfare
unemployed workers with available jobs by enablingReform in the 2% Century and announced that
a job-seeker to continue looking until the optimal em-changes in social policy would be the next priority
ployment opportunity is found — the opportunity that of the Commonwealth government. A high level ref-
will balance the costs of further search with the ben-erence group has been appointed to oversee the
efits that would be derived from a better job found by development of a Green Paper on welfare reform
additional searching. The availability of unemployment and one of the six guiding principles for this reform
insurance helps workers, firms, and the economy as will be “establishing better incentives for people
whole. However, by providing payments to people receiving social security payments, so that work,
when they are not working, unemployment insuranceeducation and training are rewardéd.”
may also lead to more unemploymént.
In Canada, HRDC has been sponsoring two large-
At present, there is considerable policy interestscale demonstrations over the past several years in
in looking for ways to redesign income transfer pro- order to test the use of alternative financial incentive
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programs as a way of encouraging employment. One  a substantial financial incentive for work rela-
— the Self-Sufficiency Project — involves recipi- tive to non-work;
ents of income-assistance payments; the other —
the Earnings Supplement Project — involves appli-¢  a relatively low tax-back rate for those who ex-
cants for unemployment benefits. perience increases in earnings while receiving a
supplement (at least relatively low compared to
The remainder of this paper describes the key the provisions for disregarding income in the
features of the program models being tested in these calculation of welfare paymentsy;
social experiments, discusses a number of design
issues that were taken into account in developing targeting toward longer term recipients of in-
these program models and presents the results that come assistance (at least a year on the welfare
are available so far from these two projects. The rolls);
findings from the Self-Sufficiency Project suggest
that supplementing earnings from low-paying, full- ¢ time limits on how long participants have to take
time jobs can increase employment among up the financial incentive offer and on how long
long-term, single-parent welfare recipients, can raise  they can receive payments; and
the earnings and incomes of these poor families, and
may entail little net increase in government trans-»  a full-time work requirement that prevents most
fers net of taxes. In the Earnings Supplement Project, people from reducing their work effort in re-
however, the offer to partially compensate applicants ~ sponse to the program.
for unemployment insurance benefits who returned
to work quickly and experienced earnings losses in  SSP offers monthly cash payments to single par-
doing so had no impact on the labour force behav-ents who have been receiving income assistance for
iour of those who made frequent use of such benefitat least a year, on condition that, within one year of
and produced only a small and short-lived impactbeing selected for the program, they leave welfare
with displaced workers. The paper concludes withfor full-time work of 30 or more hours a weék.
a discussion of the complexity of designing pro- These earnings supplements are paid directly to the
grams to stimulate work effort using financial participants on top of their earnings from employ-
incentives. ment and can be received for up to three years, so
long as participants continue to work full-time and
remain off income assistanég.
THE PrROJECTS
The supplement is calculated to make up half the
The Self-Sufficiency Project difference between what a participant actually earns
The Self-Sufficiency Project (SSP) was launched atand an earnings reference level — initially set at
the end of 1992 and, over a period of a little more$30,000 in New Brunswick and $37,000 in British
than two years, enrolled some 9,000 single-parentColumbial® Under this formula, a woman in New
income-assistance recipients in New Brunswick andBrunswick who works 35 hours a week at $6 an hour
British Columbia at four project sites covering met- will receive annual earnings of $10,920 and supple-
ropolitan Vancouver and the lower BC mainland, andment payments of $9,540. Therefore, her total
approximately the southern third of the province of income will be $20,460 (or $1,705 a month), almost
New Brunswick. double what she would receive from her earnings
alone. Her supplemented earnings will also be much
The main features of the SSP program modelhigher than her welfare entitlement, and the effec-
are? tive marginal tax-back rate of 50 percent ensures
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that there is an incentive for her to seek earnings This paper presents summary findings using all
gains during the period of supplement eligibility. three SSP study sampl&s.

The Self-Sufficiency Project actually comprises The Earnings Supplement Project
three separate experiments. First, the main, or “reThe second HRDC-funded national demonstration
cipient,” sample is testing the financial incentive is the Earnings Supplement Project (ESP), which
described above with approximately 6,000 singleinvolves just over 11,500 people who applied for
parents who had been income-assistance recipientsnemployment benefits at nine sites in seven prov-
for at least one year. Participants were randomlyinces. ESP drew samples from two groups of
selected during the period from November 1992 toapplicants who applied for unemployment benefits
March 1995 from the welfare caseloads in those arin the study sites between March 1995 and June 1996
eas of New Brunswick and British Columbia that — a sample of a little over 8,100 displaced workers
were included in the experiment. and a sample of about 3,400 repeat users of unem-

ployment insurancé’

Second, a group of 299 single parents who had been
receiving income assistance for at least one year were ESP’s financial incentive is designed to subsidize
enrolled at the New Brunswick SSP sites betweenemployment rather than unemployment. It offers eli-
November 1994 and March 1995 and were offeredgible participants a temporary supplement to their
employment-related services in addition to the finan-earnings if they leave unemployment insurance for full-
cialincentive. They are called “SSP Plus” participants.time work within a specified period of time and if, in

doing so, they experience a reduction in earntfigs.

Finally, the “applicant” sample is made up of just
over 3,300 single parents who were enrolled at the The initial development of this project was based
British Columbia SSP sites between January 1993n the findings of the unemployment insurance (Ul)
and February 1995 at the time they were making ae-employment bonus experiments in the United
new application for income assistance. Unlike pro-States. There, lump-sum bonuses were paid retro-
gram group members in the SSP recipient and SSBpectively to Ul recipients who returned to work
Plus samples, who were immediately eligible for within an allowable job-search period and did not
help from SSP, those in the applicant sample whareapply for Ul benefits within a specified bonus-
were assigned to the program group were initiallyqualifying period. The generosity of the bonus
only given information concerning the financial in- payments, the job-search period and the bonus-
centive. They were told that if they remained on qualifying period varied among the four experiments
welfare for a year, they would become eligible for that were conducted. The primary goal of these ex-
SSP’s supplement payments if they then left wel-periments was to test whether such bonuses could
fare for full-time work in the following 12 months. reduce the government cost of unemployment ben-
The applicant sample was originally used to mea-efits without reducing claimants’ future earnings by
sure the potential “entry effect” caused by the futurecausing them to take new jobs prematurely. The first
availability of the earnings supplemett.Ulti- experiment (in lllinois) found that the reduction in
mately, 57 percent of program group members intotal benefit payments more than offset the cost of
the applicant sample remained on welfare longthe bonuses; the next three experiments, however,
enough to establish eligibility for the SSP supple-found that bonuses did not produce impacts that
ment. SSP is now using the applicant sample towere large enough to pay for themsel¥@s.
estimate program effects on people who are rela-
tively new entrants to welfare and have shorter The main features of the program model tested
histories of income-assistance recéipt. by ESP are as follow®.

CaNADIAN PusLic PoLicy — ANALYSE DE POLITIQUES, VOL. XXVI SUPPLEMENTNUMERO SPECIAL1 2000



Earnings Supplementation as a Means to Reintegrate the Unempl&239

+ The supplement offer is time-limited in two THE RESULTS
ways. First, those offered an opportunity to re-
ceive a supplement have a limited period of time The Evaluation Method
(a maximum of 26 weeks for displaced work- Both SSP and ESP are being evaluated by means of
ers; 12 weeks for repeat users of unemploymentandomized experiments. In the case of SSP, data
benefits) to find a qualifying job, stop receiving are now available from administrative records and
unemployment benefits, and register for supple-from participant follow-up surveys conducted 18
ment payments. Those who do not do so withinmonths after the point of random assignment for the
the time limit become ineligible for any supple- main sample and the SSP Plus sample. For the SSP
ment payments. Second, supplement paymentspplicant sample, data are available from an equiva-
can be received for up to two years from the datelent follow-up survey conducted 30 months after
the supplement offer is initially made and the random assignment (18 months after those program
job-search period begirs. group members who remained on welfare for a year

first became eligible for supplementation).

* Supplement payments are calculated to make up
75 percent of the amount by which the earnings Remember, however, that participants who were
at a participant's new job fall below the earn- assigned to the program group are allowed up to 12
ings in the participant’s previous job. These months to find a job and leave welfare; they can then
payments are capped in two ways, however.receive supplement payments for up to three years
First, to be consistent with the provisions of the after qualifying. Therefore, this is an early point at
Employment Insurance (El) program (the Un- which to assess the effects of the program. The long-
employment Insurance program when ESPterm benefits and costs are still unknown.
began), the earnings in the previous job that areéNevertheless, because of the one-year take-up win-
used in the calculation of the re-employment dow, it is possible at this point to assess how
earnings loss are capped at the level of maxi-effective the SSP offer has been in getting people to
mum El-insurable earnings ($815 per weekleave income assistance and begin full-time work
when ESP began). Second, the supplement paywho otherwise would not have done so. It is also pos-
ments themselves are capped at a maximum osible to get an early look at SSP’s “in-program” impacts
$250 per week. on public transfer payments, incomes, and poverty.

» Participants have to take full-time jobs (30 or more  In ESP, program impacts for displaced workers
hours a week) in order to receive supplement paywere estimated using administrative records and data
ments??> Workers who go back to work with their from a follow-up survey conducted 15 months after
previous employer at their previous job location random assignment. For repeat El users, only im-
are not eligible for supplement payments. pacts on El receipt were estimated; this was done

using data from administrative recoréfsThese data

» Supplement payments are not insurable for Elare being used to conduct the final evaluation of ESP.
purposes (although the earnings from the sup-
plemented jobs are insurable). Design Issues

Before turning to the findings from these projects,
With the exception of the maximum allowable it is worth considering the nature of earnings sup-
job-search period, the program model is the samelement programs more generally.

for both displaced workers and repeat users of un-

employment insurance. This paper presents Financial incentive programs designed to supple-

summary findings from both ESP sub-studies. ment participants’ earned incomes represent a
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particular kind of labour market intervention. They apply?® Furthermore, some new applicants for as-
operate on the supply side of the labour market, nosistance, who otherwise would have quickly stopped
on the demand side. That is, these programs do nakeceiving assistance, may continue to receive ben-
create jobs; they try to influence the job-search ancefits longer in order to meet qualifying requirements
job-acceptance behaviours of individuals by raisingthat might be required to receive the new incentive.
the effective wage that they receive from working. Recipients may gain, assuming they can find a new
Earnings supplement programs are unlikely to havgob, while taxpayers and government budgets lose,
any significant effect on the demand side of the la-since they end up paying more benefits to more peo-
bour market; these programs assume that jobs arple than they would have otherwise.
already availablé?
Changing people’s behaviour through a program
Effective incentive programs are also difficult to that supplements their earnings requires the consid-
design. The impacts produced by such programs willeration of a number of complicated design issues in
be made up of some combination of three differentorder to have a positive impact on labour market
effects. outcomes without substantially raising the cost to
government. The challenge to program designers is
Work EffectsThis is the effect that the program is to maximize work effects, while keeping windfalls
principally designed to achieve. People who wouldand entry effects to a minimum. Ideally, a program
not have worked otherwise, do so now that they carwould offer each person a financial incentive that is
receive a financial incentive designed to “make workjust large enough to bring about the desired change
pay.” The result is more work, less reliance on trans-n behaviour — not so small that it has no effect,
fer payments, and increased earnings and incomesot so large that most of the payments are windfalls
This type of effect can be beneficial to recipients, to the participants. In the real world, however, such
taxpayers, and government budgets. (Whether it igrecision is unachievable. Incentives cannot be in-
a “net” win for governments and taxpayers dependsdividually tailored, not just because it is impractical
on the cost of the incentive compared to existingin terms of program delivery, but also because it is
transfer benefit levels.) impossible to knowex antewhat size of incentive
each person requires.
Windfall EffectsSome people who would have gone
to work anyway, now receive benefits from the fi-  There are three key questions to be answered in
nancial incentive program even though there haglesigning an earnings supplement program.
been no change in their labour market behavidur.
These recipients have more total income, whiche  Who should be eligible for the supplement?
makes them better off, but their work effort remains
the same (or, in some cases, may actually decliney. When should the supplement offer be made?
Taxpayers and government budgets lose with this
effect, however, since obtaining a particular level* How generous should the financial incentive be?
of impact on labour market outcomes is made more
costly (the more windfalls, the higher the  Who should be eligible for a supplemefit®ork
deadweight cost associated with the program).  is available at some given wage, why are some peo-
ple unwilling to accept those job opportunities. In
Entry EffectsIn order to qualify for the new finan- SSP, for example, participants have an alternative
cial incentive, some people (e.g., the working poor)source of non-work income and they face high tax-
who previously would not have applied for assist- back rates if they decide to go to work. Even here,
ance (e.g., from the existing welfare program) nowhowever, SSP made a decision to further restrict
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eligibility only to single parents because they (par- employed quickly on their own, means that the pro-
ticularly those with young children) typically face gram will have a high deadweight cost associated
considerable barriers to full-time employment and with paying people to do what they would have done
are, consequently, among the groups who are leastnyway. Furthermore, if the financial incentive is
likely to leave welfare for work without assistance. generous and has qualifying conditions that are rela-
tively easy to meet (for example, qualifying after
In ESP, there was an assumption that many disspending only a short time unemployed and receiv-
placed workers have high reservation wages basethg welfare or El), then the financial incentive could
on their previous earnings. For some of them, how-have a significant entry effeéd.
ever, these wage expectations are unrealistic because
their skills and experience are not easily transfer- On the other hand, delaying the incentive offer
able to other employment situations and are thus leseicreases the length of time that some people will
highly valued by new employers. In the case of re-remain unemployed. Transfer payment expenditures
peat El users, it was hypothesized that some wergEl, welfare) will, consequently, be higher. Further-
deterred from taking off-season jobs or seeking jobsmore, if people do experience a scarring effect, then
that would provide year-round employment becausethe incentive program may ultimately be ineffective.
many of those jobs initially offered lower wages. By the time it is offered, participants may be unable
to attract a job offer; or the costs of the program
When should the supplement offer be madle?  may be much higher because the wages that partici-
swering this question requires judgements to bepants can command at that point are lower (and,
made about the interplay of four factors — entry therefore, the costs of the required incentive are
effects, deadweight cost, potential savings in thehigher) than if participants had been induced to take
costs of other programs, and the potential for thea job earlier in their unemployment spell.
program to have an impact.
How generous should the supplement be@re
Offering the program early (for example, at the startare at least three dimensions to this question. How
of an unemployment insurance spell as was done ittarge should the payments be? How long should they
ESP) may hasten re-employment and avoid the potenlast? And should anything other than the financial
tial “scarring” effects of prolonged unemployméht.  incentive be provided? Again, there are no simple
In addition, job-seekers who are currently employedanswers.
may have greater success in finding new and better
jobs than those who are searching while unempléyed.  Generosity levels need to take into account the
If so, then one strategy for displaced workers who argyoals of the program. For example, an emphasis on
trying to regain their previous levels of earnings would poverty reduction would suggest that a more gener-
be to take a new job quickly and seek advancemenbus form of earnings supplementation be provided.
through a series of job changes. Early interventionsThis is likely to produce more windfalls, however.
may also increase the likelihood that cost savings (foif the goal is to maximum work effort, decisions on
example, reduced unemployment benefit payments teupplement generosity need to be based on some
those who return to work more quickly) will offset assessment of how much is needed to induce the de-
some of the costs of the new financial incentive pro-sired behavioural change. If the supplement is
gram, thereby increasing the potential for the prograncompeting with other income transfers (El or wel-
to be cost-effective. fare, for example) then the offer has to be more
attractive than these other forms of assistance. If
However, intervening early, before people havepotential participants are expected to experience a
demonstrated their ability or inability to become protracted period of difficulty in adjusting to the
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labour market (such as a long-term welfare-maintain continuous full-time employment, how-
dependent population) then it may be necessary t@ver; they thus became temporarily ineligible for
provide assistance for a long time, such as SSP’supplement payments. Consequently, in any given
three-year supplement period. month, the percentage of the program group that was
actually receiving an earnings supplement was lower
If the principal objective is to encourage people than the take-up rate.
to act quickly once the program has been offered,
then time limits can be placed on the offer (as in  About two-thirds of the program group did not
both SSP and ESP). Such time limits also reducdake up the supplement offer at all, although the
deadweight cost by decreasing the number of peoplenajority reported that they thought they would be
who can receive a supplement simply by going tobetter off financially if they went to work full-time
work when they would have chosen to so anyway. with a supplement. The most commonly cited reason
(either the main reason or one of the reasons) for
Although earnings supplements are essentiallynot taking advantage of the supplement was the in-
financial incentive programs, the provision of some ability to find a job or to get enough hours of work;
additional services or supports may significantly this was one of the reasons given by 50 percent of
increase the proportion of the targeted clientele whanon-takers. The next most frequently cited reasons
will take advantage of the offer. Therefore, programwere personal or family responsibilities (25 percent)
designers need to consider whether anything otheand health problems or disabilities (19 percent).
than a pure financial incentive should be offered.
The SSP Plus sub-study was designed specifically SSP’s most striking impact at the 18-month point
to assess the incremental effects of including emds that it doubled the percentage of sample mem-
ployment services. In ESP, an interesting variantbers working full-time. The impact on the full-time
might have been to make the supplement offer toemployment rate rose steadily during the twelve
displaced workers conditional on them receiving months after random assignment. During the fifth
job-search training or participating in a job-finding quarter of the follow-up period, which is expected
club. Since most long-tenured workers do not haveto be the period of maximum impact, the SSP im-
recent job-search experience, providing job-searctpact was 15.2 percentage poiftsAmong program
assistance hand-in-hand with the offer of financialgroup members, slightly more than 29 percent were
assistance might increase the number of displaceavorking 30 hours per week or more, compared with
workers who are able to find jobs. It might also help 14 percent of the control group. It appears that this
them find better jobs, which would reduce earningsimpact was mostly achieved by inducing people to
losses and, therefore, reduce supplement costs. Work full-time who otherwise would not have
assisted job search is really effective, it might evenworked at alf®®
reduce the proportion of displaced workers who

experience any earnings loss at%ll. The impacts on full-time employment were broad-
based, affecting sample members with varying life
Results of the Self-Sufficiency Project situations and historied* The impacts tended to be

larger, however, for people who were more job-ready
Findings from the SSP Recipient Std#yvithin the  and for those who faced fewer barriers to employment.
one-year take-up period, 35.2 percent of programA somewhat surprising finding was that, at least within
group members qualified for the supplement by be-the range of generosity that can be studied within SSP,
ginning full-time work, leaving income assistance take-up rates and impacts did not appear to be related
and receiving at least one supplement payment. Ao the generosity of the supplement offer relative to
significant minority of supplement takers did not the income-assistance entitieméht.
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SSP’s impact on employment is reflected in in- A sizeable fraction of SSP-generated income
creased earnings and reduced income-assistanggins was spent on basic needs, although different
receipt. During the fifth quarter after random assign-groups of families allocated the resources differ-
ment, SSP raised program group members’ averagently. Overall, 19 percent of the program group’s
earnings (excluding the supplement) by 61.5 per-additional gross income was spent on food, chil-
cent and raised their average incomes (including thelren’s clothing, and housing, and the fraction who
supplements but net of foregone income-assistancesed food banks was reduced by two percentage
payments and the additional income tax paid) bypoints. Families in New Brunswick with more than
19.2 percent® During the same period, the percent- one child (the most disadvantaged group in the sam-
age who were receiving income assistance wagle) spent 23 percent of SSP-generated gross income
decreased by almost 13 percentage points and thgains on food alone.
average monthly amount of income assistance paid
was reduced by 14 percent. SSP increased the per- The additional employment taken by program
centage receivingitherincome assistance or SSP group members appears to be in jobs that mostly
supplements. pay wages between the minimum wage and $2 per

hour above the minimum. This is not surprising since

SSP’s average monthly supplement payment, althe people who are only able to find low-wage jobs
though generous, is slightly less than the averageare those who are least likely to leave welfare for
monthly welfare entitlement. However, SSP has awork in the absence of an earnings supplement. This
net additional cost because some of those receivingneans, however, that in order for work to remain
supplements (for up to three years) would have leftmore attractive than welfare after the three-year sup-
welfare on their own within that tim¥. From an  plement period ends, supplement-takers will have
overall government budget perspective, the reducto experience some increases in wage rates, a pro-
tion in income-assistance payments partially offsetsgression in hours of work, an increased preference
the cost of the supplement payments. The net cosfor work over welfare, or other changes that make it
of the supplement payments, after subtracting the remore feasible for them to continue working.
duction in income-assistance payments and the
additional tax revenue generated, was estimated to bEindings from the SSP Plus StutfyA range of pre-
$55 per month per program group member. Thereforeand post-employment services was successfully de-
each dollar increase in net transfer payments led tdivered to SSP Plus program group members. More
more than two dollars in increased earnings and mor¢han 90 percent of them completed an employment
than three dollars in additional income for sample plan and just over two-thirds used the resumé prepa-
members — and most of the extra income results fronration service. Only 25 percent of program group
the increased work effort of participants themselves. members attended a formal job club, but 71 percent

received job coaching and 60 percent received job-

By raising both the earnings and transfer incomesfinding help in the form of job leads.
of program group members, SSP is having a sub-
stantial anti-poverty effect during the period of A key issue, however, is whether there was a ser-
supplement receipt. At the time of the 18-monthvice differential between program group members
follow-up survey, the fraction of program group in SSP Plus and those in either the regular SSP pro-
members with family incomes below Statistics gram group or the control group. The follow-up
Canada’s low-income cut-off (LICO) was reduced survey asked about participation in employment-
by 12.4 percentage points, and the fraction in “ex-related programs and services. Members of all three
treme poverty” (incomes less than half the LICO) groups were equally likely to have taken part in life
was three percentage points lower. skills training, work-related training, educational
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upgrading or counselling sessions for personal probfurther 3.9 percentage point reduction) — neither
lems; however, those in the SSP Plus program grougmpact was statistically significart.
were much more likely to have participated in a job-
search prograr® The relatively small differential impacts on em-
ployment led to a more substantial increase in
The addition of services led to a significant in- income, however. In the six-month period preced-
crease in the percentage of people who tooking the 18-month follow-up interview, the average
advantage of the supplement offer. Within the one-after-tax family income of SSP Plus participants was
year available to them to do so, 52 percent left8.9 percent higher than that for the program group
welfare for full-time work and initiated supplement members in the recipient sample (and 13.3 percent
payments (compared to the 35 percent take-up ratbigher than among the control group). In this case,
in the SSP recipient program group). the differential impact associated with adding em-
ployment services was statistically significdt.
Although the employment services provided by
SSP Plus stimulated additional full-time employ- Findings from the SSP Applicant StfdySSP has
ment early on, for many it was not sustained.also been successful in increasing employment
Consequently, the additionptogramimpactspro-  among recent entrants to welfare. During the ninth
duced by the services of SSP Plus are much smalleguarter after random assignment (the period equiva-
than the substantial increase pnogram take-up lent to the fifth quarter after random assignment for
might at first suggest. the recipient and SSP Plus samples), 54.9 percent
of the applicant program group worked on average,
Nevertheless, the additional services may havecompared to 42.8 percent of the control group, an
produced a modest increase in full-time employmentincrease of about 12 percentage points. During the
and a modest decrease in income-assistance receifgame period, the impact daoll-time employment
In the fifth quarter after random assignment, SSPwas also about 12 percentage points, but there was
Plus had a 17.4 percentage point impact on the fullno impact on part-time employment. Thus, to an
time employment rate. The full-time employment even greater extent than with the recipient sample,
rate for the SSP Plus program group was 33 percendSP appears to have worked with the applicant sam-
compared to 15.6 per cent for the control group. Theple by inducing people to go to work full-time who
comparable rate for the relevant portion of the pro-otherwise would not have worked at all.
gram group in the SSP recipient sample was 30.6
percent!® At the same time, SSP Plus led to an 20.4  Unlike the situation with the recipient sample,
percentage point reduction in the incidence of in-however, a substantial amount of the additional
come-assistance receipt (60.7 percent of those in themployment taken by those in the SSP applicant
SSP Plus program group received income-assistancgrogram group was at relatively high wage rates.
payments compared to 81.1 percent of the controlOf this additional employment, about half was in
group and 64.6 percent of those in the SSP recipijobs that paid close to the statutory minimum wage
ent sample program group). of $7 per hour; but about one-third of the added
employment was at jobs that paid $10 or more per
The impacts of the SSP Plus program were highlyhour, considerably above the minimum wage. This
significant. However, when the differential impacts impact on high-wage jobs may stem from the rela-
are examined — the added impact of employmenttively higher skills possessed by those who are new
services on the full-time employment rate (an addi-entrants to welfare compared to those who are long-
tional 2.4 percentage point increase) and theterm recipients.
additional impact on income-assistance receipt (a
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Not surprisingly then, SSP substantially increased If one assumes that those who failed to establish
earnings in the applicant sample — in part becauseligibility for SSP are unlikely to be affected by it,
SSP increased employment and partly because ithen the impacts can be adjusted by dividing them
increased employment in high-wage jobs. In theby the proportion of program group members who
ninth quarter of the follow-up period, average were actually exposed to the supplement program
monthly earnings of program group members wereby remaining on welfare long enough to establish
39.7 percent higher than those of the control groupeligibility.** This adjustment produces impacts per

eligible program group membgp

An important consequence of the greater inci-
dence of higher-wage employment among the Such an adjustment significantly increases the
applicant program group is that SSP led to no netestimated program impacts in the applicant sample.
increase in transfer payments to this group. TheThe impact on full-time employment becomes 21
higher the earnings, the lower the supplement paypercentage points, the reduction in the incidence of
ments; moreover, participants have to pay incomewelfare receipt becomes 20 percentage points, there
and payroll taxes on their earnings and income taxe$s a 67 percent increase in average monthly earn-
on supplement payments. Because of the large imings, and there is a 19 percentage point reduction in
pact on earnings, tax revenues increased by moréhe proportion of families with incomes below the
than the sum of SSP supplement payments and intow-income cut-off. These impacts with welfare
come-assistance payments. As a result, SSP led tapplicants are then substantially larger than those
no increase in net public transfer payments. achieved with the longer term recipient sample.

As with the recipient sample, SSP reduced theResults of the Earnings Supplement Project
number of families in the applicant group who re-
ceived welfare payments, but increased the numbeRepeat EI User Study. In general, the ESP offer
receivingeitherincome assistance or SSP supple-was greeted by repeat users of unemployment in-
ment payments. In the last six months of thesurance with considerable scepticism. Only 41
follow-up period, 38 percent of the applicant pro- percent of those who were asked to take part in the
gram group was receiving income assistance orstudy agreed to participate. Of those, only 4.7 per-
average, compared to 50 percent of the controkent returned to work within 12 weeks, experienced
group, a decrease of 12 percentage points. Durin@n earnings loss and received a supplement payment.
this same period, however, 18 percent of the pro-Of that 4.7 percent, only about one-fifth received
gram group received a supplement payment orpayments in every month after the job-search pe-
average. Thus, SSP increased the number of peopigod ended.
receiving either income assistance or supplement
payments. The main reason for the lack of interest in ESP
was that about 90 percent of those assigned to the
Although SSP’s impacts on full-time employment program group expected to be able to return to their
and income-assistance receipt are similar to thosenost recent employer. This limited the appeal of ESP
achieved with the recipient sample, there is an im-for several reasons. First, they may have been re-
portant difference to keep in mind. The applicant luctant to leave an existing long-term employment
sample impacts are driven by the just under 60 perrelationship for new, perhaps more risky year-round
cent of applicant program group members whojobs — jobs for which they would receive a supple-
remained on welfare for a year and became eligiblenent for only a temporary period of time. Second,
for the SSP offer. they may have had difficulty in finding temporary
off-season jobs that would not interfere with their
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planned return to their more important job (in fact, In conclusion, ESP was not effective in reducing
they may have had trouble finding any off-seasonthe reliance on unemployment insurance by these
work at all). Third, since most were expecting to berepeat users; nor was it effective in decreasing costs
able to return to their old job, ESP may not haveto government.
provided sufficient incentive to compensate them for
the loss of their non-market time. ESP Displaced Worker Stud¥.ESP’s experience
in recruiting displaced workers was quite different
In sum, there were several early signals, as refrom that encountered with repeat users of unem-
ported in Bloomet al. (1997), that ESP would not ployment insurance. Very few displaced workers
be effective in changing the labour market behav-refused to take part in the study (fewer than 5 per-
iour of these repeat users of unemploymentcent of the project application forms were returned
insurance. Rather than invest in a participant fol-marked refused). Consequently, it was possible to
low-up survey, the impact analysis was limited to recruit a large and diverse sample.
estimating the impact on unemployment benefit re-
ceipt, since this could be done using administrative Among those assigned to the program group, 20.5
records data. percent left El for full-time work, experienced a re-
duction in earnings, and received supplement
This analysis confirmed the absence of a progranpayments'® Only 1.5 percent of all supplement
impact (at least on El benefit receipt). ESP did notgroup members registered for supplementation with-
reduce the overall amount of unemployment ben-out an initial earnings loss and almost none of them
efits received in any of the 15 months following subsequently received supplement payméhts.
random assignment. Furthermore, over the full 15-
month period, program group members received Those who received supplement payments were
$7,641 in EI benefits, compared to $7,483 for thepaid, on average, $8,705 for 64 weeks of full-time
control group (the $158 increase was not statisti-employment during the two-year supplement
cally significant). ESP also did not reduce the receipt period. Most supplement recipients received
number of weeks for which individuals received substantial amounts for a long period of time; about
unemployment benefits during the same 15-month44 percent of all recipients were still receiving pay-
period. (Although, in two of the 15 months, ESP ments when their supplements expired at the end of
slightly reduced the percentage who were receivingtwo years.
benefits.) Members of the program group received
El benefits for 27.8 weeks during the 15-month pe- ESP had a small positive effect on hastening the
riod, compared to an average of 27.4 weeks for thee-employment of displaced workers. There was a
control group. (Again the increase was not statisti-modest increase in full-time employment, which
cally significant.) occurred toward the end of the six-month job-search
period. In the sixth and seventh months after ran-
ESP increased government expenditures takinglom assignment, full-time employment among
into account unemployment benefits and supplemenprogram group members was 4.1 and 3.2 percent-
payments combined. The average monthly amountige points higher than among control group
paid to those in the program group was $349 (or 4. 7members’® By the eleventh month after random
percent) more than the amount of El benefits paidassignment, however, the control group had “caught
to control group members (and this was significantup” in terms of employment and there were no fur-
at the 0.05 significance level). Furthermore, ESPther differences in employment rates between the
increased the percentage of people receiving eithetwo groups.
unemployment benefits or supplement payments.

CaNADIAN PusLic PoLicy — ANALYSE DE POLITIQUES, VOL. XXVI SUPPLEMENTNUMERO SPECIAL1 2000



Earnings Supplementation as a Means to Reintegrate the Unempl&247

Measured somewhat differently, ESP increasedunemployment benefit payments were virtually
the percentage of displaced workers who became reanchanged.
employed full-time anytime during the six-month
job-search period by 4.4 percentage points (signifi- Overall, the small average gain did not reduce
cant at the 0.01 significance level). This programthe overall level of financial hardship experienced
impact on full-time employment reflected, in by the displaced workers. Nevertheless, the large
roughly equal parts, a shift from part-time to full- supplement payments made to the small fraction of
time employment, and an increase in overalldisplaced workers who received them were an im-
employmeng?! portant source of temporary income for this

subgroup 2

In producing the effect on re-employment, ESP
may have caused a few displaced workers to take ESP produced a net financial cost for the Cana-
jobs that paid less than the ones they would havalian government of $1,340 per supplement group
taken otherwise. The program also may have causethember during the first 15 months after random
average earnings during the 15-month follow- assignment. This occurred because supplements
up period to be lower than they would have beenwere paid to those who qualified but without pro-
otherwise, presumably by inducing a few supple-ducing an offsetting reduction in the amount of
ment group members to take lower-paying jobs.unemployment benefits paid. Therefore, on balance,
Total earnings during the follow-up period were the program produced a transfer of resources from
$682 less for program group members ($14,209 verthe government (taxpayers) to individual displaced
sus $14,891 for the control group); this difference workers. This helped to compensate those who re-
was not statistically significant, however. Average ceived supplement payments for the losses they
hourly earnings were 2.5 percent less than theyincurred in a way that did not inhibit their re-
would have been otherwise (and this difference waemployment. For a summary of the two programs,
statistically significant at the 0.10 level). see Table Al.

ESP had virtually no effect on the amount or du-
ration of unemployment benefits received by CONCLUSIONS
supplement group members. The estimated program
impact on average weeks of unemployment benefitDo earnings supplements “work”? The answer de-
payments during the first 15 months after randompends in part on the policy objectives, since they
assignment was an increase of 0.2 weeks (or 0.9 pedefine what we mean by “work.” Based on the re-
cent). The estimated impact on total benefitssults presented here, from two large-scale tests of
received was an increase of $90 (or 1.4 percent)earnings supplements — one with income-assistance
Neither of these differences was statistically signifi- recipients, the other with applicants for unemploy-
cant, however. ment benefits — the answer is that earnings
supplements appear to work in terms of encourag-
ESP produced a modest transfer of resources fronng more employment, at least in the short term, for
the Canadian government (taxpayers) to the two oust least some people.
of ten displaced workers who received supplement
payments. On average, supplement group members The SSP experience suggests that financial in-
experienced a small financial gain of $569 during centive programs can play a significant role in
the first 15 months after random assignment. Thishelping some of the unemployed move into employ-
was because the supplement payments they receivedent. About a third of the long-term, single-parent
exceeded the earnings losses they incurred, and theiwelfare recipients responded to SSP’s supplement
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offer by leaving welfare for full-time work. Provi- provide the best estimate of the effects of a newly im-
ding a modest package of employment-focusedplemented program. But all new welfare entrants would
services raised SSP’s take-up rate from one in threeome to know of the program as they entered welfare;
to one in two. That still leaves at least half of the and over time, the composition of the eligible popula-
long-term, single-parent welfare caseload unaffectedion would come to resemble the SSP applicant sample.
by the financial incentive, even when job-finding Therefore, this study provides a better estimate of the
help is provided to them. In addition, reaching effects of an established program.
deeper into the caseload by means of the SSP Plus
intervention did not just increase the job-finding  Of course, the question of whether a program is
rate. It also increased the job-losing rate of thosetruly cost-effective is notoriously difficult to answer.
who went to work, which significantly moderated The SSP benefit-cost study will estimate whether
the differential impact achieved by adding services.the intervention produces net costs or net savings to
Moving from welfare to work is only the first step, government in terms of taxes and transfers. How-
and for many it may be the easiest step. The morever, to fully estimate the cost-effectiveness of the
difficult policy challenge is to find ways of support- program we would need to know the extent to which
ing people in their efforts to remain employed andthe increased employment and earnings of partici-
helping them progress to better jobs with better paypants “displaced” the employment and earnings of
others. Little is known about the likely magnitude
The evidence from SSP shows that a work-of this effect. The common practice in evaluation
conditioned financial incentive cannot only increase studies is to make a range of assumptions about dis-
work effort but it can raise the incomes of poor fami- placement and test the sensitivity of the benefit-cost
lies. The apparent efficiency of SSP as a publiccalculations to changes in this assumption. This will
transfer mechanism should be particularly encour-be done in SS#
aging to those seeking effective anti-poverty tools.
Not only do incomes rise, but most of the increase The results of ESP — at least with respect to dis-
is due to the work effort of the individuals placed workers — are more difficult to interpret.
themselves. The offer to temporarily protect workers from sub-
stantial earnings losses clearly made no difference
SSP is still underway; how much this form of to the labour market behaviour of repeat users of
incentive might cost the government is still an openunemployment insurance. There was an impact with
question. The final report on the project will include displaced workers, however.
a comprehensive benefit-cost analysis. Ultimately,
the cost-effectiveness of SSP’s program model will  The employment impact was relatively small and
be determined using longer term follow-up data, short-lived; but ESP did induce a few displaced
including information on the post-program welfare workers to return to work a few weeks earlier than
recidivism rate. they otherwise would have (but not soon enough to
have an impact on their receipt of El benefits). Per-
However, the findings from the SSP applicant haps more significantly, a few displaced workers did
sample suggest that a mature program of this sorteceive substantial amounts in supplement pay-
might pay for itself even during the period when ments; for them, ESP was an important source of
supplements are being paid. A new program like SSRemporary income.
would presumably offer assistance to all those on
the welfare rolls who meet the qualifying conditions ~ Perhaps the most important contribution that ESP
(for example, on the rolls for at least a year). There-makes to policy development is to raise a note of
fore, the results with the SSP recipiesgmple  caution concerning the potential effectiveness of this
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approach. While ESP was underway, the federaljob-search period was emphasized, the supplement
government enacted tlignployment Insurance Act was characterized (and was perceived by participants
This legislation allows for a number of new “em- according to focus group discussions) as a last re-
ployment benefits” to be established and to be paidsort to fall back on if their job search did not have
for from EI funds; these new benefits include tem-the results they were expecting. Having to take a
porary earnings supplemer®s ESP suggests that lower-paying job, even with partial compensation
the implementation of any such benefit should befor reduced earnings, was not something that par-
approached carefully. ticipants looked forward to with any enthusia%m.

The findings from ESP show that a policy objec-  Finally, rules matter. The one-year-on-welfare
tive of promoting rapid re-employment does not requirement in SSP was important in reducing en-
provide a sufficient basis for implementing the sort try effects. The time limits to take up the offers both
of program model tested in that experiment. Suchin SSP and ESP helped reduce windfall payments
an intervention might still be appropriate, however, (although in the latter case, the majority of those
if the goal was to provide financial compensation who initiated supplement payments would have gone
to displaced workers who end up taking lower- back to work just as quickly without the financial
paying jobs and who thus bear a disproportionatencentive). We cannot say from these experiments
share of the cost of economic adjustment; provid-that the rules that were established were optimal,
ing such compensation can be expected to entail aevertheless they were critical in producing the re-
net cost to the government, however. It is unlikely sults that were achieved in these two cases.
that a program that was sufficiently generous to be
attractive to potential participants could also pro-
duce enough unemployment benefit savings and tatNOTES

revenue increases to be cost-effective. ) )
I would like to thank Jean-Pierre Voyer, Human Resources

Development Canada, and an anonymous referee for com-

Another general lesson worth mentioning is thatments on a earlier version of this paper.

marketing is important — perhaps more important
than minor variations in the generosity of the in- For a general discussion of the incentive effects of

centive. In SSP, participants received Strongtransfer systems, see Anderson (1978); Barth and

messages from staff that SSP would “make WorkGreenberg (1971); Kesselman (1969 and 1973); and Mas-

pay” and several reminder calls were made duringters and Garfinkel (1977). For an analysis of the empirical

. . id t ific f fi transfer,
the 12-month job-search period. The absence of anew ence on two spectiic forms of income Wansier, see

¥|um and Simpson (1991) and Robins (1985) on negative

link so far between the relative generosity of theincometax experiments in Canada and the United States,

supplem.erllt and either take-up or impact suggestgspectively; and Eissa and Liebman (1996) and Scholz

that participants were more persuaded by the mest1996) on the Eamned Income Tax Credit in the United

sages they received than by any calculations thetates.

may have made with respect to generosity. Presum- , , . o .

ably, the incentive needs to be sufficiently large to qu ad|scu§5|on of the Fi|ff|cu|t|es thgt single pa}rents.
. . o . experience as income-assistance recipients and in their

make the messaging credible (itis also possible thatéfforts to make the transition from welfare to work, see

over time, families for whom SSP is less generousg, .ot and Vernon (1995) ’

will come to realize they are little better off). There

is no clear pattern after 18 months, however. SUnemployment insurance can have other important
purposes as well, such as providing income support to

In ESP. there was more of a “softer sell.” Al- those whose employment is interrupted because they are

though the need to take prompt action within thetemporarlly unable to work, due to maternity or sickness,

CaNADIAN PusLic PoLicy — ANALYSE DE POLITIQUES, VOL. XXVI SUPPLEMENTNUMERO SPECIAL 1 2000



S250 John Greenwood

for example. In addition, an unemployment insurance 1%Many welfare programs allow recipients to earn some
program may provide some funds for “active labour mar-income without affecting the amount of income assist-
ket programs” (e.g., training, job creation and wage ance they can receive. The income-assistance amount is
subsidy programs) designed to increase recipients’ longethen reduced on a dollar-for-dollar basis for all earnings
term employment prospectsinglly, the payment of un- in excess of the “disregarded” amount. In New Bruns-
employment benefits may play a role in reducing the effectswick, the basic earnings disregard for single parents is
of economic recessions and regional economic disparities.$200 a month. In British Columbia, until April 1996, the

4 ) o disregard was also $200 a month. In addition, single par-
There are at least three ways in which it could do $0-ants in BC were eligible for an “enhanced disregard,’

First, receipt of unemployment benefits can decrease th%qual to 25 percent of any earnings in excess of $200 a
financial pressure on people to look for new jobs, which month, which could be claimed for up to 12 out of every

can resglt ir.1.|onger durations of unemplpyment. Second,36 months. The basic $200 disregard is no longer avail-
the ava||ab|||ty of unemployment benefits may encour- able in BC and a 12-month lifetime limit has been placed
age peoplg with a weak attachme.nt to the labour forcg toOn the use of the 25 percent earnings disregard.
seek work in order to collect benefits at a later date. With-

out unemployment insurance, these people would not Participants can meet the full-time work requirement
participate in the labour market and would not be countedby working at more than one job. In addition, work hours
as unemployed. Third, the premiums collected to financeare averaged over two-week periods; so a participant who
unemployment insurance are a tax on jobs and thereforgvorks fewer than 30 hours in one week can compensate
they discourage employers from creating jobs and em-by working more than 30 hours in the second week and
ployees from accepting them. For a general discussion ostill qualify for full supplementation for both weeks.
these effects, see Human Resources Development Canada 1 o o

(1994, pp. 13-14). For discussions of the work disincen- As long as participants initiate supplement payments

tive effects of unemployment benefits, see Atkinson andw'th'n thellz-m.onth penoq available to them tq do so,
Micklewright (1991); Devine and Kiefer (1991); and they remain eligible to receive supplements anytime they
Christofides and McKenna (1996) are working full-time during the next 36 months. They

can stop and restart employment (and supplement receipt)
50ne of the stated objectives of the National Child any number of times within this three-year period.
Benefit is: “To promote attachment to the workforce —
resulting in fewer families having to rely on social as-
sistance — by ensuring that families will always be better
off as a result of working.” See Government of Canada
Website http://socialunion.gc.ca

B3There have been periodic increases in these reference
levels since the project began in order to reflect changes
that have taken place in average earnings and in income-
assistance entitlements. In 1998, the levels were set at
$32,050 in New Brunswick and $37,625 in British Columbia.

SFor information on the Saskatchewan Employment
Supplement, see Saskatchewan Social Services 1998
and 1998).

MIn this case, what was actually measured was a “de-
layed exit effect” determined by whether people
prolonged their stay on welfare in order to become eligi-

For a discussion of the UK government’s interest in ble for SSP’s supplements. The findings showed that the
providing enhanced support to low-income, working fami- percentage of the program group that remained on wel-
lies and of the objectives of the Working Families Tax fare for a year was approximately three percentage points
Credit, see United Kingdom Secretary of State for Socialhigher than for the control group. The simple group mean
Security and Minister for Welfare Reform (1998). difference was 2.6 percentage points and was not statisti-

. ) cally significant. When the impact was adjusted by means
See Australia Commonwealth Department of Family of an ordinary least-squares regression model that

gnd Commumty Services Website http://\’V\’V\’\"f"’ms'gov""lU/incIuded 42 baseline characteristics as co-variates, the es-
internet/facsinternet.nsf/whatsnew/29_9_99.htm

timate was 3.1 percentage points and was just statistically

%For a detailed description of SSP’s program model Significant at the 0.10 level. Results of the entry effects
and how the project was implemented, see Mijanovich€xperiment are reported in Card, Robins and Lin (1997)
and Long (1995). and Berlinet al (1998).
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15Members of the SSP recipient sample had been renecessary for others to benefit from economic growth.
ceiving welfare fomt least one yeathose in the applicant  See, for example, Bailey, Burtless and Litan (1993). In
sample qualified for SSP with the minimum requirement ESP, however, almost no one initiated ESP eligibility
of just one yeain receipt of welfare. At the time of ran- without an immediate earnings loss.
dom assignment, 76 percent of the recipient sample had 19 N
been receiving welfare for two or more of the previous For a summary of the results of the bonus experi

three years and 42 percent had been receiving welfarénents‘ see Meyer (1995). In the case of the lllinois results,

continuously for at least three years. In the applicant sam!\/leyer points out that the cost-effectiveness of the pro-

ple, all those who qualified for SSP’s supplement had beengram tested was f)ue n I.arge part tho the low tzke'uﬁ of
receiving welfare for the previous 12 months; however, onus payments by participants who appeared to have

at the time of random assignment a year earlier, the aver(-qu‘f’ll'f'eo| for them. He argues that if .bonuses wgre a per-
anent feature of the Ul system, with more widespread

age member had spent only three of the preceding 2/ ; i )
months on welfare. knowledge of the program, a higher percentage of “quali-

fiers” would take advantage of them.
16SSP is using a balanced random assignment design. 20 . . ,

Half of the recipient and applicant samples were assigned 'For a dgtaﬂed descr|pt|on.of ESPS, program model

to the group that was eligible for the program. The re_and information on how the project was implemented, see
mainder were assigned to a control group. In the case O?Ioom etal. (1997).

SSP Plus, there were 299 program group members eligi- 2iThis means that the longer a participant takes to find
ble for the financial incentive plus employment services. 5 syitable job (within the maximum allowable job-search

During the period of SSP Plus enrolment in New Bruns- period), the shorter is the period that the participant can
wick, three-way random assignment was used to allocatyotentially collect supplement payments. This provides

the sample equally to the SSP Plus group, to the grougyn additional incentive to participants to find work
eligible for the financial incentive alone, or to the con- gyickly.

trol group.
22ps with SSP, hours are averaged over a two-week
""Displaced workers, defined as those who had at leasheriod in determining supplement eligibility.

three years of employment and who were currently expe-

riencing a permanent job loss, were enrolled in Granby, ~Originally, it was intended to conduct a follow-up
Oshawa, Toronto, Winnipeg, and Saskatoon. Repeat usSurvey of repeat users of unemployment benefits as well.
ers of unemployment benefits, defined as those who werdlowever, the very low take-up rate among participants
applying for benefits for at least the fourth consecutive in this part of the study meant that it was unlikely that
year, were enrolled in St. John's, Halifax, Moncton, and ESP would produce any detectable impact and, therefore,
Lévis. During the enrolment period, each site enrolled the cost of a follow-up survey to collect information on
participants for 12 months, with the exception of Lévis, labour market outcomes was not justified.

where enrolment took place between September 1995 and 240f course, it is possible that a large-scale program

June 1996. that supplemented the earnings of low-wage workers

18Eligible ESP participants are also able to qualify for would increase the supply of such workers, thereby ex-
supplementation by finding a job that does not entail anyerting downward pressure on market wage rates. Any
immediate earnings reduction. Although no supplementreduction in wage rates could lead to an increase in the
payments are made for such employment, this establishedmount of labour demanded (jobs offered) by employers,
the participant’s eligibility for future supplementation in thereby increasing the total number of jobs available.
the event that, during the two-year period of supplement
gligibility, the pgrticipant’s earnings do fall below those ram that offers financial incentives to encourage work
in the previous job. Some commentators have suggestedteo novitably makes some payments to people who

that this form of guarantee against catastrophic earning@vould have gone to work anyway. Of course, if the in-

Ic:ssez _ShOl:jld be available to \évork?rs who”may be f]'s'centive is focused on poor people, then even though these
p.ace n O_r er to compensate them mgnua y, since t windfall recipients do not directly increase their employ-
disproportionately bear the cost of adjustments that are

25As discussed by Greenbeeg al (1995), any pro-
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ment, they do experience an increase in total income anéhformation on this example of a policy response to a
are less likely to be poor. perceived entry effect.

265ee Moffitt (1992, 1996) for a review of these ef-  39n this case, the offer of a financial incentive serves
fects in the US welfare system. principally as an inducement to get people to participate
in the assisted job-search activity. The real treatment
would actually be the job-search help, which would prob-
ably be much cheaper than an earnings supplement. See

28Belzil (1996) finds that unemployed job search is Friedlander and Gueron (1990); Gueron and Pauly (1991);
slightly more effective than employed job search for and Friedlander and Burtless (1995) on the effectiveness
younger workers in terms of the number of job offers re- Of low-cost, job-search programs for income-assistance
ceived and the wages offered; but unemployed job searckecipients.
is significantly less effective for mature workers.

27See Ruhm (1991) for a discussion of the scarring
effects of prolonged unemployment.

31For complete 18-month impact results, seedfial.

29Meyer (1995) suggests that entry effects could be a(1998).
serious problem for the type of bonuses tested in the Re-
employment Bonus Experiments if they were made a
permanent program. A short period of unemployment

would be less costly, which might increase employers The employment rate of the control group can be expected

W|I||ng‘ness to lay workgrs O]_cf for brief periods; or work- to continue to rise gradually. Therefore, a portion of SSP’s
ers might extend their periods of unemployment longimpact — that associated with speeding up the employ-
enough to qualify for Ul benefits and subsequent re-

> ) ~ ment of income-assistance recipients who would have
employment bonuses. A Canadian illustration of this

) i ) } gone to work eventually — will dissipate over time.
problem was provided by the introduction, in October
1989, of the Supports to Employment Program (STEP) 3In the fifth quarter after random assignment, the
for income-assistance recipients in Ontario. STEP in-impact on the percentage of people who did any work at
creased the earnings exemption and redefined the earningdl was 13 percentage points (the overall employment rates
used in calculating the exemption. It also provided someof the program and control groups were 41 percent and
special benefits to income-assistance recipients who wen28 percent, respectively). There was only a modest re-
to work (for example, a payment toward the first month’s duction of 2.2 percentage points in the part-time
child-care expenses and a lump-sum start-up benefit t@mployment (11.7 percent in the program group versus
cover the initial costs of taking a new job). Shortly after 13.9 percent in the control group).
STEP was introduced, the number of welfare cases in i o ) . )
Ontario began to rise. The average General Welfare As- Statistically significant impacts on full-time employ

sistance caseload increased by 32 percent in 1990 and b@?e”" rang'”g from 9.2 pgrcen;ige pomtz to f23f)
a further 62 percent in 1991. It is impossible to disentan_percentage points, were estimated for a number of sub-

gle the impact of the more generous STEP benefits fromdroups defined according to baseline characteristics (for

the effects associated with the recession, which hit On_example, participant's age, number and age of children,

tario particularly hard between 1990 and 1992. However,Edpc"’ltiom’II attginm.gnt, with or without self-reported Iimi-
the Ontario government was sufficiently concerned that,tatlons on the” ability t9 accept employment, working
in August 1992, it introduced the “STEP-notch.” which full- or part-time at baseline or unemployed and not look-
withheld eligibility for most STEP benefits until after new ing for work).

welfare entrants had been in receipt of income assistance 35The relative generosity of the SSP offer differs some-
for three months. This action was prompted, at least inyhat between British Columbia and New Brunswick
part, by a concern that low-income workers were seekinghecause of differences in provincial income-assistance
to qualify for welfare in order to receive STEP benefits. | programs and the different “earnings reference levels” set
would like to thank John Stapleton, Ontario Ministry of for each province. Furthermore, the SSP offer does not
Community and Social Services, for providing me with take into account family composition, whereas welfare

32pfter the first year, no further program group mem-
bers can take up the supplement, and some of those who
did so previously will lose or leave their employment.
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benefits do; so the SSP offer is relatively less generous *’For complete findings, see Blooet al. (1999).

for families with more children.
“8n fact, 27 percent of supplement group members

36The SSP payments are taxable, as, of course, argualified to receive supplement payments by quickly find-
participants’ earnings. Income-assistance payments areng a new full-time job that paid less than their previous
not taxable. one. Only 72 percent of these “supplement qualifiers”
37In the fifth quarter after random assignment, for ex- a;tually rgceived supplement payments, fowever. T.hose
' with the highest expected payments were the most likely

ample, an average of 83 percent of the control group Wag, apply for and receive them; many of those whose earn-
receiving income assistance; but 90 percent of progran’,ngs made them eligible for only small supplement

group members were receiving either income aSSiStanC%ayments did not bother to apply for them.
(80 percent) or SSP supplement payments (20 percent).

“9About 12 percent of the supplement group members
qualified for “earnings insurance” by quickly finding a
new full-time job that paid as much or more than their

3%Around 47.9 percent of the SSP Plus group took partPrevious job; but only one in eight of these qualifiers
in a job-search program compared to 31.9 percent of thdothered to initiate (register for) their earnings insurance.
regular SSP group and 26.7 percent of the control group©f this very small group, only seven people ever used
The difference between the regular SSP group and thdheir earnings insurance to subsequently obtain supple-
control group was not statistically significant. The dif- Ment payments.
ferences between SSP Plus and regular SSP and between sorp o oo ostimates are statistically significant at the

SSP Plus and the control group were significant at theo.01 and 0.05 significance levels respectively.

38For complete 18-month findings, see Quetsal.
(1999).

0.01 level.

SIESP increased the percentage of displaced workers

40 H

) Here we use the rates only for those assigned to th'\37vho were employed anytime during the first six months
recipient sample program group and to the control grouDfollowing random assignment by 2.3 percentage points
during the period of three-way random assignment in New

) and decreased the percentage who were employed only
Brunswick.

part-time during that period by 2.1 percentage points.

44t should be noted, however, that with a combined
sample of about 1,000 in the three groups, only relatively
large estimates of differential impacts are likely to be
found to be statistically significant.

52The data on financial hardship were collected by

means of the 15-month participant follow-up survey. It
must be remembered, however, that only two of ten sup-
plement group members actually received a supplement
42t the 0.01 significance level. payment; and, consequently, only this small group could
have experienced the financial benefits of the supplement.

**For complete findings, see Card, Robins and Lin |n-depth interviews were conducted with 31 supplement
(1999). recipients who had experienced large re-employment
4Card, Robins and Lin (1999) discuss why this as- earnings losses and had received large supplement pay-

sumption may not be strictly correct in this case. Them_er_]tt_l_untII thzy 'Eeac:ed the. gnd OfEt;S” twq-zlea;
adjusted impacts are nonetheless presented as a plausib"?(l:'g' llity period. For these recipients, was mndee

upper bound on the impacts of an SSP program that tard" important source of income. The supplement payments

geted those who had been on welfare just one year. helped them meet their financial obligations and, for.n?ost,
the loss of the supplement was at least somewhat difficult.

45This is equivalent to the “no-show” adjustment that
was made in estimating “impacts per enrollee” in the
evaluation of théob Training Partnership Acfor a dis-
cussion of this adjustment and the conditions under whic
it is appropriate, see Bloom (1984).

53As pointed out by an anonymous referee, this ap-
proach makes other simplifying, and perhaps unrealistic,
hassumptions; for example, ignoring any deadweight costs
associated with raising the tax money to finance the pro-
gram and setting the value of participants’ non-market
48For complete findings, see Tattrie (1999). time at zero.
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S4Paragraph 59 of themployment Insurance Astates ~ Berlin, G., W. Bancroft, D. Card, W. Lin and P. Robins.
that “The [Canada Employment Insurance] Commission  1998.Do Work Incentives Have Unintended Conse-
may establish employment benefits to enable insured par- quences? Measuring “Entry Effects” in the
ticipants to obtain employment, including benefits to ... Self-Sufficiency ProjecOttawa: Social Research and
(b) encourage them to accept employment by offering Demonstration Corporation.
incentives such as temporary earnings supplements.” ByBloom, H. 1984. “Accounting for No-Shows in Experi-
producing information to inform the implementation of mental Evaluation Design,Evaluation Review8
this provision, the ESP experiment was, as described by (2):225-46.
an anonymous referee, a useful and enlightening failureBloom, H., S. Schwartz, S. Lui-Gurr and S. Lee. 1999
Testing a Re-employment Incentive for Displaced
Workers: The Earnings Supplement ProjeOttawa:
Social Research and Demonstration Corporation.
Bloom, H., B. Fink, S. Lui-Gurr, W. Bancroft and
D. Tattrie. 1997 Implementing the Earnings Supple-
ment Project: A Test of a Re-employment Incentive
Ottawa: Social Research and Demonstration

55Depending on the policy objectives, it may not be
appropriate to look for the least-generous supplement that
will produce the desired work effect. To the extent that
the policy is aimed at lifting people out of poverty, a some-
what more generous program of earnings supplementation
may be desirable.

59t is also interesting that 28 percent of those who  Corporation. - _
met the qualifying conditions for a supplement did not Card, D., P. Robins and W. Lin. 199How Important
bother to apply for one. These appeared to be mainly peo- Are ‘Entry Effects’ in Financial Incentive Programs

ple who would qualify for small payments or whose  for Welfare Recipients? Experimental Evidence from
payments would last only a short time. the Self-Sufficiency Project,” SRDC Working Paper.

Ottawa: Social Research and Demonstration
Corporation.
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