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The insurance world was moving forward with what appeared to be unimpeded growth, though showing some tension on the price points. 
Then COVID-19 hit, and the train ran off the rails. Carriers, sensing unknown loss potential, reduced premium collection and business 
closures, moved quickly to restrict coverages and push up pricing for renewals. However, even on the Titanic there were lifeboats — and we 
have workers’ compensation. 

It’s rarely on anyone’s radar. It’s not “sexy.” There’s no litigation (or very little). It is highly regulated, often with rates set by the respective state 
where the individuals are employed. There is very little free market movement in pricing, and the price differential from one carrier to another 
is typically less than for other insurances. It is mandatory coverage, and there’s little opportunity to add or remove coverages since benefits 
are typically statutory.

Finally, and probably most important, it is affected by state legislative action. Therefore, in the COVID-19 onslaught, workers’ compensation 
became an immediate vehicle for various state governments to attempt solve the issue of high-cost medical claims, particularly for the 
uninsured. Some states responded with plans to push all COVID-19 claims into workers’ compensation, assuming (incorrectly) that most 
exposures would come from the workplace. We have since learned painfully that was not the case. 

Add to this the once-in-a-lifetime convergence of two factors rarely seen in workers’ compensation – reduced or eliminated payrolls due 
to reduction in workforce and work-from-home reduced rates that states quickly put forth, and a “drop off the cliff” of claims volume and 
severity of anything not related to COVID-19 due to the work stoppages – and we have a perfect storm. That storm will have lasting effects 
on the workers’ compensation market, because states base rates and loss costs for future years on past data. When the 2020 data skews into 
the ratemaking in 2022 and after, it will be much different than past claims and payroll data, and with work-from-home structures likely to 
continue, it may go on for years. Data science loves change. Workers’ Compensation hates it. 

THE OUTLOOK FOR WORKERS’ COMPENSATION
Not only is the macro picture changed, but so is the micro picture for individual employers. This is due to the experience modification 
formula. This formula is effectively a fraction of “actual losses” over “expected losses.” If you recall fractions from grade school, the change in 
the denominator (bottom number) has much greater impact on the fraction than the numerator. And so, the denominator, which consists of 
actual payrolls multiplied by expected loss rates, will be greatly diminished when the 2020 year becomes part of that formula in 2022 unless 
the formulaic factors are adjusted. The numerator, which is actual claims, discounting large claims and driven by frequency, will also be greatly 
changed because of the drastic reduction in claims volume. 

What can we make of all this information and what is the vision for the future of workers’ compensation? Putting aside state differences, which 
are vast, the more general outlook would be the following:

• Expect workers’ compensation rates to be relatively flat for the next year or two. State regulators will be under pressure not to permit large 
swings in upward pricing. Meanwhile, downward pricing is now blocked by the uncertainty of potential claims from COVID-19 and an 
uncertain and unreliable set of loss data for 2020.

• Expect workplace safety and workplace industrial hygiene to take a huge step forward. Training will be the watchword of the day, and 
preparation rather than reaction will be critical. Companies may be making do with fewer people “on location” for everything, which will 
mean workplace injuries will be more than inconvenient and could shut down projects. 
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• If there is a “hardening” in the workers’ compensation market, expect it to come with fewer carriers being willing to use workers’ 
compensation to support other coverage writings. In a soft insurance market, workers’ compensation provides additional premium to 
support a book of business. In a hard insurance market, where other insurance pricing is inflated, workers’ compensation is a drain, more 
than a benefit. It is heavily claims-driven, and with pricing flat and little chance to raise prices, it provides no additional support. In some 
states, like New York, where there is a competitive state fund, there is further pressure on commercial markets not to trawl for business, 
which might be a losing proposition.

• Finally, for larger accounts, creative solutions that deviate from the typical Guaranteed Cost model may present new risks. When 
Guaranteed Cost products can be obtained at a reasonable cost, the prospect of high deductibles, large maximums, loss development 
factors, and other uncertain and uncontrollable components create risk for companies that may be unacceptable, particularly in the 
context of reduced payrolls.

The real takeaway here is that the smart employer will continue to value and treat its employees as assets. Education, training and flexibility in 
the workplace will lead to long-term success in any market. A claims free workplace is a high ideal to aspire to, but a worthy one, nevertheless.

NFP has a new OHS division. This fee-for-service group of occupational health and safety professionals can design and provide training online or 
in person in a variety of critical subjects. More traditional plant inspections, mock-OSHA and other services can also be provided remotely with 
real time feedback. Please feel free to contact the OHS team for more information at OHS@nfp.com.

For more information, contact Ross Gnesin at ross.gnesin@nfp.com.

This information has been provided as an informational resource for NFP clients and business partners. It is intended to provide general guidance, and is 
not intended to address specific risk scenarios. Regarding insurance coverage questions, each specific policy must be reviewed in its entirety to determine 
the extent, if any, of coverage available for the impact of the Coronavirus. If you have questions, please reach out to your NFP contact.  This document does 
not amend, extend, or alter coverage.  Insurance services provided by NFP Property & Casualty Services, Inc. (NFP P&C), a subsidiary of NFP Corp. (NFP) and 
related NFP subsidiary companies.  In California, NFP P&C does business as NFP Property & Casualty Insurance Services, Inc. License #0F15715.  Neither NFP 
nor its subsidiaries provide tax or legal advice.
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