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Main Contributions  
• Frame discussion of Workers’ Comp system 

– As one of the Four Pillars affecting prevalence 
and costs of injuries including attention to:  

• Incentives faced by stakeholders 
• Failure of free market assumptions 
• Benefit adequacy and cost shifting  

 
– Through an international perspective  

• To avoid taking “the basic features of the system for 
granted” 

Presenter
Presentation Notes
Great paper, very comprehensiveVery little to disagree with, hard task for a discussant…..And exciting for us  because from an usual perspectives we agree with In particular by focusing on market imperfections and the interactions between markets and institutions she deviates from the standard ways economists have thought about some if issues in the last 30 years-we agree with her and, in particular, in this discussion we want to focus on the generally accepted assumption that higher benefits induce workers to stay off work because  of opportunistic behavior (moral hazard)



Some brief suggestions 
• Consider a 5th pillar or a more general 1st “labor 

market” pillar?  
– The cyclical and structural changes of the economy 

and labor market beyond decline of unions 
(distributions of skills and income, fissured 
employment) 

• In international comparison focus more on 
– Partial compensation (US) vs. legislated (UK, Finland, 

Luxemburg) or “de facto” full compensation  (other 
comparator countries) 

– Differences in anti-retaliation policies between US and 
comparator countries to explain RTW patterns 

Presenter
Presentation Notes
After this slide I had another that made other points : (remember this for paper)About employers’ incentives:Discussion and need for  cost benefits analysis of safety interventionsDiscuss why is medical care more expensive in WC than under group health plansRole of coworkersI also had two slides with: Other good points from her paper that deserve more discussion:The international experience about government or insurance based programs that promote prevention: financially reward “efforts not results” The importance of international systems (ex. OSH committees) where workers are asked for feedback about workplace safety before and after the injuryTalking about incentives, how significant (and therefore effective) are fines for firms that violate OSH? More general reflection about what affects the level of information of workers across countriesExample of comparator countries that maintain a list of “scheduled” occupational diseases: suggest need for international agreement?Increase use of workers as independent contractors (also in comparator countries)Who are the doctors responsible for skewed responses to incentives (p.41)?  



About Moral Hazard  
• Moral Hazard : “the tendency for insurance 

against loss to reduce incentives to prevent or 
minimize the cost of the loss” (Baker 1996)  

 insurance produces a price distortion so that the 
individuals do not face all the consequences of their actions. 

 
• Prediction: the higher WC benefits the more often 

workers will claim and the longer workers will 
stay off work  

 social inefficiency because of lost production and 
adjustment costs 

Presenter
Presentation Notes
Moral hazard is a term that often has a derogatory implications  and is  an argument that economists and insurer have often used to justify barriers to compensation and low replacement rates - what does it really mean?Is the response to incentives really deplorable by itself? Most economists would definitely not think so when teaching economics principles classes. So why this condemnation?



Moral Hazard Beliefs Support: 
 

• Mistrust of injured workers: “fraud and 
malingering”  
 

• Along with “race to the bottom,” main 
justification for 
– Barriers to compensation  
– Low benefits 

 
• Result: Continual decline of WC benefits as 

share of payroll (NASI, 2015)  

Presenter
Presentation Notes
WE HATE THE TERM “MORAL HAZARD”  BECAUSE IT IMPLIES IMMORALITY AND SUPPORTS BAD POLICIES.  



Usage going forward (following 
Morantz) 

 
• “Reporting effect” instead of “claims 

reporting moral hazard” 
 

• “Duration effect” instead of “claims 
duration moral hazard” 
 

Presenter
Presentation Notes
PRAISE ALISON FOR USING MORE VALUE-NEUTRAL LANGUAGE. 



Our Focus:  
Work-Leisure Tradeoff vs. Liquidity Constraint? 

 
• Economists’ discussion: 

– Adequacy vs. inefficiency caused by reporting 
and duration effects (Butler and Worrall 1991, 
Dionne and St-Michael 1991)  
 

• Alison’s remark (p.36): 
– “workers’ incentives…may be driven less by 

considered optimization decisions than by 
responses to short-term exigencies ...to obtain 
medical treatment and meet basic needs.”  



Are Benefits Reporting and Duration 
Effects Important?   

• Theory: Inefficiency because WC benefits 
induce substitution between work and 
unproductive leisure: but is time to heal 
equal to leisure? Or is it investment in 
health? 

 
– Health problems if RTW too soon (McEachen 

et al. 2007) 
 

Presenter
Presentation Notes
-also , in theory, Over time employers transfer mandated benefits on workers in terms of lower wages (Gruber and Krueger, 1991). Therefore, all the emphases on increasing costs for employers is not really justified, at least  by ec. theory….



Reporting Effects: Empirical Evidence 
 

• Effect on REPORTING behavior overstated: 
 
– Recent findings show little if any reporting effects since 

the 1990. Instead: 
• Employers’ claim management practices and experience 

ratings are stronger predictors (Guo and Burton 2010; 
Thomason and Pozzebon 2002) 

• Pre injury earnings level plays a large role (Bronchetti and 
McInerney 2011) 

 
– Workers face disincentives to report (fear effect)  

 
 

Presenter
Presentation Notes
MIXES DURATION AND REPORTING EFFECTS. RECENT EVIDENCE IN U.S. INDICATES LITTLE IF ANY REPORTING  EFFECT, AT LEAST SINCE 1990.My last slide (we took it out) about fear said: Could fear be an additional explanation?Rich evidence that RTW is more difficult  when workers change employers after injuriesAgain, effect of benefits on RTW overstated: Evidence of illegal employer reaction (Bernhardt et al., 2009) Longer tenure      longer time off work (Butler et al. 2001) Employers more likely to deny claims for low income workers (Card and McCall, 2009) International evidence: secured employment does not lead to longer time off work (Galizzi et al. 2016)



Duration Effects: Empirical Evidence 
 

• Effect on DURATION overstated: 
– Role of unobserved differences across workers as 

socio ec. characteristics, pre injury employment 
history (Butler et al. 2001) 

 
– International evidence where 100% replacement rate 

does not lead to longer time off work than in US 
(Galizzi et al. 2016) 
 

– Workers may be starved back to work (liquidity effect) 
• Evidence: injuries         large reduction in consumption 

(Galizzi and Zagorsky 2009, Bronchetti 2011)  
 

Presenter
Presentation Notes
Les: you might stick with Bronchetti's numbers (although we would use yours in the paper). The reason is that your number isn't a drop in the year after injury (if I understand it correctly) but an average drop that could take into account drops 5 or 10 years after injury. Hers is easier to explain in a 10-minute presentation. She showed a drop in total consumption from an average of $23604 to an average of $15,842 and in food consumption from $6065 to $4131. (his calculation from table 4)From Galizzi and Zagorsky: “Given that workers’ compensation benefits provide only a partial replacement of income, and the fact that injured individuals often face difficulties in returning to stable and good jobs, workers in dangerous jobs theoretically should accumulate precautionary savings to draw down when they experience income losses.  This consumption smoothing behavior is consistent with standard models of intertemporal allocation, which predict anticipated income changes should not affect consumption patterns (Browning and Collado, 2001).  However, as mentioned before, workers often are either unaware of or underestimate the risk and potential income losses they personally face on the job.  In addition they may be working in low-paying jobs, which do not provide enough money to allow any savings.  Even if these workers plan correctly they may end up not only drawing from their savings, but also reducing their consumption when they are injured.A special NLSY79 module on food spending, which was inserted into all surveys from 1990 to 1994, provides a method of testing whether consumption is stable or falls among injured individuals.  Running both OLS and fixed effect regressions, which have total yearly food spending as the dependent variable, provides a simple method of checking if food spending falls when workers were first injured between 1990 and 1994.  Table 7 shows negative and statistically significant terms on “Hurt Previous Years,” a variable capturing whether the worker had experienced any job related injury since 1990.    The -234 fixed effect coefficient (column 2) means that food spending fell by more than two hundred dollars when a worker was injured sometime in the previous years.  The OLS estimators (-215) permit to put this into perspective: this is a larger “consumption penalty” than the one associated with being a female (-128) or Hispanic and not white (-91). Total food spending is calculated by summing four questions which determine the amount spent on restaurant meals, food delivered to the home, groceries paid for by food stamps and other grocery spending.  Median yearly food spending is $4,248.”Bronchetti: mean annual household consumption in pre injury year: 23604 (if injured next year) vs. 30943 (non injured) . A 10% increase in WC benefit generosity offsets the drop in consumption upon injury by 3 to 5%. And if benefits were very low the drop in consumption upon injury would be of 30% 



Could  Liquidity EFFECT be the Other 
Explanation? 

 
• WC insurance buffers the impact of 

earnings losses 
• Economic models assume that workers can 

borrow or use savings 

Presenter
Presentation Notes
WC insurance buffers the impact of earnings losses (this is the job of insurance, which economists call “consumption smoothing.”)Economic models assume that workers can borrow or use savings so they can pay the rent, buy food, keep up car payments, etc.



Could  Liquidity EFFECT be the Most 
Important Explanation?  

• But many injured workers have low income and 
savings and face difficulty borrowing  
 
 
 
 
 

• Not taking extra leisure time because of WC 
benefits (not “taking advantage” of the system) 

• But may be starved back to work 
 

Pre-
injury 
median 
net 
worth 
 

Age 

(Galizzi and 
Zagorsky, 2009) 

Presenter
Presentation Notes
NEED TO SAY THAT INJURED WORKERS’ NET WORTH IS PRE-INJURY. ALSO THAT MUCH OF IT IS NOT LIQUID (CAR, HOUSE, ETC.)



• Then higher benefits lead to longer time off 
work because workers with minimal liquid 
assets use benefits to pay the rent, to buy 
food, and so they can heal 

• Empirical evidence: 
– Among UI recipients (Chetty, 2008) 

• Increase in benefits have larger effect on duration for 
liquidity-constraint households. 

• 60% of the UI duration effect is being “starved back to 
work” 

– Among WC recipients (Bronchetti, 2012) 
• A 10% increase in benefits offsets drops in 

consumption by 3-5% 
• With low benefits, consumption drops by 30% 



Evidence on economic hardship 
beyond income losses 

• 1/3 of workers borrowed money and was 
contacted by collection agencies (Keogh et al. 2000) 
 

• Workers lost their cars and homes (Morse et al. 
1998) 
 

•  Workers experience substantial drop in net worth 
and household consumption (Galizzi and Zagorsky 
2009) 
 

• Qualitative evidence (Sullivan et al. 2000) 
 



• Effect on Personal Bankruptcy 
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Final Thoughts 
• Strong evidence that WC is failing to provide 

adequate insurance to injured workers 
• This is a political and social problem that is 

abetted by misleading economic assumptions 
• Workers’ experiences must be studied within the 

wider set of economic constraints they face 
• The race to the bottom is a structural problem 

leading to inadequate compensation. 
• Most effective way to address this would be the 

threat of federal standards 

Presenter
Presentation Notes
Federal action or threat, however difficult, would be most effective for positive changeLike the 1970 Commission.State constitutional challenges are fine, but probably would set too low a floor.
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