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Market Segment Outlook:
US Commercial Auto Insurance

AM Best’s outlook for the US commercial auto segment remains Negative, primarily for the
following reasons:

* Commercial auto remains an overall drag on the commercial lines market.

* Despite improvement during the pandemic, results have reverted back to historical loss levels in
recent years, with a net loss exceeding $5 billion in 2023 and ongoing losses through 2024—and
2025 is likely to be another unprofitable year.

* Rising severity and frequency trends continue to drive up loss costs.

* Commercial auto premiums have increased significantly but have failed to keep up with rising
claims costs.

* A number of challenges—elevated repair costs, macroeconomic concerns, the impact of nuclear
verdicts, experienced driver shortages, and distracted driving—have been the main cause of the
line’s unfavorable results.

Opver the past decade, the commercial auto line has been one of the worst performing lines of the
property/casualty market and has consistently been a drag on the total commercial lines segment.
Commercial auto writers have struggled to be profitable, reporting a combined ratio above

100 every year the past decade, other than 2021. Despite years of rate increases and aggressive
underwriting initiatives, the segment marked its worst performance in 2023, with $5 billion in
underwriting losses and a combined ratio of 109.2.

AM Best expects that results will improve slightly in 2025, but the segment will remain
unprofitable as carriers continue to struggle to attain rate adequacy and loss costs continue to rise.

Several lingering trends prolong the return to profitability:

* Social inflation, increased litigation, and larger jury awards are contributing to the severity of
losses.

* Economic uncertainty and inflationary pressures are affecting the market.

* Claims severity is exacerbated by the rising cost of labor and parts and higher medical costs.
Rising loss severity has far outpaced economic inflation.

* Distracted driving, reckless driving, and increasingly congested roads are all contributing to the
higher frequency of accidents.

Elusive Profitability

Underwriting losses continue to plague the US commercial auto industry, and AM Best expects that
profitability will remain elusive in 2025 and beyond. Despite significant rate increases and changes
to underwriting practices, commercial auto insurers struggle to turn a profit and have consistently
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reported combined ratios well over 100. The only year in which they reported a combined ratio below
100 was in 2021, when frequency dropped to historically low levels, courts were closed, and litigation
was paused, owing to the pandemic.

Loss frequency has returned to pre-pandemic levels, and adverse prior year loss reserve development,
driven by economic conditions and rising loss costs, is negatively affecting calendar year results. Not
only are accidents happening more frequently but the severity of these accidents is also worsening. This
is due to several factors—heavier trucks, higher speed collisions, and more serious injuries in accidents
involving large commercial vehicles—all of which result in more severe losses.

Persistent Challenges

Commercial auto insurers are grappling with persistent challenges that have led to underwriting
losses since 2010. What’s more, these hurdles appear to be intensifying and continue to threaten the
segment’s profitability. These ongoing challenges are forcing insurers to push for significant pricing
increases and apply more stringent underwriting guidelines, making commercial auto insurance more
expensive and more difficult for businesses to obtain.

The industry also faces the growing challenge of social inflation, characterized by very high jury
awards and settlements, particularly in cases involving commercial vehicles or resulting in serious
injuries or fatalities. Litigation financing, whereby a third party finances the suit and receives a
portion of the settlement, has become increasingly prevalent in commercial auto liability claims that
are taken to court. The legal environment in many regions is becoming more favorable to plaintiffs,
which means that insurers are forced to settle larger claims or face the financial risk of lengthy trials.
Because settlement verdicts for bodily injury claims have been rising steadily, attorneys have become
more inclined to go to trial seeking similar outcomes for their clients. Every large settlement sets a new
precedence. Large jury verdicts for commercial auto claims make projecting ultimate losses and setting
adequate rates difficult for the insurers.

Economic inflation has affected the entire commercial auto insurance market. The cost of repairs,
replacements parts, and labor, as well as medical bills and liability claims, have been rising faster
than general economic inflation. Global supply chain disruptions, especially in the automotive sector,
have led to shortages of essential vehicle parts and chips, leading to longer repair times and higher
costs. Repair costs, especially for newer commercial vehicles, continue to climb due to more advanced
technology equipment such as sensors, cameras, and telematics systems. Although these features can
reduce the frequency of accidents, the repair costs associated with newer vehicles are substantially

higher than for older models.

The commercial trucking segment is facing an ongoing shortage of qualified drivers, exacerbated

by the pandemic and also other factors such as the aging workforce, higher turnover rates and less
attractive working conditions. This shortage increases the pressure on the remaining drivers who may be
overworked, fatigued or less experienced, increasing the risk of accidents. Companies have adapted their
recruiting strategies, lowering their standards by hiring younger, less experienced and untrained drivers.

Distracted driving and poor behaviors such as reckless driving, impaired driving, and speeding,

play a significant role in the growing frequency of accidents. These have become issues, not just for
individuals driving their own automobiles, but also for operators driving commercial vans or trucks.
Drivers have become very distracted by smart phones, which has become a leading cause of reported
accidents. The growing use of smart devices takes a driver’s focus off the road. Even when devices are
hands free, answering a call or responding to a text message is a distraction.
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GUIDE TO BEST’S MARKET SEGMENT OUTLOOKS

Our market segment outlooks examine the impact of current trends on companies operating in particular segments of the insurance industry over the next 12 months. Typical factors we would consider include current and
forecast economic conditions; the regulatory environment and potential changes; emerging product developments; and competitive issues that could impact the success of these companies.

ABest’s Market Segment Outlook can be Positive, Negative, or Stable.

Best’s Market Segment Outlook

A Positive market segment outlook indicates that AM Best expects market trends to have a positive influence on companies operating in the market over the next 12 months. However, a Positive outlook

rasiiie for a particular market segment does not mean that the outlook for all the companies operating in that market segment will be Positive.

Negative A Negative market segment outlook indicates that AM Best expects market trends to have a negative influence on companies operating in the market over the next 12 months. However, a Negative
g outlook for a particular market segment does not mean that the outlook for all the companies operating in that market segment will be Negative.

Stable A Stable market segment outlook indicates that AM Best expects market trends to have a neutral influence on companies operating in that market segment over the next 12 months.

We update our market segment outlooks annually but may revisit them at any time during the year if regulatory, financial, or market conditions warrant.
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*Updates to the Report

This report was updated on March 28, 2025, to correct formatting.
This report was updated on March 28, 2025, to reflect a correction to the text.
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Best’s Financial Strength Rating (FSR): an independent opinion of an
insurer’s financial strength and ability to meet its ongoing insurance policy
and contract obligations. An FSR is not assigned to specific insurance
policies or contracts.

Best’s Issuer Credit Rating (ICR): an independent opinion of an entity’s
ability to meet its ongoing financial obligations and can be issued on either a
long- or short-term basis.

Best’s Issue Credit Rating (IR): an independent opinion of credit quality
assigned to issues that gauges the ability to meet the terms of the obligation
and can be issued on a long- or short-term basis (obligations with original
maturities generally less than one year).

Best’s National Scale Rating (NSR): a relative measure of credit-
worthiness in a specific local jurisdiction that is issued on a long-term basis
and derived exclusively by mapping the NSR from a corresponding global
ICR using a transition chart.

Rating Disclosure: Use and Limitations
A Best’s Credit Rating (BCR) is a forward-looking independent and objective
opinion regarding an insurer’s, issuer’s or financial obligation’s relative
creditworthiness. The opinion represents a comprehensive analysis consisting
of a quantitative and qualitative evaluation of balance sheet strength, operating
performance, business profile, and enterprise risk management or, where
appropriate, the specific nature and details of a security. Because a BCR is a
forward-looking opinion as of the date it is released, it cannot be considered as
a fact or guarantee of future credit quality and therefore cannot be described
as accurate or inaccurate. A BCR is a relative measure of risk that implies credit
quality and is assigned using a scale with a defined population of categories and
notches. Entities or obligations assigned the same BCR symbol developed using
the same scale, should not be viewed as completely identical in terms of credit
quality. Alternatively, they are alike in category (or notches within a category),
but given there is a prescribed progression of categories (and notches) used in
assigning the ratings of a much larger population of entities or obligations, the
categories (notches) cannot mirror the precise subtleties of risk that are inherent
within similarly rated entities or obligations. While a BCR reflects the opinion of
AM. Best Rating Services, Inc. (AM Best) of relative creditworthiness, it is not an
indicator or predictor of defined impairment or default probability with respect to
any specific insurer, issuer or financial obligation. A BCR is not investment advice,
nor should it be construed as a consulting or advisory service, as such; it is not
intended to be utilized as a recommendation to purchase, hold or terminate any
insurance policy, contract, security or any other financial obligation, nor does it
address the suitability of any particular policy or contract for a specific purpose or
purchaser. Users of a BCR should not rely on it in making any investment decision;
however, if used, the BCR must be considered as only one factor. Users must
make their own evaluation of each investment decision. A BCR opinion is provided
on an “as is” basis without any expressed or implied warranty. In addition, a BCR
may be changed, suspended or withdrawn at any time for any reason at the sole
discretion of AM Best.
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