
Main Conclusions

Mar ket qual ity and reg u la tion

ðð Among the 60 jurisdictions analyzed over the years 2003, 2004,
and 2005, the Canadian provinces as a group had a higher
regulatory burden or more government control over auto
insurance and ranked relatively poorly on market quality in all
three years studied.

Pub lic monop oly/gov ern ment-run auto insur ance

ðð Of the 60 jurisdictions studied, only four have public monopoly or 
government-run auto insurance systems. These four are the
Canadian provinces of British Columbia, Saskatchewan,
Manitoba, and Quebec.

ðð The data show that public monopoly or government-run auto
insurance systems consistently produce the worst outcomes for
consumers.

This study aims to explain the link between the reg u la tion of auto insur -
ance mar kets and the effect of this reg u la tion on con sum ers, and to help
iden tify pub lic pol i cies that are most likely to pro duce supe rior results.
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Exec u tive sum mary

This study is the sec ond anal y sis by
the Fra ser Insti tute that mea sures
and com pares the per for mance of
auto insur ance mar kets across
North Amer i can juris dic tions. The
2010 edi tion of this study rep li cates
the method pre vi ously used by
Skin ner (2006), and assesses the
per for mance of auto mo bile insur -
ance mar kets in 10 Cana dian prov -
inces and 50 Amer i can states for the 
years 2003, 2004, and 2005—the
most recent year for which com -
plete data were avail able across all
juris dic tions.

Data were col lected on 13 vari ables
describ ing the reg u la tory pol icy
envi ron ments. The results were
com pared for each juris dic tion.1

From these 13 vari ables, five indi ces 
were con structed that com pare
mar ket qual ity and reg u la tory
sever ity across North Amer ica. Two 
indi ces mea sure mar ket qual ity
from the per spec tive of con sum ers
regard ing cost and choice; one
index gauges mar ket qual ity from
the per spec tive of insur ers regard -
ing the busi ness cli mate for auto
insur ance; a fourth index mea sures
the reg u la tory strict ness of auto
insur ance pol icy in each mar ket;
and the fifth index com bines the
scores for each juris dic tion across
all 13 vari ables to mea sure over all
mar ket qual ity.

Intro duc tion

Insur ance was ini tially cre ated as a
coop er a tive free mar ket response to
pro vide finan cial pro tec tion against
the risk of suf fer ing large and unex -
pected eco nomic losses. How ever,
the eco nom ics of insur ance is com -
pli cated and thus

mis un der stand ings and mis guided
crit i cisms of mar ket fail ure often
arise. Gov ern ments in many coun -
tries, includ ing Can ada, have also
attached social goals to insur ance
that have been used to jus tify either
heavy reg u la tion or the gov ern ment 
take over of this indus try.

The pur pose of this study is to mea -
sure dif fer ences in auto insur ance
reg u la tions across North Amer ica
and the impli ca tions of those reg u -
la tions for con sum ers. The study
also aims to indentify the pub lic
pol i cies that will min i mize the costs
of auto insur ance reg u la tion and
max i mize con sumer ben e fits.

Data

Auto insur ance is reg u lated at the
sub-national level in both Can ada
and the United States. There fore,
com par i sons can be made at the
pro vin cial and state lev els in these
coun tries. The data for this study
cover 10 Cana dian prov inces and 50 
Amer i can states for the cal en dar
years 2003, 2004, and 2005. The
data cover per sonal pas sen ger auto -
mo bile insur ance only, exclud ing
com mer cial, rec re ational, or other
vehi cle insur ance. All insur ers (pub -
lic and pri vate) are included for
each juris dic tion. Fol low ing an
accrual account ing prin ci ple, all
pre mium data are defined as earned 
within the years 2003, 2004, and
2005. Claims data are defined as
incurred within those same years
and count all cov er age, includ ing
the regular and resid ual mar kets2

where appli ca ble. In order to con -
trol for the effects of pur chas ing
power vari a tion between national
cur ren cies and local price dif fer -
ences for the fac tors deter min ing
auto mo bile insur ance costs, all

mon e tary data are in cur rent fig ures 
in local cur rency (US and Cana dian
dol lars) and they are stated either as 
a per cent age of local gross domes tic
prod uct (GDP, or GSP in the US) or 
aggre gate per sonal dis pos able
income (PDI) for each indi vid ual
mar ket, or stated as a ratio of two
vari ables, such as claims-to-pre mi ums.

Cana dian data for the four pub lic
sec tor auto mo bile insur ers were
taken directly from the annual
reports of the Insur ance Cor po ra -
tion of Brit ish Colum bia (ICBC,
2005; 2006; 2007); Sas katch e wan
Gov ern ment Insur ance (SGI, 2005;
2006; 2007); Man i toba Pub lic Insur -
ance (MPI, 2005; 2006; 2007); and
Société de l’assurance auto mo bile
du Qué bec (SAAQ, 2005, 2006,
2007). Cana dian data for all pri vate
sec tor insur ers were obtained from
the Insur ance Bureau of Can ada
(IBC, 2004; 2005; 2006; 2007). IBC
is the indus try asso ci a tion rep re -
sent ing nearly 90 per cent of pri vate
sec tor prop erty and casu alty insur -
ers oper at ing in Can ada. IBC sup -
plies data to the Gen eral Insur ance
Sta tis ti cal Agency (GISA), which is
the offi cial sta tis ti cal agency for fed -
eral and pro vin cial insur ance reg u -
la tors. IBC data include the entire
mar ket for auto mo bile insur ance in
the six prov inces where auto insur -
ance comes totally from the pri vate
sec tor (New found land and Lab ra -
dor, Prince Edward Island, Nova
Sco tia, New Bruns wick, Ontario,
and Alberta). In Brit ish Colum bia,
Sas katch e wan, Man i toba, and Que -
bec, the pro vin cial gov ern ments
oper ate a pub lic monop oly over a
basic auto insur ance prod uct in
which the scope of cov er age is
defined by pro vin cial law. Pri vate
sec tor insur ers are per mit ted to
offer cov er age for auto mo bile
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insur ance only in the optional mar -
kets in these prov inces. Data from
all pri vate sec tor insur ers oper at ing
in the optional mar kets in the four
prov inces with pub lic sec tor insur -
ance pro vid ers were taken from
MSA Research Inc. (MSA, 2008,
Spe cial data request, cour tesy of Joel 
Baker and Laura Viau). Gen eral
eco nomic data were obtained from
Sta tis tics Can ada. American data
were found pri mar ily from the US
National Asso ci a tion of Insurance
Com mis sion ers’ 2005– 2006 Auto
Insur ance Data base Report (NAIC,
2008), which pro vides detailed,
stan dard ized data on auto insur ance 
for each of the 50 Amer i can states
included in this study. The Dis trict
of Colum bia (DC) is excluded even
though the NAIC does make sep a -
rate data avail able. The NAIC also
pro vided data on the pre mium tax
rates for all 50 states. The NAIC is
the asso ci a tion that rep re sents
Amer i can state insur ance reg u la -
tors. Gen eral eco nomic data were
obtained from the US Bureau of
Eco nomic Anal y sis (BEA). The pre -
vi ous edi tion of this report included 
insur ance data from the United
King dom. How ever, the UK was
excluded from this edi tion.

Meth od ol ogy
The study uses the same meth od ol ogy 
as the 2006 edi tion (Skin ner, 2006).

Descrip tion of vari able
mea sures

The descrip tion and ratio nale for
each of the 13 vari ables used to con -
struct the indi ces in this study is
explained below. Each vari able
appears in alpha bet i cal order.

Affordability: an inter val mea sure3

of aggre gate earned pre mi ums in

each mar ket stated as a per cent age
of aggre gate Per sonal Dis pos able
Income (PDI) or the income after
taxes avail able to con sum ers as a
whole. This mea sure takes into
account the rel a tive affordability of
pre mium costs rel a tive to the actual
income that consumers have avail -
able to them in each mar ket after
taxes. For instance, auto insur ance
pre mium prices might be roughly
equiv a lent across some juris dic -
tions, but con sum ers in a high tax
juris dic tion might have fewer avail -
able dol lars with which to pay those
pre mi ums, and there fore, the price
is in effect much higher for con -
sum ers in the high tax juris dic tion.
A mea sure of affordability is one
mean ing ful way for con sum ers to
com pare the costs of auto insur ance 
between juris dic tions.

Com par a tive cost: an inter val mea -
sure of aggre gate earned pre mi ums
in each mar ket stated as a per cent -
age of the size of the juris dic tion’s
econ omy or local Gross Domes tic
Prod uct (GDP). This cost mea sure 
allows for com par i sons across juris -
dic tions despite dif fer ences in
prices. Those dif fer ences are related
to local income con di tions, to dif -
fer ences in the pur chas ing power of
cur ren cies between juris dic tions, or
to changes in the pur chas ing power
of cur ren cies across time.

Com pe ti tion barriers: an inter val
mea sure of the per cent age of the
mar ket that is sub ject to a reg u la -
tory pro hi bi tion on com pe ti tion or
arti fi cial bar ri ers to com pe ti tion in
the pro vi sion of auto insur ance. In
order to appro pri ately gauge the
level of com pe ti tion between auto
insur ers in a mar ket, a mea sure of
contestability is required.4 Four
Cana dian prov inces, Que bec,

Sas katch e wan, Brit ish Colum bia,
and Man i toba, main tain pub lic auto 
insur ance monop o lies that pro hibit
com pe ti tion for basic auto mo bile
insur ance (such as lia bil ity and
injury insur ance), but allow com pe -
ti tion for the optional mar ket (such
as auto prop erty dam age). This
study uses the per cent age of the
mar ket that is affected by pro hi bi -
tions on com pe ti tion or arti fi cial
bar ri ers to com pe ti tion as a mea -
sure of actual contestability.

Com pul sory accident benefits:
binary vari able indi cat ing the pres -
ence (= 1) or absence (= 0) of reg u -
la tions requir ing insur ers to pro vide 
pre-defined per sonal injury, med i -
cal, death, dis abil ity, and income
replace ment ben e fits.

Com pul sory insurance cover age
for uninsured or underinsured
motorists: binary vari able indi cat -
ing the pres ence (= 1) or absence 
(= 0) of reg u la tions requir ing driv -
ers to have insur ance cov er age in
the event of an acci dent with an
unin sured or underinsured driver.

Com pul sory liability insurance:
binary vari able indi cat ing the pres -
ence (= 1) or absence (= 0) of reg u -
la tions requir ing driv ers to have
insur ance cov er age for gen eral lia -
bil ity related to a motor vehi cle
acci dent.

Legal regulation: ordi nal vari able5 
indi cat ing the kind of legal sys tem
pre scribed by reg u la tion to spe cif i -
cally gov ern the assign ment of lia -
bil ity or fault related to a motor
vehi cle acci dent. For this vari able an 
ordi nal value was assigned depend -
ing on the sever ity of the restric tion
on nor mal tort rights in each juris -
dic tion (see table 1). The scale goes
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from 1 (least restric tive) to 6 (most
restric tive).

Min i mum cover age for accident
benefits: an inter val vari able of the
min i mum insur ance cov er age driv -
ers are required to pur chase for
acci dent ben e fits unre lated to prop -
erty dam age or lia bil ity (in dol lars).6

In this study, the vari able is con sid -
ered to be a min i mum require ment
restric tion on con sumer rights to
choose the cov er age level they wish
to buy. This is because higher min i -
mum acci dent ben e fits lev els
require higher pre mi ums to cover
the expected costs. There fore, this
reg u la tion lim its the free dom of
con sum ers to choose lower cov er -
age lev els that might reduce their
over all pre mium costs. Higher min -
i mum ben e fit lev els under this reg u -
la tion are there fore defined as a
neg a tive value from a con sumer
choice per spec tive. For the pur pose
of this study, min i mum cov er age
for acci dent ben e fits includes the
amount of man da tory com pen sa -
tion required for med i cal pay ments, 
funeral expenses, dis abil ity ben e fits, 
and death ben e fits.

Min i mum cover age for bodily
injury liability: an inter val vari able
of the min i mum insur ance cov er age 
required by law (in dol lars).

Min i mum cover age for property
damage liability: an inter val vari -
able of the min i mum insur ance cov -
er age required by law (in dol lars).

Pric ing sustainability/prof it abil ity:
an inter val mea sure of aggre gate
incurred claims as a per cent age of
aggre gate earned pre mi ums within
each juris dic tion. The core sta tis tic
is stated as a dec i mal. When the
value exceeds 1 (or 100 per cent), it

means that claims costs exceed pre -
mium rev e nue, thus cre at ing an
unsus tain able, insol vent finan cial
posi tion. As far as con sum ers are
con cerned, this sta tis tic indi cates
the prob a bil ity that a mar ket can
sus tain its observed pre mium rates
over time with out rely ing on
non-pre mium income. This mea -
sure is also known as a “loss ratio”
and is used by the insur ance indus -
try to mea sure the bal ance of claims 
ver sus pre mi ums before returns on
invested earn ings. In other words,
it mea sures the finan cial ade quacy
of a com pany’s insur ance under -
writ ing. How ever, insur ance works 
by col lect ing enough pre mium rev -
e nue to cover the insured pop u la -
tion’s expected losses from insured
events. Insur ers are sup posed to be
build ing up sur pluses to cre ate
pools of earned cap i tal that will be
suf fi cient to cover those losses.
There fore, it is impor tant to note
that the actual net prof its earned

by insur ers are less than indi cated
by the “loss ratio.” Fur ther more,
eco nomic the ory sug gests that in
highly com pet i tive mar kets, prof its 
should be smaller per firm than
they are in less com pet i tive mar -
kets because prices are reduced in
order to attract cus tom ers. Highly
com pet i tive mar kets should there -
fore be char ac ter ized by nar rower
loss ratios. How ever, this does not
nec es sar ily imply a lack of
sustainability. This vari able should
be inter preted with cau tion as a
mea sure of the rel a tive degree to
which each mar ket has the capac ity 
to sus tain cur rent pre mi ums, but
not of abso lute sustainability.
Abso lute sustainability would be
threat ened only when loss ratios
(includ ing com pet i tive prof its)
exceed 1 (or 100 per cent).

Rate filing regulation: ordi nal
mea sure of the type of rate fil ing
reg u la tions employed in the
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Table 1: Assignment of Auto Insurance Legal Regulation
Severity Values

Types of
Legal 
Reg u la tions
for Auto
Insur ance

Descrip tion Assigned 
Reg u la tory

Sever ity 
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, 2008.



juris dic tion. Rate fil ing laws are a
form of rate reg u la tion or price con -
trol used by reg u la tors. The var i ous
kinds of rate fil ing laws are out lined 
in table 2. For this vari able, an
ordi nal value was assigned depend -
ing on the reg u la tory sever ity of
the rate-fil ing regime in each juris -
dic tion. The value scale goes from
1 (least restric tive) to 6 (most
restric tive).7

Spe cial tax burden: an inter val
vari able of the tax rate applied spe -
cif i cally to auto insur ance pre mi -
ums (as a per cent age). The auto
insur ance indus try is heavily taxed.
In the aver age Cana dian

juris dic tion with a pri vate mar ket,
the tax bur den is almost three times
that borne by other finan cial ser -
vices indus tries (Chen and Mintz,
2001). Con sum ers ulti mately pay
this dis pro por tion ate tax through
higher pre mi ums and there fore the
extra tax bur den adds to the cost of
auto insur ance.

Scor ing sys tem

In order to cre ate a com bined score
within each of the four indi ces (ie.,
Cost and Pric ing Fair ness, Insur -
ance Choice, Busi ness Cli mate, and
Reg u la tory Sever ity), a stan dard ized 
score was cal cu lated on a scale of 0

to 10 for each juris dic tion for each
of the vari ables. Stan dard ized scores 
make com par i sons of per for mance
across dis sim i lar vari ables com pa ra -
ble by pro por tion ally con vert ing the 
val ues to the same scale of mea -
surement. An aver age of the stan -
dard ized scores was cal cu lated to pro -
duce an over all score in each index.
Depend ing on whether higher raw
val ues are indic a tive of better or
worse per for mance, alter na tive for -
mu las are used to cal cu late a stan -
dard ized score on a 0 to 10 scale.

When higher raw val ues are indic a -
tive of better per for mance, the for -
mula is:
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Table 2: Assignment of Auto Insurance Rate Filing Regulation Severity Values

Types of Rate
Fil ing
Reg u la tions

Descrip tion Assigned 
Reg u la tory

Sever ity 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, 2008.



10 [ ( Vi – Vmin ) / ( Vmax – Vmin ) ] 
            (For mula A)

When higher val ues denote worse
per for mance, the for mula is:

10 [ ( Vmax – Vi ) / ( Vmax – Vmin ) ]
             (For mula B)

where Vi is the juris dic tion’s raw
value for the indi ca tor; Vmax is the
max i mum value among all of the
juris dic tions; and Vmin is the min i -
mum value among all juris dic tions.8

For mula B was used to con vert the
raw val ues to stan dard ized scores
for all vari ables in this study. This
means that for the vari ables used to
cre ate the indi ces, higher raw val ues 
denote worse mar ket qual ity, so
For mula B con verts these high raw
val ues to low stan dard ized scores.
Thus, higher scores denote better
mar ket qual ity out comes. For the
final stan dard ized scores used in
this study, 0 equals “worst” and 10
equals “best.

Study design

Indi ces

This paper assesses the per for mance 
of auto mo bile insur ance mar kets in
10 Cana dian prov inces and 50
Amer i can states for 2003, 2004, and
2005—the most recent year for
which com plete data were avail able. 
Data were col lected on 13 vari ables
describ ing the reg u la tory pol icy
envi ron ments and out comes in each 
juris dic tion using com pa ra ble units
of mea sure. From these 13 vari ables, 
five indi ces were con structed that
com par a tively mea sure mar ket
qual ity and reg u la tory sever ity
across inter na tional juris dic tions.

Two indi ces mea sure mar ket qual ity 
in terms of cost and choice, crit i cal
fac tors from a con sumer’s per spec -
tive; one index gauges the busi ness
cli mate for auto insur ance, of key
impor tance to insur ers; a fourth
index mea sures the reg u la tory
sever ity of auto insur ance pol icy in
each mar ket; and the fifth com bines 
the scores for each juris dic tion
across all 13 vari ables to mea sure
over all mar ket qual ity (see tables 3
to 7). Some of the 13 vari ables
appear in more than one index
because it is con cep tu ally impos si -
ble to assign some of them exclu -
sively to one index. For exam ple,
vari ables mea sur ing the pres ence of
reg u la tory pro hi bi tions on com pe ti -
tion are simul ta neously mea sures of 
both choice and reg u la tory sever ity.
Sim i larly, the prod uct reg u la tion
vari ables used in this study serve
equally well as mea sures of con -
sumer choice over the scope and
type of insur ance cov er age. There -
fore, in gen er at ing the Over all Mar -
ket Qual ity Index (MQI) (table 7),
the scores are not com bined across
each of the sub-indi ces (tables 3
through 6) because this would
count some vari ables mul ti ple times 

and thus skew the results. Instead,
the MQI is con structed sim ply as a
com bined score of the 13 vari able
mea sures.

Find ings

This sec tion first describes and
explains the rank ings within each of 
the four sub-indi ces intro duced in
this study. The com bined juris dic -
tional scores across all vari ables and 
the rank ings within the Over all
Mar ket Qual ity Index (MQI) follow.

Cost and Pric ing Fair ness
Index (CPFI)

The Cost and Pric ing Fair ness
Index (CPFI) is made up of five
vari ables. The first mea sures the
com par a tive costs of auto insur ance 
pre mi ums across juris dic tions con -
trol ling for vari a tion in incomes
and prices. The sec ond mea sures
the affordability of auto insur ance
pre mi ums for con sum ers, fur ther
con trol ling for dif fer ences in dis -
pos able income. The third vari able
mea sures the sustainability of pre -
mium prices in order to give
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Table 3: Auto Insurance Cost and Pricing Fairness Index
(CPFI) Variables

Vari able
Labels

Unit of Mea sure

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 Legal Rights to Assign Fault in
    a Motor Vehicle Collision

Extra Tax Burden 5. Special Taxes Applied to Premiums



Auto Insur ance Mar ket Qual ity Index, 2010 7
www.fraserinstitute.org

Table 4: Auto Insurance Choice Index (CI) Variables

Vari able Labels Unit of Mea sure

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

Vari able Labels Unit of Mea sure

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. Rate Filing Restrictions

Table 6: Regulatory Severity Index (RSI) Variables

Vari able Labels Unit of Mea sure

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

Pricing Regulation 2. Rate Filing Restrictions

Coverage Mandates 3. Compulsory Liability Insurance Laws

4. Compulsory Accident Benefits Laws

5. Compulsory Uninsured Motorist Coverage Laws

Product Regulation 6. Minimum Property Damage Liability Coverage Regulations

7. Minimum Bodily Injury Liability Coverage Regulations

8. Minimum Accident Benefits Coverage Regulations

Legal Restrictions 9. Regulatory Restrictions on Legal Rights to Assign Fault in a Motor Vehicle Collision



con sum ers an idea of future prices.
The fourth vari able mea sures the
degree of fair ness in the pric ing of
auto insur ance pre mi ums. It is cal -
cu lated by mea sur ing restric tions
on the legal rights of driv ers to
assign fault in an acci dent. When
driv ers are not allowed to legally
assign fault in an acci dent, they end
up pay ing higher pre mi ums to
cover the risk rep re sented by other
driv ers who might cause an acci -
dent with them. The final vari able
mea sures the level of pre mium tax
that is applied to auto insur ance as
these taxes con trib ute to the cost of
auto insur ance.

Fig ures 1 through 3 dis play the rel a -
tive ranks of each of the 60 juris dic -
tions stud ied (by year) on the Cost
and Pric ing Fair ness Index.

The top 10 best per form ing juris -
dic tions in the Cost and Pric ing

Fair ness Indi ces in 2003, 2004, and
2005 are all Amer i can states. The
poor per for mance of the Cana dian
prov inces as a group in all three
years is strik ing (fig ures 1 through
3). Five out of the 10 prov inces rank 
amongst the 10 worst per form ing
juris dic tions in the cost and pric ing
fair ness of their auto insur ance pre -
mi ums in 2003, 2004, and 2005. In
fact, the three worst ranks in all
three years in the Cost and Pric ing
Fair ness indi ces are occu pied by
Sas katch e wan, Brit ish Colum bia,
and Man i toba—three of the only
four juris dic tions among the 60
stud ied that have pub lic auto insur -
ance monop o lies. This result con -
trasts starkly with the claims of
pub lic auto insur ers in these prov -
inces which reg u larly pub lish anec -
dotal cases or hypo thet i cal exam ples 
as evi dence that pub lic auto insur -
ance premiums are less expensive
than in other jurisdictions.

Choice Index 

The Choice Index (CI) is com posed
of three vari ables: Choice to Pur -
chase, Choice of Cov er age, and
Choice of Insurer. The Choice to
Pur chase vari able is made up of
three sub-vari ables mea sur ing the
pres ence or absence of legal man -
dates to pur chase lia bil ity insur ance, 
acci dent ben e fits, and cov er age for
col li sions with unin sured or
underinsured motor ists. The
Choice of Cov er age vari able is also
made up of three sub-vari ables
mea sur ing, in mon e tary terms, reg -
u la tory require ments gov ern ing the
min i mum scope or extent of cov er -
age for prop erty dam age and lia bil -
ity, the min i mum scope of cov er age
for bodily injury lia bil ity, as well as
the min i mum cov er age require -
ments for acci dent ben e fits. The
Choice of Insurer vari able mea sures 
the per cent age of the mar ket sub ject 
to reg u la tory pro hi bi tions on com -
pe ti tion or, in other words, monop -
oly auto insur ance.

Fig ures 4 through 6 dis play the rel a -
tive ranks of each of the 60 juris dic -
tions stud ied (by year) on the
Choice Index.

The top 10 best mar kets for pro vid -
ing con sumer choice in auto insur -
ance prod ucts, cov er age, and
pro vider in all three years are all
Amer i can states. In con trast, in
2003, 2004, and 2005, nine Cana -
dian prov inces were among the 10
worst pro vid ers of con sumer choice 
in auto insur ance prod ucts, cov er -
age, and pro vider.

Sim i lar to the Cost and Pric ing Fair -
ness indi ces, in all three years (fig -
ures 4 through 6) Sas katch e wan,
Brit ish Colum bia, and Man i toba

Auto Insur ance Mar ket Qual ity Index, 2010 8
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Table 7: Overall Market Quality Index (MQI) Variables

Sub-Vari ables

1. Regulatory Prohibitions or Restrictions on Competition between Insurers

2. Rate Filing Restrictions

3. Compulsory Liability Insurance Laws

4. Compulsory Accident Benefits Laws

5. Compulsory Uninsured Motorist Coverage Laws

6. Minimum Property Damage Liability Coverage Regulations

7. Minimum Bodily Injury Liability Coverage Regulations

8. Minimum Accident Benefits Coverage Regulations

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

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

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

12. Claims as a Percentage of Premiums

13. Special Taxes Applied to Premiums
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held the three worst ranks in the
Choice indices.

Busi ness Cli mate Index

The Busi ness Cli mate Index (BCI)
is made up of four vari ables: Prof it -
abil ity, Com pe ti tion Bar ri ers, Prod -
uct Reg u la tion, and Pric ing
Restric tions. As men tioned ear lier,
the Prof it abil ity vari able is empir i -
cally the same as the Pric ing
Sustainability vari able used in the
Cost and Pric ing Fair ness Index,
but it is con cep tu al ized dif fer ently
for use in this index. Here the sta tis -
tic is nor mally called a “loss ratio.”
The vari able mea sur ing Com pe ti -
tion Bar ri ers is the same as that
used in the Choice Index to mea -
sure the degree to which con sum ers 
can choose their insur ers and
describes the per cent age of the mar -
ket affected by the legal impo si tion
of rules pro hib it ing or lim it ing
com pe ti tion. The Prod uct Reg u la tion
vari able is the same as the Choice of 
Cov er age vari able and con sists of
three sub-vari ables. The fourth vari -
able mea sures dif fer ences in Pric ing 
Restric tions and mea sures the
sever ity of rate fil ing restric tions in
each juris dic tion.

Fig ures 7 through 9 dis play the rel a -
tive ranks of each of the 60 juris dic -
tions stud ied (by year) on the
Busi ness Cli mate Index. 

On the Busi ness Cli mate Index, the
top 10 best mar kets in all three
years (fig ures 7 through 9) are all
Amer i can states. Again, the most
obvi ous find ing from this index is
that the prov inces pub lic auto
insur ance schemes—Sas katch e wan,
Man i toba, and Brit ish Colum bia—
are the worst ranked juris dic tions in 
all three years.

Reg u la tory Sever ity Index

The Reg u la tory Sever ity Index (RSI) 
con tains 9 vari ables in total. Five of
the six vari ables that com prise the
Busi ness Cli mate Index are also part 
of the Reg u la tory Sever ity Index.
Addi tional vari ables include three
mea sures of the pres ence or absence 
of cov er age man dates and one mea -
sure of restric tions on legal rights to 
assign fault in an auto acci dent.
Juris dic tional per for mance on the RSI 
should closely match per for mance
on the BCI. How ever, the four extra 
vari ables included in the RSI cre ate
a con cep tu ally dis tinct mea sure of
auto insur ance mar ket qual ity.

Fig ures 10 through 12 dis play the
rel a tive ranks of each of the 60 juris -
dic tions stud ied (by year) on the
Reg u la tory Sever ity Index. 

In all three years, the top 10 mar kets 
that have the least severe auto insur -
ance reg u la tions are all US states.
Once again, the Cana dian prov inces 
per form poorly as a group. 

As fig ure 10 shows, the Cana dian
prov inces are 10 of the 13 most
severely reg u lated juris dic tions in
the 2003 reg u la tory sever ity index.
Sim i larly, in both the 2004 and 2005 
reg u la tory sever ity indi ces (fig ures
11 and 12), the Cana dian prov inces
make up 10 of the 15 most severely
reg u lated juris dic tions.

The juris dic tions with the three
worst scores in all three years were
again those with pub lic auto insur -
ance regimes: Man i toba, Sas katch e -
wan, and Brit ish Colum bia. 

Over all Mar ket Qual ity
Index 

The Over all Mar ket Qual ity Index
(MQI) is made up of the 13 vari able 
and sub-vari able mea sures
described through out this paper.
Com bin ing the stan dard ized juris -
dic tional scores across all 13 of the
vari able mea sures gives an over all
rank ing of mar ket qual ity among
the 60 juris dic tions exam ined in
2003, 2004, and 2005. 

The top ten best auto insur ance
mar kets in 2003, 2004, and 2005
were all US states (fig ures 13
through 15). Sim i lar to the other
indi ces in this study, the Cana dian
prov inces were among the worst
ranked juris dic tions in all three years. 

Yet again, the prov inces with pub lic 
auto insur ance schemes—Brit ish
Colum bia, Sas katch e wan, and Man -
i toba—were among the worst per -
form ers in the over all mar ket
qual ity index in 2003, 2004, and
2005 among the 60 juris dic tions.

Con clu sions
Based on the data avail able to this
study cov er ing 60 mar kets in Can -
ada and the United States for the
years 2003, 2004, and 2005, our
main find ings are:

1.  Cana dian prov inces as a group
tend to be among the most
highly reg u lated mar kets for
auto insur ance.

2.  Cana dian prov inces also tend to
rank very poorly on mea sures of
over all mar ket qual ity.

3.   The prov inces with pub lic auto
insur ance regimes—Brit ish
Colum bia, Sas katch e wan, and

Auto Insur ance Mar ket Qual ity Index, 2010 12
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Fig ure 6: Choice Index, 2005
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Fig ure 7: Busi ness Cli mate Index, 2003
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Fig ure 9: Busi ness Cli mate Index, 2005
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Fig ure 10: Regulatory Severity Index, 2003
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Fig ure 11: Regulatory Severity Index, 2004
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Fig ure 13: Overall Market Quality Index, 2003
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Fig ure 14: Overall Market Quality Index, 2004
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Fig ure 15: Overall Market Quality Index, 2005



Man i toba—were consistently
among the worst per form ers over all.

Finally, in the pro cess of col lect ing
data for this study, it became clear
that there is a need for stan dard iza -
tion in the data col lected and
reported by pub lic sec tor insur ers
and reg u la tors. This study rec om -
mends the US NAIC Auto Insur -
ance Data base Report as an
appro pri ate model for struc tur ing a
use ful, pub licly acces si ble data base
for com par a tive research between
inter na tional auto insur ance mar -
kets and sug gests that both pub lic
and pri vate sec tor insur ers work to
adopt it as a national stan dard in
their respec tive juris dic tions.

Notes
1 The 2006 edi tion of this study used 15 

sub-vari ables to cre ate the indi ces
(Skin ner, 2006). How ever, the
sub-vari ables i) Sol vency Reg u la tions, 
and ii) Restricted Pric ing Cat e go ries
(a sub-vari able of the “Pric ing Reg u -
la tion” vari able) were excluded in
this edi tion because the data were not 
avail able.

2  A resid ual mar ket exists when insur -
ance com pa nies in the com pet i tive
mar ket insure cer tain high risk indi -
vid u als. Insur ers push these indi vid u -
als into a sep a rate “resid ual mar ket”
where the insur ance cov er age is
pooled and the risk is shared across
all insur ers. 

3  Vari ables are assigned a numeric
score where the inter vals between
scores, in addi tion to the order of
scores, has a mean ing for the attrib -
ute being mea sured. 

4  Com pe ti tion in a mar ket is some -
times mea sured using con cen tra tion
ratios (CR). Con cen tra tion ratios
mea sure the per cent age of the auto
insur ance indus try’s busi ness held by
its larg est insur ers. The max i mum
value for CR is 100 per cent; the min i -
mum is close to zero.

Another method used to mea sure
com pe ti tion is the Herfindahl-
Hirschman Index (HHI). HHI is cal -
cu lated by squar ing the val ues of
mar ket share for each com pany in an
indus try—then sum ming the result -
ing num bers. The max i mum value of
the index is 10,000 when one com -
pany con trols 100 per cent of the
mar ket (HHI = 1002). Under the
Hor i zon tal Merger Guide lines, the
US Depart ment of Jus tice and the
Fed eral Trade Com mis sion have used 
the HHI as a basis of assess ing con -
cen tra tion of national indus tries
when con sid er ing the anti-trust
impli ca tions of merger appli ca tions
(US Depart ment of Jus tice, 1992).
Under the guide lines, mar kets in
which the HHI is in excess of 1,800
are con sid ered to be “high con cen tra -
tion”; HHI in the range of 1,000-
1,800 is char ac ter ized as “mod er ate
con cen tra tion,” and HHI under 1,000 
means “low con cen tra tion.” There
are seri ous crit i cisms in the eco nom -
ics lit er a ture that the use of CR and
HHI mea sures does not truly mea -
sure com pe ti tion. The o ret i cally, even 
a monop oly may behave com pet i -
tively if threat ened by poten tial new
entrants. As Baumol (1983) sug gests,
such monop o lies would give less
cause for gov ern ment inter ven tion
than those in less con test able mar -
kets. Ide ally, there fore, a mea sure -
ment of contestability in each mar ket 
is the best way to accu rately gauge
the actual level of com pe ti tion.

5  A vari able that is a assigned a
numeric score where the “order” of
the score has a mean ing for the
attrib ute being mea sured.

6  Unin sured/underinsured motor ist
cov er age is included but rep re sents a
small pro por tion of the total cost of
this cov er age.

7  For a review of the impact of rate
reg u la tion on auto insur ance mar -
kets, see Bouzouita, 1997, and Har -
ring ton, 2002.

8  This method is used by both the
World Bank, in World Devel op ment
Indi ca tors and by the Inter na tional
Mon e tary Fund, in Inter na tional
Finan cial Sta tis tics.
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