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The study being reported here was iﬁitiaﬁedLin response te concern
expressed by farm organizations over the ﬂiéh.woﬁkmen's cempensationliﬁsur-
~ance rates pald by_Oregon farmers. The concefn‘was well fouﬁded. The author
Jcencluded that 6regeh appeered to have the highest agricultural rates in the

nation. This will be illustrated later. o

A High workmen's cempensation insﬁrance rates eeﬁ hafé:ee#efal negative
.effecte; The relatlve competltlve pos;tlon of Oregon employers is adversely
7 affected Due to the elastlclty of demand for agrlcultural products at the
.farm,level, addltlonal labor costs come from the employers proflts or add to
his losses. Employees also are affected Slnce the cost of any given
quantlty of labor is greater than would be the case Wlth lower rates, the
quantlty of 1abor demanded will he reduced. Due to the nature of the agri-
'cultural labor force and the fact that the less skllled are usually idled
-flrst, ﬁhe gnemployed Wlll have difficulty finding employment elsawhere.

To'ergue that fates.are gigh and cause sericus consequences is not to
ergue for lower rates. High rates can provide significant benefits for |
injured workmen. However, the high rates an& the serious.consequences do

emphasiza the need to understand the reasons behind the high rates.

- ¥Presented in Contributed Papers Session of the 1974 Agricultural
Economics Association Meetings held August 18w21 1974, Texas A and M
" University, College Station, Texas. :




Therefore, this study was designed to identify those reasons.

Previous studles of workmen's compensation insurance have dealt with
coverage provisionsg, benefit 1ev¢;s; aﬁd'delivery of services to injured
workmen [1]. The National Commission on State.Workmen's.Compensation Laws
{1972) has published a report examining performance and recommending national
standards in these areas [12]. Senators Williams and Javits have introduced
legislation"whichrwould_establish national standards besed pertially upon
the National Commission sﬁudj. |

Studieé of workmen's compensatiop costs have focused 6n the rating process
[3, 8, 9] and éuditing of insurance companies.forISinency [2, 10, 11].
Studies. are c0gducted each year in boph of these aréés in most stafes.'

Two studies have concentrated qnhfhe_costs to employers. éristman (51,
estimated loss ratios for agricultural_classificaﬁiOns in Michigéﬁ in response
to quesﬁions‘about relatively high rates. His éﬁpiricél results‘suggestéd
that rates weré higher than the most current loss ratio estimates Would_sup-
port. Due,tﬁ tiﬁe lags lnvolved,inldata collection and the rating pfoceés;
rates were responding slowly, to lower loss ratios for farm classifiéations.
No attempt was made to go 5eyond the loss ratios in explaining the rates.

In Oregon insurance comparnies had longer experience with farm risks and the
causes of high rates did not ineclude a time lag between loss experience and
rate change. | |

The study moét_closely related to the study reportéd here was conducted
by John Fréncis Burton Jr. [4]. Burton examined both the significance and
the causes of interstate variations in employers wofkmen's com@ensafion
cost;* The variable he was explaining, net employer cost, was a weighted

average for a selected set of industrial classifications. The weights were



designed to‘adjust each state's cost data to a common industrial mix. This
technique‘has béen used iﬁ'the author's study'to remové from the data the'
effects of dlfferent levels of hazardousness due to dlffering 1nduatr1a1 mixes.
Most of the statlstléal results from Burtou 5 study were not conclusive.

ThlS was probably because the relatlonshlps between employer costs and various
'causal factors were estlmated using a single equatlon model The mechanics
of workmen's compensation systems and the ratlng process indicate that simul-
taneous equations procedurés may frovide a more appropriate model specifi-
cation. The employer cost can be broken into average cost per claim and
'-féequéncyzbf claims by type of‘claim. Because differeht'barts of the work-
mén's compensation system and law affect'each;componént of eﬁployer cos£;
'tﬁeée components éhould be explained.sepafafeiy rather than in fhélaggré;
gaté. - |

" Also, Burton indicated that the agaregated net costs to employers varied

.".,,very'unlikeiy to influence

by.ﬁnly 1;5 percent of payroll - aﬁ amouht
plant location decisions..." [b, p. =2h8]ll This small differéhée was observed
because Burton's subset of industries, while 1nclud1ng 8 hlgh proportlon of
total payroll focused on those 1ndustr1es w1th low risk and therefore low
workmen's compenssation insurance rates. Also some of the states with the
hlgher rates were omitted from hlS study for lack of data. .In contrast, the
| 19?2 agrlcultural rates for the h3 states examined in the study reported here
varied by as much as 15.5 percent of payroll

Several steps were used here to examine the causal. factors behind Oregon’s
hlgh workmen 8 compensatlon insurance‘rates. First, interstate rate compari-

soﬁs'were made fo determine whether Oregon rates Wefe Significantly higher

than other state's rates. Next, a set of states (group A) was selected with




workmen's_compensation systemsrsuffieientlyfgimilar to Oregonfs to warrant
compariSOnf The_rgting formulas were compared between states. Then the in-
puts into the rate estimatiqn process ware‘isglated and compared between
states. The intent was to identify.the‘inputs responsible for Oregon's rates
being higher than other states. This would limit the reasons for higher
rates to the factors.wpich would affect those inputs. A brief summary of the

empirical results is presented below.

Empirical Results
Rates |

Several rates were considered in order to determine the relative magni-
tude of Oregon's agricultural workmen's compensation insurance rates. This
was necessary, bécause all states have more than one "yndustrail classifica-
tion" and thus, more than one rate designated for agirculture. Thirty states
use eight industria;:classifications to categorize agricqltural employers -
nurserymen (0005), general farm (0006),‘gardeningl(OQQB)? poult;y (QOSh),
florists (0035), landscape gardening {ook2}, farm machinery operation - con-
tracting (0050), tree pruning, spraying - contractingl(QlO6). Twelve addi-
tional states use this system, which is published_by the National Council on
Compensation Insurance (NCCI), and separate out "state special” classifica-
tions [3]. One state ihcluded in the comparison, Washington, uses a complete-
ly different classification system. In order to compare rates between states,
rates for state special classifications have been placed within one or more
of the eight geneyal_classifications from which they were derived
[6, pp. 54-64]. GSeven states are omitted from the comparison due to lack of
| data: Delaware, Nevada, North Dakota, Chio, Pennsylvanie, West Virginia, and

Wyoming.



Oregon'é rate of $16.35 per $100 of payroll was the highest in the nation
for the general farm classification. This rate was 3.6 times the median rate
and well above the second highest rate of $9.49 for Montana farmers.

Viewed another way, Oregon's rates were smong the highest three states
Tor seven of the eight general agricultural classifications. Waghington held
this distinction for three of the eight classifications; Texas, Florida, and
Louisiana for tworof the eight classifications; and Idazho, Montana, Michigan,
New Jersey, Hawaii;idklahoma,-'Kentuck'y5 and ‘Arizona for one of the eight
classifications [6, p. 3]. On the basis of this evidence, the author con-
cluded that Oregon appeared to have the highest agiicultural rates in the
nation.

. Oregon's high workmen'®s compensaticn insurancelrates were not isolated
to agriculture. Aééording to the National Comﬁissioﬁ on.State Workmen's
Compensation Laws, Oregon employers paid a higher percentage of payroll for
workmen's compensatioﬁ insurance coverage in 1972, then peld by employers in
any éf-the other 40 states included in their analysis [12, pp. 1h5-1h6].
Thus, relatively high rates are affecting production costs and employment in
non=-agricultural industries as well as in agriculturé.

Comparison States

The comparison states were chosen on the basis of payroll limltations,
numerical exemptions, and industrial classification syétemsl A payroll limi-
tation is a maximum or the amount of an employee's weékly pay which can be
used for premium calculation. -Some states have payroll limitations that are
sufficiently low to exclude & significant proportion of the covered payroll
from premium calculation and rate estimetion. This means that, ceteris par-

ibus, 8 state with a lower payroll limitation would require a higher workmen's



1compensaﬁion insurance rate to generate:sufficient premiums {0 cover & given
volume of losses than a state with 2 high payroll limitetion or no limita-
tion. The states of Alaska, Florida, Louisiana, Missouri; Okléhoma,‘and Texas
were considered dissimilar to Oregon because of low payroll liﬁitations.
Oregon has no payroll limitation.

Twenty-one additional states were excluded‘from fhe original'éomparison
group based on numeriecal exemptions. It was aésumed base&'bn opinions ex-
pressed by rating officials that smaller employers operated more hazardous
units than larger employers. Thus, ceteris paribuss stateS'ekcluding enploy-
ers with a given nimber of employees or less wouid experiencé lbwer workmen's
compensation rates than states with no numerical exemptions.

Five additional states use industrial classification systems which are
significantly different than the system published by the NCCI and were omitted -
from the comparison group. This primary compérison group, referred to as
‘group A, includes the following states: Colorado, Comnneticut, Hawaii, Idaho,
T1linois, Indiana, Iowa, Maryland, Minnesota, Montana, Nebraska, New Hampshire,
Wew York, Oregon, South Deakots, and Utah.

Rating Process

The next step involved examination of the rating process. There are
three major inputs into the rating formula: 1) historie payroll, 2} histor-
je incurred losses, and -3) a series of procedures designed to make allow-
ance for overhead expenses.and profit and adjust payroll and losses to acecur-
ately reflect present conditioms. The rating process works generally in this
manner. Historic losses are obtained for each industrial classification.
These losses are incurred losses including both cash paid‘to injured workmen

and reserves established by insurance ccmpanies against open clalms. These



incurred losses are thén‘adjusted té.reflect recent changes in the workmen's
compenéation law. 'Then overhead cost and profit are added as a percentage
of the incurred losses. TheSE'incurréd adjusted losses are then divided by
payroll to estimate a manual workmen's compensatioﬁ rate per $100 payroll for
each industrial classification. This brief aes?ription of th;’process omits
a_numbef bf'£he ﬁechnicél:details but generally portrays what oecurs during
rate making.

On the basis of some eudit reporfé and some iﬁformation published by the
weel, se%eral cénclusioﬁé were drawn: 1) Rating formulas are basically the
- same acroéé'the United S%ates; This is particulagly true for the states
within group A. The percentages alldWed.within the rating formula‘for over-
head and profit, vary by only 3.1 percéntage.points for states from group A.
2) Incurred losses were aslconservative an estimate of actual losses in
QOregon as in other states’[a, 10, 11]. These conclusions indicste that dif-
ferences in rates bhetween States are due‘primayily to differences in work-
men's compensdtion incurred 1osseé ﬁér payroli:dollar.

- Losses Per Payroll Dollar

The data used to examine incurred losses per payrollrdqllar was fgrnishm
ed by the NCCI and coﬁered one policy year forleach state.ﬁithinltﬁé time
period 1968-70. Thié wés data from eiery‘policy-in each state used for rate
making purposes. The data ineludes informétion gn losses by type of claim
and type of payment (medical or indemnity), payroll and the number of each
type of claim. Data on all industrial‘classifications wag used because 1)
the'prcblém of high rateé existed.in all industries, 2) coverage for_ncna
sgricultural ciassificaﬁions is more comparable between states than fo;_agrin

cultural classifications, and 3) evidence from the total system may be of



more use in the political process.. No attempt was made to account for differ-
ences in industrial mix between states. This was done in'subsequent_analysis.

Oregon's losses per $100,000 of payroll ranked highest among the states
from group A. Oregon's losses were 185 percent of the median losses and 17
percent above the next highest state, Hawaiil.

Throughout the study, Oregon's position as a percentage of the median
and Ofégon's rank are used as comparisons with other states. If the Oregon
statistics had been close to the median the use of these measures would have
Yeen difficult. However, in most cases Oregon wag either at the median or
ranked first or second. The basic question being asked, "Why are Oregon rates
higher than rates in other.states?" mekes the percent of the median and rank
.natural standards of comparison:

Daﬁa;on losses were separated into various types of claims - death (D)?.
permanent ‘total disability (PTD), permanent partial disability (PPD), tempor-
ary total disability (TTD), and medical only (MO).. This was done because the
types of claims are handled differently through the filing and determinstion
process and specific parts of the workmen's compensation law apply to each
type of claim.

Tvpe of Claim

The empirical results indicate that the high losses were due almost ex-
clusively to PPD and PTD claims. PPD claims accounted for T73.6 percent of the
differencé between Cregon's losses and the median losses PTD claims accounted
for 18.5 percent of that difference. Death and TTD claims accounted for T.3
percent of that difference and MO claims .6 percent. PéD and PTD claims to-
gether aécounted for 92.1 percent of the difference between Oregon's losses

and the median losges.



The losses per payroll dollar for each of these five types of claims were
further divided into the éverage costlper claim and the frequeﬁcy of claims
per payrollldollar; This was dohé to further isolate the potential causal
‘vfacfors affécting Oregon's high workmen's coﬁpensation insurance rafes. It
waé-assumed that the average cost per claim would be affected by tw@ factors:
l)‘the statutory,benefit'levéis written into Oregon's workmen's compensation
law.and 2) the process of handling claims. It was assumed that three'
factors Woﬁld affect the freguency of claims per payroil doilar: 1) the wage
rate, 2) statutory definitions of each type of claim and the interpretation
of those-definitions, aﬁd. 3) tﬁe hézardouénessaof employment due to the in-
dustrial mix. |

Average Cost Per Claim

The data revealed tha£ the aversge cost of PPD and PTID claims added lit-
tle to Oregon's high losses. Oregon’s average PPD_cléim"cost ($4,995) was
$25 less than the median average cost. Thus, average cost per PPD claim have
no affect on 73.6 percent éf Ofégon‘s losses in excess of the median losses.
Second, Orégon's average PPD‘claim cost ($60,898) was 123 percent of the
- medisn avérage cbst.‘ However,_OregOn‘s total.lbséés_for PTD elaims were
1,19d percent of the medién lésses; Thus, the average cost of PTﬁ claims had
& small éffect on Oregon's‘lossés in excess of the median losseé;'

”JDeath, TTD, and MO cléims, accouﬁted for only 7.9 percent of Oregon's
" logses in excess Qf the médién losses, :Thus, average cqst for thege three
.iypes of claims could have 1little affect on Oregon's high losses. It was
conciuded that average coét per claim was not-a major cause of Cregon's high

rates.
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Freguency of Claims

Witﬂ avefagé costs of PPD and PTD claims contribuﬁing little, attention
wasg furned to.thé-frequency of these claims. Oregon's frequenqj Qf PPD claims
rper $100,000,000 éayroll ranked second among the states from gfoup.ﬁ. This
ﬁas 240 percent of the medisn number of PPD cleims and 22 percent above the
negt ﬁighést state, Illinois. Oregon's frequency of PTD claims ranked.first
and was 567 percent of the median. This was 2.4 times the next highest state,
idaho.. Oregon‘srrélatively high freguencies of PPD and PTD claims were
clearly demonstrated. _ ” .
| The median frequency of all claims for group.A was 2,074 per $100,000,000
payroll. OQregon's frequency of all claims (2,160) was 4 perceﬁt abdve the
median. Oregon’s losses for all claims were 185 percent_abﬁvérthe'median.
Thus, the frequency of all claims contributes little-to_Oregon's losses in
excesé of the median losses.

Additional States

Sufficient political attention was focused on this reséarch problém that
it wag felt necessary to include a comparison between Oregon and the states
previously omitted from the comparisons. Due to data limitations not all
states could be included. The addition of other states did affect the sta-
tigtics, but the bgsic findings were not changed.

- The analysis thus far, narrowed the potential causal factors to three:
1) wage rate, 2) statutory definitions of £he different types of claims and
interpretations of those definitions, and 3) hazardousness of employment. By

process of elimination, the factors were narrcwed to one.
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Wage Rates

The first factor, wage rate, isa inverselj vroportional to the workmen's
compensation insurance rate. The higher the wage, the lower a workmen's
compensation insurance rate required to cover a given amount of 1bsses. The
. average hourly wage rates for hired farm workers (1968-T70}, the averagé
weekly wage for injured workmen filing workmen's compensation claims (1968-70},
and the sverage hourly earnings in 1969 for some selected standard industrial
classifications Were!examined. The standard industrial classifications used
ineluded contfact construction and manufacturing of durable goods, and non-
durable goods. Using these three different sets of data, wage rates were
eliminated as a8 potential.causal factor. |

The results indicate that Oregon's wage fate was 90 percent or more df
the maximum wage rate for all three sets of data. Oregon's wage rate was the
maximum in'severél cases. This finding indiéates that Oregon's frequenciég
of PPD and PTD claims per $100,000,000 payroll are not inflated, relative to
other states’ frequencies by wage rate differences. Wage rates in Oregon aré
not low relative_to other states from group‘A, and therefore, do not contfib;
ute to Oregon's high fréquency of .PPD and PID claims.

Hazardousness of Industrial Mix

Oregon's industrial mix,‘if more hazardous than in other states, could
explain the high frequency of PPD and PTD claims per $100,000,000 payroll.
‘However, 1f this were the causal factor the frequency of each type of claim
and all elaims would be high relative to other states.

The effects of differences in hazardousness were removed by using data
from a selected set of industrial classifications covering two policy years,

within the time period 1965-69. ILogging and agriculture, two hazardous
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industries, were purposely omitted. The classifications chosen, were assumed
to have a similar degree of hazardousness hetween states. |

This set of data was altered 5o that the”industrial mix‘in‘each state
was the same.as existed in Oregon. If the differences iﬁ hazardouéﬁéés be-
tween states were a major causal Tactor, then one would expecfrthe féﬁoval of
these differences to result in a decrease in Oféédn;stréQuendiég-df-tﬁe vari-
. ous types of claims relative ot other states. Thié:agéxnbt éccuf;'zr

‘An analysis of the data revealed that brégbn‘ésffequeﬂcf of'PPD:;nd PFTD
claims were 167 percent and 1,300 percent of the medians respectiﬁeiﬁ.
 Oregon's frequency of death and PPD claims decréaseé‘relative tb 6fhér states,
while the frequencies of PTH, TTID, MO, and all ciaims increased. Ofééon's
frequencies of PPD and PTD claims ranked third and first repsectively;. Haz-
~ardousness of Oregon's industrisl mix was not a major contributing factor to
Oregon's high frequency of FFD and PTD claims per $100,000,000 payroll.
Statubtes

By process of eliminetion the reasons are narrowed to the statutes per-

taining to determination of FPD and PID claims and imterpretation of those
statutes. A state by state comparison of the statutes.and their interpreta-
tions would provide the most powerful additional test of this causal facﬁor,
Howsver, such an effort was beyond the scope of this research. Insteaé; the
_effeats-of these statutes are examined indireetly. The average distribution
of 1,000 claimé by type of claim is compared for states from group A.h ihe
dats used 1s frbm the selected industrial classifications.. The effectsléf
differences in hazardousness due to industrial mix have been removéd from this

data.
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At this point it is important to distinguish between two types of statu-~
tory rule=. The one has to do with compensability. The other has to do with
level or type of award. For all practical purposes, the rules regarding com-
pensability are the only ones used to determine if a filed é¢laim is 2 compen-
sable death claim. For PTID, PPD, TTD, and MO claims, both types of rules are
used. A PPD or PTD claim could have been a TTD or MO claim or no claim at all.

The data revealed that Oregon claims were distributed disproporticnately
toward PTD, PPD, and TTD claims and away from MO eclaims. Oregon’s relative
distribution of PTID claims was 1,367 percent of the median, of PPD claims was
171 percent of the median and of MO claims was 91 percent of the median.

This additional empirical evidence supports the conclusion that Oregon's
high frequencies of PPD and PTD clainms per'$100,0005000 payroll were due to
the statutes pertaining to determination of these two types of claims and in-
terpretation of those statutes. And the high frequencies of these two types
of claims'were responsible for the high rates.

Summary of Findings

Oregon's workmen's compensation insurance rates were high because of
statutes pertaining to determination of permanent partial disebility and
permanent total disasbility claims and interpretstion of those statutes.

A summary of the finding which led to this conclusion is presented below:

1. Oregon's high workmen's compensation insurance rates were not due

to differences in ratihg formilas between states but to high losses per

payroll dollar.

2. These high losses were due, almost exclusively, to two types of

claims~-permanent partial disability claims (PPD) and permanent total

disability claims {PTD).
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3.  The average cost.per claim for FPD and PID claims contributed little

“to Oregon's workmen's compensation losses being higher than losses in

other states.:.

4.' Oregon's high workmen's compensation losses were priﬁgrily due to
the high frequency per dollar of payroll of PFD and PTDAq}gims. The
frequencies of all types -of claims sumped together contributed 1little to
the high losses.

5. Wage rates in Oregon were relatively high. Thus, wage rates were
not the reason for the high freguencies of PED and:PTD claims per dol-
iar of payroll.

6. Eazardousness of Oregon’s industries was not the reason for the high
frequencies of FPD and PTD claims per dollar of payroll.

7. By process of elimination, the high frequencies of PPD and FTD claimg
per dollar of payroll in Oregon were due to the statutes pertaining to
determination of PPD and PID claims and subsequent interpretation of
those statutes. The statutes are interpreted by several divisions of

the Workmen's Compensation Board and the Oregon court system.
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