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It is important to understand that automobile insurau - largely. determines
the property-liability insurance company’s,'°0'e1‘afiﬁg’ perfdriﬁ*axicé.’Beézaus‘e‘ the
market is so large, it frequently.makes up the major share of most companies’
" pusiness: ‘For that reason, the automobile ¢ assification to a very large extent
determines over-all company profitability.. .. o il e e e
i It is also true that ;autonobilé jnsurance is the key! {o the marketing of other
lines ‘of insurance.:A -eompany: must:aggressively seek new automobile .insureds
if it is to operate successfully in theproperty-liability industeg.: i e
i1:These ﬁWomem«ditis,then;rx;reate a highly: competitive ‘environment. in- which -
a company:.=:.simplxumﬁmmzaﬁ@rcl.to,; price itselfsout of the market. The result
is-a c¢heck mateor; control against runaway premium charges.u 5 I IR TN
L 'We see amplé evidence .of thig: gituation in: ‘the:continuing irefinement in-clas-
sification 'systems that:has: ~eccurred: since World/War 1L The industry ‘has
progressed : from a/ very rudimentary rating classification; system to a -highly
refined one whi¢h produces different rates not only:on ‘the basis of insureds’ lor
cation, but also on the basis of age of operatm?;~;~use;;u£:rautomebile,; and: xecord
of previous= aecidents. This greatly. refined: clagsification  system: is .used com-
petitively as a mheans to:attract the better insureds by way:of a lower ‘premivm.
' Not only does competition-act-as ajbarrier ‘to.ynreasonable:insurance costs,:but
the actual mechanics of' revising ratesialso tend:to hold premium; costs: down
Generally speaking; premium levels in/any'state are not changed more than, once
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a year; in fact, there are many states im which!premium’ levels have not been

révised for twd‘ or=more yéarSf.HFurthef; the rate-making procedure involves an
sctuarial analysis’ of past ‘smtis‘&imléexpetiﬁen@e;faSsimplyv‘sta\ted,x»compaﬂixes::are*
always. using past ‘experience to forecast future costs. This means ‘that:.our
“product”-is priced and delivered before’ ity actual cost is known. Obviously, when
claim costs are rising faster than they were at the time the past statistical experi-
- ence was accumulated, .t)h‘efs‘tfi‘xida,rdtfaté—l’nakiﬂg"fbrm“‘ 14§ are almost ‘dertain to
produce inadequate rdtes. "My point, "quite7"fifa'11’kl’y,' is that our rating formulas
are not entirely responsive to current .inflationary, conditions. The. result, fre-
quently is an inadequate premium, charge rather than.a proper one,. ..ol
~ With respect to.rising costs, attached Exhibit 25;13?’ ‘indicates that during 1967,
automobile insurance. rates were increased in 325 a_t;esi}fqr”me,:léi,ab?ﬂi\ty‘cqverarg‘:e,s :
_ and in 31 stages for the pbysical damage coverages. Rate reductions were effec-
* tive during 1967 in 2 states for liability coverage, in 10 states for collision cover-
age, and. in 29 states for ,comprehensi,vevcqvepage.'"J;ng' effect. of rate increases
during 1967 in the states where action, was taken wWas to increase the level of
liability premiums. 5.3 per cent and the physical damage premiums.0.1, per cent;
~‘combined, -the effect of 1967, rate, action -was an o er-all increase in existing
premium levels of 3.7 per cent.in:the affected states. If you take inte account; that
there:was no rate activity in. some. states during 1967, the over-all increa se.of 31
pereentbeepme&only2.5peracent,,..f" B Rt o i
 Premiums have risen and unguestionably will continue to rise, simply because
those benefits that automobile insurance provides,involve aspects of the economy.
on which the current inflationary spiral will ‘continue to have the greatest im-
pact: This fact ig clearly :demonstrated. by attached exhibit “C”, which compares
the increase: in .All: Ttems:-of the, Consumer Price Index to. those selected -items -
which: have a-direct bearing. on . automobile insurance: costs.. Please note;that
- daring w;he‘spa;sffl;&!yeams;’thesee items have risen ata much: higher ;avera»g;efannu‘alé
ices veflected in the All Items eategory- of
the Consumer Price Index. Further, the rate of inflation has: accelerated: ini‘the
last year throughout the entire economy. For example, while Hospital Daily Serv-
jce charges increased at: an annual rate of 8.0: percent: during: the: six year period
1960-1966," during 1967 the! actual  increase: in  costs was:15.5. . percent, ‘nearly
double the annual ratecof inerease for the previous Bixyears.. .o/~ IR PP T
- Jxhibit “D”, also attached, indieatesf:h:wfimﬂammlehmweausedfhigher elaim
costs. During the three year period ending :June:80, 1967, the average cost of paid

dlaimy’ for'Bodily! Injury Tiability, Property: Damage: Liability cand Medical

Payments coverage have increased $122.00, $42.00:and $33.00; respectively. During
the most recent of these years, Bodily Injury Paid Claims rose $59.00; ‘Property

Damage Liability claims rose $16.00 and Medical Payments claims increased




