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How The Mighty Have Fallen:
Travelers BrieRy Worth More
Thank One-Time Parent Citi

Back in the day, when
Citigroup unloaded Travelers
Insurance in an IPO, the nation’s
biggest bank had a market capi-
talization north of $250 billion. in
2002 Travelers was worth about
4% of that, or approximately $9.6
billion, according to Dowling and
Partners Securities. At the time,
the big bankers sniffed that the
insurer’s growth prospects were
thin, and the need to keep all that
underutilized capital laying around
was bad for the stock price.

Then, at the end of Novem-
ber as Citigroup teetered on the
brink of collapse, and just before
the federal government came to

the rescue, Citigroup’s market
Please see GRAPEVINE on Page 8

New Hampshire Insurers Are Free
To Compete, But Threats Die Hard

Blue lightning struck for a second time in New
Hampshire in the latest election as Democrats held on to
control of both chambers of the state legislature that they
captured two years ago — something that hadn’t happen
since Ulysses S. Grant was
president. On top of that, the
highly popular Democratic Gov.
John Lynch rolled to a real
landslide reelection victory, out-
polling his opponent 74-26.

While that kind of victory might be cause for con-
cern for auto insurers in some states, in New Hampshire it
isn’t. For one thing, Lynch tends to the fiscally conservative
in this thrifty Yankee state. New Hampshire has neither a
sales tax nor a state income tax, and Lynch has pledged to
keep it that way. For another thing, Lynch has already re-

Please see NEW HAMPSHIRE on Page 4

Economic Hard Times Will Hit
Auto Insurers, But No One Can
Say Just How Much It Will Hurt

There was an odd moment back in September when
AIG first collapsed into the arms of the federal government.
At the ChoicePoint Customer Advisory Meeting outside of
Atlanta, the AIG representatives hustled out of the room to
head back to the office. Everyone left behind quickly called
home to see if they were still employed. By the next day,
the dust had settled. But we watched over and over as peo-
ple literally reached out and touched the person they were
talking to. Just put their hand on their shoulder, or held a
handshake for just a moment longer than usual. The ques-
tion would come, as if from an old friend, “Are you O.K.?”
The answer usually came with a relieved, but not totally
confident smile. “Yeah, it looks like we’re O.K.” No one
seemed to add the qualifier, “for now,” but the concept was

Please see HARD TIMES on Page 2
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understood. With the economic downturn now in
in full flower (or at least, we hope so), the chal-
lenge for auto insurers is becoming much more
clear. And to honest, things don’t look too bad.
There is bad news, to be sure. First and
foremost, people are not going to own as many
cars as before. A household
of five may have had five
cars in the past, at least
four. Now they’ll have
* three. That is a double
whammy, with fewer cars
covered, and fewer cars sitting idle in driveways.
More miles will be driven per car, which means,

Will lower gas prices mean
more driving? Almost certainly,
even with the economic down-
turn. But the vehicle size will
probably shrink.

all other things being equal, an increase in ac-
cident frequency per vehicle, even if total miles
driven does not fall.

As with all things auto insurance, how-
ever, all things will not be equal. So, competition
among those drivers in the household for the
available vehicles will mean some trip won’t get
made, or travel will be consolidated. (I’ll drop
you off at school on my way to work.”)

Additionally, one has to assume that the
drivers who will see their access to vehicles re-
stricted somewhat will often be teenagers. Even
with a markedly improved safety record from
years past, today’s teens are still the highest risk
drivers on the road. Curtailing their driving can
only be helpful to auto insurance claims.

The economic downturn also brings with
it a reduction in miles driven. People who are
out of work — and a /ot of people are out of work
with more hitting the bricks every day — don’t
drive as much as people who have a job. They
don’t have as many places to go, and they don’t

have money to make discretionary trips. That is a
good trend if you want claims costs to go down.
That is a bad trend if you worry that an absence
of auto insurance risk (that is, claims) means a
long term reduction in insurance needs, and thus
premiums. A world with no accidents is a world
without much need for auto insurance.

Another result of more unemployed and
underemployed people: If people wait longer be-
fore buying a new car, or replace their car with a
used car, the value of their insured vehicle is fall-
ing every day. That means premiums will drift
downward with the car value. In some cases,
people will drop their comprehensive and colli-
sion coverage as either too expensive, or unnec-
essary for their beat-up car, or both.

Additionally, people who have had their
assets slashed in the stock and real estate mar-
kets, and are draining their savings in order to
buy food, have less need for high liability limits.
Over time, this will reduce the amount of liabili-
ty coverage people will buy. Optional coverages,
such as uninsured motorist coverage, could also
be tossed overboard.

The final step, of course, is to allow auto
insurance to lapse altogether, which is sure to
happen though that won’t impact the preferred
writers as much as the nonstandard insurers.

Then, of course, there are gas prices,
which just a few months ago punched past $4 a
gallon, and just a few weeks ago collapsed back
below $2 a gallon. The high gas prices were
clearly the reason why miles driven fell sharply
over the summer, and took auto insurance claims
with them.

Will the lower gas prices
bring back driving? The con-

° census among the experts and
wizards with which we have
consulted is that lower gas
prices will certainly end the
reduction in miles driven, and
all other things being equal it

Please see HARD TIMES on Page 3
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would have been a safe bet
that driving would have
returned to its former level
pretty quickly.

There is a school of
thought which holds that the
summer 2008 oil shock had
an impact on the public so
deep that there is no going back to the days of
driving Hummers around for fun at 10 mpg.

This is probably true. While we think
the public has a very short memory and would
quickly go back to driving trucks, at this writ-
ing the bailout of the Detroit auto manufacturers
seems tied to government oversight which will
dictate that smaller cars become a focus. It seems
a good bet that the fleet of cars on American
roads will become smaller and more fuel effi-
cient in the next two years or so.

But the change in the size of cars does
not mean cars won’t be on the road, where they
can crash. While it would have seemed folly to
predict lower gas prices a few months ago (and
we were not prescient enough to do so), the cur-
rent situation suggests that this is a more fluid
market (sorry for the pun) than a straight line
market that can only go up.

It is important not to discount the ability
of the House of Saud to manipulate the price
of oil in order to maintain Americas’s addiction
to their drug. During Jimmy Carter’s oil crisis
back in the 1970s, the wise oil minister of Saudi
Arabia tossed cold water on the rejoicing of his
OPEC colleagues. They were giddy at how they
had a stranglehold on the American economy,
and thought they could make the Americans
dance to a Middle Eastern tune.

The Saudi’s saw the same facts, but
reached a different conclusion. It was not wise,
they concluded, to taunt the country that de-
veloped the atomic bomb, rebuilt Europe and
Japan after WWII, put a man on the moon, and
managed to actually strengthen its democracy

after a divisive Vietnam War. Instead, the Saudis
kept gas prices at a level that sucked the maxi-
mum amount of money out of the United States
economy without reviving interest in alternatives
to oil. So convinced were they of this imperative,
that if necessary, the Saudis acted alone, raising
the ire of its OPEC brethren. It is a delicate bal-
ancing act, and has worked for decades.

Predicting oil prices has been tricky over
the years. In 2004 virtually everyone agreed with
National Geographic that cheap oil had come to
an end. No one would have believed that once
gasoline reached $4 a gallon, that it would ever
again fall to $2. And

no one would have erpe—
predicted the price fall NAT ﬁtﬁd
would happen virtually GEOGRAPH IC
overnight. /" THE END OF

But fall it has, CHEAP
and given the depth of

the global economic
problems, it is just as
likely that gasoline will
be $2 a gallon two years
from now as $4 a gal-
lon.

Gy
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A final note: At $2 a gallon, gas prices —
on an inf3ation adjusted basisre essentially
unchanged from the early 1970s, when the nomi-
nal price of gas was about 40¢. In 1981 the aver-
age annual gas price was about $1.40, which is
an inflation adjusted $3.17.

Bottom line: gas prices matter to auto
insurers because they have short-term impacts
on driving and frequency, but they don’t go in
a straight line and, contrary to popular opinion,
over time they have not been rising.

What of the change in vehicle size? This
is also a mixed bag. A decade ago a debate raged
over the impact of more SUV's on the road. The
assumption was that as SUVs proliferated, there
would be more “mismatch” accidents, where a
Ford Excursion would crush as Honda Civic,

Please see HARD TIMES on Page 8
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Continued From Page 1 Craig Benson in 2003 and reappointed by his

appointed state insurance commissioner Roger  Democratic successor Lynch in 2008. During his

Sevigny to a second term. tenure, Sevigny has managed to keep the state’s
Sevigny, who is also the new president once-dysfunctional market running smoothly to

of the National Association of Insurance Com-  the benefit of both consumers and insurers. That
missioners, was first appointed New Hampshire  doesn’t mean there aren’t some rumblings from
insurance commissioner by Republican Gov. Please see NEW HAMPSHIRE on Page 5

New Hampshire

Personal Auto Insurers
Groups Ranked by Total 2006 Direct Premiums Written ($000)

Mkt Loss Mkt Loss Mkt Loss

2007 share Ratio* 2006 share Ratio* 2005 share Ratio*

Group Name Premiums 2007 2007 pPremiums 2006 2006 premjums 2005 2005
STATE FARM GRP $94,627 13.6% 65.6% $101,142 14.0% 55.1% $102,037 14.2% 54.2%
LIBERTY MUT GRP $81,544 11.7% 53.1% $84,937 11.8% 47.8% $86,490 12.1% 51.9%
PROGRESSIVE GRP $72,207 10.4% 58.3% $78,743 10.9% 52.3% $73,755 10.3% 42.5%
ALLSTATE INS GRP $69,038 9.9% 50.3% $71,685 9.9% 45.8% $71,111 9.9% 46.7%
BERKSHIRE HATH/GEICO $65,450 9.4% 55.0% $65,602 9.1% 57.9% $62,254 8.7% 58.1%
CONCORD GRP $35,071 5.0% 61.5% $39,432 5.5% 58.1% $43,870 6.1% 61.2%
METROPOLITAN GRP $31,301 4.5% 53.1% $31,717  4.4% 59.6% $32,485 4.5% 57.2%
AMICA MUT GRP $26,701 3.8% 44.8% $28,746 4.0% 47.2% $28,656 4.0% 51.5%
HARTFORD FIRE & CAS GRP $26,593 3.8% 72.6% $23,583 3.3% 63.5% $17,690 2.5% 64.2%
USAA GRP $26,178 3.8% 75.8% $26,441 3.7% 61.8% $25,857 3.6% 69.0%
NATIONWIDE CORP GRP $17,043 2.4% 53.1% $17,639 2.4% 51.9% $16,769 2.3% 47.2%
MMG INSURANCE COMPANY $14,334 2.1% 59.8% $15,652 2.2% 56.1% $16,407 2.3% 66.0%
ZURICH/FARMERS INS GRP $14,040 2.0% 57.2% $17,618 2.4% 53.0% $19,802 2.8% 60.8%
TRAVELERS GRP $13,721 2.0% 51.6% $13,370 1.9% 50.8% $14,626 2.0% 47.3%
MAIN STREET AMER GRP $12,368 1.8% 56.1% $14,849 2.1% 55.0% $17,267 2.4% 57.0%
THE HANOVER INS GRP $9,774 1.4% 46.7% $6,660 0.9% 39.3% $6,192 0.9% 47.9%
AUTO CLUB ENTERPRISES INS $8,421 1.2% 80.1% $5,505 0.8% 89.5% $1,751 0.2% 77.6%
PLYMOUTH ROCK INS GRP $8,075 1.2% 63.2% $9,327 1.3% 33.7% $11,358 1.6% 62.1%
WHITE MOUNTAINS GRP $6,287 0.9% 44.1% $5,283 0.7% 79.3% $6,362 0.9% 75.6%
VERMONT MUT GRP $6,166 0.9% 49.2% $6,336 0.9% 44.9% $7,364 1.0% 45.6%
COMMERCE INC GRP $6,040 0.9% 69.8% $5,688 0.8% 57.6% $5,159 0.7% 56.8%
HORACE MANN GRP $5,850 0.8% 50.5% $6,326 0.9% 54.4% $6,547 0.9% 55.3%
AMERICAN INTL GRP $4,930 0.7% 61.5% $1,645 0.2% 51.6% $1,214 0.2% 11.5%
SAFECO INS GRP $4,677 0.7% 81.2% $4,894 0.7% 68.7% $3,502 0.5% 87.1%
UNION MUTUAL FIRE INS GRP $4,076  0.6% 59.0% $3,877 0.5% 51.4% $4,026 0.6% 50.7%
AMERICAN NATL FIN GRP $4,056 0.6% 34.4% $4,535 0.6% 41.3% $4,793 0.7% 74.7%
Statewide Totals $697,388 57.5% $720,683 53.0% $717,712 53.4%

Data Source: National Association of Insurance Commissioners, by permission, and the Auto Insurance Report Database.
The NAIC does not endorse any analysis or calculation based upon the use of its data.

*Loss Ratio is incurred losses as a percentage of direct premium earned. The ratio does not include dividends or loss
adjustment expense. Single year data can be skewed by reserve adjustments.
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Continued From Page 4 filings with the New i
the legislative branch. There are. Credit scoring, = Hampshire Insurance -':‘ﬁi“
for instance, is a perpetual issue among lawmak-  Department this year, [\ -

ers and one which the state insurance department
is trying to address.

Those issues aside, the New Hampshire
market has been good to drivers and good to
insurers in recent years. Consumers have been
winning because the healthy market is attractive
to insurers who have been competing actively for
customers on both rates and products. In return,
insurers have enjoyed one of the most profitable
markets in the country over the last decade.

While drivers and insurers have been en-
joying a smooth ride, there may be some bumpy
patches up ahead.

After getting used
to competition driving
down rates, drivers are
likely to face some rate
increases, although on
the modest side.

Of the 39 rate

28, or 72%, were for in-
creases. That’s a change
from the three prior
years which all saw a
predominance of rate
declines. Of the auto rate
changes filed with the
state in 2007, 70% were
decreases, as were 63% of the rate changes in
2006 and 55% in 2005, according to the insur-
ance department.

Most of the rate increases in 2008 have
been in the 4% to 5% range, the department said,
with the smallest around 0.5% and the largest
increase an outlier at 25%. The rate increases
are coming as profit margins get squeezed by
smaller investment returns due to the economic
downturn and as companies experience some in-
creases in loss costs.

Please see NEW HAMPSHIRE on Page 6

New Hampshire
Auto Insurance Profit Margins

Ten Year Summary, Percent of Direct Premiums Earned

2006 2005 2004 2003 2002 2001 2000 1999 1998 1997 Avg

Total ~Total Total Total Total Total Total Total Total Total Total
Line of Business Pt Propt Probpt Probt Probt Probt Probt Probt Probt ProbtProbt
Personal Auto Liab 16.2 14.3 5.5 7.0 2.1 8.2 8.4 142 204 15.0 11.1
Personal Auto Phys 11.3 13.5 1741 11.1 9.0 7.8 5.9 9.8 10.8 79 104
Personal Auto Total 14.0 14.0 10.9 8.9 5.3 8.0 7.3 12.4 16.4 12.0 10.9
Comm. Auto Liab 23.6 27.3 141 126 117 13.1 131 19.4 17.2 23.6 17.6
Comm. Auto Phys 2.0 16.6 20.5 16.5 8.8 4.7 4.3 -4.0 4.9 28 7.7
Comm. Auto Total 17.7 24.2 16.0 138.7 10.8 10.8 10.8 13.3 141 18.6 15.0
Total All Lines* 16.0 19.2 15.0 7.7 6.2 7.6 120.1 16.6 15.2 19.8 121

*Auto; Home, Farm & Commercial Multiperil; Fire; Allied; Inland Marine; Med Malpractice; Other Liability; Workers Comp; All Other

Sources: National Association of Insurance Commissioners; Auto Insurance Report. Note: Calculations by
Auto Insurance Report using NAIC data. Calculations are estimates, some based on national averages.
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While no one wants to pay higher pre-
miums, New Hampshire motorists do spend a
smaller portion of their income on auto insur-
ance than drivers in all but eight other states.
Although New Hampshire crept up a notch on
our PAIN Index (“Personal Auto Insurance Nas-
tiness” ratio of average auto expenditures and
income) the state still does very well, coming in
43rd in 2006 — the latest data available — among
the 50 states and Wash-
ington D.C. essentially
unchanged from 2005.
New Hampshire’s very
affordable rating is due
mostly to the fact that
Granite State residents on
average earn more money

than residents of all but
s “'"_:'m“"“f' four other states. With a
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median family income of $87,396, New Hamp-
shire ranks fifth among the states. Only families
in New Jersey, Maryland, Massachusetts and
Connecticut pull in more money on average, but
drivers in those states all pay out a greater share
of their income in auto premiums.

When it comes to premiums, New Hamp-
shire is in the middle of the pack. The state’s av-
erage auto premiums ranked 2 1st in the nation in
2006 at $793, just under the nationwide average
of $817. Those premiums were up just one dollar
from 2005’s $792, when the state ranked 22nd
on premiums, and down $6 from $798 in 2004,
when it ranked 23rd.

For insurers, although New Hampshire is
a small state in terms of geography, population
and raw profits, it still ranks as one of the most
profitable in the nation in percentage terms over
the last 10 years.

Please see NEW HAMPSHIRE on Page 7

New Hampshire Commercial Auto Insurers
Groups Ranked by Total 2007 Direct Premiums Written ($000)

Mkt Loss Mkt Loss Mkt Loss

Group Name
LIBERTY MUT GRP $17,100 13.1% 74.7% $19,639 13.8% 39.2% $20,304 14.2% 52.2%
WR BERKLEY CORP GRP $16,858 12.9% 38.4% $19,356 13.6% 66.2% $18,710 13.0% 49.2%
TRAVELERS GRP $8,728 6.7% 70.6% $7,646 5.4% 40.3% $8,149 5.7% 36.8%
ZURICH/FARMERS INS GRP $8,649 6.6% 69.2% $10,615 7.5% 116.5% $10,896 7.6% 33.1%
AMERICAN INTL GRP $6,609 5.1% 43.0% $7,624 5.4% 29.5% $6,790 4.7% 87.6%
THE HANOVER INS GRP $5,987 4.6% 80.0% $5,575 3.9% 43.5% $5,289 3.7% 14.2%
WHITE MOUNTAINS GRP $5,197 4.0% 70.8% $5,464 3.8% 31.5% $6,336 4.4% 45.3%
PROGRESSIVE GRP $4,997 3.8% 57.9% $4,317 3.0% 62.0% $2,909 2.0% 80.5%
NATIONWIDE CORP GRP $4,086 3.1% 66.0% $3,639 2.6% 46.4% $2,834 2.0% 36.0%
MAIN STREET AMER GRP $3,879 3.0% 49.5% $4,299 3.0% 52.1% $4,244 3.0% 32.3%
HARTFORD FIRE & CAS GRP $3,560 2.7% 9.8% $3,845 2.7% 84.6% $3,796 2.6% 79.4%
MERCHANTS MUT GRP $3,087 2.4% 9.7% $3,348 24% 8.1% $3,777 2.6% 134.4%
CONCORD GRP $2,945 2.3% 27.9% $3,083 2.2% 24.5% $3,032 2.1% 22.9%

Totals $130,725 52.9% $142,019 48.3% $143,393 38.8%

Data Source: National Association of Insurance Commissioners, by permission, and the Auto Insurance Report Database. The NAI@dioese r
any analysis or calculation based upon the use of its*ladss Ratio is incurred losses as a percentage of direct premium earned. The ratio doe
include dividends or loss adjustment expense. Single year data can be skewed by reserve adjustments.
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This stable state ranked as the fifth best
market in the 10 years through 2006, oddly
enough, right above drama queen New Jersey.
New Hampshire’s 10-year average profit margin
was 10.9% through 2006. For 2006, however,
New Hampshire placed 15th on the list with a
14.0% profit margin.

The state also ranked as the fifth best
commercial markets over time with a 10-year
average profit margin of 15.0% through 2006.
Mirroring the personal market, the state’s com-
mercial market ranked 23rd in 2006 with a profit
margin of 17.7%.

While the state ranks high on profit mar-
gins, it comes in much lower in terms of total
premiums and profits. New Hampshire ranked
38th in terms of total profits at $101 million in
2006, and 39th on total premiums of $722.5 mil-
lion.

Insurers do, however, have some con-
cerns about perennial legislative assaults on the
use of credit scoring and other underwriting cri-
teria such as education and occupation. Carriers
also are keeping an eye on draft proposals on the
regulatory front that would impact credit scoring
and advertising. The insurance department says
it is trying to address a major source of consumer
complaints, which is a lack of information for
consumers about the impact of credit scoring on
them personally.

Industry sources said, however, that these
initial proposals might prove too limiting and
costly and that the industry is working with the
department to address those concerns. The draft
credit scoring proposal was expected to be re-
leased for comment in the final weeks of 2008.

Another proposed regulation would
institute greater disclosure requirements on ad-
vertising by insurers that industry sources could
prove unwieldy in practice. The department says
it has received a lot of industry feedback on the

State Market Focus: NEW HAMPSHIRE

proposal and is de-
ciding how to move
forward with it.

While there
are some moder-
ate concerns about
the proposed rule
changes, insurers
do indeed count
their blessings in
New Hampshire.
For one thing, the
state’s court system
remains a positive,
and the state doesn’t have some of the burden-
some tort rules found further south in New Eng-
land. New Hampshire ranked 16th for the fair-
ness of its litigation environment in the Institute
For Legal Reform’s 2008 state-by-state rankings.

New Hampshire does, however, have its
eccentricities. In keeping with the state’s “Live
Free or Die” motto, seat belt use is not manda-
tory nor is auto insurance. Of course, most mo-
torists buy auto insurance anyway. The insurance
department estimates the proportion of uninsured
motorists at 8% to 10% — which is a better rate
than some states that require motorists to buy in-
surance.

While New Hampshire is a take-all-
comers state for auto insurers, the flexibility in
pricing means that very few vehicles end up in
the involuntary market. For those cases, the state
provides a reinsurance facility that allows carri-
ers to lay off unacceptable risks. Still, only about
2,000 to 3,000 vehicles are insured through that
market.

In short, New Hampshire remains a good,
albeit small, market for insurers. That is due to
the fact it is one of the smaller states that have
realized that the best way to keep consumers
happy is to enhance competition by keeping the
market attractive for auto insurers.[AR|

Warning: Auto Insurance Report is a confidential, copyrighted newsletter for subscribers only.
No part of this publication may be reproduced by any form or means, including photocopying or fac-
simile transmission, without prior permission of the Publisher. For information call (949) 443-0330.




Page 8

Auto Insurance Report

December 15, 2008

HARD TIMES Continued from Page 3

creating damage and injuries in a way that two

Civics crashing would not.

R— Although phys-
@ ! ics tells us this is true,

mismatches. We have to
believe it happened, but the data has never been
clear to us.

The same line of thinking would lead
you to believe that if a number of large vehicles
in the national fleet are replaced with smaller
vehicles, then these mismatch accidents will de-
crease, and whatever negative impact they had
on accident severity would also decrease.

There is a political component to these
hard times with which insurers must also con-
tend. In Georgia, Insurance Commissioner John
Oxendine is shouting from the rooftops that
the end of prior approval has resulted in rising
prices, at the very time consumers can handle
it least. In New York, both the governor and
regulators have forced insurers to cut prices or
forgo increases because of the reduction in miles
driven last summer, and the economic downturn
this fall. It is a sure bet that other politicians will
join the parade.

At the end of the ChoicePoint meeting in
September, there was a wary optimism about the
ability of the auto insurance business to weather
the coming storm. To be sure, investment losses
will hurt. There is no doubt that people who
buy fewer cars will hurt unit growth. Customers
without jobs won’t be buying much insurance.
Less driving will improve profits in the short
run, but will short-circuit any hope for premium
growth. All-in-all, these struggles are far better
than those faced by banks (see our note on Cit-
ibank/Travelers in Grapevine), or auto makers,
or advertising-starved newspapers (our journalist
friends are either out of work, or worried they
will be soon). Be grateful for what you have.
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capitalization dipped to $20.5 billion, less than
10% of its value when it gave up on Travelers
in 2002. Travelers’ market capitalization on that
fateful day last month? $22.7 billion, up 136%
from the spinoff. With federal backing, the bank
is once again worth more than Travelers, but
clearly having all that capital “laying around un-
derutilized” proved to be a reasonably good idea.
As our friends at Dowling commented,
“Who would have thought?”
Consumer Price Indices Suggest Auto
Claims Costs Will Fall, Probts Will Rise
Since we’re working with data from
Dowling, we should mention that the invest-
ment banking/research firm is finding the cost of
goods and services that make up auto insurance
claims costs (medical costs, auto repair, etc.)
rising more slowly than the consumer price in-
dex for auto insurance itself. Although Dowling
warns that CPI data does not always correlate
perfectly to real world experience, it points in the
general direction we have predicted.
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