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In the last ten years, general equilibrium modelling has become a significant area
of applied economic research. Its focus is to develop techniques to facilitate economy
wide quantitative assessment of allocative and distributional impacts on policy
changes. UK Tax Policy and Applied General Equilibrium Analysis presents the
first book length treatment of the development and application of an applied general
equilibrium model of the Walrasian type, constructed to analyse UK taxation and
subsidy policy.

The material splits naturally into two parts. Part I provides an account of the
formal structures of general equilibrium models, with and without taxation and
describes the procedures used for empirical implementation. This allows actual
policies to be realistically analysed. These procedures depend upon the policies
that the model is designed to address and for this reason an early chapter is devoted
to a description of UK tax and subsidy policies.

Part II presents and interprets the results of a series of model experiments.
These include the distorting effects of taxes on household consumption, industry
production and factory use. A variety of further model extensions are also described,
motivated by consideration of more specific tax policy issues. These include the
interaction of taxes on savings and inflation, and the effects of taxes on the ap-
propriate level at which public goods should be provided.

As a whole, UK Tax Policy and Applied General Equilibrium Analysis offers the
reader two things. First, it gives a detailed account of the development of an applied
general equilibrium model of the UK. Second, it provides results of model experi-
ments which have been designed to inform the policy debate, not only in the UK
but also in other countries. I should thus be of interest to both researchers and
students undertaking research in the applied general equilibrium area, and to pol-
icymakers concerned with tax reform.
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PREFACE

This manuscript was originally prepared in camera ready copy
in 1981, at which point the original publisher withdrew due
to concerns over the small market for such a specialized
research monograph. Since this date there have been many
developments both within the field of applied general equi-
librium analysis, and in UK tax policies.

Recent developments 1in applied general equilibrium are
reflected in two conference volumes [Scarf and Shoven (1983)
and Piggott and Whalley (forthcoming)l. A recent survey
paper by Shoven and Whalley (1984) provides an up to date
summary. On the tax front, developments in the UK have con-
tinued with the usual round of budget and other changes.

We decided not to revise our manuscript to reflect all of
these developments. Not only does this involve a large
volume of work, but we were concerned not to interrupt the
flow of the present draft with a series of inserts. Even
without any revisions we believe that our book makes a sig-
nificant contribution to the applied general equilibrium
literature by focussing applied modelling heavily towards
results, and their ultimate policy applicability. While
some of the model structure has been extended in subsequent
work (particulary 1in dynamic sequenced models used to
analyze taxation and savings issues), there are features of
our model which are still not present in other modelling
efforts. Among these are the incorporation of public goods
as a model variant, and household detail on the demand side.

While the numbers may be a little dated, the approach to
tax policy outlined and its ultimate policy applicability
seem to be generating increasing interest. Our hope is
that, even in its present slightly dated form, this book

will help in the process of assimilating these developments.
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In two previous papers, Piggott and wWhalley (1977),
Piggott and Whalley (1981), we have discussed the structure
of the model we use together with some of the results pre-
sented in the present volume. One point for readers to keep
in mind is a difference in emphasis on summary statistics
used to evaluate income distribution impacts of tax changes
between Piggott and Whalley (1981) and the present volume.
This is discussed more fully in the text.
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