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The policy goal of the
WOTC and WtW is to
improve job prospects
for individuals who
face barriers to employment or are in hardto-employ groups.

Over the past ten years, public assistance
programs have encouraged labor force participation as a route to self-sufficiency. The
1996 Personal Responsibility and Work
Opportunity Reconciliation Act (PRWORA,
or “welfare reform”) and significant expansions in the Earned Income Tax Credit
(EITC) created the largest and most studied
changes in the work incentives of the poor.
However, some smaller programs that may
also affect employment among the poor
have been largely ignored in the policy discussion. The Work Opportunity Tax Credit
(WOTC), introduced in 1996, offers generous subsidies to firms that hire disadvantaged workers, including certain welfare
recipients, food stamp recipients, people
with disabilities, and others. The similar
Welfare-to-Work (WtW) tax credit, implemented in 1998, offers firms potentially
larger subsidies for hiring long-term welfare recipients. Although these programs
are much smaller than cash assistance or
the EITC, the tax credits totaled nearly
$500 million in fiscal year 2003 according
to the Office of Management and Budget
(2005).
The policy goal of the WOTC and WtW
is to improve job prospects for individuals
who face barriers to employment or are in
hard-to-employ groups. While workers
may respond to direct subsidies like the
EITC by seeking a job, there is concern that
employers may still be unwilling to hire
some of these workers due to their lack of
experience or qualifications. The WOTC
and WtW are designed to provide incentives for employers to hire such workers.1
This brief provides some policy background on employer subsidies, discusses
participation in the WOTC and WtW, surveys the current evidence on the effects of

the tax credits on labor market outcomes,
and discusses the costs and benefits of the
programs. The evidence suggests that the
programs are vastly underutilized and
have not had a meaningful effect on employment rates among the disadvantaged.
However, those relatively few workers
whose employers participate do appear to
experience a modest earnings increase as a
result of the subsidies.

Policy History and Eligibility
Employer subsidies have been a feature of
U.S. anti-poverty policy since the 1970s.
The longest-running program was the
Targeted Jobs Tax Credit (TJTC), which
was in place from 1978 until 1994. This tax
credit was available to firms that hired
workers from any of several categories of
poor or disadvantaged individuals. The
research consensus on the program was
that it had remarkably low participation
among eligible firms, that the program had
primarily subsidized employers for workers they would have hired anyway, and
that most workers’ job outcomes were not
substantially improved by the policy.
Based on this evidence, the Inspector
General of the Department of Labor (1994)
recommended against reauthorizing the
TJTC legislation and the program was allowed to expire at the end of 1994.
In 1996, the nation’s welfare reform
received substantial attention, and policymakers made new efforts to improve the
work incentives associated with public
assistance. The Work Opportunity Tax
Credit was introduced in this policy environment as a new, improved TJTC. Some
important flaws of the TJTC were removed, such as its provision allowing
1

ISSUES AND OPTIONS

Urban–Brookings Tax Policy Center
firms to claim subsidies for any eligible
workers they currently employed rather
than just new hires. The WOTC application
form, in contrast, must be filled out on or
before the date of hire; policymakers
hoped this would cause the subsidy to
affect hiring decisions more directly.2
The WOTC is available to for-profit
firms that hire workers from any of eight
target groups, many of which are comparable to those under the TJTC:
1. Workers from families that have received Aid to Families with Dependent
Children (AFDC) or Temporary Assistance for Needy Families (TANF) for
at least 9 of the previous 18 months,
2. Workers age 18–24 who are members of
families that are receiving or recently
received food stamps (receipt for last six
months, or three of the last five months
if now ineligible),
3. Workers age 18–24 who reside in one of
the 145 federally designated Empowerment Zones (EZs) or Enterprise Communities (ECs) (“high-risk youth”),
4. Veterans who are members of families
that are receiving or recently received
food stamps,
5. Disabled workers who have completed
or are completing rehabilitative services
from a state or the U.S. Department of
Veterans Affairs,
6. Ex-felons who are members of lowincome families,
7. Recipients of Supplemental Security
Income (SSI) benefits, and
8. Workers age 16–17 residing in EZs or
ECs and hired as Summer Youth
Employees.
Employers that hire workers from any
of the eight target groups can qualify for a
generous subsidy, dependent upon the
workers’ tenure at the firm. For workers
who leave the firm before working at least
120 hours, the subsidy is not provided. If
workers stay for 120 hours but leave the
firm before reaching 400 hours, the subsidy
rate is 25 percent of the workers’ earnings.
For workers who remain for more than
400 hours, the employer is reimbursed for
40 percent of wages, up to a subsidy cap of
$2,400 per worker ($6,000 in earnings).3 The
subsidy applies to hours worked in one
year after the date of hire. Administrative
data from Wisconsin indicates that workers
are evenly distributed across the three categories of 0, 25, and 40 percent subsidies.
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The Welfare-to-Work tax credit was
introduced in 1997 (and implemented in
early 1998) as a complement to the WOTC
with a focus on long-term welfare recipients.4 Eligibility requires 18 months of
welfare receipt, so workers who qualify for
the WtW are also qualified for the WOTC
(although employers may claim only one
credit). The subsidy requires 400 hours of
work, and provides a 35 percent credit in
the first year of work and a 50 percent
credit in the second year. The maximum
credits are larger than the WOTC because
up to $10,000 in earnings can be subsidized. However, since few workers in this
population stay more than a year at the
same firm, and the WtW has a higher
tenure requirement, firms often benefit
from claiming the WOTC rather than the
WtW even when a worker is eligible for
the WtW.5
Table 1 provides some characteristics
of the WOTC/WtW-certified population in
Wisconsin (the only state for which microdata are available to me). The largest target
groups are welfare and food stamp recipients, as well as high-risk youth. These individuals typically have low education levels
and are disproportionately working in the
service and retail sectors.6 Unsurprisingly,
starting wages are generally quite low for
this population.
The WOTC and WtW are administered
jointly by the Department of Labor (DOL)
and the Internal Revenue Service (IRS).
The DOL administers the subsidy certification process. State DOL offices process
applications for the subsidies and audit
some percentage of applications to verify
eligibility of workers being claimed. The
IRS administers the tax credits themselves, and is responsible for ensuring that
enough hours have been worked for the
subsidy rate claimed (although firms are
not required to submit documentation with
the tax form).
This joint administration creates some
difficulties in identifying program effects,
because there is no complete record of a
worker’s connection with the WOTC or
WtW. While state records can indicate
whether a worker was approved by DOL,
they have no information about how large
a subsidy was ultimately claimed for that
worker (if any). In this brief, I will reference some analysis that uses unique
Wisconsin administrative data linking
WOTC and WtW records to employment
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TABLE 1. Characteristics of Wisconsin WOTC/
WtW Certifications, 1999–2002
Percent in
category

Target group (N = 20,323)
Welfare (WOTC only)
WtW (or both WOTC and WtW)
Veteran
Ex-felon
High-risk youth
Vocational rehabilitation
Summer youth
SSI
Food stamp youth (18–24)

10.1
24.8
1.6
9.1
13.5
9.2
1.4
9.0
21.2

Starting wage (N = 20,205)
< minimum wage
$5.15–$5.99
$6.00–$6.99
$7.00–$7.99
$8.00–$8.99
$9.00 and up

2.4
23.6
35.8
17.1
12.4
8.7

Occupational category (N = 20,235)
Service
35.1
Clerical and sales
32.6
Professional/Technical/Managerial
9.4
Machine trades
1.3
Processing
0.7
Structural
0.7
Farm/Forestry/Fishery
0.6
Other
19.5
Firm headquarters (N = 20,493)
Wisconsin

51.4

Source: Author’s tabulation of data from Wisconsin’s
WOTC/WtW database.
Notes: Sample sizes vary slightly because of missing data. See
Hamersma (2005) for details about the data set.

records. Although these data still cannot
identify subsidy claims by employers
directly, they do allow for an estimate of
the subsidy value for each worker based
on his or her wages and tenure.
Both the WOTC and WtW have been
reauthorized repeatedly (typically for two
years each time) and are currently set to
expire again at the end of 2005. The most
recent WOTC/WtW-related congressional
hearing occurred in 2000. According to the
president’s FY 2006 budget, the administration would like to consolidate the funding for the WOTC and WtW with other
job-related programs and provide funds to
states directly. It is unclear whether this
proposal will move forward through potential reauthorization. The remainder of
this brief summarizes the current research
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on the WOTC and WtW in order to contribute to this policy discussion.

Participation in the
WOTC and WtW
If a firm chooses to participate in the
WOTC or WtW, the application and certification process is quite straightforward.
Potentially eligible workers are asked to fill
out a short form (often as part of the application or hiring packet) that requires them
to check a box if any target group describes
them. Some firms require all new hires to
fill out this form, even if they are unlikely
to qualify.7 Workers who appear to be qualified based on this form are asked to provide a bit more detail in a second one-page
form to establish eligibility (such as a welfare case number) and may need to submit
documentation of their disadvantaged status.8 Each form requires minimal information from the employer (such as firm name,
address, date of hire, and starting wage).
These forms must be signed on or before
the date of hire and must arrive at the State
Employment Security Agency (SESA)
within 21 days for confirmation of the
worker’s eligibility and permission to
claim the WOTC or WtW. Upon receiving a
letter of certification from the SESA, an
employer may claim the WOTC or WtW
on its federal tax forms.9
Participation in the WOTC and WtW
has been low, just as it was in previous programs. While the number of certifications
increased from 126,000 in 1997 to over
600,000 in 2001 (the most recent year for
which the total is available), this total is
still small relative to the number of eligible
workers who are hired by firms but are
unclaimed. National estimates of 1999 participation rates among eligible workers
(i.e., the number of certifications divided
by the number of eligible workers) are
reported for two target groups in table 2.
These estimated bounds on participation
rates, from Hamersma (2003), suggest that
only one-tenth to one-third of eligible welfare recipients are certified for the WOTC
or WtW; participation is even lower for
food stamp youth.
Why is participation so low among
firms that already hire eligible workers? A
number of reasons have been suggested.
Many firms might be unaware of the program, which directly prevents participation. Firms might be concerned about the

Participation in the
WOTC and WtW has
been low, just as it was
in previous programs.
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TABLE 2. Estimated 1999 WOTC/WtW
Participation Rates

Target group

Food stamp youth
Welfare recipient

Lower
bound

Upper
bound

0.7
(.02)
9.3
(.43)

16.6
(2.1)
32.4
(2.6)

Sources: U.S. Department of Labor web site (http://
workforcesecurity.doleta.gov/employ/updates.asp) and
author’s estimation based on Survey of Income and Program
Participation (SIPP).
Notes: Sampling errors are in parentheses. New hires were
identified in the SIPP as those who reported a job start date
during a month in which they were eligible for the WOTC or
WtW. Additional details are in Hamersma (2003).

No meaningful increase
in employment of the
disadvantaged can
be attributed to the
programs.

paperwork involved. Firms may not want
to ask workers to reveal their WOTC/WtW
status because it may be stigmatizing.
Perhaps firms are concerned about getting
involved in a government program because they believe it makes them more
“visible” in the tax audit process. Finally,
firms might simply compare the expected
benefits of the subsidy to the costs of participating and find they have too few eligible workers to rationalize the fixed cost of
establishing the administration of the
WOTC and WtW programs at the firm.
A brief examination of participating
firms suggests they often have large potential benefits from the program. The General
Accounting Office (GAO) reported that
participating corporations (which obtained
over 87 percent of tax credits) had average
WOTC/WtW benefits of over $100,000 in
1999 (GAO 2002). Some preliminary analysis of Wisconsin administrative data on
participating and nonparticipating firms
suggests participation in the WOTC and
WtW increases with the size of the potential tax credit. This provides limited
evidence that administrative costs may
deter participation for some firms.
However, the important issue of low participation remains, for the most part, a
puzzle.

Effects of the WOTC and WtW on
Disadvantaged Workers
Any analysis of the effectiveness of the
WOTC and WtW must first consider
whether the programs have improved
employment rates among the disadvantaged, since that is their primary goal.
4

Unfortunately, the low levels of participation in the programs make this question
difficult to answer. In one sense, it is certainly true that aggregate employment
rates have not changed meaningfully as a
result of these programs, since so few firms
participate. My estimates in previous work
suggest that being WOTC/WtW-eligible
does not increase one’s probability of being
employed a year after eligibility is established (Hamersma 2005). However, there
is no way to establish for certain whether
some of the workers who were certified for
the WOTC or WtW would have been
unemployed without the programs. If so,
then the programs may be effective,
though only for a small group of people.
Unfortunately, the hypothesis that the
WOTC and WtW may be effective for a
small group of workers is hard to support
given both the lack of aggregate effects and
the results of studies by the GAO and the
DOL. The GAO surveyed 225 WOTC/
WtW participating employers in California
and Texas, and found that less than 10 percent of firms reported any change or modification in their hiring standards (GAO
2001).10 The DOL survey of 16 WOTC/WtW
participating firms found little to no evidence of firms allowing subsidy eligibility
to influence their hiring decisions. Firms
viewed the subsidy not as an incentive for
hiring an otherwise unacceptable worker,
but as a reward to reimburse them for the
extra costs of hiring a hard-to-employ
worker—costs the firms themselves would
have otherwise paid (DOL 2001). These
firms consistently reported that they did
not discriminate in their treatment of
workers, and as such they did not indicate
any differential hiring standard for
WOTC/WtW-eligible workers. Thus, the
evidence so far is consistent with past subsidy programs: no meaningful increase in
employment of the disadvantaged can be
attributed to the programs.
It is also of interest to know whether
other job outcomes have been affected by
the WOTC and WtW. Both earnings and
tenure could be affected by the incentives
created by the programs.11 In a study comparing WOTC/WtW-certified workers to
eligible but uncertified workers in Wisconsin, I find some evidence of a small
earnings premium at the WOTC/WtW job
but no evidence of any effects on job
tenure. Table 3 contains the estimates. The
earnings premium of $121 per quarter is
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fairly small in absolute terms (less than $10
per week) but more than 10 percent of the
average earnings in this population ($1,150
per quarter).12 However, the effect appears
to apply only to the WOTC/WtW job in
particular, as overall average earnings are
basically unaffected. The lack of a tenure
effect is consistent with the 2001 GAO
report that concluded firms did not appear
to fire eligible workers when their subsidies ran out in order to hire new eligible
workers. The report concluded that very
few workers reached the maximum subsidy, and that firms’ costs of hiring and
training new workers would not make this
“churning” cost-effective.

Costs and Benefits
An important feature of the WOTC and
WtW is that costs are primarily determined
by participation. While the programs
would cost billions of dollars every year
if participation were high, they are in
fact much less expensive. During fiscal
years 2000–03, tax expenditures on the
WOTC and WtW stayed roughly between
$400 million and $500 million annually.
About $20 million is spent on administration of the programs each year. The
WOTC and WtW are small relative to other
aid programs, such as food stamps ($24 billion in 2004), TANF ($18 billion in 2004),
and the EITC ($33 billion in 2004) (CBO
2005).
The low cost of the WOTC and WtW
corresponds to the relatively few individuals served. In fiscal year 2001, just over
500,000 workers were certified; this
amounts to an average tax credit of about
$1,000 per certification (Hamersma 2003).
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Certainly if each certification represented
an additional job created by the credit, this
would be a very small price tag. However,
as noted earlier, there is no evidence of
meaningful job creation as a result of these
programs. The only measurable benefit
appears to be in the form of an earnings
premium for subsidized workers. Based on
estimates from Wisconsin, the average
worker receives perhaps 40 percent of
the value of the credit as an earnings premium; the rest remains with the employer
(Hamersma 2005).
Given the limited benefits of the
WOTC and WtW, they appear much less
effective than the EITC in improving workers’ labor market outcomes. While both the
EITC and the WOTC and WtW appear to
have a positive effect on workers’ income,
the EITC has been demonstrated to improve employment rates while the WOTC
and WtW, which were designed specifically for this purpose, have not succeeded.13 It may not be surprising that a
program costing over $33 billion a year has
larger effects than two programs costing
about $500 million; however, the low cost
of the WOTC and WtW is not simply due
to lower funding, but is a direct effect of
a lack of participation. It is not clear how
the costs and benefits would change if
the programs operated at a higher level
of participation.

Conclusion
Employer subsidies for hiring disadvantaged workers have existed in various
forms for many years, but have yet to provide the significant improvements in
employment for which they were in-

TABLE 3. Estimated Effects of the WOTC and WtW
Earnings per quarter
while at relevant job

Earnings
Estimated earnings effect of
WOTC/WtW certification

Tenure
Estimated tenure effect of
WOTC/WtW certification

Avg. earnings per quarter in all jobs
during year after starting relevant job

$ 120.90*
(53.91)

$ 38.60
(70.35)

Quarters employed
at relevant job

Total quarters employed in all jobs
during year after starting relevant job

–.059
(.129)

.077
(.092)

Source: Author’s estimates using Wisconsin data, described in detail in Hamersma (2005).
Note: Standard errors in parentheses. * Statistically significant at the 95 percent level.
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The government may
be able to improve
participation rates
by improving marketing or simplifying
administration.
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tended. The Work Opportunity Tax Credit
and Welfare-to-Work tax credit do not
appear to be substantial improvements
over their predecessors. The programs
have changed only slightly over nearly a
decade of existence, possibly because
research was not available to assess the
success of the policy and provide suggestions for change. In this brief, I have assembled the existing evidence for the benefit of
the policymaking community. Perhaps the
clearest message it provides is that the programs have not been successful in making
an impact on the employment rates of the
disadvantaged.
Low participation may be the major
reason the subsidies do not affect employment. It seems likely that many of the currently participating firms are those for
whom it is easiest to participate, since
many are large or use a tax consultant
(GAO 2001). It isn’t surprising, then, that
these firms can benefit from participation
even without changing their hiring practices, given their many eligible workers
and streamlined program administration.
In fact, for firms using tax consultants, hiring decisions may be entirely distinct from
assessment of WOTC/WtW eligibility, prohibiting any adjustment of hiring standards for eligible workers. In this sense,
the firms most likely to participate at the
outset might be those for whom the employment effects are smallest.
If other eligible but nonparticipating
firms are less aware of the WOTC and
WtW or face higher relative administrative
costs, the government may be able to
improve participation rates by improving
marketing or simplifying administration.
This would likely lead some firms to see a
benefit to participating; some might also
see that they could increase their gains if
they made small changes in their hiring
practices. Only when this phenomenon
occurs are large improvements in the
employment rates of eligible workers possible. If this scenario is realistic, then
increased participation could result in
more-than-proportional increases in the
effectiveness of the subsidies to increase
employment. If it is not sufficiently realistic, increased participation would at least
make it easier to disentangle problems of
low participation from other potential
flaws in the program design.
Policymakers may also consider
whether these employer subsidies could

be more effective if their administration
were changed more dramatically. For
example, firms could be given direct subsidies instead of tax credits, allowing nonprofit firms and firms suffering losses to
participate in the program. Another possibility (which could be combined with
direct subsidies) would simplify administration by operating the subsidy on a
voucher system in which workers have
their eligibility certified by public assistance providers and can submit vouchers
to new employers without any additional
paperwork for the firms.14 The largest concern with this approach is whether workers would be comfortable presenting the
vouchers (which might be stigmatizing)
and whether firms would respond positively to the vouchers (which might signal
low worker quality). These issues could
make vouchers unattractive, even if they
potentially solve an information problem
by establishing eligibility prior to hiring.
Given the variety of potential program
modifications, the relative ineffectiveness
of the WOTC and WtW as currently
administered does not necessarily imply
the programs are unsalvageable. Changes
in the administration or marketing of the
subsidies may improve participation rates
and potentially generate employment
effects. In an environment with higher participation, further research may be able to
provide more concrete recommendations
for improving program effectiveness when
Congress considers the reauthorization
and modification of employer subsidies.

Notes
1. In principle, the EITC could have the same effect
on employers since they could conceivably reduce
wage offers and still get workers as long as the
workers knew they would get a wage premium
through the EITC. However, this adjustment is
likely to be limited by the fact that employers are
still bound by the minimum wage and do not
necessarily know whether a worker qualifies for
the EITC.
2. Additional differences between the two programs
are described in more detail in Hamersma (2003).
An excellent summary of the TJTC program and
related research can be found in Bartik (2001).
3. The requirements for hours worked are the same
for all groups except Summer Youth Employees,
which have a shorter requirement.
4. The WtW was introduced as part of the Taxpayer
Relief Act of 1997 (PL 105-34). The WOTC began
earlier as part of the Small Business Job Protection
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Act of 1996 (PL 104-188). Both programs were
most recently reauthorized in the Working Families Tax Relief Act of 2004 (PL 108-311) and will
expire in December 2005.
5. Unfortunately, data are not available on the number of “dual eligibles” who end up being claimed
under WOTC versus under WtW. The IRS, which
administers the subsidies, does not require firms
to report individual workers’ data.
6. Educational information is available only for a
subset of the sample and is not provided in table
1. See Hamersma (2005) for additional demographic variables for this subset.
7. For example, in Wisconsin a few large firms submit many WOTC or WtW applications that are
not approved; these firms do not screen the forms
for potential eligibility before sending them in.
8. Documentation requirements vary by state, as
some states verify status via government administrative records instead of collecting documentation from workers.
9. All relevant forms can be downloaded at http://
www.doleta.gov. As an alternative to the usual
certification process, workers are also allowed to
obtain documentation of their eligibility before
the job interview. In this case, they can provide
their voucher to their prospective employer; the
employer would submit the voucher to the SESA
instead of the separate form with eligibility information. In practice, this route to certification is
seldom used.
10. This percentage of firms was established by first
reweighting the data to make them representative
of the 1,838 total firms in Texas and California that
met the sample-inclusion criterion (see GAO 2001
for details).
11. See Hamersma (2005) for a theoretical model of
these incentives.
12. In some more recent work, Hamersma and
Heinrich (2005) find a larger premium for workers in the temporary help services industry
than for those in direct-hire jobs.
13. See Hotz and Scholz (2002) for a summary of the
estimated effects of the EITC.
14. A similar option already exists within the WOTC
and WtW programs but is seldom used.
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