Twenty-Five Years of Workmen’s Compensation Statistics

A quarter of a century ago, the Social Security
Administration began to assemble basic statistics
on the operations of State and Federal workmen’s
compensation programs. Starting with the year
1939. data were collected on the amount of bene-
fits paid under each of the separate programs,
by type of insurer. During the newt decade, «
methodology was established for estimating cover-
age of each State program and for obtaining
State and national estimates of costs. Beginning
in the 1950's. emphasis was placed on developing
measures of the scope and adequacy of workmen's
compensation benefits and on measuring inter-
state variations. The following article, by sum-
marizing selected statistics for 1939—64, provides
@ basis for evaluating the accomplishments of the
program during that period.

ALTHOUGH workmen’s compensation is the
oldest. form of social insurance in the United
States, there are fewer statistics available on the
experience and operations of this program than
on any other social insurance program. The pau-
city of nationwide data in the area of workmen’s
compensation insurance can be explained by a
variety of factors.

Each State has its own workmen's compensa-
tion law for providing cash benefits and medical
care to victims of work-connected injuries, inde-
pendent of any Federal administrative or finan-
cial participation. These State laws differ mate-
rially in the scope of coverage, benefit provisions,
administrative procedures, and, most importantly,
the insurance mechanism used to underwrite the
risk of work injury.

Except for seven States where the employer
is required to carry his insurance with an “ex-
clusive™ State insurance fund (or, in two of the
seven, to self-insure), the most common methods
used by employers to furnish the benefits assured
by law are to purchase a workmen’s compensation
policy from a private insurance carrier or to
self-insure through providing proof of financial
ability to carry his own industrial risk. In a few
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States (11), an employer also has a choice of
insuring with a State insurance fund that is
“competitive” with private insurance carriers.'

Since most States are therefore not engaged in
directly operating an insurance program—that is,
setting rates, collecting premiums, paying bene-
fits, or the like—they are not in a position finan-
cially or administratively to gather the type of
data that are the normal byproducts of such other
social insurance systems as old-age, survivors,
disability, and health insurance (OASDHI) and
unemployment insurance. Less than a third of
the States collect, for example, any data on the
number of covered workers or the amount of
covered payrolls under workmen’s compensation.
Almost half the States fail to publish such basic
data as the amount of benefits paid, by type of
insurer or by type of benefit. Practically no State
has any data on the number of persons currently
receiving workmen’s compensation benefits.

The problem of collecting meaningful nation-
wide data is complicated not only by the lack of
assembled data in many jurisdictions, but also
by the difficulty of securing data comparable from
one jurisdiction to another.

Recognizing this problem, the Social Security
Administration in the 1940’s started to fill the
gaps by assembling annual data from government
and nongovernment sources that could be com-
piled into national aggregates. These annual
estimates are published in the BuLLeTIN (recently
the January issue). In addition, articles? have

1 Starting January 1, 1966, the number of States with
an exclusive State fund was reduced to 6 and the number
with competitive funds increased to 12, as the Oregon
exclusive State law was amended to permit employers to
buy insurance from private carriers or to self-insure.

? Michalina M. Libman, “Workmen’'s Compensation
Benefits in the United States, 1939 and 1940,” Social
Seccurity Bulletin, January 1942; Dorothy MeCamman,
“Workman’s Compensation: Coverage, Premiums, and
Payments,” Social Security Bulletin, July 1950 ; Dorothy
McCamman and Alfred M. Skolnik, “Workmen’s Com-
pensation : Measures of Accomplishment,” Social Security
Bulletin, March 1954; Alfred M. Skolnik, ‘“Trends in
Workmen’s Compensation: Coverage, Benefits, and
Costs,” Social Security Bulletin, August 1958; and Alfred
M. Skolnik, “New Benchmarks in Workmen’s Compensa-
tion,” Social Security Bulletin, June 1962,



been published at periodic intervals that present
in greater depth national yardsticks for measur-
ing the progress made under workmen’s compen-
sation. The present article brings up to date
coverage, benefit, and cost statistics that offer
various measures for evaluating the experience
of the past quarter century. Among these meas-
ures are the proportions of the potential labor
force covered, the percentage of wage loss com-
pensated in temporary total and permanent total
disability cases, the relation of benefits and pre-
mium costs to payrolls, and the proportion of
premiums that goes for benefits and expenses.

Workmen’s compensation had already had a
long history by the time the Social Security Ad-
ministration first began to collect nationwide
figures for its statistical series on the program.
The hazard of accidental injury or death arising
out of and in the course of employment was one
of the first risks following the industrial revolu-
tion to attract public attention.

Before the passage of workmen’s compensation
legislation, employers’ liability—the general legal
principle of liability based on common law—gave
the injured workman the right to recover damages
if he could establish through proper evidence the
fact that the injury was due to the negligence
of the employer. The employer, however, could
block recovery by availing himself of three com-
mon-law defenses: (1) assumption of risk—the
injured man could not recover if it was proved
that his injury was due to an ordinary hazard of
his employment; (2) fellow-servant rule—the
employee could not recover if a fellow worker
could be proved to have caused the injury by
negligence on his part; and (3) contributory
negligence—any contribution to the accident by
negligence on the part of the employee, regard-
less of the fault of the employer, would preclude
recovery by the employee.

The difficulties of securing redress under this
system led to the enactment of employers’ liability
acts in many jurisdictions. These acts restricted
the scope of the defenses the employer could use.
The results for workers were still unsatisfactory
because of long delays in securing court action,
the high cost of negligence suits, and the un-
certainties of indemnification.

Workmen’s compensation laws were intended
to replace the uncertainties of litigation at com-
mon law or under employers’ liability laws with
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the promise of a fixed schedule of benefits payable
to compensate occupationally injured workers
and their families for wage loss and medical
expenses, regardless of fault. Industrial injuries
were regarded as part of the productive process,
and their costs were held to be a proper charge
against the expense of production.

The first effective workmen’s compensation law
in the United States was enacted in 1908, when
Congress adopted a program for certain Federal
civilian employees engaged in hazardous work.
Similar laws were enacted by 10 States in 1911;
by 1920, all but six States had such laws. In
1939—the year with which the Social Security
Administration began its series—only two States
—Arkansas and Mississippi—did not have pro-
grams in operation. Both States enacted such
legislation later; the Arkansas law became effec-
tive in 1940 and Mississippi’s in 1949.

The Federal act for civil employees was re-
enacted with broadened scope in 1916 and in
1927 another Feceral law was passed—the Long-
shoremen’s and Harbor Workers’ Compensation
Act—which was made applicable by a separate

act to employees in private industry in the Dis-
trict of Columbia.

COVERAGE

The estimates of coverage under workmen’s
compensation programs developed by the Social
Security Administration are based on the number
of workers covered in an average month and, of
course, are much smaller than the count of differ-
ent workers covered at some time during the year.
They are also limited to employees of firms that
actually carry insurance or submit proof of
ability to self-insure. This measure of coverage
has merit since it is comparable with that used
for other social insurance programs and it ex-
cludes employees who have no assurance that
benefits will be paid without having to initiate
court action.

The basic method used to derive these estimates
consists of building up a covered payroll figure
for each State. These figures are then converted
into estimates of the number of workers covered
in an average month by using the relationships
between total payrolls and average monthly em-
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ployment under the various State unemployment
insurance programs.’

The primary source of payroll data is the
National Council on Compensation Insurance
(NCCI), to which such data are reported for
ratemaking purposes by eight competitive State
funds and by private insurance companies in 41
States and the District of Columbia. These pay-
roll data, which are compiled for policy years,
are converted inte calendar-year data and then
supplemented by estimates of payrolls for self-
insurers and for other State funds obtained from
State administrative agencies and various other
sources.

- Coverage estimates are confined to specific
benchmark years—1940, 1946, 1953, 1957, and
1961. The year 1961 is the latest full calendar-
yvear for which private carrier payroll estimates
could be computed for all States. This time lag
1s inevitable since the data obtained are based on
policy-year experience that extends into succeed-
ing calendar years and cannot be fully evaluated
until 2 or 3 years after the end of the policy year.

These benchmark data provide the basis for
estimating coverage in the intervening and suc-
ceeding years. The 1964 estimates of the average
monthly number of covered workers in each State
are projections from the 1961 data, based on the
percentage change in average monthly employ-
ment covered under unemployment insurance pro-
grams, and adjusted where necessary for changes
in the coverage provisions of the laws.

The NCCI agreed, as it had for the 1957 bench-
mark data, to compute an adjustment factor that
would permit the estimating of total payrolls in
those States where the insurance is limited to
part of the payroll. In some jurisdictions (about
10), the earnings of individual workers above
$100 a week are not reported for premium com-
putation purposes. In the other States there is
no limitation or the limit has been raised to $300
a week, which for the purpose in hand means no
limit.

An adjustment factor for all States with a
$100 limitation and for which the NCCI compiles
data was furnished by the Council. Dividing the
reported payroll by this factor produced a pay-
roll estimate on an unlimited basis.

# For a detailed description of the methodology, see the
Bulietin, July 1950, pages 4-5, and August 1958, pages 4-8.
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In summary, the workmen’s compensation cov-
erage estimates presented here are limited to
employees of firms that actually carry insurance
or that submit the required financial proof of
ability to self-insure.* Employees of employers
who voluntarily come under a workmen’s com-
pensation law are also counted.

Each State total also includes estimates of
workers covered by the Longshoremen’s and Har-
bor Workers’ Compensation Act, practically all
of whom are insured by private carriers. The
number of Federal workers covered under the
Federal Employees Compensation Act is esti-
mated separately and not distributed among the
States. The estimates exclude railroad workers
in interstate commerce and seamen in the U.S.
merchant marine, who are covered by statutory
provisions for employer liability rather than by
a workmen’s compensation law.

National and State Estimates

New benchmark data for 1961 produced na-
tional estimates of 44.9-45.1 million workers
covered in an average month under State and
Federal workmen’s compensation programs. The
payroll in employment covered by these programs
in 1961 is estimated at $226-%227 billion. These
estimates differ somewhat from the original esti-
mates for 1961, which were based on projections
from 1957 benchmark data.® The coverage esti-
mates are approximately 1 million higher than the
original and the payroll estimates about $7-$8
billion greater.

In light of the new benchmark data, the entire
series back to 1958 has been revised upward
(table 1). The slight year-to-year fluctuations
are not deemed significant in view of the method
used in preparing the estimates.

Projections from the 1961 data yield an esti-
mate of 48.5-48.7 million workers covered in an
average month in 1964, with a payroll of $272—

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

5 Social Security Bulletin, January 1963, page 28.



TaBLE 1.—Estimated number of workers covered in an
average month and total annual payroll in covered employ-
ment, 1940, 1946, and 1948-64 !

Workers covered in an Total payroll in
average month covered employment
Year Perc«lmt. %f Peycgelpt of
Number employe Amount civiian
¥ . s salar;
(in millions) ngﬁ,f;‘d (in billions) | Wage salary

workers ? ments 2
24.2-25.0 70.8 $35-36 721
32.2-33.2 76.8 79-81 76.8
35.6-36.3 77.0 104-106 79.7
34.9-35.7 76.9 102-104 79.1
36.5-37.2 71.2 112-115 80.1
38.3-39.0 78.4 130-133 81.2
39.1-39.7 78.9 140-143 81.0
40.4-41.0 80.0 152-155 81.7
39.5-40.0 79.7 152-154 82.0
41.2-41.6 80.0 167-169 83.4
42.8-43.1 80.2 181-182 83.2
43.2-43.4 80.5 189-191 83.0
42.4-42.6 80.2 191-193 83.4
43.9-44.1 80.3 208-210 83.8
44.8-45.0 80.4 219-221 84.3
44.9-45.1 80.3 226-227 84.5
46.1-46.3 80.4 241-243 84.8
47.2-47.4 80.5 253-255 84.6
48.5-48.7 80.6 272-274 84.8

! Before 1959, excludes Alasks and Hawaii.
2 Midpoints of range used in computing percentages.

Source: Labor-force data from Current Population Survey, Bureau of Labor
Statistics; wage and salary dishursements from Office of Businéss E¢onomics,
Department of Commerce.

$274 billion for the year. The programs covered
80.6 percent of the 60.3 million civilian wage and
salary workers in the United States in 1964 and
84.8 percent of the $321.8 billion in civilian wages
and salaries.

The 1961 benchmark coverage figures for each
of the States and projections for 1964 are pre-
sented in table 2. The individual estimates for
1961 were submitted to the State administrative
agencies for review, and any suggestions were
taken into account. Although the method of esti-
mating has been refined over the years, the esti-
mates are still not uniformly good. The difficulty
of obtaining data on coverage by self-insured
firms is one of the weak links in the series. A
range is used to embrace the probable coverage
situation, where a lack of certainty concerning
a single figure exists.

State Variations

Few jurisdictions offer what might be called
complete protection to all employees with work-
connected injuries. Twenty-four of the State
laws (as of 1964) are elective for most of the
private employments covered—that is, the em-
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TaBLE 2.—Estimated average monthly number of wage

and salary workers covered by workmen’s compensation,
1961 and 1964

[In thousands]

State 1961 1964

Total . .o 44,901-45,128 48,47348,698

Alabama . ... ... 500-520 560580

Alaska_ . .. _____ 38 47

Arizona 260 200
Arkansas 255

California 4,600-4,700 5,140-5,240

Colorado. - 396

Connecticut 770 825

Delaware._ . 115 125

District of Columbia._ 237 278

Florida. ... ... ... mmmasene 1,030 1,185

Georgia. . .. . eeo.. 665 765

Hawali_ .. ... 175-185 180-190

Idaho ... 120 1256

TIHBOIS oo 2,935 3,330

Indiana___._ . . . ... 1,040 1,145

TOWa e 515 545

Xansas. . ... 360 375

Kentueky. .- .o 515 575

Louisiana. ... ... i 570 630

Maine. . iieaeas 195 200

Maryland. .. ... 700 765

Massachusetts._ .. 1, 1,515

Michigan__________ 1,900-1,950 2,130-2,180

Minnesota__...______ 74 790

Mississippi-__.______ 275 310

Missouri......_.._._. 900 960

______________ 140 145

290-300 305-315

7585 105-115

155 162

1,755 1,855

146 155

5,300 | ~ 5,570

9566 1,045

90 100

......... 2,555 2,710

________ 305 325

__________________ 325 365

____________ 3,195 3,300

Rhode Islend. _____. . ... ... . ...o.... 5 5

410 460

93 93

655

.................... 1,576 1,735

_______________ 5 215

e e 82 89

VArgINia - - ool 7 885

Washington.__________._______.______.... 525-550 550~-575

West Virginia_ ... _______.__________._____ 400

WISCONSIN. - . eeeas 1,045 1,125

Wyoming. ... e 61 61

Federalemployees! _____._._______..__... 2,279 2,348

1 Excludes employment outside the United States.

ployer may accept or reject the legislation, but if
he rejects it, he loses the customary common-law
defenses against suits by employees. The remain-
ing laws are compulsory and require every em-
ployer within the scope of the law to comply with
the provisions and pay the compensation speci-
fied.® Some laws are part compulsory and part

elective.

Twenty-eight States exempt from coverage em-

6 As the result of amendments to the Oregon law, effec-
tive January 1, 1966, the number of programs with elec-

tive laws is now 23 and the number with compulsory
laws 29.
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ployees having less than a specified number of
employees. The range is from fewer than two
employees in three States to fewer than 15 em-
ployees in one State. The most common exception
is for those employers having less than three
employees.

Even in the 24 jurisdictions that have no
. numerical exemptions, there are restrictions on
the type of employment covered, with exemptions
such as agricultural employment, domestic work,
- and casual labor. Only 4 of the 24 jurisdictions
cover agricultural workers in the same way as
other workers are covered; 5 others provide some
coverage of farm workers. In only 5 of the 24
jurisdictions is domestic labor of any type in-
cluded. Many laws exempt employees of nom-
profit, charitable, or religious institutions. Some
States limit coverage to workers in hazardous
occupations, variously defined.

For State and local government employees, too,
coverage differs markedly from one jurisdiction
to another. Some laws specify no exclusions or

exclude only such groups as elected or appointed
officials. Others limit coverage to employees of
specified political subdivisions or to employees
engaged in hazardous occupations. In still others,
coverage is entirely optional with the State, or
with the city or the political subdivision.

Because of these many variations in the cover-
age provisions of the State laws, the number of
workers actually covered by workmen’s compen-
sation as a percentage of the total employed wage-
and-salary labor force shows considerable varia-
tion from State to State.

Chart 1 shows the actual workmen’s compen-
sation coverage in the various States as a per-
centage of potential coverage. Potential coverage
is based on 1964 State data on nonagricultural
workers from the Bureau of Labor Statistics and
on agricultural workers from the Department of
Agriculture. Estimates of domestic employment
are projected from the 1960 Decennial Census.
These data have been modified to exclude Federal
employees (who have their own separate system)

CHART 1.—Actual coverage as a percent of potential coverage, by jurisdiction, 1964

: Alaska
I:] Hawaii
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and interstate railroad workers (who are subject
to Federal jurisdiction and therefore -ineligible
for State coverage).

Twelve out of 17 States with ratios of actual
to potential coverage of less than 70.0 percent
were contiguous and located primarily in the
Central and Southeastern regions of the United
States. These predominantly rural States, which
include Kansas and Missouri from the Plains
region, had a little over 19 percent of the Nation’s
potential coverage. The other five States in this
category (North Dakota, Oregon, South Dakota,
Washington, and Wyoming) brought the total
potential coverage in this category up to a little
over 22 percent. Six of the 17 States have com-
pulsory laws, but three of the six exempt small
firms. The others all have elective laws with
small-firm exemptions ranging from a low of
less than three to a high of less than 15 employees.
These elective laws and numerical exemptions
result in low coverage ratios even when potential
coverage is confined to nonagricultural workers.

In 22 States that accounted for one-fourth of
the Nation's potential coverage, the ratio was
70.0-84.9 percent. These States were scattered
throughout the country—six in the Rocky Moun-
tain region, six in the New England region, three
in the Plains region and the rest—except Ken-
tucky—Ilocated in the South Atlantic region.
Twelve of these States have compulsory laws,
but eight of the 12 exempt small firms.

The remaining 11 States, the District of Colum-
bia, and the Federal system for employees (with
almost 55 percent of the potential coverage) had
85 percent or more of their potential labor force
covered. Almost all the large industrial States
of the Middle Atlantic and Great Lakes regions
were in this group. Three States in the Pacific
region (Alaska, (‘alifornia, and Hawaii) were
also a part of the high-coverage ratio group.
Seven of the jurisdictions in this category have
compulsory laws and do not. exempt small firms.
Three States have compulsory laws but exempt
small firms with fewer than three employees.
Only three laws are elective and they have no
numerical exemptions. Seven laws provide some
coverage for agricultural workers.

A comparison with 1960 coverage estimates
reveals relatively little shifting among States
between categories. Forty States were in the
same coverage ratio categories for both years.

The greatest change occurred in the category
where actual coverage was 85 percent or more
of potential coverage. Five jurisdictions—Alaska,
District of Columbia, Michigan, New Jersey, and
West Virginia—moved into this group, while
two States—Minnesota and Utah—moved out.
In both years, the number of States with less
than 70 percent coverage was seventeen; Maine -
and Vermont were included in the 1960 total and
Missouri and North Dakota in the 1964 total.
The results of this comparison are not surprising,
since statutory liberalizations of coverage pro-
visions in the past 4 years has been limited.

A longer look backward reveals that the num-
ber of workers covered by workmen’s compensa-
tion in an average month has almost doubled
during the past 25 years. Almost two-thirds of
the 24-million increase in worker coverage took
place during World War II and the immediate
postwar period, when the covered proportion of
the employed wage-and-salary labor force was
raised from 71 percent to 77 percent. Since 1953,
there has been virtually no change in the ratio
covered (80 percent).

Most of the numerical increase in coverage can
be attributed to the normal growth in the labor
force and to the emergence of an era of rela-
tively full employment in the period following
World War I1. Some of the rise may have been
due to the shifting of workers away from non-
covered types of employment (such as farm
work and railroading) to industries covered by
workmen’s compensation. Except for the intro-
duction of workmen’s compensation laws in two
States, statutory extensions of coverage have
played a limited role.

The statutory change having the greatest im-
pact on coverage has probably been the shift
from elective to compulsory laws. In 1940, 18
(out of 49) jurisdictions made coverage compul-
sory. By 1965, the number was 28 (out of 52)
programs. There has also been some extension
of coverage to State and local government em-
ployees, agricultural workers, and domestic ser-
vants. In 1940, 29 States and the District of
Columbia reported that they covered a substan-
tial proportion of public employees; by 1965,
43 jurisdictions were in this category. The num-
ber of States that made some provisions for
coverage of agricultural workers increased from
6 in 1940 to 19 (including Alaska and Hawaii)
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in 1965; for coverage of domestic workers, the
increase was from 4 to 7 States (including
Alaska).

The least progress has been made in extending
coverage to small firms. In 1940, 15 States had
numerical exemptions that ranged as high as
from 4 to 15 employees. In 1965, 11 States still

had exemptions of this size.

BENEFITS

In the 25 years since the series began, the ag-
gregate benefits paid under workmen’s compen-
sation have risen to more than seven times the
amount at the beginning of the period—from
$235 million in 1939 to $1,705 million in 1964

(table 3). Payments made by private carriers

TaBLE 3.—Benefit payments by type of insurance, 193964 1

[Amounts in thousands}

Type of insurance
Total Insurance
losses paid by State fund Self-insurance
Year private insur- | disbursements ® payments ¢
ance carriers 2

Per- Per- Per- Per-

Amount cent Amount cent Amount cent Amount cent
1939 | $234,723) 100.0] $122,183] 52.0| $68,464] 29.2 $44,067] 18.8
1940__ 255,653 100.0[ 134,563 52.7 72,528 28.4 48,472 18.9
1941 __ 290,812 100.0] 159,823 55.01 77,408 26.6 53,581 18.4
1942 | 328,669, 100.0; 190,239) 57.9] 81,247] 24.7] 57,183] 17.4
1943__ | 353,035 100.0| 213,123| 60.4] 80,574 22.8] 59,338/ 16.8
1944 __ 385,236 100.0 236,655 61.4 85,990, 22.3 62, 591 16.3
1945__ 408,374; 100.0| 252,570 61.9 91,225 22.3 64, 549 15.8
1946__ 434,232| 100.0{ 269,799 62.1 96,053 22.1 68,380 15.8
1947__ 485,794] 100.0] 301,833 62.1] 110,303 22.7 73,658 15.2
1948___| 533, 100.0; 334,699 62.7| 120,989 22.7 77,806 14.6
1949 | 566,295 100.0] 353,140 62.4) 131,734 23.3 81,421 14.4
1950___| 614,702 100.0| 381,329 62.0| 148,693 24.2 84,680 13.8
1951___| 709,047{ 100.0; 444,416 62.7) 170,445 24.0 94,186 13.3
1952__ 784,956 100.0| 490,958 62.5) 193,107 24.6| 100,801} 12.9
1953___| 841,126] 100.0| 524,176 62.3| 210,337 25.01 106,613: 12.7
1954__ 876,216 100.0) 540,497 61.7) 225,473 25.7] 110,246 12.6
1955.__| 915,665 100.0{ 562,515 61.4| 238,445 25.9] 114,705 12.5
1956._.11,002,007] 100.0] 618,109 61.7] 259,074 25.9] 124,824 12.4
1957__./1,062,171} 100.0| 660,903 62.2] 271,406 25.6] 129,862 12.2
1958__ 11,111,599 100.0| 694,402 62.5 284,780 25.6] 132,417 11.9
1959__.]1,209,808] 100.0| 752,580 62.2] 315,990l 26.1) 141,238 11.7
1960___11,204,045| 100.0| 809,921| 62.5 324,580 25.1) 160,444 12.4
1961._.11,374,176] 100.0| 850,872 61.9| 347,433 25.3| 175,871 12.8
1962...|1,488,816/ 100.0! 923,989 62.1} 370,722 24.9| 194,105 13.0
1963___(1,582,459| 100.0{ 987,580 62.4| 388,242 24.5 206,637 13.1
1964___11,705,422| 100.0{1,070, 560| 62.8] 408,682 24.0] 226,180 13.2

! Before 1959, excludes Alaska and Hawaii.

* 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 Casually, Surety and
Miscellancous Lines for 1939-49 and Insurance by Slates of Fire, Marine,
Casualty, Surety and Miscellaneous Lines for 1950-58); and from published
and unpublished reports of State insurance commissions for 1959-64.

* Net cash and medical benefits paid by competitive and exclusive State
funds and the Federal systems. Compiled from State reports (published
and unpublished) and from the Spectator or other insurance publications;
data for fiscal years for some funds.

* Cash and medical benefits paid by self-insurers, plus the value of medical
benefits paid by employers carrying workinen’s compensation policies that
g(t) ?03 include the standard medical coverage. Estimated from available
State data.
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TaBLE 4.—Benefit payments by type, 1939-64 !

[In millions)

Type of benefit
Medicat Compensation payments
Year Total and hos-
pitaliza-
“gr?erl:?sy Total | Disability | Survivor

$235 $85 $150 $120 $30
256 95 161 129 32
291 100 191 157 34
329 108 221 185 36
353 112 241 203 38
385 120 265 225 40
408 125 283 241 42
434 140 294 250 44
486 160 326 280 46
534 175 359 309 50
566 185 381 329 52
615 200 415 360 55
709 233 476 416 60
785 260 525 460 65
841 280 561 491 70
876 308 568 498 70
916 325 591 521 70
1,002 350 652 57 75
1,062 360 702 617 85

1,112 375 737 647
1,210 410 800 700 100
1,295 435 860 755 105
1,374 460 914 804 110
1,489 495 984 879 115
1,582 525 1,057 932 125
1,705 565 1,140 1,005 135

1 Before 1959, excludes Alaska and Hawaii.

in 1964 were almost nine times what they were
in 1939, State fund disbursements were six times
as much, and self-insurance payments had quin-
tupled. As a result of their faster rate of growth,
private carriers paid 63 percent of all benefits
I 1964, compared with 52 percent expended in
1939.

These amounts consist of periodic cash pay-
ments, lump-sum payments and medical services
to the worker during a period of disability, and
death and funeral benefits to the worker’s sur-
vivors. Since World War II about one-third of
total benefits have gone for hospitalization and
other medical care costs, and two-thirds for com-
pensating the wage loss of injured or deceased
workers (table 4). Before the war, the share
going for medical expenses was slightly higher.
Among the cash benefits paid, there has been a
drop in the proportion going to survivors of
workers killed on the job—from one-fifth in 1939
to almost one-eighth in 1964.

There have also been changes in the distribu-
tion of compensable cases and incurred losses
by severity of injury, according to unpublished
national data provided by the National Council
on Compensation Insurance (table 5). The data



TapLe 5.—Percentage distribution of cases and incurred losses, and average incurred loss, by injury classification, policy years

1939, 1946, 1954, 1958, and 1962 !

Percentage distribution
Average incurred loss per case
Ctassification * Cases? Incurred losses

1939 1946 1954 1958 1962 1939 1946 1954 1958 | 1962 1939 1946 1954 1958 1962
All compensable cases.______ 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 { 100.0 | 100.0 | ________{_ .} |eeme e
Death___ ... oo 1.0 7 8 8 8 16.2 11.5 11.5 12.2 11.1 $3,873 $5,691 $9,207 | $11,620 $13,671

Injury: _

mt total 3.7 ________._. .1 .1 .1 .1 .1 3.9 3.0 2.0 2.0 2.0 9,415 12,033 16,758 20,172 23,554
ﬁ;;g?%%?m;n:nt‘ ,,,,,,,,,,,, 1.8 2.1 2.6 2.4 3.0 22.3 21,71 20.7 18.2 §2.7 Z.ggg 3'3(2)8 5,8§g ?ggg ;,igg

i 5 . . 3.2 24.9 25.3 26.2 27.7 36.8 38. 8.7 . '
T"{ﬁfu?:rr;niﬁi?t gé }%Zg 333 718! 7008 | 31,4 3611 2011 285 256 85 143 247 309 346

' Excludes cases receiving medical benefits only. Data for 1954 through
1962 not strictly comparable with those of 1939. (Most States no longer use
a uniform pollcy -year commencing Jan. 1.)

¢ For permanent injury cases includes, in addition to compensation for
loss of earning power, payments to those cases during periods of temporary
disability. For temporary disability cases, includes only those closed cases
known not to have involved any permanent injury and the open cases in

relate to policy-year private carrier business in
41 States and the District of Columbia but in-
Al d v fa fiinde 7

o anmnatitive Qtata
Ciiigie 4 1w AKJLALY LU US.

\,Ullll}ollll“o
Partial disability cases classified
rermanent” accounted for 12 percent

as “minor’
of all com-
pensable cases and 26 percent of incurred losses
in 1939: by 1962, the proportions had risen to 25
percent and 39 percent. These increases were
accompanied by a major drop in the proportion
of cases and losses attributable to temporary total
disability. In 1939, temporary total disabilities
accounted for 85 percent of all cases and 31 per-
cent of incurred losses; by 1962, the ratios had
dropped to 71 percent of all cases and 26 percent
of incurred losses.
Despite the relati
porar llsdbxhty cases, the average loss

n‘ more r
AU iU 1

than for minor pelmanent disability cases.
average loss incurred for a death case was three
and one-half times as great in 1962 as in 1939,
and for a temporary disability case it was more
than four times as great. In contrast, the loss
incurred for an average case of minor permanent
disability m 1962 was less than three times that
in 1939.

States have

analyzed similar

TA few data for their
States. See California, Report of the Workmen's Com-
pensation Study Commission, April 1965; Stefan A.

Riesenfald Q’huhl nf the Workmen's ﬂnmmmnani Lo
nlesentelq, amen's Uompensaiion Law

in Hawait (Leg1slat1ve Reference Bureau Report No. 1,
1963) University of Hawaii; and Report of the Gov-
ernor’s Workmei's Compensation Review Committee, Re-
view of Workmen's Compensation in New York State,

December 1962.
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which, in the carrier’s judgment, the disatility will be temporary only.

3 Dlsablhty rate at 75-100 percent of total.

1 Disability with severity equal to approximately 25-75 percent of total,

5 Disability with severity equal to less than approximately 25 percent of
total.

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

The substantial growth in benefit outlays since
1939 can be explained by a combination of fac-
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benefits provided. These f*lctors in turn reflect
both external economic developments and in-
ternal program changes. It may be noted that
the 1939 figures exclude the programs of Alaska
and Hawali, which were not included in the series
until 1959 when statehood was achieved. Two
other States—Arkansas and Mississippi—did not
have workmen’s compensation acts in 1939.

As already noted, the number of workers cov-
ered by workmen’s compensation doubled during
the past 25 years, and the number of man-hours
with exposure to the risk of work injury was
thus increased. Mainly because of improvements
in industrial safety, however, the increase in the

where near

humper ol 'K mjunes 188 peell Iowiiere Ieat
proportionate to the rise in exposure. According
to the Burean of Labor Statistics fLe number of

LIS,

2,050,000—only 28 percent more than the 1,603,-
50G reported in 1939 and less than 10 percent
more than the 1940 sum of 1,889,700.

Obviously, then, playing a more important role
in the sevenfold growth in aggregate benefits has
been the increase in benefit levels brought about
by rising wages and medical prices. Average
wages, to which cash benefits are related, were
four times as great in 1964 as in 1939. The price

SOCIAL SECURITY



of medical services was more than twice as great.
In an effort to keep pace with rising wage levels,
workmen’s compensation benefits have been ad-
justed upward. In 1940, seven States and the Dis-
trict of Columbia were paying a weekly maximum
for temporary total disability (excluding de-
pendents’ allowances) of more than $20, 29 were
paying $16-$20, and 12 were paying $15 or less.
By 1965, 14 States and the District of Columbia
were paying a weekly maximum of $55 or more,
22 were paying $40-$54, and 15 were paying less
than $40.

Increased benefit outlays also reflect workmen’s
compensation changes made to effect real im-
provements in the scope and nature of the pro-
‘tection. In this category are such changes as
addition of dependents’ allowances, adoption of
unlimited benefits in case of permanent dis-
ability and death, liberalization of waiting period
provisions, removal of limits on medical care
benefits, and extension of coverage to occupa-
tional diseases.

Eleven out of 49 laws in 1940 provided addi-
tional benefits to injured workers if they had
qualified dependents. In 1965, the ratio was 17
out of 52. In 1940, 16 programs paid permanent
total benefits for life or the duration of the dis-
ability; by 1965, the number had doubled. In
death cases, seven jurisdictions in 1940 provided
benefits to the widow for life or until remarriage;
in 1965, the number was 12.

In 1965, 18 programs required less than a
7-day waiting period before cash benefits begin,
compared with 12 programs in 1940. All but two
States in 1965 had provisions for paying benefits
retroactively to include the waiting period, if the
disability continued beyond a specified number
of days; in 1940, 16 States lacked such provisions.

Medical benefits were paid without limit as to
time and amount under 13 laws in 1940. By 1965,
the number had increased to 42.

Workmen’s compensation laws have also been
broadened to cover occupational diseases as well
as injuries. In 1940, only 26 laws out of 49
compensated for occupational diseases or for des-
ignated diseases of this class. In 1965, all but one
State had made express provisions for diseases.

A significant question is the extent to which
the substantial rise in benefit payments from 1939
to 1964 may be traced to real improvements in
the effectiveness of workmen’s compensation pro-
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TaBLE 6.—Aggregate benefits as percent of payroll in
covered employment and rates of injury frequency and
injury severity in manufacturing, 1940, 1946, and 1948-64

Benefits Injury Injury
Year as percent | frequency | severity
of payroll rates ! rates 2
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 11.5 1.0
.55 12.1 637
.55 12.0 712
.56 11.4 754
.58 411.4 761
.58 12.4 752
.59 12.0 753
.61 11.8 698
62 11.9 698
.62 11.9 689
.62 12.7 (3)

1 Average 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 basic computation was changed to average num-
ber of days lost per million hours, and different and more exact time charges
were used in evaluating permanent impairments. Rates for years after 1954
are therefore not comparable with those of earlier years.

3 Not available. .

¢ Beginning 1958, new series based on revised Standard Industrial Class-
ification Manual. The comparable 1958 figure under the old series was 10.8.

Source: Work-injury rates from published and unpublished data of the
Bureau of Labor Statisties.

grams—other than what was the result of labor-
force growth and increases in wage levels and
medical care prices. Some light on this question
can be thrown by relating aggregate benefits to
payrolls covered by workmen’s compensation
(which reflect the growth in coverage and wage
levels). This relationship gives some indication
of the extent to which benefits have kept pace
with the rise in the number of workers covered,
with the rise in wage rates, and indirectly with
the increasing costs of hospitalization and medi-
cal benefits.

Table 6 shows that, after dipping to a postwar
low of 0.51 percent in 1948, the ratio of benefits
to payroll has risen gradually to a postwar high
of 0.62 percent in 1964. This ratio is still con-
siderably below the 0.72 percent recorded in 1940.

These data would appear to indicate that dur-
ing the 1940’s the workmen’s compensation pro-
grams had fallen behind in providing effective
and adequate wage-loss and medical care protec-
tion against work-connected accidents but that
statutory changes in the last decade have been
making up some of the ground lost in the previ-
ous decade. The assessment, however, is not com-
plete without taking into consideration changes
in the frequency and severity of work injuries.



Obviously, reduced benefit outlays as a percentage
of payroll may reflect improved accident experi-
ence as well as outdated benefit provisions.

The number of work injuries per million em-
ployee-hours was fairly high in the 1940’s but
dropped during the early 1950’s and, with some
fluctuations, has leveled off in recent years (table
6). The severity-of-injury rates show a similar
long-term trend, though with some year-to-year
differences from the injury-frequency rates.

The relatively high accident Joad in the 1940’s,
accompanied by low benefit outlays as a percent
of insured payroll, would bolster the conclusion
that the workmen’s compensation program was
not kept up to date in the immediate postwar
period. The subsequent improvement in acctdent
experience during the 1950%s, together with a
rising benefit-payroll ratio, lends weight to the
conclusion that statutory liberalizations in this
decade were beginning to bring benefit changes
in line with current economic developments.

Proportion of Wage Loss Compensated

One measure of the effectiveness of a work-
men's compensation law is the extent to which
it 1s replacing the wages lost as the result of dis-
abilities incurred while the worker was employed.
No law provides full indemnification for the loss
sustained. An examination of workmen's com-
pensation laws as of December 1965 shows that
the intent of most of the laws, protecting almost
95 percent of the covered workers, is to replace
from three-fifths to two-thirds of a worker's
weekly wage during total disability, after a wait-
ing period of varying lengths.”

Only five States, with fewer than 3 percent of
the covered workers, specify a percentage max-
imum that is less than 60 percent of wages. Two
States have maximums that are more than two-
thirds of weekly wages. In six States and the
program for Federal employees the statutory per-
centage is higher for injured workers with de-
pendents. When these higher rates are included,
only one State (with less than 1 percent of

% Department of Labor, Bureau of Labor Standards,
Ntate Workmen’s Compensation Laiws, Bulletin 161, Sep-
tember 1964, and unpublished data. In the State of
Washington, flat benefits are paid, regardless of wages,
varying only with number of dependents.
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covered employment) has a maximum of less
than 60 percent of wages; five States and the
Federal program (with 15 percent of covered
jobs) have maximums higher than two-thirds.

The intent of a law and what is actually paid
are for most States, however, two different mat-
ters. In every jurisdiction the statutory percent-
age of the weekly wage used to compute the
weekly benefit for temporary total disability is
subject to a weekly dollar maximum. These
maximums generally operate to keep a large pro-
portion of workers from receiving the full statu-
tory percentage, especially in periods of rising
wages. In 1939, for example, three-fifths of the
laws provided a maximum of less than $20 a
week and $25 was the highest amount payable.
These maximums were nevertheless high enough,
in all but 3 States, to permit a worker with earn-
ings the same as the average wage for those cov-
ered by unemployment insurance to receive under
workmen's compensation the proportion of his
wage loss specified in the statute.

Twenty-five years later, despite periodic legis-
lative inecreases in the maximum dollar amount
ot weekly benefits, this was the situation in only
a few States. During this period weekly wages
rose by 307 percent for the average worker
covered by unemployment insurance, but the rise
in dollar maximums in most States ranged from
100 percent to 200 percent for a worker without
dependents. Only 11 laws had increased their
dollar maximums by more than 200 percent. Five
States had increased their maximums less than
100 percent during the 25-year period.

Consequently, in 1965 only five programs (in-
cluding the system for Federal employees) with
7 percent of the covered workers had weekly
maximums that were high enough to permit the
statutory percentage to be effective for workers
with average wages (though not for many work-
ers with higher-than-average wages). One of
them—Maine—provides for a flexible maximum
amount that is recomputed annually at 66 2/3
percent of the State’s average weekly wage.®

The actual portion of wage loss replaced varies
among the States (depending on the benefit

?Two other States (Connecticut and Kentucky) with
flexible maximums are not included among the five pro-
grams since the statutory percentages in their laws are
still higher than the percentage guaranteed by the flexi-
ble maximum for the average worker.
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CHART 2.—Distribution of covered workers and of jurisdictions, by ratio of actual weekly benefits payable for tem-
porary total disability to weekly wages, for a worker with average weekly wage in the preceding year, selected years,

1953-651

Percent of workers covered
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35
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20

Less than 40,0

40 ~ 44,9

18

45 - 49.9

%

1957 1961

1933 1965

7

55 or more

50 -54.9

Ratic (percent) of weekly benefit to average weekly wage

t Benefits are those payable to worker without qualified de-
pendents, Figures above bars represent number of jurisdictions.

formula in the law) and within a State from one
period to another (depending on the timing of
statutory changes). Some insight into trends 1is
gained from calenlating for a worker with the
average weekly wage in each State, an effective
benefit rate based on the ratio of benefits payable
to wages. Such calculations (with dependents’
allowances excluded) have been made at periodie
intervals starting with the 1940 laws, using the
average weekly wage of each State (as shown
by unemployment insurance data) in the preced-
ing year.

Under the 1940 laws, a worker in receipt of the
average 1939 wage would have been paid a benefit
of 55 percent or more of his wage in 35 jurisdie-
tions. In only 2 States would he have received
less than 45 percent. By 1949 this situation had
so deteriorated that only 16 jurisdictions had a
benefit-wage ratio of 55 percent or more, and
18 States had an effective benefit rate of less than
45 percent. The low point was reached m 1953
when effective benefit rates of 55 percent or more
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were calculated for only 7 programs and rates
of less than 45 percent for 26 States.

Since 1953, the situation has improved moder-
ately. Chart 2 gives the State distribution of
effective benefit rates, in terms of both covered
workers and number of jurisdictions, for 1953,
1957, 1961, and 1965. (State distributions by
covered workers first became available with 1953
data.)

Under the laws effective at the end of 1965,
a worker receiving the average wage for 1964
would have been paid a benefit amounting to 50
percent. or more of his wage in 16 jurisdictions
encompassing 46 percent of all covered employ-
ment. In 1961 the jurisdictions in this category,
while slightly more in number, accounted for
only 41 percent of total coverage. The improve-
ment 1s most marked since 1953 when the juris-
dictions having effective benefit rates of 50 per-
cent or more of the preceding year’s average
wage, accounted for only 23 percent of total
coverage.

13



A similar story unfolds at the other end of
the range. In 1953, there were 26 States, covering
more than half the workers, with an effective
benefit rate of less than 45 percent. The propor-
tion of workers in this category dropped to one-
third in 1957, and dropped still further in 1961
and 1965 to 28 percent and 27 percent, respective-
]y These declines occurred despite the fact that
the number of States in the category increased
during the period. It is obvious that the smaller
States are having more difficulty in keeping their
progranis ‘breast of economic developments.

Chart 3 in its left panel shows for each State
the actual proportion of weekly wages that a
worker receiving the average 1964 wage would
have been paid in benefits during a period of
temporary total disability under the statutory
percentages and dollar maximums effective 1n
December 1965.

In 1965 for the Nation as a wi th

ate of compensation, weighted by coverage, for

8

a single worker w ith average wages was e

rker with averag s estimated
at $.)Z.$)8 or 49.6 percent Of the ll(lﬂO]l\\'lde aver-
age weekly wage. This ratio i1s practically un-
changed from the 1961 ratio of 49.9 percent,
though it 1s greater than that calculated for 1957
(48.0 percent).t

In 16 jurisdictions'! additional amounts are

provided for injured workers with qualified de-

pendents. In these areas, the rate of compensa-
16 RN “v,“.]n\.. vl e e v imaieys i har of
{101 IO & WOIKer witin tne i TUnm inumoer or

axi

dependents in 1965 was $76.55 or 68.4 percent

of the average
[

worker

weekly wage. Kven a single

in these jurisdictions fared somewhat
better than a single worker in the States without
dependents’ allowances. His benefit-wage ratio
was 52.6 percent, compared with 48.5 percent in
the 36 areas that do not have dependents’ allow-
ances.

Four years earlier—in 1961-—only 15 States
had dependents’ allowances and the proportion of

age replaced for a worker with the

10 Using similar methods, Arthur H. Reede estimated
that the weighted average rate of compensation for 1940
was 63.7 percent of past earnings, (Adequaecy of Work-
menw's Compensation, Harvard University Press, 1947,
page 148).

1Alabama’s program, which provides for a statutory
percentage that is higher for a worker with dependents,
is excluded here because its maximum is the same for

the worker with average wages whether or not he has
dependents.

maximum number of qualified dependents was
64.7 percent—almost 4 percentage points less
than the 1965 ratio.

Since workmen’s compensation benefits are
not subject to Federal income or social security
taxes, the percentage of actual “take-home” pay
received by a worker in benefits 1s greater than
those shown above. A worker with no dependents,
earning the average age of $106.82 in
1964, had weekly take-home pay of $87.43 after
dednctions of $16.04 for Federal income taxes
(assuming the standard deduction) and $3.35 for
contributions for social security. During periods
of total disability, therefore, the $52.98 he re-
ceived in weekly compensation benefits replaced
61 percent of his take-home pay. A married man
with two dependent children had a higher take-
home pay, and only 5% percent of his pay was
offset in the States without dependents’ allow-

102 aimicdintinang wwitl
10 |u1 IDULICLIVID WLiL

N 74> J i B iy 1.4
alnceées anda (o l)el'UBlll 1 ti1e

them,

if the above computations had been based on

1965 average wages, the ratio of benefits to take-
home pay would have been somewhat smaller
because of the lower income-tax rates that 'lpphed
to wages in that year

Waiting-period provisions—In measuring the
extent to which overall wage loss is being re-

blaced un orkmen’s

nd o commnenaation la a1
111(!\4\4\,1 (NSSRVE WY AAR S

11101 O bUllllJUllDuLlUll l(b‘\“"s’ aii-
other factor to consider is the waiting period
that must elapse after the injury date before

ash benefits are payable. ThlS is an especially
important. consideration in temporary disability
-ases, which last, on the average, about 18 calen-
dar days in manufacturing industries (according

to 1963 data from the Bureau of Labor Statis-
tics).

As of December 1965, all jurisdictions require
a waiting period; 34 States with 82 percent of
covered employment have a 7-day waiting period
and the remaining jurisdictions require 2-5 days.
All but 2 States provide that if the disability
continues for a specified period of time the pay-

ment of benefits is retroactive +h
[ Vi) 100 L

oactive to the date of
injury. Almnost 2 out of 5 covered workers are
employed in the 22 States requiring less than
22 days for the retroactive provisions to become
effective. About 45 percent of the workers are

mn the 24 jurisdictions requiring at least 28 days

..... 201D 10
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CHART 3.—Measures of interstate variation: Weekly henefit payable for temporary total disability as percent of
average weekly wage, 1964, and percent of lost wages replaced for worker with 1964 average weekly wage for tem-
porary tota] disability lasting 3 weeks, December 19651

Ratio of weekly benefit to average weekly wages Percent of lost wages replaced for three weeks disability

80 60 40 20 0 0 20 40 60 80

T
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N. Dak. ]
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Ml Bosic Benefit - " Del.

EE) Supplementary . Ga.
Allowance N.Mex.

For Dependents I Okla.

Wash .
Mont,
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La.

Idaho

1 Maximum weekly benefit for worker with and without eligi- 2 Assumes 3 dependents.
ble dependents under laws paying dependents’ allowances; aver- 3 Maximum same for worker earning average wage whether
age wage for workers covered by unemployment insurance pro- or not he has dependents, but compensation for worker with
gram (for Connecticut, *“average production” wage is used). dependents is based on higher proportion of wages.
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__some of them calling for a period as long as 6
weeks. )

The past quarter century has seen a substantial
improvement in the situation. In 1940, 16 States
had no retroactive provisions in their laws. Of
the remaining 33 jurisdictions, only 11 did not
require that the disability last for more than 21
days if benefits for the waiting period were to
be payable. By 1953, the number of States not
having retroactive benefit provisions had declined
to 11; the number not requiring that the disability
last 22 days or longer rose to 14 States.

The effect of waiting-period provisions, on
wage-loss replacement, as of December 1965, is
shown in chart 3 on the right. For each State,
total benefits payable for the first 3 weeks of
temporary total disability are related to the wage
loss of a worker (with and without dependents)
receiving the average 1964 weekly wage in his
jurisdiction.

For the Nation as a whole the proportion of
wage loss replaced during the first 3 weeks of
disability, when weighted by coverage, equals
40.6 percent for the single worker with average
wages. This represents an improvement over the
situation four years earlier when the proportion
was 37.3 percent. At that time States with retro-
active provisions were one fewer than in 1965,
and two fewer required less than 22 days for the
retroactive provisions to become effective.

It is difficult to translate these estimates on
proportions of wage loss compensated for the
average worker into overall ratios of wage loss.
Influencing the latter are such factors as the
dispersion of wages and benefits around the aver-
age and the distribution of temporary disabilities
by duration. For workers with higher-than-aver-
age wages it is obvious that the proportions of
wage loss replaced will be smaller as the dollar
maximums come into full play. For workers
with below-average wages the wage-replacements
ratios may be higher, especially when statutory
minimums become etfective.'

'? Various sources indicate that the average wage of
workers suffering industrial injuries is somewhat lower
than the average wage for the labor force in general.
The XNational Council on Compensation Insurance, for
example, reported that in 1964 the average weekly earn-
ings of an injured worker was $93.17 (in the jurisdic-
tions for which data were collected). The national
average weekly wage for that year was $106.82 (based
on unemployment insurance data for 50 States and the
District of Columbia).

Similarly, workers with shorter periods of
disability than the average will have a smaller
proportion of their wage loss compensated be-
ause of the limiting effects of waiting period
provisions. Workers with longer-than-average
periods of disability would have a somewhat
greater proportion of their overall wage loss
replaced because of the provisions, for retroactive
payments of benefits, as well as because of the
declining importance of the waiting period n
caleulating the wage-replacement ratio. In 36
States and the Distriet of (olumbia, however,
there are monetary or time limits that may pre-
vent payment of benefits throughout the entire
period of the temporary disability, though few
temporary disabilities last long enough to be
affected by such restrictions.

Al in ally it appears likely that workmen's
compensation is leaving unmet considerably more
than one-half the total wage loss in temporary
disability cases.

Death and permanent disability benefits—For
work injuries that result in death or permanent
disability, the proportion of the wage loss com-
pensated is even smaller, partly because the com-
pensation is more hikely to be sabject to statutory
maximuams on duration or amount of payments.

Under the laws in effect in December 1965, only
20 jurisdietions, with 42 percent of the coverage,
provide death benefits to the widow for life or
until remarriage and to children until grown,
and eight of these, with 19 percent of covered
employment, limit the total amount payable. In
seven other States, covering 15 percent of the
workers, survivors' benefits without restrictions
as to duration or amount are paid only to de-
pendent children. These provisions have under-
gone little change in recent years,

In 32 jurisdictions covering three-tifths of all
workers, permanent total disability benefits are
1961, when 29 jurisdictions provided disability
These figures represent some liberalization since
1961, when 29 jurisdictions provided disability
benefits of unrestricted duration. Five of the 32
programs reduce the weekly benefit amount after
a specified number of weeks, varying from 260
to 400. In the 20 States where permanent total
disability benefits are limited as to duration,
amount, or both, the time periods range from

330 to 550 weeks, and the money limitations from
$10,000 to 30,000.
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Evidence continues to mount that workmen’s
compensation programs are less effective in com-
pensating for injuries that are permanent or
result in death than those of shorter duration.

['sing methods developed by Earl F. Cheit,"
the Kentucky Legislative Research Commission,
upon the request of the State General Assembly,
conducted a sample survey of widows and per-
manently disabled workers who filed claims in
the fiscal year 1957-58 to determine the impact
of workmen's compensation.’* The Commission
found that for death claims, the workmen's com-
pensation program in Kentucky replaced 13.3
percent of the median economic loss to survivors.
In permanent disability cases, two-fifths of those
suffering permanent wage loss had less than 10
percent of their wage loss restored by workmen’s
compensation. One-sixth had between 10 and 29
percent of their wage loss replaced.

The Social Security Administration has made
some rough State-by-State calculations on the
proportion that workmen’s compensation bene-
fits represents of the earnings a totally and per-
manently disabled worker could expect to have
received if he lived to age 65 and did not become
disabled.® The calculations were made on the
basis of the permanent total disability provisions
in effect as of October 1963 for workers with
typical average earnings in the respective States
(based on unemployment insurance data for
1962).

The States arve grouped below by the ratio of
workmen’s compensation benefits to wages for
a worker disabled at age 40 with a dependent
wife and a child aged 8 (assuming no increase
in earnings or benefit levels from the date of
injury to age 65). The disabled worker would
receive workmen's compensation benefits of less
than 35 percent of his assumed wages in 29 States
and of 50 percent or more in only 8 States and
the District of Columbia. In 18 States, he would
receive less than 15 percent. Most of these States

" Earl ¥. Cheit, Injury and Recovery in the Course
of Employment, John Wiley & Sons, Inc., 1961. Some
highlights from this study were included in the RBullctin
article of June 1962,

4 Barbara W. Caswell, Worknien’s Compensation Bene-
fits in Kentuely, Kentucky Legislative Research (om-
mission, Research Report No. 19, 1963.

5 The basic data are published in U. . Congress.
Senate Committee on Finance, Hearings on H. R. G675,
Nocial Neewrity, Part II, 1965, pages 915-021.
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Less than 15 percent

had had monetary or time limitations on the
payment of benefits.

35 to 49.9 percent

Alabama Alaska
Arkansas California
Georgia Colorado
Indiana Delaware
Kansas Florida
Kentucky Nevada
Louisiana Ohio
Mississippi Oregon

New Hampshire Pennsylvania
New Jersey Rhode Island
North Carolina Utah
OKklahoma ‘Washington

South Carolina
South Dakota

West Virginia

30 pereent or more

Tennessee

Texas Arizona

VYermont Connecticut

Yirginia District of

Columbia

15 to 34.9 percent Hawaii

Idaho Illinois

Towa Massachusetts

Maine New York

Maryland North Dakota

Michigan Wisconsin

Minnesota

Missouri

Montana

Nebraska

New Mexico

Wyoming

These calculations do not take into account
future wage increases that the worker, if he had
not become disabled, might reasonably be ex-
pected to have had through possible advances
into better-paying jobs and through cost-of-living
pay increases and increases resulting from the
growth of productivity. Since few workmen's
compensation laws provide for periodic increases
to beneficiaries on the rolls as wages rise, the re-
placement ratios are overstated. Only six juris-
dictions—the Federal system, Michigan, and four
exclusive-fund States (Nevada, Ohio, Oregon,
and Washington)—provide for augmenting the
lifetime awards of persons living in the present
on benefit levels of the past.

The unmet wage loss is not, of course, a meas-
ure of the overall cost of industrial injury that
the worker must meet. If he lives in a State that
has time or money restrictions on the medical
benefits furnished, his costs may include a part
of the medical or hospital bills. As of December
1965, there were 11 such States, with 10 percent
of the covered workers. Another 11 States limit
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the medical benefits that are paid in cases of
occupational diseases.™

In addition, the worker may have to pay his
own legal fees to have his claim brought to a
successful conclusion. These fees may range up
to a third of the cash compensation awarded,
although in some States the financial burden of
paying fees can be shifted to the employers or
carriers under specified conditions. Also, in the
ase of severely disabled workers, there may be
certain fringe benefits provided thraugh the place
of employment that may be lost.

Finally, consideration should be given to the
wage loss and medical bills of employees who find
themselves excluded from the protection of the
workmen’s compensation program because of the
type of employment or type of injury or disease
experienced. There ave still 20 States, with slight-
ly less than one-fifth of the covered employment,
that have less than full coverage of occupational
diseases; one of these States has none.

It is thus clear 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 work-
nen’s compensation.'” At the same time, recogni-
tion should be given to the economic relief that
some injured workers receive through employee-
benefit plans that are increasingly being used to
supplement the statutory workmen’s compensa-
tion benefits or pay cash sickness and medical
care benefits in cases not covered by workmen’s
compensation.”™ Iiven more significant in the
case of injuries that result in death or long-term

6 A discussion of the effects of limited medical care
on individual workers may be found in Earl F. Cheit.
Medical Care Under Workmen's Compensation, Depart-
ment of Labor, Burean of Labor Standards (Bulletin
244), 1962, pages 12-16.

17 Aceording to a study of severely disabled persons in
the New York metropolitan area who were receiving
workmen's compensation benefits, 63 percent relied on
savings while out of work after the injury, 40 percent
borrowed money. 39 percent received help from friends
or relatives, and 15 percent had family members who
went to work., (Some persons received support from two
or more sources.) Only 3 percent, however, became pub-
Hie welfare charges. A, J. Jatfee, Lincoln H. Day, and
Walter Adams, Disabled Workers in the Labor Warket.
The Bedminster Press, 1964, pages 133-136.

™ For a thorough review of the types of supplemental
benefits that may be payable in case of injury or death
on the job, see Harland Fox, “Corporate Supplements to
Workmen's Compensation,” in Oceupational Disability
and Public Policy (edited by Earl F. Cheit and Margarvet
S, Gordon), John Wiley & Sons, Inc., 1963.
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disability may be the benefits payable, in addition
to workmen’s compensation, under the provisions
of the Social Security Act. For a totally disabled
worker, the additional social security benefits, in
combination with workmen’s compensation bene-
fits, may equal as much as 80 percent of his
average monthly earnings (as defined in the Act)
before he became disabled.*®

Relation to Payroll

Chart 4 presents another rough measure of
the interstate variation in workmen’s compensa-
tion benefits by relating aggregate cash indemnity
and medical benefits to payroll in covered em-
ployment. The proportions computed for 1964
vary from a low of 0.35 percent in Indiana to a
high of 146 percent in Oregon. In 13 States and
the system for Federal employees, accounting for
36 percent of the covered work force, aggregate
benefit payments amounted to less than 14 of 1
percent of covered payroll. Only in seven States
with 5 percent of covered employment, did bene-
fit payments absorb as much as 1 percent of pay-
roll.

A geographic pattern of benefits as a percent
of payroll is not clearly discernible, but for the
most part, the lowest ratios are found in the
industrial States of the Midwest and the eastern
seabourd.

Comparing chart + with chart 3 shows little
correlation between the statutory provisions for
compensating temporary total disability and the
aggregate amounts expended for all types of
benefits as percent of payroll. States with rela-
tively liberal benefit provisions are among those
expending the lowest proportion of payroll for
benefits, and vice versa.

Seventeen jurisdictions made up the third with
the highest wage-replacement ratio (including de-
pendents’ allowances) in terms of the percentage
of wages replaced for the first 3 weeks of tem-
porary disability. Only 4 of the 17 were also
m the top third with respect to benefits as a
percent of payroll, and six actually were in the
bottom third in terms of benefit-payroll ratios.

' Before the establishment of the offset provision by
the 1965 amendments to the Act, full benefits under both
systems could be payable to a totally disabled worker.
There is still no limit on the combined benefits payable
for disabilities that began before June 1965.
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CHART 4.—Total benefits as a percent of payrolls in covered employment, by jurisdiction, 1964

Similarly, of the 17 jurisdictions with the lowest
wage-replacement ratio, seven were in the group
with the lowest benefit-payroll ratio and five in
the category with the highest.

Even when other benefits, such as medical
services and cash indemnity payments in per-
manent disability and death cases, are taken into
consideration, the correlation is little changed.
An overall benefit index, for 25 States with com-
parable data, that takes into account all these
other benefits has been constructed by John F.
Burton, Jr.>* This index, which is intended to
show how the States ranked with respect to the
liberality of their laws, has been compared with
the ranking of States by their benefit-payroll
ratios as shown in chart 4. Of those States with
above-average liberality only one-third had regis-
tered above-average benefit-payroll ratios and a

20 John F. Burton, Jr., The Significance and Causes of
the Interstate Variations in the Employers’ Costs of
Workmen’s Compensation, Ph.D. Dissertation, the Uni-
versity of Michigan, 1965, pages 134-165.
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[Jless than 0.50 %
BB 0.50 - 0.59 %

E=060-0.69%

V//A0.80 - 0.99 %
B 1. 00 or more

similar lack of correlation existed with respect
to States with below-average liberality.

It is apparent from these data that many fac-
tors other than statutory benefit provisions in-
fluence the benefit-payroll ratio and the varia-
tions among States in these ratios. These include:
(1) the frequency and severity of work injuries
as affected by the hazardous nature of a State’s
industries, by the age, sex, and occupational com-
position of the labor force, and by the effective-
ness of safety and rehabilitation programs; (2)
the level and distribution of wages and the size
of the group at risk; (3) the methods used to
underwrite the risk; (4) the regional differences
in cost and accessibility of medical care and (5)
the administrative and legal procedures and poli-
cies used in evaluating, adjudieating, and policing
claims.?

21 A full discussion of these factors and others, in an
attempt to quantify them as causes of interstate varia-
tions in benefit costs, is found in John Burton, op. cit.,
pages 187 fI.
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COST

The total cost of workmen’s compensation to
employers?® is made up of several elements. In
addition to benefit costs (commonly termed “pure
premium”), there are the overhead costs (known
as “expense loading”) of insuring the risk, which
are reflected in the premium (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,
ratemaking, payroll auditing, claims investiga-
tion and adjustment, safety inspection, legal and
medical services, and general administration. In
self-insurance, some of these overhead expenses
are eliminated or reduced, but in insurance pro-
vided by commercial carriers there are additional
charges, such as acquisition costs (commissions
and brokerage fees), taxes and licenses, and al-
lowances for underwriting profit and gain.

Annual costs for employers in the aggregate
have risen in the 1960°s (table 7). In 1964, they
reached 1 percent of payroll in covered employ-
ment for the first time since the early 1940’s.
For most of the 1950’s, workmen’s compensation
costs were relatively low, hovering at 89-92 cents
per $100 of covered payroll.

These overall cost ratios, of course, conceal the
wide differences that exist among individual em-
ployers. The major factors in these differences
are the employer’s industrial classification and
the hazards of that industry as modified by ex-
perience rating. The premium rate an employer
pays, compared with the rate for the same indus-
trial classification in another State, also reflects
the level of benefits provided in his jurisdiction.
His costs are also influenced by the method he
uses to insure his compensation liability—through
a commercial carrier, through an exclusive or
competitive State fund, or through carrying his
own risk—and the proportion of his premium
assigned to acquisition costs and costs for services
and general administration.

Studies made by the Bureau of Labor Statis-
ties and the Chamber of Commerce of the United
States indicate the extent of these industry dif-
ferences. The BLS, for example, in its sample

22 Except in a few Western States that require em-
ployee contributions—primarily toward the cost of medi-

cal care—workmen’s compensation is entirely employer-
financed.

survey of employer expenditures for selected
fringe benefits reported that such expenditures
in 1962 for workmen’s compensation averaged
1.0 percent of gross payroll for production and
related workers in manufacturing industries,
amounting to 2.4 cents per hour paid.?* The
range was from 0.3 percent of gross payroll in
the tobacco industry to 3.0 percent in the lumber
and wood products industry. In general, the
study found that establishments with fewer than
100 employees had the highest expenditures for
workmen’s compensation.

TaBLE 7.—Estimated costs of workmen’s compensation to
employers as percent of payroll in covered employment,
1940, 1946, and 1948-64

Year Amount ! Percent of
(in millions) payroll

$421 1.19
726 .91
1,013 96
1,009 98
1,013 89
1,185 90
1,333 94
1,483 97
1,499 98
1,532 91
1,666 92
1,734 91
1,746 91
1,869 89
2,055 93
2,156 95
2,323 96
2,510 .99
2,737 1.00

! Premiums written by private carriers and State funds and henefits paid
by self-insurers increased by 5-10 percent, to allow for administrative costs.
Also includes benefit payments and adm.nistrative costs of Federal system.
Where necessary, fiscal-year data converted to calendar-year data. Before
1959, excludes Alaska and Hawaii.

Other BLS studies for nonmanufacturing in-
dustries show similar variations. In the mining
industry, workmen’s compensation expenditures
averaged 3 percent of the gross payroll for pro-
duction workers in 1960.2* In fact, for this in-
dustry, workmen’s compensation was the most
expensive of the legally required benefits. A
study of the finance, insurance, and real estate
industries shows, in contrast, that expenditures
for workmen’s compensation equaled only 0.2 per-

23 Bureau of Labor Statistics, Employer Expenditures
Jor Sclected Supplementary Compensation Practices for
LProduction and Related Workers, Composition of Payroll
Hours, Manufacturing Industries, 1962 (Bulletin No.
1428), 1965, table 23.

24 Bureau of Labor Statistics, Employer Ewxpenditures
Jor Selected Supplementary Remuneration Practices for
Production Workers in Mining Industries, 1960 (Bulletin
No. 1332), 1963, table 17.
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cent of the gross payroll for all employees in
19612 Another BLS study provides a contrast in
costs between production and nonproduction
workers.?* Reflecting the low incidence of acci-
dents among white-collar employees, workmen’s
compensation programs (including the Federal
Employers’ Liability Act) entailed expenditures
of only 0.3 percent of basic salaries in 1963 for
nonproduction workers (in both manufacturing
and nonmanufacturing industries).

Similarly, the Chamber of Commerce in its
1963 sample survey of fringe benefits reported
workmen’s compensation costs incurred by em-
ployers equal to 0.9 percent of gross payroll in
manufacturing industries and 0.5 percent in non-

nf 1 indiict fa1 all ratin
n‘.an‘dfa(‘tul‘u‘lg Inausiries, Ior an overan Tatio

of 0.8 percent.?” These rates ranged from a low
of 0.1 percent for banks, finance, and insurance
“companies to a high of 1.3 percent in stone, clay,
and glass products and in primary metal indus-
tries.

Not only do costs vary from one industry to
another but also from one State to another, as
might be anticipated from the State differences
noted in aggregate benefit-payroll ratios. Policy-
year data for 1962 from the National Council on
Compensation Insurance show that earned pre-
miums as a percentage of insured payrolls ranged
from 0.6 percent in Utah to 2.4 percent in Louisi-
ana with a national average of 1.3 percent. About
two-fifths of the States had rates of 0.8-1.1 per-
cent, and only three had rates lower than 0.8
percent. The rates were 1.4 percent or more in
about 3 out of 10 of the jurisdictions, including
three with rates of 2.0 percent or more. These
rates do not differ materially from those com-
puted for other policy years after World War II
(sach as 1946, 1954, and 1958), but they are
lower than the rates computed for 1940. At that
time, two-fifths of the States had rates of 14

25 Bureau of Labor Statistics, Employer Expenditures
Jor Selected Supplementary Remuneration Practices,
Finance, Insurance, and Rcal Estate Industrics, 1961
(Bulletin No. 1419), 1964 page 34.

26 Bureau of Labor Statistics, Supplementary Compen-
sation for Nonproduction Workers, 1963 (Bulletin No.
1470), 1965, table 1.

2T Chamber of Commerce of the United States, Fringe
Benefits 1963, 1964, table 15.
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TasLe 8.—Comparative loss ratios, private carriers, 1950—
641

[Amounts in millions]

Direct writings related to Earned premiums related
direct losses paid ? to incurred {osses *
Year ]

Direct Il)olsr:ecst Loss Ea;’éf“d Incurred | Loss
writings#| 08 ratio | P& | losses ratio
$19,052.9 ($10,312.9 54.1 {$18,045.3 [$11,215.7 62.2

721.5 381.3 52.8 696.6 427.7 8i.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 85.5

1,078.4 562.5 52.2 | 1,027.9 594.3 57.8

1,152.8 618.1 53.6 | 1,103.4 649.3 58.8

1,234.1 660.9 53.6 1,173.5 706.7 60.2

1,235.0 694.4 56.2 1,193.9 746.6 62.5

1,322.5 752.6 56.9 1,271.4 821.7 64.6

1,452.3 809.9 55.8 | 1,367.9 874.2 63.9

1,530.9 850.9 55.6 1,434.0 930.8 64.9

1,651.1 924.0 56.0 1,562.6 982.1 62.8

1,782.3 987.6 55.4 | 1,671.3 1 1,071.7 64.1

1,049.8 | 1,070.6 64.9 | 1,827.8) 1,153.4 63.1

I Before 1959, excludes Alaska and Hawaii.

2 Data for 1950-58 from Spectator: Insurance by States of Fire, Marine,
Casualty, Surety and Miscellaneous Lines, annual issues. 1959-64 data
compiled from published and unpublished reports of the State insurance
commissions.

* From National Council on Compensation Insurance, Insurance Expense
Erhibit (Countrywide), annual issues. .

4 Disregards dividends to policyholders but allows for premium discounts
and retrospective rating.

percent or more, while fewer than one-third of
the jurisdictions had rates that were lower than
1.2 percent.?*

Once again it should be cautioned that the vari-
ation in these ratios, like those of benefits to pay-
rolls, is due to a multiplicity of factors, of which
benetit costs is only one.

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 1964,
the $1,705 million paid out in cash and medical
benefits amounted to 62 cents for every dollar of
the $2,737 million spent by employers to insure
or self-insure their work-injury risks. Between
1958 and 1963, higher proportions of 63-65 per-
cent were registered. Before 1958, the rate of
return was lower, with lows of 53 percent and

28 For a detailed methodology for measuring interstate
variations in workmen’s compensation costs for selected
employer classifications, using primarily National Coun-
cil data, see John F. Burton, Jr., Interstate Variations
in Employers’ ('osts of Workmen'’s Compensation, W. E.
Upjohn Institute for Employment Research, May 1966.
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57 percent computed for 1948 and 1953, respec-
tively.

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 conceals sharply
varying ratios that result from differences in the
insurance mechanisms. Thus, for self-insurers
and the system for Federal employees, the ratio
is 90-95 percent because the cost is figured on the
basis of payments during the year plus adminis-
trative expenses. For participating (dividend-
paying) carriers—primarily mutnal companies—
and for some State funds, the ratio is lower than
it would be if dividends could be taken into ac-
count. That is, the cost for employers insured
hy these carriers is overstated to the extent that
part of their premiums may later be returned in
the form of dividends.

For all private carriers and State funds, more-
over, a loss ratio based on losses paid during the
year is lower than one based on losses incurred.
This difference is especially great in a period
when insured payrolls are rising rapidly. The
large amounts of premium income that must be
set aside to cover liabilities for future payments
may be considerably 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 methods may be seen in
table 8. Relating losses paid to direct premiums
written produces an average loss ratio of 54.1
percent for private carriers for 1950-64. The loss
ratio is 62.2 percent when losses incurred are
related to premiums earned. The effect of busi-
ness activity on these differences may be noted.
The largest yearly differences were registered in
the early 1950's when the upward trend of busi-
ness and payrolls was most pronounced. As the
growth in the economy slackened, the yearly
differences narrowed to 56 percentage points.
Since 1959, these differences have begun to widen
again.

Whichever series is used, benefit payments as
a percentage of premiums have been higher in
the second half of the period 1950-64 than in the
first half. There have been some declines in the
ratio in the past few years, but the long-term
trend is unmistakable.
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The relationship of the amount of losses in-
curred to the premiums earned is the measure
commonly used by insurance organizations in
evaluating and revising their manual rates. Data
needed to determine this ratio are not available
in a continuous series going back to 1939 for all
private carriers or for State funds. The annual
reports of the New York State Insurance Depart-
ment, however, contain pertinent data on the
countrywide business of private carriers opera-
ting in the State and representing about 80 per-
cent of all business underwritten for United
States employers by insurance companies. From
these data, some general observations can be made
on the loss ratios, expense ratios, and underwrit-
ing gains experienced by stock and mutual in-
surance companies in underwriting workmen’s
compensation (table 9).

Caution must be used in comparing loss and
expense ratios, since the mode of operation of
stock and mutual companies is different. Non-
participating stock companies, for example, dis-

TaprLe 9.—Countrywide experience of stock and mutual
companies operating in the State of New York, 1939-64

[Amounts in thousands]

1
Pre- Ex- | Net
- i Losses Loss | Expenses :
Year g:r':‘xgs incurred | ratio | incurred Q‘;&? f:t‘;‘l)
Stock companies
1939-47, total 1___|$1,934,554 ($1,110,676 57.4 $733,512 37.9 4.7
1948-56, total t___| 3,920,104 | 2,318,171 59.1 1 1,403,189 | 35.8 5.1
1957-64, total____| 6,131,817 | 3,924,643 64.0 | 2,119,200 34.5 1.5
614,827 381,808 62.1 215,804 35.1 2.8
625,076 395,673 63.3 218,152 34.9 1.8
650,829 427,595 65.7 226,488 34.8 —-.5
724,092 467,936 64.9 254,156 35.1 0
775,883 507,127 65.7 268,615 34.8 —.5
838,902 529,347 63.1 290,260 34.6 2.3
905,170 577,498 63.8 311,378 34.4 1.8
1,001,038 635,659 63.5 334,347 33.4 3.1
Mutual companies 2

1939-47, total }___($1,200,334 | $684,948 | 57.1 | $273,267 | 22.8 | 20.1
1948-56, total 1_._| 2,614,500 | 1,533,125 58.6 626,992 24.0 17.4
1957-64, total____| 3,421,181 | 2,140,765 62.6 891,391 26.1 11.3
1957 . .. 355,978 206,823 58.1 90,774 25.5 17.3
1958 _ . .. 355,103 217,678 61.3 94,457 26.6 12.1
1959, . ... ... 378.220 239,791 63.4 97,959 25.9 10.7
1960 ____________.. 412,719 259,600 62.9 104,005 25.2 11.9
J3:15) S 430, 96 269,356 | 62.5 112,052 | 26.0 | 11.5
1962 ... 470,066 288,621 61.4 120,337 25.6 13.0
1963 ... 492,839 324,288 65.8 132,081 26.8 7.4
1964 .. . ... 525,287 334,608 | 63.7 139,726 | 26.6 9.7

! Annual figures previously published in the articles on workmen’s com-
pensation that appeared in the Social Security Bulletin, March 1954 and
August 1958.

> All figures disregard dividends to stockholcers, which if taken ir to con-
sideration result in higher loss ratios and expense ratios; net gain ratio rep-
resents ratio before dividends to policyholders.

Source: Compiled from data in the Annual Reports of the New York State
Insurance Department and from data in the Annual Casualty-Surety
Editions of the Eastern Underwriter.
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tribute profits among their stockholders, but the
bulk of the profits of mutual companies is re-
turned to policyholders as dividends—represent-
ing in essence the difference between the antici-
pated and actual cost of insurance. Precise data
on the amount of dividends returned to policy-
holders are hard to obtain. Companies issuing
workmen’s compensation policies on a partici-
pating basis generally estimate dividends equal
to 10-15 percent of premium income.*® If the
data in table 9 were adjusted to allow for divi-
dends, the loss ratios for mutual companies would
be increased by about 7-10 percentage points and
the expense ratios by 3-5 points.

Without this adjustment, the average loss ratios
of mutual and of stock companies for the period
1957-64 are not far apart. Stock companies
earned $6.1 billion in premiums and paid to claim-
ants or reserved for future payments $3.9 billion,
tor a loss ratio of 64.0 percent; mutual companies
earned $3.4 billion in premiums and incurred
losses of $2.1 billion, for a ratio of 62.6 percent.
In keeping with the trend already evidenced in
table 8, these loss ratios are considerably higher
than those recorded in the earlier periods.

The etfect of such high ratios on underwriting
gains and profits is readily demonstrated. Stock
companies reported an underwriting profit of
only 1.5 percent for 1957-64, compared with 5.1
percent and 4.7 percent for the periods 1948-56
and 1939-47. Mutual companies, likewise, re-
ported a drop in their underwriting gain from
20.1 percent in 193947 to 17.4 percent in 1948-56
to 11.3 percent in 1957-64.

The averages conceal wide year-to-year fluctua-
tions. During the past 25 years, the underwriting
gain for stock companies has ranged from a profit
of 10.6 percent in 1948 to a deficit of 4.2 percent
m 1951. For the mutual companies, the fluctua-
tion has ranged from a net gain of 24.5 percent
in 1948 to 7.4 percent in 1963.

Generally speaking, stock companies have
found the workmen’s compensation line less
profitable than have the mutal companies. An
important factor has been the lower expense
ratio of mutual companies. In 1957-64, stock
companies incurred expenses averaging 34.5 per-

29 For some recent estimates of dividends payments,
see John F. Burton, Jr., Intcrstate Variations in Employ-
ers’ Costs of Workmen’s Compensation, W. E. Upjohn
Institute for Employment Research. May 1966, page 35.
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TaBLE 10.—Administrative expenses incurred as percent of
net premiums earned, by category of expense and by type of
private carrier, 1950, 1955, and 1960-64

Expenses incurred as percent of net premiums earned !
T
. Acqui-
i ition
| tmvecti. | SHiom. Safety
Year |Totaly LDvesti-| fleld inspec-
gation | super- | Taxes, tion Payroll
and ad- | vision, |licenses, and au}:iit Other 3
justment| and col- | and fees | o oq
of claims 1e%t;fm neering
penses 2
Nonparticipating stock companies
1950 _____| 40.9 10.3 17.4 3.8 1.6 2.7 5.1
1955 ... 36.5 8.7 15.8 3.5 1.4 2.3 4.8
1960.....__| 36.9 9.4 15.4 3.6 1.2 1.9 5.4
1961 36.4 9.2 15.2 3.6 1.1 1.7 5.6
1962 ____ 36.4 9.2 15.2 3.6 1.1 1.7 5.6
1963 ... __ 36.1 9.0 15.1 3.8 1.1 1.6 5.5
1964 35.0 8.7 14.8 3.8 1.1 1.5 5.1
Participating stock companies
8.2 11.5 2.4 1.1 1.1 4.3
7.9 11.9 2.3 1.0 .9 4.3
8.3 11.0 2.3 7 .6 3.9
8.8 10.8 2.4 9 .8 3.8
8.6 10.6 2.4 7 .7 3.8
8.5 10.3 2.4 T .7 3.4
9.2 10.2 2.4 .6 .6 3.4
Mutual companies
1950__ ... 25.0 8.0 7.4 3.1 2.3 1.2 3.0
1955...____| 25.0 7.7 7.5 2.8 2.3 1.1 3.6
1960.._____| 25.6 8.3 7.4 3.0 2.2 1.0 3.7
1961_______| 25.8 8.5 7.4 2.8 2.1 1.0 4.0
1962 ... 26.0 8.7 7.4 3.0 2.2 1.0 3.7
1963 __._._| 27.0 8.8 7.7 3.3 2.2 1.1 3.9
1964 ... 27.0 9.1 7.5 3.4 2.1 1.0 3.9

1 Net premiums earned excludes premium discounts and retrospective
adjustments but not dividends.

? Includes commission and brokerage expenses.

3 Includes general administration and rating bureau expenses.

Source: National Council on Compensation Insurance, Insurance Erpense
Exhibit (Countrywide), annual issues.

cent of premiums earned, and mutual companies
incurred expenses averaging only 26.1 percent of
premiums earned.

The difference in expense ratios between stock
and mutual companies has been narrowing. Dur-
ing the period 193947, the expense ratio for stock
companies averaged 37.9 percent and has been
dropping since then. Conversely, the expense
ratio for mutual companies averaged 22.8 percent
in 193947 and has been on the rise since then.
The difference would be less if dividends were
taken into account.

The disparity in expense ratios is primarily
due to the greater acquisition costs of stock com-
panies. Stock companies sell the major propor-
tion of their policies through commissioned
agents and mutuals sell most of their policies’
through salaried employees of the company. In
recent years, acquisition and field supervision
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TABLE 11.~—Benefit payments and administrative expenses
in relation to premiums written, 18 State funds, 195064 !

{Amounts in millions]

Benefits ‘ Admini Expenses
Year vaiﬁltigr{nzs Bepx;eigts as p%rioent trative. | 88 p?)l;cent
3
premjums | ¢XPeMSES * | premijums
$4,691.1 $3,392.2 72.3 $432.5 9.2
172.1 127.7 73.6 16.5 9.6
204.9 140.9 68.3 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
279.6 192.6 88.9 244 8.7
324.3 209.5 64.6 26.0 8.0
300.8 216.7 72.0 26.3 8.7
302.4 225.9 74.7 29.6 9.8
328.4 247.6 75.4 a2 9.5
366.9 266.0 72.5 33.6 9.2
370.7 287.0 77.4 36.0 9.7
394.8 307.8 78.0 38.3 9.7
432.8 320.6 3.1 41.5 1 9.6
468'8 338.0 2.t 4y 9.4

! For 9 States, fiscal-year data converted to calendar-year data.
* Disregards dividends to policyholders but allows for premium discounts.
s Excludes loss-adjustment expenses for certain competitive State funds,

estimated at 6-9 percent of premiums. Includes administrative expenses
financed through appropriations from general revenue.

Source: Spectator, Insurance by Stales, annual issues; Argus Casualty and
Surety Chart, annual issues; and State reports.

costs have averaged about 15 percent of premiums
earned for stock companies and 7-8 percent (be-
» h LRI PO PREY I Mo £4-5114 1NN J S, R
Tore diviaenas) 10r mutuals (tabie 1U). Alounel
factor contributing to the disparity is the smaller

avarags aiza of rialr inanrad hy aftoelr scommnanieg
Aaverage S5iZe O% TISK INSuret Uy S1CCK COMpanies.

As a general rule, the smaller the policy, the

quired for handling it.®°

For the competitive and exclusive State funds
the ratio of benefits to premiums or contributions
are considerably higher than they are for the
private carriers. Table 11 shows that, for 1950-
64, benefits paid amounted to 72.3 percent of the
premiums written for the 18 State funds—18
percentage points greater than the corresponding
ratlo for private carriers (table 8). Fluctuations
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The loss ratios shown in
ly comparable, however, with those reported for
private carriers in table 8. First, the premium
income of State funds is more likely than that of
private carriers to reflect anticipatory dividends

40 For a further analysis of expense ratios and work-
men’s compensation costs under private insurance, see
Ashley St. Clair, “Occupational Disability—Privately
Insured,” in Occupational Disability and Public Policy,
op. cit., pages 91-123.
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or advance discounts on the manual rates charged
standard risks. For private carriers, especially
mutual companies, the difference between the an-
ticipated and the actual cost of insurance is usual-
ly reflected in ex post facto dividends returnable
to policyholders—an item not taken into account
in table 83! Second, the premium charges of
some State funds, especially the exclusive funds,
do not or need not cover allowances for certain
items included in the premium charges of private
carriers—maintenance of adequate reserves, for
example, administrative and legal services
financed through public appropriations or pro-
vided by other government departments, and

nts. Third, bene-

taxag and athar gnacial accageme
LDUT WAL PUULWL A1l (Ae RSALY

fit outlays for the State funds reflect the fact
that the States generally insure an undue propor-
tion of the high-hazard undesirable risks, many
of which cannot get insurance from private car-
riers. These three factors combine to increase
the loss ratio for State funds.

Since competitive State funds spend a very
small proportion of premiums for business-
getting, and exclusive State funds spend prac-
tically nothing, it is to be expected that the ex-
pense ratios of State funds are lower than those
of private carriers. For the years 1950-64, ad-
ministrative luding

{awn
(caCiuGiig

Ty

v loss-adjustment
expenses for certain competitive funds) of all
State funds averaged 9.2 percent of premiums
written (table 11). Exclusive funds devoted, on
the average, 6.7 percent of premiums to expenses
and competitive funds 11.6 percent. These ratios
do not vary significantly from year to year.

A comparison of the expense ratios of State
funds and private carriers must, however, like
the comparison of their loss ratios, be made care-
fully. Private carriers include in their expense
loading certain charges, noted above, that not
all State funds are required to meet out of their
premium income—taxes, for example, and those
administrative expenses absorbed by other gov-

onata
LUDLD

31The Social Security Administration questionnaire
sent to State insurance commissions to obtain 1964 work-
men’s compensation data asked for information on divi-
dend experience. For the 10 States that furnished data,
dividends under private workmen’s compensation policies
(including both nonparticipating and participating poli-
cies) amounted to 6.6 percent of premiums. If the data
in table 8 were adjusted to allow for this rate of divi-

dends, the loss ratios would be increased by 4-5 per-
centage points.
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ernment departments. In addition, private car-
riers generally provide special consultative serv-
jces in the fields of accident prevention, rehabili-
tation, payroll auditing, program planning, and
merit rating that may be inadequately furnished
by State funds.

The magnitude of these services is shown in
table 10. Taxes, licenses, and fees, for example,
generally take 2—4 percent of premium; inspec-
tion and safety engineering, 1-2 percent; and
payroll auditing, 1-2 percent. Some State funds,
however, would have a lower expense ratio than
indicated if the premium volume were adjusted
to include the amounts from general revenues for
operations.

State Administrative Costs

Another cost item of workmen’s compensation
involves the expenditures of State administrative
agencies in supervising the operations of the in-
surance carriers and in exercising adjudicative
and enforcement powers to ensure compliance
with the law. These administrative costs for the
fiscal year 1964 amounted to $30.2 million for the
District of Columbia and the 39 States for which
data are available (table 12).

Not all of this amount, however, represents a
cost in addition to that paid by employers, as
shown in table 7. In 20 States, expenses amount-
ing to $19.1 million were financed through assess-
ments against the insurance mediums and were
already reflected in the premium charges of
carriers to employers. Only where administrative
expenses were financed through appropriations
from the general treasury (19 States and the Dis-
trict of Columbia) did such expenses—totaling
$11.1 million—represent a cost of workmen’s
compensation in addition to that charged in
premiums.

Although State administrators prefer to have
workmen’s compensation costs financed through
assessments rather than legislative appropria-
tions, only one State has made the switch during
the past quarter century. The relative amount of
administrative dollars available under the two
methods of financing can be calculated. In 1964,
in the States that relied on legislative appropria-
tions, there was allocated for administration $1.57
for every $100 of benefits paid; in the States that
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TasLeE 12.—Administrative costs of State agencies by
method of financing, 1950-64 !

[Amounts in millions}]

Financed through Financed through
Total legislaltiwie assessments on
. adminis- appropriations carriers
Fiscal year | “yiotive
costs
Amount Percent Amount Percent
$12.4 $4.6 37 $7.8 63
12.9 4.8 37 8.1 63
14.1 5.1 36 9.0 64
15.5 5.3 34 10.2 66
16.1 5.8 35 10.5 65
16.7 5.8 35 10.9 65
17.3 6.0 35 11.3 65
19.1 6.5 34 12.6 66
21.1 7.4 35 13.7 65
23.3 7.7 33 15.6 67
23.9 8.1 34 15.8 66
24.9 8.7 35 16.2 65
26.3 9.3 35 17.0 65
28.6 10.5 37 18.1 63
30.2 11.1 37 19.1 63

1 Includes the District of Columbia. Excludes the 7 States with exclusive
funds and the Federal system, where the task of administering the law is
generally merged with that of providing insurance protection. Also excludes
the 4 States where the laws are court-administered and, before 1960, Alaska
and Hawaii.

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

relied on assessments the administrative agencies
received $3.07 per $100 of benefits disbursed.

SUMMARY

Although the number of workers covered by
workmen’s compensation has doubled since 1939,
much of this growth is attributable to the growth
in the labor force. Statutory extensions of cover-
age have played only a limited role. Except for
the period of World War II and the immediate
postwar period, the proportion of the labor force
covered has remained relatively stable—at about
80 percent.

Similarly, although benefit outlays have in-
creased sevenfold from 1939 to 1964, much of
this growth is accounted for by economic factors
—Ilabor-force expansion and rising prices and
wages—as well as the higher benefit maximums
enacted in an attempt to keep pace with these
economic changes. Some statutory liberalization
of benefits that represent real gains has also taken
place—mainly in the area of medical benefits,
coverage of occupational diseases, and retroactive
waiting-period provisions.

Despite statutory changes, the proportion of
wage loss compensated, as measured here, has
fallen sharply since 1939. The deterioration in
the relation of benefits to wages was particularly
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acute during the post-World War II period,
reaching a low point in the early 1950’s. Since
then improvements in the laws have started to
cateh up with economic developments. Neverthe-
less, the evidence today is that the average worker
is still meeting out of his own resources the larger
share of the cost of work injuries. Benefit pay-
ments in the 1960’s as a percent of payroll are
still lower than in the prewar period, though
higher than the ratios registered in the decade
after the war. Similarly, the annual cost to em-
ployers of workmen’s compensation as percent
of payroll in the 1960’s, though somewhat higher
than the averages of the 1950, is still Jower than
the prewar ratios.

The costs of workmen’s compensation, however,
have not increased as fast as benefit payments.
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The result is that the proportion of the premium
dollar finding its way back in benefits to the
injured worker or his dependents—the loss ratio
~has been rising. The loss ratios continue to be
lower for private carriers than for State funds—
about 18 percentage points in the period 1950-64
—although adjustment for differences in the
method of calculation would reduce the gap. The
proportion of premiums that go for administra-
tive expenses—the expense ratio—is still an im-
portant element accounting for these differences.
Expense ratios have averaged 34-38 percent for
stock companies, 23-26 percent for mutual com-
panies, and 12-15 percent for State funds (in-
cluding an estimated allowance for loss of ad-
justment expenses). There has been some nar-
rowing of these differences over the years.
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