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In a nutshell 

We see property and casualty (P&C) insurers in the euro area 
facing increasingly broad-based and sticky inflation this year and 
next. This will increase their claims costs further. Motor and 
property insurance are more vulnerable in the near term, while 
casualty is more impacted by inflation broadening out, such as 
into wages. Re-pricing of risks and other mitigitation measures 
will be vital to enable insurers to keep up with evolving costs.  

 

We see signs that the current inflation surge in Europe is increasingly 
affecting broader swathes of the economy, beyond the headline commodity 
and goods prices that have been amplified by the war in Ukraine and 
renewed China lockdowns. For P&C insurers, more broad-based and sticky 
inflation will intensify claims costs inflation and erode profitability in the near-
term. However, insurers can consider a range of mitigation measures in the 
medium-term, including repricing, diversifying or indexing new business.  

Euro area aggregate core Consumer Price Index (CPI) inflation, which 
excludes volatile energy and food prices, may only be roughly half the level of 
other advanced economies (3.5% y-o-y as of April, versus 6.2% y-o-y in the 
US and UK), but it is still at a multi-decade high and showing signs of 
intensifying (see our forecasts in Figure 1). European services prices are 
starting to pick up (3.3% y-o-y, the highest since 2002), complementing 
already-high goods inflation. Meanwhile, the Producer Price Index (PPI) is 
skyrocketing (latest for aggregate euro area: up by 36.8% y-o-y as of March), 
implying growing pipeline pressures. Wage and healthcare inflation – key for 
monitoring insurance claims – are so far moderate in the euro area, but we 
expect some upward pressure in the medium term. Tight labour markets and 
high inflation is likely to drive wage negotiations higher in the second half of 
this year and lift overall wages, albeit to a lesser extent than in the US. 
Meanwhile backlogs in non-urgent and elective healthcare, coupled with 
rising wages for medical staff, which will likely push up healthcare costs.        

For Europe's P&C insurers, inflation means higher claims costs, which erode 
profitability. By line of business, motor and property insurance are bearing the 
brunt of the immediate claims cost impact of this inflation shock (see Table 
1). We expect prolonged disruptions in automotive industry supply chains for 
new cars and spare parts.1 In the construction sector, supply disruptions for 
raw materials, and labour shortages, are putting near-term inflationary 
pressure on property claims. For example, in Germany, we expect 
construction price index (PPI-C) inflation for commercial buildings to average 
around 18% this year.2 This is slightly above our forecast for the US, where  

         
1 P. Campbell and J. Miller, "Europe's car plants halted by lack of low-cost Ukrainian component", Financial 
Times, 16 March 2022. 
2 This is based on the non-residential commercial building index from the Federal Statistical Office of Germany 
available here. Latest actual value was 15.3% y-o-y as of Q1-2022. 

Key takeaways 
• Euro area inflation pressure is 

broadening out and becoming 
stickier as core CPI rises to a new 
multi-decade high.  

• The inflation surge is increasing 
claims severity for European P&C 
insurers, particularly in property and 
motor insurance.  

• We expect some pick-up in euro 
area wages and healthcare costs in 
the medium term, with liability and 
bodily injury claims expected to 
follow suit. 

• Risk mitigation measures, including 
repricing, diversifying or indexing 
new business, can help insurers to 
address this pressure in the medium 
term. 

• Higher interest rates will also benefit 
insurer investment returns over time. 
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Figure 1 (LHS) Aggregate euro area CPI y-o-y % rate, actual and forecast 
Table 1 (RHS) Economic inflation impact on P&C insurance claims costs by lines of business  

 

Source: Refinitiv, Swiss Re Institute 

inflation has been high for a while. The longer the inflation surge lasts, and 
the more it broadens out to wages and higher healthcare costs, the more it 
will drive up bodily injury claims, which are relevant for accident, motor 
liability and general liability insurance. This would not only negatively impact 
current claims, but also claims reserves for unsettled claims from prior years. 
In addition to higher claims costs, inflation has negative impacts on insurers' 
administration expenses. These are mostly driven by eventually increasing 
wages, though these are small in relation to the overall income statement. 

The outlook is brighter in the medium term, as we see interest rate rises 
triggered by this inflationary environment3 positively impacting insurers' 
investment income. However, most of the gains in investment returns from 
higher interest rates will only materialise over time and will not be able to 
offset higher claims costs this year and next. 

Insurers can take some underwriting actions to mitigate the effects of 
prolonged inflation and address the challenging claims cost environment: 

1. Re-pricing of insurance risks to reflect elevated claims costs, especially 
for more persistent inflation pressures.  

2. Diversifying and steering new business towards products with lower risk 
profiles, although changing a market portfolio has limitations and costs.  

3. Indexing, ie linking premiums and covers (in particular sums insured in 
property) to CPI helps to stabilise and avoid onerous re-pricing exercises.  

4. Reinsurance can mitigate underwriting risk exposures. P&C loss reserves 
can be adjusted via portfolio transfers.  

         
3 We recently updated our ECB outlook, expecting it to frontload rate hikes starting in July and see the deposit 
rate (currently -0.5%) returning to positive territory later this year.  

Line of business 
Current 
inflation 

Persistent 
inflation 

Reason 

Property ⚫ ⚫ Soaring construction prices 

Motor, physical damage ⚫ ⚫ High car (part) prices 

Motor, bodily injury ⚫ ⚫ 
Wage and medical cost 
inflation below CPI so far 

Liability ⚫ ⚫ 
Wage and medical cost 
inflation below CPI so far 

Marine/aviation/transport ⚫ ⚫ In line with CPI inflation 

Legend: ⚫  = significantly impacted  ⚫ = impacted  ⚫ = not impacted 
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