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Basic Point

\V/oloki'S paper Is a| first; attempt te Look at
the efifects off liapility: oni labor markets
outside of just Worker's Comp.

Expansions; inf Product: Liability infilenced
Wades by poetentially’ affiectingl the demand
for'laboer ana the supply: of laber:



Some; Partiall Equilibrium Effects

Pemeand side: Worker's marnginal product
decreases (and thus his Wade) due to
INCIGERCE Off expamnsion o liability to
Producers.

Supply. side: Worker'siWages Gecrease
due te increased ability to ste frem the
expansion ofi tert liability’ on product
manufiacturers.



Econometric Issues

\Worker's Compensation Maximum: BEREFts
are actually determined by ar political
economic process: Voelekh assumes that it
IS EXOgEnous, bUt Gne cani prownably,
endoegenize it.

[For that matter the decision to' adept a
new liability” law: might: also: be
endogenous.



Implications: Tort Costs Must be
Paid By Someone

Growth in Tort costs vs. GDP since 1950

Hatio 1o 1560 levels
|1

— Tort costs
— Gross domestc product

Source: Tillinghast, US Tort Costs 2003 Update.



Current Literature

Some Part off the Liability: Regime Influences:
s Public Tiranspertation: Prices

s Prices for LLadders

s Stock Prices

» Organization and Structurerofi the  Liability: Insurance
Industry

s R&Drandl Inneyation

s Freguency andi Severity: of Losses

s Workers” Compensation and Wages

s Physicians’ Decisions) to [.eave Practice



General Equilibrium; Effects

The future of liability:analysis lies inf the
examination off the; generall eguilibritim effiects’ of
liabIlity expansion: or liability relorm.

Whe bears the burden off tort liability?
x Example: ruralf hespital.

s MedMal Premiums Increase ->

Hospitals cut services) Doc’s leave because off economies of
scale issues, rural Income decreases, rural area cani not

attract new employers due to lack of medical services, area
languIshEes.

Effiects on residents (currentiand future)

Effiects on local business (current and future)

Effiects on local tax base

Tihe person least able to leave bears the highest burden. 8



Some Generall Equilibritim; Results

i damages) aré ranadom| then they act as a| tax
rather than a deterrent.

Questionable; link Between: Safiety and R&uD
Expenditures in  HighrLiability: Industries.  This
exposure to liability loeks like; a tax: rather than a
pURISAmMent.

I damages are supposed te punish;, then they
shoula punish the wrongl doger. However, the
iabIlity tax™ cam e passed on to; tie least able
to aveld the tax (Workers, Investors,
consumers). (Viscusii 1998)




Other Tax Evidence™

Tiort System Cost (circa 2000) $180 billion

Tiort: System| Cost (circa 2002) $233! billion

m Does not Include avoidance costs.

s/ Does not incltide value off products withhela
formi market.

s Dees not include dynamic costs (Innovation)

*CEA, Who Pays for Tort Liability Claims (April 2002) and Tillinghast-Towers Perrin( 2003).
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Distribution: of Tlort Costs, 2002

Defense c .
conomic
Costs (s
0
14% 999,
Claimant's
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Administration Loss
21% 24%

Only 46% of Tort Cost $ goes to paying claimant.

Source: Tillinghast, US Tort Cost, Update 2003 11



In Contrast

Workers Compensation: Costs
s 22% fer Administration
s /8% Lo Claimant

Using| 22% asia conservative guideling;
then Tort System has excess tort costs.

I this, excessi tort cost IS assigned In a
fAandoem manner, then it is like a tax and
nas tax effiects.
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CEA Rough Attempt to Examine
Incidence

Incidence Assumption

Equivalent
Tax Base

Annual “Excessive” Tort Costs

$87 billion

$136 billion

5230 billion

Fully shifted forward
Through prices

Consumption
Tax

1.3%

2.0%

3.4%

Fully shifted backward
Onto workers

Wage
Tax

Fully borne by
Investors

Capital
Tax

25% shifted through prices,
25% shifted through wages,
50% borne by investors

Consumption
Wage
Capital

0.3%
0.5%
1.6%

0.5%
0.8%
2.4%

0.8%
1.4%
4. 1%

Source: CEA calculations. The taxes are calculated by dividing the annual excessive tort costs by the
appropriate base. The consumption base is total personal consumption expenditures which totaled
56,728 billion in the year 2000. The wage base is total wage and salary disbursements to private
industries, which totaled $4,069 billion. The capital base is non-labor payments in national income, which

totaled $2,789 in the year 2000.




Conclusions

Sashal Velokhis paper Is a great first step
N the, development: ofi the literature to
examine hoew: tert liability’ affects markets
ether than! preduct markets.

More work like this Is  needed!
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