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INTRODUCTION

2019 P&C market: 
Transitioning, firming or 
hardening?

Despite improved underwriting results in 2018, so far in 2019, we 
have seen signs of transition in most major P&C lines of business. 
Let’s first take a quick look back at 2018:

 � The combined ratio for the industry improved from 104% at the 
end of 2017 to 99% at the end of 2018.

 � Commercial premium growth was 4.2%, outpacing GDP growth.

 � Verdicts continued to rise, and we anticipate this to continue 
in 2019. This “frequency of severity” impairs underwriting 
performance in primary, umbrella and excess casualty.

 � Catastrophe losses were approximately $50 billion lower than in 
2017. However, 2018 was the third worst catastrophe (CAT) loss 
year since 1980.

2018 — Third worst year for US insured catastrophe losses. Average 
insured loss per year for 1980-2018 was $19.3 billion.

*2018: Inflation-adjusted estimate, subject to change. 2010s is average of 2010-2018. 
Note: As of Feb. 14, 2019 
Sources: Property Claims Service, a Verisk Analytics Business; Insurance Information Institute. 
iii.org/fact-statistic/facts-statistics-us-catastrophes

US INFLATION — ADJUSTED CAT LOSSES, 1980-2018
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After large losses in 2017 and 2018, coupled 
with a prolonged period of soft prices, the 
market is now in a corrective state for most 
lines of business. The exception is workers’ 
compensation, which continues to perform 
well for the industry. Through the first quarter 
of 2019, we have seen tightening of terms and 
conditions, capacity, and pricing for property, 
casualty, and directors and officers coverage. 
The reinsurance markets are increasing prices, 
and underwriters are deploying their capital 
differently. We discuss the key drivers and 
landscape for each line of business below.
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PROPERTY
For the second straight year, property losses in 2018 totaled 
around $100 billion, with property carriers posting combined 
ratios over 100%. Last year, hurricane season got off to an early 
start and was an active one. It was the fourth straight year where 
a named storm formed before the official start of hurricane 
season on June 1, and at one point during the season, there were 
four active storms at the same time. In addition to an active 
hurricane season, 2018 saw significant wildfire activity. 

What does this mean for commercial property rates? Increases. 
In Q4 2018, commercial property once again saw the second-
largest premium increases behind commercial auto. While there 
is still available capacity, the market continues to firm in 2019 
with even clean accounts experiencing rate increases. Accounts 
with heavy CAT losses or exposures will continue to experience 
even more volatility in rates. While a major market correction 
is not anticipated, there is a sense of conservatism entering 
the marketplace.

Since we anticipate the property market will continue to firm, 
we recommend that clients start the renewal process earlier 
than usual at 120 to 150 days out. This will allow them to better 
understand the position of their incumbent and develop a 
strategy for other market options.

PREMIUM CHANGE FOR COMMERCIAL PROPERTY, Q1 2013-2018

Source: ciab.com/download/17304/
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Certain areas are experiencing adverse market conditions in the form of larger-than-average rate 
increases and/or carriers exiting certain spaces. Here are details for markets that have different 
conditions than described above:

 � CARGO AND STOCK THROUGHPUT: The US market is seeing an increase in submission flow on 
cargo and stock throughput accounts seeking alternatives to Lloyd’s. Depending on the client’s 
risk profile, Lloyd’s requirement for premium increases range from 10% to as much as 100%, 
even on accounts with good loss history. There is also diminished Lloyd’s capacity available for 
primary and excess placements, which has made some renewals in 2019 extremely challenging. 
US carriers are stretched to meet the new demand for capacity but can quote more favorable 
terms. Accounts with a high concentration of static risks and/or exposures in CAT-prone areas 
can still expect rate increases ranging from 10% to 20% over expiring, as well as higher retention 
levels. The US market in general is tightening but remains consistent on coverage terms and 
premium requirements.  

 � CONSTRUCTION: Because of the strong economy, construction is booming and so is the 
demand for builder’s risk coverage. The increased demand and CAT losses are driving rate 
increase of around 15%-20%. While the US market remains viable and competitive, carriers are 
focused on terms and conditions to limit their exposure.

 � REAL ESTATE: Multifamily and habitational properties are continuing to experience market 
challenges, even for somewhat clean accounts. In addition to continued rate increases, some 
carriers are exiting the space or are tightening underwriting requirements. Retentions of 
$50,000 to $100,000 are becoming increasingly common, and the push for higher storm/wind/
hail deductibles continues.  

 � CAR DEALERS: An increase of attritional losses coupled with CAT events such as hail, named 
windstorms and floods have led to an exodus of capacity for open lot coverage. As a result, 
clients with this coverage can expect a significant hardening of rates, higher deductibles and 
lower sublimits. To ensure attainable renewal terms, alternative risk transfer strategies such as 
captives, parametrics and difference-in-conditions towers should be considered in addition to 
program restructuring.
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CASUALTY
While the casualty market closed out 2018 following the 
same trends from the last few years, we are beginning to 
experience some changes. In 2019, commercial auto and 
workers’ compensation trends have largely continued on their 
respective trajectories, but we have seen a rapid shift in the 
umbrella and excess casualty market.

Commercial 
auto

Workers’ 
comp.

General 
liability Umbrella

Q4 2018 7.0% -3.3% 1.4% 2.3%

Q3 2018 7.0% -2.6% 0.8% 1.4%

Q2 2018 8.2% -2.9% 0.8% 1.5%

Q1 2018 7.7% -2.0% 0.6% 1.0%

Q4 2017 7.3% -2.0% 0.1% 0.6%

Source: ciab.com/download/17304/

PREMIUM CHANGE FOR COMMERCIAL AUTO, 2011-2018

Source: ciab.com/download/17304/
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Umbrella and excess liability

After a year of what many coined a “transitioning” marketplace, the excess casualty market has 
pivoted to firm following first quarter renewals. April 1 marked the unofficial start of a new era 
with a near-term outlook suggesting further changes ahead. This is presenting itself in the form of 
more restrictive risk selection, increased cost for capacity, reduction of capacity extended, upward 
adjustment of attachment point, and scrutiny of coverage terms. 

These changes are in response to industrywide profitability challenges that have persisted for 
years and have finally reached a tipping point. We have been in a prolonged soft market with 
only selective pockets seeing firming such as trucking, risks with wildfire or opioid exposures, and 
clients with challenging loss history. This is no longer the case. Accounts with a clean loss record 
or those without a substantial auto fleet exposure are no longer immune to the changes in the 
marketplace. The effects for transportation clients are somewhat exaggerated compared to some 
other segments. 

Much of the profitability concerns can be attributed to:

 � Ongoing commercial auto loss pressure as well as general liability loss deterioration.

 � Inflation of medical costs outpacing premium increases. 

 � Continued legal dynamics that we discussed in the December 2018 Lockton Market Update.

AUTO NET COMBINED RATIO

Sources:  
National Association of Insurance Commissioners data, sourced from S&P Global Market 
Intelligence; Insurance Information Institute. 
iii.org/presentation/rising-auto-costs-032719

Rate actions helped personal auto results. Not so for commercial auto.
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There is decreased competition for lead umbrella coverage, and carriers still in the space are 
closely scrutinizing capacity, attachment point and pricing. Many are also unwilling to offer terms 
without additional supporting business. We are specifically finding that carriers are increasing 
attachment points for both auto and general liability:

 � General liability attachments are pushing to $2 million per occurrence where $1 million has been 
the historical norm. 

 � Increasingly, the starting point for auto attachments is $2 million for clients with even nominal 
fleet exposure.

 � Larger fleet risks are required to have minimum attachments of $5 million, with risk transfer 
pricing for limits up to $10 million under significant pressure.

These market changes are becoming the new normal, assuming carrier discipline persists. While it 
unfortunately means a tougher economic environment for buyers, Lockton is poised to navigate 
these dynamics for clients to deliver optimal outcomes that support our shared end goal of long-
term, stable and viable insurance companies. For more information about how to navigate the 
marketplace ahead of your renewal, contact a member of your Lockton account team.

Workers’ compensation

The workers’ compensation marketplace continues to be both competitive and profitable for the 
industry. After posting combined ratios above 110% from 2009-2011, the industry is concluding its 
fifth straight year of reported combined ratios less than 100% with both 2017 and 2018 achieving 
combined ratios below 90%. While this has been supported to some extent by reserve releases, 
this indicates a healthy market. Given the economic challenges in other commercial lines of 
business, workers’ compensation performance helps to support overall industry profitability.

The start of 2019 realized the fifth year in a row of rate decreases for many buyers. Continued 
modest loss cost trends, while positive, are far different than the severity trends experienced five 
to 10 years ago. While severity has gone up, it is largely offset by a continued decline in overall 
claim frequency. This, coupled with an inflation-adjusted payroll exposure base, supports the 
competitive landscape.  

When will five years of rate decreases impact the underwriting results and change the buyer’s 
environment? Our expectation is that 2019 will continue to experience low, single-digit rate 
increases, with the potential for some moderation in 2020. There continues to be ample capacity, 
strong and smart underwriting, and technology/analytics advances across brokerage, underwriting 
and claims functions to substantiate a vibrant market.
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Industry-specific casualty trends

While the above updates apply to many industries and types 
of business, here are a few exceptions or issues of note in the 
casualty space:

Healthcare

We continue to see price adjustments for exposures, but 
we are now also starting to experience firming of rates 
across the medical professional liability (MPL) space. Rate 
increases of approximately 5% to 10% appear to be the 
norm regardless of location, and challenged venues are 
experiencing even larger increases.

On the opioid front, healthcare operations that have 
exposure connected to the manufacturing, prescribing, 
dispensing or distributing of opioids are being subject 
to additional underwriting. Based on this additional 
underwriting, insurers are instituting sublimits and/or opioid 
exclusionary language in their liability policies.

Real estate

Due to unprofitability, real estate insurers continue to exit the general liability marketplace, 
especially for habitational, hospitality and retail. For larger portfolios, carriers are applying 
deductibles and retentions.

Multifamily occupancy continues to perform poorly for insurance companies due to both frequency 
and severity losses. The importance of detailed underwriting information is paramount in approval 
of these risks. A rapidly growing concern in the multifamily marketplace is crime. With the growing 
number of carriers exiting the market, the remainder of carriers willing to write multifamily business 
have been very opportunistic with respect to coverage terms and rate. In Q1 2019, Lockton saw 
accounts where rates more than doubled, combined with stricter coverage terms and higher 
retentions. Multifamily clients should take significant and purposeful steps towards expanding the 
scope of security awareness programs. 
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CYBER
The term cyber often includes many business operations and 
risks. Thus, Lockton’s Cyber Technology Practice works to 
address the following types of risk:

 � Data breach.

 � Security and privacy liability.

 � Damage resulting from cyber events.

 � Business interruption.

 � Technology and misc. professional services.

 � Media liability.

 � Intellectual property.

 � Reputational harm.

With this in mind, there are several distinct insurance markets 
that fall under the commonly used moniker of “cyber.” Below we 
highlight two of those markets: that which includes technology, 
media and misc. professional services E&O (referred to as E&O) 
and that which does not (referred to simply as cyber). 

Technology, media and misc. 
professional services E&O

The E&O market for large organizations is hard. The leading 
primary underwriters are seeking rate increases of at least 10%. 
The market condition is a result of adverse development on 
long-tail E&O claims from the 2013-2016 accident years. The 
E&O market for smaller and mid-sized businesses is stable due 
to a stable loss history over time. Because not all E&O risks are 
the same, it is important to differentiate your business from 
other risks in the underwriters’ books. This will help you to 
achieve best possible results. 
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Cyber market

The current cyber market is one of both good news and bad news. We will start with the bad news. 
The frequency of cyber claims continues to increase thanks to the success of malware which has 
evolved to avoid detection by antivirus and other security software. The most lethal combination 
of malware is Emotet-TrickBot-Ryuk. To keep it simple, Emotet is used in phishing campaigns to 
deliver TrickBot, malware which steals credentials and also serves as the deployment and initiation 
of Ryuk. Ryuk is ransomware which can cripple its victims and can only be reversed by paying 
large ransoms or rebuilding your corporate environment from clean backups, if they exist. 

Now for the good news. The cyber insurance marketplace is paying claims daily while also 
providing clients with immediate access to qualified law firms and computer forensic teams to 
help evaluate, contain and recover from an event. In addition, the marketplace is covering cyber 
more broadly, though losses are sometimes covered by different insurance lines (e.g., crime 
and property). 

It is important to review your cyber policies carefully to understand both coverage extensions 
and exclusions. Note that a theft of funds continues to be primarily covered by the crime market. 
The same can be said for property covering ensuing damage from a cyber event. However, it is 
paramount that brokers and clients review the entire insurance portfolio against the risk to make 
sure that gaps and overlaps are both understood and addressed. 

Finally, the cyber market capacity is at an all-time high, and rates have never been lower for clients 
without losses. Lockton continues to work with our clients to meet cyber needs while advising on 
the benefits of short-term wins in exchange for long-term stability. This means that we recommend 
pushing insurers for rate reductions but be mindful of working with sustainable insurers. During the 
previous soft-market cycle, many insurers created new primary capacity and attracted new buyers. 
Unfortunately, when heavy losses were incurred, many of those new capacity providers reduced 
capacity or exited the cyber market. Understanding this dynamic is very important to consider 
when seeking reduced pricing in this marketplace.

Due to the moving nature of cyber threats and risk, complexity of cyber insurance across the 
broader marketplace, and the importance of keeping in mind the long-term impact of full-scale 
marketing, it remains important to begin working your cyber renewals 90 to 120 days in advance.
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SURETY
The construction building economy continues to be robust in 
the transportation, infrastructure, residential improvements, 
and mixed-use development sectors which will continue to 
drive contractor prequalification of both general contractors 
and subcontractors.

Overall, the North American surety market continues to 
perform well with solid combined ratios, although there 
are a few large construction surety losses pending. Most 
sureties remain oversubscribed at the reinsurance level, 
which translates to continued competitive surety rates and 
significant available capacity.

Here are a few areas of note related to the surety market:

 � The future of the public-private partnership (P3) delivery 
method for US infrastructure projects remains uncertain 
as larger multinational construction firms continue to 
weigh their desire to participate in pure P3 plays. Sureties 
continue to evaluate these projects on a case-by-case 
basis and largely express a sole interest in the design/
construction portion of the project only. 

 � Contractors are experiencing their largest backlogs ever, so 
sureties will continue to be mindful of their clients’ balance 
sheets, particularly the liquidity makeup. In addition, 
subcontractor prequalification will continue to be equally 
important. While most sureties would prefer their general 
contractor customers secure performance and payment 
bonds from subcontractors, the surety community will 
continue to accept subcontractor default insurance as an 
acceptable means of subcontractor prequalification.
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 � Large international contractors, including those from China, will continue to seek participation in 
US-based projects. China is evaluating its own in-country surety capacity outside of traditional 
Chinese banks, which means potential opportunity for at least the international surety 
reinsurance marketplace. There is current demand for surety insurance capacity for Chinese 
customs bonds.    

While the surety market is performing well, it is not without its challenges. Surety losses have 
stemmed from contractor failures and bankruptcy filings in the US, often related to nonpayment 
from owners, unwillingness of banks to renew significant line of credit usage/refinance term 
notes, contractors’ inability to collect on accounts receivable, or insufficient insurance coverage 
to protect balance sheets. So far, this hasn’t broadly affected the market, but we will continue to 
monitor it.

The bottom line is that surety capacity continues to remain robust from both contract and 
commercial surety providers, and new capacity continues to flood the marketplace. As long as the 
economy continues to expand, the surety industry will remain competitive. Final results for 2018 
aren’t in yet, but the overall surety loss ratio for 2018 is predicted to be around 15%.
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EXECUTIVE 
LINES
The firming trends in the directors and officers (D&O) 
and employment practices liability (EPL) markets that we 
shared in the December 2018 Lockton Market Update have 
continued. Rates specifically in the D&O space remain under 
increasing pressure from a firming market. On the public 
company side, D&O rate increases on primary and low excess 
layers are around 5% to 15% for many risks, and carriers are 
being more conservative with limit allocation. The trend 
on the private side is similar except it is more isolated to a 
handful of carriers who have been experiencing very high loss 
ratios the last several years.

Clients with high debt levels or other financial concerns, or 
with claims experience in the management liability lines, 
will likely encounter even more aggressive actions. Market 
feedback continues to show carriers taking an increasingly 
more aggressive approach to adjustments in limit, retention 
and pricing, and this appears poised to continue through 
2019.

Some of this continued firming of rates is being driven by 
the number of claims being filed, especially against public 
companies. If you consider both federal and state filings, 2018 
was the most active D&O claim year in history. While the 
record number of filings is somewhat attributable to merger 
objection lawsuits, traditional securities actions reached a 14-
year high in 2018.
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FEDERAL SECTION 11 AND STATE 1933 ACT CLASS ACTION FILINGS BY VENUE 2010-2018

Source: Standford Law School and Securities Class Action Clearinghouse; Bloomberg Law; ISS’ SCAS; https://www.cornerstone.com/
Publications/Reports/Securities-Class-Action-Filings-2018-Year-in-Review.

PERCENTAGE OF US EXCHANGE-LISTED COMPANIES SUBJECT TO FILINGS 2004-2018

Source: Securities Class Action Clearinghouse; Center for Research in Security Prices (CRSP); https://www.cornerstone.com/Publications/
Reports/Securities-Class-Action-Filings-2018-Year-in-Review.
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The other part of the story behind the firming D&O market is the increase in settlement amounts. 
The average D&O claim settlement amount skyrocketed in 2018. While this was driven mostly by 
an outlier settlement, the median settlement in 2018 was higher than it has historically been.

SETTLEMENT STATISTICS (DOLLARS IN MILLIONS)

1966-2017 2017 2018

Number of settlements 1,697 81 78

Total $96,982.2 $1.511.1 $5,064.3

Median $8.6 $5.1 $11.3

Average $57.1 $18.7 $64.9

Note: Settlement dollars are adjusted for inflation; 2018 dollar equivalent figures are used. Includes all post-Reform Act settlements. 
Settlements during 1996-2017 include 13 cases each exceeding $1 billion — adjusted for inflation, these settlements drive up the average 
settlement amount. 
Source: https://www.cornerstone.com/Publications/Reports/Securities-Class-Action-Settlements-2018-Review-and-Analysis.

The crime market is also seeing a large increase in claims largely because of the increase in social 
engineering fraud (SEF). For more about SEF and what insurance policies may apply, check out 
the December 2018 SEF white paper from some of Lockton’s experts.
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PERSONAL 
LINES
The increased frequency of hurricanes, wildfires, tornadoes 
and damaging winds and hail all contribute to a hardening 
personal lines property market. Over the past few years, 
insurance companies have had to pay policyholders more 
than anticipated due to catastrophic natural disasters. 
When these incidents destroy property, many residents and 
businesses need to rebuild, but with the magnitude of rebuilds 
underway, labor and resources are scarce, leading to higher 
costs. These costs are passed down to our clients, and the 
unpredictable weather results in unavailable coverage in some 
markets. To get a better sense of what’s happening, read the 
recent blog post from our Signature Client Group experts.

On the casualty side of the personal lines market, premier 
insurers (Lockton partners with all of them) have varied 
approaches to the market. While one carrier has pulled back 
capacity for excess liability limits over $5 million, another has 
increased capacity and redesigned its pricing, which often 
results in significant savings for limits over $15 million. And 
we are seeing responses in between. This changed and varied 
landscape makes it more important than ever for successful 
C-suite executives, business owners and wealthy families to 
have a personal insurance review with one of our Signature 
Client Group Associates.
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By implementing our suite of  capabilities for 
each client, Lockton is poised to navigate this 
turbulent environment and deliver optimal 
outcomes. As noted within this update, the 
current market conditions are changing 
frequently. Please contact a member of  your 
Lockton team for up-to-date information.
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