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Defining Inflation

. . . the rate at which the cost of goods and services rise over time leading to a fall in the purchasing value of money

Classic Theories of Economic Inflation — applying economic indices relevant to an insurer’s business mix

Inflation, consumer prices

World B.7 4.8 32 2.9 8
United States 4.1 3.0 2.1 2.7 7
Canada 3.9 29 1.9 2.0

Brazil 48 41 32 3.3 % 6
Eurozone 5.4 25 20 1.7 5
United Kingdom 7.3 2.5 2.3 1.7 4
Russia 5.9 5.9 5.0 4.4 5
Mainland China 0.2 1.0 1.7 2.0

Japan a3 23 18 1.6 2
India 6.7 6.1 4.9 6.5 1

2017 2018 2019 2020 2021 2022 2023 2024 2025
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Excess Inflation — costs not captured in economic indices — e.g. supply chain disruption and demand surge

Social Inflation — changes to claims costs based upon societal and legal changes
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Protectionism — history repeating itself

“to do to ourselves in time of peace what enemies seek to do to us in time of war” Henry George

The Great Depression and the Smoot-Hawley Tariff Act of 1930 triggered a global trade war leading to a fall in world trade by
65%.

Why does protectionism drive inflation?
Raising tariffs is easy, reversing takes decades.

General Agreement on Tariffs and Trade (GATT) WTO.

“The farther backward you can look, the farther forward you are likely to see.” Winston Churchill
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Inflation Impacts

Real terms claims costs rise Thrift Investment Margins

Reduced budgets / maintenance COR
Reduced capital expenditure

Deductible values reduce
Revaluation of assets

Rate Increases

Volatility

Interest rates

Behavioural Changes
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Short Tall / Long Tail Characteristics

Underwriting
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Inflation baked in?
Inflation discrete
Lag between valuation and loss

Partial Loss, TL, CTL, Agreed Value
Valuation Clauses

Lag between valuation and settlement
Reserving Risk

Scale & Complexity
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Focus on Hull Inflat
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IUMI work on Hull Claims Costs Inflation

« |UMI Chief Analyst Veith Huesmann / Facts & Figures Committee

« Past indices included steel prices, wages, equity, and salvage
values.

 New approach substitutes equity with a proxy for repair capacity

; "
Hull inflationindex: ™ v« e s
2025
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New Approach — Shipyard Capacity

M High Shipyard Capacity (SC) = longer delivery
times and thus scarcity of repair capacity is evident
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- Shipyard model (left) shows better fit
- Equity index doesn’t correlate with claim trends %
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Forecasting Inflation
Hull Claims using the SC Model

Predictions: Wide range, but at 90%
certainty, the model a range between 0 and
22% increase. -5% is unlikely in the current
geopolitical context

Uncertainty: Obviously, there is great
uncertainty with macroeconomic
parameters.
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Forecast with Confidence Intervals (2024-2029)
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Hull Loss Example — unexpected consequences

Facts
« Luxury yacht suffered flooding damage at a shipyard when a dock gate failed
- Damage sustained externally and internally as vessel structurally stable but not yet fully weather secure

« Potential contractual penalties for delay could arise following damage

Adjustment of the claim
« Policy limit based on the scheduled value of the contract with customer

« Initial reserve recommendation from surveyor for predicted costs of replacement materials and parts. However, claim deterioration of
c. 30% from initial reserve to final adjustment:

Final increase
300 days after loss
$13m

1st Reserve

60 days after loss
$9m

Subsequent increase
180 days after loss
$11.5m

Basis of increases
* Increased costs of materials and spare parts
 Significant increase of labour costs

« Capacity - Unexpected cost incurred to move vessel to alternative dry dock to avoid contractual penalties due to yard capacity
restriction
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Hull Inflation Takeaways

« Shipyard capacity model: Good results / correlation with recent experience
CEFOR data — suggest a trend of between 5 — 22%
Limited data availability
« Equity model: Better data availability, but poorer correlation with indexed claims
« By any measure inflation is set to increase, and with this, claims adjustment becomes potentially more complex

» Be proactive — effective communication with broker, insured and appointed surveyors/experts

« Be prepared for unexpected consequences
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Social Inflation — early days

“a broadening definition by society and juries of what s
covered by insurance policies” Warren Buffet 1977

1963 Greenman v. Yuba Power Products

1960s — 1970s Expansion of product liability doctrine

1970s Medical Malpractice ASBESTOSIS

1970s — 1980s Asbestosis litigation

1990s Tabacco litigation

AAW 1994 Liebeck v. McDonald's Restaurants




Social Inflation — developments

Reptile: The 2009 Manual of

Mefpitle Ty the Plaintiff's Revolution

Nuclear Verdicts Expansion of product liability doctrine

Evidenciary Standards

Forum Shopping

| Verdict | _____Case | Date | Jurisdiction |

Kindred v. Delbosque (Dram
$301B Shop Liabillty) December 2021  Nueces County, TX
Espana v. Republic Services
$38.8M  (Young girl killed by garbage August 2021 Clark County, NV
truck)

Litigation Funding

Bearden v. Lloyd (Car stuck

R o v Wi TTE1)

May 2022 Morgan County, AL

Batchelder v. Malibu Boats
$200M  (Young boy's death in August 2021 Rabun County, GA
boating accident)

Cruz v. Allied Aviation
Fueling Co (Workplace
accident at airport resulting
in paralysis)

October 2021 Harris County, TX

Dzion v. AJD Business

TO rt R ef orm Services (Teenage boy August 2021 Nassau County, FL

killed in semi-truck accident)




Social Inflation

Marine Claims Example

Orion Marine Group — Waymon L Boyd
Dredger

Facts

* 21 August 2020 — Waymon Boyd cutter
dredger struck a 16 inch propane pipeline. A
gas cloud engulfed the vessel and erupted.

» 18 personnel working or resting on and
__ around the Waymon L Boyd and adjacent
vessels.

* 4 crew died and six were injured.
* Hull $9.48m pipeline damage $2.09m.
* Source: dredging today

+ Compensation for personal injury

settlements including those negotiated by
= . Arnold & Ipkin, not on public record, thought

- ' to be c. $300m.

* New era for Marine Underwriters?




Social Inflation — why it's such a problem

« Extreme verdicts and settlements

* Normalisation / contagion — social norms shape economic behaviour
* Unsustainable - impacts business and ultimately financial markets

« Pricing Lag - covering something we are not getting paid for?

* Awards / rewards incentivise the plaintiff bar

* Reserving risk

* Reluctance to go to trial

« Settlements behind closed doors

» Price inflation driven by uncertainty (risk compensation)
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Tort Reform

. 1980s businesses and insurers pushed
for tort reform arguing that excessive
awards for pain and suffering stifled
business.

. As of 2025 11 states have introduced
caps on non-economic damages

. Stricter admissibility rules for expert
witness

. 2025 — Georgia introduced Landmark
legislation to draw a line under rep as a
judicial hell hole.

Politics!
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Social Inflation outside of the USA

Copy-cat US tactics

EU Collective Redress Mechanisms

Broad product liability and environment claims definitions

Third party litigation funding

Legal and cultural difference (e.g. generally no punatives or jury
trials for civil cases) keeping a lid on.
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Claims Actions

« Avoid Step-reserving - Careful evaluation of reserve from the outset and clear communication with surveyor to enable
adequate provision for inflation factors (labour costs, materials, etc)

« Expedite claims settlement process — settle early and consider making additional PoAs
« Expense management — bulk purchasing services, outsourcing, digitalisation of claims settlements, fraud detection
« Liability — consideration of structured settlement (protects future income for plaintiffs)

« Training and investment — Jury Research and Mock Trials provide insurers with experience of aggressive plaintiff bar
tactics
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Underwriter Actions

« Consider the impact on margin
« Valuations
« Rate reviews

« LTA's
Al — predictive analytics based on real time data
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Evolution of marine insurance premiums : 2014-2023

Figures in billicns USD
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Performance in action:
Combined ratio over last five years

10.3% 93.5% 91.9% 84.0% 86.9%
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W Attritional lossratio M Major claims ratio B Expenseratio
COVID-19 related major claims [l Prior year movements - 5Syear average combined ratio

1. 2020 combined ratio and major claims ratio include COVID-19. 2020 combined ratio excluding COVID-19 is 97.0%.
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