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Our latest note highlights research on a wage subsidy program in Mexico that was implemented during the recent economic 
crisis, which shows the program helped employment recover faster after the crisis 

Can wage subsidies boost employment in the wake of an economic crisis? 
Miriam Bruhn

The rise in unemployment during an 

economic crisis poses a significant concern to 

policy makers. Moreover, layoffs could slow 

down the economic recovery, since re-hiring 

and training workers may be costly for firms. 

This is particularly true for workers who have 

acquired job-specific skills. For these 

workers, it may be beneficial for firms to not 

let them go in the first place. However, as 

firms face lower demand for their products, 

they may not have the financial means to 

keep paying these workers, particularly in the 

presence of credit constraints, which are 

often exacerbated during a crisis.  

There could thus be a case for 

government intervention through wage 

subsidies, which could limit layoffs and 

speed up the recovery by eliminating search 

and training costs. In fact, 22 countries 

around the world used some form of wage 

subsidy program to promote employment 

retention during the recent crisis. I studied the 

effect of such a program in Mexico on 

employment during and after the crisis. 

Mexican Wage Subsidy Program 

Under this program, firms in certain 

durable goods manufacturing industries were 

eligible for receiving wage subsidies if they 

decided to keep their workers instead of 

letting them go during the period of January 

2009 to August 2009. The firing restrictions 

stated that firms were not allowed to fire 

more than one-third of their workforce as a 

percentage of the drop in sales they had 

experienced during the economic crisis, e.g. 

if sales dropped by 30%, they could not fire 

more than 10% of their workforce. 

The program received 744 

applications, of which 339 were approved, 

going to 396 plants for preserving 309,206 

jobs. These numbers correspond to 3.8% of 

employers and 34% of employees in eligible 

industries. The total amount of funding 

disbursed through the program was about 

US$63 million, corresponding to 

US$160,000 per plant on average (with a 

median of US$92,000). 

In practice, firms typically received 

the subsidy many months after they limited 

layoffs, in part because the process of 

reviewing applications and disbursing funds 

took some time. Most funds were approved 

starting in June 2009. 

Data and Study Design 
I obtained monthly administrative 

data on employment at the industry level 

from the Mexican Social Security Institute 

(IMSS), covering nine years before and four 

years after program implementation. With 

this data, I did propensity score matching to 

construct groups of eligible and ineligible 

durable goods manufacturing industries that 

display statistically identical pre-program 

trends in employment.  

I then used difference-in-difference 

estimation in the matched sample of 

industries to measure the effect of the wage 

subsidy program on employment during and 

after the crisis. I run a number of checks, such 

as controlling for US imports of goods 

produced by the industries in my sample, to 

assess the robustness of the results. 

Results 

 The results show a positive but not

statistically significant effect of the wage

subsidies on employment during the

program’s duration, ranging from 5.7 to
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13.2 percent in magnitude, depending on 

the specification. 

 The size of the effect increased to a 

statistically significant 24 percent after 

the program ended and the results 

indicate that employment after the 

program recovered faster in eligible 

industries than in ineligible industries. 

 In fact, the data show that in eligible 

industries employment levels were back 

at pre-crisis levels in 2011, while in 

ineligible industries employment levels 

were still not back at pre-crisis levels in 

2013 (figure 1). 

Figure 1. Average employment over time 

in matched industries 

 
Note: The figure displays data from the Mexican 

Social Security Institute (IMSS). The two vertical 

lines denote the start and end of the wage subsidy 

program (January and August 2009). 

 

 I also use individual level employment 

data from the Mexican Labor Market 

Survey (ENOE) to gauge whether the 

measured effect reflects movements in 

and out of social security registration 

instead of reflecting actual increases in 

employment and do not find this to be the 

case. ENOE data also show no evidence 

of displacement effects on employment in 

ineligible durable goods manufacturing 

industries.  

 

Policy Implications 
The measured impact of wage 

subsidies on firms’ employment levels is 

larger than other estimates in the literature. 

The findings thus suggest that the use of wage 

subsidies may be particularly effective during 

an economic crisis since they can be paid for 

a relatively short amount of time and have 

lasting effects on employment. 

At the same time, the lack of a 

statistically significant effect of the wage 

subsidy program on employment during the 

duration of the program suggests that the 

firing restrictions imposed by the program 

were not binding. That is, firms who received 

the subsidy would not have fired more than 

one third of their workforce as a percentage 

of the drop in sales they experienced during 

the crisis, even in the absence of the program. 

It is possible that the program would 

have had a positive effect on employment 

during its duration if the firing restrictions 

had been more stringent. However, another 

design issue is that since the subsidy was 

typically paid many months after firms were 

supposed to limit layoffs, ex-ante firms may 

have faced uncertainty as to whether they 

would really receive the funds. That is, some 

firms who ended up laying off more workers 

than specified by the program may not have 

changed their behavior due to a lack of 

certainty about the program. 

Instead, the program’s effect seems to 

have operated through the payment of 

subsidy funds. These funds may have 

provided liquidity for hiring back workers, 

thereby allowing firms to take advantage of 

market opportunities at a time when other 

funding sources were scarce. In fact, the time 

when employment started to increase again in 

eligible industries (mid-2009, as shown in 

figure 1) coincided with the time when the 

subsidy funds started to be paid out.
 

For further reading see: Bruhn, Miriam. (2015) “Can wage subsidies boost employment in the wake of an 

economic crisis? Evidence from Mexico.” World Bank Policy Research Working Paper no. 7607 

Recent impact notes are available on our website: http://econ.worldbank.org/programs/finance/impact 
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