	PUBLICATION NUMBER 
	 
	AAT 9611978 

	[image: image1.png]




	TITLE 
	 
	Agency relationships in the vehicle emission inspection market: Empirical analysis and public policy implications 

	[image: image2.png]




	AUTHOR 
	 
	Hubbard, Thomas Nathaniel 

	[image: image3.png]




	DEGREE 
	 
	PhD 

	[image: image4.png]




	SCHOOL 
	 
	STANFORD UNIVERSITY 

	[image: image5.png]




	DATE 
	 
	1996 

	[image: image6.png]




	PAGES 
	 
	143 

	[image: image7.png]




	ADVISER 
	 
	Bresnahan, Timothy F. 

	[image: image8.png]




	SOURCE 
	 
	DAI-A 56/12, p. 4880, Jun 1996 

	[image: image9.png]




	SUBJECT 
	 
	ECONOMICS, COMMERCE-BUSINESS (0505); TRANSPORTATION (0709); ENGINEERING, AUTOMOTIVE (0540) 

	[image: image10.png]




	DIGITAL FORMATS 
	 
	[image: image11.png]


 5.45Mb image-only PDF 

	[image: image12.png]





	
	This dissertation focusses on the market for vehicle emission inspections and maintenance. This is one of a broad class of markets in which consumers are unable to judge the quality of goods after they purchase them. When the good is information, and sellers are integrated into related product or service markets, the moral hazard problem is that sellers have an incentive to misrepresent the information they supply in order to increase demand for their products. This incentive problem is potentially difficult to alleviate in markets such as health care, general auto repair, and vehicle inspections, where contingent contracts appear to be costly. The first two chapters analyze empirically how firms and consumers behave. The broad questions are: when contingent contracts are costly means through which to align incentives, do informationally-handicapped buyers provide sellers incentives to act in their interest, and if they do, through what mechanisms? I conclude that although they cannot directly observe all seller's actions, buyers provide firms strong incentives to act in their interest because their choice of firms is extremely responsive to what they do observe. Inspectors tend to take actions that help consumers pass, not fail, inspections because consumers are far more likely to choose firms where they (or other consumers) previously passed than where they previously failed. I show that while a reputation model may contribute to explaining buyer and seller behavior, a 'pure reputation model' cannot by itself explain the magnitudes of the empirical results. The third chapter investigates the regulatory question of how inspection and maintenance programs should be designed. I conclude that regulating the structure of the inspection market or mandating more sophisticated measurement methods are unlikely to result in air quality improvements, but that incorporating non-scheduled inspections and avoidable costs is more likely to do so. 


