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COMMERCIAL AUTO THORN IN THE INDUSTRY’S SIDECOMMERCIAL AUTO: THORN IN THE INDUSTRY’S SIDE
Cmcl Auto Combined Ratio (before reinsurance)Cmcl. Auto Combined Ratio (before reinsurance)

The directThe direct 
combined ratio has combined ratio has
been above 100% 
for seven 
consecutive years.

And this despite 
consistent and 

t i l tmaterial rate 
iincreases.

S S&P Gl b l St L i FED (FRED) A d R hSources: S&P Global, St. Louis FED (FRED), Assured Research
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COMMERCIAL AUTO THORN IN THE INDUSTRY’S SIDECOMMERCIAL AUTO: THORN IN THE INDUSTRY’S SIDE
Commercial Auto Reserve DevelopmentCommercial Auto Reserve Development

Reserves haveReserves have 
developed developed
adversely since y
2012.

Let’s track industry 
behavior/economic 

fseries for 2005‐
2011 t l2011 separately 
f 2012 dfrom 2012 and 
subsequentsubsequent

Sources: S&P Global, St. Louis FED (FRED), Assured Research
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COMMERCIAL AUTO THORN IN THE INDUSTRY’S SIDECOMMERCIAL AUTO: THORN IN THE INDUSTRY’S SIDE
Assured Research Est Reserve PositionAssured Research Est. Reserve Position

Our reserving workOur reserving work 
flagged the years flagged the years
2011/2012 as a /
turning point when 
the industry moved 
from reserve 
redundancy to 
fdeficiencies.

Wh thi t iWhy this turning 
point and how didpoint, and how did 
the industrythe industry 
respond? Sources: S&P Global, St. Louis FED (FRED), Assured Researchrespond?
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COMMERCIAL AUTO RATES HAVE BEEN RISING SINCE 2013COMMERCIAL AUTO RATES HAVE BEEN RISING SINCE 2013 

R t Ch d Aff t d P li h ldRate Changes and Affected Policyholders
Industry respondedIndustry responded 
promptly by raising promptly by raising
rates and 
broadening the # 
of policyholders 
impacted by rate 
changes.

Wh ’t thiWhy wasn’t this 
h tenough to 

suppress or reversesuppress or reverse 
the risingthe rising 
combined ratio? Sources: S&P Global, Assured Researchcombined ratio? Sources: S&P Global, Assured Research
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RISING EXPOSURES EXPLAIN THE PROBLEM PARTLYRISING EXPOSURES EXPLAIN THE PROBLEM ‐ PARTLY

R t Ch C b R ti T k ERate Changes, Comb. Ratio, Truck Exposures
Industry rateIndustry rate 
increases were  We’ll return increases were
very modest before 

to current 
accelerations 
l l d

y f
2012 while 

in later slides

reserves were 
developing 
favorably – even 
though the CR was 
i i drising and 
exposures were on 
the rise (postthe rise (post 
recession)recession)

Sources: S&P Global, St. Louis FED (FRED), Assured Research
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BUT WAIT THERE’S MORE PERSONAL VMT RISING!BUT WAIT…THERE’S MORE:  PERSONAL VMT RISING!

R t Ch d Aff t d P li h ldRate Changes and Affected Policyholders
Vehicle milesVehicle miles 
travelled decline travelled decline
for several years  Industry waited ~3 years to take f y
before 2012.  The 

y y
sustained rate increases after 2009; this 
despite rising trucking exposures.

acceleration in 
p g g p

VMT corresponded 
with a continued 
rise in truck 
ttonnage.
M t i lMost commercial 
claims involve anclaims involve an 
at‐fault privateat‐fault, private 
auto*auto

Sources: St. Louis FED (FRED), Assured Research

*Report from American Trucking Association (2013): Relative Contribution/Fault in Car‐Truck Crashes.Report from American Trucking Association (2013): Relative Contribution/Fault in Car Truck Crashes.

Research and Analysis for Insurance and Investment Professionalsy
7



BUT WAIT THERE’S MORE PERSONAL VMT RISING!BUT WAIT…THERE’S MORE:  PERSONAL VMT RISING!

C l A t Cl i I d d t T k ECmcl. Auto Claims Indexed to Truck Exposure
Commercial autoCommercial auto 
claims fell steadily claims fell steadily
pre‐2012 (even p (
allowing for rising 
trucking 
exposures).  
But as personal 
VMT accelerated 
th l ithe claim 
f ffrequency of 
commercial autocommercial  auto 
rose by 2014rose by 2014

Sources: St. Louis FED (FRED), Assured Research

Research and Analysis for Insurance and Investment Professionalsy
8



OTHER ISSUES WEIGHING ON RESULTS

 Our graphs paint a picture of pricing falling behind a confluence of Our graphs paint a picture of pricing falling behind a confluence of 
adverse macro trends but there’s surely moreadverse macro trends, but there’s surely more…

 self‐inflicted problems …self inflicted problems

 One of the “least underwritten” commercial line of insurance

l i f i l d i i Claims professionals need more training

 Rating algorithms don’t adequately capture exposure changes Rating algorithms don t adequately capture exposure changes

 Improving employment picture leaves transportation companies p g p y p p p
scrapping for less qualified driverspp g q
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HEADWINDS AND TAILWINDS AHEAD

 Tailwinds include: Tailwinds include:

 Line has the attention of industry professionals

Will th t l d t i t t i t i i ( l i d UW)? Will that lead to more investments in training (claims and UW)?

 Vehicle Miles Travelled is stabilizingg

R d b i d d l ! Roadways becoming more crowded at a slower rate!

 Accelerating use of safety technology in commercial (and personal) autos Accelerating use of safety technology in commercial (and personal) autos

/ / Rate increases accelerated into late 2017/1Q18 (avg. 7.6% 4q17/1q18)

 Continual rate increases have to work at some point right? Continual rate increases have to work at some point…right?
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HEADWINDS AND TAILWINDS AHEAD

 Headwinds include: Headwinds include:

 Social inflation is back!

Th 12% / i i l l i d ti i i t l t tl t i d The 12% y/y rise in legal services advertising is at least partly trained 
on commercial auto claimson commercial auto claims

 Diminishment of the Affordable Care Act

 We’ve come to believe the ACA played a role in mitigating medical We ve come to believe the ACA played a role in mitigating medical 
inflation; impact of the individual mandate repeal in ’19…not helpfulinflation; impact of the individual mandate repeal in  19…not helpful

 That’s 4 tailwinds and 2 headwinds

 Must mean the outlook is positive? Must mean the outlook is positive?
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OUR DIAGNOSIS AND OUTLOOK FOR COMMERCIAL AUTO

 Diagnosis Unchanged from last year Diagnosis Unchanged from last year

 80% of the problems in commercial auto were classic pricing cycle 80% of the problems in commercial auto were classic pricing cycle 
issuesissues

 Rates fell while reserves developed favorably but exposures rose 
and the macro environment worsened

 20% f th bl tt ib t bl t ( ) i lik i i 20% of the problems attributable to new(er) issues like rising 
liti ti t f t i t tilitigation rates or macro‐factor interaction

 Example: distracted driving/rising speed limits while both Example: distracted driving/rising speed limits while both 
commercial and personal VMT acceleratedcommercial and personal VMT accelerated

Research and Analysis for Insurance and Investment Professionalsy
12



QuestionsQuestions
?

What’s Wrong with CommercialWhat s Wrong with Commercial 
Auto?Auto?

hi h ’ b fi d!Nothing that can’t be fixed!
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