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This paper discusses the simulation properties of panel data earnings models within dynamic microsimulation models. Experience in developing microsimulation models has shown us that alternative specifications can have quite different dynamics within microsimulation models.

The paper is divided into a number of parts. The first section of the paper describes some background literature in relation to human capital and earnings as well as the types of earnings models using in dynamic microsimulation models internationally. 

Section 2 focuses on definitional issues. We discuss and give justification for the choice of accounting period to be used (e.g. Annual, Monthly, Weekly, Hourly) and evaluate the tradeoff between choices and the potential loss of information using broader concepts such as annual earnings relative to narrower concepts such as hourly earnings. We ask how much variability is accounted for by varying hours? Measurement error issues associated with hours variables are also considered. We also consider the definition of earnings and consider the impact of bonuses, over-time, piece-rates, second jobs etc and estimate the impact that the above have on the error components (inequality measures rather than the residual). This section also contains a theoretical discussion of the error component structure. 

In section 3 we describe the data and consider some summary distributional statistics. We also try to quantify the impact of alternative estimation datasets, whether to include only those constantly employed, or in addition those who move in and out of work. We quantify the impact of the entry wage and variability. 

In section 4, we estimate panel data earnings models and test the statistical properties of alternative specifications. We question whether the assumption in the model that homoskedasticity holds; focusing in particular on the following groups

· young people versus more experienced workers, 

· marginal v regular workers etc [pension membership, occupational category, industry] 

· gender    

· unionised sectors - public v private 

We also consider the issue that in short panel datasets, cohort-effects are effectively incorporating age effects, which cause a bias in terms of the values of the individual effect within the econometric model and resulting biases in projections. 

We shall also test the inter-temporal dimension of the error structure, looking at permanent versus transitory effects and the auto-regressive impact of shocks.

In section 5, we consider the implication for the longitudinal simulation of earnings using models of different specification. The simulations are carried out using Irish panel data using Stata 9.0 to avoid identification problems associated with the simulation of other variables and use quantitative measures to evaluated the alternative models different models 

� Corresponding Author, � HYPERLINK "mailto:Cathal.ODonoghue@teagasc.ie" ��Cathal.ODonoghue@teagasc.ie�. 





IMA - Simulating Earnings in Dynamic Microsimulation Models

