
2020 was a year unlike any other. A global pandemic, domestic civil unrest, economic 
uncertainty, an election cycle and a host of weather and climate disaster events with 
losses exceeding $1 billion have all changed the way we live, work, conduct business 
and interact with each other. 

Understanding these market impacts on the insurance industry is essential to keep you and 
your clients prepared and protected. Read on to learn more about what factors influenced 
the insurance market in 2020 and what you can expect in the coming year. 

Please note: This is a high-level summary. A full copy of the report, complete with an analysis into individual lines of coverage, is 
available to Broker Briefcase P&C partners and within the Zywave Content Cloud.
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Challenges Remain
The commercial insurance industry is 
experiencing changes to both its market cycles 
and its operating procedures. In particular, 
2020 brought an acceleration of a hardening 
insurance marketplace—one that is less friendly 
to insurance buyers—which is now nearly 
two years old. Capacity has left the market, 
reinsurance has become more expensive, 
underwriting has gotten stricter and, most 
importantly, premiums are on the rise for nearly 
every line of insurance.
Throughout the past year, the world has had 
to navigate lockdowns, surges in COVID-19 
cases and frequently changing public 
health guidelines related to the pandemic. 
Organizations have made significant 
adjustments to their daily operations. Between 
temporary closures, widespread remote work 
arrangements, mass layoffs and furloughs, 

reopening plans, and varying state and local 
restrictions, running a successful business in the 
midst of the COVID-19 pandemic has not been 
simple. 
Further, COVID-19 has led to many complications 
in the insurance market—creating additional 
exposures across practically every line of coverage, 
elevating underwriting losses and motivating the 
development of various policy restrictions. And while 
the COVID-19 vaccine offers hope for a return to 
normalcy, many of the ramifications stemming from 
the pandemic are expected to carry on for years to 
come.
While this is unwelcome news for many businesses, 
they are not powerless. Now more than ever, it’s 
essential for businesses to take a proactive approach 
when it comes to their risk management efforts and 
their insurance policies. Working alongside clients to 
manage risks and options will be more critical than 
ever.
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Hard vs. Soft Markets
The commercial insurance market is cyclical in nature, fluctuating between hard and soft markets. 
These cycles affect the availability, terms and price of commercial insurance, so it’s helpful to know 
what to expect in both a hard and soft insurance market.  

During a hard market, some businesses may receive conditional or nonrenewal notices from their 
insurance carrier. What’s more, during hard market cycles, insurance carriers are more likely to exit 
certain unprofitable lines of insurance. After years of gradual changes, the market is firming, leading to 
increased premiums and reduced capacity.

• Catastrophic (CAT) losses—Floods, hurricanes, wildfires and similar disasters are increasingly common
and devastating. Years of costly disasters like these have compounded losses for insurers, driving up the
cost of coverage overall, especially when it comes to commercial property policies.

• Inconsistent underwriting profits—An insurance company’s combined ratio is a measure of
underwriting profitability. This ratio reflects the percentage of each premium dollar an insurance
company puts toward spending on claims and expenses. A combined ratio above 100 indicates an
underwriting loss. Insurance companies generally do not generate profits from their underwriting
operations. In the past 10 years, the commercial insurance industry has only had a combined ratio under
100 four times.  

Characterized by stable premiums, broader terms of 
coverage, increased capacity, higher available limits 

and competition among carriers

Characterized by increased premium costs, strict 
underwriting criteria, less capacity, restricted terms of 

coverage and less competition among carriers
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Hard Market

Soft Market

Many factors affect insurance pricing, but the following are 
common contributors to the hardening market in 2021:
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Factors continued

• Mixed investment returns—Insurance companies invest significantly in bonds, which provide
stability against underwriting results, which can vary yearly. When interest rates are high and returns
from other investments are solid, insurance companies can make up underwriting losses through
their investment income. However, when interest rates are low—like they currently are—insurers
must pay close attention to their underwriting standards.

• The economy—During periods of economic downturn and uncertainty, some businesses may
purchase less coverage or forgo insurance altogether. A business’s revenue and payroll, which factor
into how premiums set, may decline. This creates an environment where there is less premium
income for insurers.

• The cost of reinsurance—Reinsurers have exposures to many of the same events and trends that
are affecting insurance companies. For 2021, reinsurance is becoming more expensive to obtain,
which is reflected in the overall cost of insurance for business.

Risk management
practices

The industry 
in which they 

operate

The type 
of coverage 

they’re seeking

The size of
their business

The location of
their business

Their claims
history

Further influencing your clients’ insurance rates:

Additional Factors Impacting Insurance Rates

Emerging Risks and Trends to Watch in 2021

COVID-19
As COVID-19 cases continue to rise and fall, and the 
vaccine rollout progresses, widespread implications 
of the pandemic remain. The insurance market has 
encountered a range of difficulties related to COVID-19. 
Namely, increased risks and losses stemming from the 
pandemic have complicated underwriting and renewal 
processes across most lines of coverage. 

Underwriter scrutiny is at an all-time high, with every 
aspect of policyholders’ risk profiles being reviewed. 
Insurance carriers are being increasingly cautious toward 
taking on an excess of COVID-19 risks—making it crucial 
for businesses to have measures in place to minimize 
potential COVID-19 exposures. Moving forward, P&C 
agents must work closely with their clients to take a hard 
look at their continuity and disaster response plans to 
ensure their business is properly protected.  

Percentage of Pandemic-related Losses by Line of Business

Source: Advisen/Zywave Loss Data
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Emerging Risks and Trends to Watch in 2021(continued)

Societal trends that influence the ever-rising costs of insurance claims and 
lawsuits contribute to “social inflation.” One factor driving social inflation is 
increased litigation funding. Litigation funding is when a third party provides 
financing for a lawsuit, which typically drives up litigation costs and results in 
larger settlements. Not only is litigation funding becoming more common, but it 
also increases the cost of litigation, sometimes to seven figures. This is because 
plaintiffs are able to take cases further and seek larger settlements.

Another factor boosting social inflation is eroding tort reform. Should tort 
reform continue to erode, there could be fewer restrictions on punitive and 
noneconomic damages, statutes of limitations and contingency fees—all of 
which can drive up the cost of claims. Also driving social inflation is a growing 
anti-corporate culture, which often leads to better results for plaintiffs and large 
jury rewards.

Extreme weather events continue to devastate all corners of the country. In 
2020, the West Coast recorded more then 58,000 wildfires while heatwaves 
in the West and Central United States totaled around $4.5 billion in damages. 
Hundreds of tornadoes wreaked havoc across over 15 Southeastern and 
Northeastern states, while hailstorms, strong winds and heavy snow totaled over 
$5 billion in damages throughout the Midwest. 

On the East Coast, the 2020 hurricane season resulted in a record-breaking 
number of storms, causing over $40 billion in damages and affecting multiple 
states along the Atlantic Ocean. Innovative solutions and weather readiness 
plans will need to accelerate to keep up with extreme weather episodes.

Several social movements rose to prominence throughout 2020. The Black 
Lives Matter movement has pushed for increased accountability (both at the 
corporate and individual level) regarding racial injustice, as well as encouraged 
organizations to make strides in promoting racial equality and diversity within 
their workforce. 

Additionally, the ongoing #MeToo movement has highlighted the need for 
all organizations to implement sexual harassment prevention and response 
measures (e.g., a zero-tolerance policy, awareness training and well-
documented reporting procedures). As a whole, both of these movements have 
contributed to the rising trend of increased corporate accountability in regard 
to social issues, thus elevating the risk of employment-related claims alleging 
discrimination, harassment or other forms of unfair treatment.

COVID-19 (continued)

Extreme Weather Events

Social Movements

2021 Market Outlook Forecast Trends
Price forecasts are based on industry reports for individual lines of insurance. Forecasts are 
subject to change and are not a guarantee of premium rates. Insurance premiums are determined 
by a multitude of factors and differ per organization. These forecasts should be viewed as general 
information and not insurance or legal advice. 
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Commercial property
• Overall: +5% to +25%
• High Risk/CAT exposed/poor loss

history: +25%

General liability • Overall: +5% to +15%

Excess and umbrella liability • High risk: +50% or more
• Low to moderate risk: +30% or more

Commercial auto • Overall: +5% to +25% or more

Workers’ compensation • Overall: Flat to +5%

Cyber liability • Overall: +10% to +30%

Directors and officers liability

• Public entities: +20% to +70% or
more

• Private/nonprofit entities: +10% to
+50%

Employment practices liability • Overall: +10% to +30%

Line of Coverage Price Forecast

2021 Market Outlook Price Forecast Trends (continued)

Your customers may often feel as if the forces determining insurance rates are beyond their control. 
And rising rates can be especially shocking and difficult to discuss. However, by preparing for these 
discussions, you can help educate clients on how trends impact price and what they can do to help 
contain costs.
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