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      Workers’ compensation is only one of a series of programs in the workers’ disabil-
ity system that provide cash benefits, medical care, and rehabilitation services to current 
or former employees who are disabled.  The workers’ compensation program provides 
these benefits to employees whose disabilities are caused by work-related injuries or 
diseases.  Some of the other programs in principle provide benefits to workers regard-
less of the source of their disabilities.  However, in recent years the Medicare program 
has taken aggressive action to ensure that workers’ compensation is the primary source 
of medical care for workers disabled by workplace injuries and diseases.  Edward 
Welch did a masterful job of clarifying the relationships between Medicare and work-
ers’ compensation in the March/April 2003 issue of the Workers’ Compensation Policy 
Review.  In this issue, Ed provides a helpful and provocative update on this topic. 
        
       The employers’ costs of workers’ compensation for employers in the private sector 
increased to 2.25 percent of payroll in 2003, continuing a two-year trend of higher costs.  
As shown in Figure A (from the article by Burton in this issue), there have been signifi-
cant swings in the costs to employers since the Bureau of Labor Statistics began collect-
ing these data in 1986.  Costs increased from that year until they peaked at 2.99 percent 
of payroll in 1994.  Then costs plummeted to 1.92 percent of payroll in 2001.  In this 
historical perspective, the recent increase in costs means that employers are still paying 
less for workers’ compensation now than in any year in the 1990s.   
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In an earlier article (Welch 2003), I 
discussed the relationship between 
Medicare and workers’ compensation. 
There have been a couple of important 
developments since that article was 
published, which have led me to recon-
sider some of the positions I took in 
that article. They also raise important 
questions about the nature of workers’ 
compensation and the role of the fed-
eral government in the workers’ com-
pensation system. 

I will discuss these questions after 
beginning with a brief overview of the 
situation. A more detailed discussion of 
the relationship between Medicare and 
workers’ compensation and the 2003 
Amendments is available on the web 
page of the Workers’ Compensation 
Center at Michigan State University: 
http://www.lir.msu.edu/wcc/.  

Overview 

Medicare is a federally sponsored 
healthcare plan available to individuals 
who are at least 65 years old and to in-
dividuals who have received Social Se-
curity Disability Insurance benefits for 
more than two years. A significant 
number of workers’ compensation 
claimants fall into these categories.  

Since the mid-1980s, the Medicare 
as Secondary Payer Act has provided 
that Medicare is secondary to workers' 
compensation. That is, if medical ex-
penses could be covered under either 
workers’ compensation or Medicare, 
then workers’ compensation, and not 
Medicare, should pay. 

Medicare is administered by the 
Centers for Medicare and Medicaid 
Services (CMS). CMS delegates some 
of its work, especially work dealing 
with the collection of overpayments, to 
private contractors that vary by region 
and state. 

 I concede that in the past, to at 
least some extent, workers, their at-
torneys, employers, and insurance 
companies ignored or attempted to 
evade the fact that workers’ compen-
sation is primary.  Ignorance and/or 
evasion are no longer viable options. 

Since about the middle of 2001, 
CMS has made it clear that it will 
vigorously enforce the Medicare as 
Secondary Payer Act. This has several 
important implications for workers' 
compensation: 

• If a current medical bill 
could be covered under ei-
ther workers' compensation 
or Medicare, it should be 
paid under workers' com-
pensation. 

• If a worker receives a lump-
sum settlement of a workers' 
compensation claim, Medi-
care will not begin paying 
medical bills for the work-
related disability until the 
worker has exhausted the 
portion of the settlement 
that represents payment for 
future medical expenses.  

• Under certain circumstances 
CMS wants to preapprove 
settlements in workers' 
compensation cases. 

Most of the problems that have 
arisen involve workers' compensation 
claims that are resolved by settle-
ments (commonly referred to as com-
promise and release agreements). 
CMS has taken the position that un-
der certain circumstances parties 
should obtain CMS preapproval be-
fore they settle a workers' compensa-
tion claim. Those circumstances in-
volve: 

 

• Cases in which the worker is 
currently entitled to Medi-
care; or 

• Cases in which the settle-
ment is over $250,000 and 
there is a reasonable expec-
tation of Medicare entitle-
ment within 30 months.  

The process of obtaining ap-
proval from CMS has sometimes been 
difficult and time consuming. This 
has resulted in substantial disrup-
tions to the workers’ compensation 
system. In addition, many parties 
have questioned whether CMS has all 
the authority it claims concerning the 
preapproval of workers’ compensa-
tion cases. The situation has become 
so troublesome that a number of im-
portant parties in the workers’ com-
pensation system are attempting leg-
islative action to remedy the situa-
tion.  

The 2003 Amendments 

In my earlier article, I questioned 
the authority of CMS to require, or 
even to ask for, preapproval of work-
ers' compensation settlements be-
cause there is nothing in the statutes 
that gives it this authority. In addi-
tion, I pointed out that the positions 
CMS has taken in memos and policy 
statements seem different from, or 
contrary to, positions in its published 
regulations. For example, the pub-
lished regulations seem to grant def-
erence to state agency allocations of 
the portions of settlements allocated 
to future medical expenses.  

I was not alone in this skepti-
cism; many others agreed with me. As 
a result of these doubts about the au-
thority of CMS and the delays and 
complications involved in obtaining 
preapproval, many parties have not 
sought preapproval under some cir-

Medicare: New Developments and Their Implications for 
Workers’ Compensation 
 
by Edward M. Welch 
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cumstances where CMS indicated 
that they should. Until recently, this 
seemed like a reasonable approach. I 
believe the situation has now 
changed.  

The Medicare Prescription Drug, 
Improvement, and Modernization 
Act of 2003 is the bill that was dis-
cussed and debated for more than a 
year that added prescription drug 
coverage to Medicare. With virtually 
no notice, discussion or hearings, 
CMS added to that bill amendments 
to the Medicare As Secondary Payer 
Act that greatly strengthened the po-
sition of CMS in dealing with work-
ers’ compensation and other potential 
payers. 

Prior to these amendments, the 
Act had said that payments by Medi-
care were “conditioned on reimburse-
ment to the appropriate Trust Fund,” 
but there was no language in the stat-
ute that explicitly gave CMS the 
power to recover payments from 
other parties, at least not to the ex-
tent claimed. Those amendments 
added language to 42 USCS § 1395y
(b)(2)(B)(ii), which provides: 

A primary plan, and an 
entity that receives payment 
from a primary plan, shall 
reimburse the appropriate 
Trust Fund for any payment 
made by the Secretary under 
this title with respect to an 
item or service if it is demon-
strated that such primary 
plan has or had a responsi-
bility to make payment with 
respect to such item or ser-
vice. A primary plan’s re-
sponsibility for such pay-
ment may be demonstrated 
by a judgment, a payment 
conditioned upon the recipi-
ent’s compromise, waiver, or 
release (whether or not there 
is a determination or admis-
sion of liability) of payment 
for items or services in-
cluded in a claim against the 
primary plan or the primary 
plan’s insured, or by other 
means.  

It is not yet clear what Congress 
intended by this language or even 
how CMS will interpret it, but it is 
clear that CMS now has stronger 
statutory authority for its position. In 
fact, it would be possible to interpret 
this language to mean that if a work-
ers’ compensation case is settled 
without preapproval from CMS and 
the worker later charges medical ex-
penses to Medicare, CMS can seek 
reimbursement for those expenses 
from the insurance company or em-
ployer or from any entity that has re-
ceived a payment from the insurance 
company or an employer.  

As discussed in more detail in my 
earlier article and in the paper cur-
rently available on our website, I still 
believe there are many areas in which 
CMS is exceeding its statutory au-
thority, and that there are many de-
fenses available to parties to the 
workers’ compensation system 
against the claims of CMS. It must be 
recognized, however, that CMS is 
now in a stronger position than it 
was before to enforce its demands. 
The parties now take a considerable 
risk if they disregard the request by 
CMS to preapprove settlements in 
certain types of workers’ compensa-
tion cases. 

In addition, for those who feel 
that the actions taken by CMS are 
inappropriate, there is now all the 
more reason to seek Congressional 
intervention.  

Does Workers’ Compensation 
Pay Its Share? 

The preapproval of settlements 
required by CMS has led to the re-
view of a large number of workers’ 
compensation settlements by CMS, 

contractors for CMS, and other out-
side parties who specialize in the 
evaluation of disability claims. No 
hard data are available, but the re-
ports received from the field suggest 
that there are a significant number of 
cases in which these outside parties 
reach the conclusion that the settle-
ment does not include enough money 
to cover the expected costs of future 
medical care for the worker.  

One can argue that these outsid-
ers do not understand the workers’ 
compensation system and how it 
works. This is true, but it is also true 
that these people do understand dis-
ability and the cost of providing 
medical care to disabled individuals. 
They may not understand what is 
usual and customary under state 
workers’ compensation systems, but 
they are in a good position to estimate 
the future medical costs in these 
cases.  

In theory, the workers’ compen-
sation system pays for all the medical 
care needed by workers who are in-
jured on the job. These evaluations of 
settlements suggest that perhaps the 
workers’ compensation system is not 
doing what it is supposed to do. Per-
haps, workers’ compensation is in 
fact not really paying for all the medi-
cal costs of work related disabilities. 
Andrew Hogan and I (Hogan and 
Welch 1996) reviewed a survey of 
people who reported on the treat-
ment they received for medical prob-
lems. We looked at the treatment 
they reported receiving for back prob-
lems and found that of all the people 
who received medical treatment paid 
for by workers’ compensation, over 
70% also received treatment for back 
problems paid for by someone else. 
This suggests that a large percentage 
of people with work-related back in-
juries were having some of their medi-
cal bills paid for outside the workers’ 
compensation system. 

A possible explanation for this is 
the question of liability. CMS is only 
looking at settlements. A few of these 
settlements probably involve cases in 
which the carrier admits liability, but 
transfers its responsibilities to some 

The parties now take a 
considerable risk if they 
disregard the request by 

CMS to preapprove settle-
ments in certain types of 
workers’ compensation 

cases. 
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other entity through a structured set-
tlement. It is very likely, however, 
that most of the settlements involve 
at least some dispute as to whether 
the continuing need for medical care 
was caused by a work-related inci-
dent. In these cases, the settlement 
represents a compromise, and accord-
ingly, it seems appropriate that the 
settlement would represent only a 
part of the cost of future medical ex-
penses. 

While this may seem appropriate 
to those of us in the workers’ com-
pensation system, at least as a practi-
cal matter, it is not the way the sys-
tem should work in theory. If a com-
pensable injury caused the need for 
medical care, then workers’ compen-
sation should pay for all of it. If it did 
not cause it, then workers’ compensa-
tion should pay nothing.  

One implication of this difference 
between practical solutions and the-
ory is that it illustrates why CMS and 
others outside the workers’ compen-
sation system have difficulty under-
standing and interacting with the 
workers’ compensation system. What 
we do in practice is considerably dif-
ferent from what the system does in 
theory. 

Another possible interpretation 
may be that the workers’ compensa-
tion system works better than we 
thought. The causal connection stan-
dard in workers’ compensation is a 
very controversial issue. In most 
states, it is enough if a work-related 
incident combines with, contributes 
to, or aggravates a preexisting condi-
tion. In recent years, some states have 
backed away from this standard and 
most employers think it is unfair, but 
in theory at least, that is how the sys-
tem works in most states.  

Perhaps in practice, the system 
really works very differently from 
that. No state that I know of has a 
law that provides that if work is only 
one of many causes of the disability, 
then workers’ compensation should 
only pay part of the medical cost, but 
perhaps that is in fact what is hap-

pening. The employer pays for a while 
and then finds some reason to chal-
lenge its ongoing obligation. In re-
sponse to the challenge, and in recog-
nition of the possibility of receiving 
no future benefits, the worker settles 
for an amount that covers only part of 
the potential future liability for both 
lost wages and medical benefits. 
Thus, we may in fact have a system 
that, when the workplace is only one 
of several causes of a disability, only 
pays part of the costs.  

Admittedly, much of the above is 
speculation, but we should not disre-
gard insights into our system that 
may be available to us when outside 
parties come in and look at what is 
going on.  

Federal Scrutiny 

At first, most of us assumed that 
CMS was not seeking to approve 
whether the worker should settle his 
or her claim. We assumed CMS was 
only seeking to determine if an appro-
priate proportion of a settlement 
amount was being attributed to future 
medical care. More recently, however, 
experience and statements from CMS 
have indicated that this is not the case. 
CMS is scrutinizing settlements to 
determine if, in fact, a sufficient 
amount is being paid to cover future 
medical care. This is the federal gov-
ernment supervising the operation of 
state workers’ compensation systems. 

If some other health care payer, 
such as Blue Cross, paid a bill that 
might have been covered under work-
ers’ compensation, it could appear, 
intervene, and argue for a right to re-
imbursement in a workers’ compensa-
tion proceeding. CMS, however, 
wants more than this. (If CMS were 

satisfied with being given this oppor-
tunity, few people would object.) 

Instead, CMS is doing much more 
than just arguing its position in a 
workers’ compensation proceeding. It 
is exercising all its powers as an arm of 
the federal government to insist that it 
be able to scrutinize settlements on its 
own terms outside state workers’ 
compensation systems. It is insisting 
that parties should obtain its approval 
before they can proceed to request 
approval from the state system. This is 
the federal government supervising 
the administration of state workers’ 
compensation.  

Whether and to what extent 
there should be a role for the federal 
government in workers’ compensation 
is an old issue that goes back for many 
years. Over 30 years ago, John Burton 
was the Chairman of the National 
Commission on State Workmen’s 
Compensation Laws (Yes, it was so 
long ago that they called it 
“workmen’s” compensation and they 
selected a Chairman rather than a 
Chair or a Chairperson), which recom-
mended national standards for state 
workers’ compensation laws unless 
states significantly improved their 
programs. 

Organized labor has virtually al-
ways argued that there should be at 
least federal supervision of workers’ 
compensation. Business has always 
opposed this and fought against any 
intervention by the federal govern-
ment.  

There has been very little activity 
in this area in the 30 years since the 
National Commission. It seems ironic 
that the imposition of federal scrutiny 
of state workers’ compensation pro-
grams should arise during the watch 
of the present conservative Republi-
can administration in Washington. 
(But then, the Nixon Administration 
selected the members of the National 
Commission, and most were loyal Re-
publicans, including, it is alleged, the 
Chair. I mean Chairman.) 

 

...there are many people in 
the workers’ compensation 
community who would like 
CMS to step back from the 
aggressive role it has taken  

recently. 
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John Burton 

As mentioned above, and dis-
cussed more completely in other arti-
cles, there are many people in the 
workers’ compensation community 
who would like CMS to step back 
from the aggressive role it has taken 
recently. The contrast between the 
actions of CMS and the general com-
mitment of a Republican administra-
tion to states’ rights may give us some 
hope that if this issue can be brought 
to the attention of Congress, or higher 
levels of the administration, then this 
policy will be reconsidered. 

Conclusion 

We need to pay careful attention 
to what is going on in the interface 
between Medicare and workers’ com-
pensation. On a practical level, parties 
can no longer ignore the demands by 
CMS to seek its preapproval before 

settling cases involving certain indi-
viduals.  

On a more theoretical level, the 
results of the evaluations by CMS and 
others should lead us to reconsider 
just how the system is working and 
the extent to which its practical ap-
plication differs from its theory. The 
departure from the theoretical opera-
tion may be either good or bad, but 
we should, nevertheless, be aware of 
the extent to which our practices de-
viate from what we tell people we are 
doing. 

Finally, on the political level, we 
should be aware of the fact that in 
certain cases, the federal government 
is now seeking to scrutinize the op-
eration of state workers’ compensa-
tion systems.  
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The Bureau of Labor Statistics 
(BLS) recently released information 
on the employers’ costs of workers' 
compensation in December 2003.  
Similar information is available for 
private sector employers for each 
March between 1986 and 2003, as 
shown in Tables 1 and 2.  The tables 
also provide information on the em-
ployers’ costs of workers’ compensa-
tion for each March between 1991 and 
2003 for state and local government 
employers and for all non-federal em-
ployees.  

 
The BLS has published data on 

the employers’ costs of workers’ com-
pensation in the private sector, the 
state and local government sector, 
and for all non-federal employers on a 
quarterly basis since March 2002, as 
shown in Table 3.  These quarterly 
data have been used to calculate the 
annual averages of workers’ compen-
sation costs for 2002 and 2003 in-
cluded in Table 3. 

 
Tables 1 to 3 present information 

on two measures of the employers’ 
costs of workers’ compensation: in 
costs per hour worked (which is how 
the BLS reports the data) and in costs 
as a percentage of payroll (which 
were calculated for this article).  In-

formation on the BLS survey and the 
methodology used to prepare the in-
formation in this article are contained 
in Appendix A. 
 
ANNUAL DATA 
 

  The subsequent analysis gener-
ally uses the BLS March data (from 
Tables 1 and 2) as the measures of 
workers’ compensation costs through 
2001 since those are the only data for 
those years.  For 2002 and 2003, the 
analysis relies on the annual averages 
of BLS data (from Table 3) as the 
measure of workers’ compensation 
costs for those years.  Since costs have 
been increasing since March 2002, 
the annual averages for 2002 and 
2003 exceed the employers’ costs dur-
ing March in those years (as shown in 
Table 3), which means there is a dis-
continuity between the data through 
2001 and the data for the last two 
years. 
 
Workers’ Compensation Costs 
As A Percent of Payroll 
 
        For reasons explicated in the 
concluding section, I believe the most 
useful measure of employers’ expen-
ditures on workers’ compensation is 

workers’ compensation costs as a per-
cent of payroll. 
 
        Private Sector Employees.  The 
employers’ costs of workers’ compen-
sation as a percent of gross earnings 
(payroll) for private sector employees 
from 1986 to 2003 are shown in Fig-
ure A and in Panel A of Tables 1, 2, 
and 3.  Employers' expenditures on 
workers' compensation in private in-
dustry represented 1.74 percent of 
payroll in 1986, increased in each of 
the next eight years until peaking at 
2.99 percent of payroll in 1994, and 
then declined for seven years until 
reaching 1.92 percent of payroll in 
2001.  Costs subsequently began to 
increase, reaching 2.05 percent of 
payroll in 2002 and 2.25 percent of 
payroll in 2003. 
 
        State and Local Government 
Employees. The employers’ costs of 
workers’ compensation as a percent 
of payroll for employees in the state 
and local government sector from 
1991 to 2003 are shown in Figure B 
and Panel B of Tables 1, 2, and 3.   This 
sector's workers’ compensation costs 
started at 1.49 percent of payroll in 
1991, peaked in 1995 at 1.59 percent of 
payroll, dropped to 1.34 percent of 
payroll in 2000, rebounded to 1.42 

Workers’ Compensation Costs for Employers 1986 to 2003 
 
By John F. Burton, Jr. 

Figure A - Workers' Compensation Costs as a Percentage of Gross Earnings, Private 
Industry Employees, 1986-2003

1.74%
1.90%

2.12%
2.30%

2.53%
2.63%

2.76%
2.90%

2.99%
2.82% 2.82%

2.65%

2.37% 2.30%

2.02%
1.92%

2.05%

2.25%

1.60%

1.80%

2.00%

2.20%

2.40%

2.60%

2.80%

3.00%

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Source:  Tables 1, 2 and 3.
Note:  Data for 2002 and 2003 are annual averages; data for earlier years are for March.
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Panel A:  Private Industry Employees 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

(1) Total Remuneration 13.25   13.42   13.79   14.28   14.96   15.40   16.14   16.70   17.08   17.10   
(2) Gross Earnings 10.90   11.08   11.32   11.72   12.24   12.55   13.06   13.43   13.69   13.81   
(3)    Wages and Salaries 9.67   9.83   10.02   10.38   10.84   11.14   11.58   11.90   12.14   12.25   
(4)    Paid Leave 0.93   0.93   0.97   1.00   1.03   1.05   1.09   1.11   1.11   1.09   
(5)    Supplemental Pay 0.30   0.32   0.33   0.34   0.37   0.36   0.39   0.42   0.44   0.47   
(6) Benefits Other Than Pay 2.36   2.35   2.47   2.56   2.72   2.85   3.07   3.26   3.39   3.29   
(7)    Insurance 0.73   0.72   0.78   0.85   0.92   1.01   1.12   1.19   1.23   1.15   
(8)    Retirement Benefits 0.50   0.48   0.45   0.42   0.45   0.44   0.46   0.48   0.52   0.52   
(9)    Legally Required Benefits 1.11   1.13   1.22   1.27   1.35   1.40   1.47   1.55   1.60   1.59   
(9A)       Workers' Compensation (0.19)   (0.21)   (0.24)   (0.27)   (0.31)   (0.33)   (0.36)   (0.39)   (0.41)   (0.39)   
(10)    Other Benefits 0.02   0.02   0.02   0.02   * * 0.02   0.04   0.04   0.03   
(11) Workers' Compensation as 1.43% 1.56% 1.74% 1.89% 2.07% 2.14% 2.23% 2.34% 2.40% 2.28%

Percent of Remuneration
(12) Workers' Compensation as 1.74% 1.90% 2.12% 2.30% 2.53% 2.63% 2.76% 2.90% 2.99% 2.82%

Percent of Gross Earnings

Panel B:  State and Local Employees 1991 1992 1993 1994 1995

(1) Total Remuneration 22.31   23.49   24.44   25.27   24.86   
(2) Gross Earnings 17.48   18.40   19.07   19.71   19.48   
(3)    Wages and Salaries 15.52   16.39   17.00   17.57   17.31   
(4)    Paid Leave 1.75   1.80   1.86   1.94   1.95   
(5)    Supplemental Pay 0.21   0.21   0.21   0.20   0.22   
(6) Benefits Other Than Pay 4.84   5.08   5.36   5.57   5.38   
(7)    Insurance 1.63   1.84   2.02   2.15   2.03   
(8)    Retirement Benefits 1.85   1.82   1.87   1.90   1.78   
(9)    Legally Required Benefits 1.34   1.40   1.44   1.49   1.55   
(9A)    Workers' Compensation (0.26)   (0.28)   (0.30)   (0.31)   (0.31)   
(10)    Other Benefits 0.02   0.02   0.03   0.03   0.02   
(11) Workers' Compensation as 1.17% 1.19% 1.23% 1.23% 1.25%

Percent of Remuneration
(12) Workers' Compensation as 1.49% 1.52% 1.57% 1.57% 1.59%

Percent of Gross Earnings

Panel C:  All Non-Federal Employees 1991 1992 1993 1994 1995

(1) Total Remuneration 16.45   17.27   17.88   18.30   18.21   
(2) Gross Earnings 13.30   13.89   14.29   14.58   14.62   
(3)    Wages and Salaries 11.81   12.33   12.68   12.95   12.98   
(4)    Paid Leave 1.16   1.20   1.22   1.23   1.21   
(5)    Supplemental Pay 0.33   0.36   0.39   0.40   0.43   
(6) Benefits Other Than Pay 3.16   3.38   3.59   3.72   3.59   
(7)    Insurance 1.10   1.23   1.32   1.37   1.28   
(8)    Retirement Benefits 0.65   0.67   0.70   0.73   0.70   
(9)    Legally Required Benefits 1.39   1.46   1.53   1.58   1.58   
(9A)    Workers' Compensation (0.32)   (0.35)   (0.38)   (0.39)   (0.38)   
(10)    Other Benefits 0.02   0.02   0.04   0.04   0.03   
(11) Workers' Compensation as 1.95% 2.03% 2.13% 2.13% 2.09%

Percent of Remuneration
(12) Workers' Compensation as 2.41% 2.52% 2.66% 2.67% 2.60%

Percent of Gross Earnings

Notes: See table on page 11.

Sources: Data in rows (1), (3) to (5), and (7) to (10) of Panels A, B, and C:
1986-1990: U.S. Department of Labor, 2000a, Tables 140, 150, 158, 165, 169
1991-1995: U.S. Department of Labor, 2000a, Tables 1, 3, 5, 17, 19, 21, 33, 35,
37, 49, 51, 53, 65, 67, 69, 81, 83, 85, 97, 99, 101, 112, 114, 116, 126, 128, 130

Table 1 - Total Remuneration, Wages and Salaries, and Workers' Compensation, March 1986-1995
(In Dollars Per Hours Worked)
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Panel A:  Private Industry Employees 1996 1997 1998 1999 2000 2001 2002 2003

(1) Total Remuneration 17.49   17.97   18.50   19.00   19.85   20.81   21.71   22.37   
(2) Gross Earnings 14.19   14.69   15.19   15.62   16.37   17.16   17.86   18.26   
(3)    Wages and Salaries 12.58   13.04   13.47   13.87   14.49   15.18   15.80   16.15   
(4)    Paid Leave 1.12   1.14   1.16   1.20   1.28   1.37   1.44   1.47   
(5)    Supplemental Pay 0.49   0.51   0.56   0.55   0.60   0.61   0.62   0.64   
(6) Benefits Other Than Pay 3.31   3.29   3.31   3.38   3.48   3.65   3.86   4.11   
(7)    Insurance 1.14   1.09   1.10   1.13   1.19   1.28   1.40   1.52   
(8)    Retirement Benefits 0.55   0.55   0.55   0.57   0.59   0.62   0.63   0.67   
(9)    Legally Required Benefits 1.59   1.62   1.63   1.65   1.67   1.73   1.80   1.89   
(9A)       Workers' Compensation (0.40)   (0.39)   (0.36)   (0.36)   (0.33)   (0.33)   (0.35)   (0.40)   
(10)    Other Benefits 0.03   0.03   0.03   0.03   0.03   0.02   0.03   0.03   
(11) Workers' Compensation as 2.29% 2.17% 1.95% 1.89% 1.66% 1.59% 1.61% 1.79%

Percent of Remuneration
(12) Workers' Compensation as 2.82% 2.65% 2.37% 2.30% 2.02% 1.92% 1.96% 2.19%

Percent of Gross Earnings

Panel B:  State and Local Employees 1996 1997 1998 1999 2000 2001 2002 2003

(1) Total Remuneration 25.73   26.58   27.28   28.00   29.05   30.06   31.29   32.62   
(2) Gross Earnings 20.16   20.90   21.53   22.19   23.08   23.94   24.83   25.66   
(3)    Wages and Salaries 17.95   18.61   19.19   19.78   20.57   21.34   22.14   22.85   
(4)    Paid Leave 1.99   2.06   2.11   2.17   2.26   2.34   2.43   2.51   
(5)    Supplemental Pay 0.22   0.23   0.23   0.24   0.25   0.26   0.26   0.30   
(6) Benefits Other Than Pay 5.56   5.69   5.76   5.81   5.97   6.13   6.46   6.96   
(7)    Insurance 2.07   2.09   2.15   2.22   2.38   2.56   2.82   3.12   
(8)    Retirement Benefits 1.90   1.95   1.94   1.91   1.84   1.73   1.74   1.85   
(9)    Legally Required Benefits 1.56   1.61   1.63   1.64   1.70   1.78   1.84   1.93   
(9A)    Workers' Compensation (0.31)   (0.30)   (0.30)   (0.30)   (0.31)   (0.34)   (0.34)   (0.36)   
(10)    Other Benefits 0.03   0.04   0.04   0.04   0.05   0.06   0.06   0.06   
(11) Workers' Compensation as 1.20% 1.13% 1.10% 1.07% 1.07% 1.13% 1.09% 1.10%

Percent of Remuneration
(12) Workers' Compensation as 1.54% 1.44% 1.39% 1.35% 1.34% 1.42% 1.37% 1.40%

Percent of Gross Earnings

Panel C:  All Non-Federal Employees 1996 1997 1998 1999 2000 2001 2002 2003

(1) Total Remuneration 18.68   19.22   19.76   20.29   21.16   22.15   23.15   23.93   
(2) Gross Earnings 15.05   15.59   16.11   16.57   17.33   18.14   18.91   19.39   
(3)    Wages and Salaries 13.36   13.85   14.30   14.72   15.36   16.07   16.76   17.17   
(4)    Paid Leave 1.24   1.27   1.30   1.34   1.42   1.51   1.59   1.63   
(5)    Supplemental Pay 0.45   0.47   0.51   0.51   0.55   0.56   0.56   0.59   
(6) Benefits Other Than Pay 3.64   3.63   3.66   3.73   3.83   4.00   4.24   4.54   
(7)    Insurance 1.27   1.23   1.25   1.29   1.36   1.46   1.61   1.77   
(8)    Retirement Benefits 0.75   0.75   0.75   0.76   0.77   0.78   0.80   0.85   
(9)    Legally Required Benefits 1.59   1.62   1.63   1.65   1.67   1.73   1.80   1.89   
(9A)    Workers' Compensation (0.38)   (0.38)   (0.35)   (0.35)   (0.33)   (0.34)   (0.35)   (0.39)   
(10)    Other Benefits 0.03   0.03   0.03   0.03   0.03   0.03   0.03   0.03   
(11) Workers' Compensation as 2.03% 1.98% 1.77% 1.72% 1.56% 1.53% 1.51% 1.63%

Percent of Remuneration
(12) Workers' Compensation as 2.52% 2.44% 2.17% 2.11% 1.90% 1.87% 1.85% 2.01%

Percent of Gross Earnings

Notes: See table on page 11.

Sources: Data in rows (1), (3) to (5), and (7) to (10) of Panels A, B, and C:
1996-1999: U.S. Department of Labor, 2000a, Tables 1, 3, 5, 17, 19, 21, 33, 35,
37, 49, 51, 53, 65, 67, 69, 81, 83, 85, 97, 99, 101, 112, 114, 116, 126, 128, 130
2000:  U.S. Department of Labor, 2000b, Tables 1, 3, and 5. 
2001:  U.S. Department of Labor, 2001, Tables 1, 3, and 5. 
2002:  U.S. Department of Labor, 2002a, Tables 1, 3, and 5.
2003:  U.S. Department of Labor, 2003b, Tables 1, 3, and 5.

Table 2 - Total Remuneration, Wages and Salaries, and Workers' Compensation, March 1996-2003
(In Dollars Per Hours Worked)
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March June Sept. Dec. 2002 March June Sept. Dec. 2003
Panel A:  Private Industry Employees 2002 2002 2002 2002 Average 2003 2003 2003 2003 Average

(1) Total Remuneration 21.71   21.83   22.01   22.14   21.92   22.37   22.61   22.84   22.92   22.69   
(2) Gross Earnings 17.86   17.94   18.05   18.16   18.00   18.26   18.41   18.59   18.61   18.47   
(3)    Wages and Salaries 15.80   15.90   16.00   16.08   15.95   16.15   16.31   16.46   16.49   16.35   
(4)    Paid Leave 1.44   1.44   1.45   1.47   1.45   1.47   1.46   1.48   1.48   1.47   
(5)    Supplemental Pay 0.62   0.60   0.60   0.61   0.61   0.64   0.64   0.65   0.64   0.64   
(6) Benefits Other Than Pay 3.86   3.89   3.95   3.98   3.92   4.11   4.20   4.25   4.31   4.22   
(7)    Insurance 1.40   1.42   1.45   1.46   1.43   1.52   1.57   1.59   1.62   1.58   
(8)    Retirement Benefits 0.63   0.62   0.63   0.64   0.63   0.67   0.67   0.68   0.70   0.68   
(9)    Legally Required Benefits 1.80   1.82   1.84   1.85   1.83   1.89   1.93   1.95   1.96   1.93   
(9A)       Workers' Compensation (0.35)   (0.37)   (0.38)   (0.38)   (0.37)   (0.40)   (0.41)   (0.42)   (0.43) (0.42)
(10)    Other Benefits 0.03   0.03   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% 1.88% 1.83%

Percent of Remuneration
(12) Workers' Compensation as 1.96% 2.06% 2.11% 2.09% 2.05% 2.19% 2.23% 2.26% 2.31% 2.25%

Percent of Gross Earnings

March June Sept. Dec. 2002 March June Sept. Dec. 2003
Panel B:  State and Local Employees 2002 2002 2002 2002 Average 2003 2003 2003 2003 Average

(1) Total Remuneration 31.29   31.20   31.89   32.32   31.68      32.62   32.99   33.62   33.91   33.29   
(2) Gross Earnings 24.83   24.72   25.17   25.46   25.05      25.66   25.96   26.26   26.43   26.08   
(3)    Wages and Salaries 22.14   22.00   22.40   22.68   22.31      22.85   23.14   23.42   23.56   23.24   
(4)    Paid Leave 2.43   2.45   2.49   2.49   2.47        2.51   2.52   2.55   2.58   2.54   
(5)    Supplemental Pay 0.26   0.27   0.28   0.29   0.28        0.30   0.30   0.29   0.29   0.30   
(6) Benefits Other Than Pay 6.46   6.47   6.72   6.85   6.63        6.96   7.02   7.36   7.48   7.21   
(7)    Insurance 2.82   2.85   2.96   3.02   2.91        3.12   3.16   3.32   3.39   3.25   
(8)    Retirement Benefits 1.74   1.72   1.81   1.84   1.78        1.85   1.86   1.99   2.03   1.93   
(9)    Legally Required Benefits 1.84   1.84   1.89   1.92   1.87        1.93   1.94   1.98   1.99   1.96   
(9A)    Workers' Compensation (0.34)   (0.35)   (0.36)   (0.37)   (0.36)       (0.36)   (0.37)   (0.38)   (0.38) (0.37)
(10)    Other Benefits 0.06   0.06   0.06   0.07   0.06        0.06   0.06   0.07   0.07   0.07   
(11) Workers' Compensation as 1.09% 1.12% 1.13% 1.14% 1.12% 1.10% 1.12% 1.13% 1.12% 1.12%

Percent of Remuneration
(12) Workers' Compensation as 1.37% 1.42% 1.43% 1.45% 1.42% 1.40% 1.43% 1.45% 1.44% 1.43%

Percent of Gross Earnings

March June Sept. Dec. 2002 March June Sept. Dec. 2003
Panel C:  All Non-Federal Employees 2002 2002 2002 2002 Average 2003 2003 2003 2003 Average

(1) Total Remuneration 23.15   23.20   23.44   23.66   23.36      23.93   24.19   24.48   24.59   24.30   
(2) Gross Earnings 18.91   18.92   19.09   19.24   19.04      19.39   19.57   19.76   19.80   19.63   
(3)    Wages and Salaries 16.76   16.78   16.93   17.06   16.88      17.17   17.35   17.52   17.56   17.40   
(4)    Paid Leave 1.59   1.59   1.60   1.62   1.60        1.63   1.63   1.64   1.65   1.64   
(5)    Supplemental Pay 0.56   0.55   0.56   0.56   0.56        0.59   0.59   0.60   0.59   0.59   
(6) Benefits Other Than Pay 4.24   4.26   4.35   4.41   4.32        4.54   4.64   4.73   4.78   4.67   
(7)    Insurance 1.61   1.63   1.67   1.69   1.65        1.77   1.81   1.86   1.88   1.83   
(8)    Retirement Benefits 0.80   0.78   0.80   0.82   0.80        0.85   0.86   0.88   0.90   0.87   
(9)    Legally Required Benefits 1.80   1.82   1.85   1.86   1.83        1.89   1.93   1.95   1.96   1.93   
(9A)    Workers' Compensation (0.35)   (0.36)   (0.38)   (0.38)   (0.37)       (0.39)   (0.41)   (0.42)   (0.42) (0.41)
(10)    Other Benefits 0.03   0.03   0.03   0.04   0.03        0.03   0.04   0.04   0.04   0.04   
(11) Workers' Compensation as 1.51% 1.55% 1.62% 1.61% 1.57% 1.63% 1.69% 1.72% 1.71% 1.69%

Percent of Remuneration
(12) Workers' Compensation as 1.85% 1.90% 1.99% 1.98% 1.93% 2.01% 2.10% 2.13% 2.12% 2.09%

Percent of Gross Earnings
Notes: See table on page 11.

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.
December 2003:  U.S. Department of Labor, 2004, Tables 1, 3, and 5.

Table 3 - Total Remuneration, Wages and Salaries, and Workers' Compensation, Quarterly Since March 2002
(In Dollars Per Hours Worked)
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percent of payroll in 2001 and 2002, 
and then increased again to 1.43 per-
cent of payroll in 2003. 
 
         All Non-Federal Employees. 
Workers' compensation costs for 1991 
to 2003 for all non-federal employees, 
a category that includes private in-
dustry employees along with state 
and local government employees, are 
presented in Figure C and in Panel C 
of Tables 1, 2, and 3.  Workers’ com-
pensation costs for employers of all 
non-federal employees represented 
2.41 percent of payroll in 1991, in-
creased to a peak of 2.67 percent in 
1994, declined from 1994 to 2001, 
when it was 1.87 percent of payroll, 
and then increased to 2.09 percent of 
payroll in 2003. 

 Costs Per Hour Worked 
 
        An alternative measure of the 
employers’ costs of workers’ compen-
sation is employers’ 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 workers from 1986 to 
2003 are shown in Figure D and Panel 
A of Tables 1, 2, and 3.  Using this 
measure of employers’ costs, the costs 
in the private sector began at $0.19 
per hour in 1986, increased to $0.41 
per hour in 1994, declined in most 
years until reaching $0.33 per hour in 
2000 and 2001, and then increased to 

$0.37 per hour in 2002 and $0.42 in 
2003. 
 
         State and Local Government 
Employees.  The employers’ costs of 
workers’ compensation in dollars per 
hour worked for workers in the state 
in the state and local government sec-
tor from 1991 to 2003 are shown in 
Figures E and Panel B of Tables 1, 2, 
and 3.  The employers’ costs of work-
ers’ compensation per hour worked in 
the state and local government sector 
were $0.26 in 1991 (the first year with 
data), increased to $0.31 in 1994, fluc-
tuated in a narrow band between 
$0.30 and $0.31 per hour from 1994 to 
2000, and finally “spurted” to $0.34 
per hour in 2001 and $0.37 in 2003. 
 

Notes for Tables 1, 2, and 3 
 

Notes:  * = $0.01 or less 
              (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 
             workers'" 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-
             muneration (row 1).  
              (7)  Workers' compensation as percent of gross earnings (row 12) = workers' compensation (row 9A)/gross 
             earnings (row 12). 
              (8)  Results in rows (2), (6), (11), and (12) were calculated by Florence Blum and John F. Burton, Jr. 

Figure B - Workers' Compensation Costs as a Percentage of Gross Earnings, State 
and Local Government Employees, 1991-2003

1.49%
1.52%

1.57% 1.59%
1.54%

1.44%
1.39%

1.35% 1.34%

1.42% 1.42% 1.43%

1.57%

1.10%

1.20%

1.30%

1.40%

1.50%

1.60%

1.70%

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Source:  Tables 1, 2 and 3.
Note:  Data for 2002 and 2003 are annual averages; data for earlier years are for March.
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         All Non-Federal Employees.  
The employers’ costs of workers’ 
compensation in dollars per hour 
worked for all non-federal govern-
ment employees from 1991 to 2003 are 
shown in Figure F and Panel C of Ta-
bles 1, 2, and 3.  Workers’ compensa-
tion costs per hour worked for all 
non-federal government employees 
were $0.32 in 1991 (the first year with 
data), increased to $0.39 in 1994, de-
clined to $0.33 in 2000, and then in-
creased significantly to $0.37 in 2002 
and $0.41 in 2003.  
 
 
 

QUARTERLY DATA 
 
Workers’ Compensation Costs 
as Percent of Payroll 
 
         Private sector employees.  The 
trend towards higher workers’ com-
pensation costs in the private sector 
since March 2002 is further docu-
mented in Figure G and Panel A of 
Table 3, which present information 
on the eight quarters of data available 
under the new BLS quarterly publica-
tion schedule.  The employers’ costs 
of 1.96 percent in March 2002 in-
creased until September 2002, 
dropped slightly in December 2002, 

and subsequently resumed an in-
crease in every quarter of 2003, reach-
ing 2.31 percent of payroll in Decem-
ber 2003. 
 
         State and Local Government 
Employees. The fluctuations in 
workers’ compensation costs in the 
state and local sector in recent years 
are evident in the eight quarters of 
data available included in Figure H 
and Panel B of Table 3.  The employ-
ers’ 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 percent of pay-
roll in March 2003, and then matched 
the previous peak of 1.45 percent of 

Figure C - Workers' Compensation Costs as a Percentage of Gross Earnings, 
All Non-Federal Employees, 1991-2003
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Note:  Data for 2002 and 2003 are annual averages; data for earlier years are for March.

Figure D - Workers' Compensation Costs for Private Industry Employees, 
1986-2003 (In Dollars per Hour Worked)
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payroll in September 2003, before de-
clining again to 1.44 percent of payroll. 
 
         All Non-federal Employees.  A 
general trend towards higher workers’ 
compensation costs for all non-federal 
employers since 2002 is shown in the 
eight quarters of data in Figure I and in 
Panel C of Table 3.  The employers’ 
costs of 1.85 percent of payroll in 
March 2002, increased to 1.99 percent 
of payroll in September 2002, dropped 
slightly to 1.98 percent of payroll in 
December 2002, and then increased 
during the first three quarters of 2003, 
reaching 2.13 percent of payroll in Sep-
tember 2003, before dropping to 2.12 
percent of payroll in December 2003. 

Workers’ Compensation Costs 
per Hour Worked 
 
         Private Sector Employees.  The 
quarterly data indicate that private 
sector employers expended $0.35 per 
hour on workers’ compensation in 
March 2002 and that these expendi-
tures increased almost every quarter 
until reaching $0.43 per hour in De-
cember 2003 (Figure J and Panel A of 
Table 3).    Using this measure of costs, 
private sector workers’ compensation 
costs in June 2003 exceeded the previ-
ous high of $0.41 per hour reached in 
1994. 
          
 

         State and Local Government 
Employees.  The quarterly data indi-
cate that state and local government 
employers expended $0.34 per hour 
on workers’ compensation in March 
2002 and that these expenditures 
fluctuated between $0.36 and $0.38 
per hour between September 2002 
and December 2003 (Figure K and 
Panel B of Table 3).    Using this 
measure of costs, workers’ compensa-
tion costs for state and local govern-
ment employers were $0.38 per hour 
in the last two quarters of 2003, 
which is the highest they have been 
since the series began in 1991. 
 
 

Figure E - Workers' Compensation Costs for State and Local Government 
Employees, 1991-2003 (In Dollars per Hour Worked)
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Figure F - Workers' Compensation Costs for All Non-Federal Employees, 
1991-2003 (In Dollars per Hour Worked)
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        All Non-Federal Employees.  
The quarterly data indicate that state 
and local government employers ex-
pended $0.35 per hour on workers’ 
compensation in March 2002 and 
that these expenditures increased in 
most quarters until they reached 
$0.42 per hour worked in September 
and December 2003 (Figure L and 
Panel C of Table 3).    Using this 
measure of costs, workers’ compensa-
tion costs for all non-federal employ-
ees in the last two quarters of 2003 
were the highest they have been since 
the series began in 1991. 
 
 

RECENT INCREASES IN 
WORKERS’ 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 
4 and 5 indicate the increases in 
workers’ compensation costs since 
March 2002. 
 
 

Employer’s 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 2.31 percent of payroll in De-
cember 2003 (Figure G and Panel A, 
Column (1) of Table 4).  This repre-
sents a cumulative increase of costs of 
17.9 percent over the eight quarters 
(Table 4, Panel A, column (2)).  The 
quarterly data can also be used to cal-
culate annual rates of increase in 
workers’ compensation costs over the 
preceding year.  For example, private 

Figure G
Workers' Compensation Costs as a Percentage of Gross Earnings, 

Private Industry Employees, March 2002 - December 2003
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Figure H
Workers' Compensation Costs as a Percentage of Gross Earnings, 

State and Local Employees, March 2002 - December 2003
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sector employers’ costs were 1.96 per-
cent of payroll in March 2002 and 
2.19 percent of payroll in March 2003, 
which represents an 11.7 percent in-
crease in costs over the twelve 
months (Figure M and Table 4, Panel 
A, Column (3)).  The data indicate 
that the annual rate of increase in the 
employers’ costs of workers’ compen-
sation in the private sector fluctuated 
during 2003, first decelerating over 
the first three quarters and then ac-
celerating in the final quarter. 
 
         State and Local Employees.  
The employers’ costs of workers’ 
compensation as a percent of payroll 
increased from 1.37 percent of payroll 
in March 2002 to 1.44 percent of pay-
roll in December 2003 (Figure H and 
Table 4, Panel B, Column (1)).  This 
represents a cumulative increase in 
costs of 5.1 percent over eight quar-
ters (Table 4, 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 example, state 
and local government sector employ-
ers’ costs were 1.37 percent of payroll 
in March 2002 and 1.40 percent of 
payroll in March 2003, which repre-
sents a 2.2 percent increase in costs 
over the twelve months (Figure M 
and Table 4, Panel B, Column (3)).  
The data indicate that the annual rate 
of change in the employers’ costs of 
workers’ compensation in the state 
and local government sector fluctu-
ated during 2003, ranging from a 2.2 
percent increase from March 2002 to 
March 2003 to a 0.7 percent decrease 
from December 2002 to December 
2003. 
 
         All Non-Federal Employees. 
The employers’ costs of workers’ 
compensation as a percent of payroll 
increased from 1.85 percent of payroll 
in March 2002 to 2.12 percent of pay-
roll in December 2003 (Figure I and 
Table 4, Panel C, Column (1)).  This 
represents a cumulative increase of 
costs of 14.6 percent over the eight 
quarters (Table 4, Panel C, Column 
(2)).  The quarterly data can also be 
used to calculate annual rates of in-

Employers' Costs Cumulative Increase Increase Over
as % of Payroll Since March 2002 Twelve Months

(1) (2) (3)

March 2002 1.96
June 2002 2.06 5.1%

September 2002 2.11 7.7%
December 2002 2.09 6.6%

March 2003 2.19 11.7% 11.7%
June 2003 2.23 13.8% 8.3%

September 2003 2.26 15.3% 7.1%
December 2003 2.31 17.9% 10.5%

Employers' Costs Cumulative Increase Increase Over
as % of Payroll Since March 2002 Twelve Months

(1) (2) (3)

March 2002 1.37
June 2002 1.42 3.6%

September 2002 1.43 4.4%
December 2002 1.45 5.8%

March 2003 1.40 2.2% 2.2%
June 2003 1.43 4.4% 0.7%

September 2003 1.45 5.8% 1.4%
December 2003 1.44 5.1% -0.7%

Employers' Costs Cumulative Increase Increase Over
as % of Payroll Since March 2002 Twelve Months

(1) (2) (3)

March 2002 1.85
June 2002 1.90 2.7%

September 2002 1.99 7.6%
December 2002 1.98 7.0%

March 2003 2.01 8.6% 8.6%
June 2003 2.10 13.5% 10.5%

September 2003 2.13 15.1% 7.0%
December 2003 2.12 14.6% 7.1%

Source:  Column (1) from Table 3, Row (12) of Panels A, B, and C.

Panel C:  All Non-Federal Employees

Table 4 - Employers' Cost of Workers' Compensation as Percent of Gross
Earnings (Payroll):  Increases Since March 2002

Panel A:  Private Industry Employees

Panel B:  State and Local Employees
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crease in workers’ compensation 
costs over the preceding year.  For 
example, 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 (Figure M and 
Table 2, Panel C, Column (3)).  This 
means that the annual rate of increase 
in the employers’ costs of workers’ 
compensation for all non-federal em-
ployees fluctuated during 2003, al-
though the rate of increase was lower 
in the last two quarters than in the 
first half of the year. 
 
Workers’ Compensation Costs 
per Hour Worked 
 
        Private Sector Employees.  The 
employers’ costs of workers’ compen-
sation per hour worked increased 
from $0.35 in March 2002 to $0.43 
percent of payroll in December 2003 
(Figure J and Panel A, Column (1) of 
Table 5).  This represents a cumula-
tive increase of costs of 22.9 percent 
over the eight quarters (Table 5, Panel 
A, column (2)).  The quarterly data 
can also be used to calculate annual 
rates of increase in workers’ compen-
sation costs over the preceding year.  
For example, private sector employ-
ers’ costs were $0.35 per hour in 
March 2002 and $0.40 in March 
2003, which represents a 14.3 percent 
increase in costs over the twelve 
months (Figure N and Table 5, Panel 
A, Column (3)).  The data indicate 
that the annual rate of increase in the 
employers’ costs of workers’ compen-
sation in the private sector fluctuated 
during 2003, decelerating over the 
first three quarters and then acceler-
ating in the final quarter. 
 
         State and Local Employees.  
The employers’ costs of workers’ 
compensation per hour worked in-
creased from $0.34 in March 2002 to 
$0.38 in December 2003 (Figure K 
and Table 5, Panel B, Column (1)).  
This represents a cumulative increase 
of costs of 11.8 percent over eight 
quarters (Table 5, Panel B, Column 
(2)).  The quarterly data can also be 

Employers' Costs Cumulative Increase Increase Over
in Dollars Since March 2002 Twelve Months

(1) (2) (3)

March 2002 0.35
June 2002 0.37 5.7%

September 2002 0.38 8.6%
December 2002 0.38 8.6%

March 2003 0.40 14.3% 14.3%
June 2003 0.41 17.1% 10.8%

September 2003 0.42 20.0% 10.5%
December 2003 0.43 22.9% 13.2%

Employers' Costs Cumulative Increase Increase Over
in Dollars Since March 2002 Twelve Months

(1) (2) (3)

March 2002 0.34
June 2002 0.35 2.9%

September 2002 0.36 5.9%
December 2002 0.37 8.8%

March 2003 0.36 5.9% 5.9%
June 2003 0.37 8.8% 5.7%

September 2003 0.38 11.8% 5.6%
December 2003 0.38 11.8% 2.7%

Employers' Costs Cumulative Increase Increase Over
in Dollars Since March 2002 Twelve Months

(1) (2) (3)

March 2002 0.35
June 2002 0.36 2.9%

September 2002 0.38 8.6%
December 2002 0.38 8.6%

March 2003 0.39 11.4% 11.4%
June 2003 0.41 17.1% 13.9%

September 2003 0.42 20.0% 10.5%
December 2003 0.42 20.0% 10.5%

Source:  Column (1) from Table 3, Row (9A) of Panels A, B, and C.

Panel C:  All Non-Federal Employees

Table 5 - Employers' Cost of Workers' Compensation in Dollars
Per Hours Worked:  Increases Since March 2002

Panel A:  Private Industry Employees

Panel B:  State and Local Employees
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used to calculate annual rates of in-
crease in workers’ compensation 
costs over the preceding year.  For 
example, 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 (Figure N and Table 5, Panel 
B, Column (3)).  The data indicate 
that the annual rate of change in the 
employers’ costs of workers’ com-
pensation in the state and local gov-
ernment sector decelerated through-
out 2003, starting with a 5.9 percent 
increase from March 2002 to March 

2003 until slowing to a 2.7 percent 
increase from December 2002 to De-
cember 2003. 
 
        All Non-Federal Employees. 
The employers’ costs of workers’ 
compensation per hour worked in-
creased from $0.35 in March 2002 to 
$0.42 in December 2003 (Figure L 
and Table 5, Panel C, Column (1)).  
This represents a cumulative in-
crease of costs of 20.0 percent over 
the eight quarters (Table 5, 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 

example, 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 per-
cent increase in costs over the twelve 
months (Figure N and Table 5, Panel 
C, Column (3)).  The annual rate of 
increase in the employers’ costs of 
workers’ compensation for all non-
federal employees fluctuated during 
2003, although the rate of increase 
was lower in the last two quarters 
than in the first half of the year. 
 
 
 
 

Figure I
Workers' Compensation Costs as a Percentage of Gross Earnings, 

All Non-Federal Employees, March 2002 - December 2003
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Figure J
Workers' Compensation Costs for Private Industry Employees, 

March 2002 - December 2003 (in Dollars per Hour Worked)
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ANALYSIS 
 
Employers’ Costs in Historical 
Context 
 
        Workers' compensation costs as 
a percentage of gross earnings (or 
payroll) is the most common measure 
of employers’ costs used in the work-
ers' compensation literature.  The ra-
tionale is that over time employer ex-
penditures on remuneration for em-
ployees, including wages, health in-
surance, pensions and workers’ com-
pensation, increase. For example, be-
tween 1991 (March) and 2003 
(annual), private sector employers’ 

expenditures for workers’ compensa-
tion increased from $0.33 to $0.42 per 
hour worked  (annual), which repre-
sents a 27 percent increase. In isola-
tion, a 27 percent increase in workers’ 
compensation costs per hour worked 
may sound like a substantial increase.  
However, over that same period -- 
between 1991 (March) and 2003 
(annual), the gross earnings (payroll) 
paid by employers for private sector 
employees increased from $12.55 to 
$18.47 per hour worked (Panel A, Ta-
bles 1 and 3), which is a 47 percent 
increase.  Obviously, workers’ com-
pensation costs per hour worked have 
increased much less rapidly than pay-
roll since 1991, which helps put the 

workers’ compensation cost develop-
ments in perspective. 
 
         Another way to put in perspec-
tive the developments over time in 
employer expenditures on workers’ 
compensation is to compare them to 
payroll in each year.  That workers’ 
compensation expenditures repre-
sented 2.63 percent of payroll in 1991 
(March) for private sector employers 
and 2.25 percent of payroll in 2003 
(annual) provides information more 
useful than simply stating that work-
ers’ compensation costs per hour in-
creased by 27 percent over those 13 
years. 
 

Figure K
Workers' Compensation Costs for State and Local Employees, 

March 2002 - June 2003 (in Dollars per Hour Worked)
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Figure L
Workers' Compensation Costs for All Non-Federal Employees,

March 2002 - December 2003 (in Dollars per Hour Worked)

0.35
0.36

0.38 0.38
0.39

0.41
0.42 0.42

0.32

0.34

0.36

0.38

0.40

0.42

0.44

March 2002 June 2002 September
2002

December 2002 March 2003 June 2003 September
2003

December 2003

Source:  Table 3



January/February  2004                                                                                                                               19               

W O R K E R S ’  C O M P E N S A T IO N  P O L IC Y  R E V IE W 

         The preceding sections have docu-
mented the changes in employer ex-
penditures on workers’ compensation 
as a percent of payroll for three levels 
of aggregation of employees.  For pri-
vate sector employees, where the data 
are available since 1986, the costs in-
creased from 1986 to 1994, declined 
sharply through 2001, and then in-
creased from 2001 to 2003.  For state 
and local government employees, 
where the data are only available since 
1991, the pattern is similar: employers’ 
costs increased through 1995, declined 
until 2000, and then increased through 
2003.  Finally, for all non-federal em-
ployees (which primarily consists of 
private sector employees), the data 
series shows a decline in employers’ 

costs between 1991 and 2002, followed 
by an increase in the last two years.  
While the patterns differ slightly in 
recent years, the experience in all of 
the sectors indicates that the employ-
ers’ costs of workers’ compensation 
have been increasing in the last year or 
two. 
 
         While these recent increases in 
costs are noteworthy, the recent run-
up in costs for private sector employers 
nonetheless meant that workers’ com-
pensation costs as a percent of payroll 
in 2003 were lower than in any year 
between 1989 and 1999.  Likewise, the 
employers’ costs of workers’ compen-
sation as a percent of payroll in the 
state and local sector were lower in 

2003 than in any of the years between 
1991 and 1997, while the employers’ 
costs as a percent of payroll for all non-
federal employers were lower in 2003 
that in all the years between 1991 and 
1999. 
 
A Comparison to Other Sources 
of Data on Employers’ Costs 
 
         The BLS information on employ-
ers’ expenditures on workers' compen-
sation has some advantages over other 
sources of data on workers' compensa-
tion. One significant advantage, com-
pared to the annual data prepared by 
the National Academy of Social Insur-
ance (NASI), is timeliness: the most 
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Figure M
 Workers' Compensation Costs as Percent of Payroll:

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

Annual Rates of Increase (Over Five Quarters)
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recent NASI data pertain to 2001 
(Williams, Reno, and Burton 2003), 
while BLS data for 2003 are already 
available. The BLS data on employers’ 
costs are also disaggregated by region, 
major industry group, occupational 
group, establishment employment size, 
and bargaining status -- useful distinc-
tions that are not available in the NASI 
data, which only includes data on em-
ployers’ costs at the national level. 
 
         The BLS data also have their limi-
tations when compared to the NASI 
data. The foremost limitation of the 
BLS data is that they only measure 
costs to employers, not benefits paid to 
workers.  The NASI data, for example, 
provide national and state-specific in-
formation on benefit payments that 
differentiate among the types of insur-
ance arrangements (private carriers, 
state funds, and self-insurers) and that 
distinguish between medical and cash 
benefit payments. The NASI national 
data on benefits and costs also include 

the federal sector, which are missing 
from the BLS data on costs. 
 
         The NASI data and BLS data are, 
to a considerable degree, complemen-
tary and, as such, both sources of infor-
mation are valuable. One problem, 
however, is that the two data series are 
not entirely consistent with one an-
other. For example, the NASI data for 
2001 (the latest year with data avail-
able from that source) indicate that the 
employers' costs of workers' compen-
sation were 1.39 percent of covered 
payroll for employers in all sectors 
(including the federal government); 
the BLS data for all non-federal em-
ployees in 2001 yield an estimation of 
workers’ compensation costs for that 
group of 1.87 percent of payroll.1 In ad-
dition, the NASI data show 1990 as the 
peak year (with employers' costs at 
2.18 of payroll), while the BLS data (as 
shown in Figure C and Table 1) for all 
non-federal employees show continu-
ing increases in workers' compensa-

tion costs as a percent of payroll 
through 1994, with a decrease in costs 
only beginning in 1995. But even 
though the NASI and BLS data have 
different peak years, both sources of 
data indicate that the employers' costs 
of workers’ compensation measured as 
a percent of payroll substantially de-
clined during the latter half of the 
1990s.  Finally, the BLS data for the 
non-federal employees show that 
workers’ compensation costs as a per-
cent of payroll declined until 2001 and 
only started to increase in 2002, while 
the NASI data show an increase from 
$1.32 per $100 of payroll in 2000 to 
$1.39 in 2001, thus anticipating the 
start of higher costs by a year com-
pared to the BLS data.  What remains 
to be seen is whether the increases in 
employer costs evident in both series 
in the last few years persist.  We will 
continue to publish updates as the 
NASI annual and BLS quarterly data 
are available. 
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Appendix A 
Source of the Information and Methodology 

 
Tables 1 to 5 and Figures A through N are based on data published by the Bureau of Labor Statistics (BLS), which is a 

part of the U.S. Department of Labor.2  The BLS data are based on a national survey of approximately 8,300 establishments in 
the private sector and 800 establishments in state and local government.   The BLS published annual data based on the survey 
conducted each March from 1986 to 2002.  Beginning with March 2002, the BLS has conducted the survey every quarter, and 
this article includes the data on workers’ compensation costs through December 2003.   This appendix discusses the data from 
March 2003 shown in Table 2 (since the March 2003 data are most comparable to the data from earlier years).3 

 

The BLS data on Employer Costs for Employee Compensation (ECEC) measure the average cost per employee hour 
worked that employers pay for wages and salaries and various benefits, including benefits voluntarily paid as well as legally re-
quired benefits, such as workers’ compensation.   I have calculated workers’ compensation as a percent of gross earnings 
(payroll) for this article, as explained below. 

 

Data are available since 1986 for private sector employers' expenditures per hour on employees' total remuneration, 
and (as shown in Panel A of Tables 1, 2, and 3) on a number of components of remuneration, including wages and salaries, paid 
leave, insurance, and legally required benefits (including separate information on workers' compensation).4  Comparable data 
pertaining to state and local government employees (Panel B of Tables 1, 2, and 3) and to all non-federal employees (Panel C of 
Tables 1, 2, and 3) are available for the period 1991 to 2003. 

 

The only employees not included in this BLS data series are federal government, agriculture, and household workers, 
who in aggregate account for only about 4 percent of all employees. Of the 96 percent of all employees who are included in the 
BLS data, private industry employees clearly predominate (83 percent of all employees), whereas state and local government 
employees account for the remaining 13 percent of all employees.5 
 

Private Industry Employees 
 

The March 2003 data for private industry employees presented in Panel A of Table 2 further explain the BLS data se-
ries. In 2003, private sector employers spent, on average, $22.37 per hour worked on total remuneration (row 1). The $22.37 of to-
tal remuneration included gross earnings of $18.26 per hour (row 2) and benefits other than pay of $4.11 per hour (row 6).6 Gross earn-
ings, or payroll, included wages and salaries ($16.15 per hour; row 3), paid leave ($1.47 per hour; row 4), and supplemental pay 
($0.64 per hour; row 5). Benefits other than pay included insurance ($1.52 per hour; row 7), retirement benefits ($0.67 per hour; 
row 8), legally required benefits ($1.89 per hour; row 9), and other benefits ($0.03 per hour; row 10). Workers' compensation, 
which averaged $0.40 per hour worked (row 9A), is one of the legally required benefits (row 9).7 

 

The BLS data in Panel A of Table 2 indicate that private sector employers' workers' compensation expenditures ($0.40 
per hour) were 1.79 percent of total remuneration (row 11) and 2.19 percent of gross earnings (payroll) (row 12) in March 2003.8  
 

State and Local Government Employees 
 

The BLS data with respect to state and local government employees' remuneration are only available since 1991. There 
are several interesting differences between the employer expenditure patterns in the state and local government sector (Panel B 
of Tables 1, 2, and 3) and in the private sector (Panel A). In March 2003, for example, the state and local sector had higher fig-
ures than the private sector for gross earnings per hour ($25.66 vs. $18.26, row 2); benefits other than pay ($6.96 vs. $4.11, row 
6); and, therefore, total remuneration ($32.62 vs. $22.37, row 1).  Workers’ compensation costs per hour worked were some-
what lower in the state and local sector ($0.36) than in the private sector ($0.40) (row 9A).  However, because of the higher 
wages in the government sector, workers' compensation costs as a percentage of gross wages and salaries (payroll) in 2003 
were considerably lower in the state and local government sector than in the private sector (1.40 percent vs. 2.19 percent, row 
12), as they have been each year from 1991 to 2003.  
 

All Non-Federal Employees 
 

The most comprehensive variant of the BLS data, the data for all non-federal employees, is shown in Panel C of Tables 
1, 2, and 3. Available since 1991, this grouping, which is the total of private sector employees and state and local government em-
ployees, covers about 95 percent of all U.S. employees.   

 

In March 2003, total remuneration per hour worked for all non-federal employees averaged $23.93 per hour (row 1) 
and gross earnings (payroll) averaged $19.39 per hour (row 2). Workers' compensation expenditures were $0.39 per hour in 
March 2003 (row 9A), which represented 2.01 percent of payroll (row 12).  
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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 Employee 
Relations” provides an extended examination of the topics discussed by Burton in the Sep-
tember/October 2003 issue of the Workers’ Compensation Policy Review.  These topics in-
cluded the decreasing importance of employee benefits paid for by employers. 

 
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. 
 
 
       

ENDNOTES 
 
1.  The differences between the NASI 
data and the BLS data used in this article 
on the employers' costs of workers' com-
pensation as a percentage of payroll are 
greater than is immediately obvious.  
The NASI data relate the employers' 
costs for workers' compensation only to 
the payroll of employers who are cov-
ered by state or federal workers' com-
pensation programs.  The costs would 
be a lower percentage if the base were 
payroll for all employers (whether cov-
ered or not), which is the base used for 
the BLS data. 
 
2.  Citations to the U.S. Department of 
Labor publications containing the data 
used to prepare this article are provided 
in the references. 
 
3.  The data are from the survey con-
ducted in March 2003.  The BLS uses the 
current-cost approach.  That is, the costs 
do not pertain to the costs for the previ-
ous year.  Rather, annual costs are based 

on the current price of the benefits and 
current plan provisions as of March 
2003.  The annualized cost of these 
March 2003 benefits are then divided by 
the annual hours worked to yield the 
cost per hour worked for each benefit, 
including workers' compensation bene-
fits.  Thus, if the annual workers' com-
pensation premium per worker is $800 
and the employee works 2,000 hours per 
year, the workers' compensation cost is 
$0.40 per hour worked.  For further ex-
planation of the BLS data, see Appendix 
A of U.S. Department of Labor 2000a.  
 
4. This article uses the term 
"remuneration" in place of the term 
"compensation" that is used in the BLS 
publications in order to more clearly 
distinguish between workers' compen-
sation and remuneration. 
 
5.  U.S. Department of Labor 2000a.  See 
Chart 1, "Coverage of the Employment 
Cost Index, Total Civilian Employment, 
1999."  Comparable data for 2002 and 
2003 are not yet available, but should 
not differ much from the 1999 data.  

6.  The terms "gross earnings" and 
"benefits other than pay" are not used in 
the BLS publications.  These terms are 
used here to make the base for calculat-
ing workers' compensation costs as a 
percentage of payroll comparable to 
measures used in other publications.  
 
7.  The parentheses around the workers' 
compensation figures in row 9A of each 
panel in Tables 1, 2, and 3 are to show 
that these figures are included in the 
legally required benefits figures in row 9 
of each panel. 
 
8.  Relating workers' compensation 
costs to "gross wages" (which is straight-
time hourly wages plus paid leave and 
supplemental pay) is based on advice in 
an April 7, 1995 letter to me from Mr. 
Albert Schwenk, Supervisory Econo-
mist, Division of Employment Cost 
Trends, Bureau of Labor Statistics, U.S. 
Department of Labor.  I appreciate this 
suggestion from Mr. Schwenk.  
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Do you have a colleague who would benefit from receiving in-depth 
analyses of workers’ compensation policy issues? Fill out and submit 
the form below and we’ll provide them with a free sample of our 
publication. Free samples can also be requested through our website 
at www.workerscompresources.com. 

Name:_________________________________________________ 
Organization:___________________________________________ 
Address:_______________________________________________ 
City:_________________State:________Zip:__________________ 

Mail to: Workers’ Compensation Policy Review, 56 Primrose Circle, 
Princeton, NJ 08540-9416 or Fax to: 732-274-0678 

Free Sample for a Friend 

www.workerscompresources.com 
 
       John Burton’s Workers’ Compensation Resources currently provides two services to workers’ compensation 
aficionados. The first is this bi-monthly publication, the Workers’ Compensation Policy Review. The second is a website 
at www.workerscompresources.com. Access to portions of the website is currently free. Other parts of the site are 
available to subscribers only.  
 
        The website offers several other valuable features: 
 
 • Summaries of the contents of Workers’ Compensation Policy Review and an Author’s Guide for 

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. 
• Posting of Job Opportunities and Resumes for those seeking candidates or employment in 

workers’ compensation or related fields. 
• The full text of the Report of the National Commission on State Workmen’s Compensation Laws. The 

report was submitted to the President and the Congress in 1972 and has long been out of 
print. 

For more information about the website, and to make suggestions about current or potential content, 
please contact website editor Elizabeth Yates at webeditor@workerscompresources.com. 
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