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What next for the discount rate? 

This lecture will: 

‣ examine the underlying reasons for the rate change and its impact on insurers, 

insureds and intermediaries 

‣ explore claims strategies and policy limits in light of the new negative rate, and 

‣ consider possible future approaches and provide an update on the 

Government consultation 

 



 

 

 

What happened? 

What next for the discount rate? 
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Motor current profitability and benchmarking 

Ogden - UK implied real spot rates (20 year term) 

 

Source: Bank of England 

Deloitte Motor Insurance Seminar September 2017 
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Year 

Wells vs Wells 1998 discount rate set 
at 3% 

Previous change to 2.5% discount 
rate 

27 February 2017, the 
Lord Chancellor 

announced a change to 
the Ogden discount 

rate to a new rate of -
0.75%.  
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‣ key legal aspects are Damages Act 1996 and Wells v Wells (HL, 1998) 

‣ the 1996 Act gives Lord Chancellor the power to set the discount rate  

‣ Wells links the rate to the yield on Index-Linked Government Stock 

‣ discount rate last set in 2001 at 2.5% (BoE base rate was 5.25%) 

‣ ILGS yields have deteriorated since 

‣ February 2017 rate goes to -0.25%: 

 “this is the only legally acceptable rate I can set” 
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Motor current profitability and benchmarking 

Ogden - UK implied real spot rates (20 year term) 

 

Source: Bank of England 

Deloitte Motor Insurance Seminar September 2017 
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27 February 2017, the 
Lord Chancellor 

announced a change to 
the Ogden discount 

rate to a new rate of -
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age at 

trial 

normal life expectancy 

(male) 

then: 

Ogden tables at 

2.5% 

now: 

Ogden tables 

at  -0.75% 

  

percentage 

increase 

the future? 

  

 at 0% 

 

  

 at 1% 

10 78.31 34.08 108.32 218% 78.31     (130) 53.78      (58) 

30 56.34 29.60 71.43 141% 56.34     (90) 42.45      (43) 

50 35.45 22.69 41.44 83% 35.45     (56) 29.27      (29) 



gearing: 
new awards at 
-0.75% will eat into 
higher layers & 
reinsurance to a 
greater extent  

  2.5% discount 

rate 

-0.75% discount 

rate 

% increases 

claim value £6m £7.75m 29% 

primary layer (£5m) 

pays 

£5m £5m 0% 

XS / reinsurance  

(£5m XS 5m) pays 

£1m £2.75m 175% 

pricing: 
cost of 
reinsurance  
protection likely 
to increase ? 

capacity: 
possible 
reduction in 
market? 

premium: 
increased costs for 
insurers, and 
consequently 
premium increases  
(fleet & private 
alike)  

one theoretical case example… 
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… and two real ones 



 

What next for the discount rate?  
 

 

‣ consultation March to May 2017 

‣ expected outcome 3 August 2017 

‣ election followed by Queen’s Speech in June 

mentioning Civil Liability Bill 

“to ensure there is a fair, transparent and proportionate 

system of compensation for damages to be paid to genuinely 

injured personal injury claimants” 

“a mechanism that has grown outdated and, with negative 

returns on interest-linked gilts, lost its connection with the way 

people invest in the real world”  (EST Stephen Barclay MP, 27 

June 2017) 

 

‣ MoJ response & draft Bill on 7 September 2017 

 

 

 

what is the potential for change?  
 





What next for the discount rate? 
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what does the timetable for reform look like? 

 

‣ legislation needed = uncertainty 

‣ minority Government = uncertainty 

‣ Brexit timing (March 2019) = uncertainty 

 

‣ by end 2018 or in h1 2019? 

‣ prospective or retrospective?  

 

‣ devolution aspects 

 

 



What next for the discount rate? 
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‣ claims once £1m to £2m now worth anything up to £5m 

‣ the change in the discount rate has made £10m claims commonplace 

‣ statutory minimum for EL cover in the UK remains £5m 

‣ no statutory requirement or limit for PL & often low in SME market 

‣ insureds at greater risk of becoming insolvent? 

‣ can limits be increased? 

‣ claimants going uncompensated? 

‣ claimants pursuing greater numbers of defendants?  

 

 

 

 

consideration of policy limits in the market? 



What next for the discount rate? 

practical effects on settlements & case handling? 

 

‣ MoJ’s window of 0% - 1% 

‣ part 36 offers 

‣ trials, JSMs & negotiations generally 

‣ likely timelines 

 



What next for the discount rate? 

This lecture will: 

‣ examine the underlying reasons for the rate change and its impact on insurers, 

insureds and intermediaries 

‣ explore claims strategies and policy limits in light of the new negative rate, and 

‣ consider possible future approaches and provide an update on the 

Government consultation 

 




