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In 2011, the combined ratio of the commercial auto industry broke into 
unprofitable territory—scoring a 103.5% combined ratio—as favorable loss 
reserve takedowns in the years prior left commercial auto insurers ill-prepared 
for a downturn. 

Despite the fact that insurers have continued to take rate increases quarterly since 2011, 
the industry’s combined ratio sustained upward momentum until the first quarter of 2019, 
which also yielded the lowest direct incurred loss ratio in the last three years. 

Commercial auto is not out of the woods just yet, however, as over half of the profitability 
shortfall in the last decade can be attributed to adverse development on prior year loss 
reserves. This continued underestimation of reserves remains a headwind to any recovery 
in the commercial auto insurance space—and even with the planned improvements in 
underwriting, prognosticators are still calling for future rate increases throughout 2019 and 
AM Best maintains its negative outlook on commercial auto. 

In an attempt to right the ship, every silo in the industry has begun to take action—but 
there’s still work to do. Underwriters are looking to the data to cull the riskier insureds, 
but are limited by a lack of detailed driver information. Pricing actuaries are raising rates, 
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but class-based rating plans are not providing enough detail to 
capture the best risks. Claims teams are integrating triage models 
to improve the efficiency of their processing and provide early 
warnings of problematic claims, but are continuing to muddy 
the data further downstream. Reserving actuaries are trying not 
to be reactive, but nine years creates a trendline and adverse 
developments keep on coming. 

Many within commercial auto share a view that issues in net 
combined ratio are broader in scope than ever before, and will 
require new tools and technology to return to profitability. 
Climate change, for example, is expected to play a larger role in 
underwriting as extreme weather events intensify and insureds 
face greater risks of auto physical damage. 

The deployment of more advanced technology in vehicles 
will also influence the industry over time as both the focus on 
consumer safety and the cost of repair or replacement for physical 
damage claims grow. Carriers, for example, are trying to mitigate 
their exposure to high priced claims by using technology to track 
and visually monitor the driving behaviors of insureds and their 
surroundings. This can allow insurers to select the safest drivers to 
cover and provide footage of an accident in real time.

Further, the strong growth in the U.S. economy is expected to 
continue to spur a rise in the number of trucks on the road—as 
well as inexperienced drivers. According to research by the 
American Trucking Associations, the trucking industry is 
currently understaffed by more than 50,000 drivers, and that 
figure is at risk of growing by more than threefold within the next 
eight years if the current trends continue.

Although commercial auto continues to struggle as a whole, some 
players within the industry are having success—with as much 
as a 30-percentage point gap between 1st and 4th quarter loss 
ratios in 2018. 

WHAT’S NEXT FOR COMMERCIAL 
AUTO INSURANCE?
For the commercial auto outlook to improve, insurers must start 
from scratch and bring a cross-functional, data-driven approach 
to the table. A comprehensive data strategy can allow insurers 
to use new and existing data to augment models, expand rating 
plan granularity and strengthen their ability to react to shifts 
within the industry appropriately. Driving model risk management 
and change management processes through each silo will give 
insurers the opportunity to identify what is and is not working and 
implement changes accordingly. 

The insurers that have rapidly expanded their businesses and 
report favorable combined ratios in the current environment 
are also making significant efforts to better understand their 
exposures. Going beyond sourcing their in-house data, these 
insurers are beginning to look to organizations like the National 
Transportation Safety Board and other third-party sources for 
further insights on insureds’ driving habits, road density, the 
number of miles driven and the cost of repair within certain 
markets. However, to best leverage these new data sets, training, 
development and change-management programs for key 
employees within underwriting, pricing, claims management and 
reserving need to be implemented.  

Though the effects of the above strategies will take some time 
to have a material impact—and rate increases will likely remain a 
key part of profitability—insurers must equip themselves with the 
skills and tools necessary to adapt to current trends and thrive in 
the future, data-enabled state of commercial auto insurance.

To learn more about how your business can adapt to emerging 
commercial auto trends, contact Peter Popo, Assurance Partner at 
BDO, at ppopo@bdo.com, or

James Evans, Managing Director at BDO, at jgevans@bdo.com.

https://www.propertycasualty360.com/2018/05/22/florida-cities-are-most-at-risk-from-climate-chang/
https://www.insurancebusinessmag.com/us/news/commercial-auto/how-insurers-are-weeding-out-risks-in-the-fragile-auto-insurance-market-166190.aspx
http://progressive2.acs.playstream.com/truckline/progressive/ATAs%20Driver%20Shortage%20Report%202017.pdf
http://progressive2.acs.playstream.com/truckline/progressive/ATAs%20Driver%20Shortage%20Report%202017.pdf
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ABOUT BDO USA

BDO is the brand name for BDO USA, LLP, a U.S. professional services firm providing assurance, tax, and advisory services to a wide range of publicly traded and privately held 
companies. For more than 100 years, BDO has provided quality service through the active involvement of experienced and committed professionals. The firm serves clients 
through more than 60 offices and over 650 independent alliance firm locations nationwide. As an independent Member Firm of BDO International Limited, BDO serves multi-
national clients through a global network of more than 80,000 people working out of nearly 1,600 offices across 162 countries and territories.

BDO USA, LLP, a Delaware limited liability partnership, is the U.S. member of BDO International Limited, a UK company limited by guarantee, and forms part of the 
international BDO network of independent member firms. BDO is the brand name for the BDO network and for each of the BDO Member Firms. For more information please 
visit: www.bdo.com.

Material discussed is meant to provide general information and should not be acted on without professional advice tailored to your needs.

© 2019 BDO USA, LLP. All rights reserved.

HOW DO I GET MORE INFORMATION? 
For more information, please contact:

CHRIS BARD
Partner and Specialized Tax Services R&D Practice Leader
310-557-7525 / cbard@bdo.com

ERIC BASE
Audit Partner / Dallas
214-665-0627 / ebase@bdo.com

DOUG BEKKER
Tax Partner / Grand Rapids
616-776-3685 / dbekker@bdo.com

ANTHONY DEMEO
Assurance Partner and Insurance Practice Leader / Fort Lauderdale
954-626-2910 / ademeo@bdo.com

PHIL FORRET
Assurance Partner / Dallas
214-665-0769 / pforret@bdo.com

CARLA FREEMAN
Assurance Partner / Los Angeles
310-557-8247 / cfreeman@bdo.com

TIMOTHY KOVEL
Sr. Tax Director / New York
631-927-1005 / tkovel@bdo.com

IMRAN MAKDA
Assurance Partner and Insurance Practice Leader / New York
212-885-8461 / imakda@bdo.com

PETER POPO
Assurance Partner / Atlanta 
404-979-7258 / ppopo@bdo.com



People who know Insurance, know BDO.
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