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ABSTRACT

Despite the adoption of no-fault Workers' Compensation legislation in most states, there is
substantial litigation over the issue of employer liability for injury claims. We develop a sequential
asymmetric information model of liability disputes and estimate the model using data on injury
claims from the state of Minnesota. The key insight of our model is that when workers differ in their
costs of pursuing a injury claim, employers have an incentive to deny liability and force those with
higher costs to abandon their claim. Likewise, workers who expect a bigger return from pursuing
their claim are more likely to fight back when liability is denied. Estimates of the structural model
confirm that the decision rules of both parties depend on the expected costs and benefits of
continuing the dispute. The model provides a parsimonious but relatively successful explanation for
the distribution of liability disputes across different workers and types of injuries.
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Figure 9: Denied and Not Contested Claims
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Notes: Based on a 10% random sample of all wokers' compensation claims filed in the State of Minnesota from 1985 to 1989.



Appendix Table 1: Simple (Unrestricted) Probit Models for Probabilities that Claim is
Denied, Worker Receives Positive Payments, and Worker Files Claim Petition

Normalized Coefficients from Probit Models for Probability of:

Positive Payment: Positive Payment if
Claim Positive If not If File Claim Denied and:
denied Payment denied denied CP No CP CP filed
(1) (2) (3) (4) (5) (6) (7)
1. Age 0.005 0.003 0.005 0.008 0.015 0.003 -0.008
(0.002) (0.003) (0.002) (0.003) (0.003) (0.003) (0.006)
2. Age-squared -0.005 -0.003 -0.006 -0.009 -0.017 -0.004 0.009
(/10) (0.002) (0.003) (0.003) (0.004) (0.004) (0.004) (0.007)
3. Married -0.017 0.006 -0.009 0.049 0.028 0.039 0.029
(0.007) (0.010) (0.009) (0.012) (0.011) (0.012) (0.020)

4. Female

5. Log Wage

6. Blue Collar

7. Rep. Rate > 1

8. Rep. Rate =1

9. 0.67 < Rep.
< 1.0

10. Rep. Rate = .67

Injury Type/Cause:

11. Dislocation

12. Unknown/Missing
Injury Type

13. Slip

14. Slip & Type
Unknown/Missing

0.015 0.028 0.031 0.007 -0.008 0.001 0.033
(0.009) (0.011) (0.010) (0.014) (0.012) (0.014) (0.023)

-0.012 -0.024 -0.008 -0.022 -0.039 -0.004 0.015
(0.018) (0.025) (0.023) (0.028) (0.026) (0.029) (0.051)

0.019 0.010 0.017 0.064 0.039 0.053 0.029
(0.009) (0.012) (0.012) (0.015) (0.013) (0.015) (0.026)
0.131 -0.136 -0.042 -0.107 -0.075 -0.081 -0.002
(0.088) (0.089) (0.074) (0.070) (0.061) (0.066) (0.145)
0.065 -0.048 -0.006 -0.066 -0.044 -0.036 -0.035
(0.041) (0.046) (0.039) (0.047) (0.042) (0.048) (0.091)
0.025 0.005 0.015 -0.022 -0.011 -0.011 -0.015
(0.088) (0.029) (0.026) (0.035) (0.032) (0.036) (0.063)
0.010 0.002 0.005 -0.019 -0.005 -0.009 -0.020
(0.088) (0.018) (0.017) (0.022) (0.020) (0.023) (0.040)

0.107 -0.021 0.026 0.053 0.095 0.008 0.004
(0.019) (0.019) (0.016) (0.018) (0.017) (0.019) (0.028)
0.047 -0.035 -0.010 -0.036 0.031 -0.068 0.001
(0.018) (0.021) (0.019) (0.029) (0.021) (0.021) (0.039)
0.068 -0.033 0.002 -0.051 0.000 -0.073 0.019
(0.009) (0.012) (0.011) (0.013) (0.012) (0.013) (0.023)
0.062 -0.066 -0.034 0.037 0.023 0.055 -0.063
(0.021) (0.032) (0.031) (0.029) (0.026) (0.033) (0.049)

Note: table continues.



Appendix Table 1, continued.

Normalized Coefficients from Probit Models

Positive Payment:

for Probability of:

Positive Payment if

Claim Positive If not If File Claim Denied and:
denied Payment denied denied CP No CP CP filed
(1) (2) (3) (4) (5) (6) (7)
Insurer Type:
15. Self-Insured 0.029 -0.037 -0.020 -0.057 -0.063 -0.024 -0.039
(0.010) (0.013) (0.012) (0.014) (0.012) (0.014) (0.027)
16. State Fund -0.014 0.049 0.042 -0.082 -0.053 -0.067 -0.008
(0.017) (0.021) (0.019) (0.028) (0.024) (0.027) (0.054)
17. Assigned Risk 0.087 -0.020 0.026 0.051 -0.017 0.055 0.068
Pool (0.018) (0.019) (0.016) (0.019) (0.016) (0.020) (0.030)
18. Industry Effects yes yes yes yes yes yes yes
and Year Effects
19. Chi-squared 366.9 163.5 100.5 208.5 167.2 129.2 65.2

(29 df)

Note: standard errors in parentheses.



Appendix Table 2: Simple
Amounts and Payment Amount,

(Unrestricted)
Conditional on Positive Payments

Linear Regression Models for Total Payment

Linear Regression Coefficient Estimates for Models of:

Total Payment Total Payment if Payment > 0 ($1000):
Payment if > O Not Denied and:
($1000s) ($1000s) Denied Denied No CP Cp filed
(1) (2) (3) (4) (5) (6)
1. Age 0.529 0.608 0.627 0.193 0.197 0.310
(0.130) (0.157) (0.160) (0.089) (0.189) (0.357)
2. Age-squared -0.607 -0.694 -0.715 -1.584 -0.953 -1.644
(/10) (0.161) (0.195) (0.198) (1.107) (2.350) (4.451)
3. Married 0.496 0.703 -0.723 1.077 -0.013 2.182
(0.479) (0.575) (0.585) (0.329) (0.691) (1.218)
4. Female 0.517 0.467 0.357 0.149 -0.163 0.474
(0.599) (0.732) (0.7406) (0.382) (0.815) (1.507)
5. Log Wage 4.042 5.717 5.413 0.235 2.367 2.239
(1.248) (1.525) (1.554) (0.792) (1.650) (3.138)
6. Blue Collar 0.575 0.551 0.440 1.268 0.408 1.452
(0.625) (0.757) (0.769) (0.412) (0.856) (1.580)
7. Rep. Rate > 1 2.893 5.535 5.434 -3.876 3.311 -11.459
(3.385) (4.126) (4.191) (2.239) (4.579) (9.073)
8. Rep. Rate =1 -0.093 0.892 0.918 -3.531 1.378 -11.258
(2.077) (2.517) (2.567) (1.379) (2.853) (5.317)
9. 0.67 < Rep. -1.197 -1.037 -1.124 -2.459 2.272 -9.912
< 1.0 (1.475) (1.788) (1.823) (0.989) (1.998) (3.815)
10. Rep. Rate = .67 -1.410 -1.489 -1.205 -1.891 1.764 -7.572
(0.898) (1.086) (1.103) (0.636) (1.274) (2.421)
Injury Type/Cause:
11. Dislocation 2.225 3.151 3.043 1.750 4.646 -0.457
(0.911) (1.102) (1.143) (0.499) (1.037) (1.667)
12. Unknown/Missing 3.313 4.461 4.953 0.770 4.644 0.214
Injury Type (0.982) (1.197) (1.898) (0.630) (1.374) (2.356)
13. Slip 1.862 2.499 2.489 0.172 0.466 0.829
(0.563) (0.683) (0.697) (0.368) (0.784) (1.385)
14. Slip and Type -3.467 -2.864 4.954 -0.019 -1.254 -0.382
Missing/Unknown (1.435) (1.806) (1.215) (0.800) (1.790) (2.956)

Note: table continues.



Appendix Table 2, continued.

Linear Regression Coefficient Estimates for Models of:

Total Payment Total Payment if Payvment > 0 ($1000):

Payment 1if > 0 Not Denied and:
($1000s) ($1000s) Denied Denied No CP CP filed
(1) (2) (3) (4) (5) (6)
Insurer Type:
15. Self-Insured -2.202 -2.404 -2.610 -1.815 -1.417 -1.572

(0.605) (0.735) (0.746) (0.410) (0.875) (1.678)

16. State Fund -1.652 -2.506 -2.412 -1.708 2.839 -4.845
(1.229) (1.448) (1.465) (0.839) (1.951) (3.296)

17. Assigned Risk 1.208 1.769 1.434 -0.378 -0.997 -0.659
Pool (0.925) (1.128) (1.171) (0.527) (0.998) (1.870)
18. Industry Effects yes yes yes yes yes yes

and Year Effects

19. R-squared 0.042 0.053 0.053 0.035 0.062 0.085

Note: standard errors in parentheses.



