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Health Insurance for
Retirees Hastens
Retirement Only Slightly

About 78 percent of male full-time employees
and 62 percent of female full-time employees
over age 40 have health insurance coverage
provided by their employers. Of these workers,
about 70 percent have employers who will con-
tinue to pay for this insurance coverage after
they retire, according to a new NBER study by
Alan Gustman and Thomas Steinmeier. They
estimate that the cost to firms of the health ben-
efit per retired worker is about two-thirds of the
cost per currently employed worker.

In Employer-Provided Health Insurance and
Retirement Behavior (NBER Working Paper
No. 4307), Gustman and Steinmeier explain that
employees will tend to retire earlier if they know
that their health benefits will continue after they
stop working.
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However, the authors estimate that the provi-
sion of health benefits has only a negligible ef-
fect on retirement decisions. Extending retiree
health insurance to all workers with health insur-
ance coverage on the job, compared to a situa-
tion with no retiree health insurance for anyone,

“Extending retiree health insurance to all
workers . . . would reduce the average retire-
ment age among all workers by less than
three weeks.”

would reduce the average retirement age among
all workers by less than three weeks, Gustman
and Steinmeier find. DRH



Poison Pills Didn’t Stop
Hostile Takeovers

At first glance, the collapse of the market for
corporate control in the late 1980s seems to be
a simple story: As hostile takeovers became
commonplace, corporate management took de-
fensive action, either by adopting antitakeover
provisions, such as “poison pills,” or by success-
fully lobbying their state governments to erect
legislative barriers. By 1991, one or more of
these “shark repellents” protected 87 percent of
all listed corporations, and the percentage of
companies receiving initial takeover offers had
fallen to 0.5 percent per month—one-third the
peak rate achieved in 1987 and 1988, and about
the same level as had existed in the mid-1970s.

But in a new NBER study, Robert Comment
and G. William Schwert show that antitakeover
measures do not deter takeovers and probably
did not cause the demise of the market for cor-
porate control. In fact, such measures actually
raise the price stockholders receive for their
shares by almost 18 percent.

In Poison or Placebo? Evidence on the De-
terrent and Wealth Effects of Modern Anti-
takeover Measures (NBER Working Paper No.
4316), Comment and Schwert consider all com-
panies whose shares traded on the New York or
American Stock Exchanges from 1977 to 1991.
While they note that the spread of new antitake-
over methods and the demise of the hostile take-
over are linked closely over time, they remain
skeptical about the causal connection between
the two. For example, more than two-thirds of all
attempted hostile bids during the first half of the
1980s were settled by negotiation, suggesting
that management already possessed some bar-
gaining power even before the rise of antitakeov-
er barriers.

“Antitakeover measures . . . actually raise the
price stockholders receive for their shares by
almost 18 percent.”

Further, while companies’ stock prices tended
to fall after the adoption of antitakeover mea-
sures, the size of the decline does not seem
consistent with systematic deterrence. Most of
the evidence shows that stock prices fell by 1
percent or less after adoption of antitakeover
provisions.

Instead, Comment and Schwert argue that the
1980s restructuring boom most likely succumbeq
to regulatory actions and market forces. One sig-
nificant event was the collapse of Drexel Byrn.
ham Lambert, the investment bank most actjye
in financing hostile takeovers. Drexel’s legal ang
regulatory problems began in 1988 and the firm
went bankrupt in February 1990. The recession
and credit crunch that began in mid-1990 also
contributed by depressing asset prices and rais-
ing the cost of financing. RN

State and Local Taxes
Are Progressive

During the 1980s, various changes in federal,
state, and local tax rules and rates combined to
produce changes in the burden imposed by state
and local taxes. Now in a new NBER study,
Gilbert Metcalf estimates these tax burdens as
a share of consumption, as well as using the
more traditional estimate, as a share of house-
hold income.

In The Lifetime Incidence of State and Lo-
cal Taxes: Measuring Changes During the
1980s (NBER Working Paper No. 4252), Metcalf
considers the entire state and local system of
general sales, personal income, and property
taxes. He finds that this entire system, as a frac-
tion of household consumption, was progressive
(that is, took a larger share from households with
high consumption than from households with low
consumption) in 1984, and became more pro-
gressive through the 1980s. In contrast, as a
fraction of household income, the system of
state and local taxes was regressive in 1984,
and became more regressive over the next five
years.

Metcalf explains that a consumption-based mea-
sure better reflects the lifetime ability of house-
holds to pay taxes than a measure based on an-
nual income. He suggests that households de-
cide how much to consume based on their life-
time, rather than their annual, income. Young
households are likely to have higher income
later in life; old households are likely to have had
higher income earlier in life. Many of these
households will look poor on an annual, but not
on a lifetime, income basis.



Studies that lump together households at the
beginning of their careers, or living off accumu-
lated savings, with households that are poor
over their entire lifetime may provide a mislead-
ing picture of the burden of taxation. To control
for this problem, Metcalf uses annual consump-
tion as a proxy for lifetime income in measuring
the tax burden.

- “A consumption-based measure better re-
flects the lifetime ability of households to pay
taxes than a measure based on annual in-

come.”

When he calculates sales taxes alone as a
percentage of income, he finds that the sales tax
burden of the poorest tenth of households was
2.7 times the tax burden of the richest tenth in
1984, and 1.8 times the tax burden of the top
tenth in 1989. However, the tax burden of house-
holds with the lowest consumption was only
about 60 percent of the burden of the top con-
suming tenth, both in 1984 and 1989. Put differ-
ently, Metcalf finds surprisingly that state and lo-
cal taxes appear to be progressive when mea-
sured on a consumption basis.

By both income- and consumption-based mea-
sures, state and local personal income taxes
were progressive in 1984 and remained so in
1989. At the end of the decade, the poorest tenth
paid one-quarter of the burden of the top tenth
based on consumption, and one-tenth of the bur-
den of the top group based on annual income.

Finally, Metcalf finds that property taxes are re-
gressive, although less as a share of consump-
tion than as a share of annual income. DRH

Trade Is Becoming
Regionalized

. The prospect of the world breaking into re-
gional trading blocs has become a major preoc-
Cupation of economists, businesspeople, and
trade officials. Recent trade agreements, such
as the transformation of the European Commu-
nity into a single internal market, the 1969 U.S.—
Canada agreement, and the proposed North
American Free Trade Agreement among Cana-
da, Mexico, and the United States all have con-

tributed to this concern. The fear is that, if coun-
tries give special preferences to other countries
within their bloc, trade with nonmembers will di-
minish in importance, and many of the economic
benefits of an open trading system will be lost. A
new study by NBER Research Associate Jeffrey
Frankel and Faculty Research Fellow Shang-
Jin Wei suggests that those fears are not entire-
ly unfounded, because trade within the evolving
blocs is growing much faster than trade outside
them.

In Trade Blocs and Currency Blocs (NBER
Working Paper No. 4335), Frankel and Wei seek
to determine whether trade is becoming region-
alized by considering changes in bilateral trade
patterns among a sample of 63 countries from
1980 to 1990. Even after accounting for the size
of each country’s economy, its income per per-
son, the distance between each pair of coun-
tries, and the fact that some countries share land
borders that facilitate trade, they find that a dis-
proportionate share of trade takes place within
geographic regions rather than between regions.
The strongest regional effect in their study is in a
bloc of Pacific countries stretching from the Unit-
ed States and Canada to East Asia and Austra-
lia. Trade between pairs of those countries is, on
average, more than three times as great as their
size, distance, and per capita incomes would
predict. Trade among the East Asian members
of that larger group is particularly intense.

“By 1990 EC members were trading 68 per-
cent more with one another than proximity,
income, and the countries’ openness to im-
ports would predict.”

The Western Hemisphere shows signs of be-
coming a stronger trade bloc. The countries of
the Americas trade nearly two-and-a-half times
as much with one another as would be expected
based on size, income, distance, and common
borders alone, and the relative importance of
trade within the hemisphere rose markedly be-
tween 1985 and 1990.

The European Community has become a more
significant trade bloc as well, Frankel and Wei
report. In 1980, their data show, membership in
the EC explains relatively little of the 12 EC na-
tions’ trade. But the EC effect increased marked-
ly throughout the decade, so that by 1990 EC
members were trading 68 percent more with one
another than proximity, income, and the coun-



tries’ openness to imports would predict. The
member nations of the European Free Trade As-
sociation (EFTA) do not appear to function as
part of the EC bloc, though.

“The effect of exchange rate variability, al-
though significant earlier, had disappeared
by 1990.”

Frankel and Wei also examine whether their
measure of the European countries’ openness
diminished during the 1980s, perhaps indicating
that the growth in intra-European trade is caused
in part by the erection of external barriers that di-
vert trade from other countries. The only region
where there is clear evidence of trade diversion
in the 1980s is the EFTA.

Frankel and Wei find that the effect of ex-
change rate variability in the 1980s on these
trade patterns was minor, though. While curren-
cies in Europe generally were stabilized around
the German mark, and Western Hemisphere and
Asian currencies tended to be loosely linked to
the U.S. dollar, those efforts at currency stabi-
lization did notcontribute substantially to the de-
cade’s trade patterns. “Real exchange rate vari-
ability has an effect on trade volume,” they con-
clude. “It explains only a very small fraction of
the intraregional trade bias.” Indeed, the effect of
exchange rate variability, although significant
earlier, had disappeared by 1990. Perhaps that
was because of the growing use of forward con-
tracts, options, and other instruments to hedge
risk. ML
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