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New Pieces in a Changing Puzzle 
At the macro level, the satellite view, much remains the same for insurance buyers: capacity 
remains plentiful, low interest rates invite alternative sources of capital to explore the insurance 
industry (which further increases overall capacity) and so far, 2016 appears to be another 
relatively light year for catastrophic loss. The result: for most buyers, soft market conditions 
prevail.

Look a bit deeper and a more complicated picture emerges, one in which several of the key 
pieces in the risk management puzzle are changing. One super-carrier, AIG, is poised to 
get smaller; and perhaps in the coming years, the still-giant company may divide, as some 
have been urging, into several pieces. Meanwhile, another super-carrier is arriving on the 
scene following the Ace/Chubb merger. Those two changes alone can add a healthy dose of 
complexity to a company’s renewal strategy.

A line-by-line look at the industry reveals further complexity. While a slight majority of lines 
are still seeing decreases, the level of those decreases is smaller. In property insurance, for 
example, rates are expected to fall for most buyers, but some will find decreases in the single 
digit, where last year they might have enjoyed double-digit reductions. In the case of auto 
coverage for businesses, decreases have given way to small increases for the typical buyer. 
The same is true for trade credit insurance. Meanwhile the increases that have held sway for 
companies renewing cyber and errors and omissions (E&O) policies are getting steeper.

On the benefits side, we see a combination of forces that reflect the situation in the P&C world 
— either directly or in reverse. Mergers of huge players have changed the landscape here, too. 
And while marketplace conditions we have seen for several years — steadily rising prices — 
remain, buyers recently received a reprieve in the delay of the high-end excise tax, the Cadillac 
Tax. 

The changes in the marketplace — the changing puzzle pieces — will force some insurance 
buyers to consider moves they might otherwise have been content to ignore (for the simple fact 
that a risk manager cannot choose to stay with a carrier if that carrier no longer exists). That in 
turn will raise the question of how carrier partners are chosen in the first place.

In most cases (and certainly for leading firms with billions in revenue), the selection process 
involves many considerations. Price, no doubt. But also key is the financial stability of the 
company that will have to pay the claims should a loss occur and so are the culture and 
personality of the people and institution involved in the transaction. In other words, the choice 
of a carrier involves the variables, tangible and otherwise, that inform this important strategic 
relationship. Many pieces must fit to solve that puzzle.

Proof of the importance and complexity of this process came from an unusual place recently 
— the same place that not long ago emerged as a potentially disruptive force in the insurance 
industry: Google. The company announced a retreat from its insurance comparison-shopping 
service, and some observers were quick to point out that insurance is a little complicated yet, 
even for the cyber might of the internet giant. Others maintain that the purchase of personal 
insurance without the mediation of agents will come in time. But when Google announced its 
entry into the insurance intermediary business some on the commercial insurance side began 
to wonder if the agency/broker model altogether might one day go the way of the pay phone; 
now that possibility seems more remote.

Change, of course, remains the only constant. Self-driving cars, another technology Google 
has championed, may be advancing quickly enough that we might see driverless vehicles on 
our highways within a few years (an innovation that raises several risk management questions, 
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though we’ll leave those questions for another time). Risk and human capital management, 
however, will never be a self-driving industry. People, in strategic relationships and partnerships, 
offer too much value in a world that seems to only grow more complex.

We have one more marketplace change to mention: at our own organization. This issue of 
Marketplace Realities is the first published by Willis Towers Watson, an organization that brings 
together a comprehensive set of resources and expertise that has never been brought together 
in quite this way, with an eye toward the unity of all aspects of a company’s assets — financial, 
physical, virtual and human — to unlock maximum potential. In keeping with tradition, however, 
our spring update maintains the title of the fall release (see the image on this page), “Bringing 
the Pieces Together.” 

In the spirit of bringing pieces together we are pleased to be able to refer here for the first time 
to the Commercial Lines Insurance Pricing Survey (CLIPS), which compares prices charged on 
policies underwritten during the fourth quarter of 2015 to those charged for the same coverage 
during the same quarter in 2014. Taken together, commercial insurance prices were nearly 
flat during the fourth quarter of 2015, rising by about 1% from their levels the year before. The 
graph on this page, from CLIPS data, shows the marketplace in perspective, as we clearly see 
the softening trend that reversed the rises that peaked between 2012 and 2013.

Change in price level VS same quarter one year prior

As we fit the pieces of our new company together, we look forward to being able to provide 
(and for many we have already) better and more comprehensive answers to the questions our 
clients have as they strive to solve their risk management puzzles and reach their highest goals.

Matt Keeping
Head of Broking
Willis Towers Watson North America
Senior Editor
Marketplace Realities 
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Commercial Insurance Rate Predictions for 2016
Insurance product Range of change (%)

Cyber for POS Retailers

E&O, Poor Loss Experience

Environmental: Combined with Casualty

Cyber

Casualty: Primary (with losses)

Casualty: Auto

E&O, Good Loss Experience

Employee Benefits: Insured Plans

Employee Benefits: Self-insured Plans

Construction: XS

Fidelity

Kidnap & Ransom

Employment Practices Liability

Casualty: Workers’ Comp

Construction: CIP

Construction: GL

Construction: WC

Fiduciary

Trade Credit

Casualty: Primary

D&O

Political Risks

Health Care Professional

Surety

Construction: CIP (GL-only non-condo)

Aerospace: Airlines

Aerospace: Products/Services/Airports/Municipalities

Casualty: Umbrella &  Excess

Construction: Builders Risk

Environmental: CPL

Environmental: PLL/EIL

Marine

Property: Non-CAT Risks

Property: CAT-Exposed Risks

Terrorism

Aerospace: General Aviation

Aerospace:  Financial Institutions/Lessors

-25 -20 -15 -10 -5 0 5 10 15 20 25

-25 -20 -15 -10 -5 0 5 10 15 20 25
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Looking Forward, Looking Back
Comparing last fall’s predictions for 2016 with those in this update, we see modest but 
clear indications that the downward pressure on rates is easing. More lines of insurance 
are expected to see decreases (nine) than increases (eight), but last October the lines with 
decreases outnumbered those with increases by 11 to five. Further, the extent of the predicted 
decreases in most cases is lessening. In two lines, auto and trade credit, predictions flipped 
from decreases to increases. Property and casualty rates are still trending downward, but not 
as steeply. For lines where increases were predicted, those increases have either maintained or 
risen.

In property, soft market conditions have held sway for several years and carriers cannot afford 
to cut rates much further. In casualty, losses put the brakes on reductions, turning them into 
slight increases in the case of auto.

For the lines where our experts anticipated the largest price hikes, cyber and errors & 
omissions, those price hikes are accelerating.

Overall, nine of our experts held on to their predictions from the fall and an equal number 
moved their expectations upward. Only four said that the decreases they anticipated 
underestimated marketplace competition and the downward pressure on prices. 

The Outlook

For more insight on how these trends affect the pieces of your risk management puzzle, 
contact your local Willis Towers Watson representative.

Matt Keeping
Head of Broking
Willis Towers Watson North America
Senior Editor
Marketplace Realities

For 2016, 9 lines are 
expecting decreases.

 Ȗ Property

 Ȗ Casualty

 Ȗ Aviation

 Ȗ Energy

 Ȗ Health Care Professional

 Ȗ Marine

 Ȗ Political Risks

 Ȗ Surety

 Ȗ Terrorism 

Eight lines are expecting 
increases.

 Ȗ Auto 

 Ȗ Cyber

 Ȗ Employee Benefits

 Ȗ Employment Practices 
Liability

 Ȗ Errors & Omissions

 Ȗ Fidelity

 Ȗ Kidnap & Ransom

 Ȗ Trade Credit 

The remaining lines are 
predicted to deliver a mix 
of small increases and 
decreases.

 Ȗ Workers’ Compensation

 Ȗ Construction

 Ȗ Directors & Officers

 Ȗ Employment Practices 
Liability

 Ȗ Environmental

 Ȗ Fiduciary
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Property
 Ȗ Capacity — With capacity continuing to increase even in high-hazard Nat-CAT areas, 

the global property insurance market is seeing a classic case of supply (or should we say 
over-supply) versus demand, with too many insurers chasing market share to help establish 
scale or protect market share. 

 Ȗ Reinsurance — Although many on the reinsurance side of the industry have cautioned that 
the market has found the floor with respect to reductions, others are not convinced. Willis 
Re confirms further reductions were experienced during January 1 renewals.  

Reinsurance Rate Reductions

2014 -17%

2015 -11%

2016* -5% to -7% 
 Ȗ  *Fourth straight year of reductions 

 Ȗ Consolidation/Mergers — There was a lot of activity in 2015 and some of the deals were 
very large.  In a soft insurance market, with interest rates so low, insurers are forced to 
consolidate to create growth, scale or relevance. We see many examples in Japan, where 
insurers are looking to acquire foreign carriers as the Japanese economy grapples with an 
aging population and stagnant economic growth.

 Ȗ Loss Experience — Although overall losses and Nat-CAT losses remain below historical 
averages, manmade losses caught the spotlight in 2015 for the first time in years. The 
Tianjin port explosion in China is expected to cost insurers at least $2 billion and some fear 
it will creep to between $5 – $6 billion. 

Year Overall Insured Property Losses (10-year avg = 62)

2013 45.0

2014 36.0

2015 37.0
 (Sources:  Munich Re, Swiss Re, Insurance Information Institute – in $billions)

 Ȗ Profitability — The combined loss ratio for property/casualty insurers is expected to come 
in at 98% for 2015, and the combined loss ratio for property is expected to come in at 
88%. Since 2014, policyholder surplus has remained in the range of $671 – $674 billion, the 
highest capitalization the P&C market has seen to date. 

 Ȗ Alternative Capital — The influx of alternative capital continues to pressure the 
reinsurance market, and use of this capacity continues to increase every year. 

Year Use of Alternative Capital in Reinsurance Market 

2012 8.4%

2013 10.2%

2014 11.5%

2015 15%

 (Sources:  A.M. Best, ISO, Insurance Information Institute) 

 Ȗ Exceptions — As we have reported, habitational risk remains challenging because insurers 
struggle to turn an underwriting profit. Given the current emphasis on pure underwriting 
results, insurers can ill afford to make bold moves in an area that consistently produces 
undesirable results.  

Price Predictions
Non-CAT -7.5% to -10%

CAT -10% to -12.5% 

The One Thing
Although the market 
is still soft, average 
rate reductions 
are slowing down. 
Non-CAT accounts 
have enjoyed rate 
reductions for a 
longer period of 
time and there is not 
much rate left to cut. 

Contact
David Finnis 
Head of Property Broking
404 302 3848 
david.finnis@
willistowerswatson.com
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Casualty - Primary & Excess
 Ȗ Casualty remains a buyer’s market for most companies and most industries. Notable 

exceptions include energy, truckers (see the auto overview below) and New York City 
construction. Additionally, two major casualty insurers announced their intention to 
re-underwrite large percentages of their casualty portfolios. Their targets are insureds 
with chronic adverse losses, and early indications are that these buyers are indeed facing 
increases. Fortunately, there is enough interest among alternative insurers to keep the 
increases manageable (i.e., 5% to 10%), but a change in insurer may be required.      

 Ȗ Market consolidation and certain market retrenchments have led some key industry 
underwriters to switch employers. These personnel movements will likely affect 
underwriting philosophies and appetites at affected insurers.  

 Ȗ On primary casualty programs, collateral requirements continue to ease and the majority of 
casualty markets are now accepting sureties to satisfy part of their collateral obligations.  

 Ȗ For most industries the umbrella and excess liability market remains relatively soft, 
with ample capacity. Competitive pressure is most acute in the first excess position (i.e., 
attachments above the lead umbrella) prompting many insureds to consider shorter lead 
umbrellas in order to access the competitive first excess market quicker in their excess 
towers.  

 Ȗ For trucking risks the excess auto buffer layers (i.e., attachments excess of $1 million to $5 
million and limits of $5 million to $15 million) have become extremely challenging, with rates 
increasing by double and triple digits and capacity becoming scarce. 

 Ȗ The London market (i.e., Lloyd’s and Companies) has emerged as a competitive 
alternative for lead umbrella and excess liability layers that have been dominated by U.S. 
markets for years. London’s willingness to underwrite tougher casualty exposures and its 
ability to offer subscription, quota share programs that may offer longer term stability is 
helping London gain more traction for U.S. casualty business.   

 Ȗ Interest in product recall insurance continues to rise with the drumbeat of headlines 
announcing recalls across many industries. The product recall insurance market continues 
to grow both in London and the U.S. pricing remains stable. 

Price Prediction

Primary Casualty Flat to -5%; +5% to +10% increases for risks 
with loss

Umbrella & Excess Flat to -10%; 10%+ for truckers and NYC 
construction

The One Thing
All insureds with loss 
activity (e.g. insureds 
with loss ratios 
of 60%+) should 
consider alternative 
primary casualty 
insurers, given the 
re-underwriting 
taking place in the 
market.

Contact
Joe Peiser
Head of Casualty Broking 
Willis Towers Watson North 
America
212 915 8235
joseph.peiser@
willistowerswatson.com
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The One Thing
Based on changes 
in California, New 
York, Texas and 
other NCCI states, 
employers may 
want to have a test 
mod prepared— if 
maintaining a mod of 
1.00 or less is critical 
to their operations.

Contact
Joe Peiser
Head of Casualty Broking 
Willis Towers Watson North 
America
212 915 8235
joseph.peiser@
willistowerswatson.com

Workers’ Compensation
 Ȗ Overall, combined ratios for workers’ compensation carriers continue to improve, due 

to previous rate increases and improvement in medical inflation trends.   

 Ȗ A few states remain relatively challenging workers’ compensation environments:  New York, 
Massachusetts, Pennsylvania, Illinois and Connecticut.    

 Ȗ Interest in alternatives to the sole-remedy workers’ compensation system continues 
in various states. However, the movement suffered some recent setbacks, including a 
delay in the consideration of enabling legislation in Tennessee and a challenge to the 
existing opt-out law in Oklahoma. (The challenge in Oklahoma is expected to be decided 
by the State Supreme Court before mid-year.) The continued success of the Texas non-
subscriber option is likely to keep interest in enabling legislation alive in various states.  

 Ȗ On January 1, 2016, the National Council on Compensation Insurance (NCCI) further raised 
the split point on experience mods to $16,000 per claim, an increase from $15,500 per 
claim.  

 Ȗ Effective January 1, 2016, New York has lowered its assessment rate from 13.2% to 12.9% 
of standard premium or premium equivalents. 

 Ȗ California is introducing material changes to its experience mod calculation that will be 
effective January 1, 2017. The new calculations will involve variable split points between 
$4,500 and $75,000, depending upon the size and risk of the employer. There will be 
increased emphasis on frequency and decreased emphasis on severity. California intends 
to release a test calculator in June and begin calculating new mods in September.  

Price Prediction

-2.5% to +2.5-%
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The One Thing
Insureds with large 
auto fleets should be 
prepared to look at 
alternative insurers 
and to consider 
restructuring their 
programs with 
higher primaries 
and deductibles, 
facultative 
reinsurance and 
shorter lead 
umbrellas.

Auto Liability
 Ȗ In the fourth quarter of 2015, we saw rates rise on average 2.2% — contrary to the 

prediction in our last report of -10% to +5%. Many insurers at renewal cited deteriorating 
loss ratios due to increased frequency and severity. The impact on trucking risks 
and non-trucking risks with large fleets was significant, with notable insurers exiting or 
restricting their appetite for the class and looking for double-digit rate increases for risks 
with poor loss experience. Risks that can demonstrate robust driver safety programs, 
use of telematics and other loss control techniques are faring much better with 
insurers. 

 Ȗ As umbrella underwriters continue to look for increasing attachment points (i.e., $5 million 
and higher) on risks with large fleets, the facultative reinsurance market continues to be a 
possible source of capacity in buffer layers.   

 Ȗ As we said above in our casualty overview, the first excess position in most umbrella 
programs is where competition remains fierce. For risks with larger auto fleets, a shorter 
lead umbrella (e.g., $5 million to $10 million) can facilitate quicker access to competitive 
excess players.

 Ȗ  Self-driving vehicles keep inching closer to our streets and highways. Recently, the 
National Highway Transportation Safety Administration (NHTSA) established five levels 
of automation, ranging from Level 0 (no automation and the driver in complete control) to 
Level 4 (full self-driving automation). 

 Ȗ

Price Prediction

Flat to +10%

Contact
Joe Peiser
Head of Casualty Broking 
Willis Towers Watson North 
America
212 915 8235
joseph.peiser@
willistowerswatson.com
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The One Thing 
Keep a careful eye 
on health care but 
be sure to revisit 
other benefits as 
the needs of the 
workforce change.

Contact
Jon Trevisan
Chief Broking Officer
Willis Towers Watson North 
America Health and Benefits 
Practice
617 351 7528
jon.trevisan
@willistowerswatson.com

Employee Benefits
 Ȗ The health care benefits market is consolidating, with Anthem acquiring Cigna and Aetna 

acquiring Humana. Although the Department of Justice is currently reviewing both deals, 
we anticipate that the acquisitions will be completed in late 2016 or early 2017.

 Ȗ The Excise tax (Cadillac Tax) on health plans has been deferred until 2020 and 
has been softened by the exclusion of dental and vision coverages. In addition, the 
previously non-deductible tax will now be tax deductible. Regulators are currently exploring 
the possibility of additional changes that could further lessen the impact of the provision. 
Repeal efforts, while in the headlines, remain difficult to gauge in the run up to the 
presidential elections. 

 Ȗ Policymakers continue to call for changes to the tax treatment of employer-sponsored 
health plans. Such changes could increase costs significantly.

 Ȗ Our most recent voluntary benefits survey shows employers are expanding the range 
of supplemental and voluntary benefits they offer, reflecting changing employee needs 
and the rapid generational workforce shift. New benefits include identity theft insurance, 
critical illness benefits and pet insurance. 

 Ȗ The industry continues to embrace wellness programs but is moving from a return-on-
investment (ROI) focus on medical costs to a value-on-investment (VOI) focus on a broader 
set of criteria, including absenteeism, presenteeism, worker performance and employee 
satisfaction. 

 Ȗ Adoption of private exchanges continues to unfold, supporting a significant, ongoing 
trend toward consumerism and benefits modernization. Many find the exchange model 
appealing for the range of choices, flexibility and decision support it offers as well as for 
cost containment and savings.

 Ȗ Employers continue to pursue a variety of cost management and value enhancement 
strategies. Topping the list are increased adoption of telemedicine services, vigilance in 
managing pharmacy benefits (with a focus on specialty drugs), and assessment of value- 
based contracting and reimbursement arrangements offered by health plans.

 Ȗ Account-based health plans (ABHP) continue to grow in prevalence and enrollment. A 
recent Willis Towers Watson survey of larger employers found that 86% of respondents will 
have an ABHP in 2016, with 2015 enrollment rates averaging 43%.

 Ȗ The use of surcharges continues to grow, particularly spousal and tobacco-use 
surcharges. Our recent survey showed that 46% have spousal surcharges in place, with 
another 24% adopting in 2016. 

 Ȗ There has been increased interest in redesigning and expanding parental leave 
benefits as many companies extend maternity leave provisions, broaden parental leave 
and introduce more support programs for mothers newly returning to the workplace 
after the birth of a child. 

 Ȗ The movement to a defined contribution U.S. retirement system continues, but the rate of 
change is decreasing. Meanwhile, the focus on overall financial wellbeing is growing as 
plan sponsors find that many of their employees are not saving enough to retire at typical 
retirement age.

 Ȗ

Price Prediction

Self-Insured +4% to +5%

Fully-Insured +7.5% to +8.5%
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The One Thing
Before approaching 
the markets, be 
prepared to discuss 
your organization’s 
culture with regard 
to data protection 
and incident 
response and to 
quantify how much 
sensitive information 
your company 
maintains. 

Contact
Anthony Dagostino
National E&O and Cyber 
Practice Leader
212 915 8785
anthony.dagostino
@willistowerswatson.com

Cyber Risk
 Ȗ Cyber renewals are seeing primary premium increases of 5% – 15% for most buyers 

and 15% – 30% for POS retailers and large health care companies with no losses — 
with additional increases on excess layers.

 Ȗ Smaller organizations (revenues less than $1 billion) typically face lower premium 
increases.

 Ȗ Middle market clients can expect a very competitive marketplace with aggressive 
pricing and broad policy language. Smaller companies tend to hold fewer personal 
records than their Fortune 1000 counterparts, making the potential losses more palatable.

 Ȗ Retailers continue to take steps to reduce their exposure:

 — Moving to EMV (pin and chip technology)

 — Implementing point-to-point encryption in credit card transactions 

 — Strengthening file integrity monitoring (FIM)

 — Employing robust malware detection

 Ȗ A majority of carriers are looking to better manage limits, deploying no more than $10 
million on a given placement.

 Ȗ Excess cyber losses have caused a few markets to stop writing large accounts and others 
to increase their premiums significantly in upper layers of $75+ million placements.

 Ȗ Despite reduction in capacity by some carriers, available limits in the marketplace are 
approximately $350 – $400 million. Capital markets are reviewing cyber to determine if 
they can provide additional relief.

 Ȗ Insurers are focusing on employee training, handling of sensitive data, holistic security 
practices for outsourced data infrastructure, and internal reporting structure. 

 Ȗ Underwriting requirements continue to rise, including conference calls with third-party 
security experts. Underwriters want to understand the culture of the organization and how 
data privacy is embraced across many operational functions.

 Ȗ Uptake of cyber insurance internationally continues to evolve. The new E.U. Data Directive 
could change the litigation landscape in the E.U. Network-derived business income loss 
coverage continues to attract the most interest.

 Ȗ With the increased reliance on networks, cyber exposure is expanding in the utility, 
manufacturing and managed care industries. This has led to more requests for network-
derived business income loss coverage as well as exploration of options for covering bodily 
injury and property damage gaps that may exist. 

 Ȗ Total annual cyber premiums have reached $2.5 billion. Some industry observers expect 
premiums to reach $20 billion by 2025.

 Ȗ

Price Prediction

Most buyers +5% to +15%

POS retailers & large health care +15% to +30%

First-time buyers Competitive market conditions
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The One Thing
D&O coverage 
that responds 
appropriately to 
DOJ and other 
enforcement activity 
has never been more 
critical.

Contact
Rob Yellen
FINEX North America
212 915 7919
robert.yellen@
willistowerswatson.com 

Directors & Officers (D&O)
 Ȗ No Signs of Waning Capacity — This robust market will continue well into 2016. M&A 

activity, which some thought might signal a hardening, may have the opposite effect. 
“Growth” is the hallmark of many markets’ 2016 plans.  

 Ȗ Terms — The opportunities to improve terms or move to a preferred carrier have 
broadened. D&O markets are developing advancements in investigation and derivative 
claim coverage, and many are looking at new, more competitive forms/terms.  

 Ȗ Rate — Increases are the exception, not the rule. Pockets of discipline nevertheless exist.

 — Public Companies — For companies with favorable risk profiles, we continue to see 
slight decreases to flat. Excess, particularly higher excess, continues to give back 
premium—on occasion testing minimums.  

 — PNP — Private companies and nonprofits continue to see relatively firm pricing. 

 — Financial Institutions — Capacity continues to be abundant in a sector that has not 
experienced a systemic event since the financial crisis. New market entrants are 
expected in 2016 as insurers continue to seek opportunities for revenue — average FI 
rates are still attractive relative to other industries despite consistent decreases over 
the past several quarters. 

 — Excess Side-A — Can this segment get more competitive? Underwriters are testing 
and sometimes breaking through minimums. With thin premium, success or failure 
may turn on just one claim. Liberalized primaries continue to undermine the value of 
“DIC” in excess Side-A.  

 Ȗ Key Loss Cost Drivers — Lawyers now bill at up to $1500 an hour.  Plaintiffs are pushing 
for higher settlements with more success.  

 Ȗ Rising State Court Claims — Increased filings of Section 11-type claims in state courts 
potentially means less predictable outcomes and harder-to-resolve claims.

 Ȗ Election Year — Anger over the financial crisis has fueled the “Main Street vs. Wall Street” 
sentiment, contributing to an upward settlement cost trend.

 Ȗ Cyber/Technology — Cyber is a (maybe the) top boardroom concern. While cyber has 
not driven D&O losses, it certainly has the potential to be disruptive. Similarly, advances in 
robotics (self-driving cars) and artificial intelligence. heighten D&O.  

 Ȗ Economic Headwinds — Is a 2008-like crisis really looming? Currency will likely work 
against U.S. companies thanks to U.S. monetary policy. Wage and other expense pressures 
are generally rising. Expect more volatility.

 Ȗ Individual Accountability — Enforcement is focused on individual accountability. If there 
were doubts, the Justice Department’s Yates Memo made it official.  

 Ȗ M&A — M&A activity continues to yield D&O claims; however, heightened scrutiny of non-
monetary settlements seems to be dampening frequency.  

Price Predictions

Overall -5% to +5% 

Public Company – Primary -5% to +5% 

Public Company – Excess -5% to -15% (includes Side-A, capped at 
minimums)

Private Companies -5% to +5%

Nonprofit Entities Flat to +10% 

Financial Institutions Flat to -5% (Excess -7% to -10%)



Bringing The Pieces Together | 15

The One Thing
To prepare for an 
anticipated rise 
in claims alleging 
pay discrimination, 
conduct regular 
pay equity reviews 
and be mindful 
of any provisions 
in employee 
handbooks that may 
prevent employees 
from disclosing their 
compensation. 

Contact
Adeola I. Adele
EVP, National EPL  
Product Leader,
FINEX North America
adeola.adele@
willistowerswatson.com

Employment Practices Liability (EPL)
 Ȗ Rates have been mostly stable since Q4 2015, with primary rates staying flat or rising 

slightly, unless loss experience, mergers and acquisitions, or exposure activity dictate 
a greater increase.

 Ȗ New York, California and other states have recently enacted or updated pay equity laws 
to include anti-retaliation provisions and additional remedies to aggrieved parties. In 
addition, the Office of Federal Contract Compliance Programs and the Equal Employment 
Opportunity Commission (EEOC) have each proposed rules that will require companies to 
submit aggregate pay data by race, sex and ethnicity. The proposed rules are intended 
to reduce the number of claims involving allegations of pay disparity on the basis of race, 
gender and ethnicity.

 Ȗ Joint employer liability remains a significant area of concern for companies, particularly 
those in the franchise, hospitality and staffing industries. Companies are advised to 
carefully review any contracts pertaining to contingent workforce arrangements to ensure 
that any indemnification agreements and/or obligations are appropriately aligned with their 
coverage. 

 Ȗ In 2015, the EEOC recovered $527.6 million, compared to $318.6 million in 2014. The EEOC 
remains aggressive in pursuing its systemic discrimination initiative and 2016 may prove to 
be an even bigger year for the agency.

 Ȗ The EEOC received 89,385 charges in 2015 on behalf of employees in the private sector, 
representing a slight increase over 2014. Retaliation (44.5% of total charges) and race 
(34.7%) were the most frequently alleged claims, followed by gender, disability, age, 
national origin and religious discrimination. Disability discrimination charges reached a 
record high at 26,968 (30.2%). As EEOC charges are typically an indication of claim trends, 
companies should review their policies and procedures accordingly.

 Ȗ The number of wage and hour claims filed under the Fair Labor Standards Act rose by 
7.5% between 2014 and 2015, signaling that wage and hour disputes remain a significant 
exposure for employers. The Department of Labor (DOL) has proposed to amend the 
annual salary threshold for overtime exemption. Companies must remain vigilant about 
pay practices and classification issues. 

 — Flexibility in retention levels and markets’ willingness to offer blended wage & hour/
EPL policies have attracted more buyers to the wage and hour product.

 — Markets in Bermuda, London and the U.S. now offer defense and indemnity coverage.

 Ȗ The EPL market remains competitive, with capacity of more than $800 million in the U.S., 
Bermuda, and Europe combined.

Price Predictions

Overall Flat to +3%; California: +5%  to +15% 

Large Global Companies Flat to +3% (primary); -5% to flat (excess) 

Mid to Large Domestic Firms Flat to +3% (primary); -5% to flat (excess) 

Private And Nonprofit Entities  Flat to +10%

Smaller Employers (< 200 Employees) +5% to +15%
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The One Thing
Be prepared to 
discuss your 
company’s 
approach to vendor 
contracts and 
service agreements, 
including dispute 
resolution and 
elevation processes.

Contact
Anthony Dagostino
National Cyber/E&O Practice 
Leader
212 915 8785
anthony.dagostino@
willistowerswatson.com

Errors & Omissions
 Ȗ A rising number of claims has led to increases for many buyers. Competition from new 

carriers and traditional carriers seeking to expand market share has helped limit upward 
pressure on rates, which are typically flat to +10%, depending on type and scope of 
coverage.

 Ȗ Real estate accounts, which have experienced significant claims and litigation, are seeing 
the most pronounced upward pressure on rates as well as increases in deductibles in 
states such as California. 

 Ȗ Large technology companies and media companies are facing rate increases as they 
continue to launch new media and service offerings. They can also expect increases due to 
expanding global privacy laws.

 Ȗ Technology service providers are increasingly being asked to provide thorough evidence of 
insurance coverage. 

 Ȗ Accounts with poor loss experiences are facing price and deductible increases as well 
as changes to policy wording.

 Ȗ Some carriers have decided to withdraw from the retail, health care and financial 
institution sectors when cyber exposures are significant. E&O programs with cyber 
included are possible solutions.

 Ȗ Excess markets have seen more competition due to increased capacity and rates have 
been flat, with savings sometimes available.  

 Ȗ Wording enhancements are still available. Companies with no losses and manuscript 
wording can expect to have their coverage improved.

 Ȗ Rising claims have led carriers to seek higher retentions.

 Ȗ Authorized global E&O limits are approximately $750 – $850 million. Typical insureds 
should be able to buy $500 – $600 million.  

Price Prediction

Good loss experience Flat to +10%

Poor loss experience or loss-prone industries +20% to +25%
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The One Thing
Any company 
concerned with 
technology-
related theft should 
investigate the more 
comprehensive 
coverage starting to 
emerge with select 
carriers.

Contact
Stephen Leggett
National Fidelity  
Product Leader
212 915 7901
stephen.leggett@
willistowerswatson.com

Fidelity
 Ȗ Though loss results for the 2015 calendar year have not yet been released and we have 

seen no indication from the marketplace that a pricing correction will be needed, several 
insurers are becoming more selective in their primary placements.

 Ȗ Theft involving technology and fraudulent impersonation continues at an unprecedented 
rate and severity continues to rise, with documented losses as large as $78 million. Clients 
continue to look to crime policies and financial institution bonds for protection.  

 Ȗ In the commercial crime space many markets continue to move cautiously, offering 
low limits and/or heavily warranted language that requires proper authentication 
procedures for coverage to apply. That said, several markets are now considering 
significantly higher limits and are underwriting to the exposure rather than warranting the 
policy.

 Ȗ The majority of financial institution underwriters will offer a wire fraud insuring agreement 
for loss resulting from an institution transferring funds based upon the receipt of a 
fraudulent email purportedly sent by a client, other financial institution or employee of the 
institution acting on behalf of a client. While full limits are available, most carriers again 
heavily warrant the endorsement with required authentication procedures. Furthermore, 
most endorsements do not cover losses resulting from the fraudulent impersonation 
of vendors used by the bank or bank employees purportedly instructing another bank 
employee to transfer the institution’s funds. A select group of markets do afford 
significantly broader coverage, full limits of liability and unwarranted policy language.

 Ȗ Capacity remains largely unchanged, more than adequate for mid-sized commercial 
accounts and financial institutions. Market capacity in the excess FI bond and commercial 
crime market is equally abundant. The market for primary placements in the large financial 
institution and Fortune 500 space remains much more limited, but two newer entrants in 
the market are a welcome addition, having recently received approved policy filings in most 
states.

Price Prediction

Flat to +5%
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The One Thing
Keep a sharp eye 
on the fee case 
settlement trends.

Fiduciary
 Ȗ Fiduciary liability capacity has been stable and it should remain that way. Carriers generally 

like this risk, but remain conservative in the face of escalating loss costs.

 Ȗ Primary Fiduciary Liability placements should continue to see stable pricing.

 Ȗ Clients have been maintaining or building capacity, demonstrating their concern over 
fee cases. Even so, severity trends are steep enough to suggest peer reviews alone may 
provide false comfort.

 Ȗ Department of Labor’s broadened definition of “fiduciary” warrants FI clients looking 
more closely this year at how well their FI errors and omissions and their fiduciary liability 
coverage dovetail to ensure they work well together and to avoid potential traps or gaps in 
coverage. 

 Ȗ Exposure trends:

 — Stock drop suits continue.

 — Tibble v. Edison International: There is an ongoing duty under ERISA to monitor 
investments — in addition to the duty to prudently select investments. Next up, what 
constitutes a breach of that “duty to monitor”? Also, we may see a new, post-Tibble 
wave of litigation.

 Ȗ Fee cases continue to push limits. Also, success seems to be drawing other plaintiff firms 
into the fiduciary litigation.

 Ȗ Asset managers may continue to experience heightened underwriting scrutiny if they offer 
their proprietary investment vehicles as plan offerings.  

 Ȗ Multiyear options have not been motivating clients to move from incumbent primary 
markets.

 Ȗ Settlor coverage remains widely available.

Price Prediction

Overall -5% to +5%

Companies with large concentrations of their 
stock in benefit plans

-3% to +7%

Companies without/limited company stock in 
their plans

-3% to -7% (on excess layers)

Esop-owned firms +5% to +10%

Private and nonprofit entities -3% to +3%

Contact
Rob Yellen
FINEX North America
212 915 7919
robert.yellen@
willistowerswatson.com 
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The One Thing
With new market 
entrants eager 
to write HPL, 
companies should 
explore all options: 
domestic, Bermuda 
and London.  

Contact
Frank Castro
Practice Leader
National Health Care 
Practice
213 607 6304
frank.castro@
willistowerswatson.com

Health Care Professional Liability
 Ȗ HPL is a very competitive line and recent marketplace entrants in 2015 and 2016 will 

further the trend. The competition has helped keep pricing low for health care industry 
buyers.

 Ȗ We expect the health care professional liability (HPL) market to remain soft through the 
end of 2016, with flat to low double-digit decreases at typical renewals depending on loss 
experience, exposures and territory. 

 Ȗ Many buyers may need to adjust terms and conditions to address evolving risks, 
such as cyber/network privacy risk, regulatory risk and pay-for-performance 
reimbursement, as well as executive risks.

 Ȗ Loss frequency remains low and, while severity is increasing, it is actuarially predictable 
and thus has yet to materially impact overall underwriting results. The number of large 
verdicts, however, should be watched, as it is one of the industry’s few negative factors. 

 Ȗ Another continuing source of downward pressure on rates is a steady decline in demand, 
due to consolidation in the health care industry and the increased use of captives and risk 
retention groups (RRGs) in recent years.

 Ȗ A few states have overturned tort reform laws in recent years but we do not see a trend. 

 Ȗ Due to the long tail of HPL, health care reform has not yet affected claims. But changes 
wrought by the Affordable Care Act will shape malpractice risk and underwriter response, 
as many health care organizations manage ACA implementation and clinically integrate 
their organizations. 

 Ȗ Regulatory risk coverage is available and, while the retentions are significant and the 
pricing can be high, some buyers are purchasing these policies to address a meaningful 
risk in the era of reform.

Price Prediction

Flat to low double-digit decreases depending on experience and territory
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The One Thing
While diminishing 
returns won’t likely 
turn the buyer’s 
market in 2016, 
insureds should be 
ready for increased 
carrier scrutiny 
and more selective 
and disciplined 
approaches by 
insurers.

Contact
Jason Saunders
President, Willis Towers 
Watson Aerospace North 
America 
+1 404 224 5054
jason.saunders@
willistowerswatson.com 

Aerospace
 Ȗ Aerospace insurers, despite poor results in many sectors, are under pressure to maintain 

market share. This dynamic, together with the continuing abundance of capacity 
(despite merger and acquisition activity in the broader insurance market), continues to 
drive rates and premiums down.

 Ȗ Airlines — With nearly 50% of the world’s airlines and 70% of the worldwide airline 
premium renewing in Q4 2015, we continued to see significant premium reductions for the 
North American airline market despite the global airline portfolio being unprofitable for 
the past three years. We expect reductions, however, to be less steep as we go forward in 
2016. Three catalysts could further reverse the trend:

 — Reduction in market capacity in response to market conditions

 — A significant catastrophe or series of major losses — although 2015 demonstrated 
that rising loss experience alone will not be enough to change market conditions

 — Attritional losses that erode underwriters’ results to unsustainable levels

 Ȗ Products Manufacturers/Service Providers — At year end, this segment had seen an 
overall average reduction of just under 2%, led by more significant reductions for fuel and 
airport service providers (13.5% and 11% respectively) and, more significantly, realignment 
of some major OEM programs to reduce retentions and to reflect one significant OEM 
divestiture and acquisition. Less flight-critical, component/product manufacturers remain 
particularly attractive to insurers.

 Ȗ Airports and Municipalities — Pricing remains relatively flat, with occasional reductions 
to retain business or gain market share. Retentions are at all-time lows. Current conditions 
are not likely to change in the near future due to both capacity and attractive multi-year 
contracts.

 Ȗ General Aviation — The business aviation/industrial aid sub-sector has seen less flexibility 
in pricing due to insurers’ loss experience over the past few years; however, reductions 
in rates and improved terms and conditions are still widely available and new business is 
being sought more aggressively. The commercial rotor-wing sub-sector is experiencing 
continued rate softening and widening of coverage in response to an increasing focus 
on safety. One of the most talked about emerging risks in the industry is the influx of 
unmanned aerial vehicles into the public airspace. Many underwriters have developed 
specific policy forms to cover such risks; however, pricing and availability are not 
consistent because this is a relatively new exposure.

 Ȗ Financial Institution/Lessors — To underwriters, this consolidating segment is seen as 
less catastrophic, attracting capacity both domestically and abroad.

 Ȗ Space — The satellite insurance market (for launch and in-orbit risks) has seen more than 
a decade of positive results, which has attracted significant market capacity and driven 
down premium rates each year. There is, however, substantial differentiation between 
launch risks, with the best-performing launch vehicles attracting rates that are roughly a 
third of those applied to launch vehicles with recent performance issues. For in-orbit risks, 
one-year policies are at historic lows, with standard GEO satellites now attracting premium 
rates in the region of 0.5% or less.

Price Predictions

Airlines -10% to flat

Products Manufacturers/Service Providers -10% to flat

Airports and Municipalities -5% to flat

General Aviation -20% to flat

Financial Institutions/Lessors -20% to flat
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The One Thing
Clear signs of 
unprofitability 
with key historical 
markets, 
particularly in auto, 
subcontractor 
default and 
professional 
liability, should 
lead eventually to 
rate pressure and 
more marketplace 
opportunity than 
we have seen in the 
recent past.

Contact
Karen A. Reutter, CPCU, 
CRIS, ARM
Director, Construction 
Insurance
763 302 7113
karen.reutter@
willistowerswatson.com

Construction
 Ȗ The growth of construction activity in the U.S. is broader-based than in recent years, led 

by commercial building, including office construction and hotels and followed by sports, 
entertainment and gaming, plus infrastructure and civil work, particularly at the state level. 

 Ȗ Apartments and other multifamily construction, however, may decelerate.

 Ȗ While the construction insurance marketplace remains competitive, we see shifts in general 
liability and auto liability lines, where long-tail liability losses continue to drive reserves.   

 Ȗ Property — Barring any significant natural or man-made catastrophes, terms and 
conditions are expected to remain competitive in 2016, as domestic carriers continue to 
increase their net and treaty capacities and new, formidable, players enter the space. In an 
effort to remain competitive, many carriers are continuing to refine and revamp their master 
builders risk and project builders risk forms.

 Ȗ General Liability — Pricing remains flat or down for risks with little or no loss activity. The 
exception is in New York State, which remains difficult due to local laws. 

 Ȗ Workers’ Compensation — Competitive, subject to state-by-state rate and benefit rules.

 Ȗ Excess/Umbrella Liability — Significant capacity but with pricing and program structure 
challenges in the lead $25 million position, especially for risks with challenging profiles.   

 Ȗ Auto Liability — Flat to slightly up, depending on fleet size and loss record, due to loss 
experience in the U.S.

 Ȗ Professional Liability — The PL marketplace continues to be very competitive, with 
a growing carrier presence and the largest U.S. capacity to date. For-sale residential 
continues to be the most challenging class for professional liability carriers. 

 Ȗ Controlled Insurance Programs (CIPs) 

 — Standard Market: Market interest in workers’ compensation and general liability 
controlled insurance programs (CIPs) continue to be very high outside of New 
York. Rates and terms are mostly flat, though carriers are now competing for fewer 
programs as buyers migrate towards general liability-only CIPs. Still, carriers continue 
to push for higher deductibles of $500,000 by offering attractive premium rate 
discounts

 — Excess and Surplus Lines: The E&S market offers a plethora of primary general 
liability and excess liability CIP coverage with low deductibles, no collateral, 
aggressive pricing and general terms for traditional commercial construction. 
However, there have been some changes in this market:

• Requirement for LEG 3 coverage on BR is a new condition on GL placements.

• Removal of COC exclusion (or damage to property exclusion) is becoming more 
restrictive.

• New coverage enhancements are being entertained with some success for 
electronic data, contingent drone and contingent auto liability.

 — CIP Excess Capacity: Domestic capacity (standard/admitted and E&S) is quite 
healthy, especially above $25 million, with enough capacity for most projects. 
Bermuda and London remain good options for projects needing limits higher than 
$100 million.    

Price Predictions

General Liability Generally flat

Excess Liability Flat to +5%

Workers’ Compensation Flat

Builders Risk 0 to -10% down

Controlled Insurance Program (CIP) Flat (-5% to -7% for GL only, non-condo risk)



22 | Marketplace Realities Spring 2016

The One Thing
Availability 
of facultative 
reinsurance may 
lead to lower 
retention levels for 
some programs.

Contact
Robin Somerville
Global Communications 
Director, Natural Resources
+44 20 3124 6546
robin.somerville@
willistowerswatson.com

Energy —  Downstream
 Ȗ The softening in the downstream market continues. Not only has the capacity in the 

market increased to just over $6 billion, but the 2015 loss record has shown a distinct 
improvement over 2014.

 Ȗ At the same time, the recent collapse in oil prices has provided an unexpected premium 
boost to the market. Lower oil prices mean higher business interruption values at a time 
when premium income streams have been on the decline.

 Ȗ As 2015 is likely to yield overall underwriting profits for this class, the scramble for 
premium income and market share continues to intensify. Most of the major leaders 
have increased their capacity in 2016, putting pressure on smaller insurers to maintain their 
share of the most sought after programs.

 Ȗ With the continuing profitability of this sector, no market has withdrawn. However, 
significant corporate re-structuring at some major insurers has left their underwriting 
capabilities somewhat depleted.

 Ȗ Downstream insurers continue to compete on price and price alone, with little movement 
on offering broader coverage. However, the abundance of facultative reinsurance suggests 
that some leaders may now be in a position to start offering lower retentions in certain 
circumstances.

 Ȗ Regional insurers continue to expand into the global arena. We expect other regional 
players to follow suit in the months ahead.

Price Predictions

Continued but not accelerating softening 

Energy —  Upstream
 Ȗ Capacity continues to increase, with theoretical levels topping $7 billion in 2016.

 Ȗ This is fuelling the softening process at a time of lower premium income and an increased 
level of attritional losses — a perfect storm for insurers.

 Ȗ Business interruption values are down following the oil price collapse, while pressure 
to cut costs has ensured that buyer focus on price reduction rather than coverage 
enhancement.

 Ȗ Insurers are now worried that cost cutting among the client base may be putting pressure 
on health and safety standards for some upstream energy infrastructure companies.

 Ȗ The market has stood firm on policy wordings, but undoubtedly the growth of the 
facultative reinsurance market has served to put pressure on existing retention levels.  

 Ȗ Any brake on the softening has been released. Although market softening slowed by the 
second half of 2015, competitive pressures resulting from an increase in the number of 
insurers prepared to lead, as well as increases in capacity, are helping buyers. 

 Ȗ Some insurers, particularly in Lloyd’s, are now scaling back their involvement in this 
class as they seek to survive the current market environment. However, any cutbacks 
made by this relatively small group of insurers is unlikely to have much effect on a market 
beset by over-capacity and facing a continuing drain on their premium income — total 
global upstream premium income has fallen as much as 40% in the last 12 months due to 
the oil price collapse and the consequent reduction in risk management budgets.

Price Predictions

Continued softening, despite recent losses and scaling back by some insurers

The One Thing
Look out for a new 
cyber risk solution 
that may emerge 
from the Lloyd’s 
upstream market 
during 2016.
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The One Thing
It’s still mostly a 
buyer’s market, but 
look for carriers 
with long-tail 
exposures to 
increase profitability 
by pulling back or 
exiting entirely from 
certain classes/
product lines.

Contact
Rich Sheldon
Environmental Practice 
Leader
610 254 5625
richard.sheldon@
willistowerswatson.com

Environmental
Carrier Update

 Ȗ In an unprecedented move, AIG Environmental has decided to non-renew the following 
product lines in the U.S. and Canada:  Site pollution, environmental transportation, 
contractors pollution/professional/general liability, and contractors pollution/professional. 
AIG will continue to write monoline contractors pollution liability and the combined form 
site pollution with general liability.

 Ȗ AIG’s future success in the contractors pollution liability market may be affected by its 
inability to offer supporting site pollution programs; i.e., a redevelopment/construction 
project that also needs coverage for pre-existing conditions related to the project site real 
estate.  

 Ȗ AIG’s competitors are expected to compete for the displaced business of the former 
market leader.

 Ȗ The potential tightening of capacity for larger, layered programs created by the successful 
consolidation of XL/Catlin (XL Catlin) and ACE/Chubb (Chubb) has been offset by new 
entrants and expansion of existing carrier capacity in the environmental marketplace.

 Ȗ Changes in underwriting appetites may necessitate the involvement of multiple 
carriers to create program continuity. 

Market Update
 Ȗ While AIG Environmental’s exit from the professional lines could signal a continuation of the 

hardening environmental + casualty/professional market, we expect that that its exit from 
the monoline site pollution market will result in increased competition and a continued 
soft market for all but the most difficult site pollution placements.

 Ȗ Meanwhile, premium rates remain flat or down slightly for preferred classes of monoline 
pollution business, and have increased for combined (environmental + casualty/
professional) policy forms and non-preferred classes of monoline business, due in part to 
claim activity. 

 Ȗ Sustained construction activity and soft market conditions have fueled demand 
for contractors pollution liability products and their combination with builders risk 
coverages, especially in conjunction with wrap-up products. 

Claim Update
 Ȗ Highly publicized catastrophic claims have increased regulatory scrutiny on 

transportation/railroad, mining, energy and pipeline exposures, resulting in the 
reevaluation of these sectors by underwriters and inspiring a new push to shift liability 
to users of the facilities. 

 Ȗ Carrier attempts to broaden coverages for standard P&C lines (general liability, 
builders risk, property, auto) have increased the potential for overlapping coverage with 
environmental policies, although the severity and complex nature of environmental claims 
necessitates a close look at potential gaps in property and casualty policies. 

2016 Rates

Contractors Pollution Liability -10% to flat

Site Pollution Liability (PLL/EIL) -10% to flat

Combined Environmental + Casualty/
Professional

+10% to +25%



24 | Marketplace Realities Spring 2016

The One Thing
Risk professionals 
should consider how 
they might prepare 
for workplace 
violence (e.g., active 
shooters) through 
risk transfer and 
training.

Contact
Philipp Seel
Special Contingency Risks, Inc.
212 730 5800 ext. 38
seelp@scr-ltd.com

Kidnap & Ransom (SCR)
 Ȗ Buyers with exposures in the U.S. and low-risk overseas locations can expect flat 

renewals or low, single-digit decreases, while companies with exposures in Northern 
Africa and the Middle East can expect higher costs. 

 Ȗ Insurers are expanding their assault/workplace violence coverage as a policy 
extension to address the threat of active shooters and other violence in the workplace. 

 Ȗ Countries suffering from political and economic instability, criminal violence or insurgencies 
tend to experience heightened kidnap rates.

 — In Latin America, Mexico continues to be a major kidnapping hotspot. Kidnap 
rates are likely higher than officially recorded, due to declining confidence in the 
government and security forces, making people less likely to report cases. Kidnap 
rates will likely increase in line with the increasing fragmentation of the Mexican 
criminal underworld. 

 — While Colombia has experienced a reduction in incidents thanks to an improving 
security situation, economic crisis has driven a wave of kidnapping in neighboring 
Venezuela, where foreigners are particularly vulnerable due to their access to U.S. 
dollars. Brazil faces a high incidence of so-called lightning kidnappings, where the 
entire incident, from the kidnapping to payment, can be over in less than a day.

 — In the Middle East and North Africa, war and political turmoil continue to fuel risks, 
particularly in Yemen, Libya, Syria, Lebanon and Iraq. Kidnap is likely to be used as 
a political tool in Yemen and Libya in particular. Iraq has experienced an increase of 
kidnapping in the Shia-dominated south, particularly around Basra, where foreigners 
have been targeted. The Islamic State continues to pose a threat, particularly as oil 
proves to be an unreliable source of funding and they resort to kidnapping to fund 
operations. In Egypt, the North Sinai Peninsula remains high risk. Large areas of the 
Sahel, where organizations such as Al Qaeda in the Islamic Maghreb (AQIM) are 
active, remain vulnerable, as seen in the recent kidnap of an elderly Australian couple 
in Burkina Faso. Mali is particularly high risk; hotels frequented by foreigners are 
popular targets.

 — West Africa has seen a marked increase in incidents in recent months. Nigeria 
remains the country with the most incidents. Boko Haram continues to be the 
greatest threat, particularly in the northeast. Also of concern, however, is the 
prospect of a resurgent Biafra/Niger Delta emancipation group in the Delta and 
surrounding states. Recent incidents of piracy and kidnap from vessels in the Gulf of 
Guinea have been linked with Biafran secessionists, and it is possible that there will 
be more such cases, motivated by political rather than financial demands. 

 — In Asia, Pakistan, Afghanistan and India remain the highest risk locations. While 
there have been few kidnappings of foreigners in recent months, the risk remains 
high, especially in Afghanistan due to the deteriorating security situation and the 
resurgence of the Taliban as well as Islamic State incursions. 

 — Criminal insurgency in the Philippines keeps kidnap rates high, especially in the south 
of the country. 

 — In Russia, most cases tend to target nationals, and kidnappings are usually financially 
motivated. There has been a recent increase in the number of kidnappings in Ukraine, 
particularly in the conflict-ridden eastern part of the country. This is likely to continue 
as the conflict enters a stalemate. 

Price Prediction

-5% to +5%

Nicholas Barry
Special Contingency Risks, Inc.
732 750 8747
nicholas.barry@scr-ltd.com

Concetta Longobardi
Special Contingency Risks, Inc.
860 241 4491
concetta.longobardi
@scr-ltd.com 
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The One Thing
While the continued 
soft market 
favors buyers at 
renewal, effective 
communication of 
their claims record 
and risk management 
approach is key to 
obtaining the best 
terms.

Contact
Chris Bhatt
Sales Director, 
Transportation
+44 20 3124 6560
chris.bhatt@
willistowerswatson.com

Marine
Hull & Machinery

 Ȗ The continued surplus of underwriting capital is maintaining downward pressure on 
rates for owners with good records, though we expect little or no new capacity to enter 
the H&M market during 2016.

 Ȗ There is a continued focus on ensuring that low premiums do not manifest in an inability to 
pay claims.  

Cargo
 Ȗ Continued insurer competitiveness is evident in increased limits, reduced deductibles and 

broader coverage — including profit commissions — without increases in pricing.

 Ȗ The losses emanating from the Tianjin explosion continue to rise although we have yet 
to see this translate into price increases, save for certain classes where losses are more 
common.

 Ȗ Competition remains fierce for new business, and the right account can still achieve 
significant premium reductions when remarketed. 

Key Highlights
 Ȗ Continued increases in international trade volumes are relieving some of the pressure on 

insurers. 

 Ȗ Insurers continue to look for increases or at least flat renewals for CAT-exposed accounts. 

 Ȗ Deductibles are generally stable.

 Ȗ In an era of continued global political unrest, buyers should look for potential gaps in cover 
for insurrection, terrorism and political violence.

 Ȗ Insurers are willing to provide extended cover and increased limits to retain clients. Buyers 
still have the advantage in renewal negotiations.

Price Prediction

Cargo Flat to -10%

Hull Flat to -10%

Marine Liability Flat to -10%
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The One Thing
The juxtaposition 
of heighted risk and 
market competition 
makes this an 
opportune moment 
to obtain cover 
before markets 
withdraw, curtail 
coverage or raise 
rates. 

Contact
Laura Burns
U.S. Political Risk Product 
Leader
301 692 3053
laura.burns@
willistowerswatson.com

Political Risk
Overall, exposure to political risk is rising in commodities-dependent economies around the 
globe. Due to an influx of capital into the political risk insurance marketplace, however, rates 
have not generally increased (except selectively in the riskiest locales). Here are locales of note:

 Ȗ Middle East — The Middle East is in a period of potentially fundamental transition. Nation-
states created following World War I and propped up by authoritarian regimes are starting 
to show fissures along religious and political lines. Clearly this creates a ripe environment for 
political violence, regime change and sovereign non-payment.

 Ȗ Russia — Russia’s withdrawal from Syria continues to generate debate about President 
Putin’s intentions on the international stage. Meanwhile, the economy is troubled by the 
combined impact of lower oil prices, the budgetary burdens of the Ukrainian crisis, and 
tightened Western sanctions. Russian retaliation against sanctions could produce a CAT 
event in the PRI market. 

 Ȗ Former Soviet States — Low oil prices have created concerns in many of the oil-producing 
Central Asian states and some experts foresee Russia testing NATO resolve by actively 
supporting Russian-speaking populations in the Baltic States, Moldova, Georgia, Belarus, 
Kazakhstan and elsewhere. Decline in government revenue from falling commodity prices 
has sparked concerns about economic distress, evidenced by Azerbaijan’s move towards 
capital controls in February. 

 Ȗ Ukraine — Violence persists, although with less ferocity, and new concerns have emerged 
regarding the leadership crisis in Kiev. Markets are essentially closed to risk in eastern 
Ukraine and look at risk in western Ukraine on a case-by-case basis, although some markets 
still will not write any new Ukraine risk.

 Ȗ Brazil — President Rousseff faces a new set of challenges with the spread of Zika virus 
and a contracting economy. The resignation of Brazil’s justice minister points to continuing 
debate on corruption in the government. Moody’s downgrade of Brazilian sovereign debt 
rating to junk reflects persisting issues with budgetary and debt crises. Some markets are 
beginning to approach their aggregates on their Brazilian capacity, especially regarding 
currency non-payment and inconvertibility. 

 Ȗ Argentina — The latest agreement to settle a 15-year bond payment dispute is a victory 
for President Mauricio Macri’s initiative to reinstate investor confidence in the country. The 
new administration has proposed plans to cut energy subsidies, eliminate foreign exchange 
restrictions and eventually reduce inflation rates. Short-term pain as a result of these new 
policies may cause civil strife.

 Ȗ Nigeria — Low oil prices stress the economy: currency has been devalued, inflation and 
unemployment has increased. Terrorist group Boko Haram remains active.

 Ȗ China — Several factors could create political unrest, led by the volatile housing and equity 
markets and followed by the ongoing crackdown on graft and corruption (which could 
destabilize the ruling party) as well as continued rioting and conflicts in smaller cities due to 
ethnic and socio-economic struggle.  

 Ȗ Turkey — Embattled by an overflow of refugees from Syria, Kurdish separatism and the 
growing threat of ISIS, Turkey faces several serious challenges. Meanwhile, the economy is 
stagnating and investors turn away due to their perception of widespread corruption. 

 Ȗ Ecuador — An oil exporter, Ecuador has been one of the hardest hit OPEC producers. 
Measures to increase revenue through reforms in the tax system have been met with 
widespread public protest as well as political opposition. Violent clashes between the public 
and police in Quito point to increasing risk of political violence. 

 Ȗ South Korea — Nuclear tests and loud saber rattling have heightened security concerns.

Price Prediction

Flat to -5%



Bringing The Pieces Together | 27

The One Thing
Contractors should 
establish a stand-
by or backup 
surety relationship. 
Commercial surety 
buyers should 
explore a shared 
surety approach to 
maximize capacity.

Contact
C. Scott Hull
Global Head of Surety 
205 868 1364
scott.hull@
willistowerswatson.com

Surety
 Ȗ Significant capacity remains available for contract and commercial surety, increasing the 

downward pressure on rates. For the remainder of 2016, we forecast moderate topline 
premium growth for the industry, with a moderate uptick in claim activity.  

 Ȗ The surety industry continues to enjoy strong profits and we see the trend continuing. 
According to the Surety & Fidelity Association of America (SFAA), 2014 marked the eighth 
consecutive year of profitability, and we expect 2015 to continue this trend for a ninth year. 
However, through Q3 of 2015 the industry reported a loss ratio increase to 17.4% — up 
from 13% in Q1 2015.   

 Ȗ The surety market remains competitive, as players continue to compete for market 
share. One result of this race for market share is ACE’s acquisition of Chubb, reducing 
the number of carriers in play, but we expect to see one or more new carriers enter the 
surety marketplace during 2016. 

 Ȗ Sureties are aggressively pursuing new business as the construction economy continues 
its gradual recovery. The competitive environment is pushing sureties to focus on 
middle market contractors and commercial surety. 

 Ȗ During the early part of 2016 we saw some market disruption, with XL announcing its 
decision to exit the surety business effective June 30, 2016. This increases the importance 
of having a stand-by or backup surety relationship.

 Ȗ Points of contention in contract negotiation surround extended warranties, consequential 
damages and other onerous conditions that owners are asserting with contractors. 
Contractor profit margins, meanwhile, remain under pressure, narrowing their margin for 
error. 

 Ȗ With increased M&A activity, we have seen commercial surety play a key role in facilitating 
acquisitions and investment strategies. Since surety remains the most cost-effective form 
of capital, many companies are maximizing their surety capacity to replace ILOCs and 
release restricted capital at preferred terms.   

 Ȗ As with previous economic cycles, the current increase in construction activity will put 
pressure on contractors’ working capital, which will trickle down to subcontractors. This 
will lead to the potential of more subcontractor defaults, underscoring the need for general 
contractors to emphasize subcontractor prequalification and to consider requiring surety 
bonds from subcontractors or utilizing a subcontractor default insurance product. It is 
more important than ever for general contractors to have a defined plan to mitigate the risk 
associated with subcontractor defaults.

 Ȗ We continue to see alternative procurement methods such as P3 becoming more 
prevalent, with more than 30 states having some form of P3 legislation. While conventional 
surety bonds continue to support billions of dollars in P3 projects, lenders remain focused 
on having more liquid security than traditional surety bonds typically offer. Several carriers 
continue to work towards addressing this demand for liquidity with the rating agencies and 
lenders.

Price Prediction

Contract Flat to -5%

Commercial -2.5% to -5%
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The One Thing
Maintain a broad 
perspective across 
the entire spectrum 
of terrorism, crisis 
management and 
political risks, as 
such exposures are 
often interrelated 
and more effectively 
managed holistically. 

Contact
Wendy A. Peters 
Terrorism Practice Leader
610 254 7288
wendy.peters@
willistowerswatson.com

Terrorism
 Ȗ Recent attacks in Brussels, Paris and San Bernardino evidence the persistent threat, 

influence and global reach of such terrorist organizations as ISIS, Boko Haram and 
Al Qaeda. Concurrently, increasing evidence of lone wolf-style attacks is making 
prevention increasingly challenging. 

 Ȗ The delayed 2015 renewal of the Terrorism Risk Insurance Act (TRIA) and ensuing, 
albeit temporary, market disruption demonstrated a continued reliance on the program’s 
indemnities.

 Ȗ However, TRIA’s questionable long-term continuance has spurred the growth of important 
and competitively priced stand-alone property and casualty terrorism capacity, now 
estimated at more than $4.3 billion per risk.

 Ȗ With TRIA extended through 2020, we see a resurgence in the use of captives to access 
TRIA-backed indemnities to provide coverage for catastrophic terrorism events otherwise 
unavailable in the traditional property and casualty marketplace, such as coverage for 
cyber-based acts and for nuclear, chemical, biological and radiological (NCBR) terrorism.

 Ȗ The terrorism and political violence insurance marketplace is evolving, with the introduction 
and development of new risk transfer options, including: 

 — First-party cyber coverage

 — Threat of a malicious act cover

 — Deadly weapon/active shooter protection 

 — Post-event loss of attraction products

 — Coverage for business interruption resulting from threat of a terror event

 Ȗ The use of models for terrorism risk continues to expand with the ongoing refinement and 
increasing sophistication of the tools.

Terrorism Capacity ($ Million)

Price Prediction

Non-Tier 1 -20% to -10%

Tier-1 -10% to flat
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The One Thing
Is the party over? 
Insurers and clients 
have enjoyed solid 
growth and profits 
since 2010. That 
may change for 
most of the global 
marketplace in 2016 
and buyers should be 
ready. 

Contact
Scott Ettien
Trade Credit & Political Risks
Willis Towers Watson FINEX
212 915 7960
scott.ettien@
willistowerswatson.com

Trade Credit
 Ȗ Market capacity is beginning to tighten, producing some sector hardening, especially 

for commodities.

 Ȗ Carriers are beginning to brace for a somewhat difficult year, as reported past-due issues 
and non-payment claims are on the rise both in frequency and severity.

 Ȗ As a result, rates are starting to firm up and rise. However, we see rates just beginning 
to climb from the bottom of the valley, so we believe that this is the optimum time for 
corporates to consider trade credit insurance.

 Ȗ Asset-based lending, receivables purchase programs and securitization wraps continue 
to trend higher as tools to help companies monetize their receivables and bolster balance 
sheets.

 Ȗ Capacity for Latin America continues to be a challenge given the economic uncertainty in 
the region. Capacity for Brazilian risk in particular continues to shrink.

Price Prediction

Flat to +5%

+5% to +10% with South American/Eastern European risk
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