Insurers’ profit margins
expected to grow in Q3
even as revenues decline
By Patrick Hoff
Analysts are expecting at least some good news out of the insurance
industry as companies report on their third-quarter financials over the
coming weeks, with expanded profit margins driven by health, life and
multiline insurance as the COVID-19 pandemic continues to spur both
losses and fewer claims in some areas.
David Aurelio, a senior research analyst with Refinitiv, said that overall
insurance industry revenue is expected to have fallen by 1% in the third
quarter, but earnings likely grew by 5.3%.
A big part of that, Aurelio said, is the industry’s margin expansion; net
profit margins are expected to have grown to 9.3% in the third quarter
compared to 8.6% in the same period last year.
The largest margin expansion, he said, is in multiline insurance brokers,
which are expected to have a net profit margin of 6.4% versus 5.8% in the
third quarter of 2019.
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“Insurance companies are benefiting from … work from home,” Aurelio
said. “So you’re seeing underlying margins benefit from lower levels of
claims as the workforce continues to work from home.”
Most surprising, Aurelio said, are the expectations for life and health
insurance — a 2.8% decline in revenue but a 14% increase in earnings.
“I think people would be pretty shocked to know that there’s margin
expansion, that you’re getting revenue declines while you’re … expecting
this double-digit earnings growth,” Aurelio said.
The companies expected to have fared best in the third quarter, he said,
are MetLife, with 28.1% earnings growth, and Principal Financial, with
12.7% earnings growth.
In the second quarter, MetLife posted a 96% year-over-year decline in net
earnings; Principal Financial saw a 3.1% year-over-year increase in
earnings.
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When it comes to health insurers, Jason Pastrano,
co-founder of insurance brokerage Brio Benefits,
said that despite lower claims activity earlier this
year and increased earnings, he doesn’t expect
insurers to reduce renewal rates, mainly

because of required shareholder returns.
Instead, health insurance companies will likely
set prices higher, as they would any other
year, but offset that with discounted fees in the
first few months of 2021, he said.
“The renewal strategy for a lot of those customers is pretty much the same as it’s been in
almost every year,” Pastrano said.
Meanwhile, property and casualty insurers are
likely to report results similar to those seen in
the second quarter — meaning large catastrophe losses, business interruption losses, contingency losses and other losses related to
COVID-19, according to Meyer Shields, a
managing director at Keefe, Bruyette & Woods
covering P&C insurance.
“Globally speaking, you’re had a lot of issues
also, ranging from the Beirut explosion, a
couple of planes went down,” Shields said.
“So this was a bad year from what we would
normally consider to be catastrophe losses,
and that’s a big deal.”
One bright spot, he said, is automotive insurance, as driving behavior is still lower than it
was a year ago, meaning that vehicle claims
are also down. At the height of the COVID-19
lockdown, daily vehicle miles traveled in the
U.S. fell by 64%, or by 160 billion miles,
according to a study by accounting firm
KPMG International.
Even after the pandemic is over, KPMG said,
vehicle miles could fall by up to 270 billion
miles per year as consumers commute less and
take fewer shopping trips. In 2019, Americans
drove approximately 3 trillion miles.

All told, Shields said that most P&C insurers
will likely fall somewhere in the middle when
it comes to their third-quarter results, with “not
a lot of good news, not a lot of bad news, not
that much exposure to economic reality.”
The biggest difference between the second
and third quarters, he said, is hurricanes.
While the U.S. saw four named storms and
hurricanes between April and June, the three
months of the third quarter saw 20, including
Category 4 Hurricane Laura at the end of
August.
Overall, 2020 has seen 25 storms so far,
according to the National Hurricane Center,
forcing storm names into the Greek alphabet
for only the second time since the World
Meteorological Organization began issuing
names in 1953.
The first time occurred in 2005, when the final
named storm of the season was Zeta, the sixth
letter of the Greek alphabet. Louisiana is
currently bracing for Hurricane Delta, named
for the fourth letter of the Greek alphabet.
Despite the high number of hurricanes,
though, Shields said 2020 has yet to see a
memorable hurricane.
“I don’t want to sound insensitive, because
there are a lot of people whose lives were
disrupted,” he said. “But from an insurance
industry standpoint, no single 2020 hurricane
was all that expensive.”
On the heels of everything else going on,
though, Shields said the hurricanes could be
a setback for some insurers.
“We’re expecting a tough quarter for most
companies that write property insurance or
reinsurance,” he said.
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Aurelio, of Refinitiv, said P&C insurers are
likely to see revenue increase by 4.4% and
earnings to increase 1.7%.
With continued economic recovery over the
last three months, though, Shields said
insurance companies are likely to report
higher premium volumes.
He added that with low interest rates and
decreased earnings, insurers are also likely to
raise insurance rates for most lines of business
except automotive.
“I don’t know if it’s good, because it is reality
that these rates are rising,” Shields said. “But
that would be the comfort that insurance
companies and their investors would realize.”
Additionally, Shields pointed out that companies still have three more months left in 2020,
and he expects them to lean on that fact, plus
some optimism that 2021 will be a more
normal year, in coloring their third-quarter
results.
“If we assume with some trepidation that next
year is a normal year in terms of catastrophe
losses, the rating framework and equity
profitability framework in a normal year
should be much better than it was in 2020,”
he said. “So that’s the silver lining to the
cloud.”
Looking beyond the most recent quarter,
Aurelio said analysts are expecting margins
to increase even more in the fourth quarter, to
10.2%, which he said is “pretty surprising.”
“When I was researching this, I had to look at
it twice just to make sure,” he said.

Multiline insurance as well is expected to see
an 8.4% decrease in revenue and 17%
decline in earnings in the fourth quarter, also
primarily driven by an increased expectation
of costs related to the coronavirus.
Pastrano said that as employers renew
insurance plans in the fourth quarter and
begin to dig out from COVID-19 in the
coming years, insurers will likely be expected
to provide more creative solutions and
transparency to clients.
“People are going to have more of an appetite to do different things to manage costs,
especially since they’ve seen kind of what
happened during these past four or five
months,” he said.
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The downside, however, is that insurance
industry revenue is expected to decline by
4.6% in the fourth quarter and earnings are
expected to decrease by 2.1%, Aurelio said.
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