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Abstract

The earned income tax credit is one of the leading active labor market programs
around the world, and recently it has been implemented in Israel. The main goal of
the program is to raise the work income of beneficiaries to above the poverty line.
If employers react to the wage subsidy by lowering wages, in effect shifting the
subsidy to themselves, this may harm the program’s effectiveness. The study
examined whether the grant to army veterans in Israel employed in specific jobs has
been shifted to the employers. The cancellation of the grant to veterans employed in
industry in the early 2000s and its later restoration at a lower rate served as natural
experiments. The main finding is that there is probably no subsidy shifting to the
employers, or at most a small-scale shifting. The main explanation for this may be

that most veterans receive the minimum wage or slightly higher.
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