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Years of Reform Yield
Stunning Upturn in Workers’ Comp

t took more than half a decade and

a near crisis situation in many

states, but efforts to revamp the

workers’ compensation system fi-
nally paid off. Last year, underwriting
losses narrowed $3.67 billion, 1o $2.75
billion—the smallest underwriting loss
in 10 years.

Since the early 1980s, underwriting
losses ballooned, rising from $1.76 bil-
lion in 1983 to $7.31 billion in 1991,
Throughout the mid-1980s, increases in
claims costs far exceeded premium
gains. The largest difference occurred
in 1986, when claims costs jumped
nearly 25%, while premiums grew 18%.
This occurred because rate increases,
while substantial, couldn’t keep pace
with increases in underlying medical
and indemnity costs.

According to the National Council
on Compensation Insurance, workers’
comp medical costs grew at an average
annual rate of 10.9% from 1985 to 1992
compared with a 7.6% annual medical
inflation rate as measured by the
Medical Consumer Price Index
(MCPI). This disparity reflected cost
shifting between workers’ comp and
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health care sysiems, excessive use of
medical services, low deductibles or
coinsurance, and fraud.

Likewise, workers' comp indem-
nity costs also surged. As a replacement
to lost wages during disability, these
costs should track with wage increases,
but from 1985 1o 1992, workers’ comp
indemnity costs increased at nearly
twice the wage inflation rate, says
NCCI. Broadening the definition of job-
related injury and growing legal costs
were to blame.

As a result, the average cost of a
workers’ comp claim swelled to
$18.300 in 1992 from $10,300 in 1985,
according to NCCI. The widening dif-
ference between runaway claims costs
and limited rate increases caused in-
surers to label the system as out of
balance.

By 1990, the problems that plagued
state workers’ comp systems were well
known to all parties. Rampant escalat-
ing costs mobilized business commun-
ities and led to the creation of effective
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