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Abstract

This paper explores an extention of behavioural microsimulation modelling

so that third round effects of a policy change can be simulated. The first

round effects relate to fixed hours or work, while second round effects allow

for changes in desired hours of work at unchanged wages. Third round effects

allow for endogenous changes to the distribution of wage rates resulting from

the labour supply responses to tax changes. This is achieved using the concept

of an aggregate ‘supply response schedule’, which identifies the extent to which

average labour supply responds to a proportional change in wage rates. The

third round effect is obtained after re-running a microsimulation model with

a suitable modification to individuals’ wage rates. The method is illustrated

using the MITTS behavioural microsimulation model.
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������ �� ��� ���� 2�� � ��" �� ���������� �� ������ *->) ��� ��� ����

4:Iru ixuwkhu ghwdlov ri wkh PLWWV prgho/ vhh Fuhhg|/ Gxqfdq/ Kduulv dqg Vfxwhood +5334,1
4;Wkh h{wuhphv ri wklv udqjh iru l

z
fryhu d uhgxfwlrq ri 83 shu fhqw wr doo zdjh udwhv lq wkh vdpsoh

+dw wkh orzhu hqg, wr dq lqfuhdvh ri :3 shu fhqw lq doo zdjhv +dw wkh kljkhu hqg,1 Wkh udqjh fdq

eh h{sdqghg/ dowkrxjk frpsxwdwlrqdoo| wkh surfhgxuh iru jhqhudwlqj hpslulfdo vxsso| vfkhgxohv lv

wlph0frqvxplqj1 Iljxuh 8 lv d irxuwk0rughu sro|qrpldo0vprrwkhg dssur{lpdwlrq wr wkh hpslulfdo

vxsso| vfkhgxoh/ xvlqj gdwd iurp d vhulhv ri vlpxodwlrqv lq zklfk wkh zdjh glvwulexwlrq lv lqfuhdvhg

lq vwhsv ri 8 iurp 83 wr 4:3 shu fhqw ri wkh fxuuhqw glvwulexwlrq1 Wkh surfhgxuh lq wrwdo wrrn durxqg

5: krxuv rq d :33PK} Shqwlxp LLL xvlqj PLWWV1
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������ ������
����� ��

/����" ��� ������� ��������� �� ��
��� ������ �� ������ *-(> ����� 2�.�������� ��

������ )D3-4<

4<Wklv pljkw dsshdu uhodwlyho| vpdoo zkhq frpsduhg zlwk dq dssduhqw uhgxfwlrq ri durxqg : shu

fhqw lq wkh pdujlqdo zdjh +iurp zl+4� 3=5, wr zl+4� 3=58, iru d edvlf udwh wd{sd|hu,1 Krzhyhu/ rq

forvhu lqvshfwlrq wklv wd{ udwh lv qrw uhdolvhg iru doo zkr gr qrw sd| wd{ +wkrvh rq orz lqfrphv dqg

qrw lq zrun,1 Pruhryhu/ wkh ryhudoo shufhqwdjh fkdqjh lq qhw lqfrph zloo eh pxfk orzhu wkdq :(

zkhq dffrxqw lv wdnhq ri wd{0iuhh wkuhvkrogv dqg kljkhu wd{ udwhv +zklfk uhpdlq xqfkdqjhg iroorzlqj

wkh k|srwkhwlfdo srolf| uhirup,1
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53Wkh kljk0hgxfdwlrq jurxs fruuhvsrqgv wr wkrvh zlwk pruh wkdq wkh edvlf +frpsxovru|, ohyho ri

hgxfdwlrq1 Wklv frpsdulvrq zdv ghvljqhg wr sur{| wkh uhodwlyh vxsso| uhvsrqvh vfkhgxohv ri kljk

dqg orz vnloo oderxu lq wkh devhqfh ri revhuydwlrqv rq vnloo ohyhov iru qrq0zrunlqj lqglylgxdov lq rxu

vdpsoh1
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