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Lots of things going on in the world
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The risk of inflation has been highlighted to actuaries
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Risk Alert
www.actuaries.org.uk

31 August 2022

Bank of England

Prudential Regulation Authority

Nylesh Shah

Chief Actuary for General Insurance
Co-Head of Division, General
Insurance Risk Specialists,
nylesh.shah@bankofengland.co.uk

20 October 2022

Dear Chief Actuaries of general
insurance firms and Lloyd's
Managing Agents regulated by the
PRA

Insights from PRA thematic review of general insurance
reserving and capital modelling

We are writing to share insights from our recent thematic review across the general
insurance sector focusing on the effect of claims inflation on general insurance claims.
By claims inflation we are referring to the increase in the cost over time to settle general
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The “look how bad inflation is” graphs

Chart 2.4: Inflation remains elevated in the UK, US and euro area In Se ptem ber 2022

Contributions to annual consumer price inflation (@)
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B Energy B Services .
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Source: Bank of England Monetary Policy Report November 2022

UK annual CPI inflation at
10.1%

US annual headline CPI
Inflation at 8.2%

Euro area annual HICP
Inflation 9.9%
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Inflation is at its highest since 1982

Consumer Prices Index

Early 1990s Financial Covid-19
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The “look how bad inflation could get” graph

Chart 1.4: CPI inflation projection based on market interest rate expectations, other
policy measures as announced
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Source: Bank of England Monetary Policy Report November 2022

* The issue isn't just
how high inflation
could rise

* And the
uncertainty of it

* |t's also the speed
and drivers of the
transition

Institute
and Faculty
of Actuaries

16 November 2022

Aviva: Internal

7



Looking Inwards

Inflation impacts MOST areas of the business:

Pricing and underwriting
Business planning and budgeting for expenses

Reinsurance cover and spend

Exposure management and Cat modelling

Claims handling As actuaries it is our
responsibility to contribute to:

- analysis of the impacts of

Policy administration and operations

Reserving

inflation, and
Accounting - appropriate decision
Capital making in light of this.

Investment strategy Institute

and Faculty
of Actuaries

16 November 2022

Aviva: Internal



Looking Outwards
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Customer
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Customers

Figure 1: CPI, CPIH and HCls have all seen sharply increasing inflation in
recent months

12-month growth rates of CPIl, CPIH and HCls, UK, January 2006 to May 2022
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Affordability Is more nuanced

Increase in consumers 20%

expecting to be unable to
pay current commitments
in full

GenZ
Spending
Cut back on discretionary spending
(dining out. travel. entertainment)
Canceled subscriptions/memberships 31%
Canceled/reduced digital services 27%
Added/expanded digital services 22%
Increased discretionary spending 14%
Added subscriptions/memberships 18%

—
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Our Teams

Inflation impacts our customers and our people

Change to Avg Weekly Pay (YaY)
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Market

ESUIEFLEX

Quote me
happy.com

[ Essentials | Hastings

ESSENTIAL

|
?45;5 Institute
i@i and Faculty

L2 | of Actuaries

LERITIAR

16 November 2022 14

Aviva: Internal



Balancing needs of different groups

* In some ways inevitable costs need to
be passed on

« Unaffordability and Vulnerable
Customers

« Customer groups impacted differently

* Our people and teams own challenges
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Don’t forget our commercial lines customers

MADE

* “Nearly 40% of small businesses in the
US failed to pay rent in October” s Sorry, MADE is not. I8

Alignable currently taking any

new orders.

« “Bakery owner who changed recipes to
USG IeSS bUtter” source: i

the FAQs

— Inflation isn’t just about costs (also liquidity)
— Smaller businesses will feel it more

— We should take responsibility to consider the impacts on our commercial lines customers.
Y
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Back to looking inwards

Inflation impacts MOST areas of the business

Exposure
Management

Pricing and
Underwriting

Reinsurance Investments

Defense |4m=)| Offense

All these and more... =

—_

S T 20
LERTIARES

Institute
and Faculty
of Actuaries

Aviva: Internal



Offensive

 Actions to overcome the potential impacts of inflation
* Crucial to ensure the sustainability of the business

« Urgency is very high to avoid missing the opportunity
to course-correct

Pricing and
Underwriting
Exposure

Reinsurance
Management

Investments Capital =

i
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‘Defensive’

« Reactions to respond to the impacts of inflation and to
protect against further potential impacts

 Crucial to ensure the financial positon of the business
continues to be accurately understood

* Important to be able to inform your ‘offensive’ strategy

SRS Accou nting

_ Lo,
Operations i&%‘
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Co-ordinating

Pricing and Exposure

Management

Underwriting

Reinsurance

/ Reserving
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Co-ordination between claims and reserving

Are there gaps or double-counting?
Are you making consistent assumptions?

4%,
£
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Co-ordination on Inflation

* Who is leading on the co-ordination of inflation?

« Are you talking the same language?

Pricing and

Underwriting Exposure Inflation +  Other Inflation

Historical Inflation +  Excess Future Inflation

Economic Inflation + EXxcess Inflation
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Communicating

* Itis really really hard to communicate
this well

« How much information?

« What about emerging information?

 Clarity

16 November 2022
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Looking into the future

« Forward and backward
« More broadly thinking about recession

* No one cares about your 2020 model

Road Traffic (All Vehicles)
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Getting the right approach

- Balancing act!
« Complexity vs simplicity

 Collaboration to support the business
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Getting the right approach for the future

 Qutcome: We want a sustainable solution that considers customers

— It's no help to anyone if we put ourselves out of business

« Method: Processes need to be future-proof

— What happens when future inflation is less than recent history?

- Data: Experience should be captured accurately

— What can we record today that will be helpful for the future?

 Protocols: Build a corporate memory for next time
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Inflation: A call to Action for Actuaries in interesting times

* Interesting times require balancing of interests

* Look inwards, but also look outwards

* Look backwards and forwards (and even further forward)
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Expressions of individual views by members of the Institute and Faculty of Actuaries
and its staff are encouraged.

The views expressed in this presentation are those of the presenter.
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