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SOCIAL INSURANCE PROGRAMS:
Observations of a West Virginia Policy Maker

I. Introduction

Social insurance programs in industrialized countries
represent a social contract: workers displaced or disabled by
industry are promised that we - their government or community -will
guarantee some minimum level of sustenance. Inevitably, these
workers make significant and legitimate demands upon our social
insurance programs during periods of economic dislocation and
restructuring. Industrially aging regions must therefore continue
to pay a social debt to these workers while simultaneously
attempting to attract and build a new economic base.

Economic downturn or deindustrialization creates fiscal havoc
for public entities. Loss of tax revenue as industry declines
affects both the ability to build infrastructure and the ability to
pay this social debt. 1Inevitably, social welfare programs come
under both political and economic attack during these periods;
these attacks grow in proportion to the extent that these programs
are seen as inhibitory to economic growth. Therefore, the
mechanism of funding these programs, particularly with regard to
the transfer of costs to future industry, is critical to the
political and fiscal ability to maintain the programs during the

period of restructuring.
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My experience as a policy maker in West Virginia ' gives
strong support to concerns regarding the continuation of social
insurance programs when their cost is transferred as a debt to new
industry. West Virginia is a state currently undergoing economic
restructuring after the serious decline of its manufacturing and
mining base. The barriers to economic restructuring are heightened
by the failure in the past to provide adequate funding for the
social and physical infrastructure. This failure - a result both
of an historical lack of adequate economic base and of political
manipulations and corruption - puts the social welfare programs in
jeopardy.

This paper is developed from subjective observations regarding
social welfare policy-making and is not based upon quantitative
analysis. It focuses with particular emphasis on political and
fiscal questions facing social insurance programs and attempts to
suggest areas for future empirical and quantitative research
regarding connections between social welfare programs, economic
incentives and policy-making. In particular, it poses the
question: what factors influence our ability to meet our
obligations to pay social insurance benefits to displaced or
disabled workers while providing adequate incentives for new

economic growth? There are some significant lessons to be learned

' The author currently is Associate Professor of Law at West

Virginia University College of Law, Morgantown, West Virginia. 1In
the state of West Virginia, she has served as Commissioner of
Workers' Compensation; member of the Public Employees Insurance
Agency Finance Board; Commissioner for the West Virginia Human
Rights Commission; and Deputy Attorney General for Civil Rights.
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from the West Virginia experience regarding both the political and

economic issues confronting a depressed state.

II. Some initial observations about social insurance programs

Social insurance programs attempt to provide an economic
safety net for individuals through a broad array of assistance
which may include health care, housing, food, direct income or wage
replacement or compensation for disability resulting from work-
related injuries and diseases. In the United States, social
insurance programs are almost always categorical in nature; that
is, they require the beneficiary of the program to establish his or
her eligibility by belonging to a particular category of people.
This includes programs for the old, the disabled, the very poor,
for those suffering from a work-related disability, and for those
who are temporarily separated from the workforce.? Funding for
categorical programs is almost always disassociated from the
beneficiaries; that is, those who pay for the program do not derive
direct personal benefit from it.? Costs for categorical programs
can be contained through hidden changes in eligibility criteria;

that is, the number of people receiving monetary benefits from the

2 This is in contrast to such universal social programs as
the national health care system in Great Britain.

3 The notable U.S. exception to this is the social security
program which is funded through a universal employer and employee
payroll tax and pays old age benefits to all workers.
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program can be reduced without public acknowledgement of the

curtailment.

The primary focus of this paper is on categorical social
insurance programs which are created by 1law, particularly the
workers' compensation program in West Virginia. It should not,
however, be forgotten that categorical programs do not meet all of
the needs of the people in the United States. Certain essential
social insurance needs are addressed, albeit inadequately, through
voluntary private sector programs. For example, health insurance
and pension plans in the United States are generally provided
through employment as a discretionary component of the wage and
benefit package.

U.S. social insurance programs may be grouped within the

following matrix:
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SOCIAL INSURANCE PROGRAM MATRIX

How is the_program funded?

(1) generalér///}Z) special private
revenue revenue funding?
tax? tax?
(3)state? state? | (4)legally (5)voluntary?
. mandated?
national? national?
Notes

(1) e.g. categorical grant welfare programs such as Aid to Families
with Dependent Children and medicaid (medical insurance for the
indigent). In the U.S., social insurance programs funded by
general tax revenues are almost always programs for the poor.
These programs are funded through a combination of federal and
state dollars, with the state receiving a "match" from the federal
government for dollars spent. The amount of the match rises as the
level of poverty in the state rises.

(2) e.g. payroll funded programs including some workers'
compensation programs (e.g. state funds, federal employees
compensation, federal black lung compensation), unemployment

compensation and social security disability and retirement
benefits.

(3) Both general and special revenue funded programs are
administered by the government, either on a national or state
basis. The government manages both the collection of taxes or
contributions and dispenses the funds by determining eligibility of
individuals for the program. State-based programs rely on the
local tax revenues to survive and are more subject to local
political manipulation. Federal programs allow for cross-subsidy
of states on a temporary or permanent basis.

(4) e.g. workers' compensation programs in states which rely upon
private insurance carriers to collect the premiums and pay the
benefits. In these programs, the state will intercede to
adjudicate eligibility for the program; the funds are handled by
the private sector.

(5) e.g. private health insurance and pension plans in the U.S.
Although these plans are extensively regulated, they are provided
to workers as a discretionary component of their total wage.



6

The economic and political design of social insurance programs
will substantially affect the ability of the government to maintain
the program during any period when revenues are falling. Local
programs are more Vvulnerable to local economic and political
pressures. Moreover, any failure to fund fully the debt it incurs
to individual beneficiaries when business is booming will result in
a transfer of this debt to future enterprises. If this occurs
within a state, rather than nationally, then the debt must be paid
locally or regionally and may affect competitive economic
decisions.

In order to address the continuation of social insurance
through periods of economic restructuring, it is important to
remember how these programs are affected by the initial decline in
the industrial base:

First, if the program is voluntary, and the cost is high, then
the insurance will simply not be provided. This is precisely what
is occurring in private health insurance plans in the U.S. today.
Employer-based health insurance plans are the most common form of
health insurance in the U.S. The number of workers covered by group
health insurance policies has declined in recent years, as a result
of a combination of dramatically increasing costs and industrial
decline. In West Virginia, there are currently about 315,000
uninsured and 300,000 underinsured people, out of a total
population of approximately 1.8 million. Loss of employer-based
and funded programs forces additional people to become dependent

upon inadequately funded governmental social insurance programs for
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basic needs. This private voluntary approach is clearly an
inadequate mechanism for providing essential services.

Second, programs funded through general tax revenues are
threatened by reduced revenue collections during economic
downturns. Tax receipts fall when more, not less, is needed to
maintain the infrastructure and the social wage. This results,
inevitably, in an increase of taxes for those who remain or arrive;
it also results in attacks on the social wage and decay of
infrastructure.

Third, economic downturn brings increased political tension
between those who want to create tax incentives and promote strong
infrastructure and those who are committed to providing adequate
social wage for displaced or disabled workers. There is always a
political tension between those who pay for these programs and
those who receive the benefits from them. This tension increases
in programs funded by payroll taxes, mirroring the tensions between
workers and management in the employment relationship. Employers
correctly see the benefits provided through these programs as an
additional wage-related cost that is not within their power to
negotiate or withhold.

Social insurance programs become the focus of political debate
when inadequate funding results in an inability to meet the demands
of the beneficiaries. This is most likely to occur when people
need the programs most; that is, during periods of recession. When
public programs fail, there is often a call to privatize the

program, purportedly to increase its "efficiency" and to
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depoliticize decision-making. The issue of privatization then
becomes the focus of the political debate, rather than the merits
of the program itself. This is particularly true in discussions
regarding workers' compensation programs; many states have
traditionally used private carriers to provide this required
insurance to employers.

In fact, publicly administered and funded social insurance
programs have advantages over systems which are funded through
private entities, for several reasons. The government has
committed itself to provision of benefits, relying upon underlying
social contract principles. These benefits, particularly those for
workers, are based upon an understanding of the power of the
electorate in democratic systems to hold public officials
accountable for any significant reduction in social insurance
guarantees.

In contrast, private payors are insulated from both public
scrutiny and pressure. Further, private funding introduces a
separate layer of profit motivation into any program, inevitably
resulting in a desire of the funding source (generally a private
insurance carrier) to decrease payout, increase collections, and
invest reserves in high yield ventures; while this may result in a
more adequately funded program, it may not serve the social needs
which the program was designed to meet.

Public programs are not required to pay dividends to
shareholders in private companies. As a result, a larger share of

the revenue is dedicated to direct payment of benefits to program
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beneficiaries and less is diverted to non-benefit administrative or
other expenses. Administrative costs of public programs appear to
be consistently 1lower than administrative costs of private
programs.

Finally, the U.S. tax structure favors nonprofit or
governmental entities. Many of these programs must set aside a
reserve of funds to pay for the future cost of benefits which are
associated with that year's claims; this reserve is established
with the assumption that the present dollars will grow through
investment to meet the future costs. In general, the income
generated from reserves is taxable for private insurers but is tax-
free for public programs. As a result, more net income is
generated and the amount of money set aside at the beginning can be
less; thus, collection rates can be 1lower for public sector
programs than for private sector programs.

There are, however, some serious problems in the
administration of publicly funded systems which pose threats to the
health of these programs and which can transfer the costs of the
programs to the future. Perhaps most importantly, publicly funded
programs are subject to political pressure to reduce governmental
costs. A cost transfer to the future means, in the end, a cost
that must be assumed by business and people through increased
payment of taxes at a later date; but this later date may be long
after the current political administration steps down. Rading
inadequacy can occur in two ways. First, the program can be

directly underfunded for current obligations; bills then become a
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Kafkaesque "accounts payable" to be paid in the future. 1In West
Virginia, this has occurred most notably in publicly funded health
insurance programs, including both medicaid and the health
insurance plan for state, county and municipal workers.

Second, political ©pressures to decrease costs while
maintaining benefit levels can lead to inadequate funding of the
future obligations of a program, creating inadequate reserves and
a future 1liability for the program. Some programs have a
particularly large need for reserve funds, because the obligations
assumed in any given year are generally not to be paid out until
much later; in the parlance of the insurance industry, these are
programs with "long tails". Pension or other retirement programs
are examples of this. The federal social security program is the
best example of a program with grossly inadequate reserves to meet
its future obligations. West Virginia's public sector pension
funds are also substantially underfunded. Workers' compensation is
another program requiring significant reserves.

The establishment of appropriate reserves is a particularly
difficult issue in public sector programs. In the eyes of a
politician who is confronted with budgetary shortfalls, reserve
funds simply look like available cash. The political response is
often to reduce the contributions to the program or to "borrow" the
reserve to fund other programs. Both of these options are
politically attractive: politicians can then claim they reduced
taxes or that they increased programs without raising taxes. 1In

West Virginia, this is precisely what occurred with the workers'
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compensation program, resulting in a failure to fund the "tail" and
a liability in excess of $913 million; the situation of this
particular program is discussed at greater 1length below. In
contrast, strict federal regulation of the unemployment insurance
program prevented this other state-based program from developing an
equivalent debt.

The economic and political design of social insurance programs
will substantially affect the ability of the government to maintain
the program during any period when revenues are falling. Local
programs are more vulnerable to local economic and political
pressures; the less they are federally regulated, the they are
subject to such pressure. Moreover, when costs for a social
insurance system are funded on a cash basis and reserves are not
properly established, future employers will have to pay for the
costs incurred by prior industry. When this occurs at the state or
regional level, instead of at the federal level, this failure to
fund future costs creates a future liability which may impede
restructuring in both the private and public sectors.

It is precisely the failure to fund reserves that creates a
troubling transfer of debt to the future. The inherent political
tension between the desire to provide benefits and the lack of
desire to collect the necessary funds is exacerbated by funding
mechanisms that fail to fund reserves adequately during periods of
strong economic performance. The result is not only a transfer of
costs to the future but also a resulting political backlash against

the payment of adequate levels of social insurance. The reality
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which must be confronted is then: do we collect the needed revenues
from new business which did not contribute to the debt? or do we
reduce the social insurance benefits to the beneficiaries of the
program in order to decrease the obligations of the program?

Neither solution is philosophically or politically attractive.

III. Workers' Compensation and the West Virginia Experience

West Virginia is a part of the Appalachian region of the
United States. The historic economic base of the state has been
primarily in coal mining and manufacturing of glass, steel and
petrochemicals. Over the past two decades, this economic base has
eroded dramatically. See Table I(a-e). The result of this erosion
has been a significant out migration of the population; Wwest
Virginia led the states in rate of population loss between 1980 and
1990. Younger displaced workers have tended to leave the state in
a search for jobs; the result of this has been a significant
increase in the average age of the population.

The combination of the decline of major industry and the loss
of high wage jobs resulted in an inevitable erosion of the
traditional tax base. It also created a large drain on social
insurance benefit programs, as more people became dependent upon
them for their economic livelihood. Over this same period, the
federal social insurance programs have not been expanded. The

state funded systems therefore were required to bear the burden of






