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1See Hotz and Scholz (2003) for EITC in the US, and Blundell and Hoynes (2004) for the British WFTC and its
predecessors.
2Studies which have evaluated the employment impact of WETC include Azmat (2006a), Blundell et al. (2004a),

Blundell and Shephard (2009), Brewer et al. (2006), Francesconi and van der Klaauw (2004), Gregg and Harkness
(2003), and Leigh (2007). These will be discussed in more detail in Section 5.5.
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30ur analysis remains partial equilibrium to the extent that capital is ignored, as is the product market and the
possible effect of the reform on outcomes such as education and fertility. However, the model is equilibrium in the
sense that employment, the distribution of wages, and the arrival rate of job offers are determined within the model.

“Lise et al. (2005) simulate the general equilibrium effect of a wide scale implementation of the Canadian Self-
Sufficiency Project (SSP) in a model with ex-post worker-firm bargaining. They find substantial general equilibrium
effects, which reverse the positive cost-benefit conclusions of their partial equilibrium evaluation. Kolm and Tonin
(2006) consider the impact of introducing an in-work benefit in an analytical framework using a Pissarides (2000)
search model. Here general equilibrium effects reinforce the employment impact of the programme through job

creation.
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®There were also important administrative changes between FC and WFTC. In particular, while F C was paid
direct to recipients as a cash benefit, WFTC was typically paid by employers through the wage packet.



o B eters of FC/ {T‘C
April 1999 October 1999 June 2000 June 2002
(FC) (WFTC) (WFTC) (WFTC)
Basic Credit 49.80 52.30 53.15 62.50
Child Credit
under 11 15.15 19.85 25.60 26.45
11 to 16 20.90 20.90 25.60 26.45
over 16 25.95 25.95 26.35 27.20
30 hour credit  11.05 11.05 11.25 11.65
Threshold 80.65 90.00 91.45 94.50
Taper rate 70% after income tax 55% after income tax 55% after income tax 55% after income tax
and National Insur- and National Insur- and National Insur- and National Insur-
ance ance ance ance
Childcare Expenses up to £60 70% of total expenses 70% of total expenses 70% of total expenses

(£100) for 1 (more
than 1) child under 12
disregarded when cal-

up to £100 (£150) for
1 (more than 1) child
under 15

up to £100 (£150) for
1 (more than 1) child
under 15

up to £135 (£200) for
1 (more than 1) child
under 15

culating income

Notes: All monetary amounts are in pounds per week and expressed in nominal terms. Minimum tax credit award

is 50p per week in all years above.
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5There were also important non-tax related reforms over this period, which we do not consider in our analysis.
Various “New Deal” programmes were introduced which aimed to improve both the incentives and the ability of the
long-term unemployed to obtain employment (see Blundell et al., 2004b). Furthermore, a national minimum wage
was introduced in April 1999, at a rate of £3.00 per hour for those aged 18-21 (the development rate) and at the
higher rate of £3.60 per hour for those aged 22 and over. Since their introduction, both the main and the development
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rates have been subject to a number of above-inflation increases.

"The framework we develop generalizes to more than two hours choices, and can also be applied in the context of
other non-wage amenities. See Hwang et al. (1998) for an analysis of non-wage amenities in an equilibrium search
framework.

8Note that we are implicitly assuming an indivisibility in the production technology; two part-time workers are
not a substitute for a single full-time worker.
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9 A more realistic approach would also endogenize the job offer arrival rates )\ ; at the micro-level by relating them
directly to an endogenously determined worker search effort, as in C‘hnstonbcn ot al. (2005). In our analysis we do
not allow the search effort of workers to vary with their current wage or to directly respond to any changes in the tax
system. Non-hours labour supply responses to tax reforms, such as search effort, may be quantitatively important as
emphasized by the new-tax responsiveness literature (Feldstein, 1995). However, incorporating this into our model
is non-trivial and is left as an extension for future research.
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1; ¢4(b) is as defined in equation 2.
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3.4 Firm behaviour
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\

Ve

e en{& ope eore\to t te m(p) = mi(p, K1(p))*® 5%0'0 s:

) = i)+ "L (5 (9))dy

Dy

— P_
— (py - wDTiwi) + b [ LK)y
Dy
oere wi %y L zes eq®jon "}forll\i'o est prél . J tq{?—t e (p=p) Setpngm e

EN o e%_(‘r to '» (e"i“:_ﬁt At w= Kl‘ge)) e OV f n:

Ki(p)=p— WT(QI)Jrhl/E(Kl(y))dy X m (‘7)

Py

o ®; 5% for ﬂ\: t e e;ﬁ(\p t 1i\e-n e ey ® 4 $0 e Sorm e F-%"f*;b ofor HE. &
8. s, re T 4% 1 ogo s e ypresy ons BY SfOI’\ e Sgepo, Y nfon® re P, ¢ng oforts of

Pt e s Notert &t eq @ fon ‘7 f f m e 8rrespofl, ng eypresy on for Prrt-f e 1 s)

_ 1

; Uepefl ponm e enf 1Y, str‘tr ton ofYew pPrt-f et {'—,“\ e “ge offers. (p A ese

4oapb 4F n fonm Y @ Neen ® A .t %50 ne Asd ra to ApFe g s e e se 8 - er
9‘ 14 {, 4 1 v rr q

8N, tonsaof v s, nVew s form OV, som ® i o SHAN te e-%;'f*;u_ o5, e, Pe enfi e

i

3.5 Equilibrium
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Definition 1 A market equilibrium in the economy is defined by {Fy, F1,vo,v1} such that simul-

taneously:

1. The arrival rates of job offers {\%. A% AL

uir ety “Mug)

)\éi}ief are given by equation 21
2. The distribution of wage offers in the economy is:

Fo(Kolp)) = /p vo(P)‘C/lb L) and Fy(Ki(p)) = /p vl(P)‘Cﬁl W)

Py by
with Vo and Vi as defined in equation 18.
3. Each worker of type (b,i) follows the strategy described in Table 2.

4. The strategy of each type-p firm is to choose a vacancy level and wage that maximizes profits

given the job offer arrival rates, strategies of other firms’ and workers’:

(K1(p),v1(p)) = %U ’j) mp,m%—q(p,w
(Ko(p),vo(p)) = %rg % 5 molp, w)— — co(p, v)

where 7 (p,w) is as defined in equation 15.
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4 Estimation
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4.1 Likelihood function
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4.1.1 Unemployed workers
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4.1.2 Employed workers
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4.2 Identification

[ e ot o . s . - oéy
", W erst X ent_f“’t on, t, 5. sofT to st ngller® spe,® Wseafo r HF, nm o%Vsen 4

{
of% £ 5!\5’@\ , ooy &Y stftr j on of opporf_p b 8sts & pses t0V N egeneft 14X, Stf«v 4 on

" The model can be extended to allow for job-to-job transitions associated with lower values by introducing a
reallocation shock as in Jolivet et al. (2006). These shocks are draws from the wage offer distributions for which the
only alternative to acceptance is to become unemployed. The presence of reservation wage heterogeneity would mean
that some individuals may wish to exercise the unemployment option upon receiving such a shock.

12By construction of the data, if the hourly wage is known then so too is the hours of work.
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4.4 Applying the UK tax and transfer system
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14Recent surveys of the UK tax and transfer system are provided by Adam and Browne (2006) and O’Dea et al.
(2007).
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15 A potentially important benefit that we do not consider is housing benefit. Whlle this is modelled by FORTAX,
the Labour Force Survey data that we use in our empirical application (see Section 4.5) does not contain any
information on rents. Since tax credit income results in housing benefit entitlement being withdrawn, families in
receipt of housing benefit would gain less from the tax credit reform than otherwise equivalent families not in receipt
of housing benefit.

16The Labour Force Survey data does not contain information on the council tax band that households are subject
to; band C is the most common band.
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"Given it is not possible for working families to receive Income Support with our choice of discrete hours (see
Section 4.5) this essentially involves setting the minimum payment for all benefits to zero, and starting employee
National Insurance payments at slightly lower earnings to remove the entry fee discontinuity.

18With K tax brackets, the margmal tax rate approximation at hours h and earnings wh for a type 4 individual
is given by MTR!(wh) = Zk 1[<I>1(k)( h) — <I>1(k+1)(wh)] (k)(wh) where 7/ i(r) 18 the marginal tax rate at the Eth
bracket and @Zk) is the normal cumulative distribution function with a mean equal to the value of the ™ tax bracket

and with variance o7;. The value of oy; determines how quickly the marginal rates change in the neighbourhood of
the break points, with a small value fitting the underlying step function more closely. We set o; = 20 which produces
a relatively smooth tax schedule, but our results are not sensitive to this choice.
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19The derivation of worker behaviour and the flow equations are less complicated when there is a single sector.
Nonetheless, the relevant steady-state quantities and distributions can be obtained from our earlier exposition when
the job arrival rates in the part-time sector approaches zero. Note also that with a single hours sector it is not possible
to identify C} so we normalize it to be zero for these groups.
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4.6 Estimation Results and Model Fit
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2Monotonicity is violated for a small proportion of the bootstrap samples. In order to construct bootstrap
confidence intervals for the policy responses we therefore first apply a rearrangement procedure (see Chernozhukov
et al., 2007). These violations are not a large concern as they typically occur for very high productivity full-time
firms where the productivity density is very low.
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Unemployed Employed

#N, uw—ho u—h Fw, #N° #N! e—hy e—h e—u #Huwl Hw’
single men 1481 - 135 72 - 2560 - 136 112 - 1573
married men, no kids 441 - 43 32 - 1931 - 67 49 - 1391
married men, kids 888 - 85 54 - 3077 - 131 108 — 2163
single women 1031 28 37 36 372 1828 11 72 65 254 1237
lone mothers 1793 85 16 73 676 408 31 14 62 488 306
married women, no kids 579 21 16 25 578 1215 15 47 62 442 916
married women, kids 1713 100 25 78 1444 808 59 35 115 1083 608

Notes: #N, refers to the number of unemployed observations in a given category; #N°O and #N.! respectively refer to the number of part-time and
full-time employment observations. #w, refers to the number of observed accepted wages from unemployment; #w? and #w. refer to the number of
cross-sectional wage observations in part-time and full-time employment. ¢ — j refers to the numbers of observed transitions from state i to state j, with
states u, e, ho and hi1, denoting unemployment, overall employment, part-time employment, and full-time employment respectively.
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Part-time wages

Full-time wages

P10 P25 P50 P75 P90 mean SD P10 P25 P50 P75 Pgo mean SD
single men - - - - - - - 343 416 539 7.03 9.28 594 255
married men, no kids - - - - - - - 4.02 493 632 829 1074 6.97 290
married men, kids - - - - - - - 3.74 490 6.34 846 11.12 6.97 299
single women 2.72 323 385 490 6.43 427 169 334 4.04 529 698 9.26 5.84 249
lone mothers 2.70 3.18 3.72 4.66 6.12 413 162 347 4.13 528 6.79 8.44 5.68  2.20
married women, no kids 2.81 3.37 3.95 496 645 435 1.66 340 414 509 6.55 848 5.63 224
married women, kids 287 337 4.00 520 677 446 1.69 331 4.00 5.03 6.45 8.06 5.45  2.03

Notes: All wages are hourly and are expressed in April 1997 prices. Pio, Pas, Pso, Prs, and Py respectively refer to the 10", 25" 50" 75" and 90"
percentiles of the cross-sectional hourly wage distribution; SD refers to the standard deviation.
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1/6: 1/A0; 1/ Xui 1/ 1/ X i g (o5
single men 94.5 - 19.7 - 32.6 18.7 87.8 -
[88.4,102.3] [15.6,24.2] [25.9,38.6] [-12.7,35.5] [57.9,135.2]
married men, no kids 195.4 - 14.5 - 23.9 49.6 66.7 -
[176.4,217.8] [10.8,18.7] [19.8,29.0] [37.2,60.3] [53.8,83.2]
married men, kids 177.3 - 21.1 - 19.3 37.6 48.1 -
[163.7,190.7] [17.5,24.8] [15.5,23.5] [24.3,51.4] [31.5,65.2]
single women 141.9 42.5 38.8 117.2 54.2 -39.8 126.3 24.0
[128.0,157.0]  [27.5,60.5] [25.9,56.8] [62.6,375.8] [43.1,68.2] [-156.7,-13.0]  [84.1,248.6]  [13.0,33.1]
lone mothers 66.1 54.0 337.7 118.4 55.2 41.7 28.9 37.0
[60.1,72.6] [43.0,81.5]  [188.1,664.7] [74.1,230.9] [41.3,72.5] [36.3,45.7] [12.9,41.7] [33.2,42.1]
married women, no kids 171.8 23.4 68.0 147.8 74.7 4.7 71.6 36.7
[154.2,192.2] [16.5,32.9] [39.1,133.1] [100.4,250.4] [60.3,92.2] [-10.1,17.8] [60.3,85.6] [25.5,48.0]
married women, kids 99.4 29.2 280.5 37.8 115.6 36.8 36.8 27.7
[92.1,106.4] [23.4,35.9]  [174.9,416.5] [31.0,46.0] [93.6,135.9] [33.1,39.9] [31.9,41.5] [23.6,34.2]

Notes: All durations are monthly. Incomes are measured in pounds per week in April 1997 prices. The distribution of work opportunity costs H; is
assumed to be Normal, with mean p; and variance o2. The 5" and 95" percentiles of the bootstrap distribution of parameter estimates are presented in
brackets, and are calculated using 500 replications.
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CAAEEYE Re-ser"% {on ‘X\g;e D stf*v 4 on

Percentile of full-time offer distribution F} (w)

0 20 40 60 80 100

single men 0.243 0.404 0.523 0.644 0.788 1.000
[0.086,0.441]  [0.183,0.572] [0.323,0.654] [0.496,0.735] [0.711,0.856]  [1.000,1.000]

married men, no kids 0.145 0.340 0.503 0.651 0.811 1.000
[0.077,0.237]  [0.200,0.443] [0.350,0.597]  [0.515,0.723]  [0.713,0.857]  [1.000,1.000]

married men, kids 0.465 0.621 0.702 0.768 0.847 1.000
[0.398,0.540]  [0.563,0.672]  [0.656,0.750]  [0.729,0.813] [0.817,0.892]  [1.000,1.000]

single women 0.438 0.571 0.651 0.723 0.806 1.000
[0.175,0.660]  [0.318,0.720]  [0.464,0.755]  [0.603,0.790]  [0.741,0.859]  [0.995,1.000]

lone mothers 0.232 0.473 0.584 0.659 0.754 1.000
[0.063,0.413]  [0.245,0.632]  [0.427,0.734]  [0.529,0.830]  [0.655,0.932]  [1.000,1.000]

married women, no kids 0.183 0.479 0.668 0.784 0.882 1.000
[0.086,0.331]  [0.265,0.627] [0.472,0.764] [0.657,0.844] [0.813,0.919]  [1.000,1.000]

married women, kids 0.270 0.548 0.699 0.793 0.870 1.000

[0.193,0.393]  [0.380,0.658]  [0.548,0.776]  [0.689,0.844]  [0.812,0.901]  [1.000,1.000]

Notes: Table shows the fraction of individuals whose full-time reservation wage is below various percentiles p of the full-time wage offer distribution,
A;(ET(p)), and is calculated using the maximum likelihood estimates from Table 4. The 5" and 95" percentiles of the bootstrap distribution are
presented in brackets, and are calculated using 500 replications.
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2!This is because the marginal cost of a job-vacancy becomes linear in ¢y, (p)v. If we assume an alternative cy, (p)

we will identify a new vy, (p) such that cp(p)vVh is unchanged (see equation 16), and similarly identify a new value

h

of yx(p) such that distribution of wage offers is preserved, and the search intensities s;; such that the arrival rate

of offers is maintained. The equilibrium effect of tax reforms is invariant to the choice of ¢ (p




W pr LR B, MM E Doeq ent *ftes

Empirical Predicted

Ui mo; mi; Ui mo; mi;

single men 0.366 - 0.634 0.346 - 0.654
[0.354,0.379] [0.621,0.646]  [0.334,0.356] [0.644,0.666]

married men, no kids 0.186 - 0.814 0.178 - 0.822
[0.175,0.200] [0.800,0.825]  [0.167,0.191] [0.809,0.833]

married men, kids 0.224 - 0.776 0.211 - 0.789
[0.214,0.236] [0.764,0.786]  [0.202,0.220] [0.780,0.798]

single women 0.319 0.115 0.566 0.307 0.119 0.574
[0.305,0.332]  [0.106,0.125]  [0.552,0.580]  [0.294,0.320] [0.111,0.128]  [0.561,0.587]

lone mothers 0.623 0.235 0.142 0.610 0.244 0.146
[0.609,0.638]  [0.222,0.248]  [0.131,0.153]  [0.597,0.623]  [0.232,0.256]  [0.135,0.158]

married women, no kids 0.244 0.244 0.512 0.241 0.254 0.505
[0.230,0.259]  [0.228,0.258]  [0.495,0.530]  [0.227,0.255]  [0.239,0.268]  [0.488,0.523]

married women, kids 0.432 0.364 0.204 0.419 0.370 0.211

(0.419,0.445]  [0.351,0.377]  [0.193,0.214]  [0.408,0.432]  [0.358,0.383]  [0.199,0.221]

Notes: Predicted states are calculated using the maximum likelihood estimates from Table 4. Employment states may not sum to one due to rounding.
The 5 and 95" percentiles of the bootstrap distribution of employment states are presented in brackets, and are calculated using 500 replications.
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22 Any reform that lowers reservation wages necessarily relies on parametric identification, as the distribution of
reservation wages is only non-parametrically identified on the support of pre-reform wages.

23 At very low wages the reforms makes part-time work relatively more desirable as tax credit income is counted
as income when determining eligibility to other benefits. Consequently, at these low wages other benefits may be
withdrawn at full-time hours following the reform, but not with the lower earnings associated with part-time hours.
At moderate wages (discussed above) the reduction in the taper rate dominates so that full-time work becomes more
desirable. At high wages (where individuals become eligible for tax credits at full-time hours following the reform),
part-time incomes increase by more than full-time incomes. At very high wages individuals are not-affected by the
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tax credit reform, so there are only small changes in the indifference condition due to the other smaller changes to
the tax and transfer system.

?*The expected unemployment duration conditional on b is given by the 1/dy;(b).

#The distribution of lone mothers’ earnings is shown in Figure 5e earlier.
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26There is a slight inconsistency here as our sample selection was performed at the level of the individual and not
of the family.

2TOur dynamic simulations were conducted using a population of 100,000 families of each type i € Z, with behaviour
simulated over a period of 1,000 years with a monthly time unit.
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Direct Impact

Equilibrium Impact

Aui Amm Amh‘ Aul Amol- Amli

single men -0.010 - 0.010 -0.012 - 0.012
[-0.013,-0.007] [0.007,0.013]  [-0.015,-0.009] [0.009,0.015]

married men, no kids -0.008 - 0.008 -0.009 - 0.009
[-0.009,-0.007] [0.007,0.009]  [-0.010,-0.008] [0.008,0.010]

married men, kids -0.029 - 0.029 -0.030 - 0.030
[-0.042,-0.021] [0.021,0.042]  [-0.043,-0.022] [0.022,0.043]

single women -0.008 -0.000 0.008 -0.008 -0.003 0.011
[-0.010,-0.004]  [-0.001,0.001] [0.005,0.011]  [-0.011,-0.005]  [-0.005,-0.002]  [0.008,0.014]

lone mothers -0.056 -0.005 0.061 -0.053 -0.011 0.064
[-0.068,-0.043]  [-0.016,0.002] [0.049,0.075]  [-0.066,-0.041]  [-0.022,-0.002]  [0.052,0.079]

married women, no kids -0.009 -0.002 0.012 -0.009 -0.006 0.015
[-0.011,-0.008]  [-0.005,0.001] [0.009,0.014]  [-0.010,-0.008]  [-0.011,-0.002]  [0.012,0.020]

married women, kids 0.013 -0.012 -0.001 0.015 -0.015 -0.000
[0.009,0.016] [-0.014,-0.009]  [-0.003,0.001] [0.010,0.020] [-0.019,-0.011]  [-0.002,0.003]

Notes: All employment responses are expressed in percentage points. Changes may not sum to zero due to rounding. The direct impact considers all
changes to the tax and transfer system between April 1997 and April 2002, holding the wage offer distributions and arrival rates at their pre-reform levels.
The equilibrium impact allows the wage offer distribution and arrival rates to change.



5.2 Equilibrium impact
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T8 E pp*eA B, X E Poa ent @2 nges

Empirical Predicted

Au; Amo;  Amuy Ay Amo;  Amai
single men -0.030 - 0.030 -0.012 - 0.012
married men, no kids -0.021 - 0.021  -0.009 - 0.009
married men, kids -0.021 - 0.021  -0.030 - 0.030
single women 0.001  0.003 -0.003 -0.008 -0.003 0.011
lone mothers -0.052  0.027 0.024 -0.053 -0.011 0.064
married women, no kids -0.001 -0.013 0.014 -0.009 -0.006 0.015
married women, kids -0.021  -0.006  0.028 0.015 -0.015 -0.000

Notes: Predicted changes are calculated using the maximum likelihood estimates from Table 4 and simulating the
equilibrium effect of replacing the April 1997 system with the April 2002 system. Empirical changes refer to the
observed changes in our data over this period using the sample selection as described in Section 4.5. Changes may
not sum to zero due to rounding.
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5.6 Why aren’t equilibrium effects more important?
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28Using a similar model, Brewer et al. (2006) reported a similar employment increase for lone mothers, together
with a small reduction in the employment of both men and women in couples with children (around half a percentage
point).

2% An ex-ante evaluation using a similar model was provided by Blundell et al. (2000). This predicted a 2 percentage
point increase in the employment of lone mothers, together with a small decline for married women with children
and essentially no change for men in couples. These results are not comparable to the employment responses that
we simulate here as only the “immediate” reform (that is, WFTC in October 1999) was considered.

30In a model with worker and firm bargaining, wages essentially become individualistic so that the potential for
equilibrium effects is much larger. Lise et al. (2005) used such a model in their analysis of the Canadian Self-Sufficiency
Project, and found substantial equilibrium effects.
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Appendix

A Worker strategies

~, >
llnll s ppﬁ-fl\ X ep e e opy T stit teges of e 50\% 4 ﬂu ne 5%;4 or ersl®t ere
presentd, n%e fon 3.2.° @ sngw ¢ §  enoft font s, o e % ntegtm e {,.e0f.ne Dos ent
Vi . St §t squ

piVui =b=T" + MNEuer, & 5{Vo(w)— Vi, &

+ AiiEwNFl “ Ja{velz(w) - VUZ"} (A_l)

\ g ere Vi(w)* L Vi(w)*rem e § esaf prot-f o8l 74 ee Fogfentm enre A4ng % ge
\ -, . \
w.?‘\or m\irs oy 0% re e ﬂ n® pirty 2 3 (h 3&0) e

piVei(w) = who — TP (who) + NiBornr, © 5 {Vil(x) = Vi(w), G}

+ Ao o {Ve w), 8 + 6i(Vis = Vi (w))
2 g - - .
*ﬂ\(or or erse podl, n% {74 8. 8% (h=hy):

piVei(w) = why = T} (why) = Cf + \Eanp, * 5{Vai(2) = Vi(w), &

+ AiBanr i {Vai(z) = Va(w), 8 +6;(Vai — Vig(w)).
& > & . -~
™ pro’y# . & o;ne gi(w) : R — RN E}‘l'ﬂi““ t Viw) = Vog(w)). ®, s & ngw s ts *Qp\ or er

.S, H',.!efenﬁf\* et eemm BY, ng* £ - é‘\oﬁ ‘?‘ Ggewt A Pty F\ ‘ﬂ]\‘ “ge aiw ,|~f

31For notational simplicity, here we do not explicitly write the value functions or the resultant reservation wages
as a function of the work opportunity b.
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e | ereforex\ (0 0 st e oo Ty o A \’:e I tten® s:

wo
piVh(w) = why — T (why) — CL + A, / (VO(z) — VA(w))dFy(x)
q;(w)

+ A /EI(VQ(%) — Vi(w))dFy(z) + 6 (Vi — Vi(w)).

el
w

xﬁ(\) am to O o e enEope 8 & on V. (w). MY olﬁ\', 5 e st perfor , ntegi § on* 4

\

2 1t 4N I T
P rts on® %Y oye to Y n:

wo o
piVA(w) = why — T (why) — CL + A, / Fo(x)dV(x)
q;(w)
w1
+ AL Fi(z)dVi(x) + 6;(Vii — Vi (w))  (A-2)

\, 115‘:.' Iy erﬂ;.!&-renﬁ“{n\g . respe $ o w gﬂ s:
piVei (w) = h(* = T (wh1)) = X;Fo(ai(w)) Ve (ai(w))ai(w) = AF1(w)Ver (w) = 6:V3 (w).
Nop ngm® ¢ Vi (w) = Vé%’(qxw))qﬂ\w) e ey BAew eTopeqdpon to &' n:
(=T (why) = 6+ ps+ XoTFolai(w)) + AT (w)V2 () (a3)
S perfor , ngt § JTrrsetof ® T4 onsfor oty f:‘Q*s e rp e et 1T ogo s eypresy on:
ho(* = T (who)) = (8 + pi + A Fo(w) + AFi(g; (w)) VY (w). (A-4)

Note * som % ¢ e%_(‘“ bng P%“‘ ton A-2 (Pﬂ“‘ ﬂ‘{i t & 9‘6‘;{0) ot W R ﬁrog;ga_ s eypresg on for

prt-f ee 50!\\ ent (Pﬂ“‘ *QX: t Sge qi(w)), B, et g(w), s e sﬁv_ 4 on to:

why — T} why) — C} = g;(w)ho — T} (qi(w)ho)
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\ o, seqtpon o e % ntegt. ﬁ\@* £ uw; sg D eeypress on’*eqt'f se, 8, 4 o on*e-
,agne Pos entom ety {7 tes for™ en £ ol Pty e 3¥s% relt sg. 4, W epefll ent
ofin e ﬂ R frren'ﬁl 0. Pﬁ\of o.r" som %t s oﬁq ne 4s§ re to 8 prem e nst nf neo_ s

v g \ s.32 Q‘&no W T toy e rﬁ-sﬁ-rﬁbx\on & ge £ or, ne { b‘t\ﬂ o.r‘ ers. ,g* X enote
T sll\: o est® ‘Ap#TF- % ge offer for full- QQL .". *n 8V, =Vig) = Vig(e))m e

\ o est® 'épt‘f‘\'e @ ge offer for P rt- Q\ e .", s en ¢;(¢;). s\”nﬂt erﬂgre I te e%_q ton A-

4 g

wo
piVi = b—=T"+ )\, /(¢>(V0( w) — Vi )dFy(w +)\1/ (Vi(w) — Vi )dFy (w)
qi\Pi

S

0 PR
— b TN / Folw)dV(w) + AL, / P (w)dV (w).
qi(i)

i i

o/ 4 1/ > 4 &
"* sy ¢ 4 ng @ 1 espresy onsfor Vg (w)* L Vi (w)fro eq®{on A4 eg® fon A-3, n tow e
éﬁ\‘ o

dw

u wo ho(* — TY (whe)) Fo(w)
inui:b_Ti +>‘22/ 0T 17 (,—1
gi(di) 0i + pi + A Fo(w) + A5 F1(q;  (w))
+ AL /wl hi(* — T} (why ) Fr (w)
e Gt pi+ AL Fo(qi(w)) + AL F1 (w)

dw.

BH e-jr; ton ofim e rﬁ-sprrﬁ\on ‘{\gf e M setyg eV oye e%f‘“' to piV.i () (Fro e%_q ton A-2)
to S8, nw o8 o, ng, B % eq®f oV °h ng ¢, nter sofm esty L P etersafor
AT

o ho(* = T (who))Fo(w)
A(60) 0i + pi + A0 Fo(w) + AL F1(g; H(w)
w1 hi(* = TY(why))F
‘f‘()\}n—)\éi)/ ! = () 1(?11})_
. 0+ pi + AL Folgi(w)) + AL Fy(w)

pihy — C} =b— T/ + (A, — )‘(e)i)/
q

dw

N, ¥ ngv o e p eft tor® Y eno , if tor afiw e, ntegf” ter s 5“{’“ f perfor ,ng® 5 De

1 4

% nge of § ;‘“‘?@, o en OV nig e g p,jﬁ{ e vpress on presen‘rﬂ ynegiion 2, ne fn

tevt.
te vt

32In the more general case, this indifference condition would depend upon the distributions of wage offers.
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5Prﬂc[ 5*;* jons of prrt-f et £ *\P % ges, ‘rog‘!\ﬂ" W WA s‘r;’* *oﬂ\af @ ges

4 *Apiy *.\11 e, ne b oxg Sre s -"e-nt to sepr & q\ﬂ en 4 qP\ “ge ofer®  resery

e sty ¢ Ay oget 1A e sty #oreofig e T en per ;o tsN eny
\‘ Q:QTsr ons. (y A es r@\non st fre o a n per ; tsA ny

ol > oppory, 3 t4 Sst“ . prl § ;tﬂ- sty *on§\llnfl +5\ t\‘, et G (w)* A G

£ on
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fon

6i(w)
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~ ) - Fifu) | w | [ dA“Z Am@)}

Gi(ai(w)) = Aui(w) = Fo(gi(w)) [ Folqi(x))

+ Aui (M)] .

£

bt 8, st MApt A bt R 4 10 ore % n g;(w) q‘n*@% o ntoVe

\"f a & 1*, nem e"‘“*fg{e- t o eypresfpns o e respe § @\ eng H\,L n §ons of% ‘Am\q ©ges,
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Fo(gi aer
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Inl U
Aulwi 1) = Gl ) + 10000 (Ao

Ji(w)

\ oot ereforéY e onstR tegw %t &Y st;’*v fonofreser{fyon ©ges®  ongstw & mne

»
b
+ Wil s ent A ,." ~q o A o y s S | 33
§. pport [w;, Wil s eny A g ‘eﬁ\no X g Qﬂ‘ e “geoferd n fons F?.‘ B2 Fomcer ore,
e reg re ent %t Ay (w; Fy) = Ayi(w; Fo’\*“'o 5. toX en;f#& a or &tpf eter CL

33Recall from Section 3.3.1 that w, = min{w,, ¢; *(w,)} and W; = max{Tw1, q; * (o)}
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Fl(w) = mygu(w)Ri (w; Fy, Fy) (A7)
Folgi(w)) = moigoi(qi(w)) Ry (w; Fy, Fy) (A-8)
Iy ere:
L w: _ (* + K& Folai(w)) + kg Fi(w)) — uigh(w)ky Fi(w)
Rl B0, 1) = o G w) 1 w1, (oG gi(w)) + masGhi(w))
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(* + K Folai(w)) + Ky Fi(w)) — uigs (gi(w))rg; Folgi(w))
Ko wiGo; (4i(w)) + K¢ (moiGoi(gi(w)) + miGri(w))
E%“t tons A7 A-&X e-Hms-w sqs‘m o\, Fereny™ P%% *Q\Qs o ® ‘rog;ﬂ\ﬁ-r oy e T
& ¢ ons Fi(w,) = & W Fo(gi(w,)) = & estCm es non-p £ ety N eny n “®+ on @[1‘?
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Further notation from appendix
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