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Foreword

In August 1998, the Microsimulation Unit of the Department of Applied
Economics held a conference in Cambridge that attracted an impressive
array of papers, many of which are presented in this volume.
Microsimulation is the logical approach for the practical study of policy
design, and it is particularly fitting that the conference was held in
Cambridge. The Faculty of Economics and Politics has a strong tradition
in the theory of public finance, going back to Pigou before the war, and
pursued from the 1960s by James Meade (our first Cambridge Nobel
Laureate in Economics), Jim Mirrlees (who was recently awarded the
Nobel Prize for his work on optimal taxation), Tony Atkinson and
Mervyn King. They did much to develop the theory of optimal taxation
and the issues that must be confronted in the design of tax systems.

On the applied side, the first Director of the Department of Applied
Economics, Sir Richard Stone (also a Nobel Laureate) was developing the
statistical and quantitative techniques to test economic theory and quantify
the impacts of economic policy decisions. Theory without measurement in
economics is just mathematics or philosophy, measurement without theory
is anecdote, but the combination of theory and measurement was the hall-
mark of Stone’s vision for the Department. Stone’s growth model of the
British economy was one of the earlier simulation models that captured
some of the micro-detail of the economy, and which served as a framework
to organise a substantial research endeavour into consumer demand, indus-
try-level employment determination and company behaviour.

The rapid development of the ambition and power of microsimulation
techniques owes much to the development of computers, and it is instruc-
tive, looking back at Stone’s early papers, to see the subtle change in the
meaning of the word. When he referred to computors he meant teams of
hard-working operatives hand-cranking calculating machines. It was only
later that the Cambridge mainframe computer (Titan, one of the first time-
shared computers anywhere) allowed him to develop his input–output
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simulations, first for the Cambridge Growth Project model, and later for
developing Social Accounting Matrices.

One of the direct consequences of the post World War II interest in
public finance in Cambridge was the setting up of the Meade Committee
1975 by the Institute for Fiscal Studies with a brief to take a fundamental
look at the UK tax structure. Since then, sophisticated microsimulation
models have been developed at the London School of Economics under
the guidance of Tony Atkinson, and transferred with the Microsimulation
Unit to Cambridge. The Unit has not only developed its UK model but
has now extended its brief to the whole of the European Union.

In parallel with the rise in computing power, the improvement in the
quality and quantity of cross-section and time-series data provided the raw
materials to which to apply the growing power of modern technology. When
my colleagues and I analysed the Hungarian household budget survey data
from the period before and after the tax reforms of 1988, we had to place the
three linked waves of 12,000 households each with their 600 observations in
the Manchester supercomputer for analysis. Now, the data can be manipu-
lated on a PC, making it sufficiently accessible for research students to be
able to use it as a resource for comparative research on different countries.

This improvement in speed and portability is critical in making micro-
simulation models accessible to policy-makers. This is essential if such tech-
niques are to be genuinely useful in policy-making. As it becomes easier to
develop compact and user-friendly models to predict who would gain, who
would lose, and by how much as a result of a policy change, and make these
available to the press and the media, perhaps policy-making will become
both more rational and more democratic. One of the striking features of
the conference was the combination of and interaction between academe
and government. The book reflects this constructive dialogue in that
roughly half the contributions come from outside the university sector.

The conference was boldly titled ‘Microsimulation in the New Millen-
nium’ and the title was well chosen – not just because of its timing, but
also because of the step change in the power and range of techniques that
has taken place over the last decade of the old millennium. These tech-
niques allow theory and measurement to achieve their full potential in
informing decision-making and equip social scientists with laboratories
for policy experiments. It will be interesting to see how much progress is
made in the next decade; I am confident that Cambridge will continue to
play its role in developing and applying the theory, the econometrics and
the models to further this progress.

David M. Newbery
Department of Applied Economics

University of Cambridge
5 October 1999
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