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Executive Summary: How (re)insurers are
coping with foreign currency risk

Recent market conditions, including the weakening of the US dollar in early 2025, have increased uncertainty in
global financial markets. Since January 2025, the USD has fallen approximately 8% relative to the GBP (at the
end of August 2026). A combination of government trade policies (e.g., tariffs), geopolitical instability (e.g., ongoing
conflict involving the US, Israel and Iran) and global supply chain disruption (e.g., gas and oil prices) has likely
driven this trend. As a result, foreign currency (FX) volatility has increased and introduced additional risks to
several key business functions, including reserving, pricing, capital, financial reporting and business planning.
However, the impact on overall P&L accounts and solvency position has so far remained modest.

If FX volatility continues over the next 12 to 24 months, firms may face further pressure across several
business functions, including business planning and pricing. Potential impacts include strain on expense ratios
and risks that firms price using original FX terms. Where applicable, there may also be a need to include FX
risk as an explicit risk appetite statement and monitor it periodically. Furthermore, there needs to be some
consideration of liquidity issues in the event of a severe FX deterioration and lack of asset-liability
matching (ALM). A reverse stress test centred around FX scenarios will be useful in understanding the
conditions that would put current business/hedging strategies at risk.

This paper builds on Milliman’s white paper, “Managing through economic uncertainty: How to handle foreign
currency volatility for (re)insurers,” and presents consolidated high-level insights from a survey that a cross-
section of UK and European insurance groups completed. Key stakeholders, including chief actuaries and CROs,
provided the responses. From a top-down perspective, it aims to highlight prevailing practices, common
challenges and actionable recommendations, focussing on how proportionate FX risk management can
increase business resilience and support future strategic ambitions.

The current environment has prompted (re)insurers to reassess their FX risk exposures, including the risk of
breaching established tolerances and the possibility that reinsurance coverage may diverge from original
expectations. Despite these exposures, market feedback indicates that FX volatility has had, and for the short
term is expected to continue to have, limited influence on pricing and reserving methodologies or
philosophies as many insurers already prioritise ALM by currency and implement targeted hedging
strategies, such as forwards and swaps, to mitigate material FX impacts.

Nevertheless, firms continue to face ongoing challenges. These include the risk of further US dollar
devaluation, complexities arising from currency pegs or central bank interventions and the potential for
secondary effects and correlations across insurance business functions. The use of a common reporting
currency across the group creates additional issues. Actuaries should carefully consider challenges relating to
data quality, ultimate loss estimation, segments that operate in multiple currencies and the adjustments
required for loss development triangles.

Given the FX impact has been modest to date, firms should avoid complacency. They should continue
maintaining a robust risk management framework. Strong data governance, clearly articulated risk appetite
statements and tolerances, and targeted stress and scenario testing will ensure companies remain well-prepared
for future challenges and resilient to market shocks.

In the following sections, the observations from our survey are summarised in key themes.
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1. Balance sheet and regulatory capital requirements

Respondents generally felt that, due to established ALM techniques and hedging practices (e.g., forwards and
swaps), the FX impact on their capital requirements has not been and is not expected to be material, even after
the modest devaluation of the US dollar in the first half of 2025, as shown in Figure 1.

FIGURE 1: HAS THERE BEEN MATERIAL IMPACT ON THE ONE-YEAR AND ULTIMATE CAPITAL REQUIREMENTS AS A RESULT OF
THE RECENT FX MOVEMENTS SEEN IN EARLY 2025?
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It is understood that even though board-level reporting relating to material risk drivers is common, the level of
formality and explicitness around FX risk varies across firms. Where FX exposures are not explicitly referenced,
organisations typically rely on broader risk management processes to oversee and address potential
mismatches. Respondents indicated that FX volatility is most apparent in the valuation of investment assets,
whereas liability-side exposures are typically well-matched by FX or are actively being managed.

2. Reserving

Most noted that FX volatility did not materially impact their reserving approach/basis. The stability is largely
attributed to the practice of reserving in the original FX (when possible). For FX-heterogeneous segments,
insurers should ensure that differences in conclusions from reviews of both aggregated and separate/summed
are understood. This is discussed further in Milliman’s white paper referenced earlier.

FIGURE 2: HAVE YOU CONDUCTED STRESS & SCENARIO TESTING ON FX MOVES (BOTH RESERVES AND INVESTMENTS)?
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As seen above, some organisations conduct scenario or sensitivity testing specifically focused on FX
movements. When scenario testing is performed (sometimes by other business functions outside of reserving,
such as capital or risk), it is typically done on an ad-hoc basis rather than being a routine driver of reserving
changes. From a reserve risk perspective, several respondents noted that their matched asset-liability strategies
further mitigate the potential for FX-driven reserve volatility. Overall, the consensus is that recent FX movements
have not translated to any material reserve strengthening (or releases), nor have they significantly altered
reserving philosophies. However, respondents recognise the importance of ongoing monitoring, particularly for
classes with international exposures or where premium and claims currencies differ.

Current state of foreign currency (FX) fluctuations and risk-management considerations for P&C insurers: 2
Highlights from a Milliman survey of UK and Europe (re)insurance leaders September 2026



MILLIMAN WHITE PAPER

3. Other key business functions

FIGURE 3: HAVE YOU OBSERVED ANY IMPACT ON BUSINESS PLANNING OR PREMIUM INCOME DUE TO FX CHANGES?
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More than half the respondents noted that FX volatility has not resulted in material changes to business planning,
pricing or underwriting strategy. For these firms, the stability is primarily attributed to strong ALM disciplines and
the widespread use of FX matching and hedging, which have limited the impact on losses, premium income and
expense ratios. However, some noted that the impact is more material on classes where claims and premiums
are denominated in different currencies (such as travel/international). Separately, for UK-based operations within
a wider US-based group, a short-term expense strain was observed due to planned expenses being allocated in
USD, which meant the expense budget was decreasing as the deterioration worsened. Although the impact has
not been significant overall, proactive monitoring of currency movements and matching assets and liabilities at a
class/currency level could provide a hedge against future downward shocks.

Scenario and sensitivity testing can be effective tools to support capital and underwriting decisions, but the
materiality of the recent FX movements has meant that most firms have not carried out such analyses. For
example, a liquidity scenario in which there is severe FX deterioration along with worsening matching between
assets and liabilities can be used to understand the firm’s exposure to liquidity risk.

4. Risk management framework and board reporting

The governance of FX risk varies by organisation, but regular monitoring and board-level visibility are relatively
common, as shown in Figure 4.

FIGURE 4: IS FX RISK EXPLICITLY REFERENCED IN YOUR RISK APPETITE STATEMENTS AND TOLERANCE LIMITS?

eN mY

Current state of foreign currency (FX) fluctuations and risk-management considerations for P&C insurers: 3
Highlights from a Milliman survey of UK and Europe (re)insurance leaders September 2026



MILLIMAN WHITE PAPER

Several firms have FX risk incorporated into their risk appetite statements or tolerance limits, often monitored
through periodic reporting (e.g., monthly or quarterly). Where such limits exist, breaches are reported to the
Board or relevant committees for prompt review. Actual breaches are rare, however, due to effective hedging and
ALM strategies.

Most noted that the recent FX volatility has not required changes to their risk framework, and current practices
remain adequate. A “wait-and-see” approach is understood to be a common market practice here, with
organisations emphasising ongoing monitoring rather than immediate adjustments.

5. Further considerations
From a forward-looking perspective, if the US dollar were to deteriorate significantly over the next 12 to 24 months:

=  Participants are not expecting material impacts on their overall solvency. Some noted that the funding
backing their Lloyd’s business could decrease because a combination of USD and GBP assets would
support the Funds at Lloyd’s, which could improve the solvency position.

= Most participants anticipate that their ceded reinsurance strategy would remain unaffected.

= On expense allocation, any UK-based operations within a US parent group, and therefore operating with an
expense budget in USD, could experience strain on their expense ratio.

= Most participants are expecting pricing and reserving frameworks to remain applicable. However, they noted
that risks priced in original FX terms could be affected because firms would set certain assumptions, such as
increased limit factor curves, in USD.

Next steps: How Property & Casualty insurers can manage future
FX volatility

Overall, survey responses indicate that organisations are well-equipped to manage the FX volatility arising from
current economic conditions. However, respondents acknowledge that organisations should continue to monitor
developments closely, as markets can shift rapidly and unpredictably.

To support proactive risk management and maintain readiness for potential extreme FX volatility,
organisations should:

=  Continue investing in data quality, systems and process automation to enable timely and accurate FX risk
monitoring and reporting.

= Maintain regular reviews of FX risk appetite statements and tolerances, with a clear escalation process in
place to ensure that teams manage any breaches or deviations from expectations appropriately.

= Integrate FX scenario analysis into actuarial, capital and business planning processes to strengthen
preparedness for potential market shocks. It can be particularly useful to consider a reverse stress-test type
of FX scenario that could affect the viability of the business.

= Material FX-related issues (and the secondary effects on other business functions) should be captured
accordingly within the emerging risk framework.

Although the current environment may not require immediate action, organisations can prepare for future
challenges by maintaining a robust risk-management framework. This discipline supports stakeholder confidence,
regulatory compliance and long-term strategic flexibility.
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Solutions for a world at risk™
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technology to develop solutions for a world at risk. We help
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