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Summary of the Contents

The employers’ costs of workers’ compensation continued to increase in the third
quarter of 2003, according to the latest data from the Bureau of Labor Statistics. How-
ever, for most employers, the increases in costs over the preceding 12 months were
smaller in the third quarter than in the first two quarters of the year. For example, as
shown in the figure below, private sector employers experienced an 11.7 percent in-
crease in workers’ compensation costs between March 2002 and March 2003, followed
by a 8.3 percent increase in costs between June 2002 and June 2003, and a 7.1 percent
increase in costs between September 2002 and September 2003. The increases of em-
ployers’ costs for state and local governments and for all non-federal employers over
the preceding 12 months were also lower in the third quarter than in earlier quarters of
2003. The data thus suggest that workers’ compensation cost increases for employers
are decelerating.

While the first article focuses on recent developments in the workers’ compensation
program, the second article steps back to examine developments over the twentieth cen-
tury in employer expenditures on all types of employee benefits and social insurance
programs. Most readers know that workers’ compensation programs were established
in most states between 1914 and 1920 and required employers to pay for the benefits.
Perhaps less well known is that many employers began to provide employee benefits on
a voluntary basis in the early twentieth century. Most readers will also know that em-
ployer expenditures on employee benefits and social insurance increased markedly over
the twentieth century. Probably less well known is that such expenditures as a percent
of wages declined during the 1990s.

Workers' Compensation Costs as Percent of Payroll:

Annual Rates of Increase (Over Four Quarters)
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Workers’ Compensation Costs for Employers Increase at
Slower Rate in Third Quarter of 2003

by John F. Burton, Jr.

The Bureau of Labor Statistics

PERIODS FOR WHICH DATA

ployers are included in Burton

(BLS) recently released data on the ARE AVAILABLE (2003a), which also contains an ap-

employers’ costs of workers’ compen- pendix with more information on the

sation in September 2003, and the BLS survey and the methodology used
Annual Data

results indicate that for most employ-
ers the increases were smaller than in
the first two quarters of 2003. The
data are available for employers in the
private sector, for the state and local
government sector; and for the com-
bination of these sectors (“all non-
federal employees”). Two measures of
employers’ costs of workers’ compen-
sation are available: costs per hour
worked (which is how the BLS re-
ports the data) and costs as a per-
centage of payroll (which were calcu-
lated for this article).

The data are based on a national
sample of approximately 9,200 estab-
lishments and thus are the most com-
prehensive measure of employers’
costs available on a relatively current
basis, since the sample includes firms
who self-insure their workers’ com-
pensation benefits as well as employ-
ers who purchase insurance from pri-
vate carriers or state funds. The only
employees missing are those who
work for the federal government.'

A previous article (Burton 2003a)
presented extensive information on
the employers’ costs of workers’ com-
pensation using the BLS data, which
are available for the private sector
since 1986 and for the state and local
sector and all-non-federal employers
since 1991. Until 2002, the BLS data
were only available for March of each
year. Figure A indicates workers’
compensation costs as a percentage of
payroll (gross earnings) for private
sector employers from March 1986 to
March 2003. By this measure of costs,
employers expended 1.74 percent of
payroll on workers’ compensation in
1986, and then costs increased until
1994, when costs peaked at 2.99 per-
cent of payroll. Then costs dropped
sharply, reaching a low point of 1.92
percent in 2001 before rebounding to
2.19 percent of payroll in 2003. Simi-
lar information on workers’ compen-
sation costs for state and local sector
employers and for all-nonfederal em-

to prepare the information in this and
the earlier article.

Quarterly Data

The BLS has published data every
three months beginning in March
2002. This article analyzes the seven
quarters of data available under this
more frequent publication schedule.
The data are presented in Table 1.

WORKERS’ COMPENSATION AS
A PERCENT OF PAYROLL

Workers’ compensation costs
measured as a percent of gross earn-
ings (or payroll) is the most common
comparison used in the workers’
compensation field.

The rationale is that, over time,
employer expenditures on payroll,
including wages, paid leave, and sup-
plemental pay, increase due to factors
such as higher productivity and infla-

Figure A - Workers' Compensation Costs as a Percentage of Gross Earnings, Private
Industry Employees, March 1986-2003
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Source: Burton (2003a): Tables 1 and 2.
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Table 1 - Total Remuneration, Wages and Salaries, and Workers' Compensation, Quarterly Since March 2002
(In Dollars Per Hours Worked)
March June Sept. Dec. 2002 March June Sept.
Panel A: Private Industry Employees 2002 2002 2002 2002 Average 2003 2003 2003
(1) Total Remuneration 21.71 21.83 22.01 22.14 21.92 22.37 22.61 22.84
(2) Gross Earnings 17.86 17.94 18.05 18.16 18.00 18.26 18.41 18.59
(3) W ages and Salaries 15.80 15.90 16.00 16.08 15.95 16.15 16.31 16.46
(4) Paid Leave 1.44 1.44 1.45 1.47 1.45 1.47 1.46 1.48
(5) Supplemental Pay 0.62 0.60 0.60 0.61 0.61 0.64 0.64 0.65
(6) Benefits Other Than Pay 3.86 3.89 3.95 3.98 3.92 4.11 4.20 4.25
(7) Insurance 1.40 1.42 1.45 1.46 1.43 1.52 1.57 1.59
(8) Retirement Benefits 0.63 0.62 0.63 0.64 0.63 0.67 0.67 0.68
(9) Legally Required Benefits 1.80 1.82 1.84 1.85 1.83 1.89 1.93 1.95
(9A) W orkers' Compensation (0.35) (0.37) (0.38) (0.38) (0.37) (0.40) (0.41) (0.42)
(10) Other Benefits 0.03 0.03 0.03 0.03 0.03 0.03 0.03 0.03
(11) Workers' Compensation as 1.61% 1.69% 1.73% 1.72% 1.69% 1.79% 1.81% 1.84%
Percent of Remuneration
(12) Workers' Compensation as 1.96% 2.06% 2.11% 2.09% 2.05% 2.19% 2.23% 2.26%
Percent of Gross Earnings
March June Sept. Dec. 2002 March June Sept.
Panel B: State and Local Employees 2002 2002 2002 2002 Average 2003 2003 2003
(1) Total Remuneration 31.29 31.20 31.89 32.32 31.68 32.62 32.99 33.62
(2) Gross Earnings 24.83 24.72 25.17 25.46 25.05 25.66 25.96 26.26
(3) Wages and Salaries 22.14 22.00 22.40 22.68 22.31 22.85 23.14 23.42
(4) Paid Leave 2.43 2.45 2.49 2.49 2.47 2.51 2.52 2.55
(5) Supplemental Pay 0.26 0.27 0.28 0.29 0.28 0.30 0.30 0.29
(6) Benefits Other Than Pay 6.46 6.47 6.72 6.85 6.63 6.96 7.02 7.36
(7) Insurance 2.82 2.85 2.96 3.02 2.91 3.12 3.16 3.32
(8) Retirement Benefits 1.74 1.72 1.81 1.84 1.78 1.85 1.86 1.99
(9) Legally Required Benefits 1.84 1.84 1.89 1.92 1.87 1.93 1.94 1.98
(9A) W orkers' Compensation (0.34) (0.35) (0.36) (0.37) (0.36) (0.36) (0.37) (0.38)
(10) Other Benefits 0.06 0.06 0.06 0.07 0.06 0.06 0.06 0.07
(11) W orkers' Compensation as 1.09% 1.12% 1.13% 1.14% 1.12% 1.10% 1.12% 1.13%
Percent of Remuneration
(12) Workers' Compensation as 1.37% 1.42% 1.43% 1.45% 1.42% 1.40% 1.43% 1.45%
Percent of Gross Earnings
March June Sept. Dec. 2002 March June Sept.
Panel C: All Non-Federal Employees 2002 2002 2002 2002 Average 2003 2003 2003
(1) Total Remuneration 23.15 23.20 23.44 23.66 23.36 23.93 24.19 24.48
(2) Gross Earnings 18.91 18.92 19.09 19.24 19.04 19.39 19.57 19.76
(3) W ages and Salaries 16.76 16.78 16.93 17.06 16.88 17.17 17.35 17.52
(4) Paid Leave 1.59 1.59 1.60 1.62 1.60 1.63 1.63 1.64
(5) Supplemental Pay 0.56 0.55 0.56 0.56 0.56 0.59 0.59 0.60
(6) Benefits Other Than Pay 4.24 4.26 4.35 4.41 4.32 4.54 4.64 4.73
(7) Insurance 1.61 1.63 1.67 1.69 1.65 1.77 1.81 1.86
(8) Retirement Benefits 0.80 0.78 0.80 0.82 0.80 0.85 0.86 0.88
(9) Legally Required Benefits 1.80 1.82 1.85 1.86 1.83 1.89 1.93 1.95
(9A) W orkers' Compensation (0.35) (0.36) (0.38) (0.38) (0.37) (0.39) (0.41) (0.42)
(10) Other Benefits 0.03 0.03 0.03 0.04 0.03 0.03 0.04 0.04
(11) Workers' Compensation as 1.51% 1.55% 1.62% 1.61% 1.57% 1.63% 1.69% 1.72%
Percent of Remuneration
(12) W orkers' Compensation as 1.85% 1.90% 1.99% 1.98% 1.93% 2.01% 2.10% 2.13%
Percent of Gross Earnings
Sources: Data in rows (1), (3) to (5), and (7) to (10) of Panels A, B, and C:
March 2002: U.S. Department of Labor, 2002a, Tables 1, 3, and 5.
June 2002: U.S. Department of Labor, 2002b, Tables 1, 3, and 5.
September 2002: U.S. Department of Labor, 2002c, Tables 1, 3, and 5.
December 2002: U.S. Department of Labor, 2003a, Tables 1, 3, and 5.
March 2003: U.S. Department of Labor, 2003b, Tables 1, 3, and 5.
June 2003: U.S. Department of Labor, 2003c, Tables 1, 3, and 5.
September 2003: U.S. Department of Labor, 2003d, Tables 1, 3, and 5.
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Notes: * = $0.01 or less

workers

muneration (row 1).

earnings (row 12).

Notes for Tables 1

(1) Table 1 and the text of this article use the term "remuneration” in place of the term "compensation” that is
used in the BLS publications, and use the term "All non-federal Employees" in place of the term "Civilian

that is used in the BLS publications.
(2) Total remuneration (row 1) = gross earnings (row 2) + benefits other than pay (row 6).

(3) Gross earnings (row 2) = wages and salaries (row 3) + paid leave (row 4) + supplemental pay (row 5).
(4) Benefits other than pay (row 6) = insurance (row 7) + retirement benefits (row 8) + legally required bene-
fits (row 9) + other benefits (row 10).
(5) Workers' compensation (row 9A) is one of the legally required benefits (row 9).

(6) Workers' compensation as percent of remuneration (row 11) = workers' compensation (row 9A)/total re-

(7) Workers' compensation as percent of gross earnings (row 12) = workers' compensation (row 9A)/gross

(8) Results in rows (2), (6), (11), and (12) were calculated by Florence Blum and John F. Burton, Jr.

tion, and one way to put the develop-
ments over time in employer expendi-
tures on workers compensation in
perspective is to compare them to
payroll in successive years. For exam-
ple, workers’ compensation costs per
hour for private sector employees in-
creased from $0.31 in March 1990 to
$0.40 in March 2003, which is a 21
percent increase. However, during
that same period, payroll (gross earn-
ings) per hour for private sector em-
ployees increased from $12.24 to
$18.26, which is a 49 percent increase.
That workers’ compensation expen-
ditures represented 2.53 percent of
payroll in March 1990 and 2.19 per-
cent of payroll in March 2003 pro-

vides information more useful than
simply stating that workers’ compen-
sation costs per hour increased by 21
percent over those 13 years (Burton
2003a, 19).

Private Sector Employees. The
employers’ costs of workers’ compen-
sation as a percent of gross earnings
(payroll) for private sector employees
from March 2002 to September 2003
are shown in Figure B and in Row
(12) of Panel A of Table 1. The em-
ployers’ costs of 196 percent in
March 2002 increased until Septem-
ber 2002, dropped slightly in Decem-
ber 2002, and subsequently resumed
an increase in the first three quarters

of 2003, reaching 2.26 percent of pay-
roll in September 2003.

State and Local Government
Employees. The employers’ costs of
workers’ compensation as a percent
of payroll for state and local govern-
ment employees from March 2002 to
September 2003 are shown in Figure
C and Row (12) of Panel B of Table 1.
The employers’ costs increased from
1.37 percent of payroll in March 2002
to a peak of 1.45 percent of payroll in
December 2002, dropped to 1.40 per-
cent of payroll in March 2003, and
then increased for two quarters,
when the costs matched the previous
peak of 1.45 percent of payroll in Sep-
tember 2003.
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2.19%
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Workers' Compensation Costs as a Percentage of Gross Earnings,
Private Industry Employees, March 2002 - September 2003
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Figure C
Workers' Compensation Costs as a Percentage of Gross Earnings,
State and Local Employees, March 2002 - September 2003
1.46% - 1.45% 1.45%
1.44% - 1.43% 1.43%
1.42%
1.42% -
1.40%

1.40% -
1.38% - 1.37%
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1.34% -
1.32% T T T T T T !
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Source: Table 1
WORKERS’ COMPENSATION these costs increased to $0.42 per
All Non-Federal Employees. COosTS PER HOUR WORKED hour in September 2003.

The employers’ costs of workers’
compensation as a percent of payroll
for all non-federal employees from
March 2002 to September 2003 are
shown in Figure D and Row (12) of
Panel C of Table 1. The employers’
costs increased from 1.85 percent of
payroll in March 2002 to 1.99 percent
of payroll in September 2002,
dropped slightly to 1.98 percent of
payroll in December 2002, and then
increased in the first three quarters of
2003, reaching 2.13 percent of payroll
in September 2003.

An alternative measure of the em-
ployers’ costs of workers’ compensa-
tion is expenditures on the program
in dollars per hour worked.

Private Sector Employees. The
employers’ costs of workers’ compen-
sation in dollars per hour worked for
private sector employees from March
2002 to September 2003 are shown in
Figure E and in Row (9A) of Panel A
of Table 1. Private sector employers
expended $0.35 per hour on workers’
compensation in March 2002, and

State and Local Government
Employees. The employers’ costs of
workers’ compensation in dollars per
hour worked for state and local gov-
ernment employees from March 2002
to September 2003 are shown in Fig-
ure F and in Row (9A) of Panel B of
Table 1. The data indicate that em-
ployers in the state and local govern-
ment sector expended $0.34 per hour
on workers’ compensation in March
2002: that these costs fluctuated be-
tween $0.36 and $0.37 per hour be-
tween September 2002 and June

2.20% -

2.10% -

2.00% -

1.90%
1.90% -

1.85%
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1.70% T

Figure D
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Workers' Compensation Costs as a Percentage of Gross Earnings,
All Non-Federal Employees, March 2002 - September 2003
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Source: Table 1
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Figure E
Workers' Compensation Costs for Private Industry Employees,
March 2002 - September 2003 (in Dollars per Hour Worked)
0.42
0.42 - 0.41
0.40

0.40

0.38 0.38
0.38 0.37
0.36 - 0.35
0.34 -
0.32 T T T T T T 1

March 2002 June 2002 September 2002 December 2002 March 2003 June 2003 September 2003

Source: Table 1

2003; and that these costs reached
$0.38 per hour in September 2003.

All Non-Federal Employees.
The employers’ costs of workers’
compensation in dollars per hour
worked for all non-federal employees
from March 2002 to September 2003
are shown in Figure G and in Row
(9A) of Panel C of Table 1. The data
indicate that non-federal government
employers expended $0.35 per hour
on workers’ compensation in March
2002 and that these costs increased in
most quarters until they reached
$0.42 per hour in September 2003.

RECENT INCREASES IN WORK-
ERS’ COMPENSATION COSTS

The most comprehensive set of
employers represented in the BLS sur-
vey are those employing all non-
federal employees. For those employ-
ers, the low point for employers’ costs
as a percent of payroll occurred in
March 2002, when the costs repre-
sented 1.85 percent of payroll. Tables
2 and 3 indicate the increases in
workers’ compensation costs since
March 2002.

Employers’ Costs as a Percent
of Payroll

Private Sector Employees. The
employers’ costs of workers’ compen-
sation as a percent of payroll in-
creased from 1.96 percent in March
2002 to 2.26 percent of payroll in
September 2003 (Table 2, Panel A,
Column (1)). This represents a cumu-
lative increase of costs of 15.3 percent
over six quarters (Table 2, Panel A,
Column (2)). The quarterly data can
also be used to calculate annual rates
of increase in workers” compensation
costs over the preceding year. For ex-
ample, private sector employers’ costs
were 1.96 percent of payroll in March

Figure F

Workers' Compensation Costs for State and Local Employees,
March 2002 - September 2003 (in Dollars per Hour Worked)

Source: Table 1

0.40 ~
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0.38 1 0.37 0.37
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Table 2 - Employers' Cost of Workers' Compensation as Percent of Gross
Earnings (Payroll): Increases Since March 2002

March 2002
June 2002
September 2002
December 2002
March 2003
June 2003
September 2003

March 2002
June 2002
September 2002
December 2002
March 2003
June 2003
September 2003

March 2002
June 2002
September 2002
December 2002
March 2003
June 2003
September 2003

Panel A: Private Industry Employers

Employers' Costs Cumulative Increase

Increase Over

Panel B: State and Local Employees

Employers' Costs Cumulative Increase

as % of Payroll Since March 2002 Twelve Months

(1) () @)

1.96

2.06 5.1%

2.11 7.7%

2.09 6.6%

2.19 11.7% 11.7%
2.23 13.8% 8.3%
2.26 15.3% 7.1%

Increase Over

Panel C: All Non-Federal Employees

Employers' Costs Cumulative Increase

as % of Payroll Since March 2002 Twelve Months
(1) ) ®)
1.37
142 3.6%
1.43 4.4%
1.45 5.8%
1.40 2.2% 2.2%
1.43 4.4% 0.7%
1.45 5.8% 1.4%

Increase Over

as % of Payroll Since March 2002 Twelve Months

() (2) (©)

1.85

1.90 2.7%

1.99 7.6%

1.98 7.0%

2.01 8.6% 8.6%
210 13.5% 10.5%
213 15.1% 7.0%

Source: Column (1) from Table 1, Row (12) of Panels A, B, and C.

September/October 2003

2002 and 2.19 percent of payroll in
March 2003, which represents an 11.7
percent increase in costs over the
twelve months (Table 2, Panel A, Col-
umn (3)). The data indicate that the
annual rate of increase in the employ-
ers’ costs of workers’ compensation in
the private sector were declining over
the first three quarters of 2003, drop-
ping from 11.7 percent in March 2003
to 8.3 percent in June 2003 to 7.1 per-
cent in September 2003 (Table 2,
Panel A, Column (3) and Figure H).

State and Local Employees. The
employers’ costs of workers’ compen-
sation as a percent of payroll in-
creased from 137 percent in March
2002 to 1.45 percent of payroll in Sep-
tember 2003 (Table 2, Panel B, Col-
umn (1)). This represents a cumula-
tive increase of costs of 5.8 percent
over six quarters (Table 2, Panel B,
Column (2)). The quarterly data can
also be used to calculate annual rates
of increase in workers’ compensation
costs over the preceding year. For ex-
ample, state and local government
sector employers’ costs were 1.37 per-
cent of payroll in March 2002 and
1.40 percent of payroll in March 2003,
which represents a 2.2 percent in-
crease in costs over the twelve
months (Table 2, Panel B, Column
(3)). The data indicate that the an-
nual rate of increase in the employers’
costs of workers’ compensation in the
state and local government sector
fluctuated over the first three quar-
ters of 2003, decreasing from 2.2 per-
cent in March 2003 to 0.7 percent in
June 2003, and then increasing to 1.4
percent in September 2003 (Table 2,
Panel B, Column (3) and Figure H).

All Non-Federal Employees. The
employers’ costs of workers’ compen-
sation as a percent of payroll in-
creased from 1.85 percent in March
2002 to 2.13 percent of payroll in Sep-
tember 2003 (Table 2, Panel C, Col-
umn (1)). This represents a cumula-
tive increase of costs of 15.1 percent
over six quarters (Table 2, Panel C,
Column (2)). The quarterly data can
also be used to calculate annual rates
of increase in workers’ compensation

WORKERS” COMPENSATION POLICY REVIEW
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costs over the preceding year. For ex-
ample, all non-federal employers’
costs were 1.85 percent of payroll in
March 2002 and 2.01 percent of pay-
roll in March 2003, which represents
an 8.6 percent increase in costs over
the twelve months (Table 2, Panel C,
Column (3)). The data indicate that
the annual rate of increase in the em-
ployers’ costs of workers’ compensa-
tion for all non-federal employees
fluctuated over the first three quar-
ters of 2003, increasing from 8.6 per-
cent in March 2003 to 10.5 percent in
June 2003, and then decreasing to 7.0
percent in September 2003 (Table 2,
Panel C, Column (3) and Figure H).

Workers” Compensation Costs
Per Hour Worked

Private Sector Employees. The
employers’ costs of workers’ compen-
sation per hour worked increased
from $0.35 percent in March 2002 to
$0.42 in September 2003 (Table 3,
Panel A, Column (1)). This represents
a cumulative increase of costs of 20.0
percent over six quarters (Table 3,
Panel A, Column (2)). The quarterly
data can also be used to calculate an-
nual rates of increase in workers’
compensation costs over the preced-
ing year. For example, private sector
employers’ costs were $0.35 per hour
worked in March 2002 and $0.40 in
March 2003, which represents a 14.3
percent increase in costs over the
twelve months (Table 3, Panel A, Col-
umn (3)). The data indicate that the
annual rate of increase in the employ-
ers’ costs of workers’ compensation in
the private sector were declining over
the first three quarters of 2003, drop-
ping from 14.3 percent in March 2003
to 10.8 percent in June 2003 to 10.5
percent in September 2003 (Table 3,
Panel A, Column (3) and Figure I).

State and Local Employees. The
employers’ costs of workers’ compen-
sation per hour worked increased
from $0.34 in March 2002 to $0.38 in
September 2003 (Table 3, Panel B,
Column (1)). This represents a cumu-
lative increase of costs of 11.8 percent
over six quarters (Table 3, Panel B,

Table 3 - Employers' Cost of Workers' Compensation in Dollars
Per Hours Worked: Increases Since March 2002

March 2002
June 2002
September 2002
December 2002
March 2003
June 2003
September 2003

March 2002
June 2002
September 2002
December 2002
March 2003
June 2003
September 2003

March 2002
June 2002
September 2002
December 2002
March 2003
June 2003
September 2003

Panel A: Private Industry Employers

Employers' Costs Cumulative Increase

Increase Over

in Dollars Since March 2002 Twelve Months
(1) (2) 3)

0.35

0.37 5.7%

0.38 8.6%

0.38 8.6%

0.40 14.3% 14.3%
0.41 17.1% 10.8%
0.42 20.0% 10.5%

Panel B: State and Local Employees

Employers' Costs Cumulative Increase

Increase Over

in Dollars Since March 2002 Twelve Months
(1) (2 3)

0.34

0.35 2.9%

0.36 5.9%

0.37 8.8%

0.36 5.9% 5.9%

0.37 8.8% 5.7%

0.38 11.8% 5.6%

Panel C: All Non-Federal Employees

Employers' Costs Cumulative Increase

Increase Over

in Dollars Since March 2002 Twelve Months
(1) (2) (©)

0.35

0.36 2.9%

0.38 8.6%

0.38 8.6%

0.39 11.4% 11.4%

0.41 17.1% 13.9%
0.42 20.0% 10.5%

Source: Column (1) from Table 1, Row (9A) of Panels A, B, and C.
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Figure G
Workers' Compensation Costs for All Non-Federal Employees,
March 2002 - September 2003 (in Dollars per Hour Worked)
0.42
042 - 0.41
0.40 - 0.39
0.38 0.38
0.38 -
0.36
0.36 - 0.35
0.34 -
032 T T T T T T 1
March 2002 June 2002 September 2002 December 2002  March 2003 June 2003 September 2003
Source: Table 1

Column (2)). The quarterly data can
also be used to calculate annual rates
of increase in workers’ compensation
costs over the preceding year. For ex-
ample, state and local government
sector employers’ costs were $0.34
per hour worked in March 2002 and
$0.36 per hour worked in March
2003, which represents a 5.9 percent
increase in costs over the twelve
months (Table 3, Panel B, Column
(3)). The data indicate that the an-
nual rate of increase in the employers’
costs of workers’ compensation in the
state and local government sector de-
clined over the first three quarters of
2003, slowing from a 5.9 percent in-
crease in March 2003 to 5.7 percent in

June 2003, and then to 5.6 percent in
September 2003 (Table 3, Panel B,
Column (3) and Figure I).

All Non-Federal Employees. The
employers’ costs of workers’ compen-
sation per hour worked increased
from $0.35 in March 2002 to $0.42 in
September 2003 (Table 3, Panel C,
Column (1)). This represents a cumu-
lative increase in costs of 20.0 percent
over six quarters (Table 3, Panel C,
Column (2)). The quarterly data can
also be used to calculate annual rates
of increase in workers’ compensation
costs over the preceding year. For ex-
ample, all non-federal employers’
costs were $0.35 per hour worked in

March 2002 and $0.39 in March 2003,
which represents an 11.4 percent in-
crease in costs over the twelve
months (Table 3, Panel C, Column
(3)). The data indicate that the an-
nual rate of increase in the employers’
costs of workers’ compensation for all
non-federal employees fluctuated
over the first three quarters of 2003,
increasing from 11.4 percent in March
2003 to 13.9 percent in June 2003, and
then decreasing to 10.5 percent in
September 2003 (Table 3, Panel C,
Column (3) and Figure I).

Figure H

Workers' Compensation Costs as Percent of Payroll:
Annual Rates of Increase (Over Four Quarters)

Private Industry
14.0% -
12.0% A
10.0% -+
8.0% -

1M1.7%

8.3%
71%

6.0% -
4.0% ~
2.0% ~
0.0% -

State and Local

0,
22% 1.4%

- 0.7%

All Non-Federal

10.5%

8.6%

7.0%

T

EMarch 2003

OJune 2003

O September 2003

Source: Table 2, Column (3) of Panels A, B, and C
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Private Industry
14.3%

16.0% -
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10.5%
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2.0% A

Figure |

State and Local

5.9% 5.7% 5.6%

0.0% -

Workers' Compensation Costs in Dollars Per Hour Worked:
Annual Rates of Increase (Over Four Quarters)

All Non-Federal
13.9%

11.4%

10.5%

T

EMarch 2003

OJune 2003

O September 2003

Source: Table 3. Column (3) of Panels A. B. and C

CONCLUSIONS

Workers’ compensation costs for
employers can be measured several
ways, including costs per hour
worked by employees and as costs as
a percent of payroll. I prefer the latter
measure for reasons stated in the arti-
cle, but both measures are included in
the article. The BLS data are available
for three aggregations of employees
(and their employers): for private sec-
tor employees, for state and local gov-
ernment employees, and for all non-
federal government employees
(which is the combination of these
private sector and the state and local
government sector and thus is the
most comprehensive measure). All
three combinations of employers are
included in this article, although
since the state and local government
sector is much smaller than the pri-
vate sector, the most important re-
sults are those for the private sector
employees and for all non-federal em-
ployees.

The BLS published annual data
on workers’ compensation costs an-
nually based on a March survey from
1986 to 2002 for private sector em-
ployees and from 1991 to 2002 for all
non-federal employees. The lowest
employers’ costs for workers’ com-
pensation as a percent of payroll for

all non-federal employees in this an-
nual data series were in March 2002.
This date corresponds with the inau-
guration of a quarterly data series on
employers’ costs of workers’ compen-
sation and other forms of remunera-
tion, which are the data focused on in
this article.

I would describe the increases in
workers’ compensation costs
since March 2002 as significant
but not soaring.

The BLS data indicate that the
employers’ costs of workers’ compen-
sation increased over the six quarters
ending in September 2003 by 15.3 per-
cent in the private sector and by 15.1
percent for all non-federal employees
when measured as costs as a percent
of payroll (Table 2 Column (2)), and
by 20.0 percent both for private sec-
tor employers and for all non-federal
employers over these six quarters
when measured as costs per hour
worked (Table 3, Column (2)).

The data also indicate that, when
measured by costs as a percentage of
payroll (Figure H), the annual rates of
increase in workers’ compensation
costs declined for private sector em-

ployers during 2003 from 11.7 percent
per year in the first quarter to 7.1 per-
cent per year in the third quarter.
When measured by costs per hour
worked (Figure T), the annual rates of
increase in workers’ compensation
costs declined for private sector em-
ployers during 2003 from 14.3 percent
per year in the first quarter to 10.5
percent in the third quarter. For all
non-federal employees, the annual
rate of increase in the employers’
costs of workers’ compensation
peaked in the second quarter of 2003,
and then declined: when measured by
costs as a percent of payroll from 10.5
percent in the second quarter to 7.0
percent in the third quarter (Figure
H), and when measured as costs per
hour worked from 13.9 percent in the
second quarter to 10.5 percent in the
third quarter (Figure I).

Commentators on these results
can provide various assessments.’ I
would describe the increases in
workers’ compensation costs since
March 2002 as significant but not
soaring. And the pattern within 2003
so far suggests that worker’ compen-
sation cost increases for employers
are decelerating. The BLS results for
subsequent quarters will be enlight-
ening.

WORKERS” COMPENSATION POLICY REVIEW




12
REFERENCES

Burton, John F., J. 2003a.
“Workers' Compensation Costs for
Employers Increase in 2003.” Workers’

Compensation Policy Review 3, no. 3
(May/June): 13-24.

Burton, John F., Jr. 2003b. “Are
the Employers’ Costs of Workers’
Compensation Soaring?” Workers’

Compensation Policy Review 3, no, 3
(May/June): 25-27.

U.S. Department of Labor, Bu-
reau of Labor Statistics. 2002a. Em-
ployer Costs for Employee Compen-
sation — March 2002. USDL: 02-346.
June 19, 2002. Washington, D.C.: U.S.
Department of Labor.

U.S. Department of Labor, Bureau
of Labor Statistics. 2002b. Employer
Costs for Employee Compensation -
June 2002. USDL: 02-518. September
17, 2002. Washington, D.C.: U.S. De-
partment of Labor.

U.S. Department of Labor, Bureau
of Labor Statistics. 2002c. Employer
Costs for Employee Compensation -
September 2002. USDL: 02-674. De-
cember 11, 2002. Washington, D.C.:
U.S. Department of Labor.

U.S. Department of Labor, Bureau
of Labor Statistics. 2003a. Employer
Costs for Employee Compensation —
December 2002. USDL: 03-130. March
18, 2003. Washington, D.C.: U.S. De-
partment of Labor.

U.S. Department of Labor, Bureau
of Labor Statistics. 2003b. Employer
Costs for Employee Compensation -
March 2003. USDL: 03-297. June 11,
2003. Washington, D.C.: U.S. Depart-
ment of Labor.

U.S. Department of Labor, Bureau
of Labor Statistics. 2003c. Employer
Costs for Employee Compensation —
June 2003. USDL: 03-446. August 26,
2003. Washington, D.C.: U.S. Depart-
ment of Labor.

U.S. Department of Labor, Bureau
of Labor Statistics. 2003d. Employer
Costs for Employee Compensation -
September 2003. USDL: 03-760. No-
vember 25, 2003. Washington, D.C.:
U.S. Department of Labor.

Williams, Cecili Thompson, Vir-
ginia P. Reno, and John F. Burton, Jr.
2003. Workers' Compensation: Benefits,
Coverage, and Costs, 2001. Washington,
D.C.: National Academy of Social In-
surance.

September/October 2003
ENDNOTES

" The National Academy of Social
Insurance (NASI) produces an annual
publication that includes data on
benefits, costs, and coverage for all
employees and employers, including
those in the federal sector. However,
the data are only available with a lag.
Thus, the most recent NASI publica-
tion (Williams, Reno, and Burton
2003) presents 2001 data.

* The patterns shown in Table 2
and Figure H are unusual, since both
private sector employers and state
and local government employers ex-
perienced a decline in the annual rate
of increase of workers’ compensation
costs as a percent of payroll between
the quarters ending in March 2002
and June 2003, while employers of all
non-federal workers (which is the
sum of the two other aggregations of
employers) experienced an increase
and then a decline in the annual rate
of increase in workers’ compensation
costs. The anomalous results appear
to be due to rounding of the data in
the BLS publications.

* The issue of whether the em-
ployers costs of workers’ compensa-
tion are soaring (as one source re-
ported) was discussed by Burton
(2003b).

A BOOK OF POSSIBLE INTEREST TO SUBSCRIBERS

Industrial Relations to Human Resources and Beyond. Edited by Bruce E. Kaufman, Richard A.
Beaumont, and Roy B. Helfgott and published in 2003 by M.E. Sharpe. The volume contains a collection
of studies that examine the evolution and practice of human resource management (HRM) and industrial
relations (IR) over the twentieth century. The topics include advancing equal employment opportunity,
industrial relations in the global economy, and the development of pay practices. The chapter by John
Burton and Daniel J.B. Mitchell on “Employee Benefits and Social Insurance: The Welfare Side of Em-
ployee Relations™ provides an extended examination of the topics discussed by Burton in the current issue
of the Workers’ Compensation Policy Review

544 pp. $89.95 cloth. ISBN 0-7656-1205-4. Published February 2003. Available from M.E.
Sharp, Armonk, New York. Website: www.mesharp.com.
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Protecting Workers and Their Families
from Economic Insecurity

by John F. Burton, Jr.

Four sources of economic insecu-
rity threaten workers and their fami-
lies: (1) loss of wages resulting from
unemployment; (2) lack of adequate
income during retirement; (3) inade-
quate medical care for non-work-
related health problems; and (4) in-
sufficient medical care and income to
deal with the consequences of work-
place injuries and diseases. After a
brief historical overview of the vari-
ous approaches that have been used
in the U.S. to deal with these eco-
nomic problems, I speculate about
future solutions to the problems." Far
from an uplifting analysis culminating
in a clear set of compelling solutions
for the twenty-first century, the sub-
theme of my analysis of recent devel-
opments can be described as the Anat-
omy of Melancholy.”

The 1880s through the 1920s

The origins of these sources of
economic insecurity for workers can
be traced to the last few decades of
the nineteenth century, when the na-
tion rapidly industrialized and much
of the population moved from farms
to urban areas. Industrialization and
urbanization were accompanied by
wide fluctuations in unemployment.
Workers without jobs were espe-
cially vulnerable because they could
not rely on homegrown food to tide
them over during downturns.

In theory, labor markets were
competitive, and employer needs and
worker desires interacted to deter-
mine optimal working conditions. In
practice, labor markets generally did
not correspond to this model on both
the demand and supply sides. Some
markets were monopsonies — where
the limited number of employers had
superior bargaining power. Many la-
bor markets had “excess supply” be-
cause of the large numbers of unem-
ployed workers, many of whom were

immigrants. As a result of these fail-
ures of the theoretically beneficial
attributes of the competitive labor
market, workers often were subject
to onerous working conditions.

Several approaches to deal with
these unfavorable by-products of in-
dustrialization were used beginning
in the 1880s and continuing into the
Progressive Era (1900 to 1920) and
the Period of Normalcy (1920 to
1929). For purposes of this analysis, I
will refer to the entire 50 years as the
Progressive Era.

One approach involved workers
who prized their independence and
who relied on individual savings and
skills to cope with adverse condi-
tions. However, many workers were
overwhelmed by the magnitude of the
economic problems, and the country
soon turned to other approaches.

A second approach was collective
action by workers, which was an ef-
fort to offset the superior bargaining
power of employers by unions de-
manding higher wages and benefits
that would ameliorate their economic
insecurity.3 However, unions were
generally unsuccessful in their efforts
to negotiate with employers, in part
because there were a number of inci-
dents of labor violence that caused
employers and much of the public to
view unions as a “menace.”

A third approach to dealing with
economic insecurity was government
regulation. By the beginning of the
twentieth century, twenty-eight
states had child labor laws that regu-
lated matters such as the maximum
number of working hours, and six-
teen states limited work hours for
women. Most northern states also
passed laws mandating sanitation
and safety in factories.
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A fourth approach to offsetting
adverse working conditions also in-
volved the government, namely the
creation of social insurance programs.
Workers’ compensation statutes,
which provide cash benefits and
medical care for workers disabled by
work-related injuries or diseases,
were enacted in most states between
1914 and 1920. Prior to workers’ com-
pensation, workers injured on the job
had to sue their employers in negli-
gence suits to recover medical costs
and lost wages, a remedy that was
condemned by most commentators.’
Workers” compensation tried to deal
with the deficiencies of the common
law by creating a no-fault system
(which aided workers), with speci-
tied benefits (which was supposed to
reduce litigation), and with the elimi-
nation of tort suits (which aided em-

ployers).

A fifth approach to adverse labor
market conditions was adopted by a
small but influential group of pro-
gressive employers that began to vol-
untarily improve working conditions
or indemnify workers for adverse out-
comes. This strategy is generally
identified with welfare capitalism.
The antecedent to welfare capitalism
in the Progressive Era was “welfare
work,” which is a term coined by
John R. Commons that he defined as
“all those services which an employer
may render to his work people over
and above the payment of wages.”
Welfare work consisted of four cate-
gories of benefits: (1) programs that
promoted health and safety at the
workplace, such as guards on ma-
chinery; (2) activities that focused on
health and safety in the workers’
homes, such as cooking classes; (3)
educational, recreational, and social
activities, such as noontime dancing;
and (4) financial benefit plans, such
as pensions, sickness benefits, and life
and health insurance. By the 1920s,
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welfare work had evolved into a more
comprehensive strategy by employers
known as “welfare capitalism,” which
included welfare benefits, but also
formal personnel programs and for-
mal mechanisms for employee voice
(through representation plans that
avoided unions as the larynx for the
voice).”

The progressive employers who
were proponents of welfare work and
welfare capitalism had several mo-
tives for providing benefits. Some
employers were motivated by moral
obligations, and rather than provide
higher wages — which workers might
spend in brothels and dance halls -
paternalistic employers provided
meals, supervised recreation, and
health facilities. Also, employee bene-
fits such as pensions tied the worker
to the firm, which employers assumed
would increase employee loyalty and
productivity.  Employers also pro-
vided benefits in order to fend off un-
ion organizing activities and to un-
dermine government efforts to pro-
tect workers from economic insecu-
rity.

During these decades prior to the
1930s, the notion that government
was not the appropriate source of
protection for workers also resonated
with much of the labor movement.
Indeed, until his death in 1924, Sam-
uel Gompers, president of the AFL,
was vice president of the National
Civic Federation, which was “the
leading organization of politically
conscious corporate leaders.” This
alliance with employers was consis-
tent with the unions’ strategy of vol-
untarism, which eschewed govern-
ment support and endorsed collective
action by workers as the preferred
means to achieve labor’s goals.

The emergence of welfare capi-
talism among progressive employers
during the Progressive Era has been
ably analyzed in recent studies.
However, the provision of benefits by
employers was not endorsed by im-
portant employer organizations, most
notably the National Association of
Manufacturers. Moreover, most em-

ployers did not provide significant
benefits to their workers. Thus, a
comprehensive survey of private sec-
tor employers in 1929 indicated that a
maximum of 14 percent of workers
were covered by pension plans, and
the total cost of all employer-
provided benefits in 1929 represented
only 1.3 percent of payroll.

Nor did workers receive much
protection from government to deal
with the various sources of economic
insecurity.  The aversion by employ-
ers and, in most instances, by labor to
government provision of benefits
helps explain the failure to enact so-
cial insurance programs in addition to
workers’ compensation during the
1910s and 1920s.

Thus, at the end of the half-
century spanning 1880 to 1929 (the
Progressive Era), workers and their
families were almost entirely depend-
ent on their own resources to deal
with the economic insecurity that
resulted from industrialization.

The 1930s

The U.S. economy plunged into a
severe depression in the 1930s. The
unemployment rate peaked at almost
25 percent in 1933 and remained
above 14 percent until 1941.  Most
employers were overwhelmed by the
adverse economic conditions, and
most company-provided benefits
were cancelled in the early 1930s.”

The Depression also significantly
affected unions. The futility of trying
to achieve economic gains for work-
ers in a dysfunctional labor market
led most union leaders to abandon
the policy of “voluntarism,” in which
government action was considered a
threat to the benefits that unions
could provide their workers. Govern-
ment intervention was now embraced
by unions in the labor market.

The government intervention in
the 1930s included the first significant
regulation of employee benefits by the
federal government. A leading exam-
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ple is the Fair Labor Standards Act,
which established minimum wages
and overtime pay requirements.

The federal government also es-
tablished several significant social
insurance programs during this dec-
ade, including the Social Security Act
of 1935, which provided old age and
survivors (OAS) benefits. The Act
also established the federal-state un-
employment insurance program.® An-
other consequence of the changing
political environment was the enact-
ment of the National Labor Relations
Act (NLRA) in 1935, which protected
the rights of workers to organize, to
bargain collectively, and to engage in
strikes.

The 1940s to the 1980s

Employer payments for employee
benefits surged from 1.9 percent of
payroll in 1940 to 13.5 percent in 1980,
and then grew more slowly until
reaching 14.2 percent of payroll in
1990. The increases began during
World War 1I, when the economy
was regulated to suppress excess de-
mand through mechanisms such as
wage controls, which limited in-
creases in take-home pay but allowed
employers to provide additional com-
pensation as deferred income, includ-
ing pensions. After the war, several
major unions pressed for pensions,
facilitated by the National Labor Re-
lations Board’s decision that pensions
were a bargainable issue. Pensions
soon spread among other unionized
and unorganized industries, and em-
ployer contributions for pensions in-
creased from 1.5 percent of payroll to
7.5 percent between 1948 and 1980
before declining to 5.5 percent in
1990.

Part of the decline in employer
contributions to pensions after 1980
can be traced to the enactment of the
Employee Retirement Income Secu-
rity Act (ERISA) in 1974, which es-
tablished standards in all areas of
funding, structure, and administra-
tion of the pension system. In the
aftermath of ERISA, new pension
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plans decreased and terminations of
existing plans increased. Another
source of a decline in the proportion
of the workforce with pensions was
the drop in union membership after
the 1950s. This drop in unionization
was in turn associated with a declin-
ing proportion of pension plans with
defined benefits largely or solely fi-
nanced by employers and an increas-
ing proportion of pension plans with
defined contributions that generally
shifted some costs from employers to
workers.

There was also a rapid increase in
health insurance in the post-war pe-
riod, with employer contributions
increasing from 0.4 percent of payroll
in 1948 to 6.8 percent in 1990. How-
ever, the increasing expenditures
masked a declining proportion of
workers with health insurance pro-
vided by their employers after 1979.°
Part of the explanation for the decline
in health care coverage was due to the
increasing importance of mnon-
unionized employers.

The growth of employer pay-
ments for pensions, health care, and
other employee benefits between
1940 and 1990 reflect in part a sixth
approach to dealing with economic
insecurity, namely the use of tax in-
centives to encourage the provision of
benefits in the workplace. The federal
tax code was amended during World
War 1II to clarify the favorable tax
treatment of pension and welfare
funds, and the increases in corporate
and personal income taxes coupled
with the deductibility of employer
expenditures on employee benefits in
the post-war period encouraged this
approach.

The social insurance programs
established during the 1930s ex-
panded during and after World War
I, with employer contributions for
these programs increasing from 1.4
percent of payroll in 1940 to 7.5 per-
cent in 1990. Most of the growth was
due to expanded coverage of workers
and additional benefits provided by
the Social Security program.

However, efforts to establish new
social insurance plans were generally
unsuccessful during the post-war
decades, most notably government
health insurance for the general popu-
lation. An effort for a single-payer
plan that might have served as a
model for state-based reform was nar-
rowly defeated in California in the
mid-1940s. At the federal level, the
Truman Administration failed to en-
act a health plan in 1949. Perhaps
President Nixon proposed the most
promising effort for a national health
plan in 1971." However, the labor
movement and leading Democrats
opposed the Nixon plan because they
favored a health insurance plan fi-
nanced from a new payroll tax and
general revenue, and that would have
eliminated commercial insurers and
made the Federal government the sin-
gle payer. The stalemate over the op-
posing Plans resulted in no law being
passed.”

The 1990s

The six-decade trend of increas-
ing employer contribution rates on
employee benefits reversed during the
1990s. Employee benefits dropped
significantly, from 14.2 percent of
payroll in 1990 to 11.0 percent in 2000.

Employer expenditures on retire-
ment benefits dropped because the
rise in the stock market caused many
defined-benefit pension plans to be
funded in excess of actuarial needs.
The continuing increase in the preva-
lence of defined contribution plans
also helps explain the decline in em-
ployer costs for pensions.”

Employer contributions for
health insurance also declined after
1995, in part reflecting a temporary
victory in the battle to contain costs
through the implementation of man-
aged care. In addition, during the
1990s, some employers eliminated
their health insurance plans, and
many of the ongoing plans shifted
some of the costs to employees
through increased deductibles, co-
payments, and employee contribu-
tions toward premiums.
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Employer contributions for social
insurance plans also declined during
the 1990s, from 7.5 percent of payroll
in 1990 to 7.1 percent in 2000. This
decline resulted from a combination
of stable employer contribution rates
to the Social Security program, cou-
pled with declines in employer con-
tributions to the unemployment in-
surance and workers’ compensation
programs.'

Congress rejected the major so-
cial insurance initiative in the 1990s,
namely the Clinton Administration’s
1993-94 proposal for health care re-
form. There were, however, several
federal statutes enacted during the
decade that inter alia regulated work-
place health benefits, such as the
FMLA" and the HIPAA."®

The Twenty-first Century

What are the primary threats to
economic security in the twenty-first
century and can the six approaches
relied on in the last century to deal
with these threats provide solutions
to our current problems? The econ-
omy has changed in recent decades in
ways that may make old remedies
inapplicable to current problems. In
particular, competition has increased
in both product and labor markets as
a result of deregulation of domestic
industries and increased international
trade under the banner of globaliza-
tion.

Loss of wages resulting from un-
employment” and the deficiencies of
medical care and cash benefits pro-
vided to workers disabled b}f work-
place injuries and diseases,® while
important, are not the sources of eco-
nomic insecurity with the greatest
costs. One of these expensive chal-
lenges is the provision of adequate
retirement income, which currently
requires contributions from employ-
ers and workers of at least 15 percent
of payroll.” This figure is likely to in-
crease in the short run as suddenly
underfunded pension plans are re-
plenished and to increase in the long
run as the baby boomers retire in
coming decades.
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The other source of economic
insecurity that is already very expen-
sive and will become increasingly ex-
pensive is the provision of medical
care to workers and their families.
Employers spent over 6 percent of
payroll on group health insurance in
2000.” A recent study reported that
premiums for job-based health insur-
ance increased 12.7 percent from 2001
to 2002, and postulated “the nation
may be facing many years of double-
digit premium increases.” There are,
of course, many expenditures on
health care not based on workplace
contributions.  Overall, the nation
spent 13.2 percent of Gross Domestic
Product (GDP) on health care in
2000, a figure that is predicted to
account for 16 percent of GDP by
2010 and as much as 38 percent of
GDP over the longer term.”

How will the six approaches to
dealing with economic insecurity
cope with the expenses of retirement
income and health care? One ap-
proach - workers relying on their
own resources — is patently deficient
to deal with health care needs. The
average premium for group health
insurance provided through the
workplace in 2002 was $663 per
month or almost $8,000 per year, con-
sidering both employer and employee
contributions.”* Moreover, an indi-
vidual worker would probably be un-
able to purchase equivalent insurance
at the same rate because of carriers’
concerns about adverse selection.”

Reliance on individual workers
to provide for the bulk of their own
retirement income is also question-
able, particularly for low-income
workers who typically have limited
resources when they retire. The gov-
ernments in many states have only
aggravated the problem of poor re-
tirement planning by touting lotteries
as the pathway to nirvana. The reve-
nues from lotteries are a perverse
form of regressive taxes that solve
state budgetary shortfalls while pro-
moting financial foolishness among
the citizens.

A second approach of the twenti-
eth century was collective action by
workers. The main deficiency of this
approach is that the unionized pro-
portion of the private sector work-
force has declined in the last 50 years
from one-third to less than one-tenth.
Moreover, even in some organized
firms, unions have been forced to
“give-back” some of the retirement
and health benefits paid for by the
employers.

A third approach to providing
economic security that was impor-
tant in encouraging employer pay-
ment for benefits is reliance on tax
incentives. While tax incentives to
encourage employers to provide
health care and retirement benefits
are important, the decline in corpo-
rate and individual tax rates makes
this a less effective tool for govern-
ments.”

A fourth approach to economic
security is voluntary corporate provi-
sion of benefits. A primary rationale
is that the benefits promote worker
loyalty and longevity, which in turn
increase productivity and profits.

I fear that an unfortunate perma-
nent legacy of the 1990s is that eco-
normic incentives for corporate behav-
ior were fundamentally changed. Fi-
nancial awards for corporate manage-
ment were more closely tied to the
price of company stock, based on the
theory that this would increase the
alignment of financial interests be-
tween management and shareholders.
However, the unintended conse-
quence in some firms was the irre-
sistible urge for management to in-
flate short-term profits by short-term
strategies, aided by dubious or even
illegal accounting techniques, in or-
der to artificially inflate stock prices.
The time horizon for corporate plan-
ning appears to have shortened as a
result, and I doubt that the reforms
resulting from the Enron and other
scandals of 2002 will appreciably cor-
rect the management myopia.

The increasing competition from
deregulation and globalization has
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abetted the tendency of management
to concentrate on short-term solu-
tions as well as encouraging manage-
ment to shift risk to others - notably
workers. One manifestation of this
new-age corporate strategy is the
downsizing of permanent employees
to only those who perform the “core”
competencies of the firm, while rely-
ing on contingent workers or employ-
eces of other firms to perform
“noncore” functions, such as mainte-
nance or production or human re-
source management. Another mani-
festation of the emphasis on short-
term gains is the shifting of risks of
retirement and health care needs to
workers. After all, who needs long-
term and loyal employees when cor-
porate planning is based on instant
gratification?

There are, to be sure, some long-
existing employers that continue to
resist the addiction to short-term re-
turns, and there are certainly younger
firms that have adopted aspects of
welfare capitalism and thrived. Un-
fortunately, these “progressive” em-
ployers do not appear to represent the
dominant style of twenty-first cen-
tury management, and so reliance on
employers to provide protection to
workers against economic insecurity
is problematic, at best.

If these four approaches to deal-
ing with economic insecurity all ap-
pear to have their limitations, what
role is there for the remaining two
approaches: social insurance and gov-
ernment mandates for the labor mar-
kets? There appears to be a compel-
ling case for an expanded role of gov-
ernment in providing health care.
Nonetheless, the thought of dealing
with the rapidly deteriorating cover-
age and cost problems of our health
care system by placing primary reli-
ance on employment-based health
insurance appears ludicrous. Instead,
we need to move beyond the six ap-
proaches used to deal with economic
insecurity during the twentieth cen-
tury to deal with the health care
problems of the twenty-first century.
Of course, denouncing the solutions
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of the past does not provide a grand
vision of what should now be done
with our floundering health care sys-
tem. Unfortunately, no one to date
has provided a grand vision for a
modern health care system that is
also politically acceptable.

As for solutions for adequate re-
tirement income, the short-run chal-
lenge appears to be the preservation
of the crucial elements of the current
employment-based system until bet-
ter long-term solutions involving the
government can be designed. The tar-
gets of current efforts to undermine
the present system include the efforts
to convert defined benefit plans into
less-expensive defined contribution
plans. Another target for retirement

benefits is the old age component of
the Social Security program, where
there are efforts underway to convert
part of the benefits from a defined-
benefit plan into individual invest-
ment accounts, which are essentially
defined contribution plans fraught
with ups and downs based on stock
market performance. This approach
would seem to perpetuate or magnify,
rather than to address or limit, eco-
nomic insecurity among workers.

The threats to economic security
among workers thus are increasing as
we move into the twenty-first cen-
tury, largely because of the looming
cost increases for retirement income
and medical care. The challenge for
the next few decades will be to find
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the proper mix of the old and new
approaches to providing economic
security to workers and their families.
This challenge is especially daunting
because one of the primary “old” solu-
tions to these problems - namely
benefits voluntarily provided by em-
ployers — appears unlikely to be of
great value in the new millennium.
Indeed, we seem to have come full
circle in terms of employers’ interest
in providing benefits to workers,
with the current decade looking more
and more like the early decades of the
twentieth century. And so let me
close on that sub-theme of melan-
choly by welcoming you to the “new”
Progressive Era.

ENDNOTES

1. This article is adapted from my
Presidential Address to the Industrial
Relations Research Association in
January 2003, which was published
as John F. Burton, Jr., “Improving
Policies and Approaches to Employ-
ment Relations: Protecting Workers
and Their Families From Economic
Insecurity,” in Adrienne E. Eaton, ed,,
Proceedings of the 55th Annual Meeting of
the Industrial Relations Research Associa-
tion. Champaign, IL: Industrial Rela-
tions Research Association, 2003, pp.
1-11. Permission to reprint portion of
the Presidential Address were
granted by the Industrial Relations
Research Association.

This article and the address is
based in part on John F. Burton, Jr.
and Daniel J.B. Mitchell, “Employee
Benefits and Social Insurance: The
Welfare Side of Employee Relations,”
in Bruce E. Kaufman, Richard A.
Beaumont, and Roy B. Helfgott, eds,
From Industrial Relations to Human Re-
sources and Beyond: The Evolving Process of
Employee Relations Management.
Armonk, NY: M.E. Sharpe: 2003, pp.
179-219. Unless otherwise indicated,
quotations and data in this article can
be found in that chapter. T appreciate
the contributions of Dan Mitchell to

the chapter, but absolve him of re-
sponsibility for any errors of facts,
analysis, or opinions in this article. I
also appreciate the comments on a
preliminary draft of the IRRA address
provided by Bruce Kaufman and
Paula Voos.

2. The Anatomy of Melancholy was
written by Robert Burton (1577-
1640), who opined:

All my joys to this are folly,
Naught so sweet as Melancholy.

3. A few unions established their
own employee benefit plans, includ-
ing pensions. By 1930, union pension
plans protected 798,700 workers, or
20.5 percent of total union member-

ship.

4. An enlightening report on the
Pullman strike of 1894 recounting the
general hostility of the government,
the public, and many academics is
Louis Menand, The Metaphysical Club.
New York, NY: Farrar, Straus, and
Giroux: 2001, pp. 289-306. The split
in the academic community is re-
flected in the criticism of classical
economics by Richard Ely, who
founded the American Economic As-

sociation to combat the influence of
conservative theorists such as Wil-
liam Graham Sumner.

5. The criticisms of the tort suits
included the inadequate protection
for workers, the expenses and delays
associated with litigation, and the
concerns among employers about the
occasional high costs resulting from
successful suits.

6. Bruce Kaufman properly criti-
cized an earlier draft of the IRRA ad-
dress as more or less equating welfare
work and welfare capitalism. As
Bruce indicated, “welfare work was
an antecedent to welfare capitalism,
but the latter was a later develop-
ment and was much more broadly
constructed in terms of component
parts, its philosophy, and strategic
intent and design.” The evolution of
welfare work into welfare capitalism
is examined in Burton and Mitchell
(2003), as cited in note 1.

7. There was a resurgence of
pension plans after 1932, although
most of these new plans required em-
ployee contributions. Employer con-
tributions for all types of employee
benefits increased from 1.4 percent of
payroll in 1930 to 1.9 percent of pay-
roll in 1940.
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8. These programs increased the
employers’ contributions for social
insurance from less than 0.1 percent
of payroll in 1930 to 1.4 percent of
payroll in 1940.

9. Between 1979 and 1992, the
percentage of civilian, full-time, year-
round workers who received health
insurance through their employers
dropped from 82 percent to 73 per-
cent.

10. The additional benefits pro-
vided by the Social Security program
in the post-war period included dis-
ability insurance (DI) for disabled
workers and health insurance (HI)
benefits, commonly referred to as
Medicare, for persons 65 years or
older and for disabled persons.

11. The Nixon plan would have
required employers to pay 65 percent
of the cost of the premiums for em-
ployees who worked at least 25 hours
per week. The plan would have
maintained private insurance carriers,
and so gained their support. The pro-
posal also received qualified support
from some important employer or-
ganizations, including the National
Association of Manufacturers.

12. By the late 1970s, organized
labor for the first time embraced the
idea of health insurance based on
mandates for employers, but by then
employer interest in providing bene-
tits at the workplace had dissipated.

13.  Employer contributions for
pensions dropped from 5.5 percent to
3.8 percent of payroll between 1990
and 2000.

14. The drop in UI costs largely
reflected the declining unemployment
rates from 1992 to0 1999. The employ-
ers’ costs of workers’ compensation
dropped from 2.2 percent of payroll in
1990 to 1.3 percent in 2000, reflecting
both an improvement in workplace
safety and a concerted effort by em-
ployers and carriers to constrict eligi-
bility and reduce benefits.

15.  The Family and Medical
Leave Act of 1993.

16. The Health Insurance Port-
ability and Accountability Act of
1996.

17. Unemployment obviously
was a major problem in the 1930s, but
the improvements in macro-economic
policies in conjunction with the fed-
eral-state Ul program created in the
Depression provide an adequate
framework for dealing with the prob-
lem of unemployment. I recognize
that we are currently experiencing a
breakdown in the political system
that has resulted in many workers
exhausting their Ul benefits, that
many workers do not qualify for Ul
benefits because of their tenuous con-
nection to employers, and that global-
ization is having a particularly severe
impact on unskilled workers, and so I
do not want to minimize this prob-
lem. However, measured in financial
terms, the Ul program has been cost-
ing employers only about one percent
of payroll in recent decades, and so is
a relatively small component of ex-
penditures on economic insecurity.

18. Tam aware of the deficiencies
and strengths of the current workers’
compensation programs, and could
easily overwhelm you with possible
solutions. However, again the work-
ers’ compensation program currently
costs employers less than two percent
of payroll and so I will focus my at-
tention on other sources of economic
insecurity with greater costs.

19. Employer and employee con-
tributions to the OAS components of
the Social Security program are over
10 percent of taxable earnings, and
employer contributions to pensions
and profit sharing plans represent
another four percent of payroll. In
addition there are employee contribu-
tions to employment-based retire-
ment plans, as well as individual sav-
ings.

20. In addition to expenditures
on group health plans, the combined
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employer and employee contributions
on the HI component of Social Secu-
rity are almost three percent of tax-
able wages.

21. Jon Gabel et al. “Job-Based
Health Benefits in 2002: Some Impor-
tant Trends,” Health Affairs, Volume 21,
Number 3 (September/October
2002), pp. 143-151.

22. Katherine Levit et al,
“Inflation Spurs Health Spending in
2002, Health Affairs, Vol. 21, No. 1
(January/February 2002), pp. 172-181.

23. The estimates for 2010 and
the longer term are from The Economic
Report of the President, February 2002,
p. 149.

24. Gabel et al., p. 145.

25. Even the employee contribu-
tions for group health plans provided
by employers exceed the resources of
many workers: the average premium
paid by employees in 2002 for family
coverage in firms with 10 to 199
workers was more than $200 per
month. Gabel et al., p. 146.

26. The reduction in tax rates
during the 1980s reduced the incen-
tives for employers to provide such
benefits, and one estimate is that
these declining tax rates explain al-
most 20 percent of the decrease in the
subsequent decline in private pension
plan coverage of young males.
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those interested in submitting articles for consideration of publication.

+ An extensive list of international, national, and state or provincial conferences and meetings
pertaining to workers’ compensation and other programs in the workers’ disability system.
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