Trends in W orkmen’s Compensation:
Coverage, Benefits, and Costs

This vear marks the fiftieth anniversary of the passage of the
first effective workmen’s compensation law in the United States

—the Federal Act of 1908.

The act, although providing only

limited benefits for certain Federal employees engaged in
hazardous work, served as a precedent for State action. Today

such laws are in effect in all the States.

This anniversary is an

appropriate time to take stock of recent trends in the Federal
and State programs and to measure their accomplishments.

surance aspects of workmen’s

compensation programs in the
United States sooner or later runs
into the problem of securing compara-
tive State and nationwide data on
coverage, benefits, and costs. Work-
men’s compensation legislation, which
is designed to compensate occupa-
tionally injured workers and their
families for wage loss and medical
expenses, regardless of fault or blame,
has developed on a State-by-State
basis. In addition to the 48 State
laws, there are Federal acts covering
civilian employees of the Federal
Government, private employees in the
District of Columbia, and longshore-
men and harbor workers. The laws
differ materially in the scope of cov-
erage, benefit provisions, administra-
tive and legal procedures, and, most
importantly, in the methods used to
assure that compensation will be paid
when due.

Employers in most States are re-
quired either to carry insurance
against work accidents with private
insurance companies that are ap-
proved by the State insurance depart-
ment or to give proof of ability to
carry their own risk (self-insurance).
In seven States, however, they must
insure with an “exclusive” State in-
surance fund (in two of the seven,
they may instead self-insure), and in
11 there is a State fund that is “com-
petitive” with private insurance car-
riers. Federal employees are provided

3. NY attempt to evaluate the in-
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protection through a federally fi-
nanced and operated system.

For many years the Division of
Program Research has recognized the
need for gathering nationwide data
on the experience and operations of
the workmen’s compensation pro-
grams. As early as 1942, methods
were devised to estimate the amount
of benefit payments made under each
of the State and Federal programs.!
Since then, annual estimates of bene-
fit payments have been published in
the SociAL SECURITY BULLETIN (for re-
cent years, in the December issue).
In 1950 the Division developed a meth-
odology for estimating coverage, which
was published in the BULLETIN along
with available data on program opera-
tions.2 In 1954, these research efforts
were expanded to obtain cost esti-
mates and to develop further measures
of the scope and adequacy of the pro-
gram, including a one-time estimate
of the number of beneficiaries draw-
ing workmen’s compensation pay-
ments.3 Many of these yardsticks
have now been incorporated in the
annual series published in the BULLE-
TIN.

The present article, in addition to
reappraising and refining previous es-
timating procedures, brings up to

1 Michalina M, Libman, “Workmen’s Com-
pensation Benefits in the United States,
1939 and 1940,” Social Security Bulletin,
January 1942,

2 Dorothy McCamman, ‘“Workmen’s Com-
pensation: Coverage, Premiums, and Pay-

ments,” Social Security Bulletin, July
1950.

3 Dorothy McCamman and Alfred M.
Skolnik, “Workmen’s Compensation:

Measures of Accomplishment,” Social Se-
curity Bulletin, March 1954,
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date the statistics for the various
measures used in evaluating the pro-
gram. It also consolidates in continu-
ous series, going back in most cases
to 1948, the data on the number of
workers and amount of payroll cov-
ered by workmen’s compensation, the
amount of henefits paid, the relation-
ship of benefits to payroll and wage
loss and of premium costs to payroll,
the loss ratios and expense ratios, and
the administrative costs of the State
agencies.

Coverage
Methodology

In estimating coverage under work-
men’s compensation programs, it is
desirable to have a measure of cover-
age that is comparable with that used
for other social insurance programs,
such as unemployment insurance and
old-age, survivors, and disability in-
surance. Under the latter programs,
coverage is generally presented in
terms of the number of workers in
covered employment at a particular
point in time (usually, the pay period
ending nearest the fifteenth of the
month). Average monthly employ-
ment is obtained by averaging the
monthly figures reported in the calen-
dar year. Such employment data—
as well as payroll data—are relatively
easy to obtain as a byproduct of the
operational data needed for the col-
lection of contributions and the pay-
ment of benefits.

Comparable data for the State
workmen’s compensation programs
are much more difficult to obtain. In
the majority of the States the risk of
work injury is underwritten by pri-
vate commercial carriers or is self-
insured by the employer, and hence
most State governments do not obtain
employer reports on covered employ-
ment or payrolls except when a State
insurance fund is actually underwrit-
ing the risk.

The Division of Program Research
has developed over the years, how-
ever, a method of estimating coverage
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by owlding up in each State a cov-
ered workmen’s compensation payroll
figure from various sources. This fig-
ure is then translated into an esti-
mate of the number of workers cov-
ered in an average month by using
the relationship between payrolls and
average monthly employment under
the State unemployment insurance
program. Use of this conversion meth-
od yields a coverage estimate that is
on the same basis as the coverage fig-
ure for the unemployment insurance
program.

Because of the time required to
gather the material, the estimates
have been made only for specific
benchmark years—1940, 1946, and,
now, 1953. The year 1953 is the latest
full calendar year for which the pri-
vate carrier payroll estimates could
be computed for all States. This time
lag is inevitable since the data ob-
tained are based on policy-year ex-
perience that extends into succeeding
calendar years and cannot be fully
evaluated until 2 or 3 years after the
end of the policy year.

Nevertheless, the benchmark data
serve a valuable purpose in providing
a basis for estimating coverage in the
intervening and succeeding years. For
each State the estimated average
monthly number of covered workers
in 1953 was projected to 1956, on the
basis of the percentage change in
average monthly employment covered
under the unemployment insurance
programs, with adjustments where
necessary for changes in the coverage
provisions of the laws. In the past
such projections have produced cover-
age estimates that were confirmed to
a large extent by later benchmark
surveys.

Estimating 1953 payrolls—The first
step in making the 1953 benchmark
estimates of coverage was to derive
for each State separate estimates of
covered payroll for each type of in-
surer—private carriers, State funds,
and self-insurers. The National Coun-
cil on Compensation Insurance, as in
earlier years, made available payroll
data reported to it for rate-making
purposes by private insurance com-
panies in 40 States.

These payroll data were compiled
for policy years during the period
1952 through 1954 that varied from
State to State. The policy year, the
basic period of time in calculating
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compensation rates, is the period cov-
ered by all the policies issued in a
given 12-month period. (Workmen'’s
compensation policies are written for
12-month periods and may be issued
at any time during the year.) Conse-
quently, experience pertaining to a
policy year cuts across more than one
12-month period, and it was necessary
to estimate the payrolls for a calen-
dar year on the assumption that
policywriting is evenly distributed
throughout the year.

The payroll data provided by the
Council understate the actual amount
of payroll protected through private
insurance for three reasons, with the
degree of underreporting varying
somewhat from State to State:

1. Some States do not require pri-
vate carriers to report their experi-
ence for rate-making purposes, and in
these States it is possible that not
all carriers may belong to the Coun-
cil. Since members of the Council
report their experience for every
State, however, the amount of under-
reporting in these States is primarily
limited to domestic carriers (carriers
restricted to conducting business in
a single State). Council membership
is known to be preponderant and
representative in each State for
which the Council makes rates.

2. Some of the business underwrit-
ten by private carriers—perhaps 1-2
percent—is rated not by payroll but
by manhours or per capita. Carriers
find it more feasible to insure per-
sons in certain occupations, such as
taxicab operators, domestic servants,
and aviators, through a “per capita”
or “use’ charge.

3. In some instances, the earnings
of individual workers in excess of
$100 a week are not reported. This
practice varies according to jurisdic-
tion and classification of risk and
the extent to which the employer’s
records show such information sepa-
rately. With the general rise in wage
levels, this underreporting has grown
in importance since World War II,
but it may be of less importance in
the future as the payroll limitation
is raised in an increasing number of
jurisdictions from $100 a week to
$300 in accordance with insurance
industry recommendations.

Some adjustment for the under-
reporting represented by these three
factors may be made by comparing

the premiums of the carriers report-
ing payrolls to the Council with the
premiums compiled by the Spectator:
Insurance by States, which obtains
reports for all private carriers in the
Nation. The premium data reported
to the Council refer to the same busi-
ness and policy year covered by the
reported payroll. Consequently, for
States where comparison with Spec-
tator premiums indicated that the
Council does not have a complete re-
port of private-carrier business, the
relationship based on premiums was
used to inflate the payroll insured by
Council members. This method per-
mitted only rough adjustments, how-
ever, since Spectator data consist of
written premiums for a calendar year
and Council data consist of earned
premiums converted from a policy-
year to a calendar-year basis.

The Council also provided data on
policy-year payrolls for seven com-
petitive State funds, which were
treated in the same way as the pri-
vate carrier payrolls. For most of the
other States with State funds, payroll
or employment data were either pub-
lished or made available by the indi-
vidual State agencies.

The widest margin of error in
building up a covered payroll figure
occurs in the estimates of self-insur-
ance payrolls. Only a few States col-
lect information on the payrolls or
average employment of employers
who qualify as self-insurers. In most
instances, therefore, estimates of self-
insurance payrolls were developed by
using known relationships between
self-insurers and private carriers in
the State concerning such items as
taxes, benefits paid or awarded, and
number of accident cases or claims.
These relationships served as indica-
tors rather than exact measures and
were adjusted to reflect the fact that
self-insurance in one State may be
concentrated in the mining industry
and have high benefit payments in
relation to payrolls, and that in
another State self-insurers are pre-
dominantly government units with
low benefit payments in relation to
payrolls.

Converting payroll data into em-
ployment data—The 1953 covered
payroll thus developed for each State
was divided by the annual average
wage of workers covered by the
State’s unemployment insurance pro-



gram in 1953 to arrive at an estimate
of the number of workers covered by
workmen’s compensation in an aver-
age month in that year. This esti-
mate assumes that the average wage,
as well as the turnover of workers
covered by workmen’s compensation,
is comparable with that of workers
covered by unemployment insurance.

It was desirable to adjust the un-
employment insurance annual wage
for a few States, however, where
there were substantial differences in
the coverage provisions of the two
laws, especially with respect to the
exclusion of firms because of size.
The statistical evidence available in-
dicates that the unemployment in-
surance average wage in a State is
affected by the numerical size-of-firm
exclusion under the State law—that
is, the more inclusive the law, the
lower the computed average wage of
the entire covered group.

Thus, in a State where the unem-
ployment insurance law covered firms
with eight or more employees (as of
1953) but the workmen’s compensa-
tion program was applicable to all
employment or to firms with fewer
than eight workers, the assumption
was made that the average annual
wage in work covered by unemploy-
ment insurance was higher than the
average for employees covered by
workmen’s compensation. Conse-
quently, a downward adjustment in
the average wage was made, based on
the differences revealed by compari-
son of old-age, survivors, and disa-
bility insurance data and unemploy-
ment insurance data.4

It should be noted that estimates
of workmen’s compensation coverage
produced by this method include only
employees of firms that actually carry

4+ A State-by-State comparison of pay-
roll and employment figures for January-
March 1953 for the old-age, survivors, and
disability insurance program (which has
no size-of-firm restrictions) and for the
unemployment insurance program showed
that in States without such restrictions
the difference in the computed average
quarterly wage was less than $5. In States
whose unemployment insurance program
covered two or more workers, the average
quarterly wage paid in work covered by
that program exceeded by $22 the average
for work covered by old-age, survivors,
and disability insurance. For States whose
unemployment insuranece program covered
four workers, the difference was $36, and
where the unemployment insurance pro-
gram covered eight workers, it was $58
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insurance or that submit the required
financial proof of ability to self-in-
sure5 In practically every State
there are additional employers who
are “subject” to the law but who,
though not specifically exempted by
statute, either reject the provisions
of the law (if it is elective) or fail to
carry the necessary insurance or
qualify as self-insurers (if it is com-
pulsory). Limiting the estimates to
those who actually carry insurance or
submit financial proof of ability to
self-insure has merit, since generally
only employees of such firms have
assurance that benefits will be paid
without litigation in cases of work-
connected accident—an important
attribute of workmen’s compensation
legislation.

The coverage estimates include,
however, those employers who volun-
tarily come under a State workmen’s
compensation law by taking out in-
surance or qualifying as a self-insur-
er. Each State’s total also includes
estimates of workers covered by the
Longshoremen’s and Harbor Workers’
Compensation Act, practically all of
whom are insured by private carriers.
The number of Federal workers cov-
ered under the Federal Employees
Compensation Act is estimated sepa-
rately and not distributed among the
States. Railroad workers in inter-
state commerce and seamen in the
American merchant marine are cov-
ered by statutory provisions for em-
ployer liability rather than by a work-
men’s compensation law and there-
fore are not included in the esti-
mates.

State and National Estimates

Table 1 presents 1953 benchmark
coverage figures for each State and
the projections for 1956. In previous
articles, the individual State figures
were not published, since not all the
State agencies were able to evaluate
them.

For the 1953 benchmark survey, in-
dividual State estimates of coverage,
as well as a detailed description of
the estimating method, were submit-

5 Employees of self-insured State and
local political subdivisions are included in
the estimates whether or not the employ-
ing unit submits financial proof of ability
to self-insure, since in many States finan-
cial solvency of the employing unit is
assumed and proof is not required by law.

ted as before to the State workmen’s
compensation administrative agen-
cies for review and comment. In most
instances the States replied that the
estimates were reasonable, sometimes
adding a qualification to the effect
that the agency had no data with
which to evaluate the estimates. In
the few instances where questions
were raised concerning the estimat-
ing method or the relationships used
to estimate self-insurance payrolls,
the differences were satisfactorily re-
solved. A number of States provided
additional data or suggestions for im-
proving the estimates.

Table 1.—Estimated average monthly
number of wage and salary workers
covered by workmen’s compensa-
tion, 1953 and 1956

[In thousands]

States 1953 1956
Continental

U. 8., total..___ 40,407-40,977 | 41,579-42,129
Alabama_...____._____ 440 465
Arizona___.__________ 165 145
Arkansas. . ... 206 215
California_ 3,700-3,800 4,100-4,200
Colorado..___._._____ 275 3056
Connecticut_...____. 690-750 700-755
Delaware.___________ 110 120
Dist.of Col.____..___ 224 222
Florida oo oo 630 790
Georgia__.___________ 550 590
Tdaho ... 100-110 110-120
TNinois. .oococooooo 3,000 3,110
Indiana_ ..-.._.._.._._ 1,040-1,115 1,015-1,085
Towa____________._____ 450 455
Kansas. - cocceeoanooe 320 315
Kentueky........_.__.. 550 550
Louisiana________..___ 480 510
Maine______._.____.. 175 175
Maryland_____.______ 565 600
Massachusetts._____. 1,335-1,395 1,360-1,420
Michigan____________ 1,840-1,950 1,800-1,900
Minnesota.____..____ 720 740
Mississippi__.___.__._ 205 220
Missouri__.__________ 825 815
Montana___.____..__ 125 130
Nebraska__.____.____ 210 210
Nevada___._______.__ 50 60
New Hampshire__.__ 130 135
New Jersey....___.__ 1,570-1,690 1,625-1,745
New Mexico._._____. 100-105 110-115
___________ 4,680 4,730
- 760 815
- 70 75
- 2,710 2,780
- 270 285
- 290 300
- 3,500 3,380
Rhode Island_ - 250 250
South Carolina_ - 305-335 300-330
South Dakota_.______ 75 78
Tennessee_____.__.__ 510 525
Texas___ - 1,256 1,350
Utah____ - 165 185
Vermont - 71 73
Virginia . .- N 675 725
Washington._ - 435 460
West Virginia._ 400 385
Wisconsin_ .. 850 875
Wyoming. ... 52 52
Federal employees .. 2,305 2,209

1 In continental U.S. only.
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Because of the considerable refine-
ment made in the estimating method
since the first benchmark survey, the
individual State figures are consid-
ered sufficiently accurate to justify
their publication. The State esti-
mates are not uniformly good, par-
ticularly with respect to the amount
included for coverage by self-insured
-firms, and where much estimating
was involved a range was used to em-
brace the probable situation.

In an average month in 1956, an
estimated 41.6-42.1 million workers
had protection under the State and
Federal workmen’s compensation pro-
grams. The payroll covered by these
programs is estimated at $176-$178
billion for the calendar year. Work-
men’s compensation thus covered al-
most four-fifths of the 53.6 million
civilian wage and salary workers in
the continental United States in 1956
and slightly more than this propor-
fion of the $211.5 billion in civilian
wages and salaries.

The proportion of the employed la-
bor force covered by workmen’s coms-
pensation has shown little change in
recent years, hovering between 78-80
percent for the years 1951-56 (table
2).% In confrast, coverage of the un-
employment insurance programs (ex-
cluding railroad unemployment in-
surance) increased from 70 percent
in 1951 to 77 percent in 1956, pri-
marily because of the Federal legis.
lation that (1) extended coverage to
Federal civilian employees as of Janu-
ary 1, 1955, and (2) lowered the mini-
mum size-of-firm exemption from less
than eight to less than four employ-
ees, effective January 1, 1956. Before
these extensions, workmen’s compen-
sation coverage exceeded that of the
State unemployment insurance pro-
grams by about 4 million workers in
the period 1951-54, even though the
elective nature of many workmen’s
compensation laws resulied in the ex-
clusion of some industrial workers
who were pratected against the risk
of unemployment.

Primarily responsible for the ear-
lier difference in coverage between

8 Slight year-to-year fluctuations in the
proportions covered are not considered
significant in light of the sampling wvaria-
tion associated with the estimates of the
Bureau of Census on the total wage and
salary labor force and the range involved
in workmen’s compensation estimates.
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workmen’s compensation and unem-
ployment insurance has been the
treatment of public employees by the
two programs, Federal civilian work-
ers, who numbered, on the average,
more than 2.2 million in the continen-
tal TUnited States during 1951-54,
did not receive the protection of un-
employment insurance until 1955, al-
though they had been protected
against the risk of work injury for
many decades. Employvees of State
and local government units-—4.0-4.5
million, on the average, during 1851~
54—have usually been covered under
workmen’s compensation programs
but excluded from coverage under
unemployment insurance.

State Variations

Because of differences among State
laws in their coverage provisions, the
number of workers actually covered
by workmen’s compensation as a per-
cent of the total employed wage and
salary labor force varies considerably
from one State to another. Some laws
are compulsory, requiring every em-
ployer within the scope of the law o
accept the provisions and pay the
compensation specified. Other Iaws
are elective, but if the employer
chooses not to comply with the pro-
visions he loses the customary com-
mon-law defenses. In some instances
the laws are in part compulsory and
in part elective.

State laws also vary with respect
to the types of employment they are
desizned to protect. None of them
covers all employment. Among the
most usual exemptions are domestic
service, agricultural employment, and
casual labor. Many laws exempt em-
ployees of nonprofit, charitable, or
religious institutions. Some States
limit coverage to workers in hazard-
ous or extrahazardous occupations,
either by listing the specific indus-
tries or occupations or by general
definition.

In 29 States, employers of less than
a stipulated number of employees are
exempt from coverage; the range is
from fewer than two employees in
two States to fewer than 15 employ-
egs in one State.

In addition, the coverage of State
and local public employees differs
markedly from one area to another.
Some laws provide broad coverage,
specifying no exclusions or excluding

only such groups as elective or ap-
pointed officials. Other laws limit
coverage to employees of specified
political subdivisions or to employees
engaged in hazardous occupations.
In about one-fifth of the States, cov-
erage of government employees is en-
tirely optional with the State, city, or
other political subdivision.

Among the States, actual coverage
made up the following percentages
of potential coverage in 1956:

Less than 600 70.0-79.% (cont’@)

Arkansas Idaho
Georgia Indiana
Mississippi Maryland
Oklahoma Massachusetts
South Careclina Michigan
South Dahoiz Montana
Texas Nevada
60.0-659.9: New Hampshire
Alabama North Carolina
lowa Virginia
Kansas West Virginia
Louisiana Wisconsin
Maine 80.0-89.9:
Missouri Connecticut
Nebraska Dist. of Col.
New Mexica Kentucky
North Dakota Minnesota
QOregon New York
Tennessee Rhode Island
Vermont Utah
Wasaington 90.0 or more;
Wyoming California
70.0-79.9: 1linois
Arizona New Jersey
Colorado Ohio
Delaware Pennsylvania
Florida Federal employees

Potential coverage is based on State
data published by the Bureau of La-
bor Statistics on employees in non-
farm establishments, augmented by
estimated data on agricultural wage
and salary workers from the Depart-
ment of Agriculture. The data were
further modified to exclude Federal
employees (who have their own sepa-
rate workmen’s compensation sys-
tem) and interstate railroad workers
(who are subject to Federal jurisdic-
tion and therefore ineligible for State
coverage}. One  group~—domestic
workers—though conceptually belong-
ing in the potential coverage, is ex-
cluded from the data, because a State
distribution of this group is not svail-
able. The omission of domestic
workers may have a varying effect on
the potential coverage of the indi-
vidual States, but not enough, it is
believed, to affect the broad group-
ings.

Of the 21 States with ratios of ac-
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Table 2.—Estimated number of work-
ers covered in an average month
and annual covered payroll, 1940,
1946, and 1948-56

‘Workers covered
in an average Covered payroll
month
Percent Percent
Year of em- of

Num- ployed | Amount { eivilian
ber (in wage and wage and

millions) | salary | billions) | salary

labor disburse-

force ! ments !
1040 . _._ 24.2-25.0 70.8;  $35-36 72.1
1946....- 32.2-33.2 76.8 79-81 76.9
1048..... 35.5-36.3) 77.0f  104-106 80.0
76.9 102-104 79.2
77.2] 112-115 80.2
78.4| 130-133 81.1
78.9( 140-143 81.1
80.0 152-155 82.1
79.5 152-154 82.5
. . 78.4] 164-166 82.3
41.6~42.1 78.1] 176-178 81.4

1 Midpoints of range used in computing percent-
ages.

Source: Labor-force data from unpublished data,
Bureau of the Census; wage and salary disburse-
ments from Office of Business Economics, Depart-
ment of Commeree.

tual to potential coverage of less than
70.0 percent, all but two were located
west of the Mississippi or south of the
Mason-Dixon line. Predominantly
rural States, they contained less than
one-fourth of the Nation’'s potential
coverage. Even if potential coverage
were confined to industrial and com-
mercial workers, the ratios in these
States would be among the lowest in
the country. All but six of these
States have elective laws, and three
of the six exempt small employers.

In 16 States that had approximate-
ly one-fourth of the potential cover-
age, the ratio was 70.0-79.9 percent.
These States were distributed fairly
evenly throughout the Nation. Ten
have compulsory laws, but only five
have no numerical exemptions. Seven
States (including the District of Co-
lumbia), with less than one-fifth of
the potential coverage, had a ratio
of actual to potential coverage of
80.0-89.9 percent. These States were
located primarily in the Eastern and
Middle Western industrial regions.
Only two of the laws are elective, and
four exempt small employers.

Five State programs and the sys-
tem for Federal employees, with
ratios of 90.0 percent or more, ac-
counted for more than one-third of
the potential coverage. The programs
of some of the largest urban States

were included in this group. Only
one of the laws exempts small ein-
ployers, and it is compulsory. Three
of the laws provide some coverage for
agricultural workers.

Benefits

Payments for wage loss and medi-
cal benefits under workmen’s compen-
sation reached $1 billion in 1956, 327
percent more than in 1939—the first
benchmark year of the benefit series
(table 3). Payments made by private
carriers increased to five times what
they were in 1939, State fund dis-
bursements nearly quadrupled, and
self-insurance payments almost tri-
pled. As a result of their faster rate

ot +1 i + i i
of growth, private carriers pald 62

percent of all benefits in 1956, com-
pared with 52 percent in 1939.

Almost all this relative gain in pri-
vate carrier payments took place
during World War II. Since 1944,
their share of the total has remained
constant, while the share coming
from State funds and from the
system for Federal employees has
been inching up and that repre-
sented by self-insurance payments
has been steadily dropping off.

Of the $1,003 million paid in bene-

fits in 1956, about an estimated one-
third went for hospitalization and
other medical costs and two-thirds
for compensating the wage loss of
injured or deceased workmen (table
4). These proportions have remained
rather constant since the end of
World War II. Over the years, how-
ever, compensation paid to the sur-
vivors of workers dying from indus-
trial accidents has formed a steadily
decreasing proportion of all benefits;
from about one-eighth in 1940, it
dropped to only one-thirteenth in
1956.

Data for 40 States reported to the
National Council on Compensation
Insurance for rate-making purposes

ol 1 N
show some changes from the policy

year 1939 to the policy year 1954 in
the distribution of compensable cases
and incurred losses by severity of in-
jury (table 5). The data relate mainly
to private carrier business, though
some competitive State funds are in-
cluded. Partial disability cases classi-
fied as “minor permanent”’ accounted
for 12 percent of all compensable
cases and 26 percent of incurred
losses in policy year 1939; by policy
year 1954, the proportions had in-
creased to 23 percent and 37 percent,

Table 3.—Benefit payments by type of insurance, 1939~56

[Amounts in thousands]

Type of insurance
Total
Insurance losses :
Year paid by private di %tate fund . Self-insurance
insurance carriers ! isbursements payments 3
Amount | Percent | Amount | Percent | Amount | Percent | Amount | Percent

$234,723 100.0 | $122,183 52.0 | $68,464 20.2 | $44,076 18.8
255,653 100.0 134,653 52.7 72,528 28.4 48,472 18.9
290,812 100.0 159,823 55.0 77,408 26.6 53,581 18.4
328,669 100.0 190,239 57.9 81,247 24.7 57,183 17.4
353,035 100.0 | 213,123 60.4 80,574 22.8 59,338 16.8
385,236 100.0 | 236,655 61.4 85,990 22.3 62,591 16.3
408,374 100.0 252,570 61.9 91,255 22.3 64,549 15.8
434,232 100.0 269,799 62.1 96,053 22.1 68,380 15.8
485,794 100.0 301,833 62.1 110,303 22.7 73,658 15.2
533,643 100.0 334,699 62.7 121,048 22.7 77,896 14.6
566,270 100.0 353,140 62.3 131,709 23.3 81,421 14.4
614,702 100.0 381,329 62.0 148,693 24.2 84,680 13.8
709,047 100.0 444,416 62.7 170,445 24.0 94,186 13.3
784,956 100.0 | 490,958 62.5 | 193,107 24.6 | 100,891 12.9
841,126 100.0 524,176 62.3 210,337 25.0 106,613 12.7
876,216 100.0 540,497 61.7 225,473 25.7 110,246 12.6
915,435 100.0 562,515 61.4 238,485 26.1 114,435 12.5
1,002,631 100.0 618,108 61.7 259,125 25.8 125,398 12.5

1 Net cash and medical benefits paid during the
calendar year by private insurance carriers under
standard workmen’s compensation policies. Data
from the Spectator (Premiums and Losses by States of
Casualty, Surety and Miscellaneous Lines for 1939-49;
Insurance by States of Fire, Marine, Casually, Surety
and Miscellaneous Lines for 1950-56). Data for
Alaska and Hawali have been excluded.

2 Net cash and medical benefits paid by competi-
tive and exclusive State funds and the Federal sys-

tem for Government employees. Compiled from
State reports (published and unpublished) and from
the Spectator or other insurance publications; data
for fiscal years for some funds.

3 Cash and medical benefits paid by self-insurers,
plus the value of medical benefits paid by employers
carrying workmen’s compensation policies that do
not include the standard medical coverage. Esti-
mated from available State data.
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Table 4.—Benefit payments by type,
1939-56

[In millions]
Type of benefit '
Medical Compensation
Year Total and payments
hospital-
ization D-i s
pay- sa- ur-
ments | Lo | bility | viver
$85 | $150 | $120 $30
95 161 129 32
100 191 157 34
108 221 185 36
112 241 203 38
120 265 225 40
125 283 241 42
140 294 250 44
160 326 280 46
175 359 309 50
185 381 329 52
200 415 360 55
233 476 416 60
260 525 460 65
280 561 491 70
308 568 498 70
325 590 520 70
350 653 578 75

respectively. These increases were
accompanied by a drop in the propor-
tion of cases and losses attributable
to death and temporary total disa-
bility. Cases of these types, however,
showed the greatest percentage in-
crease in average incurred loss per
case-—138 percent and 191 percent,
respectively, compared with a 97-per-
cent increase for the average case of
minor permanent disability.

Relation to Payrolls

The relationship of aggregate bene-
fit payments to payrolls covered by
workmen’s compensation programs
gives some indication of the extent to
which benefits have kept pace with
the increase in the number of work-
ers covered by the programs, with the
rise in wage rates on which cash
benefits are based, and indirectly
with the increasing costs of hospitali-
zation and medical benefits. Table 6
shows that benefit payments as a pro-
portion of payroll declined from 0.72
percent in 1940 to 0.51 percent in
1948 and since then have risen mod-
estly, to 0.57 percent in 1956.

Any assumptions concerning the
relative effectiveness of workmen’s
compensation benefit payments over
the years must also take into consid-
eration changes in the frequency and
severity of work injuries. As the coun-
try emerged from the economically
depressed era of the late thirties into
a period of full employment accom-
panied by unusual war conditions,
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the number of work injuries per mil-
lion employee-hours worked in manu-
facturing rose—from 15.3 in 1940 to
19.9 in 1946. In view of the increased
accident load, the decline in the ratio
of benefit payments to insured pay-
rolls probably indicates the minimum
extent to which the programs during
the first half of the 1940’s had fallen
behind in providing effective and ade-
quate wage-loss and medical care pro-
tection against work-connected acci-
dents.

Since 1946 there has been a general
decrease in the frequency of work in-
juries and their severity. The gradu-
al rise during the 1950°s in the ratio
of benefit payments to covered pay-
roll when considered in the light of
the improvement in accident experi-
ence indicates that statutory liberali-
zations are beginning to bring benefit
provisions more nearly in line with
recent changes in economic condi-
tions.

Benefits as a proportion of covered
payroll also vary widely among the
States, ranging in 1956 from less than
0.3 percent in Delaware to 1.5 percent
in Nevada, as shown in the accom-
panying chart. Many factors other
than benefit provisions may bring
about these variations. As the chart
indicates, the correlation between the
statutory limitations on weekly bene-
fits for temporary disability and the
proportion of covered payroll that is
consumed by aggregate benefits does
not appear to be significant, although
admittedly the correlation might be
different if the States were ranked by
other benefit provisions of their laws.

Often more influential than bene-
fit provisions in determining the mag-
nitude of a State’s benefit payments
are (1) the frequency and severity of
work injuries as affected by the haz-
ardous nature of its industries, by the
age, sex, and occupational composi-
tion of the labor force, and by the ef-
fectiveness of safety and rehabilita-
tion programs; (2) the level and dis-
tribution of wages and the size of the
group over which the risk is spread;
(3) the methods used to underwrite
the risk; and (4) the administrative
and legal procedures and policies
used ih evaluating, adjudicating, and
policing claims.

The following tabulation shows
that aggregate benefit payments
amounted to less than 1% of 1 percent
of covered payroll in 1956 for 17
jurisdictions with approximately two-
fifths of the covered workers. Only in
six States with 6 percent of covered
employment did benefit payments ab-
sorb as much as 1 percent of payroll.

Percentage
distribution
of coverage

Aggregate beneflts as Number
percent of covered

o)
payroll, 1956 jurisdictions

—

(= WL R Kool o )
opreBNES
RBEIDRJOO

Proportion of Wage Loss
Compensated
Workmen’s compensation laws pro-
vide for the replacement of only a

Table 5.—Percentage distribution of cases and incurred losses, and average
incurred loss, by injury classification, policy years 1939, 1946, and 1954

Percentage distribution
Average incurred loss
per case
Classification Cases Incurred losses !
1939 1946 | 1954 2 1939 1946 19542 | 1939 1946 | 195413
All compensable cases____.... 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 j.-eceooo|oommmaon|omcaennn
Peath Ll 1.0 7 .8 16.2 11.5 11.5 | $3,873 | $5,691 | $9,207
Injury:
Permanent total_ .1 .1 .1 3.9 3.0 2.0 | 9,415 12,033 | 16,768
Major permanent 1.8 2.1 2.6 22.3 21.7 2.7 | 2,792 | 3, 5,010
Minor permanent. 12.1 12.8 23.2 26.2 27.7 36.8 500 720 986
Temporary total. 85.0 84.4 73.3 31.4 36.1 29.1 85 143 247
% 1 For permanent injury cases includes, in addition only.

to compensation for loss of earning power, payments
to these cases during periods of temporary disability.
For temporary disability eases, includes only those
closed cases known not to have involved any perma-
nent injury and open cases in which, in the judg-
ment of the canier, the disability will be temporary

2 Policy-year data for 1954 not strietly comparable
with those of previous years because the majority of
States no longer use a uniform policy year commenc-
ing Jan. 1, as was the practice in 1939 and 1946.

Source: Unpublished data from the National
Council on Compensation Insurance.



Measures of interstate variation: Maximum weekly benefit for temporary total disability, August 1957, as percent
of average weekly wage, 1956, ! and total benefits as percent of covered payroll, 1956 5 )

BENEFIT as PERCENT of WAGE BENEFITS as PERCENT of PAYROLL
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! Maximum weekly benefit for worker with and without eligible dependents 8 Maximum same for worker earning average wage whether or not he has
under workmen’s compensation laws paying dependents’ allowances; average dependents, but compensation for worker with dependents is based on higher
wage for workers covered by State unemployment insurance programs. proportion of wages.

2 Assumes 3 dependents.

10 Social Security



portion of the wages lost as a result
of disabilities incurred while em-
ployed. The actual portion of wage
loss replaced varies among the States
and is generally determined by the
benefit formula incorporated in the
law. One measure of the proportion
of wage loss met by workmen’s com-
pensation is the statutory percentage
of the average weekly wage used to
compute the weekly benefit for tem-
porary total disability—by far the
most common type of injury sus-
tained.

An analysis of workmen’s compen-
sation legislation as of August 1957
indicates that the intent of most of
the laws, protecting more than 85
percent of the covered workers, is to
compensate from three-fifths to two-
thirds of a worker’s weekly wage dur-
ing total disability.” Only five States,

Table 6—Aggregate benefits as per-
cent of covered payroll and rates of
injury frequency and injury sever-
ity in manufacturing, 1940, 1946,
and 1948-56

Benefits Injury- Injury-
Year as percent | frequency | severity
of payroll rates 1 rates ¢
0.72 15.3 1.6
.54 19.9 1.6
.51 17.2 1.5
55 14.5 1.4
54 14.7 1.2
54 15.5 1.3
55 14.3 1.3
55 13.4 1.2
.57 11.9 1.0
.55 12.1 ®
.57 12.0 6]

1Average number of disabling work injuries per
million employee-hours worked.

2 For years before 1955, average number of days
lost for each 1,000 employee-hours worked. In 1955
the basis of computation was changed to average
number of days lost per million hours, and different
and more exact time charges were used in evaluating
permanent impairments. Consequently, severity
rates for 1955 (637) and for 1956 (712) are not compara-
ble with those of previous years.

Source: Data on work injury rates from Bureau of
Labor Statistics, Work Injuries in the United States,
annual reports.

with less than 3 percent of the cov-
ered workers, specify a percentage
maximum that is less than 60 percent
of wages. Nearly 10 percent of the
covered workers are employed in
three States with maximums of more
than two-thirds of weekly wages. Six
States and the program for Federal
employees provide a higher statutory

7 Department of Labor, Bureau of Labor
Standards, State Workmen’s Compensa-
tion Laws, August 1957 (Bulletin 161).
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percentage for injured workers with
dependents. When these higher rates
are included, only one State (with
less than 1 percent of covered em-
ployment) has a percentage maxi-
mum of less than 60 percent of
wages; five States and the Federal
program (with 16 percent of covered
employment) have percentage maxi-
mums of more than two-thirds of
wages.

The effectiveness of the statutory
percentage in compensating for lost
wages, however, depends to a large
extent on the weekly dollar maxi-
mums contained in the laws. In a
period of rising wages, these dollar
maximums assume increasing impor-
tance as they operate to restrict
workers from receiving the full statu-
tory percentage. In 1939, for example,
half the laws provided a maximum of
less than $20 a week and $25 was the
highest amount payable under the
State laws. These dollar maximums
were nevertheless high enough so
that, in virtually every State, a
worker receiving the average weekly
wage (as shown by unemployment
insurance data) could receive under
workmen’s compensation the propor-
tion of his wage loss specified in the
statute.

By 1957, however, this was the
situation in only a few States, despite
periodic legislative increases in the
maximum dollar amount of weekly
benefits. Since 1939, all but seven
States have increased their dollar
maximum amounts by at least 75
percent; in 20 jurisdictions the in-
creases have amounted to more than
100 percent. As of August 1957, three-
fourths of the laws provided maxi-
mum weekly benefits (including al-
lowances for dependents) of $35 or
more, with 17 providing $45 or more.
These higher maximums, however,
had still not caught up with rising
weekly wages, which had increased
from 1939 to 1956 for the average
worker covered under unemployment
insurance by 210 percent— from
$26.17 to $81.17. Consequently, only
seven programs (including the sys-
tem for TFederal employees), with
9 percent of the covered workers, had
weekly maximums that were high
enough in 1957 to permit the statu-
tory percentage to be effective for
workers with average wages though

not for many workers with higher-
than-average wages.

The situation in 1957, however, rep-
resented some improvement over the
immediately preceding years. This
improvement may be noted from the
tabulation below, which relates the
actual or effective dollar maximums
payable in 1949, 1953, and 1957 (or
the maximum for a worker without
qualified dependents under the 14
laws that now provide supplementary

allowances) to the average weekly

wage of the preceding year. With

Maximum Percentage

benefit as rumber of | distribution

percent of Jurisdictlons of coverage
average wage
in preceding

year 1949 | 1953 | 1957 | 1953 | 1957

1 4 2| 65| 5.5

8 5 4/11.0] 1.6

9| 17| 12358 26.2

10 8| 18| 23.3| 37.5

6 9 4| 9.8] 5.4

8 3 5| 4.4 16.1

8 4 50 9.2| 7.6

the maximums effective at the middle
of 1953, a worker receiving the aver-
age wage for 1952 would have been
paid a benefit amounting to less than
45 percent of his wage under 26 State
programs accounting for more than
half of all covered employment. By
1957 the number had declined to 18
States which had only one-third of
total coverage. In 1953, 16 laws—two
more than in 1957—had an effective
benefit of 50 percent or more, but
these laws covered only 23 percent of
the workers, in contrast to 29 percent
in 1957. In general, since 1949 there
has been a tendency for the effective
State benefit rates to concentrate at
40.0-49.9 percent of the preceding
year’s average wage. Thirty laws fell
into this category in 1957 but only
19 in 1949,

The chart, in addition to relating
total benefits to payrolls, shows for
each State the actual proportion of
weekly wages that a worker in receipt
of the average 1956 wage would have
received in benefits during a period
of total temporary disability under
the statutory percentages and maxi-
mums effective in August 1957.

For the country as a whole, a single
worker with average wages received a
weekly rate of compensation,
weighted by coverage, estimated at
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$38.96 or 48.0 percent of the nation-
wide average weekly wage. In the 36
programsé that do not have depend-
ents’ allowances, the proportion of
average wages replaced was slightly
higher (48.4 percent), and in the 14
jurisdictions with dependents’ allow-
ances it was lower (46.9 percent). For
a worker with the maximum number
of qualified dependents, however, the
rate of compensation per week was
$53.20 or 61.4 percent of the average
weekly wage in these 14 jurisdictions,

Since workmen’s compensation
benefits are not subject to Federal
income or social security taxes, these
average benefit amounts replaced a
higher percentage of actual income or
“take-home” pay. A worker with no
dependents, earning the average
weekly wage of $81.17 in 1956, had
deducted from his weekly earnings
$12.76 in Pederal income taxes (as-
suming the standard deduction) and
$1.62 in contributions for old-age, sur-
vivors, and disability insurance,
which gave him $66.79 in weekly take-
home pay. During periods of total
disability, therefore, the $38.96 he
received in weekly compensation
benefits replaced 58 percent of his
take-home pay. A married man with
two dependent children had a higher
take-home pay, of which only 53 per-
cent was offset in the States without
dependents’ allowances. In the 14
jurisdictions having dependents’ al-
lowances, the proportion offset was
about 62 percent.

The length of the waiting period
and to a lesser extent the specified
maximums with respect to duration
of benefits or aggregate payments al-
so play an important role in deter-
mining the proportion of the overall
wage loss that is compensated in tem-
porary disability cases.

According to the data for August
1957, all jurisdictions but Oregon pro-
vide for a waiting period following
the date of injury before the payment
of compensation benefits; 34 States,
with 82 percent of covered employ-
ment, have a 7T-day waiting period
and the remaining jurisdictions, 3-5
days. All but five States, however,

8 Alabama’s program, which provides
for a statutory percentage that is higher
for a worker with dependents, is included
here because its maximum is the same
for the worker with average wages
whether or not he has dependents.
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provide that if the disability contin-
ues for a specified period of time the
payment of benefits is retroactive to
the date of injury. More than two-
thirds of the covered workers are em-
ployed in States where at least 28
days are required for the retroactive
provisions to become effective.

Only 12 States and the Federal sys-
tem, with 22 percent of the coverage,
pay benefits for the entire period of
the disability without any maximum
monetary limitation. Where restric-
tions are in force, for the most part
they are not too significant, since less
than 1 percent of all temporary disa-
bilities are estimated to last long
enough to bring the maximums into
play.

The BULLETIN article of March 1954
outlined a method for estimating the
wage loss compensated in an average
case of temporary total disability,
taking into account waiting-period
and other statutory restrictions on
payments. When this method is ap-
plied to the 1956 data, it is estimated
that, of the average duration of 18
calendar days lost by workers in
manufacturing,? only 13.8 days are
compensable under a hypothetical
State law providing for a 7-day wait-
ing period and paying compensation
retroactively to the date of injury
only if the disability lasts as long as
28 days. Payment at the average rate
of $38.96 per compensable week for
workers without dependents means
that the average temporary total
disability case is paid a total of $76.81
for the 13.8 compensable days, or
only 37 percent of the estimated gross
wage loss of $209 for the 18-day dis-
ability; the estimate using 1952 data
is somewhat lower. Workers with
higher-than-average wages receive
even a smaller fraction of lost earn-
ings.

Thus, it may be concluded that
workmen’s compensation is still leav-
ing unmet, on the average, more than
three-fifths of the total wage loss in
temporary disability cases. This un-
met wage loss, of course, is not a
measure of the overall cost of indus-

9 The average is for injuries resulting
in only temporary disability that in-
capacitated for 1 full day or more, without
leaving any permanent il1 effects. See
“Work Injuries in the United States,
1956, Monthly Labor Review, January
1958, pages 54-58.

trial injury that the worker must
meet. For work injuries that result
in death or permanent disability, the
proportion of the wage loss compen-
sated through workmen’s compensa-
tion programs is even less. One rea-
son is that such injuries are more
likely to require the application of
the durational or aggregate maxi-
mums that curtail payments.

Only 15 States and the Federal em-
ployees’ system, with 36 percent of
covered employment, provide death
benefit payments to the widow for
life or until remarriage and to chil-
dren until grown, and six of these
States, with 13 percent of covered em-
ployment, limit the total amount pay-
able. Twenty-six States and the Fed-
eral system, with 77 percent of cov-
ered employment, pay permanent to-
tal disability benefits for life or the
duration of the disability; five of
these States reduce the weekly bene-
fit amount after a specified number
of weeks, varying from 260 to 400.
These provisions represent some lib-
eralization since 1953, when 14 laws
provided death benefits of unre-
stricted duration and 21 laws pro-
vided lifelong permanent disability
benefits.

Some indication that the program
is less effective in compensating in-
juries that are permanent or result
in death than those of shorter dura-
tion is found in the annual reports
on work injuries published by the
Illinois Department of Labor. Of the
compensable cases closed for the first
time in 1956, the wage loss compen-
sated in Illinois was estimated at 33
percent for temporary cases but at
only 15 percent for permanent-total
cases, 16 percent for permanent-par-
tial cases, and less than T percent for
fatal cases.10

Other costs not met by the work-
men’s compensation program may in-
clude a part of the medical or hospi-
talization expenses in States that
have period-of-time or money restric-
tions on the medical benefits fur-
nished. As of August 1957, there were
13 such States, with 12 percent of the
covered workers.

In recent years, also, for workers

10 Tllinois Department of Labor, Division
of Statistics and Research, Annual Report
on Compensable Work Injuries, 1956, part
II, table 11.

Social Security



and their families receiving cash in-
demnity awards for death and per-
manent disability, actual benefits
have been significantly lower than
originally intended because of rising
wages and prices. Furthermore, work-
ers often have to pay out of their own
pockets legal fees to have their claims
brought to a successful conclusion.
These fees may range from 10 to 20
percent of the cash compensation
awarded. Consideration must also be
given to the wage loss and medical
bill of employees who are excluded
from the workmen’s compensation
program because of the type of em-
ployment or type of injury or disease
sustained.

All these factors combine to make
it evident that much the larger share
of the cost of industrial accidents
falls on the worker and his family
or on public assistance or private
charity—far from the original intent
of workmen’s compensation.1l At the
same time, recegnition should be
given to the economic relief that
some injured workers receive through
the growing number of employee-
benefit plans that supplement the
statutory workmen’s compensation
benefits or pay cash sickness and
medical care benefits in cases that
are not covered by workmen’s compen-
sation. Also to be taken into account
are Federal old-age, survivors, and
disability insurance benefits. These
benefits may be payable in addition
to workmen’s compensation if the
worker dies or reaches age 65 or if he
becomes permanently and totally dis-
abled after he has reached age 50 (to
the extent that the amount of the
benefit exceeds the amount of work-
men’s compensation benefits).

Costs

The amount expended for benefits
or reserved for fufure benefit pay-
ments is only one of the elements
that make up the total cost of work-
men’s compensation to employers.!?
In addition to benefit costs (common-

11 Herman Miles Somers and Anne
Ramsay Somers, Workmen’s Compensa-
tion: Prevention, Insurance, and Rehabili-
tation of Occupational Disability, 1954,
page 282.

12 Except in a few Western States that
require employee contributions—primarily
toward the cost of medical care—work-
men’s compensation is entirely employer-
financed.
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Table 7.—Estimated cost of work-
men’s compensation to employers
as percent of covered payroll, 1940,
1946, and 1948-56

Cost of workmen’s
compensation !
Year P ¢ of
Amount ercent o
. in covered
(in millions) payroll
$421 1.19
726 .91
1,013 .96
1,009 .98
1,013 .89
1,185 .90
1,333 L94
1,483 .97
1,499 .98
1,532 .93
1,630 .92

1 Represents premiums written by private carriers
and State funds, and benefits paid by self-insurers,
increased 5-10 percent to allow for administrative
costs. Also includes benefits paid and administra-
tive costs of system for Federal employees. Where
necessary, fiscal-year data converted to calendar-
year data.

ly termed ‘“pure premium”), there
are the overhead costs (known as
“expense loading”) of insuring the
risk, which are reflected in the pre-
mium (manual) rates or their
“equivalent” that employers pay to
insure or self-insure the risk of work
injury. Included in the overhead are
the expenses of policywriting, rate-
making, payroll auditing, claims in-
vestigation and adjustment, safety
inspection, legal and medical serv-
ices, and general administration. In
self-insurance, some of these overhead
expenses are eliminated or reduced,
and in insurance provided by com-
mercial carriers there are additional
charges, such as acquisition costs
(commissions and brokerage fees),
taxes and fees, and allowances for
underwriting profit and gain.

The method described in the March
1954 issue of the BULLETIN was used
for estimating the total ‘“premium”
figure for all covered employers (in-
cluding the self-insurers). According
to the estimates, annual workmen’s
compensation costs for employers in
the aggregate have not exceeded 1
percent of covered payroll since the
end of World War II (table 7). Be-
fore the war, costs were as high as 1.2
percent. In the postwar years, em-
ployers spent 89-98 cents per $100 of
covered payroll to insure or self-in-
sure their risks. The yearly fluctua-
tions produced an irregular pattern;

from a 1950 low the ratio climbed to
a 1954 high and then turned down-
ward again.

Premiums and payroll data made
available by the National Council on
Compensation Insurance indicate a
somewhat similar trend in costs.
These data primarily relate to pri-
vate-carrier experience but also in-
clude data for a few competitive
State funds that cannot be segre-
gated. For the policy year 1939,
earned premiums of $247.4 million
were reported for 36 States, amount-
ing to 1.4 percent of the covered pay-
roll of $17.4 billion. For the policy
year 1946, the rate dropped to 1.2 per-
cent of the $45.5 billion payroll re-
ported. Earned premiums for the 40
States included in policy-year data
for 1954 (the latest year available)
amounted to $1,162 million or 1.3 per-
cent of the $86.9 billion payroll.13

The cost to an individual employer
of protecting his workers is probably
influenced most by his industrial
classification and the hazards of that
classification, as modified by ex-
perience rating. In industries
characterized primarily by clerical
operations, manual rates may be less
than 0.1 percent of payroll; in very
hazardous occupations they may be as
high as 20.0 percent or more. An em-
ployer’s costs are also affected by the
level of benefits provided by the State
law and the method by which he
insures his compensation liability—
through a private stock or mutual
company, through an exclusive or
competitive State fund, or carrying
his own risk.

These factors result in average pre-
mium rates that vary from one in-
dustry to another and also, though
not to the same extent, from one
State to another. Policy-year data for
1954 from the National Council
showed a range in State rates from
0.7 percent to 3.0 percent of payroll.
Half the States, with about two-fifths
of the reported payroll, had rates of
0.8-1.1 percent, and only two had
rates less than 0.8 percent. More

13 Omission from the 1954 data of the
four States not reported in 1939 does not
change the percentage. Policy-year data
for 1954, however, are not strictly compar-
able with those of previous years because
most States no longer use a uniform
policy year commencing January 1, as
was the practice in 1939 and 1946.
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than one-third experienced rates of
1.4 percent or more. These rates are
slightly higher than those computed
for policy year 1946, when the range
was from 0.7 percent to 2.5 percent
of payroll and only about a fourth of
the States had rates of 1.4 percent
or more.

Loss and Expense Ratios

A comparison of the benefits paid
(table 4) with the premium costs
(table 7) gives a rough indication of
the proportion of the premium dollar
that reaches the injured worker. In
1956 the $1,003 million paid out in
medical and cash benefits amounted
to 62 cents for every dollar of the
$1.6 billion spent by employers to in-
sure their workers. This is the high-
est proportion computed for the years
included in the two tables. The lowest
rate of return was 53 percent, in 1948.
From 1949 to 1955 the rates fluctu-
ated from 56 percent to 61 percent,
with low points registered in 1949 and
1953.

The ratio of benefits paid during
the year to insurance costs for the
same year (the loss ratio) is subject
to considerable misinterpretation. In
the first place, the overall ratio con-
ceals sharply varying ratios that re-
sult from differences in the insurance
mechanisms. Thus, for self-insurers
and the system for Federal Govern-
ment employees, the ratio is 90-95
percent because the cost is figured on
the basis of payments during the year
plus administrative expenses. TFor
participating carriers—primarily mu-
tual companies—and for some State

funds, the ratio is lower than it
would be if dividends could be taken
into account; that is, the cost in-
cluded for employers insured by these
carriers is overstated to the extent
that a portion of their premiums may
later be returned in the form of divi-
dends. For all private carriers and
State funds, moreover, a loss ratio
based on losses paid during the year
is lower than one based on losses in-
curred. This difference is especially
great in a period when insured pay-
rolls are rising rapidly; the large
amounts of premium income that
must be set aside to cover liabilities
for future payments may be consider-
ably higher than the amounts paid
during the year in cases continued
from earlier years when wages and
compensation rates were lower.

The extent of the differences in the
loss ratios computed by the two meth-
ods may be seen in table 8. When
losses paid were related to direct pre-
miums written, the loss ratio for pri-
vate carriers averaged 51.7 percent
for 1950-56. The loss ratio was 60.0
percent when the relationship of
losses incurred to premiums earned
was used. The effect of business ac-
tivity on these differences may also
be noted. For 1951, 1952, and 1953,
when the upward trend of business
and payrolls was most pronounced,
the differences in loss ratios were
greatest—10 percentage points or
more. Since 1953, the yearly differ-
ences have narrowed to about 5 per-
centage points.

The relationship of the amount of
losses incurred to the premiums

Table 8.—Comparative loss ratios, private carriers, 1950-56

[Amounts in millions]

| Direct writingstand direct Earned premiums and
i losses paid ! incurred losses?
Year
Direct Direct Loss Earned Incurred Loss
writings 3 | losses paid ratio premiums3 losses ratio
Total .. $6,894.0 $3,562.0 51.7 $6,512.9 $3,923.5 60.0
721.5 381.3 52.8 696.6 427.7 61.4
844.5 444 4 52.6 789.9 518.5 65.6
956.3 491.0 51.3 903.7 571.9 63.3
1,074.1 524.2 48.8 1,010.6 605. 4 59.9
1,067.3 540.5 50.6 1,010.8 561.4 55.5
1,077.5 562.5 52.2 1,027.9 594.3 57.8
1,152.8 618.1 53.6 1,103.4 649.3 58.8

1 From Spectator: Insurance by States of Fire,
Marine, Casualty, Surely and Miscellaneous Lines,
annual issues. Data for Alaska and Hawali have
been excluded.

? From National Council on Compensation In-

14

surance, Insurance Erpense Erhibii (Countrywide),
annual issues. Data for Alaska and Hawaii have
been excluded.

3 Disregards dividends to policyholders.

earned is the measure commonly used
by insurance organizations in evalu-
ating and revising their manual
rates. Data needed to determine this
ratio are not available in a continu-
ous series going back to 1939 for all
private carriers or for State funds.
The annual reports of the New York
State Insurance Department, how-
ever, contain pertinent data on the
countrywide business of private car-
riers operating in the State and rep-
resenting about 80 percent of all busi-
ness underwritten for United States
employers by insurance companies.
From these data the shifts in loss
ratios, along with trends in expense
ratios and underwriting gains for
stock and mutual companies, can be
traced (table 9).

Caution must be used in comparing
loss and expense ratios, since the
mode of operation of stock and mu-
tual companies is different. Nonpar-
ticipating stock companies, for ex-
ample, distribute profits among their
stockholders, but the bulk of the prof-
its of mutual companies is returned
to policyholders as dividends—repre-
senting in essence the difference be-
tween the anticipated and actual cost
of insurance. If data were available
for use in computing the loss and
expense ratios of mutual companies
based on premium volume less divi-
dend payments, the ratios for these
companies would be somewhat higher
than those shown in table 9.

Without this adjustment the aver-
age loss ratios of mutual and of stock
companies for the period 1948-56 are
almost identical. Stock companies
earned $3.9 billion in premiums and
paid to claimants or reserved for
future payments $2.3 billion, for a
loss ratio of 59.1 percent; mutual
companies earned $2.6 billion in pre-
miums while incurring losses of $1.5
billion, for a ratio of 58.6 percent.
These loss ratios were slightly higher
than those recorded for 1939-47,
when the stock companies averaged
57.4 percent and the mutual com-
panies 57.1 percent.

The yearly data for both stock and
mutual companies show considerable
fluctuations. For the former, the loss
ratios have ranged from a low of 52
percent in 1949 to a high of 67 per-
cent in 1951. For the mutual com-
panies the fluctuations have not been
so great—from 53 percent in 1948 to

Social Security



62 percent in 1951. Both series show
the same pattern—a steep rise in the
loss ratios during the early years of
the Korean conflict and then a de-

cline until 1954, Recent years have

CiillC uiluii 1o CUCIly Cris laVe

seen a gradual rise but nothing ap-
proaching the 195052 experience.

Stock companies have generally
found the workmen’s compensation
line less profitable than the mutual
companies. During 1948-56, stock
companies earned an underwriting
profit of 5.1 percent, and mutual
companies averaged an underwriting
surplus of 17.4 percent. This situa-
tion represents some improvement for
stock companies from the period
1939-47, when their gain was 4.7 per-
cent and that for mutual companies
was 20.1 percent. Stock companies
show a greater year-to-year fluctua-
tion than mutuals; their underwrit-
ing gains ranged from a profit of 10.6
percent (1948) to a deficit of 4.2 per-
cent (1951). In no year since 1948
has the underwriting surplus for mu-
tual companies dipped below 13.0 per-
cent; it was as high as 24.5 percent
in 1948.

The better financial showing of mu-

tual companies is mainly attributable
to their lower expense ratio. In 1948-
56, stock companies incurred expen-

ses averaging 35.8 percent of pre-
miums earned, and mutunal comna-
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nies’ expenses averaged only 24.0 per-
cent of premiums earned. As indi-
cated earlier, however, this difference
would be somewhat less if it were pos-
sible to make the upward adjustment
in the mutual companies’ ratios on
account of dividends. The expense
ratios of stock companies have shown
a continual decline in the last two
decades. The average for 1939-47 was
37.9, and the yearly figures since 1947
showed a gradual decline to a low of
34.5 percent for 1955. Mutual com-
panies, in contrast, have shown no
improvement in expense ratios. The
1939-47 ratio was 22.8 percent, and
since 1947 the ratio has gone as
high as 25.1 percent (1956). Never-
theless, the expense ratios of stock
companies remain considerably
higher than those of mutual com-
panies.

The disparity in expense ratios re-
sults primarily from the greater ac-
quisition costs of stock companies.

Table 9.—Countrywide experience of stock and mutual companies operating
in the State of New York, 1939-56

[Amounts in thousands]

v Premiums Losses Loss Expenses Expense Net gain
ear earned incurred ratio incurred ratio ratio
Stock companies
1939-47 total ... _ $1,934,554 | $1,110,076 57.4 $733,512 37.9 4.7
1948-56 total.__ ... __ 3,920,104 2,318,171 59.1 1,403,189 35.8 5.1
____________________________ 345,754 182,026 52.6 127,238 36.8 10.6
- 336,660 176,410 52.4 125,574 37.3 10.3
- 337,567 207,266 61.4 131,651 39.0 —.4
- 384,025 257,268 67.0 142,857 37.2 —4.2
- 441,611 284,065 64.3 155,447 35.2 .b
- 489,697 292,425 59.7 170,414 34.8 5.5
- 503,610 279,000 55.4 174,753 34,7 9.9
- 519,231 304,789 58.7 179,135 34.5 6.8
____________________________ 561,949 334,922 59.6 196,120 34.9 5.5
Mutual companies !
193947 total.____.___.__..__ $1,200,334 $684,948 57.1 $273,267 22.8 20.1
1948-56 total ... ___.________ 2,614,500 | 1,533,125 58.6 626,992 24.0 17.4
226,194 118,978 52.6 51,798 22.9 24.5
230,829 133,188 57.7 54,476 23.6 18.7
230,204 143,013 62.1 55,961 24.3 13.6
278,177 173,601 62.4 67,597 24.3 13.3
311,580 193,655 62.2 72,910 23.4 14.4
345,941 207,090 59.9 81,296 23.5 16.6
330,384 183,694 55.6 78,631 23.8 20.6
322,637 183,258 56.8 79,369 24.6 18.6
338,464 196,648 58.1 84,954 25.1 16.8
1 All figures disregard dividends to policyholders, Source: Compiled from data in the Annual Re-

which, if taken into consideration, result in higher
loss ratios and expense ratios; net gain ratio repre-
sents'ratio before dividends to policyholders.
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ports of the New York State Insurance Department
and from data in the Annual Casualty-Surety Edi-
tions of the Eastern Underwriter.

Stock companies sell most of their
policies through commissioned agents,
and mutuals sell most of their policies
direct through salaried employees of

the comnanv
tne company., in

+
In recent

voars an,
yeals, als

quisition costs and field supervision
have averaged about 16 percent of
premiums earned for stock companies
and 7 percent for mutuals.

Another factor contributing to the
disparity in expense ratios is the
smaller average size of risk insured
by stock companies. As a general rule,
the smaller the policy, the greater the
proportion of premiums that is re-
quired for servicing it. Studies con-
ducted a few years ago by stock carri-
ers showed that, although expense
loading for all risks was assumed to
be about 41 percent, for risks with
annual premiums of less than $50,
86 percent of the premium was re-
quired for expenses; for risks with
annual premiums of less than $200,
60 percent was required.14

The loss ratios for the competitive
and exclusive State funds are higher
than those of the private carriers.
Table 10 shows that for 1948-56 bene-
fits paid amounted to 69.7 percent of
the premiums written for the 18
State funds in the continental United
States. Fluctuations in this ratio have
generally followed the trend revealed
by private carrier data. From a low
of 66 percent in 1948 the ratio rose
to a high of 74 percent in 1950; it
then leveled off at approximately 69
percent until 1956, when it advanced
to 73 percent.

The loss ratios computed in table
10 are not strictly comparable, how-
ever, with those reported for private
carriers in table 9. First, the premium
income of State funds often reflects
advance discounts on manual rates
that standard risks are charged; the
premium income reported for private
carriers generally does not take into
account dividends returnable to poli-
cyholders or retrospective rating ad-
justments. Second, the premium
charges of some State funds, espe-
cially exclusive funds, do not or need
not include allowances for certain

14W. S. McCormick, “Problems and

Methods of Handling Small Risks and
Excluded Employers Who May Want
Voluntary Coverage.” Workmen’s Come-
pensation Problems—IAIABC Proceedings,
1954, Department of Labor, Bureau of
Labor Standards (Bulletin 180), pages
89-90.
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items that are included in the pre-
mium charges of private carriers—
for example, administrative services
that are financed through public ap-
propriations or provided by other gov-
ernment departments, taxes and
other special assessments, and main-
tenance of adequate reserves. Third,
benefit outlays for the State funds re-
flect the fact that in most instances
the States insure an undue propor-
tion of the high-hazard undesirable
risks, many of which cannot get in-
surance from private carriers. These
three factors combine to increase the
loss ratio for State funds. The ratio
is based, however, on losses paid and
is lower than it would be if based on
losses incurred.

Since competitive State funds
spend a very small proportion of pre-
miums for business-getting, and ex-
clusive State funds spend practically
nothing at all, it is to be expected
that the expense ratios of State funds
are lower than those of private carri-
ers. For the years 1948-56, adminis-
trative costs (excluding loss adjust-
ment expenses for certain competi-
tive funds) of all State funds aver-
aged 9.0 percent of premiums written
(table 10). Exclusive funds devoted,
on the average, 6.9 percent of premi-
ums to expenses and competitive

Table 10.—Benefit payments and ad-
ministrative expenses in relation to
premiums written, 18 State funds,
* 1948-56 1

[Amounts in millions]

P Bgne- Ad- Ex-
Te- ts ©so |penses
Y Bene- minis-
miams as per- 5 as per-
Year writ- | B8 cent of| 13V loent of
» | Paid - ex-
ten pre penses 3 pre-
miums miums
Total.[$2,019.6 .‘151,408.2l 69.7| $181.4 9.0
164.4 108.4 65.9 14.0 8.5
166.2 118.1 71.1 15.4 9.3
172.1 126.7 73.6 16.5 9.6
204.9;  140.9 68.8 18.6 9.1
228.6/ 158.3] 69.2 20.4 8.9
250.1 170. 4] 68.1 21.9 8.8
265.9 183.2] 68.9 24.1! 9.1
280.1 192.6 68.8 24.4! 8.7
287.3| 209.6 73.0] 26,1 9.1
I

1 For 8 States, fiscal-year data converted to calen-
dar-year data.

2 Disregards dividends to policyholders.

3 Excludes loss adjustment expenses for certain
competitive State funds, estimated at 5-8 percent
of premiums. Includes administrative expenses
financed -through sappropriations from general
revenue,

Source: Data on premiums and benefits from
Spectator: Insurance by Stetes, annual issues, and
from State reports. Data on administrative ex-
penses from Argus Casualty and Surety Chart, annual
ssues, and State reports. i T
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funds 10.7 percent. These ratios do
not vary significantly from year to
year. Loss adjustment expenses are
estimated to amount to 5-8 percent
of premium income.

A comparison of the expense ratios
of State funds and private carriers
must, however, like the comparison of
their loss ratios, be made carefully.
Private carriers include in their ex-
pense loading certain charges, as
noted above, that not all State funds
are required to meet out of their pre-
mium income—taxes, for example,
and those administrative expenses
that are absorbed by other govern-
ment departments. In addition, pri-
vate carriers generally provide special
consultative services in the fields of
accident prevention, rehabilitation,
payroll auditing, program planning
and merit rating that are often in-
adequately furnished by State funds.
The experience of nonparticipating
stock companies in 1956 showed that,
out of the 36.8 percent of premiums
allocated for expense loading, 11.8
percent was devoted to these items-—
3.4 percent for taxes, licenses, and
fees, 1.3 percent for inspection and
safety engineering, 2.2 percent for
payroll auditing, and 4.9 percent for
merit rating and other underwriting
services.1’® Mutual companies spent
9.8 percent (out of their 25.3-percent
expense loading) for these items—2.8
percent for taxes, licenses, and fees,
2.3 percent for safety inspection, 1.1
percent for payroll auditing, and 3.6
percent for merit rating and other
underwriting services. The expense
ratio of some State funds, however,
would be lower than indicated if the
premium volume were adjusted to in-
clude the amounts appropriated from
general revenues for the operation of
the State funds.

State Administrative Costs

In treating workmen’s compensa-
tion costs, no consideration has as
yet been given to the amounts dis-
bursed by State-created commissions,
departments, and agencies in admin-
istering the workmen'’s compensation
laws and supervising the operations
of the insurance medium—the
private carrier, the self-insurer, and/

15 National Council on Compensation
Insurance, Insurance Expense Exhibit
(Countrywide) for the Year Ending
December 31, 1956, sheets 1 and 3.

Table 1l.—~Administrative costs of
State agencies by method of financ-
ing, 38 States, 1950-56 1

[Amounts in millions]

Financed Financed
Total through through
Piscal ad- legislative assessments
year minis- | appropriations on carriers

Amount; PercentIAmount Percent
i
! !

$12.5 | $4.6 37 | $7.9 63
12.9 4.6 36 8.3 64
14.1 5.1} 36 9.0 64
15.5 5.3 | 341 10.2 66
16.1 5.6 35| 10.5 65
16.8 | 5.8 35 110 | 65
17.4 } 6.1 35| 1.3 65

1 Includes the District of Columbia.

Source: Compiled from State budget, finance, and
treasury documents and annual reports of State
administrative agencies.

or the State fund. The amounts are
relatively small—only $17.4 million in
the fiscal year 1955-56 for the District
of Columbia and the 37 States for
which data are available 16-—but they
have a great effect on the quality of
services rendered.

Not all these administrative costs
represent a cost of workmen’s com-
pensation in addition to that charged
employers in premiums. In one-half
the jurisdictions the expenses are
financed through assessments against
the insurance mediums and are al-
ready reflected in the premium charg-
es of carriers to employers. In the
other half, the administrative expen-
ses are financed through appropria-
tions from the general treasury. Table
11 shows that during 1950-56 almost
two-thirds of the aggregate adminis-
trative expenses were met through
assessments on the carriers.

State administrators prefer to have
workmen’s compensation costs fi-
nanced through assessments rather
than legislative appropriations be-
cause it permits the administrative
agency to be self-supporting and
self-directing and offers greater as-

(Continued on page 30)

18 Excluded are the seven States with
exclusive funds and the system for Federal
employees, where the task of administer-
ing the law is generally merged with
that of providing insurance protection, so
that separate cost figures for adminis-
trative functions cannot be obtained.
Also excluded are four States where the
laws are administered by the courts and
it is impossible to separate the costs
attribatable to workmen’s compensation
from those attributable to other caseloads.
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Table 2.—Contributions and

taves collected under selected social insurance and related programs, by specified period,

1955-58
[In thousands]
Retirement, disability, and survivors insurance Unemployment insurance
Federalbinsurance T g J Railroad
Period contributions 1 g Paxes on tate un- - - ailroad un-
_VFi‘legergli carriers employment eIr‘gdle(; dinuerxllt employment
crlltribeléi IC]B 3 and their insurance &xgs 5 insurance
Retiroment Disability 2 co utions employees | contributions 4 contributions
and survivor y
Fiscal years: ‘

1955-56 7 o $6,442,370 .. $808,207 $634,323 $1,328,722 $324,656 $34,043
6,539,849 $337,199 1,171,155 616,020 1,537,127 330,034 ! 77,858
5,890,279 763,098 580,572 1,316,581 323,362 31,345
6,008,835 1,117,718 563,972 1,524,718 ° 328,448 63,281
6,569,246 1,140,525 532,178 1,491,838 ! 334,735 83,629
1,141,249 122,338 67,058 83,134 322,447 1,400 12,048
471,013 65,737 53,437 52,048 12,409 1,586 8,577
365,882 38,768 51,752 19,359 173,916 754 765
829,053 112,664 75,757 83,581 283,805 882 11,065
433,600 54,899 102,791 53,858 10,495 623 12,650
October._. 341,408 34,791 118,472 30,740 116,175 726 810
November_ 626,362 80,422 100,782 68,796 195,684 739 10,173
December ..ol 345,063 42,822 123,493 49,177 12,067 687 13,830
267,657 36,189 121,885 18,721 78,772 53,272 532
886,581 119,443 113,282 77,722 136,658 269,024 7,935
598,151 74,963 103,610 42,977 8,651 4,691 15,176
747,075 83,350 121,330 17,051 179,064 1,685 810
1,128,413 154,760 107,369 70,197 296,553 1,651 9,883

1 Represents contributions of employees, employers, and the self-employed
in employments covered by old-age, survivors, and disability insurance (begin-
ning December 1952, adjusted for employee-tax refunds); from May 1951, includes
deposits in the trust fund by States under voluntary coverage agreements; be-
ginn;ng January 1951, on an estimated basis, with suitable subsequent adjust-
ments.

2 Under the 1956 amendments to title I of the Social Security Act.

3 Represents employee and Government contributions to the civil-service re-
tirement and disability fund.

4 Represents deposits in State clearing accounts of contributions plus penal-

ties and interest collected from employers and, in 3 jurisdictions, contributions
from employees; excludes contributions collected for deposit in State temporary
disability insurance funds, Data reported by State agencies.

5 Represents taxes paid by employers under the Federal Unemployment Tax
Act.

§ Beginning 1947, also covers temporary disability insurance.

7 Except for State unemployment insurance, as shown in the Final Statement
of Receipts and Erpenditures of the U.S. Government.

Source: Monthly Statement of Receipts and Ecpenditures of the U.S. Govern-
ment and other Treasury reports, unless otherwise noted.

WORKMEN’S COMPENSATION
(Continued from page 16)
surance that sufficient administrative
funds will be available for essential
services.l? Despite the pleas of State
administrators, no State has changed
its method of financing during this
period, though the proportion of
aggregate costs that are defrayed
through assessments has shown some

increase.

Summary

In absolute figures, workmen’s com-
pensation statistics for the past
decade have revealed a steady growth
in operations, but when they are
related to other indexes of economic
change, it is evident that the real
position of the program has changed
very little. Thus, coverage estimates
show no appreciable change from
1946 to 1956 in the proportion of the

17 Department of Labor, Bureau of
Labor Standards, Workmen’s Compensa-
tion Problems, IAIABC Proceedings—1955
{Bulletin 186), page 5.
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labor force protected (77-80 percent),
although the number of workers
covered in an average month in-
creased by about 9 million. Aggregate
benefit payments since 1946 have
risen by 130 percent but as a per-
cent of payroll have remained at
slightly less than 0.6 percent. The
annual cost to employers has stayed
at slightly less than 1 percent of
payroll, although it has increased
from an estimated $726 million to
$1,630 million.

Workmen’s compensation data al-
so reflect a considerable stability in
administrative and insurance ar-
rangements. The proportions of
benefits that are underwritten by
private carriers (62 percent), State
funds (26 percent), and self-insurers
(13 percent) have remained con-
stant in recent years. The ratio of
benefits to premiums (loss ratio),
despite yearly fluctuations, reveals
consistent differences between private
carriers and State funds. The ratio
of administrative expenses to pre-

miums (expense ratio) has varied
only slightly—35-39 percent for stock
companies, 23-25 percent for mutual
companies, and 12-15 percent for
State funds (including an estimated
allowance for loss adjustment ex-
penses) .

An exception to the more static
aspects of workmen’s compensation
has been in the area of individual
cash benefits payable. The propor-
tion of wage loss compensated fell
sharply from 1939 through 1953.
Statutory increases in the maximum
level and duration of benefits for
temporary and permanent disability
and for death cases since 1953
reversed the trend. These improve-
ments, however, have not yet restored
the relationship between wage levels
and benefits existing before World
War II. Even if the value of medical
benefits were counted, the evidence
today is that the average worker is
still meeting out of his own re-
sources the larger share of the cost
of work injuries.
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