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Foreword

Dear Colleagues,
Insurers face enormous challenges in the year ahead, and not just because the pace and durability of 
the U.S. economic recovery is uncertain. Indeed, for carriers to expand their business and improve their 
profitability over the long term, they should keep their eyes focused beyond the short-term obstacles 
they may come across in terms of the business climate. 

Many carriers have already made such a proactive approach part of their standard operating procedure. They continually 
reexamine how they do business, realizing that achieving innovation across the enterprise is part of an ongoing journey. 
They regularly reassess their product development and target marketing strategies. They initiate transformations in their 
technology infrastructure, particularly when it comes to underwriting, policy administration and claims systems. They 
periodically reevaluate their distribution systems, both to fine-tune the productivity of their existing sales force while 
exploring the possibility of adding new channels to reach prospects with different needs and preferences.

The driving force behind such innovative carriers is their commitment to differentiate themselves and keep improving the 
customer experience so they aren’t left to compete on price alone, or the sale of a commoditized product. In short, they 
constantly look to add value to the equation for their clients to improve both acquisition and retention rates.

Leading insurers also realize that despite the rising importance of technology, insurance is still a people business. Cutting-
edge carriers continuously adapt to the needs of the evolving workforce and make adjustments to develop and retain the 
talent they already have within the company, while attracting those with the skill sets required to remain in the forefront  
of innovation.

Such changes are not easy to contemplate or implement, but the longer strategic decisions and initiatives are delayed, the 
more difficult it might be to catch up with, let alone surpass the competition. One factor in favor of insurers is that unlike 
the economic conditions in which they operate, these challenges are usually very much within their control, leaving them 
in charge of their own destinies.

This year’s Outlook has a different spin to it from prior editions. Our research team has picked out 10 important issues that 
senior insurance executives should take into account as they make their way through the year. The list is not exhaustive, 
nor are many of the issues raised new to the industry. But effectively addressing these topics is likely to put insurers in a 
much better position not just to survive, but to prosper in 2013 and beyond.

This Outlook is based on original research combined with the insights and first-hand experience of many of Deloitte’s 
leading insurance practitioners. We anticipate that it will be well worth your while to consider each of these challenges 
from your own company’s perspective, so as to tailor an appropriate response for each insurer’s individual circumstances.

Rebecca C. Amoroso
Vice Chairman
U.S. Insurance Leader
Deloitte LLP
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Introduction: Macro- and micro-concerns likely 
to impact the property and casualty insurance 
industry in 2013

As the economy goes, so goes the property-casualty 
insurance industry. And while an economic recovery has 
been underway in the United States for quite some time, 
thus expanding the available pool of insurable exposures, 
we still have a ways to go to recover the jobs and 
regenerate the business activity that was lost following the 
2008 financial contraction.

Over the past year, economic growth has been slow 
and unsteady. At the same time, low interest rates have 
undercut investment income and pressured carriers to 
raise rates to compensate, but not so high as to forfeit 
market share. Catastrophe losses, most recently courtesy 
of “Superstorm” Sandy, continue to depress the balance 
sheets of a number of carriers. 

The industry’s growth prospects are further hindered by 
events outside the country, which threaten to undermine 
or perhaps even derail the fragile U.S. recovery. In the 
Eurozone, the possibility of a full-fledged financial crisis 
remains. Although European policymakers have taken 
steps to curtail the risk of a sovereign debt default, 
lingering concern over the fate of the Greek and Spanish 
economies is keeping the region and the world on edge. 

In addition, growth rates are slowing down for the world's 
biggest trading partner, China, as well as other developing 
markets, which could further exacerbate sluggishness in 
the U.S. and global economies.

The economic recovery has been erratic over the past two years, but there have been gains in private sector 
hiring as well as auto sales, creating millions of new insurable exposures for property and casualty carriers.
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Exhibit 1. Economic rebound uncertain, but growth pockets emerging 
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Still, there are significant signs of improvement in the U.S. 
economy. Private sector rehiring, gains in the automobile 
and housing markets, and expansion of domestic energy 
production and manufacturing are among the macro-
trends likely to instill more confidence in the economy and 
spur stronger growth in insurance sales. 

However, insurers need to be prepared to deal with a 
“two-steps forward, one-step back” type of economic 
recovery. To adapt to this “new normal,” there are actions 
carriers can take not only to leverage new opportunities 
emerging in the short term, but to set the stage for  
longer-range gains, in part by improving their technology 
and talent base as well as their marketing and  
distribution capabilities. 

In the face of some of the macroeconomic challenges 
mentioned above, U.S. insurers will have their work cut 
out for them securing new business while bolstering their 
bottom lines. Their task might be further complicated by 
stricter regulations concerning financial disclosure, risk 
assessment and capital management.

But insurers have options to bolster their ability to 
overcome many of these obstacles, as outlined below. 
While there may be much going on in the economy that is 
outside of the industry’s control, there are proactive steps 
insurers can take in terms of how they do business so they 
can better position themselves to adapt to life in a slowly 
recovering economy.
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The list of 10 challenges

As we contemplate the competitive landscape in 2013, 
senior-level insurance executives are likely to confront 
a series of interdependent challenges that should be 
addressed for carriers to thrive in the year ahead and 
beyond. While many of the issues raised here are not 
appearing on a list of this sort for the first time, they are 
likely to play a much larger role in insurer growth over the 
next 12 months. 

We’ve broken the 10 leading challenges for 2013 into four 
broad categories of concern—financial (how insurers can 
improve their top- and bottom lines), marketing (how they 

Exhibit 2. Leading property and casualty issues

can more effectively reach and serve clients), management 
(how they might do a better job running their companies), 
and regulatory (how they can navigate the changing rules 
of the game). 

There are undoubtedly additional threats and opportunities 
on the radar of individual carriers, and each year brings 
its own unforeseen problems to address. But few carriers 
will be able to avoid this list of 10 challenges, while those 
that can overcome at least a few of them will be far better 
positioned to take on whatever other crises emerge in 
2013 and through the rest of what could be a turbulent 
decade indeed.
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Financial concerns: How can insurers improve 
their top- and bottom lines?

P&C insurers can piggyback on  
growth sectors

Even though the economic recovery is slow and sporadic, 
property and casualty insurers are poised for top-line 
growth this year. Unable to depend on investment income 
due to low interest rates and a volatile securities market, 
carriers have been paying closer attention to underwriting, 
often with the support of new and improved predictive 
analytics, and raising prices for coverage accordingly.

As a result, premiums on average have been rising in the 
middle-single-digits in both personal and commercial 
lines, with accommodations made up or down depending 
on the individual risk. This trend is likely to continue 
and perhaps gain momentum in 2013, particularly in 
catastrophe-prone areas of the country, and especially on 
the East Coast given the impact of massive losses from 
“Superstorm” Sandy in late October.

At the same time, insurers have benefitted from growth 
in insurable exposures over the past two years as private 
employers continue to add workers and as housing 

and auto sales rebound. The combination of stricter 
underwriting, higher prices and an expanding exposure 
base should generate steady premium volume growth for 
many carriers in 2013.

What’s new for 2013?
The soft market for insurance may be over, but the 
hardening of the market is likely to remain modest. While 
premium rates and overall volume are both on track to rise 
this year, organic growth will not necessarily be quick–or 
high enough–to satisfy shareholders looking for a greater 
return on equity in a competitive capital market.

To take growth to the next level and rise above the 
competition, insurers might have to do more than merely 
wait for a rising premium tide to lift all boats. Many will 
test new product lines, explore additional target markets, 
and consider expanding their distribution channels to 
reach a wider base of prospects, while also contemplating 
opportunities for mergers and acquisitions.

Bottom line
Not all states are created equal in terms of economic 
recovery. With domestic energy production on the 
rise, those states with oil, gas and coal to exploit are 
experiencing faster growth and lower unemployment rates 
than in the rest of the United States. 

Meanwhile, certain sectors of the national economy are 
growing faster than others—such as healthcare, which 
could see an additional insurable exposure boom as 
the Patient Protection and Affordable Care Act is fully 
implemented, bringing tens of millions of new patients into 
the system. 

Outside the country, developing markets such as China, 
India and Brazil, while losing a bit of steam last year, are 
still growing at much faster rates than in the U.S. and 
Europe, while continuing to build a much bigger middle 
class of insurance prospects. 

Carriers that can switch gears to expand in or enter faster-
growing states, countries and industry niches will likely 
have an easier time improving both their top-lines and  
their profitability.
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With the private sector creating millions of new jobs over the past two years, 
workers’ compensation carriers in particular have enjoyed a groundswell of 
growth in insurable exposures and premium income. 

1

Exhibit 3. Private sector hiring on the rise

U.S. Private Industry Employment
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New combinations likely to emerge with the 
urge to merge

Organic growth prospects for P&C carriers appear to be 
improving going into 2013. However, a confluence of 
challenges, including excess capital in the industry, reduced 
ability to release reserves, steady but modest organic 
growth rates, and investor demand for greater returns 
point towards a revived insurance merger and acquisition 
environment as carriers look to more quickly expand 
market share, distribution capabilities and economies  
of scale.

A buzz of activity from insurers beginning to shore 
up internal M&A capabilities indicates potential for a 
near-term upsurge in deal-making, as insurers may now be 
tempted to merge or acquire players or lines of business to 
drive growth in new markets both here and abroad. 

What’s new for 2013?
Major transformational deals in the U.S. are less likely than 
bolt-on acquisitions of additional distribution channels, 
business lines and geographic outlets, both here and 
outside the country. However, a rising stock market, 
improved pricing conditions and pent up demand could 
prompt P&C insurers looking to broaden their scope to 
intensify M&A efforts, potentially driving up the volume 
and value of deals. 

Meanwhile, carriers may see the distribution landscape 
changing as well, as brokers and agents will remain a hot 
M&A segment. But there may be fewer potential targets 
available in the regional and mid-size space, as many have 
been gobbled up during the flurry of consolidation activity 
over the past several years.

Bottom line
Difficulties in agreeing to deal terms may continue to be an 
impediment, although it appears that spreads in valuations 
have stabilized and are beginning to narrow. While it’s 
tricky to predict where the capital markets—a noteworthy 
predictor of M&A activity—will go over the next six-to-12 
months, it seems the overall environment is ripe for an 
acceleration of insurer deals. 

It’s time for insurers to proactively rebuild strategic internal 
M&A capabilities abandoned since the financial crisis. 
Insurers should create enriched M&A playbooks, rigorous 
targeting and screening strategies, and readiness studies to 
position themselves for when deal activity accelerates and 
targets are identified. 

They then should be prepared to effectively integrate 
acquisitions once they are executed, which can often be a 
bigger challenge than finding or completing a deal in the 
first place. 

2
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Show me the money: Low interest rates 
prompt search for alternative investments 

There is no respite in the near future for insurance carriers 
suffering the effects of falling investment yields, as the 
Federal Reserve has indicated plans to try to hold interest 
rates at low levels through mid-2015. The resulting 
diminished investment income impedes the industry’s 
ability to generate a return on equity that satisfies 
stakeholders while still providing competitive product 
rates. In some areas, premium rate increases over the last 
few quarters have taken up part of the slack, but carriers 
will likely require new strategies to bolster income from 
investments and improve their bottom line.

The implication is that carriers will continue to focus 
on assets that generate higher absolute returns. The 
drawbacks to this strategy include questions as to whether 
incrementally improved spreads justify incremental 
increases in portfolio risks and the potential for higher 
capital requirements.

At the same time that insurers are struggling to 
maintain or grow investment income, outside sources of 
non-traditional capital are boosting investments in the 
property-casualty insurance business, including hedge 
funds that are launching new reinsurance firms and 
the expanding securitization of risk via insurance-linked 
instruments such as catastrophe bonds. 

What’s new for 2013?
Insurers will likely become more aggressive in their quest 
for higher yields by exploring or increasing investments in 
various alternative asset classes such as real estate, private 
equity, developing-country stocks and bonds, hedge 
funds, commodities, and oil and gas assets. In addition to 
higher yields, some alternative investments can provide an 
additional hedge to insurers against low interest rates, due 
to their negative correlation with traditional investments. 

Also on the horizon, particularly for smaller insurers, is 
the outsourcing of alternative investment management 
to third-party asset managers, who are more familiar with 
such asset classes and might offer cost advantages.

Insurers may also further leverage catastrophe bonds and 
the new reinsurance capacity coming into the market via 
hedge funds to shed some of their extreme underwriting 
risks and maintain capital at comfortable levels. 

 
Bottom line
Carriers are likely to look to boost investment yields so they 
have a better chance of generating their targeted return 
on equity. Insurers may therefore revisit their strategic asset 
allocation, including consideration of potential increases in 
alternative assets to generate higher returns and diversify 
their investment portfolios. 

To determine optimal asset allocation and manage 
their portfolio risk, carriers are likely to embrace more 
sophisticated portfolio and risk management strategies.  
An alternative investment portfolio that optimizes the 
return within external constraints is critical to boost the 
bottom line. 

To achieve this goal, insurers are expected to seek an 
acceptable balance between maximizing returns versus 
assuming additional risk and capital requirements.

Insurers will likely become more aggressive in their quest for higher yields by 
exploring or increasing investments in various alternative asset classes such as 
real estate, private equity, developing-country stocks and bonds, hedge funds, 
commodities, and oil and gas assets.
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Exhibit 4. Insurers hamstrung by falling interest rates

U.S. Treasury Yield Curve
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Marketing concerns: How can insurers 
more effectively reach and serve their 
customers?

Special delivery: The more distribution options,  
the better

In personal lines, younger auto and homeowners 
consumers are the most likely to buy direct from carriers, 
while those in the youngest age segments who bought 
through agents and brokers are the most skeptical about 
the value of their intermediaries, according to a survey 
by Deloitte Research in the summer of 20111. The use of 
agents, as well as loyalty to intermediaries, rose with the 
age of respondents.

But given the growing proclivity of younger consumers 
to do business over the Web, it is no certainty that 
intermediaries can count on them to behave more like 
their parents as they mature. This means demand for 
intermediary services could fall over time, especially if their 
value is limited to price-shopping and policy-peddling.

Meanwhile, focus groups convened in the summer of 2012 
on behalf of Deloitte’s Center for Financial Services found 
that small-business consumers might be open to buying 
even standard commercial coverages directly from carriers 
under certain circumstances—including a reasonably 
discounted price, more clearly-written policies, and an 
option for higher-grade “concierge” service. These focus 
groups made clear that agents and brokers can no longer 
take it for granted that small-businesses will continue 
to buy commercial insurance through an intermediary 
unless they can demonstrate the value they bring beyond 
marketing a risk and handling minor service issues. 

What’s new for 2013?
Even for those carriers committed to selling in whole or in 
part through an agency distribution force, a reassessment 
of relationships remains likely, as insurers are increasingly 
eager to align with the most productive and profitable 
distribution partners—not only among established 
distributors, but up-and-coming intermediaries as well 
given the growing need to replenish an aging agency force. 

Thus, more carriers are expected to turn to advanced 
analytics not just to underwrite policies and settle claims, 
but to identify performance drivers and industry best 
practice benchmarks so they partner with agents and 
brokers showing substantial growth potential. 

Meanwhile, additional carriers may look to establish direct-
channel options to more effectively reach those currently 
underserved by the traditional agency distribution system, 
as well as consumers who prefer to do-it-themselves and 
deal on their own with a carrier, often online.

Bottom line
No one can afford to take their distribution systems 
for granted. More insurers are likely to grow bolder in 
exploring alternative channels to capture greater market 
share, catering to the needs and preferences of different 
segments while cutting frictional costs. 

More carriers may be challenged to effectively manage 
multiple platforms and resolve channel conflict while 
maintaining the customer experience. This trend is likely to 
grow beyond personal lines, as more commercial insurers 
consider direct-to-consumer sales initiatives targeting 
small-business consumers. 

However, agents are likely to remain a major source of 
business for the foreseeable future, especially among 
those consumers requiring advice and service to navigate 
more complex personal and commercial exposures. That 
means those carriers doing business through independent 
agents should take steps to fortify their distribution team, 
while some of those selling direct might consider adding 
an independent agency component to their sales force to 
reach customers with a different set of needs and  
service expectations.

1  The Voice of the Personal Lines Consumer: Buyers in the Driver’s Seat, Deloitte Research, 2012

4



Innovation becomes part of a winning  
insurer’s DNA

An increasingly commoditized P&C market and intense 
competition should energize the quest for differentiation, 
and the conduit to distinction in 2013 is innovation. 
Insurers looking to pursue organic growth should start 
thinking more broadly about how to remain relevant with 
consumers, with the true winners recognizing the coming 
tidal wave of changing customer expectations and needs. 

Insurers should take a deliberate and disciplined approach 
to nurture ideas that add value to customers. At the same 
time, they should focus on a portfolio of sustaining and 
disruptive innovations that challenge the status-quo.

What’s new for 2013?
Insurers are likely to experiment with product design, 
led by the pioneers in pay-as-you-go telematics. Some 
will invest in predictive modeling capabilities to conceive 
new lines of business and products that cover emerging 
risks. Services can be enriched with mobile and online 
capabilities that take a customer across the insurance cycle 
for real-time sales, monitoring and service. 

Carriers should begin to benefit from ever more 
advanced analytics, as they transform existing processes 
and technology to achieve a 360-degree view of each 
customer. Those that accomplish this innovative strategy 
are more likely to realize competitive advantages from 
cross-selling and subsequently attain the 'stickiness' that 
carriers strive for in customer retention. 

Advanced analytics can help micro-targeting of  
segments and facilitate cross-selling opportunities.  
It will also significantly improve the accuracy of fraud  
detection through real-time analysis of structured and 
unstructured data.

Bottom line
Insurers should focus on becoming more adroit with 
advanced technology and increasingly sophisticated 
analytics to vie for competitive advantages in product and 
service offerings. 

Innovation can help insurers target growth opportunities 
from emerging risks, such as the uncertainties of a 
globalized supply claim, cyber exposures, political unrest, 
and in emerging markets where insurance penetration is 
poised to increase multifold. 

In addition, as science fiction begins to morph into reality 
(and cars literally begin to drive themselves), insurers 
will have to become more nimble in product design 
and underwriting. But, keep in mind, innovation often 
whips up headwinds, from consumer acceptance to new 
regulations and limits. 

5
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Operational concerns: How can insurers do a 
better job running their companies?

As carriers continue to rely more on mobile technology to improve their productivity in the field, they should 
make data security a priority as a breach could leave them open to legal liabilities and reputational damage. 

Tech to the rescue! 
Burdened with legacy systems and business practices, 
many insurers are struggling to adapt to the accelerating 
momentum of technology advancements and subsequent 
shift in consumer behavior and preferences. Consumer 
expectations are being set by other industries, and as a 
result the use of smartphones, tablets and computers is 
now virtually ingrained in society. 

Real-time service and convenience is the standard to meet, 
with speed-to-market a critical concern. Social media and 
prospects of the next game-changing technology schemes 
are challenging industry players to consider how to use 

these vehicles to harvest the growing amount of real-time 
structured and unstructured data to the long-term benefit 
of their business. 

Predictive modeling and advanced analytics are also 
becoming more prominent on insurers’ radar, as a 
prolonged period of low interest rates and subsequent 
anemic returns highlight a critical mandate for increased 
underwriting excellence. Predictive modeling capabilities 
and advanced analytics could be instrumental in a carrier’s 
quest to differentiate themselves through enhanced 
customer experience with better policy administration, 
targeted marketing, pricing, claims servicing, and  
fraud control. 

6
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At the same time, privacy, liability, regulatory, and 
reputational risk concerns make data security a renewed 
priority as the increased use of technology opens insurers 
to a wider range of potential cyber-exposures should a 
breach occur. 

Finally, regulators are demanding greater transparency and 
oversight through increased reporting and self-disclosures, 
which will require technology system modernization. 

What’s new for 2013?
The use of advanced analytics for core underwriting, 
policy administration, and claims management functions 
might require significant IT system consolidation. Insurers 
will likely expand their footprint in the digital world with 
the use of new technologies such as content analysis, 
sentiment analysis and digital identity to benefit from 
changing customer preferences. Others may leverage 
social media more productively than as a billboard for the 
company’s brand. 

Many carriers are also likely to look to bolster the value 
proposition offered by their policy administration  
systems in terms of product innovation, underwriting 
excellence, business intelligence and analytics, as well as 
delivery technology. 

Cloud computing provides a breakout opportunity to 
insurers to migrate off legacy core systems, improve 
operational efficiency, and reassess the validity and 
relevance of existing business rules. Cloud use may also 
provide advanced fraud detection capabilities through 
real-time analysis of structured and unstructured data.

The use of “Big Data,” particularly via telematics, is 
expected to continue to attract attention, as both personal 
and commercial line auto insurers expand capabilities in 
the usage-based insurance model. The critical challenge 
will be to separate the hype of “Big Data” from its real-
world, practical application.

Bottom line
Advances in consumer technology will continue to push 
the tech demands faced by carriers while shaping customer 
expectations. Increasingly, a carrier’s technological 
capabilities create competitive advantages, prompting 
more insurers to consider disruptive technologies as one 
way to gain an edge. 

Legacy systems will need to be modernized to meet 
stakeholder expectations. How effectively an insurer 
integrates technology within each function, and creates 
business process improvements as a result to enhance the 
customer experience, is likely to determine the industry’s 
long-term winners. 

Carriers should also look to leverage new technology 
not just to connect better with consumers on sales, but 
in service as well, particularly with the demand for 24/7 
access and “do it yourself” capabilities becoming table 
stakes across industries. 

However, with each new tech initiative, insurers should 
carefully reexamine and consider how to fortify their 
data security systems and put in place rapid response risk 
management plans in case a breach should occur. 
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Insurers can improve their recruitment efforts by developing in-depth proficiency profiles that go well 
beyond basic job descriptions, and then using advanced analytics and predictive models to spot prime 
candidates for positions requiring specialized skill sets, even from other industries. 
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Solving the talent paradox: Switching gears 
on recruitment and retention

How is it that while millions of workers are unemployed 
and eager for a job, many insurers are finding it very 
difficult to fill critical roles requiring more specialized skills, 
such as actuaries, underwriters and claims investigators? 
That paradox can be explained in part by the fact that 
unemployment among highly-educated individuals is far 
lower than it is with the population at large, creating stiff 
competition for the most able job candidates.

This challenge is exacerbated by the fact that a growing 
number of carriers are losing experienced personnel to 
retirement because of an aging workforce. At the same 
time, insurers find themselves in need of more highly-
skilled individuals to handle the advanced data analytics 
and predictive models being deployed throughout their 
operation, as well as comply with new regulatory and 
financial reporting requirements, among other emerging 
personnel needs.

In addition, reputational challenges and a lack of 
awareness about opportunities in the industry continue to 
hinder insurer efforts to recruit the best and the brightest 
out of college and graduate schools.

Source: Bureau of Labor Statistics, Occupational Outlook Handbook, 2010-2011 Edition

Exhibit 5. Help wanted

7

U.S. Insurance Industry Critical Workforce Requirements Projection: 2008-2018
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What’s new for 2013?
Many insurers will likely not be able to fill their personnel 
needs by placing an online “Help Wanted” ad or recruiting 
talent from competitors. Instead, they will have to more 
precisely identify what it takes to get the job done in each 
critical function so they can proactively and creatively seek 
out non-traditional candidates through alternative sources.

To fill the personnel gap, insurers should consider 
refocusing their talent initiatives. To accomplish this, they 
have to take steps to better understand the background 
and skill sets required of those in specialized positions, 
facilitated by the development of in-depth proficiency 
profiles that go well beyond basic job descriptions. 

They also should recognize that employees of various 
generations, ethnicities and levels of development often 
have very different outlooks on what they expect and value 
from their employers, and customize how they approach 
and motivate each segment. 

Bottom line
While insurers need to do a better job recruiting talent 
both from within the industry and among the most 
promising graduates, due to the talent paradox they are 
not going to be able to fill all of their critical roles with 
external candidates despite the large pool of unemployed 
workers available. They therefore would be wise to build 
from within as an equally important priority, focusing 
their talent retention investment dollars on retraining and 
moving existing staff into critical, hard-to-fill roles requiring 
specialized knowledge and skills. 

Insurers should also expand their available talent pool by 
diving deeper into the knowledge base, behaviors and 
personal attributes required to make their skilled players 
successful. Such data can be incorporated into predictive 
models that spot personnel already working at the 
company as well as at competitors who can assume more 
valuable roles. In addition, such models can help identify 
candidates from other industries altogether who could 
most easily and productively transition to a new career in 
the insurance industry. 

Meanwhile, to attract and retain top talent, carriers  
should recognize that different segments of employees 
do not have the same expectations and preferences 
when it comes to the workplace experience, and respond 
accordingly.
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With catastrophe losses taking big chunks out of the insurance industry’s bottom line, insurers should 
tap wider data sources to get a better handle on potential exposures, especially in new areas hit more 
frequently or severely thanks to changing climate patterns. 

Herding cats: Global warming puts insurers on 
the hot seat 

The worst draught in years and the widespread devastation 
caused by “Superstorm” Sandy once again flashed the 
spotlight on the difficulties in anticipating catastrophe 
exposures, as well as the wide coverage gap in place due 
to the unwillingness or inability of many to buy the proper 
insurance for such contingencies.

Even though claims hitting private crop insurers are heavily 
reinsured by the federal government, draught-related 
losses for carriers were likely to total in the billions for 
2012. Meanwhile, Sandy ran head on into the New York/
New Jersey coastline, causing massive flooding, severe 
wind damage and widespread power outages that left 
many areas in the dark for weeks. Tens of billions in claims 
for auto, homeowners and commercial policyholders for 
lost property and business interruption could make  
Sandy the second-highest insured loss, topped only by 
Hurricane Katrina. 

8
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Insured losses from Sandy were expected to be 
exacerbated because government officials determined the 
storm not to be of hurricane force when it hit the region, 
meaning that carriers will not be able to trigger hurricane 
deductibles to mitigate their exposure. 

Unfortunately, this point is moot for many of those 
who suffered water-related losses during Sandy and its 
aftermath if they do not have personal or commercial flood 
insurance. Such uninsured individuals will have to cover 
much if not all of their repair and replacement costs with 
their own personal funds, perhaps putting the spotlight on 
shortcomings in the private insurance sector as well as in 
federal programs designed to fill the catastrophe gap.

What’s new for 2013?
At a minimum, expect insurers to raise prices for personal 
and commercial property accounts by a few additional 
points in disaster-prone areas, particularly if carriers 
are concerned about their ability to enforce hurricane 
deductible clauses in their policies. In addition, insurers 
may choose to mitigate their exposure by limiting the 
number of policies they write in such regions, putting 
further pressure on rates by reducing supply. 

However, with property-catastrophe prices on the rise and 
standard carriers perhaps moving to lower their exposure, 
more non-traditional sources of capital are likely to flood 
the market, backed by investors willing to take on disaster 
exposures in return for risk diversification and higher yields 
during this low interest rate period. Look for the launch of 
additional permanent capital facilities such as reinsurers 
backed by hedge funds, as well as the expansion of 
insurance-linked securities, through the issuance of new 
cat bonds. 

Bottom line
Insurers should tap wider data sources to get a better 
handle on the potential exposures they face not only 
in known disaster areas, but in regions where such 
catastrophes have rarely been seen but where storms 
may be experienced more frequently or severely due to a 
changing climate. More advanced data analytics can allow 
carriers to make sounder judgments when it comes to 
pricing, risk concentration and ultimately in determining 
where (and where not) to write business.

The influx of nontraditional capital in the form of hedge 
funds and cat bonds is expected to bolster capacity 
and might help take the edge off potentially severe rate 
hikes. But such sources could turn out to be fickle in the 
long-term if too many “anomaly”-type disaster losses 
strike in the United States and globally.

Increased emphasis on improving building codes, revising 
coastal zoning requirements and delivering a harder sell 
on the need for flood insurance among a wider group of 
policyholders would also likely be wise. 

But at some point, U.S. insurers might choose to follow 
the example set by their European counterparts in terms 
of working to more proactively address the potential 
impact of climate change by mitigating the causes of 
global warming, rather than retroactively getting stuck 
with much of the cleanup and recovery bills.
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Regulatory concerns: What should carriers do to 
keep up with new rules?

Riding out the storm on regulatory  
reform

“Superstorm” Sandy revealed the quandary facing the 
property-casualty insurance industry. On one hand, the 
well-capitalized sector was properly positioned to absorb 
the losses, and may even benefit in the long run from 
a hardening market. However, quick intervention on 
the question of hurricane deductibles embodied a new 
aggressiveness by state regulators that may hamper 
insurers’ ability to properly manage risk.

Take New York, for example. That state had allowed 
hurricane deductibles to encourage insurers to provide 
coverage in exposed, expensive coastal areas, but promptly 
invoked what some might have considered a technicality—
were insurers to have used it to avoid coverage—to 
say these deductibles did not apply to Sandy damage. 
Insurers were also instructed to accept homeowners’ 
documentation of losses instead of requiring an on-site 
inspection first before processing claims. New York also 
imposed a 30-day moratorium on cancelling or terminating 
homeowners’ and small-business owners’ insurance 
policies in storm-stricken areas for any reason, including 
non-payment of premiums.

These actions may raise concerns as to what to expect 
from regulators if insurers seek to rebalance their risk 
portfolios by reducing some geographic concentration. 
The last time this happened in New York, insurers were 
subject to hearings and media coverage, meaning the 
price of prudent risk management in 2013 may be some 
reputational risk. 

What’s new for 2013?
Homeowners insurance may not be the sole area of 
increased reputational risk due to regulatory actions. 
The Federal Insurance Office is mandated to study the 
effects of auto insurance availability and affordability on 
low-income and underserved communities. The National 
Association of Insurance Commissioners set up a task force 
and scheduled hearings at its last 2012 meeting to discuss 
the matter. 

Consumer groups have complained about the use of 
legitimate predictors that may seem unrelated to driving 
behavior in setting auto rates, and with states like 

Insurers face a number of regulatory challenges ahead, including the possibility 
of a more active Federal Insurance Office.

Solvency II

Dodd Frank          Federal rulemaking Consumer Financial 
Protection Bureau

NAIC Solvency Modernization
Initiative (SMI)

Risk management and 
Own Risk and

 Solvency Assessment 
(ORSA)

Reporting 
requirements

International Financial 
Reporting Standards

(IFRS)

Systemically Important
Financial Institution

(SIFI)

California banning many of these predictors, the door 
is open for other state regulators to do the same as a 
consumer protection issue.

Bottom line
“P&C insurers should prepare for continued aggressive 
consumer protection measures,” said Howard Mills, 
Director and Chief Advisor of Deloitte LLP’s Insurance 
Industry Group. “But there are win-wins on the horizon 
for innovative companies. New collision avoidance 
technologies in cars, for example, may reduce accidents 
and leave consumers and regulators calling for rate 
reductions. Innovative insurers thinking about how to deal 
with new or improved product sets can open the way for 
increased customer satisfaction and market growth.”

Exhibit 6. Putting the regulatory puzzle together

9



2013 Property and Casualty Insurance Industry Outlook    17

ERM becomes a differentiator 
The basic elements of enterprise risk management (ERM) 
are solidly in place within many P&C insurance companies. 
However, with new requirements on the horizon for ORSA 
(Own Risk and Solvency Assessment), being developed 
by the National Association of Insurance Commissioners, 
many carriers may have to scramble to fill gaps to 
demonstrate an acceptable framework. 

The end game is for insurers to more effectively identify, 
measure, monitor, manage, and report the risks inherent 
across their operations, while facilitating full integration of 
ERM into decision-making throughout the organization. 

However, apart from regulator pressure, insurers have also 
begun to recognize the importance of ERM as a tool to 
differentiate their companies in terms of how proactively 
they deal with emerging risks in an increasingly complex 
global exposure environment. 

What’s new for 2013?
ERM is likely to see its profile raised at insurance carriers 
in 2013. As insurers gear up to meet new regulatory 
requirements, ERM efforts will require a significant 
investment of time, talent, and resources. Following 
extensive gap analysis, insurers are expected to make 
improvements in their data and information  
management capabilities. 

Also on the horizon is a convergence between risk 
management and strategic decision-making to facilitate 
the most efficient use of capital. This will likely elevate 
ERM to top levels of insurance organizations and begin to 
permeate the DNA of the P&C business. Consequently, the 
role of Chief Risk Officer will continue to become more 
prominent and deeply entrenched in strategic planning.  

Bottom line
An effective ERM function is an imperative for insurers 
beyond regulatory mandates coming down the road. It 
provides top management with a broader view of potential 
threats and prepares insurers to deal with worst-case 
scenarios that might arise. 

To reach the next level of ERM maturity and fully 
realize the potential of an integrated risk management 
function, insurers should upgrade technology and skill 
sets across the enterprise. Carriers should also recognize 
this holistic risk management approach as a strategic 
priority and embrace its principles to more effectively 
avoid catastrophic exposures, contain costs, and establish 
competitive advantages. 

Moreover, carriers are likely to begin to embed predictive 
analytics within risk management to get a prospective view 
of the implications arising from various exposures, and 
prepare in advance against potential adversity.
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In the final analysis…

It’s relatively easy to identify the challenges facing insurance carriers and their distributors, but it’s a lot harder to 
determine how an individual insurer should respond. Each course of action has its own risks and rewards, but perhaps 
the one certainty is that doing nothing is rarely an option. Even carriers that consider themselves successful under their 
own version of the status quo should evaluate the potential vulnerabilities of their business models in a rapidly evolving 
economy and insurance marketplace.

For now, senior executives at least should begin assessing how the challenges raised in this report are likely to affect their 
ability to generate growth and profitability. Each issue is both a threat as well as a potential opportunity, depending on 
how a particular carrier chooses to address the challenge. 

As noted earlier, there is a lot in the world beyond the control of insurers. But risk is their business, and by taking both 
small and bold risks now to get a better grip on their larger exposures down the line, their stakeholders and customers 
will likely be better for it.
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