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FAVORABLE RESERVE DEVELOPMENT FOR MPL SPECIALTY INSURERS DURING Q3
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aggregate statutory financial information compiled from S&P Global
Market Intelligence. The current composite includes 171 MPL spe-
cialty companies with a total direct written premium of more than
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THIRD-QUARTER 2022 PREMIUM GROWTH REBOUNDS

While MPL premium growth slowed modestly during the second
quarter, it rebounded nicely during the third quarter. The premium
written in third-quarter 2022 compared with that written in third-
quarter 2021 increased 11.7% (Figure 1). Although the current
third-quarter results remain lower than the industry’s third-quarter
peak in 2006, the composite’s direct written premium is up 5.9% in
aggregate relative to the third quarter of 2021. Anecdotally, we
understand this jump as a combination of increased rate action
and decreased discretionary discounts across many jurisdictions.
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A RETURN TO FAVORABLE RESERVE DEVELOPMENT

The composite reported a cumulative favorable development
through the third quarter of approximately $22 million (see Figure
2) on reserves related to prior years. This reflects an improvement
relative to the same pointin 2021 and 2020 through the third quar-
ter. Third-quarter 2021 saw $200,000 of adverse reserve develop-
ment, while third-quarter 2020 saw adverse reserve development
of nearly $40 million. This favorable reserve development further
supports our anticipation that the 2022 annual financial results will
also reflect some reserve redundancy. However, how much reserve
redundancy remains uncertain.

STEADY IMPROVEMENT FOR COMBINED RATIOS

The composite’s combined ratio through the third quarter of 2022

was 108% (Figure 3, on page 7), a decrease of 3.6% from third-quar-
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decline in the loss and loss adjust-
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the combined ratio continues to persist at an
unsustainable level over the long-term, given the
composite’s overall underwriting performance
during the past decade.

NET INcOME CONTINUES TO WANE

For the third quarter of 2022, net income fell near-
ly 60%, when compared to the third quarter of
2021 (Figure 4). This decrease was driven by a 42%
decline in investment gains (Figure 5). Investment

Favorable reserve
development further
supports our anticipation
that the 2022 annual
financial results will also
reflect some reserve
redundancy. However, how
much reserve redundancy
remains uncertain.

gains comprise investment income and net real-
ized capital gains. Although investment income
remained relatively steady (down 3% from the
third quarter of 2021), net realized capital gains
have fallen 82% since this point last year.

Since 2019, net income has experienced a yo-
yo effect as companies attempt to traverse not
only the MPL insurance market conditions but also
the unique macroeconomic environment. If that
macroeconomic environment continues to deflate
investment performance, the industry may need to
pursue additional rate increases to help stabilize its
operating ratios.

CONCLUSION

Top-line revenue continues to reach for an all-time
high. Inflationary pressures remain present as
insurers attempt to seek additional rate increases
to help counter them. Although good signs exist
with modest reserve redundancies and an improv-
ing combined ratio, investment gains have contin-
ued to drag which has adversely impacted the
composite’s surplus. As we look forward to year-
end results, it remains to be seen whether the com-
posite will maintain a positive operating margin
this year.

Eric Wunder is a principal and consulting actuary, and
Sarah Rice is an associate actuary, at Milliman Inc., an
independent actuarial and consulting firm.
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FIGURE 4 AFTER-TAX NET INCOME — Q3 vs FULL-YEAR
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FIGURE 5 INVESTMENT GAIN — Q3 vs FULL-YEAR (SMILLIONS)
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