
Excess capacity, competitive market conditions, eco-
nomic uncertainty and low interest rates continue to 
be major factors in the outlook for property/casualty 
insurers and reinsurers. Personal lines, commercial 
lines and reinsurance writers in the aggregate have 
weathered the difficulties of the past few years fairly 
well, but there is the potential for downward rat-
ing pressure, especially in the commercial segment, 
where loss-reserve adequacy has been eroding. Spe-
cific outlooks are discussed below.

Personal Lines: Stable
A.M. Best continues to maintain a stable outlook in 
2011 for the personal lines segment. This stable out-
look implies that the majority of 2011 rating actions 
for this segment are likely to be affirmations, with an 
anticipated fairly balanced distribution of upgrades/
positive outlooks and downgrades/negative out-
looks.

The stable outlook represents A.M. Best’s expectation 
that personal lines carriers will continue to maintain 
strong risk-adjusted capitalization into 2011. In addi-
tion, operating performance, particularly from the per-
spective of normalized catastrophe activity, is expect-
ed to remain adequate for the segment. Despite the 
challenges associated with frequent adverse weather, 
ongoing macroeconomic volatility and a competitive 
landscape, the personal lines segment has shown con-
sistent resiliency over the past several years. This can 
be attributed to the stability of the automobile line; 
improving risk management in the face of volatility in 
the homeowners line; and most important, solid risk-
adjusted capitalization.

However, carriers in the personal lines segment con-
tinued to face a number of challenges in 2010, includ-
ing uncertain macroeconomic conditions, higher 
loss costs, adverse weather-related losses, ongoing 
expense management issues and a dynamic competi-
tive landscape. Although the industry has successfully 
managed these challenges, they remain and likely will 
be compounded by new ones that have yet to emerge. 
Regardless, operating performance is expected to 
remain adequate into 2011 and generally in line with 
prior years, while capitalization is expected to remain 
strong.

Commercial Lines: From Stable to Negative
A.M. Best has revised its outlook for commercial lines 
from stable to negative for 2011. This revision implies 
that while the vast majority of rating actions will be 
affirmations, negative rating actions will outnumber 
positive rating actions in 2011.

The outlook change reflects A.M. Best’s expectation 
of continued competitive market conditions, gradual 
price deterioration and lower favorable loss-reserve 
development. With sluggish economic growth expect-
ed and the replenishment of the segment’s surplus in 
2009 and 2010, capacity remains high. This will contin-
ue to foster moderate deterioration in rates. Combined 
with loss-cost inflation, this pricing trend will continue 
to compress margins for the segment, pushing the 
combined ratio over 100.

While balance sheets remain relatively strong, A.M. 
Best expects continued erosion in loss-reserve adequa-
cy. Workers’ compensation and other liability, the two 
largest commercial lines as measured by net written 
premium, already have turned from favorable to mod-
estly adverse reserve development. A.M. Best believes 
reserve charges will become more common in 2011 
than in the recent past, as more insurers have report-
ed optimistic recent accident-year results.

While the commercial lines outlook has been revised, 
A.M. Best does not expect rating actions to move pro-
foundly negative. Many insurers have priced rationally 
through the development of improved pricing tools in 
recent years – including better segmentation of data 
and enhancements in predictive modeling – and have 
strengthened enterprise risk management practices. 
In addition, extremely low interest rates have forced 
an emphasis on underwriting profitability for the best 
performing companies. Finally, in the aggregate, the 
segment maintains strong capitalization, which will 
cushion any deterioration in operating results.

Reinsurance: Stable
For the fifth consecutive year, A.M. Best is maintaining a 
stable outlook in 2011 for the global non-life reinsurance 
industry. This implies that the majority of 2011 reinsurer 
rating actions are likely to be affirmations, with only a 
modest number of anticipated rating or outlook changes.
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The outlook reflects A.M. Best’s view that the majority 
of global reinsurers are maintaining very strong capi-
talization, which should allow most to withstand the 
continuing soft reinsurance market as it enters a fifth 
year. Through mid-December 2010, underwriting per-
formance was reasonable, bolstered by the absence of 
a major U.S. hurricane and continued favorable reserve 
development. This has helped to mitigate losses from 
a rash of global catastrophes that occurred mostly in 
the first half of the year. The continuing recovery in 
investment markets further replenished capacity for 
the segment in terms of both realized and unrealized 
investment gains. Net investment income is a positive 
but noticeably smaller component of the total return, 
as investment yields continue to shrink against a grow-
ing invested asset base.

The top line also is under pressure as reinsurers contin-
ue to maintain underwriting discipline and ceding com-
panies choose higher retentions. In recent years, rein-
surers have shifted their focus to shorter tailed classes 
with more attractive pricing, especially in light of cur-
rent investment yields. This discipline is crucial to mini-
mizing future underwriting losses – the inevitable result 

of underpriced long-tail casualty classes, potentially 
compounded by the future threat of inflation.

Factors that could change the global reinsurance 
sector’s outlook to negative include the inability to 
effectively manage capital in both the short and long 
term; further erosion in pricing, terms and conditions, 
especially on longer tailed casualty business; and the 
potential effect of looming inflation on loss reserves. 
A.M. Best expects 2011 likely will be a difficult operating 
year, with results dependent on catastrophe losses.
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