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This study analyzes the effect of local subsidies in situations where
unemployment occurs under fixed wages and the production industry at the local specializes as
labor-intensive or non-labor-intensive, under interregional labor migration. As a result, we found
that when the local government uses taxes which is collected from landowners to provide labor
subsidy for workers and production subsidy for firms in the region, production subsidy is preferable

in terms of local welfare under unemployment. Furthermore, if the local industry is
labor-intensive, production subsidies may raise the relative price of the local production goods
through the labor migration from other region to the local and improve local welfare. On the other
hand, when the local industry is non-labor-intensive, production subsidies may not improve local
welfare because the relative price of the local production goods decreases as the labor migration
from other region to the local.
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