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Subsidized Employment: A Proven Strategy to Aid an
Equitable Economic Recovery
By Laura Meyer

Millions remain out of work a year into the pandemic and ensuing, uneven economic recovery.
The American Jobs Plan released by the Biden Administration includes subsidized employment, a
time-tested tool for economic recovery and supporting workers with disadvantages in the labor
market, as a component of its efforts to reimagine and rebuild the economy. That’s especially
important because job losses and resulting hardship have exacerbated racial inequities and poverty,
particularly harming Black and Latino workers, immigrants, those with less education, and parents.

Federal policymakers have enacted badly needed relief, with the American Rescue Plan in
particular providing substantial help to tens of millions of people struggling to make ends meet. But
as more businesses reopen and the economy continues to recover, those whom the recovery is
leaving behind will need extra help to reconnect to a changing labor market and avoid continued
hardship. The threat of long-term unemployment and permanent disconnection from the labor
market looms for many but is especially pronounced for people of color.

Subsidized employment programs, meanwhile, have improved workers’ wages and employment
for decades, and can provide economic benefits for participants that last for years. In the recovery
from the Great Recession, state subsidized employment programs resourced through the Temporary
Assistance for Needy Families (TANF) Emergency Fund placed more than a quarter-million people
in public- and private-sector jobs, giving them needed income and work experience. Experience like
this, in turn, can connect participants to unsubsidized employment, improving their long-term job
prospects.

The current crisis calls for a permanent subsidized employment program that can similarly
respond to short-term needs as well as support workers who are disadvantaged even in good
economic times. The resulting higher wages and employment levels would help not just these
workers but the economy, as such workers are likelier to keep the money they earn flowing into local
economies. Federal policymakers should ensure such a program makes it to the finish line and is
included in the recovery legislation that they will consider later this year.



Labor Market Remains Weak, With Uneven Impact and Long-Term Risks

There are 9.5 million fewer jobs now than in February 2020. Workers of color, workers without a
college degtree, women, and immigrants have experienced a disproportionate share of these losses.'
Widespread school and child care closures have also hindered the labor force participation of
parents with school-age children.”

The COVID-19 recession has exacerbated existing inequality, with its roots in structural racism
that contributes to the disproportionate representation of people of color in low-wage, unstable
jobs. Unemployment has been particularly high in such industries, and Black and Latino
unemployment remains persistently high.” In general, recessions hit Black workers particularly hard:
their unemployment rate rises more in recessions and falls more slowly in recoveries than the rate
among white workers.* (See Figure 1.)
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The impacts of the recession will be long lasting. Long-term unemployment nearly quadrupled
between February of 2020 and 2021: at more than 40 percent of unemployed workers, the share has
nearly reached the Great Recession’s historical high.” (See Figure 2.) Long-term unemployment is
associated with lower wages for years — up to 20, some research finds.’

Long-Term Unemployment Is Nearing Great
Recession Record
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Source: Bureau of Labor Statistics, “Unemployed 27 weeks or longer as a percent of total
unemployed,” March 5, 2021.
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The unemployment rate will not reach-pre-pandemic levels for a decade, the Congressional
Budget Office predicts.” And economists warn many of the jobs won’t come back at all: remote
work, for example, will likely remain a feature post-pandemic and will mean fewer service industry
jobs. “We’re recovering, but to a different economy,” Federal Reserve Chair Jerome H. Powell
observed.® Urgent action is needed by the Biden Administration and Congress to ensure an

equitable recovery for women, people of color, and workers with low wages in this new economy.

Subsidized Employment: An Evidence-Based Boost for Workers and the
Economy

Subsidized employment, in which the government temporarily subsidizes some or all of an
individual’s wages, gives participants some economic security and can connect them to unsubsidized
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employment, improving their long-term job prospects. Governments, nonprofits, and social
enterprises have used subsidized employment for decades to provide job experience and needed
wages.’ Some recent evaluations have found earnings benefits that last for years after the program
ends."’ Subsidized employment played a critical role during the recovery from the Great Recession,"
and with additional funding it could play a similarly important role as we recover from the
pandemic.

Benefits Participants and Communities

Subsidized employment significantly increases wages and employment in the short term, decades
of evaluations have found."” A recent evaluation of 13 programs found that participants in almost
every program had higher income — $3,700 higher, in one program — in the first year after starting
subsidized employment than similar individuals not chosen for the program.” (See Figure 3.) Six of
those programs’ income impacts persisted into future years.

FIGURE 3

Subsidized Employment Boosts Wages

Wage impact for participants of subsidized employment programs in first
year, relative to control group
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Source: Danielle Cummings and Dan Bloom, “Can Subsidized Employment Programs Help
Disadvantaged Job Seekers?” MDRC for Office of Planning, Research, and Evaluation,
Administration for Children and Families, U.S. Department of Health and Human Services
(OPRE Report 2020-23), February 2020. More than one program was evaluated in New York,
San Francisco, and Los Angeles.
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Subsidized jobs can also have impacts outside of wages and employment. They can increase child
support payment rates among parents otherwise unable to meet such obligations due to
unemployment or underemployment.'* And they can reduce recidivism among people returning
from jail or prison and facing associated barriers to employment. For example, the Center for
Employment Opportunities transitional jobs program, which serves individuals recently released
from prison, significantly reduced recidivism over three years, with stronger impacts for highest-risk
participants.”

Further, in hard times after the Great Recession, programs resourced through the TANF
Emergency Fund benefited small businesses in particular by sustaining employers and contributing
to business expansion.'® And since families with low incomes are least likely to have savings to pull
from, especially in hard times, they are likely to spend subsidized wages quickly in the community."”

Benefits to Participants Can Last for Years

While subsidized employment consistently improves income and employment during programs’
duration, recent evaluations have found that some programs also have impacts for years after the
subsidized period ends.'® The same 13-program evaluation found that 12 of them increased
employment rates in the first year of subsidized employment, and that four of them improved
participants’ employment outcomes for at least two years."” Programs with longer-lasting
interventions, of more than 14 weeks, most consistently improve employment and earnings, another
study found.”

One program in San Francisco, STEP Forward, has shown some of the largest long-term earnings
impacts among all subsidized employment programs evaluated. During the subsidy period, the
program resulted in greater levels of employment, higher average earnings, and a higher likelihood
for participants to be employed in higher-quality jobs, compared to a control group.” Improved
earnings lasted through the fourth year following placement in the program. (See Figure 4.)
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STEP Forward Subsidized Jobs Program
Improved Wages Years After Its End

Difference in total annual earnings between program and control groups

$3,000
$2,500
$2,000
$1,500
$1,000
$500
$0

Year 1 Year 2 Year 3 Year 4

Note: The STEP Forward subsidized job program provided job-readiness services and
partially subsidized jobs at private companies for up to five months in San Francisco.

Source: Riley Webster, “Cost Analysis of the STEP Forward Program,” OPRE Report 2019-109,
Office of Planning, Research, and Evaluation, Administration for Children and Families, U.S.
Department of Health and Human Services.
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Helps Those Facing the Most Limited Prospects

Subsidized employment is a powerful tool to target those with the greatest need for wages and
employment. Programs that responded to the Great Recession targeted TANF recipients, low-
income families, youth, those involved with the criminal justice system, and other subgroups with
special employment needs, such as individuals behind on child support payments.”> Other
longstanding programs that have operated through good and bad economic times are similarly
targeted.”

Subsidized employment can be particulatly beneficial for people of color, who,* due to racial
discrimination and structural racism, are more likely to experience low wages and barriers to
employment, such as hiring discrimination.”® For example, the “war on drugs” disproportionately
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targeted communities of color and resulted in the overincarceration of Black men, who now face
barriers to employment related to pre-employment screening and background checks, as well as
discrimination from employers.”

A recent evaluation of two large-scale federal subsidized employment research projects found that
the evaluated programs successfully connected workers who have disadvantages in the labor market
with jobs. However, those workers were most easily placed in jobs with nonprofit, public, or social
enterprise employers, because private employers were unlikely to employ them even with generous
subsidies. This suggests that subsidized employment should be targeted to workers with the most
disadvantages and designed for their success, to ensure that no one slips through the cracks.”” This
might mean providing diverse job opportunities for workers at all skill levels as well as work
supports such as increased supervision and coaching.

Can Boost the Economy in Downturns and Expansions

During periods of high unemployment, subsidized employment programs can boost the economy
by increasing wages and employment levels — and should be used to do so now. (See text box,
“Subsidized Employment Already Being Used to Fight Pandemic.”)

But subsidized employment programs have a role to play even in expansionary periods, when they
can improve the employment opportunities and outcomes for individuals with more significant
employment battiers who may need more support and supervision.”® These batriers, such as low
education levels or caregiving responsibilities, make it challenging for many people to find jobs even
when the economy is strong.”” A permanent federal program could create the foundation to support
these workers — then scale up rapidly during recessions. Subsidized employment should be a part
of a permanent investment in a stronger, more equitable economy.
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Subsidized Employment Already Being Used to Fight Pandemic

Amid the COVID-19 crisis, workers need to be safely reconnected with employment. Some
localities have shown that it is possible to develop subsidized employment programs that take into
account public health concerns while providing subsidized employment opportunities.

e The city of Baltimore partnered with several private organizations to create the Baltimore
Health Corps, which hired nearly 300 residents to conduct contact tracing and care
coordination for the city. The program provides support services to participants, including
employment services to launch them into employment following the program.a

¢ Birmingham, Alabama, developed the Birmingham Service Corps to employ more than 300
recently unemployed city residents on projects such as screening public housing residents for
COVID symptoms, providing lunches for students, staffing testing centers, and fulfilling other
urgent needs. The program is designed to promote long-term career advancement for workers
by engaging participants in training and work experience targeted to the needs of local
employers.p

e Summer youth employment programs (SYEP) typically provide income, work experience, and
mentorship for young people with low incomes. In 2020, public health concerns led some
cities to cut SYEP. Yet many cities rapidly reoriented their programs to engage youth in virtual
work. Some programs even offered outdoor work options based on local conditions.¢
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TANF Emergency Fund and the Value of Subsidized Employment in Hard
Times

President Barack Obama and Congtress created the TANF Emergency Fund in 2009 to help states
assist low-income families during the recovery from the Great Recession. Thirty-nine states and the
District of Columbia used $1.3 billion from the fund to place more than a quarter-million low-
income unemployed people in temporary, subsidized jobs. Those jobs helped families afford basics
like food and utility bills, supported employers’ staffing needs, and helped communities meet
increased need for public services.

After the TANF Emergency Fund expired in 2010, CBPP partnered with the Center on Law and
Social Policy (CLLASP) to assess the program.” The legacy of the TANF Emergency Fund provides
us with illuminating lessons on how to use subsidized employment to recover from the COVID-19
recession.

e Itis possible to get large-scale job creation programs up and running relatively
quickly. To reduce hardship and prevent a delayed recovery, policymakers must act quickly
to reconnect workers with employment. During the recovery from the Great Recession,
several states used the TANF Emergency Fund to quickly launch large-scale countercyclical
job creation programs, ultimately connecting more than 260,000 individuals to temporary
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jobs. Policymakers can again use subsidized jobs to prevent hardship and boost employment
when it is safe for more people to return to work.

e Flexibility makes success possible in many different environments. One key feature of
the TANF Emergency Fund was its flexibility, which allowed states and localities to
implement successful subsidized employment programs in areas from rural counties to urban
areas. More flexible funds for subsidized employment would well serve states and localities
again, when economic and health conditions across the country vary widely. Some states and
cities have already set up subsidized jobs programs to meet unique local needs, such as
Baltimore’s Health Corps program, which hired hundreds of residents for temporary contact
tracing jobs.”!

e Programs can be implemented at reasonable cost. This will be key given the enormity of
the economic challenges facing the country and the potentially competing policy priorities to
consider. States controlled costs in Emergency Fund programs by employing various wage
subsidy structures. Some states shared costs with employers while others capped wages or
hours.

Subsidized Employment Is Needed for an Equitable Recovery

The pandemic has laid bare the labor market’s vast racial and other inequities. The threat of
lasting harm grows as some remain out of work for extended periods and the economy experiences
permanent changes post-pandemic. Even before the pandemic, millions faced barriers to
employment, such as low education levels or involvement in the justice system, which are often
related to and compounded by racial inequities.

Urgent action is needed to reconnect workers with disadvantages in the labor market to
employment. In order to recover, we cannot accept the status quo and allow the economy to revert
to existing structural inequities. We need a federally funded, permanent subsidized employment
program to respond to the crisis and build an equitable recovery. The inclusion of subsidized jobs in
President Biden’s American Jobs Plan is an important first step in making that happen. The Jobs for
Economic Recovery Act, introduced by Senators Wyden, Baldwin, Van Hollen, Bennet, and Booker
provides a more detailed proposal for how such a program could be structured. It would provide
states with federal funding to fully cover the costs of operating a subsidized jobs program through
federal fiscal year 2023, then shift to a cost-sharing model where states and the federal government
both contribute to the program.
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