Experience-Rating Operations in 1942"

EXPERIENCE-RATING PLANS were in operation dur-
ing 1942 in 34 States, an increase of 21 States over
1940 and 17 over 1941, In 1944, plans are sched-
uled to be in offoct in all 38 States which have such
provisions in their laws. Covered employment in
tho 34 States constituted more than half (57 per-
cent in September 1941) of the total for the United
States. Although contributions for 1942 exceeded
those for 1941, the estimated loss in contributions,
duo to oxperience rating, was considerably greater
for the country as a whole in 1942 than in 1941—21
percent as against 6 percent. Ior the 34 States
the loss in employer contributions, based on esti-
mated 1942 wages, was ¢qual to 37 percent of the
amount which the standard rate would have pro-
duced, in contrast to 23 percent in 1941. 'The
estimated average employer contribution rate for
the 34 States is 1.7 percent, and for the United
States, 2.1 percent. An unusually large number
of now firms in manufacturing industries may raise
the average rato slightly, since their pay rolls will
be taxed at the standard rate until they have been
in business long cnough to be cligible for rate
modification,

The percentage of cmployers in experience-
rating States who were eligible for rate modification
increased from 60 percent in 1941 to 65 percent in
1942. Redueed contribution rates were assigned
to 67 percent of all rated accounts in 1942, in
contrast to 55 percent in 1941.  Rates above tho
standard ! wero reccivad by 8.5 percont of all rated
accounts in 1942 but by 13.3 percent in 1941.

As was the case in 1941, the data for 1942
indicated that the percentages of employers ob-
taining reduced rates are consistently largest in the
industries normally characterized by relatively
stable employment, such as wholesale and rotail
trade; finance, insurance, and real estate; and the
service industries. Although 1942 data showed
no clearer relationship than was found in 1941 in
each State between contribution rates and size of

*Prepared in the Program Division, Burcau of Employment Sccurity.
As this analysis was completed, a declslon of the Arkansas Supromo Court
Invalidated the conteibution rates assigned for 1942, The Stato agonoy will
recompute all rates, in accordanco with the court's deefsion, by including con-
tributions for the last quarter of 1941 which wero mado after December 31
but prior to tho due date. The unrovised contribution rates for Arkansas
employers aro given in this articlo.

! The standard rate is 2.7 percent In all States except Michigan, whero it
I8 3.0 porcont. Bixteon States assigned rates above tho standard In 1042,
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firm (in terms of average annual pay roll), for all
34 States combined the proportion of rate reduc-
tions increased as the average pay roll increased.

Accounts Eligible for Rate Modification

Of the 410,000 active accounts eligible for rate
modification in the 34 States, 181,000 or 44 per-
cent received reduced rates.?

Contribution rate—

Above

Bolow
Total standard

standard |’ Btandard

Accounts

Num- |Per- | Num- | Per-| Num- | Per-| Num-| Per.
ber |ecent| ber fcent] ber [cont{ bor cont

Tota) active ac- g
410,301(100. 0] 180, 701| 44.0] 206, 774 50.4] 22,820 5.6

counts._........
Rated accounts..... 268, 200/100. 0] 180,701| 67.4] 04, 763| 24.1] 22,826| 8.8
Unrated accounts..| 142,011{100.0f........|..... 142,011)100.0{. ....._|....-

The standard rate was assigned to nearly
207,000 active accounts, of which 69 percent wore
ineligible for rate modification because of in-
sufficient years of contribution and benefit ax-
perience under the State law. Rates above the
standard were assigned to 22,800 accounts, 5.6
percent of all active accounts.

Of all active accounts in the 34 States, nearly
two-thirds were cligible for rato modification; the
proportion ranged from 34 percent in New Mexico
to 89 percent in Wisconsin (table 1). The prin-
cipal cause for the State variations may be found
in the length of the period during which benefits
and contributions had been payable before con-
tribution rates could be modified (chart 1). In
the majority of States, eligibility for rate modifica-
tion in 1942 meant that an employer must have
been subject to the law since 1938, so that his
workers could havo drawn benefits in 1939, 1940,
and 1941, In California, the large increase in the

1 8ince tho standard rate in Michigan Is 3.0 percent, roduced ratos (or ratos
helow tho standard) can no longer bo used as synonymous with rates below
2.7 percent, Tables 1 and 6 use the former definition, while tables 2, 3, 7, 8,
and 9 employ tho latter concept. Apparont discrepancies in tho two types

of tables may bo attributod to the 17,300 active Michigan accounts whose rate
distribution Is as follows:

Rates (percont)

Total 1.0-2.6 2.8 3.0 [3.14.0

Number of accounts ... 17,288 11, 210 284| 4,148 1,040
1041 taxable pay roll

(thousands)........... $2, 301, 305/$2, 034, 787|840, 610304, 833{$221, 126
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proportion of eligible employers—{rom 28 percent
in 1941 to 59 percent in 1942—resulted partly from
the reduction, in 1941, of the qualifying period
from 5 to 4 years.

The distribution of unrated accounts among the
various industry divisions was similar to that of
the rated accounts; only the construction industry
proved an exception, for construction cmployers
were underrepresented among rated accounts in
each of the 34 States. The failure of construction
firms to achieve eligibility for rate modification in
the same proportion as firms in other industries is
an indication of a high rate of business births and
deaths, a characteristic of unstable industries.
Table 1.—Percent of rated accounts assigned contri-

bution rates below and above 2.7 percent for 34

States, by type of experience-rating plan, as of
September 12, 1942

Rated ac-
counts, per-
cent assigned
rates—

Active accounts

Date experi-
State ence rating be-
came cllfective

Eligible for

rate modiflea- | ool 4ol

Num- tion stand-| stand-
ber ard ard
Num- | Per- | Tote rate
ber cent
Total, 34 States_|............... 110, 301 |2G8, 200 | 65. 4 07. 4 8.5
Reserve-ratloplan___ | __ ... . ______. 257,896 {171,924 | 66.
Arizona._________ January 1942.] 4,041 2,518 | 62.
Arkansas April 1942____{ 17,537 | 11,267 | 04
California January 1941.} 53,556 | 31,456 | 58
Colorado January 1942.| 4,130 | 3,001 | 72
Qeorgla. January 1942.] 8,260 | 4,762 | 57
Hawail April 19041____] 4,768 3,060 | 6.

Indlana. January 1940.{ 10,809 | 8,751 | 81.

7

3

.2

.7

.7

.7

2

0

Iowa._ .. January 1942.| 8,172 | 5,612 { 69.0
Kansas.___.______ January 1841.f 4,052 | 3,192 | 64.5
Kentucky..__.._ January 1942} 7,97 | 6,720 | 84.0
Missourf....._._. January 1942.] 13,107 | 8,871 | 67.7
Nebraska. ... ... January 1910 3,747 | 2,878 | 76.8
New Hampshire.| January 1941.1 4,199 | 2,810 | 67.6
New Jersey_...._ January 1942_| 18,442 | 12,061 | 65.4
New Mexico..._. January 1042 5,275 1,801 | 3.1
North Dakota...| January 1042.| 1,509 907 | 60.1
Ohlo?. __________ January 1042.| 56, 440 | 38,605 | 68, 4
Oregon.....___... July 1941____.| 0,058 ¢ 7,170 | 72.0
South Carolina..| January 1942 | 4,032 | 2,220 | 55.1
West Virginia...| January 1940 | 4,408 [ 3,001 | 68.1
Wisconsin.______ January 1938_| 12,559 | 11,201 | §9. 2
Cliffeplan_._________|.__..____._.___. 79,260 | 45,650 | 57.6
Alabama. . April 1941.___] 6,085 3,417 | 56.2

January 1042 | 5,131 3,615 | 66.6
January 1942 .
January 1942.| 5,786 | 4,114 | 71.1

January 1041 | 17,542 | 12,010 | 68.5
.| January 1941.| 8, 687 , 703 | 65.6
Benefit-ratioplan____|._______._._. . 20,415 | 10,979 | 67.9

Florida._._._ January 1942 7.498 | 3.011 | 52,6

Michigan_. .| January 1942_f 17,248 | 13,140 | 76.0
Wyoming....___| January 19042 4,620 | 2,805 | 62.5
Otherplans__________|.___________._._ 43,730 | 30,728 | 70.3
Connccticut. April 1941.__.} 12,075 7,707 | 63.8
Minnesota_..____ January 1941_| 28,160 | 20,502 | 73.1
South Dakota...[ January 1940_] 1,762 1,372 | 77.9
Vermont....__..| January 1941.( 1,733 1,057 | 61.0

1 Standard rate Is 2.7 pereent In all States except Michigan, where it is
3.0 percent.

1 Excludes 576 accounts with rate pending.

3 Revised data for Massachusetts reduced the number of accounts eligible
for rate modification to 16,727,
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Several major industry groups with a high rate of
turn-over of firms also had a disproportionately
low percentage of rated accounts in a great many
States. Chief among them were establishments
in wholesale and retail trade, in particular retajl
food, retail apparel, and eating and drinking places
as well as wholesale distributors (other than full
service and limited-function wholesalers),

Variations in Employers’ Rates

Variations among the States in experience.
rating provisions, the date of the beginning of rate
modification, benefit-payment  experience, and
economic activity account for the wide range in
the proportion of accounts with reduced rates—
from 30 percent in California to 98 pereent in
Hawaii (table 1),

Under laws of the Cliffe-plan type, a greater
proportion of employers obtained reduced rates
than under other types of experience rating. In
each of the 6 States with this type of law, 75
percent or more of the rated accounts received
rate reductions; the group averaged 82 pereent.
In the 21 States with reserve-ratio plans, only 63
percent of the rated employers obtained reduced
rates, and in 5 of these States less than half of the
eligible employers obtained reductions.  Unda
the benefit-ratio plan, used in 3 States, rate redue-
tions were assigned to 75 percent of the rated
employces, while in the 4 remaining States? 64
pereent of the rated accounts had reduced rates.

The relative advantage of employers in States
with the Cliffe plan is greatest when benefit pay-
ments are low.  Under the Cliffe plan, State-wide
contributions in any year are intended to replenish
the State fund for the average annual amount of
benefit  disbursements  during the 3 preceding
years.  When benefit payments fall as low as in
1939-41, employers’ contribution rates will neces-
sarily decline.  The reserve-ratio type of law
does not always result in rate reductions during a
period of low benefit pnyments,  If an employer's
pay roll rises and benefits charged to him remain
constant or decrease, his reserve ratio will decline
and his contribution rate may be increased.  Use
by somie States of an average annual pay-roll figure

? Connecticut has a compensable-separations plan, Eligibllity for rate
modification In South Dakota and Vermont was determfned In accordance
with reserve-ratio requirements, hut rates were modified according to the

ratio of henefits to pay roll. Minnesota's law closely resembles the Cliffe
plan but has no 8tate experience factor,

Social Security



tends to offset this movement somewhat.
rate schedule

under

many

reserve-ratio laws
requires so high a reservo ratio that reduced rates
will not be assigned to employers who barely meet
the eligibility requirement of 3 years’ contribution
experience oven though they have a constant pay
roll and no benefits charged to their accounts.
table 2 indicates, in only 5 of the 21 States with
reserve-ratio plans would an employer be eligible
for rate modification in 1942 (assuming a constant

The

As

pay roll and no benefit charges) if his contribution
liability began as late as 1939. The restiictive
Kontucky rate structuro made it particularly
dificult for employers to obtain reduced rates;
tho low proportion of active accounts with such
rates (31 percent) is attributable to this factor,
Among the 21 States with reserve-ratio laws,
marked differonces existed in the rates which
would have been assigned to employers with

similar experience (table 2). In no State could

Chart 1.—Significant experience-rating provisions of unemployment compensation laws, 17 States, 19421

State

Arkansas.. ... ...

Colorado. ..

Delaware. P

Florlda . e
Qeorgla .......... .

Massachusetts......

Michigan... .. .. ..
Missourf..... . . .

New Jersey ... ...

New Mexico
North Dakota
Ohlo........... ...

Oklahoma. ..... ...

South Carolina. . ...

Wyoming___.......

Effective date

January 1912,

April 1042, .

January 1042,

Jannary 1042,

January 1042.
January 1042

January 1942

Janunry 1042

Janunary 1042
January 1042

January 1042

Jannary 1042
January 1042
January 1042,

January 1042

January 1042,

January 1042,

Re- Contribution
quired rates
ycurs«l)f
experd. N

Type | ence Index of experlence with unemploy- l"g(']'l"l‘o%‘;]"sﬂ,'{'g ‘Lel‘llcfg’ Method of rate com-

of fund | with ment risk ovnent putation
unem- bloy Mini-| Maxi-
ploy- mun jmum
ment

risk

PPooled . 3 | All past contributions minus all past | A}l basc-period cm- | Schedule of reserve | 1.0 $3.0
benefits divided by average annual ployers In propor- ratios.
my roll for past 3 years. tlon towages.
Pooled . . 3 | All past contributions minus all past | Base-period employers | Schedule of reserve | 1.0 4.0
benefits divided by average annual ininversoorder. ratios,
pay roll for past 3 or § years, which-
ever Isgreater.
Pooled . 3 | All past contributions minus all past | Basc-period employers | 8chedule of reserve 9 3.0
benefits divided by average annnal In Inversoc order. ratlos,
pay roll for past 3 or & ycars, which-
over Isgrenter.
Pooled . . 3 | Benefit wages for past 3 years divided | A1l base-period em- | 8chedule of benefit- 6] 240
by pay roll for samoe perlod. ployers In propor- wago ratlos corre-
tion to wages, lated with State ox-
wrlence factor.
Pooled. . 3 | Benefits charged for past 3 years | Most recent base- | 8chedule of benefit 1.7 2.7
dlvided by pay roll for same perlod. wrlod employer. ratlos.
Pooled. . 3 | All past contributions milnus all past base-perfod om- | Schedule of reserve | 1.0 2.7
benefits divided by average annual ployers in propor- ratlos.
my roll for past 3 years. tlon to wages,
Pooled.. 3 | All past contributions minus all past | Base-period omployers | 8chedule of reserve! ] 3.0
benefits divided by averago annual ininverse order. ratlos,
pay roll for past 3 or 5 years, which.
ever is greater.
Pooled .. 3 | Benefit wages for past 3 years divided | All base - period em- | Schedule of benefit- 5 2.7
by pay roll for samne period. ployers In propor- wago ratlos corre-
tion to wages. lated with Stato ex-
wrienoo factor.
Pooled.. 3 | Benefits charged for past 3 years di- | All base - perlod e | 8chedule of benefit L0 ¢4.0
vided by pay roll for same perlod. ployers who paid fn- ratlos,
dividual $50 or more.
Pooled.. 3 | All past contributions minus all past | Most recent employ- | 8chedule of reserve | 0 4.1
henefits divided by average annual ers in Inverse order. ratios.
hmy roli for past 3 years,
Pooled . 3 | All past contributions minus ali past | Afl base -{x!rlod om- | 8chedule or reserve .9 3.0
benefits divided by average annual players In propor- ratios,
pay roli for past 3 or 5 ycars, which- tion to wages.
ever Is greater.
Pooled . 3 1 All past contributions minus all past | All base - perlod om- | 8chedule of reserve .9 3.6
benefits divided by average annual ployers in  propor- ratlos.
Yny roll for past 3 years. tion to wages.
’ooled .. 3 | All past contrlbutions minus ail past | All base-perlod em- | Schedule of reserve 1.0 2.7
benefits divided by average annual ployers In propor- ratios.
fmy roll for past 3 years. tion to wages.
Pooled .. 3 | All past contributions minus all past | Base-perlod employers | 8chedule of reserve .7 3.8
benefits divided by average annual In inverse order. ratlos,
pay roll for past 3 years.
Pooled. . 3 | Benefit wages for past 3 years divided | All base-period em- | Schodule of benefit- 5 4.0
by pay roll for same period. ployers in propor- wage ratios corro-
tlon to wages, Jated with State ex-
yrioncoe factor,
Pooled. . 3 | All past contributions minus all past | Most recont employer.| Schedule of reserve 9 3.6
benefits divided by average annual ratlos.
pay roll for past 3 or 5 years, which-
ever IS greater.
Pooled . 3 1 Benefits for past 3 years divided by | All base-period em- | 8chedule of henefit 1.0 3.6
pay roli for 36-month period ended ployers in propor- ratios.$
Sept. 30, 10418 tion to wages.?

!V Bxperience-rating provisions in 104t in the 17 remafnlng States, where
modifled rates were also in effeet during 1942, appeared in the Social Sceurity

Bulletin, Vol, 5, No, 6 (June 1042), ehart I, pp, 14-15,
! Maximum rate of 2.7 pereent applinble In 1912,
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Rule 3, adopted Aug. 20, 1041,

3 For seasonal work, maximumrate of 2.7 percent applicable during 1042,
; For seasonal work, maximum rate of 3.0 pereent applicable during 1942,
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an employer obtain a reduced rate in 1942 if
his contribution liability began later than 1939.
While 3 out of 4 States required an employer to
begin paying contributions no later than 1938 in
order to receive a reduced rate in 1942, the con-
tribution rates which would have been assigned
to such employers (assuming a constant pay roll
and no benefit charges) ranged from zero in
Hawaii to 2 percent in Arizona and California.
Among the 5 States where contributions could
have been started as latec as 1939, Nobraska
employers would have received the relatively low
rate of 0.5 percent, while the 2.5-percent rate
would have been assigned to New Hampshire
employers with identical experience.

The concentration of employers at both the
maximum and minimum rates is not a new phe-
nomenon.* While 8 of the 34 States showed no
evidence of concentration at the extremes, 9
States had high percentages of employers at the
lowest rate,® 8 States showed clustering at the
maximum,® and 8 States had large proportions at
both extremes.” Minnesota employers are arrayed
according to their beneficiary-wago ratios, and con-
tribution rates are based on the division of the
array into 13 pay-roll groups. Since small em-
ployers, who are in the majority, tended to
receive either the lowest or the highest rates,
Minnesota’s bimodal distribution is not sur-
prising.® Provisions pecculiar to the Nebraska
plan for rating employers resulted in a concen-
tration of employers at the extremes in 1942.

A novel rating method used by Virginia in 1941
was abandoned in 1942, with interesting results.
All 1,170 employers whose pay rolls had been
$10,000 or less in each of the 3 years preceding
rate modification had received a contribution rate
of 2 percent in 1941, on the basis of the collective
experience of the group. However, individual em-
ployer experience determined 1942 rates in all
cases, with the result that the minimum rate of 1
percent was assigned to 750 of the 1,170 employers,
and only 300 received rates of 2 percent or more.
It cannot be assumed that the 2-percent rate would
again have been assigned had the group method
mtln: June 1942, p. 16; October 1941, p. 25.

# Colorado, Delaware, Florida, Hawali, Iowa, Michigan, New Jersey,
Ohlo, Virginia,

¢ Arizona, California, Indiana, Kentucky, New Hampshire, North Dakota,
Oregon, South Dakota.

7 Arkansas, Connecticut, XMiawall, Massachusetts, Minnesota, Nebraska,

Vermont, Wyoming,
¥ 8ee the Bulletin, July 1042, p. 85,
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Table 2.—Contribution rates that would have been
assigned to employers with specified! identical ex.
perience, and percent of active accounts with reduced
rates in 1942, 21 States with rescrve-ratio plans

Latest year
omployer could C&'}z’g’,‘,’ﬂﬁ"
hnlvo begu"nl would have tl]’oreont of
paying contrl- activo accounts
Stato butions to blefé'lﬁ(',g‘:ﬁ,d with reduced
qualify for 1, apgclged | rates in 1042
r°d|lr'1°ﬁu;am oxperience
1038 2.0 20.6
1038 1.0 33,1
1038 2.0 12.4
1038 .90 40.3
1038 1.5 40,4
1938 0 62.6
1039 1.7 40.8
1038 Y 45.8
1038 .9 42.3
1038 1.8 30.8
1939 1.8 55,2
1039 .5 48.8
1939 2.6 41.4
1038 .9 46.1
1938 ) 10.8
1938 Lo 40.7
1038 1.1 61,7
1938 1.5 32.8
1038 1.8 37.4
West Virginia. .. . 1038 .9 44.0
Wisconsin 1039 1.0 35.0

! Assuming that no benefits wero charged and that pay rolls were uniforin
during qualifying period.

# Experienco rating effective April 1942,
been used in 1942, But if the 1-percent rate would
not have been assigned in 1942 by the use of the
group method, the employers with pay rolls of less
than $10,000 were better off, on the whole, by
being rated singly.

Voluntary contributions.—LKight States permit
employers to make voluntary contributions® in
order to increase the balance in their accounts and
thus obtain lower rates than would otherwise be
possible. During 1941, 1,770 employers in the 6
States for which data arce available made voluntary
contributions which totaled $1.2 million (table 4).
However, voluntary contributions were of genuine
importance only in Indiana, largely because the
State agency, unlike those of other States, informs
employers in advance of the effects of given volun-
tary contributions upon their contribution rates
for the coming year. While as many as 17 percent
of all rated employers in Indiana made voluntary
contributions, the proportions in the other States
ranged from 0.1 percent in Missouri to 4.4 percent
in Nebraska. In every State but Missouri and
South Dakota, the pay rolls of the accounts mak-
ing voluntary contributions were higher, on the
average, than those of all rated employers.

¢ Indians, Kentucky, Missouri, Ncbraska, North Carolina, South Dakots,
Vermont, Wisconsin. Data are net available for North Carolina and
Wisconsin,

Social Security



The net loss (total loss minus voluntary con-
tributions) to the funds of 5 of the ¢ States totaled
$2.7 million, of which Indiana accounted for 98
percent. Only the Kentucky fund made a net
gain.  Employers’ relative savings (ratio of net
savings o pay roll) were highest in South Dakota
and Indiana. In these 2 States, overy employer
making a voluntary contribution received a lower
contribution rate as a result. In the remaining 4
States, the proportion of successful voluntary con-
tributors ranged from 39 percent in Missouri to 79
porcent in Nebraska. Per capita net savings were
highest in Indiana ($1,826) and lowest in Missouri
($89).

The average contribution rate of all rated ac-
counts was affected noticeably by voluntary con-
tributions in only Indiana and Vermont. The
average contribution rate for the accounts which

Table 3.—Percentage distribution of rated experience-
rating accounts by 1942 employer contribution rate,
34 States

1942 employer contribution ratet

Typo of plan and State
0.0 0.135-] 1.0- | 1.0~ 2.7 2,.76~13.7-
: 0.9 | L8| 260 " 3.0 |4.1

Number of active accounts,

totnl, 31 States._..._........ 4, 057(64, 105/80, 46430, 801202, 624621, 031(5, 327
Number of rated accounts,
total, 3% States_...._....._ .. 4, 057[64, 105]80, 464[30, 801 64, 763]17, 783}5, 327

Reserve-ratio plan .. .
Arlzona ... ..

Arkansas_ .. .. .- -
Californla... ... ... ... -
Colorado._..._... .. .. ___.__
Qeorgln..... ... ... ..
Hawall..... ... ... .. ..
Indlana_.... ..

Missourf..
Nebraska . .. S
Now Hampshire ......._._.

Now Jersey ... .._....._.. .
Now Mexlco
North Dakota

Ohlo?... .. 6.0].....
Oregon......... 0 0
8outh Carolina 7.6f---..
West Virginia.. Sl o3n0] 33.6]|......] 35.4|..._.|--._.
Wisconsin. .........._...... 4 3.4] 4.0
Cliffoplan.. ... ... ...._._{..._. 30.6| 38.7] 13.1] 116 26| 3.5
Alabama._._ .. . .. ... R DU 26.0f 45.1} 16.0 12.0)ccefaeenn
. 08.3] 20.2 6.7 0 2.5 2.3
30.0] 20.01 15.2] 24.0(..-.__|-...
25.0] 3.0 17.8 0 9.1 15.6
5.2 38.9] 1.9 0 59 7.1
0 70.7| 8.7 ) B 1) O RPN
Benefit-ratio plan 66.2] 9.1 7.1 1.3 6.3
Florida.. ... ... 60.8 7.7 3L8....._|--...
Michigan...._.._.._. 74.6] 10.7 0 51 9.6
Vyoming.._._... .. ... 35.8) 3.4 6.1 647
Other plans..___..__. 6| 27.0] 18.4[ 17.4 7.
Connecticut ... .__...__...f.. .. 38.3| 46.8] 15.
Minnesota... 30.21 10.1] 8.0 0
South Dakotn 30.3] 12.0] 2.6/ 40.9
Vermont..._...__.. 0 42.5| 8.0 40.5

t Contribution rates aroc stated as a percent of taxable pay roll.
t Excludes 676 accounts with rate pending.
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Table 4.—~Effect of voluntary contributions on rated
accounts, 1942

Item 0 8tates ! | Indiana
Rated accounts making voluntary contributions:
Number. ... 1,771 1,481
As percent of all rated accounts............ 0.0 17.0
Percent with rato reduction in 1042 100.0
Pnytlioll of rated accounts making voluntary contribu-
ons:
Amount (In thousands) $389, 681
As pereent of pay roll of all rated accounts. 36.0
Voluntary contrlbutions of rated accounts;
Amount. ... oo ieeeaans $1, 240, 158 |81, 119, 800
As percent of 1941 contributions of all active ac-
COUNLS. .o e eciieceeieacccaeccnacnnanen|onnencanann 6.0
Loss In revenue due to voluntary contributions (in
thousands) . ... ieece——aaen $2, 740 $2,684
Savings per rated account making voluntary contri-
butlons:
Amount.. . ............... $1, 551 $1,820
Ratio to $100 of llmy roll. . cee- .0 .08
Avcerago contribution rate (pereent):
All rated accounts:
Excluding voluntary contributlons._..._..___ ... |.__...__... 2.1
Including voluntary contributions............___.|........... L75
Rated accounts making voluntary contributions:
Excluding voluntary contributfons. ... ... ... |........... 2.0
Including voluntary contributions..... .. ... . :|........... 1.05

! Indiana, Kentucky,"Missouri, Nebraska, South Dakota, Vermont,

made voluntary contributions, however, was af-
fected in overy State except Missouri and Ken-
tucky.

The amount of the voluntary payments varied
considerably in each State, but the range was
greatest in Indiana, where the amounts varied
from $2 to $75,000. In the othor States, the
largest contribution was $9,000. The average
voluntary contribution was highest in Vermont,
but the ratio of voluntary contributions to the
pay roll of the voluntary contributors was greatest
in South Dakota and lowest in Indiana and
Missouri.

While the influence of voluntary contributions
was negligible in every State except Indiana,
the rates of individual employers in all 6 States
were altered, with a loss of revenue to the funds
of 5 States during 1942. In subsequent years, the
fund may recoup these losses, because employers’
reserve balances may decline sufficiently, as a re-
sult of lower contributions, to produce higher rates
in succeeding years. However, this situation can
occur only if pay roll is not increasing or benefits
are not decreasing. Furthermore, an employer
may reduco his contribution rate in subsequent
years by the same device. Voluntary contribu-
tions can hardly be expected to add any additional
income to the State funds over the long run; it is
more reasonabls to expect employers to discon-
tinue such payments unless they can save money.

Nebraska experience, 1940-42.—An analysis has
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Table 5.—Nebraska experience-rating accounts with
given 1940 and 1941 rates, classified by 1942 rates

Contribution rate 1942 contribution rate
1941 1040 Total 0.5 1.0 1.5 20 2.7

Total......}ceceneas 2,201 1,435 115 49 7 595
0.5 1.0 020 576 16 8 3 23
1.5 44 12 N I (R R, 2

2.0 18 16 {........ ) BN PO, 1

2.5 [} [; 3 PPN DSREPIIN PP PP

2.7 552 482 25 12 2 31

10........... 1.0 38 23 2 [ 3 PO 9
1.5 11 7 2 ) I 1

2.0 1 1 ) U EUURRSN D,

2.7 60 a8 9 8 ... ]

) Y. S, 1.0 10 ) (12 S PUURIIY SPISPN PRI
1.5 1 | U PSRN PPN i

2.7 49 20 8 5 1 0

20 ... 1.5 2 1 ) U PR PSPUIN SR
2.5 1 ) U DRSSO PRSI BRI P,

2.7 6 4 b2 DRSNS PINFIN PN

2T, 1.0 79 34 7 DU B, 38
1.5 12 2 | G PPN P 9

2.0 10 f 2 P USRI 7

2.5 9 K2 PR NS PO 6

2.7 662 185 31 9 1 456

been made of the contribution rates of a group
of 2,200 Ncbraska employers who were eligible
for rate modification in 1940, 1941, and 1942 (table
5). Although the minimum rate had been de-
creased from 1.0 percent in 1940 to 0.5 percent in
1941, the maximum rate of 2.7 percent remained
unaltered during the 3-year period. The vast
majority of rates were clustered at cither tho
minimum or maximum in each of the 3 years, in
spite of a marked shift of employers from the
highest to the lowest rates. The number of ac-
. counts at the 2.7-percent rate dropped from 1,330
in 1940 to 770 in 1941 and to 595 in 1942; the
sharp decline from 1940 to 1941 was due to the
additional year of contributions which made re-
ductions possible for many employers whose 1e-
serve ratios were not sufficiently high for this
purpose in 1940. The general decrecas2 of con-
tribution rates is attributable to declining benefit
payments and increasing pay rolls.

On tho other hand, the number of accounts at
the minimum rate increased markedly. Some 750
employers received the 1940 minimum rate of 1
percent, but in 1941 there were 1,250 which re-
ceived the new minimum rate of 0.5 percent, and
the number rose to 1,435 in 1942. Thus, more
than half the 2,200 employers received the lowest
rate in 1942. Some 78 percent of the 1,435 ac-
counts with the minimum rate in 1942 had also
received the lowest rate in 1941, and 40 percent
had this rate in both 1940 and 1941. Almost all
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tho 595 employers at the maximum rate in 1942 had
the same rate in the 2 preceding years; 86.7 per-
cent had 2.7 percent in 1941, and 83.7 percent
obtained that rate in both 1940 and 1941,

The rates of very few employers showed random
variation during the 3 years. Only 34 accounts
moved from the minimum to the maximum and
back to the minimum rate over the period, while
31 followed the reverse pattern—maximum to
minimum to maximum. In addition, very few
accounts received the minimum rate in 1942 after
having had 2.7 percent in 1940 and an intermediate
rate in 1941, Of the 1,330 accounts with the 2.7-
percent rate in 1940, only 130 received 1.0, 1.5,
or 2.0 percent in 1941, but 550 reccived the
minimum rate in 1941 and 720 in 1942,

The Nebraska data roveal three trends: a con-
centration of accounts at the extrames, relativeo
stability of rates for individual employers, and
generally a shift from the high to the low rates.®

Contribution Rates in 1941 and 1942

Comparative data on contribution rates in 1941
and 1942 are available for employers in nine
States who were rated in both years,

Percent of accounts rated In 1941 and 1942

State All ac- Same rate]  Rate Rate
counts Total fn both lincreased{decreased

years in 1942 in 1042
Callforpia. ... ... ... 13,237 100 72 2 2%
Hawail ... _. e 2, 200 100 33 10 87
Kentucky 5,431 100 57 2 41
Minnesota. . .. IR, 958 100 03 26 1
Nebraska_ .. ... ... . 2,201 100 75 8 17
Oregon............... 8, 263 100 20 2 69
VYermont._.._....._.... 051 100 78 3 19
Virginin. ... ....._.... 4,837 100 062 7 31
Wisconsin...._._.____. 8,075 100 57 19 24

The proportion of accounts whoso rates were the
same in both years was highest in California,
Nebraska, and Vermont. California’s rate sta-
bility is probably attributable to the fact that the
1941 rates were based on the benefit experience of
January 1938-Deccember 1940, while 1942 rates
were based on the experience of January 1938-
June 1941. Rates were lower in 1942 than in 1941
for 69 percent of the Oregon employers and more
than half the accounts in ITawaii. Because the

relatively large balance in the Oregon fund pre-
19 \Wisconsin data for the same period showed evidence of the last two trends
but not of a concentration of accounts nt the extreine rates.  For a dotalled

analysis of employer rates in Wisconsin, sce the Bulletin, Decomber 1042,
pp. 40-46,
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cluded the assignment of rates above 2.7 percent
in 1942, 1,680 accounts wbich would otherwise
have had such rates received 2.7 percent.!
Favorable business conditions accompanying de-
fense preparations, particularly in the construction
industry, gave IHawaii employers an additional
year of low benefits and large contributions and,
as o result, a large percentage of new rate
reductions.

The largest proportion of increases occurred
in Minnesota and Wisconsin. The former State
was the only one in which the proportion of
accounts with increased rates in 1942 was larger
than the proportion with lower rates. Since
Minnesota divides the State’s taxable pay roll
evenly among its 13 contribution rates, the fact
that a few large employers had rate decreases
from 1941 to 1942 automatically meant a rise in
the number with higher rates.

Effect of Modified Rates on Yield

The yicld from employer contributions for 1942
is estimated at 37 percent or $293 million less
than the income the standard rate would have
produced in the 34 States with modified contri-
bution rates (table 6). Ior the country as a
whole, the loss approximated 21 percent. In
addition, the modiflication of ecmployee contri-
bution rates in Alabama and Kentucky '? created
n loss of $3.2 million, or 5 percent less than would
have been obtained at a standard rate of 1 per-
cent in the 4 States with employee contributions.'
Colleetions on 1942 pay roll understate thoe loss
of revenue due to rate modification in 1942,
hecause the collections on the first quarter's pay
rolls were at 1941 rates in Alabama, Arkansas,
and Connceticut. The average employer con-
tribution rate in 1942 is estimated to be 1.7 per-
cent. Ifor the country as a whole, it is 2.1 percent,
and, with employce contributions, 2.3 percent.
In 14 States, experience rating may produce a
loss of 40 percent or more, assuming that the
distribution of 1942 pay roll by employer contri-
bution rates was the same as in 1941. Ohio
may lose more than $55 million, Michigan $40
million, Massachusetts $28 million, and New

———————

"The Oregon law provides that no rates above 2.7 percont shall be assigned
for any quarter if at the cnd of the proceding quarter the fund exceeds 6 per-
cent of average total annual pay roll for the preceding 5 years. -

1t Kentueky abolished employeo contributions as of July 1, 1042,

¥ California and New Jersoy do not modify employes contribution rates,

Bulletin, February 1943

Jersey $26 million. The loss is estimated at
$13-19 million in Texas, Indiana, Missouri, and
Wisconsin.

Orly Delaware had an average contribution
rate below 1 percent. In 18 States the average
rate was between 1.0 and 1.9 percent; in 13 States
average rates of 2.0 to 2.4 percent provailed. The
2 remaining States, Arkansas and Wyoming, had
average contribution rates of 2.5 and 2.7 percent,
respectively. In Wyoming, an average yield of

Table 6.—Estimated effect of experience rating on em-
ployer and employee contributions for 1942,% 34
States .

[Amounts in thousands)

Esti- | Estimated con- E%ﬂs';“"llfd
Estl- mated| tributions revenue
mated ‘:3:?
State 1942 8g0
taxablﬁ cor‘\ltrl- At t‘“’d P
pay rol avor- | stand- or-
b;‘n‘ég“ age ard [Amount cong
rate rate ?
Employers
Totnl, 34 States..___. $29, 300, 480, 1.7 |$508, 892|$802, 128,$203, 230} 37
Reserve-ratio plan....... 18,114,880| 1.8 | 321,820 489, 104| 107,284 34
Arjzona. . ... 128,400 2.4 3,082 3,407 3ass] 11
Arkansas..........o.oo 235, 300 2.5 5, 883 6, 3563 470 7
California. . ........... 3,672,000 2.4 | 88,128 00,144] 11,010 11
Colorado. . —..coennielt 274, 600 L7 4,007 7,412 , 7 37
Qeorpif. .- - i vveeann-on 563,000 2.0 11,200| 15,201 3,041 20
Hawall.... ... 168,100} 1.0 1,081 4, 530 3
Indiana. . -1 1,492,000 1.8 | 20,860| 40,284| 13,428) 33
Iowa. ... 432, 800 1.8 8,090] .13,036] 4,346 33
Kansas. . 330,000 1.9 0,441 - 9,153] 2,712
Kentucky 462,400 2.3 10,0351 12,485 .8 15
Missourl. 1, 186, 000 1.4 | 16,604 32,022 15,418] 48
Nebraska 178,4001 1.4 2,408| 4,817 X 48
Now Hampshire.. - 183,500 2.4 4,404 4,055 11
Neow Jersey..... 2,308,000 1.6 | 38,308] 04,740 20,378| 41
Now Mexico. . _ 71, 2.1 1,617 2,079 22
North Dakota. . 41,480 1.9 8! 1,120 2] 30
Ohlo. ....... 3,701,000 1.2 | 44,412| ©9,927] 55,515 &6
Oregon........ 04, 2.3 ’ 13, 360 ,080] 15
South Carolina. 326, 200 2.0 0, 524 8, 807 2,283 20
Wost Virginia.. 658, 000 2.0 13,160{ 17,766 4,608 20
Wisconsin. .. 1,053, 000 1.4 14,74 23,431| 13,080 48
Cliffe plan. 5,490,000 1.4 | 78,073| 148,407| ©60,5624] 47
Alabama. 611,000 1.5 9,105 10,497| 7,332 44
Delaware. . 136, 300 .9 » ,080] 2,453 67
Massachuso! 2,301,000 1.6 | 34,615 62,127| 27,612] 44
OKklahoma. .. 303, 600 1.5 , 9, 817, ,303] 44
Toxas. . _...... 1, 354, 000 1.3 17,602] 36,558] 18,950, 62
rginfa. .. ..., -- 734,000 1.5 | 11,010f 19,818 3 44
Benefit-ratio plan. . .-] 3,627,300 1.8 | 02,513] 104,408] 41,055 40
Florlda_......... .. 390, 2.2 8,0600| 10,5654] 1,054] 19
Michigan........ -] 3,077,000 1.7 | 62,300]202,310] 40,001 43
Wyoming....... .- 50,400] 2.7 1,004] 1,604 0].....
Othor plans. . ... o] 2.224,400] 2.0 45,580} 00,059 14,473] 24
Connecticut. .. 1,374,000 2.1 | 28,834] 37,008) 8,244 22
Minnesota._... 02,000] 2.0 | 14,040 18,054] 4,014] 20
South Dakota. . ,000 1.3 689 1,431 742 52
Vermont .............. 05,400 2.1 2,003] 2,578 573] 22
Employees
Total, 4 States....... 6, 888, 400 .95] ©5,725] 68,884] 3,150 5
Alabama.. _........... 611,000 .50 3,055 6,110f 3,055 60
California. ...ooovee... 3,072,000, 1.00] 36,720{ 36,720 0].....
Kentucky 3.._......... 207, 400 .05 1,070 2,074 104 ]
Now Jorsoy..-coeceee-- 2,308,000 1.00] 23,880 23,080 0f.....

1 Contrlbutions based on 1042 taxable wages. R L

1 In Michigan, the standard rate for cmployers {3 3.0 porcent, in all other
States, it is 2.7 pereent. Standard omployce contribution {8 1.0 percent.

3 Employeo contributions in Kentucky ceased as of July 1942.
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2.7 percent is a statutory requirement, while in
Arkansas, which announced its first modified
rates in April 1942, experience rating reduced
collections only on pay rolls for the last 3 quarters
of the year.

The 1941 taxable pay roll of active accounts in
the 34 States totaled $22 billion; 70 percent of
the total pay roll was at rates below 2.7 percent,
and only 3.2 percent at rates above 2.7 percent
(table 7). Accounts responsible for 27 percent
of the total pay roll were assigned the 2.7 percent
rate for the following year. In 7 States, the per-
centage of pay roll at 2.7 percent was more than
half the State’s total. Rates below 2.7 percent
were assigned to employers representing less than
50 percent of the 1941 State-wide pay roll in only
8 States; the range in all 34 States was from 30
percent in Arizona to 94 percent in Ohio.

More than 25 percent of pay roll at rates above
2.7 percent was found only in Minnesota and
Wyoming. In the 16 States where rates above 2.7
percent were possible, the percent of pay roll at
such rates ranged from zero in Oregon to 44 per-
cent in Wyoming. Tax-cxempt pay roll comprised
less than 1 percent of the total in the 24 States,
but 39 percent of the employers in Hawaii and 18
percent in Wisconsin paid no contributions.

Analysis of Rates by Industry

The proportion of accounts to which reduced
rates wero assigned varied considerably among the
States, but, in general, the proportion of employers
with reduced rates was bighest in the industries
normally characterized by stable employment
(table 8). Reduced rates were less common among
employers in the irregular and seasonal industries,
whether or not rates above 2.7 percent were sched-
uled. The industrial composition of a State to-
gether with its rate schedule and the period
required to qualify for reduced rates influenced
the proportion of reduced rates among all rated
employers. For example, the high percentage of
eligible accounts and of reduced rates in Hawaii
and Delaware may be attributable, in part, to the
fact that employers in two industry divisions,
finance and trade, were relatively more numerous
than in the other States. These two States also
had rate schedules which facilitated reductions.

Mining.—Mining was not a significant industry
division in most States in terms of its share of
rated accounts. In a few States, however, the per-
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centage was noticeably high; 9 percent or more of
the rated accounts in Kansas, Now Mexico, Okla-
homa, Texas, and West Virginia were in mining,
in contrast to 2.4 percent for all 34 States. Crude
petroleum and gas product