
 
 
 
 
 
 

 
 
 
June 9, 2014 
 
Michael T. McRaith 
Director, Federal Insurance Office 
Department of the Treasury 
1500 Pennsylvania Avenue NW 
Washington, DC 20220 
 
RE: FR Docket No: 2014-08100 
Monitoring Availability and Affordability of Automobile Insurance 
 
Dear Director McRaith: 
 
The National Association of Mutual Insurance Companies (NAMIC) is pleased to respond to the 
Federal Insurance Office’s (FIO) request for public comment regarding: (1) a reasonable and 
meaningful definition of affordability; and (2) the metrics and data FIO should use to monitor the 
extent to which traditionally underserved communities, minorities, and low- and moderate-
income persons have access to affordable automobile insurance.  NAMIC is the largest 
property/casualty insurance trade association in the country, serving regional and local mutual 
insurance companies on main streets across America as well as many of the country’s largest 
national insurers.  The 1,400 NAMIC member companies serve more than 135 million 
automobile, home, and business policyholders and write more than $196 billion in annual 
premiums, accounting for 50 percent of the automobile/homeowners market and 31 percent of 
the business insurance market.  
 
Introduction 
 
A meaningful conversation regarding the affordability of insurance should be based on an 
understanding of the competitive insurance marketplace and cost-drivers of insurance. Insurance 
is based on the fundamental concept that price should be matched to the risk that is being 
covered.  The best way to foster insurance coverage that will provide consumers with a wide 
variety of products at appropriate prices is to rely upon a competitive market–oriented regulatory 
system.  
 
The current system of state-based regulation of automobile insurance has wisely focused upon 
what is generally known as the “uniform rating standard,” which holds that rates shall not be 
inadequate, excessive or unfairly discriminatory.  This standard properly focuses on solvency, 
the risk insured and coverage provided, and unfair discrimination.  In the context of insurance 
regulation, the term “unfair discrimination” rests on the principle that insurance consumers in 
one risk classification should not be forced to subsidize consumers in another risk classification.  
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Under this standard, cost-based pricing that accurately reflects the covered risks is not merely 
permitted, but required.  To accurately price coverage, automobile insurers rely on increasingly 
sophisticated tools and models for measuring risk that reflect actual or reasonably anticipated 
loss experience.  It is important to note that invidious discrimination based on factors such as 
race, ethnicity, and religion is broadly prohibited in every state’s insurance statutes.  These 
abhorrent practices are prohibited not just in the pricing of insurance but in all aspects of the 
business including underwriting and sales. 
 
Increasingly accurate pricing models have led to intense price competition among automobile 
insurers, as is evident from the numerous advertisements touting savings that can be achieved by 
switching to the advertiser’s company.  The insurance marketplace is highly competitive as 
indicated by both the Herfindahl-Hirschman Index that measures market concentration and the 
sheer number of automobile insurers operating in the U.S.  Competition among insurers 
generally serves to increase the availability of insurance while lowering its price.  
 
Affordability of automobile insurance, or any other product for that matter, is dependent on two 
considerations: the cost of the product and the consumer’s ability to pay.  Insurers cannot control 
or influence the consumer’s ability to pay; however, insurers work diligently to reduce the cost 
of automobile insurance through efforts such as improving highway and automobile safety, anti-
fraud activities, reducing operational and administrative expenses, and improving pricing 
innovation, such as through the use of usage-based discounts.  Unfortunately, insurers have little 
control over other factors that drive costs, such as medical costs, litigation, and automobile repair 
rates.   
 
Also outside of insurer control are regulations that affect the availability and affordability of 
automobile insurance.  For example, personal injury protection (PIP) laws that allow for 
unlimited medical and rehabilitation benefits often drive up the cost of insurance.  Government-
imposed price controls, product restrictions, excessive or unnecessary coverage mandates, and 
limits on the use of credit-based insurance scores have historically decreased the availability and 
increased the cost of insurance products.  On the other hand, states enacting “no pay, no play” 
laws tend to improve availability and affordability by limiting the extent of non-economic 
damages uninsured drivers can recover.   
 
Public policymakers must be mindful that creating cross-subsidies among drivers with different 
risk characteristics (e.g., rural drivers subsidizing urban drivers by eliminating territorial rating 
factors, or good drivers subsidizing bad drivers by eliminating the use of traffic violations or 
access to accident information) will not reduce the overall costs and thus not reduce the price of 
automobile insurance. Attempts by regulators to implement arbitrary government price controls 
that artificially suppress prices mask greater societal problems, generate moral hazards, 
mismatch price to risk, ignore underlying cost-drivers, and impair competition while increasing 
the number of consumers forced into the residual market.   
 
Data gathered and reported by the National Association of Insurance Commissioners indicate 
that average annual expenditures on automobile insurance in most states have declined or 
remained flat in recent decades.  FIO, however, is interested not in the affordability of 
automobile insurance for the “average” consumer, but rather in the extent to which automobile 
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insurance is affordable for low- and moderate-income consumers, racial and ethnic minorities, 
and “traditionally underserved communities.”  Accordingly, we will confine our comments to the 
subject at hand instead of repeating what is already known about the overall success of the U.S. 
automobile insurance market.  
 
Defining and Measuring “Affordability” 
 
In its request for information, FIO notes that a subcommittee of the Treasury Department’s 
Federal Advisory Committee on Insurance (FACI), when tasked with defining “affordability,” 
could do no better than this: “affordability means that the cost of [personal automobile insurance] 
is a reasonable percentage of a consumer’s income.”  The obvious problem with this definition is 
that it begs the question of how to define “reasonable,” a term whose meaning is every bit as 
subjective as “affordable.”   
 
Economists have long debated the merits of various definitions of affordability, as well as 
methods for measuring affordability, with respect to a wide range of consumer goods and 
services, without reaching consensus.1  Instead of attempting to formulate a precise definition of 
affordability in the context of automobile insurance, it might be more useful to ask:  How much 
do low- and moderate-income households spend, both in dollar amounts and as a percentage of 
household income, on automobile insurance relative to what they spend on other essential and 
non-essential goods and services?  Knowing the answer to this question will help us understand 
how automobile insurance expenditures fit within the broader spending habits of low- and 
moderate-income consumers.  That, in turn, will allow us to draw some conclusions that may be 
useful to FIO even in the absence of a formal definition of “affordability.” 
 
Fortunately, a robust database exists that allows us to investigate the question posed above.  The 
Consumer Expenditure Survey (CES), published annually by the U.S. Bureau of Labor Statistics, 
contains a wealth of detailed information regarding consumer expenditures on a vast array of 
goods and services.  Moreover, the data are reported according to a variety of discrete consumer 
characteristics, including income level, race and ethnicity, age, occupation, education, and region 
of residence. 
 
Low- and Moderate-Income Persons 
 
One question that FIO did not ask in its request for comments is how to define “low- and 
moderate-income.”  If one assumes that low- and moderate-income consumers are those that fall 
within the two lowest quintiles of the national income distribution, we are talking about 
households whose 2012 average annual income was less than $36,134.  If one wishes to include 
the third lowest quintile in the definition of “moderate income,” the term “low- and moderate-
income” will apply to all households whose income was less than $59,514.  For the purposes of 
this comment letter, we include data from all five income quintiles but our comments will focus 
mostly on the two lowest quintiles. 

                                                 
1 See, e.g., Justin Rappaport, “The Affordability of Homeownership to Middle-Income 
Americans,” available at 
http://www.kansascityfed.org/PUBLICAT/ECONREV/PDF/4q08Rappaport.pdf. 
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Here, then, are the CES figures for vehicle insurance expenditures in 2012:2 
 

 
 
Now let us look at similar data for seven essential goods and services: 
 

 
 
As we can see, households in each of the three lowest income quintiles spent less on automobile 
insurance than on any of the seven items listed above.  It is not surprising, of course, that more 
would be spent on housing and food than on automobile insurance, but even items such as 
telephone services and gasoline consume a larger share of low- and moderate-income 
households’ budget than does automobile insurance.  Indeed, these households spend 
significantly more on telephone services, and more than twice as much on gasoline and motor 
oil, than they spend on automobile insurance. 
 
Even more interesting is a comparison between automobile insurance expenditures and 
expenditures on certain non-essential goods and services.  Consider the expenditure data for the 
four items in the table below: 
 

                                                 
2 All data cited here are from the 2012, the most recent year for which for which the Bureau of 
Labor Statistics has data.  See http://www.bls.gov/cex/home.htm.  
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These data reveal that households in the two lowest quintiles spent nearly as much on alcohol 
and tobacco products combined as on automobile insurance, and that they spent more on audio 
and visual (A/V) equipment and services than on automobile insurance.  In addition, households 
in the lowest quintile spent nearly half as much on pets, toys, and hobbies as they did on 
automobile insurance, while those in the second lowest quintile spent just $190 (or 27 percent) 
more on automobile insurance than on pets, toys, and hobbies. 
 
Comparing the amount that consumers at various income levels spend on automobile insurance 
to what they spend on other essential and non-essential items allows us think about automobile 
insurance affordability in relative terms.  If consumers can choose to spend nearly as much of 
their income on alcohol and tobacco, and more of their income on television sets and cable 
service, than on automobile insurance, it seems implausible to suggest that automobile insurance 
is not “affordable” for these consumers.   
 
Returning to the FACI’s proposed definition of affordability (“affordability means that the cost 
of [personal auto insurance] is a reasonable percentage of a consumer’s income”), the CES data 
tell us that in no income quintile do average expenditures on automobile insurance exceed 2.4 
percent of household income.  Households in the lowest and second lowest quintiles spend 2.0 
percent and 2.3 percent, respectively, on automobile insurance, while spending 2.1 percent and 
1.8 percent on alcohol and tobacco, and 2.4 percent on A/V equipment and services.  In sum, 
while recognizing that “reasonable” is a subjective term, we would submit that the percentage of 
household income spent by low- and moderate-income consumers on automobile insurance 
appears to be reasonable relative to the percentage of income spent on other essential and non-
essential goods.  
 
Minority Consumers 
 
In addition to low- and moderate-income consumers, FIO is also interested in the extent to which 
racial and ethnic minorities have access to affordable insurance.  It should be noted at once that 
insurers do not ask about the race or ethnicity of insureds or applicants for insurance.  To do so 
would be ill-advised and misleading to consumers, and in any case, state regulators do not allow 
insurers to collect information on race and ethnicity.  Safe, low-risk drivers come in all races, 
ethnicities, and income levels – as do high-risk drivers.  Insurers’ ability to match price to risk 
enables them to compete for all drivers.   
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With that said, here are the relevant numbers from the 2012 CES: 
 

 
 
These figures depart only slightly from the figures related to income quintile.  Thus, while 
households in no income quintile spent more than 2.4 percent of their income on automobile 
insurance, none of the three racial/ethnic groups included in the table above spent more than 2.6 
percent of household income on automobile insurance.  Hispanics and non-Hispanic blacks spent 
more on auto insurance than non-Hispanic whites, but in each case the difference was less than 1 
percent.  For households in all three categories, combined spending on the four selected non-
essential items exceeded the amount spent on automobile insurance.  Again, we would submit 
that the percentage of household income spent by minority consumers on automobile insurance 
appears to be reasonable relative to the percentage of income spent on non-essential goods.  
 
Traditionally Underserved Communities 
 
Finally, FIO has expressed interest in the extent to which “traditionally underserved 
communities” have access to affordable automobile insurance.  We do not believe “traditionally 
underserved communities” can be properly defined or that data can be generated to reflect how 
this population is being served.  Indeed, we know of no evidence to indicate that “underserved 
communities” even exist, either by “tradition” or design, within the context of the automobile 
insurance market.   
 
The Problem of Uninsured Drivers 
 
Many people seem to believe that the primary reason some motorists lack automobile insurance 
is because they cannot afford to purchase coverage.  Yet there are reasons to doubt that this is the 
case.  The CES data clearly show that many low- and moderate-income drivers do, in fact, 
purchase automobile insurance.  Moreover, the amount they spend on automobile insurance 
consumes a relatively small percentage of their incomes, leaving them with money to spend on 
basket of goods that includes not only food and other essential items, but many non-essential 
items as well. 
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An innovative California program provides another reason to doubt that lack of affordable 
coverage is the main reason some drivers fail to purchase automobile liability insurance.  
Launched in 2000, the California Low Cost Automobile Insurance Program (CLCA) aims to 
“make insurance affordable for California residents that are income eligible with good driving 
records,” to quote from the program’s user-friendly website.  Under the CLCA’s income 
eligibility requirements, individuals can qualify for the program if their annual household income 
is less than 250 percent of the federal poverty level and their vehicle is worth less than $20,000.  
Thus, a single resident of Los Angeles County or Orange County whose annual income is less 
than $28,725 would pay a yearly premium of $338 for CLCA liability coverage.  A driver in a 
four-person household with annual income of up to $58,875 would pay the same amount.  For 
similarly situated residents in California’s 56 other counties, the premium is less than $300 and 
as low as $231. 3   
 
Yet the CLCA has been able to attract only a handful of customers, despite rates that are well 
below the national average and despite an aggressive $1.4 million outreach campaign aimed 
squarely at the roughly three million California drivers who are uninsured.  Last March, the 
government officials who administer the CLCA reported that approximately 567,500 
Californians expressed interest in the program in 2013, but only 51,755, or 9 percent, were 
deemed eligible based on their income and driving record.  Of those, just 28 percent visited a 
producer to complete the application process – a mere 14,251 individuals, of whom 10,153 
actually purchased a policy.   
 
Attempting to explain the program’s remarkably low participation rate, CLCA officials have 
suggested that many income-eligible drivers are unable to meet the program’s “good driver” 
eligibility standards.  To qualify, one must be at least 19 years old, must have been continuously 
licensed with no more than one moving violation or at-fault accident during the past three years, 
must not have been responsible for an accident in which a person was killed or injured during the 
past three years, and must not have been convicted of any driving-related felonies or 
misdemeanors.  These standards do not strike us as overly stringent; indeed, we would submit 
that if you cannot meet them, you probably are not what most people would consider to be a 
good driver.   
 
Interestingly, the still low participation rate among those meeting the program’s good-driver 
criteria can be partly attributed to competition from the private insurance industry.  According to 
the CLCA program’s 2012 annual report, “A number of insurers have entered the ‘low end’ of 
the voluntary market, offering liability insurance with higher coverage limits and for just a few 
dollars more per month than the CLCA policy.”   
 
The observation that low-cost automobile liability insurance is readily available to good drivers 
in the private market is confirmed by the CES data on automobile insurance expenditures.  The 
CLCA’s experience suggests that the percentage of uninsured drivers who are: 1) low-income, 2) 
good drivers, and 3) willing to buy liability insurance, even if it costs less than $350 per year, is 

                                                 
3 See California Dept. of Insurance, “Report to the Legislature & Consumer Outreach Plan 
2013” available at http://www.insurance.ca.gov/0100-consumers/0060-information-guides/0010-
automobile/lca/upload/2014-CLCA-Report-to-Legislature-Rev-03-06-14.pdf 
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quite small.  Rather, uninsured drivers appear to be a mix of people with good driving records 
who could buy insurance at a cost equal to less than 3 percent of their income (but choose not 
to), and people with poor driving records for whom the cost of insurance is necessarily greater 
(though not necessarily prohibitive) because of the greater risk they present.  In any case, the size 
of the uninsured-driver population is not a reliable indicator of the extent to which low- and 
moderate-income persons and minorities have access to affordable insurance. 
 
Conclusion 
 
NAMIC appreciates the opportunity to provide FIO with its perspective on the important mission 
of monitoring consumer access to affordable and available insurance products.  Properly defining 
“affordability” is difficult and inherently subjective.  However, NAMIC believes that evidence 
from the Consumer Expenditure Survey confirms that automobile insurance can be purchased by 
all income and racial/ethnic groups for amounts that are less than, or roughly equal to, what each 
group spends for a variety of essential and non-essential goods and services.  This is true of 
expenditures expressed in absolute dollar amounts as well as percentage of household income.  
We believe that any attempt to define or measure automobile insurance affordability should be 
informed by the data contained in the Consumer Expenditure Survey. 
 
The relatively low cost of automobile insurance in the U.S. can be attributed to several factors, 
not least of which is the highly competitive market in which insurers operate and insurers’ use of 
sophisticated tools and models for measuring and pricing risk based on actual or reasonably 
anticipated loss experience.  NAMIC cannot stress enough the actuarial and financial importance 
of accurately matching price to risk so that insurers can keep their promises to policyholders to 
pay covered claims.  It is imperative that these bedrock principles not be subverted by 
policymakers in the name of “affordability.”   
 
We look forward to continuing to be a resource to the Federal Insurance Office in the future.  
 
Respectfully submitted,  
 

 
Robert Detlefsen, Ph.D. 
Vice President, Public Policy 


