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After two good years, industry execs feared _
a return to average (or worse) financial / 0
results. Here’s why the anticipated "
meltdown didn’t happen

By Glenn McGillivray

ast year’s Stats Guide feature, ‘Objects in the mirror,” cau-
tioned that the rosy financial numbers the P&C indus-
try booked in 2021 and again in 2022 might be
short-lived. Several industry observers predicted
the good results would lead to softer market
conditions overtaking the industry, leading

to more average returns in 2023.

But those betting on a reversion to the mean
will have to wait a bit longer. Basically, Cana-
dian insurers took the mirror in 2023 and
shattered it into a million pieces, delay-
ing what some consider to be an inevitable
return to mediocre industry results.

The 2023 numbers do hold some por-
tends for the future. No sheer cliffs appear
close at hand, though there will always be
potholes and bumps.

Grant Kelly, chief economist at the Prop-
erty and Casualty Insurance Compensation
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would be accurate to say that Canada’s P&C insur-
‘ersare ex_periencing a ‘golden era’ with significantly

- ‘higher levels of profitability (even after adjusting for

‘the impact of inflation) than the industry’s long-run
real return on equity (ROE).”
~ Kelly said the first nine months of 2023 proved
~ to be “average at best” for the industry. “However
a very strong fourth quarter turned an average year
into quite a good year for Canada’s P&C insurance
- companies...

orporation (/PACICC),Vwe'ntv as far as to write: “It

“between 2000 and 2023 is 10.7%. This is higher -

“Since 2020, the industry’s real retums aifé ;coif- e
lectively higher than the other 40 years in PAC-
ICC’s database,” he notes. S v
The industry’s average ROE has been 14.4%
since 2020, “This is the highest sustained level since -
1975-79 in PACICC’s database,” he points out, add-
ing this remains true even after adjusting for infla-
tion. “The P&C industry’s inflation-adjusted ROE

than the previous high of 10.4% recorded between
2005 and 2009.” T
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“Profitability is never shared equally across

the insurers competing in Canada’s P&C
insurance marketplace...We can take
comfort from the fact that this number
is better than normal for Canada’s P&C
insurance industry.”

MSA Research CEO Joel Baker com-
ments further in his MSA Quarterly Out-
look Report 4Q-2023.

“The industry ended 2023 with solid
results with net income of over $11 bil-
lion, up 68% from 2022 as a double-bar-
rel outperformance of combining strong
underwriting results...with an $8.6-bil-
lion swing in investment return (or a
$3-billion swing after net finance income
from [underwriting] and movement in
investments backing contract liabilities).

“On top of this there was a $3-bil-
lion positive swing in OCL [outstand-
ing claims liability, a provision for claims
incurred on insured events that have
occurred but have not yet been paid],
causing Total Comprehensive Income to
grow by 169% to $12.2 billion.”

In a footnote, Baker notes the term
‘industry’ used in his analysis excludes
October year-end filers that are not yet
reporting on an IFRS 17 basis, as well as
Insurance Corporation of British Colum-
bia and Manitoba Public Insurance.

Performance measures

A new KPI (Key Performance Indicator)
created by MSA is the simplified ‘Com-
bined Insurance Service Ratio.” (See
Glossary on Pages 86-87 to see how it is
calculated.) This new metric came in at
91.4 at year-end 2023, versus 91.0 for the
year earlier.

“The Net Combined Ratio (fully dis-
counted), which is closer to the com-
bined ratio of old, stood at 93.6% at year-
end,” Baker writes. “The industry ROE
stood at a very respectable 16.1%.”

And Kelly points out the industry’s
healthy ROE as the fifth-highest since
1975: “It’s also the fifth-highest, infla-
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tion-adjusted return on equity recorded
by Canada’s P&C insurers over this
period — all good news,” he adds. And
yet, as is par for the course in Canada’s
insurance sector, Baker cautions the
“strong results aren’t evenly doled out.
There are differences between sectors
and there are wide variations between
carriers. Not all is well.”

Kelly agrees, but with a caveat: “Prof-
itability is never shared equally across
the insurers competing in Canada’s
P&C insurance marketplace. In 2023, 20
PACICC member insurers reported neg-
ative net incomes. This represents 12%
of PACICC’s 168 member insurers. We
can take comfort from the fact that this
number is better than normal for Cana-
da’s P&C insurance industry. In fact, on
average over the past five years, some
31.6 insurers report losses each year.”

Even insurers reporting good annual
earnings have several reasons to be
stressed, says Alister Campbell, presi-
dent and CEO of PACICC.

He listed several potential stressors in
his keynote address to brokers attend-
ing the Insurance Brokers Association of
B.C.’s 2024 AGM and Leader’s Confer-
ence in June.

For one thing, NatCats are costing
P&C insurers more than $3 billion per
year. As aresult, Canadian primary P&C
insurers bought twice as much reinsur-
ance (at double the price) in 2024 than
they did in 2013, Campbell observed.

Plus, he warns of “evidence of grow-
ing cost pressures in auto insurance
markets in Nova Scotia, New Bruns-
wick, Ontario and Alberta. In addition,
results in personal property insurance
markets in Prince Edward Island, Nova

Scotia, Manitoba and British Columbia
are eroding the capital bases of insurers
operating in these markets.”

Could it be that average industry
returns are still creeping up behind us?

Looking at particular industry sectors,
Baker notes the continued (costly) prob-
lem of auto theft and the increasing costs
associated with more collisions and esca-
lating repair costs; the decent returns in
the reinsurance sector, despite another
year of significant Cat losses; and how
current successes in the commercial sec-
tor may come back to haunt.

Regarding reinsurance, the sector out-
performed all others, despite more than
$3.1 billion in Cat losses in 2023. Baker
attributes this largely to high retentions
by primary writers, likely due to the con-
tinued hard market in property Cat. Of
course, when the water is wavy, if the
bow rises, the stern sinks. So, while rein-
surers benefitted from high retentions,
the personal and multi-lines writers took
it on the chin.

For commercial lines, which showed
“significant  strength managing to
remain ahead of Cats and claims infla-
tion,” Baker warns of the “risk that com-
petition will erode underwriting dis-
cipline in commercial lines given the
healthy results.”

NatCat effects
The year proved to be another active one
from an insured Cat perspective, with
Catastrophe Indices and Quantification
(CatIQ) recording an insured loss figure
of more than $3.1 billion.

The year falls in the top three costliest
for insured Cat damage, behind 2016 and
2022. Floods, wind and hail all contrib-
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“There may be some shifts and

balancing in the next several years for
insurers to remain profitable while
providing affordable insurance to

consumers.”

uted to the total, but wildfires in B.C. and
Nova Scotia alone added a cool $1 billion.
Almost $700 million in fire claims came
from two fire events in B.C., nearly all the
rest came from the Tantallon fire outside
Halifax in late May and early June.

In 2023, climate change seemed
to have chomped down a bit harder,
around the world and in Canada.

Globally, the 10 hottest years on record
have all occurred in the past decade,
with 2023 being the warmest year since
record-keeping began. Last year, the
planet exceeded 1.5 degrees Celsius of
average warming for the first time. This is
huge given the annual average tempera-
ture of the planet throughout the 20th
century was 13.9 degrees Celsius.

Canada is warming at about two times
the global rate, and the Arctic is warm-
ing at about three times the global rate.
Not coincidentally, we experienced the
worst wildfire season for area burned on
record, with about 17.2-million hectares
burned (the 10-year annual average is
2.7 million). This absolutely annihilated
the previous area burned record of 7.6
million hectares set in 1989. The Cana-
dian Interagency Forest Fire Centre
(CIFFC) remained at National Prepared-
ness Level 5 (the highest) for a record 120
days in 2023. The previous record was 55
days, set in 2017.

Along with direct fire-related losses,
more than 7,100 fires delivered thick,
acrid smoke to several major Canadian
and northeastern U.S. cities throughout
the summer, bringing home the impacts
of events occurring hundreds, even
thousands of kilometres away.

A record 23 insured catastrophes were
declared in 2023 (i.e., events of $30 mil-

lion in claims or higher as per CatIQ).
The previous record was 15 events in
2017 and again in 2022. July and August
2023 alone saw more declared catastro-
phes than Canada has previously seen in
an entire year.

Interestingly, fires burning near Yel-
lowknife came close to being booked as
an insured Cat, not because of structure
loss but because of the total Additional
Living Expense claims for those under
evacuation orders for close to a month.
This is the new reality.

Looking forward

The Canadian P&C industry will need
to keep its eye on several things in 2024,
notwithstanding Kelly’s remarks about
pressures seen in the personal lines auto
and property markets.

First, there are the commercial and lia-
bility sides of the business. Kelly notes,
“results in commercial property and lia-
bility insurance appear to be allowing
insurers active in those sectors to signifi-
cantly grow their capital basis.”

But Baker warns that seeing other
industry players procure profits may
push competitors to enter these markets
to get a slice of the pie.

We should also be mindful that cur-
rent players may shoot themselves in the
foot (as they have often done historically)
by upping capacity to take advantage of
rates, thereby accelerating the pace of
market softening.

Second is investment income. Kelly
attributes the industry’s stellar year to
a rebound in investment income over
2022, when the industry lost money on
its investment portfolios for the first
time in 50 years. He explains: “P&C

hold
thirds of their investments in bonds. In
2022, the Bank of Canada aggressively
increased interest rates to combat infla-
tion. This had a dramatic and very nega-
tive impact on P&C insurers’ investment

insurers approximately two-

income. In 2023, interest rates remained
steady and the P&C insurance indus-
try [ROI] rebounded to normal levels.
This resulted in a $7.7-billion swing in
industry income, which represents 72%
of total industry profits and 115% of the
increase in net income from 2022-23.”

Kelly points out 2022’s massive
increase in bank interest rates was rare,
and is not likely to be repeated. Similarly,
the 2023 jump in investment income is
equally rare, and it is also unlikely to be
repeated.

Finally, there is value in mentioning a
May 15 report released by Statistics Can-
ada, entitled ‘Insights into the impact of
extreme weather trends in Canada on
homeowners insurance profitability and
consumers.’

The paper notes that “climate-related
weather events are widespread across
Canada and are shaping the homeown-
ers insurance landscape.” Providing an
analysis of losses due to extreme weather
events over the last few years and going
forward, the analysis notes “there may
be some shifts and balancing in the next
several years for insurers to remain prof-
itable while providing affordable insur-
ance to consumers.”

Alas, while some clouds have sil-
ver linings, other clouds hide a pending
storm. cu

Glenn McaGillivray is the managing director of the
Institute for Catastrophic Loss Reduction.
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