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Market Overview
The U.S. commercial property & casualty (P&C) market continues to harden due to several unique and
interrelated challenges. The P&C market has traditionally been cyclical. Hard markets have generally been
represented by rising premiums and reduced capacity while soft markets usually see a longer period of falling
rates and expanding capacity.

Longer Renewal Process

Key Approaches to Minimize the Effects of a

During the most recent hard market of 2001-2004,
commercial lines premiums rose by an average of
55%. Since then, most industry sectors have seen a
softening of rates until late 2018. When considering
year-over-year (YOY) rate change as a percentage,
it is important to keep the starting point in mind.
Companies with lower starting rates (as compared
to the market) are likely to see higher percentage
changes compared to their peers with high starting
rates. It is too soon to know the pandemic’s full
impact on the commercial insurance market, but
other negative trend factors such as increased market
volatility, social inflation, and capacity reductions
continue to drive rates upward. With such rate
volatility, companies are finding it difficult to budget
their insurance costs. The pressure is on to find
creative ways to keep total cost of risk under control.

Hardening Market

In March we reported that underwriters were seeing
double or triple the number of submissions in some
cases. This influx has continued, but with the market
working remotely now, efficiencies of quoting are
arguably at an all-time low.
With the pandemic’s unprecedented effect on
businesses worldwide, the insurance market
has done an admirable job of pivoting from the
commercial office space to working remotely
100%. However, challenges with technology, virtual
collaboration, and home office approval of almost
every quote can create a logjam and an inefficient
quoting process. By now, most everyone has worked
through this new environment, but hard market
fatigue affects all sides of the placement.

McGriff is dedicated to helping our clients succeed
in a changing marketplace. Key strategies include:
•

Plan early – Identify key areas of concern in the
program and develop a plan to address them
with multiple options at least 120 but up to
150 days in advance.

•

Prepare senior management for potential
impacts to budget/premiums, coverages,
and longer quoting timelines.

•

Communication is key with both the insured
and insurers. So are realistic budgets with
multiple options.

•

Conduct a loss analysis and consider multiple
retentions and structures, including captives,
if warranted. Many carriers now require 10+ year
of losses, summarized.

•

Meet with carriers early to understand all issues
and thoroughly examine potential options. Seek
underwriter commitment to general renewal
terms early in the process.

•

Proactively provide renewal exposure updates,
any supplementary applications, and all
supporting documentation early in the renewal
process, but by no later than 90 days pre-renewal.

•

To remain top of mind amidst increasing
underwriting submissions, ensure exposures are
current and the submission is comprehensive
and thorough.

Property
With the property market continuing to harden significantly, McGriff teams are
working with our clients to navigate the market tumult. Rate increases, limited or
loss of capacity, and more restrictive terms and conditions appear to be the norm.
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The hard market was here even before COVID-19. That reality, combined with the uncertainty around how
COVID-19 claims will ultimately play out, has created a very complex situation. The markets continue to
struggle with how to best determine adequate rate levels and how to use capacity.
Some carriers are non-renewing accounts based on industry. This includes carriers non-renewing 100% ground
up placements on certain classes or cutting capacity to offer only a smaller quota-share option. Movement
to shared and layered placements typically results in more dramatic changes in YOY average rates and
completely changes the marketing process/approach to the market. If already written on a shared and layered
QS, then current markets may reduce capacity further resulting in more markets needed to complete a shared
and layered placement. In many of these cases, “best terms” are a luxury of the past with various carriers and
syndicates offering wildly different terms including pricing, deductibles, sublimits, and exclusions.
Typically, we are seeing the following general renewal rate changes:
•

100% single carrier, standard, middle market placements with no losses and no or minimal catastrophic
peril exposures are starting at 10% rate increases although some Clients may experience 40% increases.

•

Coastal or other CAT-exposed but loss-free accounts are up 25% to 50% or more.

•

Cat-exposed properties that have had losses or are considered particularly “high-hazard” (e.g., residential
real estate, frame habitational, food processing, wood products, molten metals, the increase could be
much higher (50% to 100% or more)).

In addition to rate and limit issues, carriers are pushing for reductions in coverage. Issues to work through
may include:
•

Blanket vs. specific

•

Coinsurance/Insurance to Value

•

Special Perils Business Income language
regarding infectious disease

•

•

Civil and Military Authority limitations
(limited to 30 days/with dollar limitation)

•

Renewal form changes with restrictive wording

•

Communicable Disease/Pandemic Exclusions

Ingress/Egress

McGriff continues to support clients with property valuation determinations for replacement cost and can
help coordinate insurable value appraisals from various third party appraisal firms where appropriate. We
continue to prepare for renewals in advance by requesting updated business income worksheets as markets
continue to ratchet up information requirements for underwriting assessments. Based on limited capacity
and much higher rates, our McGriff teams are talking to clients about taking on more risk where appropriate
(e.g., deductibles or loss limits).
Capacity for tougher classes may be drying up in the fourth quarter. We will continue to help clients navigate
this very difficult market. McGriff has the access to markets, industry knowledge, coverage expertise, market
relationships, and reputation that will ultimately lead to the best possible outcome for their property placement.

Casualty
The Umbrella/Excess market continued to harden through the first three quarters
of 2020. Second and third quarter renewals, especially July 1, saw further turmoil,
with rate increases from 15% to more than 100% depending on the industry,
program structure and pricing.
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Umbrella/Excess
The underlying reasons for this year’s rate increases have not changed and reflect the same elements reported in
the last half of 2019. The following graph from the Council of Insurance Agents and Brokers (CIAB) from their Q2
report shows the Umbrella pricing trend and the 11th consecutive quarter of premium increases:

Premium Change for Umbrella, 2014 - Q2 2020
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Lack of Profitability by Insurers
The Umbrella/Excess underwriter’s flight to profitability is the most common theme from insurers. Unfortunately,
many rating agencies do not separate loss ratio data for this line of coverage only, as they do with Automobile
Liability, Workers’ Compensation or General Liability. The bottom line is that the industry as a whole is losing
money in the Umbrella/Excess market, and insurers are admitting they have underpriced the product for years.
Many carriers have been quick to point out they continue to lose money on lead Umbrella placements while
the excess limits (layers above the lead Umbrella) departments are typically making money for most carriers.
This is driving many carriers away from writing lead Umbrella policies in favor of excess liability limits only.
On difficult risks, they may require unreasonable attachment points. This shift in underwriting appetite also
has created difficulty in the lead Umbrella market, especially when the incumbent non-renews their coverage
or exits the business altogether.

“Umbrella was the most troubled line of
business in Q2 2020, with an average
premium increase of 20.0%, the first time an
increase of 20% or higher has been recorded
for any of the commercial lines since 9/11.”
CIAB, Q2 Report
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Continued Reduced Capacity and Limited Terms and Conditions
As underwriters continue to raise rates, they also are closely reviewing capacity and terms. A carrier who will
put up $25 million in capacity on a lead Umbrella is a thing of the past for most liability towers.
Starting around late Q3 2019, a large portion of lead umbrella renewals for Insureds:
a) with losses penetrating the umbrella tower through the first $25 million,
b) who manufacture tougher products or have heavier premises liability exposures,
c) who have heavy fleets, etc.
or a combination of all of the above experienced dramatic changes to their Umbrella/Excess tower including:
•

long time historical incumbents non-renewing lead umbrellas,

•

lead capacity shrinking as low as $5 million or sometimes even quota-share to get to $5 million,

•

limited market appetite to a handful of mostly domestic U.S. E&S carriers and London syndicates or
carriers,

•

significant (i.e., 200-400%+) premium increases with 3-5 carriers needed to secure the same limits from
the 1-2 markets which previously provided the lead $25 million.
1. We expect that trend to continue in the near future, especially when the incumbent non-renews their
coverage or exits the business altogether.
2. For those clients that have already experienced a renewal cycle like the above, we still project sizable
rate increases of 15-40% going forward as carriers continue to distance at higher attachments.

Available limits have been reduced even further as now excess carriers look to offer layers of $10 million or
$15 million above the lead Umbrella in some instances, rather than the typical $25 million layers, until the
tower achieves $50 million or more of underlying limits.
Many times, a quota-share approach may allow carriers to attach at lower levels and deploy their capacity
more effectively.
Additionally, whereas carriers were typically seeking 30-50% of the underlying average rates per million for
their excess capacity, the RPM drop appears to have increased to the 50-75% range.
Completing excess towers of $100M or more takes longer as while each successive layer will pre-underwrite
risks, they will not release quotes until they have received the quotes for all underlying layers. This makes
receipt of the primary at least 30-45 days before expiration vital.
As the pandemic took hold in mid-March, underwriters began to limit their exposure, and some markets
mandated communicable disease (CD) exclusions. Other markets have underwritten the risk with a better
understanding of the insured’s policies and procedures, while other carriers have remained silent on the issue.
Insureds with a sexual abuse and molestation (SAM) exposure are experiencing extensive underwriting
questions around the risk, along with a SAM exclusion in many instances. Some classes of business are
seeing no negotiation on the subject, and have therefore been unable to insure the risk.
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Primary General Liability and Product Liability
Similar to the Umbrella/Excess market, the
Primary General Liability and Product Liability
market has also experienced tightening, although
not as drastically. While severity is driving rate
for this coverage segment, the drastic increases
are predicated on class of business and claim
frequency concerns since severity is typically
capped due to total limits of $1-2 million per
occurrence and aggregate. Capacity issues with
carriers and markets non-renewing or exiting
classes of business have also added strain on rate.
Accounts without loss severity or frequency
issues can typically expect increases ranging
from 7.5% to 15%, depending on the industry and
product/ premises risks. Clients with perceived
higher hazard products, premise exposure (retail,
hospitality, etc. which are discussed in separate
sections) or accounts with poor loss experience
can expect higher rate increases and higher
retentions. In such cases, alternative program
structures (deductibles/retentions/captives) may
need to be explored.
As with auto, for many classes of business, lead
umbrella markets are more regularly requiring
increased attachment points for the underlying/
primary GL limits. Typically, this would include an
increase from $1 million per occurrence/$2 million
aggregate to $2 million/$4 million. Such an increase
in limit traditionally increases the GL premium from
20-40%, depending on whether carriers keep the
additional limits net or must seek reinsurance which
drives premium higher.
Considering the above, on a combined basis if
higher primary limits are required by the lead
umbrella markets, the cumulative impact on YOY
rates and premiums can be significant.
Per the Umbrella/Excess section above, depending
on the industry, we are starting to see carriers
mandate pandemic or other CD exclusions as well
as SAM exclusions.
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Workers’ Compensation
In a rapidly changing insurance market where rate increases are ubiquitous and capacity is shrinking, until
recently, Workers’ Compensation remained a profitable and relatively stable segment.
But just like most things in 2020, even the remarkably stable Workers’ Compensation market is becoming
slightly volatile. Per the Q2 CIAB report, “all lines of business, including Workers’ Compensation, experienced
slight-to-significant premium increases in Q2 2020. Notably, this marked the end of 21 quarters of decreasing
prices for Workers’ Compensation.”
The primary driver of the uncertainty is COVID-19 and increasing medical costs. With a 50-state patchwork of
regulatory requirements, carriers are working to manage both short- and long-term impacts, including:
•

Compensability of claims related to COVID-19

•

More claims due to layoff and furloughs

•

Changes in workforce, including telecommuting

•

Delayed medical treatment

•

Classification changes as employee roles change

Return to Work Program Challenges
While most communicable diseases have not been covered and pandemics have not been considered to have
a major impact on Workers’ Compensation, COVID-19 is changing that storyline. The National Council on
Compensation Insurance, in fact, is considering an approach similar to a terrorism response, where modeling
could be used to determine a rate load specific to this peril.
As the landscape of Workers’ Compensation changes with the pandemic, we would encourage insureds to
take proactive steps to help minimize the impact that COVID-19 will have on their Workers’ Compensation
program. Employers should increase their focus on employee safety by following all CDC and OSHA directives
on employee safety, increase training and education on injury prevention, and keep a close watch for fraudulent
claims as the issue of compensability is worked out in each state.
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Commercial Auto
Commercial Automobile rates continue to increase across nearly all industry sectors, particularly those with
larger fleets in energy services and trucking/transportation. Therefore, the market remains very challenging.
•

Average increases are entirely depending on
current rates compared to market. For those few
accounts left that remain priced below market,
carriers are pushing for market rate increases.
Even at +/- 30% incumbent increases, new markets
may not be competitive.

•

Due to the increasing severity in the market,
excess liability carriers continue to push for a
higher attachment over the underlying, especially
on larger fleets. An increasing number of primary
carriers in fact are looking to the facultative
reinsurance market to offer additional limits. This
surge in demand, combined with a lack of capacity,
is straining the reinsurance market and delaying
the quoting process in some cases.

•

Otherwise, generally, 10%-15% rate increases can
be expected for smaller to mid-sized fleets with a
clean loss history.

•

Larger fleets in higher hazard industries and/or
fleets with disproportionately heavy or extra heavy
unit count mixes are experiencing at least 25%-50%
increases depending on loss history/profitability.

•

Policyholders in a growth mode should have
internal accrual processes in place to account for
additional premiums due at audit from the addition
of vehicles throughout the policy term.

•

Clients with three-year loss ratios exceeding 50-75%
are being pushed to take on larger deductibles or
face non-renewal from incumbents.

•

•

A higher level of scrutiny in the health, safety
and environmental sectors continues. Most
underwriters are now requiring supplemental
applications with detailed information on internal
controls as well as pre-engineering/loss control
calls prior to releasing terms. Therefore, it is wise
to proactively communicate with underwriters
and carrier loss control experts. Clients with large
fleets that are not proactively embracing advanced
fleet safety technology (cameras, telematics, anticollision tech, etc.) are experience worse results.

Distracted driving continues to be a major cause
of accidents with no end in sight. Texting while
driving is equivalent to driving the length of a
football field with your eyes closed.

•

Underwriting has even tightened on Hired/
Non-Owned Liability coverage with carriers
scrutinizing their policyholders’ internal practices.

•

In certain CAT exposed locales, underwriters have
become less willing to write Physical Damage
on larger heavy and extra-heavy fleets due to
PML accumulations. This exposure is shifting to
standalone Inland Marine markets where available,
albeit at higher rates and larger deductibles.

•

While the COVID-19 pandemic has led to fewer
drivers and vehicles on the road, this has not
yet been factored in by most underwriters, who
continue to require rate increases based on past
industry performance. That said, a number of
insurance carriers are assisting policyholders
who’ve experienced fleet reductions with lay-up
credits, mid-term audits and other adjustments.

•

Underwriters are also increasingly focused on
various government reports, internal logging and
third-party data sources such as FMCSA Safer
Scores, CAB Reports, ELD/IFTA mileage reports,
and state bureau filings. Therefore, it is important
for insureds to make sure these data sources are
routinely updated.

•

Severity continues to trend upward due to social
inflation, litigation financing, etc. This is a key
factor in the rising cost of insurance claims,
which have resulted from societal trends and
views. Increased litigation, broader contract
interpretations, plaintiff-friendly legal decisions,
and larger jury verdicts are all contributing factors.
Litigation financing, in which outside investors
provide capital to pay plaintiff legal fees in
exchange for a percentage of any settlement or
judgment, continues to be on the rise.
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The following is a brief recap of Automobile Rating Agency Commentary from Fitch and A.M. Best.

Fitch Ratings – “Commercial Insurance Market Is Hardening” May 7, 2020
(https://www.fitchratings.com/research/insurance/commercial-insurance-market-is-hardening-07-05-2020)

•

Fitch Ratings expects continued rate hardening in the commercial insurance market. Prices have been
rising for nine consecutive quarters as peak losses and accelerating claims inflation have forced the
industry to respond.

•

Some insurers have increased prices drastically in loss-affected lines and some have even decided to
withdraw completely from certain lines or geographies.

•

Fitch believes that the commercial insurance industry will most probably report significant losses in both
2020 and 1H21, postponing the return to profitability to 2H21. Fitch expects that commercial insurers will
try to amend terms & conditions and raise prices for new policies, reinforcing the hardening of the market.

AM Best – “Market Segment Report: U.S. Commercial Auto Writers: Profitability Remains Elusive” June 30, 2020
(http://news.ambest.com/Default.aspx)

•

Outlook for U.S. Commercial Auto is negative. Line continues to face challenges such as nuclear verdicts,
distracted driving, etc.

•

Underwriting loss of $3.9 billion in 2019 is the worst loss in 10 years, continuing the trend of progressively
worsening results for Auto writers.

•

“Tighter underwriting standards and raising rates can only do so much to address rate needs for
commercial Auto writers when large jury awards are such a serious issue for the industry.”

U.S. Commercial Auto – Net Underwriting Performance
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Large Auto Based Losses from Advisen Large Loss Database
(Year is date of case disposition, $$ is settlement/award amount per Advisen’s record)
Data retrieved 7/9/2020
2019

Five fatalities from collision w/ tractor trailer

$280M

2018

Struck side of tractor trailer backing into driveway (One fatality)

$247M

2017

Alleged neck injury from low speed collision

$154M

2019

Injury from tractor trailer failing to yield causing collision

$140M

2018

Pickup crossed the median and into the path of tractor trailer (One fatality, multiple injuries)

$92M

2018

Bus struck pedestrian in crosswalk (Non-fatal injuries)

$87M

2018

Head on collision w/ tractor trailer at construction site (Two claimants, non-fatal injuries)

$52M

2018

Motorcyclist hit by company vehicle (Near fatal injuries)

$46M

2017

Company executive rear-ended plaintiff (Neck and back injuries)

$45M

2016

Tractor trailer w/ out snow chains slid into oncoming traffic (Fatality)

$31M

2019

Commercial truck rear ended plaintiffs (Two injured – permanent neck & back injuries)

$30M

Employee Benefits
The COVID-19 pandemic is the primary area of focus for U.S. healthcare in 2020
and 2021. With medical coverage widely considered as the anchor program of most
employee benefit plans, the impact analysis begins with changes in access to care.
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People are avoiding in-person procedures and visits in favor of virtual care. These changes are disrupting
business for most providers and introducing new economic hardships. The loss of regular revenue, combined
with expenses related to COVID-19 testing and treatment, is creating ongoing stress for providers.
With a reduction in discretionary care, total healthcare spending in 2020 could decline relative to 2019 before a
likely, albeit difficult to define, recovery in 2021. As health insurance carriers calculate 2021 rates, recent claim
data that could artificially lower premium levels is making those calculations more difficult. Many carriers
therefore are using adjustment factors and extended incurral periods to dampen the influence of claim data
that skews from normal levels.
Issues that may influence costs in 2021 include:
•

Potential increases in mental health services due to pandemic-related anxiety and social isolation

•

New specialty medications, including gene therapies, that could cost more than $1 million per treatment

•

More mainstream use of telehealth services

•

Increased focus by insurers on high-performance/narrow networks; additional interest for providers to
enter into these agreements if they need revenue increases to offset losses from the pandemic

At the same time the pandemic has been wreaking havoc with the healthcare system, it has also triggered the
sharpest economic contraction in modern American history, according to the Commerce Department. Gross
domestic product contracted by an annual rate of 5% in the first quarter with unemployment reaching almost
15% at the beginning of the second quarter.
Companies have announced that remote working arrangements will be a permanent option for some
roles. That shift introduces new challenges to population health management. Studies indicate that many
Americans are working longer hours with less time spent on physical activity. New stressors, including
work environment, remote learning for children, and less time off for vacation can lead to an exacerbation of
existing health issues or create new ones. Increased rates of depression, obesity, and other health factors
could lead to higher costs and lower productivity.
Remote working also can create challenges related to absence management and disability claim adjudication.
Without the traditional office environment, return-to-work initiatives can be too expensive or impractical in a
home setting. The employee benefits industry will need to adapt to this new landscape.
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Medical Trend
What is medical trend? Assuming no change in benefits, medical cost trend is the projected percentage
change in the cost of care from one year to the next. It is used to calculate the per capita change in premium
for health coverage associated with claims spending. There are two main components of medical trend:
•
•

Change in the cost of care, i.e., the price of services rendered
Change in utilization of care, i.e., the number of times and distribution of services rendered

The pandemic has made calculating trend for 2021 more difficult. Trend pricing experts are working on these
questions: How much care will still be deferred? How much care will rebound and come back? Will COVID-19
still be an ongoing concern for healthcare providers?
PwC, a leading source of trend prediction in the healthcare space, has calculated a three-scenario trend model
for 2021.
•

High spending scenario of 10%

•

Medium spending of 6%

•

Dampened spending of 4%

Medical cost trend could range from 4% to 10% in 2021
High
• One wave of COVID-19 in spring 2020

11.9%
9.9%

9.2% 9.0% 9.0%

10.0%
8.5%

7.5%

6.5% 6.8% 6.2%

Medium
5.5%

6.0%

5.7% 5.7%
6.0%

4.0%

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

PwC’s Medical Cost Trend

• Spending in 2021 up over expected
pre-COVID-19 for 2021. Care deferred
in 2020 is delivered in 2021

High Scenario

•

One wave of COVID-19 in spring 2020

•

Spending in 2021 returns to what
was expected pre-COVID-19 for 2021

Low
• First wave of COVID-19 in spring 2020,
second wave in late 2020/early 2021
• Spending in 2021 is below what was
expected pre-COVID-19 for 2021

Medium Scenario

Low Scenario

Source: PwC Health Research Institute medical cost trends, 2007-21
*Note: The 6% trend shown for 2020 was projected in PwC Health Research Institute’s “Medical Cost Trend: Behind the Numbers 2020” report in June 2019.
This number does not reflect the impacts of COVID-19 on 2020 employer healthcare spending. Actual spending in 2020 likely will be lower than in 2019 because
of the care deferred during the COVID-19 pandemic.

We will know more about how health insurance carriers price their fully insured business as we head into
the fourth quarter of 2020. These are unprecedented times in the healthcare space and volatility is bound
to continue through the remainder of this year and beyond.
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Dental Update
Dental offices, and the services they provide, are more
acutely affected by an economic downturn, especially
one tied to a pandemic, than medical offices and
services. The downturn has had a significant impact
on the dental industry’s ability to provide services even
as the demand for those services has dropped. As
small business owners, dentists have been especially
impacted by shelter-in-place orders. After being
declared “non-essential,” many have reduced office
hours and some have closed altogether.
Due to both provider and patient behaviors (routine
dental services are relatively easy to postpone or delay),
dental services will likely continue to decline as the
pandemic goes on. Early data indicates a reduction
in dental claims paid by self-funded clients and
organizations. The magnitude and duration of the decline
will vary based on each state’s containment measures.
Economic conditions such as furloughs, pay cuts, layoffs,
and other loss of coverage also will likely play a role.

Cyber
Just 18 months ago, pricing seemed to be hitting record lows commensurate with
constantly expanding coverage.
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Since more markets were entering the cyber space, there was no scarcity of capacity and we suspected this
trend would continue. However, times have changed dramatically and cyber insurers continue to see increase in
both frequency and severity of ransomware attacks against their policyholders, especially in vulnerable industry
classes such as healthcare, municipalities, higher education, and any company without robust cyber security.
Worsening loss ratios have led to increased premiums across all sectors, and we expect the trend to continue.
Most clients can expect primary policy premiums to increase in the 10%+ range, and underwriters will
upwardly adjust pricing for insureds with expanding record counts (volume of PII collected/processed) and
revenue growth. Some difficult industry classes may see even higher increases as underwriters, particularly
on excess layers, bring pricing back into proper alignment.
While the market remains competitive, gone are the days of expanded coverage with no additional premium.
Underwriters can offer some enhancements, like bricking cover and contingent business system failure, but
with an additional premium and perhaps at a sub-limit. Underwriters are also requiring much more visibility
into the insured’s business continuity plan, security controls and dependency on critical technology and
non-technology service providers.

Cyber Trends
•

A well-funded and emboldened hacking community continues to use their new Ransomware-as-a-Service
model and doxing campaigns (threats to publish highly sensitive data) to force victim companies to pay
hefty ransoms with no assurance that the decryption key will unlock all compromised data, nor that the
hackers will not sell the exfiltrated confidential data in a dark web forum; there is also no guarantee that a
company will not be re-victimized by another ransomware attack.

•

Evolving risks resulting from new and expanding laws regarding statutory duties to protect employee
and consumer data, especially where new laws afford a private right of action and severe per violation
penalties as remedy; policy wording is very important to optimize claims outcomes; and regulators have
heightened expectations that companies have complete data inventories, manage their data controller
and data processing risk with critical vendors and service providers, and that they are prepared to respond
appropriately to investigation and litigation from both breach events and allegations of wrongful collection.

•

More states are incorporating broader definitions of personal data and some are following Illinois’ lead
with its Biometric Information Protection Act (BIPA). Employment Practices Liability (EPL) carriers have
seen a spike in these claims and some carriers are imposing exclusions. Since BIPA covers both employee
and customer biometric data, it is important to make sure the cyber policy includes a broad definition of
personal data, offers regulatory coverage for both data breaches and allegations of wrongful collection,
and that exclusions around fines and penalties and employment claims are modified to preserve coverage.

•

Inherited risk and attack surfaces are both increasing. Hackers are taking advantage of the COVID-19
conditions since most employees are working from home on devices which may not be fully protected
endpoints. A company also inherits risk from all of its application and software developers since threat
actors have a hundred day lead on knowing (and exploiting) a vulnerability before the software developer
can patch it. This lag time creates a huge opportunity window for skilled and novice hackers alike. As more
smart devices (including printers, cameras, HVAC controls, etc.) are internet-enabled, hackers are taking
advantage of poor security and using Internet of Things (IoT) devices as access points into networks,
where they can move laterally to other systems and databases.
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•

Losses from system disruption from cyber-attack (including cyber extortion) AND from system failures
(operation errors/unplanned outages) are increasingly complex to adjust, as companies struggle with
applying traditional BI loss adjustment protocols to losses caused by cyber-attacks; outage periods are
lengthening and much attention is needed around the policy wording for key areas such as outage triggers,
covered period of restoration, mitigation expenses to shorten duration of outage, and how retentions and
waiting periods apply (and increase out of pocket exposure for the insured).

•

War exclusion – while this concern has somewhat moved to the back burner under cloud of COVID-19
priorities, cyber risks from nation-state attacks (attributed and non-attributed) continue to be a top concern
for both CISOs and Risk Managers. Organizations should understand how this exclusion and/or the lack of
affirmative cyber terrorism coverage could influence loss recovery under certain breach scenarios.

•

Aggregation and systemic risk – many organizations rely on the same cloud service providers (AWS, Azure)
which creates a challenge for underwriters to adequately price their coverage should a breach to a commonly
used vendor (e.g., Cognizant) cause cascading financial loss across many of their insureds. Underwriters
are insisting on more visibility into their insured’s dependency on key technology service providers and may
retreat from certain opportunities if they do not feel they have sufficient spread of risk.

•

Social engineering schemes (phishing, invoice manipulation) continue to yield nice paydays for the threat
actors and companies often find themselves navigating coverage challenges with gaps or overlaps in
crime and cyber policies.

•

Silent cyber is finding its voice. London underwriters are leading the way in defining where their property
and casualty policies are affirmatively covering or excluding particular cyber risks and some U.S. markets
are following suit. Policyholders must conduct a comprehensive coverage gap analysis against various
realistic cyber loss scenarios in order to document when and how they may be partially covered by
traditional P&C lines; companies should be prepared for new cyber exclusions on their P&C lines, and be
ready to purchase coverage “buy-backs” or self-insure loss events that may fall between cyber policy
and property and casualty policies. There are many buy-back solutions and they each require a very
meticulous review. New definitions of cyber act and cyber incident in Lloyd’s exclusions must be evaluated
in context of the draft buy-back wording and tricky exclusions, such as “wear and tear” and “failure to
maintain cyber security levels” are re-appearing on some draft forms. Attention to detail and rigorous
negotiating is required to get the policyholder the right solution at a competitive premium.

We predict that Underwriters will continue to focus on the volume of records that a company collects, processes,
stores, and transmits on its customers, patients, employees, dependents, and beneficiaries. Large databases
are under perpetual threat and nation-states have adopted stealth measures to gain visibility into data within an
organization, including that which is managed by its administrative and business process service providers. For
some companies, this presents both a downstream exposure for them from their own service providers, as well
as a professional liability exposure with respect to their own contractual duties to maintain information security
best practices. Once again, getting the policy wording right is crucial.
Balancing budget constraints with a dynamic threat environment, clients are increasingly focused on cyber
risk quantification. We offer our clients a number of resources to assist in evaluating how much coverage is
necessary and affordable. Consideration must be given to both first and third party loss scenarios and some
incidents may straddle both sides of the cyber policy. Models based on historic loss trends tend to be less
useful since new exploits are created daily.
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We subscribe to taking a holistic view of the company’s exposures (e.g., type of PII collected, processed,
transmitted within and across network, data hosting specifics, technology usage, inherited risk from software
service providers, unknown vulnerabilities, patching cadence, etc.) rather than simply basing such a decision
on benchmarking alone. We also discuss other financial impacts, such as duration of outage, lost income, extra
expenses incurred during total or partial system shutdown, ransom payments (if unavoidable), investigations
costs, and legal liabilities to third parties (e.g., contractual obligations).
Cyber program structures are also undergoing some changes, as risk managers confront budget pressures
from the huge pricing increases on other lines. To achieve renewal objectives, McGriff recommends starting
the process at least six months prior to the policy renewal date, and to allow the client to prepare and present
a comprehensive renewal submission via the application process, the underwriting call or both.
On most towers, McGriff will approach 40+ markets to optimize pricing and maintain breadth of coverage up
the full tower. During firming markets, it is quite common to build a coverage tower using quota-share layers to
manage rate and to fill layers where insurers are willing to participate. A few insureds utilize their captive in a
quota share capacity, to achieve some cost savings, but most are hesitant to transfer risk to their captives since
cyber exposures are highly unpredictable (e.g., WannaCry/NotPetya cyber-attacks), hundreds of new exploits are
being created daily, and there is not a mature and reliable loss history upon which to accurately quantify risk. For
the near term, it is likely most companies will continue to prefer to transfer cyber risk to the cyber marketplace.

Surety
According to the Surety & Fidelity Association of America (SFAA), the
surety industry posted a direct loss ratio of 17.8 in the first quarter of
2020. With an industry-wide average this low, we expect the surety
market to remain very competitive despite the COVID-19 economic
impacts – at least for the near term.
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The surety market is very dependent on construction
along with the overall economy. The Architecture
Billings Index (ABI), a leading indicator of future
construction billings, reported historic declines
in April, but has since rebounded. Although with
resurging COVID-19 numbers, there is concern this
uptick may be temporary. (Source: American Institute
of Architects)
We are seeing longer warranty terms pushed into
contractual agreements from owners and developers
to contractors and subcontractors. And as a result of
the bond guaranteeing the underlying contract(s), the
surety industry is under pressure to support longer
warranties.
Downward pressure on terms and conditions and
rates has eased, but we do not see a hardening
surety market. There continues to be an abundance
of capacity and terms and conditions are at an
all-time low.

Surety Market Share
Top Ten Markets
1980

21%

1990

42%

2004/2008

67-68%

2014

63%*

2018

61%*

* Above is a result of new entrants into the market as the total surety placement
has essentially been flat - $5.5 - $6 billion range. Expect to see market share of
top ten to continue to decline as new entrants take larger positions.

Large Contract
The Large Contract surety market, although healthy,
is showing the most signs of tightening. The changes
are largely market driven. Because the construction
industry is in a very healthy position, the labor
market is in an extremely vulnerable position. Many
contractors have had to rely on less experienced
personnel to fill the gaps in capacity in order to fulfill
backlog obligations.

Similarly, subcontractors are experiencing the
same challenges – backlogs are at peak levels and
resources are stretched. To compound concerns,
there is a trend toward larger “mega” projects that
carry more complex delivery methods, such as P3,
gap finance, long-term fixed-price design build, etc.
The trend is dramatically changing the risk profile
of this type of exposure. As the industry collectively
pauses to reassess exposure in this segment,
aggregation is heightened, which ultimately limits
capacity. Barriers to entry into this segment of the
marketplace are also limited in large part to only the
top six surety carriers. And since the top carriers
have only so much capacity, we’re seeing more and
more sureties reserve top-end capacity for their
better performing clients with program structures
properly secured against the risk.

Small to Middle Market Contract
The small to middle market construction segment is
subject to the same labor market and subcontractor
availability concerns. But since the projects in this
segment are generally smaller in nature with more
traditional (and somewhat more predictable) delivery
methods, this market space is more competitive.
The appetite for new business is extremely robust,
and the capacity is plentiful. New entrants into the
market are aggressively seeking market share, while
incumbent markets are doing everything necessary
to keep their clients. That is not to say the market
isn’t carefully monitoring industry trends. We’re
beginning to see an increase in the default rates,
particularly in the subcontract arena, largely driven
by overstretched backlogs and a lack of resources.
In general, we expect to see a high performing
market through 2020 and do not anticipate dramatic
changes in the performance or appetite of this
segment of the business.
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Commercial
On the Commercial Surety front, we are seeing carriers
begin to pull back the reins somewhat to brace for
potential losses in hospitality, transportation and retail
resulting from the economic impact of COVID-19, as
well as some other economic drivers that were in play
prior to the pandemic, particularly in the oil and gas
industries. It has certainly become more challenging
getting support on recent placement as anticipation
centers around an expected uptick in loss activity. We
have seen market evidence of carriers beginning to
securitize their positions on some accounts that are in
market segments most heavily impacted.
That said, we do see opportunity for growth in
Commercial Surety as access to capital becomes a
priority for most industries and if well capitalized, the
carriers are still very aggressive in their willingness
to participate for the right credit. Those entities with
marginal credit, at least in the near-term, will find
it much more difficult to obtain surety credit under
the same terms and conditions they able to find as
recent as 10 months ago. Additionally, if we do begin
to see an uptick in loss activity, particularly in the
area of the smaller new carriers that have entered
the market in the last five years, we are likely going
to see capacity shrink which could make for a more
difficult market condition. Much of the new activity in
Commercial Surety has been driven by private equity
and it is critical that private equity continue to invest
in these companies in order to continue to gain market
support. How quickly we can open the economy back
up will determine the future health of the industry.

Summary
The ongoing pandemic and resulting impact on the
economy remain the biggest concerns in the surety
industry. Geopolitical pressures are another potential
threat (e.g., tariffs, trade wars, issues concerning
Iran, North Korea or China). Despite the threats, total
construction spending increased by 5% during the
first six months of 2020*. In fact, in areas where
McGriff operates, construction spending appears to
be very robust and above the national average.

Cost increases for construction of mega Engineering,
Procurement and Construction (EPC) projects
(greater than $500 million) have hurt many of the
larger national and international firms’ profit and
loss accounts.
However, many of these companies have the ability
to take hits to their equity. While there have been
notable failures and surety losses, the overall impact
from the more expensive EPC projects on the surety
industry has been minimal.
We are in the midst of re-insurance renewals and
there continues to be plenty of capacity with rates
either flat or declining. The surety industry is set to
push another $6 billion to $7 billion to the carriers,
meaning we could see a 5% rise in the direct loss ratio.
If the direct loss ratio comes in at around 25% or less,
the industry will continue to see terms and conditions
holding steady. Threats to this position include:
•

Labor/Shortage (safety/quality/schedule
issues). We think lack of trained labor will
continue to affect the Workers’ Compensation
product lines

•

In addition to increased labor costs, material
pricing continues to outpace the construction
price index. These two factors place pressure
on bid day to price potential escalations
appropriately

•

Pent-up demand – The private sector has jobs in
the pipeline as developers/owners were hoping
costs would come down, but they have not.
Therefore, there is an artificial “smoothing” in the
private sector jobs pipeline.

We are bullish on the construction marketplace and
see an abundance of capacity in the surety industry.
We believe the soft market will continue.
*Source: https://www.census.gov/construction/
c30/pdf/release.pdf

Executive Lines
There has been no shortage of recent public commentary regarding the challenging
insurance market conditions for public & private company D&O insurance.
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Directors and Officers (D&O) Liability Insurance for Public Companies
Fueled by several years of poor underwriting results
created by inadequate rates and a significant increase
in the frequency and severity of claims, D&O insurers
are aggressively seeking significant premium and
retention increases. At the same time, there has
been a marked decline in underwriting competition
as insurers are taking a conservative approach to
managing their capacity and are being much more
selective, and frankly somewhat opportunistic,
in considering new business opportunities. From
a buyers’ perspective, this is the worst trading
environment in well over 15 years and, if anything,
the pace of the market deterioration over the past 18
months only seems to be getting more pronounced as
we head into the second half of 2020. The economic
and financial impact of COVID-19 on clients in many
industry verticals has only exacerbated the turmoil in
an already deeply troubled D&O market.
On the claims front, Securities Class Action (SCA)
filings are close to a record high with almost 9% of
all public companies being sued for securities fraud
in 2019. The mid-year 2020 SCA statistics are a little
more encouraging insofar as only 182 SCA lawsuits
were filed in federal and state courts in the first half of
this year versus 207 filings in the same period in 2019.
Nonetheless, the number of 2020 filings still greatly
exceeds historical norms and that does not take
into account the simple fact that there are just fewer
public companies, meaning that the susceptibility or

incidence of being sued is relatively higher. Merger &
Acquisition (M&A) litigation is still a significant driver
of SCA claims activity but more recently, we have seen
a significant escalation in “Event Driven” litigation
where directors and officers have been sued for their
alleged mismanagement of underlying issues as wide
ranging as cyber breaches, privacy, board diversity,
the opioid crisis, wildfires, accidents, regulatory
investigations and sexual harassment. COVID-19 has
also inspired D&O litigation against more than a dozen
companies for a variety of alleged underlying causes.
Lastly, settlement values and legal defense costs
continue to rise. It’s not unusual today to see partner
rates at leading defense firms being charged at close
to $2,000 per hour.
From a rate or pricing perspective, in our McGriff
March 2020 Market Outlook, we predicted
that most companies would see total program
renewal increases of 25% (with potentially much
higher increases for risks that are perceived
by underwriters to be more challenging). That
guidance, in hindsight, largely proved to be overly
optimistic. For most perceived high quality risks,
25% increases on primary layer placements are now
fairly commonplace, but the cost of excess layer
placements has surged based on underwriters’
insistence on higher increased limit factors (ILF),
especially on lower “working layer” attachments.
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Not so long ago, insurers regularly assessed excess
layer premiums using ILF’s of 50% to 60% in relation
to the underlying layer premiums. In today’s market,
ILF’s for excess layers are more likely to be in
excess of 80%. The extrapolative net effect of this
is that for clients that buy large layered program
towers, the increased cost of your excess layers
can easily exceed 75% to 100% of your expiring
premiums (and that presumes, of course, that the
primary layer premium ‘only’ increased by 25%).
Side A coverage layer pricing is still relatively
reasonable versus the cost of traditional A/B/C
excess layer pricing, but for companies that are
viewed to have potential bankruptcy or financial
insolvency risk, we have seen some dramatic
YOY premium increases on Side A towers. At best,
we are seeing new ‘floors’ being set on Side A
towers in terms of underwriter requirements for
minimum premiums.
The foregoing comments on market pricing relate
to clients that are generally positively viewed by
D&O insurers. For companies in certain industry
sectors that have been most directly affected by
COVID-19 (retail, hospitality, airlines, etc.), D&O
program premiums can in some instances increase
by multiples of the expiring premium basis. Due
to the historical frequency of SCA claims in their
sector, Life Science and biotech clients can expect
to continue to have a torrid time in securing
reasonably priced D&O coverage, and thanks to
the SCOTUS Cyan ruling (discussed at length in
our March Outlook), placements for companies
undergoing Initial Public Offerings, or for companies
within a three-year window of their IPO, are
particularly difficult.
Retentions are another area where clients are under
pressure and being forced to assume more risk for
indemnifiable and Entity securities claims. It’s not
uncommon for companies that had, for example,
a $2.5 million retention for Securities Claims in
the past to now have to accept renewal program
options with a $5 million retention.

For the most part, we are pleased to report that
coverage quality largely remains robust, and we
have not seen meaningful efforts from the market
to materially alter or pull back coverage terms
and conditions that we have carefully negotiated
over the years. Some insurers are, however,
looking to either reduce or eliminate sub-limited
coverage for investigative costs associated with
shareholder derivative demands and Books and
Records coverage. We also note that many insurers
are looking to amend Discovery or Extended
Reporting Provisions to be unilateral and/or no
longer subject to pre-determined pricing. On Side
A towers, underwriters are seeking to remove limit
reinstatement options that are a common feature of
many client programs.
Like any other market, the changes we witness
today are simply a function of supply and demand.
Global underwriting capacity supporting the
U.S. public company D&O product line is clearly
constrained and there have been very few, if any,
meaningful new market entrants since Allianz and
Berkshire Hathaway started writing D&O insurance
over five years ago. In that same period of time,
within the P&C insurance industry, M&A activity
has reduced the number of D&O insurer providers,
whereas other carriers have simply shuttered
their underwriting operations due to profitability
concerns. National underwriting capacity for public
company D&O insurance is still theoretically in
excess of $1 billion but in reality, the practical
underwriting capacity available to any one client
is probably half of that sum. Insurers are seeing
significant increases on their renewal portfolio and
in many instances, they are reluctant to take on
new business opportunities unless the pricing and
terms are hugely in their favor. It is hard for anyone
to assume that this “hard market” cycle will improve
until we see new capital move into the D&O space
and, based on the current pricing trends, we would
be surprised not to see some form of capital influx
in the coming months.
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Directors and Officers Liability Insurance for Private Companies
Over the past year, we have seen insurers start to increase rates on their private company management
liability books as a result of social inflation and pricing deterioration over the prior few years. Many carriers in
the private company D&O space have begun reducing capacity while seeking higher premiums and retentions,
and at the same time also restricting coverage. Others are looking to drastically reduce their book or exit the
space altogether. At the beginning of the year, D&O insurers were pushing 10% to 20% increases, but with the
impact of the COVID-19 pandemic, clients are now facing anywhere from 15% to 50% increases for favorable
risks, and even 200% to 400% increases for tougher classes of business.
In addition, carriers are attempting to manage their limits exposed by looking to cut capacity. The majority
of carriers are no longer interested in putting up $10 million limits and are capped at $5 million. Some
challenged renewals may even be forced to build out their programs in $2.5 million layer increments. With
declining interest from carriers to write new business, and incumbent markets cutting capacity, it may be
challenging for some insureds with larger towers to purchase as much insurance as they might desire.
In November of 2019, a leading insurer announced that they would no longer be offering private companies
with over $1 billion in revenue, otherwise known as “unicorn companies,” broad entity coverage or Side C
coverage and will be moving these clients to their public company form - this change limits coverage for
the entity to only cover SCA claims. Many other carriers have since followed suit. Additional restrictions for
private companies include creditor or bankruptcy exclusions for financially strained companies, as well as
markets looking to sub-limit or add a higher retention for their anti-trust coverage. During the soft market,
full coverage for anti-trust was readily available in the marketplace. Today, we have even seen certain carriers
charging an additional premium of 20% to keep the sub-limited coverage, when the insured’s previous policy
included full coverage.
At renewal, carriers are seeking additional information prior to releasing renewal terms, including COVID-19
specific questions regarding operations, financials, and changes in workforce anticipated over the next 12
months. The underwriting process has become more complex, as underwriters are needing additional sign-off
from management. Additionally, underwriters are seeing an increasing number of submissions as brokers are
doing a broader marketing in an attempt to find better pricing for clients in a distressed market. It is McGriff’s
recommendation to provide underwriting information as early as possible, and organize underwriting calls
when necessary in order to help your broker negotiate the best possible terms.

Aviation
As we head into the fourth quarter, we continue to adjust to the challenging work
and market environment resulting from the COVID-19 pandemic. After navigating
the initial disruption, we have settled into an efficient remote work structure,
and continue to advocate for and collaborate with our clients to help them meet
unprecedented operational and economic challenges.
As the persistent hard market continues, we’ve shifted our focus to evaluating
and exploring new opportunities arising out of the disruption. Since the future
will not look like the past, we will continually evolve to meet our clients’ changing
needs. Let us know if you’d like us to review your current insurance program
or assist with a strategic business plan. As relentless innovators, we’re always
seeking ways to serve you even better.
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Current Market Climate
Market Vulnerability
Rating corrections from aviation underwriters over the past two years have led to higher profits for most
companies. Some underwriters are now predicting a market stabilization heading into 2021. However,
COVID-19-related premium loss in the marketplace has led to thin margins and significant vulnerability.
While exposure to loss is down, the significant reduction in flying has led to losses in all segments of the
industry – and the pool of premium to pay those losses is much smaller.
Meanwhile, we’ve seen unprecedented CAT loss activity with three major tornadoes in the Southeast and
Midwest, Hurricane Laura impacting Louisiana, and Hurricane Sally causing widespread flooding in coastal
Alabama and Florida. Market intelligence suggests that at least 150 aircraft were significantly damaged or
destroyed as a result of these events, with estimated claims exceeding $175 million.
With this level of loss accumulation and the smaller premium pool, 2020 is eerily similar to 2018 and 2019.
A major hull and liability loss would certainly change the trajectory, as would an additional aggregation of
smaller claims.

Aviation Market Capacity
The losses noted above – combined with a drastic reduction in available airline, Part 135 on-demand charter,
and general aviation tour operator premium – have put many aviation markets in a compromised position for
the remainder of the year.
In the U.S., higher rates and lower overall capacity have allowed some markets to add capacity to a few
difficult lines of business as we begin the third quarter. Two U.S.-based underwriters are slowly expanding
their appetite into lines of business they previously avoided (mainly due to pricing). In addition, a U.S.-based
MGA has received new writing paper and will now participate as a quota share following market on general
aviation risks.
In London, StarStone is no longer underwriting aviation, placing their book into runoff. They were one of the
few London markets underwriting U.S.-based accounts. Another London market has taken over the renewal
rights to the portfolio, but we don’t know yet whether their appetite will include U.S. accounts.
Rokstone, a new entrant into the London market, brings solid underwriting and capacity. Unfortunately, they are
not currently licensed to do business in the U.S.
The U.S. market premium increases over the past 24 months have led to more interest from London markets
in writing U.S. accounts on a case-by-case basis, a very positive development in our view. As we continue to
develop a book of business with profitable underwriters, we expect additional markets to continue showing
interest in writing our U.S. business.
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COVID-19
Airline Impact
COVID-19 is having a significant impact on major
airlines and airports around the world, with global hub
traffic plummeting 90% at the start of government
shutdowns. In Europe, traffic in April was down 97% at
London Heathrow and 98% at Charles de Gaulle in Paris.
The U.S. meanwhile has seen a 75% decrease in airline
passenger volumes this year. For the week ending July
26 alone, domestic air travel was down 73% compared
to 2019 numbers, with international down 90%.
Though some areas have cautiously reopened,
including air travel, the reality is that the industry
will be slow to recover. Airlines for America predicts,
“We are unlikely to see a return to 2019 passenger
volumes before 2023.”

General Aviation Impact
Perhaps no domestic region has been more adversely
affected than Hawaii, where operations have been
grounded due to mandatory quarantines and testing
protocols in tourist destinations. This is having a
significant effect on business flow for operators, and
causing an overall decrease in revenue along with
premiums still climbing.
The ongoing pandemic and grounded fleets could
significantly affect the amount of premium available
to pay claims.

Insurance Company Impact
With insurance rates continuing to rise across the
three primary segments of the insurance market –
Airlines, Major Products, and General Aviation – the
aggregated insurance premiums collected across all
three segments are falling short of annual expectations
due to the drop in airline operations. This shortfall,
combined with underwriters still seeking a return to
profitability after an overextended soft market cycle,
has caused markets to evaluate their discretionary
approach to reinsurance program renewals.

Construction
As reported last quarter, the construction market continues to tighten across
multiple lines of coverage, resulting in rate increases and more restricted policy
terms. These increases and terms have created the first hard market in the
past 20 years, causing many contractors to scramble to maintain some level of
consistency in risk management costs.
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Market Rate Changes
Primary Casualty

Umbrella / Excess

General Liability

+5 - +15%

Lead Excess / Umbrella

+20 - +40%

WC

-5 - +3%

Excess Layers

+5 - +15%

AL

+5 - +15%

Professional / Pollution
Professional & CPPI

0 - +5%

Pollution

0 - -5%

Property
+5 - +10%

Builders Risk
+5 - +10%

Summary Forecast for 2020
With the changing market conditions, contractors have to approach their renewals with care. A proper market
renewal submission process should include a summary of loss control key successes, claims management
protocols, project staffing, and other key differentiators. This is also an excellent time to reevaluate the
structure of your program and consider expanded retentions in expectation of general rate increases.
Actuarial forecasting is another very important consideration. Since comprehensive programs require much
more time than in years past, timely and accurate information has never been more important.

General Liability
The construction underwriting community continues to respond to poor underwriting results for General
Liability. Pressure from senior management to improve combined ratio performance, along with higher rates
from reinsurance partners, has led to overall renewal increases. We’re seeing a more disciplined approach to
new business growth and a careful approach to existing account renewals. Renewals are quite challenged in
fact in certain sectors of construction, including street and road contractors, companies with N.Y. labor law and
wildfire exposures, and residential contractors. Price increases for General Liability are expected to be in the
5-15% range, heavily dependent on loss performance. Contractors in the street and road sector should expect
increases in the upper range of that forecast due to the escalating loss experience for underwriters related to
work zone accidents.

Automobile Liability
For primary casualty, Automobile Liability continues to be a major challenge for the underwriting community.
We’re continuing to see a negative trend in the frequency and severity of automobile losses due to jumbo
jury awards, distracted driving, more auto use, more litigation, and fewer pre-trial settlements, among other
factors. Our forecast for automobile liability increase are +5 to +15% for 2020. This is highly influenced by
loss performance, fleet composition, number of power units, geography and fleet safety protocols.
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Raymond James Trucking Verdict Data Base - Scatter Plot
Graphed by Verdict Amount ($)
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Workers’ Compensation
Perhaps the only major casualty line in construction where the news is good for 2020 is Workers’ Compensation.
The insurance industry continues to enjoy favorable combined ratios for this line (with a few exceptions in
some states), resulting in favorable renewals for contractors. Thanks to a robust employment environment, an
increased focus on safety, and better claims management, loss experience in construction has improved. And
that has led to lower work comp loss rates for most states. Our forecast for Workers’ Compensation is flat to
+3% for contractors, while those with large deductibles could see rate decreases in the -3% range. Of course,
individual renewal rates will be highly influenced by individual company loss performance.

Umbrella/Excess
The most challenging of all lines of coverage for 2020 renewals is Umbrella/Excess. A downward trend that
began with June 1, 2019 renewals has continued for each subsequent quarter. It’s fair to say the market is
in a controlled stage of turmoil. Capacity is prevalent, but at a price increase heavily dependent upon the
construction industry sector. The underwriting experience continues to be poor for the industry, with pressure
coming from both internal management and reinsurers to increase rates. Major underwriters are focused on
overall rate performance at the expense of client retention. Some industries, such as street and road, face
unique pressures. Contractors with substantial fleets also face unique market issues.
Contractors with high-limit towers will require many additional underwriters to complete their programs.
Regarding lead market underwriters, we’ve seen a reduction in lead limits in the past 12 months. Prior to that,
several underwriters could support leads of $25 million. Now underwriters in a lead position are reducing
limits to $15 million, sometimes as low as $5 million. While it’s still possible to lead with $25 million, many
excess underwriters are managing their limits exposures, especially for certain types of contractors, or in
particular jurisdictions with higher construction defect exposures.
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Attachment points for excess are also presenting
a challenge. While we have generally migrated
to a primary GL limit of $2-$4 million and an AL
of $2 million over the past two to three years, we
are now seeing higher attachment requirements.
Contractors with large fleets (more than 250 power
units) should anticipate primary limits requirements
of $3 million. And larger fleets should expect
primary limits of $5 million. Some lead markets are
requiring attachment points of $10 million for GL for
street and road contractors, something we see as
highly problematic.
Our renewals forecast is changing quarterly. We are
currently forecasting renewal rate increases for lead
limits at +20-40%, with excess layers at +5-10%.
This is of course affected by historical primary and
excess loss performance.

Builders Risk/Property Insurance
The overall builders risk and property markets are
firming in 2020, the result of continued natural
catastrophe losses, major fires, explosions, water
damage issues and collapses. U.S. markets are
stable with firming prices. London, and in particular
Lloyd’s, has seen reduced capacity on the builders
risk side, with the reduction or exit of certain
syndicates.
Contractors should expect more scrutiny of project
locale, with a focus on exposure to natural cat losses
(windstorm, named storms and flood). Also, we are
seeing a strong focus from builders risk underwriters
on water damage exposures for partially completed
projects in addition to construction means and
methods. Overall negotiations on terms and
conditions are critical to successful placement.
We expect builders risk and general property
increases of +5 -10% for 2020. Terms for water
damage, project security and civil commotion
continue to be problematic.

Professional and Pollution Liability
Another favorable line of coverage for contractors
in 2020 is Professional and Pollution Liability.
With a favorable overall loss experience and ample
support from underwriters, the market is robust. The
exception would be for contractors with large design/
build projects, where the 2019 loss experience has
been poor overall due to significant large losses. As
a result, we’re seeing increased rates with additional
scrutiny of design/build partners and project
parameters for those large projects. For professional
and CPPI, we’re forecasting rate increases in the
+5% range. For pollution, depending on individual
historical loss experience, contractors should
anticipate flat to -5% rate renewals.

Surety
The contract surety bond market is experiencing
slightly decreased demand and more underwriting
scrutiny in 2020. The demand for bonds is being
negatively impacted by lower tax revenues to support
public projects and delayed project starts due to
uncertainty related to the COVID-19 pandemic.
Although there has not been a significant uptick in
bond losses through the second quarter, underwriters
are bracing for potential loss increases in 2021.
As a result, surety underwriters are placing more
emphasis on a contractor’s ability to service debt,
access cash, and manage cash burn. Contractors,
meanwhile, are challenged with retaining employees
while facing uncertainty about what their backlog will
look like when project activity resumes in earnest.
Commercial surety results could affect contract surety
pricing if losses significantly rise. Since commercial
surety markets write a substantial amount of financial
guarantee bonds for pandemic-impacted travel,
hospitality, retail industries, and a depressed energy
sector (due to lower demand for fossil fuels), rising
losses are conceivable for the next 12 months.
We forecast a continued decline in bond demand
and stricter bond underwriting for 2021 as the
effects of the pandemic are more fully realized in
the construction industry.

Energy & Utilities
Despite the drastic effects of the pandemic on the global landscape, Power
and Utility insureds have remained consistent on some lines so far in 2020,
with moderate additional hardening on others through the second quarter.
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Hurricane season and California wildfires will have a significant bearing on how the second half of the year continues
to unfold.
If either or both perils result in significant losses, a reactionary response from the market is likely to result in further
capacity constriction and greater hardening. Should neither season produce significant insured losses, we expect
the current trends to hold with the potential for increased hardening in Q4 due to markets meeting or exceeding
premium/capacity targets for 2020.
The most noticeable effect from the pandemic in this space is the push across most lines of coverage to include
Communicable Disease or COVID-19 exclusions. As the cumulative financial impact of the pandemic for insurers and
reinsurers comes into focus, some market experts are predicting that the pandemic, plus several years of existing
underwriting losses, will combine to create one of the hardest markets the industry has seen in many years in 2021.

Rate Expectations: Q3 Outlook for 2020
(Not valid for accounts with poor losses or significant California wildfire exposure)
Property: Commercial Markets
Property: Mutuals
Property: Renewables

Excess Liability: Traditional Capacity
Excess Liability: Mutuals
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Liability
While the number of liability claims has remained relatively flat over the past five years, there has been a sharp
rise in severity due to “social inflation,” litigation financing, new legal (where judges systematically apply laws
and court procedures unfairly in our view, generally against defendants in civil lawsuits), and anti-corporate
sentiment.
With eight major wildfires since mid-2017, and PG&E facing $30 billion in liability, markets are reconsidering
their approach to wildfire – especially for utilities. The mutuals (AEGIS, EIM and NEIL) can provide capacity
on a case-by-case basis. Beyond these markets, the excess liability space looks very different in 2020 than
prior years. For insureds purchasing primary liability insurance outside of California, general liability rates are
expected to increase from 5 to 10%, and auto liability rates are expected to increase from 10 to 20%.
AEGIS has been increasing their rates incrementally over the last few years, so insureds are expected to see a
less severe reaction than they’re seeing from the commercial markets. This year began with AEGIS seeking rate
increases from 6 to 12% for loss-free accounts followed by a 10 to 15% range in the second quarter. While most
AEGIS clients continue to purchase a $35 million limit, AEGIS can offer up to $50 million per occurrence (and even
$70 million in special cases).
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For 2020, EIM will no longer offer multi-year programs and will exclude California wildfire on any new business.
For existing accounts with California wildfire exposure, EIM will evaluate on a case-by-case basis and look
to charge a rate on line (10% - 75%+) when they are willing to stay on the risk. EIM will continue to offer $100
million in capacity, with an additional $25 million net available for long-term members. Through the partnership
with NEIL, EIM will consider an additional $15 million of capacity for NEIL non-members and $50 million for
NEIL members. For insureds without California exposure, EIM will seek a 5%+ increase across the book.
Bermuda and London markets remain the most viable options for coverage and pricing beyond the mutuals.
However, approximately a quarter of the Excess Liability capacity for utilities has evaporated in the past year
due to markets reducing capacity or exiting the space entirely. Recent exits from the utility space include Swiss
Re, AmTrust Syndicate, StarStone, Liberty Mutual London, Apollo Syndicate, and Ironshore Excess London.
While California wildfire is a key contributor, significant losses related to gas leaks/explosions, pollution, and
Auto Liability have decimated the excess liability market’s results. Replacing lost capacity will prove difficult
due to a lack of new entrants willing to insure midstream, along with utilities at competitive terms and a
smaller pool of markets willing to attach below $200 million. Total Excess Liability capacity has dropped by
roughly 20% since 2019. This has made it more difficult to achieve limits greater than $700 million; however
it can be done with careful planning and a willingness to pay much higher rates to complete the tower. The
excess liability market is the hardest we’ve seen in decades and expectations are that it will continue to
harden throughout the year:
•

Markets will seek 20% – 100% rate increases on
renewals

•

Sub-limits or exclusions for California wildfire

•

Cyber and pollution coverage restrictions

•

50%+ rate increases for non-traditional capacity
excess of $650 million

•

Communicable Disease and COVID-19 exclusions

•

Markets willing to walk away from accounts if
desired increases are not achieved

•

Key exposures of concern:

•

Continued evaluation of minimum rates/premium

•

Continued evaluation of minimum attachments

- Wildfire & Vegetation Management
- Gas Pipelines
- Coal-Fired Generation & Ash Ponds
- Cyber

For the near future, utility clients should not use the past as an indicator for budgeting or retention/limit
strategy as we enter a “new normal” in the excess capacity space. Detailed submissions, advanced marketing
timelines, and frequent communication with incumbent markets will be imperative to mitigate the challenges
associated with the current hard markets.
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Property
We saw a broadly hardening market in 2019 for the
first time in 15 years. Significant weather events
and attritional losses have undoubtedly affected
the property market; however, the current downturn
is not a direct response to losses but rather a
response to overall lack of carrier profitability. Due
to unprofitability, several utility/power generation
markets exited the space in 2019 (StarStone, Elesco,
The Hartford, Ironshore, Pioneer, Priority, Aviva, Liberty
U.S., Inter Hannover, Argo), while others reduced
their capacity or line size for 2020. This contraction
of capacity has exacerbated rate volatility and will
only worsen should more capacity exit the space. For
many insurers, underwriting authority continues to
shift from front-line underwriters to management. Key
areas of concern for power/utility/midstream property
insurance include:
•

Coal generation: many markets unwilling to
insure standalone coal, new coal or fleets
with high concentration of coal as part of the
“Unfriend Coal” movement

•

LMS100: 5 events in 2019 totaling about
$40 million in claims

•

GE 7FA: continued loss activity

•

New and emerging technologies: GE 9FB, HA
Stage 1 bucket, battery storage, fuel cells

•

Cyber: London and most U.S. insurers are only
providing limited resultant damage coverage
for the perils of Fire, Explosion and Machinery
Breakdown

•

Communicable Disease and COVID-19 Exclusions

•

CAT-exposed risks

•

Wind and solar

The shifting marketplace for renewable insurance in
2020 can be condensed into three major changes:
1.

Increased rate pressure

2.

Increased deductible structure

3.

Restriction in capacity (both capacity leaving
the space and reduced line sizes)

A challenging 2019, including an approximate $70
million hail loss at a solar farm in West Texas,
followed two years of significant natural catastrophe
losses in 2017 and 2018. As a result, insurers
continue to impose restrictions on “soft-cat” (i.e.,
hail, convective storms, lightning) that are similar to
those of traditional natural catastrophe perils. Rate
increases have started at 15% for clean accounts
with markets reporting average rate increases
closer to 30% for the first half of the year (however,
deductible changes can have an impact on rate).
Traditional renewable markets (Axis, GCube, PERse)
have historically written many utility-scale wind
and solar projects at 100%, but capacity restrictions
are now requiring quota share placements to
complete the same programs. The utilization of
London capacity on renewable programs has been
more prevalent in 2020, especially when looking to
maintain NAT CAT limits despite shrinking line sizes
from incumbents. Battery storage remains an area
of uncertainty for many underwriters. Renewable
markets are taking a cautious approach to this
exposure and typically will consider only projects
attached to wind and solar.
The industry mutuals (AEGIS, EIM, NEIL) continue
to lead or support many property programs for
the utility/power/midstream space. The mutual
structure has allowed a more conservative
approach compared with the commercial market,
as results are bolstered by lower expense ratios
and a lack of pressure to deliver profitability to
shareholders. The AEGIS property loss ratios for
the past three years have been 110% (2019), 114%
(2018), and 119% (2017). On the back of three
years of poor results, AEGIS has reported that their
average rate increase in Q1 2020 was 28% and
that, going forward, we should expect the starting
point for renewal negotiations on clean accounts
to be 20%+. EIM participation on excess property
placements continues to grow (more than 25 new
placements in the past two years). To date, EIM has
written all of their available new CAT capacity and
will not take on additional CAT limit in 2020.
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Commercial markets writing power generation are seeking meaningful rate increases across their books and
deductible rate increases when possible. Insureds must be prepared for differing terms and pricing across
their property program. Markets are willing to walk away from business as internal metrics are now focused
on profitability instead of written premium. When additional capacity is requested on renewals, commercial
markets are pursuing even higher rates for the incremental capacity. Zurich remains one of the most
aggressive markets in exiting the coal space (requiring coal generation to be less than 30% of portfolio GWh)
as many others are only exiting coal or majority coal accounts.
The London power market has experienced significant contraction and changes in the past 12 months.
Following the “Decile 10” review in 2018 (of which power was a major focus), Lloyd’s markets remain under
pressure to improve underwriting results or risk being shut down. Premium income caps have been imposed
limiting the annual written premium for those syndicates under review. This has resulted in a tightening of
capacity, especially for insureds with late Q3 and Q4 renewals when markets may be at or near their mandated
premium income cap. The Lloyd’s Power Code has resulted in loss ratios of 80% (2018), 87% (2017), and 104%
(2016) – a 30 to 40% expense ratio can be used to estimate combined ratios. The 2019 Lloyd’s Power Code loss
ratio is still being developed but the consensus is that it will be another loss-making year. In the second quarter
of this year, the starting point for clean accounts was 25%+ on accounts with average CAT profiles.
Underwriters have been overwhelmed with submissions in this environment. Quality submissions are critical
for differentiation and should incorporate loss control and engineering information.

Healthcare
After several years of pricing stability and, in many cases, decreasing premiums,
Medical Professional Liability (or Malpractice Insurance) premiums are increasing
across all areas of the medical industry.
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Healthcare
The COVID-19 impact on health care providers cannot
be overstated. Insurance carrier profitability continued
to be an issue for Healthcare Professional Liability and
related Property and Casualty markets in the second
quarter. This was part of a trend in loss development
since 2016.
As a result, markets are tremendously anxious,
especially with new reserves for possible COVID-19related claims as part of the equation. Adding to the
stress is the industry’s inability to predict and model
for COVID-19 exposure, class-action possibilities for
failure to prepare for the pandemic, and related defense
and claim settlement expenses. We saw in the second
quarter continuing requirements from carriers to
underwrite to a profit combined with the challenge
of reduced limit capacity.
Underwriting requirements continue to evolve.
Diminished access to provider facilities and a
moratorium on in-person meetings between the
insured and underwriters have created a virtual
underwriting environment. Insureds who present best
to the underwriter in this new reality will increase their
likelihood for obtaining better coverage with fewer
restrictions. They should see lower rate and premium/
retention increases than their peers.
For the remainder of the year, underwriters will be
required to better understand the financial impact of
COVID-19 on healthcare providers. Most health care
providers in the second quarter have felt significant
financial strain from:
•

a lack of historical patient volume

•

a lengthy suspension of revenue-critical service
delivery channels

•

higher expenses to prepare for anticipated COVID-19
presentations and more COVID-19-positive patients

•

unanticipated expenses to protect employees,
patients, and property from COVID-19 exposure
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Ancillary factors also have created new complications. Hospitals have been affected by a lack of patient flow
into owned clinics and emergency rooms. Long-term care operators have been especially impacted since the
COVID-19 mortality rate has largely been driven by resident deaths in these facilities. And physicians have seen
their practices placed on hold for lengthy periods due to a moratorium on elective procedures.
While some providers have suffered financially, many have utilized federal and state stimulus packages to
maintain or exceed record quarterly and semi-annual margins. Insureds must be able to present their financial
situation to the insurance marketplace, including plans to maintain profitability through the rest of the year.
Professional Liability, Property, and Workers’ Compensation markets have been affected by carriers’ restricted
access to healthcare facilities for engineering and loss control survey visits. Carriers have therefore stopped
writing new business in many cases due to the inability to conduct these on-site visits. Many have also offered
more flexible payment terms and premium deferments for existing policyholders into the fourth quarter. As a
result, we’ve seen a trend toward policy renewals across all lines with the incumbent carrier. Maintenance of
existing relationships and incumbent renewals are the new normal.
We’re seeing these trends in the Healthcare Professional Liability marketplace:
•

an increase in primary and excess liability rates

•

a reduction in limits and capacity

•

an increase in minimum retentions

•

a reluctance/inability to aggressively underwrite new business

•

carrier application of policy exclusions specific to COVID-19, communicable disease and pandemics

The phenomenon of limit reductions is especially interesting, since an expected reduction in rates and pricing
has not followed. Due to an anticipated increase in claim volume and potential claim severity, we’ve seen
significant increases in excess pricing. In many instances, excess layers are pricing at or above primary layers.
With carriers reducing both primary and excess capacity, program restructures are becoming more common.
Limit management on the excess side has become very challenging as carriers seek higher premiums for lower
limits. Policyholders are frequently unable to purchase historical limits at historical premiums at the expiring
policy retention(s).
Payroll Protection Plan (PPP) loans also have created additional liability concerns for Directors and Officers
(D&O) carriers due to regulatory compliance adherence with loan covenants and extensive certification
requirements. Since coverage for this exposure is available within the primary D&O policy layer, regulatory
action could trigger a payable claim.
Carriers are also concerned about additional exposure within the Employment Practices Liability section of
the D&O policy. Layoffs and furloughs can be an area of underwriting concern due to exposure to claims from
laid-off or furloughed employees. Specifically, discrimination in the layoff process (for example, if employers
lay off only employees in certain categories). State and local regulations may also come into play concerning
employment changes, in which case consultations with counsel and obtaining releases are important
underwriting considerations. It’s also important to remember that defense costs will be incurred on any claim,
regardless of merit.
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Hospitals
Hospitals have historically operated emergency rooms, inpatient and outpatient beds, and intensive care units.
Today, a hospital’s expanded operations frequently include physician practices, rehabilitation units, behavioral
units and nursing home operations. In addition to traditional patient and environmental exposures, hospital-based
employees are exposed daily to the threat of COVID-19. Hospitals must take all precautions to combat COVID-19
contamination and spread.
Facilities that are diligent about optimal employee and patient safety protocols give themselves the best chance
for success against COVID-19. Hospital operators should communicate to the insurance marketplace their plans
for social distancing and other mitigation strategies when possible, including expanded telehealth and telemedicine
options. Carriers are looking for risk distinction when underwriting each provider. Proactive communication of
operational enhancements and risk mitigation tactics will have a positive impact on provider insurance rates,
premiums and policy/program liability limits.
Fourth-quarter pricing expectations based on facility location:

Hospital Professional Liability

Management Liability/Directors & Officers Coverage

•

Insureds with no claim activity and a willingness
can expect an average 10% rate increase

•

Lower primary limit offerings

•

More expensive excess offerings

Insureds with minimal claim activity or claim
reserves can expect a 10-20% rate increase at
renewal

•

5-10% premium increases (nonprofit)

•

10-20% premium increases (for-profit)

•

•

Insureds with claim activity within the primary or
excess layers can expect at least a 20-35% rate
increase at renewal

Property
•

Insureds with no claim activity: Flat to 10%
increases

•

Insureds with clam activity/high hazard
geography: 10-25% increases

•

In locations with a significant wind, water or earth
movement catastrophe (CAT) exposure, depending
upon the loss modeling, anticipated rate increases
of at least 20-25%

Automobile
•

5-10% rate increases depending upon geography

Cyber/Regulatory
•

Flat
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Long-Term Care and Assisted Living
The long-term care and assisted living segment of the Healthcare Professional Liability marketplace has been
especially affected this year by the hardening insurance marketplace and COVID-19-related challenges. This
comes on the heels of last year’s double-digit rate increases for many providers. We anticipate the premium
correction to continue for the remainder of the year.
Beyond pricing implications, providers are focused on program structure, i.e., higher retentions, limit caps and
policy coverage exclusions. Most carriers are implementing some form of COVID-19, Communicable Disease
and Pandemic exclusion, or charging additional premiums for these coverages on General Liability and/or
Professional Liability policies. We are also seeing more Residents’ Rights and class-action exclusions.
Finally, there are fewer carriers, since many have limited coverage or have left the space altogether.
States such as California, Arizona, Kentucky, Florida, New York, and New Jersey will continue to face challenges
related to price and coverage, as will some counties in Michigan, Illinois and Tennessee.
Fourth quarter Long-Term Care and Assisted Living pricing expectations based on facility location:

Professional Liability

Automobile

•

Insureds with limited claim activity: 20-30%
rate increases

•

Insureds with claim activity: 30-70% increases

•

Insureds with significant rate increases in 2019
and little or no claim activity in 2020 might see
lower rate increases

The transportation/automobile market for longterm care has become challenging. Fewer carriers
are taking on this exposure. Carriers actively writing
coverage in this space are pricing at higher YOY rates.

•

Significant disruption in excess limits with
severe price increases and lower capacity

•

Anticipated auto renewal rates with no/few
claims: 10-15% increase

•

Anticipated auto renewal rates with claim
activity: 25-50% increase

Workers’ Compensation

Property

•

Insureds with limited claim activity: 10-15%
rate increases

•

Depending upon construction and geography,
rate increases of 5-15%

•

Insureds with claim activity: 25-40% increases

•

In locations with a significant wind, water or
earth movement catastrophe (CAT) exposure,
depending upon the actual losses and loss
modeling, anticipated rate increases of 20%+

Management Liability/Directors and Officers
Liability
•

Diminished carrier appetite for high limits
by a singular carrier

•

Lower primary limit offerings

•

Lower excess limit offerings

•

5-15% premium increases

Management Liability
•

Lower primary limits offered

•

Lower excess limits offered - typically capped
at $5 million

•

Rate increases: 5-15%
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Physician Marketplace
2020 was supposed to be the year of an overdue hardening medical malpractice market for physicians. At the
beginning of the year, physicians or groups with claims activity or large exposures were being underwritten
to comply with new actuarial guidance. COVID-19 has put a hold on some of these changes as medical
malpractice insurance companies are changing gears to help physicians avoid financial hardship.
Many national and regional insurance companies have focused on premium deferrals, premium rate relief,
telemedicine resources and leaves of absence. Physicians are also seeing a decrease in exposure due to a
pause in patient visits or procedures. This decrease in exposure and revenue is driving insurance companies
to be more accommodating to insurance buyers. So for the time being, although insurance carriers need rate
on their books, they are not seeing it right now. Insurance companies therefore are being more accommodating
through goodwill and their consideration that, due to COVID-19, exposures and legal expenses are lower while
court cases and settlements are delayed. 2020 Medical Malpractice is stable for now.
Physician fourth quarter pricing depending upon practice location:

Medical Malpractice

Workers’ Compensation

•

Flat renewals without claims

•

Flat and still a soft market

•

Practices with claims can expect an increase
in more challenging states

•

Some national carriers are not offering coverage
on new business for practices performing
COVID-19 testing or not applying schedule credit

Property and Casualty
•

Flat unless catastrophic risk is applicable

Management Liability (D&O, EPL)

•

Seek to confirm approval with your current
insurance carrier if offering drive-through
COVID-19 testing

•

Flat to 10% increase, difficult for first-time
buyers to find coverage without larger retentions
than previous industry standard

Cyber Liability and Regulatory E&O
•

Flat and still a soft market

Public Entity/Education
Public Entities continue to see rate and deductible increases across most lines of
coverage. To make matters worse, some carriers have reduced capacity or have
completely withdrawn from public entity and education markets. On-site staff
reductions and other COVID-19-related issues are leading to delays in receiving
applications and renewal information, which is adding more stress to an already
challenging situation.
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In the Property market, 15 to 25% rate increases in the earlier part of the year are now 20 to 30% increases on
Public Entity accounts, including those with a clean loss history. Public Entities with significant loss experience
could see rate increases of 100% or more. Carriers are also increasing deductibles, especially for wind and hail.
Across the board, carriers are issuing clarifying endorsements that make it abundantly clear that communicable
diseases such as COVID-19 are not covered.
Carriers are also tightening riot exclusion language, while Pollution coverage is also seeing increased rates and
reduced capacity (underground storage tanks older than 30 years are likely to be excluded from coverage).
While not as stark as what we’re seeing in the Property market, another area with a dramatic adjustment is the
excess Workers’ Compensation market. Underwriters are seeking 10 to 15% rate increases that could go higher
with public safety (police/fire) exposures.
Excess Workers’ Compensation also has seen reduced capacity and higher Self-Insured Retentions (SIR),
with $750,000 to $1 million SIRs becoming the new minimum. Driving factors are the risk of first responder
exposure to COVID-19, as well as civil unrest in many parts of the nation. Carriers will be looking closely at
public sector clients to closely evaluate the risks they are insuring. Public Education clients without public
safety (police/fire) exposures could nevertheless see the same increases due to the uncertainties and stress
related to school reopenings.
Due to an increased frequency of data breaches targeting Public Entities, Cyber coverage is beginning to see
rate increases in the 8 to 10% range, with even higher increases applied to loss limits in excess of $10 million
due to reductions in capacity.
Public Officials and Employment Practices coverages are also seeing increases and a tightening of policy
terms and conditions, in addition to the same stricter underwriting we’re seeing in the Directors & Officers
(D&O) market.
In general, carriers are reducing overall capacity, increasing SIRs, and tightening policy language. The uncertainty
in the market, combined with shrinking economic growth, has decreased investment income, making it difficult
for carriers to be profitable. In addition, demand and rates increase when carriers withdraw from the market to
diversify their portfolio. Carriers are asking for more detailed loss history and underwriting data, and more time to
truly evaluate the risks they are insuring. Regardless of the coverage, more lead time is imperative because of the
hardening of the market, stringent underwriting guidelines, and the ramifications of COVID-19.
On a more positive note, rates on General and Auto Liability coverages are holding steady. However, given the
uncertain market conditions, eventual rate increases for Public Entity clients cannot be ruled out.

Real Estate & Hospitality
Insurance rates for U.S. property rose in Q2 of 2020 for the 11th consecutive quarter.
Like Property, multi-family and hospitality accounts continue to be the most challenging
segments for Casualty coverage across the real estate and hospitality industry.
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Property
Both Catastrophic (CAT) and Non-CAT exposed areas experienced increases, though the increase for CATexposed property was slightly higher. Multi-family and hospitality accounts continue to be among the most
challenging segments for Property coverage. COVID-19, recent riots and an active hurricane season have only
compounded the existing difficulties. These factors have led to reduced carrier profitability and are driving
reduced capacity, creating a direct impact on rising premiums. We expect Property rates to continue to firm
through the rest of the year. We have seen rate fluctuations from +5 to 40%, based on location, construction
type and other factors. Portfolio Programs across all industry segments are also experiencing higher
rates, ranging from +10 to 30%. We expect carriers to continue pushing for higher water damage and hail
deductibles. Also, replacement cost valuations are continuing to be scrutinized, as are statements of value
that do not contain detailed and accurate building construction details. We encourage clients and others to
update schedules with complete and accurate information to avoid delays throughout the marketing process.
Due to COVID-19 and related government-mandated closures, many businesses are facing lost revenues from
simply not being able to operate, or operating at a reduced capacity. Businesses experiencing coronavirusrelated losses that present no physical loss or damage may experience a roadblock to Property and/or
Business Income coverage. Additionally, coverage may be an issue if losses are solely related to economic
decline or customer fears of contracting the virus, rather than an outbreak or actual contamination of covered
property. Many policies contain a coverage grant for Civil Authority, but this grant of coverage typically
requires the shutdown to be the result of a covered peril. The threat of virus in the community, unfortunately,
is not a covered peril, so there is little to no coverage offered by these coverage grants to the typical business.

Casualty
Although multi-family and hospitality accounts continue to be the most challenging segments for Casualty
coverage, the one exception is Workers’ Compensation, which continues to be competitive across most
industry groups. Business Automobile coverage continues to see similar increases in 2020 that were
consistent in 2018 and 2019, averaging 15-25%+ for accounts with low losses. General Liability continues to
see rate increases from 5 to 10% across the industry on average, with certain sectors like multi-family and
hospitality seeing much larger increases if losses have been unfavorable.
The major challenge across the industry is the Umbrella/Excess markets, which has only worsened since the
beginning of the year. We continue to see reduced terms and limits and underwriters being very conservative
quoting the lead Umbrella and any new business. Pricing for Umbrella/Excess remains highly volatile due to
poor underwriting results, “nuclear verdicts” and overall rising litigation over the past few years. For middle
market accounts, we are seeing rate increases ranging from 10% to over 50%. For companies with larger
portfolios, rate increases have been consistently in the double digits, with some insureds experiencing
increases greater than 25%, and even as high as 100%, depending on the class of business and limits
purchased. Additionally, most carriers are attempting to add communicable disease/COVID-19 exclusions.

Transportation
The U.S. commercial property & casualty (P&C) market continues to harden this
year due to several unique and interrelated challenges. The P&C market has
traditionally been cyclical. Hard markets have generally been represented by
rising premiums and reduced capacity while soft markets usually see a longer
period of falling rates and expanding capacity.
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During the most recent hard market of 2001-2004, commercial lines premiums rose by an average of 55%.
Since then, most industry sectors have seen a softening of rates until late 2018. When considering YOY rate
change as a percentage, it is important to keep the starting point in mind. Companies with lower starting rates
(as compared to the market) are likely to see higher percentage changes compared to their peers with high
starting rates. It is too soon to know the pandemic’s full impact on the commercial insurance market, but other
negative trend factors such as increased market volatility, social inflation, and capacity reductions continue to
drive rates upward. With such rate volatility, companies are finding it difficult to budget their insurance costs.
The pressure is on to find creative ways to keep total cost of risk under control.

State of the Commercial Transportation Market
The commercial transportation market has been one of the industry sectors most affected by the current hard
market. Not only has the sector been negatively impacted by the same factors affecting the P&C market as
a whole, the prevalence of nuclear verdicts and a strongly equipped plaintiff’s bar have further deteriorated
insurer loss rates.
The U.S. commercial transportation market saw underwriting losses of $4 billion in 2019 – the worst performance
in 10 years – and a continuation of a decade-long trend of deteriorating underwriting results, according to AM
Best. The industry sector has not generated a combined ratio under 100% since 2010. It was 109.4% in 2019.
Despite double-digit YOY increases in earned premiums, losses continue to outpace premiums collected. 2019
marks the eighth consecutive year that the commercial transportation market sector has performed worse than
the P&C market as a whole. As a result of these trends, AM Best maintains a negative market segment outlook
on the commercial transportation market sector.

Commercial Auto - Combined Ratio vs. Premium Growth
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Primary Auto Liability

Excess Liability

Primary Auto Liability rates continue to climb,
although not on the same trajectory as last year.
The key stressors are trend, reinsurance rates,
and prior losses.

The Excess Liability market continues to see
upward rate pressure as capacity dwindles for
commercial transportation excess. Insurers
continue to exit the space due to unprofitable
books of business and increased litigation leading
to significant or even nuclear claims. Auto buffer
layer rate averages remain in the 20-30%+ range,
with lead umbrella pricing seeing rate increases of
25% or more. Higher excess layers continue to see
rate increases that are multiples of the expiring.
Insureds with challenging loss experience are
generally seeing significantly higher rate increases.

Trend, which is used to account for increases in
loss-dollar projections over time, saw an average
YOY change of 4.72% for second quarter renewals.
Coupled with changes in individual underwriter
expense loads, renewal rates for insureds with
favorable loss experience are averaging 10-15%+
over expiring. Insureds with challenging loss
experience are generally seeing significantly
higher rate increases.
These rates are also affected by changes in
reinsurance costs. Many primary commercial auto
insurers buy reinsurance for added protection.
It can come in the form of quota shares, excess
of aggregate loss, or excess of set limit. Many
commercial auto insurers have seen losses pierce
their insured layer and enter their reinsurance layers.
This has put pressure on reinsurance rates, adding to
pressure on the overall commercial auto market.
Still, many primary commercial auto insurers are
increasing their reliance on reinsurance. YOY
reinsurance rates are rising between 6-12% this
year. This, along with primary insurers laying off
more risk to reinsurance (and at increasingly lower
attachments), continues to increase rates. Larger
insurers who are able to negotiate reinsurance
on a treaty basis rather than a facultative basis
have an advantage over their peers. As do insurers
who maintain more risk in-house without needing
reinsurance, or put up higher primary limits.
Primary auto liability insurers also continue to
struggle with adverse loss development and
reserve inadequacy from prior years. In 2019, the
industry saw $2.6 billion in adverse development
for historical years. That marked the eighth
consecutive year that the industry saw unfavorable
loss development YOY and added on average 6.4%
to each year’s loss ratio.

Foreign capacity in Bermuda and London continues
to be selective and is often more expensive than
domestic capacity. Many insurers have scaled
back written premium for U.S.-based commercial
transportation risk while others are coordinating
their strategy across domestic and foreign access
points to deploy only a fixed amount of capacity on
any given risk. We’ve seen an increased focus on
the price-per-million of the layer out of Bermuda
with minimums of $20,000 to $25,000 per million
of capacity. This is a significant departure from
historical rates that were less than half of the
current premiums.
In order to mitigate the continued rate increases
prevalent in this industry sector, many clients are
turning to bespoke solutions that are customized
and tailored to their individual risk profile. These
unique programs can help smooth the market
volatility over time and provide better than market
outcomes for favorable loss experience. Clients
are also looking at increasing their participation in
various layers through corridors or quota shares as
a way to reduce premiums.
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Factors Impacting Rates
Available insurance capacity continues to be one of the major contributors to the hardening of the P&C
market, particularly in the commercial transportation sector. Primary auto capacity appears to have stabilized
over the past couple of years following Zurich’s exit from the space. The auto buffer layers continue to be
dominated by Gemini and Berkshire Hathaway for insureds with favorable loss experience. Clients with loss
experience in those layers often have to rely on a handful of other carriers that may limit their capacity to only
$2 million - $3 million per layer at a high price per unit.
The Lead Umbrella market is one of the most constricted layers of the excess tower. Chubb is the leading
insurer for this layer, with leeway to put up $10 million in capacity where most other insurers are only able to
put up $5 million. The rest of the excess tower is typically made up of $10 million layers, since most insurers
have reduced the capacity they are willing to put up on any single risk. A handful of insurers are willing to put
more than $10 million, sometimes by writing multiple layers on the tower with ventilation between layers.
Certain insurers have also restricted their attachment point, meaning they will not write an excess layer below
a certain limit.
Distracted driving contributes to approximately 3,500 fatalities and over 365,000 vehicle-related injuries,
according to the Centers for Disease Control and Prevention and the National Highway Traffic Safety
Administration. The increase of cell phone use and in-cab distractions are two major contributors to the
continually rising number of accidents. About 60% of all surveyed drivers admit to some form of distracted
driving over the past few months, with more than half of that number admitting that cell phone use was their
number one distraction. Over 34% of commercial drivers say they have fallen asleep while driving and 24% of
surveyed drivers said they had a near-miss accident within the past week.
According to the American Trucking Association, the Driver Shortage is estimated at approximately 60,000,
a number expected to climb to 105,000 by 2023 and exceed 160,000 by 2028. The closure of Department of
Motor Vehicles offices and training facilities due to the pandemic could make the shortage even worse. The
driver shortage problem has led some transportation companies to bend their hiring guidelines, potentially
adding to the rising number of crashes since truck drivers with inadequate experience are obviously more of a
risk behind the wheel. Several recent nuclear verdicts in fact have been handed down to companies for failing
to adhere to industry hiring standards.
Nuclear Verdicts are the number one factor for the reduced capacity in the Excess Liability market. These
jury awards and verdicts often include significant punitive damages and frequently are much higher than the
purchased insurance limits. Juries are deciding that motor carriers have been negligent in their hiring, training
or operational practices. In this environment, an increasing number of claimants and attorneys are willing to
take their case all the way to trial.
According to an American Transportation Research Institute study of 600 litigated claims between 2006 and
2019, only 26 claims in those first five years were for more than $1 million. In the last five years, that number
climbed to nearly 300 claims. The average verdict size from 2010 to 2018 increased from $2.31 million to
$22.3 million. Several highly publicized claims have approached or exceeded the $100 million mark and a
few have even exceeded $200 million. Some insurers have stopped writing business in areas where nuclear
verdicts are more common, or debiting the rate if there is heavy exposure in these areas.
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Raymond James Trucking Verdict Data Base - Scatter Plot
Graphed by Verdict Amount ($)
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Social Inflation generally refers to the rising costs of insurance claims resulting from societal trends and
views toward increased litigation, nuclear verdicts, sympathetic juries, and an increasingly negative outlook
on corporate defendants. Traditional inflation takes into account rising medical costs for those injured in
accidents and the cost of vehicle repairs with more complex technology powering the equipment. Now we see
a paradigm shift to higher settlement amounts and claim valuations and more claimants seeking restitution
from corporate entities. Even in cases where the defendant has been largely at fault, more juries have been
deciding in favor of large payments to the claimant.
Reptile Theory is a common theme in large verdicts and settlements, particularly if there is evidence of a
failure on behalf of a driver or company to follow their own policies and procedures. This makes a case harder
to defend and leads to larger settlements. And if the case goes to trial, juries tend to have less sympathy for
the corporate defendant. In a juror’s mind, failure to follow policies and procedures equals taking shortcuts,
or putting profit before safety.
Litigation Financing is another reason for the increased claim severity. In third-party litigation funding, an
unrelated third party provides capital to a plaintiff in return for a portion of any financial recovery from the
lawsuit. According to a Burford Capital survey of U.S. law firms, third-party litigation financing increased
from 7% in 2013 to over 36% in 2017, with expectations that this trend will continue.
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Workers’ Compensation
Workers’ Compensation rates continue to remain
stable this year. Insureds with favorable loss
experience can expect flat or low single-digit rate
changes over expiring.
Employers in some states are navigating the complex
landscape of marijuana legalization. This can create a
stark contrast between state and federal law in which
the legal environment has yet to be truly tested.
The legal environment regarding independent
contractors also continues to change. If fully
implemented, California’s Assembly Bill 5 will have
a material impact on companies using independent
contractors in their regular course of business.
This bill could also pave the way for other states to
follow suit or even lead to the creation of an entirely
new classification of worker as relates to the digital
economy sector.
Employers are also dealing with an influx of COVID19-related claims. This creates difficult decisions
regarding the status of essential workers and how
to modify the working environment to function in a
pandemic. Workers’ Compensation will be a coverage
to watch through 2021 as loss trends begin to rise
and may signal a need for rate change.

Property
The Property insurance marketplace is also facing
rising renewal rates due to reduced insurer capacity.
Catastrophic natural disasters, including an active
hurricane season and the prolific spreading of
wildfires on the West Coast, have some insurance
carriers reducing capacity by 25% or more. This is due
in large part to ailing combined ratios stemming from
these events. Risks are being scrutinized in relation
to their exposure to catastrophic loss, such as wind,
hail, wildfire and flood. High exposures to these events
could lead to significant double-digit rate increases
or even a multiple of the expiring. Companies are
evaluating their retention level and many are taking on
more risk as a way to mitigate rate change.
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COVID-19 Impact
The COVID-19 pandemic has significantly disrupted the commercial transportation sector. Some companies
serving shippers in essential industries have seen a windfall of volume and revenue to meet demand. On the
other hand, companies servicing non-essential industries, such as moving and storage, construction, and
auto industries, have seen an impactful reduction in business.
Across the industry, freight levels and mileage were down compared to pre-pandemic levels. With the
reductions
in exposure,
US
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OF 33 policy premiums will be critically important at policy expiration and audit.
Progressive, Vanliner, and Sompo, among other insurers, have offered flexibility in payment terms or even
discounted premiums for companies that meet certain criteria. These reduced premiums however have
not been seen on a broad scale barring government intervention – such as a bulletin issued by California’s
insurance commissioner requiring insurers to provide premium credit or reduce commercial auto premiums
for businesses where expected loss rates have fallen substantially. As exposures and truck usage return to
pre-pandemic levels, we anticipate continued upward pressure on freight rates.

Which Could Put Upward Pressure on TL Rates… Remem
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While admittedly
tough to quantify, the direct “supply” exodus linked with inflating ins
Merger & •Acquisition
Activity

underwriters, all else equal, we do believe this seemingly pervasive trend will 1) decrease

Rising costs for many transportation companies, primarily driven by insurance and labor, continue to drive
a rise in inflationary costs for truckers (primarily labor + insurance)- both of which coul
consolidation across the sector. Companies in acquisition mode have a strong market to selectively grow
cycles. Recall, it is our fundamental belief that “tightness” (i.e. the relative mix of suppl
their business. Many mid- to small-size commercial transportation companies may be looking for an exit
leads truckload rates (chart on the right) – a theory that has historically proven out.
strategy to escape the challenging industry headwinds referenced above.
Celadon and Comcar are just two of the marquee names in the industry filing for bankruptcy protection in the
past year. This leads to opportunities for others to step into the vacuum or look to acquire assets at a reduced
cost. Some of the activity has also been driven by private equity companies looking to either round out their
portfolio or expand their current holdings.
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Closing
McGriff continues to invest in our suite of digital, data and analytics capabilities,
using the data-driven market intelligence delivered by MAP®, our McGriff Analytics
Platform, to assist you in securing favorable pricing and coverage terms.
Our guidance on positioning your organization for the renewal process is
unchanging. For current information and guidance on navigating this challenging
marketplace, specifically:
• Initiate renewal conversations with your broker team early to minimize surprises
• Document and communicate your risk control processes through your broker to
the underwriting community
• Engage your local or industry-specific McGriff team to prepare data and analytics
that differentiate your company from peer organizations
Earlier this year, McGriff Insurance Services, Inc., and McGriff, Seibels & Williams,
Inc., the retail subsidiaries of Truist Insurance Holdings, rebranded as McGriff.
The rebranding was designed to simplify our overall identity and streamline our
operational structure to provide easier access to our vast resources.
As part of the rebranding, McGriff is realigning operations geographically to move
resources closer to clients. The brand transition will include a new McGriff logo,
updated design and branding elements, and a consolidated website. We’re looking
forward to providing you with greater website functionality and broader regional
resources while delivering the same great service you’ve come to expect.
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