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providers completely experience rate WC premiums for only the
largest firms.

Some researchers suggest that the lack of complete experience
rating contributes to the observation that injury rates are often
higher when WC benefits are greater (Ruser 1985). The argument
is that under incomplete experience rating, more generous
benefits may lead workers to be less careful, and in turn have
more accidents, because they have less to lose, and encourage
workers to file fraudulent claims or honest claims that were not
worth the effort to file when benefits were lower. At the same
time, the higher benefits do not create offsetting greater financial
incentives to firms to make the workplace safer because benefit
generosity is only poorly reflected in the insurance premium the
firms pay. However, even with grouped insurance rates, high-risk
firms still pay greater total WC insurance premiums than low-risk
firms because workplace hazards increase wages, thereby
increasing the cost of WC coverage. Higher rates of income
replacement then magnify the indirect influence of workplace
hazards on firms’ insurance costs.

To examine the impact of experience rating we recalculated the
outcomes in our numerical simulation model for the situation in
which insurance prices completely reflect the expected frequency
of injury for each employer. Complete experience rating
produces major differences in the calculated labor market effects
of WC benefits. Unlike in the base case of incomplete experience
rating, when there is complete experience rating of insurance
premiums, more generous WC benefits improve workplace
safety. Enhanced experience rating tightens the economic link
between WC benefits and firms’ cost of injuries, which moves
firms toward greater safety. Firms’ attempts to make the
workplace safer dominate any possible offsetting movement of
workers toward less safe jobs. Increasing WC benefits to the
level recommended by the National Commission on State
Workmen’s Compensation Laws reduces injuries by 8 percent. In
comparison, typical OSHA safety and health standards reduce
injuries by 0.3 percent. With complete experience rating of WC
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insurance premiums the safety enhancing effect of WC greatly
exceeds that of OSHA.

Summary. At over $50 billion, Workers’ Compensation insurance
is the most influential public policy currently promoting
workplace safety. The experience rating of insurance premiums
encourages firms to pursue efforts to assure a safe and healthy
work environment. Much like the pricing of auto insurance, as
the frequency of claims rises the price of insurance increases,
thereby penalizing firms for poor safety records. Estimates are
that Workers’ Compensation insurance has reduced fatal
accidents and diseases by 48 percent in the United States (Moore
and Viscusi 1990).

Our calculations demonstrate that the link between a firm’s safety
history and WC insurance premiums could be further
strengthened. Other than establishing separate risk pools for
small businesses and having insurance premiums better reflect
injury severity, though, there is little room to expand significantly
the experience rating of WC premiums.

Although more generous WC benefits for injured workers would
also encourage additional workplace safety, evidence indicates
that workers are currently satisfied with their WC coverage and
unwilling to pay for increased WC benefits (Moore and Viscusi
1990). Therefore, it seems unlikely that there will be a great push
for higher WC benefits in the immediate future.

Most states are looking for ways to revamp their WC programs
because of escalating costs. We expect WC to move toward
clarifying the link between premium levels and workplace safety.
Specifically, separating legitimate from illegitimate workplace
injury claims is a major problem now confronting WC programs
in most states as they struggle to control insurance premium
costs. Eliminating fraudulent claims would strengthen the safety
incentive in WC by making a closer link between firms’ actual
workplace safety and the insurance premiums they pay under
WC.
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The Legal System

Many workplace hazards are momentary and require employers
and workers to choose the correct course of action quickly to
avoid possible harm. Instead of relying on OSHA, policymakers
might give more thought to allowing workers to sue their
employers for clear-cut cases of negligence. With the no-fault
system stemming from WC now in effect, employers are liable
for only a portion of the total costs of injuries. Workers receive
compensation for medical expenses and income losses, but no
compensation for their pain and suffering. Because employers
will eliminate workplace hazards if the expected savings from
fewer injuries exceed the necessary financial outlays, employers
may spend too little for safety under the current limited liability
scheme. Permitting workers to sue for pain and suffering in
situations where employers show reckless disregard for worker
welfare would produce greater safety by making firms bear more
of the total costs of injuries.

One major outcome of the Pymm Thermometer Corporation
criminal prosecution is that it helped establish that state
prosecutors have the right to file criminal charges against
employers who endanger their workers, to protect citizens from
criminal conduct wherever it occurs; Congress intended to allow
states to supplement OSHA civil penalties with their own
punishment; and nothing in OSHA precludes enforcement of
state criminal laws to address workplace safety. More generally,
evidence from product liability settlements suggests that awards
for pain and suffering have the effect of deterring injuries
(Viscusi 1991). On the negative side, additional legal actions
against employers for work-related injuries will increase
administrative and court expenses and add uncertainty to
compensation for injured workers. To minimize the legal costs,
worker suits could be strictly limited to cases of gross or
intentional employer misconduct.
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Labor Market Incentives to Workplace Safety

Empirical studies show wages rise with increases in workplace
risk. All else equal, the typical U.S. worker in a job with a
likelihood of injury at about the labor market average earns 2–4
percent more than a person working in a totally safe job (see
Kniesner and Leeth 1995a, Chapter 3, and 1991b). The added
compensation firms must pay to entice workers to accept
employment in hazardous work sites gives firms an incentive to
expand their investments in safety programs. Employers weigh
the benefits of improved safety—smaller compensating wage
premiums, lower costs of purchasing WC, fewer work stoppages,
and smaller fines for violating OSHA health and safety
standards—against the costs of expanded safety programs. In
1998 firms paid more than $52 billion for WC and an estimated
$210 billion for compensating wage differentials to workers for
accepting some job hazards. By the end of the fiscal year, fines
assessed by OSHA, both federal and state, totaled only $132
million. At a ratio of nearly 2,000 to 1, the economic incentives
to improve safety by reducing compensating wage differentials
and WC expenses far surpass the safety-enhancing incentives
from the relatively small fines imposed by OSHA for violating its
standards.

For wage differentials to motivate them, workers need to
understand the work-related health risks for which they are being
compensated. Evidence indicates that workers do quit hazardous
jobs more frequently than relatively safe jobs (Viscusi 1992,
Chapter 6). Increases in the probability of an accident also raise
quit intentions and job searching, and reduce job tenure. One
estimate is that the learning that clarifies job risks may be
responsible for about one-third of all worker quits (Viscusi 1979).
Workers have fairly accurate information on the frequency of
workplace accidents and, even when they do not initially have the
correct impression of the hazards they will face on a job, workers
reevaluate their beliefs relatively quickly.

Some argue that health-related hazards are more difficult for
workers to evaluate than accident-related hazards and, in turn,
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market mechanisms such as wage premiums for hazardous
working conditions do not provide firms with the appropriate
motivation to eliminate or reduce health hazards. Workers
demonstrate some knowledge of risk by demanding the regularly
observed wage premiums for exposure to work-related health
risk. However, information users are not willing to compensate
private producers of basic research and information enough to
cover the underlying costs of creating the knowledge. Therefore,
the government will ideally play a role in trying to uncover and
disseminate information on the causes and consequences of
workplace health hazards.

Workers also reassess job-related hazards based on new
information. In one study, chemical workers who were told that
they would soon be working with sodium bicarbonate, a safe
chemical, reduced their assessment of workplace hazards by 50
percent. Workers who were told that they would be working with
either asbestos or TNT increased their assessments of workplace
hazards by 200 percent. No workers required extra compensation
to handle the safe sodium bicarbonate but workers demanded an
extra $3,000 to $5,000 per year to handle the dangerous asbestos
or TNT. No workers said they would quit their jobs because they
would be handling sodium bicarbonate but a majority of workers
said they would quit because they would be handling asbestos or
TNT (Viscusi and O’Connor 1984).

Although information can influence industrial safety by adjusting
workers’ risk perceptions and their willingness to work in a given
setting, the information must be presented in a way best
permitting informed judgments. Information overload can occur
if precautionary labels present too much data or if too many
products have precautionary labels. Warning workers against
relatively small risks, such as the risk of cancer from silica
(sand), may actually reduce workplace safety by convincing
workers that warning labels are irrelevant. A proliferation of
hazard warnings in the workplace will prove counterproductive if
workers are led to view all activities or products as equally
dangerous.
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Policy Recommendations

We close with specific recommendations for three of the pillars
of the U.S. safety policy system: OSHA, Workers’ Compensation
insurance, and tort law. The reforms we suggest would affect
both the federal and state governments and are recommendations
we believe are the most basic and likely to have the most impact
in the direction of improved safety incentives or cost savings
without reducing incentives to have a safer workplace. More in-
depth discussion of the policy reforms we outline here is
presented in Kniesner and Leeth (1991a, 1995b, and
forthcoming).

OSHA

An economically desirable direction for workplace safety policy
would be to continue to withdraw resources from OSHA overall,
coupled with an immediate revision of its current approach to
standard setting, inspections, and fines. In particular, Congress
should

• Reduce OSHA’s enforcement budget and redirect the funds to
NIOSH, which can use the funds to improve workplace safety
and health by researching the causes of industrial hazards and
diseases and by providing information and guidelines to firms
and workers concerning threshold levels of exposure to
dangerous substances or workplace practices.

Workers’ Compensation

As we have discussed throughout, state Workers’ Compensation
insurance provides firms with a powerful economic incentive to
improve workplace safety if insurance premiums are adequately
experience rated. States should

• Expand experience rating of WC insurance premiums to both
small and large firms, and structure rates to reflect both the
frequency and severity of injuries. WC premiums have two
components: a so-called manual rate, which reflects average
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claims for the entire industry, and an experience modification
factor, which reflects the individual firm’s safety record.
Primary losses (from high-frequency, low-severity injuries)
influence a firm’s experience modification factor, depending
on what is known as the firm’s credibility factor. Small firms
have low credibility factors and large firms have high ones,
meaning that additional injuries at a small firm will not have
as great an impact on its WC premiums as additional injuries
at a large firm. Furthermore, a single high-severity injury will
not raise a firm’s WC premium as much as several low-
severity injuries. To improve workplace safety, the
characteristics of WC that mimic a straightforward “tax on
injuries” should be strengthened.

• Clarify the link between premium levels and workplace
safety. Reducing fraudulent claims will tighten the link
between firms’ actual workplace safety and the insurance
premiums they pay, and thereby strengthen the safety
incentive in WC.

Tort Reform

State tort laws can ease workers’ abilities to sue employers for
damages and, likewise, provide firms with stronger economic
incentives to improve worker safety. States should also

• Allow employees to sue their employers for negligence in
cases of gross employer misconduct. WC covers workers
against losses caused by industrial accidents and some
diseases. Regardless of who is at fault, employers must fully
compensate employees for medical expenses and partially
compensate them for lost wages caused by work-related
injuries. In return, employees forgo their rights to sue
employers for full economic damages, including the cost of
pain and suffering, when injures occur. With the current
limited liability for damages, employers may under-invest in
safety programs. Permitting workers to sue for pain and
suffering would produce a more appropriate level of safety by
forcing employers to bear the complete cost of injuries. The
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fairness of the work-related disability insurance system would
also be improved by shifting an important cost of injury to the
party responsible. To avoid unduly increasing administrative
and court expenses, the right to sue should be strictly limited
to instances of gross employer misconduct.

Conclusion

We all would like safe jobs, just as we would like a clean
environment, no automobile deaths, and no crime. Unfortunately,
a riskless society is not easy to obtain. People generally are
unwilling to accept the severe restrictions on personal freedoms
plus the monumental economic expense needed to effect a
society free of all risks to personal health and safety.

Unlike the cartoon economist who is ridiculed for knowing the
price of everything and the value of nothing, we believe our
discussion has demonstrated that we are aware of both the price
of greater workplace safety and the value of greater workplace
safety. We contend that citizens generally favor a perspicacious
government where policy costs and benefits are concerned —
they want an efficient government, one that does not pay more
for something than necessary, including the cost of saving a
statistical life via regulation as opposed to other safety programs
(for a comprehensive cost-effectiveness study of life-saving
policies in the United States see Tengs et al. 1995).
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