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Jury awards have increased ~17x

Source: Image generated/edited using ChatGPT (OpenAI) 



Social Inflation

NAIC: the increase of insurance claims’ payouts and loss ratios due to non-
economic factors resulting from the high costs of liability litigation.

AM Best: rising cost of insurance claims that exceeds general economic 
inflation, driven by societal and legal trends, such as higher jury awards, 
increased litigation, and expanded definitions of liability.



Different Emphasis for Each Stakeholder

Stakeholder Emphasis

Insurers & Reinsurers Claims severity and reserve pressure

AM Best Capital adequacy and underwriting risk

Actuaries Modeling uncertainty and trend deviation

Legal Reform Groups Plaintiff bar tactics and tort expansion

Regulators Market stability and availability/affordability



Common Themes

Nuclear verdicts
Third-party 

litigation funding 
(TPLF)

Attorney 
advertising 

growth

Expanded liability 
doctrines

Reptile theory 
litigation tactics

Broader 
interpretations of 

coverage

Societal distrust 
of corporations

Claims severity 
outpacing 

economic inflation



Insurance Inflation Significantly 
Outpaces Broader Consumer Prices
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Severity Shock and the Rate Catch-Up 
Cycle
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Freight Activity Drives Commercial 
Auto Exposure
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Commercial Auto Results Reflect the 
Exposure Cycle
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Commercial Auto Pricing: Too Late to 
Respond to Loss Deterioration

-4

-2

0

2

4

6

8

10

12

1Q
11

3Q
11

1Q
12

3Q
12

1Q
13

3Q
13

1Q
14

3Q
14

1Q
15

3Q
15

1Q
16

3Q
16

1Q
17

3Q
17

1Q
18

3Q
18

1Q
19

3Q
19

1Q
20

3Q
20

1Q
21

3Q
21

1Q
22

3Q
22

1Q
23

3Q
23

1Q
24

3Q
24

1Q
25

3Q
25

%



Observed Impacts

1313



Swiss Re Social Inflation Index(5)

• Measures the increased severity of insurance claims beyond that which can be explained 
by economic drivers

• US liability

– Above 0% beginning in 2014

– 5.4% annually for 2017-2022

– Rising to 7% in 2023

– Driven by large single-claimant events, non-economic damages, centered around 
personal injury verdicts

• Other Countries

– Australia and Canada: rose 7 points in 2022

– United Kingdom: rose 10 points in 2022

– Minimal in Germany and Japan

They believe social inflation will continue into the future in the US with no signs of letting up 

despite declining economic inflation.



11.2%

4.1% 4.1%

12.7%

Inflation

Change in Reserve Deficiency (undiscounted Basis)

Based on CY Inflation Increase of:

1.0% 3.0% 5.0% 7.0%

All 2 Year Lines Combined 1.6 4.9 8.4 12.1

Homeowners/Farmowners 1.6 5.0 8.4 12.1

Private Passenger Auto Liability 2.1 6.4 11.0 15.8

Commercial Auto Liability 2.6 8.1 13.8 20.0

Reins Assumed - XS - Property 2.7 8.6 15.0 22.0

Medical Prof Liab (CM) 2.9 9.1 15.9 23.2

Commercial Multiple Peril 3.2 10.0 17.5 25.6

Medical Prof Liab (Occ) 3.6 11.4 20.1 29.7

Other Liability  (CM) 3.8 12.1 21.2 31.4

Products Liability (Occ) 4.4 14.0 24.7 36.8

Other Liability  (Occ) 5.0 16.1 28.8 43.3

Reins Assumed - XS - Liability 5.4 17.5 31.2 46.9

Workers' Compensation 5.5 17.7 31.8 48.1

Total 3.7 11.8 21.0 31.2

Inflation

Effect on PHS

Reserves

To Surplus

Based on CY Inflation Increase of:

1.0% 3.0% 5.0% 7.0%

0.3 0.5 1.6 2.8 4.0

0.3 0.5 1.6 2.7 3.8

0.4 0.8 2.6 4.4 6.3

1.1 3.0 9.2 15.7 22.7

0.3 0.8 2.6 4.5 6.6

0.9 2.5 7.8 13.6 19.9

1.1 3.5 11.0 19.2 28.2

1.0 3.6 11.4 20.1 29.7

1.4 5.3 16.7 29.4 43.5

1.4 6.1 19.4 34.3 51.0

1.4 7.0 22.3 39.9 60.0

1.5 8.2 26.2 46.8 70.3

1.1 6.2 20.0 36.0 54.5

0.7 2.8 8.8 15.6 23.2

Observed Impacts – Commercial Auto Liability



Observed Impacts

Number of motor vehicle tort civil lawsuits 4, 5

Federal courts – Average annual increase 4.9% 
compound annual growth rate 2014-2023

State courts – Average annual increase 2.8% 
compound annual growth rate 2014-2023

Auto Liability – Frequency 

• Increasing frequency by itself does not mean social inflation

• Question is: are lawsuits being filed now that would not have been filed in the past?  

- If yes, then social inflation



Observed Impacts – Commercial Auto Liability
Commercial Auto Liability

AY
NEP

(000)
ULT LR

UW Exp 

Ratio

Combined 

Ratio

UW Profit / 

(Loss) Ratio

Excess(4)

Inflation 

Ratio

Revised 

Combined 

Ratio

Revised UW 

Profit / 

(Loss) Ratio

2016 20,782 85.8 29.5 115.3 -15.3 14.7 100.6 -0.6

2017 21,811 85.8 28.7 114.5 -14.5 15.4 99.1 0.9

2018 25,268 86.5 28.2 114.7 -14.7 18.6 96.1 3.9

2019 28,013 87.9 27.5 115.4 -15.4 20.0 95.4 4.6

2020 28,889 72.4 28.0 100.4 -0.4 16.1 84.3 15.7

2021 32,968 79.7 26.1 105.8 -5.8 17.6 88.2 11.8

2022 37,375 84.9 25.5 110.4 -10.4 18.3 92.0 8.0

2023 40,509 85.9 26.3 112.2 -12.2 17.7 94.6 5.4

2024 44,881 81.4 25.4 106.8 -6.8 17.8 89.0 11.0



Observed Impacts

• CY 2013-2017 paid emergence 2.2% higher than expected, CY 2018-2022 6.1% higher, per yr

• CY 2013-2022 case incurred emergence 8.4% higher than expected, per yr

• 2013-2019 largely social inflation, 2020-2022 economic and social

• Slow down of claims settlement patterns during COVID, subsequent speed up

• Approx $7B per year for AY2018-2020, $12.5B for 2021-2022 (4.5%, 4.8%, 5.3%, 8.4%, 8.3% of NEP)

• Total (social + economic) “above average” inflation was 0.6% yr above avg

Personal Auto Liability 
$61B AYs between 2013 and 2022 (3) Net, severity impact only

• Approx $15.5B per year for AY2022-2024, (9.2%, 9.0%, 9.2% of NEP using $92B)

• “Above average” annual inflation = 0.7% using case incurred, 0.8% using paid

• Bodily Injury claim frequency increasing

Personal Auto Liability
$92B to $102B AYs 2015 thru 2024 (4) Net, severity impact only



Observed Impacts – Personal Auto Liability

2.6%

1.2% 1.2%

1.1%

Inflation

Change in Reserve Deficiency (undiscounted Basis)

Based on CY Inflation Increase of:

1.0% 3.0% 5.0% 7.0%

All 2 Year Lines Combined 1.6 4.9 8.4 12.1

Homeowners/Farmowners 1.6 5.0 8.4 12.1

Private Passenger Auto Liability 2.1 6.4 11.0 15.8

Commercial Auto Liability 2.6 8.1 13.8 20.0

Reins Assumed - XS - Property 2.7 8.6 15.0 22.0

Medical Prof Liab (CM) 2.9 9.1 15.9 23.2

Commercial Multiple Peril 3.2 10.0 17.5 25.6

Medical Prof Liab (Occ) 3.6 11.4 20.1 29.7

Other Liability  (CM) 3.8 12.1 21.2 31.4

Products Liability (Occ) 4.4 14.0 24.7 36.8

Other Liability  (Occ) 5.0 16.1 28.8 43.3

Reins Assumed - XS - Liability 5.4 17.5 31.2 46.9

Workers' Compensation 5.5 17.7 31.8 48.1

Total 3.7 11.8 21.0 31.2

Inflation

Effect on PHS

Reserves

To Surplus

Based on CY Inflation Increase of:

1.0% 3.0% 5.0% 7.0%

0.3 0.5 1.6 2.8 4.0

0.3 0.5 1.6 2.7 3.8

0.4 0.8 2.6 4.4 6.3

1.1 3.0 9.2 15.7 22.7

0.3 0.8 2.6 4.5 6.6

0.9 2.5 7.8 13.6 19.9

1.1 3.5 11.0 19.2 28.2

1.0 3.6 11.4 20.1 29.7

1.4 5.3 16.7 29.4 43.5

1.4 6.1 19.4 34.3 51.0

1.4 7.0 22.3 39.9 60.0

1.5 8.2 26.2 46.8 70.3

1.1 6.2 20.0 36.0 54.5

0.7 2.8 8.8 15.6 23.2



Observed Impacts – Personal Auto Liability

Personal Auto Liability

AY
NEP

(000)
ULT LR

UW Exp 

Ratio

Combined 

Ratio

UW Profit / 

(Loss) Ratio

Excess (4) 

Inflation 

Ratio

Revised 

Combined 

Ratio

Revised UW 

Profit / (Loss)

Ratio

2016 120,914 84.3 23.7 108.0 -8.0 3.7 104.3 -4.3

2017 130,143 80.1 23.1 103.2 -3.2 4.1 99.0 1.0

2018 140,877 77.3 23.3 100.6 -0.6 4.8 95.8 4.2

2019 145,600 78.5 23.3 101.8 -1.8 4.8 97.0 3.0

2020 144,036 66.1 26.1 92.2 7.8 4.5 87.7 12.3

2021 146,784 80.0 23.7 103.7 -3.7 8.2 95.5 4.5

2022 151,992 86.5 22.0 108.5 -8.5 9.2 99.3 0.7

2023 167,471 85.6 19.9 105.5 -5.5 9.0 96.5 3.5

2024 188,786 80.8 20.8 101.6 -1.6 9.2 92.4 7.6



Observed Impacts

• CY 2012-2019 paid emergence 2.9% higher than expected, CY 2020-2021 favorable due 
to COVID

• Approx $500k per year for AY 2015-2021 (avg 11.2% of NEP) Social Inflation

• Pace of claim settlements >$1m accelerated – significant driver of social inflation

Medical Professional Liability Claims Made Physicians – 

$2.4B to $3.5B for AYs 2012 thru 20217 Net, severity impact only

• CY 2015-2024 paid emergence 4.3% higher than expected, CY 2020-2021 favorable due to 
COVID

• Approx $400k per year for AY2015-2024(avg 8.5% of NEP) Total (Economic + Social) 
“Above Average” inflation

• Claim settlements >$1m went from 7% of total in 2006 to 12% of total in 2023 – significant 
driver of social inflation

Medical Professional Liability Claims Made Physicians – 

$4.0B for AYs 2015 thru 20248 Net, severity impact only



Observed Impacts – Medical 
Professional Liability Claims Made

Inflation

Change in Reserve Deficiency (undiscounted Basis)

Based on CY Inflation Increase of:

1.0% 3.0% 5.0% 7.0%

All 2 Year Lines Combined 1.6 4.9 8.4 12.1

Homeowners/Farmowners 1.6 5.0 8.4 12.1

Private Passenger Auto Liability 2.1 6.4 11.0 15.8

Commercial Auto Liability 2.6 8.1 13.8 20.0

Reins Assumed - XS - Property 2.7 8.6 15.0 22.0

Medical Prof Liab (CM) 2.9 9.1 15.9 23.2

Commercial Multiple Peril 3.2 10.0 17.5 25.6

Medical Prof Liab (Occ) 3.6 11.4 20.1 29.7

Other Liability  (CM) 3.8 12.1 21.2 31.4

Products Liability (Occ) 4.4 14.0 24.7 36.8

Other Liability  (Occ) 5.0 16.1 28.8 43.3

Reins Assumed - XS - Liability 5.4 17.5 31.2 46.9

Workers' Compensation 5.5 17.7 31.8 48.1

Total 3.7 11.8 21.0 31.2

Inflation

Reserves

To Surplus

Effect on PHS

Based on CY Inflation Increase of:

1.0% 3.0% 5.0% 7.0%

0.3 0.5 1.6 2.8 4.0

0.3 0.5 1.6 2.7 3.8

0.4 0.8 2.6 4.4 6.3

1.1 3.0 9.2 15.7 22.7

0.3 0.8 2.6 4.5 6.6

0.9 2.5 7.8 13.6 19.9

1.1 3.5 11.0 19.2 28.2

1.0 3.6 11.4 20.1 29.7

1.4 5.3 16.7 29.4 43.5

1.4 6.1 19.4 34.3 51.0

1.4 7.0 22.3 39.9 60.0

1.5 8.2 26.2 46.8 70.3

1.1 6.2 20.0 36.0 54.5

0.7 2.8 8.8 15.6 23.2

13.6%

4.3% 4.3%

11.6%



Observed Impacts – Medical 
Professional Liability Claims Made

AY
NEP

(000)
ULT LR

UW Exp 

Ratio

Combined 

Ratio

UW Profit / 

(Loss) Ratio

Excess (4) 

Inflation 

Ratio

Revised 

Combined 

Ratio

Revised UW 

Profit / (Loss) 

Ratio

2015 5,869 81.5 32.7 114.2 -14.2 9.7 104.5 -4.5

2016 5,926 88.0 28.9 116.9 -16.9 11.4 105.5 -5.5

2017 5,850 90.8 28.4 119.2 -19.2 12.5 106.7 -6.7

2018 6,175 97.7 28.8 126.5 -26.5 13.5 113.0 -13.0

2019 6,332 94.8 27.8 122.6 -22.6 3.1 119.5 -19.5

2020 6,597 87.5 27.9 115.4 -15.4 9.6 105.8 -5.8

2021 7,447 76.5 26.1 102.6 -2.6 7.8 94.8 5.2

2022 7,957 73.5 25.3 98.8 1.2 8.8 90.0 10.0

2023 8,324 80.0 26.4 106.4 -6.4 0.4 106.0 -6.0

2024 8,956 81.0 26.5 107.5 -7.5 8.3 99.1 0.9



Observed Impacts – Other Liability Occurrence

10.4%

2.0% 2.0%

14.4%

Inflation

Change in Reserve Deficiency (undiscounted Basis)

Based on CY Inflation Increase of:

1.0% 3.0% 5.0% 7.0%

All 2 Year Lines Combined 1.6 4.9 8.4 12.1

Homeowners/Farmowners 1.6 5.0 8.4 12.1

Private Passenger Auto Liability 2.1 6.4 11.0 15.8

Commercial Auto Liability 2.6 8.1 13.8 20.0

Reins Assumed - XS - Property 2.7 8.6 15.0 22.0

Medical Prof Liab (CM) 2.9 9.1 15.9 23.2

Commercial Multiple Peril 3.2 10.0 17.5 25.6

Medical Prof Liab (Occ) 3.6 11.4 20.1 29.7

Other Liability  (CM) 3.8 12.1 21.2 31.4

Products Liability (Occ) 4.4 14.0 24.7 36.8

Other Liability  (Occ) 5.0 16.1 28.8 43.3

Reins Assumed - XS - Liability 5.4 17.5 31.2 46.9

Workers' Compensation 5.5 17.7 31.8 48.1

Total 3.7 11.8 21.0 31.2

Inflation

Effect on PHS

Reserves

To Surplus

Based on CY Inflation Increase of:

1.0% 3.0% 5.0% 7.0%

0.3 0.5 1.6 2.8 4.0

0.3 0.5 1.6 2.7 3.8

0.4 0.8 2.6 4.4 6.3

1.1 3.0 9.2 15.7 22.7

0.3 0.8 2.6 4.5 6.6

0.9 2.5 7.8 13.6 19.9

1.1 3.5 11.0 19.2 28.2

1.0 3.6 11.4 20.1 29.7

1.4 5.3 16.7 29.4 43.5

1.4 6.1 19.4 34.3 51.0

1.4 7.0 22.3 39.9 60.0

1.5 8.2 26.2 46.8 70.3

1.1 6.2 20.0 36.0 54.5

0.7 2.8 8.8 15.6 23.2



Challenges for Reserving
• Potential Third-Party Litigation Funding Costs (Ernst & Young (16))(CAL + OL Occ + MPL)

– Direct Costs

• Returns on assets under management (AUM)

• $2B to $5B per year for the next 5 years

– Indirect Costs

• Increased legal fees 

• Increased awards

• $2B to $5B per year for the next 5 years

– Total Cost

• $4B to $10B per year for the next 5 years

• Average cost $6B per year

• Between 4.0 and 5.5 points of loss ratio per year (on $120B NEP in 2024)

They believe TPLF is the most significant and measurable driver of social inflation.



Challenges for Reserving

Economic 
inflation 

increases claim 
severity, now 

more volatile, so 
harder to predict

Social inflation 
further increases 

claim severity

TPLF further 
increases social 

inflation

Inflation is a 
calendar year 

effect, so impact 
on multiple 

accident years



Challenges for Reserving

LDF method 
understates 

ultimate losses 
when inflation is 

greater than 
expected

Longer time to 
settlement slows 

loss 
development and 

LDF method 
understates 

ultimates

Greater 
willingness to 
pursue claims 

increases 
frequency

Covid-19 
distortions



Potential Solutions and Methods
• Loss Development Methods

– Adjustments for changes in closing rates

– Adjustments for changes in average case reserves

• Frequency/Severity Methods

– Advantage: reflects frequency and severity change

– Disadvantage: wrong trend assumption

– Using long-term trends may understate current trends

• Insurer responses

– Claims handling/UW actions/lawsuits

• Be aware of Judicial Hellholes(14)

• Legislative

– Caps on non-economic damages

– TPLF disclosures, caps on funder returns, restrictions on funder input to legal counsel decisions, and settlement 
timelines(15)



Social Inflation Impacts from Studies

*Combined Ratio impact is avg for latest 3 AYs, using low end of range

** Combined Ratio impact is avg for all 10 AYs, higher in earlier years

Year(s) $ Impact
Annual Severity 

Trend Impact

Combined Ratio 

Impact

Comm Auto Liability(4) 2015-2024 52B - 71B 2.2% - 3.1% 18 points*

Personal Auto Liability(4) 2015-2024 92B - 102B 0.7% - 0.8% 9 points*

Other Liability Occ(4) 2015-2024 83B - 103B 2.7% - 3.7% 9 points*

MPL Physicians(8) 2015-2024 4B -- 8.5 points**

US Liability(5) 2017-2022 -- 5.4% --

2023 -- 7.0% --

Total 231B - 280B



Summary
Liability severity trends impacted by changing economic inflation and social inflation

Can be estimated

• Ranging from $231B to $280B cumulative as of 2024

• Impact varies by line, by year, and by location

Social Inflation is material and expected to continue

Need to reflect in pricing and reserving

• Can adjust procedures / locations / limits / etc.

Don’t give up

• Legislatures

• Insureds

• Public 

Look for help and educate 



Disclaimer
Copyright © 2026 by A.M. Best Company, Inc. and/or its affiliates (collectively, “AM Best”). All rights reserved. No part of this report or 
document may be distributed in any written, electronic, or other form or media, or stored in a database or retrieval system, without the prior written 
permission of AM BEST. For additional details, refer to our Terms of Use available at AM BEST’s website: www.ambest.com/terms. All information 
contained herein was obtained by AM BEST from sources believed by it to be accurate and reliable. Notwithstanding the foregoing, AM BEST does not 
make any representation or warranty, expressed or implied, as to the accuracy or completeness of the information contained herein, and all such 
information is provided on an “as is” and “as available” basis, without any warranties of any kind, either express or implied. Under no circumstances 
shall AM BEST have any liability to any person or entity for (a) any loss or damage of any kind, in whole or in part caused by, resulting from, or relating 
to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of AM BEST or any of its directors, officers, 
employees, or agents in connection with the procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any 
such information, or (b) any direct, indirect, special, consequential, compensatory, punitive or incidental damages whatsoever (including without 
limitation, personal injury, pain and suffering, emotional distress, loss of revenue, loss of present or prospective profits, loss of business or anticipated 
savings, or loss of goodwill) resulting from the use of, or inability to use, any such information, in each case, regardless of (i) whether AM BEST was 
advised in advance of the possibility of such damages, (ii) whether such damages were foreseeable, and (iii) the legal or equitable theory (contract, tort 
or otherwise) upon which the claim is based. The credit ratings, performance assessments, financial reporting analysis, projections, and any other 
observation, position or conclusion constituting part of the information contained herein are, and shall be construed solely as, statements of opinion and 
not statements of fact or recommendations to purchase, sell or hold any securities, insurance policies, contracts or any other financial obligations, nor 
do they individually or collectively address the suitability of any particular financial obligation for a specific purpose or purchaser. Credit risk is the risk 
that an entity may not meet its contractual, financial obligations as they come due. Service performance risk is the risk that an entity may not meet its 
contractual service performance obligations on behalf of its insurance partners. Consequently, neither credit ratings nor performance assessments 
address any other risk, including but not limited to, liquidity risk, market value risk or price volatility of rated securities.  NO WARRANTY, EXPRESS OR 
IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY 
SUCH RATING OR ASSESSMENT OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY AM BEST IN ANY FORM OR MANNER 
WHATSOEVER. Each credit rating, performance assessment or other opinion must be weighed solely as one factor in any investment or purchasing 
decision made by or on behalf of any user of the information contained herein. Each such user will, with due care, make its own study and evaluation of 
each security or other financial obligation, and of each issuer and guarantor of, and each provider of credit support, and an independent view of service 
provider performance for, each security or other financial obligation that it may consider purchasing, holding, or selling or for each service contract that 
it may consider entering into. For additional detail on credit ratings or performance assessments, and their respective scales, usage, and limitations, 
refer to the Guide to Best’s Credit Ratings (http://www.ambest.com/ratings/index.html) or the Guide to Best’s Performance Assessments 
(https://www.ambest.com/ratings/assessmentMethodology.html). 
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Disclaimer
US Securities Laws explicitly prohibit the issuance or maintenance of a credit rating where a person involved 

in the sales or marketing of a product or service of the CRA also participates in determining or monitoring the 

credit rating, or developing or approving procedures or methodologies used for determining the credit rating.

No part of this presentation amounts to sales / marketing activity and AM Best’s Rating Division 

employees are prohibited from participating in commercial discussions.

Any queries of a commercial nature should be directed to AM Best’s Market Development function.
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