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By exploring several expansions of the Earned Income tax Credit (EITC), this paper 1) Increases in the EITC generosity increase skill mismatch and reduce the starting
provides an intent-to-treat estimate of job match quality response to wage wage of single non-college-educated women.
subsidies. As a conceptual framework, | develop a simple job search model with 2) Mismatch is mainly through workers being overqualified in their jobs
wage subsidies which assumes that wages are a positive function of the quality of 3) Much of the mismatch effects are concentrated among single women with some
job match, firm, and worker characteristics. The model predicts that increases in college education.
the subsidy benefit increase the marginal opportunity cost of search, therefore 4) Mismatch reduces the starting wage of workers, which is consistent with Bowlus
increasing the search cost. The increase in the cost of search reduces the net-of- (1995).

cost benefit of holding out or waiting for better job opportunities, creating
incentives for job seekers to lower their reservation wages, hence reducing the

pOte ntial of forming a better JOb match. The unde rlylng hypOth esis of this StUdy Table 1. Relationship between the EITC Benefit and Skill Mismatch in an Initial Job.
ba Sed on the pred ictions Of thls Sed rCh mOdel IS th at the EITC may have dn N=4,287 Total Mismatch Positive Mismatch Negative Mismatch
unintended consequence of creating worse job matches in an initial job taken after (1 (2 (3) (4) (5) (6) m___©®
. . . . . Average EITC). 44 0.2331%**  (.1444*** (.1310** 0.2425%** 0.1118*** 0.1039*** 0.0639 -0.0155 -0.0105
reenterlng the Iabor market USI.ng data from the 1979 Nat|0na| LongItUdlnal (0.0520)  (0.0503)  (0.0519)  (0.0668)  (0.0274)  (0.0283) (0.0823) (0.0509) (0.0510)
Survey of Youth and the Occupational Information Network, results suggest that Year Fixed Effects. X X X X X X X X X
the EITC increases skill mismatch in an initial job, with the effect concentrated State Fixed Effects. X X X X X X X X X
. . . . Number of Children Fixed Effects. X X X X X X X X X
among single women with some level of college education. Evidence also shows e of e Fhied e
] ] ] . Demographic, Human Capital
that mismatch lowers the starting wage of workers. These findings suggest that the and Occupation Requirements Controls. X X X X X X
effort of policymakers to reduce welfare dependency by using wage subsidies to Hpeaitoe su. temiency Coot : : *
. . Notes: This table shows the relationship between the EITC benefit and skill mismatch using the full analysis sample. The dependent variable in the regressions
promOte em p|0ym e nt may |ead tO uni ntend ed COnseq uences SUCh dasS |OW€F Sta rt| ng across all columns is a mismatch scaled to a unit standard deviation. The analysis sample across all columns includes single non-college-educated women
. aged 19 to 49 between 1980 and 2006 in the NLSY79 survey with valid test scores and non-missing attitudinal measures who reentered the labor market
Wa g es dan d pOO Fm atC h q ua | |ty between 1980 and 2006 and took a job not previously held. The sample consists of 2,047 unique individuals and 4,287 observations. The average EITC benefit
is adjusted to real 2007 dollars and rescaled to be in thousands of dollars for clear interpretation of estimates. Additional controls in all regressions except
Columns 1, 4, and 7 include physical health rank, indicator for whether an individual resides in a Standard Metropolitan Statistical Area, Metro/Micropolitan
~ Unemployment rate, State unemployment rate, the maximum TANF and SNAP benefit for three household family, occupation and industry dummies at the
M a tc h Qu a I Ity one-digit level. The full set of controls are in Columns 3, 6, and 9 and include vear fixed effects, State fixed effects, number of children fixed effects, education
and its square, race duminy, the average skill of a worker, average skill requirement, experience and its square, intermittency and its square, and the additional
controls. Regressions are weighted using the NLYST79 initial sampling weight. Standard errors are clustered at the State level and are in brackets, *** ** *
. . Lo, . . . denote significance levels at 0.01, 0.05, and 0.1, respectively.
| follow the emerging literature on multidimensional match quality to define the
qguality of a job match as the difference between the set of skills required by an
occupation and the set of abilities a worker possesses for learning those skills
(Guvenen et al., 2020; Lise & Postel-Vinay, 2020; Addison et al., 2020).
In my ana IySiS; | focus on mismatch a Iong four types of skills: cognitive math, Table 2. Relationship between the EITC Benefit and Skill Mismatch in an Initial Job, Subsample.
verbal, science/technology/mechanics (STM), and non-cognitive attitudinal social . ‘
Total Mismatch Positive Mismatch Negative Mismatch

skills. I also construct an aggregate measure of mismatch, which is a weighted

. i i i High School and Less  Some College All Mothers High School and Less  Some College  All Mothers High School and Less  Some College  All Mothers
average of the mismatch along the four skill dimensions.

AverageEITCj ¢ 0.07107 0.3311%*  (.1475** 0.0471 0.2308%**  (.1119*** .0189 0.0722 -0.0191
| calculate skill mismatch for individual i with skill endowment along dimension j; (0.0487) 0.1087)  (0.0710) (0.081) 00507)  (0.0411) (0.0300) 00917 (0.0392)
math; verbal; science/technology/mechanics, attitudinal social and employed in Full set of controls X X X X X X X X X
occupation c as the absolute value of the difference between the worker's skill and Observations 48] L6 L 4X] 16 L 2,581 L6 LW
that required in his occupation. A|gebraica”y this is Specified as follows: Notes: This table shows the relationship between the EITC benehit and skill mismatch for different subsamples. The dependent variable in the regressions across all columns is a mismatch scaled to
’ a unit standard deviation. Subsamples are obtained by splitting the analysis sample nto different groups. The full set of controls is discussed in Table 1. Regressions are weighted using the NLYST79

initial sampling weight. Standard errors are clustered at the State level and are in the brackets, *** ** * denote significance levels at (.01, 0.05, and 0.1, respectively.

Mijc = |Ajj — Rej

Research Questions

This paper investigates

Table 3. Regressions for Wage Effects.

Full Sample High School and Less Some College All Mothers

. . . . . Panel A
1) The impact of the Earned Income Tax Credit on Occupation skill mismatch and AverageEITCrny 00418 00178 00205 -0.1049%
Sta rting Wage (0.0304) (0.0327) (0.0535) (0.0510)
* Panel B
: : : Mismatch -0.0151* -0.0036 0.0063 0.0060
2) Whether skill mismatch affects the starting wage of workers. oo, o oo o o
Panel C
Positive Mismatch -0.0877*** -0.0757** -0.0679** -0.0904
D E S aan I (0.0158) (0.0334) (0.0289) (0.0546)
ata and empirical Strategy
(0.0164) (0.0244) (0.0237) (0.0270)
. o ] . ] ] i Full set of controls X X X X
The main dataset for the empirical analysis is the National Longitudinal Survey of Obscrvations 1129 5490 1639 1706
. . | Notes: This table shows the relationship between the EITC benefit and the starting wage and
Youth 1979 COhort (NLSY79)’ WhICh I Su pplement Wlth the Department Of La bor S lnilsnlatch_ oul’:conles anl:l('ll starftiulllg wage.. The depe1}d|8nt variable i1_1 the l‘egr_essious across all
columns is the natural log of the starting wage. The full sample includes single non-college-

educated women aged 19 to 49 between 1980 and 2006 in the NLSY 79 survey with wvalid test

O * N ET ( OCC u p atio n a I I nfo r m ati O n N etWO rk) d ata ba S e . I O bta i n t h e S ki | | e n d OW m e nt scores and non-missing attitudinal measures who reentered the labor market between 1980 and

2006 and took a job not previously held. Subsamples are obtained by splitting the full sample

of workers from the NLSY79's Armed Services Vocational Aptitude Battery (ASVAB), of controls 15 Gesoibed in Table 1. Regressions are weighted using the NIXS79 fnitial sampling

weight. Standard errors are clustered at the State level and are in brackets. *** **_ * denote

attitudinal scales and sociability measures, and skill requirements from the O*NET. e e £

Relying on these two sets of information, | am able to measure the quality of the Conclusions
match for each occupation-worker pair in my analysis sample.

1) The Earned Income Tax Credit (EITC) promotes employment among the targeted
population.

2) However, it has unintended consequences, such as increasing skill mismatch and
lowering the starting wages of single non-college-educated women.

| examine the impact of the EITC on mismatch by estimating models of the
following form:

T = 3) The EITC’s contribution towards skill mismatch is much stronger among single
M crse = Bo + PrAverageEITCr sy + BoXise + BsTse + Budi + BsRe + 6 ) , , g g sing
FTo + € ppot women with some level of college education.

4) The labor market internalizes mismatch through lower starting wages, which is
consistent with findings from previous literature.

where m; . i ¢+ represents outcomes of interests. X; j ¢ ; is a vector of controls that
include labor market experience, indicators for the number of children, and

education. I, are controls for state-year-level characteristics such as the state Contact

unemployment rate and welfare generosity. A; measures the average ability of a Sarah Akyena, Ph.D. Candidate

worker, and R, is the average skill requirement in an occupation. 8¢ and 7, are state Department of Economics, Andrew Young School of Policy Studies, Georgia State
and year-fixed effects, respectively. Standard errors are clustered at the state level. University
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