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Executive Summary

This study is the first effort by The Fraser Institute to measure and compare the per-

formance of auto insurance markets across international jurisdictions. Previous

Institute studies have only compared Canadian provinces with each other. However,

this paper assesses the performance of automobile insurance markets in 10 Cana-

dian provinces, 50 American states, and the United Kingdom in 2002—the most

recent year for which complete data were available across all jurisdictions.

Data were collected on 15 variables describing the regulatory policy environments and

outcomes in each jurisdiction using comparable measurement units. From these 15 vari-

ables, five indices were constructed that comparatively measure market quality and reg-

ulatory severity across international jurisdictions. Two indices measure market quality

outcomes from the perspective of consumers regarding cost and choice; one index

gauges market quality outcomes from the perspective of insurers regarding the business

climate for auto insurance; a fourth index measures the regulatory severity of auto insur-

ance policy in each market; and the fifth index measures overall market quality combin-

ing the scores for each jurisdiction across all 15 variables. This study also examines

statistical correlations between variables that can be conceptually separated into dis-

tinctly dependent and independent categories.

In summary, the main findings of this study are:

Market Quality and Direct Regulation

• Compared to the 61 jurisdictions studied, the Canadian provinces as a group tend

to have a higher burden of regulation or government control over auto insurance

and rank relatively poorly on market quality.

• Across the 61 international jurisdictions studied, a lower burden of auto insur-

ance regulation is statistically linked with:

• Lower and more affordable premium costs

• More sustainable premium pricing

• More consumer choice

Public Monopoly/Government-run Auto Insurance

• Of the 61 jurisdictions studied, only four have public monopoly or govern-

ment-run auto insurance systems; these four are the Canadian provinces of Brit-

ish Columbia, Saskatchewan, Manitoba, and Quebec.

• The data show that public monopoly or government-run auto insurance systems

consistently produce the worst outcomes for consumers.
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This study is the first in an annual series of international comparative analyses of auto

insurance systems. Future editions will expand to include additional jurisdictions. The

Institute will use this study to focus the public’s attention on this important policy area

and to generate discussion and input from experts for future analyses. The goals of the

study are to provide insights into the link between the regulation of auto insurance mar-

kets and its outcomes for consumers, and to help identify public policies that are most

likely to produce superior results overall.
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Introduction

Insurance was initially created as a cooperative free market response to provide financial

protection against the risk of suffering large and unexpected economic losses. The diffi-

culty is that understanding the economics of insurance is complicated and thus, misun-

derstandings and misguided criticisms of market failure often arise. Governments in

many countries including Canada have also attached social goals to insurance that have

been used to justify either heavy regulation or the government takeover of this industry.

The purpose of this study is to measure differences in auto insurance regulations across

international jurisdictions and the implications for consumers. The analysis provided in

this paper also examines statistical links between the degree of regulatory severity in

each auto insurance market and the cost, affordability, and pricing sustainability of auto

insurance premiums. The goal of this study is to identify public policies that minimize

the costs of auto insurance regulation and maximize consumer benefits.

Data

Auto insurance is regulated at the sub-national level in both Canada and the United

States. Therefore, comparisons are made at the provincial and state level in these coun-

tries. In the UK, on the other hand, auto regulation is maintained at the national level.

The data for this study cover 10 Canadian provinces, 50 American states, and the United

Kingdom.

Unless otherwise stated in the text all data used in this study are for the calendar year

2002 and are unadjusted. The data cover personal passenger automobile insurance only,

excluding commercial, recreational or other vehicle insurance. All insurers (public and

private) are included for each jurisdiction. Following an accrual accounting principle, all

premium data are defined as earned within the year 2002 and claims data are defined as

incurred within 2002 and counts all coverages including the regular and residual mar-

kets where applicable. In order to control for the effects of purchasing power variation

between national currencies and local price differences for the factors determining auto-

mobile insurance costs, all monetary data are in current (2002) figures, local currency

(US and Canadian dollars or British pounds sterling) and is stated either as a percentage

of local gross domestic product (GDP, or GSP in the US) or aggregate personal dispos-

able income (PDI) for each individual market, or stated as a ratio of two variables such as

claims to premiums.
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Canadian data for the four public sector automobile insurers were taken directly from

the annual reports of the Insurance Corporation of British Columbia (ICBC 2002), Sas-

katchewan Government Insurance (SGI 2003), Manitoba Public Insurance (MPI 2002),

and Société de l’assurance automobile du Québec (SAAQ 2002). Canadian data for all

private sector insurers were obtained from the Insurance Bureau of Canada (IBC). IBC is

the industry association representing nearly 90 percent of private sector property and

casualty insurers operating in Canada. It is also the official statistical agency for federal

and provincial insurance regulators. IBC data include the entire market for automobile

insurance in the six totally private sector insurance provinces (Newfoundland and Lab-

rador, Prince Edward Island, Nova Scotia, New Brunswick, Ontario, and Alberta). In

British Columbia, Saskatchewan, Manitoba, and Quebec, the provincial governments

operate a public monopoly over a basic auto insurance product in which the scope is

defined by provincial law. Private sector insurers are permitted to offer coverage for auto-

mobile insurance only in the optional markets in these provinces. IBC data also include all

private sector insurers operating in the optional markets in the four public sector insur-

ance provinces. General economic data were obtained from Statistics Canada.

American data were found primarily from the US National Association of Insurance

Commissioners’ (NAIC) 2002–2003 Auto Insurance Database Report (NAIC 2005),

which provides detailed standardized data on auto insurance separately for all 50 Ameri-

can states included in this study. The District of Columbia (D.C.) is excluded even

though the NAIC does make separate data available. The NAIC also supplied additional

data on the number of insurers by state under a special request for this study. The NAIC

is the association that represents American state insurance regulators. Additional

sources of US data include the Insurance Information Institute (III) and the Property and

Casualty Insurance Association of America (PCIAA); the latter of which is the industry

association representing automobile insurers. General economic data were obtained

from the US Bureau of Economic Analysis (BEA).

United Kingdom data were obtained primarily from the Association of British Insurers

(ABI) 2003 background report on the UK motor insurance market. This was supple-

mented with other data also obtained from ABI’s web site. UK information was also

found from the British insurance regulator, the Financial Services Authority (FSA), from

the Motor Insurers’ Information Centre (MIIC), and Lloyd’s UK. General economic data

were taken from the UK government’s Office of National Statistics.
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Methodology

Excel software was used to build the core dataset for this study and to generate the

graphs displaying the descriptive data. SPSS software was used for the statistical analysis

of bi-variate correlations presented in the paper.

Description of Variable Measures

The description and rationale for each of the 15 variables used to construct the indices in

this study is explained below. Each variable appears in alphabetical order.

Affordability: an interval measure of aggregate earned premiums in each market stated

as a percentage of aggregate Personal Disposable Income (PDI) or the income after taxes

available to consumers as a whole. This takes into account the relative affordability of

premium costs relative to the actual income that consumers have available to them in

each market after taxes. For instance, auto insurance premium prices might be roughly

equivalent across some jurisdictions, but consumers in a high tax jurisdiction might

have fewer available dollars with which to pay those premiums, and therefore, the price

is in effect much higher for consumers in the high tax jurisdiction. A measure of

affordability is one way to compare the costs of auto insurance between jurisdictions in a

way that is very meaningful from a consumer perspective.

Comparative Cost: an interval measure of aggregate earned premiums in each market

stated as a percentage of the size of the jurisdictional economy or local Gross Domestic

Product (GDP). The cost measure is distinct from the measure of affordability described

above. Looking at premiums as a percentage of the jurisdictional economy allows for

comparisons across jurisdictions despite differences in prices that are related to local

income conditions and differences in the purchasing power of currencies between juris-

dictions, or to changes in the purchasing power of currencies across time.

Competition Barriers: an interval measure of the percentage of the market subject to a

regulatory prohibition on competition or artificial barriers to competition in the provi-

sion of auto insurance. In order to appropriately gauge the level of competition between

auto insurers in a market, a measure of contestability is required.1 Four Canadian prov-

inces: Quebec, Saskatchewan, British Columbia, and Manitoba maintain public auto

insurance monopolies that prohibit competition for basic automobile insurance (such as

liability and injury insurance), but allow competition for the optional market (such as

auto property damage). This study uses the percentage of the market that is affected by

prohibitions on competition or artificial barriers to competition as a measure of actual

contestability.
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Compulsory Accident Benefits: binary variable indicating the presence (=1) or

absence (=0) of regulations requiring insurers to provide pre-defined personal injury,

medical, death, disability, and income replacement benefits.

Compulsory Insurance Coverage for Uninsured or Underinsured Motorists: binary

variable indicating the presence (=1) or absence (=0) of regulations requiring drivers to

have insurance coverage in the event of an accident with an uninsured or underinsured

driver.

Compulsory Liability Insurance: binary variable indicating the presence (=1) or

absence (=0) of regulations requiring drivers to have insurance coverage for general lia-

bility related to a motor vehicle accident.

Legal Regulation: ordinal variable indicating the kind of legal system prescribed by reg-

ulation to specifically govern the assignment of liability or fault related to a motor vehi-

cle accident. For this variable an ordinal value was assigned depending on the severity of

the restriction on normal tort rights in each jurisdiction (see table 1). The value scale

goes from 1 as the least restrictive to 6 as the most restrictive.

Minimum Coverage for Accident Benefits: an interval variable of the dollar amount of

the minimum insurance coverage drivers are required to purchase for accident benefits

unrelated to property damage or liability.2 In tort jurisdictions this variable alternatively

represents a regulatory restriction on tort rights because it limits the maximum compen-
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1 Competition in a market is sometimes measured using concentration ratios (CR). Concentration

ratios measure the percentage of the auto insurance industry's business held by its largest insurers.

The maximum value for CR is 100 percent; the minimum is close to zero. Another method used to

measure competition is the Herfindahl-Hirschman Index (HHI). HHI is calculated by squaring the

values of market share for each company in an industry\emdash then summing the resulting num-

bers. The maximum value of the index is 10,000 when one company controls 100 percent of the

market (HHI = 1002). Under the Horizontal Merger Guidelines, the US Department of Justice and

the Federal Trade Commission have used the HHI as a basis of assessing concentration of national

industries when considering the anti-trust implications of merger applications (US Department of

Justice 1992). Under the guidelines, markets in which the HHI is in excess of 1,800 are considered

to be “high concentration”; HHI in the range of 1,000\endash 1,800 is characterized as “moderate

concentration,” and HHI under 1,000 means “low concentration.” There are serious criticisms in

the economics literature that the use of CR and HHI measures of competition do not truly measure

competition. Theoretically, even a monopoly may behave competitively if threatened by potential

new entrants. As Baumol (1983) suggests, such monopolies would give less cause for government

intervention than those in less contestable markets. Ideally therefore, a measurement of

contestability in each market is the best way to accurately gauge the actual level of competition.

2 Uninsured/underinsured motorist coverage is included but represents a small proportion of the

total cost of this coverage.



sation insurers are obliged to pay, thereby determining the scope of coverage consumers

are required to buy. In this study, the variable is conceived of as a minimum requirement

restriction on consumer rights to choose the coverage level they wish to buy and not as a

restriction on consumer tort rights. This is because higher minimum accident benefits

levels require higher premiums to cover the expected costs. Therefore, this regulation

limits the freedom of consumers to choose lower coverage levels that might reduce their

overall premium costs. Higher minimum benefit levels under this regulation are there-

fore defined as a negative value from a consumer choice perspective. Also, while mini-

mum coverage regulations for accident benefits exist, in some jurisdictions drivers have

a choice over whether to opt-in or opt-out of no-fault schemes further complicating the

application of the alternative conceptualization of this variable. Therefore, it is prefera-

ble to conceive of this variable as a measure of the severity of the restriction on consumer

product choice because it is the only definition applicable to all jurisdictions.

Minimum Coverage for Bodily Injury Liability: an interval variable of the dollar

amount of minimum insurance coverage required by law.

Minimum Coverage for Property Damage Liability: an interval variable of the dollar

amount of minimum insurance coverage required by law.

Pricing Sustainability/Profitability: an interval measure of aggregate incurred claims

as a percentage of aggregate earned premiums within each jurisdiction. The core value

statistic is stated as a decimal. When the value exceeds 1 (or 100 percent) it means that

claims costs exceed premium revenue thus representing an insolvent financial position

that is not sustainable. From the perspective of consumers, this statistic indicates the
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Table 1: Assignment of Auto Insurance Legal Regulation Severity Values

Types of Legal

Regulations for

Auto Insurance

Description Assigned

Regulatory

Severity Value

Tort An accident victim can sue the at-fault driver for all kinds of
damages with no restrictions.

1

Add-On Tort rights extended to non-economic damages only after a
threshold is reached.

2

Modified Tort and
No-Fault

No fault with a verbal descriptive threshold or the insured has
a choice over whether to retain tort rights.

3

No Fault (a) $0 - $2,500 tort threshold. 4

No Fault (b) $2,500 - $5,000 tort threshold. 5

No Fault (c) No tort rights. 6

Source: NAIC (2005a).



probability that a market can sustain its observed premium rates over time without rely-

ing on non-premium income. This measure is also known as a “loss ratio” and is used by

the insurance industry to measure the balance of claims versus premiums before returns

on invested earnings, or in other words, the financial adequacy of a company’s insurance

underwriting. However, insurance works by collecting enough premium revenue to

cover the insured population’s expected losses from insured events. Insurers are sup-

posed to be building up surpluses to create pools of earned capital that will be sufficient

to cover those losses. Therefore, it is important to note that the actual net profits earned

by insurers are less than indicated by the “loss ratio.”

Furthermore, economic theory suggests that in highly competitive markets, profits

should be smaller per firm than they are in less competitive markets because prices are

reduced in order to attract customers. Highly competitive markets should therefore be

characterized by narrower “loss ratios.” However, this does not necessarily imply a lack

of sustainability. This variable should be interpreted with caution as a measure of the

relative degree to which each market has the capacity to sustain current premiums, but

not of absolute sustainability. Absolute sustainability would be threatened only when

“loss ratios” (including competitive profits) exceed 1 (or 100 percent).

Rate Filing Regulation: ordinal measure of the type of rate filing regulations employed

in the jurisdiction. Rate filing laws are a form of rate regulation or price control utilized

by regulators. The various kinds of rate filing laws are outlined below (see table 2). For

this variable, an ordinal value was assigned depending on the regulatory severity of the

rate-filing regime in each jurisdiction. The value scale goes from 1 as the least restrictive

to 6 as the most restrictive.3

Risk Pricing Restrictions: an interval measure of the number of actuarial risk rating

categories prohibited by regulation. Insurance relies on an accurate estimation of the

risk associated with the insured population in order to price premiums adequately to

cover claims. Failure to adequately price risk can lead to the bankruptcy of an insurance

pool. Moreover, it can mean that some drivers are not treated fairly. Ideally, drivers

should pay premiums based on the risk they represent. Insurers can assign drivers to

pricing categories on the basis of the observed risk of motor vehicle accident associated

with certain characteristics like age, years of driving experience, gender, geographic loca-

tion, type of vehicle, etc. Restrictions on risk pricing have the effect of equalizing pre-

mium prices across the driving population. However, this means that while risky drivers

might pay less when risk pricing is restricted, safer drivers will pay more. The result is

that good risks subsidize bad risks when risk pricing is restricted. This is of course unfair
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by definition. The absence of risk pricing is also associated with hazardous driver behaviour

and higher mortality rates for young drivers (Mullins 2003). However, the negative social

impact of restrictions on risk pricing will not be measured or addressed in this study.

Solvency Regulation: an interval variable of the percentage of premiums prescribed by

regulation that must be held in reserve by insurers to guarantee a capital adequacy to pay

unexpected insurance claims. Capital reserving requirements vary by jurisdiction. Many

jurisdictions have legally set out mandatory reserve requirements for auto insurers.

These laws force companies to save a fixed percentage of premiums collected as a reserve

against unexpected large and widespread claims expenses, like those that might accrue

due to a natural disaster, for example. Klein et al. (2000) have studied the effect of capital

reserve requirements on the investment decisions of insurance companies. Their model

tells us that stronger capital adequacy regulation will cause insurers to invest less capital

from profits. When insurers invest less capital, they earn smaller returns from investing,

and must rely on higher premiums to make up the difference.
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Table 2: Assignment of Auto Insurance Rate Filing Regulation Severity

Values

Types of

Rate Filing

Regulations

Description Assigned

Regulatory

Severity

Value

No File Rates are not required to be filed with or approved by the
jurisdiction’s regulator. However, the company must maintain
records of rating experience and information used in developing the
rates. The company must make these available to the jurisdiction’s
regulator upon request.

1

Use and File Rates must be filed with the regulator within a specified period after
use.

2

File and Use Rates must be filed with the jurisdiction’s regulator prior to their
use. Specific approval is not required, but the regulator retains the
right of subsequent disapproval.

3

Flex Rating Prior approval of rates required only if exceeding a percentage above
the previously filed rates.

4

Modified Prior
Approval

Rate revisions involving changes in expense ratios or rate relativity
require prior approval. Rate revisions based only on rating experience
are subject to “file and use” laws.

5

Prior
Approval*

Rates must be filed with and approved by the jurisdiction’s regulator
before use. A deemer provision can be used to indicate approval, i.e.,
rates are not denied within specified days.

6

*In some jurisdictions rates are determined by the Commissioner of Insurance. However, this is
conceptually not that different from “Prior Approval” regulations and so any jurisdiction characterized as
having a “Determined by Commissioner” rate-filing regulatory model is included under “Prior Approval.”
Source: Description based on NAIC (2005a).



Special Tax Burden: an interval variable of the percentage tax rate applied specifically

to auto insurance premiums. The auto insurance market is a heavily taxed industry. In

the average private market Canadian jurisdiction, the burden is almost three times that

of other financial services industries (Chen and Mintz 2001). Consumers ultimately pay

this disproportionate tax through higher premiums and therefore, the special tax burden

adds to the cost of auto insurance.

Scoring System

For each variable measure, the raw data for each market is displayed in the appendix

tables. In order to create a combined score within each of the four indices, a standardized

score was calculated on a scale of 0 to 10 for each jurisdiction for each of the variables.

Standardized scores make comparisons of performance across dissimilar variables com-

parable by proportionally converting the values to the same scale of measurement. The

scores are also displayed in the tables in the Appendix. An average of the standardized

scores was calculated to produce an overall score in each of the four indices.

Depending on whether higher raw values are indicative of better or worse performance,

alternative formulas are used to calculate a standardized score on a 0 to 10 scale.

When higher raw values are indicative of better performance, the formula is:

Formula A 10 [ ( Vi – Vmin ) / ( Vmax – Vmin ) ]

When higher values denote worse performance, the formula is:

Formula B 10 [ ( Vmax – Vi ) / ( Vmax – Vmin ) ]

Whereby, Vi is the jurisdiction’s raw value for the indicator; Vmax is the maximum value

among all of the jurisdictions; and Vmin is the minimum value among all jurisdictions.4

Formula (B) was used to convert the raw values to standardized scores for all variables in

this study. This means that for the variables used to create the indices, higher raw values

denote worse market quality, and therefore, Formula B is used to convert these high raw

values to low standardized scores. Thus, higher scores denote better market quality out-

comes. For the final standardized scores used in this study zero equals “worst” and ten

equals “best.”
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Study Design

Indices

This paper assesses the performance of automobile insurance markets in 10 Canadian

provinces, 50 American states, and the United Kingdom for 2002—the most recent year

for which complete data were available. Data were collected on 15 variables describing

the regulatory policy environments and outcomes in each jurisdiction using comparable

units of measure. From these 15 variables, five indices were constructed that compara-

tively measure market quality and regulatory severity across international jurisdictions.

Two indices measure market quality outcomes from the perspective of consumers

regarding cost and choice; one index gauges market quality outcomes from the perspec-

tive of insurers regarding the business climate for auto insurance; a fourth index mea-

sures the regulatory severity of auto insurance policy in each market; and the fifth index

measures overall market quality combining the scores for each jurisdiction across all 15

variables (see tables 3 to 7). Some of the 15 variables appear in more than one index

because it is conceptually impossible to assign some of them exclusively to only one

index. For example, variables measuring the presence of regulatory prohibitions on com-

petition are simultaneously measures of both choice and regulatory severity. Similarly,

the product regulation variables used in this study serve equally well as measures of con-

sumer choice over the scope and type of insurance coverage. Therefore, in generating the

Overall Market Quality Index (MQI) (table 7), the scores are not combined across each

of the sub-indices (tables 3 through 6) because this would count some variables multiple

times and thus, skew the results. Instead, the MQI is constructed as a combined score of

the 15 variable measures used to construct each of the indices.
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Table 3: Auto Insurance Cost and Pricing Fairness Index (CPFI) Variables

Variable Labels Unit of Measure

Comparative Cost 1. Premiums as a Percentage of Local Gross Domestic Product (GDP)

Affordability 2. Premiums as a Percentage of Personal Disposable Income (PDI)

Sustainability 3. Claims as a Percentage of Premiums

Fairness 4. Regulatory Restrictions on Risk Pricing

5. Regulatory Restrictions on Legal Rights to Assign Fault in a Motor Vehicle
Collision

Extra Tax Burden 6. Special Taxes Applied to Premiums

Volatility 7. No Current Measure—In Future Editions of this Annual Report
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Table 4: Auto Insurance Choice Index (CI) Variables

Variable Labels Unit Of Measure

Choice to Purchase 1. Compulsory Liability Insurance Laws

2. Compulsory Accident Benefits Laws

3. Compulsory Uninsured Motorist Coverage Laws

Choice of Coverage 4. Minimum Property Damage Liability Coverage Regulations

5. Minimum Bodily Injury Liability Coverage Regulations

6. Minimum Accident Benefits Coverage Regulations

Choice of Insurer 7. Regulatory Prohibitions or Restrictions on Competition Between Insurers

Table 5: Auto Insurance Business Climate Index (BCI) Variables

Variable Labels Unit of Measure

Profitability 1. Claims as a Percentage of Premiums

Competition Barriers 2. Regulatory Prohibitions or Restrictions on Competition between Insurers

Product Regulation 3. Minimum Property Damage Liability Coverage Regulations

4. Minimum Bodily Injury Liability Coverage Regulations

5. Minimum Accident Benefits Coverage Regulations

Pricing Restrictions 6. Risk Pricing Restrictions

7. Rate Filing Restrictions

Capital Regulation 8. Solvency Requirements

Table 6: Regulatory Severity Index (RSI) Variables

Variable Labels Unit of Measure

Competition Barriers 1. Regulatory Prohibitions or Restrictions on Competition between Insurers

Pricing Regulation 2. Risk Pricing Restrictions

3. Rate Filing Restrictions

Coverage Mandates 4. Compulsory Liability Insurance Laws

5. Compulsory Accident Benefits Laws

6. Compulsory Uninsured Motorist Coverage Laws

Product Regulation 7. Minimum Property Damage Liability Coverage Regulations

8. Minimum Bodily Injury Liability Coverage Regulations

9. Minimum Accident Benefits Coverage Regulations

Capital Regulation 10. Solvency Regulations

Legal Restrictions 11. Regulatory Restrictions on Legal Rights to Assign Fault in a Motor Vehicle
Collision



Variable Correlations

In order to measure and compare variations in the level of regulatory severity between

jurisdictions with variations in market quality outcomes, this study also tests for statisti-

cal correlations between those individual variables that can be conceptually separated

into distinctly dependent and independent categories. Only the three outcome measures

of comparative cost, affordability, and sustainability could be conceptualized as exclu-

sively dependent in nature and are therefore the only assigned dependent variables. The

independent variables in this analysis include all 11 of the Regulatory Severity Index

variables plus a twelfth variable measuring the magnitude of special premium taxes.

Findings

This section first describes and explains the rankings within each of the four sub-indices

introduced by this study. The combined jurisdictional scores across all variables and the

rankings within the Overall Market Quality Index (MQI) follow. The raw jurisdictional

data values and standardized scores for each of the 15 variables used to construct these
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Table 7: Overall Market Quality Index (MQI) Variables

Sub-Variables

1. Regulatory Prohibitions or Restrictions on Competition between Insurers

2. Risk Pricing Restrictions

3. Rate Filing Restrictions

4. Compulsory Liability Insurance Laws

5. Compulsory Accident Benefits Laws

6. Compulsory Uninsured Motorist Coverage Laws

7. Minimum Property Damage Liability Coverage Regulations

8. Minimum Bodily Injury Liability Coverage Regulations

9. Minimum Accident Benefits Coverage Regulations

10. Solvency Regulations

11. Regulatory Restrictions on Legal Rights to Assign Fault in a Motor Vehicle Collision

12. Premiums as a Percentage of Local Gross Domestic Product (GDP)

13. Premiums as a Percentage of Personal Disposable Income (PDI)

14. Claims as a Percentage of Premiums

15. Special Taxes Applied to Premiums



indices are displayed in table 10 in the Appendix. Table 11 in the Appendix shows the

average scores and variance of scores within the 15 variable measures.

Cost and Pricing Fairness Index (CPFI)

The Cost and Pricing Fairness Index (CPFI) developed for this study is made up of five

variables. The first variable in the index measures the comparative costs of auto insur-

ance premiums across jurisdictions controlling for variation in incomes and prices. The

second variable makes this comparison more directly meaningful to consumers by mea-

suring the affordability of auto insurance premiums, further controlling for differences

in disposable income. The third variable measures the sustainability of premium prices

in order to give consumers an idea of future prices. The fourth variable making up this

index measures the level of premium tax that is applied to auto insurance. These taxes

also contribute to the cost of auto insurance. The fifth and final variable measures the

degree of fairness in the pricing of auto insurance premiums. For instance, are drivers

paying prices appropriately matched to the degree of risk they represent. This variable is

comprised of two sub-variables measuring restrictions on the legal rights of drivers to

assign fault in an accident and regulatory restrictions on risk pricing. When drivers are

not allowed to legally assign fault in an accident they end up paying higher premium

costs to cover the risk represented by other drivers who might cause an accident with

them. Similarly, when insurers are prevented from using risk pricing, safer drivers end

up paying higher premiums to compensate for more hazardous drivers.

Figure 1 displays the relative ranks of each of the 61 jurisdictions studied in terms of

their combined scores across the Cost and Pricing Fairness Index. The individual vari-

able scores are displayed in table 10 in the Appendix.

Notably, the top 10 best performing jurisdictions in the Cost and Pricing Fairness Index

are all American states including: Illinois, Wisconsin, Wyoming, Nebraska, Indiana,

Ohio, Texas, Alaska, California, and Iowa. Beginning with the lowest ranked scores, the

10 worst performers in this index were: Saskatchewan, British Columbia, Manitoba,

Kentucky, West Virginia, Louisiana, Nova Scotia, Ontario, Delaware, and Prince Edward

Island. The poor performance of the Canadian provinces as a group is striking given their

small representation in the overall sample. Six out of the 10 provinces rank amongst the

10 worst performing jurisdictions regarding the Cost and Pricing Fairness of auto insur-

ance premiums. In total, eight out of 10 Canadian provinces rank below the average

score of 6.93 for the index. The best performer among the Canadian provinces was New-

foundland, followed closely by Alberta, which both scored above the average for the Cost

and Pricing Fairness Index. Notably, the three worst ranks in the Cost and Pricing Fair-

ness Index are occupied by Saskatchewan, British Columbia, and Manitoba—three of the

only four jurisdictions among the 61 studied that have public auto insurance monopo-
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lies. This result is in stark contrast to the claims of public auto insurers in these prov-

inces, which regularly publish anecdotal cases or hypothetical examples as evidence that

public auto insurance premiums are less expensive relative to other jurisdictions.

Scores within the Variables Used to Construct the Index

It is interesting to also look at the performance of each jurisdiction within the variables

that make up the combined index score for the Cost and Pricing Fairness of auto insur-

ance premiums. The top 10 markets had consistently good scores in each of the variables

that make up the Cost and Pricing Fairness Index. Importantly, the top 10 also all per-

formed well enough on Pricing Sustainability (table 10 in the Appendix) to suspect that

their favourable scores on Comparative Cost and Affordability can be maintained over

time. By contrast, the United Kingdom was ranked as the best jurisdiction in terms of

the Comparative Cost (table 10 in the Appendix) of auto insurance, but scored near

average for Affordability (table 10 in the Appendix) and below average in terms of

Pricing Sustainability and the Extra Tax Burden (table 10 in the Appendix) applied to

auto insurance premiums. In particular, the UK’s low ranking for Pricing Sustainability

(table 10 in the Appendix) shows its core value near to 1 (or 100 percent), thus indicat-

ing that the UK’s high ranking on Comparative Cost could be expected to fall in future

analyses as premiums rise to improve the sustainability ratio.

Notably, while eight Canadian jurisdictions ranked below average in the overall Cost and

Pricing Fairness Index, Quebec and Ontario ranked above the average score within the

Comparative Cost variable. Within the Affordability variable, all 10 Canadian provinces

finish well below the average score across all 61 jurisdictions, with the publicly run auto

insurance provinces of British Columbia, Saskatchewan, and Manitoba joined at the bot-

tom for the worst scores with New Brunswick, a private sector province. Quebec also has

a public auto insurer and stands out as the best Canadian performer for the Affordability

of auto insurance premiums—even though it finishes well below the average score and

therefore among the worst of the 61 jurisdictions overall. It is interesting to note the

market share of Quebec’s public auto insurer, SAAQ, is significantly lower than the mar-

ket share of the government insurers in the other public auto insurance provinces.

Research commissioned by the Quebec government has also shown that the SAAQ has

accumulated serious long-term annual deficits that are not sustainable. SAAQ premi-

ums have been unrealistically low for a long time, as they have not been adjusted for

nearly 20 years and instead have relied on general provincial revenues to subsidize

excess claims. An expert panel recommended that the government begin to close the gap

between claims costs and premiums by steadily raising rates over the next few years.

This means that Quebec’s Affordability ranking is likely to move significantly downward

in the future. (SAAQ 2006) In this study, Quebec’s Affordability ranking reflects its

overall market performance—meaning that SAAQ’s poor performance is disguised by
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the good performance of private sector insurers operating in Quebec’s optional market

when using a combined statistic for the province in this category.

There are other findings to note within the Pricing Sustainability variable. For instance,

Michigan, Saskatchewan, and Oregon all have raw Pricing Sustainability values exceed-

ing one. This means aggregate premium prices are not sustainable by definition and that

premium rates in these jurisdictions must rise in future years. While Michigan and Ore-

gon score well on Comparative Cost and Affordability in 2002, they should be expected

to score somewhat lower in future analyses. However, it is especially interesting that

Saskatchewan showed equally unsustainable premium prices even though prices for

auto insurance in the province were already among the worst, as measured either in

terms of Comparative Cost or Affordability. Saskatchewan’s poor sustainability score

means that the province’s already high 2002 premium costs will likely rise as future

annual data are analyzed and the province will continue to rank low compared to other

jurisdictions.

Within the variable categories measuring pricing fairness, the most striking finding is

that eight out of 10 Canadian provinces including: Alberta, Ontario, Quebec, Manitoba,

Nova Scotia, Prince Edward Island, British Columbia, and Saskatchewan were the only

jurisdictions out of the 61 studied that restricted risk pricing. The only Canadian excep-

tions were New Brunswick and Newfoundland. Thus, overall the Canadian provinces as

a group again ranked among the worst in terms of Risk Pricing Restrictions. In contrast,

the Canadian jurisdictions were evenly dispersed among the ranks for Legal Rights

Restrictions, the other variable that determines pricing fairness. The most interesting

case was British Columbia, which scored worst overall (tied with Saskatchewan) in

terms of Risk Pricing Restrictions but tied for first overall (with 36 other jurisdictions)

for permitting full Legal Rights to assign fault in an accident.

Choice Index (CI)

The Choice Index (CI) is comprised of three variables: Choice to Purchase, Choice of

Coverage, and Choice of Insurer. The Choice to Purchase variable is made up of three

sub-variables measuring the presence or absence of legal mandates to purchase liability

insurance, accident benefits, and coverage for collisions with uninsured or underinsured

motorists. The Choice of Coverage variable is also made up of three sub-variables mea-

suring, in monetary terms, regulatory requirements governing the minimum scope or

extent of coverage for property damage and liability as well as the minimum coverage

requirements for accident benefits. The Choice of Insurer variable is a measure of the

percentage of the market subject to regulatory prohibitions on competition or in other

words, monopoly auto insurance.
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Figure 2 displays the relative ranks of each of the 61 jurisdictions studied in terms of

their combined scores across the Choice Index. The individual variable scores are dis-

played in table 10 in the Appendix.

Beginning with the first ranked jurisdiction, the top 10 best markets for providing con-

sumer choice in auto insurance product, coverage, and provider are: Ohio, Indiana,

Nevada, Iowa, Mississippi, New Hampshire, California, Pennsylvania, Louisiana, and

Arizona. The average score for the index was 6.02. Ohio ranked number one and scored

9.39, while Arizona ranked number 10 and scored 7.79. Beginning with the sixty-first

ranked jurisdiction, the 10 worst markets for providing consumer choice in auto insur-

ance product, coverage, and provider are all Canadian provinces. They include: Mani-

toba, Saskatchewan, British Columbia, New Brunswick, Newfoundland, Quebec,

Ontario, Alberta, Prince Edward Island, and Nova Scotia. Manitoba, ranked sixty-first,

was far below the average score of 6.02 for the index, with a standardized score of only

0.29, while tenth ranked Nova Scotia scored 3.70.

Scores within the Variables Used to Construct the Index

Scores within the compulsory Liability Insurance, Accident Benefits and Unin-

sured/Underinsured variables indicate the presence or absence of laws mandating pur-

chase. Surprisingly, 12 of the 61 jurisdictions studied do not make the purchase of

liability insurance compulsory for drivers. These jurisdictions are all American states

including: Idaho, Indiana, Iowa, Mississippi, Nevada, New Hampshire, Ohio, South

Dakota, Tennessee, Texas, Virginia, and Wisconsin. Instead of making the purchase of

auto insurance mandatory, these jurisdictions only require that drivers demonstrate

proof that they have adequate means to cover their financial responsibility up to certain

defined limits. A larger number of jurisdictions—32 American states plus the United

Kingdom—do not make the purchase of accident benefits coverage mandatory. Finally,

29 jurisdictions—all US states—do not mandate the purchase of insurance to cover a col-

lision with an uninsured or underinsured motorist.

Scores within the Choice of Coverage variable are reflective of the minimum dollar cov-

erage requirements applied to property damage, liability, and accident benefits insur-

ance by regulation. Quebec and the United Kingdom are the only jurisdictions that do

not have defined coverage minimums for property damage liability insurance, and the

UK is alone in not defining such limits for bodily injury liability insurance. The Canadian

provinces are fairly evenly distributed in terms of legal requirements for minimum cov-

erage of property damage liability, but disproportionately fill the bottom ranks for the

severity of minimum coverage regulations regarding bodily injury liability, occupying

nine out of 10 of the worst score positions. Similarly, seven Canadian provinces are

among the 10 worst jurisdictions in terms of restricting consumer choice over the
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scope of coverage by regulating relatively high minimum coverage levels under acci-

dent benefits.

Finally, the Choice of Insurer variable ranks show that only four of the 61 jurisdictions

prohibit competition for the provision of auto insurance to some degree. These four are

the Canadian provinces of British Columbia, Saskatchewan, Manitoba, and Quebec. In

each of these provinces, regulation prohibits any firm from offering auto insurance over

a legally defined basic package of benefits and coverage. Any auto insurance coverages

that exceed this minimum are theoretically open to competition from private sector pro-

viders. The degree of restriction on Choice of Insurer is proportionate to the percentage

of market share occupied by the government insurer in these jurisdictions. Because the

defined minimum coverage is different in each province, the percentage of market share

in each also varies. The impact of the government insurer in this respect is especially lim-

ited in Quebec. In the other public auto insurance provinces, the government insurer has

the advantage of being able to inflate the price of the mandatory product over which it

has a monopoly, as a way of subsidizing the rates for coverages it offers in the optional

market, thereby giving it both an artificial and unfair competitive advantage obtained

from a monopoly position guaranteed by public policy.

Business Climate Index (BCI)

The Business Climate Index (BCI) is made up of five variables: Profitability, Competi-

tion Barriers, Product Regulation, Pricing Restrictions, and Capital Regulation. As men-

tioned earlier, the Profitability variable is empirically the same as the Pricing

Sustainability variable used in the Cost and Pricing Fairness Index, but it is conceived

differently for use in this index. Here the statistic is normally called a “loss ratio.” The

variable measuring Competition Barriers is the same used in the Choice Index to mea-

sure the degree of consumer Choice of Insurer and describes the percentage of the mar-

ket affected by the legal imposition of rules prohibiting or limiting competition. The

Product Regulation variable is the same as the Choice of Coverage variable and consists

of three sub-variables. The variable that measures differences in Pricing Restrictions is

constructed from the same sub-variable used in the Cost and Pricing Fairness Index to

measure restrictions on risk pricing categories, and a sub-variable measuring the sever-

ity of Rate Filing Regulations in each jurisdiction. The final variable comprising the Busi-

ness Climate Index measures the severity of restrictions over insurers’ freedom to

allocate business capital. Such restrictions come in the form of solvency regulations.

Figure 3 displays the relative ranks of each of the 61 jurisdictions studied in terms of

their combined scores across the Business Climate Index. The individual variable scores

are displayed in table 10 in the Appendix.

Fraser Institute Digital Publication

October 2006

Auto Insurance Market Quality Index 2006 21



Beginning with the first ranked jurisdiction, the top 10 best markets from a business cli-

mate perspective are: Arizona, Vermont, Ohio, Missouri, Wisconsin, Iowa, Idaho, Dela-

ware, Utah, and Kansas. The average score for the index was 7.47. Arizona ranked

number one and scored 8.73, while Kansas ranked number 10 and scored 8.43. Again,

the most obvious finding in this index is that the Canadian provinces perform poorly as a

group. Notably, the Canadian provinces occupy 10 of the worst 11 ranks and the three

very lowest scores were the public auto insurance provinces of Saskatchewan, Manitoba,

and British Columbia. Alaska is the only non-Canadian jurisdiction to finish among the

10 worst business climates for auto insurers based on the variables used in this index.

Scores within the Variables Used to Construct the Index

Because many of the variables used to construct the Business Climate Index also appear

in other indices in this study, the performance of the jurisdictions within these variables

has already been described. The exceptions are the variables measuring the severity of

regulation over rate filing and capital allocation. Within these variables, the scores of the

Canadian provinces once again stand out as the most interesting finding. The public auto

insurance provinces of British Columbia, Manitoba, and Saskatchewan once again

appear towards the bottom of the results, meaning that they are very severe regulators of

premium rate changes. The rest of the provinces, on the other hand, are fairly evenly dis-

tributed, although all of Canadian provinces are among the most severe regulators of the

capital allocation choices of insurers. In fact, the United Kingdom is the only jurisdiction

with more severe solvency requirements than the Canadian provinces.

Regulatory Severity Index (RSI)

The Regulatory Severity Index (RSI) contains 11 variables in total. Seven of the eight

variables that comprise the Business Climate Index are also part of the Regulatory Sever-

ity Index. Additional variables include three measures of the presence or absence of cov-

erage mandates and one measure of restrictions on legal rights to assign fault in an auto

accident. Jurisdictional performance within the RSI should somewhat match perfor-

mance within the BCI. However, the four extra variables included in the RSI create a con-

ceptually distinct measure of auto insurance market quality.

Figure 4 displays the relative ranks of each of the 61 jurisdictions studied in terms of

their combined scores across the Regulatory Severity Index. The individual variable

scores are displayed in table 10 in the Appendix.

Beginning with the first ranked jurisdiction, the top 10 best markets defined as being

least severe in terms of auto insurance regulation are all US states including: Ohio, Indi-
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ana, Iowa, Arizona, Wisconsin, Nevada, Idaho, New Hampshire, Mississippi, and

Montana. Again, the most notable finding in this index is that the Canadian provinces

perform poorly as a group. The Canadian provinces occupy 10 of the 12 most severely

regulated ranks and the three very worst scores were again the public auto insurance

provinces of Manitoba, Saskatchewan, and British Columbia. North Dakota and New

York are the only non-Canadian jurisdictions to finish among the 10 most severely regu-

lated markets for auto insurance.

Scores within the Variables Used to Construct the Index

Jurisdictional performance within each of the variables used to construct this index was

explained earlier and is therefore not elaborated upon further here.

Overall Market Quality Index (MQI)

The Overall Market Quality Index (MQI) developed for this study is made up of the 15

variable and sub-variable measures described throughout this paper. Following this sec-

tion of the paper, a statistical analysis is presented that confirms the link between more

severe auto insurance regulation and worse outcomes either from the perspective of con-

sumers or insurers, which were represented by the three sub-indices explained in the

previous section. The statistical analysis following this section lays out the rationale jus-

tifying the conceptualization of regulatory severity as a negative value in the measure-

ment of overall market quality. Therefore, combining the standardized jurisdictional

scores across all 15 of the variable measures constructed for this study gives an overall

ranking of market quality among the 61 jurisdictions examined in the year 2002.

Beginning with the first ranked jurisdiction, the top ten best auto insurance markets in

2002 were all US states including: Ohio, Indiana, Wisconsin, Iowa, Wyoming, Idaho,

Illinois, Arizona, New Hampshire, and Nevada (see figure 5). Ohio finished with a score

of 8.78 as the best overall market for auto insurance among the 61 jurisdictions studied.

Tenth-placed Nevada scored 7.41. The average combined scored for the MQI was 6.36.

The only non-North American market, the United Kingdom, scored 6.77 overall finish-

ing just above the average MQI score and only one position above Michigan and North

Carolina, tied as the two median ranked jurisdictions among the 61 included in the study.

Beginning with the sixty-first or last placed jurisdiction among the 61 studied, the bot-

tom 10 worst auto insurance markets in 2002 were: Manitoba, Saskatchewan, British

Columbia, Ontario, New Brunswick, Nova Scotia, Quebec, Prince Edward Island, New-

foundland, and North Dakota. The most striking finding is once again the fact that the
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Canadian jurisdictions ranked so low as a group. Only one of the 10 worst markets

(North Dakota) was not Canadian. In fact, within the Overall Market Quality Index the

Canadian provinces occupied 10 of the worst 12 ranks in the index—only Alberta, which

placed twelfth worst, with 5.53, was not among the worst 10 overall. Of the entire 61

jurisdictions, the worst ranking belonged to Manitoba, which scored only 2.27.

In particular, the public auto insurance provinces of British Columbia, Saskatchewan,

and Manitoba were consistently among the worst performers in the sub-indices measur-

ing the cost and pricing fairness of auto insurance premiums, the degree of consumer

choice available in each market, the attractiveness of the business climate for auto insur-

ance providers, and finally, the severity of auto insurance regulation. This is reflected by

the fact that they finished as the three worst markets for auto insurance of the 61 studied

in 2002.

It is worth noting that while Alberta, Ontario, and New Brunswick scored badly overall,

these jurisdictions have since undergone significant policy changes to their auto insur-

ance regulatory environments. Future editions of this study will capture the impact of

these changes and gauge whether new policy approaches are associated with improve-

ments in the relative performance of these jurisdictions over time.

Statistical Analysis

The US NAIC (NAIC 2005a) lists many factors not directly related to public policy,

which affect cross-jurisdictional differences in the cost of auto insurance premiums

including:

• Driving locations

• Accident rates

• Traffic density

• Vehicle theft rates

• Auto repair prices

• Population density

• Medical and legal prices

• Per capita disposable income

According to an analysis of 50 US states and the District of Columbia conducted by the

NAIC (2005a), three non-public-policy variables are highly correlated with the cost of

auto insurance premiums across jurisdictions. These variables are Urban Population,

Miles Driven per Number of Highway Miles, and Disposable Income per Capita.
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One of the main purposes of this study is to understand the particular impact that public

policies governing auto insurance can have on the cost of auto insurance premiums.

Indeed, the data for this study suggest that the severity of auto insurance regulation is

positively correlated with worse outcomes on the cost, affordability, and the pricing

sustainability of auto insurance premiums. Table 8 shows the results of a statistical test

of a simple bi-variate correlation (using Pearson’s Correlation method embedded in the

SPSS software used for this study) between a jurisdiction’s score in the Regulatory

Severity Index (RSI) and its score on the Cost, Affordability, and Pricing Sustainability of

auto insurance premiums. The table is organized as a cross-tabulation matrix comparing

correlations between dependent variables along the left side (row) with independent or

explanatory variables across the top (columns). The statistical values presented in table

8 show that scores on Regulatory Severity are positively associated with scores on Cost,

Affordability, and Pricing Sustainability. This means that jurisdictions scoring high in

the Regulatory Severity index (meaning less severe auto insurance regulation) tend to

also have high scores in the Cost, Affordability, and Pricing Sustainability indices (mean-

ing lower aggregate comparative premium costs, more affordable premium costs, and

more sustainable premium prices). The relationship between a jurisdiction’s score on

Regulatory Severity and its score on Affordability is particularly strong as indicated by

the high value of the R2 statistic (Range = 0 to 1).

It should be noted that the main determinant of premium prices is the cost of expected

claims. In turn, claims costs are a factor of the number and frequency of claims, as well as

the scope of the benefits that are payable under insurance. Therefore, regulations that

affect insurance product definition can be expected to impact the price of auto insurance

premiums. The results in table 8 are consistent with this observation.
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Table 8: Higher Jurisdictional Scores Within the Auto Insurance Regulatory

Severity Index (Meaning Jurisdictions that are Less Severely Regulated

Overall) are Positively Correlated to Higher Jurisdictional Scores within

Consumer Outcome Variables (Meaning Premium Prices are Less Costly,

More Affordable and More Sustainable within the Jurisdiction)

Dependent Variables Independent Variable / Regulatory Severity

Index (RSI)

Cost R2 = .268 / Sig. = .04

Affordability R2 = .628 / Sig. = .00

Sustainability R2= .325 / Sig. = .01

Notes: R2 = Pearson’s Correlation statistic which measures the strength of the relationship between
variables (range = 0 [no relationship] to 1 [perfect relationship]) and the +/– value indicates the
direction of the relationship; Sig. <= .05 means results are statistically significant at or above the 95
percent confidence level; Sig. <= .01 means results are statistically significant at or above the 99 percent
confidence level. N = 61.



Table 9 shows the results of a statistical test of the bi-variate correlations between the

standardized jurisdictional scores for the Comparative Cost, Affordability, and Pricing

Sustainability variables and the comparable set of scores for all of the 11 individual vari-

ables that make up the Regulatory Severity Index. The table is similarly organized as a

cross-tabulation matrix comparing correlations between dependent variables along the

left side (row) with independent or explanatory variables across the top (columns). The

table does not display the results for all 11 of the variables, but only the results that were

statistically significant above a confidence level of 95 percent.

Only seven of the 11 variables that make up the Regulatory Severity Index (RSI) have a

statistically significant relationship with one or more of the outcomes on cost,

affordability, and pricing sustainability.5 The three strongest statistical correlations (as
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Table 9: Higher Jurisdictional Scores Within the Auto Insurance Regulation

Variables (Meaning Jurisdictions that are Less Severely Regulated) are Positively

Correlated to Higher Jurisdictional Scores Within Consumer Outcome Variables

(Meaning Premium Prices are Less Costly, More Affordable and More Sustainable

Within the Jurisdiction)

Dependent

Variables

Independent Variables

Competition Compulsory

Liability

Insurance

Compulsory

Accident

Benefits

Minimum BI

Liability

Coverage

Minimum

Accident

Benefits

Coverage*

Risk Pricing

Restrictions

Rate Filing

Regulations

Cost R2 = .274 R2 = .275 R2 = .255 R2 = .251

Sig. = .03 Sig. = .03 Sig. = .05 Sig. = .05

Affordability R2 = .588 R2 = .405 R2 = .383 R2 = .613 R2 = .370 R2 = .597

Sig. = .00 Sig. = .00 Sig. = .00 Sig. = .00 Sig. = .00 Sig. = .00

Pricing
Sustain-
ability

R2 = .390 R2 =.321 R2 = .306 R2 = .274

Sig. = .00 Sig. = .01 Sig. = .02 Sig. = .03

Notes: R2 = Pearson’s Correlation statistic which measures the strength of the relationship between
variables (range = 0 [no relationship] to 1 [perfect relationship]) and the +/– value indicates the
direction of the relationship; Sig. <= .05 means results are statistically significant at or above the 95
percent confidence level; Sig. <= .01 means results are statistically significant at or above the 99 percent
confidence level. N = 61.
*See footnote number 5.

5 Note that alternative conceptual definitions of the Minimum Accident Benefits Coverage variable

would produce opposite scoring results and meanings in this analysis of correlations between regu-

latory severity and consumer outcomes. Specifically, if this variable is conceived of as a regulatory

restriction on the freedom of consumers to choose lower insurance coverage levels for accident

benefits, then “higher” raw values (i.e., higher minimum coverage levels) translate (using Formula

B described in the Methodology section) into “lower” jurisdictional scores (i.e., meaning more



indicated by higher R2 values, Range = 0 to 1) are between higher scores on Competi-

tion, Minimum Bodily Injury Liability Coverage, and Risk Pricing Restrictions, and

higher scores on Affordability. The relationship between these variables is also positive.

This means that jurisdictions that allow full private sector competition for the provision

of auto insurance, have less severe regulatory requirements (namely, lower ones or none

at all) for minimum coverage of bodily injury liability; and have less severe restrictions

on risk pricing, which are all factors that are strongly associated with more affordable

auto insurance premiums. The results in table 9 confirm analyses conducted by the

NAIC that show variation in rate-filing regulations and liability insurance requirements

are important determining factors explaining the cost of auto insurance premiums

across jurisdictions (NAIC, 2005).

Conclusions

Based on the data available to this study covering 61 markets in three international juris-

dictions for the year 2002, we have observed the following main findings:

1. Canadian provinces as a group tend to rank among the most highly regulated mar-

kets for auto insurance.

2. Canadian provinces also tend to score very poorly on measures of market quality,

dominating the very lowest comparative ranks within the sub-indices for Cost

and Pricing Fairness, Choice, and Business Climate.

3. Within the Overall Market Quality Index, the Canadian provinces also scored

badly, occupying 10 of the worst 12 ranks in the index—only Alberta, which

placed twelfth worst, was not among the worst 10 overall.

4. The public auto insurance provinces of British Columbia, Saskatchewan, and

Manitoba were consistently among the worst performers overall.
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restrictive of consumer choice to buy less coverage) within the variable, and the results imply (as

they do here) that “more” severe regulation is associated with “worse” consumer outcomes on

Affordability and Pricing Sustainability. Alternatively, if the variable is conceived of as a restriction

on consumers’ tort rights to sue for more, by capping the amount that insurers are obliged to pay,

then “higher” raw values (i.e., higher maximum claim levels) should (using Formula A described

in the Methodology section) translate into “higher” jurisdictional scores (i.e., meaning less restric-

tions over the right to sue) and the results would imply that “more” severe regulation is associated

with “better” outcomes on Affordability and Pricing Sustainability.



5. A statistical analysis conducted by this study confirms that in general, more

severely regulated auto insurance markets are linked to worse outcomes for auto

insurance consumers and less attractive business climates for insurance providers.

Finally, during the data collection process for this study, it was observed that there is a

need for standardization in the data collected and reported by public sector insurers and

regulators. This study recommends the US NAIC Auto Insurance Database Report as an

appropriate model for structuring a useful, publicly accessible database for comparative

research between international auto insurance markets and suggests that both public

and private sector insurers work to adopt it as a national standard in their respective

jurisdictions.

Fraser Institute Digital Publication

October 2006

Auto Insurance Market Quality Index 2006 31



Appendices

Fraser Institute Digital Publication

October 2006

Auto Insurance Market Quality Index 2006 32

Table 10: Data Values and Standardized Scores Within Variables

Market Earned

Premiums /

GDP 2002

Score Market Earned

Premiums/

PDI 2002

Score Market Incurred

Losses /

Earned

Premiums

(2002)

Score

United Kingdom 0.0080 10.00 Illinois 0.0121 10.00 Hawaii 0.52 10.00

Illinois 0.0092 8.96 Texas 0.0136 9.10 Connecticut 0.60 9.19

Delaware 0.0097 8.51 Wisconsin 0.0137 9.07 North Carolina 0.64 8.76

Alaska 0.0098 8.40 North Dakota 0.0139 8.95 Prince Edward Is 0.65 8.58

Texas 0.0098 8.38 Idaho 0.0143 8.69 California 0.66 8.54

Wyoming 0.0099 8.36 South Dakota 0.0145 8.60 New Hampshire 0.68 8.31

Wisconsin 0.0103 7.96 Washington 0.0147 8.45 South Dakota 0.68 8.24

South Dakota 0.0104 7.87 Iowa 0.0148 8.42 Vermont 0.69 8.17

Alberta 0.0107 7.63 Wyoming 0.0150 8.29 Idaho 0.69 8.15

North Dakota 0.0108 7.57 Tennessee 0.0150 8.25 North Dakota 0.69 8.15

Washington 0.0110 7.40 New Hampshire 0.0153 8.13 Maine 0.70 8.09

North Carolina 0.0110 7.39 California 0.0153 8.09 Utah 0.70 8.03

Iowa 0.0112 7.22 Ohio 0.0154 8.03 New Mexico 0.71 7.99

California 0.0112 7.20 Indiana 0.0157 7.87 Kansas 0.71 7.99

Idaho 0.0112 7.19 Virginia 0.0157 7.86 Virginia 0.71 7.94

Newfoundland 0.0113 7.08 Alaska 0.0158 7.81 Newfoundland 0.71 7.93

Virginia 0.0113 7.08 Missouri 0.0158 7.80 Minnesota 0.72 7.85

Tennessee 0.0115 6.96 Hawaii 0.0158 7.79 Georgia 0.72 7.83

Utah 0.0116 6.82 New York 0.0159 7.74 Indiana 0.73 7.76

New York 0.0117 6.78 Michigan 0.0160 7.67 New Jersey 0.73 7.74

Ohio 0.0117 6.74 Nebraska 0.0160 7.66 Iowa 0.73 7.73

Indiana 0.0119 6.62 Maine 0.0161 7.64 Ohio 0.73 7.72

Hawaii 0.0120 6.51 Vermont 0.0163 7.51 Massachusetts 0.73 7.71

Nebraska 0.0121 6.44 North Carolina 0.0163 7.50 Oklahoma 0.73 7.69

Missouri 0.0123 6.25 Pennsylvania 0.0164 7.44 Montana 0.74 7.65

Connecticut 0.0123 6.25 Connecticut 0.0166 7.34 Alaska 0.74 7.64

Michigan 0.0123 6.21 United Kingdom 0.0167 7.25 Washington 0.74 7.64

Quebec 0.0124 6.19 Kansas 0.0168 7.21 Alabama 0.74 7.63

Nevada 0.0124 6.19 Minnesota 0.0169 7.12 Rhode Island 0.74 7.60

Minnesota 0.0126 6.01 Oregon 0.0170 7.09 Mississippi 0.74 7.58

Ontario 0.0127 5.85 Oklahoma 0.0170 7.05 Nevada 0.74 7.58
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Market Earned

Premiums /

GDP 2002

Score Market Earned

Premiums/

PDI 2002

Score Market Incurred

Losses /

Earned

Premiums

(2002)

Score

Georgia 0.0128 5.83 Utah 0.0173 6.92 Missouri 0.75 7.56

New Hampshire 0.0128 5.80 Maryland 0.0175 6.77 Nova Scotia 0.75 7.54

Oregon 0.0130 5.65 Nevada 0.0176 6.73 Wisconsin 0.75 7.53

Maine 0.0130 5.62 New Jersey 0.0176 6.71 Pennsylvania 0.75 7.48

Kansas 0.0130 5.61 Mississippi 0.0177 6.67 Tennessee 0.76 7.44

Pennsylvania 0.0133 5.39 Alabama 0.0177 6.64 Arkansas 0.76 7.38

Massachusetts 0.0133 5.35 Massachusetts 0.0178 6.58 Illinois 0.76 7.36

Saskatchewan 0.0133 5.34 Georgia 0.0181 6.41 Quebec 0.76 7.36

Vermont 0.0135 5.18 Montana 0.0181 6.40 New York 0.77 7.35

New Jersey 0.0136 5.10 New Mexico 0.0186 6.12 Arizona 0.77 7.30

Nova Scotia 0.0136 5.09 South Carolina 0.0190 5.90 Nebraska 0.77 7.30

New Mexico 0.0139 4.89 Arkansas 0.0190 5.88 Maryland 0.77 7.26

Prince Edward Is 0.0140 4.80 Kentucky 0.0190 5.86 South Carolina 0.78 7.23

Oklahoma 0.0142 4.55 Quebec 0.0197 5.44 Delaware 0.78 7.21

Colorado 0.0143 4.48 Nova Scotia 0.0197 5.43 Wyoming 0.79 7.09

Kentucky 0.0144 4.37 Arizona 0.0198 5.41 Florida 0.81 6.89

South Carolina 0.0145 4.36 Delaware 0.0198 5.41 West Virginia 0.81 6.84

Alabama 0.0145 4.34 Newfoundland 0.0199 5.33 New Brunswick 0.81 6.83

Arizona 0.0145 4.32 Florida 0.0199 5.31 Louisiana 0.83 6.69

Maryland 0.0147 4.16 Colorado 0.0200 5.30 Colorado 0.83 6.58

Manitoba 0.0150 3.92 Prince Edward Is 0.0200 5.27 Alberta 0.84 6.57

Mississippi 0.0151 3.79 Rhode Island 0.0201 5.22 Texas 0.86 6.31

Arkansas 0.0152 3.70 Alberta 0.0207 4.86 Kentucky 0.87 6.23

Montana 0.0154 3.53 Louisiana 0.0207 4.83 British

Columbia

0.93 5.55

Louisiana 0.0159 3.13 Ontario 0.0214 4.43 United Kingdom 0.96 5.16

Rhode Island 0.0160 3.02 West Virginia 0.0230 3.47 Manitoba 0.98 5.04

Florida 0.0167 2.38 Manitoba 0.0233 3.28 Ontario 0.99 4.90

New Brunswick 0.0172 2.00 Saskatchewan 0.0241 2.78 Michigan 1.01 4.70

British

Columbia

0.0184 0.92 New Brunswick 0.0252 2.16 Saskatchewan 1.08 3.86

West Virginia 0.0195 0.00 British

Columbia

0.0288 0.00 Oregon 1.43 0.00
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Market Compulsory

Liability

Insurance?

(2002)

[No=0;

Yes=1]

Score Market Compulsory

Accident

Benefits?

(2002)

[No=0;

Yes=1]

Score Market Compulsory

UM/UIM?

(2002)

[No=0;

Option=.5;

Yes=1]

Score

Idaho 0.0 10.00 Alabama 0.0 10.00 Arizona 0.0 10.00

Indiana 0.0 10.00 Alaska 0.0 10.00 Delaware 0.0 10.00

Iowa 0.0 10.00 Arizona 0.0 10.00 Indiana 0.0 10.00

Mississippi 0.0 10.00 California 0.0 10.00 Michigan 0.0 10.00

Nevada 0.0 10.00 Connecticut 0.0 10.00 Mississippi 0.0 10.00

New Hampshire 0.0 10.00 Georgia 0.0 10.00 New Hampshire 0.0 10.00

Ohio 0.0 10.00 Idaho 0.0 10.00 Ohio 0.0 10.00

South Dakota 0.0 10.00 Illinois 0.0 10.00 Oklahoma 0.0 10.00

Tennessee 0.0 10.00 Indiana 0.0 10.00 Pennsylvania 0.0 10.00

Texas 0.0 10.00 Iowa 0.0 10.00 Alabama 0.5 5.00

Virginia 0.0 10.00 Louisiana 0.0 10.00 Alaska 0.5 5.00

Wisconsin 0.0 10.00 Maine 0.0 10.00 Arkansas 0.5 5.00

Alabama 1.0 0.00 Mississippi 0.0 10.00 California 0.5 5.00

Alaska 1.0 0.00 Missouri 0.0 10.00 Colorado 0.5 5.00

Alberta 1.0 0.00 Montana 0.0 10.00 Florida 0.5 5.00

Arizona 1.0 0.00 Nebraska 0.0 10.00 Georgia 0.5 5.00

Arkansas 1.0 0.00 Nevada 0.0 10.00 Hawaii 0.5 5.00

British

Columbia

1.0 0.00 New Hampshire 0.0 10.00 Iowa 0.5 5.00

California 1.0 0.00 New Mexico 0.0 10.00 Kentucky 0.5 5.00

Colorado 1.0 0.00 North Carolina 0.0 10.00 Louisiana 0.5 5.00

Connecticut 1.0 0.00 Ohio 0.0 10.00 Montana 0.5 5.00

Delaware 1.0 0.00 Oklahoma 0.0 10.00 Nevada 0.5 5.00

Florida 1.0 0.00 Pennsylvania 0.0 10.00 New Jersey 0.5 5.00

Georgia 1.0 0.00 Rhode Island 0.0 10.00 New Mexico 0.5 5.00

Hawaii 1.0 0.00 South Carolina 0.0 10.00 North Carolina 0.5 5.00

Illinois 1.0 0.00 South Dakota 0.0 10.00 Texas 0.5 5.00

Kansas 1.0 0.00 Tennessee 0.0 10.00 Utah 0.5 5.00

Kentucky 1.0 0.00 United Kingdom 0.0 10.00 Washington 0.5 5.00

Louisiana 1.0 0.00 Vermont 0.0 10.00 Wyoming 0.5 5.00

Maine 1.0 0.00 Virginia 0.0 10.00 Alberta 1.0 0.00

Manitoba 1.0 0.00 West Virginia 0.0 10.00 British

Columbia

1.0 0.00
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Market Compulsory

Liability

Insurance?

(2002)

[No=0;

Yes=1]

Score Market Compulsory

Accident

Benefits?

(2002)

[No=0;

Yes=1]

Score Market Compulsory

UM/UIM?

(2002)

[No=0;

Option=.5;

Yes=1]

Score

Maryland 1.0 0.00 Wisconsin 0.0 10.00 Connecticut 1.0 0.00

Massachusetts 1.0 0.00 Wyoming 0.0 10.00 Idaho 1.0 0.00

Michigan 1.00 0.00 Alberta 1.00 0.00 Illinois 1.00 0.00

Minnesota 1.00 0.00 Arkansas 1.00 0.00 Kansas 1.00 0.00

Missouri 1.00 0.00 British

Columbia

1.00 0.00 Maine 1.00 0.00

Montana 1.00 0.00 Colorado 1.00 0.00 Manitoba 1.00 0.00

Nebraska 1.00 0.00 Delaware 1.00 0.00 Maryland 1.00 0.00

New Brunswick 1.00 0.00 Florida 1.00 0.00 Massachusetts 1.00 0.00

New Jersey 1.00 0.00 Hawaii 1.00 0.00 Minnesota 1.00 0.00

New Mexico 1.00 0.00 Kansas 1.00 0.00 Missouri 1.00 0.00

New York 1.00 0.00 Kentucky 1.00 0.00 Nebraska 1.00 0.00

Newfoundland 1.00 0.00 Manitoba 1.00 0.00 New Brunswick 1.00 0.00

North Carolina 1.00 0.00 Maryland 1.00 0.00 New York 1.00 0.00

North Dakota 1.00 0.00 Massachusetts 1.00 0.00 Newfoundland 1.00 0.00

Nova Scotia 1.00 0.00 Michigan 1.00 0.00 North Dakota 1.00 0.00

Oklahoma 1.00 0.00 Minnesota 1.00 0.00 Nova Scotia 1.00 0.00

Ontario 1.00 0.00 New Brunswick 1.00 0.00 Ontario 1.00 0.00

Oregon 1.00 0.00 New Jersey 1.00 0.00 Oregon 1.00 0.00

Pennsylvania 1.00 0.00 New York 1.00 0.00 Prince Edward Is 1.00 0.00

Prince Edward Is 1.00 0.00 Newfoundland 1.00 0.00 Quebec 1.00 0.00

Quebec 1.00 0.00 North Dakota 1.00 0.00 Rhode Island 1.00 0.00

Rhode Island 1.00 0.00 Nova Scotia 1.00 0.00 Saskatchewan 1.00 0.00

Saskatchewan 1.00 0.00 Ontario 1.00 0.00 South Carolina 1.00 0.00

South Carolina 1.00 0.00 Oregon 1.00 0.00 South Dakota 1.00 0.00

United Kingdom 1.00 0.00 Prince Edward Is 1.00 0.00 Tennessee 1.00 0.00

Utah 1.00 0.00 Quebec 1.00 0.00 United Kingdom 1.00 0.00

Vermont 1.00 0.00 Saskatchewan 1.00 0.00 Vermont 1.00 0.00

Washington 1.00 0.00 Texas 1.00 0.00 Virginia 1.00 0.00

West Virginia 1.00 0.00 Utah 1.00 0.00 West Virginia 1.00 0.00

Wyoming 1.00 0.00 Washington 1.00 0.00 Wisconsin 1.00 0.00
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Market Miniumum

Property

Damage

Liability

Coverage

(2002)

Score Market Minimum

Bodily Injury

Liability

Coverage

(2002)

Score Market Minimum

Accident

Benefits

Coverage

(2002)

Score

Quebec $0 10.00 United Kingdom $0 10.00 Alabama $0 10.00

United Kingdom $0 10.00 Florida $20,000 9.00 Alaska $0 10.00

California $5,000 8.00 Louisiana $20,000 9.00 Arizona $0 10.00

Massachusetts $5,000 8.00 Ohio $25,000 8.75 California $0 10.00

New Jersey $5,000 8.00 Arizona $30,000 8.50 Colorado $0 10.00

Pennsylvania $5,000 8.00 California $30,000 8.50 Connecticut $0 10.00

Ohio $7,500 7.00 Delaware $30,000 8.50 Georgia $0 10.00

Alabama $10,000 6.00 Nevada $30,000 8.50 Hawaii $0 10.00

Alberta $10,000 6.00 New Jersey $30,000 8.50 Idaho $0 10.00

Arizona $10,000 6.00 Pennsylvania $30,000 8.50 Illinois $0 10.00

Connecticut $10,000 6.00 South Carolina $30,000 8.50 Indiana $0 10.00

Delaware $10,000 6.00 Alabama $40,000 8.00 Iowa $0 10.00

Florida $10,000 6.00 Connecticut $40,000 8.00 Kentucky $0 10.00

Hawaii $10,000 6.00 Hawaii $40,000 8.00 Louisiana $0 10.00

Indiana $10,000 6.00 Illinois $40,000 8.00 Maine $0 10.00

Kansas $10,000 6.00 Iowa $40,000 8.00 Maryland $0 10.00

Kentucky $10,000 6.00 Maryland $40,000 8.00 Mississippi $0 10.00

Louisiana $10,000 6.00 Massachusetts $40,000 8.00 Missouri $0 10.00

Michigan $10,000 6.00 Michigan $40,000 8.00 Montana $0 10.00

Minnesota $10,000 6.00 Texas $40,000 8.00 Nevada $0 10.00

Missouri $10,000 6.00 West Virginia $40,000 8.00 New Hampshire $0 10.00

Montana $10,000 6.00 Arkansas $50,000 7.50 New Mexico $0 10.00

Nevada $10,000 6.00 Colorado $50,000 7.50 North Carolina $0 10.00

New Mexico $10,000 6.00 Georgia $50,000 7.50 Ohio $0 10.00

New York $10,000 6.00 Idaho $50,000 7.50 Oklahoma $0 10.00

Nova Scotia $10,000 6.00 Indiana $50,000 7.50 Pennsylvania $0 10.00

Ontario $10,000 6.00 Kansas $50,000 7.50 Rhode Island $0 10.00

Oregon $10,000 6.00 Kentucky $50,000 7.50 Tennessee $0 10.00

Prince Edward Is $10,000 6.00 Mississippi $50,000 7.50 Texas $0 10.00

Saskatchewan $10,000 6.00 Missouri $50,000 7.50 United Kingdom $0 10.00

South Carolina $10,000 6.00 Montana $50,000 7.50 Virginia $0 10.00

Tennessee $10,000 6.00 Nebraska $50,000 7.50 Washington $0 10.00

Vermont $10,000 6.00 New Hampshire $50,000 7.50 West Virginia $0 10.00

Washington $10,000 6.00 New Mexico $50,000 7.50 Wyoming $0 10.00

West Virginia $10,000 6.00 New York $50,000 7.50 Florida $10,000 9.98
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Market Miniumum

Property

Damage

Liability

Coverage

(2002)

Score Market Minimum

Bodily Injury

Liability

Coverage

(2002)

Score Market Minimum

Accident

Benefits

Coverage

(2002)

Score

Wisconsin $10,000 6.00 North Dakota $50,000 7.50 Arkansas $12,280 9.98

Colorado $15,000 4.00 Oklahoma $50,000 7.50 Kansas $15,300 9.97

Idaho $15,000 4.00 Oregon $50,000 7.50 New Jersey $20,000 9.96

Illinois $15,000 4.00 Quebec $50,000 7.50 Utah $23,300 9.95

Iowa $15,000 4.00 Rhode Island $50,000 7.50 Nebraska $25,000 9.95

Maryland $15,000 4.00 South Dakota $50,000 7.50 South Carolina $25,000 9.95

Texas $15,000 4.00 Tennessee $50,000 7.50 South Dakota $25,000 9.95

Utah $15,000 4.00 Utah $50,000 7.50 Wisconsin $25,000 9.95

British Columbia $20,000 2.00 Vermont $50,000 7.50 Massachusetts $28,000 9.95

Manitoba $20,000 2.00 Virginia $50,000 7.50 Delaware $30,000 9.94

New Brunswick $20,000 2.00 Washington $50,000 7.50 North Dakota $30,000 9.94

Newfoundland $20,000 2.00 Wisconsin $50,000 7.50 Oregon $40,000 9.92

Virginia $20,000 2.00 Wyoming $50,000 7.50 Newfoundland $40,400 9.92

Wyoming $20,000 2.00 Minnesota $60,000 7.00 Nova Scotia $40,400 9.92

Alaska $25,000 0.00 North Carolina $60,000 7.00 Prince Edward Is $40,400 9.92

Arkansas $25,000 0.00 Alaska $100,000 5.00 Michigan $41,000 9.92

Georgia $25,000 0.00 Maine $100,000 5.00 Alberta $43,800 9.91

Maine $25,000 0.00 Alberta $200,000 0.00 Vermont $50,000 9.90

Mississippi $25,000 0.00 British Columbia $200,000 0.00 Minnesota $65,000 9.87

Nebraska $25,000 0.00 Manitoba $200,000 0.00 New York $75,000 9.85

New Hampshire $25,000 0.00 New Brunswick $200,000 0.00 New Brunswick $81,200 9.84

North Carolina $25,000 0.00 Newfoundland $200,000 0.00 Ontario $141,600 9.72

North Dakota $25,000 0.00 Nova Scotia $200,000 0.00 British Columbia $196,280 9.62

Oklahoma $25,000 0.00 Ontario $200,000 0.00 Manitoba* $5,115,000 0.00

Rhode Island $25,000 0.00 Prince Edward Is $200,000 0.00 Quebec* $5,115,000 0.00

South Dakota $25,000 0.00 Saskatchewan $200,000 0.00 Saskatchewan* $5,115,000 0.00

*In Saskatchewan the minimum insurance coverage required for medical payments under accident benefits is
$5,115,000. This figure is high enough above other jurisdictions to produce a zero score in the variable so additional
accident benefits costs have not been estimated. Manitoba and Quebec have no upper limit on the obligation to pay
medical payments and therefore minimum insurance coverage requirements are not defined in regulation, but in theory
they are at least as high as Saskatchewan’s which are substituted as a proxy here. Data was not available to estimated
the number of cases where medical payments exceed Saskatchewan’s limit in Manitoba and Quebec, but it is assumed
that it is probably close to nil.
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Market Percentage of the

Market Affected by

Prohibitions on

Competition or

Barriers to

Competition that

Result from Public

Policy

Score Market Tort Laws Tort Threshold

(in local $)

Tort Regulation

Severity Value

(6=most severe;

1=least severe)

Score

Alabama 0.0% 10.00 Alabama Tort N/A 1 10.00

Alaska 0.0% 10.00 Alaska Tort N/A 1 10.00

Alberta 0.0% 10.00 Alberta Tort N/A 1 10.00

Arizona 0.0% 10.00 Arizona Tort N/A 1 10.00

Arkansas 0.0% 10.00 British Columbia Tort N/A 1 10.00

California 0.0% 10.00 California Tort N/A 1 10.00

Colorado 0.0% 10.00 Connecticut Tort N/A 1 10.00

Connecticut 0.0% 10.00 Georgia Tort N/A 1 10.00

Delaware 0.0% 10.00 Idaho Tort N/A 1 10.00

Florida 0.0% 10.00 Illinois Tort N/A 1 10.00

Georgia 0.0% 10.00 Indiana Tort N/A 1 10.00

Hawaii 0.0% 10.00 Iowa Tort N/A 1 10.00

Idaho 0.0% 10.00 Maine Tort N/A 1 10.00

Illinois 0.0% 10.00 Mississippi Tort N/A 1 10.00

Indiana 0.0% 10.00 Missouri Tort N/A 1 10.00

Iowa 0.0% 10.00 Montana Tort N/A 1 10.00

Kansas 0.0% 10.00 Nebraska Tort N/A 1 10.00

Kentucky 0.0% 10.00 Nevada Tort N/A 1 10.00

Louisiana 0.0% 10.00 New Brunswick Tort N/A 1 10.00

Maine 0.0% 10.00 New Hampshire Tort N/A 1 10.00

Maryland 0.0% 10.00 New Mexico Tort N/A 1 10.00

Massachusetts 0.0% 10.00 Newfoundland Tort N/A 1 10.00

Michigan 0.0% 10.00 North Carolina Tort N/A 1 10.00

Minnesota 0.0% 10.00 Nova Scotia Tort N/A 1 10.00

Mississippi 0.0% 10.00 Ohio Tort N/A 1 10.00

Missouri 0.0% 10.00 Oklahoma Tort N/A 1 10.00

Montana 0.0% 10.00 Oregon Tort N/A 1 10.00

Nebraska 0.0% 10.00 Prince Edward Is Tort N/A 1 10.00

Nevada 0.0% 10.00 Rhode Island Tort N/A 1 10.00

New Brunswick 0.0% 10.00 South Carolina Tort N/A 1 10.00

New Hampshire 0.0% 10.00 Tennessee Tort N/A 1 10.00

New Jersey 0.0% 10.00 Texas Tort N/A 1 10.00

New Mexico 0.0% 10.00 United Kingdom Tort N/A 1 10.00
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Market Percentage of the

Market Affected by

Prohibitions on

Competition or

Barriers to

Competition that

Result from Public

Policy

Score Market Tort Laws Tort Threshold

(in local $)

Tort Regulation

Severity Value

(6=most

severe; 1=least

severe)

Score

New York 0.0% 10.00 Vermont Tort N/A 1 10.00

Newfoundland 0.0% 10.00 West Virginia Tort N/A 1 10.00

North Carolina 0.0% 10.00 Wisconsin Tort N/A 1 10.00

North Dakota 0.0% 10.00 Wyoming Tort N/A 1 10.00

Nova Scotia 0.0% 10.00 Arkansas Add-On $5,000 2 8.00

Ohio 0.0% 10.00 Maryland Add-On N/A 2 8.00

Oklahoma 0.0% 10.00 South Dakota Add-On N/A 2 8.00

Ontario 0.0% 10.00 Virginia Add-On N/A 2 8.00

Oregon 0.0% 10.00 Washington Add-On N/A 2 8.00

Pennsylvania 0.0% 10.00 Louisiana Add-On N/A 3 6.00

Prince Edward

Is

0.0% 10.00 Ontario Modified Tort &

No-Fault

Verbal 3 6.00

Rhode Island 0.0% 10.00 Saskatchewan Modified Tort &

No-Fault

Choice 3 6.00

South Carolina 0.0% 10.00 Kansas No-Fault $2,000 4 4.00

South Dakota 0.0% 10.00 Kentucky No-Fault $1,000 or Verbal 4 4.00

Tennessee 0.0% 10.00 Massachusetts No-Fault $2,000 4 4.00

Texas 0.0% 10.00 Quebec No-Fault N/A 4 4.00

United Kingdom 0.0% 10.00 Colorado No-Fault $2,500 or Verbal 5 2.00

Utah 0.0% 10.00 Florida No-Fault Verbal 5 2.00

Vermont 0.0% 10.00 Hawaii No-Fault $5,000 or Verbal 5 2.00

Virginia 0.0% 10.00 Michigan No-Fault Verbal 5 2.00

Washington 0.0% 10.00 Minnesota No-Fault $4,000 or Verbal 5 2.00

West Virginia 0.0% 10.00 New Jersey No-Fault Choice or Verbal 5 2.00

Wisconsin 0.0% 10.00 New York No-Fault Verbal 5 2.00

Wyoming 0.0% 10.00 North Dakota No-Fault $2,500 or Verbal 5 2.00

Quebec 19.5% 8.00 Utah No-Fault $3,000 5 2.00

Saskatchewan 94.5% 0.34 Delaware No-Fault N/A 6 0.00

British

Columbia

94.9% 0.29 Manitoba No-Fault N/A 6 0.00

Manitoba 97.8% 0.00 Pennsylvania No-Fault Choice 6 0.00
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Market Number of

Restricted

Risk

Pricing

Categories

Score Market Type of Rate

Filing Regulation

(2002)

Rate Filing

Regulation

Severity Value

Score

Alabama 0 10.00 Wyoming No File 1 10.00

Alaska 0 10.00 Arizona Use and File 2 8.00

Arizona 0 10.00 Idaho Use and File 2 8.00

Arkansas 0 10.00 Illinois Use and File 2 8.00

California 0 10.00 Iowa Use and File 2 8.00

Colorado 0 10.00 Missouri Use and File 2 8.00

Connecticut 0 10.00 United Kingdom Use and File 2 8.00

Delaware 0 10.00 Utah Use and File 2 8.00

Florida 0 10.00 Vermont Use and File 2 8.00

Georgia 0 10.00 Wisconsin Use and File 2 8.00

Hawaii 0 10.00 Alberta File and Use 3 6.00

Idaho 0 10.00 Arkansas File and Use 3 6.00

Illinois 0 10.00 Colorado File and use 3 6.00

Indiana 0 10.00 Delaware File and Use 3 6.00

Iowa 0 10.00 Indiana File and use 3 6.00

Kansas 0 10.00 Kansas File and Use 3 6.00

Kentucky 0 10.00 Maine File and use 3 6.00

Louisiana 0 10.00 Maryland File and use 3 6.00

Maine 0 10.00 Michigan File and use 3 6.00

Maryland 0 10.00 Minnesota File and use 3 6.00

Massachusetts 0 10.00 Montana File and use 3 6.00

Michigan 0 10.00 New Brunswick File and Use 3 6.00

Minnesota 0 10.00 Newfoundland File and Use 3 6.00

Mississippi 0 10.00 Nova Scotia File and Use 3 6.00

Missouri 0 10.00 Ohio File and Use 3 6.00

Montana 0 10.00 Oregon File and use 3 6.00

Nebraska 0 10.00 Prince Edward Is File and Use 3 6.00

Nevada 0 10.00 Quebec File and Use 3 6.00

New Brunswick 0 10.00 Rhode Island File and use 3 6.00

New Hampshire 0 10.00 South Dakota File and use 3 6.00

New Jersey 0 10.00 Virginia File and use 3 6.00

New Mexico 0 10.00 Kentucky Flex Rating 4 4.00

New York 0 10.00 South Carolina Flex Rating 4 4.00

Newfoundland 0 10.00 Texas Flex Rating 4 4.00

North Carolina 0 10.00 Alabama Mod Prior

Approval

5 2.00
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Market Number of

Restricted

Risk

Pricing

Categories

Score Market Type of Rate

Filing Regulation

(2002)

Rate Filing

Regulation

Severity Value

Score

North Dakota 0 10.00 Louisiana Mod Prior

Approval

5 2.00

Ohio 0 10.00 Ontario Mod Prior

Approval

5 2.00

Oklahoma 0 10.00 Alaska Prior Approval 6 0.00

Oregon 0 10.00 British Columbia Prior Approval 6 0.00

Pennsylvania 0 10.00 California Prior Approval 6 0.00

Rhode Island 0 10.00 Connecticut Prior Approval 6 0.00

South Carolina 0 10.00 Florida Prior Approval 6 0.00

South Dakota 0 10.00 Georgia Prior Approval 6 0.00

Tennessee 0 10.00 Hawaii Prior Approval 6 0.00

Texas 0 10.00 Manitoba Prior Approval 6 0.00

United Kingdom 0 10.00 Massachusetts Prior Approval 6 0.00

Utah 0 10.00 Mississippi Prior Approval 6 0.00

Vermont 0 10.00 Nebraska Prior Approval 6 0.00

Virginia 0 10.00 Nevada Prior Approval 6 0.00

Washington 0 10.00 New Hampshire Prior Approval 6 0.00

West Virginia 0 10.00 New Jersey Prior Approval 6 0.00

Wisconsin 0 10.00 New Mexico Prior Approval 6 0.00

Wyoming 0 10.00 New York Prior Approval 6 0.00

Alberta 1 8.00 North Carolina Prior Approval 6 0.00

Ontario 1 8.00 North Dakota Prior Approval 6 0.00

Quebec 1 7.90 Oklahoma Prior Approval 6 0.00

Manitoba 3 5.00 Pennsylvania Prior Approval 6 0.00

Nova Scotia 4 2.00 Saskatchewan Prior Approval 6 0.00

Prince Edward Is 4 2.00 Tennessee Prior Approval 6 0.00

British Columbia 5 0.00 Washington Prior Approval 6 0.00

Saskatchewan 5 0.00 West Virginia Prior Approval 6 0.00
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Market Capital Reserve

Requirements: %

of Direct Written

Premium

Score Market Compulsory

premium tax

rates

Score

Arizona 0.00% 10.00 Oregon 0.0119 10.00

Florida 0.00% 10.00 Nebraska 0.0134 9.66

Minnesota 0.00% 10.00 Michigan 0.0147 9.35

Montana 0.00% 10.00 Illinois 0.0151 9.26

New Jersey 0.00% 10.00 Wisconsin 0.0157 9.14

New York 0.00% 10.00 Florida 0.0169 8.84

North Dakota 0.00% 10.00 Indiana 0.0185 8.48

Ohio 0.00% 10.00 New York 0.0195 8.25

Washington 0.00% 10.00 Wyoming 0.0227 7.49

West Virginia 0.00% 10.00 Ohio 0.0229 7.46

Wisconsin 0.00% 10.00 Colorado 0.0233 7.37

Wyoming 0.00% 10.00 New Jersey 0.0234 7.34

Maryland 0.00% 10.00 New Mexico 0.0243 7.12

Indiana 0.00% 10.00 Arkansas 0.0252 6.92

Alabama 0.00% 9.99 North Dakota 0.0252 6.92

New Mexico 0.00% 9.99 Minnesota 0.0270 6.51

Texas 0.00% 9.99 Georgia 0.0271 6.49

Missouri 0.00% 9.99 South Carolina 0.0272 6.46

Nevada 0.00% 9.99 Rhode Island 0.0285 6.17

Colorado 0.00% 9.99 Missouri 0.0286 6.14

Utah 0.01% 9.99 Kansas 0.0293 5.98

South Carolina 0.01% 9.99 Alberta 0.0300 5.81

Georgia 0.01% 9.99 Manitoba 0.0300 5.81

Iowa 0.01% 9.99 New Brunswick 0.0300 5.81

Michigan 0.01% 9.99 Ontario 0.0300 5.81

Nebraska 0.01% 9.99 Pennsylvania 0.0306 5.68

Illinois 0.01% 9.99 Maryland 0.0306 5.66

Tennessee 0.01% 9.99 Massachusetts 0.0325 5.23

North Carolina 0.01% 9.98 Arizona 0.0330 5.12

South Dakota 0.01% 9.98 Quebec 0.0335 5.00

Oregon 0.01% 9.98 Connecticut 0.0341 4.86

Kentucky 0.01% 9.98 Oklahoma 0.0341 4.86

Connecticut 0.01% 9.98 Texas 0.0345 4.77

Virginia 0.01% 9.98 Iowa 0.0345 4.77

Rhode Island 0.01% 9.98 Alaska 0.0348 4.70

California 0.02% 9.97 Prince Edward Is 0.0350 4.65
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Market Capital Reserve

Requirements: %

of Direct Written

Premium

Score Market Compulsory

premium tax

rates

Score

Kansas 0.02% 9.97 California 0.0351 4.63

Arkansas 0.02% 9.97 Virginia 0.0358 4.46

Oklahoma 0.02% 9.96 Utah 0.0360 4.43

Alaska 0.02% 9.96 Mississippi 0.0366 4.28

Massachusetts 0.02% 9.96 New Hampshire 0.0368 4.23

Vermont 0.02% 9.96 Delaware 0.0370 4.18

Maine 0.02% 9.96 South Dakota 0.0380 3.97

Idaho 0.02% 9.96 Washington 0.0397 3.57

Delaware 0.03% 9.95 North Carolina 0.0400 3.50

Pennsylvania 0.03% 9.95 British Columbia 0.0400 3.49

New Hampshire 0.04% 9.93 Newfoundland 0.0400 3.49

Mississippi 0.04% 9.93 Nova Scotia 0.0400 3.49

Hawaii 0.06% 9.89 Alabama 0.0406 3.36

Louisiana 0.09% 9.84 Montana 0.0411 3.23

Saskatchewan 0.21% 9.61 Hawaii 0.0413 3.19

British Columbia 0.34% 9.37 Tennessee 0.0424 2.95

Manitoba 0.51% 9.06 Maine 0.0424 2.93

Alberta 0.95% 8.24 Idaho 0.0458 2.14

New Brunswick 0.95% 8.24 Louisiana 0.0460 2.11

Newfoundland 0.95% 8.24 Vermont 0.0465 1.98

Nova Scotia 0.95% 8.24 West Virginia 0.0473 1.79

Ontario 0.95% 8.24 Saskatchewan 0.0500 1.17

Prince Edward Is 0.95% 8.24 United Kingdom 0.0500 1.17

Quebec 1.20% 7.78 Nevada 0.0502 1.14

United Kingdom 5.40% 0.00 Kentucky 0.0551 0.00
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Table 11: Average Scores and Variance of Scores within 15 Variable

Measures

Variables Mean

(Average)

Score

Average

(Standard)

Deviation

from Mean

Comparative Cost 5.7488 1.9368

Affordability 6.6383 1.8211

Pricing Sustainability 7.2451 1.416

Competition Barriers 9.4858 2.1426

Mandates to Purchase Liability 1.9672 4.0082

Mandates to Purchase Accident Benefits 5.4098 5.0245

Mandates to Purchase Uninsured/Underinsured Motorist Coverage 3.1148 3.6701

Regulated Minimum Property Damage Coverage 4.4754 2.7785

Regulated Minimum Bodily Injury Liability Coverage 6.6025 2.8633

Regulated Maximum Accident Benefits Coverage 9.4722 2.1732

Restrictions on Legal Rights 7.5738 3.4855

Restrictions on Risk Pricing 9.2279 2.3418

Rate Filing Regulation 3.7049 3.3033

Solvency Regulation 9.5759 1.3787

Premium Tax Rates 5.16 2.3226



References and Resources

Association of British Insurers [ABI] (2003). Background to the UK Motor Market 2003.

London: ABI. Digital document available at http://www.abi.org.uk/Display/File/524/

MotorMarket2003.pdf.

Baumol, William et al. (1983). “Contestable Markets: An Uprising in the Theory of

Industry Structure: Reply.” American Economic Review 73 (3): 491–96.

Bouzouita, Raja (1997). “The Impact of Rate Regulation on the Residual Market for

Automobile Insurance.” Des Plaines: Property Casualty Insurers Association of

America. Digital document available at http://www.pciaa.net/sitehome.nsf/main.

Casualty Actuarial Society (2003). “Automobile Insurance Reform Presentation.” Digi-

tal document available at www.casact.org/affiliates/occa/1103/Barb.ppt.

Chen, Duanjie and Jack Mintz (2001). An Analysis of the Impact of Premium and Capital

Taxes on the Property and Casualty Insurance Industry in Canada. Toronto: Inter-

national Tax Program, Institute for International Business J.L. Rotman School of

Management University of Toronto (March).

Financial Services Authority (2005). FSA Library. General economic data available at

http://www.fsa.gov.uk/Pages/library/index.shtml.

Harrington, Scott (2002). The Effects of Prior Approval Rate Regulation on Auto Insurance.

The American Enterprise Institute and Brookings Institute, Joint Center for Regula-

tory Studies. Digital document available at http://www.aei-brookings.org/admin/

authorpdfs/page.php?id=48.

Insurance Bureau of Canada [IBC]. (2006). Special data request courtesy of Raluca

Dobre, Policy Analyst.

Insurance Bureau of Canada [IBC] (2003). Facts of the General Insurance Industry in Canada.

Toronto: IBC.

Insurance Corporation of British Columbia [ICBC] (2003). Annual Report 2002. Vancou-

ver: ICBC. Digital document available at www.icbc.com.

Insurance Information Institute (2005). Fact Book 2005. New York: Insurance Informa-

tion Institute.

Klein, Robert W., Richard D. Phillips and Wenyan Shiu (2000). “The Capital Structure

of Firms Subject to Price Regulation: Evidence from the Insurance Industry.” Cen-

ter for Risk Management & Insurance Research, Georgia State University.

Lloyds UK (2005). “United Kingdom Premium Tax Information.” Digital document

available at http://www.lloyds.com/index.asp?ItemId=9261.

Manitoba Public Insurance [MPI] (2003). 2002 Annual Report: A Proud History, A Bright

Future. Winnipeg: MPI. Digital document available at http://www.mpi.mb.ca.

Motor Insurers’ Information Centre (2005). General economic data at

http://www.miic.org.uk.

Mullins, Mark (2003). Public Auto Insurance: A Mortality Warning for Motorists. Fraser

Alert. Vancouver: The Fraser Institute.

Fraser Institute Digital Publication

October 2006

Auto Insurance Market Quality Index 2006 45



National Association of Insurance Commissioners [NAIC] (2005). Auto Insurance Data-

base Report 2002/2003. Kansas City, MO: NAIC, Insurance Products and Services

Division.

Property Casualty Insurers Association of America [PCIAA] (2004). “Insurance Regula-

tory Reform.” Digital document available at http://www.pciaa.net/sitehome.nsf/main.

Saskatchewan Government Insurance (2004). Saskatchewan Auto Fund 2003 Annual

Report.

Société de l’assurance automobile du Québec (2003). Rapport annuel de gestion 2002 de la

Société de l’assurance automobile du Québec.

Société de l’assurance automobile du Québec (2006). Québec’s Public Automobile Insurance

Plan. For a Sustainable and Equitable Plan: Discussion Document on the Proposal Contained

in the Draft Regulation Respecting Insurance Contributions. Digital document available at

www.saaq.gouv.qc.ca

Statistics Canada (2006). General economic data available at www.statcan.ca.

United Kingdom Office of National Statistics (2004). General economic data available at

http://www.statistics.gov.uk/.

United States Department of Commerce (2006). Bureau of Economic Analysis. General

economic data available at http://www.bea.gov/.

United States Department of Justice (1992). “Horizontal Merger Guidelines.” Digital

document available at http://www.usdoj.gov/atr/public/guidelines/horiz_book/hmg1.html.

About the Author

Brett J. Skinner is the Director of Health and Pharmaceutical Policy Research, as well as

Insurance Policy Research for The Fraser Institute and works at the Institute’s Toronto

office. He is a Ph.D. candidate in Public Policy and Political Science specializing in Public

Policy at the University of Western Ontario in London, Ontario, where he has lectured in

both the Faculty of Health Sciences and the Political Science Department. Brett achieved

a B.A. through the University of Windsor in Windsor, Ontario and an M.A. through joint

studies between University of Windsor and Wayne State University in Detroit, Michi-

gan. He also spent a year working as a research consultant to the Insurance Bureau of

Canada in Toronto. Brett’s research has been published in many major papers, articles,

and opinion editorials through The Fraser Institute in Vancouver and Toronto, as well as

the Atlantic Institute for Market Studies in Halifax, Nova Scotia. He appears frequently

as an expert in the North American media and his research and opinions have been cited

in media from around the world. So far in 2006, Brett has received over 30 invitations to

present his research at government, academic, and industry conferences around the

world and has testified about his research before the Canadian House of Commons

Standing Committee on Health.

Fraser Institute Digital Publication

October 2006

Auto Insurance Market Quality Index 2006 46



Acknowledgements

The author would like to thank those involved in the pre-publication review of this paper

for their important criticisms, comments, and suggestions for improvement including:

Dr. Brian Ferguson, Associate Professor of Economics at the University of Guelph; Dr.

Lydia Miljan, Assistant Professor of Political Science at the University of Windsor; Dr.

Mark Mullins, Executive Director of The Fraser Institute, who spawned the original idea

for this study and advised throughout its development; Jason Clemens, Director of Fiscal

Studies at The Fraser Institute; Milagros Palacios, Fiscal Studies Policy Analyst at The

Fraser Institute; and Reza Hasmath, 2005 intern for Ontario Policy Studies at The Fraser

Institute, who did the original background research to identify useful data sources.

Fraser Institute Digital Publication

October 2006

Auto Insurance Market Quality Index 2006 47



About this Publication

Fraser Institute Digital Publications are published from time to time by The Fraser Institute

(Vancouver, British Columbia, Canada) to provide, in a format easily accessible online,

timely and comprehensive studies of current issues in economics and public policy.

Distribution

These publications are available from http://www.fraserinstitute.ca in Portable Document

Format (PDF) and can be read with Adobe Acrobat® or with Adobe Reader®, which is

available free of charge from Adobe Systems Inc. To download Adobe Reader, go to this

link: http://www.adobe.com/products/acrobat/readstep.html with your browser. We encour-

age you to install the most recent version.

Disclaimer

The author of this publication has worked independently and opinions expressed by him

are, therefore, his own, and do not necessarily reflect the opinions of the supporters or

the trustees of The Fraser Institute.

Copyright

Copyright © 2006 by The Fraser Institute. All rights reserved. No part of this publication

may be reproduced in any manner whatsoever without written permission except in the

case of brief passages quoted in critical articles and reviews.

ISSN

1714–6739

Date of issue

October 2006

Editing, design and production

Lindsey Thomas Martin and Kristin McCahon

Fraser Institute Digital Publication

October 2006

Auto Insurance Market Quality Index 2006 48



About The Fraser Institute

Our vision is a free and prosperous world where individuals benefit from greater choice,

competitive markets, and personal responsibility. Our mission is to measure, study, and

communicate the impact of competitive markets and government interventions on the

welfare of individuals.

Founded in 1974, we are an independent research and educational organization with

offices in Vancouver, Calgary, and Toronto, and international partners in over 70 coun-

tries. Our work is financed by tax-deductible contributions from thousands of individu-

als, organizations, and foundations. In order to protect its independence, the Institute

does not accept grants from government or contracts for research.

Fraser Institute mailing address

The Fraser Institute, 4th Floor, 1770 Burrard St., Vancouver, BC, Canada V6J 3G7

Development

For information about becoming a Fraser Institute supporter, please contact the Devel-

opment Department via e-mail: development@fraserinstitute.ca; via telephone:

604.688.0221 ext. 586; via fax: 604.688.8539. In Calgary, please contact us via e-mail:

barrym@fraserinstitute.ca; via telephone: 403.216.7175 or, toll-free 1.866.716.7175; via

fax: 403.234.9010.

Media

For media enquiries, please contact The Fraser Institute’s Communications department,

via e-mail: communications@fraserinstitute.ca; or via telephone: 604.714.4582.

Ordering publications

For information about ordering The Fraser Institute’s printed publications, please con-

tact the book sales coordinator via e-mail: sales@fraserinstitute.ca; via telephone:

604.688.0221 ext. 580 or, toll free, 1.800.665.3558 ext. 580; or via fax: 604.688.8539.

Fraser Institute Digital Publication

October 2006

Auto Insurance Market Quality Index 2006 49


