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State Market Focus: CALIFORNIA

California Snapshot
Regulator: Commissioner of Insurance Dave Jones
Rate regulation: prior approval

Size of personal auto market: $18.9 billion (2009 DPW)
Rank: 1st

Average policy expenditure: $776 (2008)
Rank: 20th

Auto Insurance Report PAIN Index rank: 28th (2008)
Property Insurance Report HURT Index rank: 13th (2008)

Auto registrations: 19.76 million (2009)
Truck registrations: 14.08 million (2009, includes 
SUVs, pickups, vans and medium and heavy 
trucks)

Vehicle miles traveled (VMT): 324.49 billion (2009)

Traffic fatalities: 0.95 per 100 million VMT; 
U.S.: 1.14 (2009)

Vehicle thefts: 443.8 per 100,000 residents; 
West: 380 per 100,000 residents (2009)

Liability defense: pure comparative fault

Minimum Insurance Requirements
BI: $15,000/$30,000 • PD: $5,000

Safety Laws
All driver ban on handheld cellphones and texting
Cellphone ban for young drivers
Primary safety belt law
Motorcycle helmets required for all riders

Demographics
Population: 37.25 million (2010)
Change from 2000: +10%, U.S.: +9.7%
Median household income: $58,925;
U.S.: $50,221 (2009)
Population density: 239.1 per square mile; 
U.S.: 87.4 per square mile (2010)

Sources: SNL Securities, NAIC, U.S. Dept. of 
Transportation, U.S. Census Bureau, NAMIC, 
Insurance Information Institute, Insurance Institute for 
Highway Safety, FBI

It simply can’t be true that tighter regulation 
has saved California and less regulation has si-
multaneously saved New Jersey and Massachu-
setts. You can’t have it both ways.

Importantly, rate deregulation was not the 
primary reason prices fell in New Jersey and 
Massachusetts. Rather, both states also embarked 
on major efforts to lower claims costs with medi-
cal fee schedules, etc. Lower claims costs for 
insurers have predictably turned into lower pre-
miums for consumers.

Though we are very certain that rate regula-
tion does not change prices in the long run, there 
is no doubt that regulation can change pricing 
in the short term. Most predictably, rates can be 
suppressed below a level that would normally 
flow from claims costs. In the aftermath of Prop. 
103, the demand for rebates resulted in money 
being sent to California consumers who would 
never have seen it otherwise. Both New Jersey 
and Massachusetts went through stretches where 
regulators were able to prevent insurers from 
taking rate increases even though claims costs 
were on the rise. Eventually, however, this rate 
suppression took its toll in both states as insur-
ers withdrew capital, requiring reforms to bring 
back competitors and give consumers choice. In 
both Massachusetts and New Jersey, the reforms 
attracting insurers back into the market had as 
much to do with the way claims were managed 
as the way prices were set.

Though insurers are fond of crying about 
regulatory abuse in California, rate suppression 
has not been a significant problem thanks to the 
falling claims costs in the early years after Prop. 
103 followed by the generally stable claims envi-
ronment.

In fact, in California the tight rate regulation 
has more often resulted in higher than necessary 
rates. If we accept the national average as a rea-
sonable standard for how insurers compete when 



Auto Insurance ReportPage 8 November 7, 2011

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, scanning or 
facsimile transmission, without prior permission of the Publisher. For information call (949) 443-0330.

Auto Insurance Report

Auto Insurance Report, © 2011, published weekly, 48 times 
a year, by Risk Information Inc., 33765 Magellan Isle, Dana 
Point, CA 92629. It is a violation of federal law to photocopy 
or reproduce any part of this publication without first obtaining 
permission from the Publisher. ISSN: 1084-2950
Subscription Rates: $997 per year in U.S. and 
Canada. Elsewhere $1,037 per year.

Brian P. Sullivan, Editor
Telephone: (949) 443-0330

Email: bpsullivan@riskinformation.com

Leslie Werstein Hann, Managing Editor
Telephone: (908) 574-5041

Email: leslie@hannwriting.com
Patrick Sullivan, Contributing Writer

Telephone: (949) 412-5851
Email: bpsullivan@gmail.com

Subscription Information: (800) 633-4931
On the Web: www.riskinformation.com

Focus: CALIFORNIA
Continued from Page 7

AIR

Follow Risk Information Inc. on 
Facebook or RiskInformation on 
Twitter for summaries of articles 

in next week’s newsletter.

given the chance, the higher-than-average profits 
in California can be ascribed at least in part to 
fear of the regulatory environment. In recent 
years, insurers find that they can keep their high 
prices if they just keep quiet. Once they ask for a 
modest rate change, insurers open themselves up 
to challenges by regulators and groups purport-
ing to working on behalf of consumers. Often, 
insurers seeking a modest rate decrease find 
themselves hammered into taking a much larger 
rate decrease.

In this environment, insurers only seek 
changes for the most dire of reasons. A company 
may find that its prices are not competitive and 
thus struggles to attract new customers. But the 
richer-than-expected profits from existing cus-
tomers help sooth this problem, and executives 
have found it prudent to hold out for as long as 
they can before approaching the insurance de-
partment.

For those who believe in the virtues of regu-
lation, the only response to insurers sitting on 
their rates and profits is to have ever-closer regu-
lation of prices, and perhaps to mandate more re-
bates to bring insurer profits down to at least the 
national average. To be sure, such a move would 
temporarily serve to lower auto insurance costs 
in California. But as we have shown, over time 
auto insurance prices must move into line with 
auto insurance claims costs, so ever-closer regu-
lation of insurance prices in a truly competitive 
market is as unproductive as chasing your tail.

Next: In a future issue we will explore the 
question of whether or not the California auto 
insurance market is truly competitive and which 
companies are making their marks in the state. 
We will also explore the virtues and vices of 
California’s elected insurance commissioner, 
court cases that could disrupt the status quo, the 
current role of consumer groups in rate setting 
and more.

tially offset by reduced volumes in New York 
and Florida where average premiums are above 
the countrywide average. (See AIR 8/8/11 for the 
geographic distribution of Allstate’s auto insur-
ance business.) 

“Policies in force declined during the quarter, 
consistent with the company’s expectation, as 
growth was balanced with a focus on maintain-
ing auto profitability. New issued applications 
declined 13.2% in the quarter when compared 
to the prior year, while retention improved to 
89.1% from 88.7% in the third quarter of last 
year. The Allstate brand standard auto combined 
ratio was 94.2%, 1.0 points higher than the third 
quarter of 2010,” the company reported.

Homeowners premium written grew 1.5% in 
the quarter, with a 4.2% decline in policy count 
being more than offset by a 5% rise in the aver-
age premium collected on each policy.
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