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Welcome to our first 
edition of the Lockton 
Companies LLP Insurance 
market update. We hope 
you find the commentary 
insightful and useful to 
enable you to navigate the 
challenges of this dynamic 
market place.

Thanks to all our 
contributors for sharing 
your knowledge and 
insights across the various 
classes of business we 
have referenced.

2020 – A year like no other 
2020 was a difficult year for many 
clients, not least with personal and 
business challenges brought on with 
the outbreak of a global pandemic. 

The insurance market was already 
experiencing a series of market 
corrections, more significant in 
certain lines of business such as 
Directors and Officers (D&O), US 
Casualty, Legal and Construction 
Professional Indemnity and Cat 
exposed Property placements.

The onset of COVID-19 accelerated 
this process with:

• Greater rate increases across 
most lines of business

• Reduction and restriction 
in coverage for a range of 
pandemic/epidemic and 
COVID-19 exposures

• Capacity withdrawal and 
reductions as insurers looked  
to manage their portfolio 
volatility and, in some cases, 
significantly increase their  
price for capacity deployed 

The underlying performance of many 
insurers required rating adjustment, 
but their ability to achieve this has 
been supported with events over the 
last 12 to 18 months. 

A cautiously optimistic 
outlook for the commercial 
insurance industry
Many commentators believed the 
current transitioning to hard market 
would last for at least 2 years, 
but there are many signs that the 
operating environment for insurers 

is improving and that commercial 
clients may benefit from it in 2021.

There is more clarity on Covid-19 
losses and initial predictions of the 
size of the market event seem to be 
overstated at $80 billion. Insurers 
have benefitted from significant 
rate increases imposed during the 
past 12 to 18 months and now 
that this operating environment 
has improved, we are hopeful 
rates will start to level off across 
Property, Casualty and D&O classes 
of business. This improvement in 
operating conditions is already 
attracting new players in some risk 
areas and creating more competition 
to the benefit of insurance buyers. 

Furthermore, the economic outlook 
for 2021 is improving due to the 
Covid-19 vaccine rollout and the 
massive US stimulus package to 
revive the economy. Nevertheless, 
the road to recovery is set to be 
bumpy with a number of insurers 
still citing rate adequacy to counter 
balance increased costs from more 
frequent natural catastrophes, 
surging medical and social 
inflationary pressures and greater 
claims volumes.

Whilst positive green economic 
shoots continue to emerge, we also 
appreciate that many of our clients, 
across a range of industry sectors, 
have had to manage their own 
unique challenges. They and the 
rest of our clients will require our 
continued determination, support 
and tenacity within the market 
to achieve a better differentiated 
outcome for them all. 

Welcome
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2020 has seen a significant shift in 
conditions for commercial insurance 
buyers, with premium rates 
increasing and policy terms and 
conditions tightening. Whilst there 
have, and continue to be differences 
both in the scale and scope of these 
changes across differing insurance 
classes and industry sectors, few 
have escaped these challenging 
conditions altogether.

Even prior to the pandemic 
outbreak, insurers were reviewing 
their underwriting approach and 
business strategies. 

This was driven by a combination of factors including:

• The Lloyd’s review of syndicates 
business plans 

• Escalating claims and social 
inflation costs

• Multiple years of poor 
underwriting results

• An abundance of capacity 
chasing business

• Dramatically low interest rates 
impacting insurers’ investment 
income

In the most severe cases, insurers 
have ceased writing certain lines 
of cover altogether or dramatically 
reduced the capacity they are willing 
to deploy. 

Impact on insurance buyers

Companies that can evidence investment in effective risk engineering 
programmes, articulate strong corporate governance and contractual risk 
management protocols, superior quality assurance processes, proactive 
response to survey recommendations and robust business continuity 
planning will secure the best renewal outcomes.

MACRO 
INSURANCE 
ENVIRONMENT 

Signs of rate stabilisation
Many insurers have reported improvement in underlying loss ratios in the 
fourth quarter of 2020 as the industry continues to benefit from rate increases, 
particularly in key specialty lines for the London Market. At the same time, 
rate increases are starting to taper off in some risk areas. There are lines of 
business where the rate increase is flattening out or is beginning to moderate, 
particularly in property.

The chart below shows Travelers’ quarter-on-quarter rate change in its 
business insurance segment compiled by the Insurance Insider. 

TRAVELERS BI RATES (EX. NATIONAL ACCOUNTS) AND SEQUENTIAL CHANGES IN RATES

Source: Insurance Insider

This has to be balanced with continuing and new challenges within D&O, 
Aviation, US Casualty and Cyber.

Economic rebound
Global GDP growth is projected to be 5½ per cent in 2021 and 4% in 
2022, with global output rising above the pre-pandemic level by mid-
2021, according to the latest OECD report. This positive outlook relies on 
an effective vaccination rollout and that new virus mutations don’t prove 
resistant to the vaccines currently deployed. The significant fiscal stimulus 
in the United States of USD1.9 trillion, along with faster vaccination, could 
boost US GDP growth by over 3 percentage points this year. 

 

Source: OECD

Outlook
The health of the insurance industry depends on economic growth and the 
OECD projections therefore ensue confidence. However, some countries’ 
economies will recover quicker than others, depending on the success in 
combating the pandemic. 

And while there are signs of rate 
stabilisation in some risk areas 
commercial insurance buyers are in 
many cases still facing rising rates 
even for claims free accounts. 

Strategies to successfully 
navigate the current 
insurance market
Clear priorities: Ensure that your 
priorities drive the renewal process. 
In challenging negotiations, it may 
be necessary to compromise in order 
to secure what matters most. 

Timeline management: Robust 
management of the renewal 
timeline will ensure that time 
does not become a feature in 
negotiations. Many elements of 
negotiations are taking longer. 

Flexibility: Work with your broker to 
conduct renewal with an expectation 
of change being required, and 
develop executable alternative 
options if required. This will need 
flexibility in terms of programme 
structure, insurers utilised, market 
access points and, in some cases, 
coverage priorities. 

Communication: Agree a clear 
communication plan as part of the 
renewal process. This should include 
both formal ‘milestone’ dates and 
more regular informal discussions 
with your insurers and brokers.

Relationship management: Strong 
and effective tri-partite relationships 
are proven to assist in achieving the 
best outcomes in difficult renewal 
negotiations. Evaluate your current 
relationship profiles and develop 
plans to enhance these as necessary.

Information: Work with your broker 
to review how your risk is presented 
to insurers and have a clear strategy 
to collect the information insurers 
require, supported by clear analytics.

Cost • Throughout 2020, underlying like for like rate increases on 
both property and liability risks have been in the range +10% 
to +30%. These increases have been even more dramatic in 
the US 

• Insurers have scaled back their appetite to enter new long 
term agreements with insureds. Where existing agreements 
exist, some insurers have actively sought to exit these based 
on contractual cancellation provisions.

Policy terms • Exclusionary language in relation to COVID 19 has been 
widely imposed.

• Previously provided coverage extensions tightened or 
withdrawn (e.g. professional liability, GDPR and cyber)

Available 
capacity

Most insurers are reviewing capacity they deploy, leading to:
• Reduced primary policy limits
• Total capacity being deployed in smaller tranches spread 

throughout programmes
• Increased number of insurers needed to complete large 

limit placements

Information Insurers (and their reinsurers) now require far greater levels of 
underwriting information, particular in relation to:
• Supporting non-standard coverage requests
• Covid-19 risk control
• Far greater scrutiny around emerging risk exposures 
• Risk engineering programmes, implementation of risk 

recommendations and, business continuity planning

Time All renewals are taking substantially longer to conclude. 
Underwriting controls, senior sign-off, increased reinsurance 
referrals and the need to access new capacity is all driving a 
longer process.
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The confluence of  
issues driving the 
hardening market for 
property insurance
It has now become the norm for 
insurers to apply blanket portfolio 
increases of more than 10% on 
high-performing, well-managed risks. 
For industries that are considered 
‘heavier’ trades or ones that are 
deemed to have below average risk 
management, increases of 30-50% 
can currently be expected. At the 
same time, insurers are also applying 
increased deductibles and coverage 
restrictions to policies.  

The background
The global property market has experienced a continued period of hardening 
over the last 18 months. Significant flood losses at the end  
of 2019 and beginning of 2020 compounded this market shift. 

While it was perhaps clear that this would happen eventually – to be 
expected after 18 years of competitive pricing and generous coverage 
enhancements – it was difficult to predict when the change would happen.

Catalysts for this change include above-average claims inflation (7% year 
on year) and an increased frequency of large fire losses. These large losses 
have translated into increased reinsurance costs. These challenging factors 
have squeezed underwriting profit margins and, in many cases, insurers 
are making portfolio losses. As such, the market has decided to take stock, 
resulting in significant pricing increases, reduced appetite for certain 
industries and a more conservative approach to capacity deployment.  

It’s important to outline how Covid-19 has impacted this already challenged 
property market. Amid government-imposed national lockdowns, many 
businesses, especially within the hospitality sector,  
have experienced significant disruption. This has created further economic 
pressure and hesitation from insurers to write new business in this space. 
Moreover, insurers have carried out a full review of their policy wordings and 
have been applying total communicable disease exclusions to reemphasise 
the fact that cover was not intended for a pandemic-type event.

We are now also seeing an increased focus in the property insurance market 
on cyber exposures and the “silent” cover provided by many policies. With 
cyber losses increasing rapidly in terms of both frequency and scale, property 
markets are now seeking to exclude cyber in renewal wordings. A number 
of markets are now pushing for blanket cyber exclusions, though there will 
usually be exceptions for major (rare) events caused by cyber incidents such 
as fire or explosions. 

Another trend that has accompanied this market move is the reluctance of 
insurers to offer long-term fixed rating agreements. Where these are offered, 
insurers are applying structured rate increases with loss ratio caveats. Clients 
entering into long-term agreements should expect pre-determined rate 
increases of up to 10% at each renewal, regardless of claims performance. 
While on the face of it, these may not be particularly attractive, it does allow 
for more accurate financial budgeting.

Many accounts are approaching the end of existing long-term fixed rating 
agreements, and those accounts are likely to see large rate increases in order 
to bring them in line with current market expectations.

US trends
In the US property market, natural 
catastrophe (NAT CAT) losses 
(storm events, in particular), have 
become increasingly frequent and 
severe. As such, many insurers have 
significantly reduced loss limits and 
increased deductibles for those 
regions that are more exposed. 

A recent increase in civil protests 
across the nation has also became a 
major talking point in the US market 
and has created uncertainty among 
insurers. As a result, underwriters 
are giving greater consideration to 
the level of cover provided for strikes, 
riots and civil commotions (SRCC). 
City centre locations, government 
or public authority buildings and 
retail stores would all be deemed at 
greater risk of suffering an SRCC loss. 
Increased deductibles, loss limits 
and, in some cases, total exclusions 
are common steps taken by insurers 
to mitigate the risk. This is an 
evolving situation and one to keep  
a close eye on.

1.
Recommendations to mitigate the hard market impact
• Early engagement with the market – three to six months before renewal 

for the more challenging risks
• Detailed risk information – greater detail on the risk profile (including 

full splits of values, survey reports and responses to recommendations) 
gives insurers greater confidence and achieves better results

• Frequent communication to ensure all parties are aware of any changes 
or updates as soon as they occur

• Clear and concise expectations and goals
• Tripartite relationships between client, brokers and insurers improves 

engagement and accountability on all sides

Outlook
Despite the recent market turbulence, we are starting to receive more 
positive messages from insurers. It appears that a number of markets have 
set ambitious new business goals for 2021 and general commentary seems 
that most of the ‘corrective’ actions by insurers have now taken place. While 
we are yet to see evidence of this taking effect, we remain hopeful.

With the prospect of all government restrictions being lifted by the summer, 
we all have a reason to feel positive about the future, and we remain optimistic 
that the economy will rally and that confidence in the market will resume. 
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Rise in new entrants 
creates opportunities 
in tough US casualty 
insurance market 
New entrants in the casualty insurance 
market are increasing competition 
and creating new opportunities for 
casualty insurance buyers, many of 
whom continue to experience difficult 
negotiations at renewal. 

Premium increases, capacity cut 
backs and tougher terms have been 
the common themes of the past 
twelve months across the casualty 
market. That is before the impact of 
Covid-19 is factored in, which at this 
point is as yet unknown.

Current market conditions
While many observers believe that 
rising prices are, at least in part,  
due to a shortage of capacity, this is 
incorrect. Capacity remains plentiful 
from both existing carriers and new 
entrants to the market. Instead, 
selective deployment of capacity has 
been the tool utilised by insurers to 
help reduce the volatility within their 
underwriting portfolios. 

This strategy, coupled with larger awards of damages to claimants, are the 
main drivers behind the change in market conditions. 

Insurers have failed to make a profit due to higher social inflation, a benign 
investment environment and rising claims costs. Media coverage of issues 
such as glyphosate, opioids, and talcum powder has led to a wave of 
sympathetic juries which, in turn, resulted in harsher verdicts. This is putting 
extreme pressure on insurers with sizeable excess layer portfolios as they are 
being called on to pay damages more frequently. 

TOP VERDICT CATEGORIES

Source: VerdictSearch. Figures are rounded to the nearest $1 million.

Markets are now focusing on sustainability, with the aim to be around for 
clients for the long term. This sustainability can stem from reduced line sizes, 
tightening of coverage and increased pricing.

Capacity deployed
It no longer makes financial sense for insurers to continue to deploy $25m 

- $50m(USD) blocks of capacity at minimal rates, so we are now seeing 
significant restructuring of programmes. Layers of $25m from insurers 
are seen much less frequently and capacity of $10 – $15m is now the new 
standard from any one insurer. Of course, there are outlying markets that can 
still provide $25m, but the willingness of insurers to sit above a $10m or $15m 
layer and provide a larger amount of capacity is limited. Quota share layers are 
seen as standard and programmes that previously had five layers could now 

2.

2018 2019
1 Products Liability $5,909 1 Products Liability $11,633

2 Intellectual Property $3,497 2 Intellectual Property $2,417

3 Medical Malpractice $1,301 3 Motor Vehicle $2,176

4 Worker/Workplace Negligence $1,274 4 Intentional Torts $1,567

5 Intentional Torts $988 5 Contracts $1,253

6 Motor Vehicle $897 6 Medical Malpractice $719

7 Antitrust $490 7 Worker/Workplace Negligence $520

8 Contracts $146 8 Premises Liability $317

9 Governement $123 9 Professional Negligence $171

10 Employement $116 10 Business Law $169

have ten or more for the same, or less 
capacity overall.

Rising rates
Coupled with this reduction of 
capacity is a new push for premium 
increases. Rate relativity and the use 
of increased limit factors are being 
utilised with increasing regularity, 
particularly in the mid to high excess 
layers. These layers have typically 
been priced on, or near to, minimum 
premium rates, and the frequency 
in severity of losses has prompted a 
change in underwriting and a need to 
charge higher rates for capacity.

Risks with poor loss experience are 
typically facing larger increases, 
but no risks are immune to price 
increases. This leaves clients in a 
position of deciding what is most 
important at renewal – insurance 
spend or total limit. When faced with 
double digit increases for the same 
limit, many clients are forced to cut 
back on limits purchased. In extreme 
cases and for those that buy sizeable 
programme limits it is not unusual to 
see total limits reduce by 25%.

Certain industry groups are facing 
tougher renewals, in particular 
transportation risks or those with 
larger fleets, thermal coal and 
chemical exposures. Underwriters are 
looking to limit exposure or charge 
extortionate prices for tougher risks 
where jury verdicts are spiralling out 
of control. 

Coverage
Underwriters are scrutinising 
coverage terms more closely and 
non-concurrencies between excess 
layers are creeping in as markets look 
to tighten terms and conditions. 

There have been several notable 
new coverage restrictions in the past 
twelve months: 

• Communicable disease or 
epidemic, pandemic exclusions

• PFAS/PFOA/Teflon exclusions
• Lloyd’s new mandatory cyber 

endorsements to ensure no 
silence on cyber on liability 
policies

• Climate change/global warming 
exclusions

If a market on an underlying or quota 
share layer imposes such a restriction, 
other insurers will likely push for the 
same so that the coverage offered 
is no broader than a partner or 
underlying market.

Discussion around suitability of the 
trigger for the specific insured is 
another topic being raised by insurers. 
There has been a definite increase 
in the number of underwriters that 
have written on an occurrence basis 
for several years and are now looking 
to limit the occurrence limit left open. 
Underwriters do this by suggesting 
a change to a ‘claims made’ or 

‘integrated occurrence’ trigger. 

New entrants
While the above may present a 
dismal picture of the market place, 
there are some positives brought 
about by the market conditions that 
come in the form of new entrants.

At the end of 2019 we saw Convex and 
Ascot and in 2020, Arcadian entered 
the market place with platforms in 
London, Dublin and Bermuda. 

In 2021 we will see Inigo and Ark 
writing business from April, with 
Vantage and Helix in Bermuda set to 
follow shortly afterwards.

New capacity in the marketplace 
creates opportunities for clients to 
build relationships with new markets. 
As underwriters move from one carrier 
to another, clients are dealing with 
familiar faces that already have an 

understanding of their risk, which 
certainly helps to build on existing 
and new partnerships.

Recommendations
In order to get optimal results at 
renewal, we need to be preparing 
our clients as early as possible for 
engaging with the marketplace, with 
particular focus on:

• Setting a realistic insurance 
budget to manage any potential 
increases in premium spend

• Guiding clients through the 
process of presenting virtually 

• Balancing the presentation 
with enough risk information to 
enable underwriters to gauge 
exposures

• Changing the conversation 
so that the new entrant is 
differentiated from peers, in 
terms of both coverage and price 

• Discussing alternative options 
to traditional insurance, e.g. If a 
client has a poor loss experience, 
is there a benefit in looking at a 
multi-year structured solution? 
Is the client comfortable with 
retaining more risk either via an 
increase self-insured retention 
or by taking risk mid program to 
fill gaps? 

• Exploring creative solutions so 
clients feel they have options 
rather than just having to accept 
what the market is offering

• Engaging early with the market 
and providing quality, clear data 
that can be worked through easily.

2019 RENEWAL 2020 RENEWAL
$50m xs $75m - Carrier D & E $25m xs $100m - Carrier L/M/N/O

$25m xs $50m - Carrier C $25m xs $75m - Carrier I/J/K

$25m xs $25m - Carrier B $25m xs $50m - Carrier F/G/H

$25m lead - Carrier A $25m xs $50m - Carrier F/G/H

$25m xs $25m - Carrier C/D/E

$15m xs $10m - Carrier B

$10m lead - Carrier A
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Casualty insurers carefully 
scrutinise portfolios to 
reduce risk
Casualty underwriters have returned 
to a more disciplined approach 
and are putting coverage under 
increased threat. This is driven by 
growing numbers of claims arising 
out of extensions, inner limits and 
claims inflation. Insurers are heavily 
scrutinising their portfolios to reduce 
and manage what they see as 
unacceptable volatility.

Market trends
The liability market continues to 
experience a rate ‘correction’ due to 
a continued period of rate cuts. Even 
prior to the pandemic outbreak, rate 
challenges were being driven by US 
litigation, large personal injury losses 
and capacity leaving the market. 
This has been further exacerbated by 
catastrophe losses in financial lines 
and property insurance markets. 

While the UK liability market was 
previously characterised by strong 
competition between insurers 
due to plentiful amounts of 

capital readily available, this has 
changed significantly recently. 
With substantial deterioration in 
underwriting results exacerbated by 
Covid-19, global natural catastrophe 
disasters, and landmark jury-led US 
court settlements, insurers have 
started to fundamentally review 
their business portfolios. 

Insurers’ actions
Insurers are heavily scrutinising their 
portfolios to reduce and manage 
what they see as unacceptable 
volatility. In addition, insurers 
have been looking to remove or 
apply an additional premium to 
previously unrated coverages such 
as professional indemnity, financial 
loss, US auto and General Data 
Protection Regulation (GDPR). 
Concerns around the transmission 
of communicable disease is also 
high on insurers’ agendas. 

So far, markets have continued to 
differ in their approach, proposed 
limitation language and appetites. 
Nevertheless, we have seen 
consistency in exclusions being 
applied to specific sectors such 
as healthcare and hospitality. 
Reinsurance treaty renewals in 
January of this year did not introduce 
mandated or blanket exclusions, but 
saw restrictions to prevent cedants 
from aggregating all claims into 
one event. This was put in place to 
protect reinsurers from receiving 
significant aggregated losses. This 
will in turn increase nervousness 
from those insurers not applying 
exclusionary language. That said, 
where clients’ business activity has 
been heavily impacted by Covid-19, 
most insurers have shown flexibility 
and applied logic in underwriting 
risks on reduced exposures. In 
particularly challenged sectors such 
as retail and hospitality, insurers 
have offered rebated premiums.

3.
In addition to cover, capacity is under 
review across insurer portfolios. The 
cost for capital is increasing with 
minimum premiums often set at 
$/£1000 per million. If insurers do 
not believe they can get the requisite 
return on capital, they will either exit 
certain lines of coverage or reduce 
limits deployed. The US market 
often sets the trend for European/
UK insurers and has led the way in 
reducing umbrella capacity. 

The total capacity provided by UK 
insurers is now being deployed in 
shorter tranches with ventilation 
required. While London markets 
can still offer a 50m lead, many 
will not look to exceed 25m, and 
others will focus on 10m. With 
an increase of marketing due to 
unfavourable conditions, market 
fatigue is prevalent. We have 
seen a reduction in appetite for 
new business particularly within 
healthcare, leisure and hospitality, 
or where there is significant North 
American exposure. 

Consequences for 
insurance buyers
Insurers are requiring more 
information from clients to satisfy 
internal pressures with more 
risks requiring sign-off at a senior 
manager level – particularly those 
without a rating increase. Long-term 
agreements (LTAs) are difficult to 
arrange for primary business (even 
where there is a strong client-insurer 
relationship) with many markets 
either not agreeing to an LTA 
option or offering one that includes 
incremental increases. Furthermore, 
global programmes with US 
exposure are no longer as protected 
from US market trends as rates 
continue to increase significantly in 
the US. 

This is applying rate pressure on global programmes, particularly where 
risks have significant presence or product sales in judicial hellholes.

While the UK motor fleet market has been less volatile than other market 
sectors, it has been an evolving line of business with a greater focal point for 
insurers. This is due to large losses, and the potential impact of the Ogden 
(discount) rate and claims inflation drivers. Core markets still have appetite 
to write standalone motor, however where they are, greater emphasis is 
given on rate stability, claims analysis and risk management (i.e. telematics 
/ risk matrix reports). That said, many larger insurers are only writing motor 
in conjunction with other profitable lines of business.

The data below obtained via our London casualty team portfolio encompasses 
major account risks from a selection of mid-market and regional accounts.  

AVERAGE UK LIABILITY RATE CHANGE

*Includes limited data

Outlook
Insurers are no longer looking 
at price reductions without a 
sound technical rationale for why 
a reduction is merited. They are 
reluctant to absorb any exposure 
increases within existing pricing 
and are, as a minimum, looking 
to charge for such increased 
exposures from policyholders. Many 
insurers are now looking to start all 
negotiations with a rating increase. 

Though there could be new market 
entrants on the horizon, this 
climate is set to continue and could 
deteriorate further until insurers 
begin to return to profitability. The 
positive impact of a ‘rate correction’ 
on insurers’ operating ratios could 
also be offset by future challenges 
such as changes in legislation, rising 
costs of social inflation, increased 
life expectancy, and increased 
exposures from emerging risks. 

2020 primary and excess employers liability +12.39%

2020 primary and excess general liability: +13.08%

2020 motor +9.4%

2020 ‘all lines’ Q4 +9.4%

2021 Q1: +7% *

Recommendations
Clients should be working closely 
with their placement brokers to 
ensure they are well positioned to 
achieve the best possible outcomes 
in this environment, including:

• Marketing the liability 
alongside property or financial 
lines to support areas under 
greater pressure due to poor 
underwriting losses

• Establishing strategic 
relationships with key and 
alternative insurers

Supplying additional information 
addressing areas such as: 

• Covid-19 risk control 
• Supporting non-standard 

coverage requests 
• Risk management programmes, 

health and safety procedures 
and BCP’s 

• Large loss summaries and 
lessons learnt. 
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Product recall insurance 
market shifts as major 
player adjusts strategy
While the product recall market 
remains fairly unaffected by the 
hardening insurance market overall, 
a major player’s strategy shift is 
requiring more risk sharing and 
syndication in this niche segment. 

Allianz, perhaps the largest player 
in the recall space via its subsidiary 
AGCS, has dramatically reduced its 
deployed capacity and geographical 
underwriting footprint following five 
years of aggressive expansion. This 
comes amid a general profitability 
push at AGCS. 

Market moves
Throughout 2020, Allianz curbed its average line for recall risks to $10m 
from $20m, or sometimes $50m deployed on some larger risks. This  
change in strategy has turbocharged the already visible trend of increased 
risk sharing or syndication across the 10-15 industry specialist players in  
product recall. 

Most risks of $5m or greater are now generally shared either within one 
large placement or by excess layers stacked on top. This can benefit the 
insurance buyer particularly in the case of larger placements as there is 
more competition to share a common exposure.

However, rates have been rising for higher capacity deals (towers of greater 
than $50m) as insurers apply a ‘cost of capacity’ test. This is to compare 
against other insurance classes where rates are skyrocketing and therefore 
may potentially offer a better return. 

Consequences 
The need for risk sharing has prolonged the underwriting process in some 
cases. At the same time, this has boosted London’s position as the centre 
for large and sophisticated recall placements due to its concentration of 
underwriting expertise. Most of the larger corporate insurers such as Axa, HDI 
and Allianz base their global product recall underwriting expertise in London 
with others like Swiss Re significantly increasing their presence. 

London is also seeing an upsurge in global deals where standalone recall 
policies are sought after being excluded from, or dramatically repriced by 
insurers that offer recall cover within a multi-risk package.  

For small/medium risks, the US domestic surplus line market (sales up to 
$100m) continues to offer a thriving local supply with Axon, Beazley, Chubb 
and Starr competing for business.

Key industry trends
‘Recall insurance’ is somewhat of a misnomer for the various products 
designed by insurers to fully protect the different industries that have risk 
nuances within a product safety risk. It is best to analyse these according the 
customer segment they serve. 

Food processing 
For food and beverage processors, the coverage has a principal trigger of 
‘contamination’. This could happen on the production line, causing a plant 
shut down before any product is offered to consumers. Technically the 
product would therefore never be ‘recalled’, but the insurance policy would 
still respond. 

The contaminated products segment of the market continues to be highly 
competitive in terms of pricing and coverage available. This is supported by 
the fact that product recalls declined in 2020, despite a few incidents where 
food service processors shifted the production focus to retail opportunities 
as the hospitality sector was closed down. We saw claims arising out of these 
labelling and packaging challenges. 

However, the general decline in recall 
events may well have been driven 
by the need to keep food production 
at full volume despite significant 
Covid-19 challenges in chilled 
production settings. This pressure on 
producers may well lead to an uptick 
in food recalls later in 2021.

Industrial component 
manufacturing
The fastest growing segment in 
recall is for industrial component 
manufacturing. Here, the policy 
triggers have been expanded to 
include unsafe products (requiring a 
formal product recall) and a much 
broader trigger, namely failure to 
meet the product specifications. 
This risk area experienced a big 
drop in recalls in the first half of 
2020, probably linked to clients’ 
lower product sales, particularly in 
components for vehicles.

However, production rebounded 
strongly at the end of 2020, boosting 
demand for insurance, especially for 

4.

higher-tech component supplies to 
electric vehicles and white goods, 
driven either by new buyers or buyers 
unable to secure sufficient sub limits 
for recall with their casualty insurers.

Insurers’ appetite to offer this cover 
to industrial manufacturers is also 
increasing, which could provide 
significant growth potential. 

Restaurant/food service
The recall market product for the 
restaurant/food service industry 
was hit extremely hard by losses 
during the pandemic. The standard 
policy trigger is economic loss after 
an isolated food borne illness type 
event (salmonella in a kitchen for 
example). Claims were driven by 
country-wide shutdowns that caused 
catastrophic losses to the food 
service industry. Some insurers had 
offered coverage extensions against 
a pandemic health event. Losses 
here have been significant, with 
many cases going through litigation 
over the policy interpretation. 

As a result, recall insurers are very 
unlikely to offer pandemic extensions 
on their food service policies going 
forward, particularly due to the 
potential aggregation risk.

Other segments
Demand for recall protection is 
growing quickly in industry segments 
such as medical devices and supplies 
and industrial/consumer packaging. 

Outlook
Overall, the recall market outlook 
remains stable with adequate 
competition and underwriting 
capacity for 2021 available and 
subdued rate activity. It is, however, 
worth noting that as a niche market, 
any single major loss event or 
systemic activity can cause a shock 
and a rapid shift in the underwriting 
conditions. 
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Insurers address 
deteriorating loss ratios  
in cyber insurance
The cyber insurance market has 
seen a dramatic surge in cyber 
claims in the past 18 months 
and insurers are eager to adjust 
premium to reflect rising costs.  

Market trends
An important driver in the 
insurance market is ransomware. 
Such attacks have significantly 
increased in frequency, severity and 
in the sophistication of attacks. 
Ransom demands have also risen 
substantially and regularly reach six-
digit figures, and sometimes seven 
to eight-digit figures.

Cyber-crime is unfortunately on the 
rise, and ransomware is turning into a 
‘business model’ with some cyber-
criminals now operating ‘affiliate’ 
programmes whereby they rent out 
their ransomware as a service to 
other attackers.

More ‘traditional’ cyber events 
including data breaches, denial 

of service attacks and phishing 
campaigns have continued, and the 
impact of human error and technical 
failures also plays an important role.

Manufacturing organisations continue 
to adopt and implement industrial 
control systems, and Internet of 
Things (IoT) technology is increasingly 
applied across the business sector. 
Against this background, the threat 
of disruption and ensuing expense 
becomes an ever-present reality. 
Business interruption is a major issue 
and however brought about, can 
have expensive first and third party 
ramifications. 

The effects of Covid-19 and the 
remote workforce have heightened 
the cyber threat due to the 
additional network vulnerabilities 
brought about by working from 
home. Cyber-criminals are using the 
pandemic to take advantage of the 
disruption, weakened securities and 
compromised technologies, seeking 
easier access to networks.

Notifications of General Data 
Protection Regulation (GDPR) 
breaches are on the rise with daily 
breach notifications to European 
regulators increasing by 19% in the 
last twelve months. Large-scale data 
breaches and an increasingly robust 
regulatory context are creating 
greater challenges for businesses. 
There is also evidence of shifting 
sands which may support a new 
wave of representative actions for 
data breaches. 

Another worrying trend is that of the 
nation state-sponsored attack. The 
recent SolarWinds attack, believed 
to be initiated on behalf of a foreign 
government, is a case in point. 
Hackers infiltrated the software 
provider by deploying a malware-
infected update transmitted 
to numerous government and 

5.
company networks. The ultimate 
objective of the attackers appears to 
have been to gain information and 
intelligence (including commercial 
secrets). This attack has brought 
the widespread vulnerability of 
businesses into sharp focus and 
caused many risk managers to 
consider their digital supply chain 
vulnerabilities.

As attacks have matured, the 
financial impact has become more 
pronounced. This has not only 
impacted businesses but also cyber 
underwriters who are seeking to 
redress a rapid deterioration in 
profits caused by the changing 
claims landscape. Unsurprisingly, 
the cyber market is now hardening 
at pace as corrections take place.

Insurers’ reaction
Underwriters are bringing much 
greater scrutiny to the policyholder’s 
cyber protocols, policies and 
security. Supplementary ransomware 
questionnaires are now standard and 
if positive answers are not provided to 
many of these questions, an offer of 
cyber cover may not be forthcoming.

Further, line sizes from insurers are 
being reviewed and often lowered, 
and self-insured retentions are being 
closely scrutinised. Some markets 
are sub-limiting cyber extortion 
coverage, particularly if minimum 
standards are not met or if the 
industry is considered high risk (such 
as financial institutions, fin-tech, 
retailers, healthcare, manufacturing 
and law firms).

Large accounts ($/£1bn+ revenue) 
are facing rate changes of between 
20-30% while small and medium-
sized enterprises (SME) accounts are 
currently experiencing rate changes 
of 15-25%, although rate increase 
forecasts are changing every quarter.

Outlook
It is anticipated that the UK cyber market will continue to rebuild its 
deteriorating loss ratios throughout 2021-2022 with some suggestions that 
rate increases may start to taper off thereafter.

Consideration of other insurances is also relevant in the cyber context. Cyber 
risk threatens many lines of insurance and elements of cyber cover have 
traditionally been found under policies other than cyber, such as property, 
kidnap and ransom or professional indemnity. However, this threat has 
not always been affirmatively addressed (meaning that cover cannot be 
guaranteed, potentially leading to both coverage and claim reporting issues). 

The growing size and sophistication of the standalone cyber market and the 
increased cyber risk has prompted a re-evaluation of cyber-specific risks. As 
a result, Lloyd’s issued a mandate in mid-2019 that its markets must either 
affirm or exclude cyber cover in various lines of insurance – cyber should 
no longer remain ‘silent’. The markets are responding to the mandate in 
a variety of ways but many Lloyd’s markets are now seeking to exclude 
damage arising from cyber-related events in these more traditional policies. 
This has the potential to create holes in insurance programmes where cyber 
coverage might previously have been available. We see this trend continuing 
with a corresponding increased uptake on standalone cyber policies.

Recommendations to clients
Cyber hygiene will continue to be paramount and a business’s ability to 
demonstrate sound security practices will remain in sharp focus.

There are several measures businesses can take to minimise cyber risk,  
and in turn provide a greater level of comfort to underwriters. 

Sound governance 
Appoint individuals with clear responsibility for cyber security to develop a 
robust plan of reporting through to the board and management.

Security 
Invest in vulnerability assessments and ensure protocols are in place 
for multi-factor authentication, endpoint protection, off-site back-up 
procedures, safe use of portable devices, operation of remote desktops or 
virtual private networks (VPNs), and separation of network systems where 
appropriate. Install software updates on a regular and prioritised basis.

Human factors 
Invest in employee education particularly in relation to phishing, transfer  
of funds and information security.

Inevitably, there will be some challenging discussions leading up to cyber 
renewals. The best strategy is to prepare early in the renewal process and 
engage in full and frank discussions. Doing so provides the risk managers 
and CFOs with the time to discuss and strategise with stakeholders, avoiding 
last minute surprises. Further, it will be necessary to provide a detailed and 
complete insurance submission in order to obtain the best possible  
terms available.
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Capacity reduction 
meets stable demand in 
professional indemnity 
insurance
Reductions in insurance capacity 
have resulted in risk placements 
becoming far more difficult to 
complete due to the scarcity of 
options available. Since the notable 
contraction in supply of professional 
indemnity insurance (PII) met stable 
demand, this has resulted in both 
rate increases and rate corrections 
for buyers of PII.  

The background
In 2020, the professional indemnity Insurance market (PII) faced a reduction 
in choice, cost pressures and a general desire among players for the 
simplicity of earlier years to return. The catalyst for capacity reduction was 
primarily the historic losses suffered by insurers in the middle/late parts of 
the last decade. The impact of this on insurer capacity was two-fold: some 
insurers exited the marketplace, while others remained active, albeit now 
providing a far smaller limit (line-size) than they had done previously. 

Pricing increases have been widespread across the PII marketplace in 2020, 
irrespective of the sector, albeit those in the construction and legal services 
sectors have been hardest hit. Pricing increases have been notable, and 
these have been implemented across both primary and excess layer policies, 
fuelled by a reduction in capacity and a deteriorating claims environment as 
mentioned above. Such pricing increases have also been supplemented by 
insurers with a reduction in limit structure. For some professional services 
firms, we have seen a shift from ‘any one claim’ limits to ‘aggregated’ limits 
as insurers aimed to control their worst exposure.   

In addition to pricing, the coverage terms of policies have also been 
impacted for some insurance buyers, particularly in the construction sector. 
A number of businesses experienced continued uncertainty in respect of 
cladding systems and fire safety of buildings. Consequently, coverage was 
further restricted to an aggregate, costs-inclusive limit, solely for rectification 
costs and with an exclusion for consequential losses. It is not uncommon for 
insurers to apply sub-limits to such cover or even have these risks excluded 
altogether. In a number of cases, new capacity has been required. This has 
led to outright exclusions becoming more widespread as new markets are 
able to enforce their exclusions on a placement in the knowledge that their 
capacity is more important to the insured than breadth of coverage. We have 
also seen an introduction of exclusions for external wall fire review (EWS1), 
communicable diseases and transit/manufacture.  

The Covid-19 pandemic served as a catalyst for even greater underwriting 
scrutiny among insurers. Efforts were focused on the robustness of 
businesses and what the impacts on revenues and supply chains would 
be, with insurers requesting and considering more information on these 
points. Furthermore, underwriters paid more attention to improving risk 
management processes as a result of the pandemic, and dealing with the 
challenges faced by businesses due to remote working. 

Insurers have also demanded higher self-insured excesses from a substantial 
number of their policyholders. Such changes were being implemented 
without a lower premium for the assumed risk. For some, such a stance from 
insurers created even greater pressure on balance sheets, which had already 
been impacted by rising premiums. 

6.

Outlook
Professional service firms have continued to experience 
similar conditions to those faced in 2020 but there are 
reasons for optimism due to the following factors:

New capacity
As with any market cycle, when rates increase, non-
participants consider deploying capacity in to the 
marketplace and new entrants begin to emerge. As 
2021 progresses, the expectation is that the presence 
of new entrants to the market will slowly start to have 
a positive impact on rates and coverage for the buying 
community.

Portfolio remediation complete
A number of insurers have restricted ‘new business 
growth’ in their PII portfolios since 2018, during which 
time work was implemented to improve on performance. 
Following the completion of the portfolio remediation, 
a number of insurers are now likely to begin considering 
new business. While such approaches are likely to be 
measured and limited initially, this is a further positive 
sign pointing to an increase in capacity. 

Movement of underwriting personnel
During 2020 and in to 2021, underwriting teams 
have moved and been replaced. The movement of 
underwriters raises the expectation that a proportion 
of business will migrate with the moving underwriting 
team, but we would also expect efforts from incumbent 
insurers to ensure such migration is not widespread. The 
movement of underwriters and the consequent struggle 
to retain the business may serve as a ‘handbrake’ on 
further cost increases.

Easing of Covid-19 restrictions
The hope and expectation both nationally and 
internationally is that restrictions will be ceased 
gradually. Lloyd’s of London has announced that the 
underwriting room will reopen in May 2021. As we head 
further into 2021, more face-to-face engagement may 
be possible. Such engagement and a much anticipated 
more positive economic environment may also 
positively impact the PII marketplace. 
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Few insurers currently 
show growth appetite  
for D&O risks
A series of developments in 
directors’ and officers’ (D&O) 
liability insurance have recently 
impacted insurance market 
conditions for financial lines. 
Despite rising rates, there are still 
few insurers with appetite to grow 
their D&O exposure. 

The background 
Around a year ago, we began to 
see some pressure from insurers 
on financial lines placements to 
decrease their capacity, increase 
premiums and bolster policy 
retentions. We also saw insurers 
provide limitations to coverage 
(including but not limited to the 
removal of corporate legal liability 
coverage, employment practices 
liability, and other ancillary covers). 
In the rising premium market of 
2020, the natural consequence 
of limiting premium capacity was 
reduced line size and non-renewal 
of some business.

This was a response to deteriorating 
loss ratios for D&O and crime risks in 
particular. At that time, the resolve 
of insurers to walk away was strong 
but inconsistent; on some occasions, 
pressure could be brought to bear 
on insurers to avoid the worst 
outcomes in terms of premium  
and capacity.

7.
Consequences for 
insurance buyers
Twelve months on, and a number 
of further developments in D&O 
risk have impacted insurance 
market conditions for financial 
lines even more. There are now 
very few insurers with appetite 
for growth in D&O. Many are 
restructuring their portfolio by not 
renewing underperforming business 
or imposing onerous terms and 
conditions in the hope that clients 
move elsewhere at renewal. Some 
insurers such as Neon, AxaXL and 
Axis have exited management 
liability insurance altogether and 
Lloyd’s itself had limited the 
amount of premium capacity in 
these lines for syndicates in 2020. 
In 2021 we have started to see the 
emergence of new capital entering 
the D&O insurance market, which 
should have a stabilising effect on 
premium increases. 

We have also encountered 
reluctance among insurers to 
offer policy period extensions 
where renewal submissions are 
not received in good time. For 
that reason, it is imperative that 
clients’ expectations are carefully 
managed around likely premium 
increases and limitations in 
cover, but also around the length 
of the renewal process and the 
increased underwriting scrutiny 
involved. While not all clients 
have been directly affected by the 
aforementioned factors, there is 
no doubt that the D&O insurance 
market needs to make changes in 
order to be sustainable. Insurers are 
seeking to rebalance their portfolio, 
and are prepared to lose business in 
order to do so. 

General trends in  
D&O insurance
• Much more intrusive 

underwriting processes with 
more concentration on financial 
resilience and Covid impact

• Reluctance to extend current 
periods of insurance

• Increasing premiums (in some 
cases to multiples of the 
expiring premium)  

• ‘Managed’ (i.e. reduced) capacity 
with each insurer generally 
not prepared to exceed £10m, 
often less on risks that have US 
securities exposure

• Application of limits in the 
annual aggregate rather than 

‘any one claim’   
• Higher retentions for company 

losses (particularly for companies 
with Level I American depositary 
receipt (ADR) programmes, which 
have previously been viewed as 
lower risk)

Outlook
The first and second quarters 
of 2021 have seen the entry 
of new capital into the D&O 
market, attracted by the more 
rate-adequate environment. In no 
particular order, these are: Convex, 
Arcadian, Awbury, Scor, Mosaic, 
Ambridge Inigo, ERS Syndicate 
and Rising Edge. It is expected that 
through Q2 and Q3 of 2021, this 
additional capacity will help to fill 
gaps in programme, removing the 
need to pay disproportionately  
high premiums.

It is expected that premium 
increases will stabilise during 
the same period, in contrast to 
the volatile and unpredictable 
pricing that we saw through 
2020. In order to secure the most 
favourable outcomes and secure 
sufficient capacity to complete 
D&O programmes in a hard market, 
policyholders should pay particular 
attention to certain risks. Insurers 
will be asking specific questions 
around financial resilience and 
Covid impact, diversity and inclusion, 
ESG and CSR, cyber network security, 
employment practices and similar 
emerging areas of directors’ risk. 
In preparing for these questions, 
policyholders will attract the 
maximum number of insurers, 
aiding the chances of completion 
and perhaps even driving some 
competitive tension to control 
premium increases.
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Insurers introduce 
Covid-19 exclusions 
as construction rates 
continue to harden
In the wake of the Covid-19 
pandemic, many insurers have 
insisted on applying a coronavirus or 
communicable disease exclusion to 
any policy, which would essentially 
exclude any liability in respect of 
similar outbreaks going forward. 

A number of construction insurers have reserved large amounts of capital 
for fear of potential claims arising from the Covid-19 crisis. These possible 
claims as well as reduced investment returns due to the tougher economic 
conditions, could in turn lead to further hardening of the market during the 
remainder of 2021. 

Market trends
Over the last eighteen months, the construction insurance market has 
continued to harden. Following some significant claims and generally 
underperforming underwriting portfolios, a number of insurers withdrew 
from underwriting construction business during this period. This reduction 
in insurer capacity was one of the main drivers for a significant hardening of 
rates during 2020. 

As well as increased rates, construction insurers also sought to impose 
higher policy excesses (particularly with regards to escape of water claims, 
which continue to be one of the most common causes of large claims) and 
provide more restrictive policy coverage. 

The third-party liability market has also seen a significant hardening of rates at 
the start of 2021 and an increased focus on fit-outs within existing structures. 

Annual construction policies continue to be driven by claims experience, with 
the market remaining interested in those accounts that have proven to be 
profitable. However, insurers are still being asked to review rates across their 
portfolio and push for rate increases even on higher-performing business.

8.
Recommendations 
For both single project and annually-renewable contractor/developer 
clients, we are actively starting the renewal process early, well before 
the inception of any policy. 

Placing single construction project risks now takes a lot longer than it 
used to, and a considerable amount of time is spent negotiating with 
underwriters on scope of policy coverage. Clients are also fielding 
more questions from insurers on technical project specifics. 

Insurers are looking to reduce their exposure with smaller ‘line 
sizes’, meaning additional insurers are required to complete all co-
insurance placements compared with six or twelve months ago. If 
the correct information is gathered and submitted ahead of time, we 
should be ready with all the data that underwriters require once we 
approach them.

On contractor/developer annually renewable policies, we are 
encouraging clients to explore longer term relationships with their 
key insurer partners. This is to ensure that all parties continue to 
develop an understanding of one another, which cements the 
relationship and may negate any adverse premium rate or policy 
coverage issues at renewal. We continue to start all these renewals 
in good time to avoid any last minute speed bumps. 

Outlook
Unfortunately, we do foresee further 
challenges in the UK construction 
insurance market over the next twelve 
months. These could be down to 
a combination of factors, such as 
insurers leaving construction business, 
underwriters looking to reduce their 
exposures (taking on less business) and 
further carve-backs in scope of insurance 
policy coverage and higher deductibles. 

As mentioned above, we cannot stress the 
importance of planning, being organised 
and starting early. Insurers are asking for 
more underwriting information than ever 
before. UK construction premium rates 
are generally the highest they have been 
in a long time, so it is critical clients are 
prepared for this, but equally important 
that we allow clients sufficient time to 
gather the information internally before 
this is presented to underwriters for 
consideration. 
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Underwriters keep a 
selective, sometimes 
restrictive approach to 
real estate risks 
The financial and economic fallout 
caused by Covid-19 has further 
encouraged insurers to take a 
selective and restrictive approach to 
real estate risks off the back of an 
already hardening insurance market. 

The real estate insurance market 
started hardening in the fourth 
quarter of 2019. This followed a 
decade of new entrants pumping 
greater capacity into the real estate 
market, leading to falling premiums 
and broadening of cover. This was 
at odds with the industry backdrop 
of tighter regulation, shrinking 
investment returns and rising claims, 
eventually prompting the current 
pricing correction.

Key areas of concern for 
real estate insurers
Capacity
While insurers’ capacity continues 
to shrink, at the same time we 
are seeing an increase in the 
reinstatement values of buildings 
through general inflation, more 
advanced building methods, 
larger footprints and dense urban 
groupings. Where capacity is at a 
premium, the undersupply will 
generally lead to an increase in 
overall insurance costs.  

Cladding
Since the tragic fire at Grenfell 
Tower in 2017, insurers have placed 
increased focus on properties that 
contain combustible materials such 
as composite cladding. As further 
information regarding combustible 
insulation materials has come to 
light and underwriters have gained 
an increased understanding of 
these materials, premium rates 
have increased substantially, 
and insurers are now looking to 
dramatically cut their exposure to 
these types of assets. 

Industrial risks 
A run of losses from recycling 
tenants alongside a perceived lack of 
tenant trade information, has made 
it increasingly difficult to place 
industrial portfolios, particularly 
where these portfolios also have 
other areas of concern such as lack 
of fire separation, cladding or ultra-
large logistics assets. 

9. Residential/student 
accommodation 
Many residential and student 
accommodation assets continue 
to experience issues with escape of 
water claims. We have also seen a 
particular focus on the combustible 
cladding used for these types of 
properties as mentioned above.  

Timber frame
While the environmental strengths 
of cross laminated timber (CLT) 
construction are not being 
questioned by the insurance industry, 
the performance of the building 
post-loss has come under scrutiny. 
Proponents of CLT will correctly point 
out that the wood does not fully 
burn with the outer layers charring 
and protecting the core. However, a 
charred CLT frame will need to be 
fully demolished and replaced. Unlike 
steel, CLT will also contribute to fire 
spread once the fire is established, 
leading to a larger incurred loss.

Flood exposure
January and February 2020 saw 
extreme and wide-spread flooding in 
the UK, meaning insurers were already 
in an unprofitable position when 
the coronavirus hit. This followed 
several years of heavy losses in the 
UK flood insurance market. The UK’s 
Environment Agency estimates that 
there have been three ‘one in 100 
year’ flood events in the past 20 years.

Insurers are now increasingly cautious 
of properties with extreme exposure to 
river, surface or sea flood.  

Insurers’ actions to mitigate their risk exposure 
Insurers are responding to these influences in a number of ways, sometimes looking to pull all five levers detailed 
below in order to make a risk acceptable:

• Increasing the premium to cover the higher than previously expected cost of claims
• Decreasing commission to increase net premiums and/or reduce costs that are allocated on gross premiums, 

such as reinsurance treaty premiums and central management charges
• Increasing deductibles to put more of the risk back onto the insured, often with a hope that increased 

participation from the policyholder may encourage more robust risk management practices
• Decreasing the scope of cover. This can encompass many aspects, from removing coverage for certain perils,  

to lowering sub-limits on policy extensions, or introducing new policy exclusions
• Requiring evidence of strong risk management practices, including the provision of detailed construction, 

occupation, protection and exposure (COPE) information for all assets to produce the very best results.  

Recommendations  
Start early  
Placing cover now takes longer, so 
we would recommend collecting 
information and agreeing your 
renewal strategy early on. It may still 
run close to the wire, but preparing 
well and adding as much breathing 
space as you can will allow you to 
make careful decisions along the 
way. Your Lockton service team can 
help by kick-starting discussions 
earlier than usual and agreeing a 
renewal strategy timeline that will 
produce the best results. 

Prepare a detailed update  
for insurers 
Ensure that you have detailed 
construction, occupation, protection 
and exposure (COPE) information 
for your assets – insurers will expect 
this. Insurers will want to know what 
buildings are made of, what they are 
used for and how they are protected 
against damage, particularly from 
fire and water. Information gathering 
is key and Lockton will work with you 
to ensure the required information is 
obtained and presented in a format 
that makes it easy for insurers  
to review.

Tell the story 
Clients can also help ‘sell’ their 
story in the marketplace. At a time 
when insurers are inundated with 
submissions, complete and accurate 
COPE data, good risk management, 
and clear plans to address or mitigate 
any more challenging risk exposures 
can differentiate you from the 
rest. Revisit any large losses and 
consider what steps you have taken 
to prevent a repeat occurrence and 
allay underwriters’ concerns. In many 
cases, Lockton will already be aware of 
positive risk management and claims 
stories and will help tease this out in 
your presentation to insurers.

Work with insurers 
We would advise engaging quickly 
with insurers either in providing 
information or carrying out actions 
such as risk improvements. This really 
helps to reinforce the message that 
you are a client that takes risk and 
insurance seriously. Keep Lockton 
updated to allow us to help you keep 
your insurer on-side. 
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Popular real estate investment sectors 
Beds and sheds
Student accommodation and logistics assets have proven to be two of Europe’s 
most popular real estate investment classes. With e-commerce surging thanks 
to Covid-19 and the shortfalls of e-learning becoming ever more apparent, we 
anticipate the insurance demands of these areas will only continue to grow. Both 
do, however, come with their own difficulties:

• Student accommodation 
With developers seeking to maximise returns on a given plot of land and 
achieve a natural synergy with urban areas, a significant proportion of 
student accommodation assets are within high-rise developments. Many  
of this are still undertaking work to remove composite cladding. 

Insurers are approaching any building that contains cladding with 
extreme caution. Even properties with mineral wool cladding may not 
escape scrutiny, with insurers concerned about the chimney effect 
if a fire becomes established behind the cladding itself. Landlords 
holding assets with cladding in their portfolio have seen huge premium 
increases in some cases, with multiple insurers having to participate to 
spread the risk across the insurance market. 

• Logistics 
The need for economies of scale has never been truer than with logistics 
assets. Retailers utilise expansive footprints to store everything from food, 
books and clothes to mattresses, portable electronics and paint, all of  
which introduce unique challenges from an insurance perspective. 

First and foremost, however, it is the ever increasing size of logistics 
warehouses that are testing the upper limits of even the largest 
insurers’ capacity, with regional distribution centres now approaching, 
and sometimes exceeding, a million square feet. It is also important to 
remember that insurers are not just covering the shell and core of the 
property, the tenants stock and contents are also being insured under 
their own programme and insurers may therefore have an aggregation 
of exposure, creating further difficulties in placing cover for the asset. 
Furthermore, compared to large office buildings or shopping centres, 
insurers have far stricter internal capacity limits on industrial property, 
meaning that many more insurers are likely to be required to complete  
a placement. This creates the need for greater lead times when looking  
to insure this type of asset. 

Outlook 
While the last twelve months have 
brought significant change in the real 
estate insurance market, the coming 
months may provide some better 
news. We have started to see the 
return of long-term agreements/rate 
stability agreements for certain clients 
with active involvement in robust risk 
management practices, exceptional 
loss records, or premium rates that 
have been through corrective action 
over the past renewal cycle. 

While we don’t see the changes of 
the past twelve months reversing 
in the foreseeable future, there are 
signs that some insurers’ real estate 
books are correcting and a level 
of consistency is returning to their 
underwriting approach.

Together with Lockton Re, we 
are working hard to enable a 
more seamless path from client 
programmes into reinsurance 
markets to bring this additional 
capacity into play for our clients’ 
insurance carriers.

Andy Thompson 
Senior Vice President Accident, Health, 
Sports and Contingency 
T. +44 (0)20 7933 2970   
E. andy.thompson@uk.lockton.com

Event cancellations  
drive contingency 
insurance claims
To say these are unprecedented 
times for the contingency market 
is an understatement. Every day 
we see new claim notifications as 
events continue to be cancelled, 
including ‘The Open’, countless 
Broadway and West End shows, 
Wimbledon Tennis, Glastonbury 
festival (for the second year in a 
row) and the 2020 Olympic and 
Paralympic (postponed until July / 
August 2021). 

The impact on the market is still 
rather unknown at this stage, as 
it will depend on when lockdown 
restrictions are finally eased  
and venues are allowed to open  
once again. 

Insurers’ reaction
As you would expect, the market is 
currently excluding communicable 
disease and coronavirus coverage 
from their products. This is being 
imposed on underwriters by 
management and their reinsurers, 
as cancelled events have already 
cost the market around $10 billion 
(USD).  

Heavy losses sustained by the 
contingency markets have caused 
a few insurers to withdraw from the 
sector, while a number of insurers 
have entered the class for the first 
time to capitalise on increased rates. 
Among insurers that have exited 
the class are Markel International, 
Argo Syndicate and Chubb. However, 
Convex, Apollo, Arch, Fidelis, 
Cincinnati Global and IGI have now 
entered the contingency market. 

Trends following Covid-19
• Underwriters are requiring more 

detailed information of an 
event including, but not limited 
to, proposal forms, complete 
budgets, disaster/recovery plans, 
site plans (for outdoor events)

• Underwriters’ appetite/
participation in risks is changing 
and becoming more selective

• Premiums are increasing, and in 
some cases rates have tripled 
compared to pre-Covid times 

• Underwriters are looking to 
apply deductibles on smaller 
productions’ tours

• The market is currently 
excluding communicable 
disease and coronavirus 
coverage from their products

10.
Recommendations
Going forward, any company that 
is associated with an event, for 
example a sporting event, live 
performances and conferences 
and exhibitions, should discuss 
their event and any concerns that 
could impact their event with their 
insurance broker and underwriters 
as soon as possible. Such 
conversations should help create an 
action plan to mitigate the impact 
of the event being cancelled or 
postponed, including renegotiating 
contracts with venues and other 
service providers. Even if the event 
goes ahead, this may generate 
additional costs which could be 
absorbed by the insurer.  

Every event is different, and so are 
the risks that could cause each 
event to be cancelled. At Lockton, 
we listen closely to our clients and 
treat their concerns independently 
due to the varying perils each event 
may face.  

We would encourage event 
organisers to seek specialist 
advice to navigate the right path 
through different issues and to 
look carefully before settling on an 
insurer to work with, particularly 
when events are complicated to 
organise. Event organisers should 
establish and demonstrate robust 
risk management procedures for 
their events and provide these to 
their broker for onward discussions 
with insurers to make sure the 
cancellation product works as 
intended. Furthermore, clients need 
insurers that will work with them 
when emergency measures are put 
in place to prevent their event from 
being cancelled or abandoned. 
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Declining losses and 
price adjustments help 
ease pressure on marine 
insurance market
Fewer losses and a recent price hike 
is helping to attract new players and 
capacity to the marine insurance 
space, which may help to reduce 
pressure for insurance buyers at 
upcoming renewals. 

The background
The global marine insurance market 
has struggled with profitability 
for many years. Consistent high 
profile losses alongside a very low 
premium base has followed years 
of cut-throat competition between 
insurers. This has left loss ratios at 
an unsustainable level. 

The gap between the risk profile of 
modern larger tonnage ships (e.g. 
container ships and cruise ships) 
and the premiums these generate, 
has reached an unprecedented level. 

These market issues have triggered a rigorous review of marine underwriting 
at Lloyd’s, resulting in over $250m (USD) of lost marine capacity. This 
contraction has been seen in other global markets, most noticeably 
Singapore, China, Europe, and the US, where blue water capacity in 
particular has been severely restricted. Consequently, the average rise 
across the board rose around 15% on clean business in 2020. 

The Covid-19 impact
Shipping 
The pandemic has resulted in a slowdown in global shipping trade. 
Particularly badly hit are: cruise vessels, passenger vessels, offshore 
exploration vessels, as well as bulkers and tankers. In some cases, this has 
resulted in large scale laying up of tonnage. However, the global fleet is still 
growing, though the average age of vessels over 2000 GT is increasing. 

Insurance 
For the London market in particular, working from home and the 
closure of Lloyd’s has prevented face to face negotiation through 2020 
and necessitated greater emphasis on e-placing. On occasion, this has 
limited the competitiveness of the market. As the market becomes 
more cumbersome to access, it could seem as though capacity has been 
withdrawn further. 

Market movements
Several syndicates have recently ceased underwriting in certain marine lines. 

• Most recent examples include Neon (2468), Sompo/ Endurance (5151), 
StarStone (1301) & Allied World (2232). Remaining syndicates had to 
justify their strategies to Lloyd’s for returning to sustainable profitability. 
Some lines of business were closed down, or paired back in order to 
obtain approval to continue trading

• As mentioned, a shift from Lloyd’s vehicles to company vehicles, either 
as a of the Lloyd’s market review, or to ease the processing of EEA 
business post Brexit

• ‘Light touch’ syndicates (those which are granted automatic plan 
approval due to their long-term performance track record) have been 
rewarded with increased stamp capacity for 2021. Examples include 
Ascot, Beazley, Munich Re Syndicate and Aegis

• Conversely, those that under-performed have had capacity reductions 
imposed on them 

• We have seen retrenching by selling or closing certain international 
operations (e.g. Argo, Amlin and Axa XL)

• These developments will result in a further tightening of pricing into 
2021. This could coincide with an increased gap between the top and 
bottom performers as the former increase their share in the hardening 
market at the expense of the latter 

• Lloyd’s has imposed a 5% capital load for e-placement failures

11.

Incumbents and new 
entrants encourage  
capital raises 
• Fidelis & Convex continue  

to grow at pace 
• Brit’s full-follow Ki 1618 

syndicate writing 2021  
business 

• New marine and energy  
capacity at Inigo (a $400m 
(USD) stamp capacity start-up) 
& Aquiline-backed ERS both 
likely to start underwriting in  
the second quarter of 2021 

1. Marine liability 
Reduced capacity in the marine liability market is still adequate. 

• There is cautious competition for new business – markets will trade 
coverage to ameliorate their initial rating requirements 

• In the fourth quarter of 2020, almost without exception, renewals were 
unachievable in the commercial market even for those with perfect  
loss records. It is expected that this trend will continue well into 2021 as 
the Covid-19 disruption continues. 

2. Ports and terminals 
The above marine liability market conditions have a profound impact on the 
ports and terminals space but there are additional factors at play here from 
the property world.

For property risk of ports and terminals, rate increases are mostly due to 
an unsustainably low premium base in the past. Under-pricing by weaker 
performers was one of the fundamental reasons for a disparity between the 
top and bottom performing quartiles in the  
Lloyd’s market. 

The largest rate increases are being seen where the incumbent markets 
have withdrawn from the class and capacity has had to be replaced.M
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Outlook
1. Hull and machinery
• Large shipping losses are at a record low, having fallen by over 20% 

year-on-year, according to marine insurer the AGCS Safety & Shipping 
Review 2020

• The increasing rating level has once again invited new capacity such  
as Fidelis and Convex and the entry into the Hull world of the North  
of England P & I Club

• There is a genuine feeling that these two factors have increased 
appetite again and the market is definitely hungrier for business. This 
would be a clear change in direction compared to recent years when 
insurers endeavoured to clean their books and restore them to profit. 
This will have an effect in 2021 and we are seeing renewal terms below 
the 2020 averages

2. Marine Liability
• Underwriters will pursue new business but less aggressively than in  

the recent past due to restricted appetites
• We are seeing rate increases on renewal business of between 10%  

and 15% on average. Excess liability business is also increasing between 
10% and 15% on average

• Early submissions with high quality and detailed information have the 
greatest success at renewal

Coverage challenges
• More emphasis on contract 

terms, with a general market 
consensus to include a 
malicious cyber exclusion 
and a communicable disease 
exclusion clause

• More emphasis on contract 
terms, with a general market 
consensus to include a 
malicious cyber exclusion 
and a communicable disease 
exclusion clause

• Certain markets are seeking 
to impose broader natural 
catastrophe definitions to 
include the likes of Ashcloud, 
Derecho and Wind Driven Water 
following “named windstorms

General rate drivers
• The direct insurance market is seemingly pushing rates upwards without 

the usual impetus of rising reinsurance pricing
• Low interest yield environment, higher casualty reserving and climate 

change (with its associated loss volatility) are all additional drivers of  
rate increases

• Greater emphasis on contract terms, with a general market consensus  
to include a malicious cyber exclusion and a communicable disease 
exclusion clause

• Accounts deemed to have been written at unrealistic rates, or indeed  
those located in areas where there is stiff competition for limited  
aggregate capacity, are being totally re-rated 

• Renewal terms from markets, while varied, are being driven by simple 
over demand and under supply of capacity. This, coupled with a general 
retrenchment from domestic and London property carriers, is contributing 
to the burden. Insurers argue they need to price their capacity to pay for 
their accumulation in peak catastrophe-exposed zones

• The number of sizeable losses in port terminals continues to  
concern underwriters

Underwriting trends
• Insurers achieved renewal rate 

hikes of as much as 15% on 
flat, clean exposures during Q4 
of 2020; this compares with 
minimum rate increases of at 
least 10% in Q3 of 2020, and 
7.5% in Q2

• Carriers are now distinguishing 
between first excess liability 
policies that are considered 

‘working layers’, and high excess 
capacity risks. Adjustments were 
made regarding the minimum 
price for capacity (or indeed 
for a line). The perception is 
that long, high-excess layer 
stretches have been under-
priced for some time as no 
inflationary rises have been 
taken  
into account

• The largest rate increases 
are being seen where the 
incumbent markets have 
withdrawn from the class and 
capacity has had to be replaced

• Such renewal under-pricing by 
weaker performers was one of 
the fundamental reasons for 
such a disparity between the 
top and bottom performing 
quartiles in the Lloyd’s market

• Direct insurance market is 
seemingly pushing rates upwards 
without the usual impetus of 
rising reinsurance pricing

• Low interest yield environment, 
higher casualty reserving 
and climate change (with its 
associated loss volatility) are 
all additional drivers of rate 
increases
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Insurer exits in 2019
• MS Amlin
• Swiss Re North America
• Asia Capital Reinsurance Group 
• Starstone

New entrants in 2020
• Rokstone
• Hive Aero
• Re-entry of Swiss Re in 2020

The Covid-19 impact on 
the aviation sector
Passenger segment flights

Traffic comparison 2019/2020 

Industry transformation
• Airline passenger seating capacity 

2020 down 50% YOY
• China overtook North America 

with 30% of world domestic 
passengers in 2020

• In contrast to the fall in passenger 
traffic, cargo flights surged with 
increases in cargo only operations 
using passenger aircraft

The impact on the insurance market 
is constantly changing, with carriers 
developing and modifying their 
Covid-19 plans. While the latest 
loss estimates from carriers are eye 
watering, they are nowhere near 
as seismic as the economic impact 
of the loss of revenue within the 
transportation businesses.

Outlook
Historical profitability does not 
read well for insurers and this has 
resulted in the retraction and 
exit of significant capacity from 
the business. Cost of capital is a 
recurring conversation within the 
insurance community. This has 
put a real squeeze on pricing with 
rates for many airlines attracting 
increases from 10% to 40%, with 
the average for 2020 anticipated 
approximately at 26%.

As a consequence, we anticipate 
that insurers will continue to push 
forward for increased premiums in 
2021. Claims activity will no doubt 
play a significant part in the final 
outcome. However, we estimate that 
insurers will be working generally 
in a range between 0% and 
+20% dependent upon individual 
performance. (Loss affected 
accounts will be in a tougher place).

Tim Liddiard  
Head of Aviation
T. +44 (0)20 7933 2180    
E. tim.liddiard@uk.lockton.com

Covid-19 causes heavy 
disruption in aviation 
insurance market
Aviation insurers were planning rate 
hikes to improve profitability when 
Covid-19 hit the world. Now instead, 
they are facing requests from 
customers for premium relief. 

The background
The pandemic has struck the aviation 
sector at a moment when insurers 
were working toward a ‘corrective’ 
rating action plan. The aim was to 
adjust pricing following well over a 
decade of year-on-year reductions 
and abundant capacity while 
aggregated losses were mounting. 

Rates from late 2018 reversed from 
a downward trend to a managed rise 
which gained pace through 2019. 
Then, enormous numbers of planes 
were grounded due to the pandemic 
and insurers raced to project the 
impact both in unforeseen claims 
and in customers’ loss in revenues.

• Pre-Covid 2019/2020 anticipated 
annual airline premium was 
expected to be in the order of 
$1.8bn – $2bn (USD)

• Post-Covid 2019/2020 adjusted 
annual market premium is 
speculated to be approximately 
between $1.2bn and $1.3bn (USD)

• 2020 renewable airline 
premium is anticipated to be 
approximately $1.6bn, with 
insurers relying heavily upon the 
introduction of policy minimum 
premiums

The initial response from insurers 
was measured and relatively light, 
but this changed as the impact on 
all businesses became apparent and 
the extent of losses more visible. It 
didn’t help that insurers were at the 
same time contending with some 
significant natural disasters. As a 
result, rates continued to rise across 
all classes.

The airline sector has been a 
particularly challenging, and 
somewhat disappointing, area 
for insurers given that they were 
forecasting rate rises of 20% 
pre-Covid based on vibrant 
growth expectations. Instead, the 
downsizing of operations have led 
to revenues dropping dramatically. 

In the wake of the pandemic, 
insurance buyers have sought 
premium relief and Lockton has 
consistently engaged with insurers 
in this regard. We have seen some 
positive signs of recognition from 
insurers on a case by case basis 
since it is clear that insurers have a 
part to play in keeping the plates 
spinning. But insurers have noted 
that the pressure on their own 
business is also significant, and for 
some, critical.

12.

2019 4.5bn passenger 
segments flown

2020 1.8bn passenger 
segments flown

Overall reduction of 2,699 
million passengers

-60%

Overall reduction of 1,376 
million international 
passengers

-74%

Overall reduction of 1,323 
million international 
passengers 

-50%
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Sharp rise in containers 
lost at sea
The stabilisation in the cargo 
insurance market is taking 
place while shipping firms are 
experiencing a dramatic rise in 
the number of containers falling 
overboard. 

In just two months (Nov 30 - Jan 31), 
more than 2,675 containers were 
lost across five separate incidents 
at sea, according to American 
Shipper, a trade magazine. This is 
almost double the annual average 
of 1,382 containers lost at sea each 
year (2008-2019), as estimated by 
the World Shipping Council (WSC). 
On February 17, Maersk Eindhoven 
became the latest boxship casualty 
on the Pacific. After suffering a 
blackout while en-route to California, 
the ship lost hundreds of containers 
overboard near Japan.

The drivers
Experts believe that current 
practices for lashing and securing 
containers on board large 
containerships are no longer fit for 
purpose, particularly since there 
has been an increase in frequency 
and severity of bad weather on the 
Pacific. 

During storms, containerships can be 
subject to violent pitching and rolling. 
A phenomenon known as ‘parametric 
rolling’ can see the ship roll 30-40 
degrees, or more. Such powerful 
forces can easily snap lashings and 
locks of a 10-high container stack, 
resulting in losses into the sea 
and damage to remaining boxes, 
according to gCaptain, a maritime 
and offshore website.

Peter Hall   
Partner - Head of Cargo & Logistics
T. +44 (0)20 7933 2139    
E. peter.hall@uk.lockton.com

Cargo insurance market 
stabilises after sizeable 
rate correction
After sharp rate increases over the 
past few years, there is now growing 
evidence of stabilisation in the 
cargo market as new entrants drive 
capacity increases.

Factors driving optimism 
in the market
Hardening rates in the cargo market 
have succeeding in attracting 
further investment from existing 
insurers as well as new capacity. As 
a result, we have seen a general 
cargo insurance capacity increase 
across the London market, which is 
now estimated at upwards of $800 
million (USD). We are also hearing 
of further new capacity set to enter 
the market during the coming 
months in 2021.

New capacity
• Tokio Marine HCC is now 

providing new capacity on both 
Lloyd’s and company paper

• Ki Syndicate has been 
established to offer further 
support capacity behind specific 
lead syndicates

• International General Insurance 
(IGI) Holdings is now fully 
established in the cargo 
insurance market

• Starr is now offering new 
London market capacity

• Arch Insurance International 
have entered the transport and 
logistics sector

• Rokstone have entered the 
cargo market 

We have also seen fresh 
appointments in the cargo 
insurance field, suggesting renewed 
risk appetite. AIG recently has 
strengthened its offering with the 
appointment of Rod O’Malley (ex 
Starstone), and Aimee Nolan (ex 
Canopius) recently joined Hiscox to 
lead the cargo team.

Cargo market  
shows resilience
The Joint Cargo Committee (JCC) 
remains proactive and continues 
to promote the principles of best 
practice in the cargo market. At 
the same time, the cargo market 
has adapted extremely well to 
remote working and to utilising the 
electronic Placing Platform Limited 
(PPL) to continue ‘business at usual’ 
during the pandemic. In particular, 
the London market has collectively 
has provided an excellent level of 
response/service for clients. In the 
coming months, we are seeing a 
drive to become even more digital, 
with the launch of online ‘quote 
and bind’ portals.

13.

Recommendations 
Overboard container incidents can result in significant financial losses to 
the container industry and their marine insurers, in addition to hefty fines 
for clean-up costs.

Where container terminals routinely weigh containers prior to loading,  
the cargo plan should be updated to reflect these weights, according to  
an MAIB report. It also recommended that rules be amended to require  
on-board lashing software to display maximum pitch and roll angles for  
the vessel’s condition.

Some experts also suggest that, due to the risks associated with 
dynamic stability on container vessels, including parametric rolling, new 
containerships should perhaps carry reduced on-board cargo volumes.

Despite signs of stabilisation, cargo insurance negotiations are likely 
to remain tense as insurers aim to protect profitability. For buyers it is 
therefore important to make detailed risk information available to insurers, 
with a strong focus on maintenance, risk management, and storage 
construction occupancy protection exposure (COPE). Insurance buyers 
should also provide claims details and a completed questionnaire. 

Insurance buyers should consider the challenges they are likely to face due 
to Covid-19 and Brexit when negotiating a cargo insurance policy. There 
are significant limits available for sea, air, road, rail, and storage locations 
including full catastrophe (CAT) limits which, in some cases, will be annually 
aggregated. 

Outlook
The cargo market is in a good place and London is boasting its strength 
along with renewed optimism for the future. The market is continuing to 
push for rate rises where risk exposure or historic performance dictate and 
this will carry forward during 2021.

In certain cases where remediation has been achieved over recent years and 
the interest remains within appetite, rates can remain unchanged usually 
with the implementation of increased retention and/or risk management. 
Existing insurer relationships will continue to be challenged as more 
alternative options become available and over-subscription on placements 
is increasingly becoming commonplace.
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https://safety4sea.com/wp-content/uploads/2020/07/WSC-Containers-Lost-at-Sea-2020_07.pdf
https://splash247.com/another-maersk-ship-loses-hundreds-of-boxes-overboard-in-the-pacific/
https://gcaptain.com/carriers-face-pressure-for-load-restrictions-after-latest-container-loss-in-pacific/
https://gcaptain.com/carriers-face-pressure-for-load-restrictions-after-latest-container-loss-in-pacific/
https://www.insurancejournal.com/news/international/2020/11/23/591657.htm
https://insurancemarinenews.com/insurance-marine-news/rod-omalley-joins-aig-as-cargo-team-leader/
https://www.gov.uk/maib-reports/loss-of-cargo-containers-overboard-from-container-ship-cma-cgm-g-washington
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The uncertainties associated with 
Brexit and the impact this will have 
on certain UK/EU-based companies, 
together with an increasing global 
threat of fraud continue to present a 
number of challenges for the market.  

It may be argued that the TCPR 
insurance product is needed by 
our clients more than ever due 
to the increasing risks of doing 
business. This continued market 
volatility, economic uncertainty and 
political instability seen globally 
has resulted in slowing growth rates 
in both emerging and developed 
countries, falling foreign investment 
and reduced trading activity. This 
is affecting the amount of business 
brokers are seeing and concurrently 
contributing to a number of 
significant losses in the market. 
Although there are still insurers 
entering the market, there has also 
been a steady stream of insurers 
exiting the TCPR market following a 
number of years of high loss ratios. 

Current market trends
In recent months, there have been 
a number of trends that are clear to 
see and which are unlikely to change 
in the near future:

• The minimum standard of credit 
risk insurers are willing to cover 
is getting much higher. Insurers 
are undertaking more in-depth 
credit analysis and typically only 
looking to write ‘BB’ and above 
rated credit risks

• There is very little to no appetite 
in the market to cover risks on 
small, single B-rated (and lower) 
companies, regardless of the 
client, the historical relationship 
with the counterparty or the 

‘story’ behind the risk/relationship  

Ben Beebee    
Political & Credit Risks
T. +44 (0)20 7933 2530    
E. ben.beebee@uk.lockton.com

Insurers tighten 
underwriting conditions 
for trade credit and 
political risks 
Several tough years have impacted 
the confidence of insurers’ 
underwriting trade credit and 
political risks (TCPR), and they have 
become much more cautious in 
their underwriting approach. Despite 
the availability of capacity across 
the market, the way this has been 
applied to risks has shifted with 
stricter underwriting parameters, 
further restrictions and ultimately a 
requirement for higher quality risk. 

A number of insurers now 
underwrite by committee. This 
has the disadvantage that the 
underwriter you discuss the risk 
with has to then ‘broke’ the risk 
to their peers and convince them 
on why they should all agree to 
write it. Crucially, there is very little 
appetite for weak private entity 
risks (credit) at the moment. During 
these turbulent, uncertain times, 
the market is generally moving away 
from credit risks and choosing to 
focus on government/state owned 
entities (contract frustration) and 
political risks, which are typically 
seen as less risky. 

The background
The past twelve months have been a 
particularly difficult period for TCPR. 
Insurers were taking an increasingly 
conservative approach to credit risk 
prior to the pandemic due to several 
years of poor results – partly due to 
cheap capacity entering the market 
that supressed pricing, but also due 
to an increasing number of defaults 
and losses in the sector. The 
Covid-19 pandemic and the impact 
this has had on the global economy 
has resulted in insurers’ senior 
management putting increased 
focus on the sector due to the 
reduced demand for commodities, 
in particular oil and gas. This has 
resulted in certain credit parameters 
being imposed on a number of 
insurers in terms of a counterparty’s 
minimum financial strength based 
in external or internal modelling.

The immediate impact in the oil 
and gas market has also resulted 
in insurers taking an increasingly 
bearish position on medium term oil 
price risk associated with exploration 
and production companies. 

14.

• Premium rates have increased 
across the board but particularly 
for credit risks on privately 
owned companies – in some 
cases over 50% at renewal 

• We are seeing insurers generally 
move towards a more contract 
frustration-focused insurance 
book, therefore reducing the 
amount of risks on privately 
owned entities. This shift in their 
appetite towards writing more 
state-owned risks and strong, 
investment grade companies 
has led to greater competition 
from insurers for these types of 
risk, which has seen premium 
rates stabilise somewhat

Recommendations
As a result, placing new business, 
policy renewals and policy 
extensions is becoming more 
challenging and will continue 
to be difficult in the coming 
months. Along with accepting 
higher premium rates, there are a 
number of areas which will need 
to be focused on in order to secure 
support from insurers: 

• A reputable insured with 
experience in the insurance 
market can be a big factor to 
help insurers feel comfortable 
with difficult risks 

• New clients in the market need 
to be transparent, willing to 
share information and show 
evidence of good corporate 
governance

• The insured must be willing 
to increase the proportion of 
risk sharing they take with the 
insurers. Having more ‘skin 
in the game’ gives insurers 
confidence that the insured 
will act diligently and pursue 
all reasonable routes before 
submitting a claim  

• The insured’s relationship with 
the counterparty that shows 
a history of positive trading 
performance, dispute resolution 
and also can evidence good 
corporate governance 

• For private entity risks, being 
able to produce their recent 
financials is a must to ensure 
insurers can undertake full  
due diligence and analysis  
on the credit worthiness of  
the counterparty

Outlook
After a year like 2020, we want to 
be optimistic looking forward to 
2021 and beyond. There are positive 
signs in the global economy and 
the political outlook looks more 
encouraging, which hopefully 
filters through to insurers and their 
appetite for risks. For example, the 
election of Joe Biden already seems 
to be providing more stability in the 
global economic markets and the 
rising oil prices are encouraging 
economic growth and investment in 
emerging markets. 

Causes for optimism
• Although insurers are certainly 

taking a more conservative 
approach to risk at present, 
capacity is at its all-time high 
and we have started to see new 
markets joining. These bring 
fresh capacity and (we hope) 
renewed appetite for different, 
more challenging risks

• Political and economic 
stability seems to be increasing 
already, alongside investment 
in emerging markets. We 
are hopeful that this trend 
will continue, as this could 
encourage insurers to re-open 
their books to transactions in 
more challenging territories

• Sectors such as aviation, 
hospitality and tourism, which 
have been severely impacted by 
Covid-19, should begin to open 
up again as lockdown measures 
ease, relieving the pressure 
felt by many businesses and in 
turn by many insurers who have 
taken a lot of risk in these areas 

Although there appears to cause 
for optimism, the lasting impact 
and aftermath is very much 
expected to be felt by insurers in 
the coming twelve months and 
beyond. As policy waiting periods 
expire (typically 180 days after the 
date of loss) and insurers start to be 
notified of losses from transactions 
that have been defaulted on during 
the pandemic, insurers loss ratios 
will increase and appetite for more 
challenging risks may again suffer. 

Ultimately, although we want to 
retain some level of optimism for 
2021, we know the coming year will 
be very challenging, particularly 
as we are aware it will take a while 
for the market to fully regain its 
confidence in the global economy 
and political landscape in order to 
start writing business as freely as it 
was three to four years ago.
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