
Current Industry Financial/Operating Conditions

The Good News:

Favorable Environment to Generate Statutory Earnings and Capital
• Equity markets up moderately in 2014 after increasing sharply in 2013, and three 

of prior four years

• Solid capital gains through 9/30/2014, compared to the considerable losses seen in 
2008/2009

• Limited sales growth producing lower acquisition costs

• Product retrenchment, changing policy terms & conditions

• Increased use of affiliated reinsurance
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Program Business: Special Considerations

“If you have one program and one insurance company relationship, 
you run the risk that something could go wrong. Those can be very 
volatile situations,” he says. “That’s one reason Distinguished 
Programs prefers operating with multiple programs and multiple 
insurance company partners to allow for diversification.”

- Jeremy Hitzig
Insurance Journal, 2012
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Program Business: Special Considerations

“Praemonitus, praemunitus.”



Program Business: Come Prepared and Shine

In negotiations with your carrier partner, know their financials 
intimately; this gives you:

• A different level of professionalism in their eyes.  Knowledge of market 
conditions makes you their equal …or their better!

• Potential leverage when negotiating pricing, commission, and profit sharing 
(by deconstructing actual combined ratios, ideally by line and by state)

• Better sell your program to a new carrier by comparing your underwriting 
performance against their current performance.

• The ability to be proactive when deciding to shift carrier partners – don’t get 
surprised.



Program Business: Come Prepared and Shine

In marketing your Program, go beyond simply listing an 
A.M. Best rating:

• You are an expert underwriter, claims handler, marketer – why not show 
you are an expert in carrier oversight as well?

 This is especially true when working with Surplus Lines Carriers, which do not have 
the backstop of state guaranty funds

• Ability to sell against competing carriers when you become aware that 
they are under financial stress (they may need to get out of the business 
and/or raise prices if loss ratios are deteriorating)

• https://portal.alirtresearch.com/home/pages/Dashboard.aspx

https://portal.alirtresearch.com/home/pages/Dashboard.aspx


Part 1:
Broad Perspective – Industry Performance



Industry Overview: Some Considerations

I.      A Hard or Soft Market Can Mean 2 Different Things: 
 An Aggregate % Price Increase/Decrease over the Prior Year Period (Traditional – Brokers/Consumers)
 The Degree to Which Premiums Exceed Loss Costs = Degree of “Rate Adequacy” (Insurers)

II. Pricing Cycles Have Gradations; the Industry is Not Monolithic
 Market Pricing moves over a continuum, fluctuating from hard to soft
 There are sub-pricing cycles within an overall pricing cycle, given fragmentation in the industry

III. Advent of New Technology and Data Analytics Capacity 
 Insurers are Better Able to Price Initial Risk and also to React to Underwriting Mistakes; This Should 

Shorten Market Swings 

IV. Every Carrier Has Different ROE Hurdles
 What a Publicly Traded Company Needs for Rate Can Differ from a Mutual or Privately-Held Company
 Aggressiveness of Investment Portfolio Also Influences The Rate Needed to Meet Hurdles

V. Who are Today’s Market Leaders?
 In Broad Commercial Lines Segment:  Chubb & Travelers
 Are They Holding The Line on Rates?
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U.S. P&C Industry – By Net Written Premiums

Per S&P Global, U.S. P&C industry net written premiums were $556.9 billion for 2017, up 4.4% from 2016.  15 Year Avg. Mix is 52.1% PL / 47.9% CL 

Commercial Lines Share of Industry Premium has ranged from 44.3% - 50.8% over the past 20 years; currently at 44.3% - can it go lower?
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U.S. P&C Industry – Net Written Premium Growth

Net written premium growth 2003 - 2017 = 38.1%
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U.S. P&C Industry – Surplus (Capacity) and Premium Leverage

Surplus growth 2003-2017 = 115.2%; 15 year average net premium leverage 84.7%
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U.S. P&C Industry – Reserve Development

$104.5 billion of reserve releases in the decade 2008-2017;  16.8% of average surplus over that period of $621.9 billion.

2017 releases somewhat distorted by large reinsurance deals at AmTrust, Financial Guaranty Ins. Co., Arch and AIG = approximately $6 billion.
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U.S. P&C Industry – Underwriting and Operating Profitability

15 Year Average Reported Combined Ratio = 100.2%; 15 Year Average Operating Ratio = 89.3%

15 Year Average Benefit of Net Investment Income = 10.9 points; range = 9.0 – 12.7 points.  (2017 = 9.1 points, just off a cyclical low)
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Key Takeaway: Underwriting profits in 7 of the past 15 years.  2004 was the first year of underwriting gain since the mid-1970s.



15.4%
14.5%

13.9% 14.0%

12.2%
11.3%

10.2%
9.7%

12.0% 12.2%
12.7%

12.0%
11.4% 11.3% 11.6%

11.1%
10.4%

11.1%

9.5%
9.0% 9.1%

6.35%

5.26% 5.64% 6.02%
5.00% 4.61%

4.01% 4.27% 4.29%
4.79% 4.63%

3.66% 3.26% 3.22%
2.78%

1.80%
2.35% 2.54% 2.14% 1.84%

2.33%

1.00%

3.00%

5.00%

7.00%

9.00%

11.00%

13.00%

15.00%

17.00%

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

P&C Industry Historical Impact of Net Investment Income vs. 10 Year Treasury Yield

Combined Ratio less Operating Ratio (Points) 10 Yr. Treasury Yield (avg. daily)

P&C Industry Historical Impact of Investment Income

20 Year Avg. Impact of Net Investment Income = 11.5 points; 20 year range 9.0 – 15.4



Part 2:
Targeted Perspective – Company Performance



Sample ALIRT Analysis



Sample ALIRT Analysis



Industry Results – Gauging Probability
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ALIRT Composite
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Wash-Outs from 2000 to 2004
Reliance - 2000, TIG - 2002, Atlantic 
Mutual - 2003, Royal Indemnity - 2003, 
Lumbermans - 2004.



Lloyds Composite
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Individual Insurer ALIRT Results - National



Individual Insurer ALIRT Results - Specialty



ALIRT Scores – Program Universe
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12/31/74 ALIRT Scores - TMPAA Partner Companies
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ALIRT Scores – Select Program Carriers
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ALIRT Scores – Select Program Carriers
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Lloyds Syndicate ALIRT Results
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What Are The ALIRT Scores Showing?



What Are The ALIRT Scores Showing?
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Conclusions

An insurance distributor can benefit from being knowledgeable about both the 
macro insurance market and the specifics of his/her own carrier partners

 Level of professionalism
 Helpful in negotiating terms of partnership
 Know when it is time to proactively make a change in partners
 Better market your program by knowing your competition

It is not primarily insolvency you are looking out for, it is financial deterioration.



Conclusions

The U.S. “mini hard market” starting in late 2011 ran out of steam; broad rates then 
softened but are now swinging back to around break-even year-over-year.

Global rates are generally more competitive.

 Supply of “Redundant Capital” in the Industry continues to grow
 Continued decent (ex-cat) underwriting results for large national and regional carriers

 Rate Adequacy still seems to be in place for most lines, though there are outliers
 Continued prior year reserve releases/reported overall PY reserve adequacy
 Improving economic conditions = but higher demand still well under supply of insurance capacity
 Emergence of new risks (e.g. cyber), but insurers still treading carefully
 Overall ALIRT pain gauges not anywhere near 2000 levels
 But, mix of commercial lines business at multi-year lows; will there be reversion to the mean?

Insurer and broker disagree on current rate adequacy, but companies are growing 
more sophisticated now so the “cycle” may evolve within a less pronounced band.

Companies likely putting up conservative loss picks in anticipation of inflation 
growth - but also to smooth earnings?

Lower investment yields, on their own, not enough for hard turn, but have 
contributed to more disciplined pricing.



Conclusions

The real story is excess surplus and publicly-traded holding companies 
attempting to maintain adequate returns on their capital positions. 

After three consecutive years of relatively light cat losses (2013-2015), the 
very large hurricane/fire/earthquake losses in 2017 changed the dialogue.  
Insurers are now more insistent on a push for rates, especially – but not only –
in property lines.

The reinsurance market, however, remain under pricing pressure as the 
alternative (ILS) markets reload with capital.  This is a secular change which 
may help keep a cap on sharp upward price movements going forward. 

Merger and Acquisition activity in the global P&C market accelerated in the 
period 2015- 1Q2018.  More potentially on the horizon as insurers try to build 
scale, extend specialty offerings, and wring capacity out of the industry.

Monetary and fiscal challenges do matter and could directly impact the health 
of the U.S. P&C market.  Keep an eye on the capital markets and the economy.



ALIRT INSURANCE RESEARCH, LLC

• Provides private credit analytics on the life, property & casualty, and health industries
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