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Abstract: The Canadian Earnings Supplement Project (ESP) was conducted from 1994 through 1996 to test a wage subsidy
program that made supplemental payments to individuals who found a new full-time job that paid less than their previous job
within 26 weeks of job search. Contrary to the optimistic expectations held by researchers and previous studies, the impact of
ESP was disappointing. This paper attempts to uncover the reasons why ESP did not have sufficient impact by analyzing the
reemployment experiences of ESP participants. I found that the insufficient impacts of ESP could be attributed to the fact that a
significant proportion (65 percent) of sample members set initial reservation wages lower than their previous wages. Workers
who enjoyed wage premiums in their previous jobs (whether job-specific, industry-specific, or union-specific premiums) were
found to have low initial reservation wages. In contrast, workers with high education credentials, white-collar workers, and
workers in knowledge-based industries appeared to be not interested in the ESP offer, because they expected no earnings loss
and thus no gain in lifetime wealth from receipt of the supplement. To be discordant with the propositions made by past
theoretical works on wage subsidy programs, job-search intensity was not the major link through which ESP impacts were
channeled. Another important finding is that ESP manifested a significantly large impact on the optimal timing of leaving

unemployment, even though its impact on the overall probability of leaving unemployment was minuscule.

INTRODUCTION

In many countries including US and Canada, the
unemployment insurance (UI) system is probably
the most basic program that assists displaced
workers. Ul provides partial replacement for the
earnings loss that displaced workers experience
while unemployed.)? However, UI system is
essentially confronted with a fundamental trade-off
between adequate income security and work
disincentives. It is well established in welfare
economics that social assistance programs generate
disincentives to work. Some argue that a more
generous Ul benefit level (i.e. larger Ul benefit
amount and longer Ul benefit duration) would
generate a serious work disincentive, leading to

* Professor, Seoul National University

1) In Canada in 1995, workers who lost an insured job
received Ul benefit payments equal to 55% of prior
earnings, up to a maximum weekly benefit of $448
(Bloom et al., 1997).

prolonged unemployment and an increase in
steady-state overall unemployment rate. Another
limit of the UI system, in addition to work disincen-
tives, is its insufficiency to compensate displaced
workers’ earnings loss, which has been recognized
as one of the most serious and pervasive problem
that displaced workers experience. Ul replaces only
a small portion of earnings loss, about 50%2) of
previous insurable earnings. Moreover, a signifi-
cant number of unemployed do not file Ul claims.
An array of other policy alternatives were sugge-
sted and tested to address the work disincentives of
Ul system and the earnings loss of dispiaced
workers, including intensive job-search assistance,
occupational skills training programs,3 self-

2) In the United States, benefit ratios are usually less than
50% and vary among states. In Canada, it was 55% in
1995.

3) According to Bloom, Schwartz, Lui-Gurr, and Lee (1999),
job-search assistance has been found to be a cost-
effective way to promote reemployment, but the occupa-
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employment assistance, extended Ul benefits under
the Trade Adjustment Assistance (TAA) Program,
and federally mandated advance-notice require-
ments. Although some of these were effective in
expediting the reemployment process, none provided
comprehensive compensation for earnings loss. For
this and other reasons, a new policy design is called
for that directly subsidizes the whole or partial
amount of earnings losses that displaced workers
incur.

The Earnings Supplement Project (ESP) was
conducted in response to this social need. ESP was
a randomized experiment conducted at five
Canadian sites from 1994 through 1996. Its purpose
was to test an earnings subsidy program providing
supplemental payments to individuals who had
found a new full-time job within 26 weeks of their
job search but that paid less than the previous job.
One impetus for launching such an experiment was
the promise held by a fair number of theoretical and
empirical researchers (e.g., Davidson & Woodbury,
1994; Jacobson, LaLonde, & Sullivan, 1993) as to
the potential impact of an earnings subsidy pro-
gram. Contrary to expectations, however, the experi-
mental findings were rather disappointing. Inter-
estingly, the supplement paid by ESP was consi-
dered more generous than most other existing
programs. Then, why, given the generous payment
and the promising results predicted by many
researchers, did ESP have such an unexpectedly
small impact? This paper was built upon that
fundamental question. Based on this fundamental
question, I attempted to answer the following
research questions in this paper.

» What factors influenced the determination of
reservation wage, job search effort, reemploy-
ment wage and unemployment duration?

« How, if at all, did ESP affect those outcome
variables?

« Given the findings from the preceding questions,

tional skills training program has not.

why did ESP have such a small impact on the
reemployment outcomes?

« What are the suggestions and implications for
policy makers?

The first section of this paper describes the
experimental evaluation of Earnings Supplement
Project. The second section presents the theoretical
framework adapted to pursue the above research
questions. The third section explains the strategy
for empirical analysis and the next section discuss
the empirical results. The fourth section presents
empirical findings and the final section discusses
the policy implications of the findings and
concludes this paper.

THE EARNINGS SUPPLEMENT
PROJECT

Although many researchers have suggested a need
for an earnings subsidy program, no experimental
study of such a program has been conducted in the
United States. However, the Earnings Supplement
Project (ESP), was launched in Canada in 1994, the
first experimental study to test the effectiveness of
the earnings subsidy system. The ESP was initiated
by Human Resources Development Canada
(HRDC), and conducted by the Social Research
Demonstration Corporation (SRDC), a Canadian
nonprofit research organization. Between 1995 and
1996, iIn five Human Resource Centres Canada
(HRCCs)—Granby, Oshawa, Toronto, Winnipeg,
and Saskatoon—8,144 displaced workers were
randomly assigned to either a program group or a
control group, and they were followed up for 15
months thereafter.#) Those assigned to the program
group were offered an earnings supplement that
paid 75% of earnings losses, if they found a new

4) Although, the original SRDC study was conducted in
nine HRCCs, this paper is based on the “ESP displaced
worker study” that was conducted in five HRCCs.



Reemployment Experiences of Displaced Workers and The Impacts of the ~ 49

full-time job within 26 weeks that paid less than
their previous weekly Ul insurable earnings.

Experimental findings on supplement receipt,
impacts, and cost-benefit of ESP are presented in
Bloom et al. (1999). Bloom et al. (1997; 1999)
initially expected ESP to have a considerable
impact on labor-market outcomes. Their positive
expectations were based on two factors. The first
relates to the fact that ESP is designed to influence
displaced workers’ behavior. Many displaced workers
may have an unrealistically high reservation wage
(especially for long-tenured workers) and thus will
stay unemployed as they seek a better-paying job.
Providing them with a supplement will allow them
to set up a new strategy. Those with a supplement
offer can take a lower-paying job, which they
would have otherwise rejected, to begin the
earnings gain process earlier. The second factor
relates to the generosity of the program. According
to Bloom et al. (1999), ESP was far more generous
in many regards than the Ul reemployment bonuses
that had been tested in the US. ESP paid a
supplement immediately after displaced workers
gained reemployment and continued up to fwo
years after the supplement offer, whereas most of
the Ul bonus programs paid only after fourd
months of continual employment. ESP allowed a
longer job-search period, 26 weeks, rather than 3 to
13 weeks for the Ul bonuses. More importantly,
ESP provided much larger payments, averaging
$8,705 per recipient, instead of $500 to $1,664 per
UI bonus recipient. These generous features of ESP
reinforced the belief that ESP would have a larger
impact than other existing programs that had been
tested.

However, it turned out to be quite the contrary.
Bloom et al. (1999) presented the 15-month experi-
mental findings for ESP. Table 1 summarizes these
findings. As shown, ESP had a small positive
impact on the full-time employment rate and almost
no impact on other outcomes, such as job search or
UI benefit duration and amount. ESP increased the

percentage of displaced workers who became
re-employed full-time during the 26-week job-
search period by 4.4% points. This increase was
achieved by lowering displaced workers’ average
earnings for 15 months by $682 (or 4.6%) or the
hourly wage rate by $0.3 (or 2.5%).5) Quite un-
expectedly, ESP had almost no impact on the
job-search behavior of program group members. In
most ways, program group members and control
group members showed similar job-search behavior
except that program group members were slightly
more likely (by 2.1%) to consider new types of
jobs. ESP did not have any impact on Ul benefit
amount or its duration. Bloom et al’s (1999)
findings also indicated no particularly large impacts
for any subgroup, but only a modest impacts for
fuli-time reemployment.

The only significant impact on full-time reemploy-
ment was short-lived and was not enough to fully
validate ESP as a policy alternative for assisting
displaced workers in a cost-effective manner.

Their study also showed that participants’ lack of
knowledge about ESP was not a cause for its
minimal impact. Rather, it turned out that the
information about ESP was offered in a well-
organized manner, and participants were generally
aware of the features of the supplement offer.

THEORETICAL FRAMEWORK

In uncovering the reasons behind ESP’s small
impact, it is crucial first to understand the beha-
vioral process that displaced workers go through
from the time of displacement to the time of
reemployment. When workers are laid off from a
job, they set a certain asking price (i.e., reservation
wage) for the provision of their labor and then
begin to search for a job that pays a wage excee-
ding or at least equal to their asking price. As they

5) It should be noted that these figures are not statistically
significant.
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Table 1. Summary of Findings for ESP Impacts

Program Group| Control Group | Impact
Supplement Receipt
Percentage who qualified for supplement payments 26.8% na Na
Percentage who received supplement payments 20.5% na Na
Average 24-month supplement payments per recipient $8,705 na Na
Average 15-month supplement payments per program group member $1,161 na Na
Percentage who qualified for earnings insurance 11.9% na Na
Percentage who initiated earnings insurance 0.2% na Na
Impacts
Percentage employed full-time within six months of random assignment 423 % 37.9% 4.4 %***
Average total earnings during the first 15 months after random assignment|  § 14,209 $ 14,891 -$682
Average 15 month hourly earnings $12.67 $13.00 -$0.33*
Average weeks of unemployment benefits during the first 15 months 22.1 weeks 21.9 weeks | 0.1 weeks
after random assignment
Average total amount of unemployment benefits during the first $ 6,460 $6,370 $90
15 months after random assignment
Financial Im]ilications
Net financial benefits per program group member during the first $ 569 na Na
15 months after random assignment
Net government costs per program group member during the first $ 1,340 na Na
15 months after random assignment

'Statistically significant at the 0.10 level for a two-tail test; ” significant at the 0.05 level; . significant at the 0.01 level.
Note: This table is adapted from Table 9.3 on p.83 of Bloom et al. (1999)

continue to search, they may change their expecta-
tions about future income simply because they
realize that their asking price is too high to find a
job quickly. Consequently, they may adjust their
asking price to a lower level and/or increase their
search activity. In order to examine this process in a
theoretical framework, I borrowed ‘job-search
theory’ that has been developed in the filed of labor
€conomics.

Job search theory is a major theoretical tool that
explains displaced workers’ decision to search for
jobs and leave unemployment. Job search theory
assumes that an individual with imperfect infor-
mation searches for a job and accepts the first job
offer that exceeds his or her reservation wage. How
the level of search effort and reservation wage is
decided can be illustrated by the following equation

).

(s@/r)ﬁ)m[x—RW]dF(x)
=c(9)+ V()+RW-V,

(1)

Where r = individual's discount rate, x = given
wage offer, s = the individual’s search effort, ® =
potential wage offer arrival rate, RW(1) = reser-
vation wage (as a function of time, #), and F( - ) =
Cumulative Distribution Function (c.d.f) of wage
offers. ¢(s) = out-of-pocket cost of job-search, V,(S)
= value of the time spent on the search, and V=
value of the time spent as leisure.

Equation (1) shows that optimal search effort (s) is
determined where the marginal cost of the search
equals the marginal benefit of the search. Intui-
tively, one would increase search effort as the value
of being employed increases.5) In this framework, a

6) ESP would increases the value of being employed by
reducing expected earnings loss.
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worker would increase the search effort to shorten
the expected time period in which to find an
acceptable job, thereby increase the marginal
benefit from the search (Mortensen, 1986). If an
earnings supplement is offered to a worker, he or
she is expected to increase search effort to become
eligible for the supplement by finding an eligible
job within a specified eligibility period. Similarly,
the reservation wage is decided by the equality
between the value of being employed and the cost
of being unemployed, implying that the reservation
wage will be decreased if an earnings supplement is
offered.

Based on the formal job-search theory, I developed
an ESP impact model that attempts to translate
conceptual ideas regarding the intervention of ESP
and the expected consequences into hypothetical
relationships through which ESP exerts its impact.
The basic structure of the ESP impact model is

represented by the causal relationships among the
ESP supplement, two intervening outcomes (i.e.,
reservation wages and job-search effort), and two
final outcomes (i.e., unemployment duration and
reemployment wages). Figure 1 illustrates these
relationships. Causal paths depicted in bold arrow
lines (solid or dotted) indicate the main channel
through which ESP delivers its impact.

How ESP affects the intervening outcomes, and
how do the intervening outcomes affect the final
outcomes can be explicated as follows:. First, as
shown in Figure 1, ESP is expected to increase
displaced workers’ future earnings stream by com-
pensating for a part of the earnings loss that they
expect to incur. Then, the increase in the prospect
of earnings stream would increase the value of
being employed (or, equivalently, the opportunity
cost of being unemployed) since they would lose
the opportunity to earn higher income than can be
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eamed without ESP as long as they remain
unemployed (within the job-search time limit).
Consequently, this will lead them to increase their
Jjob-search effort and to decrease reservation wages
(path (1) in Figure 1). Both program and control
group members will lower their reservation wages
as unemployment duration progresses. However,
program group members are expected to do so by
more than control group members because ESP
changes their expected future earnings stream. Both
increased job-search effort and decreased reserva-
tion wages will make an individual find a lower-
paying job sooner than he or she would without
ESP (path (2) in Figure 1). As a result, program
members would experience shorter unemployment
duration and larger earnings loss than would
control group members.

EMPIRICAL STRATEGY

Based on the ESP impact model, I fit a series of
reduced-form regression-type empirical equations,
which analyze major outcome variables specified in
the ESP impact model. I attend to outcome vari-
ables not explicitly analyzed in the experimental
study but that carry important meaning in the
reemployment process: (1) reservation wage, (2)
job-search effort, (3) reemployment wage, and (4)
unemployment duration. Recognizing reemploy-
ment wages and unemployment duration as final
outcomes and recognizing reservation wages (and
their changes over time) and job search effort as
intermediate outcomes, as described below, I
estimate the determinants of each outcome variable
separately using different non-experimental methods
to control for potential selection bias.

Initial Reservation Wages and Job-Search
Effort

Initial Reservation Wage (IRW) is a reservation
wage that displaced workers set at the time of

displacement and before ESP was offered. Analy-
zing this outcome helps understand the underlying
mechanism for prolonged unemployment duration
or for the realization of ESP impacts. Ordinary
Least Squares (OLS) was used to analyze the
determinants of a ratio term of this outcome [takes
the relative level of initial reservation wage with
respect to previous wage (IRW ratio: RWy /Wp)].
For the analysis of an intervening outcome, job-
search effort, I considered measures for two differ-
ent types of job search effort;: job-search intensity
and extensity. The intensity is measured as “the
amount of time per week spent for job-search acti-
vity,” and the extensity as “the number of employers
per week a job seeker contacted in-person, by mail
or by telephone.” Unlike with the estimation of
initial reservation wages, using OLS to estimate
these variables may fail to produce a consistent
estimator. The problem lies in that a significant
fraction of sample members reported that they did
engage in any kind of search activity or direct
employer contact, and thus they reported their
search hours or the number contacted firms as zero.
In such a case, conventional OLS may fail to
account for the qualitative difference between the
“limit” observations (i.e., observations that have
zero values) and non-limit observations (Greene,
1993). To deal with this problem, I used Tobit
regression. Followings are the empirical model
specifications for initial reservation wage, job
search intensity, and job search extensity.

Initial Reservation Wage

RW,
ln(-—Wi-)i)i= Bot 2131/‘ Ul + Z:szFINk,- (2)

+ ZBSIIOH + ;BMHCW'
+ En.BSnXm' + ;BGOLMM + &;
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Search Intensity
Tia= Bo+ Biln Wyt Byln (<) + S8y UL,
+ 22BuFINg + 2851104 + 2386w HC i
+ 280X i+ ZBso LMo+ 2281, FH
+ Zq:azq TRSR,;+ aESP;
®)

Search Extensity

RW,;
)+ 2085 ULy
Wi 7

+ E;BMFHVH + 2;19511015 + ;Bﬁchmi
+ %:37")( ni + ZoﬂBOLMoi + galpFHbi
+ quazq TRSR ;+ aESP;

Tisi= Bo+ Biln Wy+ ByIn(

“

where Ul = factors related with UI benefit level;
FIN = factors related with financial needs; /O =
factors related with industry and occupation; HC =
factors related with general and specific human
capital; X = various demographic and labor charac-
teristics; and LM = factors related with labor market
conditions, Ts*= latent variable for the number of
hours spent in job-search, Ns*= latent variable for
the number of employers contacted by displaced
workers, and ESP = ESP program group dummy
variable, FH = financial hardship experience, and
TRSR = additional training or job-search assistance.

Reemployment Wages

As a final outcome of reemployment experience, I
analyzed two ratio measures: Wage Replacement
Ratio (WR Ratio: W,/ W,) and Reservation Wage
Replacement Ratio (RWR Ratio: W,/ RW;). The
WR ratio reflects the amount of earnings loss that
workers experience as a consequence of displace-
ment. The RWR ratio reflects the extent to which
workers reduced their reservation wages during
their unemployment period. In fact, the WR ratio is

the product of the IRW ratio and the RWR ratio
W, _ RW, % W,
W, ~ W, " RW

wage loss is composed of two components: (1) a

(i.e. ). This implies that a

loss from setting the initial reservation wage lower
RW, ); and (2) a loss from

W,
accepting a wage offer that is lower than the initial

than previous wage (i.e.

7
RW,
offer rate, the latter component reflects the change
of reservation wage over time after displacement.

In analyzing these outcome variables, a special

reservation wage (i.e. ). For a given wage

concern arises because the outcome variables are
available only for those who became reemployed
after random assignment. Thus, conventional esti-
mation leads to a selection problem: if reemploy-
ment wages are not independent of the process that
determines the selection of the sample, this type of
censored sample can lead to biased coefficient
estimates. Even more complex problem arises
because I focused on the probabilities that these
ratio measures being less than 1. From a policy
perspective, it may be more important to investigate
what types of workers are more likely to experience
a wage loss. By the same token, to understand the
underlying mechanism of ESP impact, it is useful
to investigate whether ESP sample members
lowered their reservation wages from their initial
level after they received a supplement. These tasks

can be accomplished by estimating the probability
W,
W,
of a reduction in reservation wages (i.e., Pr

of wage loss (i.e., Pr(=+ (1)) and the probability

( il <1)). In estimating these binary outcome
RW,

variables, standard Heckman's two-stage procedure
is not applicable because the model exposed to
potential selection bias here has a binary dependent
variable. Therefore, 1 use Bivariate Censored
Probit model, which takes into account both the
selection problem and the correlation between error
terms by making use of the fact that three different
types of probabilities actually exist in such a
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setting. This model estimates the following three
unconditional probabilities with the log-likelihood
function expressed in equation (6).

Pr(REM=0) =1—0(5:X;),
Pr(WL =0, REM=1) = Oy — B, X, B:X3, — 0],

Pr( M/ = 1, REM= ].) = @2[/34X4, BBXS’ p] (5)

where REM = a dummy variable indicating whether
an individual was reemployed; WL = a dummy
variable indicating whether an individual experi-
enced a wage loss, and @, = bivariate standard
normal cumulative distribution function [= @ ()

o())

in L(8a. B4, )= (REM WL
In @p(B3Xs; B4 Xy p) + REM#*(1— WL)*
(6)
In 0y(B3 X5, — B Xy, — )+ (1— REM)*

In[1—&(8:X3)]}

1 specify empirical equations to estimate the wage
loss and the reservation-wage reduction probabi-
lities.
Prui= O By+ B1In W+ 8 IRWL I;
+ 8,SPLL6; + 8;NJS; + 6,(IRWL I ESP))
+ 8;(SPLL 6% ESP;) + 8¢(NJS;* ESP)) @
+ Z}J,el,- Z;+ aESP]
Puri= O By+ B In RWy;+ 6,IRWL [;
+ 8,SPLL6; + 83NJS; + 6;(IRWL 1, ESP,)
+ 85(SPLL 6 ESP,) + 85(NJS;* ESP,) ®

+2}Bliji+aESPl‘]

where Pryr = the probability of reducing reser-
vation wage, and Py, = the probability of a wage

loss, JRWL1 = dummy variable indicating whether
the IRW ratio is less than 1 (= 1) or not (= 0);
SPLL6 = dummy variable indicating whether an
individual was reemployed within 6 months (= 1)
or not ( = 0); and NJS = dummy variable indicating
whether an individual conducted no job-search
activity (= 1) or not (= 0).

Duration of Unemployment

A major purposes of ESP was to expedite displaced
workers’ full-time reemployment; measuring the
“duration” of unemployment directly indicates the
extent to which ESP was effective in achieving its
goal. This paper defines unemployment duration
(denoted as DUR) as “the number of months after
random assignment before an individual becomes
reemployed in his first full-time job.” Analyzing
this outcome with conventional methods would
create a dynamic selection problem: a different
fraction of program and control group members
exits from the sampling frame in a given spell,
thereby causing selection to occur in each of the
spells. An even more serious problem arises when
analyzing duration data due to the presence of
sample members who still remain unemployed at
the end of the follow-up period (censored observa-
tions). Simple OLS approach produces biased
estimates by using only completed spells and
discarding censored observations because censored
observations have a duration length that is at least
as large as uncensored values. To account for these
problems, 1 use discrete-time logit survival model.
This approach has important advantages compared
to other conventional methods. First, the ESP data
record unemployment or Ul data in discrete units,
most by the month and some by the week. By using
the discrete method, I worried less about invoking
inaccurate statistical approximation that would
have been invoked had I used a continuous method
for discrete data (Allison, 1982). Secondly, since
the ESP eligibility period was 26 weeks, the hazard
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probability is expected to rise near the end of that
period and therefore assessing the duration depen-
dence becomes an important issue. Discrete-time
logit models are well suited to that purpose because
they allow flexible estimation of “baseline hazard”
by simply including time dummies or other func-
tional forms of time variables. Thirdly, by using
discrete-time hazard models, one can minimize
imposing excessive parametric assumptions that
often turn out to be problematic, depending on the
shape of the empirical hazard function (e.g., when
empirical hazard is not monotonic) (Moffit, 1985).
Finally, since one of the primary purposes of this
chapter is to measure the marginal effect of various
independent variables (including ESP), conven-
tional logit specification provides a convenient way
to interpret these effects (Singer & Willet, 1993).
The following empirical model is specified.

1og(—1—f—’ih—;) = 3 0, MONTH, + SESP,

W,
+ 81 In W, + B3 In( Rmb )i+ 2.331211‘ )]

+ By IRWLL; + 2385 JSE

MONTHkij = 1, when k& =j.
MONTHkij =0, when k= J-

where Aj; = hazard probability to reemployment for
i-th individual at j-th time period, MONTH =
monthly time dummy indicators, Z = all other
independent variables.

Note that ESP was designed to expedite full-time
employment only infor lower-paying job, not forin
higher-paying jobs. In other words, in each month,
an individual is “at risk” of either becoming reem-
ployed to a higher-paying job or to a lower-paying
job, butand ESP is likely to affect both risks
differently. Given this, it is imperative to examine
the dynamics of leaving unemployment in conjunc-
tion with the decision of relative wage levels. This
can be doneachieved by viewing reemployment to a

lower-paying job and reemployment to a higher-
paying job as two separate events in order to
specify a competing-risks model.?) Therefore I
analyze competing risks model by estimating a
maultinomial logit specification, which is an exten-
sion of binomial logit. The following empirical
models are specified.

log( Z'?L )= g aw MONTH,;
i =1

RW, )

I’V; i

+ ZBSILZH + By IRVL1; + ;BSmL]SEmi
(10)®

+3L ESPi'f‘ /91L In Wpi+ /32L h’l(

log(7%) = 2}akHMONTHk,-,

h
hiJD
RW, )
VK, i
+ ZBBIHZIZ‘ + ByIRWL 1; + ;BBmH]SEmi

+ 0 ESP; + B In Wy + Bog In(

where hy. = probability of being employed in a
lower-paying job, h;y = probability of being em-
ployed in a higher-paying job, 4,0 = probability of
not being employed.

EMPIRICAL RESULTS

Findings

Table 2 reports the results of the above empirical
analyses and Table 3 summarizes these results in a
schematic fashion. In Table 3, the plus sign (+)
denotes a statistically significantly positive associa-
tion between two variables, and the minus sign (-)
denotes a statistically significantly negative asso-

7) The types of job in each event type differwill be different
byfor different individuals. For example, for a person a
job that paysing $10 per an hour may be considered a
higher-paying job for one person, but, for another it may
be a lower-paying job for another person.

8) In estimating higher-paying job hazards, for example,
lower-paying reemployment events are included in the
estimation data and treated as censored at the time of
reemployment.
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ciation. The question mark (?) denotes that no
statistically significant relationship has been found
between two variables.

As shown in both tables, ESP’s impact turned out
to be significant for most of the outcomes. The ESP
program group members significantly lowered their
reservation wages and, subsequently, experienced
larger earnings loss than did control group members.
However, ESP significantly affected job-search
extensity but not job-search intensity, implying that
the ESP only helped workers consider a broader
range of job choices. The ESP program group
members experienced a higher probability of lea-
ving unemployment, but only in the lower-paying
jobs. High-wage earners appeared to be more
likely to lower their reservation wages during their
period of unemployment. As a consequence, they
became reemployed faster in lower-paying jobs but
slower in higher-paying jobs than did the other
displaced workers. Similarly, high initial reserva-
tion wage (IRW) workers were more likely to
experience earnings loss at reemployment. But
those who had an IRW higher than their previous
wage showed a relatively high probability of being
reemployed in a higher-paying job. Interestingly,
however, the relative level of initial reservation
wages is not statistically significantly associated
with the level of search effort. Having an IRW ratio
less than 1 is significantly positively associated
with the probability of an earnings loss, as one can
expect.?) However, it is significantly negatively
associated with the probability of a reservation
wage reduction, implying that individuals were
reluctant to reduce their reservation wages further
once they had initially set their reservation wages
low. The impact of job-search intensity on the
reemployment hazard probability was found to be
positive, especially through the impact of being
reemployed in a lower-paying job on the hazard

9) As will beis discussed, the initial reservation wage is one
of the most important predictors for wage loss, which
has important implication for policy makers.

probability. In contrast, job- search extensity did
not have any statistically significant effect on
reemployment hazard probability. As the well-
known reservation wage property suggests, the
unemployed persons continued to reduce their
reservation wages as their unemployment spell
progressed. Site variation between Saskatoon and
Toronto is present for all outcomes examined.
Saskatoon workers showed less job-search effort,
were more likely to lower their reservation wages
and experience earnings loss, and had a higher
probability of being reemployed than did Toronto
workers. However, the higher reemployment
hazard probability of Saskatoon workers primarily
came from reemployment in lower-paying jobs.
Findings about the effect of UI benefits are mixed.
Longer duration of Ul entitlement is associated
with a higher IRW ratio, higher job-search
extensity, and higher wage replacement (WR) ratio.
This implies that a longer UI benefit duration
lowered the opportunity cost of being unemployed
for displaced workers (its effect on their IRW ratio)
and encouraged more active job search by subsidi-
zing the direct cost of search (its effect on their job
search extensity), and thereby led workers to
become reemployed at high relative wages (its
effect on WR ratio). On the other hand, Ul insurable
earnings are negatively associated with the IRW
ratio and the WR ratio and positively associated
with job-search extensity and the reemployment
hazard probability. However, as noted, these findings
may be because the Canadian Ul system defines
benefit level as a direct proportion of previous
wages (i.e., 55% of prior earnings; see Bloom et al.
[1997], p. 2). The effect of human capital (both
general and specific) was fairly consistent across all
the outcomes examined. Highly educated workers
(high level of general human capital) were more
likely to set their relative initial reservation wages
high, more likely to search harder, less likely to
reduce reservation wages during their job search,
and, consequently, became reemployed faster at
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Table 2. Results of Empirical Analyses

IRW Searc.h Searc'h P P Total  L-paying H-paying
Independent Variables Ratio  Intensity Extensity Hazard  Hazard  Hazard

) (3) “) () (8) &) (10)-1 (10)-2

1 months after random assignment — - - - — '3(0195%2;* — —
2 months after random assignment — - - - — -13?5%‘;;* '1(01%):;;;* -1(02(;%;*
3 months after random assignment - - - - - -4(3%';;* _1(0121?);;* -1(31122;*
4 months after random assignment - - - - - -4((?25?;‘;;* -0(0991%);;* _1(.01.71853;*
5 months after random assignment — — - - '4(32-;;;* '1('01'91%;;* -1(.02'(32’;;*
6 months after random assignment — - - - '4(01352‘7‘;* '0(351%)2;* '1('02.112‘;;*
7 months after random assignment - - - - - -4((‘)‘258*9‘;* '1('01.713*1‘;* '1(‘3_21%3;*
8 months after random assignment — - - - '4(323:);* '1('02.51;;;* '1('002?/3;*
9 months after random assignment — — - - '4(6‘?;;;; " - 1(371223* . l(g'llg’;;*
10 months after random assignment - — - - _4(3‘;3’;;* -1('00.91;;* -1(.(1]3.134(1)"(‘)’;*
11 months after random assignment - - - - - '4(3259;;* '1('&%;;* '0(311;’;;*
12 months after random assignment - — - -~ - '4(328’;;* -l(.01-1123;’;* '1('00.?39;;*
13 months after random assignment - - - - - '4(32519;;* '0(312‘;;* 'l(ggg’;;*
14 months after random assignment - - - - - '4((;23;;* 'O(gﬁ;;* -1(.012?;’;;*
15 months after random assignment - - - - -4((‘)122;;* -1('01,3;22;* -l(b“.;gz;*
log (, ©833) (1759 (0119 ©096) (0111) (0165
. < v
IRW Ratio [ log(RW/#,)] e 1 - B A I T
RWW, <1 == = oo Gos 005 om)  (60%)
Job-search time : 1 ~ 7 hours - - - -~ - (202 ?2;; (()()"219724*) (852.5]) .
Job-search time : 8 ~ 15 hours - - - - - 0(39194?)* 0(3712 6*9*)* (8.%.(6);)
Job-search time : 16 ~ 25 hours - - - - - %ne %o o
Job-search time : 26 hours or more - - - - - 0('(5).6154*8);* 0((6)4197:;* (8523)
# of firms contacted : 1 ~ § firms - - - - - ('889273) ('8 10 18 j) (8%772)
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IRW  Search Search P Total  L-paying H-paying
Independent Variables Ratio Intensity Extensity - W Hazard Hazard  Hazard

@ €) “ Q) (®) ) (10)-1 _ (10)-2
0061 0046  0.151

# of firms contacted : 6 ~ 15 firms - - — — - ©0091)  (0.105)  (0.167)
0.020 -0.003 0.101
# of firms contacted : 16 ~ 25 firms — — — ©0100) (0116  (0.181)
0.038 0.026 0.134
# of firms contacted : 26 ~ 40 firms — — — — 0105 (0124) (0.189)
0.246**  0.232* 0.275
# of firms contacted : 41 firms or more — - (0.106)  (0.123)  (0.190)
Monthly unemployment rate - — — - - — — —
Monthly UI benefit amount — - — — - — - _
_ _ _ - -0.182** -0.182** _ _ B
Unemployment Spell <= 6 months 0.078)  (0.085)
. .. <0242  -0.524%**
No job-search activity — — ©211)  (0.191) — — —

Reservation wage ratio [ log(RWyW,)] — (gzgg) (} gzg) — - — — -

0.505 1.969** -0.109  -0.082  0.094** 0.164*** -0.060

ESP Program group T (0385 (0.804) (0.117) (0.120) (0.043) (0.051)  (0.074)
0074  0.020
* —_— — — . — .
Program group * RWy/W, <1 ©.111)  (0.116)
Program group * Unemployment spell _ - 0.269**  0.276** _ _ » _
<6 (0.111)  (0.118)
. 0.564%  0.909***
* 1 —_ — — —_— — _
Program group * No search activity (0314)  (0.295)
Granb -0.062%** 3.194%+* 5628  0.120  0.292% 0.409*** 0.541***  0.105
Y 0.021) (1.109) (2.301) (0.143) (0.161) (0.120)  (0.141)  (0213)
Oshawa 20.041%%* 0186 1729 -0.093 0026  -0.026  -0.001  -0.019
W (0.013) (0.706) (1.478) (0.087) (0.094) (0.079) (0.095)  (0.134)
Saskatoon A0.078%%% _1.622%* .3.194%% 0.180* 0.326%** 0.397*** 0.546*** 0015
alo (0.013) (0.712) (1.496) (0.099) (0.109) (0.079)  (0.095)  (0.133)
Winnioe 0.075%%* _1.976%** 1263  0.184* 0.355%%* 0231%** 0403*** -0.193
1Pee (0.014) (0.756) (1.586) (0.100) (0.110)  (0.084)  (0.100)  (0.147)
Ase 0.004 0.775%** 1.097%** _0.049%**  0.068**  0.026
& (0.003) (0.137) (0.283) 0.017)  (0.021)  (0.029)
Age 0.000 -0.010%**-0,015%** _-0.001%** -0,001*** -0.001**
g (0.000) (0.002) (0.003) (0.000)  (0.000)  (0.000)
Male 0.025%** 3.173%%*% 1545 -0.152%*% -0.233*** (346*** 0219%** (.535***
(0.009) (0.462) (0.966) (0.070) (0.075) (0.051)  (0.061)  (0.086)
. 0.001 0508  0.737 0001 0021  -0.014
Married = -
(0.010) (0.531) (1.108) (0.059)  (0.070)  (0.101)

0.012 -0.888* -1.444 0.134*  0.147* 0.038 0.086 -0.064
(0.010) (0.528) (1.104) (0.072) (0.080) (0.059) (0.070) (0.105)

0.004 -1.051  -1.314 0.196** 0.196* -0.005 0.039 -0.166
(0.014) (0.736) (1.545) (0.098) (0.105) (0.082) (0.098) (0.143)

-0.002 0309  -0.507  0.066 0.024  0.189**  0.143 0.196
(0.015) (0.803) (1.690) (0.096) (0.105) (0.088)  (0.106) (0.149)

Own place of residence

# of household members: 2 adults

# of household members: 3 or more
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IRW Search  Search p Total  L-paying H-paying

Independent Variables Ratio  Intensity Extensity RwL W Hazard Hazard  Hazard
(2) 3) ) Q) ® 9 (10)-1 (10)-2

Uni ber i s fob L0.053%** -1.500%% .3748*** 0.045 0229** -0.119* -0.076 -0.284**
nion member in previous Jo (0.0110) (0.580) (1.215) (0.084) (0.096) (0.066)  (0.075)  (0.137)
Received 20003 0458 1272 0.140** 0061  -0.090  -0.011  -0.200%
ecetved severance (0.012) (0.609) (1269) (0.057) (0.063) (0.066) (0.079) (0.114)
Pyl s fob 0.034%* 2746*** 2372 0215  0.085 0.419%** 0530%** 0.291*
ull-time previous Jo (0.015) (0.855) (1.778) (0.153) (0.150) (0.109)  (0.140)  (0.174)
Search for iobs before layoff 0.011  -0245 3335%%% _0.156%% -0.179%*% .177%** (.107** 0.297***
carch Ior jobs betore fay (0.009) (0.451) (0.945) (0.064) (0.067) (0.050)  (0.060)  (0.085)
Local unemployment rate 1 month 0949 29959 45256 -2.579  -1.906 2.580 2.782 -1.277
b/fRA (0.6940) (36.129) (76.084) (3.397) (3.721)° (3.982) (4.660) (7.116)

Local uncmoloyment rate at RA .0.500 -77.775* -160.764* 0.852 1203 2621 2339 1047
ocal unempioy a (0.867) (45.435) (94.711) (3.885) (4.175) (4.998) (5.870) (8.797)

. 0.028*** 0285 0819 0036 -0.018 0060 0.074**  0.067

Ul entitled weeks : 39 ~ 42 weeks (0.010) (0.505) (1.057) (0.067) (0.073) (0.056) (0.067)  (0.094)
: 0015 0437 2506* 0.176**  0.108  -0.004 0.058*** -0.092

Ul entitled weeks : 43 ~ 50 weeks 0.012) (0.636) (1331) (0.086) (0.093) (0.071) (0.084) (0.124)
Ul insurable earnings : $400~599  -0.108%** -0.423 1773 -0.065  0.164* 0229%** 0231** 0.361***
per week (0.011) (0.669) (1.394) (0.091) (0.093) (0.075) (0.094) (0.119)
Ul insurable eamings : $600~799  -0.182%** -0.180  3.324* -0206* 0076 0.454*** 0321  0.788***
per week (0.013) (0.856) (1.798) (0.121) (0.123)  (0.096) (0.117)  (0.158)
Ul insurable eammings : $800 ormore “0-264*** 1574 5.996%* .0375*% 0,045  0.493** 0284 0.921%+¥
8s : 0.016) (1.104) (2321) (0.156) (0.156) (0.124)  (0.148)  (0.216)

. . 20.005 0610 045 -0010 -0.113 0012  -0.035  0.106

Monthly housing pay: 3600 ~$1199 11y (0.554) (1.156) (0.074) (0.083) (0.062) (0.074)  (0.104)
. , 20.023* 0878 0852 -0069 -0.084 0125 0096  0.129

Monthly housing pay: $1200 ~$1799 5140y (0728) (1.523) (0.101) (0.111) (0.081) (0.094)  (0.147)
Monthly housing pav: $1800 ormore 0003 1639 3126% 0192 0332+  0.063 -0216**  0.320°
Y g pay: 0.017) (0.897) (1.870) (0.122) (0.133) (0.100) (0.120)  (0.173)
e 0.000 0363 1748 -0.145%* 0124  -0.175

# of dependent children : 1 child (0.012) (0.612) (1.279) (0.067)  (0.079) (0.117)
o . 0012  -1076  0.053 20.179%*%  -0.166** -0.222*

# of dependent children : 2~ 3 children )\ 4 656)  (1.367) (0.073)  (0.086)  (0.126)
#of dependent children : 4 children 0012 1150  6.024 0326  -0.249  -0.496
or more (0.037) (1.895) (4.024) (0.209)  (0.242)  (0.384)
Number contributing to income : -0.023** -0.385 -0.568 -0.040  -0.007 -0.053 -0.042 -0.017
2 adults 0.010) (0.544) (1.142) (0.073) (0.080) (0.061) (0.072) (0.108)
Number contributing to income : -0.017 -1.726* -3346  0.009 0.080 -0.123 -0.075 -0.188
3 or more 0.019) (0.974) (2.037) (0.127) (0.138) (0.107) (0.130) (0.177)
. N 0010 069 2.067* -0.115 -0.126 0063  -0.018  0.252%*
Highest education : High school (0.010) (0.549) (1.147) (0.079) (0.088) (0.063) (0.073) (0.116)
Highest education : College 0.050%** 0.839  2.005 -0.193** -0.208*** 0.121  -0.051 0.488**x
-Lolleg (0.013) (0.683) (1431) (0.097) (0.104) (0.077) (0.091) (0.135)
Highest oducation : Universi 0.087*** 0.878  0.536 -0.284%** .0362%** 0.183**  -0.074 0.669***
: ty (0.018) (0.757) (1.585) (0.103) (0.112) (0.084)  (0.101)  (0.143)
Previous iob fenure 20.008*** -0.138  -0.117  0.005  0.020%% -0.062%** -0.042%** _0,095%**
J (0.002) (0.088) (0.189) (0.015) (0.017) (0.011) (0.013)  (0.021)
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IRW Search  Search p Total  L-paying H-paying
Independent Variables Ratio Intensity Extensity RWL wL Hazard  Hazard Hazard
2) 3) “) 8] ® ) (10)-1 (10)-2
Tenure? 0.000**  -0.003 -0.005 0000 0000 0001 0000 0001
(0.000) (0.003) (0.006) (0.001) (0.001) (0.000) (0.000) (0.001)
Industry tenre: 3 9 vears -0.005 -0.166 -2.562* 0.001  -0.009 0081  0.079  0.066
24 7Y (0.012) (0.648) (1350) (0.084) (0.088) (0.069) (0.086) (0.108)
Industry tenure: over 10 vears 0012 -1.234 -4223*** 0020  0.008 0216*** 0157  0.228*
y : Y (0.015) (0.783) (1.625) (0.100) (0.104) (0.083) (0.102) (0.132)
Take school training after lavoft B 0.119 1704  -0.109  -0.074 -0.307*** -0.309%** .0239%*
& Y (0.506) (1.060) (0.072) (0.077)  (0.057)  (0.068)  (0.096)
e 1.017*% 2.805*** 0009  -0.058 0012  0.004  0.000
Take job skill traing after layoff (0.482) (1.012) (0.066) (0.071) (0.053) (0.062)  (0.092)
Receive job search assistance 2.753%** 5.464***  .0.004 0.027 -0.085* -0.087 -0.080
after layoff (0.428) (0.895) (0.059) (0.063) (0.048) (0.057) (0.084)
Primary indus 0032 2002 0.889 -0.454* -0.570** 0.397*  0.149  0.820**
rimary industry (0.040) (2.136) (4382) (0.274) (0258) (0.227) (0.287) (0.342)
Manufacturing indus 0.009 1.447* 0569 -0.068 -0.145 0050 0030  0.171
u g Industry (0.015) (0.791) (1.658) (0.109) (0.118)  (0.088)  (0.102)  (0.165)
Construction indust 0019 -0.525  -1.512 -0410%* -0.504%* 0355%% 0065 0.893***
nstruction industry (0.027) (1429) (2972) (0.177) (0.197) (0.150) (0.186)  (0.240)
Transportation, communications, -0.051***  1.263 1916  -0.231* -0.305**  0.014 -0.084 0.358*
utilities (0.018) (0.930) (1.963) (0.129) (0.141) (0.106) (0.122)  (0.196)
Trade indust 20.006 1127 0851 -0.135 -0.122 0028 0038  0.092
ade incustry (0.014) (0.755) (1.576) (0.103) (0.111) (0.084)  (0.098)  (0.152)
Service ind 0012 -0.089  -2.123  -0.168%* -0207** -0.058  -0.106  0.110
ervice industry (0.013) (0.703) (1.471) (0.097) (0.104)  (0.079) (0.092)  (0.143)
Public administration indust 0.072%%* 0104  -0273  -0.009  -0.041 -0.253** -0234* -0284
ublic acministra ustry (0.020) (1.041) (2209) (0.159) (0.173) (0.122)  (0.138)  (0.245)
Occupation: White collar/service 0.027*%  0.967* 2396** 0051 -0.152* 0051  -0.052 0.271%*
ceupation: White cotiar/se (0.010) (0.550) (1.154) (0.074) (0.083) (0.061) (0.072)  (0.106)
Experi financial hardshi C o LT737** 5242%%% 0049 0.129  -0.295%%*% _0254%* .0.405%
xperience some financial hardship (0.866) (1.818) (0.114) (0.123)  (0.097) (0.116)  (0.160)
Exoeri financial hardshi C 2.557%xx 7203%*% 0208%  0.241%* -0.462%*% _0346*** -0,707**
Xperience severe inancial hardship (0.828) (1.740) (0.108) (0.116)  (0.093) (0.111)  (0.153)
. . 0.218%*%* _0.119%*
Stay in the same industry - - 0.056)  (0.060)
Stay in th o 3 B _-0.092%  -0.082 B B
y in the same occupatio (0.055)  (0.059)
. 11.743%%%24,839%%* B - B _
1gma (0.141)  (0.305) A
Constant 0108 2223 0463  -1.841  -1675 -5.786***  -0.508
ons (0.086) (4.982) (10.409) (0.504) (0.536) (0.701)  (1.001)
R-square 0.684
Log-likelihood -14234.60-16527.65 -3908  -3682  -8446
Mean of Dependent Variable -0.126 18.1246 20.771
4164 3843 4068

Sample Size

*. Standard errors are given in parenthesis. Statistical significance was calculated using a two-tailed test. Statistical significance levels are
indicated as: *** =(.01; ** = 0.05; and * = 0.1.
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Table 3. Schematic Summary of Empirical Findings

Initial Job search effort Reemployment wage Reemployment hazard probability
reservation .
e, T N OOV v o8 Lo
W, . 2(+) 2() + ? + -
RW, . . . +
RWy/W, . 2(+) 2(H) ? ? +
RWyW,< 1 -
Job search intensity (T)s) ? + +
Job search extensity (Njs) ? ? ?
Unemployment Duration
ESP Supplement . ? + + + + + ?
HRCC Site
Saskatoon - - — + + + + ?
Toronto + + + - - — — ?
UI Benefit Level
UI entitled weeks + ? + + ? ? ?
Ul insurable earnings - ? + - + + + +
General human capital + A+ + - — + ? +
Specific human capital - A—) 2-) ? + - — —
Wage premiums - - - ? + - 2-) -
White-collar occupation + + + ? - ? ? +
Stay in same industry or - —
occupation
Financial hardship . + + + + — — —

higher wages than did less educated workers. Similar
effects were observed for white-collar workers. In
contrast, long-tenured workers (with a high level of
specific human capital) were more likely to set their
relative initial reservation wages low, less likely to
search, more willing to reduce their reservation
wages, and, consequently, remained unemployed
longer and became reemployed at lower wages than
did short-tenured workers. Staying in the same
industry or occupation is associated with lower
probabilities of both reservation wage reduction
and wage loss, implying that such workers retain
industry- or occupation-specific skills in their next
job. Interesting findings were obtained regarding
the effect of financial hardship. Overall, indivi-
duals who experienced financial hardship pressed
harder to leave unemployment early (i.e.. had a
lower IRW ratio, more job-search effort, and a
lower RWR ratio). However, their effort did not

lead to favorable reemployment consequences,
possibly because of their psychological depression
and an inefficient search due to limited financial
resources.

Reasons for the ESP’s Small Impacts

Based on the empirical findings discussed above,
in this section, I assess a series of hypotheses on’
why ESP had only a small impact as presented
below. I bring together the findings summarized
above to build an argument for each hypothesis.

» Hypothesis 1: A number of ESP participants
might expect little or no increase in their lifetime
earnings from ESP.

As shown in Table 3, results for all outcomes
show a very clear and consistent pattern: workers
with high education credentials, white-collar
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workers, and workers in knowledge-based indu-
stries were found to set relatively high initial
reservation wages, to put forth greater job search
effort, and to be reemployed sooner at higher
wages than others. These findings suggest that such
workers may simply not have been interested in the
ESP offer because they expected no earnings loss
and thus no gain in lifetime wealth from receipt of
the supplement.

In fact, for this reason, some participants may not
have been interested in the ESP offer even if they
“had” expected some earnings loss. Considering the
generosity of ESP, ESP could have ensured an
income (i.e., wage plus the supplement) close to the
level of one’s previous wage even though he or she
accepted a lower-paying job. However, despite this
fact, individuals may have been reluctant to lower
their reservation wage and accept a lower-paying
job because they may not have wanted to degrade
their social status by accepting the lower-paying
job.

- Hypothesis 2: ESP participants were not
induced by the program to increase their
Jjob-search effort.

As indicated in Table 3, ESP had modest positive
impacts on the wage-loss probability and the
reemployment hazard probability (both of which
are final outcomes). Upon close examination, it can
be seen that these impacts were produced more
through impacts on reservation wages than through
impacts on job-search effort (both of which are
intervening outcomes). In contrast to the finding
that ESP induced participants to lower their
reservation wages, ESP appears to have had no
significant effect on job-search intensity (but some
effect on job-search extensity). The evidence
suggests that job-search effort was not a major link
through which the impact of ESP was channeled.
This finding is contradictory to the expectations
derived from previous theoretical research (e.g.,

Davidson & Woodbury, 1994). Given that partici-
pants responded to ESP mainly by lowering their
reservation wages without increasing search
intensity, the effectiveness of the program was
probably limited.

« Hypothesis 3: ESP might have induced little net
program impact because a reduction of the
reservation wage was weakly or not linked to
generating an impact on reemployment.

In principle, in order for ESP to have an impact,
individuals must reduce their reservation wage
because of ESP, at least below the level of their
previous wage. However, it was found that a large
number of individuals had already reduced their
reservation wage before they received the ESP
supplement offer, plus they were not willing to
reduce their reservation wage further, thus leaving
little margin to “induce” a program effect and
creating a problem of deadweight loss. Notably,
workers who enjoyed wage premiums in their
previous jobs (whether job-specific, industry-
specific, or union-specific) were found to have an
especially low relative initial reservation wage.
They were also found to have weaker job-search
efforts, to receive relatively lower reemployment
wages, and to stay unemployed longer. These
findings suggest that wage-premium workers undergo
harsh reemployment experiences (as was found),
which may be due, in part, to a demoralized atti-
tude and corresponding weaker job-search efforts
when entering the reemployment labor market.

On the other hand, it is also possible that, even if
participants lower their reservation wages further,
the reduction in the reservation wages may have not
led to reemployment, depending on the responsi-
veness of the demand side of the labor market. As
shown in Table 4, the only group group (the group
with an IRW ratio less than 0.8: low IRW ratio
group) that generated a statistically significant ESP
impact on reemployment rate did not have any
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Table 4. Estimated RWR Ratio, WR Ratio, and Reemployment Rate by Distribution of IRW Ratio®

. b . b Full-time employment rate within
RWR ratio” (W,/RWy) WR ratio” (W/Wy) 6 months
Program | Control Diff. Program | Control Diff. Program | Control Diff.
group group group group group group
RWyW, <0.8 0.96 0.98 -0.03 0.62 0.64 -0.02 43.5% 343% | 9.2%%**
0.8<=RWyW, <1 0.89 0.93 -0.05%* 0.80 0.84 -0.04** | 44.8% 41.3% 3.5%
1 <= RWy/W, 0.86 0.86 0.00 0.94 0.94 0.00 40.7% 36.9% 3.8%

* Standard errors are given in parenthesis. Statistical significance was calculated using a two-tailed test.
Statistical significance levels are indicated as: *** = 0.01; ** = 0.05; and *=0.1.
Program and control group means of RWR ratio and WR ratio are adjusted by Heckman's 2-stage regression.

statistically significant ESP impact on RWR or WR
ratio. In contrast, the group (the group with an IRW
ratio between 0.8 and 1: middle IRW ratio group)
that had a statistically significant impact on both
RWR and WR ratios did not have statistically
significant impact on reemployment rate.

This phenomenon may be a result of the different
sensitivity of the market’s response to the beha-
vioral changes within the two groups. The low- and
middle-IRW ratio groups have different worker
characteristics, and the market may respond differ-
ently to the behavioral change of those workers
with different characteristics. For example, it is
possible that workers in the low IRW ratio group
could have found a number of available job offers
by reducing their reservation wage, whereas workers
in the middle IRW ratio group could not, even if
they had considerably reduced their reservation
wage.

- Hypothesis 4: Many individuals might not be
willing to lower their reservation wages, even to
receive a temporary earnings supplement.

The magnitude of ESP impact in part depends upon

how many were willing to lower their reservation
wages further. Table 3 reveals that those who set
their reservation wage initially lower than their
previous wage were reluctant to reduce their
reservation wage further during job search. Those
less willing to further their reservation wage were
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Figure 2. Discrete-time-logit estimated monthly hazard
plot for program and control groups.

found to be highly educated workers, those with a
high potential UI benefit level (or another source of
income), and those who stayed in the same industry
or occupation.

- Hypothesis 5: Even though ESP may have
somewhat affected the timing of reemployment,
it did not appreciably affect the overall level of
employment.

It was found that ESP induced its participants to
change their optimal timing of leaving unemploy-
ment, but it had a small impact on the duration of
unemployment in aggregate. As shown in Figure 2,
the program group’s hazard profile begins to exceed
the control group’s profile beginning at the four-
month point and reaching a high spike at the
six-month point, when the program group’s hazard
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probability (6.4%) is twice that of the control
group’s (3.2%).

This phenomenon was generated by two elements:
(1) a concentration of program group exits from
unemployment at the end of the eligibility period,
and (2) a marked drop in exit rates thereafter, which
were believed to be caused by time-limit features of
ESP.

* Hypothesis 6: The impact was large for some
sample members, but this group was only a
small fraction of the whole sample.

It was found that Saskatoon, a small subset of the
whole sample, had by far the largest impact among
all the sites. As Table 3 illustrates, workers in
Saskatoon (1) set their initial reservation wage
lower, (2) exerted less job-search effort, (3) experi-
enced more wage loss, (4) were more willing to
lower their reservation wage during the job-search
unemployment period, and (5) became reemployed
faster in a lower-paying full-time job than did
workers in Toronto, which had the smallest impact.
These differences between the two sites stem from
differences in the characteristics of their displaced
workers and differences in their labor market
conditions.

DISCUSSION AND CONCLUSION

This study has some important implications for
policy makers. First and foremost, a policy instru-
ment in which the mediator variable is designed to
be the reservations wages of displaced workers,
rather than their job-search activity, will probably
not achieve its desired policy goals. If an earnings
subsidy program is to have significant impact,
participants should reduce their reservation wages
at least to a level below their previous wages
(regardless of whether they were initially lower or
higher) in order to become reemployed faster than
if they did not have ESP. However, as this paper

found, it is highly uncertain that such a policy
intervention would induce such a behavioral res-
ponse; thus, it may be of benefit to consider a
demand-side wage subsidy program, which gives a
subsidy to employers.

It may also be beneficial to target assistance to
particular populations. Depending on the targeting
standard, it could be a cost-effective measure that
achieves a significant increase in the program
effect, while also effectively serving those most in
need of assistance. As was found, the small ESP
impact was due, in part, to the fact that a number of
sample members were uninterested in ESP because
they did not expect any earnings loss or were
unwilling to lower their reservation wage further to
obtain a supplement. Therefore, even if ESP had an
impact for some participants, the program might

“have been unable to generate a big net impact for

the participants as a whole. On the other hand, ESP
had a large impact for certain groups of workers,
such as those most likely to experience financial
hardship. In such cases, the program’s success may
depend as much upon targeting the right population
as it does upon its generosity.

One approach to implementing the targeting is
profiling system, like that specified in the Worker
Profiling and Reemployment Services (WPRS)
mandated by the US Congress in 1993 (Eberts,
1997). A profiling system is a management tool
that statistically identifies which workers should
receive targeted assistance. In the context of ESP, a
profiling system could be integrated by (1)
developing a statistical model that estimates the
need for displaced worker assistance, using a
sample of individuals with records of reemploy-
ment experience; (2) collecting data on each
individual's characteristics when he or she applies
for the program; (3) applying the estimated model
to each individual's characteristics to estimate the
probability for assistance needs; and (4) classifying
the target group based on the estimated probability
for each individual.
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Finally, many policy analysts have argued that
financial incentive programs can be made more
effective if combined with other active labor-
market policy measures (Lin et al., 1997). Thus
combining ESP with other reemployment services,
such as job-search assistance or vocational training,
may be another policy option to increase ESP's
impact, especially given that ESP influenced
participants to consider a new type of job. Bloom et
al. (1999) found that ESP had a significant impact
on inducing program members to consider a new
type of job. However, doing so often requires that
workers attain new skills for which training might
be needed. Also, such workers may have limited
information about how to find a new type of job
that is outside of their field. Given this, findings in
my paper suggest that combining ESP with training
or job-search assistance may encourage workers to
consider new type of jobs in different industries or
occupations, particularly for those whose job
displacement is more costly.
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