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Global Overview

The myriad 
challenges of 
2020 fuel the 
changing market 
conditions.

The dynamics of the global construction insurance market started 
changing in 2019. While pricing levels were generally increasing 
before 2020, pressure intensified during the year to increase 
pricing across all industries within the construction sector. 

Concerns surrounding the COVID-19 pandemic, including 
widespread measures to stem the spread of the virus, 
contributed to uncertainty. Several project owners and 
developers reassessed the commercial viability of planned 
developments, with some paused and others cancelled.  
At the same time, insurers faced increased reinsurance costs,  
a higher frequency of claims, and decreased returns for  
external investments. 

Some carriers are reevaluating their participation in construction 
risk. An unprecedented number of insurers have exited the 
construction market, taking with them close to $1 billion in 
capacity, with little evidence of new capacity. Remaining markets 
have reduced appetite, further compounding market capacity 
issues. Some markets went into run-off and ceased writing 
construction policies, with replacement capacity, when available, 
at generally increased prices.
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Global Overview

COMPANIES  
FACE BUDGET 
CHALLENGES
For many insureds, the change in market 
conditions, following several years of lower prices 
and expanded terms and conditions, has challenged 
their budget strategies. The long-term nature of the 
construction industry means that there is often a 
significant time lag between budgeting and bidding 
for a project and the start of development. 

Insureds worldwide may now face considerably 
higher insurance costs when time comes to place 
a project. Many are also finding that terms in their 
contracts are no longer commercially available, at 
times requiring a review of lender conditions.

INCREASED  
HEAD OFFICE 
CONTROL
The speed of pricing changes differed across the 
regions in the early part of 2020. The London 
market, for example, was swift to make changes, 
with prices increasing substantially and terms 
and conditions changing quickly. There is now 
more alignment and consistency across regions, 
likely driven by major market centers pulling back 
underwriting control to their principal market 
hubs in order to regain control of the process. 
Some markets have closed regional offices. Where 
regional capacity remains, underwriters are often 
requiring sign-off from the head office before 
placing a program. Extensions and renewals are 
generally receiving similar scrutiny.

Insurers, however, are not only focused on pricing. 
Although insurers’ own treaty renewals have 
generally gone smoothly in 2021, there is more 
pressure to manage policy limits and extensions.
Coverage and deductible levels have also come 
under the spotlight across all regions. Some 
carriers are reducing the amount of capacity they 
are willing to provide, while others are opting not to 
extend coverage. Higher attachment points are not 
unusual, and terms and conditions are becoming 
stricter for many lines of coverage required by the 
construction industry.

Shrinking capacity also means that most insurers 
are not competing for business.

HEIGHTENED  
UNDERWRITING 
SCRUTINY
Tighter market conditions are generally translating 
into increased underwriting discipline. Underwriters 
are carefully reviewing all applications, including 
renewals and extensions, and requesting more 
information. They typically are not willing to  
commit to pricing and terms before all questions 
are answered. 

Current market realities require insureds to collect 
and present in-depth data that helps demonstrate 
how they plan to mitigate risks. In today’s data-
centric insurance market, quality information can 
help insureds make a case for underwriters to 
insure their project.

Stronger underwriting terms have led, in some 
cases, to underwriters requesting changes to lead 
terms, even when those are coming from reputable 
or credible lead markets. In some cases, restrictions 
that may have previously been open to negotiations 
are becoming more difficult to remove from the 
insurance contract. In most regions, capacity for 
professional indemnity is shrinking, making the 
market more challenging. However, the surety 
market remains stable in many parts of the world.

Increased scrutiny is generally leading to a 
significantly longer underwriting process, requiring 
insureds to start discussions on renewals or new 
placements earlier than before. Some projects will 
need to be marketed to several carriers to secure 
appropriate coverage, requiring an early start. More 
than ever, insureds should participate in the risk 
transfer process and engage with insurers.

DIFFICULT 
CONDITIONS 
EXPECTED  
TO CONTINUE
There are no indications that current market 
conditions will improve in the short to medium 
term, especially as complications from the 
pandemic continue and its full effect may not be 
seen for some time.

Despite the ongoing challenges, there is typically 
still capacity for insureds deemed a good risk; 
insurers will generally work with financially strong 
companies that can demonstrate effective risk 
mitigation strategies. It is critical for organizations 
to review their current risk mitigation efforts and 
plan improvements to increase resilience and help 
secure needed coverage. 
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After a prolonged soft market, construction insurance 
pricing began to shift at the end of 2018. Stricter terms 
and conditions followed increased pricing, challenging 
companies, many of which had little experience in a 
transitioning market.

Budget challenges were pronounced. Because the 
lead time between negotiations and tender award 
typically ranges between six months and one year, 
many companies faced discrepancies between 
insurance conditions outlined in a contract and what 
was commercially available. Often, because prices 
had climbed substantially, the original budget for 
insurance was no longer sufficient and insureds had  
to cover the discrepancies, eating into already thin 
profit margins.

As insurance markets 
become more 
restrictive, data-
centric underwriting 
submissions are 
central to successful 
placement. 
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“
INCREASED 
UNDERWRITING 
SCRUTINY
Overall poor performance of the global engineering 
book has led to tighter underwriting guidelines 
and more control on capacity deployment. When 
setting terms, many insurers are carefully analyzing 
the experience and reputation of contractors and 
specialist subcontractors involved on a project as 
they decide whether to participate on a specific risk.

Underwriters also are carefully reviewing each 
project, and generally considering the experience 
and reputation of all contractors involved. Domestic 
markets are typically more competitive and able 
to offer favorable terms, meaning smaller and less 
complex projects are generally able to attract more 
competitive terms when there is adequate capacity 
from local carriers. 

However, when insureds must seek coverage from 
international markets, they may be unprepared for 
the more stringent requirements. This is typically 
affecting larger projects that are unable to obtain 
the needed coverage from domestic markets. 
Circumstances may differ when there are Chinese, 
Korean, or Japanese interests involved in a project 
since these countries tend to have strong domestic 
insurers with more capacity, which they are able to 
offer to support domestic interests.

Insurers are carefully 
analyzing the experience  
and reputation of contractors 
and specialist subcontractors 
involved on a project” 

Asia
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PANDEMIC 
EXACERBATES 
CHALLENGES
The COVID-19 pandemic and actions taken to stem 
its spread continue to pressure the construction 
industry. Projects – both new and ongoing – are 
generally experiencing significant delays, mainly 
due to:

• Difficulty bringing workers to sites in areas that 
are under a lockdown or where the authorities 
have imposed travel restrictions.

• Deteriorating economic conditions, leading to 
poor market demand.

• Reviews of project feasibility.

New health and safety measures necessitated by 
the pandemic, including increased social distancing 
at job sites, are likely to translate into additional 
operational costs. Further, many companies are 
experiencing delays in existing projects, with 
extended timeframes adding uncertainty.

Conditions are difficult across the construction 
market, although cost and coverage challenges are 
likely to vary between classes of insurance required 
by companies operating within the industry. Pricing 
and terms and conditions are heavily dependent 
on the type of project, its location, the different 
lines of cover needed, sums insured, and limits of 
indemnity, among other issues.

Current market conditions are unlikely to improve 
in the short to medium term. Cost continues to be a 
major challenge for companies, which are spending 
substantially more to secure required coverage. 
Changes in rates and terms continue to challenge 
insureds to budget appropriately and satisfy 
financing requirements.

Shrinking capacity means that most insurers are not 
competing for business in the same way as recent 
years, instead they are seeking terms based on their 
underwriting guidelines. Due to more stringent 
internal controls, underwriters often request 
changes to lead terms, even when those are coming 
from reputable or credible lead markets. Insurers 
also are being more restrictive with coverage limits 
and extensions, and are reluctant to offer automatic 
extensions on material damage policies, or offer 
them subject to low loss ratios.

TIME, DATA 
CRUCIAL FOR 
SUCCESSFUL 
PLACEMENT
Despite the ongoing challenges, insureds can 
take action to improve the possibility of obtaining 
the right coverage. Most importantly, companies 
need to allow enough time for the today’s more 
thorough underwriting process. This requires 
starting underwriting discussions significantly 
earlier than they are accustomed to, ideally with 
at least 4 to 12 weeks lead time, depending on the 
nature of the project. 

The underwriting process is becoming data-centric, 
with insurers requesting more detailed information 
than was typically required previously. Insureds 
need to work with their broker to present in-depth 
data that demonstrates their awareness of various 
risks and share their risk mitigation strategies. 
Insureds also should submit a comprehensive 
underwriting application that allows underwriters 
sufficient time to review.

In a fast-changing market, insureds face risks 
regarding the sufficiency of their insurance 
budgets, and whether terms and conditions as 
outlined in a contract will be commercially available 
at the time of placement. Companies should 
engage with their broker early on and remain 
updated on shifts in the market, including emerging 
policy exclusions and changes in terms and 
conditions that may need to be considered when 
bidding for a project. Your broker may be able to 
engage capacity that is not typically available in a 
region. Further, insureds need to ensure that their 
budgets allow for increased coverage costs.

As capacity continues to shrink from traditional 
classes of insurance and underwriting guidelines 
tighten, alternative risk transfer options, such as 
parametric cover, may become more relevant  
and cost effective to transfer risk. Your broker  
or advisor can help you identify the best risk  
transfer solutions. 

Asia



SURETY
Surety underwriters in Asia are responding 
to the pandemic in various ways; some are 
retaining underwriting criteria, others are 
abandoning existing criteria except for 
specific accounts and adopting a wait-and- 
see approach.
Generally, surety underwriters are more carefully assessing projects, 
particularly for industries worse hit by the pandemic, including travel, 
aviation, and cruise ship operations. Although there have been some 
slight rate increases, most clients with a good track record and a very 
good financial standing have been able to maintain stable rates.

The pandemic’s overall effect on the construction industry — including 
supply chain disruption, halted projects, and a reduction in productivity 
— is contributing to more cautious underwriting. Sureties want to make 
sure that contracts include clauses that protect against certain risks, for 
example, a force majeure clause allowing for extensions. 

Sureties continue to view each project case-by-case, examining clients’ 
financial strength, performance capability, and the viability of the  
project itself. 
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Industry Facing More 
Difficult Placements, 
Renewals

Canada
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Insurance pricing in Canada has been on a significant 
upward swing for the past two years, following more 
than a decade of soft market conditions. The swift 
change took many insureds by surprise, especially since 
new insurance costs were markedly higher than the 
amounts accounted for in existing budgets. 

Due to the nature of the industry, pricing models are 
typically finalized well before construction is due to 
begin as different companies bid for projects. But 
insurance prices have often continued to inch upward 
well after contracts have been signed, with companies 
often having to dig into their contingency funds or 
pay the extra costs out of pocket. It is not uncommon 
for prices to be 20% more than insureds would have 
accounted for — a substantial difficulty for an industry 
known to operate on already thin margins.

Canada

Higher prices, 
narrowing terms and 
conditions, and greater 
underwriter scrutiny 
underscore the need 
for a more thorough 
and data-driven 
placement process.
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PANDEMIC  
AGGRAVATES 
CHALLENGES
The COVID-19 pandemic has exacerbated an 
already difficult situation. Several job sites shut 
down in line with stop-work orders and reopened 
with new social distancing rules that contributed 
to longer timelines. Supply chain issues early in the 
pandemic led to scarcity and skyrocketing prices for 
basic raw materials, a situation that further affected 
companies’ finances.

At the same time, prices for different lines of 
insurance continued increasing, including for 
coverage extensions. Underwriters, already 
diligently reviewing each application, are  
now adding another layer of scrutiny, including 
exploring contractor companies’ ability to  
get workers to the jobsite amid  
pandemicrelated restrictions.

GREATER SCRUTINY 
OF PROFESSIONAL 
INDEMNITY RISKS
After experiencing a number of major claims, both 
in Canada and around the world, professional 
indemnity (PI) underwriters have restricted 
capacity, with some insurers exiting the line 
altogether. Engineers are typically seeing higher 
price increases than contractors, and greater 
difficulty securing coverage.

Underwriters are carefully scrutinizing each 
project and are being highly selective where they 
are willing to provide coverage. While there have 
not yet been widespread changes in terms and 
conditions, program enhancements are becoming 
difficult, if not impossible, to secure.

Underwriters are requesting highly detailed 
submissions and spending more time reviewing 
each application. Most insurers are now requesting 
additional information, especially on a company’s 
pandemic response, fire safety standards, and risk 
management processes. Greater internal scrutiny, 
with many risks requiring head office review, is 
extending the underwriting timeframe.

Renewal meetings involving carriers and clients, 
previously reserved for the biggest risks, are 
becoming more common. With some players 
exiting the market, insureds may need to change 
carriers when applying for renewals or extensions.

The current reality underscores the need for 
insureds to start the renewal process early, allowing 
enough time for the longer underwriting process 
and the potential need to market their programs. 
They should work with their broker to better 
understand what pricing, terms, and conditions 
are likely to be offered in upcoming renewals, and 
budget accordingly.

Insureds should also include all requested 
information in their submissions and steer clear 
of seeking too many changes to the insurance 
program, which can lead to credibility issues.

There are no 
indications that 
market conditions 
are likely to 
materially change 
in the near future, 
which means 
insureds should 
be prepared for 
difficult conditions 
to continue.

“

Canada
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DIFFICULTIES 
EXPECTED TO 
PERSIST
There are no indications that market conditions are 
likely to materially change in the near future, which 
means insureds should be prepared for difficult 
conditions to continue across all lines.

The level of uncertainty about pricing structures 
has been a stressor for businesses as they 
complete budgets for projects that won’t be 
placed for several months or even years. When 
seeking coverage in the current insurance market, 
insureds are sometimes faced with a need to fulfill 
contractual terms that are no longer commercially 
available, requiring additional negotiations with 
project owners.

While capacity remains, coverage for some projects 
– including residential construction and hot tar 
roofing – is becoming more difficult to secure, with 
insurers taking very firm stances.

HIGH- UALITY DATA 
FUNDAMENTWAL 
TO PLACEMENT 
SUCCESS
During the prolonged favorable market, insureds 
were typically able to obtain the coverage they 
needed at reasonable prices even if they provided 
limited information to underwriters and started 
renewal and new placement processes relatively 
late. Current market conditions, however, require 
revisiting previous practices.

Underwriters are carefully scrutinizing each project 
and have shown a willingness to walk away from 
certain risks. To secure coverage and obtain the 
best possible pricing, insureds should collect and 
present in-depth data that demonstrates their 
awareness of project-specific risks. They should 
also present information about the risk mitigation 
strategies they — and, where possible, their 
subcontractors — employ, including site safety 
rules. Quality information that clearly explains 
a company’s risk mitigation strategy can help 
insureds, and their brokers, explain to underwriters 
why a specific project is a preferred risk.

Further, insureds should work with their brokers to:

• Explore whether they can obtain more favorable 
pricing and terms through foreign markets.

• Consider different ways to structure their risk 
transferportfolio, including trying to secure 
premium credits from insurers by consolidating 
programs.

• Revisit their retention levels and determine 
whether it would be financially effective to 
assume more risk.

The underwriting process in general is taking  
more time tocomplete. For insureds to be able 
to explore all their options, they need to start 
conversations with insurers early, allowing enough 
time for negotiations. 

Timing will be crucial when they need to pivot 
to other strategies – including marketing their 
program to other insurers – if they are unable to 
secure acceptable pricing and terms.

Despite the challenges faced in 2020, low interest 
rates aswell as the potential for greater public 
infrastructure investments this year could lead  
to more new projects, which could give a  
much-needed boost to the construction industry. 
But with current insurance market difficulties 
expected to persist, insureds need to be meticulous 
during negotiations and use data to help 
underwriters understand why they should consider 
a particular project.

Canada



SURETY
While the surety market remains strong, 
insurers are being increasingly cautious, 
especially amid continued uncertainty caused 
by the COVID-19 pandemic.
Underwriters are carefully scrutinizing each application and taking more 
time to understand contracts that insureds have already signed and 
analyzing the effect that potential supply chain challenges may have on a 
client’s ability to deliver projects on time.

Surety pricing generally remains stable for contract risks, although certain 
commercial risks are seeing moderate price increases. There have, to 
date, not been any outright exclusions, but increased due diligence from 
underwriters requires clients to be more transparent. Underwriters are 
typically requesting copies of contracts, current financial information and 
work-on-hand reports, and real-time updates of any disputes and claims. 
Although underwriters are generally interested in historical results, they 
are keen to understand how contractors are dealing with present-day 
challenges, especially ones caused by the pandemic.

Large general contractors are generally under increased scrutiny since 
they tend to have more subtrades and greater exposure to potential 
supply chain challenges. Public-private partnerships, which are expected 
to be numerous in 2021, are under the microscope. As underwriting 
discipline increases, marginal credit risks are being squeezed tighter.

Despite the increased scrutiny, ample capacity remains for both contract 
and commercial risks. However, with more internal approvals required 
to sign off on a risk, the underwriting process is taking longer. Insureds 
should prepare for more regular contact with their surety providers.

14 Canadian Construction Industry Facing More Difficult Placements, Renewals
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Despite the diversity of 
the European insurance 
market and companies’ 
varied approaches to 
risk, insureds across the 
continent are challenged 
by increased rates and 
diminished capacity.

Climate exposures, increasing losses from 
natural catastrophes, and poor investment 
returns have contributed to escalating 
difficulties in the European construction 
market. Insurance pricing has increased, terms 
become more difficult, and capacity diminished 
as underwriters become more selective, 
putting insureds in a tight spot.

Today’s market reality follows a decade of 
generally flat or declining pricing during 
which carriers saw opportunities to enter the 
construction market. Several new entrants 
had limited experience operating in a difficult 
market, and ensuing price adjustments were 
swift and sometimes severe.

The COVID-19 pandemic has further 
underscored the interconnectivity of risk, 
leading to increased pricing and scrutiny.

Continental Europe



European Construction Market Faces Higher Rates, Tighter Terms 17

COVID-19 
CHALLENGES AND 
OPPORTUNITIES
As with other industries, the construction sector 
faced unprecedented challenges in 2020 as the 
pandemic spread, sickening tens of millions 
and drastically changing business operations. 
Contractors changed their work practices to  
abide by social distancing measures. Supply  
chain challenges during the pandemic’s early 
months left many contractors struggling to source 
basic materials. At the same time, prices increased 
for scarce products, adding to companies’  
financial burdens.

Further, in order to abide by social distancing 
measures and keep their people safe, construction 
companies often needed to reduce their on-site 
workforce, which many times led to longer building 
timeframes. However, the pandemic has also been 
a catalyst for some companies to review and update 
health and safety processes and procedures, 
improving their safety profile. This mindset should 
persevere once the pandemic is under control, 
and companies should share new measures with 
underwriters to underscore safety improvements.

DECREASED 
CAPACITY, 
INCREASED PRICES
For insureds, the sharp increase in prices is only 
part of the challenge. With capacity decreasing 
and underwriters becoming more selective, there 
is a risk of not being able to secure the needed 
coverage within a project’s budget. 

As underwriters scrutinize each project — 
demanding quality data to make effective decisions 
— requests for information are izncreasing 
exponentially. Thus, insureds need to engage early 
with their broker and insurer, allowing time to 
gather quality information and market  
their program.

While the overall market remains challenging, 
there are exceptions. For example, renewable 
energy projects generally are considered strong 
and resilient in northern Europe, and there are 
more infrastructure projects developing in central 
Europe. Insurers are generally keen to participate, 
injecting a degree of competition in these areas.

PROFESSIONAL 
INDEMNITY 
REMAINS MOST 
CHALLENGING
More frequent and severe claims, together with 
decreased capacity, continued to put pressure on 
professional indemnity (PI) coverage. This has, for 
some years, been among the more challenging 
insurance lines for the construction industry. 
Sizeable claims and regulatory changes in other 
regions have translated into stricter underwriting 
discipline globally. Underwriters carefully scrutinize 
all applications, and are highly selective when 
offering coverage.

Insureds often face substantially higher PI rates 
and stricter terms. Despite capacity restrictions, 
insurers are keen to take on what they deem as 
“good” risks. It is, however, up to insureds to work 
with their brokers to present PI underwriters with 
information that underscores efforts to improve 
their risk profile.

In order to abide by 
social distancing 
measures and 
keep their people 
safe, construction 
companies often 
needed to reduce 
their on-site 
workforce, which 
many times led 
to longer building 
timeframes.

“

Continental Europe
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UNDERWRITERS 
WARY OF VALUE 
CONCENTRATION
Capacity for construction “all risks” is shrinking and 
prices increasing, leading to difficulties for some 
insureds to secure coverage. With deductibles 
increasing, insureds face higher costs, with large 
contractors particularly affected.

Often, there are discrepancies between an insured’s 
request for coverage and what the market is willing 
to provide. Some insureds that agreed on specific 
terms in their contracts are finding that the market 
is not willing to provide that extent of coverage.

An increased concentration of projects is 
contributing to an aggregation of value in specific 
geographic areas. Because insurers are concerned 
with potential external risk — including natural 
catastrophes — they are limiting capacity in areas 
with a high concentration of value, making it 
challenging for insureds.

General liability insurance remains competitive for 
preferred risks, and rate increases are expected to 
remain moderate. Rates and terms tend to fluctuate 
based on project location, especially as some 
countries tend to be more litigious and have higher 
defense costs.

FUTURE DEPENDS 
ON INSUREDS-
INSURER 
PARTNERSHIPS
Insureds have a role in minimizing the effects of 
the changing market. They can start by taking on 
a larger portion of risk, especially related to small 
claims, and allow insurers to focus their capacity on 
high severity claims like environmental exposures, 
pandemic, and natural catastrophes.

Further, more investment in risk mitigation 
strategies can help the market find the right 
balance. This is a two-way street: As insureds invest 
in new ways to help manage risk, insurers need to 
offer coverage for innovative approaches.

As we continue navigating a difficult market, it is 
important to develop strong relationships between 
companies working in the construction industry and 
their insurance partners. These partnerships should 
be built on trust and confidence.

Continental Europe



SURETY MARKET CAUTIOUS, BUT STRONG
Surety markets are proceeding with caution, mainly due to the lingering 
effects of the COVID-19 pandemic that led to project tender delays, 
supply chain disruptions, strained cash flows, and difficulties getting 
workers to jobsites due to local restrictions. Companies have also seen 
their contract backlogs shrink. Such challenges, affected contractors’ 
ability to obtain surety support under favorable terms of conditions. 
Contractors with weak balance sheets, low liquidity, and those operating 
in the most affected areas or serving highly impacted industries 
experienced the greatest challenges in maintaining surety support or 
retaining the terms and conditions they were accustomed to.
Although the market has yet to experience 
meaningful and widespread losses, surety providers 
are concerned that state-support programs, 
while helpful, may create a longerthan- normal 
lag in contractor defaults, which may not be fully 
felt before late 2021. Similar to certain other 
coverage lines, some surety providers have pulled 
decisionmaking authority from local offices and set 
a lower threshold at which underwriting cases will 
require review by a credit committee, leading to a 
longer underwriting process.

Despite the challenges, the market remains 
strong and continues to attract new clients. Some 
companies that have historically relied on banks for 
required guarantees are instead turning to sureties. 
On the other hand, sureties are keen to support 
clients under syndicated structures with banks, 
where the two entities support clients under 

a single guarantee facility and provide an  
efficient way for insureds to use all available 
guarantee capacity.

As experienced in similar economic downturns, the 
pandemic’s effect will likely continue developing 
over the coming 12 to 18 months. Sureties may pay 
more attention to underwriting project owners or 
prime contractors; in cases where they are bonding 
sub-contractors, they may closely review any risk of 
missed or delayed payments that could impact the 
client’s liquidity. Sureties are generally scrutinizing 
the profitability of new contracts as severe 
competition drives down margins. Mega projects 
that require large bonds will likely attract additional 
scrutiny due to their size and long-term nature. 
Considering the economic conditions, sureties will 
likely continue to look closely at bank agreements 
and may push for stronger terms and conditions.

19 European Construction Market Faces Higher Rates, Tighter Terms 
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Increased prices, 
tighter terms after 
insurers move 
capacity away  
from the construction 
industry.

After more than a decade characterized by a steady inflow of 
new capacity into the construction market in Latin America, 
leading to softer terms and lower costs, the market started 
shifting in 2019. This change was partly motivated by 
underwriters moving capacity away from construction due  
to historically low profits and a desire to focus on  
shorter-term risks. 

With less capacity available, insurers are becoming increasingly 
selective as to the risks they are willing to underwrite and 
are carefully analyzing each submission before determining 
whether they want to accept a particular risk.

For insureds, this upward trajectory created a two-pronged 
challenge. Aside from having to deal with increased insurance 
costs that would eat into their profit margins, companies were 
also risking being unable to fulfill contractual obligations that 
had already been agreed upon. 

Latin America
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COMPANIES FACING 
BUDGETING DIFFICULTIES
Current conditions are especially difficult since they come right after 
a prolonged favorable market, during which companies were typically 
able to secure the coverage they needed at competitive pricing. 
Today’s reality, however, means that insureds are typically paying 
substantially more for needed coverage and may have to agree to 
tighter terms and conditions.

The market change has caused budgeting problems for insureds. 
Since several months generally elapse between negotiations with 
project owners and the placement process, insureds are often 
finding that coverage costs have escalated far beyond what they had 
budgeted for. Further, terms and conditions are quickly changing, 
often requiring renewed negotiations and potential financing 
challenges if lender requirements cannot be fulfilled.

With no indications that the market will be changing in the near 
future, fluctuations are likely to continue taking place between 
contract completion and the placement process. Construction 
companies need to be more conservative when finalizing budgets and 
allow for potential increases. Insureds should start working with their 
brokers early to better understand the pricing, terms, and conditions 
that are likely to be offered in upcoming renewals or for new projects, 
and budget accordingly.

PANDEMIC ADDS 
UNCERTAINTY
The COVID-19 pandemic has injected greater uncertainty into an 
already difficult market. While underwriters are including language 
that excludes coverage for communicable diseases, it remains unclear 
how different policies will respond to claims. Actions intended to  
stem the spread of disease have led to difficulties getting workers  
to job sites and reduced manpower, contributing to delays in  
project completion.

Supply chain issues, especially at the start of the pandemic, made 
it difficult for construction companies to secure some basic raw 
materials. This resulted in sharply increased prices, further affecting 
companies’ finances. 

Unexpected delays, either due to insufficient people on a job site 
or supply shortages, can require additional policy extensions, 
contributing to higher project costs.

NATURAL CATASTROPHES 
IMPACT COVERAGE
Heavy losses from natural catastrophes over the past years, including 
a major earthquake in Mexico, punishing rainy seasons in Chile 
and Peru, as well as several active hurricane seasons have affected 
underwriters’ profit. This has contributed to insurers becoming more 
wary of taking on construction risk, mostly affecting “all risks” lines. 
Some players exited the market, with diminished capacity partly 
responsible for increased premiums and deductibles and tighter terms 
and conditions. 

Projects with a higher exposure to natural catastrophes, those with 
high delay in startup (DSU) sums insured, and more complex projects 
— for example, tunnels, hydroelectric power projects, and wet works 
— have been the most affected, seeing significant pricing increases 
and changes to terms and conditions. 

More insurers are opting to shift their priorities to short-term risks 
and starting to shy away from project-specific professional indemnity 
(SPPI). Companies are finding it increasingly difficult to secure  
project-specific coverage, with owners increasingly being forced to 
rely on contractors’ corporate PI programs. Some ventures, especially 
process engineering projects, are facing the biggest difficulties 
securing coverage.

The casualty market, on the other hand, has remained relatively 
stable. Capacity remains sufficient and most companies are 
experiencing only slight premium increases.

Latin America
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SURETY MARKET CHALLENGING 
DESPITE AVAILABLE CAPACITY
While capacity remains available for infrastructure and 
construction companies in Latin America, the market is 
difficult. Insurers are seeking both pricing increases and 
more guarantee conditions, especially in countries where 
public contracting is most prevalent. 
The surety market is shrinking in some countries, including Mexico, where the number of 
mega projects has decreased. In other countries, such as Argentina, the absence of new 
projects due to the pandemic is reducing surety insurers’ appetites, regardless of insureds’ 
risk profiles. Due to an increase in defaults, insurers are highly selective of the risks they are 
willing to take on.

Other countries in the region are enjoying better conditions. New legislation in Panama, 
for example, is allowing private-public partnerships to tap into new surety guarantee 
opportunities. A focus on infrastructure investment by Puerto Rico’s government is 
expected to lead to new opportunities for the surety market. We are also seeing some 
governments, including in Colombia and Peru, intervene to counter the effects of the 
COVID-19 pandemic through economic reactivation plans. Brazil’s privatization policies for 
some public infrastructure are also expected to generate business opportunities for the 
surety market. And recent regulatory changes in Chile will allow companies to access surety 
bonds from the insurance market instead of bank guarantees.

Despite moves intended to bolster the surety market, surety rates have gone up in parts of 
the region as a result of the pandemic, although Brazil saw rates continue dropping in 2020.

LONGER, DATA-DRIVEN 
UNDERWRITING PROCESS
Underwriters are scrutinizing each project and are being more 
selective when it comes to offering wider coverages. Certain 
conditions are now more difficult to negotiate.

Underwriters are seeking higher levels of detailed risk information. 
Today’s data-centric approach makes it paramount for insureds 
to collect and present in-depth data that helps demonstrate their 
awareness of different risks and outlines the mitigation strategies they 
will employ. Quality information can generally help insureds make a 
case for underwriters to insure their project.

The underwriting process is taking significantly longer than previously, 
both because underwriters are applying greater scrutiny and 
requiring more information from insureds. Further, many insurers 
have implemented stricter internal controls, requiring sign-off on 
underwriting decisions by their global heads. 

It has become paramount for insureds to submit both renewal or 
new placement submissions early, allowing enough time to satisfy 
underwriters’ increased requests for information. Time will be of 
essence when a project needs to be marketed to different insurers to 
secure appropriate coverage before a project’s expected start date.

Finally, insureds should have a robust plan that clearly outlines what 
they need from their insurance program. This can ensure that buyers 
and their brokers enter the insurance market with clear priorities in 
mind, anticipating what the market response could be and optimizing 
the insurance program structure. 
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Despite difficult 
conditions, regional 
underwriters 
remain willing  
to take on risk.

Shifts in the insurance market that started two years ago continued 
through 2020, with steady increases in prices and deductibles, and 
restrictions in coverage for companies in the Middle East and Africa 
region construction industry. Regional capacity continued to shrink, 
with insurers withdrawing approximately $1 billion since 2018 and some 
withdrawing capacity and decision-making from regional offices as they 
centralize operations.

Current conditions are especially challenging as they come on the heels 
of a prolonged favorable market, in which insureds were typically able 
to secure needed coverage at a competitive price. Given the length of 
time since the last challenging market, many insureds did not make 
allowances for increased rates and tightening terms when bidding  
for contracts.

In general, the region has not experienced the types of extensive losses 
suffered elsewhere. Still, the global nature of insurance markets, driven 
by international reinsurers, means that losses in other parts of the world 
have an impact on regional insurance rates and conditions.

Despite loss of global capacity, regional insurers remain willing to take 
on risk, especially where they have established relationships with project 
owners. However, an influx of business from other hubs is stretching the 
region’s capacity and lengthening underwriting timelines.

Middle East
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PANDEMIC  
RATTLES MARKET
The COVID-19 pandemic has severely disrupted the 
construction industry, which traditionally has been 
the main economic driver for Middle Eastern and 
some African countries, with strong support from 
government bodies. Although many governments 
allowed construction companies to continue 
operating during national lockdowns, the region 
saw a reduction in the volume of new projects, with 
a number of existing projects either deferred  
or cancelled.

Mitigation measures to stem the spread of the 
virus have delayed many projects. Even in countries 
where construction projects moved forward, 
many sites had a reduced workforce due to COVID 
safety measures. Supply chain disruptions made 
it difficult — sometimes close to impossible — to 
source essential materials or have them shipped 
to a construction site. Projects close to completion 
experienced delays as necessary commissioning 
inspections were unable to take place. In many 
cases, longer construction timeframes led to delays 
in payments, negatively affecting contractors’ 
working capital and liquidity.

The challenges of 2020 are driving many companies 
in the region to reevaluate their operations with a 
focus on resilience, innovation, and selectivity.

COMPANIES 
CONCERNED 
ABOUT RATE 
INCREASES
The relatively swift transition from a favorable 
market is challenging risk managers, who often face 
pressure to improve rates, terms, and conditions 
in line with prior experience. Rates are, at times, 
multiples above what they were previously, and 
deductibles are substantially higher. Changing rates 
and terms are hindering insureds’ budgeting plans, 
which are typically finalized months or years before 
work on a project commences and coverage needs 
to be secured.

Since many contractors are not able to shoulder 
higher deductibles, project owners often have to 
absorb additional costs into their balance sheets, 
eating away at what have traditionally been tight 
budgets. New projects are not the only ones 
experiencing difficulties. Extensions to project 
policies placed only one or two years ago may be 
substantially more expensive than original rates, 
also attracting changes to the terms and conditions.

PROFESSIONAL  
INDEMNITY
While there is a good level of capacity available, 
and the professional indemnity market remains 
generally stable, prices are starting to creep 
upwards. Minor increases began to be applied in 
2019, and could generally be negotiated down; 
however, 10% to 15% increases became common on 
annual policies from 2020. Still, most insureds have 
not encountered challenges securing coverage.

Insurers are increasingly cautious about the 
risks they want to take, and are asking for more 
information about projects. Several markets are 
willing to provide rough pricing indications based 
on basic information.

Specific emphasis is put on companies’ plans to 
mitigate the effects of the pandemic, especially 
supply chain challenges and project delays. 
Several markets are adding communicable disease 
exclusions to policies, with some insurers having 
treaties in place requiring that exclusion. While 
these exclusions can in some cases be negotiated, 
removal typically results in pricing increases.
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TIME, DATA 
CRUCIAL TO 
SECURE COVERAGE
Underwriters are carefully scrutinizing each 
application before making a decision or providing 
pricing, both for new projects and extensions, and 
are asking insureds for additional information, 
including:

• Method statements that outline installation 
details for each unit.

• Prevention and mitigation measures for 
different risks, including flood, which has 
become problematic in the region.

• Details of all parties involved in a project.

• Geotechnical reports.

• Risk registers.

• Regular progress reports for ongoing projects.

Many insureds are struggling to comply with 
increased requests for information, especially  
when the process is not started early. Companies in 
the construction industry had become accustomed 
to approaching an insurer very close to the start 
date for a new project, with extensions and even  
new placements regularly secured within two to 
three weeks.

However, these timeframes are no longer 
achievable, with underwriters often needing 10 
weeks to process an extension request while new 
placements can take up to four months, or longer.

Underwriters are reluctant to consider last-minute 
requests, and are asking for information early 
to carefully examine the data. Insureds should 
work with their brokers to ensure they are in 
possession of all the information needed before the 
underwriting meeting.

Further, clients need to take the changing market 
into account when finalizing contracts and trying 
to avoid strict terms and conditions that may no 
longer be commercially available. In some cases, 
clients are struggling to fulfill financing conditions, 
requiring negotiations with lenders to be reopened, 
underscoring the need to start the process early.

With no indications that current market conditions 
will change in the near future, some project owners 
are including clauses that provide flexibility if a 
specific contract condition, like a deductible level or 
coverage limit, is no longer achievable.

Finally, insureds should manage their expectations 
and understand that rates and terms they were 
able to secure only a couple of years ago may no 
longer be available.
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Insurers are 
increasingly 
cautious about 
the risks they 
want to take, 
and are asking 
for more 
information 
about projects. 

Middle East



MEA Construction Industry Faces Shrinking Capacity, Higher Pricing28

SOUTH AFRICAN SURETY 
RATES, UNDERWRITING 
REQUIREMENTS RISE
An extended period of depression for the 
construction industry in South Africa, mirroring the 
country’s economic struggles, has contributed to the 
collapse of several companies in the industry, leading 
to significant losses for insurers and credit providers. 
Further, higher return demands by reinsurers and 
capital providers have increased guarantors’  
input costs.
The COVID-19 pandemic led to a sharp drop in construction output in South 
Africa in the second and third quarters of 2020. Although many sites restarted 
operations after restrictions were eased, the industry is still feeling the effects of 
high national debt, labor shortages, and low investment in infrastructure. Many 
projects have been shelved, delayed, or extended, increasing volatility for the 
surety market and leading to a more stringent underwriting process as insurers 
seek to mitigate risks associated with an economic downturn.

A number of surety providers exited the construction market in 2020, while others 
implemented measures to remain sustainable and a sound guarantor. Heightened 
risks due to the deteriorating economic landscape have led to substantial price 
increases. Some suretieshave reduced facility limits, especially for clients with 
financial challenges. Insurers have increased their underwriting requirements and 
requesting increased information for their risk analysis. 

While the whole industry is affected, there is a clear lack of appetite for larger 
projects, with greater emphasis on increased premium and collateral rates.  
The market is unlikely to see substantial improvements in the near future,  
and many insurers are waiting for a potential increase in government  
infrastructure investment.
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Reduced capacity 
is contributing to 
pricing increases 
and tightening terms 
for the construction 
industry.

Increased underwriting discipline and an unprecedented drop 
in capacity is having a negative effect on the construction 
insurance market, with many in the industry facing steep price 
increases and stricter terms and conditions.

Several carriers started steering away from the construction 
industry or placing their construction books into run-off in 
2019, a change from a market that was previously considered 
favorable. There have been few new entrants, with incoming 
capacity still not able to replace what has already been lost.

This shift in market dynamics is affecting companies across the 
spectrum, from large multinationals to smaller regional firms, 
all of which are looking for ways to minimize their insurance 
costs, either by increasing deductibles or purchasing lower 
limits. Companies with strong financial resources are also 
looking at transferring their risk through a captive.

Pacific
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PRICING INCREASES, 
TIGHTER TERMS
Overall, most clients are being faced with substantial 
pricing increases both on a project basis and annual 
renewals. This is greatly affecting companies’ ability 
to budget effectively. The long-term nature of the 
construction industry means that there is often a 
significant time lag between the tendering process 
and the start of development. 

Due to the swift market changes, many insureds are 
being faced with significantly higher pricing when 
purchasing coverage than they would have budgeted 
for several months beforehand. Some clients are 
struggling to secure limits required to operate 
effectively, especially for professional indemnity 
coverage, which remains difficult due to decreased 
global capacity and multiple claims. 

Terms and conditions offered at placement are 
often tighter than insureds would have agreed to; at 
times contracted terms are no longer commercially 
available, with insureds needing to ask for special 
dispensation from principals and lenders.

The COVID-19 pandemic added challenges to an 
already difficult market. In order to limit their 
exposures, many carriers are now including 
communicable disease exclusions. These conditions 
are typically not negotiable and individual 
underwriters tend to have different interpretations, 
which is adding to challenges for clients.

INCREASED 
UNDERWRITING 
SCRUTINY 
Insureds are seeing a level of scrutiny from 
underwriters that was not experienced before.  
There is increased pressure from head office to 
increase rates and improve both profitability and 
margins and walk away from risks. Many carriers 
are pulling back underwriting control to their 
principal market hubs in order to regain control of 
the underwriting process. And there is an increased 
need for sign-off from head office.

As a result, underwriters are carefully scrutinizing all 
applications, including extensions. The underwriting 
process has become more data-centric, with 
underwriters asking more questions, especially to 
help them understand how clients are managing 
risks. Questions need to be answered in detail and in 
a timely fashion for underwriters to consider a risk.

TIME CRUCIAL TO  
SECURE COVERAGE
Insurers are not under pressure to take on risk, 
a reality that requires insureds to have a clear 
marketing strategy that helps them secure the 
best available pricing and terms. It is important 
for insureds to clearly establish what they need 
to achieve from their insurance program before 
underwriting meetings, and remain focused on  
their goals throughout discussions.

The need to market a program, coupled with the 
increased requests for data, means that companies 
in the construction industry need to start new 
placement or renewal discussions early. Early 
engagement with both your broker and key  
insurers is critical, allowing enough time to gather 
quality information and market your program. 
Brokers can help identify the data that underwriters 
typically require, develop a marketing plan, and 
create a clear timeline for required deliverables. 

Finally, insureds need to carefully review  
current risk mitigation strategies and consider 
necessary changes that may help them secure 
needed coverage.
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CONTRACT WORKS
After a prolonged favourable 
market that saw reduced pricing 
and broadening coverage, the 
contract works market is becoming 
more restricted, characterized by 
increased premiums and higher 
excess levels.
Carriers are specifically concerned about water 
damage, mostly as a result of extensive claims activity, 
which has led to increased premiums and, in certain 
cases, sublimited or excluded cover. There is also 
decreased appetite for long contract periods.

Underwriters are asking more questions and expect 
data-driven responses, particularly in relation to clients’ 
historic claims activity. The underwriting process it 
generally taking longer, even for simple extensions and 
policy changes that would have previously been agreed 
without issue. Underwriters have stricter guidelines 
from head office and often require sign off, particularly 
for large or complex risks. 

Insurers are being very selective about the risk they 
want to write, and there is typically no rush to provide 
lead terms. Instead, many insurers are instead 
providing follow capacity at their preferred terms. 
Underwriters are also unable to deviate from original 
approved lead terms for follow capacity. 

CONSTRUCTION 
LIABILITY/CASUALTY
There is increased pressure to 
write business at profitable terms 
and conditions, which is leading 
to casualty insurers looking more 
closely at their underwriting profits 
and cost of capacity. 
Although capacity is still available, there is reduced 
appetite and greater scrutiny, particularly for projects 
with certain exposures, such as bushfires. Insurers 
are increasing attachment points and requiring 
“ventilation” between layers on liability programs in a 
bid to spread their risk and avoid excessive exposure 
within an excess tower. There is also an increased use 
of sub-limits and restrictive terms, such as, a reluctance 
to provide professional liability write-back in relation to 
property damage and personal injury.

We are also seeing an increase in pandemic-related 
restrictions.
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“2020 difficulties 
expected to 
persevere, 
leading to a longer 
underwriting process 
and increased 
information 
requests.”

The demands of remote working, the economic consequences 
of multiple national lockdowns, and a last-minute Brexit deal 
were only a few of the events that affected the UK construction 
industry in 2020. Each contributed to a continuation of 
insurance pricing increases and pressure on terms that started 
two years ago.

The COVID-19 pandemic was a catalyst for higher pricing and 
coverage restrictions. Measures intended to slow the spread of 
disease led to project delays, while several owners and developers 
reassessed the commercial viability of planned projects.

At the same time, increased reinsurance costs and a higher 
frequency of claims led some insurers to re-evaluate their 
participations, diminishing the pool of potential lead markets 
and lowering overall capacity. While increased investment in 
short-tail risks offered insurers attractive returns, the longer-
tail construction sector failed to attract significant new capacity. 
Those few new entrants tended to have comparatively low 
levels of authority.

Overall annual policies have fared much better than single 
project placements where adjustments in underwriting 
philosophy were felt more acutely, often resulting in rating 
increases. In the early stages of 2021 ‘green shoots’ started to 
appear as established insurers look for growth in a market that 
has seen a global transition in rate and coverage.
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A SWIFT 
TRANSITION
The market shift follows several years of lower 
prices and expanded terms and conditions. Many 
construction underwriters had no experience with 
such a change. The transition occurred rapidly, 
with prices increasing substantially for project 
placements, and terms and conditions changing 
quickly. Some insureds, especially those with 
multiyear project policies that are often extended or 
changed midterm, faced price increases or changes 
in coverage terms.

Markets that stopped writing construction policies 
in 2019 continued to influence project placements 
in 2020 as some looked to withdraw from 
policies requiring period extensions or midterm 
adjustments. Replacement capacity generally 
attracted significantly increased prices than 
insureds were accustomed to and had budgeted 
for. This change has applied nearly across the 
board, including for projects with good loss history 
and risk mitigation practices. Projects with a high 
claims frequency experienced greater difficulties.

The transition on annual policies has been far more 
restrained, especially for those accounts with high 
retentions and a good claims experience.

MORE 
UNDERWRITING 
SCRUTINY
Insurers are granting less authority to regional 
underwriters as they attempt to maintain 
consistency across their business and avoid 
deviating from basic core coverages for 
construction risks. Some markets have closed 
regional offices and reverted to London and 
European head offices, increasing the frequency of 
projects managed by the London market. Increased 
scrutiny for international risks and a more in-depth 
internal referral process contribute to a significantly 
longer placement process.

The pandemic has spotlighted delay in start-up 
policies, as well as provisions for infectious disease, 
cessation of works, and denial of access extensions. 
Many markets are seeking to impose COVID-19  
or pandemic exclusions, often regardless of 
whether they expect a project to face real exposure.

Insurers are carefully considering the overall period 
of policies; in some cases they are reluctant to offer 
more than seven years, and those that are willing 
typically require signoff from the head office.

There is also increased scrutiny on the provision 
of the widest defects coverage (DE5/LEG3//06) in 
respect to international risks and a general trend 
to offer smaller participation on individual risks, 
with further restrictions in areas exposed to natural 
catastrophes.

Initial feedback indicates that carriers have 
successfully navigated treaty renewals for 2021, 
with the emphasis being on the quality rather 
than quantity of new risks. Many markets want 
to maintain the same volume of business, but 
seek more attractive terms and conditions, which 
will likely result in a higher level of risk selection 
throughout 2021. A more cautious approach to 
natural catastrophe capacity is also expected.

INCREASED 
EMPHASIS  
ON QUALITY DATA
TThe market is expected to remain challenging  
for the near future, with underwriters continuing  
to scrutinize each project. Insurers are seeking 
more detailed risk information and using risk 
engineers to review all underwriting submissions, 
which will undergo in-depth scrutiny to achieve  
internal signoff.

Insureds should expect additional questions from 
insurers following the initial information review 
process. It is important to answer any questions 
promptly and in sufficient detail to satisfy the more 
stringent internal underwriting procedures. Any 
conditions, including “subject to” terms, need to be 
satisfied within the specified timescale since cover 
and terms cannot be confirmed until conditions are 
satisfied. It is good practice to have engagement 
with underwriters’ risk engineers and allow access 
to the project engineering team to give detailed 
feedback to any technical questions.

Increased scrutiny, combined with fewer 
underwriters looking at the current volume of risks, 
is prolonging the underwriting process. Insureds 
need to allow as much time as possible to engage  
in insurance discussions. Start the process early, 
and, if necessary, factor in the outcome  
of underwriting meetings in contractual  
discussions with project owners. 

We expect client and insurer partnerships to 
strengthen in 2021 as both insurers and insureds 
look to benefit from long-term relationships, or 
develop new ones that lay foundations for steady 
growth in the insurers’ book and minimal volatility 
in long-term pricing.
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Most Impactful  
Market Conditions
CASUALTY/LIABILITY
The casualty market is becoming more challenging, due in 
part to an increase in claims activity, especially in relation to 
cyber risk and the General Data Protection Regulation (GDPR). 
Insurers that have yet to see an uptick in claims are expecting 
them to start materializing. Lloyd’s markets are generally 
excluding cover following instructions to either exclude or 
positively look to provide cover.
Some insurers are including drone exclusions unless 
insureds are able to provide sufficient information 
about their use; cover will only be provided if 
insureds give acceptable answers. Large fire claims 
in refurbishment or fit-out projects have led to 
additional conditions and higher premiums for  
these risks.

The pandemic has contributed to delays in many 
construction projects, and some underwriters are 
adding communicable disease exclusions. While 
these are still a minority and typically requested 
when a project involves high-risk properties — 
such as, hospitals, schools, or prisons — more 
insurers may start requiring communicable disease 
exclusions in the coming months.

Claims and their associated costs are pushing 
some insurers to look for higher attachment points 
on excess layers. Reduced appetite is pushing up 
premiums. Further, insurers are under greater 
scrutiny from their internal governance, leading  
to even the simplest extensions or renewals 
requiring sign off. Even insureds with a good  
claims experience are struggling to secure  
reduced premiums.

While capacity remains available and most insurers 
are willing to take on what they see as “good” risks, 
it may become harder to place less conventional 
risks, and insurers may add cover restrictions in the  
coming months.

The pandemic has 
contributed to delays 
in many construction 
projects, and some 
underwriters are 
adding communicable 
disease exclusions.
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PROFESSIONAL 
INDEMNITY (PI)
Record losses and concerns about multiple risks, especially 
fire safety and cladding concerns, translated into higher rates, 
restricted terms and conditions, and a drop in capacity.  
Challenges started in 2018 and persevered, with many insurers 
adding exclusions to both renewals and new project placements.

Similar to most other insurance lines, PI underwriters are 
carefully scrutinizing each submission and requesting more 
information before taking a decision. Risk mitigation practices 
are highly scrutinised, with underwriters wanting to see ongoing 
efforts rather than one-time plans. 

Both annual programmes and project-specific submissions are 
typically requiring management signoff, which can significantly 
prolong the underwriting process. Many companies are  
struggling to comply with insurers’ increased information 
requirements, especially when they do not allot adequate time  
for the longer review.

Companies that have good relations with their insurers, can 
present good loss records, and have already gone through a 
few years of rate adjustments are starting to see some levelling 
in rates. However, there are no indications that challenging 
conditions are going to reverse across the board. Companies 
should continue to concentrate on data-focused submissions and 
ensure they allow enough time for underwriting. Underwriting 
meetings are becoming more common and allow clients to 
answer underwriters’ questions in detail.

SURETY
Although capacity remains available and prices competitive, 
underwriters are becoming more conservative and employing 
increased scrutiny to all submissions. Many underwriters are 
asking to meet insureds more frequently, and are keen to 
understand how the pandemic has and continues to affect  
cash flow.

Companies with good liquidity and a favourable credit history 
typically have no trouble securing the needed surety bonds.  
On the other hand, financially distressed clients will typically 
struggle to secure the right coverage. 

Despite fears that the pandemic would lead to a cash crunch for 
companies in the construction industry, government schemes 
have helped many businesses retain liquidity. There is, however,  
a possibility of cash flow challenges once the existing schemes 
are phased out.

Even after bonds are issued, insurers are keen to keep the lines 
of communication open and better understand how the bonded 
project is developing, especially as the country continues to 
navigate the effects of the pandemic and subsequent economic 
challenges. Due to increased economic uncertainty, employers – 
both private and public – will likely require enhanced security in  
the form of surety bonds in new contracts.

Due to an increase in reinsurance costs, there is a possibility for 
surety prices to inch upwards over the short to medium term. 
Companies with strong credit performance are more likely to 
be able to secure competitive pricing. Others will likely continue 
to experience challenges securing coverage and might need to 
secure fresh bond capacity from different sureties, making it 
paramount that they start the process early.
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DIRECTORS AND OFFICERS  
LIABILITY (D&O)
The D&O market has become more challenging for companies 
in the construction industry. Changes began to be felt midway 
through 2018, with insurers initially focusing their portfolio 
remediation activity on clients considered to operate in “high 
risk” industry sectors and those with material US securities 
exposure. In 2019, insurers intensified efforts to seek pricing 
increases across their portfolios.
The COVID-19 pandemic had a significant effect on companies’ ability to trade, access 
finance, undertake projects, and manage their balance sheet. The construction industry 
remains at substantial financial risk. Improvements to the market’s view of the industry’s risk 
profile are expected to take time as D&O insurers recover from a loss of profitability related 
to major losses. 

Premium increases, narrowing of cover, reduction of capacity, increased deductibles, and 
additional exclusions are likely to continue, although the market is expected to begin to settle 
as we progress through the year

Insurers are often imposing coverage restrictions, driven primarily by the type, frequency, 
and severity of claims. Securities-related claims for listed companies remain a risk factor for 
insurers. Anti-bribery and corruption investigations and insolvency risk continue to be major 
considerations for insurers for both public and private companies. Insurers are imposing 
anti-bribery and corruption investigation and insolvency exclusions, and securities retentions 
applied are at an all-time high. Cost increases are mainly driven by severe claims hitting the 
market, in some instances forcing insurers to exit the D&O space, decreasing capacity. The 
lower level of competition has made it easier for remaining insurers to increase premiums.

In this market, clients need to start renewal discussions early and communicate openly, 
helping insurers become more comfortable with the insured’s operations and planning. 
Underwriters typically are scrutinizing plans to minimize liquidity risk, demonstrated agility 
and success in countering pandemic effects, commitment to zero carbon emissions, board 
diversity, and other factors.
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A challenging 
insurance market 
requires insureds to 
set clear objectives 
and be laser-focused 
during underwriting 
discussions.

Increased underwriting discipline together with poor 
claims experience over the past several years have led 
the construction insurance market in the US to become 
increasingly difficult, with base pricing applied to risk 
increasing by around 25% since the second quarter of 2018.

With the future trajectory of the market still in flux, companies 
in the construction industry face a period of uncertainty, both 
in relation to ongoing projects that may require renewals 
or extensions and even more acutely when it comes to 
planning for future developments. Projects in the New York 
metropolitan area or with wildfire exposures are facing the 
most difficulties.
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INCREASED 
UNDERWRITER 
SCRUTINY 
Underwriters are carefully scrutinizing all 
applications, including extensions. Some carriers 
have reduced the amount of capacity they provide 
for extensions, while others are declining to extend 
capacity for certain risks. 

Higher insurance prices have been accompanied 
by stricter terms and conditions, while attachment 
points are typically higher. These trends are 
expected to persist in the coming months. 

Despite many ongoing challenges, there is still 
capacity for good risk, with insurers signaling they 
want to partner with contractors that have a strong 
focus on contract risk allocation, worker safety, and 
financial strength.

BUILDERS’ RISK 
UNDER INCREASED 
SCRUTINY
Available capacity in the builders’ risk market 
continues to shrink and market response time to 
both existing and new business continues to slow. 
Some markets are withdrawing or reducing line 
sizes on extension periods. Some insurers are also 
imposing strict qualification measures to LEG 3 
coverage, which most carriers are only offering 
during the construction phase.

Multiyear master builder’s risk programs have 
become more difficult to secure. Insurers are  
rarely willing to guarantee pricing for more than  
12 months without a client’s firm commitment to  
a set of projects to be insured during the  
program’s duration. 

AMPLE CAPACITY 
BUT INCREASED 
SCRUTINY FOR 
ENVIRONMENTAL 
COVERAGE
Ample capacity is still available for most risks 
and the environmental liability market remains 
competitive overall. However, the market for 
longer-term projects — typically exceeding 10 years 
— is tightening.

Pricing for practice-specific contractors pollution 
liability programs have across the board, with 
certain classes of business and those that have 
experienced losses the highest increases. 

Project delays due to the pandemic and ensuing 
lockdowns are straining policies approaching 
or exceeding their maximum term. Meanwhile, 
the tight labor market is raising concern about a 
potential increase in construction defects.

Closed or abandoned projects that may have indoor 
air quality issues due to potential water intrusion  
or mold growth are also of concern to insurers. 
Some insurers are adding COVID-19 or 
communicable disease exclusions to contractor 
pollution policies, with most adding these 
exclusions to site liability policies.

Underwriters are applying greater scrutiny 
and discipline, asking more questions to better 
understand companies’ operations and risk 
management strategies, especially in the middle 
market space. The increased focus is primarily 
targeting scope of work, claims, and merger and 
acquisition activity. Broad coverage for site liability 
coverage for development projects is tightening. 

We expect carriers to pay close attention 
to potential changes and enhancement to 
environmental laws and enforcement as well as 
emerging risks — such as per- and polyfluoroalkyl 
substances (PFAS) and other “forever chemicals” 
— and their overall effect on the environmental 
market and coverage lines.

To avoid delays in securing coverage, insureds 
should ensure they have the necessary information 
ready before underwriting meetings. Insureds 
should work with their brokers to prepare solid 
underwriting submissions, both for new placements 
and renewals, and engage in virtual meetings with 
both incumbent and new markets, depending upon 
the program size/scope and need.

Accounts with favorable loss histories may benefit 
from marketing their programs. Marketing tougher 
risks may benefit from multi-carrier structures, 
rather than a monoline design.
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CASUALTY, EXCESS CASUALTY 
CHALLENGES EXACERBATED  
BY COVID-19
The casualty marketplace is experiencing rapid 
change and uncertainty, in part due to the 
COVID-19 pandemic. Insurers are requiring 
communicable disease exclusions on new business, 
with some insurers also inserting these clauses in 
extensions, although physical damage that may 
result from a communicable disease is typically still 
covered. Many insurers are also modifying renewal 
pricing, limits, retentions, and terms.

There is increased scrutiny on exposure to credit 
defaults on deductible liabilities. Insurers are often 
requesting mid-term credit discussions and have 
also indicated a more conservative approach for 
lower credit new business risks. 

In addition, contractors are facing higher operating 
costs to keep their sites safe, while supply chain 
challenges have led to higher prices for basic 
materials, including lumber. Further, a shrinking 
project pipeline has fueled increased competition 
among contractors. 

The excess casualty market has become 
significantly challenging for companies in the 
construction industry, with many carriers pushing 
for pricing increases, deploying lower limits, and 
increasing attachment points. 

Insurers’ self-imposed capacity restrictions have 
led to approximately $500 million of excess capacity 
leaving the market; while some new insurers are 
entering the market, this is not happening quickly 
enough to replace exiting capital. 

Traditional coverage grants in the excess space 
– including per-project general aggregate limits 
and contingent “excess of wrap” coverage – 
are becoming more difficult to secure. Certain 
projects, including those located in the New 
York metropolitan area, with wildfire exposures, 
and for-sale residential projects continue to be 
most challenging, with an ever-shrinking market 
and facing significant pricing increases. Large 
commercial projects and annual programs for 
commercial contractors tend to have less difficulty 
securing coverage.

More insureds are using the same carrier for 
primary casualty and lead excess due to reduced 
appetite for monoline lead excess. Many insurers 
are restricting limits for both lead policies and 
excess casualty. And some excess carriers are 
attaching additional exclusions that are not 
included in underlying layers.

TIME AND DATA 
CRUCIAL  
FOR PLACEMENT 
SUCCESS
To date, there are no clear signs that the market 
will shift in the near future. Current conditions and 
difficulties are expected to persist for at least the 
rest of the year.

For insureds, this reality requires a change in the 
way they approach placements for new projects and 
extension requests. Most importantly, they need 
to establish clear objectives around their insurance 
program and remain laser-focused on their targets 
during underwriting discussions.

With underwriters carefully scrutinizing each 
submission and often requesting more information 
than before, the placement process is taking 
longer. Insureds should start discussions as early 
as possible and make sure they have enough time 
to provide underwriters with all the information 
they require. Although underwriters are unlikely to 
commit to pricing and terms early on, brokers are 
typically able to provide benchmarking information 
on similar projects to help clients budget for 
insurance expenses. 

Quality data has become critical, with underwriters 
generally not willing to commit to any projects 
before they are presented with all the data they 
have requested. For insureds, this means it’s  
critical to prepare and ensure all necessary data  
is available prior to underwriting meetings.  
Brokers can help construction companies identify 
the data that underwriters typically require,  
develop marketing plans, and create a clear 
timeline for deliverables. 

Finally, insureds need to reset their expectations 
and understand that the current market conditions 
mean that pricing and terms secured for earlier 
projects may no longer be achievable. 
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SURETY MARKET  
REMAINS STRONG
While most construction lines are experiencing 
pricing increases, tougher terms, and reduced 
capacity, surety remains a competitive market with 
ample capacity. These trends have been ongoing 
for the past two decades, mainly due to limited loss 
activity and good profitability for insurers.
The COVID-19 pandemic, however, has raised ample concerns about a shift in 
the favorable market. Steps taken to stem the spread of the virus forced many 
businesses in various parts of the US to shut down their job sites, causing 
the underwriting community to become worried about significant losses. 
This prompted several major insurers to review existing accounts and reduce 
underwriting activity while waiting for more clarity about a potential change in 
their principals’ risk profiles.

Fortunately for construction companies, the slowdown quickly reversed. Since 
the industry was considered an essential business in the US, many construction 
companies were able to get return to job sites by mid-2020. Several small 
companies — which would typically struggle most during a downturn — were 
able to secure loans through the Paycheck Protection Program (PPP), helping 
them improve their liquidity. Further, the residential sector as well as several 
other key segments such as health care and public safety saw growth in 2020, 
helping counter the downturn in other sectors, such as lodging.

There is still ample capacity in the market, but pricing drops that had become 
relatively common prior to the pandemic have slowed. Major carriers have 
enjoyed several years of preferable loss ratios, making surety a profitable 
business and allowing insurers to continue offering competitive pricing and 
favorable terms. Current flat pricing is expected to continue in the coming 
months, with no indications of substantial changes in the surety market.
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PROFESSIONAL LIABILITY 
REMAINS STABLE
Unlike some other lines, the professional liability 
market for contractors and architects and 
engineers in the US remains stable. There is 
sufficient capacity in the marketplace for most 
contractors’ practice programs as well as their 
project-specific needs.
Certain carriers have cut back the capacity they will deploy on any individual risk 
or ceased writing the class of business entirely, but other insurers have entered 
the marketplace. As a result, we are not seeing a capacity shortage or extreme 
increases in pricing.

A US contractor with good loss experience can generally expect renewal pricing 
increases of between 5% and 10%. Contractors and architects and engineer 
firms with losses are typically seeing larger increases.

US underwriters are becoming more disciplined due to a tightening of the 
professional liability marketplace in other regions — particularly London — 
and a more challenging marketplace for other lines, such as builder’s risk and 
excess casualty. As a result, more thorough underwriting submissions may be 
required.

Underwriters are scrutinizing public-private partnerships (P3) and fixed-price 
design/build projects; contractors have suffered financial losses due to these 
projects’ delivery methods, which can translate to professional liability claims. 
They also have a limited appetite for process plants, as that class has sustained 
some very large professional liability losses.

We are not seeing COVID-19/communicable disease exclusions being attached 
to professional liability policies.
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