JOHN BURTON’S WORKERS’ COMPENSATION MONITOR

Who Actually Pays for Workers’
Compensation?: The Empirical Evidence

by James R Chelius and John F. Burton, Jr.

Readers of this publication are un-
doubtedly aware of the national
trends regarding the large — and
seemingly ever-increasing costs of
workers’ compensation insurance.
According to one estimate, these costs
in 1992 reached $60 billion, which rep-
resented an 8.7 percent increase over
the comparable figure for 1991.! The
story of soaring workers’ compensa-
tion costs over much of the last sev-
eral decades is also familiar.? These
= cost increases have, in turn, set in
motion a wave of statutory reforms
ranging from incremental changes to
draconian overhauls. Furthermore,
the workers’ compensation program
shows no signs of settling into an ex-
tended period of stability.

If the continuing debate over both
the appropriate level of workers’ com-
pensation costs and revisions to pro-
gram characteristics thatmay influence
these costs® is to be well-informed, itis
important to understand who is actu-
ally — rather than nominally — pay-
ing for these costs. Resistance to costly
changesis frequently strongestamong
those who conclude that they incur the
cost of these changes. Similarly, it is
only human nature not toworry about
the costliness of a particular change if
itis anticipated that someone else will
pay the bill.

This article, which supplements our
previous essay on economic theory,*
summarizes empirical research find-
ings regarding this critical issue of who
pays for workers’ compensation.
Though economic theory is important
in several respects, it is the empirical
evidence that is ultimately the key to
our understanding. Since economic
theory provides a conceptual frame-
work for empirical analysis, we will
briefly summarize the salient points of
our previous article, before discussing
the research findings.

Why Bother with A
Theory?

Economictheoryisanabstraction of
how thereal world operates. A “good”
theory captures the essence of how
markets actually work, without being
encumbered by many of the complexi-
tiesinherentineveryday economiclife.
Thus, a principal virtue of a good eco-
nomic theory is that the theory be
simple and only as complex as is

Economic theory

is an abstraction of
how the real world
operates.

needed to help us explain the function-
ing of the real world.* Even though we
must ultimately rely on empirical find-
ings (or “real world” experience) to
assess who actually pays for workers’
compensation, economic theory is a
valuable starting point for any investi-
gation of market phenomena.
Aswenoted inour earlier essay, “...
real world marketplaces do not act as
precisely or quickly as one might infer
from the abstractions, but such a theo-
retical analysisis useful becauseitstruc-
tures our thinking (by providing a gen-
eral framework or model for analyzing
a very complex and detailed array of
real world market exchanges) and di-
rects us to the right questions.”® For
example, theory alerts us to the exist-
ence of a tradeoff between wages and
employment, that is, higher wages are
generally associated with fewer addi-
tional hires. As we evaluate appropri-
ate tests of who actually pays for work-
ers’ compensation, wewill consider the
consequences onboth émploymentand

wages. (As it turns out, relatively less
is known about the employment as-
pects of this issue.) Again, economic
theory helps us to pose the right ques-
tions, even though it might not also
furnish all of the answers.

Itisalsoimportant to recall that the
role of a theory is to provide insight
into how the real world actually oper-
ates, rather than how any of us might
wish it to operate. Many negative re-
actions to a particular theoretical con-
clusion are based more on wishful
thinking abouthow the world should
be.Itis useful to separate such norma-
tive perceptions fromanalyses of how
the labor market and its participants
actually behave, and from analyses of
who thus actually pays for workers’
compensation.

Conclusions Derived
from Economic Theory

Workers’ compensation programs,
which mandate that employers pro-
vide and nominally pay for benefits to
injured workers, are analogous to
other government programs that are
financed by a tax on payrolls. Thus, the
general theory about the impact of
payroll taxesis therelevant framework
within which to conduct our analysis.

Our earlier review of the economic
theory regarding who pays for em-
ployment-related “taxes” such as
workers’ compensation had five prin-
cipal conclusions.” We initially noted
that“payroll taxes (including workers’
compensation) evokeresponsesin the
marketplace that must be taken into
account if we are to understand their
impact.” Simply looking at who is the
nominal payer of the tax does not neces-
sarily tell the whole story or even an accu-
rate story: such taxes nominally paid
by the employer may actually be paid
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by workers (orby other participantsin
the economic transactionsrelated to the
employment relationship, such as
product purchasers) through a) lower
wages (or, more typically, through
wages that do not grow as rapidly as
they otherwise would have grown) or
b) through reduced employment op-
portunities (or, perhaps, employment
opportunities that do not grow as
quickly as they otherwise would have
grown). These responses are not in-
stantaneous or precise; nonetheless, the
economic theory does point out the
market’s long-run tendencies.

Wealso concluded that these “taxes
are best viewed as being imposed on the
employment relationship rather than on the
nominal payer of the fees.” Employers
and employees are engaged in a recip-
rocal exchange and any burden (or
subsidy) imposed on one party is go-
ing to have some implications for the
other party.

Our third conclusion from eco-
nomic theory regarding who pays for
workers’ compensation that was de-
rived was that “... a key influence as to
who is the ultimate payer of the tax is the
flexibility both employers and employees
havein responding to the imposition of such
atax” — a party’s inability or disincli-
nation to respond by adjusting the
quantity of labor supplied or de-
manded will result in the inflexible
party bearing more of theburden in the
form of lower wages received by the
worker or higher labor costs paid by
the employer. Employers might exer-
cise flexibility by hiring workers in
anotherjurisdiction not covered by the
tax (or in a state or country with lower
costs) or by substituting capital (for
example, investments in machinery)
for labor. Workers might exhibit flex-
ibility by switching to an employer
offering better wages, by moving to a
state with better job opportunities, or
by leaving the labor force.

Our fourth conclusion from eco-
nomic theory had to do with the inevi-
table tradeoff between wages and
employment. It is an enduring fact of
economic life that reactions to change
take the form of adjustments in either
prices or in quantities. In the case of
changes in employers’ costs of work-
ers’ compensation insurance, thelabor
market will react by changing wages,

employment levels, or some combina-
tion of both. Since there is a tradeoff be-
tween the level of employment and the level
of wages, a greater impact of higher em-
ployers” workers’ compensation costs on
wagesresults inalesser impact on employ-
ment.

A final conclusion from our review
of labor market theory was that the
value of workers’ compensation toemploy-
ees is another key influence on the tax’s
impact. Tothe extentthatworkers’ com-
pensation is viewed by an employee
as a valuable part of pay (similar to
other fringe benefits that mightbe val-
ued by the worker), a worker’s wage
will be lower than it otherwise would
be. Just as an employee might use part
ofhis orher wage earnings to purchase

There are four broad
levels of empirical
analysis....

a supplemental disability policy, the
employer’s mandatory “purchase” of
valued workers’ compensation cover-
age will tend to result in lower wages.

As noted above, these conclusions
derived from economic theory merely
set the stage for our consideration of
the empirical evidence about how la-
bor markets actually work and, specifi-
cally, how these markets react to
changes in the costs of workers’ com-
pensation insurance. These research
findings are summarized in the re-
mainder of this article.

The Empirical Evidence

There are four broad levels of em-
pirical analysis that provide evidence
pertinent to our evaluation about who
actually pays for workers’ compensa-
tion. Each level of analysis has its own
strengths and weaknesses.

The first (and most general) level of
studies examine employer and em-
ployee responses to changes in labor
costs and to wage changes in general.
Since an increase in the employers’
costs of workers’ compensation insur-
ance potentially affects labor costsand

wages, the lessons of these broader
studies are quite relevant to the evalu-
ation of who actually pays for work-
ers’ compensation. Many economists
think that the conclusions from the
empirical evidence in these more gen-
eral studies are more valid than are the
conclusions derived from studies of
specific programs (such as workers’
compensation or Social Security), since
the more aggregated approach does
not have to rely on what may be quite
small differences acrossjurisdictions or
across time within a jurisdiction to
detectastatistically significantimpact.
There are almost always many other
differences that existacross labor mar-
kets other than the differences in the
program being examined, so it is usu-
ally difficult to statistically single out
the impact on labor markets of any

discrete policy difference (particularly

if that programmatic difference is
small). The more general approach of
examining the reaction to wage and
labor cost changes also may be better
able to capture a broader range of
subtle adjustments in the marketplace
than would the examination of a spe-
cific policy or program.

A second category of empirical
studies relevant to our evaluation of
who actually pays for workers’ com-
pensation are those that examine pay-
roll taxes in general. As we previously
noted, the employer’s requirement to
provide workers’ compensation cov-
erage is analogous to a program fi-
nanced by a payroll tax; thus, lessons
from the empirical research regarding
these other programs are obviously
relevant. Government mandates that
employers purchase particular benefits
are also analogous to workers’ com-
pensation and empirical studies of
these mandates provide additional
insight into our question of “who
pays.” Unfortunately (atleastin terms
of research), there is a broad and uni-
form application of most social pro-
grams that are financed by payroll
taxes; because interjurisdictional dif-
ferences in such programs are thus
small, it is often difficult to detect sta-
tistically significant differences across
jurisdictions in the labor market reac-
tions to programmatic changes.® An
important advantage of payroll tax
studies,however, isthat thereare many
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similarities between payroll taxes and
workers’ compensationinsurance, and
thus the empirical evidence regarding
the impact of payroll taxes and man-
datory benefit purchases provides les-
sons that are applicable to our evalua-
tion of who actually pays for workers’
compensation.

‘The third category of empirical
studies in our review investigates the
relationship between job risks and the

~ wagesreceived by workers. Therehave
been numerous articles on this topic,
most of which have found that work-
ersin dangerousjobsreceive extra pay
to compensate for this additional risk.
These findings provide a general con-
text for examining whether workers’
compensation serves as a counter-
vailing force; thatis, does the provision
of workers’ compensation lessen the
amount of the extra pay received by
workers in dangerous jobs? To the
extent that workers’ compensation
lessens the extra pay that is necessary
to induce workers to accept and stay
with risky jobs, employees are paying
for workers’ compensation coverage
through decreases in their pay.

The final category of empirical stud-
ies that we will review are direct ex-
aminations of who actually pays for
workers’ compensation. The substan-
tial interstate variations in workers’
compensation programs makessucha
direct examination more fruitful than
is the case for programs financed by
payroll taxes.

Within each of these four categories
ofempirical analyses, wewill highlight
the key findings rather than present-
inganexhaustiveliteraturereview. We
will focus on the major studies that are
illustrative of the general consensusin
researchers’ findings or that are
uniquely targeted to our question of
“who pays.”

Category One: General Studies
of Employers and Employees

Labor market theory demonstrates
that the options available to both em-
ployers and employees are important
in determining the labor market re-
sponse tochangesin workers’ compen-
sation costs. The central issue is how
employers respond to labor cost

changes and how employees respond
to wage changes.

The most important findings from
this literature are about how workers
respond towage changes. Asexplained
inourearlieressay on the theory oflabor
markets, an inability or unwillingness
of workers to switchemployers or stop
workinginresponse toawage decrease

will “steer” the market toward wages - |.

that are lowered by the amount of the
payroll tax. While there is substantial
evidence thatemployees are willing to
switch employers in response to mod-
est wage differences, when wages are
lowered throughout the market there
is much less flexibility.

The most important
findings ... are about
how workers respond
to wage changes.

For the labor market as awhole, the
evidence for adult male workers in
their middle working yearsis that they
will continue to work, irrespective of
whatever changes there might be in
their wages.” These workers will not
(cannot?) withdraw from the labor
force in response to a lower wage.
Furthermore, while other groups (such
as non-middle-aged men — both
younger and older, and married
women) exhibitsome tendency todrop
out of the labor force in response to
lower wages,'® these effects are not
large. This small response on the part
of workers in the market as a whole
results in what economists refer to as
an inelastic labor supply.

This lack of flexibility on the part of
workers implies that much —if not all
— of the impact of workers’ compen-
sation cost increases will be borne by
workers in the form of lower wages. If
one viewsworkers’ compensationasa
program thatexists in every state with
relatively minor variations across
states, these empirical results of little
or no overall worker flexibility are the
mostrelevantto our discussion of who
actually pays for workers’ compensa-
tion. In this perspective of workers’
compensation as a qniversal system,

workers have little room to escape the
program’s wage impact, short of with-
drawing from the labor force. Thus,
they continue tobear theburden of the
costs of workers’ compensation insur-
ance in the form of lower wages.

Given the substantial interstate dif-
ferences in workers’ compensation
costs as well as substantial worker
mobility across states, one might an-
ticipate that workers have more flex-
ibility than is implied by the above
evidence about the overall national
market. A relative wage decline in one
state as a result of higher employers’
costs of workers’ compensation insur-
ance may cause workers to move to
another state, thus giving them an
option other than withdrawing from
the labor force. If there were substan-
tial interstate variation in workers’
compensation costs and a resulting
substantialinterstate worker mobility,
less of such wage reductions would
occur. (If it is the case that wages are
not reduced in response to workers’
compensation cost increases, the im-
pactwould fall more heavily onreduc-
tions in employment.) There is, how-
ever, no empirical evidence on the ex-
tent of interstate worker mobility in
response to changes in workers’ com-
pensation costs.

Ascertaining the dollar value that
workersplace onhaving workers’ com-
pensation coverage provides another
complication. Even if workers had
complete flexibility in responding to
wage decreases that resulted from
higher workers’ compensation costs,
they mightnotmoveelsewhere or stop
working if they valued the benefits
given in exchange for the wage de-
crease. If workers value the benefit
provided by the tax, their supply be-
havior (of not changing jobs to an
employer without workers’” compen-
sation coverage or an employer who is
located in a state with lower costs) will
result in them bearing the burden of
the tax in the form of lower wages. The
greater value workers place on the
benefit, the greater will be the degree
to which the burden of the tax will be
shifted to labor in the form of lower
wages. There is, however, no direct
empirical evidence on the degree to
which workers’ compensation is val-
ued by workers, although the indirect
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evidence examined below indicates
that workers place a substantial value
on workers’ compensation coverage.

If one accepts the notion of little or
no flexibility of supplybehavior on the
part of workers in response to higher
workers’ compensation costs (because
they cannot withdraw from the labor
force, they choose not to move to an-
other state, or they value the workers’
compensation coverage being man-
dated), the program costwill be shifted
to workers no matter what the degree
of flexibility exhibited by employers.

This pattern of supply behavior on
the part of workers causes us to con-
clude that increases in workers’ com-
pensation costs are primarily shifted
onto employees in the form of lower
wages. This conclusionisreinforced by
empirical evidenceregarding employ-
ers’behavior. The consensus evidence
fromanumber of studies of the elastic-
ity of demand for labor indicates that
employershaveasubstantial degree of
flexibility. The “best guess” evidence
indicates that, for every 10 percent in-
creaseinlabor costs, employersreduce
demand for workers by about 3 per-
cent.”! This implies that even if there
weresubstantial employmentdecision
flexibility on the part of employees and
even if employees placed little value
onhaving workers’ compensation cov-
erage, a large part of the cost of work-
ers’ compensation insurance would
still be shifted to labor.

In conclusion, if the market’s reac-
tion to workers’ compensation cost
increases is the same or similar to the
market’s reaction to general labor cost
changesand wage changes, theempiri-
calevidence indicates that workers will
pay for a substantial portion of the
workers’ compensation bill.

General Payroll Tax Studies

There have been many empirical
studies that examine the impact of
payroll taxes and their close cousin of
government mandates that require
employers to provide certain benefits,
such as the requirements in some coun-
tries that mandate paid vacations.
Empirical analyses of the extent to
which employers, who nominally pay
for payroll taxes, actually shift the cost

of such taxes onto employees have
produced a wide range of estimates.
This diversity of findings probably
reflects the difficulties of isolating, ina
statistical model, the effect of payroll
taxes on labor markets, particularly
sincelabor marketsare also affected by
many other factors. This lack of con-
sensus in the research findings has led
one leading contributor to this litera-
ture to conclude that the consideration
of employer and employee responses
to general cost and wage changes (de-
scribed above as the category one stud-
ies)is moreusefulinascertaining “who
pays” for such programs.'

Because payroll taxes are lower in
the United States than in most other
industrialized nations, some of the
more useful studies of payroll taxes
have analyzed the experience iri other
economies. One of the most widely
cited studies of the impact of payroll
taxes analyzed the Swedish labor mar-
ket. In Sweden, payroll taxes are very
high, having grown from 6 percent in

... workers will pay for
a substantial portion
of the workers’

compensation bill.

1950 to 40 percent in 1979; during the
1970s alone, Sweden’s payroll taxes
increased from 14 to 40 percent. With
such dramatic increases, one does not
need quite as fine alevel of precision to
detect labor market reactions as is nec-
essary inmostotherenvironments. This
study of the Swedish labor market
found that within one year, approxi-
mately 50 percent of the payroll tax
increase had been shifted tolabor in the
form of lower wages, and concluded
that “[lJabor will presumably bear the
full burden of payroll tax increases in
the form oflowerwagesin thelongrun,
butit may take quite a while before the
long run is reached.”*®

A recent empirical examination of
the impact of a state government man-
date that employers pay for maternity
coverage to the same extent as compa-
rable medical conditions provides sig-
nificantinsightintohow thelabor mar-

ket reacts to the imposition of require-
ments that employers provide certain
benefits.!* We highlight this maternity
coverage study because of its percep-
tiveanalysisand because thismandate,
as with workers’ compensation cover-
age, provides benefits that employees
are likely to view as valuable. The im-
position of this maternity coverage
obligation by several states in the mid-
1970s, as well as a subsequent federal
mandate affecting all states as of late
1978, establishes a quasi-experimental
situation that is rarely available to re-
searchersin thesocial sciences. The fact
that the mandate applies only to a
readily identifiable group of workers
further sharpens the precision of the
analysis, as it lessens the number of
confounding influences that may also
have a bearing on the labor market.
This study utilized data on indi-
vidual workers and a variety of speci-
fications of the statistical model in com-
paring wages of married females aged
20 to 40 (and their husbands) in states
that had passed such legislation to the
wages of thesame demographic group
in states that had not passed the legis-
lation. The study found, on the basis of
this interstate comparison, that the
wages of the married females in the
states mandating maternity coverage
were lower (after statistically control-
ling for other possible influences) than
were the wages of the comparable
group of married females in states
withoutsuch mandates. This cost shift-
ing (in the form of lower wages) oc-
curred despite the presence of anti-dis-
crimination legislation which would
seem to make it difficult to pass along
the cost of mandated coverage in the
form of lower wages among the group
being provided with such coverage.
The subsequent implementation in
1978 of a federal mandate to provide
maternity benefits that was applicable
toevery state provided another oppor-
tunity to assess the labor market im-
pact of this payroll tax. Since this man-
date applied to all married women, it
might be anticipated that the labor
market reaction would be less pro-
nounced than in the instance in which
the mandate was only in effect in only
a few states. Within a short period of
time after the federal mandate took
effect, however, most of the cost of
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providing thismaternity coverage was
shifted to the affected workers in the
form of lower wages."

In conclusion, our summary of the
Swedish payroll tax and maternity
coverage empirical studies — which
are two of the more interesting and
most representative analyses of pay-
roll taxes and employer mandates —
reveals that a substantial amount of
costsnominally paid by employersare
actually shifted onto employees in the
form of lower wages. While not every
empirical study has reached this con-
clusion, there is a consensus among
most payroll tax studies that employ-
ees absorb most of the cost of payroll
taxes. Furthermore, the research find-
ings from the two studies we have
summarized indicate that the cost shift-
ing has occurred over a fairly short
period of time.

Compensating Wage
Differentials

Another area of empirical research
thatisrelevantto our discussion of who
actually pays for workers’ compensa-
tion is the matter of whether workers
are paid higher wages towork in risky
jobs. The assertion that workers must
be paid higher wagesinorder toinduce
them to accept and stay with danger-
ousjobsisalabor market theory thatis
over 200 years old.'® Over the last two
decades, this theory hasbeensubjected
to substantial empirical testing."”

This notion of “compensating wage
differentials” (a term that economists
use for this higher pay for dangerous
jobs) is very difficult to study because
of the myriad factors that have to be
accounted for in a statistical model in
order to isolate the impact of risk on
wages. The theory does not say that
wages in dangerous jobs necessarily
will be higher than the wages in a less
dangerous job, but rather that wages
in a given dangerous job are higher
than they would be if the risks were
lower. The “compensating wage differ-
ential” theory thatextra payisrequired
to attract and retain employees in less
attractive jobs applies not just to job
attributes such as on-the-job risk but
also to any unattractive feature of ajob
such as low status or a high probabil-

ity of being laid off.

The findings from the empirical lit-
erature on compensating wage differ-
entials for risk are quite consistent:
most studies conclude that there are
indeed compensating wage differen-

tials for risk as measured by the likeli-

hood of workplace fatalities.”® Though
estimates of the actuallevel of compen-
sating wage differentials vary, in gen-
eral, wages are “... one-half to 2 per-
centhigher for workersin manufactur-
ing industries with the average risk of
job fatalities (about1in 10,000 per year)
than for comparable workersinindus-
tries with half that level of risk.”"
Clearly then, the labor market does
react (to some degree) to the degree of
danger on the job. There is, however,
no standard by which to measure
whether such premiums fully compen-
sate workers for risk or whether such
premiums are just a partial payment
foradanger that, if fully accounted for,
would yield even higher wages.

These findings set the stage for the
next category of studies that directly
analyze the impact of workers’ com-
pensation. To the extent that a worker
receives extra pay for bearing the risk
of a dangerous job, the amount of this
compensating wage differential
should be lessened by the presence of
aworkers’ compensationbenefits pro-
vision system and the more generous
these benefits, the less should be the
extra pay for risk.

Direct Examinations of Workers’
Compensation Programs

The fairly recentavailability of data
bases in which individual workers are
the unit of observation has resulted in
several recent studies of who pays for
workers’ compensation that, in our
opinion, are very sound.” Further-
more, the substantial variation across
states in the cost of workers’ compen-
sation providesanalmostuniquearena
within which to analyze a program’s
impact on employee pay.”

The first empirical studies that di-
rectly examined the impact of work-
ers’ compensation on wages date only
to the early 1980s. Representative of
three studies published in 1983 is one
by Stuart Dorsey and Norman

Walzer.” Dorsey and Walzer used data
from a national sample of blue collar
workers in order to statistically evalu-
ate the relationship between workers’
compensation costs and wages; other
factorsthatmayalsoinfluence thelevel
of wages (such as education and age)
were also taken into consideration in
their empirical model.”? Dorsey and
Walzer found that, fornonunion work-
ers, over 100 percent of the costs of
workers’ compensation were shifted
onto employees in the form of lower
wages. Specifically, they concluded
that for every 1 percent increase in
workers’ compensation costs, wages
declined by 1.4 percent.*

More recentempirical studies of the
impact of increases in workers’ com-
pensation costs have been done by
Michael Moore and W. Kip Viscusi.®
They used three “general purpose
samples” of household heads in the
labor market, in examining the rela-
tionship between wages and higher
workers’ compensation benefits. As
was the case in the previously cited
empirical studies, the statistical mod-
elsused by Moore and Viscusialso take
into consideration other factors that
may have a bearing on wages.”

Moore and Viscusi found that
higherworkers’ compensationbenefits
were associated with substantially
lowerwages, after statistically control-
ling for the influence of other factors.
The degree of this tradeoff was so pro-
nounced that, from anemployer’s per-
spective, higher workers” compensa-
tion benefits may well pay for them-
selves. Specifically, they assert that

[ulnder a wide range of assump-
tions a substantial wage offset is
generated by the provision of
[workers’ compensation] benefits.
This offset is expected on eco-
nomic grounds sinceboosting one
attractive feature of the compen-
sation mix (workers’ compensa-
tion) will reduce the wages
needed to make a hazardous job
acceptable to the worker.

... [a]lthough workers” compen-

sation increases do not provide

an economic ‘free lunch’ to firms,
they are cheaper fare on average
than is generally believed.”

The conclusion that may beinferred
from the findings of this study — that
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higher workers” compensation ben-
efits, from the employer’s perspective,
more than pay for themselves in the
form of lower wages —is aradical one
that undoubtedly will be sharply con-
tested by many members of the work-
ers’ compensation community. Moore
and Viscusi also pointout that thelevel
of the estimated wage /benefit tradeoff
appears to have diminished asbenefits
have gotten more generous over the
past two decades; as such, employer
resistance tobenefithikesis not totally
counter to their conclusion that work-
ers’ compensation pays for itself.

Another aspect of the Moore and
Viscusi analysis is worth mentioning.
Many people are dubious about the
market’s ability to react to relatively
subtle factors such as the dangerous-
ness of jobs or the level of workers’
compensation benefits. As we noted
above, however, the evidence is quite
strong that workers are paid greater
wagesin more dangerousjobsand that
this higher wage is offset by workers’
compensation. Yet, many people (prin-
cipally, those who are not economists)
remain skeptical.

The skeptics argue that few work-
ers are aware of job risks and thus few
workers are able to use such informa-
tion in deciding where (or whether) to
work. Neither every worker nor even
alarge proportion of workers needs to
be initially aware of these factors in
order for these factors to stillhave pro-
found implications for the workings of
the labor market. One of the most im-
portant ways by which workers actu-
ally become aware of the existence of
such factors is by accepting an offer of
employment for a particular job. After
getting a close-up look at the job, the
worker may discover that the job is
more dangerous than he or she origi-
nally assumed and the worker may
then quit. (The speed of this act is, of
course, dependent on whether the
worker has other employment oppor-
tunities.)

Moore and Viscusi investigate the
relationship between on-the-job dan-
gerand theworker’sinclination to quit,
as well as the relationship between job
risk and actual quitting. They observe
that more dangerous jobs are associ-
ated with more intended quits and
more actual quits, although only the

intended quit relationship was statis-
tically significant. More to the point of
our discussion of “who pays,” how-
ever, is their finding that more gener-
ous workers’ compensation benefits
reduce quit rates, as well as workers’
intentions to quit dangerous jobs.
While these results do not provide di-
rect evidence regarding who actually
pays for workers’ compensation, they
certainly demonstrate that employees
react to different risk levels and the

" lessening of their financial burdens

from such risk through the provision
of workers’ compensation. It is strong
confirmatory evidence for the hypoth-
esis that thelabor market takesjob risks
and workers’ compensation into ac-
count.

The conclusion ... is a
radical one that
undoubtedly will be
sharply contested....

Themostrecentempirical study that
directly examines the issue of who pays
for workers’ compensation provides,
inourassessment, thestrongestresults.
Jonathan Gruber and Alan Krueger
used data from a national sample of
individuals in five narrowly defined,
high-risk jobs.® The data, covering a
five-year period, included the follow-
ing private sector occupations: carpen-
ters, truck drivers, nonprofessional
hospital employees, gasoline station
employees, and plumbers. The use of
these narrowly defined work activities,
coupled with the substantial interstate
cost differences in workers’ compen-
sation, lends itself to more precise es-
timates than was the case with some of
the studies we previously discussed.””

Gruber and Krueger found that in
four out the five activities studied —
allexceptplumbers—higher workers’
compensation costs were associated
withlower wages. In the full sample of
five activities, the statistical model that
took into consideration state effects
other than workers’ compensation
(and thusis the preferred specification)
found that the effect of increases in
workers’ compensation costs on wages

was substantial and statistically signifi-
cant. Gruber and Krueger concluded
that 86.5 percent of workers’ compen-
sation costs were shifted onto workers
in the form of lower wages.

Gruber and Krueger also used ag-
gregated, firm-level data, in an effort
to confirm their wage results and to
investigate theimpactof workers’ com-
pensation costs on employment. For
this analysis, they utilized data from
twoyears (1979 and 1988) on firms that
employed carpenters, truck drivers,
gasoline station employees, and
plumbers,*as wellasdata on firmsen-
gaged in the agricultural machinery,
excavation, gas and oil distribution,
lumber sales, masonry, and road and
street construction industries (these
additional firms were engaged inrela-
tively high-risk activities that provided
a good match with the workers’ com-
pensation costdata). Changesin wages
and employment were correlated with
workers’ compensation cost changes
between 1979 and 1988.

When the focus of theanalysisin this
firm-level datasetwasrestricted to the
activities that they had investigated in
their firstset of models, the results were
the same as before: 86 percent of the
workers’ compensation cost increases
were shifted onto workers. When the
focus of analysisin this firm-level data
set was expanded to all ten activities,
Gruber and Krueger found that 56
percent of workers’ compensation cost
increases were shifted onto workersin
the form of lower wages.

Economic theory suggests that to
the extent that workers’ compensation
costsarenot fully shifted onto employ-
ees (thatis, employers still bear part of
the cost), employment levels may also
be affected. Since Gruber and Krueger
had found much—butnotall —of the
cost of workers’ compensation was
passed along to employees, it might
thus be expected that cost increases
would also result in employment de-
creases.’ Gruber and Krueger tested
the employment/cost increase rela-
tionship, using the firm-level data per-
taining to the four activities of the first
sample and to all ten activities in their
dataset. Inboth samples, the estimated
relationships indicate that cost in-
creases were associated with employ-
ment decreases; however, the relation-
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ships were too imprecise to be statisti-
cally significant. Thus, they could not
conclusively state that cost increases
were associated with employment
decreases.

Arecentstudyby David Durbindid
focus explicitly on the relationship
between workers’ compensation costs
and employmentlevels.* Durbin used
state-level data from selected years
between 1981 and 1989, and concluded,
from the results of a statistical model
that took into consideration a variety
of factors, thateach 10 pércent increase
inworkers’ compensation costs (which
was the approximate average annual
increase during this period) resulted in,
roughly, 900,000 lost jobs. If those jobs
had not been lost, the national unem-
ployment rate for 1991, for example,
would have been 5.9 percent, rather
than the actual rate of 6.7. While the
aggregated nature of the data, the lim-
ited years, and possible difficulties
with some of the measures give us
some hesitation with the specific job
lossestimate, thebasic notion thatsome
of the increase in workers’ compensa-
tion costsresults inemploymentlosses
is probably valid.

Conclusion

Empirical analysis of the impor-
tant policy question of who actually
pays for workers’ compensation is
clearly important. Notwithstanding
this importance, such empirical re-
search is a difficult and messy busi-
ness. The data are usually flawed in
some manner, the variables used are
often approximations of what we
would actually prefer to be able to
measure, the time needed for the la-
bor market to react to cost increases
is always unclear (and thus we may
not be focusing on the “right” time
period), and the list of other, possi-
bly confounding factors to be statis-
tically controlled for is long. Labor
market analysis is not like the re-
peated trials in a laboratory experi-
ment, in which it is possible to con-
firm one’s hypothesis by achieving
the same results in repeated trials.
Any one economic study can be sub-
jected to criticisms and to a litany of
reasons why it does not conclusively

answer the question that the re-
searcher hoped to answer.
Nevertheless, despite all these dif-
ficulties, and despite all of the limita-
tions of individual empirical studies,
thereis, in our estimation, abroad con-
sensus that may be inferred from a

~ large number of empirical analyses

using different data and different sta-
tistical models. We have a reasonable
degree of confidence thatsocial science
research has indeed provided an an-
swer to our question of who actually
pays forworkers’ compensation: a sub-
stantial portion of workers’ compensation
costs (and even, according to some esti-
mates, all of the costs) are shifted onto
workers.

In our view, increases in the cost of
workers’ compensationand in the costs
of other programs financed by payroll
taxes are one of the reasons why there
hasbeensolittle wage growth over the
pasttwo decades. If one has anegative
reaction to the conclusion that work-
ers pay much, if not all, of the bill for
workers’ compensation, the corollary
is likely to provide better news. Given
the tradeoff between wages and em-
ployment, the more workers’ compen-
sation cost increases affect wages, the
less they will affect employment.

We think that injured workers, or-
ganized labor, the business commu-
nity, and policy makers should be
aware of the fact that the empirical
research indicates that the costs of
workers’ compensation insurance are

" largely shifted onto workers. We real-

ize that neither an injured worker try-
ing to make ends meet on the basis of
indemnity benefits nor a firm that is
trying to remain competitive inwhatit
perceives tobe an unfavorablebusiness
climate will necessarily accept such
evidence. Nonetheless, in our view, the
“data speak” on who actually pays for
workers’ compensation. The data also
“tell” us that workers not only pay for
workers’ compensation, but that to a
large extent this method of financing
workers’ compensationisa fair deal for
workers, since more expensive benefits
lead to a roughly equivalent drop in
wages.

Havingallowed the data tospeak to
these findings, and having at the out-
set of this article counseled against al-
lowing normative views to influence

one’s research, we will conclude with
some “should” statements, which are
inevitable in discussing the policy
implications of empirical research. Our
task should be to develop a more effi-
cient, effective, and fair system for
compensating injured workers aswell
asencouraging preventionand return-
to-work. Employersand employeesare
in this together and the goal of reform
should be to create programs that are
more valuable toboth parties: provid-
ing a givenlevel of benefits with lower
costs in the delivery system is an ex-
ample of a win-win situation. It is im-
portant that we do a better job at de-
velopingrelationships and institutions
that reflect this mutuality of interests.
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