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Consumption-Savings Behavior

IRAs and Household Saving, by William G. Gale (Brookings Institution) and
John Karl Scholz (University of Wisconsin-Madison)

This paper examines the effects of Individual Retirement Accounts (IRAs)
on private and national saving. We construct a formal model of dynamic utility
maximization that generates closed-form equations for IRA and other saving.
Our empirical estimates indicate that raising the annual IRA contribution limit
between 1983 and 1986 would have resulted in little, if any, increase in na-
tional saving. Results from sensitivity analysis imply substantially smaller
effects on national saving than most previous researchers have estimated. Our
results are consistent with new evidence we present indicating considerable
potential among IRA holders to shift taxable forms of saving into IRAs. The
American Economic Review, December 1994, 85(5): 1233-1260. (Reprinted
with permission of The American Economic Review.)

Utility Theory

A Verbal Protocol Analysis of Choice Under Ambiguity, by Scott Highhouse
(Indiana University-Purdue University at Indianapolis)

Einhom and Hogarth's (1985) ambiguity model was used as a theoretical
framework for analyzing the verbal protocols of decision makers faced with a
choice between an uncertain option and an ambiguous option. The presentation
of the ambiguous option was varied to examine the effect of presenting a point
estimate versus an interval estimate on choice. The results of these analyses
provided some support for the proposition that ambiguity avoidance is due to
an anchoring and adjustment process in which decision makers under-weighed
imagined probabilities above an estimate anchor. Ambiguity-avoidance deci-
sion makers were more likely to consider pessimistic probabilities of success
and ambiguity-seeking decision makers were more likely to consider optimistic
probabilities. Contrary to the predictions of previous researchers, the presenta-
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tion of a point estimate led to ambiguity avoidance. Exploratory analyses re-
vealed some themes that may guide future research on choice under ambiguity.
Journal of Economic Psychology, December 1994, 15(4): 621-635. (Reprinted
with permission of North-Holland Publishing Company.)

Risk Perception and Economic Behavior

Modeling Consumer Risk Reduction Preferences from Perceived Loss Data,
by M. Greatorex and V. W. Mitchell (Manchester School of Management,
Manchester, United Kingdom)

For many years the Theory of Perceived Risk has been used to explain
consumers' behaviour. One area of interest is the relationship between loss
types and the use of risk relievers. Problems with trying to measure the rela-
tionship encourage the use of indirect methods. Data on four loss types and 14
risk relievers were collected for 24 products and services, and a regression
model was used to reveal the relationship between loss types and risk relievers.
The constants in the equation altered across products, while the slopes re-
mained the same. The evidence suggests that the model used was incompletely
specified and that further testing is necessary. Journal of Economic Psycholo-
gy, December 1994, 15(4): 669-685. (Reprinted with permission of North-
Holland Publishing Company.)

Principal-Agency Theory

Efficiency of an Information System in an Agency Modet, by Son Ku Kim
(Hong Kong University of Science and Technology)

Different information systems are compared in terms of their relative effi-
ciencies in an agency model. The mean preserving spread relation between the
likelihood ratio distributions derived from the original information systems is
found to be sufficient to rank information systems under quite general assump-
tions about the agent's utility function. Furthermore, it is shown that the mean
preserving spread criterion can be applied to a broader set of information sys-
tems than Holmstrom's informativeness criterion and Blackwell's theorem.
Econometrica, January 1995, 63(1): 89-102. (Reprinted with permission of
Econometrica.)

Health Care Financing

The Incidence of Adverse Medical Outcomes Under Prospective Payment, by
David M. Cutler (Harvard University and National Bureau of Economic Re-
search)

This paper examines the effect of prospective payment for hospital care on
adverse medical outcomes. In 1983, the federal government replaced its previ-
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ous cost-based reimbursement method with a Prospective Payment System,
under which reimbursement depends only on the diagnosis of the patient. Hos-
pitals thus lost the marginal reimbursement they formerly received for provid-
ing additional treatments. In addition, the average price each hospital received
for patients with different diagnoses changed. This paper relates each of these
changes to adverse outcomes with two conclusions. First, there is a change in
the timing of deaths associated with changes in average prices. In hospitals
with price declines, a greater share of deaths occur in the hospital or shortly
after discharge, but by one year post-discharge, mortality is no higher. Second,
there is a trend increase in readmission rates caused by the elimination of
marginal reimbursement. This appears to be due to accounting changes on the
part of the hospitals, however, rather than true changes in morbidity.
Econometrica, January 1995, 63(1): 29-50. (Reprinted with permission of
Econometrica.)

Medical Care for Children: Public Insurance, Private Insurance, and Raeial
Differences in Utilization, by Janet Currie (University of Califomia, Los An-
geles, and National Bureau of Economic Research) and Duncan Thomas
(RAND Corporation and University of Califomia, Los Angeles)

Data from two waves of the Child-Mother module of the National Longitu-
dinal Surveys are used to examine the medical care received by children. We
compare those covered by Medicaid, by private health insurance, and those
with no insurance coverage at all. We find there are substantial differences in
the impact of public and private health insurance, and these effects also differ
between blacks and whites. White children on Medicaid tend to have more
doctor checkups than any other children, and white children on Medicaid or a
private insurance plan have a higher number of doctor visits for illness. In
contrast, for black children, neither Medicaid nor private insurance coverage is
associated with any advantage in terms of the number of doctor visits for ill-
ness. Furthermore, black children with private coverage are no more likely
than those with no coverage to have doctor checkups; black Medicaid children
are more likely than either group to have checkups, although the gap is not
precisely estimated. We exploit the longitudinal dimension of the data in order
to take account of potential selection and thus include child specific fixed
effects in the models. The results are robust to the inclusion of these controls
for unobserved heterogeneity. They suggest that private and public health
insurance mean different things to different children, and that national insur-
ance coverage will not equalize utilization of care. The Journal of Human
Resources, Winter 1995, 30(1): 135-162. (Reprinted with permission of The
Journal of Human Resources.)

Social Insurance

The Welfare State as Provider of Accident Insurance in the Workplace:
Efficiency and Distribution in Equilibrium, by Alf Erling Risa (Universitat
Mannheim, Germany)
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The welfare state provides universal insurance for workers against accidents
in the workplace. In equilibrium, this insurance does not generate adverse
safety incentives to firms. Non-intemalised insurance makes workers sort them-
selves nonoptimally to firms, and to choose higher individual effort levels to
prevent accidents as compared to insurance schemes that are intemalised in the
rating, not lower. An optimal income taxation scheme in the welfare state
implies progressive taxation. The optimal tax level increases with the extent of
the welfare state. The Economic Journal, January 1995, 105: 129-144. (Re-
printed with permission of Blackwell Publishers.)

Employee Benefit Issues

The Cash Flow and Informational Effects of Employee Stock Ownership
Plans, by Anne Beatty (University of Pennsylvania)

The tax, employee benefit, capital structure, and corporate control effects of
ESOPs are examined by estimating the stock market reaction to ESOP an-
nouncements. This is the first empirical examination of the relationship be-
tween computed firm-specific tax savings and firm value, and therefore pro-
vides evidence that helps resolve the theoretical dispute over ESOP tax sav-
ings. The results show that investors expect ESOPs to increase cash fiows
through tax savings, and to reduce the likelihood of takeover for companies
subject to takeover attempts when ESOPs are announced. Journal of Financial
Economics, June 1995, 38(2): 211-240. (Reprinted with permission of North-
Holland Publishing Company.)

Safety and Loss Control

Driver Accident Risk in Relation to the Penalty Point System in British Co-
lumbia, by Wenjun Chen, Peter Cooper, and Mario Pinili

Driver adjudication systems that assign penalty points to various traffic law
infractions, and establish a level of point accumulation at which action to
suspend drivers' licenses is taken, are a feature of the activities of virtually all
motor vehicle authorities. However, in many cases the number of penalty
points assigned to each infraction type is simply a qualitative assessment with-
out any empirical foundation. The ordering of infractions by "severity" is often
a very subjective process that tends to result in a linear scale of relatively
narrow range. The purpose of the research reported in this paper was to assess
the relative impact on future crash-involvement risk of a number of different
infractions and also of accident history.

A total of 1,998,347 B.C. drivers' records was examined. Logistic regres-
sion analysis was employed to identify drivers who were most likely to have
one or more at-fault accident involvements in a postperiod on the basis of their
preperiod records of at-fault accident involvements and convictions. The results
showed a consistent increase in postperiod accidents per driver with increasing
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preperiod numbers of both crashes and convictions. It was also found that prior
at-fault accident involvements were a better predictor of future at-fault accident
involvements than were prior convictions, and that up to 23 percent more high-
risk drivers could be identified by making use of prior at-fault accident in-
volvements as opposed to convictions alone. Right-of-way infractions such as
"failure-to-yield" and disobeying a traffic signal were found, after accidents, to
be the type of preperiod incidents most strongly associated with postperiod
crashes. Journal of Safety Research, Spring 1995, 26(1): 9-18. (Reprinted with
pennission of the Journal of Safety Research.)






