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Workers Compensatmm 1976—80 Benchmark

Because the two systems directly affect each other, the Social
Security Administration (SSA) has had a long-standing interest
in workers’ compensation. In some cases, workers’ compensa-
tion fills the gaps in protection not covered by-Social Security
and, in others, it may duplicate such protection. Since 1965, So-
cial Security disability benefits have been subject to reduction if
the beneficiary also receives workers’ compensation and the
combined benefits exceed 80 percent of previous earnings. SSA
has also been directly involved in providing income mainte-
nance for disability from work-related diseases since 1969,

when the Federal Black Lung program was established. Every 4

years, SSA prepares a new set of benchmark figures to serve as
a basis for its series on national workers’ compensation benefits
and program operations. The 1980 benchmark figures, pre-
sented here, provide an opportunity to review program opera-

[,

tions during the decade of the 1970’s.

Fifty-one State workers’ compensation programs (in-
cluding one for the District of Columbia), plus several
Federal programs, aid workers and the families of
workers who become disabled or die from an injury or
illness related to their jobs. These programs comple-
ment the Social Security system by providing cash pay-
ments, medical benefits, and rehabilitation services to
disabled workers. Workers’ compensation is intended to
provide protection against income loss resulting from a
disabling injury or illness that is work related. Program
benefits are financed from insurance paid for by em-
ployers.

Workers’ compensation pays medical expenses and
cash benefits in four circumstances: temporary total
disability, permanent partial disability, permanent total
disability, and death. Roughly 4 out of 5 program
claims are for medical expenses only. Among cash pay-
ment claims, 70 percent or more are for temporary total
disability benefits to workers whose injury keeps them
from their jobs for relatively short periods. When the
total money amount is considered, however, the largest
share goes to workers with a permanent partial disabili-
ty.

An important feature of workers’ compensation is the
option employers have in insuring the protection man-
dated by law. They may generally choose to provide

*Office of Research, Statistics, and International Policy, Office of
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their workers with coverage by obtaining a policy with a
commercial insurance company. Six States, however,
require employers to insure with a publicly operated
agency (exclusive State funds). In 12 States, employers
may choose to insure with a public fund that competes
with private insurers (competitive State funds). In all
but three States, employers may self-insure their
workers’ compensation obligation if they provide proof
of their financial ability to do so, such as by posting
bond.

- The Decade in Brief

The 1970’s were eventful years.for the workers’
compensation system. Concern over program problems
was reflected in congressional hearings on proposed
Federal standards, in the establishment of the Federal
occupational safety and health and Black Lung benefit .
programs, in the creation of national commissions on
workers’ compensation in 1970 and 1974, and in a con-
ference on occupational disease in 1976.! In response to
these and other pressures for reform, States made many

! See The Report of the National Commission on State Workmen’s
Compensation Laws, Washington, D.C., 1972; Workers’ Compensa-
tion: Is There a Better Way? (Report of the Policy Group of the Inter-
departmental Workers’ Compensation Task Force), 1977; and
Proceedings of the Interdepartmental Workers’ Compensation Task
Force Conference on Occupational Diseases and Workers’ Compensa-
tion, 1976.
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major program changes in the early 1970’s that im-
proved coverage and benefits.

These changes produced substantial growth in
coverage and benefits and in costs to employers as well.
By 1980, 79 million workers, or 88 percent of the wage
and salary work force, were covered by workers’
compensation. Annual benefit payments, including
those for Black Lung, amounted to $13.5 billion in that
year. Benefits under regular State programs alone
reached nearly $12 billion in 1980, 289 percent above the
level of 1970.

Total benefits grew rapidly throughout the decade. In
the early years, growth was triggered by the more inclu-
sive State programs and by the new Federal Black Lung
benefits. In the latter half of the 1970’s, growth was
spurred by the effects of wage and medical cost inflation
and, in 1979, by an expansion of the Black Lung pro-
gram, Other important contributors to benefit growth
were the rise in the size of the covered labor force and
some increase in the incidence and severity of work-re-
lated disability.

Under the regular programs in 1980, private insurers

paid 60 percent of the benefits; State funds, 22 percent;
and self-insurers, 19 percent. At the beginning of the
decade, self-insurers paid a somewhat smaller share of
the total, and both public and private insurance com-
-panies paid a higher share.

-~ The 1970’s were notable not only for increases in
benefits paid, but also because weekly benefits replaced
a higher share of lost earnings. As a result of legislative
increases in replacement rates and maximum weekly
benefit amounts, more States provided benefits that re-
placed about two-thirds of lost wages. In December
1969, just four States provided workers earning average
wages with temporary total disability benefits of at least
two-thirds of wages. By January 1982, 38 States pro-
vided this level of protection. Most of these improve-
ments occurred from 1970 to 1975.

The cost of employers’ premiums rose faster than
benefits during the decade. (Besides benefit payments,
premiums include the expenses of overhead, claims

processing, and State regulatory agencies.) Employers

paid $22 billion in premiums in 1980, 353 percent more
than in 1970. The large rise reflects insurers’ attempts to
anticipate future benefits in an inflationary period. !

Premium costs reached $1.95 per $100 of payroll in
1980, an increase of 76 percent over 1970. The largest
annual increase in this measure was in 1977, After that
the growth moderated. By 1980 the rate was $1.95, the
same as in 1979.

Various cost figures for private and State funds
showed the same general pattern—growth early in the
1970’s but, in the last few years of the decade, move-
ment toward earlier levels. In particular, the ratio of
benefits paid to premiums, called the loss ratio, for pri-
vate insurers fell from earlier levels of more than 50 per-

\
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cent to 43 percent in 1978. It remained at that level in -
1979 but began climbing again and reached 45 percent in
1980. Similarly, State fund loss ratios fell during the
1970’°s to 50 percent in 1978 but rose in the next couple
years to 62 percent by 1980.

At the end of the decade, program changes involving
expansion of coverage and benefits had largely run their
course. Instead, attention was focused on the contain-
ment of costs through improvements in the operational
and administrative side of the program. States began to
consider changes in their payment structure for compen-
sating permanent partial disability to more accurately
reflect actual income loss. Two States enacted such
‘““‘wage loss’’ approaches.

Premium rate-setting procedures of insurers and the
relative effectiveness of different types of insurers be-
came one of the major areas of program 7revi§w in the
late 1970’s. More employers switched to self-insurance,
used insurers to provide limited services, or set up their
own insurance companies. State legislatures established
commissions to examine the various insurance
mechanisms, including public funds. Most recently, at
least eight States enacted open rating provisions, which
require insurers to offer rates based on individual em-
ployer rather than industry wide experience.

At the end of the 1970’s the main legislative emphasis
among the States was to consolidate the reforms made
earlier in the decade. Many operating procedures were
revised and provisions were enacted to moderate grow-
ing costs. '

It remains to be seen whether these areas will continue
as the main program concerns in the 1980°’s. Alterna-
tively, the drive for reform of the previous decade may
be resumed to address still unresolved issues of coverage
and benefit adequacy.

Coverage

In 1980, 78.8 million workers were covered under
workers’ compensation laws (table 1). Nationally,
changes in the number and proportion of persons
covered by workers’ compensation from 1970 to 1980
showed a pattern of vigorous change in the early and
middle years of the decade, followed by a leveling off of
activity in the later years. In general, this pattern was
the direct result of the many statutory changes States
made in their programs during the early 1970’s. For ex-
ample, during the years 1970-76, the percentage of em-
ployed wage and salary workers covered by the program
rose by almost 3 percentage points. In contrast, cover-
age rose by just over 1 percent in the 1977-80 period,
when there were fewer major program revisions.

The 4-percentage-point increase in coverage .during
the decade was notable, but it was not as high as might
have been expected. Similar growth occurred during
1960-70, when the extension of coverage was much
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Table 1.—Estimated number of workers coverec} in
average month and total annual payroll in covered em-
ployment, selected years, 1949—80 !

Workers covered . Total payroll in
in average month covered employment
Percent of Percent of
ehployed wage| Amount civilian wage
Number (in and salary (in and salary
Year millions) workers 2 billions) disbursements
1940 ....... 24.6 70.8 $36 72.1
1946 ....... 327 76.8 80 76.8
1948 ....... 36.0 71.0 105 79.9
1949 ....... 35.3 76.9 103 © 7941
1950 ....... 36.8 71.2 114 80.1
1951 ....... 38.6 78.4 132 81.0
1952 ....... 39.4 78.9 142 810
1953 ....... 40.7 80.0 154 81.7
1954 ....... 39.8 ; 79.7 153 - 82.0
1955 ....... 41.4 80.0 168 834
1956 ....... 43.0 80.2 182 83.2
1957 ....... 43.3 '80.5 190 83.0
1958 ....... 42,5 80.2 192 83.4
1959 ....... 44.0 80.3 209 84.1
449 804 | - 220 84.1
45.0 80.3 . .226 84.2
46.2 80.4 - 241 84.0
47.3 80.5 254 84.1
48.8 80.8 272 84.0
50.8 81.5 292 83.6
53.6 83.1 321 83.8
55.0 83.1 ) 342 833
56.8 83.8 376 83.4
59.0 84.6 414 83.7
1970 ...t 59.2° 83.8 T 441 83.5
1971 ....... 59.4 83.3 469 83.6
1972 ....... 62.3 84.2 512 83.5
1973 ....... 66.3 86.3 578 84.9
1974 ....... 68.0 86.7 . 637. 85.8
1975 ....... 67.2 86.7 678 86.6
1976 ....... 69.6 86.4 750 86.6
1977 ....... 72.1 86.4 827 86.2
1978 ....... 75.6 86.7 922 85.3
1979 ....... 78.6 . 87.7 1,041 86.0
1980 ....... 78.8 87.6 1,136 85.7

1 Before 1959, excludes Alaska and Hawaii.

2 Beginning 1967, excludes those 'aged 14 and 15 (as well as younger
workers), and includes certain workers previously classified as self-employed.

Source: Data on employed wage and salary workers from Current Popula-
tion Survey, Bureau of Labor Statistics. Data on wage and salary disbursements
from Bureau of Economic Analysis, Department of Commerce.

more limited. The unexpectedly moderate rise in
coverage may have several causes. A change in the in-
dustrial distribution of covered workers was no doubt
one. The number of workers in farming and the smallest

firms grew less than in other sectors of the economy. As °

a result, extensions of coverage to these groups, which
were part of the changes in many State programs in the
1970’s, had less effect than might have been expected.
Another cause may be the difficulty of assuring that
newly covered firms provide coverage. In some cases,
recently covered workers may have been previously ex-
cluded because difficulties in implementation were ex-
pected.

The number of workers covered by workers’ compen-
sation as a proportion of wage and salary workers in
each State is shown in chart 1. Half the States covered at

I

1least 85 percent of their workers in 1980; four covered
less than 70 percent. This coverage pattern was almost
the same as that in 1976. Impressive improvement in
coverage was registered in both 1976 and 1980, com-
pared with 1968, when only 15 States protected at least
85 percent of their. workers and the same number
covered less than 70 percent.

As can be seen in chart 1, coverage rates show .some
geographical pattern. States in the Northeast region and
the East North Central and Pacific divisions tend to
come closer to providing complete coverage than do
States in other areas. This pattern appears to have some
relationship to whether the State program requires firms
of all sizes to provide coverage. In 1980 the programs of
14 States did not require employers with fewer than a
specified number of workers to provide compensation.
Chart 2 shows that nine of these States were in the
South. (No major changes have occurred in coverage
provisions through January 1982.) By contrast, .the
number of States with size-of-firm exceptions at the be-
ginning of the decade was higher (24 States in-1968), as
was the size of covered firm. For example, six States ex-
cepted firms with as many as seven to 15 workers. Other
coverage limits are related to occupation and industry,
which in turn may show regional patterns. Farm em-
ployment is one example. Thirty-three States offered
some coverage to farm workers in 1980. In 13, farm
workers were covered on about the same basis as other
workers. In some States and areas, of course, agricul-
ture is a more important part of the economy than in
others and the lack of farm-work coverage has more
effect on the overall level of protection. (Coverage pro-
visions for farm workers were about the same at the be-
ginning of 1982.)

Other industrial and occupational groups still often
excluded from full coverage are domestic work, casual
labor, and State or local government employment. For
the latter, coverage differs markedly from one jurisdic-
tion to another. Some jurisdictions have no exclusions
or exclude specific groups such as elected or appointed
officials. Others limit coverage to employees of speci-

' fied political subdivisions or to employees engaged in

hazardous occupations. In others, coverage is optional
with the political subdivision,

A list of goals for improving coverage under workers’
compensation was prepared by the National Commis-
sion on State Workmen’s Compensation Laws in 1972.
The Department of Labor issues an annual report on
how many State laws meet these goals. As of January'l,
1982, 37 States met the Commission goal of covering
employees in firms with one or more workers. (Another
nine States had previously been shown to comply sub-
stantially with this goal, even if not fully.) Thirty-one
States also met the goal of covering all government em-
ployees, and the laws of 13 others substantially met this
goal. However, only 21 States provided any substantial
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Chart 1.—Actual coverage as a percent of potential coverage, by jurisdiction, 1980
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Chart 2.—Statutory provisions: Minimum size of firm c
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protection to farm workers and only nine states covered
household workers and casual workers at levels that
even approached the Commission goal for these groups.
The Commrssron recommended that these workers be
covered to the extent of coverage provrded under the So-
cial Securntx program..

1

Benefits

Benefit Growth

In 1980 workers compensation benefits totaled
$13.5 billion, a 12.6-percent i increase over 1979 (table 2).
The annual rate of increase was even higher throughout
the 1970’s. A rapid increase in total benefits took place
during that decade, compared with the two previous
decades, as shown below.

Percentage increase in benefit
Period payments
1950-60 .o .vvvvvveiocnnnenannns 111
1960-70 i vvvviveenrennnennssns 134
1970-80 o ivvvveerninnnanennans 347

Regular State programs. The main reason for this ex-
ceptional growth was the widespread liberalization of
State benefit formulas that took 'place in the early
1970’s.. This change is illustrated by the average of all
State maximum weekly benefit amounts for temporary
total disability shown in the tabulation that follows.

Average maximum Percentage increase

Year weekly benefit from 10 years earlier
1950 .0 iviiinennnonanad $31.70 ees
1960 covivvineennnnnand 47.91 51
1970 o iveiivnnnnncnnnes 80.18 67
1980 ¢ ivveeinevnnannnns 223.09 . 178

One of the most important benefit changes was the
adoption of automatic increases in maximum weekly
amounts. Forty-two programs had these provisions,
which raise the maximum benefit payable as weekly
earnings in the State go up (usually measured by wages
in employment covered by unemployment insurance).
These flexible provisions have had a major impact on
beneflts since prices and wages generally rose in the
1970%s. Average weekly earnings covered by unemploy-
ment insurance rose 95 percent from 1970 to 1980 but
only 51 percent from 1960 to 1970.

Program benefits.for medical expenses were also af-
fected by inflation in medical care prices during the
1970’s. The medical services part of the Consumer Price
Index increased by 120 percent in the decade but by only
52 percent in the 1960’s.

Black Lung program. The Federal Black Lung bene—
fits program, which began in 1970, accounted for 43
percentage points of the 347-point rise in workers’
compensation benefits for the 1970-80 period. Black

" Table 2.—Benefit payments, by type, 1939-80!

[In millions]

Medical
and hos- Compensation payments
1. pitalization
Year Toial payments Total Disability Survivor
1939 .... $235 $85 $150 $120 $30
1940 .... 256 95 161 129 32
1941 .... 291 100 191 157 4
1942 ,... 329 108 221 185 . 36
1943 .... 353 112 241 203 38
1944 ..., 385 120 265 225 40
1945 ... 408 125 283 241 42
1946 .... 434 140 294 250 44
1947 .... 486 160 326 280 46
1948 .... 534 175 359 309 50
1949 .... 566 185 381 329 52
1950 .... 615 200 415 360 55
1951 .... 709 233 476 416 60
1952 .... 785 260 525 460 65
1953 .... 1. 841 280 561 491 70
1954 .... 876 308 568 498 70
1955 ... 916 325 . 591 521 70
1956 .... 1,002 350 652 577 75
1957 .... 1,062 360 702 617 85
1958 .... 1,112 375 737 647 90
1959 .... 1,210 410 800 . 700 - 100
1960 .... . 1,295 435 860 755 105
1961 .... 1,374 460 914 804 110
1962 .... 1,489 495 994 879 115
1963 .... . 1,582 525 1,057 932 |. 125
1964 .... 1,707 565 1,142 1,007 , 135
1965 .... 1,814 600 1,214 1,074 140
1966 .... 2,000 680 1,320 1,170 150
1967 .... 2,189 750 1,439 1,284 155
1968 .... 2,376 . 830 1,546 1,381 165
1969 .... 2,634 920 1,714 1,529 185
1970 .... 3,031 1,050 1,981 1,751 230
1971 .... 3,563 1,130 2,433 2,068 365
1972 .... 4,061 1,250 2,811 2,351 460
1973 .... 5,103 1,480 3,623 2,953 670
1974 .... 5,781 1,760 4,021 3,351 670
1975 .... 6,598 2,030 4,568 3,843 725
1976 .... 7,584 2,380 5,204 4,394 810
1977 .... 8,630 2,680 5,950 5,075 875
1978 .... 9,793 2,980 6,813 5,848 965
1979 .... 12,027 3,520 8,507 7,232 o 12715
1980 .... 13,540 3,920 ' 9,620 8,315 | . 1,305

! Before 1959, excludes Alaska and Hawaii. Beginning 1970, includes Feder-
al Black Lung benefits.

Source: Estimated by Social Security Administration on the basis of unpub-
lished policy-year data from the National Council on Compensation Insurance.

Lung payments grew rapidly in the first few years,
reached $1 billion by 1973, and remained at about that
level until 1979-80, when major statutory revisions pro-
duced $1.7 billion benefit totals in each of the two years.
Table 3 shows the combined total of Black Lung pay-
ments made through the Social Security Administration
(Part B of the program) and the Department of Labor
(Part C). The Labor Department’s share of Black Lung
payments jumped from less than 6 percent of the total in
1978 to 43 percent in 1979.

Payments by Type of Beneflt

Table 3 shows that payments m 1980 mcluded $9.6
billion for cash benefits and $3.9 billion for medical and
hospital care—71 percent and 29 percent, respectively,
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Table 3.—Benefit payments under regular programs
and the Federal Black Lung program, by type, 1970-80

{in millions]
Medical and
hospital- Compensation payments
ization
Year Total payments Total | Disability I Survivor
Total
1970 .... $3,031 $1,050 $1,981 $1,751 $230
1971 .... 3,563 1,130 2,433 2,068 365
1972 ... 4,061 T 1,250 2,811 2,351 . 460
1973 .... 5,103 1,480 3,623 2,953 670
1974 .... 5,781 1,760 4,021 3,351 670
1975 .... 6,598 2,030 4,568 3,843 725
1976 .... 7,584 2,380 5,204 4,394 810
1977 .... 8,630 2,680 5,950 5,075 875
1978 .... 9,793 2,980 6,813 5,848 965
1979 .... 12,027 3,520 8,507 7,232 1,275
1980 .... 13,540 3,920 9,620 8,315 1,305
Regular programs }
1970 .... $2,921 $1,050 $1,871 $1,672 $199
1971 ... 3,184 1,130 2,054 1,837 217
1972 .... 3,507 1,250 2,257 2,017 240
1973 .... 4,058 ' 1,480 2,578 2,303 275
1974 .... 4,826 1,759 3,067 2,747 320
1975 .... 5,641 2,028 3,613 3,248 365
1976 .... 6,603 2,377 4,226 3,796 430
1977 .... 7,663 2,678 4,985 4,500 435
19718 .... 8,770 2,978 5,792 5,257 535
1979 ... 10,315 3,506 6,809 6,199 610
1980 .... 11,802 3,893 7,909 7,239 670
Federal Black Lung program 2
1970 .... |’ $110 0 $110 $77 $33
19711 ... 379 0 379 232 . 147
1972 .... 554 0 554 330 224
1973 .... 1,045 0 11,045 650 395
1974 .... 955 $1 954 T 604 350
1975 .... 957 2 955 595 360
1976 .... | . 981 3 978 598 380
1977 .... 967 2 965 575 390
1978 .... 1,023 2 1,021 591 430
1979 .... 1,712 14 1,698 1,033 665
1980 .... 1,739 27 1,712 1,077 635

! Includes all workers’ compensation programs, except Federal Black Lung.

2 Cash benefit payments made through the Social Security Administration
and, beginning in 1974, cash and medical payments made through the Depart-
ment of Labor.

of the total. This distribution was similar to that
throughout the 1970’s. '

Little change occurred in the distribution of benefit

payments by broad type of benefit for many years
among the regular programs. Cash and medical pay-
ments have fluctuated around two-thirds and one-third,
respectively, through 19802 Some change did occur,
however, in the composition of cash benefits. Payments
for death benefits under regular programs have slowly
declined in importance from about 13 percent of the
total in 1939 to about 6 percent in 1980.

Table 4 highlights another shift within the cash pay-
ments category that started during the 1950’s. Payments
for the more serious permanent disabilities rose faster
than those for other payment categories. Payments for
memages are different from what would be derived from

tables 2 and 6 because those tables include Federal Black Lung bene-
fits in addition to regular program benefits.

major permanent partial disability reached 44 percent of
the total in 1978, compared with 21 percent in 1954,
Payments for the minor partial disability group fell
from 37 percent of the total to 22 percent in the same pe-
riod. .

Part of this change, however, reflects more complete
reporting in recent years by insurance companies. Data
in table 4 are reported on a so-called ‘“first report basis”’
through 1978. The table also shows “‘fifth report’’ data
for 1978. Fifth report data, which will be shown for
1978 and later in future updates in this series, reflect
more complete information than do first reports. The
more fully developed late reports show that major
permanent partial benefits account for a larger share of
benefit payments—44 percent using fifth reports for
1978, compared with 37 percent using first reports.

Benefi@s in Relation to Payroll

Benefit payments in 1980 equaled 1.06 percent of pay-
rolls covered under workers’ compensation (table 5).
Since World War II, this relationship can be divided
into four distinct periods:

1949-56—little significant change
1957-62—a rise of several percentage points
1963-69—no significant change
1970-80—a continuing large rise

As indicated, the early 1970’s provided real improve-
ments in program benefits relative to wage and price
levels during the 1970-80 period, resulting in a rise in
the benefit-to-payroll ratio. This ratio was also raised by
a greater prevalence of more serious claims, illustrated
in table 4. Also, table 5 indicates that some increases in
the severity of occupational injuries and illnesses may
have occurred during the 1970’s. For both manufactur-
ing and nonfarm private industry, the number of lost
workdays per lost workday case showed some rise from
1971 to 1980.

The relationship of benefits to payrolls, by State, is
shown in chart 3. Only eight jurisdictions paid benefits
equal to less than 0.70 percent of payroll in 1980; in 22
States the ratio was 1.10 percent or above. In 1972 the
ratio was less than 0.70 percent in 28 States and 1.10
percent or more in just three States. The distribution of
States in 1972 was about the same as it had been during
the 1960’s.

Some regional patterns can be observed in benefit-to-
payroll ratios. Chart 3 shows that average benefit-to-
payroll ratios tended to ‘be highest in the Pacific and
West South Central States. Several factors affect the
ratio, such as (1) occupational composition of the labor
force, (2) benefit provisions, (3) the effectiveness of
safety and rehabilitation programs, (4) regional dif-
ferences in cost and accessibility of medical care, and (5)
administrative procedures in processing claims.

8 Social Security Bulletin, July 1984/Vol. 47, No. 7



Chart 3.—Total benefits as a percent of payrolls in covered employment, by jurisdiction, 1980
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Benefits by Type of Insurer”

Table 6 shows the distribution of benefits by type of
insurance. Since the mid-1970’s, a little over half of all
payments have been made by private insurance, a third
through State funds, and the remainder by self-insurers.
‘For regular programs, about 60 percent of the benefits
were through private carriers, 22 percent by State funds,
and 19 percent through self-insurance.’

Notable growth in payments by self-insurers occurred
in the late 1970’s. Self-insurance payments accounted
for 19 percent of all benefits in 1980, 4 percentage
pomts above the 1970 level.

‘Growth in self-insurance payments reflects the efforts
of employers to hold down surging premium costs in the
1970’s. Various ways were developed to reduce the cost
of providing workers’ compensation protection. Some
firms began self-insuring the risk while continuing to
have insurance companies provide needed adminis-
trative services such as claims processing. These ar-
rangements are called ‘‘administrative-service-only”’
contracts. Other firms established their own insurance
companies to handle their workers’ compensation busi-
ness. '

Although self-insurance is usually most feasible for

3 These percentages are different from what would be derived from
tables 2 and 6 because those tables include Federal Black Lung bene-
fits in addition to regular program benefits.

large firms, group self-insurance plans have been estab-
lished in some States. Some of these developments re-
quired changes in State laws. Several States made the
revisions during the 1970’s, including Nevada and
Washington, which did not prevnously allow self-insur-
ance.

Adequacy of Benefits
Wage Replacement Rates

One way of measuring the adequacy of State workers’
compensation programs is to determine what part of the
wages lost by workers as a result of illness or injury'is
replaced by program benefits. This measurement is re-
ferred to as the replacement rate.

One of the 19 essential recommendations ¢ of the Na-
tional Commission on State Workmen’s Compensation
Laws was that workers should receive benefits for tem-
porary total disability of at least two-thirds of their
gross weekly wage (subject to the State’s maximum
weekly benefit). As of January 1, 1982, the programs of
all but two States provided for benefits at this level. At
the beginning of 1970, benefits in 15 States fell short of

4 The Commission made 60 or more recommendations to reform
and modernize the State systems. Nineteen of these were deemed es-
sential and particularly suitable for Federal support to guarantee their
adoption.
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Table 4.—Percentage distribution of compensable cases and of aggregate cash benefits (incurred loss), and average
benefit, by disability classification, selected policy years, 1939-78 !

Type of benefit
Disability
Total Permanent partial
Number Amount . Permanent X ) Temporary
Policy year (in thousands) (in millions) Total Death total 2 Major 3 Minor 4 total
- Percentage distribution for compensable cases 5
First report basis: 6
1939........ 365.0 100.0 1.0 0.1 1.8 12.1 85.0
1954 . .0 ieniiinnenennn 632.1 100.0 .8 1 2.6 23.2 73.3
1966 ....00vvnvivennnas 8430 | vee 100.0 i R 3.2 24.1 71.8
19700 iieviinnennnss . 896.3 ves 100.0 6 A 5.3 22.6 71.4
1974 . oo ivivvninnnnn PN 1,030.7 e 100.0 .5 2 4.1 . 20.7 4.5
1978 .. it iiiinnennns 1,283.0 vee 100.0 4 2 5.0 | 18.8 757
Fifth report basis: 6 '
1978 . it iiiiiininennns 1,298.7 100.0 4 3 5.9 18.2 75.2
Percentage distribution for cash benefit payments
First report basis: 6 :
1939 . iitiiiiiinnrnnns . $84.0 100.0 16.2 3.9 22,3 26.2 314
1954.......... eerane 393.5 100.0 11.5 2.0 20.7 36.8 29.1
1966 ....... eterenenes 886.5 100.0 11.1 2.1 239 38.1 24.9
1970 ..o cvninnnnnns 1,263.1 100.0 10.6 2.8 339 314 21.2
1974 hereasaes 1,788.8 100.0 9.7 3.6 31.4 31.3 24.1
1978 .o ivriiiiiiioncnns 3,436.5 100.0 8.4 4.0 374 26.5 23.8
Fifth report basis: 6
1978 . iiiiiiincnnnnen . 4,483.7 100.0 7.5 6.2 44.4 22.0 19.8
Average benefit per compensable case
First report basis: 6
1939, . ..00viinnans el vee ves ces $3,873 $9,415 $2,792 $500 $85
1954...... eerraesaans vee ees .. 9,207 16,758 5,010 986 247
1966 ......... Ceeenees . 15,869 28,128 7,832 1,659 364
1970 . cvinevnnnnns e 23,077 28,914 9,070 1,961 418
1974...... Ceeeeriieens 32,204 37,544 13,327 2,627 518
1978..... eereenaenas . 58,284 68,023 19,982 3,780 841
Fifth report basis: 6
1978 ....0vueet. ereanen 64,878 73,408 25,890 4,168 911

! Excludes cases receiving medical benefits only. Data for individual policy
years not strictly comparable because of shift in States included and in defini-
tion of policy year.

2 Disability rate at 75-100 percent of total.

3 Disability with severity equal to about 25-75 percent of total.

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

5 For permanent injury cases, includes, in addition to compensation for loss
of earning power, payment during periods of temporary disability. For tempor-

the two-thirds replacement rate, but most had raised
their benefits by 1976.

Maximum Weekly Benefits

Whether or not actual benefits reach a two-thirds re-
placement rate also depends on the maximum weekly
benefit set by the State. If the maximum weekly benefit
is set too low, many will receive benefits limited by the
maximum rather than the specified replacement rate.

Chart 4 shows, for selected years, the proportion of
workers at their State’s average weekly wage who could
receive benefits of at least 65 percent of their wage,
when the effects of both the prescribed replacement rate
and maximum weekly benefit are applied. The improve-
ment in replacement rates shown in the chart was the di-
rect result of increases in maximum weekly benefits.
During the 1970’s, most States adopted flexible maxi-
mums, recommended by the National Commission,

ary disability cases, includes only closed cases known not to have involved any
permanent injury and open cases in which, in the carrier’s judgment, the dis-
ability will be only temporary.

6 First report includes the earliest available data. Subsequent reports have
more complete information,

Source: Unpublished data from the National Council on Compensation In-
surance.

with the level of the maximum set at 100 percent or
more of the average wage in the State’s covered employ-
ment. As of January 1, 1982, however, 20 States still
had maximum benefits for temporary total disability
that were below their average weekly wage, including
nine States that did not have flexible maximum provi-
sions. Six of these States were among the 14 in which
workers with earnings at the State average would receive
benefits of less than 65 percent of wages.

Benefit replacement rates for individual States at the
beginning of 1982 are shown in the left-hand panel of
chart 5. Nationally, weekly benefits amounted to $190
for workers at average wages without dependents. This
equaled 63 percent of the national average weekly wage.
The benefit-to-wage rate was about the same as in De-
cember 1977. In December 1969, the average benefit
was $68, 53 percent of average wages. Weekly benefits
in five States failed to replace 50 percent of wages as
1982 began. About 12-percent of all covered workers

10
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Table 5.—Aggregate benefit payments as percent of,  Chart 4.—Proportion of workers and number of juris-

payroll in covered employment and occupational dis- - dictions with a benefit/wage replacement rate of 65 per-
ability incidence rates in manufacturing and in nonfarm cent or more for temporary total disability, 1953-821! .
private mdustry, selected years, 1940-80l 2 :
: ' Manufacturing, ‘1 + Nonfarm private ’ 7
.| .+ average number ' industry, average /
ol rof=— number of — /
o Bl ril Lost Lost 60 /—
| | il, 10l 1y |1 workdays workdays , . /
Benefns as | j) Lost ; ||: perlost Lost per lost . /
1percem of' L ,workday 1 workday workday | workday . /
Year ]! payroll 2 [ ! “cases 3 case cases 3 cage ; 50 - /—
1940 ... ‘ oz [iv 153 @ ) “ /
1946 ... i{.54]:, 199 (:) (:) ::; / ,
1948 ..., | S]] 0 172 “ * 4 |
1949 ... 1 ss) s V] * ] ’ 0 ‘ / %
1950 ... .54 1] @ * 0} /
1981 ...+ 54| - 155 Y] ] “4 L /
1952 ..., 55 14.3 ) ) ¢ s 0 % / —
1953 .... .85 134 “ ¢ ¢ . /
1954 .... bos7 1K “ “ @ /
1955 ... 35 a| @ @ @ . /
1956 ... .55 R0 ¢ “ * . 20 / || |
1957 .... .56 11.4 “ ) “
198 ... K $11.4 “ “ “ /
1959 ... 58 24| & “ ) / /
1960 .... 59 20| ¢ Y @ ‘ 10 / - /—
19l .... .61 11.8 “ o) “ ‘ /
1962 .... 62 e | ¢ o A % % /
1963 .... . .62 ns | @ ) ) / .
1964 .... 63" 12.3 (:) (:) (:) < 0 /// ’ /A A ‘ /
1965 .... .61 12.8 “ “ “ ‘ y
1966 .... 1 Bs| @ @ ) 1953 1961 1969 1973 1977 1982
1967 .... .63 14.0 “* “ 4 .Number of
1968 .... .62 14.0 * L@ 4 jurisdictions 2 5 4 18 7 38
1969 .... .62 14.8 @ e ] )
) B 1 Replacement rate based on weekly benefit amount without dependents® al-
1970 ... , 66 615 2 ¢ 613 (4)6 39 (425 13 lowance in December of year (except January of 1982) for workers with a week-
:g;; :g , :; : 5 > ‘ 3:3 1 ' ly wage equal to the State average weekly wage in the previous y:ar.
1973 .... .70 45 oS 34 15 ‘
13_7,; cene ;g :»‘5’ :; ;; ;g <= Changes in waiting-period requirements took place
197 ... 87 48 16 3.5 17 . slowly before 1970 but occurred quite frequently during
:g"'; el -g: 2; :g if :g B the first half of the 1970’s. The tabulation below shows
979 ... 1.0t 59 5 43 16. that a large majority of the States (32) imposed a 7-day
1980 ... 1.06 5.4 16" - 40 17 waiting period for benefits in 1969. By 1977, only 22
! Before 1959, cxcludes Alaska and Hawail States did so and 24 others had a 3-day provision. There
eIore , excludes aska an awail, - . o, . Y
2 Excludes benefits financed from general funds, primarily most of the Fed- -+ was little change m wamng-penod provisions after .
eral Black Lung benefits program. . 1977.
3 Per 100 full-time workers, beginning 1971. Data for 1940-70 are the aver-
age number of disabling work injuries per million employee-hours worked.
4 Data not available. Before 1971, series for manufacturing related days lost . " N
to;wurs worked among all workers. ‘ Waiting period (days)
Beginning 1958, series based on revised Standard Industrial Classification .
Manual. Comparable 1958 figure under earlier series was 10.8. , Date Programs 3 5 ? Other
6 Data for July-December, ‘
Source; Work-injury rates derived from published and unpublished data of . gecemﬁr :gg; """"""" g; :: ; g; f
the Bureau of Labor Statistics. ' December 1971 it 52 14| s | 2|
) . January 1982. . .....0vevenns 52 24 s 21 2
were in these States. Eight out of 15 States where bene-
fits replaced less than two-thirds of wages were in the .~
southern part of the country. Bencefits in all States are paid retroactively for the wait-
Waiting periods. Actual replacement rates provnded ing period if the disability lasts for a certain minimum
by benefits are also influenced by waiting-period provi- period. One of the recommendations made by the Na-
sions. All States have waiting periods before periodic tional Commission was that waiting periods should not
cash benefits are payable. Medical-care protection is not exceed 3 days and that no more than 14 days should be
restricted this way. The most common waiting periods required to qualify for retroactive benefits. In January
are 3, 5, or 7 days. Waiting periods help control pro- 1982, slightly less than half the States met this goal.
gram costs and abuses. , ‘ "Changes in provisions for retroactive. benefit pay-
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Chart 5.—Measures of interstate variation: Weekly benefit payable for temporary total disability as a percent of aver-
age weekly wage, 1981, and percent of lost wages replaced for worker with 1981 average weekly wage for tempoary to-
tal disability lasting 3 weeks, J anuary 1982!

Ratio of weekly benefit to average weekly wages Percent of lost wages replaced for 3 weeks disability
80 ' 0 20 40 60 80

Ohio
West Virginia
New Jersey

Arizona
Colorado
Connecticut
District of Columbia
Federal Employees
Florida
Hawall
Illinois?
Kansas
Kentucky
Maine
Maryland
Massachusetts?
Minnesota
Montana
Nebraska
Nevada
New Hampshire
New Mexico
934 . North Carolina
IOOOOKN North Dakota
Oregon

‘ Pennsyivania

EXRTAER) Rhode lsland
South Carolina

South Dakota

100.0 Virginia

Wisconsin
Wyoming
Michigan
New York

Delaware
Alabama
Missouri
Idaho
Washington
Louisana
Okiahoma
Arkansas
California
Texas
Tennessee

Mississippi
Indiana
Georgia

SIS Basic benefit el Supplementary allowance for dependents

I Maximum weekly benefit for worker with and without eligible dependents 2 Dependents’ allowances provided, but maximum same for workers earning
under laws paying dependents® allowances; average wage for workers covered . average wage whether or not they have dependents.
by unemployment insurance program. .

ments occurred more gradually than changes in other of disability was 15 in 1961, 19 in 1969, 24 in 1977, and
benefit provisions. The number of programs providing 25in 1982.
payment of waiting-period benefits after at least 14 days A typical replacement rate provided by workers’ com-
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Table 6.—Benefit payments, by type of insurance, 1939-80 !

. [Amounts in thousands}

Type of insurance
Private insurance State and Federal Self-insurance
Total (losses paid by carriers) 2 fund disbursements 3 payments 4
Year Amount Percent Amount Percent Amount Percent | Amount Percent
1939..... [P teeersreaeaunns $234,723 100.0 $122,183 52.0 ' $68,464 29.2 $44,067 | 18.8
vee 255,653 100.0 134,653 52.7 72,528 © 284 48,472 18.9
. 290,812 100.0 159,823 55.0 77,408 26.6 53,581 184"
. 328,669 100.0 190,239 +57.9 81,247 |. ' 247 57,183 0 174
. 353,035 . 100.0 213,123 60.4 80,574 T8 59,338 16.8
385,236 100.0 236,655 61.4 85,990 223 62,591 16.3
408,374 100.0 252,570 61.9 91,255 223 64,549 15.8
434,232 100.0 269,799 62.1 |- 96,053 22.1 68,380 15.8
485,794 *100.0 301,833 62.1 110,303 2. 73,658 15.2
533,584 100.0 334,699 62.7 120,989 2.7 77,896 14.6
566,295 100.0 353,140 62.4 131,734 23.3 81,421 14.4
1950....... RN e ' 614,702 100.0 381,329 62.0 148,693 24.2 84,680 . 138
1950 0evivnarnnennnns . 709,047 100.0 444,416 62.7 170,445 24.0 94,186 133
1952 . iiiinennnnanns eeeaees . 784,956 100.0 490,958 62.5 193,107 24.6 100,891 12.9
1953.. . erens veus 841,126 100.0 524,176 62.3 210,337 25.0 106,613 12.7
1954...... N P 876,216 100.0 540,497 61.7 225,473 25.7 110,246 12.6
1955 .. cieennnss eretaneaanns . 915,665 “100.0 562,515 61.4 238,445 25.9 114,705 12.5
1956 . ...0000e DN 1,002,007 100.0 618,109 61.7 259,074 25.9 124,824 . 124
1957..... eeeeearteraeerannns 1,062,171 100.0 . 660,903 62.2 + 271,406 , 25.6 129,862 L. 122
1958 .. civvuinnnnns edeseneens 1,111,599 100.0 '649,402 62.5 284,780 25.6 132,417 1 11.9
1959...000innne e . 1,209,808 100.0 752,580 62.2 315,990 26.1 141,238 | 1.7
1960..... ebereesiiearaans eee 1,294,945 100.0 809,921 62.5 324,580 25.1 160,444 ' 124
1,374,176 100.0 850,872 61.9 347,433 | . 25.3 175,871 , 12.8
1,488,816 100.0 923,989 62.1 370,722 24.9 194,105 13.0
1,582,459 100.0 987,580 62.4 388,242 24.5 206,637 13.1
1,707,189 100.0 1,069,577 62.7 411,876 T 2401 225,736 | 13.2
1,813,807 + 100.0 1,124,013 62.0 445,382 24.5 244,412 N 13.5
2,000,316 100.0 1,239,120 61.9 486,167 24.3 275,029 13.8
2,189,294 100.0 1,362,938 62.3 523,683 | . 23.9 . 302,673 13.8
1968..... Cveeaes eereeaieeane 2,375,988 100.0 1,481,606 62.4 556,340 21.4 338,042 14.2
1969...... Cetarersesesenaranane 2,633,917 | | 100.0 1,640,964 62.3 606,675 T 230 386,278 | - 14.7
1970, .o ie it iitenienatenacasas 3,030,603 100.0 1,843,264 60.8 * 754,892 24.9 432,447 | - 14.3
1971..... veievessesansenaness | - 3,563,084 100.0 2,004,534 56.3 1,098,440 30.8 460,110 | . 12,9
1972, seasvne o .o 4,061,419 100.0 2,178,617 53.6 1,379,206 340 503,596 N 12.4
1973 . 0iiinnss [ . 5,103,129 100.0 2,513,545 49.3 1,998,018 o392 591,566 11.6
1974...... Ceiereacesaneas .o 5,780,993 100.0 2,970,811 514 2,086,015 36.1 | - 724,167 12.5
1975 i ieriiinennnnanss ceesesaan ' 6,597,767 100.0 3,421,688 519 2,324,351 35.2 851,728 12.9
1976..... eeraseeenen eeseeaan 7,584,058 100.0 3,975,784 52.4 2,569,510 . 339 . 1,038,764, 13.7
[ 2 AP eveeaaae 8,630,356 100.0 4,628,695 53.6 2,749,647 319 1,252,014 14.5
1978 .. viivenninnnns eesaanaeas 9,793,078 100.0 5,256,227 53.7. 3,039,412 31.0 1,497,439 | . 15.3
1979...... Ceeseeeserninaarnnan 12,027,271 100.0 6,156,997 51.2 4,022,091 334 1,848,183 15.4
1980....... . caecarsaaacess | 13,540,344 100.0 | = 7,022,707 519 4,332,190 32,0 2,185,447 16.1
1 Before 1959, excludes Alaska and Hawaii. e ' J Includes payment of supplemental pensions from general funds. Compiled

2 Net cash and medical benefits paid by private insurance carriers under
standard workers’ compensation policies. Data from Spectator: Insurance by
States of Fire, Marine, Casualty, Surety, and Miscellaneous Lines; published
and unpublished reports of State insurance commissions; gnd A. M. Best Com-

pany. )
3 Net cash and medical benefits paid by competitive and exclusive State funds
and the Federal systems. Beginning 1970, includes Federal Black Lung benefits.

o

pensation can be estimated by taking the State’s wait-
ing-period and retroactive-payment provisions into
account when computing the rate from benefits and
lost wages for an average period of disability. Survey
data from the Bureau of Labor Statistics show that in
1980 an average of 17 days of work were lost by each
disabled worker in nonfarm private industry (table 5).
This is the rough equivalent of 21-22 calendar days. The
right-hand side of chart 5 shows estimated State replace-
ment rates for workers who received a temporary total
disability benefit for 3 weeks. The national average re-

from State reports (published and unpublished) and from Spectator: Insurance
by States of Fire, Marine, Casualty, Surety, and Miscellaneous Lines and the
Argus F.C. and S. Chart (annual issues) and other insurance publications. For
some funds, data for fiscal years.

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

>

placement rate was 59 percent in January 1982, just 1

percentage point above the proportion for December

1977. In December 1969, the rate was 44 percent.
Dependents’ allowances. Ten programs supplement

benefits for temporary total disability by providing al-

lowances for spouses and children. Eight of these pro-
grams, as well as one other, also provide dependents’
allowances for permanent total disability. Dependents”
allowances actually increased temporary benefits in
only eight programs when workers had wages as high as
the statewide average (chart 5). In the other programs,

Social Security Bulletin, July 1984/Vol. 47, No. 7 13

.



benefits are capped by the maximum payment even
when dependents are present. The role of dependents’
allowances in workers’ compensation grew slowly
" between the end of World War 1I and 1970, but has
declined since. The number of programs providing these
supplements for temporary disability was 11 in 1940,
reached a peak of 18 in 1970, and fell to 10 in 1982.

Among programs with dependents’ allowances, the
replacement rate was 65 percent for workers without de-
pendents, compared with 77 percent for workers with
the maximum number of dependents. Because few pro-
grams have dependents’ allowances, their effect on the
national average replacement rate was minimal, raising
it from 63 percent to 64 percent. The national replace-
ment rate was 60 percent for a worker disabled for 3
weeks when maximum dependents’ allowances are in-
cluded, just 1 percentage point above the rate for
workers without dependents.

Net Replacement Rates

It is interesting to look at replacement rates based on
take-home pay instead of total pay. In 1981, national
average gross weekly earnings covered by workers’ com-
pensation amounted to $302. For workers with no
dependents, Federal taxes of $48 and Social Security
contributions of $20 were subtracted to produce a net
weekly wage of $234. Such a worker would have re-
ceived a monthly workers’ compensation benefit of
$190 in January 1982, about 81 percent of his or her
take-home pay. Rates for single workers and workers
with a spouse and two children are shown in the tabula-
tion below for 1982 and earlier years, for programs with
and without a dependents’ allowance. Replacement

rates improved for each group between December 1961.

and January 1982.
Worker with spouse and 2
children, in jurisdictions—
With dependents’ | Without dependents’
Year! Single worker allowances allowances

1961 ....... 62 67 ‘ 56
1965 ....... ' 61 73 54
1969 ....... 68 73 60
1973 ....... 70 75 66
1977 ....... 77 83 71
1982 ....... 81 . 88 74

! As of December, except January for 1982.

Not only higher benefit levels but increases in taxes con-
tributed to rising net replacement rates. In both 1969
and 1982, for example, net replacement ratios were
higher than trends in benefit levels would suggest be-
cause of a temporary surtax in 1968 and the effect of
wage inflation on taxes in 1981. On the other hand, net
replacement rates in 1977 would have been higher if it

had not been for the 1976 general tax credit, which tem-
porarily reduced tax withholding.

The long-term consistency of net replacement rates
among family groups is worth noting. Net replacement
rates for single workers are lower than for workers who
receive dependents’ allowances but higher than for
workers with dependents in States without such allow-
ances. This pattern reflects the expected result of de-
pendents’ allowances, and the fact that because single
workers are taxed at higher rates they have lower net
wages and higher net replacement rates for a given bene-
fit level.

Not all States have an income tax, and among those
that do the structure and rates vary widely. As a result,
no uniform procedure exists for adjusting estimates of
net replacement rates for such taxes. An example can be
constructed using typical State tax provisions, however.
If the 1981 income tax provisions of Georgia$ are ap-
plied to the above case of a single worker with national
average gross earnings of $302, an $11 deduction is
made for State income tax. This produces take-home
pay of $223 a week. The resulting net replacement rate
of 85 percent is 4 percentage points above the rate with
no State tax deduction.

Permanent Disability and Death Benefits

Benefits for permanent total or partial disability or
for death are an important part of the workers’ compen-
sation program. As indicated in table 4, permanent dis-
ability and death claims accounted for four-fourths of

“total cash payments in 1978 because of the large amount

paid per case. In recent years, increased attention has
been given to the legislative and administrative prob-
lems arising from the adjudication of these types of
claims. The benefit formula for permanent.total disabil-
ity in practically all States provides a wage-replacement
rate of two-thirds or more. As of January 1982, these
benefits were payable for the duration of disability or
for life without monetary limits in all but seven States.
However, wage replacement rates for permanent dis-
ability are likely to be lower than for temporary disabil-
ity because, as of January 1982, the maximum weekly
benefit amounts for permanent disability in 21 States
still failed to meet the National Commission goals. The
Commission recommended that maximums be adjusted
automatically as wages rise, and that they be set at 100
percent or more of the State’s average weekly wage.
Even though many States still do not meet this goal, im-
provement in this area has occurred since the beginning
of the decade, when only one program met this goal.

5 Georgia was selected as a typical State from information in Robert
J. Myers, Social Security, Richard D. Irwin, Inc., 1981, pages
148-150. Among 44 States with an income tax, Georgia was reported
as being 23rd in income tax revenues per $1,000 of personal imcome.
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Replacement rates for survivors of workers who died
from work-reléted causes were likely to be lower. In
January 1982, 10 programs did not meet the Commis-
sion goal of a two-thirds replacement rate, 24 did not
provide’ maxxmhm survivor benefits of at least 100 per-
cent of statewnde average earnings, and 21 did not pro-
vide 'survivor benefits throughout widowhood or until
remarriage. '

Survivor benefits followed the same general pattern
as other workers’ compensation benefits during the
1970°s. A large number of States improved benefits
early in the decade. Then the pace of change slowed.
Fourteen programs paid survivor benefits throughout
widowhood or until remarriage in 1969. The number
had risen to 31 by 1977 and § years later, in 1982, it was
still 31.

It is far more difficult to determine if permanent par-
tial disability benefits properly compensate for lost
wages than it is to do so for other types of workers’
compensation benefits. Measuring the degree of disabil-
ity involves making complex and sometimes controver-
sial judgments. Resulting benefit awards may be too low
or too high. How much wage loss should be compen-
sated in many cases is at best an educated guess about
how a worker’s future earnings will be affected by the
disability. Problems in evaluating the adequacy of per-
manent partial disability benefits are reflected in the in-
ability of the National Commission to reach agreement
on any essential standards for States.

A 1979 studyé based on data from three States
showed that overall replacement rates for contested
permanent partial disability cases were 46 percent in
California, 59 percent in Florida, and 75 percent in Wis-
consin. In each State, rates were higher in uncontested
cases than in contested cases. The study also reported a
very wide range of replacement rates within each State,
In Florida, for example, when workers were studied by
age and the proportion disabled, there was wide varia-
tion in replacement rates. Benefits replaced as little as 16

percent of Jost earnings among workers aged 20-29 with

1-5 percent disability, and as much as 220 percent for
workers aged 50-59 with the same disability rating.
Even for clearly defined partial disabilities—so called
‘‘schedule’’ cases—the statutory level of payment
showed great variability in January 1982. For example,
payment for the loss of an eye was lowest in North
Dakota—$6,000—and highest in Connecticut—
$72,580. '

Some States are implementing dlfferent systems to
provide more equitable compensation for partial dis-
ability. Two States, Florida and Louisiana, have already
established these ‘‘wage loss’’ systems, which are de-

6 John F. Burton, Jr. and Wayne Vroman, ‘‘A Report on Perma-

nent Partial Disability under Workers’ Compensation,’’ Research Re- .

port of the Interdepartmental Workers’ Compensation Task Force,
vol. 6, April 1978.

signed to provide benefits for actual wage loss. This
approach replaces the traditional practice of making
benefit awards and closing the case when the injured
worker has achieved maximum recovery. It is too early
to judge the success of these new programs.

Employer Costs

The amount spent for benefits or reserved for future
benefits is one of the employers’ costs of workers’ com-
pensation. 7 In addition, overhead costs are included in
the premiums employers pay. Overhead costs cover
policywriting, ratemaking, payroll audit, claims investi-
gation and adjustment, safety inspection, legal services,

. and general administration. Some of these overhead

costs are eliminated or reduced when employers self-
insure. Insurance provided by commercial carriers in-
cludes commissions, taxes, underwriting profit, and
also license fees in many cases. The substantial increases
in workers’ compensation costs through the 1970’s ap-
pear in table 7. The $22.2 billion cost to employers in
1980 was more than four times the 1970 total. Annual
increases were 14 percent or more in 7 years during the
decade. At the end of the 1950’s and 1960’s, costs were
about twice their level at the start of the decade, and
grew by as much as 14 percent in only 1 year. Much of
the rise in premiums reflected growth in the covered la-
bor force and in wage levels. But these factors are ac-
counted for by taking costs as a percentage of payroll
(see table 7). The data show that there were major
‘“‘real’’ increases in premium costs during the 1970’s. In

“1980, costs were $1.95 per $100 of payroll, 84 cents pér

$100 higher than at the start of the decade. By contrast,
the increases of 4 cents for the 1950’s and 18 cents for
the 1960’s were quite modest.

The rise in the ratio of costs to payroll slowed by the

end of the decade. The largest annual rise of 15 percent
occurred in 1977 and was followed by increases of 9 per-
cent and 5 percent in the next 2 years. The cost-to-pay-
roll ratio was the same in 1979 and 1980, but the dollar
amount of costs rose 9 percent as a result of growth in
employment, wages, and medical care costs.

An interesting study suggests that the growth in the
cost-to-payroll ratio over the past two decades might
have been larger if certain demographic and economic
changes had not reduced costs per covered worker. 8
The study suggested that, when wages, prices, injury

7 Except in a few States that require minimal employee contribu-
tions—primarily toward the cost of medical care—or that pay supple-
mental pensions from general revenues, workers’ compensation
benefits are entirely employer-financed.

8 See ‘““The Effects of Demographic and Economic Change on
Workers’ Compensation Costs, 1960-1980.°* This paper, prepared by
Alan E. Dillingham of lllinois State University, was presented at the
Conference on Research in Workers' Compensation, July 19-21,
1981, Storrs, Connecticut.
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Table 7.—Estimated costs of workers’ compensation to
employers as percent of payroll in covered employment,
selected years, 1940-80 i

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 91

1956 1 cvvuvncvenancncnronennsn 1,666 92
B 1,734 91
1958 . ..c0vinven teetencacnaanns 1,746 91
1959 . it iveertnnsensncesnnannne 1,869 .89
D B | 2,055 93
1961 . ceraseasesteransrenan 2,156 95
2,323 96

' 2,510 . 99

2,713 1.00

2,908 100

3,279 1.02

3,655 1.07

4,034 1.07

4,460 1.08

4,894 1.11

5,191 1.1

5,832 1.14

6,771 1.17

7,881 1.24

. 8,977 1.32
1976 .. ..o vues Ceressinasecnnan 11,140 1.49
| B i teerrrenanes - 14,151 1.7
1978 . iiiierenrnnns essseseena 17,191 1.86
1979 i iiiiiiieiiniencssnanoaas 20,330 1.95
1980...cciennnnnn eeaeaneesan 22,158 1.95

| 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, ex-
cludes Alaska and Hawaii. Excludes costs of benefits financed from general
funds, primarily most of the Federal Black Lung benefits program.

rates, and, presumably, statutory benefit provisions are
held constant, the program cost per covered worker de-
clined from 1960 to 1980 because the proportion of cer-
tain high cost groups in the labor force declined. These
groups are:

(1) Men (more women entered the labor force).
(2) Older workers (the ““baby boom”’ generation en-
tered the labor force and the retirement age de-
) clined).?
(3) Workers in construction, mining, and manufac-
turing industries, and blue-collar workers (partic-
ularly unskilled).

9 Ibid. Dillingham finds higher costs per unit of exposure among
older workers even though injury rates are higher for younger
workers. The author states that the pattern for cost per unit of expo-
sure may be due in part to the occupational and industrial mix in the
available aggregated data.

These factors probably had a moderating effect on the
actual increase in workers’ compensation costs.

Because costs grew rapidly in the 1970’s, employers
and insurers began to reexamine the program’s oper-
ation,' As already mentioned, a trend developed toward
self-insurance and other cost-saving techniques. Also,
State legislatures are studying rate setting mechanisms
to improve competition and cost effectiveness in the in-
surance industry.

Through 1982, eight States enacted laws requiring in-
surers to fix rates individually instead of using standard
industry-wide rate schedules. These “‘open’’ or ‘“‘com-
petitive’’ rating requirements make insurers tailor
offerings to their own and individual employer’s cost
experience. Some of the new laws permit insurers to use
standard rates and offer experience-based credits to in-
dividual employers, allowing them to compete more ef-
fectively for workers’ compensation business. Several
States with open rating reported substantial drops in
premium rates shortly after the new practices went into
effect.

Loss and Expense Ratios

The ratio between benefit payments and premiums is
referred to as the loss ratio and 'shows how much of
every dollar spent by an employer is returned to the
worker as benefits. The following tabulation shows pro-
gram costs, benefits, and the resulting loss ratio for all
insurers for selected years in terms of the actual benefits
paid out in a year and the premiums written in that year.

Benefit payment
, Costs! Amount!

Year (in millions) - (in millions) As percent of costs
1950 ....... $1,013 3615 60.7
1960 ....... 2,055 1,295 63.0
1970 ....... 4,894 2,889 59.0
1975 ....... 8,977 ! 5,600 62.4
1976 ....... 11,140 . . 6,550 58.8
1977 ..o 14,151 7,611 53.8
1978 ....... 17,191 8,742 © 509
1979 ....... 20,330 i 10,519 517
1980 ....... 22,158 12,029 ' 543

1 Benefits and costs for 1970 and later are net of the amounts financed by
general revenues (primarily Federal Black Lung benefits and supplemental pay-
ments made by a few States).

Between 1950 and the early 1970’s the ratio remained
within a fairly limited range, around 60 percent. A
sharp decline occurred from 1975 to 1978 to just over 50
percent, and in 1979 and 1980 the ratio began to return
toward earlier levels.

‘The downswing of the loss ratio of benefits paid to
premiums written in the mid-1970’s resulted from the
interaction of various parts of the premium ratemaking
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process.’Most important were more liberal coverage and
benefit provisions, higher wage levels and medical care
costs;-and some increase in severe injuries. For example,
provisions authorizing rising statutory benefit rates tend
to decrease the loss ratio, as-follows. For the current
year, benefits actually paid include amounts to workers
injured in earlier periods under lower benefit formulas
than those in effect in the current year. The premiums
obtained (that is, ‘‘written’’) in the current year include
amounts intended to pay for benefits that will be deter-
mined by future, higher statutory rates. Thus, the loss
ratio can be expected to decline as premium ratemakers
try to anticipate and build into premiums written at a
given date the effects of rising statutory benefit rates on
the amounts that will be paid to workers injured at a
later date. Other things that may have added to costs
and lowered loss ratios in the 1970’s were a greater num-
ber of contested decisions,!? increased program aware-
ness, and more awards as a result of occupational
disease.

Premium rates rose faster than benefits in the mid-
1970’s as insurers tried to cover the effects of program
change, inflation, and other factors having a bearing on
future benefits. By the end of the 1970’s, program
changes became less frequent, ratemaking increases lev-
eled off, and loss ratios seemed to be returning to earlier
levels. '

Some cautions should be observed in using the com-
bined loss ratio for all types of insurers. First, the over-
all ratio hides wide variations in ratios for different
types of insurance. For example, the ratio for self-insur-
ers and the Federal employees’ program is 90-95 percent
because the computation is based on payments during
the year plus administrative expenses. For private insur-
ers, though, and for some State funds, the loss ratio is
lower than it would be if dividends paid by insurers to
employers were taken into account. The cost to employ-
ers insured by these companies is overstated because
part of their premiums may be returned later as divi-
dends.

Also, for private insurers and State funds, a loss ratio
based on benefits paid during the year is lower than one
based on benefits that are incurred. Premium income
must be reserved to pay future benefits, which may be
higher than current payments for cases from earlier
years when wages and compensation were lower. This
difference is especially great when insured payrolls are
rising rapidly. Further, it must be kept in mind that pre-
miums are intended to cover not only benefits insured
but the cost of rehabilitation and safety programs as
well.

10 For example, a doubling of contested cases in New Jersey from
1962 to 1973 was reported in Merton C. Bernstein, ‘‘Litigation Repre-
sentation and Claimant Protection in Workers’ Compensation,’’ Re-
search Report of the Interdepartmental Workers’ Compensation Task
Force, vol. 4, June 1979,

Private Insurers =

The 1980 loss ratio for. private insurers, based on
benefits actually paid, was 45 percent (table 8). Just as
the loss ratio for all types of insurers combined fell in
the mid-1970’s, so did the ratio for private carriers. And
by 1978-80, private carrier loss ratios stabilized and
gave signs of returning to the range characteristic of
earlier years.

Loss ratios for private insurers based on incurred ex-
perience also appear in table 8. This is an important
measure since it is commonly used by insurance com-
panies in reviewing and revising premium rates. The 67-
percent incurred loss ratio in 1980 compared with ithe
45-percent paid loss ratio illustrates the difference de-
scribed earlier between these figures. Uncertainty over
benefits and cost levels produced rapid increases in in-

Table 8.—Comparative ratios of benefits to premiums,
private carriers, 1950-80!
[Amounts in millions)

Direct premiums written in Premiums earned in refation

relation to losses (benefits) to losses (benefits)
paid 2 incurred 4
Direct Direct
premiums | losses Loss | Premiums | Losses Loss

Year carned 3 | incurred | ratio

written 3 | .paid ratio

Total..|$120,606.1 |$59,127.9| 49.0 | $108,745.2 | $75,279.3 69.2

1950 .... 721.5 381.3 52.8 696.6 427.7] 61.4
1951 .... 844.5 4444 52.6 789.9 518.5 65.6
1952 .... 956.3 491.,0{ 513 903.7 371.9F 633
- 1953 ..., 1,074.1 524.2| 488 1,010.6 605.4| 59.9
1954 .... 1,067.3 540.5 50.6 1,010.8 561.4 55.5
1955 ... 1,078.4 5625, 52.2 1,027.9 594.3 57.8
1956 .... 1,152.8 618.1 53.6 1,103.4 649.3 58.8
© 1957 ..., 1,234.1 660.9( 53.6 1,173.5 706.7| 60.2
1958 .... 1,235.0 694.4| 56.2 1,193.9 746.6 | 62.5
1959 .... 1,322.5 752.6| 56.9 1,271.4 821.7| 64.6
1960 .... 1,452.3 809.9| 55.8 1,367.9 874.2| 63.9
1961 .... 1,530.9 850.91 55.6 1,434.0 930.8 64.9
1962 .... 1,651.1 924.0| 56.0 1,562.6 982.1 62.8
1963 .... 1,782.3 987.6| 554 1,671.3 1,071.7] 64.1
1964 .... 1,924.8 1,069.6| S55.6 1,827.8 1,153.4] 63.1
1965 .... 2,074.4 1,124.0| 54.2 1,966.6 1,236.4] 62.9

1966 .... 2,366.4 1,239.1 52.4 2,229.4 1,412.8} 634
1967 .... 2,640.2 1,3629{ 51.6 2,500.4 1,584.7 63.4
1968 .... 2,940.0 1,481.6| 504 2,796.9 1,727.2| 61.8
1969 .... 3,255.0 1,641.0| 504 3,089.9 1,930.3 62.5

1970 .... 3,578.4 1,843.3 515 3,356.5 | 2,1243]| 63.3
1971 ... 3,749.3 | 2,004.5| S53.5 3,5163 | 2,396.3] 68.1

1972 .... 4,180.6 | 2,178.6 s2.1 3,887.4 | 2,704.0] 69.6
1973 .... 4,868.7 2,513.5| Sl6 4,523.7 | 3,113.4] 6838
1974 .... 5,602.0 | 2,970.8 53.0 5,174.9 | 3,725.7 72.0
1975 .... 6,343.8 3,421.7 539 57417 427156 744

1976_: ces 7,832.2 3,975.8| 50.8 6,909.8 54347 787

1977 .... 9,919.6 1 4,628.7| 46.7 8,841.0 | 69139] 782
1978 ... 12,1546 | 5,256.2| 432 10,243.7 | 7,650.5 74.7
1979 ....} 14,3295 6,157.0| 43.0 12,307.7 8,660.0| 70.4
1980 ....{ 15,743.5 7,022.7| 44.6 13,608.0| 9,173.8| 674

1 Before 1959, excludes Alaska and Hawaii.

2 Data for 1950-58 from Spectator: Insurance by States (annual issues).
Data for 1959-66 compiled from published and unpublished reports of the State
insurance commissions. Beginning 1967, data from A. M. Best Company.

3 Excludes premium discounts and retrospective adjustments but not divi-
dends.

4 From National Council on Compensation Insurance, Insurance Expense
Exhibit (Countrywide), annual issues.
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curred losses during the mid-1970’s, but by 1977 the in-
curred-loss ratio began to return to previous levels, as
did other loss ratios. '

Table 9 shows total employer premiums paid to stock
and mutual insurance companies, which provide most
of the workers’ compensation coverage from private in-
surers. The table also shows the main expense categories
covered by premiums and selected program indicators
or ratios. Loss ratios for stock companies are higher
than for mutual companies because dividends returned
to employers are not included in the table. The National
Council on Compensation Insurance reports dividends
paid by stock companies in 1980 equaled 5.5 percent of
premiums and those by mutual companies equaled 15.3
percent. If dividends are factored in, the loss ratios of
the two types of companies become higher and a little
closer together. Moreover, the loss ratio for mutual
companies becomes higher than that for stock compa-
nies for 1980:

72.7 percent—stock companies

75.7 percent—mutual companies
Expense ratios-—the ratio of expenses to premiums—are
similarly affected when dividends are included.

Table 9 also shows a net gain ratio. This ratio is de-

fined as premiums minus losses ‘and expenses (before
excluding dividends) as a percentage of premiums. As
measured by the net gain ratio, mutual companies have
generally made more money from workers’ compensa-
tion than have stock companies. The 1980 figures, a 3.6-
percent gain for stock companies and 14.4 percent for
mutual companies, represent a continuation of annual
improvement in underwriting gain ratios in the past few
years. By contrast, in the two preceding 4-year periods,
net gain levels declined. The following tabulation gives
the pattern for stock company net gain ratios annually
throughout the 1970’s.

Year Percent

1970 ,ovvevens 6.9
1971 coooievane. 20
1972 ..oivviiis =05
1973 cooivvienes 4
1974 ........... -3.1
1975 cocoevven.. —5.0
1976 ........... -84
1977 coveevnnnn. =172
1978 ...l =37
1979 ..ovveeeee. 0
1980 .......0v.. 36

Profits reflected in the net gain ratios are, of course, not
a complete measure of insurance business profits. Capi-

Table 9.—Countrywide workers’ compensation experience of stock and mutual companies, 1939-80

[Amounts in thousands]

Losses | Net
Premiums (benefits) Loss Expenses Expense gain
Year ! earned incurred ratio incurred ratio ratio 2
Stock companies 3
1939-47 .......... Cesssesieneran ceven $1,934,554 $1,110,676 574 $733,512 379 4.7
1948-56 . .ovevnennnnn Ceeenans eeeeeas 3,920,104 2,318,171 59.1 1,403,189 35.8 5.1
1957-64 ....covvvnnnnn 6,131,817 3,924,643 64.0 2,119,200 34.6 1.5
1965-68 «ovvvvrvnnenrnosrnnn ereeene 6,217,537 3,936,791 63.3 1,948,892 313 5.4
1969-72 .. iiiviennnnn thdesesecennnn .. 9,576,112 6,367,446 66.5 2,872,614 30.0 3.5
1973-76 civvvrirrvnennnnnes Cereecaes 16,144,093 12,184,220 75.5 4,688,766 29.0 -4.5
1977-80 v.ovevennn Cereiserieresanas . 32,681,083 23,944,724 73.3 9,103,100 27.9 -1.1
1977 i iiiiiiietianeans Ceeseirienaes 6,322,192 5,018,125 79.4 1,762,175 27.9 -7.2
1978 hesterestrasirerirratenan .. 7,346,313 5,607,891 76.3 2,009,008 21.3 -37
1979 Creeenatreneatsraenansaenann 8,926,651 6,391,313 71.6 2,534,473 28.4 .0
1980 . ..c0vivennnns eseerrereaessanas 10,085,927 6,927,395 68.7 -2,797,444 21.7 3.6
Mutual companies 3
1939-47 .. iiiniiiiiiiieseennnenannaas $1,200,334 $684,948 57.1 $273,267 22.8 20.1
1948-56 ....vvvvvnnnnnn. eeeenaas . 2,614,500 1,533,125 58.6 626,992 24.0 17.4
1957-64 ......00ves etenssesrsneneenn 3,421,181 2,140,765 62.6 891,391 26.1 11.3
1965-68 .......o0ne Cersieseneena e 2,979,624 1,846,522 62.0 759,943 25.5 12.5
1969-72 .. ivivivienrnenannes eseenas 3,926,109 2,556,717 65.1 991,898 25.3 9.6
1973-76 ........ Cheeneneiiaen evean 5,573,957 3,871,636 69.5 1,350,577 24.2 6.3
1977-80 ..ovvevnnnns seeecarensenaanns 11,441,993 7,852,408 68.6 2,427,286 21.2 10.2
1977 covvininnnnn R, 2,262,580 1,678,476 74.2 469,017 . 20.7 5.1
1978 v ivvnivenanranans etcesasieean 2,700,827 1,922,687 71.2 560,684 20,7 8.1
1979 it iiii ittt iiiii ittt e .. 3,154,631 2,120,470 67.2 681,600 21.6 11.2
1980 4o viivenneereconsansssannsanases 3,323,955 2,130,775 64.1 715,985 21.8 14.4

! Annual figures for 1939-76 previously published in workers® compensation
articles that appeared in the Social Security Bulletin in March 1954, August
1958, October 1966, October 1970, October 1974, and May 1979,

2 Underwriting gains before dividends to stockholders and policyholders; ex-
cludes investment income,

3 Disregards dividends to policyholders; if taken into account, dividends
would result in higher loss and expense ratios.

Source: Data for 1939-64 are 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 busi-
ness underwritten for United States employers by insurance companies). Begin-
ning 1965, data are from annual issues of National Council on Compensation
Insurance, Insurance Expense Exhibit (Countrywide) and refer to countrywide
business of all private carriers operating in the United States.
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tal gains are also an important source of profit, especial-
ly for stock companies. Investment returns on future
benefit reserves can be substantial. Investment income
in 1980 averaged about 11 percent for both stock and
mutual insurance companies. Some States have exam-
ined the relationship of investment to profit. Recently,
Massachusetts and Minnesota have required that rate-
makmg procedures establish  negative underwriting
profit ratios to take investment gains into account. !!
Also, States are turning to open rating systems with
competitive premium rate-setting more in line with true
cost and profit,

11 Raymond Hill and Robert Hunter, Workers’ Compensation In-

surance Ratemaking: Regulation of Profit Margins and Investment
Income, 1981 (Department of Labor Contract No. 41 USC 25C3).

. The various items included in insurers’ administrative
expenses are shown in table 10 as a percentage of pro-
gram premlums. Expenses, especially those related to
the acquisition of business, have typically been higher
for stock companies than for mutual compames.' Stock
companies sell most of their policies through independ-
ent agents or brokers, but most sales by mutual com-
panies are made by their own employees, resulting in
lower commission expenses. Acquisition costs have de-
clined, especially for nonparticipating stock companies,
narrowing the difference in such costs between stock
and mutual companies from 10 percentage points of
premiums in 1950 to just 5 percentage points in 1980.
From 1976 to 1980, small changes were reported but no
consistent new pattern was formed.

Table 10.—Administrative expenses incurred as percentage of net premnums earned,! by category of expense and

major type of private carner, selected years, 1950-802

~ .

Acquisition, '

, Investigation field supervision,
and adjustment and collection Taxes, licenses, | Safety inspection
Year Total of claims expenses 3 and fees and engineering Payroll audit Other 4

Nonparticipating stock companies
1950, .00 vniennnnnnens 40.9 10.3 17.4 38 1.6 2.7 5.1
1958, ciivieinnennans 36.5 8.7 15.8 3.5 1.4 23 4.8
1960. .. ivevvnecrnnas 36.9 9.4 15.4 3.6 1.2 1.9 5.4
1965....c00vntnn 34.6 8.9 14.5 3.7 1.1 1.4 5.0
1970, .0 iiniennnnnne 30.9 8.5 12.0 3.8 1.0 1.0 4.6
1975, i qveeerinnnenns 30.8 8.3 11,7 4.1 ) = [&)] 6.7
29.7 8.5 © 109 4.0 [} %) 6.3
. . 29.5 9.3 104 3.8 [&)] [&)] 6.0
1978, . iiiiinrnnnnnss 28.8 8.6 10.2 3.9 (8] ) 6.1
1979, i veeiiinnarnans 29.3 9.4 9.7 3.8 ) ) 6.4
1980....00vivirnnnnnn 28.9 8.8 10.2 3.6 (&) ) 6.3

» * b

Participating stock companies
1950, cveieevennnnnns 28.6 8.2 115 2.4 1.1 1.1 4.3
1955, i iiiiiiinnnnnnns 28.3 7.9 11.9 23 1.0 9 4.3
1960...c0vvierrnnnnss 26.8 8.3 ' 11.0 2.3 Jg 6 3.9
1965, iveiinnnsnnenes 25.1 8.1 9.9 2.3 N 6 3.5
1970, 0 v eeineernnanas 25.2 8.7 8.4 2.8 6 .6 4.1
1978, i ieeiiiinnnnnnns 24,7 8.1 74 4.1 ) ) 5.1
1976....0veundiinnnn 243 8.6 7.4 4.0 (&) ) 4.3
1977 i iiiiiiiinnnenas 24.3 9.3 ; 6.7 3.8 ) ) , 4.5
1978, . iiiiiiniinnnns 24,6 10.0 5.8 39 (&) (&)] 49
1979, i iieninnnnnnnnes 26.7 9.2 7.6 4.2 (&) 3) 5.7
1980. . 00vninnncnanss 25.6 © 79 8.3 . 3.8 ) ) 5.6
' Mutual companies

1950......000uuns 25.0 8.0 1.4 31 2.3 1.2 3.0
1955 . vieiiinnnennns 25.0 13 7.5 2.8 2.3 14 3.6
25.6 8.3 7.4 3.0 2.2 1.0 3.7
26.6 8.9 7.4 3.5 2.1 1.0 37
24.0 8.1 6.4 3.6 1.8 9 3.2
24.6 8.3 6.5 4.1 (&) (&)} ' 5.7
22,5 8.2 5.3 3.9 ©) ($) 5.1
20.7 8.1 4.6 3.7 [&)] ) 4.4
20.7 8.5 3.9 3.8 ) ) 4.5
21.6 9.0 4.3 32 5) ! )] 4.6
21,5 8.2 4.5 3.5 (5) ) 53

! Net premiums earned excludes premium discounts and retrospective adjust-
ments but not dividends.

2 Before 1959, excludes Alaska and Hawaii.

3 Includes commission and brokerage expenses.

4 Includes general administration and rating bureau expenses Beginning

1972, data include safety inspection and payroll audit costs.
5 Included in *“other,”
Source: National Council on Compensation Insurance, lusuranee Expense
Exhibit (Countrywide), annual issues. . :
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State Funds

Fmanmal data for the 18 State funds are shown in
table 11. The publicly operated insurance funds fol-
lowed the same general pattern as the privately operated
compames. Premiums rose rapidly in the first two-
thirds of the 1970’s and began to stabilize at the end of
the decade. State fund premiums in 1980 amounted to
$2.9 billion, slightly less than in 1979, marking the first
year since 1957 without an annual rise. Annual premi-
ums of most State funds rose slowly, if atall.

State fund loss ratios fell sharply as premiums rose

Table 11.—Benefit payments and administrative ex-
penses in relation to premiums written, 18 State funds,
1950-80!

[Amounts in millions]

Benefits Administrative
paid 3 expenses 4
Percent Percent
Premiums of of
~ ¢ Year written 2 | Amount | premiums | Amount |premiums
1950-63,

total ... | $4,222.3 | $3,053.2 723 $388.4 9.2

172.1 1267 © 73.6 16.5 9.6

204.9 140.9 68.3 18.6 9.1

228.6 158.3 '69.2 . 204 ‘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 68.9 244 8.7

3243 209.5 64.6 26.0 8.0

300.8 216.7 72.0 26.3 . 8.7

302.4 2259} @ 147 29.6 9.8

328.4 247.6 5.4 31.2 9.5

366.9 266.0 72.5 33.6 9.2

370.7 287.0 774 | 36.0 9.7

394.8 307.8 78.0 384 . 9.7

432.8 320.6 74.1 41.4 .96

-total ... [$21,873.4 [$13,354.8 61.1 | $2,253.9 10.3

1964........... 469.8 3374 71.8 51.9 '12.3

1965, ...vnnnn. 493.9 351.3 71.1 61.3 12.4

1966..c.0vvenns 5319 374.2 70.4 '66.0 12.4

1967...... eeei 591.8 394.6 66.7 68.9 11.6

1968........... 621.7 415.4 66.8 76.4 o123

1969.....00000 664.2 450.2 | . 67.8 81.5 12.3

698.9 487.1 69.7 87.8 | . 126

775.9 539.4 69.5 96.4 12.4

899.1 608.2 67.6 108.3 12.0

19730 00vevnnns 1,014.2 720.2 71.0 121.7 12.0

1974.. ... .. 1,171.2 850.9 727 139.2 11.9
1975...... veese 1,283.1 977.9 76.2 142.7 1.1

1976.....cvveue 1,665.8 1,092.1 65.6 159.4 9.6

| 2,297.1 1,169.7 50.9 191.0 8.3

1978. .00t 2,754.2 1,363.7 49.5 221.6 8.0

1979. 00 veennnnn 2,999.4 1,592.1 53.1 252.6 8.4

1980....0000esn 2,941.2 1,830.4 62.2 321.2 10.9

I For some States, fiscal year data have been converted to calendar year data.

2 Disregards dividends to policyholders but allows for premium discounts.

3 Excludes payment of supplemental pensions from general revenues.

4 Excludes loss-adjustment expenses for certain competitive State funds be-
fore 1964. Includes administrative expenses financed through appropriations
from general revenues, generally not separable,

Source: Spectator: Insurance by States (annual issues); Argus Casusalty and
Surety Chart (annual issues); and State reports.

faster than benefits between 1975 and 1978 and then
moved upwards again in 1979 and 1980. The loss ratio
in 1980 was 12 percentage points above the 1978 low,
roughly half way back to the level of loss ratios ‘for
1970-74.

In comparing workers’ compensanon programs oper-
ated by State funds and by private msurers, the follow-
ing three points are worth notmg

(1) Loss ratios have traditionally been higher for
State funds than for private companies.

(2) During the 1970’s, loss ratios in both sectors
showed a similar reaction to improvements in
benefit and coverage provnsnons, rising wages,

, and higher medical care costs,

(3) Loss ratios of State funds showed a wider range
of response to these events than did those of pri-
vate insurers.

Some of the variation between loss ratios of State
funds and private companies reflect operational differ-
ences that affect these figures. Therefore, loss ratios
should not be strictly compared. First, the premium in-
come of State funds is more likely to reflect anticipated
changes in dividends or rates. Private carriers, especially
mutual companies, usually adjust for such differences
when paying dividends to their policyholders. As men-

tioned earlier, this adjustment is not taken into account’

in table 8. Second, premiums of State funds sometimes
exclude items included in those of private insurers, such
as maintaining reserves, publicly financed administra-
tive and legal services, taxes and special assessments,
and profit. Also, large benefit totals paid under the 12
competitive State funds reflect the fact that some of the
States may include payments to a large proportion of
hazardous risks who may often be refused insurance by
private companies. Finally, some private insurers may
have more extensive and more expensive claim investi-
gation programs than State funds. These factors com-
bine to increase loss ratios for State funds.

Similarly, administrative expenses of State funds
should be compared with private carrier expenses with
caution. Competitive State funds spend very little to ac-
quire customers, and exclusive State funds spend prac-
tically nothing. Therefore, the expense ratios are lower
than those of private insurers. Also, as already men-
tioned, State funds often do not pay certain items
included in private expenses—taxes, administrative ex-
penses absorbed by other government departments, and
so forth.

State fund expense ratios averaged 11 percent in 1980
slightly above the proportions for the previous 4 years,
but similar to the ratios before then. By contrast, pri-
vate insurer expense ratios have always exceeded 20 per-
cent for mutual companies and 27 percent for stock
companies.

20 Social Security Bulletin, July 1984/Vol. 47, No. 7



State Agency Admlmstratlve Costs

In addmon to dlrect program costs, ‘workers com-
pensatxon contnbutes to the cost of the public agencies
that operate and administer the State programs. Each
State, except the three i in which programs are court ad-
ministered, 12 has an agency that runs 1ts program, han-
dles appeals, and enforces program provnsxons Table 12
shows administrative costs of 41 of these agencies. (The
other six serve States thh exclusive State funds, where
administrative costs cannot be separated from other
program financial data.)

In fiscal year 1980, estimated State agency costs to-
taled $150 million, 9 percent above 1979 and an increase
well below the 17-percent rise in the previous year. State
agency costs have always been modest, usually around 1

—————————— L]

12 Beginning in 1983, only three States (Alabama, New Mexico, and
Tennessee) continued to have court administered programs when
Louisiana established a regulatory agency.

Table 12. —Admlmstratlve costs of State agencnes, by
type of financing, fiscal years 1950—80l

{Amounts in millions]

'Financed through Financed through

. Total legislative assessments on
adminis- appropriations - carriers
" 'Fiscal : trative . .
year . costs Amount | Percent | Amount | Percent
1950, ... ehennn * $12.4 $4.6] 37 $7.8 63
1951, ...00ivaees 12.9 4.8 37 8.1 63
1952.....000nn 14.1 5.1 36 90} " - 64
1953, ccivivnnns 15.5 5.3 34 10.2 66
1954........... 16.1 5.6 35 10.5 65
1955....... e 16.7 5.8 38 109 ‘65’
1956, 0 cvvennen 17.3 6.0 35 L3 . 65
1957, 0 cvivnnnns 19.1 6.5 ) 34 12.6 66
1958....00venn 21.1 7.4 35 T 13 65
1959....000uues 23.3 1.7 . 33 15.6 67
1960........... 23.9 8.1 T34 15.8 66
1961, ....0000ts 24.9 8.7 .35 . - 16.2 65
1962......0...0 26.3 93] ... 35 17.0 65
1963........... 28.8 106] ' 37 18.2 63
1964........... 30.1 10.8 36 1931 . 64
1965....00vnunn 32.3 12.1 37 20.3 63
1966........... 35.6 13.3 37 22.3 63
1967, covennnnn 40.4 15.2 38 25.2 . 62
1968....0000000 43.6 16.0 37 27.6 63
1969........... 49.1 18.8 38 30.3 62
53.9 20.0 37 339 . 63
58.4 20.1 ’ 34 38.3 66
66.8 24 0 34 4.4 ‘66
721 . 245, 34 47.6 66
78.7 27.0 34 ©51.7 66
87.5 324 37 55.1 63
99.5 36.4 37 1 63.2 64
19770000t 109.3 415 " 38 67.8 62
1978..c0vvvnnns 118.4 -45.6 -39 72.8] . 61
1979, c0ivvennns 138.3 503, .. 36 88.0 64
1980........... 150.1 '58.2 ] 91.9 61

1 Includes the District of Columbia. Excludes States with exclusive funds (7
States through 1965, 6 States thereafter), where the task of administering the
law is generally merged with that of providing insurance protection. Excludes
the Federal system and 4 States where the laws are court-administered. Before
1960, excludes Alaska and Hawaii. Relates to expenditures of State administra-
tive bodies in supervising operations of insurance carriers and in exercising ad-
Jjudicative and enforcement powers,

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

percent of premiums. !* Agency costs were somewhat
higher than 1 percent from 1950 to 1973, but since then
have been less than 1 percent. In 1980, agency costs
amounted to 0.7 percent of premiums. J ’ _

State agencies are funded from assessments on private
insurers or through legislative appropriations. When in-
surance companies pay, costs are included in the premi-
ums paid by employers. When legislative assessments
pay, agency expenses represent an additional program
cost other than those paid through premiums.

In 1980, 22 States paid agency costs from appropria-
tions and 19 through insurer assessments. More than
half the States have used appropriations for many years.
The proportion of costs financed by each method has
not changed greatly. From 1950 to 1980, about 61-67
percent has come from assessments and the rest through
appropriations. As in earlier years, relatively more mon-
ey was spent in 1980 for State agencies financed by as-
sessments. Costs averaged 2.6 percent of benefits for
assessment States and 1.0 percent for .appropriation
States. Costs in only four of 19 assessment States were
less than 1 percent of program benefits, compared with
14 of 22 appropriation States.

Appendix— o
Workers’ Compensation Benchmarks

Data Collection by the States

Generally, employers furnish workers’ compensation
protection to their employees by buying a policy with a
commercial insurance company or—in 18 States—
through a public fund. Alternatively, they may self-in-
sure the risk in all but three States. Regulatory agencies
supervise the administration of the law. In addition,
State insurance commissions oversee the insurance and
self-insurance regulations. Few States have a coordi-
nated workers’ compensation program operated dlrectly
by one public agency.

Since most States are not directly.involved in setting
rates, collecting premiums, administering claims, and
paying benefits, they are not in a position to gather the
type of data that are the by-products of other social in-
surance programs. For example, less than a third of the
States collect any data on the number of covered
workers or the amount of covered payrolls under
workers’ compensation. About half the States do not
publish basic data on the amount of benefit paid by type
of insurance or by type of benefit. Over a number of
years, the Social Security Administration, therefore, de-
veloped procedures to estimate some key indicators to

13 Premium costs used here are from table 7, which includes all
States. The administrative cost/premium ratios given here, therefore,
understate the true ratio, but are nevertheless useful for obtammg a
general estimate of the magnitude of the ratios and for examining
trends over time.
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keep track of the experience under workers’ compensa-
tion.

Estimation Procedures

Coverage. One way of evaluating a national social in-
surance program like workers’ compensation is to
examine the number of workers protected, especially in

-relation to the work force. Because coverage data are
not available from program operations as they are for
Social Security and many other public income mainte-
nance programs, the Social Security Administration had
to develop a methodology for estimating the number of
covered workers. . -

Information compiled by insurance companies and
used as the basis for these coverage estimates is based on
policy years that generally overlap calendar years, and it
cannot be fully evaluated until the end of the policy
year, A time lag in the availability of converted calendar
year data is thus inevitable. The Social Security Admin-
istration’s estimating methodology provides benchmark
estimates for workers covered in an average month in
the latest full calendar year for which private carrier
coverage estimates can be computed. The new bench-
mark estimates presented here are for calendar year
1977 and reflect the usual 4-year update cycle. Once new
benchmark figures are developed, coverage estimates
are also made for years between benchmarks and for
years beyond the benchmark period. In this article the
employment trend data, adjusted by the estimated ef-
fects of legislative changes in coverage, are projected to
provide national estimates of coverage for 1978-80,
with individual State figures reported for 1980..

The coverage estimates are compiled by developing an
estimated covered-payroll amount for each State and
then converting this amount to the number of workers
based on the relationship between payroll and the num-
ber of workers covered under unemployment insurance,

The primary source of payroll data is the National
Council on Compensation Insurance. For 1977, payroll
data were reported by 10 competitive State funds and by
private insurance companies in 43 States and the District
of Columbia. The Social Security Administration con-
verts these policy year payroll figures into calendar year
payroll estimates and supplements them with payroll
estimates for self-insurers and for other State funds.
The latter figures are obtained from State administra-
tive agencies and various other sources.

The end result of these procedures is an estimate of
the average monthly number of workers covered by the
workers’ compensation program in each State. The esti-
mated average monthly number of workers is, of
course, much smaller than the total number of individ-
uals covered at some time during the year. The estimates
include all employees of firms that actually carry
workers’ compensation insurance or that submit the re-

quired proof of financial ability to self-insure, as well as
employees of self-insured State and local government
agencies, regardless of whether State law requires proof
of financial security to self-insure. Employees of firms
who voluntarily purchase workers’ compensation insur-
ance are also included, since they cannot be separated
from those required to insure,

This method of estimating coverage has the advan-
tage of being applicable to all States on a uniform basis.
Not only are primary data compiled from national
sources such as the National Council on Compensation
Insurance and the unemployment insurance program,
but the concept of coverage is applied uniformly in each
State,

The State totals also include an estimate of workers
covered by the Longshoremen’s and Harbor Workers’
Compensation Act, practically all of whom are insured
by private carriers. The number of Federal workers cov-
ered under the Federal Employees’ Compensation Act is
estimated separately and not distributed among the
States. The estimates exclude railroad workers in inter-
state commerce and seamen in the United States Mer-
chant Marine, who are covered by statutory provisions
for employer liability rather than by a workers’ compen-
sation law.

Benchmark coverage figures for 1977 and coverage
projections through 1980 are shown, by State, in table 1.
Differences in coverage levels from one period to an-
other and the difference in levels from State to State are
a composite of several factors such as statutory changes,
labor force trends, and variations in the quality of avail-
able data. The National Council on Compensation In-
surance payroll data now include more States than they
did, and better estimating techniques are available for
some States. Nevertheless, the estimates are not uni-
formly good. Obtaining data on covérage by self-in-
sured firms is especially difficult in a number of States.
A range is used to embrace the probable coverage situ-
ation where a lack of confidence about a single figure
exists. )

Benefits. Benefit estimates in tables 2, 3, and 6 are for
actual cash payments and for the cost of medical care
provided in a calendar year. That is, the SSA series is
for direct losses paid, rather than in terms of incurred
losses. The data are a composite of payments by type of
insurance. Private carrier benefits are from the A. M.
Best Company, a national data compiling agency for
private insurance.

Payments made through State funds are primarily
from published and unpublished reports of the State
funds and in some cases from the National Underwriter
Company and other secondary sources. Since 1970,
benefits under the Federal Black Lung benefits program
are included in this series. These data are from adminis-
trative records of the Social Security Administration
and the Department of Labor.
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Table 1.—Estimated average monthly number of wage
and salary workers covered by workers’ compensation,
1977 and 1980

[In thousands)
State 1977 1980

Totaleeveeeenernans 71,880-72,270 78,578-78,968
Alabama . ......c000v00ns ' 920 985
Alaska... 115-135 120-140
Arizona ... . 655 815
ATKANSAS v o evnnenerannass 530 575
California 8,230 9,480
Colorado....oveeevnnenns 840 . 990
Connecticut s v vevvreneans - 1,100 1,220
Delaware . ....covveennnnns 160-190 175-205
District of Columbia ....... 352 376
Florida....covenevoroenens 2,410 2,835
Georgia . vvvevvcrarenaone 1,510 1,690
Hawaii.....o.... [ 315 375
Idahoi.cvevrvennoneennnn 250 270
HINOIS s o civvvernonnnnnas 3,900-4,100 4,100-4,300
Indiana ....coveienennnnn 1,670 1,690
IOWa ..vienerenesonnsase 990 1,010
Kansas...oooveavenananes 705 770
Kentucky o cveveevenannnne 895 935
Louisiana........... PN 1,035 ) 1,190
Maine ....ovveveerennnns as0 380
Maryland., .. coovienennnes ' 1,120 1,230
Massachusetts ,........... 1,930 2,130
Michigan ....ooeeennnnnss 2,800-2,900 2,850-2,950
Minnesota ., ..oveevsnasnns 1,400 1,550
MissisSipPi.coveerenesenes 528 570
Missouri...oov0e Veserenn 1,540 1630
Montana ........ teresens 218 230
Nebraska....... . 510-550 545-585
Nevada ........... eeneen 265 345
New Hampshire........... 315 360
NEW JErSey. o ooneeoneanns . 2,480 2,700
NewMexico.oovveeeannann . 285 370
NewYork ..ovcvvvuennenn ' 5,790 ! 6,090
NorthCarolina +.vvvvavnes 1,730 1,920
NorthDakota ...e0veeesse 178 198
Ohio. v cvvnininnncnnsnnn 3,760 | 3,910
Oklahoma .........0c0000s 625 730
Oregon. ..ooovvnrnnns e | . 865 960
Pennsylvania............. 4,020 4,180
Rhodelsland . ............ 308 320
South Carolina............ 855 940
SouthDakota........v000s 174 182
TeNNeSSCE. o v vvveresnonsns 1,160 1,220
TexXas...ovevnnsvenasanne 3,380 4,040
Utah. . coviivenrenennnns 400 450
Vermont ....vvvevenennnn . 153 171
Virginia..oooeivncnanains 1,630 1,790
Washington .. ....c00u0ne 1,350 1,470
West Virginia....oeo0nvnes 538 565
Wisconsin ..... eeersenns 1,680 1,820
WYoming. ..ooeevevenenns 106 128
Federal employees . ........ 2,867 3,003

The Social Security Administration prepares esti-
mates of benefits paid by self-insurers from a variety of

sources. As available, current benefit information from
State agencies is relied upon. Alternatively, estimates
are derived ‘from program statistics other than actual
benefits payments such as the number of closed cases or
assessments paid, by type of insurer. As part of the pro-
cedure for developing the benchmark revisions in this
article, the Social Security Administration also asks the
State agencies to review estimates for self-insurance
benefits (as well as for the other benefit and coverage
data) to update and improve the available information.
A new source of information has emerged in the past

- few years to help estimate self-insurance benefits. The

Supplemental Data System (SDS) is a Federal-State
cooperative program of the Bureau of Labor Statistics
that provides standardized occupational injury and ill-
ness data derived -from State workers’ compensation
records. For several States the number of cases reported
is classified by type of insurer, which provides a useful
tool for measuring the relationship of self-insurance to
commercial insurance in these States. That relationship
can be used to help make estimates of self-insurance
benefits paid.

Employer costs. Like the coverage and benefit mea-
sures, calendar year totals for premium costs to employ-
ers in table 6 are assembled from data for each type of
insurance. Published and unpublished reports on premi-
ums are available for private carrier and public funds.
The cost for employers insured by private carriers is the
sum of premiums written by all such carriers in each
State as reported by A. M. Best Company. .

State fund premium totals are derived from several
sources. Some State funds publish annual reports.,ln
other States, premium information is obtained from un-
published reports of the State fund or of the State insur-
ance commission. In some instances, secondary sources
are relied upon, such as the annual Argus F. C. and S.
Chart published by the National Underwriter Company.
All State fund data reported on a fiscal year basis are
converted to calendar year estimates to establish com-
parability between States.

An estimated 5-10 percent for the cost of administer-

"ing self-insurance plans is added to self-insurance bene-

fit payments to account for the administrative costs that
the employer pays directly or through taxes to cover ad-
ministrative costs of the State regulatory agency. This
total produces a hypothetical premium for that sector.
Total premium costs are estimated on a national basis
only since there is no consistent method available for de-
riving self-insurance premiums by State.
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