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Inflationary pressures on some U.S. property and casualty business lines in 2022 will offset continued favorable conditions in others, S&P Global Market 
Intelligence projects, leading the industry to post a calendar-year combined ratio in excess of 100% for the first time since 2017.  

 

The newly released U.S. Property & Casualty Insurance Market Report projects that the 2022 combined ratio will rise by more than 0.9 percentage points on a 
year-over-year basis to 100.4% even as growth in direct premiums written approaches double-digits for a second straight year. 

We expect that growth rates in the commercial lines will pull back from 2021's torrid pace of 13.6%, but any retreat will be mitigated by upward pressure on 
personal lines premiums. The personal lines segment should see overall growth and increases in rates due to the negative impact of supply chain-induced 
inflation on claims costs. 

Our outlook anticipates a return to a sub-100% combined ratio in 2023, but factors such as persistent inflation and the U.S. economy potentially slipping into 
recession create considerable uncertainty.  

 

 

The post-pandemic world has not emerged along the timeline many initially envisioned. The nature of its evolution has 
also defied conventional wisdom.  

The lingering effects of COVID-19 on global supply chains have been the most meaningful to near-term U.S. P&C 
premium growth and underwriting profitability given their disproportionate impact on private-passenger auto, the 
industry's largest and arguably most important business line. A prospective global recession driven by central bank 
responses to surging consumer and producer prices would have a much broader effect from a P&C industry 
standpoint, with the potential to push losses higher in some business lines and short-circuit the hard market from 
which many commercial lines have been benefiting. 

Personal lines  

The private auto business, besieged by the impact of inflation on vehicle repair and replacement costs, swung to a 
combined ratio of nearly 101.5% in 2021 from 92.5% in 2020 and 98.8% in 2019. It was responsible in 2020 for 
keeping the overall industry's combined ratio below 100%. After the private auto business nearly brought the industry 
to the brink of breakeven in 2021, we project that it will push the overall combined ratio into the red in 2022. 
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Our full-year projection for a combined ratio of 100.4% across lines is 3.2 percentage points lower when excluding the 
private auto business. 

At the same time, carriers' aggressive responses to rising private auto loss costs will help sustain industry premium 
growth at elevated levels in 2023 even as we anticipate a slowdown in growth rates in certain commercial lines. We 
project that the private auto business will be additive to overall P&C industry premium growth in 2023 for the first time 
since 2018. This outlook anticipates that major carriers will succeed in implementing rate increases in California, the 
nation's largest private auto market, after a period of more than 26 months during which regulators did not give initial 
approval to a filing in the business line that sought to raise prices. 

The volume and severity of natural catastrophes will continue to help determine the industry's personal lines 
profitability on a year-by-year basis regardless of the duration and severity of the inflationary pressures facing the 
private auto business. 

In 2021, Hurricane Ida generated $12.1 billion in insured losses in Louisiana, according to the state insurance 
department's April 2022 data call. A material portion of hurricane-related damage generally is attributable to the 
homeowners line, and Ida undoubtedly contributed to the industry's 103.7% combined ratio in that business in 2021. 

We project that considerably more favorable results in the homeowners line in 2022 will be the result of significantly 
higher premiums due to both rate increases and growth in replacement cost value estimates and, to a lesser degree, 
the migration of some business in certain hurricane-prone regions into state-run markets of last resort and outside of 
the scope of our forecast. This will help to partially offset the effects of surging private auto physical damage losses 
business, leading to a projected combined ratio of just over 104.0%, an increase of approximately 2.0 percentage 
points from 2021. 

 

Commercial lines 

The most uncertain of times for the commercial lines business may also rank among the best of times from an underwriting profitability standpoint. 

The commercial lines sector's calendar-year 2021 combined ratio of 96.1% marked a decrease of 3.8 percentage points from 2020, and it ranked as the best 
such result since 2015. We project a similarly favorable result in 2022 with a combined ratio of 96.3%. Projected growth in direct premiums written of 10.6% 
reflects expectations for outsized expansion in the fire and allied lines, which as consolidated by S&P Global Market Intelligence includes a range of business 
lines subject to natural catastrophe risk. The consolidation also includes multiperil and private crop insurance, which are likely to see premiums spike in 
response to soaring commodity prices.  

Expansion may lag 2021's exceptional pace in certain other lines, particularly commercial auto, where growth rates partially reflected a recovery from premium 
volumes in 2020 that were artificially depressed as a result of idled fleets and premium relief extended during the depths of the pandemic.  

We currently expect commercial premium growth to remain strong in 2023 at 6.6%, but the direction the U.S. economy takes in the second half of 2022 will 
have much to say about whether pricing momentum and the demand for coverage in the most susceptible business lines begin to wane. This is particularly true 
in workers' compensation, where our outlook for direct premiums written growth of 7.9% in 2022 would mark a 10-year high; however, volume in future years is 
likely to depend to a large extent on the direction the broader U.S. economy takes. 

Methodology 
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The results and outlook presented in this report primarily focus on growth and profitability. They reflect a sum-of-the-parts analysis of disclosures at the line of 
business level on annual statutory financial statements as filed with the National Association of Insurance Commissioners by more than 2,600 U.S.-domiciled 
P&C insurance companies. Industry aggregates are adjusted to exclude entities that function as state-sponsored markets of last resort, along with certain other 
proprietary adjustments.  

Historical results through the first quarter of 2022; forecasts of key macroeconomic indicators by IHS Markit, a part of S&P Global; U.S. rate, form and rule 
filings; and other internal and external inputs contribute to the formation of our outlook. The forecasts of macroeconomic indicators call for positive growth in 
U.S. gross domestic product, including by 2.91% in 2022 and 2.75% in 2023, relatively low levels of unemployment, rising interest rates and a return of the 
Consumer Price Index to a level approaching the Federal Reserve's 2% target in 2023.  

The report and future articles will explore the implications for the U.S. P&C industry if, as a growing number of market observers fear, certain of those 
projections prove optimistic. Should inflation persist at the elevated levels observed in the spring of 2022, for example, average claims costs in the private auto 
business may continue to rise. But record gasoline prices could prove beneficial from a claims frequency standpoint as consumers opt to limit driving. 

 
 

This article was published by S&P Global Market Intelligence and not by S&P Global Ratings, which is a separately managed division of S&P Global.
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