Another Look at Workmen’s Compensation

Workmen’s compensation programs were in-
troduced in the days before World War I to
compensate occupationally injured workers and
their families for wage loss and medical expenses,
regardless of fault or blame. The programs rep-
resented an attempt to replace the uncertainties,
delays, and inequities of litigation at common
law or under employer's liability laws with the
promise of a predefined fixed schedule of pay-
ments. What are the scope and limitations of
these work-injury compensation programs today?
To what extent are they meeting the risk? How
effective are they in terms of their costs? The
following article presents some key statistics that
throw some light on these questions.

RECENT LEGISLATIVE developments at the
Federal level have focused national attention on
workmen’s compensation, the oldest form of social
insurance in the United States. Despite the fact
that workmen’s compensation programs are op-
erated on a State-by-State basis with no Federal
administrative responsibility or financial partici-
pation, Congress has expressed concern about the
adequacy and operation of the system. '

In recent sessions, proposals have been made
for a national study commission on workmen’s
compensation to determine if such laws provide
“an adequate, prompt, and equitable system.”
Proposals have also been made to establish Fed-
eral standards and to supplement State work-
men’s compensation coverage for certain hazard-
ous employments. One proposal, for example,
would have provided compensation of uranium
miners or their survivors by the Federal Govern-
ment for total disability or death from lung
cancer resulting from exposure to ionizing radia-
tion, with the benefits supplementing those under
State workmen’s compensation.

More recently, the plight of coal miners suf-
fering from pneumoconiosis (“black lung” dis-
ease) led to legislation giving the Federal
Government temporary income-maintenance re-
sponsibility in the area of workmen’s compensa-
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tion! Most of these miners are no longer or
have never been eligible for regular workmen’s
compensation.

Under this legislation, monthly cash bene-
fits amounting to about $144 (less any workmen’s
compensation) will be payable to a miner dis-
abled by pneumoconiosis or to the widow of a
miner who died with the disease. Additional
amounts are allowed for dependents.

The Social Security Administration is respon-
sible for payment and administration of benefit
claims filed before January 1, 1973. Thereafter,
claims for these

benefits will be processed and paid under State
workmen’s compensation laws in those States with
laws approved by the Secretary of Labor as providing
adequate coverage for pneumoconiosis. Where the
State law fails to meet the standards, the Depart-
ment of Labor will require payment of benefits by
coal mine operators or their insurers, but no pay-
ments will be required after 1976.

In the light of this recent legislative activity
concerning workmen’s compensation, it is there-
fore timely to look once again at the key statistics
that are available for evaluating the progress of
workmen’s compensation programs. The Social
Security Administration first began assembling
such data in 1942, when it devised methods to
estimate the amount of benefit payments made
under each of the State and Federal programs, by
type of insurer.

During the following decade, a methodology
was established for estimating coverage and pay-
rolls of State programs and for obtaining State
and national estimates of costs. In the 1950’s,
emphasis was placed on developing measures of
the scope and adequacy of workmen’s compensa-
tion benefits and on measuring interstate varia-
tions.

Key indicators that have been developed in-
clude the proportions of the potential labor force
covered, the percentage of wage loss compensated
in temporary total disability cases, the relation

1 For a description of this program, enacted December
30, 1969, see the Social Security Bulletin, March 1970,
page 20.



of benefits and premium costs to payrolls, and
the proportion of premiums that goes for bene-
fits and expenses. These yardsticks appear either
in the annual series published in the BurLLeETin
or in the more comprehensive articles that appear
at regular intervals.?

Workmen’s compensation already had a long
history by the time the Social Security Admin-
istration began to collect nationwide figures for
its statistical series on the program. The first
effective workmen’s compensation law was en-
acted 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. Today, every State operates a
workmen’s compensation program. In addition,
Federal workmen’s compensation programs cover
private employers in the District of Columbia
and longshoremen and harbor workers through-
out the country.

Statistics for workmen’s compensation are not
as complete or as highly developed as those for
other social insurance programs, despite its early
start. The paucity of nationwide data in the area
of workmen’s compensation 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 the victims of work-connected injuries.
These laws differ materially in the scope of
coverage, benefit provisions, administrative pro-
cedures, and, most important, the insurance
mechanism used to underwrite the risk of work
injury.

Six States require the employer to carry his
insurance with an “exclusive” State insurance
fund (or, in two of the six, to self-insure).
Except in these States, most purchase a work-
men’s compensation policy from a private insur-

2 Michalina M. Libman, “Workmen’s Compensation
Benefits in the United States, 1939-1940,” Sociel Secwu-
rity Bulletin, January 1942 ; Dorothy McCamman, “Work-
men’s Compensation: Coverage, Premiums, and Pay-
ments,” 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 ; Alfred M. Skolnik,
“New Benchmarks in Workmen’s Compensation,” Social
Security Bulletin, June 1962, and Alfred M. Skolnik,
“Twenty-five Years of Workmen’s Compensation Statis-
tics,” Social Security Bulletin, October 1966.
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ance carrier or self-insure through providing
proof of financial ability to carry the industrial
risk. In 12 States, 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
benefits, or the like—they are not in a position
financially or administratively to gather the type
of data that are the normal byproduets of such
other social insurance systems as old-age, survi-
vors, disability, and health insurance (OASDHTI),
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
insurance 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.® To help minimize
this problem, uniformly compiled data are used
from national sources wherevér possible.

COVERAGE

The estimates of coverage under workmen’s
compensation programs developed by the Social
Security Administration are based on the number

3 One student of the subject recently summarized his
findings as follows: “When it comes to payment, one
State will count all money payments awarded; another
will tabulate payments as made; and another will esti-
mate future payments based upon actuarial data. Al
this is apart from the fact that data are not accumulated
on any uniform time period. Fiscal years differ; annual
periods in some States contrast with biennial periods in
others; and other States with the same fiscal or calendar
vear reporting use different beginning and cut-off dates
for the accumulation of data.” (Monroe Berkowitz, The
Processing of Workmen's Compensation Cases, Depart-
ment of Labor, Bureau of Labor Standards, Bulletin 310,
1967, page 76.) See also Department of Labor, Bureau of
Labor Standards, Workmen’s Compensation, The Admin-
istrative Organization and Cost of Administration, Bulle-
tin 279, 1966, pages 69-79.
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of workers covered in an average month. They
are thus much smaller than the count of different
workers covered at some time during the year.
In addition, the estimates include only employees
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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 excludes employees who have no assurance
that benefits will be paid without court action.
The basic method used to derive these esti-
mates 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 rela-
tionships between total payrolls and average
monthly employment under the various State
unemploment insurance programs.* In about a
dozen States, where the unemployment insurance
and workmen’s compensation laws differ signifi-
cantly with respect to coverage of small firms,
adjustments are made to allow for the likelihood
that the more inclusive the coverage, the less the
relation of payroll to number of employees. That
is, small firms are more likely to have a lower

computed average wage per employee than large
establishments.

The primary source of payroll data is the
National Council on Compensation Insurance
(NCCI), to which such data are reported for
ratemaking purposes by seven competitive State
funds and by private insurance companies in 43
States and the District of Columbia. These pay-
roll data, which are compiled for policy years,
are converted into 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. The latest full calendar-year
for which private carrier payroll estimates could
be computed for all States is 1965. This time lag
Is inevitable since the data obtained are based
on policy-year experience that extends into suc-
ceeding calendar years and cannot be fully
evaluated until 2 or 3 years after the end of the
policy year.

4 For a detailed description of the methodology, see the
Bulletin, July 1950, pages 4-5, and August 1958, pages
4-6,
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These benchmark data provide the basis for
estimating coverage in the intervening and suc-
ceeding years. The 1968 estimates of the average

monthly number of covered workers in each
State are pw‘nnnhnhe from the 1965 data. based on
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the percentage change in average monthly em-
ployment covered under unemployment insurance
programs and adjusted where necessary for
changes in the coverage provisions of the laws.

The NCCI agreed, as in previous years, to
compute an adjustment factor that would permit
the estimating of total payrolls in States where
the insurance is limited to part of the payroll.
In about seven of the jurisdictions, the earnings
of individual workers above specified amounts
($100 a week, for example) are not reported for
premium computation purposes. In the other
States there is no limitation or the limit has been
raised high enough to have little effect on total
payroll.

The Council furnished an adjustment factor
for all States with a significant limitation and
for which it compiles data. Dividing the re-
ported payroll by this factor produced a payroll
estimate on an unlimited basis.

The method employed here for estimating
coverage has the advantage of being applicable
to all States on a uniform basis. Not only are
the primary data compiled from national sources
such as NCCI and the unemployment insurance
program, but the concept of coverage is applied
uniformly in each State. In summary, the work-
men’s compensation coverage estimates basically
refer 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 purchase a workmen’s
compensation policy are also counted, since they
cannot be separated from those required to insure.

Each State total also includes estimates of
workers covered by the Longshoremen’s and Har-
bor Workers’ Compensation Act, practically all

5 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 security is not required
by law. (For a detailed discussion of the security pro-
visions applicable to private and public employers in the
various states see C. Arthur Williams, Jr., Insurance Ar-
rangements under Workmen’s Compensation, Department
of Labor, Bureau of Labor Standards, Bulletin No. 317,
1969, pages 17-32.)



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 United
States merchant marine, who are covered by sta-
tutory provisions for employer liability rather
than by a workmen’s compensation law.

National and State Estimates

New benchmark data for 1965 produced na-
tional estimates of 50.6-50.9 million workers
covered in an average month under State and
Federal workmen’s compensation programs. The
payroll in employment covered by these programs
in 1965 is estimated at $291-$293 billion (table 1).

These estimates were fairly close to the original
estimates for 1965, which were based on projec-
tions from 1961 benchmark data.® The new
coverage estimates are only about 150,000 higher
than the original and the payroll estimates about
$2 billion greater.

Projecting from the 1965 data yields an esti-
mate of 56.7-56.9 million workers covered in an
average month in 1968, with a payroll of $375-
$377 billion for the year. Workmen’s compensa-
tion thus covered about 84 percent of the 67.8
million ecivilian wage and salary workers in the
United States and the $447 billion iIn civilian
wases and salaries.

The proportion of the employed labor force
covered by workmen’s compensation has increased
since the early 1960°s, after hovering at about
80 percent for the decade before. Some of the
increase is artificially induced as a result of the
redefinition by the Bureau of Labor Statistics
of the labor force to exclude those aged 14 and
15. Another part of the increase reflects the
shifting away of workers from noncovered types
of employment {such as farm and domestic work
and railroading) to covered industries. Farm
workers, for example, comprised 3 percent of the
labor force in 1961 and 2 percent in 1968; domes-
tic workers represented 5 percent in 1961 and 3
percent in 1968.

Statutory extensions of coverage, especially
to small firms, have also played a role in the
increased rate of protection. From 1961 through

8 See the Bulletin, January 1967, page 29.

TapLE 1.—Estimated number of workers covered in an aver-
age month and total annual payroll in covered employment,
1940, 1946, 1948-68 1

Workers covered in an Total payroll in
average month covered employment
Year Percent of l Percent of
Number | employed | Amount civilian
(in wage and (in wage and
millions) salary billions) | salary dis-
workers 2 bursements?
1940 s 24.2-25.0 70.8 $35-36 72.1
1946 oo 32.2-33.2 76.8 79-81 76.8
1948 e 35.6-36.3 77.0 104-106 79.7
34.9-35.7 76.9 102-104 79.1
36.5-37.2 77.2 112-115 80.1
38.3-39.0 78.4 130-133 81.2
39.1-39.7 78.9 140-143 8t.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 £3.4
42,.8-43.1 80.2 181-182 £3.2
43.2-43.4 80.5 189-191 £3.0
42.4-42.6 80.2 191-163 83.4
43.944.1 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 80.4 240-242 B4.5
47.2-47.4 80.5 253-255 84.6
48.6-48.9 80.8 271-273 84.5
50.6-50.9 81.5 291-293 84.2
53.5-53.8 83.1 320-322 84.5
54.9-55.1 83.1 : 341-343 84.0
56.7-56.9 83.8 375-377 84.1
i

1 Before 1959, excludes Alaska and Hawail.
2 Midpoints of range used in computing percentages.

Source: Employed wage and salary workers from Current Population
Surrey, Bureau of Labor Statisties, Starting with 1967, excludes those aged
14 and 15 (as well as younger workers) and includes certain workers previ-
ously classified as self-employed. Wage and salary disbursements from
Office of Business Economics, Department of Comierce.

1968, eight States reduced their exemptions for
size of firm, with four States joining 24 other
jurisdictions in eliminating numerical exemptions
in their entirety. Oregon amended its law to
provide for compulsory rather than elective cov-
erage, bringing the number with compulsory cov-
erage to 297 Four States (Maine, Michigan,
New Hampshire, and Oregon) extended some
coverage to farm workers, bringing the total to
21. Coverage has also been extended to some
State and local government employees.

The benchmark coverage figures for each of
the States and projections for 1968 are presented
in table 2. The individual estimates for 1965
were submitted to the State administrative agen-
cies for review, and any suggestions were taken
into account. Although the method of estimating
has been refined over the years, the estimates are
still not uniformly good. The difficulty of obtain-
ing 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.

T Action by the Iowa Iegislature, effective July 1970,
brought the number to 30.
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TaBLE 2.—Estimated average monthly number of wage and
salary workers covered by workmen’s compensation, 1965
and 1968

{In thousands]

State 1965 1968
Total e 50,659-50,834 56,683-56,858
Alabama 610 665
Alaska_ . 52 61
Arizona._ 295 345
Arkansas__ 325 365
California_ 5,300 5,980
Colorado-.... 405 476
Connecticut . 870 985
Delaware__ .., co...._ 129 141
District of Columbia 285 295
Florida. . oo 1,220 1,470
85 9
185-195 215-225
139 14
3,500 3,850
1,220 1,340
625-650 720-745
390 4,
550 635
680 775
220 255
Maryland ... . 770
Massachusetts._ - 1,570 1,710
______ 2,250 2,590
840 985
310 350
1,050 1,210
125-135 130-140
330-340 380-390
14 162
173 205
1,950 2,130
161 1
5,650-5,750 5,900-6,000
1,150 1,3
92 95
2,840 3,150
350 390
430 560
3,410 3,660
265
South Carolina._ 470-490 540-560
South Dakota_ 98 110
Tennessee. . .. ..o oo .. 720 835
XA, oo oo 1,79 2,110
Utah . L 225 2
Vermont. e 96 117
Virginia. - .o 970 1,090
Washington_ .. __.____________________..._ 575 705
West Virginia___. ... ________________ 420 445
Wisconsin__._ 1,160 1,290
Wyoming . e 60 62
Federal employees 1. ... 2,378 2,787

1 Excludes employment outside the United States.

State Variations

Few jurisdictions offer what might be called
complete protection to all employees with work-
connected injuries. Twenty-three of the State
laws (as of 1968) are elective for most of the
private employments covered. Under these laws,
the employer may accept or reject the legislation,
but, if he rejects it, he loses the customary
common-law defenses against suits by employees.
The remaining laws are compulsory and require
every employer within the scope of the law to
comply with the provisions and pay the com-
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pensation specified. Some laws are part com-
pulsory and part elective.

Twenty-four States exempt from coverage those
employers with fewer than a specified number of
employees. The range is from fewer than two
employees in two States to fewer than 15 employ-
ees in one State. The most common exception is
for employers with less than three employees.

Even in the 28 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 four of the 28 jurisdie-
tions cover agricultural workers in the same way
as other workers; 10 others provide some coverage
of farm workers. In only six of the 28 jurisdie-
tions 1s domestic labor of any type included.
Many laws exempt employees of nonprofit, chari-
table, 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 political subdivision.

Because of these many differences in the cov-
erage provisions of the State laws, the number of
workers actually covered by workmen’s compensa-
tion 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 compensa-
tion coverage in the States as a percentage of
potential coverage. Potential coverage is based on
1968 State data from the Bureau of Labor Statis-
tics for nonagricultural wage and salary workers
and on data from the Department of Agriculture
for farm workers. Estimates of domestic employ-
ment are projected from the 1960 Decennial Cen-
sus. These data have been modified to exclude
Federal employees (who have their own separate
system) and interstate railroad workers (who are
subject to Federal jurisdiction and therefore in-
eligible for State coverage).

In 1968 the workmen’s compensation laws of
15 States covered less than 70 percent of their

7



CHART 1.—Actual coverage as a percent of potential coverage, by jurisdiction, 1968

Hawaii

workers who potentially could be protected by the
program. Ten of these States were contiguous
and located primarily in the South Central and
Southeastern regions of the United States. These
10 predominantly rural States had 15 percent of
the Nation’s potential coverage. The other five
States in this category (Delaware, North Dakota,
South Dakota, Washington, and Wyoming)
brought the total potential coverage in this cate-
gory up to almost 18 percent. Because of their
relatively low degree of coverage, however, these
jurisdictions accounted for barely 14 percent of
the actual number of workers protected by work-
men’s compensation nationally.

Eleven of the 15 States exempt small firms,
ranging from those hiring less than two employ-
ees to those hiring less than 15 employees. Only
two of the 15 States provide some coverage for
agricultural workers, and eight of the 15 have
elective laws. Coverage of State and local gov-
ernment employees is also much more limited in
these States than elsewhere. The group includes
four of the six States throughout the Nation in

Federal
employees

L]

[:] 85.0% or more
70.0-84.9%

Less than 70%

which protection of government employees de-
pends completely upon voluntary participation
in the program by government agencies. In other
States of this group, coverage of State or muni-
cipal workers may be compulsory but often ap-
plies only to specified hazardous employments.
In contrast, 13 States, the District of Columbia,
and the Federal system for civilian employees
(with 53 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. Four States in the Pacific
region (Alaska, California, Hawaii, and Nevada)
were also a part of the high-coverage ratio group.
Nine of the jurisdictions in this category (in-
cluding the Federal Government) have compul-
sory laws and do not exempt small firms. Two
States have compulsory laws but exempt firms
with fewer than two or three employees. Only
four laws are elective and they have no numerical
exemptions. Eight laws provide some coverage
for agricultural workers. Without exception each
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of the 13 States in this group provides mandatory
coverage of all or practically all their State and
local government workers.

In the remaining 22 States (accounting for 30
percent of the Nation’s potential coverage), the
ratio of workers covered to the total number em-
ployed was 70.0-84.9 percent. These States were
scattered throughout the country, and fifteen of
them have either compulsory laws or no numeri-
cal exemptions.

A comparison with 1964 coverage estimates re-
veals little shifting among States between cate-
gories. Forty-six jurisdictions were in the same
coverage-ratio categories for both years. The
high category where actual coverage was 85 per-
cent or more of potential coverage added two
States—Nebraska and Nevada. The low category
of less-than-70-percent coverage had two fewer
States; Louisiana, Missouri, and Oregon left this
group by 1968, but Delaware entered it.

BENEFITS

The benefits provided under workmen’s com-
pensation laws include periodic cash payments,
lump-sum payments, and medical services to the
worker during a period of disability, and death
and funeral benefits to the worker’s survivors.
These benefits amounted to nearly $2.4 billion in
1968, about 10 times what they were in 1939—
the first benchmark year of the benefit series
(table 3).®%

Private carriers accounted for 63 percent of
all benefits in 1968, State funds (including the
Federal workmen’s compensation programs) for
23 percent, and self-insurers for 14 percent. This
distribution shows some fluctuations from year
to year, but the share attributable to private
carriers has remained at 62-63 percent since 1956.
State fund disbursements, on the other hand, have
been dropping since the mid-1950’s from 26 per-
cent of the total to 23 percent, while self-insurance
payments have been inching up from 12 percent
to 14 percent. Private insurance experienced a
great spurt during World War II days and in-

8 For a detailed description of the derivation and
sources of this series, see Ida C. Merriam and Alfred M.
Skolnik, Social Welfare Expenditures wunder Public
Programs in the United States, 1929-66 (Research Re-
port No. 25), Office of Research and Statistics, 1968,
pages 67-T1.
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TasLe 3.—Benefit payments by type of insurance, 193968 !

{Amounts in thousands]

Type of insurance
Total Insurance
losses paid by |State fund dis-| Self-insurance
Year private insur- | bursements * | payments+¢
ance carriers 2
Per- Per- Per- Per-
Amount cent | Amount cent Amount cent Amount, cent
$234,723| 100.0| $122,183] 52.0{ $68,464; 29.2| $44,067| 18.8
255, 100.0| 134,653| 52.7| 72,528 28.4| 48,472 18.9
290,812| 100.0{ 159,823} 55.0l 77,408 26.6{ 53,581 18.4
328,669( 100.0 190,239 57.9] 81,247| 24.7| 57,183 17.4
353,035 100.0| 213,123] 60.4| 80,574 22.8| 59,338 16.8
385,236/ 100.0| 236,655 61.4| 85,990 22.3| 62,591 16.3
408,374| 100.0 252,570 61.9( 91,225 22.3 ,549 15.8
434,232 100.0]  269,799| 62,1 96,053 22.1; 68,380 15.8
485,794( 100.0| 301, 62,1| 110,303 22.7| 73,658| 15.2
533,584( 100.0| 334,699; 62,7} 120,989 22.7[ 77,806 14.6
566,295 100.0( 353,140 62.4; 131,734] 23.3| 81,421| 14.4
614,702; 100.0; 381,325] 62.0; 148,693, 24.2; 84,680 13.8
709,047 100.0! 444,416] 62,7} 170,445 24.0| 904,186) 13.3
784,956/ 100.0{ 490,958 62.5] 193,107/ 24.6| 100,891| 12.9
841,126( 100.0f 524,176 62.3| 210,337 25.0; 106,613f 12.7
876,216( 100.0 540,497 61.7| 225,473| 25.7| 110,246 12.6
915,665/ 100.0 562,515 61.4| 238,445 25.9) 114,705 12.5
1,002,007} 100.0| 618,109! 61.7[ 259,074] 25.9] 124,824} 12.4
1,062,171} 100.0 660,903 62.2| 271,406{ 25.6| 129,862 12.2
1,111, 599] 100.0 694,402 62.5| 284,780| 25.6| 132,417| 11.9
1,209,808| 100.0| 752,580} 62.2| 315,990 26.1| 141,238} 11.7
1960. . ... 1,294,945( 100.0| 809,921 62.5} 324,580/ 25.1| 160,444} 12.4
1961 ..._._ 1,374,176 100.0| 850,872 61.9| 347,433| 25.3| 175,871 12.8
1962 ___ 1,488,816 100.0; 923,989 62.1f 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 ... 1,707,189| 100.0} 1,069,577| 62.7| 411,876| 24.1| 225,736/ 13.2
1965, - 1,813,807 100.0} 1,124,013 62.0] 445,382 24.5| 244,412 13.5
1966__. .. 2,000,316/ 100.0/ 1,239,120| 61.9| 486,167| 24.3| 275,029 13.8
1967 .- 2,189,294 100.0| 1,362,938| 62.3} 523,683 23.9| 302,673 13.8
1968. ... 2,364,432 100.0; 1,481,606| 62.7 552,821] 23.4| 330,005 14.0

1 Before 1959, excludes Alaska and Hawaii.

2 Net cash and medical benefits paid by private insurance carriers under
standard workmen’s compensation policies. Data from the Spectafor (Insur-
ance by States . ..of Casualty Lines), from published and unpublished reports
of State insurance commissions, and from A. M. Best Co.

3 Net cash and medical benefits paid by competitive and exclusive State
funds and the Federal systems. Includes payment of supplemental pensions
from general funds. Compiled from State reports (published and unpub-
lished), and from the Spectator, Argus Casualty and Surety Chart, or other
insurance publications. Data for fiscal years for some funds.

+ Cash and medical benefits paid by self-insurers, pius the value of medical
benefits paid by employers carrying workmen’s compensation policies that
do not include the standard medical coverage. Estimated from available
State data.

creased its share of the total from 52 percent in
1939 to 62 percent in 1945, a proportion it has
steadily maintained. At the same time, State
fund disbursements dropped from 29 percent in
1939 to 22 percent in 1945 and self-insurance pay-
ments went from 19 percent to 16 percent. In
the following decade, State insurance funds got
back some of the business, mainly at the expense
of self-insurance.

A little more than one-third of the $2,364
million paid in benefits in 1968 went for hospi-
talization and other medical services and a little
under two-thirds for compensating the wage loss
of injured or deceased workers (table 4). For
many years, the proportion going for medical
expenses was a constant one-third, but recent
data from NCCI indicate an emerging era in
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TaBLE 4.—Benefit payments by type, 1939-68 !

[In millions]

Type of benefit
Year Total Medical Compensation payments
and hos-
pitalization
payments 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 65
709 233 476 416 60
785 260 525 460 65
841 280 561 491 70
876 308 568 458 70
916 325 591 521 70
1,002 350 652 577 75
1,062 360 702 617 85
1,112 375 737 647 90
1,210 410 800 700 100
1,295 435 860 755 105
1,374 460 914 804 110
1,489 495 994 879 115
1,582 525 1,057 932 125
1,707 565 1,142 1,007 135
1,814 600 1,214 1,074 140
2,000 680 1,320 1,170 150
2,189 750 1,439 1,284 155
2,364 830 1,534 1,369 165

1 Before 1959, excludes Alaska and Hawail.

which a larger proportion of the workmen’s com-
pensation benefit dollar will be going for medical
expenses. The data also indicate a long-term drop
in the proportion of the benefit dollar paid to
survivors of workers killed on the job.

Table 5 shows the long-term changes in the
distribution of compensable cases and incurred
losses by type or severity of injury, according
to NCCI policy-year data that relate primarily
to private carrier business. Between 1939 and
1954 a significant change took place in the per-
centage of cases classified as permanent partial
disabilities. In policy-year 1939, such cases
(“major” and “minor”) accounted for 14 percent
of total awards; by policy-year 1954 the ratio
was 26 percent. Temporary total disability, which
thus accounted for 85 percent of the awards
in 1939, represented only 73 percent in 1954.
Since 1954, the trend has continued but at a
reduced pace.

In terms of dollars awarded, however, the
trend in the last half of the 1939-66 period has
been almost as dramatic as in the first half.
In fact, between 1939 and 1954 the proportion of
incurred losses attributable to temporary total
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disahility dropped from 31 percent to 29 percent,
but the drop to 25 percent between 1954 and 1966
was twice as great. On the other hand, the pro-
portion of the award dollar attributable to deaths
showed hardly any change from 1954 to 1966, al-
though the average incurred loss per death case,
when related to other types of cases, showed the
greatest percentage increase during this period.

Proportion of Wage Loss Compensated

One measure of the effectiveness of a work-
men’s compensation law is the extent to which it
is replacing the wages lost as the result of dis-
abilities incurred while the worker was employed.
The intent of most of the laws is to replace from
three-fifths to two-thirds of a worker’s weekly
wage during total disability, after a waiting
period of varying lengths.

The large majority of on-the-job injuries in-
volve total disablement for temporary periods.
Generally, workmen’s compensation provisions
for temporary total disability call for a benefit of
at least 60 percent of the worker’s wage. Only
three States have benefit percentages below 60
percent; in two of these States, the statutory

TaBLE 5.—Percentage distribution of compensable cases and
incurred losses, and average incurred loss, by injury classifi-
cation, policy year, 1939, 1954, and 1966 !

Average incurred
Compensable Incurred i
oSS per compens-
Injury cases ? losses able casg
classification
1939 1 1954 | 1966 [ 1939 | 1954 | 1966 | 1939 | 1954 | 1966
Number (in
thousands)._._.. 365.0(632.1/843.0)__ -] oo foooi oo ||l
Amount (in
millions) ... _...|. .. .. |._.._ $84.0/$393.5($886. 58! _____| |-
Percent_____{100.0/100.0{100.0|100.0] 100.0| 100.0|.__.__[- ... __..
Death..__......_._ 1.0/ .8 .7/ 16.2| 11.5 11.1($3,873(%9,207|$15,869
Disability:
Permanent
total_________ A .1 .1] 3.9 2.0! 2.1 9,415[16,758] 28,128
Major
permanent ‘___[ 1.8 2.6| 3.2| 22.3| 20.7| 23.9( 2,792| 5,010, 7,832
Minor
permanent 5___| 12.1| 23.2| 24.1] 26.2 36.8| 38.1 500 986| 1,659
Temporary
total .. ______._ 85.0| 73.3| 71.8] 31.4] 29.1| 24.9 85| 247 364

1 Excludes cases receiving medical benefits only. Data for individual policy
years not strictly comparable because of shift in States included and in
definition of policy year.

2 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
which, in the carrier’s judgment, the disability will be temporary only.

3 Disability rate at 75-100 percent of total.

4+ Disability with severity equal to approximately 25-75 percent of total.

s ll)isability with severity equal to less than approximately 25 percent of
total.

Source: Unpublished data from the National Council on Compensation
Insurance.
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percentage is above 60 percent for workers with
qualified dependents.®

The most common benefit-wage ratio desig-
nated is 66-2/3 percent, with the highest at 80
percent as of December 1969. Throughout the
history of this social insurance program, States
have liberalized the statutory rate of wage re-
placement from time to time. In the 1960’s four
States (Connecticut, Kentucky, Oregon, and
Rhode Island) raised their maximum benefit rate
to 66-2/3 percent and Idaho raised its to 60 per-
cent. Twenty-two States have changed the maxi-
mum benefit rate since 1940.

The objective of giving the injured worker
a benefit equal to a stated percentage of his wage
has been generally undercut, however, by the
existence of weekly maximum dollar limits that
eventually result in lower benefit-wage ratios than
those originally incorporated in the law. Par-
ticularly in a period of rising wages, the replace-
ment objective has been thwarted by the lag in
enacting statutory increases in the ceiling on the
weekl]y benefit amount. The data below show the
trend in the number of States with maximums
high enough to permit a worker with average
earnings, as shown by unemployment insurance
data, to receive a weekly benefit that provides the
statutory proportion of his wage loss.

Number of
jurisdictions ? ]

Percent of
coverage

Year

4

SIS EREN Y-
0

1 Includes Federal program.

Ninety-three percent of the covered labor force
in 1940 resided in areas that permitted a worker
with average wages to receive the proportion of
wage loss specified in the law. The comparable
percentage in the 1950’s and 1960’s ranged from
4 percent to 17 percent.

In the most recent decade States have tended
to raise benefit dollar maximums somewhat in
tandem with increases in workers’ wages. From

? These and other references to statutory benefit pro-
visions are based primarily on data from State Work-
men’s Compensation Laws (Bulletin 161, Revised 1969),
Department of Labor, Bureau of Labor Standards, and
on unpublished data.
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1960 to 1968 average weekly wages in employment
covered under unemployment insurance increased
36 percent. Under workmen’s compensation, the
maximum statutory benefit amount (excluding
dependents’ allowances) increased by at least that
percentage in 20 jurisdictions through 1969 and
by at least 50 percent under 15 programs. In 10
areas the maximum weekly benefit was raised
less than 25 percent between 1960 and 1969 and
three made no change at all. From 1964 through
1968, workers’ wages advanced 19 percent and
again 20 jurisdictions increased their benefit
maximums by at least this percentage through
1969. Nine States now provide for automatic ad-
justment of the benefit maximums according to
increases in State earnings levels.?® Six States,
however, did not raise their maximum benefit at
all between 1965 and 1969,

The actual portion of wage loss replaced varies
among the States (depending on the benefit
formula in the law) and within a State from one
period to another (depending on the timing of
statutory changes). Some insight into trends is
gained from calculating for a worker with the
average weekly wage in each State, an effective
benefit rate based on the ratio of benefits pay-
able to wages. Chart 2 shows the effects of such
calculations (with dependents’ allowances ex-
cluded), in terms of both covered workers and
number of jurisdictions, for benchmark years
1953, 1961, and 1969.

The average rate of wage replacement for
benefits received by temporarily disabled workers
has improved steadily. Under the laws effective
at the end of 1969, a worker receiving the average
wage for 1968 would have been paid a benefit
amounting to 55 percent or more of his wage in
15 jurisdictions encompassing 41 percent of all
covered employment. In 1953, seven jurisdictions,
accounting for only 14 percent of total coverage,
had been in that category.

The substantial growth in this proportion with
potential wage replacement of 55 percent or more
from 1961 to 1969 resulted chiefly from the addi-
tion to the group of two large industrial States,
New Jersey and New York, that together ac-
counted for 14 percent of all those covered under
workmen’s compensation. It should be noted that
even with the progress in this area, only nine

10 In July 1970, Jowa became the tenth State with such
a provision,



CHART 2.—Distribution of covered workers and of juris-
dictions, by ratio of weekly benefits payable for tem-
porary total disability to weekly wages, for a worker
with average weekly wage in the preceding year, for
1953, 1961, and 1969

Percent of workers covered

] .
W

1953 1961 1969 1953 1961 1969 1953 1961 1969

Less than 40 40-54.9 55 or more

Ratio {percent) of weekly benefit to average weekly wage

1 Benefits are those payable to worker without quali-
fied dependents. Data for 1953 exclude Alaska and
Hawaii.

States and the Federal system provided in 1969
a benefit to the average worker equal to 60 per-
cent of his wage, though a statutory percentage at
least that high is called for in most of the laws.
The actual weekly benefit payable under the
provisions in effect in December 1969 to a worker
receiving the average 1968 wage during a period
of temporary total disability as a proportion of
the average weekly wage is shown for each State
in the lefthand panel of chart 3. In 1969, for
the Nation as a whole, a weekly benefit for a
worker without dependents at the average wage
was $68.37 or 53 percent of the nationwide aver-
age weekly wage. (The national average is
weighted by the proportion of covered employ-
ment in each State.) The corresponding benefit
as a percent of wages in 1961 and 1965 was 50
percent. From this aspect, then, it is also evident
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that there has been some improvement in bene-
fits in the last few years.

As chart 3 shows, 17 jurisdictions granted an
allowance for qualified dependents. Including
these augmented amounts, the United States aver-
age benefit in December 1969 for temporary total
disability (with these augmented amounts in-
cluded) was $73.80 or 57 percent of workers’
wages. Comparison of the average benefits pay-
able in December 1969 to a worker at the aver-
age wage in States having dependents’ allowances
with benefits in those without allowances reveals
the following differences in benefit-wage ratios,
weighted by employment:

As percent of wages in
jurisdictions—

Type of benefit
with without

dependents’ | dependents’

allowance (17) [allowance (35)

Benefit for single worker_____.______._____.__. 53 52
Benefit with maximum number of dependents. 68 52

In areas with dependents’ allowances even single
workers averaged a slightly higher wage replace-
ment rate than injured workers in the other 35
jurisdictions.

Since workmen’s compensation is intended to
be a program for partial wage replacement, it is
desirable to consider the relationship between
benefits and “take-home” wages as well as the
benefit-gross wage ratios. A well-accepted and
readily available estimation of a worker’s “take-
home” pay is the total minus the amounts with-
held for Federal income tax and for the social
security contribution. Using this concept for two
types of workers—a single worker and a worker
with a wife and two children—the Social Security
Administration estimates that a worker with no
dependents earning the nationwide average
weekly wage of $127.02 in 1968 would have had
$20.38 withheld for Federal income tax each week
and $5.59 in social security contributions and
would have a take-home pay of $101.05. The
workmen’s compensation benefit of $69.11 for such
a worker would therefore account for 68 percent
of his take-home pay. The corresponding ratios
for workers with a wife and two children in
jurisdictions with and without dependents’ allow-
ances indicate, as shown below, the substantial
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CHART 3.—Measures of interstate variation: Weekly benefit payable for temporary total disability as percent of
average weekly wage, 1968, and percent of lost wages replaced for worker with 1968 average weekly wage for tem-
porary total disability lasting 3 weeks; December 1969t

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

1 ) 1
Federal Employees 2000

Hawaii
Maine
Arizona 2/ ) 3000
Rhode Island 2/
New Jersey
California

New Hampshire
New York
Connecticut

Alaska

Wisconsin
Massachusetts 2/
Minnesota

North Dakota 2/
District of Columbia
Illinois

Arkansas

Nebraska

Missouri

South Carolina
Colorado

Vermont 2/
North Carolina
Oregon
Pennsylvania
Virginia

Maryland

Georgia

Ohio

[ 3000UE0COOD000 Michigan

West Virginia
South Dakota

# Basic Benefit Tennessee
New Mexico

I
Suppiementary Alabama 3/
Allowance for T — i
Florida
Dependents —
] I SR

Kentucky
BOOOOBO0000 Nevada
Indiana
........... Utah
Kansas
Texas
Wyoming
Mississippi
Idaho
Oklahoma
Montana DOOOOOO0O00000
Louisiana

Delaware

lowa 000000

Washington RERRBBWLILQ0%

t Maximum weekly benefit for worker with and without 2 Assumes 3 dependents.
eligible dependents under laws paying dependents’ al- 3 Maximum same for worker earning average wage
lowances; average wage for workers covered by unem- whether or not he has dependents, but compensation
ployment insurance program (for Connecticut, “average for worker with dependents is based on higher proportion
production” wage is used). of wages.
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difference in wage replacement for these two
groups of States.

[Percent)
Worker with wife and two
. children, in jurisdictions—
Single
Year worker
(U.8) With Without
dependents’ | dependents’
allowances allowances
1961 oo 62 67 56
1965 ool 61 73 54
1969 ___ . 68 73 60

The higher take-home pay replacement ratios
shown for 1969 are to a large extent explained
by the surtax added to the Federal income tax in
1968 that reduced the level of take-home pay.
The failure of the ratio for family workers in
jurisdictions with dependents’ allowances to rise
from 1965 to 1969 reflects a slower pace of in-
creases in maximum dependents’ allowance
amounts than in maximum “basic” benefits—that
is, those without dependents’ allowances. Eight
of the 16 jurisdictions that paid dependents’
allowances in both 1965 and 1969 raised the maxi-
mum dependents’ allowance during this period
by proportionately smaller amounts than the basic
maximum benefit. Six States increased the allow-
ances at about the same rate, and two States pro-
vided a greater increase.

Waiting-period provisions—In measuring the
extent to which overall wage loss is being re-
placed under workmen’s compensation laws, an-
other factor to consider is the waiting period that
must elapse after the injury date before cash
benefits are payable. This is an especially im-
portant consideration in temporary disability
cases, which last, on the average, about 18 cal-
endar days in manufacturing industries (accord-
ing to 1968 data from the Bureau of Labor
Statistics).

As of December 1969, all States required some
waiting period before paying benefits, with the
2 days required in Hawaii the shortest period.
In 32 States having 78 percent of all covered
workers, benefits were payable only after 7 days
of disability. The other jurisdictions all required
either a 3-day or a 5-day wait. Provisions of this
type remained the same throughout the 1960’s,
except that one jurisdiction added such a period
and two reduced the wait.
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In almost all States, workers whose disability
last beyond a specified time are paid retroactively
for the waiting period. The retroactive pay pro-
vision can take effect in as little as 5 days in
three States and as much as 50 days in one State.
As the tabulation below indicates, nearly 1 out of
4 workers in December 1969 were employed in the
19 States requiring less than 15 days for payment
of benefits from date of injury. About one-third
of the workers are in the 16 jurisdictions that re-
quire at least 29 days.

Percent of
covered
jurisdictions | employment

Renefit payable for waiting period if Nug}ber
disability lasts—

More than 2-3 weeks___ 6 19
More than 3-4 weeks__ 10 23
More than 4-6 weeks___ U 12 14
More than 6 weeks.__________________________. 4 20
No retroactive provision.._...__ ... .._.____ 11 1

1 Effective July 1970, the last State, Kansas, adopted a retroactive-pay
provision.

Retroactive-pay provisions have been liberal-
ized steadily over the years. During the 1960,
the number of jurisdictions reducing the waiting
period to less than 21 days for retroactive benefits
increased from 17 to 25 and the proportion of
workers included in these areas doubled—from 21
to 42 percent. In all, 13 States liberalized their
retroactive-pay provisions in this period.

The effect of waiting-period and retroactive-
pay provisions, as of December 1969, is illustrated
in chart 3 (on the right) for a worker who has
been disabled for 3 weeks. For each State, total
benefits payable for the first 3 weeks of tempo-
rary total disability are related to the wage loss
of a worker (with and without dependents) re-
ceiving the average 1968 weekly wage in his
jurisdiction.

For a single worker with average wages, two
States replace two-thirds or more of a worker’s
lost wage during a 3-week spell of disability.
In contrast, 15 States provide a benefit equal to
less than one-third the worker’s wage. For the
Nation as a whole the proportion of wage loss
replaced during the first 3 weeks of disability,
weighted by coverage, equaled 43.7 percent in
December 1969. This replacement rate continues
the trend of improvement noted in estimates made
for earlier years in the decade: the rate was 40.6
percent in 1965, and it was 37.3 percent 4 years
earlier. The effect of continued reductions in the
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minimum period of disability for receiving retro-
active benefits is clearly evident in these figures.

When the dependents’ allowances payable in
17 jurisdictions are taken into consideration, the
national average replacement rate in 1969 for
a disability lasting 8 weeks rises from 43.7 per-
cent to 47.2 percent (for a worker with the maxi-
mum number of dependents qualified for benefits).

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 dis-
persion of wages and benefits around the average
and the distribution of temporary disabilities by
duration. For workers with higher-than-average
wages, it is obvious that the proportions of wage
loss replaced will be smaller as the dollar maxi-
mums come into full play. For workers with
below-average wages, the wage-replacements
ratios may be higher—especially when statutory
benefit minimums become applicable.

Similarly, workers with shorter-than-average
periods of disability will have a smaller pro-
portion of their wage loss compensated because
of the limiting effects of waiting-period provi-
sions. Workers with longer-than-average periods
of disability would have a somewhat greater pro-
portion of their overall wage loss replaced because
of the provisions for retroactive payments of
benefits, as well as because of the declining im-
portance of the waiting period in calculating the
wage-replacement ratio. In 35 States and the
District of Columbia, however, monetary or time
limits may prevent payment of benefits through-
out the entire period of the temporary disability,
though few temporary disabilities last long
enough to be affected by such restrictions.

For the Nation as a whole, the following
figures reveal the extent to which the statutory
benefit-wage ratio for a single worker in tempo-
rary total disability cases is affected by limits
on weekly benefits and waiting-period require-
ments. It appears obvious that, although the
wage-replacement picture has been improving, the
average worker is being compensated for con-
siderably less than half his total wage loss.

Benefit-wage ratio
With benefit award based on—

Statutory percentage ______________.._ 64
Average weekly wage _____________._ 53
Average weekly wage for

disability lasting 3 weeks _____. 44
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Death and permanent disability benefits—
For work injuries that result in death or per-
manent disability, the proportion of the wage
loss compensated is even smaller than it is for
temporary disability, partly because the compen-
sation is more likely to be subject to statutory
maximums on duration or amount of payments.

Statutory limitations on death benefits have
been liberalized in several States in the past 4
years after a period of legislative inaction in the
early 1960’s. In both 1961 and 1965 only 20
jurisdictions with 42 percent of covered employ-
ment provided death benefits to the widow for
life or until remarriage and to children until
grown. Under the laws in effect in December
1969, 25 jurisdictions (with 56 percent of the cov-
ered workers) did so. It should be noted, however,
that, of these 25 jurisdictions, 10 (with 23 percent
of covered employment) limit the total amount
payable.

In the 18 States with both dollar and durational
restrictions, survivor benefits are rarely paid for
more than 10 years and the monetary maximums
range from $12,500 to $27,500, with only six
States providing more than $20,000 (9 States, if
there are qualified dependent children).

Permanent total disability benefits are paid
for life or for the duration of disability in 33
jurisdictions that have 78 percent of all covered
workers. About the same situation prevailed in
1965, though in 1961 only 29 jurisdictions pro-
vided disability benefits of unrestricted duration.
A few of these 33 programs reduce the weekly
benefit amount after a specified number of weeks,
varying from 260 weeks to 400 weeks, or they
provide discretionary payments after a specified
time. In the 19 States where permanent total
disability benefits are limited as to duration,
amount, or both, the periods ranged as of Decem-
ber 1969 from 330 weeks to 550 weeks, and the
monetary limitations from $12,500 to $45,000.
(The $45,000 limitation is unusually high; the
next highest maximum is $27,500.)

In evaluating the adequacy of long-term com-
pensation for permanent disability or death, con-
sideration should be given to the fact that a
worker’s wages will ordinarily rise as time passes
because of the inflationary pressures and increases
in industrial productivity and because of the
greater experience, skill, and seniority acquired
by the individual. Thus, particularly for a young
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worker who becomes disabled, the benefit under
workmen’s compensation tends to move farther
and farther from adequacy in relation to the
higher earnings he might have received.

In recent years, several States have taken steps
to adjust original benefit awards in order to
overcome the long-time depreciation that occurs.
In all these States, provisions have been enacted
that relate to the benefits of permanently disabled
workers who are totally incapacitated. Benefits
for survivors or for permanent partial disability
are also adjusted in some of these areas.

Two workmen’s compensation programs, the
Federal program and that of Connecticut, adjust
benefits of those already on the rolls system-
atically without need for future legislation. The
weekly benefit amounts awarded in Connecticut
for total disability are raised annually accord-
ing to increases in the average wage of covered
employees. These increases apply to beneficiaries
already on the rolls as well as to newly disabled
workers. Disabled Federal employees (and their
survivors) have their benefits raised whenever
retail prices, as measured by the Consumer Price
Index of the Bureau of Labor Statistics, advance
at least 3 percent. Provisions such as these assure
that at least benefits will not deteriorate in pur-
chasing power because of inflation. The Con-
necticut provision also makes some allowance for
the increasing wages that a worker might have
earned if not disabled.

Michigan, Nevada, and Oregon are the only
other jurisdictions that periodically raise the
benefits of earlier beneficiaries in accordance with
a predetermined procedure. In these States the
general statute calls for updating the weekly bene-
fit amount of permanently disabled beneficiaries
whenever higher benefits are enacted for payment
of future claims. Thus, these States assure per-
iodic adjustment of benefits to those on the rolls.
The time and amount of increase is not specified
but depends upon what is included in the revised
benefit schedules.

In a few instances, amendments providing new
benefit schedules have incorporated a provision
for raising the benefits of those already on the
rolls. In recent years Ohio has increased the
benefit amount of those receiving permanent total
disability benefits when the benefit schedule for
current claims has been improved. These “work-
men’s relief fund payments” are financed through

16

general revenue appropriations. The States of
New York and Washington have raised benefits
of those on the rolls in a similar ad hoc fashion.
It should be noted that increases in these States
have been one-time adjustments and future in-
creases will require additional legislation.

In addition, some States specify that in deter-
mining the worker’s wage for computing benefits,
weight should be given to earnings levels he
might have reached if he had not been disabled.
Such a provision is not readily implemented, how-
ever, because of the difficulties of forecasting
economic trends and individual work patterns.
For the most part, then, except in the few States
mentioned above, the value of benefits of disabled
workers on the rolls for any substantial length
of time erodes drastically.

Other factors—The unmet wage loss is not,
of course, a measure of the overall cost of in-
dustrial injury that the worker must meet. 1f
he lives in a State that has time or money re-
strictions on the medical benefits furnished, his
costs may include a part of the medical or hospital

‘bills. As of December 1969, there were 11 such

States, with 16 percent of the covered workers.
Ten States limit the medical benefits 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 as
high as 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. Severely
disabled workers may also lose certain fringe
benefits provided through the place of employ-
ment.

Furthermore, some consideration should be
given to the wage loss and medical bills of em-
ployees who are excluded from the protection of
the workmen’s compensation program because of
the type of employment or type of injury or dis-
ease experienced. Seventeen States, with 17 per-
cent of the covered employment, still have less
than full coverage of occupational diseases. As
recently as 1967, one State provided no coverage
for disability from occupational disease.

‘Workers may also have to absorb the costs of
rehabilitation. As of the end of 1969, 20 laws
(affecting 26 percent of the covered workers) had

SOCIAL SECURITY



no specific provisions to facilitate the restoration
of an injured worker to his role as worker. The
remaining laws contain provisions for retraining,
education placement, and job guidance, and most
of them also provide cash maintenance benefits
during rehabilitation training, generally in addi-
tion to indemnity benefits. Some progress has
been made in this area, as there were 29 States
without special rehabilitation provisions at the
beginning of the decade.

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-
men’s compensation. At the same time, recogni-
tion should be given to the economic relief that
some injured workers receive through employee-
benefit plans. These plans are increasingly being
used to supplement the statutory workmen’s com-
pensation benefits or pay cash sickness and medi-
cal care benefits in cases not covered by work-
men’s compensation. For injuries resulting in
death or long-term disability the benefits payable,
in addition to workmen’s compensation, under
the provisions of the Social Security Act may be
even more significant. For a totally disabled
worker, the social security benefits, in combination
with workmen’s compensation benefits, may equal
a maximum of 80 percent of his average monthly
earnings (as defined in the Act) before he be-
came disabled.

Benefits in Relation to Payroll

Yearly changes in payroll amounts are an
aggregate statistic representing a composite of
changes in wage levels and employment. Relating
total benefit payments to covered payrolls year
by year may thus give some indication of the ex-
tent to which benefits have kept pace (1) with
the increase in the number of workers covered
by workmnien’s compensation, (2) with the rise in
wage rates on which cash benefits are based, and
(3) indirectly with the growing costs of hospitali-
zation and medical benefits. Continuing the trend
noted in the early 1960’s, the ratio of benefits to
payroll from 1965 through 1968 has been rising
very slowly (table 6). As a matter of fact, the
whole pattern since World War II is an irregular
but continued rise in this ratio, though the level
is still considerably below the level in 1940.
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Any inferences concerning trends in benefit-
payroll ratios should take account of changes
occurring in the frequency of work injuries. The
benefit part of the benefit-payroll ratio is clearly
affected by patterns in accident experience as well
as statutory changes in benefits and economic
changes. In this regard, table 6 indicates a pro-
nounced reversal of the national injury frequency
rates in the most recent years. A decline in the
rate until the early 1950’s was followed by a long
period of relative stability from 1954 through
1964 when the rates ranged from 11.5 to 124
injuries per million employee-hours worked.
From 1965 to 1968 the injury rates have risen to
14.0 per million. (The new direction in injury
frequency rates has not been accompanied by any
change in injury severity data.) This rise in
injury rates would seem to suggest that not much
of the recent increase in benefit outlays can be
attributed to liberalized laws that outstripped
economic changes.

The benefit-payroll relationship may also be
examined for interstate patterns. In 1968, aggre-
gate benefits as a proportion of covered payroll
ranged from 0.35 percent in North Carolina to
1.28 percent In Arizona. The States were fairly

TaBLE 6.—Aggregate benefits as percent of payroll in covered
employment and rates of injury frequency and injury severity
in manufacturing, 1940, 1946, and 1948-68

Benefits Injury Injury
Year as percent frequency severity
of payroll rates ! rates 2
0.72 15.3 1.6
.54 19.9 1.8
.51 17.2 1.5
.55 14.5 1.4
.54 4.7 1.2
.54 i6.5 1.3
.55 14.3 1.3
.56 13.4 1.2
.57 11.5 1.0
.55 12.1 637
.55 12.0 12
.56 11.4 754
58 $11.4 761
68 12.4 752
59 12.0 753
61 11.8 698
62 11.9 698
62 11.9 689
63 12.3 702
62 12.8 713
62 13.6 699
.64 14.0 709
.63 14.0 601

I 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 number
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 Beginning 1958, new series based on revised Standard Industrial Classi-
fication 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 Statistics.
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evenly distributed over the range of benefit-pay-
roll ratios, except for some grouping toward the
lower end. Benefits equaled 1 or more percent
of payroll in only 7 States, with 5 percent of
covered employment, but they were less than 14
of 1 percent in 18 jurisdictions with 31 percent
of all covered workers.

As chart 4 shows, industrial States in the Mid-
west and the eastern seaboard have lower benefit-
payroll ratios than those in other sections gen-
erally. States exhibit a changing pattern with
the years. In Kansas, Nevada, Rhode Island, and
South Dakota, for example, benefit-payroll ratios
dropped between 1960 and 1964 and also dropped
between 1964 and 1968. The various elements
that influence the ratio of benefits to payroll tend
to be stable, however. The fact that six of the
seven States with ratios of 1 percent or more in
1968 had also been in this category in 1964 is an
illustration of this stability.

Among these elements are (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 composition of the
labor force, and by the effectiveness of safety and
rehabilitation programs; (2) the level and dis-
tribution 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 admin-
istrative and legal procedures and policies used
in evaluating, adjudicating, and policing claims.

Because the elements are so diverse, little corre-
lation exists between the benefit-payroll ratios
and the statutory provisions for compensating
temporary total disability. Comparing chart ¢
with chart 3 shows that States with relatively
liberal benefit provisions are among those expend-
ing the lowest proportion of payroll for benefits
and vice versa. As of December 1969, the 17
jurisdictions with the highest rate of wage-re-
placement (including dependents’ allowances)
for disabilities lasting 3 weeks are distributed
among all jurisdictions by benefit-payroll ratio
as follows: six are in the highest third, six in the
middle third, and five in the lowest third. States

CHART 4.-—Total benefits as a percent of payrolls in covered employment, by jurisdiction, 1968

18

States
18 [ ]tessthan 0.50%

]0.50-0.69%
0.70-0.89%

0.90 and over
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with middle and low wage-replacement ratios
are similarly scattered throughout the distribu-
tion of States when arrayed by size of benefit-
payroll ratio.

COST

The total cost of workmen’s compensation to
employers!! is made up of several components.
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 investigation and adjustment, safety in-
spection, legal services, and general administra-
tion. In self-insurance, some of these overhead
expenses are eliminated or reduced, but in insur-
ance provided by commercial carriers there are
additional charges, such as acquisition costs (com-
missions and brokerage fees), taxes and licenses,
and allowances for underwriting profit and gain.

Annual costs for employers in the aggregate
were constantly on the rise during the 1960’s
(table 7). Toward the end of the decade they
reached 1.07 percent of payroll in covered em-
ployment. This rate is still lower than the rate
before World War I but is considerably higher
than the 89-92 cents per $100 of covered payroll
that prevailed throughout the late 1950’.

The wide differences that exist among indi-
vidual employers are, of course, hidden by these
overall cost ratios. The major factors in the dif-
ferences are the employer’s industrial classifica-
tion and the hazards of that industry as modified
by experience rating. The premium rate an em-
ployer pays, in comparison with the rate for the
same industrial 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 ex-
clusive or competitive State fund, or through

11 Except in a few States that require minimal em-
ployee contributions—oprimarily toward the cost of medi-
cal care—or that pay supplemental pensions from gen-
eral revenues, workmen’s compensation benefits are en-
tirely employer-financed.
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TasLe 7.—Estimated costs of workmen’s compensation to
employers as percent of payroll in covered employment,
1940, 1946, and 194868

Amount? Percent. of
Year (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 .01
1,666 .92
1,734 .91
1,746 .91
1,869 .89
2,055 .93
2,156 .95
2,323 .96
2,510 .99
2,713 1.00
2,908 1.00
3,279 1.02
3,656 1.07
4,027 1.07

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

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
survey of employer expenditures for selected
fringe benefits in the private nonfarm economy
reported that such expenditures in 1968 for work-
men’s compensation averaged 0.9 percent of com-
pensation, amounting to 3 cents per hour of
work.'? In manufacturing the rate was 0.8 percent
and in nonmanufacturing, 0.9 percent. Among
office workers, the rate was as low as 0.3 percent
of compensation; among non-office or production
workers, the rate was 1.2 percent, with manu-
facturing reporting 1.0 percent and nonmanufac-
turing reporting 1.4 percent. Earlier BLS studies
reported similar differentials but somewhat lower
overall rates, with establishments of 500 em-
ployees or more having lower expenditures for

12 Bureau of Labor Statistics Release 11-197, dated
May 11, 1970. Compensation in this study was defined
as gross payroll plus employer payments for legally
required insurance programs and private welfare plans.
Since gross payroll totaled less than 90 percent of com-
pensation, workmen’s compensation expenditures, if they
were related only to payroll in the BLS study, would
come very close to the 1.07 percent of payroll estimated
by Social Security Administration for 1968,
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workmen’s compensation than small plants did.*

The Chamber of Commerce in its 1967 sample
survey of employee benefits reported that work-
men’s compensation costs incurred by employers
equaled 1.1 percent of gross payroll in manufac-
turing industries and 0.5 percent in nonmanufac-
turing industries, for an overall ratio of 0.8
percent.’* These rates ranged from a low of 0.1
percent for insurance companies to a high of 1.6
percent in primary metal industries. The same
industries also represented the range in terms of
cents per payroll hour—from 0.3 to 5.3.

Costs vary not only from one industry to an-
other 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 1966 from the National Council on
Compensation Insurance show that earned pre-
miums as a proportion of insured payrolls ranged
from 0.7 percent in Indiana, Pennsylvania, and
Utah to 2.8 percent in Louisiana and the national
average was about 1.3 percent. About two-fifths
of the States, with a little over one-third of the
insured payroll, had rates of 0.8-1.1 percent, and
only 3 had rates lower than 0.8 percent. Almost
one-third of the States—with about the same
proportion of payroll—had rates of 1.6 percent
or more, including 3 with rates of 2.0 percent or
more. The distribution of States is similar to
that reported for policy-year 1962 except that a
few less States had rates of 1.6 or more in 1962.

It should be emphasized that the variation in
these ratios, like those of benefits to payrolls, is
due to a multiplicity of factors, of which benefit
costs is only one.

Loss and Expense Ratios

When benefits paid (table 4) are compared
with premium costs (table 7), a rough indication
of the proportion of the premium dollar that
reaches the injured worker is obtained. In 1968,
for every $1 spent by employers to insure or
self-insure their work-injury risks, 59 cents was
paid out in medical and cash benefits. This is

13 Bureau of Labor Statistics, Employee Compensation
in the Private Nonfarm Economy, 1966 (Bulletin No.
1627), June 1969, tables 8a and 8b.

14 Chamber of Commerce of the United States, Em-
ployee Benefits, 1967, 1968, table 6.
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the lowest proportion computed since 1954. The
ratio has been steadily dropping from a high of
65 percent for 1959.

The loss ratio—the ratio of benefits paid during
the year to insurance costs for the same year—
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 mutual 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 of employers insured
by 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.

Table 8 shows the extent of the difference in
the loss ratios computed by the two methods.
Relating losses paid to direct premiums written
produces an average loss ratio of 53.4 percent
for private carriers for 1950-68. The loss ratio
is 62.4 percent when losses incurred are related
to premiums earned. The largest yearly differ-
ences are registered in the period when the up-
ward trend in business and payrolls is most pro-
nounced. Thus, during the early 1950’s and the
late 1960’s, annual differences of more than 10
percentage points prevailed. When economic
growth slackened in the late 1950’s and much of
the early 1960’s, the differences were considerably
below 10 percentage points. But whichever series
1s used, benefit payments as a percentage of pre-
miums have been gradually dropping since the
late 1950%s.

The bulk of workmen’s compensation private
insurance policies are sold through stock or
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TasLE 8.—Comparative loss ratios, private carriers, 195068 !

[Amount in millions}

Direct writings related to Earned premiums related to
losses paid ? ineurred losses 3
Year . .

lavliietc_t ]i())xsr;cst Loss E;?;f’d Incurred | Loss

ings ¢ paid ratio miums ¢ losses ratio
Total. - ($29,048.9 ($15,519.5 53.4 ($27,538.6 ($17,176.8 62.4
________ 721.5 381.3 52.8 696. 6 427.7 61.4
844.5 444.4 52.6 789.9 518.5 65.6
956.3 491.0 51.3 903.7 571.9 63.3
1,074.1 524.2 48.8 1,010.6 605.4 59.9
1,067.3 540.5 50.6 1,010.8 561.4 55.5
1,078.4 562.5 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
o 1,782.3 987.6 55.4 1,671.3 1,071.7 64.1
o 1,924.8 1,069.6 55.6 1,827.8 1,153.4 63.1
- 2,074.4 1,124.0 54.2 1,966.6 1,236.4 62.9
- 2,366.4 1,239.1 52.4 2,229.4 1,412.8 63.4
.| 2,640.2 1,362.9 51.6 2,500.4 1,584.7 63.4
........ 2,940.0 1,481.6 50.4 2,796.9 1,727.2 61.8

1 Before 1959, excludes Alaska and Hawaii.

2 Data for 1950-58 from Spectator: Insurance by States of Fire, Maurine,
Casualty, Surety and Miscellaneous Lines, annual issues. Data for 1959-66
compiled from published and unpublished reports of the State insurance
commissions. Data for 1967-68 from A. M. Best Company.

3 From National Council on Compensation Insurance, Insurancé Erpense
Erhibit (Countrywide) annual isstes.

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

mutual companies.’® Table 9 gives the country-
wide experience of these companies in under-
writing workmen’s compensation.

Comparisons of loss and expense ratios must
be made with caution, since the mode of operation
of stock and mutual companies is different. Non-
participating stock companies, for example, dis-
tribute profits among their stockholders, but the
bulk of the profits of mutual companies is re-
turned to policyholders as dividends—in essence
the difference between the anticipated and actual
cost of insurance. Precise data on the amount
of dividends returned to policyholders are hard
to obtain. Companies issuing workmen’s com-
pensation policies on a participating basis gen-
erally estimate dividends equal to 10-15 percent
of premium income.!

If the data in table 9 were adjusted to allow
for dividends, the loss ratios for mutual com-
panies would be increased by about 7-11 per-

15 A description of the types of private insurers, their
legal form of organization, their marketing and pricing
methods, and their share of the market appears in C.
Arthur Willlams, Jr., Insurance Arrangements under
Workmen’s Compensation (Department of Labor, Bureau
of Labor Standards, Bulletin No. 317, 1969), chapter 3.

16 For some recent data on dividend rates, see C.
Arthur Williams, Jr., op. cit., pages 90-91.
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TaBLE 9.—Countrywide workmen’s compensation experience
of stock and mutual companies, 1939-68

[Amounts in thousands]

Pre- Ex- | Net
Losses | Loss | Expenses

Year miums s s pense | gain

earned incurred | ratio | incurred Fatio | ratio
Stock companies
193947, total 1.____ $1,934,554 |$1,110,676 | 57.4 | $733,512 | 37.9 4.7
1948-56, total 1_____ 3,920,104 | 2,318,171 | 59.1 | 1,403,189 | 35.8 5.1
1957-64, total 1.____ 6,131,817 | 3,924,643 | 64.0 | 2,119,200 | 34.6 1.5
1965-68, total...... 6,217,537 | 3,936,791 | 63.3 | 1,948,892 | 31.3 5.4
1,282,399 818,822 | 63.9 420,650 | 32.8 3.3
1,446,192 929,406 | 64.3 456,928 | 31.6 4.1
1,637,183 | 1,032,859 | 63.1 515,289 | 31.5 5.4
1,851,763 | 1,155,704 | 62.4 556,025 | 30.0 7.8
Mutual companies ?

1939-47, total 1__.__ $1,200,334 | $684,948 | 57.1 | $273,267 | 22.8 [ 20.1
1948-56, total ! 1,533,125 | 58.6 626,992 | 24.0 17.4
1957-64, total 1.____ 2,140,765 | 62.6 891,391 | 26.1 11.3
1965-68, total _..__ 2,979,624 | 1,846,522 | 62.0 759,943 | 25.5 | 12.5
615,468 377,615 | 61.4 164,101 | 26.7 | 12.0
712,795 438,454 | 61.5 181,743 | 25.5 | 13.0
785,479 505,171 | 64.3 199,201 | 25.4 | 10.3
865,882 525,282 | 60.7 214,808 | 24.8 | 14.5

1 Annual figures previously published in the articles on workmen’s com-
pensation that appeared in the Social Security Bulletin, March 1954, August
1958, and October 1966,

2 All figures disregard dividends to stockholders, which if taken into con-
sideration result in higher loss ratios and expense ratios; net gain ratio repre-
sents ratio before dividends to policyholders.

Source: Data for 1939-64 compiled from Annual Reports of the New York
State Insurance Department and from the Annual Casualty-Surety Editions
of the Eastern Underwriter and refer to countrywide business of private
carriers operating in the State of New York (representing about 80 percent
of all business underwritten for United States employers by insurance
companies). Data for 1965-68 are from annual issues of National Council on
Compensation Insurance, Insurance Erpense Ezhibit (Countrywide) and
rsetfetr to countrywide business of all private carriers operating in the United

ates.

centage points. The expense ratios would be
higher by 3-5 points.

Without that adjustment, the average loss
ratios of mutual and stock companies for the
period 1965-68 are not far apart. Stock com-
panies earned $6.2 billion in premiums and paid
to claimants, or reserved for future payments, $3.9
billion—for a loss ratio of 63.3 percent. Mutual
companies earned $3.0 billion in premiums and
incurred losses of $1.8 billion, for a ratio of 62.0
percent. In line with the trend revealed in table
8, these loss ratios are somewhat lower than those
registered in 1957-64.

Stock companies have generally found the
workmen’s compensation line less profitable than
mutual companies have. During 1965-68, stock
companies earned an underwriting profit of 5.4
percent and mutual companies averaged a gain of
12.5 percent from underwriting. This situation,
however, represents considerable improvement for
stock companies from the period 1957-64, when
their gain was 1.5 percent and that for mutual
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companies was 11.3 percent. These averages, of
course, conceal wide year-to-year fluctuations.
During the past 10 years, the underwriting gain
for stock companies has ranged from a profit of
7.6 percent in 1968 to a deficit of 0.5 in 1961.
For the mutual companies, the fluctuation has
ranged from a net gain of 14.5 percent in 1968
to 7.4 in 1963.

Comparison of the financial showing of stock
and mutual companies reveals differences at-
tributable mainly to differences in expense ratios
and In acquisition costs particularly. Stock com-
panies sell the major proportion of their policies
through independent agents or brokers, and mu-
tuals sell most of their policies through their own
employees, who usually receive a lower compensa-
tion per policy. In 1965-68, stock companies in-
curred expenses averaging 31.3 percent of pre-
miums earned, and mutual companies incurred

TaBLE 10.—Administrative expenses incurred as percent of
net premiums earned, by category of expense and by type of
private carrier, 1950, 1955, 1960, and 1965-68

Expenses incurred as percent of net premiums earned 1
Acqui-
Investi-| Sition, Safety
4 fleld !
Year ggﬂgn super- | Taxes, mtsig;c- Pay-
Total |, 5t | Vision, |licenses,| Vo roll | Other?
J and col-|and fees| 2D audit
ment of| lection engi-
claims | ™0 neering
penses 2|
Nonparticipating stock eompanies
40.9 10.3 17.4 3.8 1.6 2.7 5.1
36.5 8.7 15.8 3.5 1.4 2.3 4.8
36.9 9.4 15.4 3.6 1.2 1.9 5.4
34.6 8.9 14.5 3.7 1.1 1.4 5.0
33.2 8.7 14.0 3.6 1.0 1.3 4.7
32.9 8.6 13.7 3.7 1.0 1.2 4.7
31.4 8.2 12.7 3.7 .9 1.1 4.7
Participating stock companies
28.8 8.2 11.5 2.4 1.1 1.1 4.3
28.3 7.9 11.9 2.3 1.0 .9 4.3
26.8 8.3 11.0 2.3 7 .6 3.9
25.1 8.1 9.9 2.3 7 .6 3.5
26.0 8.1 9.6 2.6 7 .6 3.4
25.1 8.0 9.4 2.5 7 .8 3.9
24.1 7.6 8.2 2.7 7 .5 4.3
Mutual companies
25.0 8.0 7.4 3.1 2.3 1.2 3.0
25.0 7.7 7.5 2.8 2.3 1.1 3.6
25.6 8.3 7.4 3.0 2.2 1.0 3.7
26.8 8.9 7.4 3.5 2.1 1.0 3.7
25.5 8.5 7.2 3.5 1.9 .9 3.4
25.4 8.5 7.2 3.6 1.8 .9 3.3
24.8 8.0 7.0 3.6 1.8 1.0 3.4

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

? Includes commission and brokerage expenses.

# Includes general administration and rating bureau expenses.

Source: National Council onn Compensation Insurance, Insurance Ezpense
Ezhibit (Countrywide), annual issues.
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expenses averaging 25.5 percent of premiums
earned. The difference would be less if dividends
were taken into account.

Over the years there has been a narrowing
of the gap between stock and mutual com-
panies in their expense ratios. During 193947,
the expense ratio for stock companies averaged
37.9 percent and has been dropping ever since.
Conversely, the expense ratio for mutual com-
panies averaged 22.8 percent in 193947 and
higher ratios have been registered since then.

Acquisition cost differences have also narrowed.
For nonparticipating stock companies, acquisi-
tion and field supervision costs dropped from
17.4 percent of premiums earned in 1950 to 12.7
percent in 1968, at the same time that those of
mutual companies remained more or less at T
percent of earned premiums (table 10).

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~
68, benefits paid amounted to 70.8 percent of the
premiums written for the 18 State funds—17
percentage points greater than the corresponding
ratio for private carriers (table 8). This differ-
ence narrowed somewhat in 1967 and 1968, but,
in general, fluctuations in the ratio for State

TaBLE 11.—Benefit payments and administrative expenses
in relation to premiums written, 18 State funds, 1950-68 !

[Amounts in millions]

5 Benefits as | Adminis- |Expenses as
Year I";gir?tl:nn;s Be;li%fists percent of trative percent of
3 premiums | expenses ¢ ! premiums
Total.__[ $6,931.3 $4,904.1 70.8 $633.6 9.1
172.1 126.7 73.6 16.5 9.6
204.9 140.9 68.8 18.6 9.1
228.6 158.3 69.2 20.4 8.9
250.1 170.4 68.1 21.9 8.8
265.9 183.2 68.9 24.1 9.1
279.6 192.6 68.9 24.4 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
328.4 247.8 75.4 31.2 9.5
366.9 266.0 72.5 33.6 9.2
370.7 287.0 71.4 36.0 9.7
394.8 307.8 78.0 38.4 9.7
432.8 320.6 74.1 41.4 9.6
469.8 337.4 71.8 43.8 9.3
493.9 351.3 71.1 46.1 9.3
531.9 374.2 70.4 47.4 8.9
591.9 394.6 66.7 50.9 8.6
621.5 412.9 66.4 57.0 9.2

1 For some States, fiscal-year data converted to calendar-year data.

2 Disregards dividends to policyholders but allows for premium discounts.

3 Excludes payment of supplemental pensions from general revenues.

¢ 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, generally not
separable.

Source: Spectator, Insurance by States, annual issues; Argus Casualty and
Surety Chart, annual issues; and State reports.
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funds have followed the trend revealed by the
private-carrier data.

The loss ratios shown in table 11 are not strictly
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
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
usually reflected in ex post facto dividends re-
turnable to policyholders—an item not taken into
account in table 8. Second, the premium charges
of some State funds do not always cover allow-
ances for certain items included in the premium
charges of private carriers-—maintenance of cer-
tain reserves, for example, administrative and
legal services financed through public appropria-
tions or provided by other government depart-
ments, and taxes and other special assessments.
Third, benefit outlays for the State funds reflect
the fact that the States generally insure an undue
proportion of the high-hazard undesirable risks,
many of which cannot get insurance from private
carriers. These factors combine to increase the
loss ratio for State funds.

Since competitive State funds spend a very

TaBLE 12.—Administrative costs of State agencies by method
of financing, 1950-68 !

[Amounts in millions]

Financed through
Total legislative
adminis- appropriations
trative
costs

Financed through
assessments on

Fiscal year carriers

Amount | Percent | Amount | Percent
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! Includes the District of Columbia. Excludes the States with exclusive
funds (7 States through 1965, 6 States thereafter), where the task of adminis-
tering the law is generally merged with that of providing insurance protec-
tion. Also excludes the Federal system, 4 States where the laws are court-ad-
ministered, and before 1960, Alaska and Hawaii. Relates to expenditures of
State administrative bodies in supervising the operations of insurance carri-
ers and in exercising adjudicative and enforcement powers.

Source: Compiled from State budget, finance, and treasury documents
and annual reports of State administrative agencies.
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small proportion of premiums for business-get-
ting, and exclusive State funds spend practically
nothing, it is to be expected that the expense
ratios of State funds are lower than those of

nirata A Tt ong TA 10K
plivate carriers. ror

1950-68, administrative
costs (excluding loss-adjustment expenses for
certain competitive funds) of all State funds
averaged 9.1 percent of premiums written (table
11). Exclusive funds devoted, on the average,
6.4 percent of premiums to expenses and com-
petitive funds 11.5 percent. These ratios do not
vary significantly from year to year.
Comparison of the expense ratios of State funds
and private carriers must, like comparison of
their loss ratios, be made carefully. In their
expense loading, private carriers include 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 government depart-
ments. In addition, private carriers generally
provide special consultative services in the fields
of accident prevention, rehabilitation, payroll

thaot ha 1na
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funds.??

Table 10 shows the magnitude of such services.
Taxes, licenses, and fees, for example, generally
take 24 percent of premium; inspection and
safety engineering, 1-2 percent; and payroll
auditing, 1-2 percent. Some State funds, how-
ever, would have a lower expense ratio than in-
dicated if the premium volume were adjusted to
include the amounts from general revenues for
operations.

State Administrative Costs

Another item in the total cost of workmen’s
compensation represents the expenditures of
State administrative agencies in supervising the
operations of the insurance carriers and in exer-
cising adjudicative and enforcement powers to
ensure compliance with the law. For the fiscal
year 1968, these administrative costs totaled $42.7

17 For an evaluation of the activities of private in-
surers and State insurance funds in these areas as well
as with respect to such factors as promptness of settle-
ment, see C. Arthur Williams, Jr., op. cit., chapter 7.
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million for the District of Columbia and the 40
States with available data (table 12).

Not all of this amount, however, represents a
cost in addition to that paid by employers, as
shown in table 7. In 21 States, expenses amount-
ing to $26.8 million were financed through as-
sessments against the insurance mediums and
were already reflected in the premium charges
of carriers to employers. Only where adminis-
trative expenses were financed through appropria-
tions from the general treasury (19 States and
the District of Columbia) did such expenses—
totaling $15.9 million—represent a cost of work-
men’s compensation additional to that charged
in premiums. In recent years, the proportion of
administrative expenditures met through the two
methods of financing has not changed.

According to a Department of Labor study!®
costs of general administration in 1962 ranged
from 0.5 percent of total workmen’s compensation
payments to 4.7 percent. Most agencies spent
between 1.0 percent and 3.0 percent of their bene-
fit amounts on administrative expenses. Seven
States spent less than 1.0 percent of total pay-
ments, 24 States spent between 1.0 and 2.9 per-
cent, and 6 States had costs exceeding 3.0 percent.
These figures exclude the States with court ad-
ministration and States where the cost includes
the administration of a State insurance fund.
The study concludes that the administration of
workmen’s compensation, in general, is under-
financed.

SUMMARY

The tempo of change in workmen’s compensa-
tion has been accelerating, partly as the result of
fast-moving economic developments such as in-
flation. Another factor is the growing concern
among States that failure to bring their laws

18 Department of Labor, Bureau of Labor Standards,
Workmen's Compensation, The Administrative Organi-
zation and Cost of Administration, Bulletin 279, 1966,
pages 91-99. The study includes a review of claims pro-
cedures in supervising benefit payments, methods of in-
ternal and external management, personnel practices,
supervision of self-insurance and insurance requirements,
and procedures for identifying potential rehabilitees.
See also Raymond G. Schultz, “Administrative Issues in
Workmen’s Compensation,” The Journal of Risk and
Insurance, September 1967, pages 423—434.
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up to commonly accepted standards will increase
the possibilities of Federal participation.

Thus, in the area of coverage from 1961 through
1968, eight States have eliminated or reduced
their numerical ex>»mptions, one State shifted
from elective to compulsory coverage, and several
expanded their coverage for agricultural workers
or State or local government employees. Conse-
quently, the proportion of the labor force insured
for workmen’s compensation, after hovering at
four-fifths for years, is now rising and reached
84 percent in 1968. Some of the increased cover-
age, however, can be attributed to a diminishment
in the size of the groups that historically have
been exempt from workmen’s compensation
coverage.

Similarly, in the area of wage-replacement
protection, most laws have undergone improve-
ment. During the 1960’s, all but 3 States increased
their statutory dollar maximum for weekly tem-
porary total disability benefits. By the end of
1969, nine States had automatic arrangements
for keeping these maximums current with chang-
ing wage levels. Waiting-period provisions under-
went little change, but 13 States liberalized their
provisions for paying benefits retroactively to
include the waiting period.

As a result, nationwide, the average worker
without dependents in 1969 could expect (after
a waiting period) to have had 53 percent of his
weekly wage restored in case of wage loss from
work injury, compared with 50 percent in 1961.
When this worker’s disability has lasted 3 weeks,
his benefit would replace (with waiting-period
provisions taken into account) 44 percent of his
lost wages, compared with 37 percent in 1961.
Despite the improvements, these ratios are con-
siderably below the statutory benefit-wage re-
placement ratios (which, when weighted by
coverage, average 64 percent for the Nation).

The 1960’s also saw some liberalization in the
durational restrictions in the compensation of
total permanent disabilities and in the payment
of survivor benefits. Nevertheless, the adequacy
of these benefits is seriously impaired in periods
of inflation by the failure of most States to pro-
vide periodic increases to long-term beneficiaries
on the rolls as wages rise. When allowance is
made for restrictions on medical benefits fur-
nished, legal fees incurred by the injured, exclu-
sions due to occupational diseases and inadequate
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provisions for rehabilitation, it is clear that the
average worker is meeting, out of his own re-
sources, the larger share of the cost of work
injuries.

Partly as the result of liberalizations in the
law, the annual cost to employers of workmen’s
compensation has been on the rise—from less than
1 percent of payroll in the early 1960’s to 1.07
percent in 1968. At the same time, the proportion
of the earned premium dollar that is being re-
turned to workers in the form of cash benefits
and medical services has been dropping and in
1968 was about 61-62 percent for private insur-
ance carriers. Since expense ratios—the portion
of premiums that go for administrative expenses

—have also been dropping, underwriting gains
of the private insurance carriers have shown im-
provement in recent years.

Differentials in the expense ratios of State in-

surance funds and of private carriers are still

considerable. During 1965-68, these ratios aver-
aged 30-33 percent for stock companies, 25-27
percent for mutual companies, and 11-14 percent
for State funds (including an estimated allowance
for loss-adjustment expenses). Although State
funds like private carriers also reported a drop
in loss ratios, they still pay out a considerably
higher proportion of their premium income in
benefits than private carriers do.
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