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It’s Not All Social Inflation – Is  
General Inflation Back for Real?

Worldwide Overview of How Actuaries Should
Consider These Two Forms of Inflation 
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Hurricane Ida

2021 CAS Annual Meeting
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2021 CAS Annual Meeting

2018 Honda Civic EX-L

• Purchased for $18,500 in April 2021

• Insurer valued car and paid out based on valuation of $21,900 –

September 2021

• Purchased new 2018 Honda Civic EX-L for $21,500 in October 2021

• Over 16% increase in value in less than 6 months
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2021 CAS Annual Meeting

Consumer Price Index – Used Vehicles

St. Louis Fed

24% increase from September 2020 to September 2021
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Increased automobile costs - Inflationary or temporary?

– Semiconductor Chip Shortage

– Factory closings and slowdowns causing decreased profitability

2021 CAS Annual Meeting
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Is inflation back?
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Historical USA inflation rates

2021 CAS Annual Meeting
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Inflation - CPI 
Minneapolis Fed 

2021 is estimated
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Historical UK inflation rates

2021 CAS Annual Meeting

Inflation - CPI 

UK Office for National Statistics
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Have we cried INFLATION! too often?

2021 CAS Annual Meeting

September 23, 1999

February 13, 2003

April 2011

August 4, 2018
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Construction materials costs – Note the change in scale!

2021 CAS Annual Meeting

Xactware Material Composite indices, 2018 -2021

2017 - 2018

2020 - 20212019 - 2020

2018 - 2019

2.5%52.5%5

35.0%
4.0%5

6.0%5
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October 2021 Index Update

2021 CAS Annual Meeting
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Construction costs

2021 CAS Annual Meeting

ISO Homeowners trend – Actuarial & Strategic Data Insights 

Commercial trend Residential trend

Why Commercial (2.2% latest Q) less than Residential (8.0%)?

• Lumber vs. Steel & Concrete

• Higher labor weight

• Building finishing (Elevators, Sprinklers, etc.)



© 2021 Insurance Services Office, Inc. All rights reserved. 13

But on the other side…. Price spike or inflation?

2021 CAS Annual Meeting

MarketWatch, Three years ending October 14, 2021

US Lumber futures (LBS)
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Wage Inflation

2021 CAS Annual Meeting

Wages are rising..

But is that being offset by inflation?

Or even causing inflation?
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Effects of “minor” inflation

Consider the difference between 2% inflation and 4% on a long-tailed line, with a 15 year horizon 

2021 CAS Annual Meeting
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Effects of “minor” inflation

Consider the hypothetical difference between 2% inflation and 4% on a long-tailed line, with a 15 year horizon

Assume a UK insurer with “fully reserved” claims on a nominal and expected inflation basis 

2021 CAS Annual Meeting

Expected year of 

payments

Year 0

Nominal (today’s 

date) Pound Sterling 

of expected ultimate 

loss

Reserved expected 

ultimate loss with

2% inflation 

assumption

Actual loss 

payments

given realized 4% 

inflation

Difference

Year 2 £4M £4.16M £4.33M £0.17M

Year 4 £3M £3.25M £3.52M £0.27M

Year 6 £4M £4.5M £5.07M £0.57M

Year 8 £6M £7.03M £8.24M £1.21M

Year 10 £12M £14.63M £17.83M £3.2M

Year 12 £10M £12.68M £16.08M £3.4M

Year 14 £5M £6.6M £8.71M £2.11M

Totals £44M £52.85M £63.78M £10.93M
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Dealing with Inflation

• Built in Inflation Mitigation

– Inflation Sensitive Exposure Bases 

• Sales

• Payroll

• Amount of Insurance

• Model Year Rating

• Audits

• Non-Inflation Sensitive Exposure Bases

– Square Footage

– Car Years or Units

– Number of Rooms

– Number of Patients

The issue is less if you have consistent inflation expectations, and more when they change

Similar to Social Inflation in that way

2021 CAS Annual Meeting
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Contact Information

No part of this presentation may be copied or redistributed without the prior written consent of Insurance Services 

Office, Inc.  This material was used exclusively as an exhibit to an oral presentation.  It may not be, nor should it be 

relied upon as reflecting, a complete record of the discussion.

Elliot Burn

Vice President & Head of Actuarial and Data Products

Commercial Lines

ISO/Verisk

(201) 469-2599

elliot.burn@verisk.com

mailto:Elliot.burn@verisk.com
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