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All developed countries provide protection against economic risk through
public and/or employer-administered programs. How much is provided, and the mix of
public vs. private, vary substantially across national boundaries. In the U.S.
there has been growing tension over the appropriate mix and the level of generosity.
Recent debate about creating a system of national health care or about mandating
employer-provided health care is but one symptom. What was the contribution in the
1980s of academic research - mainly in economics and industrial relations - to the
debate over, and understanding of, social insurance and employee benefits?

It is argued below that while much useful research was undertaken, there were
also deficiencies in the resulting literature. At times, narrow issues and narrow
perspectives were unduly emphasized, thus widening the gap between research and
application. However, the gap was two-sided. Practitioners and policy makers often
failed to acquaint themselves, or to apply, research findings or perspectives.
Public policy has addressed the issues piecemeal. The question of how social
insurance and benefits fit into the changing employment relationship is seldom
asked.

Truth in packaging requires the author to put forward his own views of the
"why" of social insurance and benefits. Sections I and III, below, provide that
perspective while Section II reviews the stylized facts of the benefit system with
which researchers must be familiar. The remainder of this chapter is devoted to a
review of the 1980s research literature on benefits and conclusions for public
policy. 1In essence, it is argued that after a decade of modeling and theorizing, a
greater emphasis on the study of institutions and history is warranted. Public

policy would benefit from an end to the piecemeal approach.

I. The 19808 Research Perspective: A General Critique

Public policy debates regarding social insurance and benefits have always been
mirrored in academic research. But the mirror is often distorted. Academics have
frequently seen the issues from perspectives different than those of the policy
makers, who create social insurance and provide incentives to install private
benefits, and from those of the practitioners - employers and union officials - who
administer benefits at the firm level. By themselves, views from a different
perspective can be useful. But absent agreement on what the important questions
are, and absent a means.of adequate communication, the perspectives remain isolated.

Research becomes enveloped in its own cocoon and practitioners and policy makers



remain unaware of its potential contributions.

i. The Questions Gap

Consider, as an example, research on Social Security. Economists who deal
with Social Security spent the 1980s worrying a great deal about the impact of the
system on national saving. (Bernheim & Levin, 1989; Briden & Zedella, 1986;
Burkhauser & Turner, 1982; Feldstein, 1982, 1985; Hubbard, 1985; Hubbard & Judd,
1987; Koskela & Viren, 1983, 1986; Leimer & Lesnoy, 1982; Novos, 1989) 1In
principle, less-than-fully-funded Social Security wealth might induce individuals to
save less for their retirements than they otherwise would.! Yet the academic
debate remained inconclusive due largely to a clear counterfactual model; what
individuals would otherwise have done if there were no Social Security system is not
known. 1If, for example, the elderly would have been supported by their children,
then a pay-as-you-go Social Security system is merely a formal substitute for a
traditional mechanism; saving could be unaffected. The rate of personal saving in
1929 - the first year an estimate from the national income accounts is available -
was only 3.2%. Since the year 1929 predates Social Security, the intergenerational
transfer model has plausibility as a counterfactual proposition.?

While there was no harm in principle in studying the saving effect, the
inconclusiveness of the outcome could largely have been foreseen. Enough work had
been done in the 1970s on the saving issue to suggest the ambiguous outcome.
Moreover, members of Congress in the 1980s saw the tax and revenue side of the
program as a question of budget balancing rather than of national saving. They
tended to fine-tune Social Security taxes and benefits in response to accounting
measures of surpluses and deficits and probably will continue to do so. (Aaron &
Burtless, 1989; Doescher & Turner, 1988; Weaver, 1985) If researchers had come up
with startling new findings on the saving issue, perhaps the standard budget-
oriented approach of policy makers would have been altered. But there was little
likelihood that that would have - or could have - occurred.

Congress was also worried about fairness and equity issues related to the
Social Security system, e.g., the proposal by Senator Moynihan to cut Social
Security payroll taxes in order to provide middle and lower income tax relief.?
Academic researchers may have had things to say about these issues but their views
were often inaccessible.! Generally, issues of fairness and equity either made

researchers uncomfortable or was not of great interest to them in the 1980s. It was



left to the technicians within government, and to a few researchers in Washington
think-tanks, to wrestle with suich is&ues. The kind of institutionalist economists
and industrial relations types who once contributed greatly to the establishment of

Social Security seem to have vanished.

ii. The Communication Gap

Practitioners (employers, unions) worry about the cost and adequacy of the
benefits they provide and negotiate and tend to be less concerned about social
insurance on a day-to-day.®> Here again there was a gap between potential users of
research and academic interests, one largely of abstraction vs. application.
Academics in the 1980s often focused on employee behavioral responses to benefits,
e.g., do pension plans function as long-term anti-shirking devices? Sometimes
employee behavioral responses were linked to the cost side of benefit provision,
especially with regard to health service usage. But the information channels
between academic research and practitioner knowledge were often tenuous. To the
extent that academics saw employee behavioral responses as simply interesting
experiments capable of testing empirical methodologies, the communication gap was
reinforced.

Perhaps the biggest divide between the academic perspective and the
practitioner (and policy maker) view remained the question of who pays for benefits
and social insurance. Where government programs are financed by payroll taxes or
mandatory contributions, economists generally assume that some (if not all) of the
incidence of the tax falls on labor, e.g., that wages are lower than they otherwise
would be.® (Brittain, 1972; Viscusi & Moore, 1987; Gruber & Krueger, 1990) Whether
this effect has any impact on labor supply depends in part on the degree to which
extra taxes are linked to receipt of extra benefits. (Thompson, 1983)

Where purely private benefits are involved, it is assumed that a compensating
differential effect also lowers wages. (Allen, Clark, & Sumner, 1986; Schiller &
Weiss, 1980; Smith, 1981; Woodbury, 1983) Thus, Chrysler chairman Lee Iacocca’s
much-quoted estimates of how much of each Chrysler car consisted of health insurance
was a source of frustration to economists. (Pauly, 1988) Such estimates have
meaning only if health insurance costs simply add to total compensation on a dollar-
for-dollar basis (with no offsetting wage effect). Iacocca’s estimates are examples
of researchers, practitioners, and policy makers talking completely different

languages about benefits. Lack of a translator frustrates a potentially useful



dialogue on all sides.

There are possible resolutions to the seemingly irreconcilable researcher-
practitioner approaches. Consider again the incidence issue. It is important to
note that not all econometric studies actually find a compensating differential for
benefits, e.g., Smith & Ehrenberg (1983). There is also the historical evidence
that employers sought to portray their benefit offerings as something extra, a
*gift* above and beyond the market wage. The use of the word *"fringe" to describe
benefits conveys the idea of an addition to the wage, not a substitute for it.
Employers fought against the inclusion of benefits as a mandatory subject of
collective bargaining in the late 1940s (although they lost that battle as a legal
matter). Bargaining over benefits along with wages lumped the two forms of pay
together as part of the "pie* to be divided between labor and management. The
lumping, in turn, made it harder for employers to continue the gift notion.

Mitchell, Lewin, & Lawler (1990) document that in connection with incentives
such as bonuses and profit sharing, the standard wisdom in personnel management has
been that these should be perceived by workers as a reward for special effort.
Thus, the employer should take care to ensure that these payments were in fact
‘gravy" on top of the going wage. And, indeed, the limited evidence available
suggests that gravy approach prevails for these types of incentive payments.

The purpose of this illustration is not to argue that benefits and social
insurance are in fact just gravy. Indeed, this author’s priors are that programs
such as pensions, health insurance, and Social Security are largely paid for by
workers in the long run. Rather the key point is that the issue is complex and not
self-evident. Practitioner and policy maker perceptions need to be given some
weight in these matters and not dismissed out of hand. Studying personnel practices
and their origins might well pay dividends in reconciling the premises of

practitioners and academics.

iii. Missing the Big Picture

Academics have often used narrow lenses in looking at benefits and social
insurance. Often particular issues are debated to excess while others are left
aside. Mention has already been made of the Social Security/saving issue. A more
glaring example was research in the 1980s concerning the impact of unemployment
insurance (UI) on unemployment rates. This stream of research has clearly reached

diminishing returns. (Ben-Horim & Zuckerman, 1987; Benham, 1983; Burgess & Kingston,



1981; Cooke, 1981; Hills, 1982; Lardaro, 1985; Moffitt & Nicholson, 1982; Portugal &
Addison, 1990; St. Louis, Burgeéss, & Kingstoén, 1986; Tannery, 1983; Topel, 1983,
1984) It is widely recognized now that although there may be conflicting
incentives, UI does tend net to increase unemployment durations of recipients and to
subsidize layoffs (due to incomplete experience rating). On the other hand, because
the system covers only some workers, it also tends to rearrange the queue of job
seekers so that the overall impact on unemployment is diminished - perhaps to zero.
(Levine, 1991) A moratorium on this topic could usefully be declared.

In contrast to the overworked duration issue, the question of declining
coverage of job losers by UI during the 1980s, an matter of interest to policy
makers, received attention only from researchers close to the Washington scene
(e.g., Burtless, 1991). Nitty-gritty issues such as UI system funding deficiencies
also were mainly the province of those on the Potomac (e.g., Vroman, 1989). And
even the favorite academic "problem," increased unemployment durations of UI
recipients, seldom was targeted for research into solutions (other than the implicit
one of cutting UI benefits).’

How can one interpret the academic preoccupation in the 1980s with
"distortions* from social insurance (saving and Social Security; unemployment and
UI) and the relative disinterest in solutions and operational questions? A woman
from Mars might be forgiven if she concluded that the politiéal shift to the right
in the country influenced the academic perspective. But she would be only partially
correct. A bigger problem is that research for many years has drifted towards
narrow behavioral and methodological issues and away from making key social

institutions work better. The issue is one of balance and focus.

iv. Adoption of Social Institutions

There are political and social reasons why countries adopt particular social
insurance and private benefit structures. But interest in examining these reasons
was not widely reflected in the economics and IR research of the 1980s. The wide
variance in response to similar problems across countries was often overlooked,
despite fashionable rhetoric about globalization. And even in the purely American
context, lessons that could have been drawn from the historical evolution of benefit
and social insurance provision were neglected.

Researchers presumably do (or should) understand the importance of the tax

code in promoting adoption of private benefits in the U.S. (Long & Scott, 1982) But



wherever possible, they seemed anxious to develop models explaining why it was
optimal (apart from tax considerations) for employers to be benefit providers. With
regard to health benefits, it was difficult to come up with non-tax reasons for
employers to provide them, using the standard economic model. So - as will be
explored below - health benefits have been viewed critically as a tax-induced
distortion. On the other hand, it was easier to come up with stories about pensions
which do fit the economic model. So the possibility tended to be ignored that tax
considerations were also a primary motivator regarding employer provision of
retirement benefits. More generally, there has been a tendency to neglect the
development of public policy (including tax law) and the evolution of workplace

norms and expectations which surround the U.S. benefit system.®

v. Benefits and the Employment Relationship

Also overlooked - and this is surprising from a perspective of traditional
industrial relations research - is the change in the nature of the employment
relationship and what this shift implies for both employee benefits and social
insurance. The American private benefit model was based in the 1950s on large
stable and paternal enterprises which provided job security. But during the 1980s
there developed new instability in the employment relationship. This instability
showed up directly in such benefit issues as continuation of health insurance
layoff or retirement. It also had ongoing implications for the mix of private
benefits (which are often firm specific) and for economy-wide social insurance.

Employers, for many reasons, seem to be pulling back from prior commitments to
employees and from stable workplace practices. As a result, pension plan
termination in the context of corporate restructuring emerged as a policy issue in
the 1980s and is likely to remain one. These economic changes are occurring against
the background of an aging workforce whose demands for stability and benefits are
likely to grow. How will these conflicting forces play out? How should they?
Should public policies be altered? The academic literature was largely silent on
these questions in the 1980s.

Similarly, there have been shifts in the U.S. labor supply toward greater
demographic diversity. Again, the model of the senior male breadwinner in a long-
term job increasingly does not fit the benefit preferences of the workforce.
Consequently, calls for benefit "flexibility" are often heard. (Stelluto & Klein,

1990) One solution which was often cited - but proves difficult to implement in



practice - was the "cafeteria" approach to benefits. Under this approach workers
allocate their benefit dollars among a menu of benefit alternatives. But although
such plans grew in the 1980s, they still covered only a small fraction of the
workforce by the end of the decade. (Meisenheimer & Wiatrowski, 1989)

Administrative and adverse-selection costs were usually cited as inhibitors of
cafeteria programs. Employers and policy makers faced with continuing demographic
diversification would undoubtedly have benefitted from research into making the
cafeteria approach more feasible and less costly. However, there seems to have been
little research on this issue.

Despite these deficiencies, significant research contributions were made in
the 1980s. These contributions will be discussed below in Sections IV and V dealing
with private health and retirement benefits. For reasons of economy, other benefits
which are intimately related to working conditions (such as vacations and leaves)
are omitted from the discussion. In any case, there has not been much academic work
on such working-condition benefits. Also omitted are pure tax gimmicks for the

higher paid (e.g., company cars) and elaborate executive compensation schemes.

II. Stylized Pacts of Benefit Provision

What are the key characteristics of the U.S. system of benefits and social
insurance? One way to respond to this question is statistically. Happily, efforts
were made in the 1980s to expand the data sources available. Worthy of mention in

this regard are the privately-produced EBRI Databook on Employee Benefits

(Piacentini & Cerino, 1990), the U.S. Department of Labor’s Trends in Pensions
(Turner & Beller, 1989), and Health, United States (U.S. Department of Health and
Human Services, 1991). Additionally of note were (and are) the Bureau of Labor
Statistics’ (BLS’) regular surveys of medium to large firms and its expansion of the
Employment Cost Index.’

A major data collection effort at the National Bureau of Economic Research
(NBER) regarding pensions resulted in the statistical compendium Pensions in the
American Economy (Kotlikoff & Smith, 1983) By the end of the decade, information in
this NBER volume had become somewhat dated. However, included in the tables were
historical data going back as far as 1950. Finally, data-oriented articles
concerning benefits and social insurance often appeared in two official journals and
will undoubtedly continue to be featured in their pages: the Monthly Labor Review

and the Social Security Bulletin.




i. Benefit Coverage

Tables 1-4 summarize major characteristics of the private benefit system. On
Table 1, size of establishment (and firm) is shown to be positively correlated with
pay levels generally and with benefit provision for full-time workers. Employees in
big establishments not only receive more total compensation than others; they also
receive a larger proportion of their pay in the form of insurance and pensions.
(Burke & Morton, 1990) Small establishments and firms are less likely to provide
insurance or retirement benefits than large. The least likely person to receive
benefits is a part-timer at a small enterprise.!®

Unionization has an effect similar to size; union establishments feature
higher compensation and are benefit-intensive. (Freeman, 1981) On the other hand,
unionization is negatively correlated with the use of savings and thrift plans.

Such programs tend to emphasize individual advance provision for retirement rather
than collective entitlements. Not surprisingly, unions prefer the latter
approach.!!

Although not shown on the table, public-sector employers - like unionized
private employers - put more compensation into benefits than do private. (Belman &
Heywood, 1991; Quinn, 1982) But the kinds of benefits offered may vary between the
public and private sectors. For example, defined-benefit pensions are more popular
(and defined-contributions less popular) in public vs. private employment.
(Wiatrowski, 1988) Historically, both union employment and public-sector employment
have been associated with long job tenures and the preferences of older workers.

With regard to legally-required social insurance, the size/cost relationship
reverses. Larger establishments tend to spend less as a fraction of total
compensation on Social Security and unemployment insurance than do smaller ones,
probably because of the ceiling on taxable earnings.!? The same is true of
unionized establishments. Relative workers’ compensation costs fall with size of
firm, suggesting economies of scale in administration. Workers’ compensation is
mandated private insurance in most jurisdictions. The fact that smaller firms find
it proportionately more expensive undoubtedly explains their general opposition to
other proposed legal mandates such as compulsory health insurance.!® Workers’
compensation costs also rise with unionization. Unions often refer their members to
attorneys who handle claims under Workers’ Compensation and could generally be
expected to inform members of their legal rights. Hence, the positive correlation

is entirely reasonable.



Table 1: Hourly Expenditures for Employee Compensation: Private Sector,

March 1990
Establishment Size Union Status
All 1-99 100-499 500 or more Union Nonunion
Dollar Cost of Compensation
Total Compensation| 14.96 13.08 13.82 20.02 18.78 14.22
Wages & Salaries| 10.84 9.77 10.02 13.90 12.47 10.52
Other Payments* 1.43 1.05 1.25 2.38 2.17 1.28
Insurance .92 .69 .88 1.44 1.56 .79
Pensions .36 .29 .29 .57 .78 .28
Savings & thrift .09 .04 .10 .19 .07 .10
Social Security .89 .80 .84 1.15 1.08 .86
Unemployment Ins .12 .12 .13 .12 .13 .12
Workers'’ comp .31 .32 .31 .27 .52 .27
Percent of Total Compensation
Total Compensation| 100.0 100.0 100.0 100.0 100.0 100.0
Wages & Salaries 72.5 74.7 72.5 69.4 66.4 74.0
Other Payments* 9.6 8.0 9.0 11.9 11.6 9.0
Insurance 6.1 5.3 6.4 7.2 8.3 5.6
Pensions 2.4 2.2 2.1 2.8 4.2 2.0
Savings & thrift .6 .3 .7 .9 .4 .7
Social Security 5.9 6.1 6.1 5.7 5.8 6.0
Unemployment Ins .8 .9 .9 .6 .7 .8
Workers’ comp 2.1 2.4 2.2 1.3 2.8 1.9

*Leaves, vacations, wage premiums, nonproduction bonuses, other.
Details need not sum to total due to rounding

Source: U.S. Bureau of Labor Statistics, press release USDL: 90-317, June 19, 1990;

Employer Costs for Employee Compensation in Private Industry, by Establishment Size,

March 1990, summary 91-5, April 1991.



For core employees in larger firms, insurance and pension provision is the
norm, as Table 2 illustrates. Offering medical and life insurance has become
standard practice. Pensions are somewhat less common, but still cover a heavy
majority of full-time workers. Defined-benefit pensions - in which the benefit is
typically determined by a formula relating to age, seniority, and final earnings -
are the most common form. However, defined-contribution plans, which are basically
employer-provided savings arrangements, are also quite common. And many workers now
have both types of plans. Production and service workers are less likely than other
categories to have defined-contribution plans. Union preferences for defined
benefits and the lesser attractiveness of secondary tax-favored savings arrangements
for blue-collar workers are significant factors in explaining the gap.

Since smaller firms are less likely than large to provide benefits, and since
part-time workers are less likely to be eligible for benefits, Table 2 greatly
overstates the coverage of private benefits for the overall wage and salary
workforce. Consistent and reliable economy-wide data for the U.S. are surprisingly
hard to come by, although they tend to be much better than those reported for other
countries. One study, based on Current Population Survey data, found that only 46%
of all full-timers in the private sector were covered by some kind of pension in
1988. When coverage is defined to include only basic pension plans (and not saving
plans such as 40lks), for all workers (full and part time) the figure dropped to
34%. (Woods, 1989) Even for the full-timers, the data indicated a gradual decline
in coverage since the 1970s. About two thirds of all persons with work experience
in 1985 were reported covered by a work-related health insurance plan. (D. Mitchell,
1990)

The proportion of compensation received by workers in the form of direct wages
and salaries has tended to fall historically, as can be seen from Table 3. Much of
the decline, however, is due to increased costs of legally-required social
insurance. Regarding the private benefits, the picture has been mixed in recent
years, despite the widely-held belief that the benefit share of pay inexorably rises
over time. As will be discussed below, employer contributions to pensions as a
percent of total compensation fell in the 1980s, due to high rates of return on
pension fund assets. In contrast, health care cost containment efforts failed to
stop the relative inflation of employer-provided medical plans.

The final stylized statistical fact is the heavy government subsidy provided

through the tax code to private employee benefits. As Table 4 shows, the federal



Table 2: Percent of Full-Time Employees Participating in Selected Employee
Benefit Programs, Medium and Large FPirms, Private Sector, 1989

All Prof. & Tech. & Production
Employees Admin.* Clerical** & Service
Medical Care 92 93 91 93
Dental Care 66 69 66 65
Life Insurance 94 95 94 93
Pension*** 81 85 81 80
Defined Benefit 63 64 63 63
Defined Contribution**** 48 59 52 40

*Professional and administrative employees.

**Technical and clerical employees.

***Less than sum of defined benefit and defined contribution plans because some
workers have both types of plans.

****Includes savings and thrift plans, deferred profit sharing, employee stock
ownership, money purchase plans, and stock bonus plans.

Source: U.S. Bureau of Labor Statistics, Employee Benefits in Medium and Large
Firms, 1989, bulletin 2363 (Washington: GPO, 1990), p. 4.

Table 3: Trends in Components of Compensation

Percent of Total Compensation in Each
Category by Year

1929 1939 1949 1959 1969 1979 1989

Wages & salaries 98.7 95.5 94.9 92.4 89.6 83.9 83.6
Legally-required n.a. n.a. 3.6 4.4 6.1 8.8 9.6
Pensions & profit sharing n.a. n.a .9 1.7 2.0 3.3 1.6
Health insurance n.a. n.a .4 1.1 1.7 3.4 4.7
Life insurance n.a. n.a .1 .3 .4 .4 .4
Other* n.a. n.a .1 .1 .1 .1 .2
Total Compensation 100.0 100.0 100.0 100.0 100.0 100.0 100.0

*Consists largely of directors’ fees and supplemental unemployment benefit insurance
contributions.

Source: U.S. Bureau of Economic Analysis, The National Income and Product Accounts

of the United States, 1929-82: Statistical Tables (Washington: GPO, 1986), Tables
6.4, 6.5, 6.12, 6.13; "The U.S. National Income and Product Accounts: Revised

Estimates, " Survey of Current Business, vol. 70 (July 1990), same tables.



Table 4: Tax Expenditures for Selected Employer-Provided Benefits,
Fiscal Year 1990

Revenue
Loss
$ billions
Pensions $45.4
Medical 26.4
Life insurance 2.6
Accident/disability
insurance .1
ESOPs 1.9
Note: Homeowner
Mortgage
Deduction $37.6

Source: U.S. Office of Management and Budget, Budget of the United States
Government, Fiscal Year 1992 (Washington: GPO, 1992), Table XI-1.



tax revenue losses related to employer-administered retirement and insurance
benefits far exceed the more widely discussed homeowner mortgage interest deduction.
Beyond the federal costs, additional tax revenue losses accrue to state governments.
The major role played by the tax system in establishing and sustaining the modern
American system of employer-provided benefits simply cannot be ignored.!

Moreover, the wedge which the subsidy creates between employee value and employer
cost complicates the area of benefit measurement. (Famulari & Manser, 1989) Even in
the budget-conscious climate of the 1980s, only a few researchers were willing to
suggest major cutbacks in the tax subsidy to core benefits. (Munnell, 1988) Perhaps
this was because such suggestions seemed bound to be ignored, despite the regressive

effects such subsidies often entail. (Wilensky, 1982)

ii. Decentralized Provision and Regulation

The most important stylized fact about the U.S. benefit system is not
statistical. Rather it is the decentralized nature of the private (and some public)
components of the system.!® Legally-required social insurance covers the vast
majority of employees. Thus, only a small proportion of the workforce (mainly
certain government employees) is not covered by Social Security. But private
coverage of benefits such as pensions is at the discretion of employers. The result
is a patchwork of variegated and often less-than-fully portable benefit programs.
Layoffs, in particular, can put benefit coverage at risk.

A study of displaced workers who had health insurance coverage on their old
jobs revealed that among those finding new jobs, about one sixth, had no coverage.
Non-coverage rates were, of course, substantially higher for those remaining
unemployed or out of the labor force. (Herz, 1991; Podgursky & Swaim, 1987) The
conflict between employer-linked benefits and pressures for greater employee
mobility (both voluntary and involuntary) has - not surprisingly - begun to express
itself in public policy initiatives.!®

There is a cross-national irony here. 1In the U.S. - where labor mobility
rates have been relatively high - the private benefit system is designed for long-
term job attachments. Put another way, it has an anti-mobility effect since job
changing is effectively often penalized. (0. Mitchell, 1982; 1983) But in Europe,
where mobility rates have long been low, the benefit system is consistent with job
changing thanks to the tendency to use national benefit systems external to the

firm. (D. Mitchell & Rojot, 1991)
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U.S. benefits are also regulated on a decentralized and often uncoordinated
basis. Thus, employers can escape from the rigors of state laws regulating
insurance carriers by self-insuring their health benefits. Self insurance puts them
under the coverage of weaker federal regulation under the Employee Retirement Income
Security Act (ERISA). It might be expected that larger firms would be best equipped
to administer self insurance. Indeed, seven out of 10 firms with 1,000 or more
workers are self-insured. But the practice of self insurance has spread as well to
over one fourth of those smaller firms which provide medical plans. Yet small firms
do not have the law of large numbers in their favor when dealing with health risks.
(Sanchez, 1991) Moreover, if a self-insured employer becomes financially unable to
pay for promised benefits, adversely-affected employees have relatively little
recourse.

Similarly, employers can rid themselves of the rigors of ERISA-related
regulation and mandatory termination insurance of defined-benefit pensions by
liquidating their pensions and giving employees annuities issued by private
insurance carriers. Such liquidation typically amounts to a loss of pension wealth
by employees, as will be discussed below. But it also leaves them with the lesser
protection of state insurance reguiators. And, again, should the insurance carrier
encounter financial difficulties, retirement payments are put in jeopardy since
federal termination insurance no longer applies.!’

Academic research has not focused much on regulatory incentives and
misincentives of this type. The basic stylized facts of Tables 1-4, in contrast,
are well known to researchers specializing in the compensation area. But with no
one looking at the overall regulatory structure - and with regulation reacting to
perceived problems on a piecemeal basis - the U.S. benefit structure ends up
requiring a substantial private bureaucracy. That is, apart from governmental
regulators, there need to be benefit administrators, experts, and counselors within
employers. A major benefit *"industry* - employers, unions, management consultants,
and insurance carriers - has sprung up to lobby and interface with government

regulators and law makers. The result has been complexity and instability of

regulation.?!®

III. A Brief History of U.S. Benefits
Analysis of historical documents from the period before the 1930s reveals a

lack of clear distinction in that early era between public vs. private provision of

11



benefits. European systems, particularly early German social security and various
collective "mutual benefit funds* in other countries, attracted considerable
attention among social reformers in the U.S. Even within public provision, there
was no clear line drawn between what would today be considered *welfare", e.g.,
programs such as AFDC which are means-tested, and those which would be viewed today
as social insurance, e.g., retirement entitlements under Social Security. Proposed
and actual state-run *widows’ (or mothers’) pension" schemes in the 1920s were an
example of this ambiguity. Widows’ pensions were financed out of general revenue
rather than employee/employer contributions and were means-tested. Yet they
eventually evolved into survivors'’ insurance under Social Security, which - in
contrast - is funded out of employer/employee contributions and which is not means-
tested.

As another example, the 41 so-called "state old-age pension acts" in existence
when the Social Security Act was passed in 1935 were essentially relief laws, not
pensions in the modern sense. (Parker, 1936) These programs - the earliest of which
dated from 1915 - became the basis of federal-state means-tested old-age assistance
which still continues. The use of the word "pension® during and prior to the 1930s
to describe private company plans, government relief programs, and social insurance
illustrates the blurry lines that once surrounded such programs.

Benefits provided by firms were termed "welfare work" in the early part of the
twentieth century. The phrase had a connotation of doing Good Works. Employer
welfare benefits were often seen as part of a continuum running from provision of
such benefits by various fraternal, ethnic, or religious mutual aid societies to the
beneficial programs of unions and to various embryonic government programs. Exactly
what ideally was supposed to be in the employer’s benefit "package® was also
unclear. Medical insurance as it is understood today, i.e., reimbursement of doctor
and hospital bills, was rare. Paid sick leave and disability was more likely to be
viewed by employers as constituting the core of the health plan, perhaps combined
with some kind of company clinic or "hospital.® Workers’ compensation - which
states were increasingly mandating - was often seen as a health plan. In any case,
health was not necessarily the focus of welfare work. Thus, housing, savings
institutions (savings and loans, credit unions), and burial insurance might also be
part of a corporate program of welfare work.

When government stepped in and provided a previously-existing private benefit,

employers sometimes discontinued their programs or modified them. Thus, in a 1939
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survey, about half of pension plans which had been discontinued during the previous
decade were reported to have terminated due to the passage of the 1935 Social
Security Act. Of 164 pre-1935 plans still active, the proportion reported to have
been "revised" due to the Act was also one half. (BLS, 1940) Even today, many

private pensions are formally "integrated" with Social Security.

i. Social Security

Social Security’s political popularity resulted from careful sculpting by its
initiators and proponents. The distinction between the program’s redistributive
aspects and its insurance aspects was left deliberately fuzzy, owing to popular
aversion toward accepting charity and relief and to distrust of government. Failure
of some private pension plans during the depression - even though such plans covered
only a very small fraction of the workforce - helped justify government
administration of Social Security. But, somewhat paradoxically, the existence of
welfare programs within certain firms also served as a model for the new government
program. (Jacoby, 1991)

Leverage from various social movements of the 1930s helped in the enactment of
Social Security. Notable among these was the Townsend movement - a populist
proposal aimed at ending the depression by providing the elderly with a guaranteed
income conditional on both retirement and quick consumption. Social movements were
again harnessed after enactment of Social Security to widen its coverage and
increase benefits.

The growth of the trust fund surplus in the years immediately after the
program’s enactment was denounced by early Keynesians on the left as the root of the
1937 recession and by critics on the political right as a dangerous accretion of
government resources. Program proponents took advantage of these charges to run
down the surplus through expansion of benefits. They thereby locked in Social
Security as the national pension system. (Achenbaum, 1986; Bernstein, 1985) The
seeds for the notion that Social Security is an inviolable "compact with the
people, " in Wilbur Cohen’s words 50 years later, were planted at that time. (Cohen,
1985, p. 127)

Technical complexities of the Social Security program were also used to expand
benefits. Congress was persuaded to adopt an escalator formula in the 1970s which
in fact produced benefit increases exceeding the rate of inflation. This *error®

was eventually corrected, but not before benefits were significantly elevated
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relative to wage levels. Today, even long-service workers with generous defined-
benefit pensions in the private sector can expect to receive anywhere from a third

® Not surprisingly, Social

to a half of retirement income from Social Security.!
Security enjoys strong support from the electorate. When the system’s financial
crisis began to unfold in the late 1970s and early 1980s, public confidence in the
program’s viability began to decline. Academic discussion turned toward fundamental
changes in the system which were - in some cases - outside political realities.

(Thompson, 1983) But politicians across a broad spectrum moved quickly to fix the

problem within the existing framework. (Sherman, 1989)

ii. Substitution of Public for Private Benefits

For modern private, work-related benefits, the legal distinction concerning
who pays for benefits - employer or employee - is important because of tax
treatment.?® In the late 19th and early 20ieth century, however, the tax element
was of little significance. And since workers moved from job to job more frequently
than today, the existence of many union-run benefit plans at the time was hardly
surprising. (Johnson, 1898; Bemis, 1899; BLS, 1928) Such union plans were used as
organizing tools, an idea which was revived in the 1980s by the AFL-CIO as it sought
ways of offsetting membership losses.?’ But there was also an ideological element
of workers controlling their own economic fates which contributed to the
establishment of union-run plans. Thus, at least 25 labor-affiliated banks were in
existence in the mid-1920s. (BLS, 1924)

Today, unemployment insurance is seen as "naturally* a state-run program.
Except for the few supplemental unemployment benefit (SUB) plans in certain
unionized industries, private unemployment insurance is often thought to be
impossible to provide due to moral hazard and - possibly - adverse selection.
However, in the 1920s and early 1930s, there were in existence company, union, and
joint company-union unemployment benefit plans. (BLS, 1931) These were later
eclipsed by the state-federal UI programs created in 1935, not to mention the Great
Depression. But had government not stepped in, the private plans might have revived
and evolved more fully.

Moral hazard and adverse selection problems exist with virtually all forms of
private insurance. Some people with fire insurance burn down their property to
collect from their policies; individuals with terminal health problems may attempt

to acquire life insurance. Yet sufficient controls can often be put in place to
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make the offering of insurance feasible. The same might have been true regarding
UI, particularly if offered through the employer. As in the case of other areas
where public policy influenced private benefit offerings, researchers should not

make the mistake of assuming that the observed outcome was inevitable.

iii. Looking Backwards: Private Benefits Without a Government Role

It is thus useful to ask what employee benefits looked like before the age of
tax incentives, government-provided social insurance, and the general expansion of
regulation. In addition, it is especially useful to look at a period prior to the
eruption of a major threat of unionization during World War I. Since unions were
potential benefit providers, employers suddenly had incentives to install benefits
simply to compete with unions. But the pre-World War I period was “uncontaminated"
by such influences. Data for the pre-World War I period are, of course, limited.
Nevertheless, some information is available thanks to early work by the Bureau of
Labor Statistics.

Table 5 presents data collected from a 1913 BLS survey of employer *welfare
work*.?? (Otey, 1913) Consistent with the style of BLS publications of that era,
the study did not present statistical tabulations. Instead, to produce Table 5, a
count was made of references to 18 particular types of benefits or programs
described in the 50 case studies found in the report. Selection of the 18 programs
was made on the basis of judgment; these were the arrangements which the BLS
report’s author seemed to feel were important forms of welfare work. The 50 firms
were ranked by the proportion of benefits/programs provided and the top and bottom
nine firms in the ranking were arbitrarily dubbed "high commitment® and "low
commitment* firms, respectively, for their commitment (or lack thereof) to welfare
work.?

Apart from the data on the table, four characteristics of early welfare work
can be ascertained from the report. First, there was a heavy overlay of paternalism
at many firms. Thus, sickness benefits at one firm (which meant paid sick leave)
were denied to those whose maladies were the result of indiscretions such as bicycle
racing and intoxication. A variety of cultural activities - employee choirs,
libraries, social clubs, etc. - were included at some firms to uplift the untutored
immigrant workforces of the period. Welfare secretaries were sometimes appointed to
serve as counselors to whom employees could take their problems. But these

secretaries could also serve as monitors available to weed out those who did not fit
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Table 5: Proportion of Firms in 1913 Study with Presence of Selected Welfare

Practice

High Low

Commit- Commit-

ment ment
Practice All Firms Firms Firms
Formal welfare dept. or secretary 16% 44% 0%
Employee representation plan 2 11 0
Company housing 16 0 44
Training/apprenticeship program 18 33 22
General education facilities 10 11 0
Eating facility 68 78 44
On-site medical facility or attendant 42 78 22
Other recreational/cultural facility (a) 86 89 89
Special attention to lighting/ventilation 36 56 11
Other noteworthy health and safety policies 6 22 0
Sickness/disability pay 72 100 11
Pension plan 20 22 11
Stock or profit-sharing plan 8 11 0
Death benefits 56 89 0
Accident benefits (b) 10 33 0
Mutual benefit association 54 100 0
Paid vacation plan 18 22 11
Formal link to savings institution or plan 18 44 11

(a) Presence of a locker room is not counted.
(b) Plans providing compensation for loss of limbs and similar injuries excluding
sickness/disability plans.

Note: The 50 firms described in the 1913 study were ranked by the proportion of the
18 welfare programs listed above which they provided. The top 9 firms on this
ranking are reported as "high-commitment firms®; the bottom 9 are reported as "low-
commitment firms.*

Source: See text.



in with what would today be termed the "corporate culture.*

Second, employers often saw themselves as catalysts helping employees help
themselves. Thus, benefits wére frequently provided through company-established and
affiliated mutual aid societies to which employees paid dues. Connections with
savings institutions might also be provided to encourage employees to learn the
virtues of thrift. Employees would thus learn not to be overly dependent on
employer beneficence for their illnesses or retirement.

Third, the benefits that today might be considered part of a core package were
not so important then. Pensions existed only in about a fifth of the surveyed
firms. And the rules for eligibility were such that few workers were likely ever to
draw benefits. There may have been no vesting at all and no pre-funding of
benefits. Payment to retirees might be discretionary with the employer. Indeed, a
company might overtly proclaim that its pension system should not be regarded by
workers as an entitlement.

No true medical insurance seems to have existed. It is difficult to know how
much care workers might have received from the company medical facilities mentioned
'in the BLS report. However, these facilities appear to have been aimed mainly at
on-site accidents. Death benefits were often found in welfare programs but for sums
basically limited to burial insurance. In contrast, death benefits under modern
employer-provided life insurance often exceed annual salary.?

Fourth, although some employers claimed to obtain productivity advantages from
providing welfare work,? there is little evidence in the report of any systematic
attempt by employers to measure these purported gains. For those companies which
engaged heavily in welfare work, there was a sense that the variety of services
offered were all Good Things to be doing. All employers could produce some
rationale for what they provided; none would say they were simply giving away money.
But documentation of the alleged gains was scarce.

Although contemporary benefit administration has become more professional, it
is likely that similar employer responses would be found if a comparable survey were
taken today. Those firms which offered benefits would say that there are gains to
morale or productivity. But few would have systematically endeavored to prove it.
Indeed, many would dismiss the idea that their basic benefit package was designed to
encourage any specific behaviors other than general appreciate of employer good
will. As Lazear (1990, p. 273) has reported with regard to pensions:

"Human resource administrators often resist the idea that pensions can be used
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to affect incentives. Even personnel people think of pensions and other deferred
compensation as a fringe with few effects other than the enhancement of the
recipients’ income."

iv. Government as Employer, Provider, or Mandating Authority

In the early part of the 20ieth century, the question of how to provide
benefits, through government or private arrangements, was less of an issue when
government itself was the employer. As part of a study of possible pension
arrangements for federal civil servants in 1916, BLS examined plans in foreign
countries and at the state and local level. (BLS, 1916) Only four states at the
time had comprehensive pension arrangements for their own workers. But 159
municipalities had pension plans. 1In contrast, the BLS listed only 117 private
companies with pensions, 51 of which were railroads or utilities. Thus government,
although servicing its own employees, was often viewed by reformers as providing a
role model for private employers who, in turn, were seen as not doing enough.

The issue of government vs. private provision remains a live issue today,
particularly with regard to medical insurance. There have been periodic pushes for
government-run health plans going back to the period 1915-20 when a drive for state
laws developed momentum (but ultimately failed).?® At the time, the American
Medical Association - whose later opposition to national health insurance was
crucial in preventing the adoption of such a program - was still uncertain of its
position. It contented itself with specifying desirable principles to be
incorporated in a hypothetical program, should one be created. The AMA's
ambivalence was understandable. After all, health insurance meant subsidizing the
use of physicians’ services. But it also might mean government regulation of what
could be charged for those services.

Ultimately, AMA opposition arose from the fear of controls on fees and other
matters. This opposition continued until 1990-91 when the AMA again began to look
favorably at a national program of some type for the noninsured.?’” AMA opposition
in the 1930s and 1940s eliminated health insurance from early proposals for the
Social Security program and killed a plan pushed by President Truman after World War
II. But the AMA could not kill the 1960s Medicare proposal because of the program’s
sympathetic targeting of the elderly and because of its sentimental link to
recently- assassinated President Kennedy. (U.S. Social Security Administration,
1976) However, successful blockage of a federal medical program for the non-elderly

left the field open to private health insurance.
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The open field ultimately produced the preponderance of employer-provided
health plans that exists today. Insurance carriers discovered in the World War I
period - when welfare work crested - that they could sell life insurance in
profitable volumes through certain large employers who provided it at no direct cost
to workers. The carriers persisted in this marketing endeavor in the 1920s, even
though in that era employers simply offered employees the opportunity to buy life
insurance at their own expense. Eventually, medical insurance followed life
insurance. And it ultimately became largely employer-provided thanks to the tax
code. Gaps in employer-provided coverage, however, have given rise to recent calls
for federal- or state-mandated programs. Under these proposals, all employers would
be required to provide a basic health plan or to pay into some government-created

program.

v. Benefits for Elderly Employees and for Retirees

For elderly workers over 65, the presence of Medicare requires coordination of
employer-provided health insurance with the government’s program. Legislative
changes in the age discrimination area effectively have made employers provide the
initial coverage for such workers, with Medicare acting as supplement. But for
retirees, some employers provide supplemental retiree insurance, using Medicare as
the primary insurer. Employers have recently been pulling back on their retiree
coverage in part due to cost and in part due to new accounting standards requiring
that future unfunded retiree health insurance coverage appear explicitly in
corporate balance sheets. (0. Mitchell, 1987) This pullback, in turn, intensified

pressure for an enhanced national program.2®

vi. Optimality or Historical Accident?

Economists might well be troubled with the vision of the U.S. benefit system
as the product of a series of historical accidents, social movements, and regulatory
currents, each building on one another in a rather haphazard fashion. There is a
tendency to want to see a profit/utility maximizing strategy behind the system, at
least as it operates at the firm level. Of course, sociologists and historians
might have trouble viewing benefits as having any firm-level optimizing rationale
behind them; the social interplay of forces might seem to them to be the more
natural explanation. But the historical record suggests a blend of the two
approaches.

The brief summary above reveals that a variety of complex influences has
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brought forth the contemporary American system. Employee "tastes" have been
conditioned by past practice and are not immutable. For example, about six out of
ten Americans have employment-related health insurance. This coverage comes either
from their own work experience or the work of spouses or parents. Of those covered
by any form of private health insurance, i.e., not by Medicare or Medicaid, eight
out of ten have it from an employment-related source. (U.S. Bureau of the Census,
1990, p. 100) Given this state of affairs, it seems natural today for workers to
look toward employers as the source of health insurance. Indeed, those firms that
do not provide such benefits to regular employees, especially if they are large
companies, might be seen by job seekers as signaling that they are bad places to
work. It thus becomes rational for firms to offer health insurance simply because
others do so. What is the case for health insurance is also true for other
benefits.

When benefits are not provided as expected, there is a tendency for policy
makers to look for ways to induce or require recalcitrant employers to do their
duty. The battle then becomes one of incentives - as through the tax code or via
other forms of subsidy - or mandates. Thus, the issue of mandated health insurance
(and other benefits such as family leaves) developed in the 1980s and continued into
the 1990s. (0. Mitchell, 1990) Mandates also tend to be the compromise between
liberals (who prefer public to private provision, but may grudgingly accept
mandates) and conservatives (who prefer private to public provision, but may
reluctantly accept mandates). (Summers, 1989) Finally, in an era of taxpayer
resistance, mandates appear more attractive than direct government programs because

they do not run through official budgets.

IV. Research on Employer-Provided Health Insurance

The interests of researchers, practitioners, and policy makers were most
closely joined in the 1980s on the topic of health care cost containment.?® By the
end of the decade, the U.S. found itself spending substantially more on a per capita
and percent-of-GNP basis than other advanced countries and yet achieving no obvious
payoff in terms of such gross outcomes as life expectancy. (Newhouse, 1987; OECD,
1990) There are, of course, conceptual problems with the widely-used health
expenditure/GNP ratio; the numerator is in gross terms while the denominator is
essentially value added.’® Nonetheless, the U.S. seemed to be doing more *caring"

but without achieving more “"curing®.
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Employers complained bitterly about rising costs of their health plans,
although - as noted earlier - they may not have fully considered the degree to which
their workers may ultimately pay for these trends. Rising medical costs added to
pressure on Congress to provide coverage for those individuals who did not have
employer-provided or government-provided insurance. Academics were less helpful in
exploring options for transforming the overall system of health insurance than they
were in looking at specific cost containment options within the existing system. To
the extent that Congress looked for guidance on systemic options, it was more likely
to turn to the U.S. General Accounting Office and Washington types than to

university academics.

i. Rising Health Costs

The ratio of national health expenditures to GNP rose from 4.5% in 1950 to
11.1% in 1988.32 Although there have been occasional pauses in the upward march of
this ratio, no dramatic downturns have been observed. It is easy to find
ingredients in the recipe for rising health costs. With co-payments ranging from
zero to relatively small amounts, individuals are encouraged to consume more health
services. It is difficult to provide insurance against medical risk without at the
same time providing a de facto subsidy to the use of medical services.3® Moreover,
the tax code, it is often argued, leads to excessive insurance, particularly for
first-dollar amounts (as opposed to "catastrophic® care) .3 (Feldstein, 1973;
Feldman & Dowd, 1991) Rising costs raise the demand for insurance which in turn
raises demand.

In addition, health consumers are at an information disadvantage in judging
appropriate expenditures. They must rely on providers (physicians, hospitals, etc.)
to tell them what they need. This reliance opens up a potential principal/agent
problem, particularly if the agent is aware that the principal is insured and will
carry little or none of the cost. (Phelps, 1986; Reinhardt, 1985; Sloan, 1982)
Expectations of patients regarding outcomes are high and the threat of malpractice
suits may produce further inducements for consumption of expensive tests. In
addition, non-profit providers may have only limited incentives to hold down costs
and may stimulate use of high-quality (expensive) procedures and seek to maximize
use of professional services. (Feldstein, 1971)

The problem with these bits and pieces is that they all suggest that there

should be more health services consumed as a percent of GNP, and probably at higher
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prices, than an uninsured and unsubsidized market would provide. But they do not
necessarily suggest indefinite relative inflation and a continually-rising share of
GNP. Perhaps the analogy might be the union wage effect. The union differential in
theory is thought to reach an equilibrium after the union fully exploits its
bargaining potential. It is not expected to rise forever.

However, the empirical history of the union wage effect indicates that such
theoretical steady-state equilibria are not necessarily found in practice. The U.S.
union/nonunion wage differential has exhibited long waves of expansion and decline.
Perhaps, something like that process is at work in determining the ratio of health
care expenditures to GNP. If that is the case, however, the contractionary phase
has yet to be observed, despite all of the efforts since the 1960s at health care
cost containment. Indeed, rising health care costs may trigger additional
expenditures on other types of collateral benefits. It has been argued, for
example, that “"wellness" programs, employee assistance program, and the like are a
good investments for employers seeking to hold down the costs of their health care
plans.® (BLS, 1987)

The sad fact is that it cannot be said on the basis of the empirical evidence
that there is an equilibrium to the health expenditure/GNP ratio. There is even
uncertainty about why individuals want health insurance, absent a tax subsidy. 1Is
it just for the risk of catastrophic expenses? Or is there a "moral choice"
element? It has been suggested, for example, that by having comprehensive
insurance, individuals are spared having to trade off cost vs. benefit regarding
possible treatments for loved ones. The moral choice - placing a value on someone’s
life - is avoided if there is insurance available that will pay for whatever

treatment is available. (Reinhardt, 1980)

ii. Are There Cost-Containment Solutions?

Researchers have generally shied away from offering wholesale solutions for
rising health costs. Some researchers have offered suggestions for improving
particular elements of the system, e.g., malpractice litigation reform. (Danzon,
1985) Policy makers have also focused on specific system components. An obvious
example is federal encouragement of health maintenance organizations (HMOs),
beginning in the early 1970s. Under the federal HMO Act, employers must offer an
HMO option if they offer any health plan at all, assuming there is an HMO in their

area.
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HMOs offer health care through their own facilities (or contracted facilities)
on a flat, monthly-fee basis; they thus have incentives to hold down costs. Modern
HMOs are modeled after the Kaiser Plan, a program initially established for Kaiser
Steel workers which gained a major foothold in California. Even today, after years
of federal encouragement of HMOs, these programs remain especially concentrated in
the western region. (Bucci, 1991) Generally, both HMOs and a related innovation -
preferred provider organizations (PPOs) - have expanded at the expense of
conventional fee-for-service plans. (Burke & Jain, 1991) (PPOs require the insured
to use a panel of selected providers or receive significantly-reduced
reimbursements) .

Both HMOs and PPOs have the effect of limiting consumer choice. This result
seems to be part of the universal trade-off; less choice in exchange for cost
containment. There is some evidence that constrained-choice plans do cut
expenditures. (Manning & Wells, 1986) HMOs in part ration access to care via
queuing as a substitute for marginal cost pricing. Time value of the insured then
acts to hold down usage of HMO services. (Cauley, 1987) But since consumer tastes
toward queuing and other aspects of service will vary, the HMO option will work best
for a homogeneous consumer population, assuming there is enough competition to
provide various "qualities® of HMOs. (Benjamini & Benjamini, 1986) Still, part of
the apparent cost cutting effect of HMOs may simply result from their ability to
"cream" the market of healthy persons. (Newhouse, 1982)

To the extent that employers believe that HMOs and PPOs will reduce costs,
research does suggest that employees can be induced to shift toward these plans,
especially if the HMO or PPO option involves some reduction in patient out-of-pocket
expenses. (Feldman et al, 1989; Short & Taylor, 1989) Co-payments also reduce
health expenditures in fee-for-service programs. (Manning et al, 1987; Scheffler &
Watts, 1986) Employers have incentives to reduce costs even with full recognition
of the incidence effect.’® That is because a firm which can deliver a given set of
health benefits at lower cost than competitors will be at an advantage in the labor
market. Such a firm could, in principle, pay lower total compensation or recruit
higher-quality workers.

Thus, in the 1980s, there was a proliferation of employer experimentation with
second opinions, controls on hospital admissions, use of hospices, etc. (Frumkin,
1988) But there was also a strong element of faddism in these efforts, with

"managed care" (typically hiring a consultant to review and screen prospective
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expenditures) being the latest. American management has been prone to faddism in
other labor areas - consider "total quality management® or *"quality circles" as
examples. Thus, it is not sufprising that enthusiasm for particular health care
cost containment strategies would sweep the marketplace from time to time.

In part, the faddism in health care cost containment occurs because the
findings of academic researchers regarding particular approaches are modest and
qualified. And what academics actually know about cost containment does not
necessarily reach the practitioner market. However, consultants selling particular
cost-constraining programs are as a rule unlikely to be modest or qualified about
the promised results. And they have strong incentives to make themselves
accessible.

Third-party payers (insurance companies, government authorities in programs
such as Medicare) also have incentives to hold down expenditures. Private insurers
who can offer given packages at lower cost will be naturally attractive to
employers, for the reasons just cited. And government agencies face budgetary
constraints. One common method of cost containment is to control reimbursement
‘'schedules for providers. (Sloan, 1981; Lee, 1989)

However, there is the potential for cost containers to work against one
another or to shuffle costs to some outside party. Success by Medicare and Medicaid
authorities in holding down costs for their patients may lead to cost shifting
toward private patients and their insurers. (Dranove, 1988) But there are limits to
this strategy, particular if there are profit-making providers in the market who can
refuse patients and who will tend to use marginal cost pricing. The costs are then
pushed to local public hospitals (which cannot turn away patients) and, thereby, to
local taxpayers.

Screening potential new hires for health risks is rational from the viewpoint
of employers. Thus, firms may exclude new hires with pre-existing conditions from
their health plans. Apart from the anti-mobility effects this exclusion creates, it
also has the effect of shifting costs directly to the new hire. 1In fact, even co-
payments and deductibles have that effect. While these devices may tend to overcome
the effects of overinsurance, part of the way they save money is simply by
transferring costs directly to the patient. The shifting effect by itself does not
reduce the national health bill, although the behavioral effect might.

Since there are incentives to screen high-risk workers out of health plans,

there will undoubtedly be pressures to limit employer ability to do so through new
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public policies. Futuristic possibilities of risk assessment - such as genetic
testing for disease susceptibility - no longer seem so far off. Thus, if a mandated
plan of employer-provided health care is adopted, it will almost certainly come with
rules forbidding rejection of coverage on account of health status. However, unless
financial transfers between insurance carriers are made (so that all employers pay a
uniform premium based on average labor-force risks), there will then be temptation
to discriminate in hiring against health risks. (0. Mitchell, 1990) Obviously, such
actions would work against other public policies such as non-discrimination on the

basis of handicap.?¥’

iii. A New Health Insurance System?

In the late 1970s, predictions were often made that national health insurance
would soon be adopted. In the late 1980s, the predictions shifted toward mandated,
employer-provided health insurance. Obviously, such programs are more likely to be
adopted at the national level by Democratic administrations than Republican. The
1991 Economic Report of the President (U.S. President, 1991, pp. 136-143) described
the misincentives inherent in health insurance and blamed overregulation at the
state level for inability of private insurers to offer a "bare-bones, low-cost"®
policy to the uninsured. But mandates are not suggested.

However, with large employers beginning to look favorably at a national plan,
and with the American Medical Association endorsing some kind of universal program,
the federal political balance is moving toward a significant change in the national
health system. And at the state level, it is quite possible that the political
appeal of universal coverage could attract endorsements across the political
spectrum.’® Given these shifts, there is clearly a need for academics to add
overall redesign of the health insurance and delivery system to their research

agenda.

V. Pension Research

No review of pension research in the 1980s would be complete without formal
reference to the major studies of pensions and retirement behavior sponsored by the
National Bureau of Economic Research (NBER). Apart from the statistical compendium
noted earlier, several symposium volumes have appeared, notably Bodie & Shoven
(1983), Bodie, Shoven, & Wise (1987; 1988), and Wise (1985; 1989, 1990). 1In
addition, current studies of pensions continue to appear in the NBER's important

working paper series.?* The NBER's sponsorship has attracted substantial attention
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of economists to the pension area, an interest which was reflected in the standard
journals, e.g., Bodie’s 1990 pension review article, and books by other publishers,
e.g. Kotlikoff & Wise (1989).

Pensions raise issues apart from the usual concerns of labor economists and
industrial relations researchers. They have an important financial side due to the
large portfolios involved. The financial approach to pensions spilled into the
evaluation benefit side of pensions, too. Modern finance is intimately connected
with the study of risk. And pensions can be viewed as financial instruments dealing
with risk, not just as saving plans.‘® Beneficiaries are insured against the
economic risk of living "too long" and thus exhausting their resources. Still, the
accumulation of pension assets has become an important form of saving. Thus,
pensions must be viewed as significant components of the macro economy. And
finally, of course, there is the view of pensions as a micro-level personnel

practice with possible consequences for employee behavior.

i. The Financial View of Pensions

Although it may seem natural to Americans that defined-benefit pensions should
be backed by pension trust funds, there are alternative ways of handling corporate
pension liabilities. 1In Germany, for example, it is common practice for companies
simply to carry a bookkeeping reserve of accrued pension liabilities for tax
purposes but not to set up independent pension funds. Effectively, the pensions of
German workers then depend heavily on the economic viability of their employers.

The system can work so long as government and financial institutions effectively
operate to avert major bankruptcies.

In the early days of pensions in the U.S., unfunded plans were also not
unusual. Formal pension trusts were commonplace, however, by the 1950s, but even
then pensions were often not fully funded. And some pensions remained completely on
a pay-as-you-go basis. (BLS, 1964) Where trusts were used, but insufficient funding
was applied, reserves might nevertheless mount as long as there were many more
active workers than retirees. But should the firm go bankrupt, adequate funds to
pay accrued pension liabilities might be lacking. *Horror stories" of elderly
workers losing expected benefits were instrumental in the passage of ERISA in 1974.
The new act established funding standards and created a federal agency, the Pension
Benefit Guarantee Corpofation (PBGC) to insure private pensions against termination.

From the finance perspective, the felt need by Congress to compel employers to
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fund their pensions, and to protect workers from breaches in funding, is peculiar.
The returns on assets properly accumulated in pension trusts are not subject to
taxation. Hence, if anything; firms should want to overfund pensions to take
advantage of the tax shelter. (Tepper, 1981) The problem should be to keep them
from overfunding. Indeed, regulators have assumed that firms might well want to
overfund and have adopted tax regulations to prevent it. So why don’t all employers
automatically fully fund their pensions up to the legal limit?

One response has been that the existence of termination insurance makes it
optimal to underfund and to shift some risk to the PBGC. (Bicksler & Chen, 1985)

The difficulty with this explanation is that it neglects the historical background
of underfunding that originally led to the passage of ERISA. Before creation of the
PBGC, firms should have been funding to the maximum allowed by tax law. But they
weren‘t. Were managers trying to fool shareholders by accumulating pension
liabilities that they thought could not be seen through the corporate veil?
Apparently not, since pension liabilities seem to be reflected in stock prices.
(Feldstein & Seligman, 1981)

Corporate restructuring in the 1980s added to the puzzle. So—cailed corporate
raiders sometimes took "excess" assets from pension funds and used them for other
purposes. Or incumbent managers might take such assets as part of a defense against
a raid.!’ Pensions could be terminated and the employees given annuities which
satisfied the legal requirements of ERISA but, for reasons discussed below,
inflicted losses on employees. Possibly there was a transfer of wealth from workers
to shareholders in such cases, although the premiums paid for firms which were taken
over seemed larger than the asset reversion. (Pontiff, Shleifer, & Weisbach, 1990)

In short, the underfunding of pensions is a puzzle unless corporate managers
view pension promises more lightly than public policy would like them to do. When
unionized firms negotiated pensions in the late 1940s and 1950s, the defined-benefit
form may have been chosen simply because it was compatible with immediate benefits
to impending retirees. The long-term implications of pension promises may not have
been fully appreciated. Firms at the time may have viewed these plans only as near-
term promises to those close to retirement. They may not have seen them as absolute
entitlements for workers whose retirements might lie 20 or more years in the future.

From the employer’s perspective, fully funding those future retirements years
in advance would have made the entitlements absolute. So, despite the tax

advantages, firms may have been reluctant to make such contributions to trust funds.
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Even if unions did understand the long-term liabilities they were negotiating, they
may have gone along with the limited-funding approach as part of a bargaining
compromise. Unions obtained near-term retirement packages for their members. The
future would be dealt with when it arrived.

This fuzzy commitment by employers toward pension payments is a messier view
of the pension promise than many would like. But it may well be the actual answer
to the underfunding mystery. Public employers, it should be noted, are not covered
by ERISA and do not have to meet federal funding requirements. Underfunding of
pensions by governments is a common practice, again suggesting that employers do not

like ironclad commitments if they can be avoided.*? (Smith, 1981)

ii. Social Investment

Unions played a major role in the passage of ERISA. But apart from that
effort, they showed little interest in pension investment strategy until the late
1970s when the idea of "social investment®" began to take hold. It was argued that
pension investment policy could be used to punish anti-union employers. Related to
that idea was the possibility of using pension investment for other purposes such as
pressuring American multinationals to withdraw from South Africa. (Hayden, 1989)

Such strategies do not fit well into standard economic analysis. 1In
principle, "bad" firms could be punished only if divestment by pension funds led to
a decline in their stock prices. Unless most investors refrained from holding the
stock of such firms, however, the main effect might be a portfolio shuffle; social
investors would sell the shares but other investors would purchase them, leaving
stock prices unchanged. There certainly were portfolio reshuffles in the 1980s
involving union-influenced and certain public employer pension funds. However,
evidence has not been produced showing such policies reduced share prices.

Nonetheless, divestment strategies can be linked to public relations
campaigns, protests at stockholder meetings, and support by pension trustees for
positions and slates not favored by management. The general issue of corporate
campaigns by unions was studied in the 1980s (Perry, 1987) but the particular
effects of social investment could stand more research. It would be useful to
disentangle the pure disinvestment threat effect from the impact of bad PR.

Closely related to social investment strategies were attempts to use pension
funds to stimulate demand for union labor, particularly during periods of depressed

labor markets. Pension investments were channeled in some cases to unionized
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construction projects. (Blakely, Lynch, & Skudrna, 1985) 1In principle, ERISA
standards require that pension trustees not invest in projects with below-market
returns.*®* And in theory, if the projects could produce market returns, they would
not need to obtain loans from particular pension funds; other lenders would be happy
to provide the funding. However, the range of returns observable in the market and
the difficulty in assessing risk leave a range of discretion and the possibility of
a hidden subsidy to favored projects. Again, it would be useful for researchers to
examine cases of job creation via pensions. There are significant public policy

issues here regarding permissible pension investment standards.

iii. Pensions as Saving

The importance of pensions as a component of personal saving is often not well
understood. 1Indeed, many people who look at the personal saving rate reported in
the national income accounts probably do not realize that pension saving is
included. 1In effect, pension saving is treated as merely another private decision
by individuals despite the formal administrative arrangements surrounding pensions.
This methodology is in keeping with a view that saving via pensions substitutes
perfectly for other forms of saving over which there is more direct individual
control. It also assumes that any pension saving beyond the overall level the
individual would undertaken can be undone through borrowing.*

Figure 1 shows a dramatic shift in the ratio of pension benefits paid out to
contributions paid in during the 1980s. The sharp rise in the ratio was due to
movements in both contributions and benefits. Returns on assets rose during the
1980s. 1In effect, as higher earnings pushed up funding ratios, employers cut back
on contributions.! Nonetheless, Figure 1 shows that net pension saving
(contributions + earnings - benefits) fell dramatically. The acceleration of
benefit payouts was an important factor in the drop. While some of the benefit
increase may have been due to a maturing of pension plan liabilities, much of it was
due to cash distributions to relatively young workers. ERISA vesting standards may
have played a role; with lower vesting standards workers who quit or were laid off
were more likely to have some pension entitlement. In addition, termination and
liquidation of defined-benefit pensions in the 1980s may have played a part in
raising total pension distributions.

The drop from a net pension saving rate of close to 4% of personal disposable

income down to zero by the late 1980s which is shown on Figure 2 is only a rough
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estimate of the actual movement.‘* However, as Figure 2 demonstrates, the removal
of the estimated pension effect from the official personal saving rate changes the
magnitude and timing of reported personal saving decisions. In particular, the drop
in saving after the Reagan tax cuts in 1981 appear to have been largely concentrated
in pensions. The tax cuts, it may be recalled, were supposed to stimulate private
saving. While there is no sign of that, the cuts do not seem to have perversely
reduced the saving directly controlled by individuals.?

There has been some recognition of the pension-saving effect in the
literature.*® However, the effect clearly deserves more study. Pension saving
behavior, for example, might have a bearing on the saving-interest rate elasticity
or on the structure of interest rates. (Makin & Couch, 1989; Friedman, 1980)
Finally, pensions and Social Security may have played an important role in the
declining labor force participation of the elderly, especially males. (Anderson,
Burkhauser, & Quinn, 1986; Duggan, 1984; Ippolito, 1990; O. Mitchell & Fields, 1984)
Even if these programs had no effect on balance on total saving, they tilt wealth
toward an asset which can only be used by retiring or - in the case of a pension -
at least quitting.!’ Moreover, the asset cannot generally be directly bequeathed
(except to a spouse). Thus, the saving, finance, and labor force perspectives
ultimately come together. Long-term macro policy relating to growth and

productivity needs to take account of the pension effect.

iv. Regulatory Issues

ERISA influences both the financial side of pensions and the benefit side. On
the financial side, it establishes funding and investment standards and also creates
a termination insurance mechanism through the PBGC. That the two should go together
is fairly obvious (although perhaps not to those who deregulated savings and loans
in the 1980s while continuing to insure their deposits!). Nonetheless, there are
misincentives - particularly in the cases of firms near or in bankruptcy - to push
their pension liabilities to the PBGC.

As a result of these misincentives, pension insurance began to show the same
strains as deposit insurance in the 1980s. (Marcus, 1985) As liabilities are dumped
at the PBGC, premiums for termination insurance are raised and regulations become
more onerous. Thus, the decline in use of defined-benefit plans (which are insured)
relative to defined-contribution plans (which are not) should not be surprising.

(Gustman & Steinmeier, 1989; Employee Benefit Research Institute, 1989) Economists
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associated with the PBGC have looked, almost wistfully, at private solutions.
(Ippolito, 1988) Risk-adjusted premiums seem a logical solution but they do not
appeal to Congress, in part because in the transition high premiums might push
precariously-perched plans over the edge.

Thus, the system has a dynamic towards more regulation and more discouragement
of defined-benefit plans. For reasons unrelated to the PBGC'’s problems, such a
shift would not necessarily be such a bad thing. It would deal with the labor
mobility/pension portability issues discussed below.

On the benefit side, the most visible ERISA impact is on vesting. 1In 1986,
the general vesting rule was cut from 10 to 5 years.®® This shift was a binding
one for most defined-benefit plans, although many defined-contribution plans already
met the rule. (Graham, 1988) By itself, vesting might be expected to reduce the
anti-mobility effects of pensions, although those employees just short of the
vesting period standard might delay outward mobility until they qualified. But the
effect is complex because, for older workers, being vested probably also means
having significant potential equity in the plan. For the median worker, who won't
be very senior, the amount which is vested (or will soon be vested) is quite
small.®® Hence, the pure impact of vesting is not likely by itself to be large.
(Schiller & Weiss, 1979; Allen, Clark, & McDermed, 1987).

Financial rules and benefits may come together in the case of funding
standards and escalator clauses. Very few private defined-benefit pensions provide
formal indexation of retiree benefits. Of course, relatively few active workers
have formal indexation of their wages. Nonetheless, those that do are in the union
sector, the home of the big expansion of defined-benefit plans in the 1950s.
Indeed, the widespread use of escalation in the union sector came at about the same
time that the pension expansion occurred. Hence, the lack of private pension
escalator clauses is surprising.

State and local government pension plans - which are not covered by ERISA -
often do have formal indexation. (Lovejoy, 1988) This public/private discrepancy
suggests that ERISA may be a significant factor in holding down pension escalation.
Moreover, it is not unusual in private plans to give retirees ad hoc inflation
adjustments from time to time, although these typically do not fully compensate for
inflation.*? (Allen, Clark, & Sumner, 1986) Hence, there seems to be a worker
demand for inflation protection. It appears that the non-use of formal escalation

avoids strict funding standards under ERISA. Making a practice of ad hoc
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adjustments requires no funding, so long as it is discretionary. Given that
employers seem to prefer not fully funding their pensions, an issue discussed

earlier, lack of pension escalation is probably linked to ERISA.

v. Employee Behavior

Implicit contract theory suggests looking at the employment relationship as an
ongoing one. In one version of the theory, workers are *"underpaid® at the beginning
of the contract and "overpaid" at the end (relative to productivity), as a kind of
substitute for a performance bond. If workers do not perform to an adequate
standard, they risk being terminated and losing the premium earnings later in their
careers. At the end of their careers, since workers are overpaid, firms in this
model will want to use a mandatory retirement rule to end the contract. (Lazear,
1979)

Within this framework, pensions fit in two ways. First, the value of the
pension benefit under a defined-benefit plan is typically a curve that slopes upward
at an accelerating rate with tenure. 1Indeed, large capital losses face long-service
workers who exit employment as they enter the final years of their careers. So,
pensions could be the means by which the theoretical under- and overpayment is
accomplished.

Second, mandatory retirement was made illegal for most workers in 1986. As a
result, pensions could be used as substitutes for mandatory retirement rules by
placing kinks in the benefit schedules at the desired retirement age.®® Indeed,
workers who stay beyond normal retirement age in defined-benefit plans typically
begin losing effective pension value. 1In short, there are various characteristics
of pensions which seem to fit nicely into the implicit contracting model. A number
of studies have been done suggesting that pensions are in fact part of implicit
contracts. (Dorsey, 1987; Hutchens, 1987; Ippolito, 1991)

There are two sides of the implicit contract to be looked at: the worker side
and the employer side. Workers probably do look at their pensions as long-term
commitments from the employer. A symptom of this view has been anger when, as part
of corporate restructurings, pensions were terminated and workers given legally-
required substitute annuities. The legal requirement for funding and annuities is
the shutdown value of the plan. In effect, the employer, to terminate a pension, is
allowed to treat each employee as if he/she had suddenly quit. Those who are not

vested receive nothing, even though many likely would have vested eventually. Those
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who were riding up the accelerating benefit curve associated with defined-benefit
plans are knocked off before the curve peaks. In any implicit contract view,
workers are shortchanged. (Peéando, 1985)

On the other hand, there is some question about how much workers know about
their own pension plan provisions. (0. Mitchell, 1988) Unions may increase workers
knowledge concerning pension entitlements, although the evidence is unclear on this
point. (Ghilarducci, 1990; Leigh, 1981) Still, it is a common complaint among
personnel managers that workers do not understand their benefits. Without clear
knowledge, the implicit contract model’s anti-shirking effect is compromised.

Defined-benefit pensions do have the effect of tying workers - especially as
they approach early retirement age - to the firm. Despite vesting, the accelerating
benefit curve means less-than-full portability. Is this immobility effect something
employers really want? One response is simply to say that if they didn’t want it,
they would have used defined-contribution plans instead. Possibly. But it is also
possible, as noted earlier, that the defined-benefit plans were installed in the
past as a way of providing quick retirement incomes to those close to retirement,
'something hard to provide under defined-contribution plans. There may.not have been
clear planning about the future.

In this view, the anti-mobility and imperfect portability effects of defined-
benefit pensions are merely side products of decisions taken long ago. Indeed,
employers finding themselves in need of downsizing in the 1980s - both public and
private - often incurred the extra costs of compensating workers for the anti-
mobility effects of their pensions by offering them expensive early retirement
bonuses. (Bell & Marclay, 1987; Hogarth, 1988; O. Mitchell & Luzadis, 1988) Those
who do retire early are as likely to have pensions - which often bridge them until
Social Security cuts in - as those who retire later. But most plans do not normally
have such features. (Wiatrowski, 1990) Hence, creating special incentives for early
retirement, even when there are early retirement options already in the plan, can be
costly to firms.

The phenomenon of employers inducing early retirements voluntarily rather than
simply laying off excess workers can be taken as a sign of an implicit contract.

But the need to bribe workers to give up quasi-entitlements also illustrates the
difficulty employers face in figuring out what incentives they will need over
periods of 20-30 years. Employers may have a general stake in being viewed by

workers as "fair"; offering early retirement incentives in place of layoffs may be

32



part of maintaining that image. That is a long way, however, from the carefully
targeted, career-based anti-shirking pension postulated in the implicit contract
model.

Similarly, firms may have used mandatory retirement rules in the past - and
may now use pensions which decline in value after normal retirement age - simply to
avoid the unpleasantness of sacking older workers. It’s tough to look old Harry in
the eye and tell him that his performance appraisal ratings are down and that it’s
time to go. It is even tougher if Harry strikes back with an age discrimination
suit. Recourse to elaborate models of career under- and overpayment may not be

needed to explain pension retirement incentives.

VI. What is Needed in the Future?

Research in the social insurance and benefits area resembled research in other
aspects of economics and industrial relations. Models became more sophisticated.
Researchers became more willing to consider issues which had previously been left to
the personnel journals. All of that was to the good.

But economics also faced a crisis in the 1980s, the outlines of which are
still only dimly perceived. At one time, the simple micro model of the firm,
worker, and consumer was just that - simple. It started with a few strong
assumptions about rationality and proceeded in a context of frictionless markets and
perfect information to strong conclusions. Sometimes the conclusions seemed silly.
Economists were not naive, however; they just didn’t have the mathematical‘skills
needed to play with more complicated approaches.

Now that phase in economic research has ended. 2And it turns out that
rationality is not very constraining. The recipe is simple: Add an information cost
here, a menu cost there, and a transactions cost somewhere else. Stir in some
market imperfections and uncertainty. Virtually any observed outcome can then be
explained as a rational response. The problem, therefore, is not insufficient
modeling; it is instead too many plausible models. And since empirical
investigation often starts with known stylized facts, econometric techniques do not
necessarily sort out which models are correct.

In the future researchers will need to talk more with practitioners. The
asking of practitioners what they are doing, and why, can no longer be scorned as a
research tool. Examination of historical evidence and responses of other countries

to similar problems is also necessary. At the same time, practitioners in the human
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resource field need to begin thinking more rigorously about their own policies. Too
many dollars are at risk to do otherwise. Perhaps personnel managers didn’t design
their pensions with specific behavioral effects in mind. But such effects may well
occur and they need to be considered. Why, for example, set up benefit systems
which impede mobility when, in an era of economic instability, the ability to shed
employees may be crucial?

The same is true for policy makers. They need to look at consequences of
programs and rules and academics can help in that endeavor. 1Is it really surprising
that the PBGC is running into financial difficulties when the law creates incentives
for employers to dump their pension liabilities? Were such things impossible to
foresee in 1974? If small employers are added by legal mandate to the patchwork of
employer-provided health plans, will that not add to the demand for medical
services? And if so, what is the implication for health care cost containment? And
what should be done about it?

Finally, the U.S. benefit system must be viewed as a whole. Efforts to solve
problems on a one-by-one basis miss the Big Picture. The employment relationship is
changing; in the future than relationship is likely to look more like a spot market
and less like an implicit, long-term contract. In a world of corporate
restructuring, exchange rate shifts, and de-regulated competition, employees are put
at excess risk if their health care and retirement income is tied to the fate and
beneficence of a single employer.

Social insurance schemes, which are portable, fit well into this new economic
order. Company-specific benefits, when they are not fully portable, do not. The
latter can be made more portable through appropriate public policies. Moves are
being made in some European countries to achieve this objective. (Andrews, 1990)

The U.S. needs to begin moving in the same direction.

34



Footnotes
1. Although Social Security taxes and benefits were revised during the 1980s to
provide advance funding for the baby boom’s retirement, this shift away from pay-as-
you-go financing seems often to have escaped the more abstract researchers in the
field.

2. The personal saving rate was always higher than the 1929 rate in the post-World
War II period. However, see the later discussion on pension saving. A survey of
family expenditure habits immediately after World War I suggests a rate of saving in
the 5-8% range, depending on the degree to which insurance purchases can be counted
as saving. Such a rate range is comparable in magnitude to the personal saving rate
during much of the post-World War II period. Moreover, it can be assumed that much
of the insurance purchased went for risk coverage and administration rather than
saving. Source: BLS (1924, p. 4-5, 447). Unfortunately, computational methods in
the early survey and the definition of personal saving in the national income
accounts are not strictly comparable.

3. A related proposal was to place the accruing reserves in privatized, worker-owned
individual retirement accounts rather than keep them in the Social Security trust
funds. See U.S. General Accounting Office (1990).

4. Employers in the 1930s were greatly concerned about the new Social Security
system and what it might imply for the economy and their businesses. But by the
1980s they seemed little concerned with Social Security except to the extent that it
might impinge on the private benefits they offered. Union officials, in contrast,
played the role of system defenders in the 1980s when efforts were made to reduce
Social Security benefits. Their concerns were closer to those of the system’s
defenders in Congress.

5. An exception is Workers’ Compensation, a programs whose costs have been rising in
response to general health care inflation (see Johnson & Burton, 1989) and to
creative new claims areas such as occupational stress.

6. This idea is a very old one which was discussed by economists as far back as the
World War I era if not before. The issue of that time was whether there was any
practical difference between a contributory and noncontributory pension plan. See
Conyngton (1926).

7. An exception is a paper by Woodbury and Spiegelman (1987) dealing with an
experiment in which bonuses were paid to early job finders.

8. However, “Washington-type" researchers do worry about the tax revenue loss and
potential distortion of the pay package for tax avoidance. See Munnell, 1988.

9. The Chamber of Commerce of the United States has for many years published a
survey of benefit costs. After the BLS discontinued a similar survey in the late
1970s, the Chamber of Commerce survey was often cited regarding such costs.
Unfortunately, it is difficult to obtain information concerning the Chamber’s
sampling practices. And the data are not readily made available to researchers.
Thus, academic researchers have more typically used data from the Current Population
Survey or from tax-related records of the Internal Revenue Service.

10. Source: U.S. Bureau of Labor Statistics, press release, USDL: 91-260, June 10,
1991.

11. For other evidence on the firm size and union effects, see Mellow (1981).

12. The ceiling on UI is much lower than for Social Security. With lower turnover,
there will be less tax liability since the probability that an employee will work
long enough to hit the ceiling increases. Characteristics associated with low
turnover (large size, unionization) will tend to reduce UI and - to a lesser
extent - Social Security costs. See Brechling, 1980.

13. Pension plan administration has also been found to exhibit economies of scale.
See O. Mitchell & Andrews (1981); Andrews (1989, pp. 78-81).
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14. Long & Scott (1982) find that the tax code is a major determinant of U.S.
compensation practices. But some researchers have argued that if the tax subsidy
were eliminated, the impact would be relatively modest. For example, Chernick,
Holmer, and Weinburg (1987) estimate that demand for employer-provided health
insurance would fall by 16-27% absent the subsidy. The difficulty is that once an
employer-provided system has been put in place for many years, the immediate effect
of a subsidy withdrawal might well be modest. But this need not mean that the
impact of the subsidy in creating the system was modest. Moreover, the kind of
offering might well be different. In Britain, where no tax subsidy is available for
private employer-provided insurance, those employers who do offer plans do so on a
take-it-or-leave-it basis, typically for higher-income employees.

15. Although the UI system was created originally be federal legislation, each state
has its own set of laws and administrative procedures. Workers’ compensation is
almost entirely a state-run system.

16. Examples include a Bush administration initiative to enhance pension portability
in 1991 (the *POWER" proposal) and so-called "COBRA" rules adopted in the 1980s
allowing continuation of health benefits (at employee expense) after layoff.

17. The U.S. Department of Labor filed suit in 1991 attempting to force employers
who terminated defined-benefit plans and replaced them with annuities to take
responsibility for the failure of bankrupt insurance carriers to service these
annuities.

18. Perhaps the worst example of this instability was the enactment and then repeal
of Section 89 of the Internal Revenue Code in the late 1980s. Section 89 was
supposed to spread benefits to lower-paid workers and certain part-timers.

19. Higher-income workers will tend to receive relatively less from Social Security
and more from their private pensions than lower-income workers. This shift in mix
is due to the tilt toward the lower paid in Social Security benefit schedules and to
the integration of private pensions with Social Security. For data, see BLS (1990,
p. 96).

20. However, employers can use salary reduction options largely to negate the
distinction.

21. The modern prevalence of employer-provided plans makes - and the tilt in the tax
code toward such plans - makes it difficult for the AFL-CIO to offer competing
benefits. However, it can offer such items as discount credit cards which have no
tax significance and thus are not generally offered by employers.

22. A later BLS study looked at corporate welfare work immediately after World War
I. (BLS, 1919)

23. The term *high commitment" should not be taken to imply any company interest in
worker participation in decision making. Indeed, only one of the 50 firms had an
employee representation plan.

24. Employer-provided life insurance commonly comes in two varieties: flat dollar
amounts and programs linked to earnings. In medium-to-large firms, over two thirds
of covered full-time employees have the latter type which is typically more
generous. Median flat-dollar coverage was generally in the $15-20, 000 range in
1989; earnings-related coverage usually exceeded annual earnings, especially for
high-income professional and administrative workers. Source: BLS, 1990, pp. 74-77.

25. Thus, one telephone company said it provided lunches to its operators so that
they would not have indigestion from their own poorly-selected meals and thus would
not inflict wrong numbers on callers in the afternoon.

26. Several states created commissions to study the issue and make recommendations
regarding the establishment of a state plan. The verdicts of these commissions
varied from positive to negative but no state plans were created.
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27. This reversal of position may have stemmed in part from a reading of public
opinion and a sense that it would be better to influence whatever changes were
coming rather than oppose them. The AMA’'s own polling efforts suggested
considerable support for a universal system of health insurance. See AMA (1991).

28. It might be noted that there is evidence of a pulling back by employers from
provision of life insurance to retirees as well as health insurance. (Simons, 1990)
The idea that having to report retiree health care liabilities on the balance sheet
causes businesses to withdraw such benefits does not comport with notions of perfect
financial markets. Mere balance-sheet reporting should not affect market valuation
if market transactors already knew of the liabilities. To the extent that reporting
standards are a factor, therefore, models of markets based on perfect assumption are
called into question. About 5 million retired workers, mainly from large firms,
were estimated to have retiree health plans in 1990. However, the number expected
to draw such benefits (unless they are cancelled) was expected to grow rapidly.
(U.S. General Accounting Office, 1990)

29. Many of the topics discussed in this section are reviewed in Pauly, 1986.

30. Thus, it would be technically possible for health expenditures to exceed GNP.
The ratio of health services gross product to GNP was just under 5% in 1987, while
the ratio of total health expenditures to GNP was just under 11%. Yet health
services constituted about 80% of total health expenditures (with the remainder
being for drugs, equipment, research, etc.). Source: U.S. Department of Health and
Human Services (1991); national income accounts.

31. It has been noted that high-income countries may require more expenditure to
produce a given amount of curing. Hence, the curing vs. caring conclusion may not
be appropriately drawn from cross-national data. (Parkin, McGuire, & Yule, 1987)

32. Source: U.S. Department of Health and Human Services, 1991, p. 184. See the
earlier note concerning the conceptual problems surrounding this measure.

33. Even with catastrophic health insurance, once expenses reach the point of
coverage, the marginal cost of consuming services is substantially reduced to the
patient.

34. However, de Meza (1983) notes that the moral hazard effects of overinsurance may
be exaggerated. Insurance transfers income from the healthy to the sick. So some
of the increased use of health services by the sick can be viewed as an income
effect.

35. Health status is known to have significant effects on labor supply. (Chirikos &
Nestel, 1985; Lambrinos, 1981) Thus, in some cases, it might be argued that
employers have an incentive to invest in providing health insurance to their
employees to keep them healthy. This point is not evident, however, since
presumably it would pay the employee to make the investment to avoid costly periods
of absence or non-participation in the workforce.

36. However, firms do not have the same incentives to seek remedies that would lower
costs across all employers since no competitive advantage is then derived.

37. There is not much research available on differential health care costs by sex.
Some research suggests that women’s health expenditures substantially exceed mens’,
although some of this differential is said to be due to substitution of home care by
men (by their spouses) for market-provided medical care. (Sindelar, 1982) However,
women in the workforce are more similar to men in the workforce than all women are
to all men regarding health service usage. (Wilensky & Cafferata, 1983) More work
is needed in this area to determine the potential for sex-based discrimination on
the basis of health care costs, especially as occupational segregation diminishes.

38. The administration of conservative Republican Governor George Deukmejian in
California began publicly exploring mandated health care in 1990. The governor
pulled back from the plan when opposition began to arise. However, polls at the
time suggested that the proposal would have been quite popular.
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39. For a review article on pensions in this series, see Gustman & O. Mitchell
(1990) .

40. Thus, Lazear (1990) uses the language of options in describing pension
incentives.

41. The employees might have been given an ESOP in place of a pension; ESOP shares
might then dilute the proportion of outstanding shares held by the raider. Changes
in the law have now made it more difficult than it was in the 1980s for firms to
terminate pensions and capture the excess funding.

42. Of course, public employers receive no tax benefits from placing assets in a
pension trust. On the other hand, for-profit law firms often maintain unfunded
pension plans for their partners.

43. There have been cases in which the U.S. Department of Labor has challenged what
it considered to be sweetheart arrangements between developers and construction
union pension funds.

44. When this view was tested by Hubbard (1985), however, the degree to which
individuals "undid" pensions with other asset decisions turned out to be somewhat
ambiguous.

45. Earnings are imputed by summing the difference between contributions and
benefits since 1948 and applying the yearly Aaa corporate bond yield to estimate the
rate of the return on the pension asset stock.

46. The roughness of the estimate comes from the procedure used to determine pension
earnings. See the previous footnote for details.

47. Again, the reader is reminded that the separation of individual from pension
saving violates the notion that the two are close substitutes and that individuals
can offset pension decisions.

48. See the chapter by Bernheim and Shoven in Bodie, Shoven, & Wise (1988).

49. Social Security "taxes" earnings of retirees aged 62-69 beyond a limited level,
thus restricting labor supply. See Honig & Reimers (1989).

50. Multiemployer plans have a laxer standard. In 1991, the Bush administration
proposed bringing them under the same S5-year rule.

51. Median (interrupted) tenure on the job in 1987 was 4.2 years. Source: BLS press
release, USDL 87-452, October 22, 1987.

52. Social Security benefits are indexed. So retirees will receive partial
escalation of their total retirement incomes (Social Security + pension) even in the
absence of ad hoc pension inflation adjustments.

53. But see Clark & McDermed (1986). They find that wage profiles often worked
against pension benefit profiles rather than as complements to them.

Footnotes - p. 4



Contemporary References!

Aaron, Henry J., and Burtless, Gary, "Fiscal Policy and the Dynamic Inconsistency of
Social Security Forecasts," American Economic Review, vol. 79 (May 1989), pp. 91-96.

Achenbaum, W. Andrew, Social Security: Visions and Revisions (New York: Cambridge

University Press, 1986).

Allen, Steven G., Clark, Robert L., and McDermed, Ann A., "Why Do Pensigns Reduce
Mobility?" in Proceedings of the Industrial Relations Research Association (December
1987), pp. 213-219.

Allen, Steven G., Clark, Robert L, and Sumner, Daniel A., 'Postretiremen;
Adjustments of Pension Benefits," Journal of Human Resources, vol. 21 (Winter 1986),
pp. 118-137.

American Medical Association, AMA Survey of Public Opinion on Health Care Issues
(Chicago: AMA, 1991).

Andrews, Emily S., Pension Policy and Small Employers: At What Price Coverage?

(Washington: Employee Benefit Research Institute, 1989).

Andrews, Emily S., "Pension Portability in Five Countries® in Turner, John A., and

Dailey, Lorna M., eds., Pension Policy: An International Perspective (Washington:
GPO, 1990), pp. 39-51.

Anderson, Kathryn H., Burkhauser, Richard V., and Quinn, Joseph F., "Do Retirement
Dreams Come True? The Effect of Unanticipated Events on Retirement Plans,*
Industrial and Labor Relations Review, vol. 39 (July 1986), pp. 518-526.

Bell, Donald, and Marclay, William, "Trends in Retirement Eligibility and Pension
Benefits: 1974-83," Monthly Labor Review, vol. 110 (April 1987), pp. 18-25.

Belman, Dale, and Heywood, John S., "Direct and Indirect Effects of Unionization and
Government Employment on Fringe Benefit Provision, " Journal of Labor Research, vol.
12 (spring 1991), pp. 111-122.

Ben-Horim, Moshe, and Zuckerman, Dror, "The Effect of Unemployment Insurance on
Unemployment Duration,® Journal of Labor Economics, vol. 5 (July 1987), pp. 386-390.

Benham, Harry C., "UI Effects on Unemployment: Some Data on Competing Theories,*
Industrial Relations, vol. 22 (Fall 1983), pp. 403-409.

Benjamini, Yael, and Benjamini, Yoav, “The Choice Among Medical Insurance Plans, "
American Economic Review, vol. 76 (March 1986), pp. 221-227.

Bernheim, B. Douglas, and Levin, Lawrence, "Social Security and Personal Saving: An
Analysis of Expectations," American Economic Review, vol. 79 (May 1989), pp. 97-102.

Bernstein, Irving, A Caring Society: The New Deal, the Worker, and the Great

Depression (Boston: Houghton Mifflin, 1985).

Blakely, Edward J., Lynch, James, and Skudrna, Kenneth, "Creating Jobs Through
Pension Fund Investments in Real Estate: Innovations from California,* California
Management Review, vol. 27 (Summer 1985), pp. 184-197.

Bicksler, James L., and Chen, Andrew H. "The Integration of Insurance and Taxes in
Corporate Pension Strategy,® Journal of Finance, vol. 40 (July 1985), pp. 943-957.

Bodie, Zvi, "Pensions as Retirement Income Insurance,® Journal of Economic
Literature, vol. 28 (March 1990), pp. 28-49.

Bodie, Zvi, and Shoven, John B., eds., Financial Aspects of the United States

Pension System (Chicago: University of Chicago Press, 1983).

Bodie, Zvi, Shoven, John B., and Wise, David A., eds., Issues in Pension Economics

! References appearing in 1970 or later.

References - p. 1



(Chicago: University of Chicago Press, 1987).

Bodie, Zvi, Shoven, John B., and Wise, David A., eds., Pensions in the U.S. Economy
(Chicago: University of Chicago Press, 1988).

Brechling, Frank, "The Tax Base of the U.S. Unemployment Insurance Tax: An Empirical
Analysis, " Review of Economics and Statistics, vol. 62 (February 1980), pp. 32-41.

Briden, George, and Zedella, John, "“Social Security and Household Savings: Comment, "
American Economic Review, vol. 76 (March 1986), pp. 286-288.

Brittain, John A., The Payroll Tax for Social Security (Washington: Brookings
Institution, 1972).

Bucci, Michael, "Health Maintenance Organizations: Plan Offerings and Enrollments,"
Monthly Labor Review, vol. 114 (April 1991), pp. 11-18.

Burgess, Paul L., and Kingston, Jerry L., "UI Benefit Effects on Compensated
Unemployment, * Industrial Relations, vol. 20 (Fall 1981), pp. 258-270.

Burke, Thomas P., and Jain, Rita S., "Trends in Employer-Provided Health Care
Benefits, " Monthly Labor Review, vol. 114 (February 1991), pp. 24-30.

Burke, Thomas P., and Morton, John D., "How Firm Size and Industry Affect Employee
Benefits, " Monthly Labor Review, vol. 113 (December 1990), pp. 35-43.

Burkhauser, Richard V., and Turner, John A., “Social Security, Preretirement Labor
Supply, and Saving: A Confirmation and Critique," Journal of Political Economy, vol.
90 (June 1982), 643-646.

Burtless, Gary, "The Tattered Safety Net: Jobless Pay in the United States,*
Brookings Review, vol. 9 (Spring 1991), pp. 39-41.

Cauley, Stephen Day, "The Time Price of Medical Care,* Review of Economics and
Statistics, vol. 69 (February 1987), pp. 59-66.

Chernick, Howard A., Holmer, Martin R., and Weinburg, Daniel H., "Tax Policy Toward
Health Insurance and the Demand for Medical Services," Journal of Health Economics,
vol. 6 (March 1987), pp. 1-25.

Chirikos, Thomas N., and Nestel, Gilbert," "Further Evidence on the Economic Effects
of Poor Health,* Review of Economics and Statistics, vol. 67 (February 1985), pp.
61-69.

Clark, Robert L, and McDermed, Ann A., "Earnings and Pension Compensation: The

Effect of Eligibility,* Quarterly Journal of Economics, vol. 102 (May 1986), pp.
341- 362.

Cohen, Wilbur J., "Social Security after 50 Years" in Proceedings of the Industrial
Relations Research Association, December 1985, pp. 123-127.

Cooke, William N., *The Behavior of Unemployment Insurance Recipients Under Adverse
Market Conditions," Industrial and Labor Relations Review, vol. 34 (April 1981),
pp. 386-395.

Danzon, Patricia M., Medical Malpractice: Theory, Evidence, and Public Policy

(Cambridge, Mass.: Harvard University Press, 1985).

de Meza, David, "Health Insurance and the Demand for Medical Care," Journal of
Health Economics, vol. 2 (March 1983), pp. 47-54.

Doescher, Tabita A., and Turner, John A., “"Social Security Benefits and the
Baby-Boom Generation, " American Economic Review, vol. 78 (May 1988), pp. 76-80.

Dorsey, Stuart, "The Economic Functions of Private Pensions: An Empirical Analysis,"
Journal of Labor Economics, vol. 5, Part 2 (October 1987), pp. S171-S189.

Dranove, David, "Pricing by Non-Profit Institutions: The Case of Hospital
Cost-Shifting,* Journal of Health Economics, vol. 8 (March 1988), pp. 47-57.

References - p. 2



Duggan, James E., "The Labor Force Participation of Older Workers,® Industrial and
Labor Relations Review, vol. 37 (April 1984), pp. 416-430.

Employee Benefit Research Institute, What is the Future for Defined Benefit Pension
Plans? (Washington: EBRI, 1989).

Famulari, Melissa, and Manser, Marilyn E., 'Employer—Provided Benefits: Employer
Cost Versus Employee Value, " Monthly Labor Review, vol. 112 (December 1989), pp.
24-32.

Feldman, Roger, et al, "The Demand for Employment-Based Health Insurance,* Journal
of Human Resources, vol. 24 (Winter 1989), pp. 115-142.

Feldman, Roger, and Dowd, Bryan, “A New Estimate of the Welfare Loss of Excess
Health Insurance, " American Economic Review, vol. 81 (March 1991), pp. 97-301.

Feldstein, Martin S., "Social Security and Private Saving: Reply, " Journal of
Political Economy, vol. 90 (June 1982), pp. 630-642.

Feldstein, Martin S., "Hospital Cost Inflation: A Study in Nonprofit Price
Dynamics, " American Economic Review, vol. 61 (December 1971), pp. 853-872.

Feldstein, Martin S., "The Welfare Loss of Excess Health Insurance," Journal of
Political Economy, vol. 81 (March/April 1973), pp. 251-280.

Feldstein, Martin S., "The Optimal Level of Social Security Benefits,*" Quarterly
Journal of Economics, vol. 100 (May 1985), pp. 303-320.

Feldstein, Martin, and Seligman, Stephanie, "Pension Funding, Share Prices, and
National Saving," Journal of Finance, vol. 36 (September 1981), pp. 801-824.

Freeman, Richard B., "The Effect of Unionism on Fringe Benefits," Industrial and
Labor Relations Review, vol. 34 (July 1981), pp. 489-509.

Friedman, Benjamin M., "The Effect of Shifting Wealth Ownership on the Term
Structure of Interest Rates,* Quarterly Journal of Economics, vol. 95 (May 1980),
pp. 567-590.

Frumkin, Robert N., "Health Insurance Trends in Cost Control and Coverage, " Monthly
Labor Review, vol. 109 (September 1988), pp. 3-8.

Ghilarducci, Teresa, "“Pensions and the Uses of Ignorance by Unions and Firms, "
Journal of Labor Research, vol. 11 (Spring 1990), pp. 203-216.

Graham, Avy D., “"How Has Vesting Changed Since Passage of Employee Retirement Income
Security Act?," Monthly Labor Review, vol. 111 (August 1988), pp. 20-25.

Gruber, Jonathan, and Krueger, Alan B., "The Incidence of Mandated Employer-Provided
Insurance: Lessons from Workers’ Compensation Insurance,® working paper no. 3557,
National Bureau of Economic Research, 1990.

Gustman, Alan L., and Mitchell, Olivia S., "Pensions and Labor Market Activity:
Behavior and Data Requirements, " working paper no. 3331, National Bureau of Economic
Research, 1990.

Gustman, Alan L., and Steinmeier, Thomas L., *The Stampede Toward Defined
Contribution Pension Plans: Fact or Fiction?," working paper no. 3086, National
Bureau of Economic Research, 1989.

Hayden, F. Gregory, "Public Pension Power for Socioeconomic Investments,*® Journal of
Economic Issues, vol. 23 (December 1989), pp. 1027-1045.

Herz, Diane E., "Worker Displacement in the 1980’s, " Monthly Labor Review, vol. 114
(May 1991), pp. 3-9.

Hills, Stephen M., “"Estimating the Relationship Between Unemployment Compensation

and the Duration of Benefits - The Problem of Eligible Nonfilers," Journal of Human
Resource, vol. 17 (Summer 1982), pp. 460-470.

References - p. 3



Hogarth, Jeanne M., "Accepting an Early Retirement Bonus: An Empirical Study, "
Journal of Human Resources, vol. 23 (Winter 1988), pp. 21-33.

Honig, Marjorie, and Reimers, Cordelia, "Is It Worth Eliminating the Retirement
Test?," American Economic Review, vol. 79 (May 1989), pp. 103-107.

Hubbard, R. Glenn, "Personal Taxation, Pension Wealth, and Portfolio Composition,*
Review of Economics and Statistics, vol. 67 (February 1985), pp. 53-60.

Hubbard, R. Glenn., and Judd, Kenneth L., "Social Security and Individual Welfare:
Precautionary Saving, Borrowing Constraints, and the Payroll Tax," American Economic
Review, vol. 77 (September 1987), pp. 630-646.

Hutchens, Robert M., "A Test of Lazear’s Theory of Delayed Payment Contracts,"
Journal of Labor Economics, vol. 5, Part 2 (October 1987), pp. S153-S170.

Ippolito, Richard A., "Encouraging Long-Term Tenure: Wage Tilt of Pensions?,"
Industrial and Labor Relations Review, vol. 44 (April 1991), pp. 520-535.

Ippolito, Richard A., "Toward Explaining Earlier Retirement After 1970, " Industrial
and Labor Relations Review, vol. 43 (July 1990), pp. 556-569.

Ippolito, Richard A., "Is There a Market for Pension Insurance?," Proceedings of the
Industrial Relations Research Association, December 1988, pp. 365-373.

Jacoby, Sanford M., "From Welfare Capitalism to the Welfare State: The Career of
Marion B. Folsom, " working paper no. 199, UCLA Institute of Industrial Relations,
1991.

Johnson, William G., and Burton, John F., Jr., "Health Care Costs in Workers’
Compensation, * Proceedings of the Industrial Relations Research Association,
December 1989, pp. 121-128.

Koskela, Erkki, and Viren, Matti, "Social Security and Household Saving in an
International Cross Section, " American Economic Review, vol. 73 (March 1983), pp.
212-217.

Koskela, Erkki, and Viren, Matti, "Social Security and Household Saving: Reply,"
American Economic Review, vol. 76 (March 1986), pp. 289-290.

Kotlikoff, Laurence J., and Smith, Daniel E., Pensions in the American Economy
(Chicago: University of Chicago Press, 1983).

Kotlikoff, Laurence J., and Wise, David A., The Wage Carrot and the Pension Stick:

Retirement Benefits and Labor Force Participation (Kalamazoo, Mich.: Upjohn
Institute, 1989).

Lambrinos, James, "Health: A Source of Bias in Labor Supply Models," Review of
Economics and Statistics, vol. 63 (May 1981), pp. 206-212.

Lardaro, Leonard, "Unused Benefit Weeks as a Work Disincentive: Does the Entitlement
Effect of UI Always Offset the Work Disincentive Effect?" in Proceedings of the
Industrial Relations Research Association, December 1985, pp. 409-417.

Lazear, Edward P., "Why Is There Mandatory Retirement?," Journal of Political
Economy, vol. 87 (December 1979) pp. 1261-1284.

Lazear, Edward P., "Pensions and Deferred Benefits as Strategic Compensation, *
Industrial Relations, vol. 29 (Spring 1990), pp. 263-280.

Lee, Robert H., "Insurance and Medical List Prices," Journal of Human Resources,
vol. 24 (Fall 1989), pp. 689-708.

Leigh, Duane E., "The Effect of Unionism on Workers’ Valuation of Future Pension
Benefits, " Industrial and Labor Relations Review, vol. 34 (July 1981), pp. 510-521.

Leimer, Dean R., and Leénoy, Selig D., "Social Security and Private Saving: New

Time-Series Evidence, " Journal of Political Economy, vol. 90 (June 1982), pp.
606-629.

References - p. 4



Levine, Phillip B., "Spillover Effects Between the Insured and Uninsured ) )
Unemployed, * working paper no. 283, Department of Economics, Princeton University,
1991.

Long, James E., and Frank A. Scott, "The Income Tax and Nonwage Compensation, *
Review of Economics and Statistics, vol. 64 (May 1982), pp. 211-219.

Lovejoy, Lora Mills, "The Comparative Value of Pensions in the Public and Private
Sectors, " Monthly Labor Review, vol. 111 (December 1988), pp. 18-26.

Makin, John H., and Couch, Kenneth A., "Saving, Pension Contributions, and the Real
Interest Rate," Review of Economics and Statistics, vol. 71 (August 1989), pp.
401-407.

Manning, Willard G., Newhouse, Joseph P., Duan, Naihua, Keeler, Emmett B.,
Liebowitz, Arleen, and Marquis, M. Susan, "Health Insurance and the Demand for
Medical Care: Evidence from a Randomized Experiment,* American Economic Review, vol.
77 (June 1987), pp. 251-277.

Manning, Willard G., Jr., and Wells, Kenneth B., "Preliminary Results of a
Controlled Trial of the Effect of a Prepaid Group Practice on the Outpatient Use of
Mental Health Services," Journal of Human Resources, vol. 21 (Summer 1986), pp.
293-320.

Marcus, Alan J., "Spinoff/Terminations and the Value of Pension Insurance,* Journal
of Finance, vol. 40 (July 1985), pp. 911-926.

Meisenheimer, Joseph R. II, and Wiatrowski, William J., "Flexible Benefit Plans:
Employees Who Have a Choice, " Monthly Labor Review, vol. 112 (December 1989), pp.
17-23.

.Mellow, Wesley, "Worker Differences in the Receipt of Health and Pension Benefits:
Extending the Analysis of Compensating Differentials," in Proceedings of the
Industrial Relations Research Association, December 1981, pp. 16-25.

Mitchell, Daniel J.B., "Employee Benefits and the New Economy: A Proposal for
Reform, * California Management Review, vol. 33 (Fall 1990), pp. 113-130.

Mitchell, Daniel J.B., and Rojot, Jacques, "Employee Benefits in the Context of
Europe 1992, " working paper no. 191, UCLA Institute of Industrial Relations, 1991.

Mitchell, Daniel J.B., Lewin, David, and Lawler, Edward E. III, "Alternative Pay
Systems, Firm Performance, and Productivity" in Blinder, Alan S., ed., Paying for
Productivity: A Look at the Evidence (Washington: Brookings Institution, 1990), PP-
15-88.

Mitchell, Olivia S., "The Effects of Mandating Benefits Packages," working paper no.
3260, National Bureau of Economic Research, 1990.

Mitchell, Olivia S., "Employee Benefits in the U.S. Labor Market" in Proceedings of
the Industrial Relations Research Association, December 1987, pp. 213-219.

Mitchell, Olivia S., "Fringe Benefits and the Cost of Changing Jobs, " Industrial and
Labor Relations Review, vol. 37 (October 1983), pp. 70-78.

Mitchell, Olivia S., "Fringe Benefits and Labor Mobility, " Journal of Human
Resources, vol. 17 (Spring 1982), pp. 286-298.

Mitchell, Olivia S., "Worker Knowledge of Pension Provisions, " Journal of Labor
Economics, (January 1988), pp. 21-39.

Mitchell, Olivia S., and Andrews, Emily S., "Scale Economies in Private
Multi-Employer Pension Systems,* Industrial and Labor Relations Review, vol. 34
(July 1981), pp. 522-530.

Mitchell, Olivia S., and Fields, Gary S., "The Economics of Retirement Behavior,*
Journal of Labor Economics, vol. 2 (January 1984), pp. 84-105.

Mitchell, Olivia S., and Luzadis, Rebecca A., "Changes in Pension Incentives Through

References - p. 5



Time,* Industrial and Labor Relations Review, vol. 42 (October 1988), pp. 100-108.

Moffitt, Robert and Nicholson, Walter, "The Effect of Unemployment Insurance on
Unemployment: The Case of Federal Supplementary Benefits,® Review of Economics and
Statistics, vol. 64 (February 1982), pp. 1-11.

Munnell, Alicia H., "It’s Time to Tax Employee Benefits," Proceedings of the
Industrial Relations Research Association, December 1988, pp. 374-386.

Newhouse, Joseph P., "Is Competition the Answer?," Journal of Health Economics, vol.
1 (May 1982), pp. 109-115.

Newhouse, Joseph P., "Cross National Differences in Health Spending: What Do They
Mean?, * Journal of Health Economics, vol. 6 (June 1987), pp. 159-162.

Novos, Ian, "Social Security Wealth and Wealth Accumulation: Further Microeconomic
Evidence, * Review of Economics and Statistics, vol. 71 (February 1989), pp. 167-171.

Organisation for Economic Cooperation and Development, Health Care Systems in
Transition: The Search for Efficiency (Paris: OECD, 1990).

Parkin, David, McGuire, Alistair, and Yule, Brian, "Aggregate Health Care
Expenditures and National Income: Is Health Care a Luxury Good?, " Journal of Health
Economics, vol. 6 (June 1987), pp. 109-127.

Pauly, Mark V., "Taxation, Health Insurance, and Market Failure in the Medical
Economy, " Journal of Economic Literature, vol. 24 (June 1986), pp. 629-675.

Pauly, Mark V., "The Incidence of Health Insurance Costs: Is Everyone Out of Step
But Economists?,* Proceedings of the Industrial Relations Research Association,
December 1988, pp. 387-397.

Perry, Charles R., Union Corporate Campaigns (Philadelphia: Wharton School
Industrial Relations Unit, 1987).

Pesando, James E., "The Usefulness of the Wind-Up Measure of Pension Liabilities: A
Labor Market Perspective, " Journal of Finance, vol. 40 (July 1985), pp. 927-942.

Phelps, Charles E., "Induced Demand - Can We Ever Know Its Extent?,* Journal of
Health Economics, vol. 5, (December 1986), pp. 355-365.

Piacentini, Joseph S., and Cerino, Timothy J., EBRI Databook on Employee Benefits
(Washington: Employee Benefit Research Institute, 1990).

Podgursky, Michael, and Swaim, Paul, "Health Insurance Loss: The Case of the
Displaced Worker, " Monthly Labor Review, vol. 110 (April 1987), pp. 30-33.

Pontiff, Jeffrey, Shleifer, Andrei, and Weisbach, Michael S., "Reversions of Excess
Pension Assets After Takeovers," Rand Journal of Economics, vol. 21 (Winter 1990),
pp. 600-613.

Portugal, Pedro, and Addison, John T., "Problems of Sample Construction in Studies
of the Effects of Unemployment Insurance on Unemployment Duration,* Industrial and
Labor Relations Review, vol. 43 (April 1990), pp. 463-477.

Quinn, Joseph F., "Pension Wealth of Government and Private Sector Workers, "
American Economic Review, vol. 72 (May 1982), pp. 283-207.

Reinhardt, Uwe E., *"The Theory of Physician-Induced Demand: Reflections After a
Decade, * Journal of Health Economics, vol. 4 (June 1985), pp. 187-193.

Reinhardt, Uwe E., "Health Insurance and Cost-Containment Policies: The Experience
Abroad, " American Economic Review, vol. 70 (May 1980), pp. 149-156.

Sanchez, Jesus, "Tension Over Pension Reform,* Los Angeles Times, May 23, 1991, pp.
D1, D5S.

Scheffler, Richard M., and Watts, Carolyn A., "Determinants of Inpatient Mental
Health Use in a Heavily Insured Population,® Journal of Human Resources, vol. 21

References - p. 6



(Summer 1986), pp. 338-357.

Schiller, Bradley R., and Weiss, Randall D., "Pensions and Wages: A Test for
Equalizing Differences," Review of Economics and Statistics, vol. 62 (November
1980), pp. 529-538.

Schiller, Bradley R., and Weiss, Randall D., "The Impact of Private Pension Plans on
Firm Attachment, " Review of Economics and Statistics, vol. 61 (November 1979), pp.
369-380.

Sherman, Sally R., "Public Attitudes Toward Social Security," Social Security
Bulletin, vol. 52 (December 1989), pp. 2-16.

Short, Pamela Farley, and Taylor, Amy K., "Premiums, Benefits, and Employee Choice
of Health Insurance Options," Journal of Health Economics, vol. 8 (December 1989),
Pp. 293-311.

Simons, Margaret, and Thompson, Cynthia, "Life Insurance Benefits for Retired
Workers, * Monthly Labor Review, vol. 113 (September 1990), pp. 17-21.

Sindelar, Jody L., "Differential Use of Medical Care by Sex," Journal of Political
Economy, vol. 90 (October 1982), pp. 1002-1019.

Sloan, Frank A., "Regulation and the Rising Cost of Hospital Care," Review of
Economics and Statistics, vol. 63 (November 1981), pp. 479-487.

Sloan, Frank A., "Effects of Health Insurance on Physician’s Fees," Journal of Human
Resources, vol. 17 (Fall 1982), pp. 533-557.

Smith, Robert S., *Compensation Differentials for Pensions and Underfunding in the
Public Sector,* Review of Economics and Statistics, vol. 63 (August 1981), pp.
463-468.

Smith, Robert S., and Ehrenberg, Ronald G., "Estimating Wage-Fringe Trade-Offs: Some
Data Problems" in Triplett, Jack E., ed., The Measurement of Labor Costs (Chicago:
University of Chicago Press, 1983), pp. 347-367.

St. Louis, Robert D., Burgess, Paul L., and Kingston, Jerry L., "Reported vs. Actual
Job Search by Unemployment Insurance Claimants,* Journal of Human Resources, vol. 21
(Winter 1986), pp. 92-117.

Stelluto, George L., and Klein, Deborah P., “Compensation Trends Into the‘21st
Century,* Monthly Labor Review, vol. 113 (February 1990), pp. 38-45.

Summers, Lawrence H., "Some Simple Economics of Mandated Benefits, " American
Economic Review, vol. 79 (May 1989), pp. 177-183.

Tannery, Frederick J., "Search Effort and Unemployment Insurance Reconsidered, "
Journal of Human Resources, vol. 18 (Summer 1983), pp. 432-440.

Tepper, Irwin, "Taxation and Corporate Pension Policy, " Journal of Finance, vol. 36
(March 1981), pp. 1-13.

Thompson, Lawrence H., "The Social Security Reform Debate,® Journal of Economic
Literature, vol. 21 (December 1983), pp. 1425-1467.

Topel, Robert H., "Experience Rating of Unemployment Insurance and the Incidence of
Unemployment, * Journal of Law and Economics, vol. 27 (April 1984), pp. 61-90.

Topel, Robert H., "On Layoffs and Unemployment Insurance," American Economic Review,
vol. 73 (September 1983), pp. 541-559.

Turner, John A., and Beller, Daniel J., eds., Trends in Pensions (Washington: U.S.
Department of Labor, Pension and Welfare Benefits Administration, 1989).

U.S. Bureau of the Censhs, Statistical Abstract of the United States: 1990
(Washington: GPO, 1990).

U.S. Bureau of Labor Statistics, Employee Benefits in Medium and Large Firms, 1989,

References - p. 7



bulletin no. 2363 (Washington: GPO, 1990).

U.S. Bureau of Labor Statistics, "Linking Employee Fitness Programs to Lower Medical
Costs and Absenteeism, " Monthly Labor Review, vol. 110 (November 1987), pPpP. 27-28.

U.S. Department of Health and Human Services, National Center for Health Statistics,
Health, United States: 1990 (Washington: GPO, 1991).

U.S. General Accounting Office, Employee Benefits: Extent of Companies’ Retiree
Health Coverage, GAO/HRD-90-92 (Washington: GAO, 1990).

U.S. General Accounting Office, Social Security: Analysis of a Proposal to Privatize

Trust Fund Reserves, GAO/HRD-91-22 (Washington: GAO, 1990).

U.S. President, Economic Report of the President: 1991 (Washington: GPO, 1991).

U.S. Social Security Administration, "Chronology of Health Insurance Proposals,
1915-76," Social Security Bulletin, vol. 39 (July 1976), pp. 35-39.

Viscusi, W. Kip, and Moore, Michael J., "Workers’ Compensation: Wage Effects,
Benefit Inadequacies, and the Value of Health Losses, " Review of Economics and
Statistics, vol. 69 (May 1987), pp. 249-261.

Vroman, Wayne, "Unemployment Insurance Trust Fund Adequacy" in Proceedings of the
Industrial Relations Research Association, December 1989, pp. 121-128.

Weaver, Carolyn L., "Social Security’s Outlook at 50: A Critical Assessment" in
Proceedings of the Industrial Relations Research Association, December 1985, pp.
409-417.

Wiatrowski, William J., "Supplementing Retirement Until Social Security Begins,*
Monthly Labor Review, vol. 113 (February 1990), pp. 25-29.

Wiatrowski, William J., "Comparing Employee Benefits in the Public and Private
Sectors, " Monthly Labor Review, vol. 111 (December 1988), pp. 3-8.

Wilensky, Gail R., "Government and the Financing of Health Care," American Economic
Review, vol. 72 (May 1982), pp. 202-207.

Wilensky, Gail R., and Cafferata, Gail Lee, "Women and the Use of Health Services, "
American Economic Review, vol. 73 (May 1983), pp. 128-133.

Wise, David A., ed., The Economics of Aging (Chicago: University of Chicago Press,
1989).

Wise, David A., ed., Issues in the Economics of Aging (Chicago: University of
Chicago Press, 1990).

Wise, David A., ed., Pensions, Labor, and Individual Choice (Chicago: University of
Chicago Press, 1985).

Woodbury, Stephen A., "Substitution Between Wage and Nonwage Benefits," American
Economic Review, vol. 73 (March 1983), pp. 166-182.

Woods, John R., "Pension Coverage Among Private Wage and Salary Workers: Preliminary

Findings from the 1988 Survey of Employee Benefits," Social Security Bulletin, vol.
52 (October 1989), pp. 2-19.

Historical References>

Bemis, Edward W., Benefit Features of American Trade Unions, bulletin no. 22, U.s.
Bureau of Labor (Washington: GPO, 1899).

Conyngton, Mary, "Industrial Pensions for 0ld Age and Disability, " Monthly Labor
Review, vol. 22 (January 1926), pp. 21-56.

? References appearing before 1970.

References - p. 8



Johnson, Emory R., Brotherhood Relief and Insurance of Railway Employees, bulletin
no. 17, U.S. Bureau of Labor (Washington: GPO, 1898).

Otey, Elizabeth Lewis, Employers’ Welfare Work, bulletin no. 123 (Washington: GPO,
1913).

Parker, Florence E., "Experience Under State Old-Age Pension Acts in 1935, * Monthly
Labor Review, vol. 34 (October 1936), pp. 811-837.

U.S. Bureau of Labor Statistics, Beneficial Activities of American Trade-Unions,
bulletin no. 465 (Washington: GPO, 1928).

U.S. Bureau of Labor Statistics, "Civil-Service Retirement and Old-Age Pensions, "
Monthly Labor Review, vol. 2 (June 1916), pp. 101-112.

U.S. Bureau of Labor Statistics, Cost of Living in the United States, bulletin no.
357 (Washington: GPO, 1924).

U.S. Bureau of Labor Statistics, "Effect of Social Security Act on Company
Pensions, * Monthly Labor Review, vol 50 (March 1940), pp. 642-647.

U.S. Bureau of Labor Statistics, Welfare Work for Employees in Industrial
Establishments in the United States, bulletin no. 250 (Washington: GPO, 1919).

U.S. Bureau of Labor Statistics, "Labor Banks in the United States," Monthly Labor
Review, vol. 18 (February 1924), p. 215.

U.S. Bureau of Labor Statistics, Unemployment-Benefit Plans in the United States and

Unemployment Insurance in Foreign Countries, bulletin no. 544 (Washington: GPO,
1931).

U.S. Bureau of Labor Statistics, Unfunded Private Pension Plans, bulletin no. 1394
(Washington: GPO, 1964).

References - p. 9



