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The impact of inflation on the 

insurance industry 
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Source: AM Best 

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be construed as 

research or investment advice. Please see additional disclosures. 
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Inflation affects both the asset & liability side of the balance sheet 

The impact of inflation on the 

insurance industry 

Assets 

Erodes real asset 
return 

Liabilities 

Decreases 
profitability, 

higher strain on 
Solvency ratios 

Particularly 
affects long-tail 
business lines 

 

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be construed as 

research or investment advice. Please see additional disclosures. 
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Periodic Payment Orders (PPOs)... 

...from an ALM perspective 

Indexation 

Impact of 

Inflation 

Investment 

Strategy 

 What indexation method is employed for PPO payments 

—ASHE survey 

—Earnings Index 

—Retail Price Index (RPI) 

 How does inflation impact PPOs?  

 How does that influence the optimal investment strategy? 

—  Credit  

—  Equity exposure 

ASHE – Annual Survey of Hours and Earnings 

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be construed as research or 

investment advice.  Please see additional disclosures. 



5 

Indexation Method 
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(medical) 

 Survey vs. Index 

 Not “hedgeable” 

 Short history, annual data points 

 Rising inflation will impact PPO Claims 

 Close link to RPI but basis risk emerges 

 

Source: ONS, 

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be construed as research or 

investment advice.  Please see additional disclosures. 
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Measuring RPI inflation sensitivities 
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Average earnings change conditional on RPI 

 Correlation is stronger in the 

tail of the distribution 

 It is possible to adapt the 

investment strategy to make 

it more efficient 

Source: ONS.  

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be construed as 

research or investment advice. Please see additional disclosures. 
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Hedging 
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Historical and projected Sterling inflation 

Realised 

Forward 

Source: GSAM, as of 21 March 2013 

This information discusses general market activity, industry or sector trends, or other broad-based economic, 

market or political conditions and should not be construed as research or investment advice. Please see 

additional disclosures. 

 Hedging solutions available: 

— Inflation linked bonds 

— Inflation swaps 

—Limited price indexation (LPI) 

swaps 
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Impact on economic variables 

 

 Rising inflation would lead to an immediate rise in interest rates 

 

Source: GSAM 

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be construed as research or 

investment advice. Please see additional disclosures. 
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 Investments in FRNs (e.g. Bank loans, FRNs) would provide a medium term 

solution 
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Adapting the long-term investment 

strategy 

1953 1953 1970 1975 1978 

 Average earnings linked to both inflation and economic growth. 

 Investments in assets whose performance follows the state of the economy: 

—Equities: Tend to outperform in periods of high economic growth.  

—Real assets 

 Some assets 

exhibit a natural 

link to inflation 

Source: GSAM, Barclays. Deflation/Low inflation is defined as inflation below the 10th percentile of the distribution, High inflation is defined as above the 80th percentile of the distribution.  

Past correlations are not indicative of future correlations, which may vary. 

There is no guarantee that these objectives will be met. 

The portfolio risk management process includes an effort to monitor and manage risk, but does not imply low risk.  
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Key takeaways 

 Use of inflation hedge overlays 

 Dynamic approach - hedge ratio is adjusted to market conditions 

 Long-term cash flow matching specific asset classes may be considered: 

—Certain equity sectors, high dividend equities 

—Real assets 

 

Long term 

Inflation 

resilient 

investments 

Short term 

Hedging 

Medium 

term 

Floating rate 

investments 

 Rising inflation  will impact rates 

 Floating rate products would mitigate the risk of rising rates 

 

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be construed as 

research or investment advice. Please see additional disclosures. 



General Disclosures 

This material is provided at your request for informational purposes only. It is not an offer or solicitation to buy or sell any securities. THIS MATERIAL DOES NOT 

CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR UNLAWFUL TO 

DO SO. Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control regulations in the countries of their 

citizenship, residence or domicile which might be relevant. 

Past performance does not guarantee future results, which may vary. The value of investments and the income derived from investments will fluctuate and can 

go down as well as up. A loss of principal may occur. 

References to indices, benchmarks or other measures of relative market performance over a specified period of time are provided for your information only and do not 

imply that the portfolio will achieve similar results. The index composition may not reflect the manner in which a portfolio is constructed.  While an adviser seeks to design a 

portfolio which reflects appropriate risk and return features, portfolio characteristics may deviate from those of the benchmark. 

Index Benchmarks 

Indices are unmanaged. The figures for the index reflect the reinvestment of all income or dividends, as applicable, but do not reflect the deduction of any fees or expenses 

which would reduce returns. Investors cannot invest directly in indices. 

The indices referenced herein have been selected because they are well known, easily recognized by investors, and reflect those indices that the Investment Manager 

believes, in part based on industry practice, provide a suitable benchmark against which to evaluate the investment or broader market described herein.  The exclusion of 

“failed” or closed hedge funds may mean that each index overstates the performance of hedge funds generally. 

 

The strategy may include the use of derivatives. Derivatives often involve a high degree of financial risk because a relatively small movement in the price of the underlying 
security or benchmark may result in a disproportionately large movement in the price of the derivative and are not suitable for all investors.  No representation regarding 
the suitability of these instruments and strategies for a particular investor is made. 

 

Confidentiality 

No part of this material may be (i) copied, photocopied or duplicated in any form, by any means, or (ii) distributed to any person that is not an employee, officer, director, or 
authorized agent of the recipient, without GSAM’s prior written consent.  

This material has been prepared by GSAM and is not a product of Goldman Sachs Global Investment Research.  The views and opinions expressed may differ from those 

of Goldman Sachs Global Investment Research or other departments or divisions of Goldman Sachs and its affiliates.  Investors are urged to consult with their financial 

advisors before buying or selling any securities. This information may not be current and GSAM has no obligation to provide any updates or changes.  

In the United Kingdom, this material is a financial promotion and has been approved by Goldman Sachs Asset Management International, which is authorized and 

regulated in the United Kingdom by the Financial Conduct Authority. 
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