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Does compensation make health worse?
• The view that compensation results in worse health is 

widely held and has been used to influence changes to 
injury compensation law (NSW Parliament 2005)

• AFOM (2001) concluded that
– “there is sufficient good quality evidence to show that...” people 

with compensable injuries are more likely to have poorer health 
outcomes than people with similar but non-compensable injuries.

– (but the research is “fragmentary and inconclusive”.)

• Other studies have reached similar conclusions
– Harris et al 2005 (worse outcome among claimants > surgery)
– Cameron et al 2007 (worse physical and mental outcomes among 

claimants)
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How good is the evidence?
• Not that good...
• Study results are potentially biased as a result of

– Measurement error, and
– Problems related to study design: selection bias, omitted variables 

bias / confounding, and bias arising from the relationship between 
the variables of interest (reverse causality)

• This paper sets out the reasons why researchers and 
policy makers should be careful about the interpretation of 
research findings to date
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Bias due to measurement error
• Measurement error

• Occurs when there are systematic errors in the way in which data 
are collected and/or measured

• Results in systematic differences between claimants and non-
claimants which affect the validity of between-group comparisons

• In studies examining the association between health and 
compensation, there is potential for measurement bias 
from
1. the collection and measurement of data on the intervention (ie. 

compensation), and from
2. the collection and measurement of data on health status
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• Several possible sources
– Lack of consideration of the differences in injury compensation 

arrangements depending on how and where an injury occurs
• Eg. studies combine subjects with different mechanisms of injury, 

and injuries covered under different schemes (eg. Workers’ 
compensation and motor accident compensation) or classes of PI 
law

– Differences in recognition of the legal right to claim and in the 
decision to assert the right

• Eg. systematic differences in income, education, or injury severity 
affect who selects themselves to the claimant or non-claimant 
group

Measurement error: “compensation” 
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Measurement error: data on health
• No consensus on the collection of health data and the 

measurement / determination of health
– Different measures used (claim duration vs health measures)
– Many instruments in use, some validated and some not
– Many definitions of recovery
– Different inception and end points, and measurement intervals

• Unobserved injury  ex post moral hazard (systematic 
under-reporting of health status)

Measurement errors arising from how data on compensation 
and health are collected and measured create between-
group differences that affect the validity of any comparison
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Study design

1.Randomised controlled trial

2.Natural experiment

3.Observational studies

qu
al

ity

• Quality of evidence = internal validity, and ability to determine cause
• Optimal design = compare the health of claimants and non-claimants
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• Best design because all potential confounders 
are equally (randomly) distributed among the 
intervention (claimant) and control (non-
claimant) groups
– Controlling for all confounders in this way isolates the 

effect of the variable of interest and allows one to 
determine whether a causal relationship exists

– But, it is not generally feasible to randomly allocate 
compensation (RAND Experiment comes closest)

Randomised controlled trials
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Natural experiments
• Rely primarily on changes to compensation scheme 

design
• Before and after design

• However, to date have only involved claimants, so no 
control group - seldom acknowledged
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Observational studies
• Different types (case control, cohort, cross-sectional)
• Best design is a cohort study comparing claimant and 

non-claimant health over time, controlling for potential 
confounders
– Want to mimic RCT by making the groups similar in all 

respects except exposure to compensation
• Unless systematic differences between claimants and 

non-claimants are addressed completely, it is only 
possible to determine whether a correlation exists

 Yet, a correlation between compensation and health is 
often viewed as causal 
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Observational studies
• Many (observed and unobserved) factors affect health

– For example: injury severity, income, employment, previous 
injury, age, gender, type of injury etc...

• Yet, most studies have not addressed these confounders 
– Data collection is often limited (not a primary question) so there is 

limited information available
– Complex statistical techniques that are not commonly used in 

health research are needed to address the problem of 
unobserved or unmeasured confounders

• Unaddressed between-group differences mean we 
cannot be certain that the health outcome we see is due 
to the effect of compensation, or to some other factor
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Problem: reverse causality

• It is unclear whether health is a cause or a consequence 
of compensation

Health = f (compensation, X, ε)
Compensation = f (health, X, u)

• The first equation is often assumed to prevail – but are 
people with worse health more likely to pursue a claim 
for compensation?

• The direction of effect is sometimes discussed, but has 
not been tested
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Another problem: what is the question?
• Lack of clarity re: the question and how to 

answer it (different approaches and different 
agendas)
– Compensation per se?
– Psychological response to trauma?
– Process of obtaining compensation?

• Do legal processes create stress and anxiety?
• Does the approach to claims management have an effect?

– Moral hazard (ex post)?
• Does compensation cause people to understate their health? 
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Natural experiment - example

• Example: Cassidy study (NEJM 2000) 
– Natural experiment in Saskatchewan involving a switch from a 

fault-based to a no-fault motor accident compensation scheme
– Found that health among people with whiplash “improved” after 

the switch
– In fact, better health was associated with shorter claim duration 

under both scheme designs, but average claim duration 
decreased following the switch giving the impression that health 
was “better” under the new scheme

– This study is often used as evidence that fault-based schemes 
are worse for health
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Observational study - example
• Gabbe (MJA 2007) found worse health among claimants at 

1 yr after adjusting for injury severity and other available 
confounders

• Measurement error
– Different mechanisms/types of injury  in claimant / non-claimant 

groups
– All compensable patients were covered under motor accident 

scheme, but only 14% of non-compensable patients

• Selection bias and confounding
– Did not address unobserved / unmeasured confounders therefore, 

not possible to determine causal relationship
– Did not address the problem of reverse causality
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• Some of these problems were acknowledged, yet the 
conclusion implies causation despite the presence of 
measurement error and selection bias and confounding:
• “Patients covered under the no-fault compensation 

system ... had worse outcomes than non-
compensable patients.”

• “Our study adds to the evidence that compensation 
schemes may impede recovery from injury.”

Observational study - example
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Summary of measurement problems
• Rely on small, disparate studies with highly selected 

samples using a design that is subject to bias
– Bias in the measurement of “compensation” and health
– Bias in the way in which subjects are selected to the groups

• Unless the differences between claimants and non-claimants are 
controlled for, any correlation that is seen between compensation and 
health cannot be reliably interpreted

• And, it is not possible to determine whether or not the relationship is 
causal

• The direction of the association is unclear (does 
compensation cause poor health or does poor health 
cause compensation?)
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Future research
– Need for consistency in the approach to measuring concepts 

related to compensation and health
– The application of multivariate or other techniques to control for 

potential confounders, methods to address unobserved / 
unmeasured confounders, and techniques to determine the 
direction of causation

– Within-scheme comparisons involving exposure to the same 
injury / morbidity pattern, legal system, incentives to claim, 
policy changes etc (to increase the likelihood that potential 
confounders are at least somewhat similar between groups)

– Longitudinal data collection on health after injury (including 
compensation status)
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Conclusion
• Unless the problems discussed in this paper are 

addressed, we cannot be certain
1. Whether compensation is associated with poor (or better) 

health, and
2. Whether the relationship is causal or not

• Policy makers and practitioners should be cautious 
about accepting the premise that compensation 
negatively affects health
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