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Testing For Offsetting Behaviour and Adverse Recruitment Among Drivers of Airbag-Equipped Vehicles
By David W. Harless and George E. Hoffer

Concepts

Offsetting Behaviour

Can be thought of as moral hazard or hidden action. Here the airbag acts as an ‘insurance’ against the loss incurred from an accident in the view of the drivers. Thus, the existence of an airbag causes potential changes in the action whereby the thought of being insured results in drivers driving more aggressively and simultaneously altering the probability of the accident from occurring.
Adverse Recruitment
Can be thought of as adverse selection or hidden knowledge. Here, drivers who are at greater risk of an accident are more likely to self-insure by choosing airbag-equipped vehicles.

It may also be useful to have the following points in mind; 
· One can think of adverse recruitment as a process that involves around bad drivers only. Whereas under offsetting behaviour, the focus should be placed on ‘good drivers’ whom becomes a more aggressive driver as a result of having an airbag fitted vehicles.

· Often enough, adverse recruitment is viewed as a process that takes place before offsetting behaviour.

Advantageous Recruitment
A contrary to adverse recruitment, advantageous recruitment assumes that greater self-protection activity (purchasing an airbag fitted vehicle) is undertaken by more cautious individuals who are also more likely to purchase insurance. This in conjunction with adverse recruitment, it implies that the decision to purchase an airbag fitted vehicle is not always made by those who are bad drivers. Good and cautious drivers are just as likely to purchase the vehicle under this assumption.
Theme

The authors identified two concepts of offsetting behaviour and adverse recruitment as a centre of attention in their experiment regarding behaviours among drivers of airbag-equipped vehicles. The theoretical existence of the two effects was therefore tested in reality under the hypothesis that ‘Drivers of airbag-equipped vehicles were more likely to be at fault in fatal accident’.
Experiment
Should the hypothesis be correct then the finding can be explained by offsetting behaviour and/or adverse recruitment. The test for the two effects after airbag adoption were conducted using the database containing information on fatal accidents including information on drivers’ previous records and drivers’ action that contributed to the occurrence. In addition, another test was conducted in relation to personal injury claims for newly airbag-equipped vehicles to observe whether the rise in the index after airbag adoption may be attributable to further offsetting behaviour. 
Expected result
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To capture the impact of adverse recruitment and offsetting behaviour, the author examined ‘previous violations’ patterns among drivers after the purchase of an airbag equipped vehicle was made.  Should the theories hold, one would expect the result as shown in the graph above. Using the ‘vehicle line before airbag’ as a bench mark where the rate of violations is constant, one should observe the effects of adverse recruitment and offsetting behaviour to cause the violation rate to rise year after year. We would of course expect this rate to be the lowest and remain constant under advantageous recruitment where the drivers in question are safe and cautious drivers.
Actual findings
The authors detect strong evidence of adverse recruitment but the results provide no support for the offsetting behaviour hypothesis. However an alternative explanation was given under a separate finding that offsetting behaviour is actually observed among rental cars drivers. Owing to the same school of thought under moral hazard, rental car drivers are much more likely to commit grievous acts than other drivers. It was also observed the proportion of new automobiles in daily rental service in the US more than doubled during the period of airbag adoption. The upshot is that despite the mixed result, the effects of adverse recruitment and offsetting behaviour remain prevalence after the adoption of airbag fitted equipments. Although only the effect of adverse recruitment is apparent under actual ownership of the vehicles, the impact of offsetting behaviour catches on and becomes fully observable in a ‘rental car’ market.
