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“You may not control all the events that happen to you,  
but you can decide not to be reduced by them.” 

– Maya Angelou 
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Executive summary
In May 2020, we issued our market update under very different circumstances. The onset of the COVID-19 pandemic 
gave way to a steady drumbeat of bad news as entire industries shut down, unemployment skyrocketed and global 
trade dwindled. Masks evolved into a must-have accessory while social distancing, compulsive hand-washing and 
working from home became the norm. Our update focused on the potential impact of COVID-19 on the economy, 
insurable exposures and carrier profitability. As industry professionals, we also speculated about the risks associated 
with workers’ compensation, general liability, business interruption, cyber, trip cancellation and D&O. 

Looking back, it is also instructive to realize how little we actually knew. We overlooked the human aspect of 
such wrenching change as traditional support systems were torn away and families were suddenly forced to 
juggle work, education and child care all within the same space. Our clients fought for their very survival and had 
to adapt and transform their business models on the fly. Despite the best efforts of heroic front-line healthcare 
workers, thousands died, and many loved ones were left to grieve alone. One year later, it is safe to say that no 
one has gone through this experience unchanged. More importantly, the world we are all reentering has been 
transformed. COVID-19 has impacted the way we work, shop, dine and travel, and many of these changes will 
become permanent. “Normal” looks very different, and this will have long-lasting implications for our clients and 
the economy as we move forward.

Although COVID-19 is far from eradicated, spring 2021 offers a renewed sense of hope and optimism. 
Governmental stimulus programs provided an important safety net for the economy and bought time. The U.S. 
unleashed its scientific and manufacturing capabilities to develop and deploy a vaccine in record time. More than 
half of U.S. adults are now fully vaccinated, with 165 million people having received at least one dose so far. While 
challenges still lie ahead, consumer and business confidence rise with each vaccination, and there are clear signs 
that the economy is preparing to soar. 

For all of the positive momentum, however, the insurance marketplace is still struggling with weak investment 
returns, rising loss inflation and significant weather-related activity. A stronger economy will drive premium 
growth, but there will be continued rigor around risk selection, terms and conditions, and pricing. A new 
administration will also usher in a new monetary, tax and regulatory environment while climate change will move 
to the forefront. Clients will need to look closely at how all of this might impact their organization and examine 
whether current risk management controls and processes are still adequate. 

Although our crystal ball is still a bit cloudy, we are pleased to offer our 
thoughts around some of the major forces likely to impact our clients and 
industry in 2021. 
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Economic outlook
Following 2020’s GDP decline of 3.5%, the U.S. now appears to be on the path to a rapid recovery. Substantial 
government stimuli combined with rapid progress toward vaccinations is already having an impact. In fact, the Labor 
Department reported that the economy gained 916,000 new jobs in March while the unemployment rate fell to just 
6%. Although the April job gains were far more modest, this is believed to be a temporary setback due to structural 
issues in the labor force. Economists now expect GDP to grow by as much as 6%-8% in 2021.1 Forecasts for 2021 
and 2022 were revised higher after Congress approved $1.9 trillion in fiscal spending on top of an earlier $900 billion 
package late last year. By some estimates, Americans now have $3.5 trillion in available funds that should start to 
flow back into the economy as states further relax restrictions.2 A strengthening U.S. economy has also attracted 
global investors, and more than $5 billion has left developing markets seeking higher returns. Premium growth in 
2021 should be fueled by rising payrolls, revenues and capital investments. 

These signs of U.S. strength come as Europe’s economic rebound has stalled amid difficulties surrounding vaccine 
rollouts and rising COVID-19 cases. France announced its third national lockdown while Germany and Italy have 
reimposed partial restrictions on activities. In the Asia Pacific region, recovery remains uneven, with only China and 
Vietnam surpassing pre-pandemic growth levels. The region also faces challenges with vaccination programs due to 
the very large size of the populations, notably in China and India. 

Given the above, the U.S. will be the main engine for global economic growth in 2021. According to the Organization 
of Economic Cooperation and Development, U.S. stimulus spending will have a ripple effect across the globe. 
By the end of next year, global output is expected to be $3 trillion larger than it would have been without the 
stimulus. The net impact is the same as adding another country the size of France to the global economy.3 

1Goldman Sachs
2Bank of America
3The Washington Post 04/04/21
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Still, the U.S. economy faces significant challenges. The recovery thus 
far has been highly uneven, and sectors including entertainment, travel 
and hospitality remain particularly hard hit. Although the unemployment 
rate is significantly improving, more than 8 million Americans who were 
working in early 2020 are still unemployed while an additional 4 million 
are estimated to have quit the labor market. Many U.S. businesses also 
depend significantly on foreign trade and will continue to feel the impact 
until vaccinations become more widespread and global demand resumes. 

Disruption of supply chains and shortages of key components continue 
to challenge virtually every industry sector. These disruptions are being 
driven by escalating demand for consumer goods, diversification of supply 
chains, a shortage of freight capacity, labor shortages and slowdowns at 
key ports. A global semiconductor shortage has added further complexity, 
and prices for raw materials and finished goods are rising across the 
board. These increases are expected to be temporary as demand and 
supply move toward equilibrium. Economists are, however, closely 
watching inflation, and in April, the Consumer Price Index was up 0.8%4 
from the previous month, the biggest increase since June 2009.5

Yields on 10-year treasuries have climbed above 1.5% as investors factor 
in rising prices and worry about the erosion of long-term cash flows. 
While 1.5% is still relatively modest, the speed at which the yield has 
climbed and what it might signal for the future has investors concerned. 
This, in turn, has put pressure on bond prices and certain sectors of 
the stock market, especially those with high PE ratios. According to the 
Bureau of Labor Statistics, the Producer Price Index rose 1% in March — 
a rate nearly twice what was expected.6 It increased an additional  
0.6% in April.7 The Federal Reserve, however, has signaled that it intends 
to keep interest rates low and is willing to “temporarily” accept higher 
inflation in exchange for full employment. Many economists also believe 
that inflationary pressure will taper off as bottlenecks in supplies are 
resolved and stimulus checks and savings are exhausted. 

Longer term, and perhaps more troubling, the U.S. also faces renewed 
concerns around federal debt levels. As of April 2021, U.S. debt exceeded $28 
trillion, or 120% of GDP — well in excess of the 77% target suggested by 
the IMF as the “tipping point” at which debt begins to crowd out economic 
growth. While low interest rates and continued investor demand for U.S. 
treasuries suggest additional room for debt, U.S. deficits were already 
projected to rise due to costs associated with Social Security and Medicare. 

4https://www.bls.gov/news.release/pdf/cpi.pdf
5Deloitte Economic Update 05/17/21
6Wall Street Journal
7https://www.bls.gov/news.release/pdf/ppi.pdf
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The Congressional Budget Office now projects the deficit will grow by $13 trillion over the next decade, 
warning this could undermine confidence in the U.S. dollar and make it more costly to finance public and 
private activity.8 Further, the larger the debt, the greater the impact of even small shifts in interest rates on 
U.S. obligations, potentially crowding out spending on infrastructure, healthcare and national security. While 
government stimulus did much to blunt the impact of COVID-19, the debt will eventually have to be addressed. 
At a minimum, U.S. businesses and households are likely to face significantly higher tax rates. 

Despite the turmoil of 2020, M&A activity throughout the P&C industry continued at a strong pace. Fueled 
by record-low interest rates, both carriers and brokers have aggressively sought out acquisitions to expand 
market share and gain access to new geographies, products and technologies. The hardening of P&C rates with 
the bet on improved profitability has only increased interest in such deals. Notable activity included Allstate/
National General ($3.7 billion), Intact and Tryg/RSA Insurance ($9.5B), Third Point/Sirius ($788 million), and 
Zurich Insurance Group’s announced acquisition of Metropolitan Life’s US P&C business ($3.9 billion). M&A is 
likely to play an even larger role in 2021 as leaders determine how best to survive in the new normal. Chubb’s 
unsolicited offer to purchase Hartford only raises the sates for additional activity this year.9

Broker consolidation also continued, albeit at a slower pace (611 deals in 2019 versus 555 in 2020). The 
hard market will likely accelerate such activity in 2021 as small brokers and agencies recognize they lack the 
capital, scale and resources necessary for success. Small brokers are also increasingly competing against new 
digital sales channels. PE firms continue to be attracted to the broker space because acquisitions are easy to 
bolt on and scale. At the other end of the spectrum, the Aon/Willis deal might finally be concluded as early 
as July 2021. It is notable, however, that the European Commission as well as the Australian Competition and 
Consumer Commission have raised new fears that fewer choices among reinsurance brokers could lead to 
reduced competition or higher prices. 

A rapidly changing marketplace combined with increased digital competition has also led carriers and brokers 
to become more aggressive about expanding their technological and distribution capabilities. As a result, many 
are taking a closer interest in InsurTech as a way of quickly closing the gaps. For their part, many InsurTech 
companies have reached the point in their life cycle where the demand for capital has led to a decision to 
merge, acquire, partner or go IPO. Notable recent examples include Aon’s acquisition of CoverWallet, Brown 
& Brown’s purchase of CoverHound, and Hippo’s acquisition of Spinnaker Insurance Company. Other notable 
movements in the InsurTech space include IPOs by Lemonade, Root Auto Insurance and SelectQuote. Digital 
broker Mylo (A Lockton Company) has partnered with insurance technology provider Bold Penguin to quickly 
quote small commercial accounts through a simplified interface. Bold Penguin also operates a commercial 
insurance exchange including five of the largest U.S. brokerages and leading carrier brands. By leveraging both 
Bold Penguin’s technology and exchange, Mylo has become one of the fastest-growing digital brokerages in 
the United States.10

8New York Times March 4, 2021
9Deloitte Insurance M&A Outlook
10Deloitte Insurance M&A Outlook
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NOTABLE M&A ACTIVITY
Allstate/National General 
$3.7 billion

Intact and Tryg/RSA Insurance  
$9.5B

Third Point/Sirius  
$788 million

Zurich Insurance Group’s announced 
acquisition of Metropolitan Life’s US  
P&C business  
$3.9 billion
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Governmental outlook
President Biden has laid out an aggressive policy agenda for the remainder of 2021. Most prominently, his 
administration has tasked Congress with passing the American Jobs Plan and American Families Plan. Combined, 
these two proposals call for $4.5 trillion in additional spending, which will be offset, in part, by significant changes to 
the tax code. 

The administration’s approach is wide reaching and expected to impact all sectors of the economy. And while March’s 
$1.9 trillion American Rescue Plan largely tracked the administration’s proposals, that is not expected to be the case 
here. Tight legislative margins and ideological divides make it likely that final action on the Jobs and Families Plans 
will diverge from the administration’s initial proposals. 

Any proposal gaining approval is expected to include tax changes for both domestic and multinational companies. 
Biden has opened the negotiations by proposing a return to a 28% corporate tax rate and a 39.6% top 
marginal rate for individuals, which would also impact pass-through companies like LLCs, S-corporations and 
partnerships. Moreover, his proposal applies the new top marginal rate to capital gains and qualified dividend 
income for households earning over $1 million annually. The impact on multinationals could be far ranging 
with the administration proposing changes to Global Intangible Low-Taxed Income (GILTI), Foreign Derived 
Intangible Income (FDII) and the Base Erosion and Anti-Abuse Tax (BEAT). While the specific rates and details 
are subject to negotiation, increases are highly likely and will impact considerations about investments and 
corporate transactions. 

The administration views tax hikes as necessary to address deepening economic disparities and to make long-term 
investments in the nation’s infrastructure. The administration’s view of “infrastructure,” however, goes beyond 
traditional roads and bridges to include green energy, expanded broadband, home healthcare, job training and 
more. The Families Plan also stretches the definition to include paid family and medical leave, free preschool and 
community college, and subsidized child care. 

Though there have been some discussions of a bipartisan package, it remains more likely Democrats use the 
procedural tool of budget reconciliation to allow for passage on party lines. We expect the legislative debate to 
heat up through the summer with a final package unlikely to come together before the end of July. And while 
many of the anticipated provisions will have prospective effective dates, there are discussions to have some of the 
tax provisions apply in 2021, possibly as of the date of first committee action in Congress. 
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SEVERAL MONTHS OF PRESIDENTIAL ACTION HAVE ALSO OFFERED ADDITIONAL CLARITY 
AROUND SOME OTHER KEY POLICY CONSIDERATIONS: 
 • Pandemic insurance and liability protections: Momentum has slowed for a comprehensive 

insurance backstop for pandemic-related losses. Further, with full Democratic control of the presidency 
and both chambers of Congress, the likelihood for COVID-19 liability protections and tort reforms in 
general has faded completely. 

 • Labor market: The administration is expected to continue pushing for new rules to encourage 
unionization and stricter worker protections. Legislative action on the PRO Act, which would expand 
the right of collective bargaining, remains unlikely, but President Biden’s labor chief, Marty Walsh, 
is a former union official and supporter of collective bargaining. The Biden administration also favors 
finding employee status for many people who are currently treated as independent contractors  
(e.g., gig workers). 

 • Federal minimum wage: Efforts to increase the federal minimum wage to $15 per hour failed in 
March with a ruling that current Senate rules would require at least 10 Republicans to support the 
proposal. While additional efforts are expected and a smaller minimum wage increase remains 
possible, an increase all the way to $15 remains unlikely. 

 • Cannabis: The administration has yet to prioritize changes to cannabis regulation, though the Food 
and Drug Administration is reviewing its cannabis-related enforcement policies. The SAFE Banking Act, 
which would normalize banking and insurance relationships for the cannabis industry, passed the 
House with bipartisan support. The Senate is expected to consider the legislation but is currently 
working on a broader cannabis-related plan that could result in decriminalization. The narrower the 
bill, the more likely that Republicans will support the legislation. 

 • Trade policy: The administration is likely to maintain tariffs imposed by the Trump administration as 
leverage in future negotiations. Further, it continues to support repatriation of key supply chains and 
promote American-made products. Specific policies remain unclear aside from creating tax incentives 
in the Jobs and Families Plans.
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Given the above, buyers might reasonably ask why insurance rates are continuing to climb. It is important 
to note, however, that the commercial P&C marketplace continues to lag overall industry results. In fact, 
commercial P&C netted a combined ratio of 101% — or ~2.5% points higher than 2019 — despite a continued 
firming of deductibles, attachment points, pricing and terms. Apart from workers’ compensation, every line 
posted a combined ratio higher than 100%. It is also important to note that 2020 results are still green, so the 
full picture has yet to be seen. Courts were largely closed, access to non-emergency treatment was limited, and 
businesses literally changed their models on the fly. As the economy and courts reopen, it will be instructive to 
see how results unfold. Additionally, most commercial lines products are reliant on investment income from the 
“float” — the time between premium payment and ultimate loss disposition — which can be years. With new 
money rates so compressed, underwriting companies need to increase prices to achieve the returns necessary to 
continue to attract capital. 

An area that we have been closely monitoring for the past few years is the evolving estimates of true profitability 
for certain lines of business. Our focus has been on workers’ compensation, commercial auto and other liability 

Industry financial results
A year ago, the P&C industry faced cascading challenges as businesses closed, payrolls were slashed and 
interest rates fell to near zero. Additionally, there was a lack of clarity as to how various insurance policies might 
respond. Almost overnight, clients, brokers and insurers were asked to juggle hard market conditions, mandatory 
auto rebates, midterm audits, job reclassifications, presumptive compensability orders, work-from-home cyber 
exposures and a host of other new issues — all while working remotely. The demands for information, consultation 
and accommodation were intense, and the industry distinguished itself through the way it met these challenges. 

With the benefit of hindsight, the P&C industry indeed proved resilient, 
earning an aggregated combined ratio of 98.7%, much in line with levels 
seen in 2019. This is notable for a year that not only included a pandemic 
but also 30 named storms, wildfires, civil commotion, record levels of 
cyber activity (ransomware) and robust securities actions. The industry 
benefited from rising rates, fewer cars on the road and a reduced incidence 
of WC claims. Government stimulus programs also helped shore up key aspects of the economy, stabilizing 
businesses and keeping credit markets functioning. In fact, despite mandatory premium returns, the 
personal lines segment saw its combined ratio performance improve by two points to 96.8%. 

Combined ratio =  
losses + expenses ÷ premium

TAKING A CLOSER LOOK AT INDUSTRY PERFORMANCE

Combined ratio 2019 2020 Change

Commerical lines 98.5% 100.9% 2.4

Personal lines 98.8% 96.8% (2.0)
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(occurrence) — which includes general liability, umbrella and excess lines of business. Much has been published 
about the impact of the “frequency of severity” (increase in large case settlements) that has eroded industry 
profitability and accelerated hard market conditions. To illustrate this impact, Exhibits 1 and 2 are particularly 
instructive and highlight the following: 

 • Carriers continue to “strengthen” reserves from 
older years as displayed by the blue versus red 
lines. The industry has increased its combined ratio 
estimates, and this is due to increases in severity.

 • 2020 commercial auto results (Exhibit 1) appear 
to be much improved versus historical results. 
These improvements were largely influenced by 
the economic shutdown leading to reduced road 
congestion and idled fleets. We remain skeptical 
that 2020 results are anything more than a 
COVID-influenced aberration. In fact, as more and 
more companies have shifted to focus on delivery 
on demand, it is likely 2021 will see a return to 
reserve strengthening. 

 • The 2019 results for “Other Liability” (Exhibit 2) did 
not show a material change from initial estimates 
made at year end ’19. While older years continue 
to drag on earnings, the most recent years do show 
signs of stabilization. In fact, the combined ratio is 
only 0.7% worse and may suggest that changes in 
program structure, terms and rate are paying off. An 
alternative explanation is that there may be COVID 
distortions in the data — and that this trend is more 
the result of court closures than a material change 
in the loss environment. Social inflation and anti-
corporate bias have not gone away and, if anything, 
only become worse during the turmoil of 2020. It 
is also worth noting that these are very long-tail 
lines. We will continue to watch this trend closely 
througut 2021.

Most experts believe that commercial lines carriers will continue to increase prior year reserve estimates for third-party 
coverages, which in turn should keep pressure on rate adequacy, terms and conditions, and capital deployment.
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2016 2017 2018 2019 2020 2020 v. 2019 2020 v. 2016

Other liability (occurrence) $40.9 $43.3 $46.1 $50.8 $55.1 8% 34%

Workers’ comp $56.1 $55.9 $55.8 $54.2 $49.4 -9% -12%

Commercial multi-peril $40.0 $40.9 $42.1 $44.4 $46.4 4% 16%

Commercial auto liability $25.1 $27.3 $30.9 $34.7 $35.0 1% 39%

Fire and allied $37.3 $37.8 $39.8 $43.5 $48.5 11% 30%

Other liability (claims made) $21.3 $21.7 $23.4 $25.9 $31.8 23% 49%

Inland marine $21.3 $22.7 $24.6 $26.4 $25.9 -2% 22%

Medical professional $7.0 $7.0 $7.0 $7.4 $7.7 5% 11%

The chart below highlights the impact of the pandemic and market conditions. Key points:

 • For the first time ever, workers’ compensation has been overtaken by “other liability (occurrence)” as the 
largest product set. This is driven by payroll-based exposure reductions and flat pricing for WC versus a major 
firming in most casualty products, specifically umbrella/excess.

 • Other liability (claims made) is made up of mostly financial lines products. Driven primarily by litigation trends 
associated with D&O, the aggregated premium has grown nearly 50% over the past five years. 

 • Commercial property, another line that has seen strong market correction over the past 2.5 years, has seen 
premium growth of 30% over the past five years.
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Workers compensation continues to perform on a 
calendar year basis, as the industry continues to release 
reserves from older accident years. The industry’s 90% 
calendar year combined ratio is ~15 points better than 
the accident year result, highlighted by over $5 billion 
in reserve releases in 2020. In fact, it can be argued 
that worker’s compensation reserve releases have 
largely propped up the aggregated combined ratio 
for the industry for the past few years. Looking ahead, 
workers’ compensation, with seven years of rate 
decline, an inflation-based cost structure and a heavy 
reliance on investment income will likely see a turn in 
market conditions.

Overall, despite the historic upheaval associated with 2020, the insurance industry showed resilience, strength 
and stability. Working largely remote, brokers and insurers were able to transact deals, pay claims and meet the 
needs of their clients. New capacity arose to fill critical gaps and slow price acceleration. The P&C marketplace 
also seized the opportunity to improve efficiencies, expand the use of technology and secure new capabilities.
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For our clients, the obvious question is “when will things return to normal?” While we believe the financial 
health of the industry has improved over the past two years, we do not see a rapid return to a buyers’ market. 
Instead, we foresee a more predictable rate environment — one in which price increases will decelerate and move 
more in line with loss trends. Insurers have made a fundamental shift in underwriting operations, with increased 
scrutiny around risk quality, capital deployment and return. The limits being offered reflect their desired level of 
risk and a bias toward smaller lines is unlikely to change significantly. Despite this discipline, however, markets are 
still demonstrating a willingness to differentiate between risks. Clients with strong controls, favorable loss trends 
and supportive analytics will continue to outperform their peers. Flexibility and open communication remain key. 

The trends driving the initial correction — natural catastrophe, social inflation and increased loss severity — have 
not disappeared and will continue to impact underwriting results. The marketplace continues to show remarkable 
discipline, and senior executives have signaled that market share is less important than profitability. Carriers have 
also become much more sophisticated in their deployment of analytics to help guide decision-making. Brokers 
can capitalize on this by understanding how they are being used and helping clients differentiate themselves. 
Quality risks will always remain attractive in the market and secure more favorable terms and pricing. 

A positive tailwind will be the robust economic rebound expected by all economists for 2021, especially in the 
hard-hit leisure, entertainment and travel industries. GDP growth, combined with rate conditions, will fuel top-
line industry growth and profitability. This upswing will also fuel new questions around client operations, safety, 
cybersecurity and business governance. Most buyers have made fundamental changes to their businesses during 
COVID, and underwriters will want to understand how these might impact risk.

WHAT DOES THIS ALL MEAN? 

We continue to believe that 2021 will offer opportunity for buyers 
willing to challenge a “renewal” mindset. Changes in the economy, 
regulatory and market environment call for a fresh look at the 
fundamentals: “What am I buying?” “How am I buying?“ and perhaps 
most importantly “Should I be buying?” Successful outcomes begin 
with an understanding of our clients’ strategic priorities, financial 
goals and tolerance for volatility. With advanced analytics, we can 
identify opportunities, challenge the past, measure risk/reward 
tradeoffs and guide future program design. Now more than ever, the 
quantitative and qualitative assessment of risk drives optimal pricing. 
We also encourage a renewed analysis of nontraditional products. 
This market has spurred creativity and product innovation including 
structured solutions, parametric products, and a renewed emphasis 
on captives. There is no one silver bullet to deliver optimal results, 
but careful planning, analysis and strategy definitely play a key role. 
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A YEAR AGO, OUR OUTLOOK WAS CLOUDED BY 
UNCERTAINTY. The view for 2021 looks markedly 
different, and there is reason for optimism on many fronts. 
While there will undoubtedly be surprises, we believe that 
a vibrant, growing economy bodes well for our clients 
and carrier partners. As painful as the transition has been, 
pricing changes to date will continue to earn into the future, 
and structural changes in capacity deployment will help 
stabilize market results. A strong, prosperous industry is 
in all of our interests as the property and casualty industry 
underpins the global economy. 

On a more personal note, we welcome the opportunity to 
once again see our client and carrier partners face to face. 
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Casualty
Workers’ compensation 

Workers’ compensation has remained an outlier in comparison to other 
commercial lines for several years with favorable loss trends, redundant 
reserves and ample competition. As COVID-19 took hold in the U.S., it 
brought a rising concern that workers’ compensation rates would quickly 
harden. A sharp decline in payrolls, executive orders around “presumptive 
compensability” and the specter of delays in medical treatment all pointed 
to an adverse outlook. 
One year later, it is clear that many of these fears were overblown and the workers’ compensation outlook 
remains uniquely bright. As noted in Lockton’s recent white paper “Workers Compensation Loss Trends-The 
Pandemic Edition,” COVID-19’s immediate impact on WC losses was far less than expected. Net written premium 
for workers’ compensation decreased by 10% for state funds and private insurers in 2020, largely due to a decline 
in exposures. Claim frequency, excluding COVID-19 claims, fell 7% in 2020, though indemnity severity increased 
3%. NCCI states reported 45,000 coronavirus losses, representing $260 million in losses. While 75% of these 
claims involved lost time, over 60% of the claims were less than $1,500, and the average severity was only $6,000. 
Despite some slight deterioration, workers’ compensation has now seen four years in a row where the calendar 
year combined ratio has been under 90.11 

Rates in 2020 largely hovered around flat for both guaranteed cost and loss-sensitive renewals, with variation 
dependent on loss history, experience mod and industry. This year will likely offer a competitive and stable 
environment for many buyers.

112021 Annual Issues Symposium, https://www.ncci.com/Articles/Pages/Insights-AISHighlightsReport.aspxNCCI
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Despite the good news, however, the longer-
term outlook for workers’ compensation remains 
unsettled due to a combination of factors: 

INFLATION
Rising concerns around inflation may well impact carrier pricing models. 
Workers’ compensation is a long-tail exposure, and investment returns 
are already under pressure. Inflation will also have an adverse effect on 
medical costs and drive average claim costs higher. 

COVID-19

Because the disease is still so new, COVID-19’s long-term health effects 
remain uncertain. Some studies have pointed to potential damage to the 
lungs, heart and nervous system. Medical experts are unsure whether some of 
those infected may experience chronic conditions that drive up medical costs. 

REMOTE WORK

The ability to work from anywhere raises new challenges as respects 
“arising out of the course and scope of employment.”

AGE

The U.S. workforce continues to skew older. According to the U.S. Bureau 
of Labor Statistics, the number of employees over the age of 55 in the 
labor force is expected to increase to nearly 25% by 2024. As employees 
age, they typically have more comorbidities and take longer to recover. 
The impact of even minor claims can become significantly more severe. 
According to the NCCI, the workers’ compensation claims involving 
comorbidities including obesity, diabetes, depression and anxiety is twice 
that of those without such conditions.

QUALIFIED WORKERS

As the economy begins to pick up steam, some sectors are struggling to 
find qualified workers. As a result, many are hiring inexperienced staff 
members who lack the property safety training. Additionally, after a 
lengthy shutdown, even experienced workers are likely more vulnerable to 
injury from bending and lifting. 

12NCCI: Mega Claim Study 08/25/20, https://www.ncci.com/Articles/Pages/AU_2020-Countrywide-
Mega-Claims.aspx

COVID-19’s immediate 
impact on WC losses was 

far less than expected. 
Net written premium for 

workers’ compensation 
decreased by 10% for state 
funds and private insurers 

in 2020, largely due to a 
decline in exposures. 
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LEGALIZED MARIJUANA

Medical marijuana is now legal in 36 states, while recreational marijuana has been approved in 15. This can 
complicate efforts to maintain a drug-free workplace or screen workers. Further, unlike alcohol, there is currently 
no single legal standard for impairment.

 • Exclusive remedy — Established as a no-fault system, workers’ compensation has traditionally been viewed 
as the “exclusive remedy” for injured workers. This system, however, has been under persistent attack through 
creative litigation and lobbying by the plaintiff bar. The efforts are paying dividends in some states.

 • Mega claims — The last several years have seen a significant rise in “mega claims.” The NCCI defines these 
as claims greater than $3 million, and they typically stem from serious injuries. New lifesaving techniques and 
advances in medical treatment have driven the frequency and severity of these claims to record levels. More 
importantly, claims are reaching this threshold faster than ever before.12

MARKET UPDATE: EMERGING RISKS

Lockton defines emerging risks as risks that arise from changes in technology, claims, regulation or legal 
developments that pose a threat to our clients. To continue helping our clients navigate this dynamic marketplace, 
our Technical Intelligence and Emerging Risk (TIER) Practice was set up with the express goal of focusing on 
emerging risks and issues impacting our clients. The TIER Practice works to develop proactive, innovative solutions 
that help our clients mitigate and transfer their exposure to these fast-evolving and emerging issues. The emerging 
risks team focuses on scaling existing solutions to all Lockton offices globally as well as developing new products 
and solutions by working with our clients, insurers, law firms and industry experts. 

A wave of litigation over the past several years has shone a spotlight on emerging risks like talc, opioids, and 
glyphosate and illustrated how quickly the market can shift from providing affirmative coverage to almost 
completely excluding these exposures. Other emerging risks we are researching and addressing with innovative 
solutions include the burgeoning cannabis industry, sharing and gig economy, PFAS chemicals, intangible assets 
and blockchain/cryptocurrency. To learn more about other emerging risks we are monitoring and how our 
approach may help you be better prepared for an emerging risk, please reach out to your Lockton contact to 
discuss in more detail.
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MARKET DYNAMICS FOR OTHER CASUALTY COVERAGES:

Liability
AUTO LIABILITY

Five years of steady rate increases have not yet overcome a continued 
escalation of medical costs, repair expenses and liability verdicts. While 
not as severe as umbrella/excess pricing, rates continue to increase as 
carriers try to return to underwriting profitability for this line of coverage. 

As umbrella markets demand higher attachments on fleet-heavy risks, 
this serves to drive even more premium into the primary and buffer 
placements. With primary carriers reluctant to extend meaningful net 
capacity, buyers are either more beholden to facultative reinsurance 
pricing or must pursue coverage from a limited buffer marketplace. On 
the bright side, clients truly can differentiate themselves through the 
risk selection process by highlighting investments in loss mitigation 
strategies. For example, it is important to emphasize not only that 
telematics are used in the vehicles, but also that the telematics output 
becomes actionable intelligence to shape driver qualification and risk 
management strategies.

GENERAL LIABILITY

Rates are up, but those increases are still tempered. This is helped by the 
fact that the limits deployed by the primary GL carrier are significantly 
shorter than those of a lead umbrella carrier, mitigating the carrier’s 
exposure to loss. That said, the concern of today’s GL underwriter is often 
defense, which is traditionally offered in addition to policy limits. In an age 
of increased litigation and class actions, ongoing and unlimited defense 
can add up. The prevalence of exclusions also bleeds into excess casualty.

The umbrella and excess liability space has been and continues 
to be dynamic. Buyers might describe underwriter directives on 
pricing, capacity, attachment, and terms and conditions over the 
past 24 months as bullish behavior with inadequate consideration for 
individual risk underwriting. There is, however, newfound optimism that 
2021 is presenting a landscape that will support less volatile renewal 
experiences for both lead and excess layers.

 • The “why” behind continuing 
profitability pressures is best explained 
as a frequency of upward-trending 
severity.

 • “Nuclear verdicts” was the phrase 
du jour beginning in 2019, but today 
that almost seems too familiar to 
sufficiently describe the magnitude of 
certain losses.

 • In fact, as Chubb remarked in its latest 
Bermuda publication13, “as you will 
discover in this year’s report, the 
phenomenon of nuclear and even 
super-nuclear verdicts continues.”

13Liability Limit Benchmark & Large Loss Profile by Industrty Sector, 2021
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LEAD UMBRELLA

Lead capacity: 25 million a distant memory 

 • The prevalence of lead 25 million capacity began diminishing two years ago and today represents just a 
fraction of Lockton portfolio umbrella policies.

 − These are typically middle-market clients with benign risk profiles.

 • This is a dramatic shift, as the majority of placements today are structured with lead capacity of 10 million or less.

Few clients changed lead carrier despite market conditions

 • A quarter-to-quarter view indicates clients had a tendency to renew with their incumbent lead umbrella 
carrier, even during challenging market conditions.

 • Having said that, 2020 saw a definitive increase in workers compensation and lead umbrella placements 
being aligned with the same carrier. This is likely the result of leveraging the WC as a new business 
opportunity to enhance the carrier’s lead umbrella offering.

/

LEAD CARRIER CHANGE

From 10/1/2020 - 1/1/2021, 
8.8% of lead policies changed carrier at renewal. 
The median price change for those that changed 

carrier was 28.8% compared to 15.2% when 
renewed with the same carrier.

TOTAL LIMIT CHANGES

From 10/1/2020 - 1/1/2021, 
13.6% of clients decreased their overall 

limit at renewal

Please note, client counts and premium amounts for this report are limited to clients who met reporting criteria (see page 23) and who 
submitted data to Lockton’s proprietary database. This report does not represent Lockton’s full book of business. 

Market Movement: Limits and Attachments

DISTRIBUTION OF LEAD LIMIT BY QUARTER
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LEAD ATTACHMENT AND LIMIT CHANGES

From 10/1/2020 - 1/1/2021, 
6.0% of clients increased GL attachment; 

4.5% of clients increased Auto attachment; 
21.0% of clients decreased lead limit

From 10/1/2020 - 
1/1/2021,

42.4% of clients who 
previously held 

$25M or more in 
lead 

reduced lead limit

TOWER POLICY COUNT CHANGES

From 10/1/2020 - 1/1/2021, 
22.6% of clients had to place more policies for the 

same amount of limit. The median tower price 
change for those with more policies for the same 
amount of limit was 45.6% compared to 16.3% for 

those with no change in the number of policies.
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EXCESS LIABILITY

An outsized emphasis on excess layer relativities became a pack mentality across the marketplace in 2020. 
The median Price Per Million (PPM) relativity of the first excess layer to the lead umbrella layer increased 
anywhere from 15% to nearly 50%, depending on program structure. That only served to compound the 
impact of lead umbrella increases and drive additional cost into the rest of the tower. 

In our March 2021 market update, we noted that one of seven clients reduced limits in 2020. In some 
cases, this was the second consecutive year of limits reduction. In addition, clients took on more risk, 
not just by purchasing less insurance, but by purchasing it differently. It became normal for clients to 
consider participating in a mid-tower excess layer or to explore alternative structures such as integrated 
risk programs and multiyear swing plans. When presented with these options, buyers generally favored 
simpler and straightforward self-insurance rather than highly engineered and complex alternative structures. 
See Lockton’s March 2021 interim Market Update for a discussion around how analytics can differentiate 
program options and inform decision-making.

True “follow form” excess coverage became increasingly elusive in 2020. There was an increased prevalence 
of exclusions for sexual misconduct, glyphosate and CBD, to name a few. New and updated Access and 
Disclosure wordings were put into circulation. Pandemic exclusions were a frequent point of contention at 
least somewhere in many multilayered programs.

Pandemic exclusions were a 
frequent point of contention 
at least somewhere in many 

multilayered programs.
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With 2020 renewal programs bound and behind us, the remaining open 
question is what will liability losses for 2020 ultimately look like? With 
courts on hiatus, many carriers put an emphasis on virtual mediations 
during COVID-19 court closures. In addition, some also revisited prior 
settlement offers on the premise that plaintiffs might be more inclined to 
accept a settlement given unemployment conditions and other economic 
uncertainties. Ultimately, we believe that we will see litigation rates for 
2020 that are consistent with the prior year trend and immaterial change in 
settlement take-up. As noted in earlier market updates, third-party litigation 
funding has been cited as a major contributing factor in dissuading plaintiffs 
from settlements, driving up loss costs and prolonging claim closure. In 2020, 
third-party litigation funds grew by 6%, so this trend is expected to persist. 

Our expectation is “market stabilization” by late 2021. Does this mean 
a soft market? No. Does it mean potential stabilization? Yes. It’s important 
to recognize that “stabilization” in excess casualty likely means that once a 
program is structured and priced “correctly,” there is an annual (predictable) 
increase for pricing — and potentially the attachment point — to keep up 
with trend. To a client, this is considered an increase. From the carrier’s 
perspective, this is equivalent to staying “flat.”

Put more simply, we expect price increases to moderate and become 
less volatile. We consider this viable due to the combination of several 
factors. First, we noted that clients are exiting high excess layers and even 
participating more in their mid-excess layers. This means less demand added 
to the arrival of new capacity. While this new capacity is largely in Bermuda 
and London, it has spurred some U.S. markets to reconsider how and where 
they are deploying their limits. This momentum may create a shift in the 
market of the past 24 months. 

Given this anticipation of continued market 
fluidity, a client’s renewal journey is best 
approached through flexibility and prioritization. 
Being open to frequent revisits of strategy and 
reassessing priorities in tandem with the real-time 
market landscape allow for maximum creativity that 
can often support the best buying outcomes.

We expect price increases to 
moderate and become less 

volatile. 
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Global catastrophes, including 
nonmodeled losses, impacted 

property insurer results in 2020, 
with many carriers seeing combined 

ratios excess of 100%..
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Property
Midway through Q2 2021, property continues to see challenged market 
conditions despite 14 consecutive quarters of rate increases. It should be 
noted, however, that the scale of these increases is moderating to some 
degree. Program restructuring and rising rate adequacy, combined with 
new and redeployed capacity, is helping to blunt upward pressure. Clients 
with favorable risk profiles are also seeing programs oversubscribed, fueling 
competition. This is not universal, however, and clients with losses or 
in less favorable industry sectors will continue to struggle. Carriers also 
continue to tighten terms and conditions and closely scrutinize valuations.
Global catastrophes, including nonmodeled losses, impacted property insurer results in 2020, with many carriers 
seeing combined ratios excess of 100%. Even those that were profitable did not earn adequate return on capital 
for their investors. Further, the first quarter of 2021 added to industry woes with a severe winter storm in Texas 
and Louisiana. Losses from that event are expected to total between $15 billion and $20 billion.

/

PROPERTY PROGRAM: RANGE OF RATE CHANGE
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Client counts and premium amounts for this report are limited to clients who met reporting criteria (see page 18) and who submitted 
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programs placed by Lockton.  This report does not represent Lockton's full book of business.
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Market Movement: Pricing
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Percentages displayed represent the 25th and 75th percentiles.

Over the 12 months ending 
1/1/2021, the median rate 

change was a 15.1% increase 
(average 22.4%)

From 10/1/2020 - 1/1/2021,
the median rate change for 
our largest clients ($1M+ 

premium) was 27.0% with an 
average of 33.6%
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PROPERTY PROGRAM: RANGE OF RATE CHANGE

Over the 12 months ending 
01/01/2021, the median rate 
change was a 15.1% increase 
(average 22.4%)
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Percentages displayed represent the 25th and 75th percentiles.
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WEATHER

Climate change continues to impact traditional weather patterns with an obvious negative impact on underwriting 
results. The length of the hurricane season, frequency of storms, number that reached land, and severity continue to 
make wind a major concern for insurers. Of the top five wind losses in the U.S. over the last decade, three have occurred 
in the last four years. Hail, winter storms, flood and wildfire events are on the rise, and carriers are trying to manage 
their increase in loss costs. The stochastic models necessary to analyze and measure these perils remain unproven and 
require further development to be incorporated into pricing models. Recent predictions have indicated a greater than 
average season in the Atlantic basin for 2021, and this could further unsettle the marketplace. Carriers are managing 
loss costs through a variety of means, including narrowing policy language, adding sublimits or increasing deductibles.

The Biden administration is also increasingly focused on climate change, which will have a ripple effect on underwriting, 
pricing and investment decisions. A majority of U.S. state insurance regulators expect insurers’ climate change risks to 
increase over the medium to long term, including physical risks, liability risks and transition risks. More than half of the 
regulators surveyed also indicated that climate change was likely to have a high impact or an extremely high impact on 
coverage availability and underwriting assumptions.13,14

COVID-19

Market hangover lingers in the form of trapped reinsurance capital, loss development and cases that are in litigation. 
The energy around this topic, however, largely seems to have abated. Losses involving affirmative covers have been 
settling, and most of the courts have resisted the temptation to “find” coverage where it doesn’t exist. Despite what 
happened in the U.K., the U.S. policy forms were very different. Of the over 1,600 COVID-19 BI-related lawsuits, most 
have been found in favor of insurers. Nevertheless, carriers are adding infectious disease or virus exclusions to all new 
policies as a matter of course.15

REINSURANCE

Although the reinsurance market is seeing some rate increases, it is important to note that these increases have not 
been as high as expected. De novo and repurpose capacity is positively impacting the market and capacity for CAT, and 
non-CAT reinsurance is available. Rate increases have been in high single to low double-digit percentages, and the ILS 
and CAT bond market remains functional and vibrant.

VALUATIONS

Valuations will be an increasingly important issue in 2021. As rate deceleration takes hold and inflationary factors impact 
the supply and cost of material costs, carriers have increased their focus on valuation adequacy. Many have indicated 
that losses are coming in at multiples of reported values, raising concerns over the accuracy of what is shown on the 
schedule of values. When values are in question, most underwriters have indicated that limits of liability, margin clauses 
and coinsurance will be added to programs. Others are adjusting values internally to ensure adequate premium is 
collected for the perceived exposure. 

13Deloitte Center for Financial Services
14https://tropical.colostate.edu/forecasting.html
15https://cclt.law.upenn.edu/judicial-rulings/
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The 2021 property market will continue to present challenges for 
clients. Although the rate of increases has slowed, carriers are still 
focused on profitability and will continue to seek rate to offset 
historical loss costs, the impact of climate change and reinsurance. 
Occupancies that are highly challenged or clients coming out 
of multiyear deals are likely to experience a more severe rate 
environment. Terms and conditions, deductibles, sublimits and values 
will continue to receive close attention

Carriers that led the hard market in Q4 2018 have largely rebalanced 
their books and signaled their intent to grow. While rates are still 
going up, the trajectory has slowed and there is a general sense that 
programs are getting “easier” to complete earlier in the renewal 
cycle. Layered deals have seen oversubscription, and signing down 
is becoming part of the process again. Best practices continue to be: 
start early, leverage relationships, communicate internally to enhance 
responsiveness, and disrupt program design.
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Executive risk
Financial lines update

The U.S. economy continues to gain strength, consumer confidence 
is growing, and equity markets hover around record levels. Corporate 
earnings have been solid, and the execution of an aggressive COVID-19 
vaccine program has thus far overridden any trepidation associated with  
the potential for higher corporate taxes. 

This economic momentum, combined with new dynamics in the D&O liability marketplace, should serve our 
clients well throughout the balance of 2021. In the first five months of the year, we have seen D&O increases 
moderate, especially for insureds entering the fourth renewal cycle since the onset of this hardening market. 
While industry reports cited 30%-50% rate increases in primary D&O during the second half of 2020 and into 
early Q1 2021, we are now seeing primary rate increases moderate to 15%-35%. Well-managed companies in 
favorable risk classes are seeing even better outcomes. This trend aligns with what we have seen from major 
P&C insurers in their Q1 2021 earnings reports: a general deceleration of premium increases from Q4 2020 and 
improved underwriting results.
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The overall improvement in the financial lines segment is being driven in part 
by the fact that most carriers have now reconfigured their D&O books and 
adjusted the limits deployed. There has also been a significant influx of new 
capacity in the public D&O space. Higher rates have enticed insurers off the 
sidelines and helped enhance competition, particularly in the excess layers. 
While the new capacity will not suddenly flip the market back to a soft pricing 
environment, it is helping buyers fill out programs and moderate rate increases. 
Underwriters are more likely to moderate premium increases and hold coverage 
terms in exchange for meaningful corporate retentions — usually starting 
around $1 million for public companies and $100,000 for private companies. As 
noted in previous reports, the case remains that the overall market has been more 
focused on adjusting rate, retentions and limit versus pulling back on coverage.

One exception to note is fiduciary liability insurance, as excessive fees cases 
continue to increase in frequency and the market continues to harden in 
this class. Due to the surge in cases during 2020 after a steady decline since 
2016, larger risks are experiencing significant premium increases of  
25%-40%, reduced limits, higher self-insured retentions and potentially a sublimit for the excessive fees exposure. 
On the flip side, the expected COVID-era increase in employment practices-related cases has not materialized. 
Most forms of discrimination allegations have increased, and healthcare and manufacturing industries saw 
increases in COVID-19-related filings as they remained on the job; however, severity has been low so far. As a 
result, premium rates have remained in the 5%-15% increase range. 

larger risks are 
experiencing 

significant premium 
increases of between 
25%-40%, reduced 
limits, higher self-

insured retentions and 
potentially a sub-limit 

for the excessive fees 
exposure.

The challenged market environment has also led clients to continue to consider alternative program structures to 
reduce cost, including some combination of increasing retention or reducing ABC or Side A coverage. As always, the 
greatest renewal success will be achieved through careful analysis, early discussions with incumbent underwriters, 
analysis of market capacity, rigorous marketing, and personal engagement by the insured’s executive team. 

Despite the moderation of D&O rates, however, the D&O marketplace still faces headwinds. Litigation 
was muted through most of 2020, and this is likely to change as the courts reopen. The pandemic 
devastated many companies financially, and the legal issues have yet to play out. Further, a new 
administration is likely to bring a more restrictive regulatory framework with renewed emphasis 
around environmental, social and governance (ESG) issues. Cyber breaches, event-driven litigation and 
escalating loss activity all remain significant issues for the underwriting community, and insureds should 
continue to expect scrutiny of risk management and corporate governance practices. 
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SPAC IPOs
The D&O market for SPAC IPOs hardened significantly in late September 2020, and this has continued through 
Q1 2021. Exponential growth in the number of SPACs is creating uncertainty for insurers concerned with aggregation 
of limits. Unlike traditional D&O, pricing is not driven by historical claims frequency and severity anticipated future 
activity. There is substantial concern around the potential impact of recent SEC initiatives and statements, including 
a “voluntary” SEC request for information that was sent to various banks during the week of March 22. This request 
focused on SPAC deal fees, internal controls at banks involved in SPAC underwriting, and potential insider trading. 
The market has been further unsettled by various SEC commentary, including statements regarding uncertainty as 
to whether the “safe harbor” provision of the PSLRA applies in a de-SPAC transaction; emphasis that SPAC targets 
must be prepared to meet the audit, tax, governance and investor relations standards expected of a public company; 
and an April 12 statement regarding the accounting of warrants as liabilities (vs. equity). All of this has fueled 
reluctance to entertain SPAC risks by the limited pool of primary insurers. 

As the SPAC IPO market picks up from its current pause, 24-month policy periods should still be the norm. And 
although $5 million primary maximum capacity per insurer should still be available, this will likely move to $2.5 million 
in the next couple of months. It should also be noted that $5 million is becoming the minimum retention for clients 
buying ABC coverage. There remains a desire by SPAC sponsors to keep upfront costs to a minimum while building the 
lion’s share of any SPAC IPO expense into the runoff (or tail) premium once a target is identified.

De-SPACs & IPOs
Market conditions continue to be particularly challenging for reverse mergers (de-SPACs) and IPOs with only a small 
subset of D&O carriers willing to consider writing the primary layer. Self-insured retentions often start at $10 million but 
may be higher depending on state domicile (e.g., CA). Excess coverage ABC pricing tends to be a higher percentage of 
the underlying layer than a typical D&O renewal. In fact, at times it can be equal to the layer below, which often leads 
clients to start purchasing Side A coverage at lower attachments (e.g., $10 million-$20 million) and cutting back their 
ABC purchase. Broad coverage terms remain achievable. D&O insurers remain diligent in their underwriting of de-SPACs 
and IPOs and are concerned with a variety of issues, including:

 • Pre-transaction share offerings/PIPE offerings

 • Pre-transaction disclosures and due diligence

 • Board and management team public company experience and readiness

 • Experience of the advisory team 

 • Reason for going public, especially via a SPAC transaction

 • Ownership pre- and post-transaction

Industries facing greatest scrutiny due to their historic claims frequency are finance, healthcare, technology  
and biotechnology.
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Global outlook 
The COVID-19 pandemic was unique in the breadth of its impact 
and added a new layer of complexity to a rapidly evolving insurance 
environment for global clients. Beyond COVID-19, the market also 
faced rising prices, ongoing consolidation of insurers and brokers, 
increased regulatory pressure, and rising demands for data-driven 
insights. Geopolitical factors have also called into question the 
strength and reliability of global supply chains, leading many clients 
to reevaluate where and how they do business. For example, the Biden 
Administration has not yet relaxed tariffs on China, and this could 
lead to ongoing trade tensions between interdependent economies. 
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 • International casualty, particularly for controlled master programs, continue to experience single-digit rate 
increases in conjunction with limited capacity and terms/conditions. Profitable global programs are often 
leveraged against the umbrella or domestic primary casualty to offset unfavorable loss trends. 

 • International property rate increases are trending downward from recent highs, but some global markets 
continue to be variable as certain countries continue to be impacted by natural catastrophes, pandemic-related 
coverage issues and risk quality. 

 • International D&O continues to experience double-digit rate increases under heightened global corporate 
governance, ESG and shareholder activism. 

 • Localization of global cyber programs has become a priority in countries that have experienced recent high-
profile data breaches and/or have imposed more stringent privacy-data regulations.

These factors have resulted in a marketplace that is increasingly wary, selective 
and restrictive. Global clients are facing more questions and experiencing 
greater pressure around terms, attachments and limits. Further observations 
are as follows:

As the distribution and administration of vaccines continues to improve, 
the global economic outlook for 2021 looks stronger. Understanding that 
there is considerable variability between regions, we expect the international 
marketplace to move in the following direction:

 • International program options will continue to be influenced by other lines of business as brokers and carriers 
seek to leverage broader client relationships. 

 • Capacity will be selectively deployed to multinational risks that are likely to generate the most favorable return  
or can offset less profitable lines of business.

 • Favorable loss ratios will attract an increased number of new entrants into the international casualty market. 
However, ongoing market concerns around underwriting profitability mean these new players are unlikely to 
compete on price. 

 • Some global brokers are reducing engagement of local offices within controlled master programs. This has been 
accomplished by transferring service costs and program execution to international carriers. Some of these markets, 
however, may not be equipped to handle the services traditionally offered by a global broker. As a result, many 
insureds lack clarity around their total cost of risk, schedule of insurance, exposures, losses and timely deliverables 
in each country of operation. This is particularly concerning at the time of loss, defense and adjustment of claim 
where coverage certainty and compliance with good local standard are important to achieving a positive outcome.

| Lockton Market Update | June 202134



The recovery from the pandemic is likely to be complicated and 
uneven. Much depends on access to quality healthcare and vaccines, 
and efforts around the latter have shifted to become more globally 
coordinated. A strong economic rebound is expected in countries 

where access to healthcare is efficient and vaccination rates are high.  
For developing economies, recovery may take longer, shifting 

production, supply chains and sales to emerging countries, creating 
new emergent risks for global insureds. 
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Many global insurance programs, services and solutions are delivered to EEA-based multinational companies and 
EEA-based subsidiaries of multinational companies on a “Freedom of Services” basis. These programs will continue 
to be permitted as long as the policyholder is a business entity registered within the EEA and the program covers 
European-based risk. FOS policies can be issued via an insurer based in any EEA country at the insured’s direction 
or in cooperation with the insurer in accordance with its Brexit contingency. Choice of law is permitted, subject to 
underwriter’s agreement. 

Non-EEA authorized brokers and carriers will not be able to provide the following services:

 • Sending invoices direct to EEA policyholders 

 • Gathering information direct from EEA policyholders 

 • Handling claims made by EEA policyholders under EEA policies

London wholesale placements to EEA policyholders covering EEA risks will require the engagement of a 
licensed EEA broker. 

BREXIT HAS ALTERED THE LANDSCAPE OF GLOBAL 
PROGRAM COMPLIANCE IN EUROPE. Any program 
covering risk in the European Economic Area (EEA) 
must be covered by an EEA policy and handled by an 
EEA authorized broker. This includes U.S. clients with 
European corporate domicile, such as Amsterdam, 
Luxembourg, Dublin, etc., where the first named 
insured is the European corporate parent.

GLOBAL COMPLIANCE 

Over the past 12 months, multinational companies have experienced a sharp increase in proprietary information 
requests to meet global compliance demands. Changing global trade agreements, political and diplomatic 
tensions, anti-money-laundering efforts and tax reform are all influencing an increase in regulatory enforcement. 
Anti-globalization sentiment has given regulators opportunity to nationalize and amend laws that favor localized 
businesses, driving increased compulsory insurance requirements and demand for admitted coverage. A proposed 
global minimum tax has also gained traction in the U.S. and G-20 and could have implications for multinationals. 
At a minimum, this could have affected where and how companies operate. Smaller countries with favorable tax 
rates would lose a key competitive advantage. 
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EXPLORING ALTERNATIVE PROGRAM STRUCTURES

The increased focus on global insurance regulation and reform has driven localization of global programs and 
added upward pressure on rates and retentions across all lines of business. Larger global organizations are 
reevaluating the value of centralized programs as terms become more restrictive and less cost-efficient. 
Insureds are also retaining more risk at an organizational level where historically, lower retentions in global 
markets were common and cost-effective. Carriers are responding by offering matching deductible, fronting 
or loss-pooling solutions to facilitate higher retentions in global programs while maintaining market-standard 
local retentions. Analytics and benchmarking have shown that these alternative structures can often be highly 
efficient and cost-effective. 

LEVERAGING TECHNOLOGY AS A DIFFERENTIATOR

Navigating the complex nature of multinational business can present a data challenge for insureds, insurers and 
brokers alike. Having to navigate the regulations of different countries across all lines of business at once 
with real-time information and guidance can be a struggle for risk managers. To help ease this burden, several 
carriers have instituted new helpful features on their digital platforms, such as policy translation and same-day 
certificates of insurance. Other carriers have focused on access to information for employees who work around 
the globe, such as 24/7 alerts, travel advisory information and updated COVID-19 reports. Some markets also 
have technology that can deliver tailored reports, including compliance and regulatory concerns by territory. 

On the client side, data can help improve market outcomes by highlighting favorable loss trends and 
identifying opportunities where taking additional risk may make sense. Brokers and insurers are moving quickly  
to help clients implement technology to track exposures, payments and loss activity around the globe. 

The share of revenue that companies derive outside of their 
home market is greater than ever, with more than 65% of 
the Fortune 500 and 80% of midsized U.S. companies having 
some element of global exposure. This has coincided with 
the most uncertain and unpredictable global economic 
and political environment in the last 25 years. We expect 
that rather than pulling back on global investments, most 
global companies will entrench in key markets, driving 
hyper-localized global insurance programs. Balancing 
global capacity, greater localization of coverage, alternative 
program structures, and improvements in the execution 
and administration will be essential to the future success of 
global programs.
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Cyber
The cyber insurance market has hardened dramatically in the past few 
months. As this year began, insurers signaled buyers to expect increases 
between 20% and 40%. Now those same insurers are often quoting 
increases above 50%. Underwriting standards have become more stringent, 
and coverage limits are in place. This is particularly true with respect to 
those controls that insurers believe affect an organization’s susceptibility to 
cyberextortion. Cybersecurity practices, policies and procedures have come 
under intense scrutiny, driven by widespread large losses.
Insureds and insurers continue to struggle in the wake of the devastation caused by ransomware. In a study of  
100 recent ransomware incidents, Lockton found that 40% of ransom payments were in excess of $1 million dollars 
and that the average resulting business interruption loss was approximately $5 million. Further complicating 
ransomware incidents is the increase in data exfiltration techniques employed by the threat actors. According to 
the Coveware Quarterly Ransomware Report, approximately 77% of ransomware attacks involve a threat to leak 
exfiltrated data.

40 out of 100 recent ransomware incidents were 
in excess of $1 Million. The average resulting 

business interruption loss was $5 Million.
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While ransomware continues to overwhelm clients and their insurers, data breaches, denial-of-service attacks, 
regulatory inquiries and litigation based on privacy rights are also contributing to the current market conditions. 
Recent incidents involving the SolarWinds breach and flaws in the Microsoft Exchange Server have also caused 
significant concern for cyber underwriters. The COVID-19 pandemic has created optimal conditions for cybercriminals 
to take advantage of individual and business vulnerabilities. The evolving regulatory landscape adds yet another 
layer of complexity with new privacy protection laws being introduced and passed, including the California Privacy 
Rights Act and the Virginia Consumer Data Protection Act.

As noted earlier, all of this has put pressure on underwriters to evaluate potential cyberrisks very carefully. Most 
are requiring supplemental applications for ransomware cover that ask for detail regarding the risks that appear to 
affect the success of extortion attacks. Cyber insurance eligibility increasingly depends on an organization having 
basic essential cybersecurity controls in place. Underwriters will look to the following network controls to assess 
risk postures:

In the past, the absence of these and other controls and safeguards would affect the cost and breadth of cyber 
insurance coverage. Today, that absence could make an organization uninsurable. That fact, combined with the 
magnitude of losses a company could sustain because of a cyberattack, is leading organizations to invest more in 
network security and enterprise controls, processes, and policies. Insurers provide often-overlooked assistance in 
that regard. Many continue to provide complimentary resources to improve an organization’s risk profile. Lockton 
also has a variety of services available.

Insurers have begun to limit coverage that has traditionally been available for cyberextortion. Extortion coverage is 
being reduced through sublimits, increased retentions and coinsurance requirements. Organizations implementing 
above-average controls are the only ones that are likely to escape these limitations.

As the cyber insurance market continues to evolve, it is critical for key stakeholders to understand external and 
internal factors impacting the cyber market. To ensure productive and meaningful cyber insurance discussions, it 
is imperative to start the insurance placement process early. Cyber risk controls and safeguards are essential. A 
holistic risk management approach, including consideration of various cyberrisks, proactive loss control and an 
open dialogue, will be essential to a successful cyber insurance placement.

 • Multifactor authentication policies, protocols and procedures

 • Access and privilege restrictions employed by the organization

 • Existence and strength of incident response and business continuity plans 

 • Processes to identify and implement required security and network patches

 • Established controls for remote desktop protocols 

 • Education and training of leadership and employees on good cyber hygiene practices
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Construction
As we proceed through the year, most economic analysts agree certain areas 
of the construction and design industries will remain below prior year results.

CONSTRUCTION & DESIGN SPENDING
It is expected that total spending for 2021 will decrease by up to 4%, driven predominantly by the commercial 
building sector. These overall estimates include:

 • Positive residential construction growth.

 • Stable to decreased growth within the non-residential building segment. This decrease is driven by areas such 
as office space, hotel and amusement/recreation.

 • Stable results within the non-building segment, especially infrastructure and public safety projects. Promising 
news is developing within this segment with the announcement of President Biden’s $2 trillion infrastructure 
plan. Projects related to bridges, water supplies and underground utilities could see helpful increases within 
any final proposals.
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PROJECT BACKLOG

With predicted decrease in spending and project starts, overall starting backlogs for 2021 were forecast to 
decrease 8%-10% compared to 2019. Data suggests a smaller decrease of project starts in 2022 as commercial 
project starts increase in frequency and scale.

FACTORS TO CONSIDER 

 • Recovery from COVID-19: As the recovery process continues, the industry is prepared to target concentration 
within areas of expected growth. However, the ability to source raw materials and building supplies will need to 
be closely scrutinized. In some cases, the rising costs of these materials have resulted in changes to ongoing 
projects. A 2020 AIA ABI Survey on rising building material costs showed that a slight majority of respondents 
saw projects diminish in scope and size. 

11 Lockton CompaniesLockton Construction & Design Market Outlook 4LOCKTON COMPANIES  |

PPIS FOR CONSTRUCTION & SELECTED INPUTS

CUMULATIVE CHANGE IN PPIS, (APRIL 2020-FEB. 2021; NOT SEASONALLY ADJUSTED)

Subcontractor default insurance
Associated General Contractors (AGC) conducted a survey (Feb. 19 – March 4, 2021) of its members on the 
impact of COVID-19 on their operations and received 1,489 responses. The results are a cause for concern, 
especially as it relates to the potential for subcontractor default. 

Seventy-one percent of those surveyed reported project delays or disruptions. A large percentage of these 
project deviations were attributable to mandated government shutdowns and owners/developers putting their 
projects on hold to assess the economic impact from the pandemic. 

The survey identifies the following as the primary reasons for these delays.

3LOCKTON COMPANIES  |

AGC Survey: Firms cite multiple reasons for delays
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At a project level, 
there remain concerns 
around available 
qualified workers and 
increasing cost of 
building materials. 
Managing increased 
construction costs 
remains a high priority 
for both contractors 
and designers. 

2LOCKTON COMPANIES  |

Chart sample

13.80%

32.00%

36.40%

42.70%

43.60%

44.40%

0.00% 5.00% 10.00% 15.00% 20.00% 25.00% 30.00% 35.00% 40.00% 45.00% 50.00%

No response; current budgets are generally adequate

Redesigned projects to accommodate higher costs

Put projects on hold or dropped projects entirely

Substituted less costly construction materials

Increased project construction materials

Scaled back scope or size of projects

Effects of Rising Materials Cost and Limited Availability
Data Source: American Insistute of Architects - ABI Survey - November 

2020

 • Financial and profitability pressures: It will remain vital that construction and design firms seek further 
ways to maintain profitability in 2021. At a project level, contractors are reporting productivity impacts due to 
social distancing requirements and reduced capacity on vertical lifts. Materials availability and increased costs 
continue to be a daily challenge.  
 

CONSTRUCTION & DESIGN SPENDING

CUMULATIVE CHANGE IN PPIS, APRIL 2020-FEBRUARY 2021*

*Not seasonally adjusted
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As these increased project costs are occurring, it is being reported 
that the “bid price” for new nonresidential building construction has 
only increased 0.5%. Maintaining profitability for all contractors 
and designers will continue to be a concern. Historically the 
greatest risk of a subcontractor default is when the construction 
industry is coming out of a recession. Entities must remain vigilant 
in fully understanding their contractual risks, especially new 
exposures that may be present in the post-COVID era. It is also 
vital that organizations continue to implement strong supplier and 
subcontractor management tools and reviews. 

Lockton’s SCORE system

Consider the utilization of 
Lockton’s SCORE system 
to provide a high level of 
consultative support for the 
subcontractor prequalification 
management process. This tool 
provides general contractors, 
owners, developers, architects, 
engineers and specialty trade 
contractors with straightforward, 
analytical ratings on your key 
partners’ financial strength and 
safety records.

To reduce the risk of a subcontractor default, Lockton 
recommends the following strategies:

 − Have more frequent reviews of subcontractor’s financial 
statements — in particular, cash and available lines of credit.

 − Verify the labor capacity of the subcontractor to meet the  
project schedule.

 − Factor in the productivity impact of COVID restrictions on your 
subcontractor’s work and your project schedule.

 − Ensure the subcontractor has ample time to procure the 
long-lead items.

 − Select subcontractors based on both qualification and price.

 • Increased use of technology: As part of the process of remaining 
profitable, the industry leaders may invest further into technology tools 
that provide greater efficiency, productivity and worker safety. Real-
time data analytics with tools such as Building Information Modeling 
(BIM), wearable safety sensors and water monitoring systems can help 
uncover aspects of a project that may benefit from a streamlined 
approach or automated processes. It is predicted this technology will 
provide entities with greater measurement tools and the ability to 
make proactive decisions.
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PROTECTION OF NEW CONSTRUCTION PROJECTS — BUILDER’S RISK INSURANCE

Despite many insurers revising underwriting practices for builder’s risk exposures, there continues to be ample 
capacity in the marketplace for non-wood frame construction projects. Nevertheless, non-wood frame projects are 
still experiencing moderate rate increases and/or increased deductibles as carriers look to sustain profitability. In 
comparison, capacity is less plentiful for the wood frame builder’s risk market, and conditions continue to harden 
at a rapid pace. Recent losses associated with extreme weather and civil unrest have led markets to significantly 
increase rates, raise deductibles, and demand additional security and safety measures.

In general, the market for construction and design casualty- and  
specialty-related coverage areas is trending similar to other industries. 
Please see Lockton’s 2021 Construction and Design Market Outlook  
for further details.

It is also expected that carriers will continue to redefine how deductibles will apply with regard to this 
line of coverage. For example, for project in CAT locations, wind and earthquake deductibles are typically 
5%/$250,000 minimum. Flood is trending away from flat nonpercentage deductibles such as $100,000 
for 500-year flood zones and $250,000-$500,000 for 100-year zones. Instead, markets are now offering 
percentage deductibles like “named windstorms” with a 1% to 5% of values at the time of loss (VATOL) 
subject to minimum deductibles of $100,000 to $250,000. In addition, for projects in certain high-hazard 
locations, when storm surge is included in the definition of flood, several markets are also requiring it to 
be included in named windstorm.
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Surety
Despite 2020 fears, the actual impact of the pandemic on the surety 
market was less dramatic than anticipated. The most significant market 
reaction was felt in the commercial (nonconstruction) surety segment. 
Industries that were most acutely impacted by the shutdown, including 
energy, retail and travel, experienced the most immediate pressure from 
changes in terms and conditions. 

In comparison, underwriters in the construction segment remained generally supportive with few 
changes to terms and conditions. Most contractors entered the crisis with solid backlogs and were 
helped by being designated “essential businesses.” 

The stability of the surety industry was helped by Federal Reserve actions designed to keep credit 
markets open. Historic levels of stimulus spending coupled with a gradual reopening of various parts 
of the economy provided further support. While written premiums were down slightly and there were 
some material surety losses, the industry emerged from 2020 in solid financial shape. More importantly, 
clients were generally able to obtain the bonding capacity needed to keep their businesses going. Given 
economic growth projections for 2021, the demand for bonding capacity should expand significantly 
through 2022. 
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Construction outlook
Contractors have done an excellent job implementing COVID-19 safety protocols and absorbing the financial impact 
of these measures. Although some projects were canceled or delayed at the outset of COVID-19, most did move 
forward — and the backlog is slowly clearing. In hindsight, owner decisions to close on contracts in mid-2020 likely 
saved them meaningful dollars, as building material and labor costs have experienced significant increases. 

Financial results for contractors were a “mixed bag.” The Paycheck Protection Program under the Cares Act 
provided a critical financial lifeline for some companies while boosting results for others. The impact to liquidity 
and equity (upon loan forgiveness) directly helped contractors maintain or increase surety capacity. Backlog 
levels continue to be very strong in general, and the pipeline of new pursuits remains robust.

As a result of rising construction costs, there is some concern that new construction starts may slow. However, 
the March Architectural Billing Index of 55.6 was at its highest level since 2017. As more people are vaccinated, 
the economy and employment are expected to continue to rebound. Add in the high probability that a major 
infrastructure bill will finally become reality, and there is reason to be optimistic about the future of the 
construction economy. 

At the time of writing, year-end 2020 SFAA surety results have not been finalized; however, expectations for the year remain in line with 
year-to-date results through Q3: earned premium in line with 2019 (compared to single-digit percentage growth expectations at the 
beginning of 2020), and a direct loss ratio in the 20%-25% range. While loss ratios have increased slightly over the past few years, the 
loss ratio level remains highly profitable for the industry at large. Losses seen have largely been isolated incidents and not tied to any 
identified trends in any industries or geographies as a whole.
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Surety Industry Written Premium & Loss Ratio
Source: SFAA Reported Results in US/Canada
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Continued success will be dependent on navigating and mitigating the new risks driven by current market dynamics. 
These include:

ESCALATING MATERIAL PRICES

A reopening economy is driving demand, highlighting supply shortages and driving up prices. In addition, challenges 
in the transportation sector have led to rapid increases in freight costs. Clients can help manage the impact of the 
current supply/demand environment by locking in prices for the duration of the project, pre-purchasing/storing 
materials, negotiating appropriate material price escalation clauses into contracts, or hedging raw material prices 
(as possible).

SUPPLY CHAIN ISSUES

COVID-19 had a profound impact on inventories and global supply chains, and the scarcity of building supplies may 
pose a serious threat to project profitability. Factories and fabricators remain backlogged as they attempt to return 
to pre-pandemic capacities, and issues surrounding transportation and port blockages can dramatically extend 
delivery time to a jobsite. Inability to get materials on time could have a significant impact on the schedule, resulting 
in delay damages, compressed schedules and extended overhead conditions. Being mindful of lead times and 
building realistic schedules — and sharing in delay risks with owners where possible — is paramount.

SUBCONTRACTOR PERFORMANCE

Subcontractors bear many risks associated with material pricing, insufficient supplies and labor issues. There 
is a very delicate balance between too much work and not enough, and many subcontractors gravitate toward 
accepting too much work. The existing combination of growing backlogs and labor and supply shortages 
creates a high-risk environment for subcontractor performance concerns (delays, quality/defects, etc.) 
and default issues. Widespread defaults from subcontractors spread too thin would negatively impact the 
profitability for general contractors and could drive an adjustment in surety industry appetite. 

A reopening economy is driving 
demand, highlighting supply 

shortages and driving up prices. 
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CHANGE ORDERS

During the past year, it has become more difficult to collect the full value of change orders. With regard to 
owner directives to change the scope of work before pricing is finalized, writedowns have become more common, 
negatively impacting profitability. This is largely being driven by significant disagreement over valuation. As the 
price of construction rises, owners will likely continue to challenge the valuation of change orders. 

It is worth noting that a new insurance product is emerging that offers a risk sharing mechanism for all the 
above risks. Thus far, it is only offered by one carrier, with limited placement. Its intent is to buffer the impact  
of major project losses to a contractor’s balance sheet.

Commercial surety
After some initial defensive reactions at the outset of the economic shutdown, the market for commercial 
obligations has mostly moderated. Despite over 600 bankruptcies in 2020, the loss ratios in commercial surety 
remained at acceptable levels, and new entrants continue to gravitate to the space. 

There are still some difficult areas, however, including customs bonds for retailers. The mining industry has 
also incurred some losses, and credit is tightening for these companies. After a brief pause in private equity 
activity, there has been a substantial uptick during the second half of 2020 and early 2021. Given the outlook 
in the construction industry, private equity firms are showing increased focus on contractors, presenting unique 
challenges for surety solutions. 

Lockton’s proprietary financial analytics modeling allows for greater clarity in the presentation of a private equity-
owned construction firm, allowing for a common ground to negotiate better terms and conditions. It also serves as a 
vehicle to manage financial expectations for the private equity firm, its portfolio company and the surety market.
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Transportation & logistics
Industry & Macroeconomic Factors 

As of Q2 2021, the U.S. economic outlook continues to suggest record 
growth. In fact, some have estimated that U.S. GDP could rise by as 
much as 8% — a figure that has not been seen in decades. While this 
would appear to be good news for the transportation sector, the industry 
continues to face several significant issues: 

Vehicle shortage — In response to rising demand, sales of new Class 8 trucks grew by 14% in the first quarter 
alone. A shortage of computer chips and component parts, combined with bicoastal port bottlenecks, however, 
has created a backlog of supply. As a result, the used truck market is also commanding a premium. The impact 
of both is to drive operating expenses higher, cutting into profitability.16

Driver shortage — A shortage of drivers is a problem that has long plagued the industry, and conditions have 
only deteriorated over the past 12 months. While COVID-19 increased demand for consumers to have products 
delivered to their front door, it also exacerbated the challenge of finding qualified drivers. Shuttered driving 
schools, social distancing requirements, federal stimuli and the extension of state unemployment benefits 
resulted in some 80,000 fewer available drivers than in 2019. Failed drug tests, mainly from marijuana use, also 
eliminated 40,000 drivers between January and September 2020. 

Another contributing factor to driver shortages is a record 
migration from fleet payrolls to owner-operators to pursue 
opportunities for higher pay in the spot market. Analysis of new 
motor carrier registrations by FTR shows an increase of nearly 
10,000 in Q3 2020, an all-time record. The shortages threaten 
supply chains and can have a harmful effect on the economy. 
They have also driven wages higher, further eroding profitability 
for freight haulers. This dynamic has forced companies to closely 
manage capacity and pushed freight costs even higher. Despite 
the best efforts of the industry to address the issue, driver 
shortages are likely to persist and force the industry to become 
more selective regarding capacity.17

16Transport Topics 04/19/21 
17CCJ Digital 11/11/20 
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Automated Driving Systems (ADS) — Rapid advances in technology have improved driver safety by targeting 
unsafe lane changes, braking and collision avoidance. The continuing evolution is aimed at ultimately developing a 
fully automated driving system that can essentially handle the entire task of driving. Automated vehicles offer the 
potential to save lives and reduce injuries by eliminating human error. Further, such systems offer the potential to 
smooth traffic flow and congestion. Give persistent driver shortages, ADS would also facilitate greater capacity. 

Both autonomous cars18 and autonomous trucks rely on similar underlying technology: Sensors — typically 
cameras, lidars and radars — feed data to a computer, which in turn controls the vehicle using skills learned 
through training and simulation. In theory, developing an autonomous truck should be easier than developing an 
autonomous car because long-haul trucks generally follow fixed routes and spend most of their time on highways 
that are more predictable. Trucks also provide a better platform for autonomy, as their large size allows for more 
sensors and greater computing power. 

While fully automated trucks may seem far-fetched, the future is much closer than it may appear. For example, 
San Diego-based TuSimple has combined its unique technology with a series of strategic partnerships. Working 
with truck manufacturer Navistar19 as well as freight shipper UPS,20 TuSimple began conducting “depot to depot” 
test operations in Arizona and Texas, including depot-to-depot autonomous runs. Sometime in 2021, the startup 
plans to do away with human supervision and let the trucks drive themselves.21 

One autonomous truck developer recently raised $1.35 billion though an IPO to expand its fleet across the United 
States, making it the first stand-alone truck developer to go public. Competition is only expected to increase in 
the coming years.22 

18https://spectrum.ieee.org/transportation/self-driving
19https://www.tusimple.com/wp-content/uploads/2020/07/NAVISTAR-TuSimple-Partnership-Announcement.pdf
20https://www.tusimple.com/wp-content/uploads/2020/07/TuSimple-Autonomous-Freight-Network-Announcement.pdf
21IEEE Spectrum 01/04/21
22Transport Topics 04/19/21

While ADS systems offer significant promise, they also raise new insurance issues for the industry. 
For example, would an accident be covered under auto liability or as a product liability loss? Are the 
systems susceptible to hacking? Traditional underwriting would have to be reimagined. 
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The SAFE TO DRIVE Act, 
introduced in February 2021, 
seeks to give states additional 

resources and funding to 
eliminate distracted driving.

Regulatory — With a new administration and new leadership in Congress 
and the DOT, the regulatory outlook for 2021 is mixed at best. 

On a positive note, the SAFE TO DRIVE Act, introduced in February 2021, 
seeks to give states additional resources and funding to eliminate distracted 
driving. Federal regulations currently prohibit commercial drivers from using 
a handheld mobile device at any time while driving. Unfortunately, there 
are no such laws for passenger vehicles, even though 70% of fatal crashes 
involving a large truck and a private passenger vehicle are initiated by the 
private passenger vehicle. The American Trucking Association (ATA) has 
announced its support around this legislation.23

Additional favorable legislation pending includes bill HB 19 TX. This was 
proposed to create a more stringent path to multimillion-dollar jury verdicts 
against trucking companies. While the road to more broad-based tort reform 
is going to be long, seeing this bill emerge in a jurisdiction as difficult as 
Texas is a good sign for the industry. 

At the same time, an effort to increase the minimum required liability 
insurance for commercial motor vehicles has been reintroduced in 
Congress. The transportation industry views this as a threat to small 
businesses and owner-operators who are already struggling with the 
rapidly increasing cost of insurance. An unsuccessful 2019 version of 
this bill, “The Invest Act,” would have required the minimum to increase 
from $750,000 to $2,000,000 and mandated future adjustments to the 
minimum every five years to follow rising inflation and medical costs. 

Transportation companies are also facing 
potential caps on speed, expanded driver drug 
testing and stricter controls on emissions. 
All these measures will complicate an already 
difficult outlook for the industry and contribute 
to even higher costs.24, 25

23Transport Topics 04/05/21
24CDLLife.com 04/16/21
25Transport Topics 04/12/21
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The median total 
liability limits for 
clients in trucking/

transportation categories 
reduced at renewal by 

33% in 2020 vs. 2019.38

Insurance outlook
The liability market for transportation companies is moderating 
from the upheaval of the last 24 months, but rates are far from 
receding. Primary auto liability markets that rely heavily on 
reinsurance continue to demand considerably higher rates than 
those able to support net capacity. Clients who can take on 
more risk in lower layers, via large deductibles or corridors, may 
see a decided advantage in pricing by limiting a carrier’s need 
for reinsurance.

Trucking companies are also still absorbing significant rate 
increases in their excess liability towers, albeit not at the 
levels seen in 2020. Excess casualty programs for large 
transportation companies are experiencing increases in the 
vicinity of 15%-30%, while increases for smaller company 
renewals are slightly less. Individual risk profiles and loss 
experience are now differentiating factors, whereas distinct 
risk-specific consideration was less pronounced last year. 

The median total liability limits for clients in trucking/
transportation categories reduced at renewal by 33% in 2020 
vs. 2019.26 Given slightly improving market conditions, we do 
not anticipate 2021 renewals will result in a second consecutive 
year of reductions. That said, we do not anticipate a return to 
2019 limits but rather a consistent level to expiring. 

While capacity remains tight, especially in lead umbrella and 
lower excess liability layers, pricing levels have attracted some 
new London and Bermuda entrants to the market. Multiyear 
aggregated structured layers continue to see a resurgence in 
both supply and demand given excess pricing woes. Insureds 
are increasingly open to these risk financing structures, 
providing a bridge between pure self-insurance of a layer and 
full risk transfer, with a degree of budgetary stability.

26Lockton renewal policy insights
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Trucking companies are also still 
absorbing significant rate increases 
in their excess liability towers, albeit 

not at the levels seen in 2020.
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Energy 
Energy and power clients continue to face headwinds, but some sectors of 
the industry are finally seeing light at the end of the tunnel. 
As is the case across the general marketplace, carriers in this sector are responding to rising loss severity by 
reducing capacity, tightening terms and conditions, and increasing rates. Additionally, communicable disease and 
cyber exclusions are now being mandated across the sector. Optimal outcomes require clients to differentiate 
themselves through risk control practices, risk management efforts and robust analytics 

UPSTREAM ENERGY PROPERTY

Although overall market capacity for this sector remains plentiful, several insurers exited the space in 2019 and 
2020. These insurers were generally “following market” capacity; key lead markets have remained in place. Gulf 
of Mexico windstorm aggregate capacity is unchanged and is more than enough to meet current lower demand 
levels. Despite the current profitability levels for insurers, the upstream energy market remains finely balanced. 
The reason for this is historically low rates paired with reduced drilling and construction activity, which means that 
global premium volumes are around 50% of 2010 levels. The market is softer than its midstream and downstream 
counterparts, but a large loss event or the exit of one or two key lead insurers could quickly drive rates upward. 
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Rate increases in early 2020 were expected to be around 7.5%-12.5%. These estimates never materialized, 
and the operator’s extra expense and oil lease property markets are now < 5%. Oilfield property and contractor 
equipment rates are also stabilizing after materially hardening from 2018 onwards. Unlike other areas of the 
industry, upstream loss activity has been low to moderate. With relatively stable oil and gas prices, we expect to 
see increased drilling and development activity onshore and offshore. Activity-driven premium increases along 
with low loss activity are giving underwriters the ability to justify competitive pricing for upstream risks.

MIDSTREAM/DOWNSTREAM ENERGY PROPERTY

Property insurers in this space remain focused on taking action to return to profitability, and rate increases 
are still the norm. Depending on a client’s risk quality and exposure to a natural catastrophe event, rates are 
increasing between 15% and 25%, with outliers on either side. Global capacity levels have stabilized, but there is 
a continued push for improved terms. Despite this, markets remain eager to write premium, and there is a general 
reluctance to be signed down quoted capacity. These are positive signs, and if loss activity remains relatively 
stable over the coming year, this trend should continue and lead to expanded capacity deployment. 

Long-term partnerships continue to pay dividends in terms of renewal results and claim settlements. It is vital 
that senior management for both buyer and insurer be part of the process.

POWER GENERATION/RENEWABLE ENERGY PROPERTY

Power generation risks continue to see difficult market conditions across the board. For traditional utility 
and larger independent power risks, the industry mutuals (AEGIS, EIM, NEIL and FM Global) are deploying 
significant capacity and helping to stabilize market volatility. However, even they are now pushing coverage 
restrictions and rate increases in line with the commercial markets (15%+ on best-in-class business). Lender 
compliance requirements remain complex, and many generating assets funded with tax equity or debt may 
require waivers as respects onerous insurance provisions.

Renewable energy risks are continuing to experience volatility as underwriters look to drive sustainable terms 
after years of profitability issues. The last several years have produced catastrophic losses driven not by 
equipment breakdown, but rather natural perils such as wind, flood, wildfire and severe convective storms (hail, 
tornadoes, etc.). As renewables projects expand in size and number, they are increasingly being developed in 
geographic areas that pose a challenge for underwriters due to weather, topographic conditions and a general 
lack of historical loss data. 

Renewable energy owners have seen rate increases ranging 15% or higher dependent upon exposure, loss history 
and engineering quality of the risk. There is also pressure to increase deductibles and restrict coverage, especially 
around natural catastrophe exposures. While the core renewable specialty markets still own the dominant market 
share, more traditional power and utility commercial markets are also entering the space, including AIG, Swiss Re, 
Munich Re and AEGIS. This additional capacity will increase competition and the availability of alternative options. 
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Given the above, Lockton expects general market conditions in the power generation 
sector to remain challenged throughout 2021. 

ENERGY CASUALTY (APPLICABLE ACROSS ENERGY SECTORS)

Primary casualty remains competitive, especially for workers’ compensation and employer’s 
liability, where rates have remained flat to down. 

In line with the rest of the market, automobile liability continues to face rate pressure 
and scrutiny of attachment points. This is particularly acute with respect to large fleets. 
For some risks, it has become particularly challenging to obtain adequate AL primary 
limits to attach to the lead excess. This has renewed interest in buffer layers and/or 
increased levels of self-insurance, both of which can add material cost and drive up the 
total cost of risk. 

General liability is seeing minimal increases in rate, with some pressure on terms 
and conditions, particularly around pollution and communicable disease. Any pricing 
pressure in general liability, however, pales in comparison to the trends in excess 
casualty. Primary limits generally remain in the range of $1 million-$2 million, and 
carriers tend to be more competitive at this level. 

Excess casualty has firmed materially, and double-digit increases (sometimes material 
double-digit increases) have become the norm for the midstream and downstream 
sectors. We do, however, continue to see competition in the upstream sector (specifically 
operators). While available capacity remains plentiful, insurers are carefully managing 
deployed limits and attachment points, both of which may impact general and auto 
liability primary programs. Reductions in capacity combined with an increased emphasis 
on rate relativity between layers have also added significant cost and led many clients to 
review purchasing less overall limit. As respects terms and conditions, pollution remains 
a focus along with new limitations around cyber and communicable disease. 

More than ever, insureds need access to analytic tools and 
advice to help them make better decisions about what to buy 
and why. Detailed information around risk management 
practices, safety culture and engineering is playing a critical 
role in client differentiation and can meaningfully impact 
the outcome of a placement. Also, every client is being asked 
questions about environmental, social and governance (ESG) 
and COVID-19 risk management and mitigation.
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Environmental
The environmental marketplace remains stable with more than 40 
insurers in the space, many of whom have signaled robust growth plans. 
A rapidly growing economy, increased construction activity and the renewed pace of M&A deals will drive many 
opportunities. Additionally, an evolving regulatory environment is likely to bring environmental concerns to the 
forefront and heighten interest in this product. Environmental liability also remains one of the few insurance 
lines where multiyear deals are still available, offering buyers an opportunity to lock in capacity. 

This is not to say that the environmental space has not felt the impact of changing market conditions. Like 
other lines, environmental liability carriers are now actively managing and reducing deployed limits. The net 
impact is an increase in cost as additional capacity must be added to fill the gaps. This can sometimes be 
particularly surprising to clients coming off multiyear programs. In the wake of COVID-19, exclusions related 
to bacteria, virus, and related cleanup and disinfection costs have become standard. Similarly, communicable 
disease exclusions are also now routine. 

Insurance carriers are also adding per/poly fluoroalkyl substances (PFAS) exclusions for chemical and 
manufacturing clients. These exclusions are broadly written and exclude cleanup, third-party bodily injury, 
and property damage and defense. Ethylene oxide and 1,4 dioxane are also subject to intense scrutiny by 
carriers. Clients with these exposures should start their renewals early enough to allow sufficient time for 
information sharing, analysis and carrier discussions. These exclusions may be narrowed or negotiated off the 
policy, but the process will be time-consuming.

Certain market segments are seeing restrictions and limitations in coverage. Healthcare and hospitality risks, for 
example, are seeing renewal increases and coverage limitations related to indoor air quality/mold and legionella. 
Sublimits and time element restrictions or increased deductibles are becoming common on renewal quotes. A 
renovation exclusion is common and expected. The challenges for this segment are particularly acute for buyers 
coming out of a multiyear policy. Mining clients, particularly those in the coal sector, continue to struggle for 
capacity as insurers focus on ESG priorities and respond to stakeholder pressure. 

Lockton Companies | 59



Energy risks are also starting to see some hardening in the midstream sector. This is being driven by a reduction 
of capacity in the liability market in tandem with restrictions on sudden and accidental pollution coverage 
terms. This hardening is also driving a reluctance in environmental carriers to respond on a primary basis for 
sudden and gradual pollution loss incidents, or to only do so at a much higher rate than casualty markets 
historically offered.

In comparison, the upstream sector remains competitive, and broad coverage terms are available for both 
operational risk and historical liabilities. Regarding downstream risks, underwriters have begun to scrutinize use 
of aqueous film-forming foam to extinguish fires, as these products include PFAS and can significantly increase 
the cost of cleanup. 

A renewed focus on climate change has seen a rise in several types of renewable energy projects. While these 
operations certainly boast a “green” footprint, environmental exposures do exist and should be addressed by 
a pollution liability or combined general liability and pollution product. Many of these projects involve the 
redevelopment of former brownfield properties where pollution liability coverage is needed to cover operational 
and preexisting exposures. 

Multiyear terms, up to 10 years for historical unknown or disclosed pollution conditions, continue to be 
available and remain a valuable tool for private equity and real estate clients that are acquiring or selling 
locations. Depending on the operations of the company, typically three to five years of new conditions/
operational coverage can be included.

As construction booms, the industry is also seeing growth in environmental coverage. Terms and conditions 
remain flexible, and pricing is competitive. Carriers are carefully managing exposure to development of former 
brownfield properties through a variety of exclusions related to fill and dewatering. 

Finally, it would not be a market update 
without mentioning the challenge of aging 
underground storage tanks. Clients with tanks 
in the 25 to 30+ year range can expect either 
to be nonrenewed or see deductibles increase 
significantly. With retentions now ranging from 
$250,000 to $500,000+, some carriers are also 
requiring clients to post collateral. Carriers are 
also endorsing even higher deductibles in the 
event the tank is removed during the policy term. 
If clients have older tanks, renewal discussions 
should be initiated early. 
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Regardless of the type of risk, federal and public focus is shifting 
to environmental as a priority across all industry sectors. Various 
revisions and recissions to environmental policies and regulations 
have been proposed, and Lockton expects that any changes that 

are implemented will be more stringent and beneficial to the 
environment. These changes will impact our clients’ business 
decisions, including their need to understand how pollution 

insurance could protect their organizations. 
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Real estate
COVID-19 dealt a particularly harsh blow to the real estate sector, especially 
office and retail occupancies. Owners, managers and developers were all 
forced to grapple with immediate and unprecedented issues. 

After weathering operational hurdles such as rent collection challenges, 
supply chain destabilization and demand uncertainty, the real estate market 
now faces questions of how to safely reopen to pre-pandemic productivity 
and staffing levels and increased customer engagement. Meanwhile, in many 
areas of the country, losses arising from social unrest and weather-related 
perils alike will continue to exert their influence on the real estate insurance 
environment.

Despite these obstacles, the wide availability of vaccines has given a much-
needed boost to an industry showing gradual signs of recovery. 
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OPPORTUNITIES AND CHALLENGES WITHIN THE REAL ESTATE SPACE
 • The pandemic provided an opportunity for real estate companies to reassess their digital platforms. According 

to Deloitte’s 2021 Commercial Real Estate Outlook survey, 56% of companies surveyed noted that the 
pandemic exposed flaws in their digital capabilities. As technological platforms are retooled, careful attention 
should be paid to the impact to cyber and data security as well as business continuity plans. 

 • Rent collections remain relatively healthy but have been buoyed in part by federal stimulus packages, lease 
concessions and tenant incentives. With an accelerated movement toward “work from anywhere,” some 
experts have also forecast a decrease of as much as 15% for office space. Many commercial tenants have yet 
to decide if they will require all employees to return to the office, and this could have a significant impact on 
both commercial and retail demand. 

 • For companies committed to return to work, in-person work environments are critical to foster innovation and 
collaboration. Assets that have invested in upgraded infrastructure and enhanced safety features will have a 
competitive advantage over older properties. 

 • The pandemic accelerated the pace of e-commerce, forcing many to rethink their supply chains and logistics 
management. A shift from “just in time” inventory management could have significant impact on warehousing 
and distribution and lead to an increase in values. Insurers remain highly focused on asset protection including 
sprinkler standards.

 • The economic downturn has brought the nation’s affordable housing crisis back into the spotlight. In 2020, 
retail bankruptcies hit the highest levels since 2009, with 49 retailers filing for bankruptcy and dozens more 
reassessing their physical footprint. With continued challenges on the horizon for traditional brick and mortar 
stores, rezoning may be considered to facilitate alternative uses and solve for housing needs. Policyholders 
will need to communicate with their insurers to ensure that any changes in occupancy will not lead to putative 
cost increases or restrictive terms. 

 • The cost of basic materials, including lumber and steel, has increased. These increases will make new projects, 
renovations and repairs more expensive; increase the likelihood of delays; and have a significant impact on 
replacement cost valuation.

Although underwriting scrutiny remains high across many lines of business, signs of change are beginning to 
emerge for commercial real estate. Carrier reluctance to deploy capital is easing, and oversubscription of layered 
deals is no longer uncommon. While rate increases are still expected in most cases, the norm of high double-
digit rate hikes is giving way to more palatable results. Regarding portfolios with multifamily exposure, there are 
early indications of a bifurcated market. Clients with favorable occupancies, adequately priced and modeled CAT 
risk, and positive loss ratios will likely see a diminishing rate of increase. In contrast, portfolios with occupancies 
such as affordable or student housing or with poor loss records or are situated in unfavorable geographies and 
jurisdictions will continue to see more dramatic rate increases.

In 2021, carriers are expected to continue to focus on changes in terms and conditions. On property 
lines, water damage, hail and appropriate AOP deductibles are commonly being adjusted as carriers seek 
profitability. On casualty lines, increased retentions and coverage limitations for crime-related incidents are 
becoming more prevalent.
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Despite ongoing concerns over climate change and 
certain tort environments across the country, there is 
hope that the market has finally reached an inflection 
point. Rates are likely to continue to increase but at a 

slower, more predictable pace. 
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Food & beverage
While an increasingly complex food supply chain still faces challenges,  
there is reason to be optimistic.  In the United States, as of May 16th, 2021, 
total consumer spending increased by 13.8% compared to January 2020, 
with Grocery spending 17.2% higher, and entertainment and recreation 
surging nearly 20% in the past month. 

PERCENT CHANGE IN ALL CONSUMER SPENDING, UNITED STATES*

*As of 05/16/2021  |  Source: Affinity

Total spending by all consumers increased by 13.8% compared to January 2020.
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DRIVE-THRUS, CARRYOUT, GHOST KITCHENS AND DELIVERY 
are the new differentiators in the restaurant business, and 
several mega chains including McDonald’s, Taco Bell, Burger 
King, Chipotle and Shake Shack are moving forward with 
digitally advanced consumer designs. Although 2020 was 
the worst year in history for the restaurant industry, pent-up 
consumer demand is expected to drive 10%+ growth in 2021.27 

These changes combined with the more traditional economic 
drivers will impact global commodity demand. A strong global 
recovery, especially in Asia, will increase pressure on the supply 
chain and drive robust demand for all commodities. China 
will continue importing proteins from all over the world as it 
struggles to rebuild a swine herd ravaged by African swine fever. 
U.S. corn and soybeans will benefit from lower-than-expected 
acreages and a weak U.S. dollar. 

27National Restaurant Association, https://www.nrn.com/data-research/restaurant-sales-projected-climb-102-2021-not-enough-recover-devastation-covid-
19#:~:text=According%20to%20the%20National%20Restaurant,hole%20caused%20by%20the%20pandemic.

LATEST WORLD ECONOMIC OUTLOOK GROWTH PROJECTIONS, PERCENTAGE CHANGE

Source: IMF, World Economic Outlook, October 2020.

Note: Order of bars for each group indicates (left to right) 2019, 2020 projections, and 2021 projections
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GEOPOLITICAL RELATIONS WITH CHINA

The Biden administration’s China agriculture trade policy is balanced on four essential priorities.28 

1. The president’s 2021 trade agenda asserts a national policy to expand global market opportunities for 
American farmers, ranchers, food manufacturers and fishers and to enforce global agricultural trade rules. 

2. The administration is still adhering to the Phase One trade agreement negotiated by the Trump administration. 
Barring another downturn, U.S. farm exports to China may set a record in 2021 due to surging demand. The 
White House may seek to renegotiate the deal’s trade targets that are currently valued in dollars rather than in 
tonnage, as commodity prices were lower when the agreement was reached in late 2019. 

3. President Biden’s climate pledge to reduce U.S. greenhouse gas emissions by about 50% by 2030 will 
necessitate dramatic changes to a food and beverage industry dependent on increasingly complex global 
supply chain systems. 

4. Geopolitical considerations are also coming into play due to China’s Belt and Road initiatives and 
increasingly confrontational stance towar

5. ds Western companies critical of human rights abuses. 

REGULATORY ENVIRONMENT

The Biden administration has been vocal in challenging OSHA to implement stronger accountability and 
enforcement on behalf of workers with heightened exposure to COVID-19. On January 21, President Biden issued  
an executive order29 to protect worker health and safety. On March 12, OSHA issued directive number 
DIR 2021-01(CPL-03),30 which is a National Emphasis Program to reduce or eliminate worker contact with the 
virus. OSHA has not yet, however, issued emergency temporary standards (ETS). These guidelines could be 
issued any day and are likely to provoke a court challenge. In the meantime, employers are continuing to follow 
previous OSHA guidance31 posted on January 29.

28John Sitilides, Washington D.C. geopolitical strategist
29https://www.whitehouse.gov/briefing-room/presidential-actions/2021/01/21/executive-order-protecting-worker-health-and-safety/
30https://www.osha.gov/enforcement/directives/dir-2021-01cpl-03
31https://www.osha.gov/coronavirus/safework

Lockton is closely monitoring several key issues impacting our  
F&B clients. They include: 

GEOPOLITICAL RELATIONS WITH CHINA

The Biden administration’s China agriculture trade policy is balanced on four essential priorities.28 

1. The president’s 2021 trade agenda asserts a national policy to expand global market opportunities for 
American farmers, ranchers, food manufacturers and fishers and to enforce global agricultural trade rules. 

2. The administration is still adhering to the Phase One trade agreement negotiated by the Trump 
administration. Barring another downturn, U.S. farm exports to China may set a record in 2021 due to 
surging demand. The White House may seek to renegotiate the deal’s trade targets that are currently 
valued in dollars rather than in tonnage, as commodity prices were lower when the agreement was reached 
in late 2019. 

3. President Biden’s climate pledge to reduce U.S. greenhouse gas emissions by about 50% by 2030 will 
necessitate dramatic changes to a food and beverage industry dependent on increasingly complex global 
supply chain systems. 

4. Geopolitical considerations are also coming into play due to China’s Belt and Road initiatives and 
increasingly confrontational stance towards Western companies critical of human rights abuses. 
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CALIFORNIA PROPOSITION 12

The meat industry is closely following the appeal of California’s Proposition 12. California Proposition 12 is 
an animal welfare initiative that requires animal producers to meet more humane facilities standards. As an 
example, it requires that sows have a minimum of 24 square feet per animal and egg-laying hens be housed 
cage-free. Meat, poultry and eggs not produced under these standards cannot be sold in California. The 
regulation is set to go into effect Jan. 1, 2022. On April 14, the National Pork Producers Council and American 
Farm Bureau Federation made oral arguments before the U.S. Court of Appeals for the Ninth Circuit, arguing 
that California Proposition 12 is unconstitutional under the Commerce Clause. California consumes some 14% 
of the nation’s pork, yet only 4% of U.S. pork production would be compliant with the new regulation. Many 
producers are taking a wait-and-see approach, as compliance costs are extremely expensive.32,33 

LABOR

On March 3, 2021, the House passed H.R. 1603,34 otherwise known as the Farm Workforce Modernization Act. 
The bill authorizes domestic farmworkers to seek temporary status as certified agricultural workers, reforms the 
H2-A guest worker program to year-round eligibility, and makes E-Verify mandatory for all farms. The F&B industry 
will be closely watching the Senate vote as labor remains in high demand in the agriculture and protein sector. 

TEU CONTAINER SHORTAGE

Shipping carriers rejected U.S. agricultural export containers and instead sent an estimated 200,000 empty 
containers back to China to be filled with more valuable exports. The export container refusals came as U.S. 
agricultural exports were entering their peak season and resulted in an estimated $1.3 billion in lost trade. 
This action came as a global shortage of TEUs (20-foot equivalent units) continues to hamper the supply chain. 
There are still plenty of TEUs, but many are just not in the right places. COVID disrupted normal demand and 
transit patterns as well as led to crew shortages and port slowdowns. The net result was that empty containers 
were scattered and not being collected. The Suez Canal blockage in late March added further volatility and 
increased both transport and commodities prices.

32https://www.freightwaves.com/news/will-pork-market-go-hog-wild-over-prop-12
33https://www.nationalhogfarmer.com/farm-policy/californias-prop-12-brings-uncertainty-hog-producers
34https://www.congress.gov/bill/116th-congress/house-bill/5038/text

Most marine policies exclude coverage from delay as a proximate cause of loss regardless of whether the 
ensuing damage is covered. As a result, there is heightened awareness and demand to explore products 
such as supply chain and trade disruption policies, which address economic losses such as these.
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THE FOOD & BEVERAGE INSURANCE MARKET

According to Lockton’s industry benchmarks, the Food and Beverage sector has been particularly hard hit by 
the hardening insurance market. The impact has been most dramatic in excess casualty and property coverage, 
which typically combine to account for 50%-60% of a client’s total cost of risk.

With respect to excess casualty, the mean excess liability limits for food and beverage manufacturers declined by 38% 
in 2020 renewals (vs. 2019). In that same time frame, excess casualty premiums soared by over 59%. Reductions 
to coverage terms and conditions continue, with outright exclusions for communicable disease across most lines of 
coverage. Although a decrease in limits may suggest that clients are electing to self-insure higher levels of risk, there 
are other potential explanations. Soft market pricing led many clients to simply add limits at the top without regard 
for whether they were truly needed.  

Higher prices, reduced capacity and improved analytics have facilitated a move 
toward “right sizing.” 
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From 01/02/2020 to 01/01/2021, 14.8% of clients had to place more 
policies for the same amount of limit.

3 YEAR TREND: FOOD & BEVERAGE

3 YEAR TREND: ALL INDUSTRIES

NOTE: Rate trends are shown on a rolling 12 months (RTM) ending 01/01.

TIV Year
$500M+ 
Median Average

< $500M 
Median Average

RTM 2019 4.7% 8.2% 2.3% 5.6%

RTM 2020 13.8% 22.6% 7.9% 17.2%

RTM 2021 17.6% 25.2% 14.5% 21.5%

TIV Year
$500M+ 
Median Average

< $500M 
Median Average

RTM 2019 8.8% 6.4% 6.7% 11.8%

RTM 2020 13.8% 32.6% 6.8% 21.9%

RTM 2021 18.1% 40.8% 16.1% 25.9%

CYBER INSURANCE

It is also worth noting that cyber 
insurance has become a difficult 
placement for food and beverage 
clients. Historically, clients in this 
sector have not been held to the 
same standard around internal 
controls as retail, manufacturing and 
technology clients. This is changing 
rapidly with the rising frequency 
and severity of ransomware events 
impacting the cyber market. Clients 
lacking basic security controls 
such as multifactor authentication 
(MFA) will find it difficult to secure 
coverage.

In regards to property insurance, the rolling 
12-month median and average rate changes for 
food and beverage clients increased 18% and 
40%, respectively versus all industry trend of 17% 
and 25%. The property market is also becoming 
increasingly segmented, with highly protected 
risks benefiting from preferred pricing. 
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What does this all mean for insurance buyers in the food, 
agriculture and beverage marketplace? 
The entire food supply chain has proven to be extremely resilient throughout the pandemic, and the future 
is looking bright. Despite commodity price increases, particularly across the grain and raw material complex, 
clients will likely be able to pass those costs to consumers in the form of higher prices. Although there have 
been permanent shifts in buying behaviors, the net effect of continued strong demand and pricing power 
should benefit clients. Economic growth and a return to normal will also facilitate additional investment in 
capital improvements. 

PRICE CHANGES RELATIVE TO APRIL 2020
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Well into a hardening market cycle, clients are increasingly 
retaining risk by capitalizing on investments in safety and electing 

to leverage their balance sheets to strategically hold more risk. 

This trend is sending a powerful message to the market as clients 
respond to compound rate increases by purchasing less insurance. 

Lockton is helping guide these decisions through a robust portfolio 
of analytic tools and marketing strategies designed to help clients 

differentiate themselves in today’s market. 
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U.S. product recall & contamination35 
Despite challenging conditions across the global P&C landscape, the market for product recall and contamination 
remains stable with adequate capacity. This stability is a result of benign loss trends, steady capacity, increased 
quota sharing and decreased demand during the pandemic. Reinsurance support has also remained strong as 
product recall and contamination are traditionally seen as non-aggregating insurance products with a relatively 
short tail. 

Favorable conditions are expected to continue through the first half of the year, and demand is continuing to pick up 
as the global economy improves. First-time buyers or those simply looking to renew or top up limits are likely to find 
attractive rates and terms. Carriers have included pandemic exclusions on some renewals, which raises concerns about 
future pandemics caused by pathogens that are foodborne. Fortunately, these exclusions are not yet widespread. 

The longer-term outlook, however, is a bit less clear. In the U.S., food regulators were largely sidetracked by 
COVID-19 throughout 2020. This is changing, and a new administration is also bringing a renewed emphasis to 
product and food safety. As a senator, President Biden was a major sponsor of the Food Safety and Modernization 
sct and it is reasonable to assume food safety and regulatory oversight will be a priority. Companies have also 
responded to the pandemic by altering supply chains, introducing new products, and hiring new, less experienced 
employees — all of which are likely to result in more loss activity. The recall market is widely expected to see some 
degree of hardening in late 2021, and carrier exits could impact capacity.

35Sedgwick State of the Nation 2021 Product Recall United States (pg 29) 

FDA recall activity fell to 
419 events in 2020, down 
16% from 498 in 2019.35
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In fact, in April of this year, Allianz London exited the recall market, 
citing profitability concerns. Despite the headlines, the exit had little 
practical impact as it followed 12 months of capacity reductions 
and non renewals. That capacity was also largely offset by new U.S. 
entrants Axon and Beazley. Nevertheless, profitability remains the core 
focus for all recall markets. 

Varied exposures in the recall and contamination space have also led to 
slight variations in market conditions by industry sector. 

RESTAURANTS/HOSPITALITY 

Loss activity associated with the pandemic sublimits found on some 
restaurant contamination policies resulted in a slight increase in rates across 
the sector. These losses were capped at a low level but were concentrated 
between a small number of carriers and their mutual reinsurers. There 
may be an additional pricing pressure when the reinsurance renews, but 
relatively low sublimits combined with increasingly higher retentions will 
make this manageable. Additionally, most policies now routinely exclude 
communicable diseases, except those that are foodborne, such as hepatitis A 
and norovirus. 

AUTOMOBILE, AVIATION & INDUSTRIAL COMPONENTS 

The market for component parts is significantly more limited. Larger 
syndicated accounts placed in London can expect to be affected by Allianz’s 
exit from the space. However, recent U.S. market entrants can replace some 
of that capacity and keep rates stable for renewals and new placements.36,37

FOOD & BEVERAGE

Food and beverage contamination insurance remains competitive. 
As noted earlier, COVID-19 was a significant distraction and made 
inspections difficult. The impact of this is best evidenced by the sharp 
reduction in the number of recalls in 2020 and Q1 of 2021. Regardless 
of the cause, the reduction in losses helped hold rates in check through 
Q1 2021. Most renewals continue to see rate decreases. Companies 
with large towers have benefited the most with excess capacity, showing 
the largest rate decreases. Those reductions, however, are considerably 
smaller than a year ago. The market for food and beverage risks is 
expected to harden slowly but this could be accelerated by additional 
market exits or an unfavorable regulatory climate. 
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Auto recalls declined 10% 
from 2019 (823) to 2020 

(739), the lowest events 
recorded since 2013.36

2021 has seen a 27.5% 
reduction from 2020 in 
announced food recalls 

(FDA + USDA).37

25,26Sedgwick State of the Nation 2021 Product 
Recall United States (pg 35)
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FINISHED CONSUMER GOODS

The recall market for consumer goods has grown despite an overall 
reduction in sales during 2020. These new buyers are being motivated to 
obtain coverage by contractual requirements, public recalls in the sector 
and favorable market conditions. This is a sector which is subject to intense 
regulatory and media scrutiny and has the potential to produce high profile 
recalls with resultant damage to the brand. The Consumer Product Safety 
Commission’s recent aggressive public action against Peloton is one such 
example. As consumer spending ramps up and supply chains stabilize, the 
number of such incidents is likely to increase. Rates remain soft to stable but 
are likely to harden throughout 2021 and beyond. 38

ADDITIONAL COVERAGE CONSIDERATIONS 

Reputational harm — The reputational harm market continues to develop. 
This is being driven by increased interest from a variety of consumer-facing 
organizations concerned with the financial implications of negative media 
events. In early 2021 Beazley launched a new product focused on middle-
market buyers. Beazley offers a standardized coverage form with defined 
triggers and business income loss with a waiting period. This product is 
interesting in that it marks a significant step toward commercialization 
of a coverage that was previously dominated by manuscript forms and 
parametric triggers. The coverage can also be purchased without the 
significant time and financial investment previously required. 

Pandemic insurance — Clients continue to feel the impact of the COVID-19 
pandemic on their sales, supply chain and workforce. Simultaneously, 
insurers continue to mandate and expand pandemic/communicable disease 
exclusions. In response, stand-alone pandemic insurance has become 
available on a limited basis from carriers such as Munich Re. The market is 
still in its infancy with limited capacity available. Underwriting is stringent, 
and there is no coverage available for COVID-19. This is an area that should 
continue to develop as markets and clients come to grips with the exposure. 

38 
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Consumer goods: 2020 saw 
7% year-on-year increase in 

recalls from 2019.38 27 

Coordination across multiple lines of coverage — When there 
is a loss triggered by property damage, ingredient and component 
suppliers often see both their general and recall policies 
implicated in the loss. It is important to have carefully coordinated 
these coverages at the time of placement and to develop a 
comprehensive approach to claims. 
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Although Q1 2021 recalls continue to be down  
from 2019, we predict an increase in recalls and  

regulatory action looking ahead.

Lockton Companies | 77



Risk finance
Increased market scrutiny around loss expectancies, attachment points, 
limits and industry sector brought captive and alternative risk solutions to 
the forefront during 2020. More importantly, such solutions suddenly had 
wider applicability and gained traction as viable, practical solutions. 

Captive feasibility studies and formations grew at an increasing pace through Q1 2021. The main drivers for 
captive solutions continue to be access to reinsurance markets and a mechanism for financing larger retentions 
across various coverage lines. Captive participation in excess towers is on the rise, and many insureds are also 
using them to close gaps in attachment points. There is also a growing interest in captive insurance from 
insureds outside of the U.S. The use of group captives has expanded, and these have become a viable risk 
transfer strategy for clients with strong loss records and primary casualty cost of risk up to $5 million.

Risk solutions have become a viable option to help clients manage more risk or bridge attachment points. Beyond 
just using integrated risk solutions, which is a single block of insurance spread across at least two lines of business 
to add capacity or aggregate higher deductibles, most conversations are revolving around program design and 
multiyear structured loss-sensitive solutions. Structured property and casualty solutions can be deployed across 
all industries, with buffer and lead excess layers currently providing the most economic benefit.

Limited new capacity has entered the market and is providing bespoke solutions for property, casualty and 
financial lines.

The impact of COVID-19 on the broader economy left many companies in a weakened financial position, leaving 
carriers to take a more conservative approach to credit underwriting. For some clients, this led to painful 
negotiations around collateral, paid loss credits and credit instruments. This was counterbalanced through 
greater transparency with insurers’ credit teams and careful analysis of exposures and losses. In many instances, 
lower exposures led to reduced loss forecasts and helped minimize required collateral. It is also worth noting that 
even within this difficult environment, alternative forms of collateral were still a viable option with many carriers. 

Market conditions are likely to remain favorable for alternative risk products for the foreseeable future, and new 
capital has developed to meet the need. Structured correctly, they can be a valuable alternative to the traditional 
marketplace and enable clients to fill out programs and/or share in underwriting profits. These solutions, however, 
are highly customized and require adequate lead time to review options and craft appropriate language with the 
client and underwriter. Alternative risk programs tend to have the best potential for success when options are 
vetted outside the pressure of the renewal cycle.
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Healthcare
2020 was a watershed moment for the healthcare sector, and medical 
professionals met the challenge through dedication and tremendous 
personal sacrifice. While the pandemic appears to be receding in the U.S., 
its impact on the sector will resonate far into the future. 

The outlook for healthcare professional and general liability continues to parallel the overall market. Clients 
face intense scrutiny around risk management practices, venue issues, prior losses and their short- and long-
term financial viability. Retentions and premiums continue to escalate due to reduced investment income, 
rising loss severity and ongoing market exits. CNA was the latest to announce its withdrawal from the hospital 
segment, citing loss activity and lack of profitability. What capacity remains is also being carefully managed, 
and most lead and excess liability insurers have reduced their offering from $25 million to $5 million-$10 
million. Clients are being forced to accept more risk throughout the excess tower and further expose their 
balance sheets. 

Terms and conditions are also tightening, with sexual abuse, batch, silent cyber, opioids and communicable 
disease exclusions now commonplace. 

Although COVID-19 has not yet produced a tidal wave of litigation against healthcare providers, insurers have 
received COVID-related incident notices and are closely monitoring how these develop. Although many states 
have moved to enact liability protections, insurers remain wary and are moving to further limit their exposure 
to similar events. Virus and pandemic exclusions have become routine, and those markets that have not fully 
excluded COVID-19 are considering limiting language to avoid the “batching” of any potential events. This is 
particularly prevalent for large healthcare systems that have significant exposure to senior care. 
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Additionally, insurers are also carefully watching several states as respects erosion of healthcare liability caps. 
Kansas’ non-economic caps were struck down last year, although questions remain whether the Supreme 
Court’s decision applies to medical malpractice. Oregon saw the removal very recently, and MICRA is under 
siege in California. New Mexico has a proposal that could cause hospitals to lose their protection under the 
Patient Compensation Fund (PCF). Further, the proposed Illinois House Amendment 2 to State Bill 72 adds 6% 
pre-judgment interest to personal injury and medical malpractice. Interest would begin accruing the day an 
action is filed, and this could have significant impact on claim costs and accruals. 

The first quarter of 2021 has brought some good news, though, with Bowhead, Vantage Risk and Munich Re 
moving into the retail market. Capacity and underwriting appetite are still in development, but these are 
positive signs. In addition, several regional physician insurers are also evaluating expansion into hospital,  
senior living or both. Despite all this, however, new capacity remains well short of what is needed. 

As with any significant disruption in the market, interest in establishing or expanding the use of a captive has 
increased. This and other alternative risk solutions should be explored to help leverage the balance sheet, reduce 
program volatility and facilitate flexibility in policy language. Similarly, both London and Bermuda should be 
carefully reviewed for reinsurance options. 

In the near term, clients can help mitigate the impact of the market by developing multiple potential strategies, 
allowing ample time for underwriting meetings and documenting steps taken during the pandemic. Carriers will 
be particularly interested in COVID-19 protocols, ongoing risk management efforts, insights into state immunity 
and any reported losses. Careful review of each client’s financial capacity to bear risk and various risk retention 
strategies is also essential to maximizing limited market capacity.
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Increasing HCL shock verdicts / social inflation nationwide
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the proposed Illinois House 
Amendment 2 to State Bill 
72 adds 6% pre-judgment 
interest to personal injury 
and medical malpractice. 

Interest would begin 
accruing the day an action 
is filed, and this could have 
significant impact on claim 

costs and accruals. 
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Marine
In our 2020 update, we discussed the impact of the Port of Beirut, Port of Corpus Christi, M/V GOLDEN RAY and 
M/V GULF LIVESTOCK 1 losses on a market that had not been profitable for years. We also outlined how this 
situation had triggered a rigorous review of insurer business plans, leading to tighter underwriting restrictions and 
reductions in capacity.

Despite these measures, progress toward a broad return to profitability and expanded capital has been slow. 
Further, the M/V GOLDEN RAY P&I loss reserve has increased to almost $800 million, while the M/V EVER GIVEN 
incident has led to an initial $1 billion (now $600 million) demand from the Suez Canal Authority.

There is some good news, however, in that the number of total losses involving ships over 100GT is low, having 
declined by over 20% year-on-year and 70% the past 10 years. This was somewhat offset though by a 5% increase 
in the number of shipping casualty incidents overall. Rising hull rates have also led to some new capacity, 
including Fidelis, Convex and a North of England hull solution. The market seems to be stabilizing, and quality 
risks are able to differentiate themselves.

*Attritional claims: Total of all claims with a net cost of less than $2.5 million as a percentage of net earned premium.

UNDERWRITING TRENDS & COVERAGE CHALLENGES
 • The largest rate increases occur where the incumbent market has withdrawn and requires replacement.

 • Accounts with “catastrophic” windstorm exposure are seeing tighter underwriting standards, including loss 
modeling. Some markets are also imposing broader natural catastrophe definitions to exclude certain losses.

 • Carriers are tightening terms and conditions, especially as respects malicious cyber and communicable disease. 

 • High excess layers are still viewed as underpriced by the industry, adding additional pricing pressure 
throughout the tower.

 • The number of sizable losses in ports and terminals continues to concern underwriters.

 • “RO RO” or roll-on, roll-off vessels remain a difficult risk, given historic losses. 

 • Attritional claims* remain a key issue, particularly in the U.S., where litigation is expensive and can drag on. 
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COVID-19 IMPACT

The pandemic and the resulting decrease in energy 
prices hit certain marine segments very hard (cruise/
passenger vessels, offshore exploration vessels) 
while others saw increased activity and profitability 
(cargo and logistics). There was also concern about 
the impact the inability to change crews would have 
on losses, with many concerned about crew fatigue. 
However, other than a couple large cruise-related 
P&I hull claims, COVID-19 losses seem to have been 
immaterial across the market.

One notable outcome of the pandemic was 
that several U.S. vessel operators moved to P&I 
Clubs to avoid the introduction of communicable 
disease exclusions by commercial insurers. There 
was also some thought that the inability to have 
face-to-face negotiations in Lloyd’s impacted its 
competitiveness.

Commercial market outlook
MARINE LIABILITY
The marine liability market has generally stabilized since our last update, but with a reduced appetite and a focus 
on the pricing of excess layers. Renewal rate increases for “clean accounts” for primary layers are 10%-15% and 
15%-30% on excess layers. Underwriters will pursue new business but less aggressively than in the past. 

Early submissions with high-quality and detailed information have the greatest success at renewal, and 
accounts need to be broadly marketed with insureds ready to make changes to existing relationships to offset 
rate increases. 

HULL & MACHINERY
Although hull capacity has decreased, it remains adequate, and there is cautious competition for new business. Markets 
will sometimes expand coverage to ameliorate their initial rating requirements. There is also an expanded appetite  — a 
clear change from recent years when insurers focused on cleaning up their books and restoring profitability. We are 
seeing renewal terms below the 2020 averages of 15% to 30% on accounts with little to no loss history. 
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MARINE PROPERTY

Renewal outcomes, although varied, are being driven by high demand 
versus scarce capacity. This, coupled with a general retrenchment from 
domestic and London property carriers, has resulted in continued rate 
increases, particularly in peak catastrophe-exposed zones.

Insurers achieved renewal rate hikes of as much as 15% on clean risks 
during Q4 of 2020. This compares with minimum rate increases of at least 
10% in Q3 of 2020 and 7.5% in Q2. 

To impact outcomes, insureds need to demonstrate they are taking steps 
to proactively identify, control and manage risks. Analytics are also playing 
an increasingly important role in guiding retention levels and limits. And 
if there have been losses, insurers expect a robust discussion of lessons 
learned, including responsive and corrective measures. 

MARINE CYBER
Since 2017 there has been a roughly 900% increase in attacks on marine 
systems, with 31% of all maritime organizations having suffered a cyber 
“incident” of some type between 2019-20. And despite most marine 
policies containing malicious cyber exclusions, vessels are incorporating 
even more remote technology into their navigation, maintenance, 
firefighting and other ships systems. 

This has led to vessel operators increasingly placing cyber coverage, either 
on a holistic basis to address shoreside and vessel exposures or via vessel-
specific coverages that complement an existing shoreside cyber solution.

An example of a holistic solution is Lockton’s CyberForce, which covers 
both onshore and offshore cyberrisks and their consequences, including 
physical damage and losses from cybercrime. As with most broad cyber 
coverages, it includes access to a 24/7/365 worldwide helpline as well as 
cyber forensics and legal and public relations experts to help recover from 
an incident and minimize business interruption.

Vessel-specific coverages are limited in scope and include a “buy back” 
of exclusions in current polices such as the solution offered by the 
Norwegian Hull Club. There are also stand-alone vessel-specific 
solutions like SIGCo’s cyber products for hull and loss of hire events 
related to malicious cyberattacks.

31% of all maritime 
organizations have suffered 
a cyber “incident” of some 

type between 2019-20.
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PORTS & TERMINALS
In addition to the direct impact of the large port and terminals losses discussed above, the 
ports and terminals segment is significantly impacted by the overall marine liability and 
marine property markets. These have combined with a historic low premium base to drive 
up rates and led markets to limit their capacity to mitigate the impact of a loss on their 
overall books.

Further, both COVID-19 and the resultant disruption to supply chains and ports have led to 
large accumulations of cargo equipment at key terminals and distribution centers. Insurers 
are highly concerned that this situation increases potential loss severity.

P&I MUTUALS BY PL FERRARI, A LOCKTON COMPANY
The 13 International Group of P&I Clubs share or “pool” losses in excess of $10 million 
until reinsurance kicks in at $100 million. These pooled losses are expected to total 
around $600 million in 2020, the worst on record and more than double a typical year. 
This will drive combined ratios for most clubs to between 120%-130% and invite further 
scrutiny by S&P.

Clubs sought mandatory increases of 5% to 10% in 2020, and initial information indicates 
average increases of 7.5% to 8% once the impact of members moving to higher deductibles 
and/or reducing their coverage is accounted for. The 2022 renewal is likely to see further 
increases in the same 5% to 10% range.

While it is anticipated that the recent trend of high-value claims is unlikely to persist, the 
IG two-year reinsurance program renews in February 2022. Commercial marine liability 
reinsurers are expected to seek materially increased rates as well as add COVID-19 and 
cyber exclusions. Any increase in reinsurance costs will be passed through to the individual 
shipowner (in addition to any mandatory general increases) on the basis of vessel category 
and size.

The clubs will aggressively negotiate the best possible terms and could blunt premium 
increases by increasing their retentions through the club captive. If new exclusions are 
added, it is expected that the clubs will work to continue to provide some level of cover, 
albeit on a sublimited basis that does not exceed the reinsurance attachment point.

As with other lines, success is determined by the ability of an individual ship owner to 
differentiate the risk. Effective operational safety programs and careful review of contracts 
can help pay significantly less than the market average increases.
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The CEO of a leading club has  
recently indicated that the mutual  

market is fundamentally underrated  
by approximately 20%.
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One risk that has emerged is a sharp 
rise in container losses at sea. 
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Cargo & stock throughput
The cargo market continues to be severely impacted by loss activity 
on the high seas as well as catastrophic stock losses. Exposure-based 
underwriting is still driving additional rate, higher deductibles and 
restrictions in coverage. Insurers are, however, moving away from a  
“one size fits all” approach and have become more amenable to basing 
pricing and terms on the merits of each policyholders risk profile and loss 
history. Rates on 2021 renewals are averaging increases between 10% to 
15%, but well-performing risks have been able to renew with single-digit 
increases. Clients with more problematic commodities, static exposures 
and/or poor loss ratios are seeing sharper increases and higher retentions.

CONTAINER COLLAPSES ON ULTRA-LARGE CONTAINER CARRIERS ARE RISING AT AN ALARMING RATE

In our November update, we discussed uncertainty as to how COVID-19 might impact the cargo market. One 
risk that has emerged is a sharp rise in container losses at sea. The shipping industry is examining the issue; 
however, experts are attributing these losses to a surge in e-commerce and consumer demand during the 
pandemic. This placed immense pressure on suppliers, vessels and shippers to deliver products with speed and 
urgency, creating a “perfect storm” during which ships were densely and sometimes improperly loaded. The 
crew’s health and welfare were also compromised during the pandemic, including crew fatigue from extended 
periods of service hours, resulting in an increase in human error. In response to demands for the vessel’s timely 
arrival — and to save on fuel costs — ship captains were challenged not to deviate course when encountering 
heavy weather. Beyond just the loss of cargo, such events also produce a domino effect triggering disruptions 
in vital supply chains and impacting manufacturers, retailers and ultimately the consumer. In addition to the 
loss of cargo, shippers may also incur cleanup costs and significant fines and penalties — not all of which are 
recoverable under a cargo insurance policy. 
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According to The Swedish Club, its statistics show 
the primary reason for container losses at sea is 
related to heavy weather combined with failure of 
the crew to reduce speed and/or alter its course to 
avoid or mitigate the effect.

The realities of the new shipping environment hit hard in Q4 2020. The Ultra Large Container Carrier (ULCC) 
ONE Apus with a capacity of 14,052 TEU experienced a catastrophic stowage collapse as it encountered gale-
force winds and large waves in the Pacific Ocean. A total of 1,816 containers were lost at sea, and thousands 
that remained on board suffered significant damage. The total loss is not yet known but has the potential to 
reach $150M or higher. Unfortunately, this event was only the beginning of a new trend hitting the cargo market. 
Between November 2020 and February 2021, more than 2,810 shipping containers were lost at sea from six 
mega-container ships that encountered heavy weather. Bloomberg News reports that container overboard losses 
in 2021 are already estimated at $54.5 million with an average container value of $50,000. These losses are for 
the most part preventable if vessel owners and their crew take the steps necessary to ensure safe passage. Many 
experts are calling on vessel owners to consider reducing container capacity on vessels and pay closer attention 
to stowage plans and procedures.
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LOSSES DUE TO CONTAINERS OVERBOARD
Containers overboard have racked up losses 
worth more than $54 million in 2021.

Source: Bloomberg

Estimates assume average loss of $50,000 per box. Exceptions are made in cases where boxes are known to be empty or other information is available.
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 • Mega containers shipments loaded to full capacity — Container stacks are larger.

 • Surge in e-commerce is driving commercial pressure for vessels to arrive on time — Captains fail to deviate 
from heavy weather to meet this demand.

 • Poor packaging of containers and improper lashing and stowage by stevedores — If the goods are not sufficiently 
packed and secured, it can lead to instability during shipping, contributing to stowage collapse.

 • Unpredictability of heavy weather in the busiest trade lane that connects the supply chain in Asia to consumers 
in North America.

 • Misdeclared cargo continues to be a contributing factor to container losses at sea, which is also tied to the 
ongoing issue of major fires on container vessels.

 • Weight of containers declared by shippers is not always accurate — It is challenging for the vessel owner to 
verify the weight of every container being loaded. If the maximum permissible stack weight is exceeded, the 
potential for collapse is greater. In the case of One Apus, it was a catastrophic container collapse.

Factors driving container collapses &  the implications

DRIVERS

 • Shortage of empty containers — As these loss events play out, it delays boxes being put back into rotation for 
new shipments

 • Delay is a standard exclusion under cargo insurance — Some cargo policies will respond to pay for additional 
freight and related expenses that are incurred by the shipper as a result of the delay; however, loss of market, 
penalties and fines will not be recoverable under the insurance.

 • Port congestions and accumulation of risk — Cargo at rest is at greater risk for loss, i.e., theft, reduced shelf-
life and deterioration. This is particularly true of high-value and perishable/temperature-sensitive cargoes.

The recent blockage of the Suez Canal by the Ever Given, one of the largest container ships in the world, will 
further impact marine insurers and shippers. The vessel ran aground on March 23 carrying 18,300 containers on 
board, disrupting a major shipping route. While the ship was fully refloated after six days, it was seized shortly 
thereafter by the Egyptian authorities for substantial compensation claims. From a cargo owner’s perspective, 
the potential consequences of the blockage and detainment include business interruption, damage to 
perishable goods caused by the extensive delay, expenses from the frustration of the voyage, loss of market and 
other financial loss. These same risks extend to the delayed passage of hundreds of ships. The extent of claims 
and losses will not be known for some time.

IMPLICATIONS
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STOCK THROUGHPUT — IS IT STILL FIT FOR PURPOSE?

Cargo insurers are still writing stock throughput programs; however, as with the property market, 
static exposures continue to be problematic due to the impact of various factors including fires, civil 
unrest and rioting, and climate change. Most recently, Winter Storm Uri in Texas caused losses at a 
catastrophic level. Such damages, however, would not be covered by traditional CAT definitions in cargo 
and stock throughput policies. As a result, the standard CAT sublimits, aggregates and deductibles 
would not automatically apply. This was bad news for clients who could potentially be hit with multiple 
deductibles even though each location suffered stock losses from the same weather event. For insurers, 
there was an aggregation of static risk but no provision to cap losses across their insurance portfolio.

Following the onset of the hard market, many clients questioned the value of a stock throughput 
program. This uncertainty was triggered by a drastic rise in rates and deductibles, as insurers struggled 
to underwrite these programs profitability. Despite this, STP is often a viable alternative to insuring 
stock under the property program. If a client has a supply chain and multiple storage and distribution 
facilities and is responsible for transporting and storing raw materials, goods in process and finished 
goods, then an STP alternative should still be explored. 

OPTIMISTIC OUTLOOK

A major challenge for cargo insurers is that they are being exposed to losses from emerging risks, such 
as political violence, civil unrest, extreme and catastrophic climate events, vessel fires, containers lost at 
sea, and excessive general average contributions, for which premium has not been adequately assessed or 
charged. Following very significant rate acceleration between 2019 and 2020, insurers have realized that 

COMMODITY PRICES ARE SURGING — ARE COVERAGE LIMITS ADEQUATE?

Stock throughput policy limits are established based on the schedule of locations and values submitted 
at inception of the annual term. It is prudent for the STP insurance buyer to regularly monitor inventory 
values throughout the policy term to ensure material changes in exposure are addressed. The risk of being 
underinsured at the time of loss is much greater as commodity prices continue to climb in response to 
increased consumer demand and the reopening of the global economy.
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insureds will not be able to tolerate a repeat of the same in 2021. Instead insurers will manage profitability 
through a combination of rate, capacity management, sublimits and annual aggregates. 

During the last 18 months, insurers have been focused on reducing their exposure, rightsizing their books 
and increasing premiums to restore profitability. There was little focus on growth or market share. There 
are renewed signs, however, that competition is increasing, especially as respects to new business. If a risk 
falls within their desired appetite, insurers are likely to quote terms more favorable than the incumbent. 
This is particularly prevalent in situations where insurers are writing on a quota share basis and only taking a 
percentage of the risk. 

NAVIGATING THE CARGO MARKET TO ACHIEVE BEST OUTCOMES

Insurers are cautiously optimistic and will continue to be selective in their risk appetites. To achieve optimal 
renewal results, clients should work with the broker to proactively outline the company’s focus on identifying and 
mitigating potential risks. Special emphasis should be given to addressing implementation of risk improvements 
as well as lessons learned from prior losses. There will be more demands for information, and clients must allow 
more lead time for underwriting. Flexibility around program structure is also critically important. 

NEW CARGO MARKET REALITIES IN 2021
 • The firming of the cargo and stock throughput market is slowing.

 • There is insurer competition on new business returns.

 • Selective appetite and deployment of capacity remains.

 • New and specialized capacity has arrived in the London market. 

 • Catastrophic definitions, sublimits and aggregates expanded to include wildfire. Wind peril 
further defined to capture additional named and unnamed wind events.

 • Communicable disease exclusion added to cargo policies in 2021. 

 • Cargo insurers are becoming more selective in writing static risks with retail exposures in response 
to the civil unrest and rioting in the fall of 2020.

 • Strikes, riots and civil commotions coverage — Anticipate the addition of exclusions, sublimits 
and annual aggregates depending on exposure.

 • Deductibles are being applied with fewer exceptions. For example, some insurers are now 
applying deductibles to total loss, debris removal, SRCC and other perils of risk.

 • The impact of major transit losses (container collapses, vessel fires and excessive general average 
contributions) on cargo insurers and the insurance buyer is yet to be realized. 
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Private Risk Solutions
The personal insurance market remains challenged. In 2020 alone, there 
were 298 FEMA disasters in the U.S. Record wildfires in the west and 
Rockies, hailstorms in the Midwest, hurricanes along the Atlantic and 
Gulf Coast, and tornadoes and freezing weather in Texas contributed to 
an already volatile marketplace. 

Insurers continue to tighten underwriting standards, raise rates and retentions, and mandate loss control 
measures. Florida and California homeowners are seeing premium increases over 20% and an increased 
frequency of nonrenewals. When such policies are nonrenewed, they are often replaced with surplus lines 
carriers at a much higher cost or with underfunded markets that might not be able to meet their financial 
commitments in a catastrophe situation. Most states have insurance guarantee funds to back insurers, but 
what they will pay is limited and typically less than adequate to rebuild large homes with custom features. 

A study from the National Highway Safety Administration shows that while U.S. driving fell 26% in 2020 due to 
the pandemic, drivers who remained on the road engaged in more risky behavior, including speeding, failing to 
wear seat belts and driving under the influence. Despite fewer vehicles on the road, distracted driving actually 
increased, leading to more severe accidents and injuries. 

The pandemic also led to more people working from home, students learning virtually, increased online 
shopping and an overall increase in “screen time,” thus increasing risks of cyberattacks. Products such as 
doorbell cams, baby cams, remote thermostats and smart appliances offered more access points for hackers. 
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As the pandemic conditions evolved in 2020, many elected to move away from crowded urban settings and 
purchase homes in smaller cities or suburbs. This has been trending in recent years but was accelerated by the 
pandemic. Chubb’s study titled the “Great Wealth Migration” provides additional insights into this movement.

Chubb’s survey found that successful families moved at twice the rate of the 
general population. Many moved from large urban areas to smaller cities or 
purchased seasonal homes in highly desirable but catastrophe-prone areas. 

 • As more people began working remotely, smaller cities like Knoxville, Tennessee saw growth rates between  
75% and 124% in comparison to the same period in 2019.

 • When asked why they were moving, survey respondents considered many factors, including:

 − A lifestyle change

 − Ability to work effectively from anywhere

 − An unsafe feeling where they were currently living

 − Concern about a decrease in property values

Additionally, 64% of the respondents who chose to remain in their current 
homes planned or initiated renovations during the pandemic. These moves and 
renovations resulted in increased exposures and claims for the personal lines 
property insurance market. 

 • Valuable artwork and personal property being damaged in transit

 • Leaving primary homes unoccupied or vacant for extended periods of time

 • Lack of familiarity with new home features, including working fireplaces

 • The need to purchase a car for the first time if moving from a large city with mass transit options to a smaller  
one where driving is essential

 • Damage occurring during and delays in completing renovations

 − The pandemic put a pause on many projects, and the higher demand for skilled labor caused significant 
delays, in some cases causing claims or requiring the need for extensions on builder’s risk policies. 

 • Personal and domestic staff often go with their employer to a new location, and this could impact workers’ 
compensation coverage

Examples include:
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Insurance implications of a major home renovation can be significant. Many policies automatically limit coverage 
response during a renovation, and addressing the increased liability and property exposures requires careful 
planning. Renovating a coastal property during hurricane or wildfire seasons expands the exposure, especially if 
roof lines, exterior walls or windows are in scope. 

Outdoor activity has also increased, presenting its own set of challenges
 • Recreational watercraft sales increased to a 13-year high, according to the National Marine Manufacturers 

Association. Many of these are first-time buyers with little or no prior boating experience, increasing the 
likelihood of accidents and bodily injury. Popular waterways are becoming overcrowded with boat traffic, 
contributing to the frequency of claims. 

 • Recreational vehicle sales have skyrocketed, leading to more accidents by inexperienced operators.

 • Purchases of homes in remote settings continue to increase, including “gentleman farms” with equine or 
livestock exposures. These are frequently in areas with limited fire department resources, leading to premiums 
that are surprisingly high, especially in wildfire risk areas like Wyoming, Montana, Colorado or California.
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Ways to improve your outcomes
Start early and develop a flexible plan.

Meet with key markets and understand their position.

Ensure underwriters understand how your risk profile and operations  
have changed.

Provide more details around payroll, fleet, and sales projections.

Evaluate changes in the business financials and risk profile.

Review loss projections based on new realities.

Prepare for more intense scrutiny by carrier credit officers.

Review/prioritize terms and conditions, including premium audit provisions. 

Use analytics to differentiate and model impact of changes in program design.

Consider use of higher primary limits, buffer layers front and reinsurance.

Consider efficacy of alternative risk structures.

Review potential synergies associated with placing multiple lines with key insurers.
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Independence changes everything.
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