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TURMOIL IN THE MEDICAL
MALPRACTICE INSURANCE MARKET

By Paul Greve, Jr., J.D., RPLU

The medical malpractice insurance industry has been
in a state of turmoil in the last two years. Premiums
have skyrocketed for institutional and individual
providers thereby affecting the delivery of health care
services in a number of states. Not since the 1970s
have the national news media devoted so much
coverage to the subject of medical malpractice. There
have been featured reports on the network evening
news, articles in the Wall Street Journal, USA Today,
and other major newspapers, and periodical coverage
in publications such as Forbes and U.S. News &
World Report. Physicians have organized widely
reported demonstrations in support of tort reform in
Ohio, Florida, and Texas.'

Nationally, soaring verdicts and settlements have
caused a significant deterioration of many carriers’
results. Jury attitudes and the failure of tort reform in
the majority of states have contributed to the poor
results. The product was underpriced in the mid-to-
late 1990s simultaneous with the rise in claim
severity.” Investment income is down significantly
since the mid-1990s, thereby exacerbating the
pressure on carriers’ bottom lines. Reserve
redundancy has been virtually eliminated as a method
to improve results, with a number of carriers needing
to strengthen reserves. Medical malpractice insurance
is the worst performing line of property/casualty
insurance, according to A.M. Best.® The industry’s
combined ratio was 139% in 2001 and projected to go
higher in 2002.*

The medmal insurance industry’s struggles were
highlighted when the largest writer of malpractice
insurance by premium volume, St. Paul, announced its
withdrawal in December 2001. PHICO, once a major
player nationally, was placed in liquidation by
Pennsylvania regulators in February. The elimination
of these two carriers caused a marked reduction in
capacity, especially at the primary insurance level. A
number of other malpractice carriers have received
significant ratings downgrades by A.M. Best since the
beginning of this year, including SCPIE, MIIX, and
ROA. Those carriers still able to write new business
became swamped with potential new account volume
and some have had to curtail their underwriting due to

an imbalance of premium to surplus. Over the last
few years there has also been more turnover in the
executive suites of malpractice carriers than ever
before.

Hospitals and physicians have found coverage
difficult to find and very expensive in certain states,
particularly: Nevada, West Virginia, Pennsylvania,
Florida, and Texas, among others. Certain physician
specialties have been more severely impacted by
adverse national loss trends, such as emergency
medicine, obstetrics, and radiology. Primary care
physicians have seen many claims alleging failure to

diagnose. There have been bona fide reports of
curtailed services, especially deliveries in rural areas,
due to the cost of malpractice insurance.” The AMA
has published a list of twelve states where physicians
are leaving the practice of medicine, taking early
retirement, or discontinuing high-risk services:
Washington, Oregon, Nevada, Texas, Mississippi,
Georgia, Florida, West Virginia, Ohio, Pennsylvania,
New York, and New Jersey.® Institutional insureds
have been dramatically affected, especially nursing
homes. Coverage for nursing homes is very difficult
to find and more expensive than other segments of
medical malpractice insurance.’

Malpractice insurance carriers have responded in a
number of ways in an attempt to restore profitability.
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These include withdrawal from this line of insurance,
double to triple digit rate increases, restrictive
underwriting of certain classes of business and in
certain territories, raising attachment points/mandating
deductibles, and offering lower limits of liability.

In the 1970s and 1980s, malpractice insurance
industry results improved with tort reform initiatives
and rate increases. Many industry experts are not as
hopeful for tort reform in 2002, due to the political
power of the trial bar and a judiciary that has often
ruled unfavorably on the constitutionality of such
legislation. Without tort reform, it will be very
difficult for carriers to know that the premiums
charged in 2002 will be adequate to pay claims over
the typical 3-5 year time frame for malpractice claims
resolution. There currently is a federal tort reform bill







