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OVERALL RESULTS
Despite a decrease in 2014, net profit for the U.S. 
property/casualty insurance industry has been 
on the rise since 2012.  As better illustrated, net 
profits in the U.S. property/casualty insurance 
industry decreased 28.2% to $50.2 billion in 
2014 compared to $69.9 billion in 2013.  When 
compared to 2012, net profits are actually up 
some 91%.   The surge in profits in 2013 and solid 
results in 2014 stemmed from vastly improved 
underwriting performance with moderate rate 
increases and lower catastrophe losses.  

Another indication of the health of the US P/C 
industry is the combined ratio, a measure of 
profitability used by an insurance company to 
indicate how well it is performing in its daily 
operations.  It was up slightly in 2014 over 2013 
but still stands under 100%.

The combined ratio is calculated by taking 
the sum of incurred losses and expenses, then 
dividing them by earned premium. The ratio is 
typically expressed as a percentage. A ratio below 
100% indicates that the company is making 
underwriting profit while a ratio above 100% 

PROPERTY / CASUALTY MARKET OVERVIEW
means that it is paying out more money in claims and expenses that it is 
receiving from premiums. It is also worth noting that even if the 
combined ratio is above 100%, companies typically are still profitable, 
because the ratio does not include the income received from investments.
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Historically, during times of higher investment returns, underwriters 
can and will underwrite to a combined ratio of greater then 100% 
making up the lost money with investment income.  There are a few 
changes in the marketplace in 2015 that indicate that pricing will 
remain steady for the next 12 months and actually increase slightly 
and/or underwriting discipline will continue to be relatively stringent, 
especially for construction risks.

First, commercial insurers are utilizing predictive analytics to manage 
their books of business.   Predictive analytics were originally only used 
in personal lines insurance but clearly also  have applicability with 
commercial insurance books of business, too.   Within the construction 
insurance industry, the underwriting companies have more detailed 
data on coverage issues such as construction defect claims which 
allows them to price and manage their construction risks nationally, 
regionally, by office and even by account.   This is quite different than 
how insurers used to ride the cyclical nature of underwriting results with 
the economy; that is to say, we historically experienced “hard” and “soft” 
market cycles every 5-7 years as underwriters would lower pricing to 
“cash flow” underwrite (losses on underwriting but investment returns 
to offset their core business losses).  Then, loss experience would develop 
and the market would harden which meant stringent underwriting and 
increased rates.   The market place for construction risk insurance has 
been relatively stable for the last several years with pricing corrections 
(read: increases) taken in 2011 and 2012.   

Another reason to expect that the insurance marketplace will remain 
stable is the fact that the investment environment remains depressed.   
Therefore, to continue to make a profit, insurers cannot rely upon 
investment income to offset poor underwriting results.   In order to 

manage a combined ratio under 100%, either 
rates have to increase, even moderately, or 
underwriting will need to be more rigorous.   
We see rate upticks in past 12 months in 
such lines as umbrella and excess and we see 
rigorous underwriting with some construction 
underwriters moving authority to their home 
office versus leaving it in the field offices with 
local underwriters.  This is the case for casualty 
lines of business, in particular the General 
Liability.   General Liability coverage is the most 
impacted from construction defect claim 
development and legal trends that impact 
coverage decisions in future years.

EXPECTATIONS FOR CONSTRUCTION 
RISKS IN 2015
Overall, there is significant capacity in the U.S. 
for both property and casualty construction 
risks.

Regarding construction specific property risks, 
the builder’s risk market remains ultra-
competitive due to an abundance of capacity, 
which has driven down rates to a near all-time 
low.  This surge in capacity is the result of over 
10 years of profitable underwriting results in the 
U.S., which has, in turn, allowed carriers 
to successfully increase their net and treaty 
capacities.  We’ve also continued to see a steady 
influx of new formidable players in the space 
(e.g. Berkshire Hathaway of recent).  Over the 
past twenty-four mouths, two mid-size carriers 
have left the space due to profitability issues 
– Torus and Hiscox.  Given their relatively small 
footprint, their departures did not impact 
overall market conditions.  Barring any 
devastating natural catastrophes, or domestic 
terrorist events, we anticipate the soft market 
conditions to continue.  Aiding in this projection 
is the anticipation of relatively calm 2015 U.S. 
hurricane season due to the colder than average 
water temperatures off the Atlantic coastline.

The casualty lines of coverage which include 
General Liability, Auto Liability, Workers 
Compensation, Employers Liability, and 
Umbrella/Excess liability, remain stable with
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only slight upticks in rates and underwriting in a few key areas:
1. Commercial automobile liability pricing is challenging.   The combined 

ratio for this line of coverage in the US has been well over 100% since 
2011.   While we’ve seen rate increases for contractors, the rates are not 
enough to offset the loss development from  frequency and severity in 
this line.

2. General liability insurance also continues to be challenging for 
contractors for several reasons.  First, while we suggest rates are stable, 
we do expect continued upward pressure due to legal  trends and type 
of construction (e.g., for sale construction such as condominiums) and 
geographies (e.g., state legal trends such as labor law in NY labor law). 
As mentioned above, it’s not unusual in today’s market to have more 
“home office” underwriting for general liability.   This results in the 
need for longer lead times for underwriting and thorough underwriting 
submission documents.   As a caveat, however, several factors go into 
the underwriting process and terms/conditions and pricing.   These 
factors include size of the contractors, states of operations, type of 
product, loss experience, retention level, to name a few.

3. Umbrella/excess liability coverage may be the most challenging of all 
casualty lines, at least in the lead position (i.e., the first layer of excess 
sitting over the primary casualty underlying policies).   We typically see 
more stringent underwriting in this layer with increased rates even 
with good loss experience.  What’s different in the current market is 
how the lead excess underwriters are participating; we are seeing lower 
limit offered (e.g., a lead $5mm or $15mm) and ventilation of limit (i.e., 
the lead may offer on $5mm but then participate at a higher level such 
as above $25mm). 

4. Workers compensation and employers liability remain stable.  We 
haven’t seen the wild swings or development in rates in the last decade. 
Pressure remains on this line of coverage, however, given the continued 
growth in construction activity and, separately, medical cost increases. 

Other lines of coverage typically purchased by contractors include 
professional and pollution liability coverage.   These are, perhaps, the 
lines of coverage with the greatest potential for instability given the 
merger of XL and Catlin and new market entrants.Even with this 
potential disruption we have seen an increase in capacity/competition 
(e.g., AWAC, Ironshore, Berkshire Hathaway and Lexington) especially 
in Professional Liability. This has resulted in steady rates and some 
reductions for contractors with well-performing programs. The new 
markets and capacity have offered an expansion of options in 
Professional Liability which has resulted in a higher number of 
renewals being marketed.  Contractors have  also seen favorable terms 
and conditions on renewals by lowering retentions, enhancing 
coverages and/or lowering rates based on this competition.  Owners 
purchasing the OPPI (Owners Professional Protective Indemnity 
policy) product have been able to secure higher limit options than 
historically available due to the increase in players in this space offering 
excess capacity over the core primary option. With the XL/

Catlin merger, we expect to see other markets 
attempt to increase their market share by 
aggressively approaching accounts that are 
marketed.  Finally, there are a few additional 
items to note around  Professional Liability 
in the Construction industry-:
• Owners Protective Professional Protective 

Indemnity (OPPI) continues to dominate 
the project marketplace.  Project-specific 
Professional Liability (PSPLs) continue to 
be very expensive in comparison to OPPI 
options and Owners have found the OPPI to 
be an advantageous alternative to traditional 
procurement.  The OPPI option has also 
allowed Owners to purchase much higher 
limits than they could afford using PSPL 
policies.  While OPPI is often preferred, every 
project is different and Owners need to be 
educated on all of the Professional Liability 
options available in order to protect their 
construction projects appropriately.

• Residential (i.e., condos) construction 
continues to be a challenge for Professional 
Liability insurers.  Historically, Professional 
Liability insurers have experienced the most 
losses from residential projects.  With the 
uptick in residential construction, insurers 
are being very selective when offering project 
specific policies and some of the key markets 
in this space have no appetite for residential 
projects.  By getting into the marketplace 
early and selecting a respected project team 
with experience in residential projects, 
contractors and owners have been able to 
procure Professional Liability coverage on 
large residential projects.

• An increase in non-traditional delivery 
methods such as Design-Build, Integrated 
Project Delivery (IPD) and P3 (Public, Private 
Partnership) requires specific contract review 
and contractual team structure transparency. 
This is important in order to ensure the 
proper Professional Liability policy type is 
procured and will react appropriately on 
behalf of the project team.  Insurers have been 
willing to take non-traditional approaches to 
certain project delivery methods when the 
project team partners with the insurer to craft 
the solution.
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The renewal rate changes noted in the chart below are for all US 
commercial business, not construction specific.   For example, although 
there is indicated a 3.0% rate increase for commercial automobile 
liability, contractors may actually experience a greater increase 
depending on loss experience, size of fleet, geography/miles driven, 
among other factors.

These lines of coverage continue to have 
stringent underwriting processes but good 
competition.  With the acquisition of Catlin by 
XL in 2015, interest remains as to how other 
competitors will respond given he seemingly 
good pairing of Catlin with XL in terms of their 
rounded product offering, risk appetite, and 
talent.

The contractors Pollution Liability insurance 
marketplace also remains competitive with the 
following observations:
• Following a few years of steady growth in the 

number of carriers writing environmental 
business, the current Environmental 
marketplace has been relatively stable over 
the past year with little flux in the number 
of carriers.  Competition is still healthy 
which is resulting in a continuation of flat 
to decreasing rates for preferred classes 
of  monoline pollution business such as 
Contractor’s Pollution Liability. 

• There are a number of carriers writing mono-
line Contractor’s Pollution Liability.  The 
carriers writing pollution and professional in 
a combined form is a smaller subset, with the 
merger of XL and Catlin resulting in one less 
combined pollution / professional market.

• Environmental Claims have been rising 
20-30% each year since 2009. Mold claims 
keep increasing, with claims commonly 
exceeding retentions.  Environmental claims 
management is becoming a key differentiator 
when placing coverage.

•  There have been more formalized synergies 
between Construction and Environmental 
with organizational re-structuring occurring 
on both the broker and carrier side.

Finally, other lines of coverage that are 
sometimes purchased by contractors include 
Employment Practices Liability, Directors 
& Officers Liability and Fiduciary Liability 
coverages.    For contractors, these three 
coverages are typically bought in one package 
policy with three separate insuring agreements.  
Outside of the automobile liability line of 
coverage leading the US marketplace in terms 
of rate increases at 3.0%, EPLI came in a close 
second with rate increases averaging 2.8%.  
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SUMMARY
Overall, the US commercial insurance marketplace remains healthy with relatively stable rates and an increase, overall, in 
underwriting discipline.   We are not expecting rate decreases by line of coverage but we do expect underwriters to price their 
programs holistically when they have several coverages for any given contractor.   This will likely result in many contractor 
programs seeing flat overall rate outcomes with some variability for accounts with loss challenges and in some lines, capacity 
exists and with new entrants, particularly in the US.  Furthermore, insurers are using  analytics and data to manage books more 
closely.   This coupled with more home office oversight of underwriting, or direct involvement in underwriting, will likely keep 
rates stable and coverages tightly negotiated.   Construction property insurance rates are driven more by natural catastrophes 
which we have not experienced in recent years; since this is a short tail line of business with new entrants, pricing can be 
competitive on any given project.  Casualty insurance for contractors, however, is driven more by latent defect, long tail liability 
losses and legal trends over which insurers have little to no control.  Rates will remain stable or up especially with the General 
Liability, Umbrella and Excess Liability lines of business.  Professional and Pollution Liability insurance, especially on combined 
forms, will remain competitive given changes in the marketplace (e.g., merger of XL and Catlin).   As always, robust and 
meaningful submissions coupled with appropriate lead times for underwriters to review are important to get the results 
contractors are looking for in terms of coverage and pricing. 
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