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The rise in the tax credit for low income workers (i.e. low-skilled¶ workers) encourages all active workers of all qualification levels to reduce¶ their reservation wage and negotiate lower wages (equation (14)).¶ Given that taxation only concerns workers, firms benefit from this¶ reform, taking a larger share of the collective surplus by reducing the¶ qualification threshold for hiring (reduction of zˆ ). This negative impact on¶ firms' selectivity is explained analytically by the equilibrium equation (20)¶ stating that the increase in the tax credit results in a direct decrease in¶ minimum productivity (zy ˆ .)¶ The second effect concerns the characteristics of the jobs firms will¶ create. Firms have become less selective, and since they are sure they will¶ hire more low-skilled workers, they adapt their job offers to that category of¶ worker by making them less complex (reduction in a).¶ However, although introducing a NIT policy can encourage recovery¶ in the labor market by increasing the proportion of workers considered¶ active and consequently raising labor market participation, the decline in the¶ qualification threshold and job complexity is reflected in a deterioration of¶ matching quality. The tax credit reduces the average productivity, and¶ consequently the average wage.¶ As for the effect on job creation, NIT has a negative effect on labor¶ market tightness. Analytically, this is explained by the equilibrium equation¶ (27). Although firms take a larger share of the total surplus, the deterioration¶ in average job quality makes market entry, and consequently job creation,¶ less profitable. The probability p )( of finding a job falls, while vacant jobs¶ are rapidly filled (rise in q  )( ). Then, although labor market participation¶ rises, lower market tightness accentuates the unemployment rate in this¶ economy.
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