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In the midst of unprecedented labour short-
ages, Canada’s social assistance programs 
remain burdened with counterproductive 
incentives that act as stumbling blocks for 
recipients trying to navigate their way into the 
workforce. In Quebec, for instance, recipients 
confront significant financial barriers when 
considering employment; nearly two-thirds of 
their benefits evaporate due to tax changes 
and benefit reductions, leaving a meagre net 
gain of $4.61 per hour worked.1 This “welfare 
wall” intensifies the struggle for employers 
seeking workers in a job market brimming 
with opportunities.

The Canada Workers Benefit (CWB) program, 
intended to inspire work and counteract the 
disincentives inherent in Canada’s social assist-
ance programs, falls short of dismantling the 
welfare wall and incentivizing full-time work.2 
As increasing retirements exacerbate Canada’s 
labour shortage,3 the need for swift and effect-
ive measures is paramount. Encouraging able-
bodied recipients to take the plunge into the 
workforce not only addresses labour shortages, 
but also boosts government budgets through 
higher tax revenues and reduced social spend-
ing, ultimately driving productivity and eco-
nomic growth.4 
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A PROGRAM THAT FALLS SHORT OF ITS FULL 
POTENTIAL
The Canada Workers Benefit is a federal sub-
sidy program that supports low-income work-
ers through a refundable tax credit. Modelled 
after the US Earned Income Tax Credit (EITC), 
it provides a wage supplement that increases 
with employment earnings up to a certain 
threshold, beyond which the subsidy is grad-
ually reduced to zero.5 This phase-in and phase- 
out structure is meant to reward employment 
and facilitate the transition toward self- 
sufficiency.
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The CWB’s rules are largely consistent across 
most provinces and territories, although 
Quebec, Alberta, and Nunavut have adapted 
their programs.6 Quebec, in particular, has 
raised its maximum subsidy for unattached 
singles by over 96% since 2018, resulting in a 
subsidy that is now roughly 2.3 times higher 
than in the rest of the country.7 To be eligible 
for the CWB, applicants must be over 19, reside 
in Canada, have employment earnings, and not 
be full-time students.8 The Canada Revenue 
Agency oversees the program and disburses 
payments based on tax filings. 

The CWB’s fundamental approach offers a valu-
able way to promote employment among able-
bodied recipients. Research indicates that the 
program can enhance labour force participation 
and income, especially for lone-parent families,9 
echoing the US EITC program’s success.10 

Nonetheless, the CWB falls short of its full 
potential. The subsidy amount is typically 
insufficient to motivate full-time work. Under 
the 2022 configuration, the subsidy is almost 
entirely phased out for full-time minimum 
wage earners. This creates a barrier to pursuing 
full-time work and achieving self-reliance, and 
thus to developing long-lasting skills, forging a 
career path, and reducing dependence on 
social assistance.

Another challenge concerns the timing of the 
benefit and awareness of it. Economic theory 
argues that rewards closely linked to the tim-
ing of decisions have a more significant impact 
on behaviour.11 The CWB subsidy is detached 
from the decision to work, as it is paid out only 
at income tax time. Moreover, combining the 
subsidy with other tax credits and income 
sources can make it difficult for taxpayers even 
to recognize they are receiving the benefit.12 
This undermines the CWB program’s 
effectiveness.

A related limitation involves the low subsidy 
amount offered to unattached singles,13 who 
comprise approximately 77% of the social 
assistance caseload.14 Initially designed to sup-
port families with children facing financial 
hardships, the program provides less assist-
ance for single individuals, the maximum 
credit being 42% lower and phased out well 
before earnings associated with full-time work 
at minimum wage.15

DOES THE CWB INCENTIVIZE WORK 
FOR SINGLES?
The federal government’s original aim when it 
introduced the CWB was to “make work pay” 
by diminishing the welfare wall and enabling 
low-income workers to retain more of their 
earnings,16 thus curbing employment disin-
centives. A useful way to quantify these disin-
centives and gauge the CWB program’s 
impact is by calculating the participation tax 
rate. This measures the total “cost” of transi-
tioning to employment for individuals on 
social assistance by capturing the combined 
effects of tax changes and benefit 
reductions.17

To truly dismantle the welfare wall, the CWB 
subsidy must meaningfully reduce participa-
tion tax rates, making work more appealing. 
Yet estimates for full-time workers at the min-
imum wage, with and without the CWB sub-
sidy, show that it has little effect. Ontario and 
Quebec, together accounting for nearly 70% of 
total recipients, serve as illustrative examples. 
In these provinces, the CWB does practically 
nothing to encourage full-time work, with par-
ticipation tax rates dropping by a meagre one 
percentage point in the presence of the sub-
sidy—from 57% to 56% in Quebec, and from 
44% to 43% in Ontario—hardly enough to tear 
down the welfare wall.18 

This lack of impact is primarily due to the sub-
sidy benefit being phased out for those work-
ing full-time at minimum wage throughout 
the year. Despite the staggering $1.2-billion 
price tag for singles in 2019,19 overcoming the 
welfare wall remains an uphill battle for recipi-
ents, even with the CWB’s support. A refined 
CWB design focusing on full-time worker sup-
port could enhance the program’s alignment 
with its original objectives. Conveniently, the 
existing program can be tweaked without hav-
ing to enact new legislation.

As increasing retirements 
exacerbate Canada’s labour 
shortage,  the need for swift and 
effective measures is paramount. 
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AN IMPROVED CWB CREDIT: 
TARGETED AND MORE FREQUENT
Two significant modifications 
would enhance the impact of the 
CWB: a targeted top-up subsidy 
for full-time employment and 
increased frequency of benefit dis-
bursements. These changes would 
better promote full-time work 
among unattached singles, who 
are not currently receiving 
adequate support from the 
program. 

The proposed top-up subsidy 
would be a lump-sum credit, not 
phased in, and provided only to 
inactive welfare recipients and 
existing part-time CWB recipients 
who transition to full-time work. 
The amount of the subsidy is based 
on findings from the Canadian 
Self-Sufficiency Project, a govern-
ment initiative that provided earn-
ings supplements to long-term 
income assistance recipients by 
offering monthly cash payments 
contingent on securing and main-
taining full-time employment.20 As 
earnings increase, the top-up would be phased 
out more quickly than the current system in 
order to mitigate costs while still offering a 
powerful incentive for low-income earners. 
Those who do not secure full-time work would 
continue to receive the existing subsidy with its 
phase-in/phase-out scheme.21 

With its more targeted approach, the proposed 
top-up subsidy would be more cost-effective 
because no additional payments must be 
made to existing claimants who remain part-
time or to those already working full-time. This 
also avoids the potential risk of some individ-
uals reducing their work hours just to become 
eligible for the subsidy. Furthermore, most full-
time workers are likely motivated to maintain 

their current employment due to factors such 
as job security, benefits, and career advance-
ment opportunities.  

The second proposed change aims to 
strengthen the connection between rewards 
and work behaviour by increasing the fre-
quency of CWB payments, which should be 
deposited at least bi-weekly. Introducing more 
frequent payments should not impose a sig-
nificant burden, as the Canada Revenue 
Agency’s existing system is already capable of 
processing monthly payments for programs 
like the Canada Child Benefit and the GST/HST 
credit. The federal government recently 
acknowledged the need for timelier payments, 
and plans to implement automatic quarterly 
advance payments starting in 2023.22 However, 
this still leaves a three-month disconnect 
between the work decision and its reward. 
Leveraging the existing direct deposit system 
to make more frequent payments should not 
impose a significant increase in administrative 
costs. The positive impact of more prompt pay-
ments on incentivizing work is expected to 
outweigh any related costs.

The CWB does practically nothing 
to encourage full-time work, with 
participation tax rates dropping by 
a meagre one percentage point in 
the presence of the subsidy.

Figure 1

Projected effect of 20% top-up subsidy on 
adoption of full-time work, Ontario

 
Sources: Charles Michalopoulos et al., Making Work Pay: Final Report on the Self Sufficiency Project 
for Long-Term Welfare Recipients, Social Research and Demonstration Corporation, July 2002, p. ES-2. 
For figure data, see Appendix Table 3 in the Annex to this publication on the MEI website.
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study. Figure 2 shows the proposed subsidy’s 
impact on government budgets. The total cost 
of providing the subsidy is estimated to be 
$546.4 million, with social assistance recipients 
receiving $141.6 million and existing CWB 
recipients receiving $404.7 million. However, 
the reduction in social assistance payments of 
$395.1 million, combined with income tax 
increases of $271.2 million, more than offsets 
these costs, resulting in a net gain of nearly 
$120 million.24 This is a prudent estimate, as it 
does not factor in the impact of higher incomes 
on sales taxes, payroll taxes, and other potential 
spillover effects.

CONCLUSION
The current Canada Workers Benefit configur-
ation, set to cost a staggering $4 billion in 
2023,25 barely makes a dent in reducing partici-
pation tax rates, and so does virtually nothing 
to encourage full-time employment. Its current 
design is penny-wise, saving money by offering 
inadequate incentives, but pound-foolish, as it 
misses out on the more-than-offsetting 
increase in income taxes and reduction in 
social assistance benefits that would result 
from significantly incentivizing full-time work. 

TOP-UP SUBSIDY’S IMPACT ON 
FULL-TIME PARTICIPATION AND 
GOVERNMENT BUDGETS
The focused approach of the top-
up subsidy can actually enhance 
government budgets, as the addi-
tional amount spent on the top-up 
subsidy is more than offset by 
lower social assistance spending 
and more income taxes collected 
from those now working full-time. 
Drawing on insights provided by 
the Self-Sufficiency Project, 
Ontario is used here as a case 
study to assess the impact of the 
proposed top-up subsidy on full-
time work participation and on 
government budgets. The Project 
provided a generous earnings sup-
plement of roughly 20% to long-
term income assistance recipients, 
promoting self-sufficiency and 
reducing welfare dependency.23 
Notably, the program yielded net 
savings to the government 
through increased income tax rev-
enues and decreased welfare payments, mak-
ing it a relevant model for the proposed top-up 
subsidy.

Figure 1 estimates the uptake of the top-up 
subsidy, which affects two groups: inactive wel-
fare recipients and existing CWB recipients. 
One-third of the long-term recipients offered 
the Self-Sufficiency Project supplement took 
up the offer and worked full-time. Applying this 
uptake rate to inactive and current CWB claim-
ants would incentivize 39,951 Ontario Works 
recipients and 150,484 CWB claimants to work 
full-time.

The necessary top-up subsidy to achieve this 
uptake in Ontario is $3,545, corresponding to a 
20% increase in the net financial gain for full-
time work, as per the Self-Sufficiency Project 

The reduction in social assistance 
payments, combined with income 
tax increases, more than offsets 
costs, resulting in a net gain of 
nearly $120 million.  

Figure 2

Projected effect of 20% top-up subsidy on 
government budget, Ontario

 
Sources: Charles Michalopoulos et al., Making Work Pay: Final Report on the Self Sufficiency Project 
for Long-Term Welfare Recipients, Social Research and Demonstration Corporation, July 2002, p. ES-2. 
For figure data, see Appendix Table 3 in the Annex to this publication on the MEI website.
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