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and avoid short term solutions that weaken
the organization is a skill valued by senior
management in well run organizations. Make
your case to maintain the relationship with the
“reliable vendor” because your organization
benefits the most in the long run.

Midwest Employers is your “reliable” vendor. We
supply your organization with a scarce product,
Excess Workers Compensation Insurance. We
price the product to generate a fair, risk adjusted
rate of return. We behave rationally in hard and
soft insurance markets so our clients can depend

on us to be there year in and year out. MECC is
recognized as a financially strong insurer (A+). We
provide valuable services to your organization,

in addition to the Excess WC coverage. Those
services are designed to help you more efficiently
implement best practice workers compensation
programs within your organization and reduce the
cost of the losses you retain as a self insurer.

We are nearing the end of the soft market.
Most pundits are calling for the turn to occur
mid-year 2009. Stay the course....stay with
Midwest Employers. I

Warning: Hard Market Ahead

Get ready, set, GO! In a blink
of an eye the market shifts
from soft to hard, at least it
feels that way for buyers. In
reality, rarely does the insurance
market change that fast or that
consistently. The insurance
marketplace is populated

by insurers: large and small,
multi-line and mono-line, multi-
national and single state, direct writers and those
who use independent agents, and one too big

to fail and 80% owned by the US taxpayers. It is
impossible for all of these companies to collectively
flip a switch and raise rates across the board on
virtually all lines of coverage, restrict coverage,
reduce limits and take the other actions that are

synonymous with the hard market.

What usually happens is first a flattening of prices,
variable by line of coverage and insurer over a
period of months and then, the price increases
start in earnest. We have been in a softening
insurance market for the last 3 to 4 years, the
“flattening out” has taken place and brokers and
clients have begun to see the price increases in
some lines of business take hold. The prognosis:

Hard market pricing is just
around the corner.

Why? The simple answer is
insurers’ results are dismal.
The financial tsunami playing
havoc with the US and world
economy has negatively
impacted insurers. Investment
income is down sharply due
to lower yields on their portfolio of US Treasury
bonds and other government backed securities.
In addition, the realized gains of years past have
turned into substantial realized losses, costing
the industry billions upon billions of dollars.

Driving the negative results as well are the
insurance industry loss ratios. Four years of price
decreases coupled with escalating underlying cost
trends have driven the combined loss ratio for the
insurance industry above 100% again. Without
the positive offset of investment income and capital
gains, the insurance industry’s "return on equity”
cratered in 2008, leaving no room for further price
decreases and setting the stage for significant price
increases for the foreseeable future. Reinsurers

have already signaled their intent and begun to



Midwest Employers Casualty Company: Self-Insurance Bulletin

raise rates on their US reinsurance portfolios by as
much as 25% this year.

While all insurers have been negatively impacted
by the economy and difficult investment climate,
some have fared better than others. Those
insurers like MECC's parent, W.R. Berkley; that
maintained a conservative investment strategy

and disciplined underwriting remain strong and
well positioned to serve the marketplace. Those
that took greater investment risks in search of
greater returns by investing in mortgage backed
securities etc. and establish underwriting standards
to maximize cash flow for investment purposes are
under significant pressure as underwriting results
turn negative. For them, their surplus, ratings and

in some cases survival is in question.

Hard Market Ahead, Continued

For buyers of Property and Casualty insurance,
the rising cost of insurance couldn’t come at a
worse time. Revenues are down and budgets
are tighter than ever. The financial pressure is
real and so is the challenge to reign in costs. As
policies renew this year, will buyers give more
weight to the insurer with the cheapest quote or
to the insurer who brings stability, commitment
to the product line and financial strength?

The unique thing about insurance is that the
buyer pays a premium to the insurer today

in exchange for a promise to pay in the future.
As you make your renewal decisions this

year, remember that when “a promise” is
broken by an insurer, it is the buyer's future
that is jeopardized. nw
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