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P/C Insurance Industry: 
Financial Overview Amid the 

COVID-19 Pandemic
The P/C Insurance Industry Entered the 
COVID-19 Pandemic from a Position of 

Financial Strength

Asset Value Volatility is High but 
Manageable—Greatest Threat Comes 

from State Legislatures
3
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Policyholder Surplus (Capacity), 
2006:Q4–2019:Q3

Sources: ISO, A.M .Best; 2019E from Center for Risk and 
Uncertainty Management, University of South Carolina, 
based on actual $812.2B through 9/30/2019.
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Financial 
Crisis

2010:Q1 data includes $22.5B of paid-in 
capital from a holding company parent 
for one insurer’s investment in a non-
insurance business.  

Drop due to near-record 
2011 CAT losses

Policyholder Surplus is the industry’s 
financial cushion against large insured 
events, periods of economic stress and 

financial market volatility.  It is also a 
source of capital to underwrite new risks.

The P/C insurance industry 
entered the COVID-19 pandemic 

from a position strength



ROE: Property/Casualty Insurance by Major Event, 
1987–2019E
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*Excludes Mortgage & Financial Guarantee in 2008 – 2014. 
Sources: ISO, Fortune; A.M. Best (2018E-2019F);  USC RUM Center.
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P/C Profitability Is 
Influenced Both by  

Cyclicality and Volatility

Hugo

Andrew, 
Iniki

Northridge

Lowest CAT 
Losses in 
15 Years

Sept. 11

Katrina, 
Rita, Wilma

4 Hurricanes

Financial Crisis*            
ROE fell by 8.3 pts 
from 12.7% to 4.4%

(Percent)

Record 
Tornado 
Losses

Sandy

Low 
CATs

Harvey, 
Irma, 
Maria, 

CA 
Wildfires

2019E 
8.2%



Percentage Point Change in P/C ROEs 
During Past Economic Downturns: 
1971 - Present

6Source: USC Center for Risk and Uncertainty Management.

Percentage Point 
Change
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*2000-2001 decline impacted by 9/11 losses.

Change in P/C ROE During Past 
Economic Downturns

Avg.: -4.5% (-4.0% ex. 2000-01)
Median: -5.0% (-3.0% ex. 2000-01)

Although the COVID-19 
economic downturn will 

be sharp, it’s expected to 
be brief with a rapid “V-

Shaped” recovery 



P/C Industry Net Income After Taxes, 1991–2019F*
n 2005 ROE= 9.6%
n 2006 ROE = 12.7%
n 2007 ROE = 10.9%
n 2008 ROE = 0.1%
n 2009 ROE = 5.0%
n 2010 ROE = 6.6%
n 2011 ROAS1 = 3.5%
n 2012 ROAS1 = 5.9%
n 2013 ROAS1 = 10.2%
n 2014 ROAS1 = 8.4%
n 2015 ROAS = 8.4%
n 2016 ROAS = 6.2%
n 2017 ROAS =5.0%
n 2018 ROAS = 8.0%
n 2019: ROAS = 8.2%

*2019 estimate based on annualized actual Q3:19 figure of $48.075B.  ROE figures are GAAP; 1Return on avg. surplus.  Excludes Mortgage & Financial Guaranty insurers for years (2009-2014). 
Sources: A.M. Best, ISO.
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Net Income finally returned to 
pre-financial crisis levels in 
2019.  All else equal, COVID 

impacts will likely have a 
tempering influence in 2020, 

but far too soon to tell.

$ Millions
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P/C Insurance ROE vs. Fortune 500, 1975–2019E*

*2018 Fortune 500 figure is an estimate.
Profitability =  P/C insurer ROEs. 2011-18 figures are estimates based on ROAS data. Note: Data for 2008-2014 exclude mortgage and financial guaranty insurers.
Source: NAIC, ISO, Fortune.

1977:19.0% 1987:17.3%

1997:11.6% 2006:12.7%

1984: 1.8% 1992: 4.5% 2001: -1.2%

ROE

1975: 2.4%

2013 
9.8%

2017 
5.0%

2019E 
8.2%

Average: 1975-2018 
Fortune 500: 13.3%
P/C Insurance: 9.0%

2019E* 
15.0%



Net Premium Growth (All P/C Lines): 
Annual Change, 1971—2019F
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(Percent)
1975-78 1984-87 2000-03

*Figure is actual 2018:9M vs. 2017:9M change adjusted for affects of the TCJA of 2017. Shaded areas denote “hard market” periods
Sources:  A.M. Best (1971-2013, 2020F), ISO (2014-19); Risk & Uncertainty Management Center, Univ. of South Carolina estimate for 2019.

Net Written Premiums Fell 
0.7% in 2007 (First Decline 

Since 1943) by 2.0% in 2008, 
and 4.2% in 2009, the First 3-
Year Decline Since 1930-33.

2019F: 3.0%
2018E: 10.8%

2017: 4.6%
2016: 2.7%
2015: 3.5%
2014: 4.2

2013: 4.4%
2012: +4.2%

Outlook
2019F: 3.0%
2020F: 3.8%
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Economic Shocks, 
Inflation:

1976: 22.2%
Tort Crisis

1986: 30.5%

Post-9/11
2002: 22.4%

Great 
Recession:
2009: -9.0%

ROE

2019E:   
+3.1%

Commercial Lines NPW Premium Growth: 1975 – 2019F

Recessions:
1982: 1.1% 

Commercial lines is prone to 
far more cyclical volatility that 

personal lines.  

1988-2000: 
Period of 

inter-cycle 
stability

Commercial 
lines premium 

growth has 
been sluggish 

for years, 
reflecting weak 

pricing 
environment.

Note: Data include state funds beginning in 1998.  
Source:  A.M. Best; Insurance Information Institute; Univ. of South Carolina Center for Risk and Uncertainty Management, ISO.

Post-Hurricane 
Andrew Bump:

1993: 6.3%

Post Katrina 
Bump:

2006: 7.7%

2016:   
-1.1%

2018:   
+14.4%



Change in P/C Net Written Premium Growth 
During Past Economic Downturns: 1971 - Present

11Source: USC Center for Risk and Uncertainty Management.

Percentage Point Change 
in Growth Rate
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*2000-2001 decline impacted by 9/11 losses.

Change in P/C ROE During Past 
Economic Downturns

Avg.: -0.4%
Median: -0.6%

Economic downturns have been 
associated with varied growth 

experience.  The COVID-19 pandemic will 
likely slow growth materially in 2020, but 
should remain slightly positive overall.  

Effects could carry over into 2021.



P/C Insurance Industry Combined Ratio, 2001–2019E*
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* Excludes Mortgage & Financial Guaranty insurers 2008--2014. 
**Actual through Q3 2019 was 97.8
Sources: A.M. Best, ISO (2014-2019).
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As Recently as 2001, 
Insurers Paid Out 

Nearly $1.16 for Every 
$1 in Earned 
Premiums Relatively 

Low CAT 
Losses, 
Reserve 
Releases

Heavy Use of 
Reinsurance 
Lowered Net 

Losses

Relatively 
Low CAT 
Losses, 
Reserve 
Releases

Higher 
CAT 

Losses, 
Shrinking 
Reserve 

Releases, 
Toll of Soft 

Market

Sandy 
Impacts

Lower 
CAT 

Losses

Best 
Combined 
Ratio Since 
1949 (87.6)

Avg. CAT 
Losses, 

More 
Reserve 
Releases

Cyclical 
Deterioration

Sharply 
higher CATs 
are driving 

large 
underwriting 
losses and 

pricing 
pressure

2019 Combined Ratio Est.
98.0



INVESTMENTS: 
THE NEW REALITY

Investment Performance Is a Key Driver 
of Insurer Profitability

Aggressive Rate Cuts Will Adversely 
Impact Invest Earnings

Financial Crisis Déjà Vu?



Property/Casualty Insurance Industry Investment Income: 
2000–2019E
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Due to persistently low interest rates, investment income fell in 2012, 2013 and 
2014 but showed a small (1.7%) increase in 2015—though 2016 experienced 

another decline. Gains in 2018-19 are overstated due to the TCJA 2017.
*2018-19 figures are distorted by provisions of the TCJA of 2017.  Increase reflects such items as dividends from foreign subsidiaries.
**Estimate based on annualized H1 actual figure of $13.158B.  Figure is likely also distorted by the TCJA of 2017.
1 Investment gains consist primarily of interest and stock dividends. Sources: ISO; University of South Carolina, Center for Risk and Uncertainty Management.                                   

($ Billions)

Investment income is slowly 
recovering. 2018/19 figures 

overstate improvement due to 
provision of the TCJA 2017



Net Investment Yield on Property/Casualty 
Insurance Invested Assets, 2007–2020F*
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The yield on invested assets remains low relative to pre-crisis yields. Fed 
rate increases beginning in late 2015 through 2018 halted the slide in 

yields, but  rate cuts in 2019/2020 will preclude future gains

Sources: NAIC data, sourced from S&P Global Market Intelligence; 2017-19 figures are from ISO.  2020F is from the Risk and Uncertainty Management Center, Univ. of South Carolina.

(Percent) Investment yields remained 
depressed--down about 150 BP from 
pre-crisis levels.  COVID-19 Fed rate 

cuts will push asset yield down



US Treasury Security Yields:
A Long Downward Trend, 1990–2020*

*Monthly, constant maturity, nominal rates, through March 2020.
Sources: Federal Reserve Bank at http://www.federalreserve.gov/releases/h15/data.htm. National Bureau of Economic Research 
(recession dates); Insurance Information Institute.

0%

1%

2%

3%

4%

5%

6%

7%

8%

9%

'90'91'92'93 '94'95'96'97'98'99'00'01'02 '03'04'05'06'07'08'09'10'11'12 '13'14'15'16'17'18'19'20
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10-Yr Yield

Yields on 10-Year US Treasury 
Notes have been essentially  

below 5% for more than a 
decade 

Since roughly 80% of P/C bond/cash investments are in 10-year or shorter durations, 
most P/C insurer portfolios will have low-yielding bonds for years to come. 

Fed emergency rate cuts 
and QE in response to the 
COVID-19 pandemic and 

market volatility have 
pushed rates to their 

lowest levels since the 
financial crisis

10-YR. TREASURY
3/2019: 2.57%
3/24/20: 0.84%

http://www.federalreserve.gov/releases/h15/data.htm
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,
*Through March 25, 2020.
Source:  NYU Stern School of Business: http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/histretSP.html; Center for 
Risk and Uncertainty Management, University of South Carolina

Tech Bubble 
Implosion

Financial 
Crisis

Annual Return

Energy Crisis

S&P 500 Index Returns, 1950–2020*

Fed Raises 
Rates

The S&P 500 was up 28.9% in 2019, the 
best year since 2013, following a decline 
of 6.2% in 2018. Gains are jeopardize by 
sharp declines amid COVID-19 pandemic

2020 YTD
-23.4%

2019: +28.9%
2018: -6.2%
2017: +19.4
2016: +9.5

http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/histretSP.html


Financial Markets Have 
Been Extremely Volatile

n March 24/25: First back-to-back 
gains since Feb. 4

n March 24: Largest DJIA % gain 
since 1933: +11%

n March 23: S&P at its lowest 
level since late 2016

n March 9: Largest DJIA point 
drop ever: -2,014 pts. (-7.79%
drop largest % terms since 
10/15/08)

,

Source:  CNBC.com; Center for Risk and Uncertainty Management, University of South Carolina



THE ECONOMY

The Strength of the Economy Has Always Influenced 
Growth in Insurers’ Exposure Base Across Most Lines

The Links Between the Economy and the P/C Insurance 
Industry Are Strengthening

COVID-19 Pandemic Will Directly Impact Growth         
As Exposures Shrink—A “V-Shaped Recovery”?



Length of US Business Cycles, 1929-Present*
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Average Duration*
Recession = 13.4 Months
Expansion = 63.8 Months

* As of Feb. 2020, inclusive
Sources: National Bureau of Economic Research; Risk and Uncertainty Management Center, University of South Carolina.

The current 
economic 

expansion (as 
of Feb. 2020) 

was the 
longest in US 
history (began 

July 2009)
It has likely 
ended—but 

perhaps only 
interrupted



US Real GDP Growth*

* Estimates/Forecasts from Wells Fargo Securities.
Source: US Department of Commerce, Wells Fargo Securities 3/20/20; Center for Risk and Uncertainty Management, University of South Carolina.
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Demand for Insurance Will Be Impacted As the Economy Slows but 
Should Improve by Late Q3 and into Q4

Real GDP 
Growth (%)

“Great 
Recession” 

began in 
Dec. 2007

Financial 
Crisis

COVID-19 pandemic is 
expected to result in 2 
quarters of economic 

contraction before recovery 
later in the year
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Breakdown of $2 Trillion Emergency Aid/Stimulus Bill

The COVID-19 emergency 
stimulus package will benefit 

many segments of the 
economy as well as 
individuals.  For P/C 
insurers, aid to small 

businesses and incentives to 
keep employees on payrolls 

may have some of the 
largest indirect benefits 
because both preserve 

insurable exposures
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U.S. National Debt, 1966 – 2019*

*As of Feb. 2019.
Source: Congressional Budget Office; Federal Reserve Bank of St. Louis: https://fred.stlouisfed.org/series/GFDEGDQ188S

The national debt hit $22 
Trillion for the first time in 

February 2019 and will 
continue to grow rapidly 

for the foreseeable future.
Debt/GDP Ratio =105%+ 

(Highest Since WW II)

$22.7 Trillion
($ Trillions)

18

Inflation Alert
Large deficits  
that increase 
as a share of 
GDP are, at 
some point, 

unsustainable 
and 

inflationary

https://fred.stlouisfed.org/series/GFDEGDQ188S


The Economy Drives P/C Insurance Industry Premiums:
2006:Q1–2019:Q3

Direct Premium Growth (All P/C Lines) vs. Nominal GDP: Quarterly Y-o-Y Pct. Change

Sources: SNL Financial; U.S. Commerce Dept., Bureau of Economic Analysis; ISO; I.I.I.; Risk and Uncertainty Management Center, University of South Carolina.
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As GDP growth turns 
negative in 2020, DWP will 

decelerate sharply 

Direct written premiums track nominal GDP fairly tightly over time, 
suggesting the P/C insurance industry’s growth prospects inextricably 

linked to economic performance.



Consumer Confidence Index: Jan. 1987– Feb. 2020

Source: The Conference Board; Wells Fargo Research.

Outlook: Consumer confidence will be severely tested in 
the months ahead as the COVID-19 pandemics economic 

effects intensify

Extremely strong labor market 
conditions are vaporizing and 

will cause consumer 
confidence related to their 

Present Situation to plummet

Consumer Confidence 
Index remained resilient in 
Feb. but will tumble in the 

months ahead

Consumer Expectations will 
be severely adversely 
impacted by the rapid 
disappearance of jobs



US Unemployment Rate Forecast: 2007:Q1–2020:Q4
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Rising unemployment 
eroded payrolls 

and WC’s 
exposure base.

Unemployment peaked at 
10% in late 2009.

= actual;          = forecasts
Sources: US Bureau of Labor Statistics; Wells Fargo Securities (3/20 edition); Risk and Uncertainty Management Center, University of South Carolina.

The unemployment 
rate will rise to 5.3%+ 
in late 2020—highest 

since early 2015

At 3.5%, the 
unemployment rate 
in Feb. 2020  WAS 
at its lowest point 

in 50 years.



Initial Unemployment Claims: Set to Soar

Source: Federal Reserve Bank of St. Louis (FRED)  from US Employment and Training Commission.

Initial claims for unemployment will soar to record levels, 
resulting in a major reversal in Workers Comp payroll 

exposure growth

Initial claims for 
unemployment hit 

281K on March 19 a 
sharp increase but 

were poised to soar…

Weekly unemployment 
claims peaked at 665K 

in early 2009 during 
the Great Recession



Initial Unemployment Claims: New Record Highà3.28 Million Claims
(Jan. 1967 – March 2020)

Source: Federal Reserve Bank of St. Louis (FRED)  from US Employment and Training Commission.

Initial claims for unemployment will continue to soar, 
resulting in a major and immediate loss in Workers 

Comp payroll exposure growth

Previous 
record: 695K 
in Oct. 1982

Initial claims for 
unemployment 

hit a record 3.28 
million for the 
week ending 

3/21/20!
Financial 

Crisis Peak:  
665K in  

March 1982



NFIB Small Business Optimism Index:
Jan. 1988–Feb. 2020

Source: National Federal of Independent Business; Wells Fargo Research.

Outlook: Small businesses sentiments will fall sharply with 
significant negative repercussions for p/c insurers 

The economic fallout 
from COVID-19 will 

cause small business 
sentiment to plunge 
causing hiring and 
investment to move 

sharply negative

Small Business 
Optimism weakened in 
2019 and early 2020 on 

fears of greater 
economic uncertainty 
(esp. trade war fears) 

and labor quality issues



Retail, Food & Beverage Sales: Set to Plunge

Source: National Federal of Independent Business; Wells Fargo Research.

Retail sales (after hoarding runs its course) will plunge due to COVID-19 
shutdowns.  Large numbers of bankruptcies are likely.  Negative impact on P/C 

exposure growth in this segment into 2021. 

US Retail Sales Food & Beverage Store Sales



Percent of Small Businesses Planning to Increase 
Capital Spending: Jan. 1993–Feb. 2020

Source: National Federal of Independent Business; 
Wells Fargo Research.

Outlook: The outlook for small businesses investment is 
gloomy with few growth prospects for p/c insurers in this 

segment for some time

Capital spending by 
small businesses will 
be slashed due to the 

devastating effects 
COVID-19 on this 
highly vulnerable 

economic segment, 
despite $350B in 

federal aid



New Private Housing Starts, 1990-2025F
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Source: U.S. Department of Commerce; Wells Fargo Securities (3/20 for 2020-21F), Blue Chip Economic Indicators (3/19 for 2022-25F); University. of South Carolina, Center for 
Risk and Uncertainty Management..

Pre-COVID 1-9, Insurers Had  Been Seeing Meaningful Exposure Growth in the Wake 
of the “Great Recession” Associated with Home Construction: Construction Risk 

Exposure, Surety, Commercial Auto; Potent Driver of Workers Comp Exposure

New home starts 
plunged 72% from 
2005-2009; a net 

annual decline of 1.49 
million units, lowest 
since records began 

in 1959

COVID-19 will likely slow new 
homebuilding, though activity could 

remain resilient with low interest rates 
and low inventories in South, West

(Millions of Units)



Auto/Light Truck Sales, 1999-2023F
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New auto/light truck 
sales fell to the 

lowest level since 
the late 1960s.

Job growth and 
improved credit market 
conditions boosted auto 

sales to near record 
levels by 2015/16

COVID-19, weakening labor 
market will cause consumers 

to pull back from large 
purchases, including auto

Yearly car/light truck sales are slowing slightly as demand 
tapers—and COVID-19 will accelerate that decline

Source: U.S. Department of Commerce; Well Fargo Securities (3/20 for 2020-21F); Blue Chip Economic Indicators (3/19 for 2022-25F); Univ. 
of South Carolina, Center for Risk and Uncertainty Management.



P/C Insurance Issues in the 
Era of COVID-19

Business Interruption

Personal Auto

Workers Compensation

Cyber



P/C Insurance Coverage & COVID-19

n Insurers have received thousands of claims related to COVID-19 losses
w Business interruption Event Cancellation
w Workers comp Travel Insurance

w Cyber D&O

n Crises tend to precipitate efforts to stretch contract language in an effort to:
w Find coverage where none exists

w Find coverage where none was intended
w Find coverage for which no premium was paid

n Politicians frequently pile on: Zero political risk 



Business Interruption

36 36

Efforts to Create Coverage 
Where None Exists



Business Interruption Coverage 
(BIC) & COVID-19

n Business interruption policies clearly 
exclude COVID-19 claims

n The ISO Business Income form contains 
the following language:
w “We will pay for the actual loss of Business 

Income you sustain due to the necessary 
“suspension” of your “operations” during 
the “period of restoration”. The 
“suspension” must be caused by direct 
physical loss of or damage to property…The 
loss or damage must be caused by or the 
result of a covered cause of loss.” [from ISO 
form: CP 00 30 04 02]



Exclusion of Loss Due to      
Virus or Bacteria

n Business property and hence business 
interruption coverage also clearly 
excludes loss or damage due to viruses 
via exclusion

n The ISO “Exclusion of Loss Due to Virus 
or Bacteria” contains the following 
language:
w “We will not pay for loss or damage caused 

by or resulting from any virus, bacterium 
or other microorganism that induces or is 
capable of inducing physical distress, 
illness or disease.” [from ISO form: CP 01 40 07 06]



Business Interruption Coverage & COVID-19

n Several states are attempting to override/invalidate/abrogate the 
longstanding, unambiguous language in commercial property and BIC 
contracts that makes it clear no coverage exists

n As of March 25: NJ, OH, PA and MA have introduced legislation that would 
oblige insurers to provide BIC to policyholders who purchased such 
coverage, irrespective of the “direct physical loss or damage” requirement 
and virus exclusion.

n From Massachusetts S.D. 2888 (as of 3/25/20)
w “…no insurer in [Massachusetts] may deny a claim for the loss of use and 

occupancy and business interruption on account of (i) COVID-19 being a virus (even 
if the relevant insurance policy excludes losses resulting from viruses); or (ii) there 
being no physical damage to the property of the insured or to any other relevant 
property



States to Insurers: We’re Fine 
with the Obliteration of the 
Obligations of Contracts Clause 

n State actions to override and ignore 
legal, longstanding and regulator 
approved contract language is a clear 
violation of the Constitution

n The Obligation of Contracts Clause 
(aka “Contracts Clause”) is found in 
Article I of the United States 
Constitution

n Generally speaking, this clause was 
added to the Constitution in order to 
prohibit states from interfering with 
private contracts.

The Contracts Clause states:     
“No State shall...pass any...Law 

impairing the Obligation of 
Contracts...”



Is a Pandemic Risk Insurance Act Really Needed?

Source: Risk and Uncertainty Management Center.

n 9/11 produced widespread disruption through 
global (re)insurance markets and threatened the 
ability of the nation to recover from an 
unprecedented disaster

n The COVID-19 pandemic creates few meaningful 
disruptions in p/c (re)insurance markets

n TRIA was a very targeted, efficient solution that 
has brought nearly two decades of stability to the 
market

n Commercial insurers are not an appropriate or 
efficient means for the delivery of aid for viral 
outbreaks

n The $2 trillion federal emergency relief package 
will use existing, efficient channels (e.g.,SBA, Fed) 
for the delivery of targeted assistance to millions 
of businesses, individuals (direct payments, 
unemployment insurance) and other entities



Personal Auto
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Consumer Groups Want Rates   
Lowered Immediately…

…But Regulator Approved Rating 
Methodologies Are Already Sensitive 

to Changes in Claim Activity



Personal Auto Coverage & COVID-19

n The Consumer Federal of America (CFA) and Center for Economic Justice 
on March 18 wrote a letter to state insurance commissioners urging them to: 

“…direct auto insurers in your state to provide premium offset payments to 
policyholders whose driving has been affected by COVID-19…”

n Is such an action necessary?  No—and here’s why:

1. Rates are already sensitive to changes in claim frequency and severity

2. The reduction in miles driven is transient (and unquantified)

3. The CFA analysis misleadingly ignores rising claim severities, and 

4. The CFA has never in the past and is likely never to advocate in the future for 
immediate increases in rates at times of economic expansion



Personal Auto Coverage & COVID-19

1. Rates Already Responsive to Changes in Claiming Behavior
• Auto insurance rates are already responsive to changes in claim activity (i.e., claim 

frequency) and are continuously adjusted at each policyholder’s renewal to reflect the 
most recent individual and class (i.e., group) claim experience.

2. Rates Are Designed to Adjust Gradually
• Rates are established using multiple years’ worth of data and as such adjust 

gradually, in both a downward and upward direction, per the preference of regulators 
and policyholders

• To the extent that there is a sustained decline in auto claim frequency, rates will be 
adjusted accordingly



Personal Auto Coverage & COVID-19
3. Efficacy of Methodologies Proved During Financial Crisis

• During the financial crisis and subsequent sluggish economic recovery afterward, rates 
fell or were flat in most states over a span of years. Personal auto insurers premiums 
written across the 50 states actually declined from $160.5 billion in 2006 to $157.2 
billion in 2009 and did not exceed pre-crisis levels until 2011.

• During the financial crisis, the average annual decrease in personal auto collision claim 
frequency was a modest 1.3% (average from 2008 -2010, inclusive). 

4. Transient Impact
• The current downturn is expected to be swift, but short (i.e., “V-shaped”) which would 

suggest a rapid return to pre-event claim frequencies very rapidly after the “all clear” is 
given by government officials. Indeed, claim frequencies could easily exceed pre-
event levels as pent-up economic demand for discretionary travel is satisfied (FYI--as 
the economy pulled out of the financial crisis, claim frequencies rose to as high as 
+4.4%, compared to +2.5% just before the crisis in 2007).



Personal Auto Coverage & COVID-19
5. Claim Severities Continue to Rise

• The CFA’s analysis fails to mention claim severity (i.e., average cost per claim).
• It is incorrect and misleading to focus on claim frequency in isolation as every claim 

has a cost associated with it.
• The most recent data available (for the 12-month period ending 9/30/19) indicate that 

average collision claim severity was up by 5.0%, with average cost per claim rising to 
$3,938 from $3,751 a year earlier

• Collision claim severity, which is largely a function of the cost to repair or replace 
damaged vehicles, is unlikely to be materially affected by current events. Hence, even 
if claim frequency falls by, say, 2% to 3%, this decline is more than offset by the 
continued escalation in the cost to repair/replace damaged vehicles



Workers Compensation

47 47

Some Pressure Points

Payroll Exposure Likely to Fall 
Materially



Workers Compensation & COVID-19

n Workers compensation written for COVID-19 exposed risks (e.g., hospitals, 
first responders, etc.) will likely see a spike in both severity and frequency 

n Some states will require costs associated with precautionary quarantines of 
COVID-19 exposed workers

n Impact arising from “Essential Industries” unclear (e.g., grocery stores)

n Outside COVID-19 exposed segments—Large, Swift Drop in Payroll Exposure
w Drop in WC payroll exposure base could be the fastest and largest in history given 

the record 3.28 million initial unemployment claims data (week ending March 21) with 
much more to come

w Wage growth, which had been making gains, will also slow

w Overall likely net reduction in claim frequency



Impacts for Other Key Lines
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A Wide Variety of 
Manageable Pressures



Other Key Lines & COVID-19

Event Cancellation Coverage

n Losses will easily exceed $1 billion
w Tokyo Olympics postponement is the tip of the iceberg

w Many/most policies are manuscripted, so exact terms and conditions will vary but  
exposure is global in nature

w Lloyd’s market reinsurers have material exposure
w Overall, impacts are manageable as this coverage is a very narrow slice of the 

overall P/C (re)insurance market

Travel Insurance

n Material losses, but a small line relative to the size of the p/c insurance 
industry



Other Key Lines & COVID-19 

Cyber Insurance

n Millions of Americans Suddenly Working at Home Increases Cyber Risk by 
Orders of Magnitude
w Security risks have increased exponentially 

w Examples: 
– Tens of millions of employees working over unsecured home WiFi networks
– Millions of businesses seeking to add an online sales capability immediately



Other Key Lines & COVID-19

Economically Sensitive Lines

n Commercial Auto, Inland Marine and Related Lines
w Exposure bases will, if only transiently, shrink àAdverse impact on premium 

growth
w Temporary reductions in claim frequency

D&O

n Extreme Financial Market Volatility, Corporate Bankruptcies Generally Breed 
D&O Claims
w Should corporate bankruptcies rise, D&O suits are inevitable



Miscellaneous Property/Casualty Concerns & COVID-19

Casualty Lines Concerns

n Tails on Some Casualty Lines Extended
w Non-essential medical treatments deferred—Could add to severities in lines with 

long-tailed bodily injury claims
w Slowdown in court systems (torts don’t get better with age; pre-judgment 

interest)

Property Lines Concerns 

n Business interruption litigation 

n With business closures, unmonitored insured premises are more vulnerable 
to water damage, theft, vandalism, etc.
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SUMMARY

nThe P/C Insurance Industry Remains Strong, Stable, 
Sound and Secure

nThe Rapid Economic Slowdown Will Temper P/C 
Growth, Especially in Economically Sensitive Lines

nDecline in Asset Prices, Interest Rates Will Pressure 
Investment Earnings for the Foreseeable Future

nCOVID-19 Exposures Are Manageable but Industry Has 
Some Headline Risk on Business Interruption Issue
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Questions?



Thank you for your time
and your attention! 

Twitter: twitter.com/bob_hartwig
For a copy of this presentation, email 

me at robert.hartwig@moore.sc.edu or 
Download at www.uscriskcenter.com
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http://moore.sc.edu
http://www.uscriskcenter.com/

