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Introduction 
• Netherlands stands out as a country with high 

disability insurance (DI) experience rating (ER) 
incentives.  
• In 2010, 40% of all DI benefit costs was experience rated 

for fixed contracts 
• Employer pays wage continuation during first and second 

year of sickness 
• ER incentives for time window of ten years of DI cohorts 

 

• During the current crisis, criticism on system is rising 
• Firms in financial problems 
• Pressure towards non-experience rated temporary / 

flexible / independent jobs  
 

 



Introduction 

• Current study: focus on first years of the ER scheme in 
the NL – so how the transition took place 

– In 1998: start of the ER scheme! 

– Registered data of (inflow in) social benefit administration are 
used: 2000-2002 

– At that time: five year time window of all DI risks 

 

• Research question: What was the impact of ER on the 
inflow in the DI scheme? Two distinct hypotheses: 

– Anticipated: employers were aware of ER system 

– Unanticipated: employers became aware if they were 
confronted with premium raises 



Introduction: the Dutch context 

• International evidence on effects of ER mixed 

• For NL: strong evidence that various incentives 
caused moral hazard. DI was substitute pathway into 
unemployment. Counter-incentives may offset this.  

• Causes of moral hazard: 

– DI is mandatory, pay-as-you go contribution rates 

– Insurance against all income losses that result from 
occupational and non-occupational injuries 

– System based on earnings capacity – so partial DI schemes 

 



Large drop in inflow into DI.. 

 



The experience rating system 

• Registration delay of two years; time window 
of five years (in principle) 

• First, calculation of disability risk dt, based on 
DI benefit costs St,s at time t for cohort s, and 
total wages Wt. 

• For each year, there a five cohorts of S, and 
(the average of) five respective wage sums: 

 

 



The experience rating system, ctd 

• Next, calculation of premium rate: 

 

 

• Maximum premium mitigates large premiums  

• Minimum premium needed to finance over-users 

• Minimum and maximum premiums differ between 
wage sum of all employers  

– Criterion is equal to 15 x average wage sum in Netherlands 

– Maximum is lower for smaller employers (and minimum is 
higher) 

 



Data 

 



Data: majority of firms paid the 
minimum premium 

 



Expected effects: anticipated 

• Anticipated: employers aware of marginal incentive 
due to experience rating, so less incentives if p = pmax 

• Direct comparison of employers with and without 
marginal incentive would however yield biased 
results (i.e. underestimation of effect) 

• Therefore: Difference-in-difference design that 
exploits differences between small and larger firms 

• Required: local linearity assumption – i.e. no 
substantial changes in DI risks 

• Only estimate model for firms with > 10 workers 

 

 



Estimation of anticipated effects 

For some part of the distribution of disability 
risks, the marginal ER incentive is zero for small 
employers (paying their maximum premium) 
and one for medium/large employers (not 
paying maximum): 

 

 



Relevant range.. 

 



Model 

Use cross sectional inflow data (2000-2002) to 
estimate a log odds model for DI inflow f 

 

 

 

i = firm, t = time, X = controls, Φ is spline of 
disability risk d, I denotes event in parentheses, 
ε is residual 

 



Estimation results 

• Significant and (expected) negative effect only 
in 2002: –0.20 (0.031) 

• Effects 0.096 and –0.081 in 2000 resp. 2001 

• Interpretation: Awareness of ER has increased 
over time? Unanticipated effects?  

• Other results: see PPHS paper. 



Unanticipated effects: research 
design 

• Idea: employers improve preventative 
activities if they are confronted with 
(unanticipated) premium increases 

• Allows for a difference in difference design: 

– Compare changes in the DI inflow rate of firms 
experiencing it first premium raise.. 

– ..to changes of those who haven’t (yet) 

• Due to two year registration lag, no risk of 
regression to the mean effects (Koning 2009) 



Unanticipated Effects: outcomes 

• Similar log odds model, but now with controls 
for ex ante differentials in treatment and 
control groups (as dummies) 

• Treatment group: firms that have an increase 
in DI premium rate in 2001; controls have not. 

• Dif-in-dif estimate for effect in 2002 

• Effect estimate of 0.16 (0.021) 

– Similar for partial and full disability 

• See Koning (2009) for details 



Conclusions 

• Effect of DI experience rating seems to have worked 
like a “wake-up call” 

– No evidence of ER incentive effects in 2000 and 2001 

– Strong evidence of effects from a learning perspective. 

– Relevant cognitive biases: availability bias, optimism bias 
and accumulation bias 

• Care should be taken of ER design, particularly 
registration delays 

• In Dutch context, also other (new) risks: 

– More inflow in unemployment insurance 

– Employers more eager to use temporary contracts, 
without ER (adverse selection) 

 


