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Covid-19 Impact on Insurance:
Summarizing our Conf Call
We summarize our call with Dr. Robert Hartwig. While the
economic impact from Covid-19 will be large, impact to P&C
carriers' underwriting results should be very limited.

Dr. Hartwig emphasized coverage for Business Interruption is likely

insignificant. Coverage is traditionally only triggered in instances where

underlying losses are due to a covered peril (wind, fire, flood, etc...) causing

physical damage/destruction. As such, voluntary closure of businesses due to

Covid-19 would not be covered. This echoes what we have heard from other

industry players; see our note (Covid-19: Limited Business Interruption Risk for

Insurers) from February 25th. Even in the event of government action, business

interruption coverage would not be triggered unless the action was due to an

underlying covered peril. To put it into perspective, Dr. Hartwig noted business

lost from government hurricane evacuations are not compensable unless the

hurricane actually hits and causes physical damage. One instance in which a

business interruption policy could be triggered is in the case of vandalism.

Workers' Compensation could be impacted from multiple avenues. Healthcare

workers diagnosed with COVID-19 would be covered under workers'

compensation policies. There are currently few cases, but we see the potential

for substantial increase in claims as healthcare systems potentially become

overwhelmed with influx of patients. Recent laws in Washington state mandate

the cost of quarantining employees (even if not infected) is compensable under

the Workers' Comp system. A potential positive is the frequency of claims

declines as hiring slows on the potential of an economic downturn. However, the

decline of payrolls over the next quarter or two could cause a rapid deceleration

on the exposure component of pricing.

General Liability and D&O could see some social inflation activity. Dr. Hartwig

expects plaintiff lawyers to find or create avenues to prove negligence in the

wake of the virus, attempting to expand coverage under General Liability policies.

Class action D&O suits tend to increase during volatile market activity, but given

current systemic conditions in the equity markets, it would be difficult for

plaintiff lawyers to bring a valid case. However, Dr. Hartwig believes plaintiff

lawyers will unlikely leave this untapped.

Smaller lines of business with impending payouts, but impact likely small for

industry. Event cancellation is unlikely to cover voluntary cancellation of events

(i.e. major sports leagues), but could come into effect if it is mandated by a civil

authority. Travel insurance is also expected to pay out a multitude of claims, but

with flexibility from travel industry along with premiums constituting less than

1% of the total industry's, overall impact should be limited. Dr. Hartwig also
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notes trade credit insurance would be impacted, but total premium for the line is

insignificant for the US.

There could be some secondary effects in the industry. Slowdown in economic

activity is often accompanied by lower claims frequencies in both personal and

commercial auto. We could see material drops in frequencies over the next

quarter, which could bode well for insurers such as PGR. Dr. Hartwig also sees a

potential scenario for a well-capitalized insurance industry to become more

aggressive at retaining business, which could dampen price increases.

Life insurance. As expected, concerns over direct life insurance claims as a result

of COVID-19 were downplayed, with the impact expected to be more like a

severe flu season. Mortality rates associated with the virus are expected to be

focused in the older demographic, where the life insurers already use higher

mortality expectations. Commentary was also made that the industry is starting

from a position of strength as it related to capital, to which we would agree.

While we would agree with the comments regarding the direct mortality, in our

view, the sharp decline in interest rates and equity markets still presents a

potentially sizable secondary impact from the virus, which has clouded the

fundamental outlook for the industry, at least near-term.

Investment impacts. High quality bond portfolios (typical for insurers) have seen

material gains as interest rates have declined sharply in the current environment.

Dr. Hartwig notes some insurers have already taken advantage of opportunities

to realize capital gains and have started to rebalance. As most insurers have

relatively small equity books, recent market activity is likely to have a limited

impact.

Robert P. Hartwig is Clinical Associate Professor of Risk Management, Insurance

and Finance in the Darla Moore School of Business at the University of South

Carolina and Director of the school’s Center for Risk and Uncertainty

Management. He is the past President and Chief Economist at the Insurance

Information Institute. Dr. Hartwig is not a member of Morgan Stanley’s Research

department. Unless otherwise indicated, his views are his own and may differ from

the views of the Morgan Stanley Research department and from the views of

others within Morgan Stanley. 
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CLIENTS (MISC)
STOCK RATING
CATEGORY
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RATING
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Financial Centre Regulatory Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail
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INDUSTRY COVERAGE: Insurance - Property & Casualty

COMPANY (TICKER) RATING (AS OF) PRICE* (03/13/2020)

Michael W. Phillips
Allstate Corporation (ALL.N) E (07/06/2010) $92.77
American Int'l Grp (AIG.N) O (05/16/2017) $28.50
Aon PLC (AON.N) E (03/06/2019) $177.45
Arch Capital Group Ltd. (ACGL.O) E (07/06/2010) $32.77
Arthur J. Gallagher (AJG.N) E (05/31/2012) $90.06
Assurant Inc. (AIZ.N) O (07/10/2018) $104.53
Axis Capital Holdings (AXS.N) E (08/14/2015) $43.33
Berkshire Hathaway Inc (BRKb.N) E (03/20/2017) $196.40
Brown & Brown Inc. (BRO.N) E (12/05/2019) $39.84
Chubb LTD (CB.N) E (04/17/2019) $121.86
Everest Re Group, Ltd. (RE.N) E (05/16/2013) $213.09
Hartford Fin. Services Grp. (HIG.N) E (07/28/2017) $42.52
Intact Financial Corp (IFC.TO) O (05/23/2016) C$129.75
Marsh & McLennan Cos (MMC.N) E (02/09/2015) $98.64
Progressive Corp (PGR.N) E (12/16/2019) $78.07
RenaissanceRe (RNR.N) E (03/09/2015) $155.08
The Travelers Companies, Inc. (TRV.N) U (01/05/2017) $107.45
W.R. Berkley Corp. (WRB.N) E (01/21/2016) $56.18
Watford Holdings Ltd. (WTRE.O) E (11/06/2019) $19.16
Willis Towers Watson PLC (WLTW.O) E (02/14/2020) $180.04

Stock Ratings are subject to change. Please see latest research for each company.
* Historical prices are not split adjusted.
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