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BACK THROUGH THE LOOKING GLASS(ES)

An Actuarial and Economic Look at the
Workers Compensation System

CAS RPM Seminar — March 15, 2022

Patrick Coate, PhD Carolyn Wise, ACAS, MAAA
Economist Il Manager & Associate Actuary
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Learning Objectives

1. Discuss a variety of workers compensation topics.

2. Provide an overview of financial results, recent trends, the
changing labor force, and inflation.

3. Discuss results from both actuarial and economic
perspectives.

&M
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NCCI Core Services

Data Management

Workers Compensation
Infrastructure

Thought Leadership

© Copyright 2023 National Council on Compensation Insurance, Inc. All Rights Reserved.
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Familiar Challenges With New Wrinkles

Rate Medical

3~ Adequacy ~Inflation
~ Shifting
@“ The Economy = Workforce/
i Workplace



2020 Financial Results Recap
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2021 Workers Compensation Insights

Net Written Premium Reported Combined Ratios
=1 -
o Qo

CY 2021 AY 2021

1 9 increase 87% 102%

Source: NAIC’'s Annual Statement data.
Claim frequency excludes COVID-19 claim experience.
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P&C Industry Net Written Premium Growth

Private Carriers

Line of Business 2020 (SB) 2021p (SB)
Personal Auto 243.3 252.8
Homeowners 96.2 103.4
Other Liability (Incl. Product Liability) 73.5 88.4
Commercial Auto 39.9 46.0
Commercial Multi-Peril 40.9 43.5
Fire & Allied Lines (Incl. Earthquake) 35.7 41.8
Workers Compensation 38.0 38.3
All Other Lines 82.4 94.1
Total P&C Industry 650.1 708.2

p Preliminary
Source: NAIC's Annual Statement data for individual carriers prior to consolidation of affiliated carriers

% Change From 2020

8.9



P&C Industry Net Combined Ratio

Percent

99 99

Private Carriers
07 08 09 10 11 12 13

Calendar Year

100 ‘ ‘
01 02 03 04

p Preliminary
Sources: 2001-2008 and 2013-2021p NAIC’s Annual Statement data; 2009-2012 Insurance Services Office (ISO)

05 06 14 15 16 17 18 19 20 21p



P&C Industry Net Combined Ratio

Private Carriers

Difference From 2020

Line of Business 2020 (%) 2021p (%)
Personal Auto 93 101
Homeowners 107 104
Other Liability (Incl. Product Liability) 105 97
Commercial Auto 102 99
Commercial Multi-Peril 110 106
Fire & Allied Lines (Incl. Earthquake) 103 99
Workers Compensation 87 87
All Other Lines 98 92
Total P&C Industry 99 99
p Preliminary

Source: NAIC's Annual Statement data for individual carriers prior to consolidation of affiliated carriers




WC Net Written Premium

Private Carriers and State Funds

S Billions
50
42.6 43
40
30
20
10
01 04 05 06 07 08 09 10 11 19 20 21p

Calendar Year

p Preliminary
Source: NAIC's Annual Statement data; includes state insurance fund data for the following states: AZ, CA, CO, HI, ID, KY, LA, MD, MO, MT, NM, OK, OR, RI, TX, and UT
Each calendar year total for state funds includes all funds operating as a state fund in that year



WC Impact on Premium by Component

Private Carriers—NCCI States

2016 vs. 2021

I Payroll

I Loss Cost & Mix
Rate/Loss Cost

Departure

I Schedule Rating

I Dividends

Sources: NCCI’s Policy data, NAIC's Annual Statement Statutory Page 14, NCCI’s Financial Call data
Rate/loss cost departure reflects carrier departure from NCCI rate level, which excludes a profit and contingency provision and expense constant
Based on data for all states where NCCI provides ratemaking services; rate/loss cost departure, schedule rating, and dividends exclude TX



Workplace Environment
Changes in Payroll by Component 2020-2021

Payroll 10.6%

Employment 3.3% / \ Wage Rate 7.1%
X

Sources: US Bureau of Labor Statistics; US Bureau o f Economic Analysis; NCCI



Most Recent Changes in Bureau Premium Level
Voluntary Market, Excludes Law-Only Filings, Filing Effective Dates ranging from 11/1/2021-8/1/2022

Percent

10 8.2

-16.4
-20

VA CT AK NV MD UT GA AR AL LA KY ME SC OK MS AZ CO NHWVMO TX SD ID RI DC OR TN IA NM IL NC NE KS FL VT MT IN HI

Premium level changes in advisory rates, loss costs, and rating values, as of 5/6/2022, as filed by the applicable rating organization, relative to those previously approved
IN and NC are filed in cooperation with state rating bureaus



WC Approved Changes in Bureau Premium Level
Weighted by Effective Date—NCCI States

Percent
5

-10

06 07 08 09 10 11 12 13 14 15 16 17

Calendar Year
p Preliminary
Source: NAIC's Annual Statement Statutory Page 14

Values reflect changes in average premium levels between years, based on approved changes in advisory rates, loss costs, assigned risk rates, and rating values, as of 5/6/2022
IN and NC are filed in cooperation with state rating bureaus
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WC Net Combined Ratio

Private Carriers

Percent

100

87.0 87

01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21p
Calendar Year

p Preliminary
Source: NAIC's Annual Statement data



WC Lost-Time Claim Frequency

Change in Claims per $1M Pure Premium, Private Carriers and State Funds—NCCI States, Excludes COVID-19
Claims

Percent

10

Average Annual Change:
(2001-2019)

-10
01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21p

Accident Year

2010-2011 and 2019-2021 have been adjusted to reflect the impact of changes in audit activity

p Preliminary, based on data valued as of 12/31/2021; excludes COVID-19 claims

Source: NCCI’s Financial Call data, developed to ultimate, premium adjusted to current wage and voluntary pure premium level, excludes high-deductible policies;
based on data through 12/31/2020

Includes all states where NCCI provides ratemaking services; NV is excluded through 2001, TX is excluded through 2006, and WV is excluded through 2011



WC Lost-Time Claim Frequency by Cause of Injury

Change in Claims per S1IM Pure Premium, Accident Year 2019-2020p, Private Carriers and State Funds—NCCI
States

Percent Motor Burn/ Slip/ Struck By  Striking Against/ Cut/ Strain Misc. Caught in
Vehicle Rubbed/ Fall Stepping On Puncture/ Causes Between
5 Abraded By Scrape
-5
o

®

-10

-15

p Preliminary
Source: Based on NCCl’s Statistical Plan data at first report, premium adjusted to current wage and voluntary pure premium level, excludes high-deductible policies and COVID-19 claims
Includes all states where NCCI provides ratemaking services



WC Lost-Time Claim Frequency by Size of Loss

Claims between SO and $5,000

15

15

12

[}

p Preliminary, Includes COVID-19 claim experience

2016

2017

2018

2019

2020

2021

Claims between $5,000 and $100,000

18

15

12

w

ian

[}

0

2018 2017 2018 2018 2020 2021

Source: Based on NCCl’s Statistical Plan data at first report, premium adjusted to current wage and voluntary pure premium level, excludes high-deductible policies and COVID-19 claims
Includes all states where NCCl provides ratemaking services

© Copyright 2023 National Council on Compensation Insurance, Inc. All Rights Reserved.
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Payroll and Premium Shares by Industry Groups
Exposure-Accident Year 2020

75%

50%

0% ‘ J
Manufacturing Construction Office & Clerical  Goods & Services Miscellaneous

’
Source: Based on Exposure-Accident Year 2020 data from NCCI’s Statistical Plan for all jurisdictions where NCCI provides ratemaking services. Excludes high-deductible policies. fl/ffl 190
- ' YEARS
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WC Lost-Time Claim Frequency by Industry Group

Average Lost-Time Claim Frequency by Industry Group
Accident Year, Including COVID-19 Claims, First Report

24
\ \/_ Goods & Services
-....._________-__ Manufacturing
20
Miscellaneous
__'-______
16

N \

Contracting

2016 2017 2018 2019 2020 2021

p Preliminary, Includes COVID-19 claim experience
Source: Based on NCCl’s Statistical Plan data at first report, premium adjusted to current wage and voluntary pure premium level, excludes high-deductible policies and COVID-19 claims

Includes all states where NCCI provides ratemaking services 1”’
i) 50
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WC Average Indemnity Claim Severity
Private Carriers and State Funds—NCCI States, Excludes COVID-19 Claims

Severity
(S Thousands)

30
5.0% 0%

01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21p

Accident Year

25

2

o

1

o

1

o

u

p Preliminary, based on data valued as of 12/31/2021; excludes COVID-19 claims

Source: NCCI’s Financial Call data, developed to ultimate, excludes high-deductible policies; based on data through 12/31/2020

Values displayed reflect the methodology underlying the most recent rate/loss cost filing

Includes all states where NCCI provides ratemaking services; NV is excluded through 2003, TX is excluded through 2006, and WV is excluded through 2010



WC Average Medical Lost-Time Claim Severity

Private Carriers and State Funds—NCCI States, Excludes COVID-19 Claims

Severity
(S Thousands)

01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21p

Accident Year

30

2

ul

2

o

1

(9]

1

o

%]

p Preliminary, based on data valued as of 12/31/2021; excludes COVID-19 claims

Source: NCCI’s Financial Call data, developed to ultimate, excludes high-deductible policies; based on data through 12/31/2020

Values displayed reflect the methodology underlying the most recent rate/loss cost filing

Includes all states where NCCI provides ratemaking services; NV is excluded through 2003, TX is excluded through 2006, and WV is excluded through 2010



WC Lost-Time Claim Severity by Industry Group

Average Lost-Time Claim Severity by Industry Group
Accident Year, Including COVID-19 Claims, First Report

70,000
Contracting
50,000
50,000
40,000
e ——————————— Manufacturing
30,000 e — — ———— Goods & Services
20,000

2016 2017 2018 2019 2020 2021

p Preliminary, Includes COVID-19 claim experience
Source: Based on NCCl’s Statistical Plan data at first report, premium adjusted to current wage and voluntary pure premium level, excludes high-deductible policies and COVID-19 claims

Includes all states where NCCI provides ratemaking services ﬂ’
piecy) 150
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The Economy
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Employment Gap Fully Closed in Mid-2022

Private Industry Employment Since the Pandemic’s Start

Millions

0

-10
-15
=20

=25
2020 2021 2022 2023

Source: US Bureau of Labor Statistics 1”’
(Vx5 /8 |
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Steady but Slower Job Growth in the Second Half of 2022

Monthly Change in Private Industry Employment

Jobs
+800,000
+600,000
+400,000
o I I I I I
0
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan

2022 2023

Source: US Bureau of Labor Statistics : 1”’
necy 'JU
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...But a Big Employment Gain in January 2023

Monthly Change in Private Industry Employment

Jobs
+800,000
+600,000
+443,000
+400,000
+200,000
0
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan
2022 2023

Source: US Bureau of Labor Statistics , 1”’
necci/ 'JU
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Some Sectors Had Big Employment Changes
Cumulative Employment Changes Through January 2023

Sector

Professional and Business Services
Transportation, Warehousing, and Utilities
Health Care and Social Assistance
Construction

Financial Activities

Manufacturing

Information

Retail and Wholesale Trade
Educational Services

Mining and Logging

Other Services

Leisure and Hospitality

Total Private

Source: US Bureau of Labor Statistics

Copyright 2023 National Council on Compensation Insurance, Inc. All Rights Reserved.

No. of Jobs
+1,475,000

+962,500
+278,400
+276,000
+245,000
+214,000
+211,000
+110,800

+82,500

—-55,000
-121,000
-495,000

+3,184,000

%
+6.9
+15.2
+1.3
+3.6
+2.8
+1.7
+7.3
+0.5
+2.2
-8.0
-2.0
-2.9

+2.5

00

YEARS



Wage Growth Is Still High

Production and Nonsupervisory Workers

Average Hourly Average Annual
Earnings Wage Growth
S35

Construction +4.7%

$30 -

—_————— — Total Private +5.7%

$25 oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo Transportation and +5'5%
— T~ Warehousing

//-’“/' Leisure and +7.1%
$15

Hospitality

S e T T T T T T T T T T T T T e S R

2020 2021 2022 2023

Source: US Bureau of Labor Statistics 1”’
(Vx5 /8 |
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Inflation

110
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Wage Increases Are Not Keeping Up With Inflation

Hourly Earnings and Consumer Price Index (CPIl), YoY Change

10%
Production and ..
8% Nonsupervisory Employees
oo CPI
6%
4% Continuously Employed
Workers

2% ........................
0% |t e I I —

2019 2020 2021 2022 2023

Sources: US Bureau of Labor Statistics; Atlanta Fed’s Wage Growth Tracker : 1”’
necy 'JU
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Core Inflation Is Declining Slowly
Total CPI Inflation and Components, YoY Change

10%
8%
6%
4%

2% mm =

IIIIIIIIIIII Ener
1

gy

H Food

Core

0%

e —
2020 2021

Core CPI excludes food and energy
Source: US Bureau of Labor Statistics
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CPI for Goods Dropped in 2022, Services and Rent Did Not

Core CPI Inflation and Components, YoY Change

7%
6%
5%
4%
3% H Rent
2% " Goods

1% m Services

less Rent
0%

-1%

Source: US Bureau of Labor Statistics; NCCI 1”’
pec) 150
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Health Care Inflation
Health Care PPl and Components, Annualized Changes

0,
+3.0% +2.9%

+2.7%

+2.2% All Other
Hospital Inpatient

B Hospital Outpatient

- B Physician Services

Feb 2019- Feb 2020- 2021 2022
Feb 2020 Dec 2020

Source: US Bureau of Labor Statistics : 1”’
necy |JU
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Shifting Workforce
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Labor Force Participation Remains Below Pre-Pandemic Rate
Labor Force Participation Rate

64%
February ZOZOw
_____________________________________________________________ Labor force participation:

63% o
=2.5 million fewer workers
than pre-pandemic

62%

61%

60% i i i i i

2019 2020 2021 2022 2023

Source: US Bureau of Labor Statistics 1”’
(Vx5 /8 |
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Older Workers Slowest to Return to the Labor Force
Change in the Labor Force Participation Rate Since February 2020

16 to 24 Years 25 to 54 Years 55 Years and Older
0% ! | !
: {4

-1%
-2%
-3% o [ )
_4% [ )
-5% é
_6% | | | | | | | | | | | |

2/20 2/21 2/22 1/23 2/20 2/21 2/22 1/23 2/20 2/21 2/22 1/23

Source: US Bureau of Labor Statistics / 1”’
(Tas/y 'JU
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Women Are Returning to the Workforce
Change in the Labor Force Participation Rate Since February 2020

Men Women January 2023: The change in
0% | | labor force participation since
L l February 2020 is now similar

® for men and women
2%
®
®
-3%
o
—4%
-5%
_6% | | | | | | | |
2/20 2/21 2/22 1/23 2/20 2/21 2/22 1/23

Source: US Bureau of Labor Statistics 1”’
vt/ 'JU
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Foreign-Born Workers Make Outsized Contributions to Labor

Force Growth
Cumulative Growth in the US Labor Force Since the Great Recession

+12 Millions B Foreign-born

+10

+8
§ I

+2

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Source: US Bureau of Labor Statistics / 1ﬂ’
necy 'd

Copyright 2023 National Council on Compensation Insurance, Inc. All Rights Reserved. YEARS



Immigration Slowed Substantially During the Pandemic
Work and Immigrant Visas Issued

1.2 Millions

e R O In 2020 and 2021,
immigration dropped

0.8 .
below the historical

e average

0.4

0.2

0.0

6/18 6/19 6/20 6/21 6/22

Fiscal Year Ending:

YEARS

Fiscal year (FY) values represent July 1-June 30; for example, FY 2020 covers the period July 1, 2019—-June 30, 2020 ~
Source: US Census Bureau ‘ 1
(IIIL'L'I / |J|U
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Worker Occupation, Birthplace, and Frequency
Foreign-Born Share of Workers in Relation to Workplace Frequency by Occupation

250

200

150

100

50

CASES PER 10,000 FTE WORKERS, 2019

Workplace-related injury and illness cases with days away from work per 10,000 full-time equivalent (FTE) workers

Transportation and
material moving

([
Installation, maintenance,
and repair
® Healthcare support
Healthcare practitioners @ Production
and technical Food preparation
o ®.nd serving related
_____________ Personal care
: and service
|
 Office-based
([ 1 i
o @ | occupations
)
15 20 25

30

Building and grounds
cleaning and maintenance

Construction ®
and extraction
o
o
Farming, fishing,
and forestry
35 40

FOREIGN-BORN SHARE OF WORKERS BY OCCUPATION, 2021

Office-based occupations include professional, sales, management, and administrative occupations
Source: US Bureau of Labor Statistics
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Great Reshuffle: |
Workers Compensation Impact:

® Changing industry mix

More remote work
More short-tenured workers

Is the Great Reshuffle over?

Copyright 2023 National Council on Compensation Insurance, Inc. All Rights Reserve: d.




Short-Tenure Workers: Comparative Injury Frequency

Injury Frequency Relative to Full-Tenure Workers

Less Likely More Likely

Leisure & Hospitality

Health Care & Social Assistance
Retail Trade

Professional & Business Services
Other Services

Construction

Manufacturing

Wholesale Trade
Transportation & Warehousing
Financial Activities

Information

-50% 0% +50% +100% +150%

~
Sources: US Bureau of Labor Statistics; IPUMS—CPS; IPUMS—ACS; NCCI ‘ 1”
(IIIL'L'I / |JU
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Hiring Slowed in Late 2022

Hire Rates Compared to Pre-Pandemic Average

M Jul 2020-Jun 2021 M Jul 2021-Jun 2022 H Late 2022

Transportation and Leisure and Professional and
Total Private Warehousing Hospitality Business Services Construction
0,
F32% +30%

+27%

+20% +21%

+16%

+8% +8%
+4%

-3%

i =)
5% 7%

-14%

Source: US Bureau of Labor Statistics / 1ﬂ’
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Relative Frequency by Industry Group

Per S1IM Premium

Contracting Manufacturing

Office & Clerical Goods & Services

Source: Based on Accident Year 2020 data from NCCI’s Statistical Plan for all jurisdictions where NCCI provides ratemaking services. Excludes COVID-19 and high-deductible experience. 1”’
et/ 'JU
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Impact on Aggregate Frequency by Component

Remote Work Short-Tenure Workers
, Many office employees are An increase in the number of
now working remotely, short-tenure workers is
@] [a] whichis expected to put expected to put
= B jownward pressure on upward pressure on
overall frequency. overall frequency.

Downward Pressure

Varies

Industry Mix

Upward Pressure

The changing industry mix
may increase or decrease frequency, P-l
depending on 1) which sectors are

changing and by how much, and

2) the selected frequency metric. ™=
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Learn More on ncci.com
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Data Reporting Industry Information Residual Markets Underwriting Agents/Brokers Insights
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Actuarial Toolbox
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Thought Leadership
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Related Content on NCCl.com

2022 State of the Line

2023 Marks Critical Milestone for Workers Compensation

Familiar Challenges with New Wrinkles: Workers Compensation Executives Share Their Top Concerns
The Great Reshuffle in Labor Markets

Quarterly Economic Briefings

Workers Compensation Frequency and Severity - An Interactive View
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=)
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