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DO EMPLOYMENT-CONDITIONAL EARNINGS
SUBSIDIES WORK?
Lane Kenworthy

C

ash transfers and tax credits to people in paid work but with low earnings
are increasingly prominent in affluent countries. The United States and the
United Kingdom began using employment-conditional earnings subsidies in the
1970s, and in recent decades most of the other rich longstanding democratic
countries have adopted some version of them, including Australia, Austria,
Belgium, Canada, Denmark, Finland, France, Germany, Ireland, Japan, Korea,
the Netherlands, New Zealand, Portugal, and Sweden.
These programs aim to reduce poverty and to increase employment. How effective are they?

EMPLOYMENT-CONDITIONAL EARNINGS SUBSIDIES
While all employment-conditional earnings subsidies have in common that eligibility is contingent on paid work, they can vary along a number of dimensions
(Irnmervoll & Pearson, 2009; Organisation for Economic Co-operation and
Development (OECD), 2009, 2010).
• Is the subsidy limited (targeted) to those with low earnings or income?
Or is it available to everyone in employment (universal)?
• Is the benefit amount determined by individual earnings or by household earnings?
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• Is eligibility for the subsidy conditional on a minimum number of hours
of employment (such as 15 per week)? Or is any paid work sufficient?
• Is eligibility conditional on the presence of children?
• Is eligibility conditional on employment in a particular industry or
sector, such as household services?
• Is the subsidy paid in cash, as a tax reduction, as a tax credit, or in kind
(access to services or housing)? And if the subsidy is a tax credit, is it
refundable? That is, if the individual or household owes less tax than the
amount of the subsidy, do they receive the difference in cash?
• Is there a "phase-in" range where the amount of the subsidy increases as
earnings rise?
• Is there a "phase-out" range where the amount of the subsidy decreases
as earnings rise?
• Is the subsidy "permanent" with no limit on the length of eligibility? Or
is it temporary-e.g., limited to a year or two after transition from social
assistance or unemployment benefit into employment?
• Is the subsidy paid on a regular basis (biweekly, monthly) or as a once-ayear lump sum?
There are many possible combinations of these features. The focus here is on
what might be called the "Anglo" version: a refundable tax credit or cash transfer
with phase-in and phase-out ranges. Ireland, New Zealand, the United Kingdom,
and the United States have a relatively large subsidy of this type, and Canada has
a moderately generous one.
In most other nations that have an employment-conditional earnings subsidy,
the subsidy is smaller. It takes the form of a tax reduction or tax credit, in some
cases temporary, in some cases limited to particular sectors of the economy, and
in some instances tied to other benefits, such as unemployment compensation
or social assistance. A common strategy for such subsidies has been to reduce
employee social contributions (payroll tax payments) for employees in low-wage
jobs. For example, in the early 2000s Belgium put in place a reduction in social
security contributions for low-wage workers and then added a refundable tax
credit (Marx, Vanhille, & Verbist, 2012) . Germany has gone farthest in this direction, introducing a large reduction in employee tax payments in the 1990s
and 2000s while simultaneously creating a new category of workers who can be
paid lower wages. A notable exception to this pattern is Sweden, which in 2007
introduced a large tax credit with no phase-out. Sweden's credit costs approximately 2.4% of GDP, compared to 1.0% for the U.K. Working Tax Credit and
0.3% for the U.S. Earned Income Tax Credit (EITC).
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THE ANGLO VERSION: LARGE REFUNDABLE TAX CREDIT OR CASH
TRANSFER WITH PHASE-I N AND PHASE-OUT RANGES
In the rich English-speaking countries, unions and collective bargaining are
comparatively weak, so individuals and households at the low end are more vulnerable to economic pressures than in many other affluent nations. Each of these
nations has a statutory minimum wage, and each also has a subsidy that boosts
the income of low-earning households. Ireland and New Zealand have relatively
generous subsidies, Canada introduced a moderately generous one in 2007, and
Australia has a small one. The best known and most extensively studied are the
U.S. EITC and the U.K. Working Tax Credit (now Universal Credit), and they are
the main focus here.
The U.S. EITC was created in 1975. The EITC subsidizes earnings by as much
as 45%. It is paid to households rather than to individuals. As of2014, households
with at least one employed adult and earnings below $55,000 are eligible. The
credit is refundable; if it amounts to more than the household owes in federal
income taxes, the household receives the difference as a cash refund. It therefore
functions like a cash benefit.
The amount of the subsidy increases with earnings up to a certain level, then
plateaus, and then decreases with earnings. Figure 7.1 shows the benefit level for
households with varying marital status and number of children.
An important feature of the EITC, clearly visible in Figure 7.1, is that the benefit amount is very small for a household with no children. A household with one
child can receive more than $3,000, but the maximum for a childless household
is just $500. Childless households account for 25% of EITC recipients, but they
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Figure 7.1. U.S. Earned Income Tax Credit benefit structure. Note: The benefit levels shown are
for 2014. Source: Tax Policy Center, "Earned Income Tax Credit Parameters."
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receive only 5% of total EITC payments. The credit thus creates little employment incentive for childless adults, and it provides very little income support if
they are employed.
Another key feature is that most recipients receive the credit in a single lumpsum once a year (in April, when income tax reports are filed in the United States).
This may affect its attractiveness to recipients, the degree to which it incentivizes
employment, and the ways recipients spend the benefit money (Barrow &
McGranahan, 2002; Smeeding, Phillips, & O'Connor, 2002; Sykes, Kriz, Edin, &
Halpern-Meekin, 2014).
The average amount recipient households get is $2,300 per year. As Figure
7.2 shows, this amount increased sharply between 1987 and 1996 (Nichols &
Rothstein, 2015). Since then it has been flat.
Nearly one in four Americans receives the EITC. This share rose sharply between the late 1980s and the mid-1990s and again in the 2000s, as Figure 7.3
indicates. The increases were a result of changes in eligibility criteria, increases in
the benefit amount, and stagnant wage levels for Americans on the lower rungs
of the wage ladder.
About half of the U.S. states and a few cities have their own EITC (Center on
Budget and Policy Priorities, 2014b). Many of the state and local EITCs are quite
small, but some supplement the national EITC by as much as 40%.
The United Kingdom was the first country to have an employment-conditional
earnings subsidy (Blundell, Duncan, McCrae, & Meghir, 2000; Brewer, 2001;
Dilnot & McCrae, 2000). The Family Income Supplement, created in 1971, provided a means-tested benefit to adults with a dependent child when the adult
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Figure 7.2. U.S. Earned Income Tax Credit (EITC) benefit amount. Note: Average EITC per
recipient family, in 2011 dollars. Inflation adjustment is via the CPl-U-RS. The top value on the
vertical axis, $6,000, is the maximum value of the credit. Source: Tax Policy Center, "Historical
EITC Recipients," using Internal Revenue Service data.
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Figure 7.3. U.S. Earned Income Tax Credit (EITC) recipients as a share of the U.S. population.
Note: These numbers are estimates, calculated using the number of EITC recipient households,
the average number of persons per U.S . household, and the U.S. population. Source: Tax Policy
Center; U.S. Census Bureau.

worked 24 hours or more per week. In 1988, the program name was changed to
Family Credit. In the early 1990s, the hours requirement was reduced to 16 per
week and a child-care disregard was added.
In 1999, the Labor government replaced the Family Credit with the Working
Families Tax Credit, substantially expanding eligibility and increasing the benefit
amount. These changes had large effects on program use and generosity. Within
four years, the average benefit level increased by nearly half and the number of
recipients doubled. In 2003, the credit was extended to childless households and
the program name was changed to Working Tax Credit.
In 2012, the U.K. government began a process of merging the Working Tax
Credit and five other government benefits into a single Universal Credit (Elming
et al., 2015; Finch, Corlett, & Alakeson, 2014; Pareliussen, 2013). The new credit
simplifies the application process, creates a single rate of reduction in benefits as
earnings increase, and enables benefit access for people working fewer than 16
hours per week. There also is a reduction in the benefit amount.

EFFECT ON EMPLOYMENT
An earnings subsidy increases the financial incentive in favor of employment for
persons at the low end of the labor market. It should thereby increase the share
of people who are employed and the number of hours worked by those in employment. This is particularly true for those in the phase-in and flat ranges of the
subsidy (see Figure 7.1).
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For people in the phase-out range, the employment incentive is weaker. In
the United States, imagine a person with one child who is employed at a wage of
$15 per hour. If the person works full-time year-round, her earnings would be
approximately $30,000 ($15 per hour multiplied by 2,000 hours). Such a person
is in the phase-out range of the EITC; her credit will decrease as her earnings increase (Figure 7.1 ). If she reduces her work hours, she will receive a larger EITC
payment, which will offset some of the lost earnings, and this will give her more
time to spend with her child. For some people, this will make it attractive to work
fewer hours. For similar reasons, in a low-earning household with two employed
adults, the phase-out of the earnings subsidy may induce the second earner to
cut back on work hours or leave employment altogether.

Within-Country Evidence
Most studies of the U.S. EITC conclude that it increases employment (Blank,
Card, & Robbins, 2000; Chetty, Friedman & Saez, 2013; Chyi, 2012; Eissa &
Hoynes, 2006; Hoffman & Seidman, 2003; Hotz & Scholz, 2003; Leigh, 2010;
Meyer, 2010; Meyer & Rosenbaum, 2002). These studies typically use sophisticated econometric analysis, but a simple way to see the EITC's impact is to
compare the employment trend for single women with low education and one
or more children-a group for whom the EITC is likely to exert considerable
pull-to the employment trend for other comparable women. Figure 7.4 does
this. The two comparison groups are single women with the same education and
no children and single women with children and a little more education. During
the economic downturns in the early 1990s and early 2000s and in the rest of the
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Figure 7.4. Employment rate: U.S. nonmarried women. Note: The vertical axis does not begin
at zero. Source: Meyer, B. D. (2010). The effects of the Earned Income Tax Credit and recent
reforms . In j. D. Brown (Ed.), Tax policy and the economy, Table 6, using Current Population
Survey data. National Bureau of Economic Research .
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2000s, the employment rates for all three groups moved in the same direction
and at a similar pace, which suggests that these comparison groups are useful.
Figures 7.2 and 7.3 show that the chief expansions ofEITC eligibility and benefit amount occurred between 1987 and 1996, so we would expect the biggest effect on employment during this period. Consistent with this expectation, Figure
7.4 shows that the employment rate among nonmarried U.S. women with children and less than a high school education increased sharply in the late 1980s,
whereas that wasn't true for similarly educated women without children or for
women with children and a bit more education.
From 1993 to 2000, the employment rate for all three groups increased, but
the pace of increase was by far the greatest for women with children and less than
a high school education. This, too, is consistent with the expectation. Note also
that the pace of increase for this group was just as rapid from 1993 to 1996 as
from 1997 to 2000, which suggests that it wasn't solely the 1996 welfare reform
that was driving the increase in the latter years.
Studies of the U.K. Working Families Tax Credit and Working Tax Credit have
tended to yield a similar conclusion of positive employment effects (Blundell,
Brewer, Haan, & Shephard, 2009; Blundell & Shepard, 2011; Blundell et al., 2000;
Brewer, 2001 , 2009; Brewer, Duncan, Shephard, & Suarez, 2006; Francesconi
& van der Klaauw, 2007; Gregg, Harkness, & Smith, 2009; Gregg, Hurrell, &
Whittaker, 2012).1
Studies based on interviews and other qualitative research strategies tend to
support the finding from quantitative analyses that employment-conditional
earnings subsidies boost employment (Millar, 2008; Sykes et al. , 2014).
If employment-conditional earnings subsidies do increase employment, is it by
encouraging people to enter employment, or do they primarily encourage people
to remain in employment once there? Mead (2014) argued that, in the case of
America's EITC, it is the latter. He noted that until recently, quantitative empirical
studies have not tended to find a large impact of financial incentives on the quantity of employment of low-income women. In addition, the fact that the EITC
is paid out in a once-a-year lump sum might limit its attractiveness to potential
jobseekers, since the payout occurs months in the future rather than right away.
Also, many people don't know about the EITC prior to entering employment.
Thus, the EITC makes employment attractive enough financially that people
with jobs stay in them rather than quit at the first opportunity (see also Dickens
& McKnight, 2008), but it doesn't increase the likelihood that a person will
enter employment initially. For that, other incentives or constraints are needed.
Mead (2014, pp. 30-31) quoted Jason DeParle, a journalist who looked carefully at the impact of the mid-1990s U.S. welfare reform on employment among
low-skilled women:
I haven't heard people on welfare say the credit pushed them to go to work.
My sense is that the hassle factor of welfare is much more powerful in
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pushing them off the rolls (and consequently into jobs) than the vaguer
promise of later wage subsidies.
On the other hand, that's not to say that they don't think about the
EITC. They are hugely aware of it, especially after they start working. It's
a big part of their survival strategy. It no doubt reinforces the desirability
of work (or, phrased the opposite way-it plays a huge role in blunting the
harshness of the low-wage economy). In enabling people to buy cars, keep
up with the rent, etc., it may even make work possible. Without it, many
fewer people might be willing to stay in the workforce.
So that's why I say I accept the point that it raises work rates.... My
impression is that it's not the thing that initially gets welfare recipients
working. The first is the hassle of the welfare system. My sense is the EITC
then plays an important secondary role, in stabilizing them economically
and rewarding them psychologically.
If this is correct, the impact of an employment-conditional earnings subsidy on employment will be strongest when it is combined with other activation
efforts that push or pull people into paid work.

Cross-Country Evidence
Can we see an employment-boosting effect of employment-conditional earnings
subsidies if we compare across countries? If the subsidies have a large impact,
the United Kingdom and the United States should have a high employment rate
compared to other rich nations, and they should compare favorably when we
look at change in the employment rate over time.
Figure 7.5 shows employment rates in 21 rich countries since the 1970s. The
employment rates for the United Kingdom and the United States are shown with
thick lines, those for 18 other countries with thin lines, and the rate for Canada
with a dashed line. There is little support in this picture for a conclusion that
employment-conditional earnings subsidies significantly boost employment.
The United Kingdom began the period in the middle of the pack. Its employment
rate increased steadily, but not much faster than that of a number of other countries that don't have a large earnings subsidy. The United States also began in the
middle of the pack. In the 1980s it jumped up, with rapid employment growth,
but in the 1990s the pace of increase slowed, and in the 2000- 2007 business cycle
there was no increase. By 2007, the peak business cycle year prior to the 2008
economic crash, a number of other nations had caught up to the United States.
These countries differ in lots of ways that might affect employment
(Kenworthy, 2008). Canada is probably the closest comparison case to the United
Kingdom and the United States-the most similar in labor-market regulation,
union strength, taxation, and social policy. Canada's employment rate is the bold,
dashed line in Figure 7.5. Canada didn't have an employment-conditional earnings subsidy prior to 2007, yet its employment performance was quite similar to
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Figure 7.5. Employed persons aged 25 to 64 as a share of the population age 25 to 64.
Notes: The vertical axis does not begin at zero. Swi is Switzerland; Sweis Sweden; Nor is
Norway; NZ is New Zealand; Ger is Germany; Can is Canada; ja is japan; Den is Denmark;
Nth is Netherlands; UK is United Kingdom; Aus is Austria; Asl is Australia ; Fin is Finland;
US is United States; Kor is South Korea; Fr is France; Bel is Belgium; Por is Portugal; Ire is
Ireland; It is Italy; Sp is Spain. Source: OECD, stats.oecd.org.

that of the United Kingdom and the United States. This, too, doesn't support the
notion that earnings subsidies have a large impact on employment.
Perhaps an impact will be seen if we narrow the lens a bit. One group that an
employment-conditional earnings subsidy should be especially likely to attract
into employment is those who have little education and are in prime parenting
years. Their lack of education means their labor-market prospects are limited, and
as parents they typically qualify for the largest subsidy amount. Figure 7.6 shows
employment rates among persons age 35 to 44 who have less than a secondary
education. These data are available only beginning in 2000. Here, too, we see
don't see an indication that U.K.- and U.S.-type employment-conditional earnings subsidies have a large employment-boosting effect. The United Kingdom's
employment rate begins in the middle of the pack, and it subsequently moves
toward the bottom. The United States starts low and doesn't improve its position.
Canada is similar.
Another potentially informative indicator is the share of working-age
households without an employed adult. 2 The United Kingdom's employmentconditional earnings subsidy was significantly increased in 1999 and 2003, and
Gregg and colleagues (2012) showed that, over the ensuing decade, the share of
workless households fell more rapidly in the United Kingdom than in France,
Ireland, Italy, the Netherlands, or Spain. But this is a small set of comparison
countries. The OECD has compiled data on workless households for a larger
set of nations, although only beginning in 2007. Figure 7.7 shows that, on this
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Figure 7.6. Employment rate among persons age 35 to 44 with less than secondary education.

Note: The vertical axis does not begin at zero. Asl is Australia; Aus is Austria. Source: OECD,
Education at a Glance, 2014, table A5.3a.

indicator, the United States and the United Kingdom perform decently, but their
record isn't outstanding.
Overall, the evidence suggests that an employment-conditional earnings subsidy tends to boost employment in U.S.- and U.K.-type economies, but the labormarket institutions of those two countries, including their earnings subsidies
(and low wages and limited regulations), don't appear to yield superior employment performance compared to the institutions of many other rich nations.
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Figure 7.7. Workless households, as a share of adults in households with no employed adult.

Note: Adults are the population age 15 to 74. Households composed solely of students or
nonemployed people age 65 and over are excluded. Source: OECD, Society at a Glance, 2014,
Figure 1.5, using data from the European Labour Force Survey and the U.S. Current Population
Survey.
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Figure 7.8. Employment rate: difference between low-education immigrants and low-education
native-born among persons age 15 to 64, 2009- 2010. Note: Low education refers to less
than upper secondary completion . Source: OECD, Settling In: OECD Indicators of Immigrant
Integration , 2012, Figure 6.2.

A U.K.- or U.S.-style labor market may, however, be better at incorporating
low-skilled immigrants. Such immigrants face not only skill deficits but also,
in many cases, language barriers and employer worries about their likelihood
of quitting to return to their country of origin. Countries with a low wage
floor supplemented by an earnings subsidy may provide more opportunity for
less-skilled immigrants to get a foothold in the formal labor market, because
with labor costs lowered, employers don't need to be quite as concerned about
workers' productivity and turnover. Although it provides only a crude test, we
can look at the difference in the employment rate between foreign-born persons
with less than secondary education and similarly educated native-born persons.
As Figure 7.8 shows, the United States and the United Kingdom are among the
better performers on this measure, consistent with the prediction (for more, see
OECD, 2014).

EFFECT ON WAGES
An employment-conditional earnings subsidy might cause wage levels to fall. In
the presence of the subsidy, employers may offer a lower wage than they otherwise would, and workers may be willing to accept a lower wage. Also, the subsidy may increase the supply of less-educated people seeking jobs, and without
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an increase in employer demand for such workers, this rise in supply is likely to
push wages down.
What do we know about the impact of employment-conditional earnings
subsidies on low-end wages? Because we lack cross-nationally comparable data
on low-end wage levels, evidence here is confined to within-country studies.
Rothstein (2011) simulated a variety of potential effects of the U.S. EITC on
the wages of persons with low skills. He concluded that, under assumptions consistent with existing estimates oflabor supply and wage responses to tax changes,
part of the EITC benefit goes to workers, and part goes to employers in the form
of reduced wage payments.
Leigh (2010) used variation in state EITCs across the United States to estimate
the impact on wages. He also examined variation in the national EITC across
gender-age-education groups. He, too, concluded that the EITC tends to reduce
wages. Households with children receive a net income boost, according to Leigh's
estimates, because the value of the credit they receive more than offsets the decrease in earnings due to lower wages (see also Neumark & Wascher, 2001). But
households without children are likely to suffer a drop in income, since for them
the EITC benefit is too small (see Figure 7.1) to offset the reduction in wages.
Azmat (2006) examined the impact of the 1999 increase in the U.K:s Working
Families Tax Credit and concluded that about 20% went to employers via reduced
wages. Gregg and Harkness (2003) also found a reduction in wages, although
only for nonrecipients of the credit.
Is the over-time trend in low-end wages in the United States consistent with
the notion that the EITC has a small negative effect on wage levels? Figure 7.9
shows inflation-adjusted hourly wages at the tenth percentile of the wage ladder
since the late 1970s. The EITC was significantly expanded in generosity and
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Figure 7.9. U.S. tenth-percentile wage (hourly wage) , in 2012 dollars. Note: Inflation adjustment
is via the CPl-U-RS.

Source: Economic Policy Institute, stateoiWorkingamerica.org/data.
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coverage between 1987 and 1996 (see Figure 7.2 and Figure 7.3), and the tenthpercentile wage level was flat during those years. This seems supportive of the
wage-reduction hypothesis.
Then again, U.S. wages at the tenth percentile were flat or declining during
most of the period since the late 1970s, not just when the EITC was expanding.
Moreover, there are many causes of U.S. wage stagnation other than the EITC.
One contributor is the flat statutory minimum wage (see below), but there is
much more, including the shift of employment from manufacturing to services,
increased product market competition, firms' heightened options for replacing
workers (with machines or low-cost laborers abroad), shareholder pressure for
constant cost-cutting, weakened labor unions, and a rise in low-skill immigration (Kenworthy, 2014) .
Overall, the evidence suggests that a U.S.- or U.K.-style employmentconditional earnings subsidy may reduce wages somewhat, but more research is
needed on this question.
A high wage floor reduces the likelihood that a U.S.- or U.K.-style employmentconditional earnings subsidy will cause low-end wages to fall. Figure 7.10 shows
trends in the statutory minimum wage in the affluent nations that have one. The
comparatively low minimum wage in the United States and its lack of increase
over time may help explain why the U.S. EITC has reduced low-end wages according to the studies noted above.
For a U.S.- or U.K.-style employment-conditional earnings subsidy, there is
another reason why a moderately high wage floor probably is preferable to a low
floor. If the minimum wage is low, the amount of the subsidy will need to be large
in order to accomplish the desired poverty reduction. Suppose policymakers
want to keep the subsidy confined to households with low earnings. The phaseout rate-the slope of the lines on the right side in Figure 7.1 (above)-will
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Figure 7.10. Statutory hourly minimum wage (U.S. PPPs) Source : OECD, stats.oecd.org.
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then become quite steep, which will create a strong incentive for households in
the phase-out range to reduce employment hours. If policymakers instead are
willing to extend eligibility for the subsidy further up the income ladder, this
problem can be avoided, but then the budgetary cost of the subsidy will rise,
perhaps dramatically.
An additional consideration is that the wage floor acts as a ceiling on the level
of government benefits likely to be made available to those who are workingage but not employed (Cantillon, Collado, & Van Mechelen, 2015) . This, too,
suggests that a high wage floor is an important complement to an employmentconditional earnings subsidy.

EFFECT ON HOUSEHOLD INCOMES
Employment-conditional earnings subsidies can affect the incomes of low-end
households in four ways. First, there is the direct impact of the subsidy. The U.S.
EITC adds an average of $2,300 to the pretransfer-pretax incomes of recipient
households (Figure 7.2 above). In doing so, it raises the incomes of 1% to 3% of
the population from below the U.S. government's poverty line to above the line
(Center on Budget and Policy Priorities, 2014a; Meyer, 2010; Scott & CrandallHollick, 2014). A similar story holds for the United Kingdom (Brewer, Browne,
Joyce, & Sibieta, 2010; Hills, 2013).
Because it is targeted to low-earning households rather than to low-earning
individuals, a U.S.- or U.K.-style earnings subsidy is more efficient at boosting
household incomes than an increase in the minimum wage (Hotz & Scholz,
2003; Marx, Vanhille, & Verbist, 2012; Neumark & Wascher, 2001). This may or
may not be true of an earnings subsidy that goes to individuals rather than to
households, such as those in Germany, Belgium, and Sweden.
Second, if the subsidy increases employment in low-end households, as the bulk
of research reviewed above suggests it does, it will increase market (pretransferpretax) incomes. The poverty-reducing effect of higher employment can vary,
however, depending on the magnitude of the increase and depending on whether
employment also is increasing around the median (Cantillon & Vandenbroucke,
2013; Kenworthy, 201 la; Marx, Vandenbroucke, & Verbist, 2012).
Third, an employment-conditional earnings subsidy may reduce wage levels.
In this scenario, much of the subsidy ends up in the pockets of employers rather
than workers. Any reduction in poverty is largely illusory, because in the absence
of the subsidy, wages would be higher and fewer households would have market
incomes below the poverty line. As noted above, the limited research on this
question suggests that a U.S.- or U.K.-style subsidy may indeed result in lower
wage levels but that overall it does boost the incomes oflow-end households.
Fourth, an employment-conditional earnings subsidy may allow for larger
out-of-work benefits in a country with a low wage floor. As noted above, the
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wage floor acts as a benefit ceiling, as policymakers won't want benefits to the
unemployed to exceed earnings for those employed full-time year-round. If low
earnings are boosted by a subsidy, the benefit level for those out of work can be
higher. Given that there will always be a nontrivial fraction of the working-age
population who for one reason or another are not employed-illness, disability,
family constraints, structural or frictional unemployment, and so on- this is an
important consideration for those concerned about the incomes of households
at the low end (Cantillon et al., 201 5; Kenworthy, 20lla).
Figure 7.11 shows country trends in the inflation-adjusted income of
households at the tenth percentile. (In most of the rich countries, net government transfers are larger than earnings in the bottom decile, and then earnings
become more and more important as we move above the tenth percentile; see
Kenworthy, 20lla, Figure 2.2; Kenworthy, 20llb, Figure 2). Despite America's
enormous wealth, the income of tenth-percentile U.S. households is in the
middle of the pack. And the income was essentially flat over this period of several decades, so the U.S. position compared to other countries slipped a bit. The
United Kingdom began as one of the poorest performers. It did well between
the mid-1990s and the mid-2000s but still ended up below the best performers.
As noted above, Canada is probably the best comparator nation for the United
States and the United Kingdom, as its labor market regulations and social policies
are broadly similar and for most of this period it didn't have an employmentconditional earnings subsidy. The United States and the United Kingdom haven't
done better than Canada at achieving high household incomes for those at the
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Figure 7.11. Tenth-percentile household income. Notes: Posttransfer- posttax household income.
The incomes are adjusted for household size and then are rescaled to reflect a three-person
household, are adjusted for inflation , and are converted to U.S. dollars using purchasing power
parities (PPPs) . k = thousand . Asl is Australia ; Aus is Austria . The lines are LOESS curves .
Source : Luxembourg Income Study, " LIS Key Figures"; OECD, stats.oecd.org.
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low end. And while the United Kingdom was successful at increasing those
incomes, the United States was not.
Figure 7.12 shifts from an absolute measure of well-being to a relative one.
It shows country trends in the relative poverty rate, with the poverty line set
at 60% of each nation's median income. The United States had the highest
relative poverty rate at the beginning of the period, and its comparative position didn't improve at all. Canada didn't improve either, but it started and
ended lower than the United States. The United Kingdom did poorly until the
mid- l 990s, with relative poverty increasing to nearly America's level. After the
mid-1990s, the United Kingdom achieved a sizable decline in relative poverty. The enhanced Working Tax Credit was part of the reason for this success, but the Labor governments during that period also increased a number
of other transfers to low-end households (Sefton, Hills, & Sutherland, 2009;
Waldfogel, 2010).
We should perhaps adjust the performance of the United States and the
United Kingdom somewhat. The union movement in the United States was
comparatively weak throughout this period, and its British counterpart was
weakening rapidly. As a result, the new economic pressures on low-end workers
and households since the 1970s-competition, globalization, computers, robots,
the shift from manufacturing to services, financialization-hit with greater force
in these two nations than elsewhere. Even if we were to make some adjustment,
however, the United States' and the United Kingdom's record in achieving decent
and rising incomes for low-end households would look less than stellar.
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Fi gure 7.12. Relative poverty rate, as share of people in households with an income below 60%
of the country median. Note: Posttransfer- posttax household income, adjusted for household
size. The lines are LOESS curves . Asl is Australia; Aus is Austria. Source: Luxembourg Income
Study, "LIS Key Figures"; OECD, stats.oecd.org.
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CONCLUSIONS
All of the English-speaking rich nations have a U.S.- or U.K.-style employmentconditional earnings subsidy-a tax credit or cash transfer with a phase-in range
and a phase-out range. In Ireland, New Zealand, the United Kingdom, and
the United States, the benefit amount is large. In Canada, it is moderate. Only
Australia's is small, and that is partly because Australia's minimum wage is by far
the highest among these countries.
For this type of economy, in which unions and collective bargaining are comparatively weak and labor-market regulations are limited, the experience of the
United States and United Kingdom suggests that an employment-conditional
earnings subsidy increases employment among persons at the low end of the
labor market. It probably also reduces wage levels, although the evidence on this
is thin. Overall, it appears to boost the absolute incomes oflow-end households.
On the other hand, the cross-country evidence offers little support for a conclusion that the institutional configuration in these countries-weak unions,
limited labor-market regulations, low wage floor, and employment-conditional
earnings subsidy-is comparatively effective at generating high and rising employment, high and rising incomes among low-end households, or low and
decreasing relative poverty rates. Quite a few other affluent nations have done as
well as, or better than, the United States and the United Kingdom over the past
generation.
In many other rich countries, unions and collective bargaining are stronger.
For such countries, one potential path is Sweden's (Kenworthy, 2015). Sweden
has maintained a high wage floor and a compressed wage distribution. It has
nonetheless put in place a large employment-conditional tax credit aimed at
stimulating employment among the less-educated and supplementing low-end
household incomes. Consistent with the bulk of Swedish social programs, the
subsidy is universal; there is no phase-out. This makes the progran1 expensive
compared to its counterparts in the United States and the United Kingdom,
which are targeted to households well below the median income. The Swedish
subsidy began in 2007, so we don't yet know much about its impact.
Many other rich nations have introduced employment-conditional earnings subsidies that are smaller than the Anglo version, in size (benefit level),
in scope (some are sector-specific), or in duration (some are temporary).
There is a good chance some of these subsidies, perhaps most of them, will
be expanded. Some countries may do this because the subsidy is an effective policy or because the European Union recommends it. Others may do so
in response to an unwanted expansion of low-wage jobs, especially if unions
continue to weaken (Cantillon et al., 2015). And others may follow Germany
in expanding the subsidy as part of an intentional shift toward the Anglo path
(Kenworthy, 2015). A decade ago, Immervoll and Pearson (2009, p. 44) noted
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that interest in employment-conditional earning subsidies had gone "from
polite but slightly suspicious curiosity to urgent consideration:' That looks
likely to continue.

NOTES
The author thanks Bea Cantillon and Josefine Vanhille for helpful comments
on earlier drafts. The research for this publication has benefited from financial support by the European Union's 7th Framework Programme
(FP?/2012-2016) under Grant Agreement N. 290613 (ImPRovE: Poverty
Reduction in Europe: Social Policy and Innovation).
Sweden's earned income tax credit is much newer, so its effects have been
studied less. Karin Edmark and colleagues (2012) found little or no impact on
employment rates when comparing across Swedish municipalities, but they
concluded that the variation they observed may have been too small to produce noteworthy employment differences. Aaberge and Flood (2013) found
a strong positive effect on employment rates and employment hours of single
mothers-stronger than for the U.S. EITC. They attributed this, quite plausibly, to the Swedish credit's lack of a phase-out range. Andren and Andren
(2013) found positive employment effects on single and married women
and men.
2 Household joblessness is also affected by household composition. A country
with more single-adult households is likely, all else being equal, to have a
larger share of jobless households (de Graaf-Zijl & Nolan, 2011).

REFERENCES
Aaberge, R., & Flood, L. (2013). U.S. versus Sweden: The effect of alternative in-work tax credit policies on labor supply of single mothers [Discussion
Paper 7706]. Bonn, Germany: Institute of Labor Economics (IZA).
Andren, D., & Andren, T. (2013). Womens and mens responses to in-work
benefits: The Influence of younger children [Working Paper]. Ore bro,
Sweden: Ore bro University School of Business.
Azmat, G. Y. (2006). The incidence of an earned income tax credit: Evaluating
the impact on wages in the UK [Discussion Paper 724]. London: Centre for
Economic Performance, London School of Economics and Political Science.
Barrow, L., & McGranahan, L. (2002). The effects of the Earned Income Tax
Credit on the seasonality of household expenditures. In B. D. Meyer & D.
Holtz-Eakin (Eds.), Making work pay: The Earned Income Tax Credit and
its impact on Americas families (pp. 329-365). New York, NY: Russell Sage
Foundation.

172

THE ROLE OF SOCIAL PROTECTION

Blank, R. M., Card, D., & Robbins. P. K. (2000). Financial incentives for
increasing work and income among low-income families. In R. M. Blank & D.
Card (Eds.), Finding jobs: Work and welfare reform (pp. 373-419). New York,
NY: Russell Sage Foundation.
Blundell, R., Brewer, M., Haan, H., & Shephard, A. (2009). Optimal income taxation of lone mothers: An empirical comparison of the UK and Germany.
Economic Journal, 119, Fl01 - Fl21.
Blundell, R., Duncan, A., McCrae, J., & Meghir, C. (2000). The labor market behavior of the Working Families Tax Credit. Fiscal Studies, 21, 75-103.
Blundell, R., & Haynes, H. (2004). Has "in-work" benefit reform helped the labor
market? In R. Blundell, D. Card, & R. B. Freeman (Eds.), Seeking a premier
league economy (pp. 411-460). Chicago, IL: University of Chicago Press.
Blundell, R., & Shephard, A. (2011). Employment, hours of work, and the optimal
taxation oflow-income families. Review of Economic Studies, 79, 481-510.
Brewer, M. (2001). Comparing in-work benefits and the reward to work for lowincome families with children in the US and UK. Fiscal Studies, 22, 41-77.
Brewer, M. (2009). How do income-support systems in the UK affect labor force
participation? [Working Paper 2009: 27] . Uppsala, Sweden: IFAU.
Brewer, M., Browne, J., Joyce, R., & Sibieta, L. (2010). Child poverty in the
UK since 1998-99: Lessons from th e past decade [Working Paper 10/23] .
London: Institute for Fiscal Studies (IFS).
Brewer, M., Duncan, A., Shephard, A., & Suarez, M. J. (2006). Did Working
Families Tax Credit work? The impact of in-work support on parents' labor
supply and take-up behavior in Great Britain. Labor Economics, 13, 699-720.
Cantillon, B., Collado, D., & Van Mechelen, N. (2015). Th e end of decent social
protection for th e poor? Th e dy namics of low wages, minimum income packages,
and median household incomes [ImPRovE Working Paper 15-20]. Antwerp,
Belgium: Herman Deleeck Centre for Social Policy, University of Antwerp.
Cantillon, B., & Vandenbroucke, F. (2013). Reconciling work and poverty redu ction: How successful are European welfare states? Oxford, England: Oxford
University Press.
Center on Budget and Policy Priorities. (2014a). N ew poverty figures show impact
of workingjamily tax credits. www.cbpp.org.
Center on Budget and Policy Priorities. (2014b). Policy basics: State earned income tax credits. www.cbpp.org.
Chetty, R., Friedman, J. N., & Saez, E. (2013). Using differences in knowledge
across neighborhoods to uncover the impacts of the EITC on earnings.
American Economic Review, 103, 2683-2721.
Chyi, H. I. (2012). The 1993 EITC expansion and low-skilled single mothers'
welfare use decision. Applied Economics, 44, 1717-1736.
De Graaf-Zijl, M., & Nolan, B. (2011). Household joblessness and its impact on
poverty and deprivation in Europe [GINI Discussion Paper 5].

Do Employment-Conditional Earnings Subsidies Work?

173

Dickens, R., & McKnight, A. (2008). The changing pattern of earnings: Employees,
migrants, and low-paid families. York, England: Rowntree Foundation.
Dilnot, A., & McCrae, J. (2000). The family credit system and the Working
Families Tax Credit in the United Kingdom. OECD Economic Studies, 31,
2, 69-84.
Edmark, K., Liang, C.-Y., Mork, E., Selin, H. (2012). Evaluation of the
Swedishearned income tax credit. Uppsala, Sweden: Institute for Labour
Market Policy Evaluation.
Eissa, N., & Hoynes, H. W (2006). Behavioral responses to taxes: Lessons from
the EITC and labor supply [NBER Chapters in Tax Policy and the Economy].
Cambridge, MA: National Bureau of Economic Research.
Elming, W, Emmerson, C., Johnson, P., & Phillips, D. (2015). An assessment of

the potential compensation provided by the new "national living wage" for the
personal tax and benefit measures announced for implementation in the current
parliament. London, England: Institute for Fiscal Studies.
Finch, D., Corlett, A., & Alakeson, V. (2014). Universal credit: A policy under review. London: Resolution Foundation.
Francesconi, M., & van der Klaauw, W (2007). The socioeconomic consequences
of "in-work" benefit reform for British lone mothers. Journal of Human
Resources, 42, 1-31.
Gregg, P., & Harkness, S. (2003). Welfare reform and lone parents' employment. In R. Dickens, P. Gregg, & J. Wadsworth (Eds.), The labor market under
Labor: The state of working Britain 2003. Basignstoke, England: Palgrave
Macmillan.
Gregg, P., Harkness, S., & Smith, S. (2009). Welfare reform and lone parents in
the UK. Economic Journal, 119, F38-F65.
Gregg, P., Hurrell, A., & Whittaker, M. (2012). Creditworthy: Assessing the impact

of tax credits in the last decade and considering what this means for universal
credit. London: Resolution Foundation.
Hills, J. (2013). Labor's record on cash transfers, poverty, inequality, and the
lifecycle, 1997-2010 [Working Paper 5] . Centre for the Analysis of Social
Exclusion (CASE). London: London School of Economics.
Hoffman, S. D., & Seidman, L. S. (2003). Helping working families: The Earned
Income Tax Credit. Kalamazoo, MI: Upjohn Institute for Employment
Research.
Hotz, V. J., & Scholz, J. K. (2003). The Earned Income Tax Credit. In R. A.
Moffitt (Ed.), Means-tested transfer programs in the United States. Chicago,
IL: University of Chicago Press.
Immervoll, H., & Pearson, M. (2009). A good time for making work pay? Taking
stock of in-work benefits and related measures across the OECD [OECD Social,
Employment, and Migration Working Paper 81]. Paris: OECD.
Kenworthy, L. (2008). Jobs with equality. Oxford, England: Oxford
University Press.

174

THE ROLE OF SOCIAL PROTECTION

Kenworthy, L. (20lla). Progress for the poor. Oxford, England: Oxford
University Press.
Kenworthy, L. (2011 b ). When does economic growth benefit people on low to middle
incomes-and why? Commission on Living Standards. London: Resolution
Foundation.
Kenworthy, L. (2014). Social Democratic America. New York, NY: Oxford
University Press.
Kenworthy, L. (2015). Do employment-conditional earnings subsidies work?
[ImPRovE Working Paper 15-10). Antwerp, Belgium: Herman Deleeck
Centre for Social Policy, University of Antwerp.
Leigh, A. (2010). Who benefits from the Earned Income Tax Credit? Incidence
among recipients, coworkers, and firms. B.E. Journal of Economic Analysis
and Policy, 10, 1-41.
Marx, I., Vandenbroucke, P., & Verbist, G. (2012). Can higher employment levels
bring down relative income poverty in the EU? Regression-based simulations
of the Europe 2020 Target. Journal of European Social Policy, 22, 472-486.
Marx, I., Joseine Vanhille, J. , & Verbist, G. (2012). Combating in-work poverty in
Continental Europe: An investigation using the Belgian case. Journal of Social
Policy, 41, 19-41.
Mead, Lawrence M. (2014) . Overselling the Earned Income Tax Credit. National
Affairs, 36, 20-33.
Meyer, B. D. (2010). The effects of the Earned Income Tax Credit and recent
reforms. In J. D. Brown (Ed.), Tax policy and the economy (pp. 153-180).
Cambridge, MA: National Bureau of Economic Research.
Meyer, B. D., & Rosenbaum, D. T. (2002). Making single mothers work: Recent
tax and welfare policy and its effects. In B. D. Meyer & D. Holtz-Eakin (Eds.) ,
Making work pay: The Earned Income Tax Credit and its impact on America's
families (pp. 69-115). New York, NY: Russell Sage Foundation.
Millar, J. (2008). Making work pay, making tax credits work: An assessment with
specific reference to lone-parent employment. International Social Security
Review, 61(2), 21-38.
Neumark, D., & Wascher, W (2001) . Using the EITC to help poor families: New
evidence and a comparison with the minimum wage. National Tax journal,
54, 281-318.
Nichols, A., & Rothstein, J. (2015). The Earned Income Tax Credit (EITC)
[Working Paper 21211). Cambridge, MA: National Bureau of Economic
Research.
Organisation for Economic Co-operation and Development (OECD) . (2009).
Is work the best antidote to poverty? OECD Employment Outlook. Paris,
France: Organisation for Economic Co-operation and Development.
Organisation for Economic Co-operation and Development (OECD) . (2010).
Employment-conditional benefits. www.oecd.org.

Do Employment-Conditional Earnings Subsidies Work?

175

Organisation for Economic Co-operation and Development (OECD). (2014).
Labor market integration of immigrants and their children: Developing,
activating, and using skills. International Migration Outlook. Paris,
France: Organisation for Economic Co-operation and Development.
Pareliussen, J. K. (2013). Work incentives and universal credit: Reform of the
benefit system in the United Kingdom. Economics Department Working
Paper 1033. Paris, France: Organisation for Economic Co-operation and
Development.
Rothstein, J. (2011). Is the EITC as good as an NIT? Conditional cash
transfers and tax incidence. American Economic Journal: Economic Policy,
2, 177-208.
Scott, C., & Crandall-Hollick, M. L. (2014). The Earned Income Tax Credit
(EITC): An overview. Washington, DC: Congressional Research Service.
Sefton, T., Hills, J., & Sutherland, H. (2009). Poverty, inequality, and redistribution. In J. Hills, T. Sefton, & K. Stewart (Eds.), Towards a more equal society?
Poverty, inequality, and policy since 1997. Bristol, England: Policy Press.
Smeeding, T. M., Ross Phillips, K. R., & O'Connor, M. A. (2002). The Earned
Income Tax Credit: Expectation, knowledge, use, and economic and social
mobility. In B. D. Meyer & D. Holtz-Eakin (Eds.), Making work pay: The
Earned Income Tax Credit and its impact on America's families (pp. 301-328).
New York, NY: Russell Sage Foundation.
Sykes, J., Kriz, K., Edin, K., & Halpern-Meekin, S. (2014). Dignity and
dreams: What the Earned Income Tax Credit (EITC) means to low-income
families. American Sociological Review, 80(2), 243-267.
Waldfogel, J. (2010). Britain's war on poverty. New York, NY: Russell Sage
Foundation.
Woolley, F. (2012, November 3). Five years of the Working Tax Credit [Web log
post]. Retrieved from http:! /worthwhile. typepad.com/worthwhile_canadian_initi/2012/ 11 /five-years-of-the-working-income-tax-benefit.html

DECENT INCOMES FOR ALL
Improving Policies in Europe
Edited by

BEA CANTILLON
TIM GOEDEME
JOHN HILLS

OXFORD
UN IV ERS I TY PRESS

