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PHD THESIS: The Effect of Subsidized Employment on Wages and Employment chances

employment chances?

Sub-questions:

. 1. Who take
Kind of firms use subsidized employment?

. ‘The aim of this chapter i
job

Which

. 2. Does subsidized employment increase employees” wages? How is the subsidy
shared between the employer and the employee?

. “The main idea i use a bargaining model to explain how the rent from a match would

“To test this idea we plan to use within variation o see if having a subsidized job pays
less than having a regular job.

. 3 is a subsidized for

B “This chapter focuses on the probabilityto get a normal job again after a

geta regular job after 6 months, 1 year, 1.5 years and 2 years.
. 4. Whati the impact of subsidized-employment from the firm’s point of
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TITLE:

Transitions out of subsidized employment

BACKGROUND:

ployment subsidis are the dominantform of active poliy i Taly. In 1998 about

inly consisting of
00 dized cmploymen & to
eni by dimlmshmg labor costs, and decrease unemployment by increasing

Emj
0.35 % of GDP was spent in various
tax rebates, involving about 1.8
increase employ
labor supply (Jac Kap-Lee, 2005). The outcome expected through an aciive labor market

of incentives to job creati
ividuals. The gaal of subs

policy is the reduction of the decline of the unemployed® productivity and improvement of

the employer-employee matching, both increasing the future produciivity of the worker.
Improving the matching has to do with the fact that the employer cannof observe the

productivity of the job applicant and when he screens the employment history of the person

the long term unemployment spell acts as a negative signal impeding hiring. Reducing the

Iabor costs can overcome this negafive screening at the beginning. Morcover, i can reduce

the probable loses in case the employee has low productivity and increase the probable gains|

ifth cmployee s productivecnough.Since subidizing job s usualy vry cosly (Caluc,
[

Zylberberg, 2004:chpt 1), the costs of the policy are argued on the ground that if the
unemployed exit the state and do not fall back on unemployment, then the state saves the

unemployment and social assistance benefits which would have to be paid out in the event

of unemployment.

OBJECTIVE:
Investigate to what extent having a subsidy improves employment chances

METHODS:

Matching people with a subsidy with people without a subsidy based on date of employment

spell, age, gender and occupation. Matching based on previous wage history.

BACKGROUND

Investigating the transitions into active labor market policies and out of is extremely
relevant in the context of increasing long- mm unemployment persistenc

incidence (Machin and Manning, 1998, Sar
labor market is according to Boeri, Nickel ol Layard (2000) caught in a hi

unemployment-iow partcipation tra) By 2005 the unemployment ate decreased to
around 7.% o § FS Eurostat). The incidence of long
ferm unemployment has not declined despite ncreased outfiows from tnemployment

(Boeri, Nickell, Layard:2000)

Enploymentand UnemploymentTendsn i Labor Narke

Logemuncopimecrae

T

e and
and Liungavist 1998:515), The Htalian
igh

METHODS

DATA

WHIP is a database of individual work histories developed by
LABORatorio R. Revelli on the basis of administrative archives. The
original sources of information are social security contributions collected
from firms and employees by the Italian Institute for Social Security
(INPS). The following categories of occupations pay compulsory social
security contributions to INPS: employees in the private sector, self
employed in artisan and trade activities, in minor occupations, freelance
professionals and self employed workers in agriculture.
WHIP is a random sample extracted out of the INPS administrative
archive and contains information for a period of 15 years from 1985 until
1999. All employees born on the 10th of March, June, September or
December have been selected into the sample. WHIP is a matched
employer-employee database and it contains three files: one for the private
sector workers, another one for self-employed and a third one for quasi-
dependent workers. Our analysis is based on the file for private sector
employees which contains information about working spells in which the
individual received social benefits such as employment subsidies/mobility
benefits.
In order to preserve the information about multiple employment spells
within a year, the yearly data has then been transformed for each
individual in monthly observations running from month 1 ( January 1985)
to month 180 (December 1999). We appended all the yearly (private, self-
employed and quasi-dependent) job spells and took several to preserve the
overlapping spells and eliminated the moonlighting spells:
i) first we eliminated all the short one month spells that were

RESULTS

> We use a weighted regression by gender and age, matching people with a
simple technique

> The effect of subsidy is negative afier I year on the employment transition to
a regular/ quasi-employed/ self —employed job suggesting a trap door

> After 2 years the effect of the subsidy is less prominent on employment
chances and becomes positive

Graph observed employment probabilities
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(spells that occurred at the same time with another spell but last just one
month). The total number of spells eliminated is 9031. As a of

this procedure we eliminated 5 individuals in subsidized employment.

ii) second we eliminated all the individuals who had moonlighting spells
iii) third we censored to the left the spells that were intersecting for a
period but did not contain each other. The main reason is that it is likely
that this occurred due to long processing time of the updating forms.

Our sample is restricted to the file of private-employees. This file has been
enriched with information concerning the spells in self-employment and
quasi-dependent files of the private employees who have made

into and out of those states. We took into account the self-employment and
quasi-dependent spells in order to calculate the non-employment duration,
and computation of employment status after 6, 12, 24 months. The
analysis is performed for regular spells and subsidized spells of
employment which started after 1991.

We have 1,172 spells Vewr Fegalar
of subsidized NI E—
employment and 84,482 S
spells of regular

employment.
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> Further developments
> Match people on the employment date, gender, age, occupation and industry
> Use the new archives and the full WHIP file
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