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Using a microsimulation model to get things right: a wage equation for Poland.

We present an application of the Polish microsimulation model SIMPL to estimating the wage equation on data from the Polish Household Budget Survey for years 2003 and 2005. Understanding of the key relationships regarding wage determination is a crucial step in the process of addressing the labour market problems economic policy makers face in Poland. And yet, research in Poland has so far failed to address two key issues in this area. Because all household level surveys collect information on net incomes some papers analysed net rather than gross wages (Keane and Prasal, 2002; Newell, 2001; Latuszyński and Woźniak, 2006). Apart from that all known to us estimations of the wages equation using Polish data (for example: Keane and Prasal, 2002) have so far failed to control for selection, which since Heckman’s seminal paper (1979) has been recognised as a crucial correction in appropriate identification of the parameters of the wage equation. 

SIMPL allows us to do both: we can compute gross incomes on the basis of net incomes information in the data, and use income in out-of-work scenario generated in the model (together with a set of demographic factors) as an instrument in the selection-corrected equation. The paper demonstrates the degree of bias induced in the approaches taken in the past, presents the first set of selection-corrected wage equation parameters and stresses the importance of the simulated out-of-work incomes as an instrument in controlling for selection. 
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