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In 2000, trend #3 was “Profits Will Shrink.”
We got it right, with the loss ratio rising from
65.8% in 1999 (the only data we had in spring
2000) to 71.3% in 2000 and 72.6% in 2001. We
succeeded with several other similar predictions.

But in 2010, deep in the stagnation of miles
driven, we couldn’t see that the earlier stagnation
in claims was a temporary affliction. In trend
#2, we argued the “biggest challenge for the in-
dustry is the lack of auto crashes,” and that the
benefits of falling claims, such as higher profits
and redundant reserves, “are nothing compared
to long-term trouble of a shrinking industry.”
We went so far as to
proclaim that, “Even
increased miles driven
won’t increase accidents
enough to reverse the
trend.” We stayed on
that point through 2014.

We believed trends
such as growing ur-

¢ Having survived this long, we see a number of insurers we once
gave up for dead coming back to life

¢ Who knew the farm bureaus had this much spunk and fight?
e Some sleepy auto clubs getting it together

* And even surviving regionals seem reborn

2010: Proof that size is not all
that matters. Brains mostvital.

we’ve joined everyone else in failing to see sig-
nificant turns in auto insurance claims costs.

The solution? You can’t stop looking at the
factors driving incremental change. But you
must broaden the data set from which you draw
conclusions. We wish we could say with confi-
dence that we’ve figured it out. We haven’t.

Thus, it is important to consider something
another CEO said as it relates to predicting the
future. He called it a fool’s errand. The real job
of the CEQ, he said, is to build a nimble orga-
nization that can react swiftly to unexpected
changes in the marketplace.

Our own view has matured into a hybrid of

_ both approaches. It is es-
18. Rise of the Undead sential for CEOs to en-

gage in long-term trend
analysis. Only a fool
would ignore the poten-
tial impact of self-driv-
ing cars. And it can’t
hurt to be really good at
predicting modest profit

banization, more auto-
motive safety features, a reduced interest in car
ownership among the young were too great to
overcome. But while these trends are very real

— and we believe will eventually impact auto
insurers negatively — as we uttered those words,
accidents were starting a dramatic rise. It makes
us feel only a tiny bit better that most insurers
were making the same mistake, setting reserving
far too low to cover the coming costs.

What is to be learned from these wins and
losses on predicting profits? We conclude that it
is easier to see small trends than large trends. At
first this is counterintuitive. Logic suggests big
trends have big indicators that should be easier to
see. But experience tells us the indicators of big
changes are non-linear. They don’t come from
the places where you are looking. That’s why ev-
eryone is caught off guard by sudden movements
in the stock market. That’s why it is madness to
predict big turns in interest rates. And it is why

shifts from year to year.
But it is equally critical
to be ready to react with intelligence and speed
to profound market shifts that go undetected un-
til they’re right upon you.

Predicting Company Performance
Trends Is Possible, Except. ..

Every Twenty Trends session features pre-
dictions and commentary on the performance
of specific insurance companies, or sometimes
groups of insurance companies. With few excep-
tions, we’ve gotten these right.

Over the years, we’ve often commented, and
almost always accurately, on the future of State
Farm. In 2004 we said Progressive would not
grow as quickly as Geico, but would beat almost
everyone else’s growth and maintain superior
profits. We’ve been a broken record on Allstate,
generally lauding the company while identify-
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ing problems with agents several years ago and
citing the company’s major flaw: an inability to
Srow.

We’re also partial to 2010 trend #18 titled
“Return of the Undead,” which proved accurate:

“Having survived this long, we see a number
of insurers we once gave up for dead coming
back to life. Who knew the farm bureaus had this
much spunk and fight? Some once-sleepy auto
clubs are getting it together. And even surviving
regionals seem reborn.”

The secret to success in our predictions?
Know the data inside and out, so you know what
questions to ask, and
then talk to as many
people as possible. This
is easier for us at Auto
Insurance Report. We
get to talk with every-
one.

Talking to everyone
is not something insurers
can do, as competitors
tend not to share with one another, and Wall
Street analysts struggle to get the truth from in-
surers trying to puff up their stock or talk down
competitors. Still, we recommend getting out at
every opportunity and meeting with other insur-
ers.

Our failure? Going back to the late 1990s,
we consistently predicted better performance for
Farmers, which did not materialize. Perhaps too
enamored of skilled leaders, we overestimated
their ability to energize an organization that has
consistently resisted change. The lesson: don’t
fall in love with top leadership. Insurance com-
panies are too big and complex to respond to
quick fixes. They can only be changed by a large
group of leaders, not one or two.

Advertising Explosion: We Saw It Coming

Allow us a little gloating. Back in 1998, at
our very first conference, we began a three-year

1. Advertising,
Advertising, Advertising

+ Advertising costs will double, or triple
— Biggest brands will spend biggest dollars

» Small players will find it even tougher
— But opportunity remains for the best

run of predicting higher advertising spending.
We got the trend from conversations with insur-
ers, advertising agencies, and even agents who
told us what they saw coming. At one confer-
ence, a big-name Wall Street analyst and a senior
executive from one of the soon-to-be big spend-
ers insisted we were dead wrong.

In a sense, they and others (especially inves-
tors who hated the idea of higher expenses) were
right: In 2000 we said spending would double,
perhaps triple in the next few years. In fact,
spending far more than tripled. We think that’s
called humble bragging. Given our willingness
to admit failures, allow us one clean win.

We also correctly
identified trends away
from big media spend-
ing. “You can’t just buy
TV and billboards,” we
said in 2007, because
the next stage would be
“better targeting of ads
to match underwriting
strategies.” We also
correctly predicted that as attractive as direct
response distribution may be, there would be no
new startups in the space. Direct is too complex,
we said, and the capital requirements too large.
The exceptions we noted: Esurance, an enor-
mously expensive undertaking, and Progressive
Direct, by far the best-in-class direct startup.

In 2007 we insisted insurers would tire of
monoline auto and return to “multi-product rela-
tionships,” several years before Wall Street and
Progressive fell in love with “The Robinsons.”

Though we have not been able to identify big
turns in profits, in 2014 we successfully predict-
ed an end to bigger advertising budgets, claim-
ing, “We have reached the ‘point of low return’
on big ads.” In 2016, advertising spending fell
2%. The source of our insights: conversations
with insurers, online marketing leaders, and a
few advertising industry websites showing where
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ads appear, and how often.

Dumb Ideas Too Easily Embraced

Having crowed about a big advertising win,
allow us to confess to some foolishness. Here is
trend #15 in 2000: “Bank/Insurer Partnerships
Will Bear Fruit.” Ooops. That never happened.

Remember that Citibank and Travelers
had merged in 1998. We have often made fun of
bankers, who always underestimate the complex-
ity of insurance. We know whereof we speak:
prior to launching Auto Insurance Report, Sulli-
van served as managing editor of the American
Banker. But even though we thought bankers
incapable of running an insurance company, we
still saw significant marketing synergies. We
were fooled (or a fool).

In 2002, while stating that the Internet would
be important, we cau-
tioned in trend #5 that
the “Internet Lacks
Breakthrough Idea.” It
did take a long time for
the Internet to impact
auto insurance, but any
suggestion that insurers
should take the online
world lightly can only be called a dumb under-
statement.

Going the other way, we made a humding-
er of an overstatement in 2010, predicting that
smartphone apps would prove to have a big
impact on claims, with customers providing an
“instant notice of loss” using their phones right
at the accident scene. (We even had a full con-
ference session to demonstrate how the apps
worked.)

We did say that use of these tools was a
“long-tail trend that will not explode in one
year, but could be a disruptive technology over
the next 10 years.” Can we get some credit for
this by pointing out a presentation at the 2017
meeting showing how connected cars could be

15. Bank/Insurer
Partnerships Will Bear Fruit

More mailing list swaps

More fee-based, low risk income (for banks)
More realistic pricing due to early returns
More pressure on agency force

making the very “instant notice of loss” we pre-
dicted, perhaps within our 10-year time frame?
After all, some of that connectivity will come
through smartphones. (After we write about this
in a future issue, perhaps readers will be more
sympathetic to our pathetic plea for credit.)
Predicting the Impact of Social Changes
Accurately, But Far Too Aggressively

In 2000, before everyone was calling them
millennials, we closed our speech with trend
#20, “Baby Boom Echo Bears Watching.” That
was good advice, but way too early: 17 years lat-
er no one is completely sure how millennials will
impact the auto insurance market.

Likewise, in 2013 we insisted the “rise of
women” as an economic force was the “most
important” change in the consumer population.
We still believe we were correct in saying “the
chance that nothing
changes is nil,” but we
must confess that the
impact of women as
insurance customers has
been far more muted
than we expected.

The lesson we have
learned: social changes
are important, but insurance markets are far more
resistant to the changes they bring than other
parts of the economy.

Predicting Changes in the Industry’s
Structure: Consistently Correct,
But Consistently Too Early

We have proven that if you keep your ear to
the ground, and recognize what is most import-
ant, you can accurately predict the industry’s
structural changes. In 1998 we correctly insisted
that all insurers would need to embrace credit
scoring, and quickly. At the time, believe it or
not, many insurers, including some of the largest,
were not yet in that game.
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Two years later we sadly, but correctly, pre-
dicted the demise of state-based product manage-
ment. Progressive led the way toward empower-
ing executives in the field to run their own oper-
ations, setting prices and more. This developed
a tremendous amount of talent. But by 2000 we
could see that centralization of all decision mak-
ing was underway. The reason? The arrival of
profoundly more sophisticated prices, the details
of which were revealed with some seminal pre-
sentations at our 2003 and 2004 meetings

After initially predicting that the leaders in
sophistication would retain their competitive
edge for some time, by 2005 we reversed fields
and with trend #2 stated that the “Big Sophistica-
tion Advantage Is Brief.”

This topic hearkens back to our earlier com-
ment about the need to both predict the future
and react to it, thus our
focus on the importance
of emerging price so-
phistication. But it is
just as important to be
nimble, thus our quick
adjustment on how long
pricing competitive ad-
vantages would last.

If our efforts at pre-
dicting trends has one
consistent failure, it is with timing. We often get
a trend right, but then misunderstand the pace
of change. More often than not, we think things
are coming quickly when in fact they’re coming
slowly. But sometimes we have erred in the other
direction.

This failure in timing is one we’re willing
to accept, and insurance executives should also
accept this failure in their own efforts to see into
the future. If you’re early, little to no harm. Even
if you’re late, at least you have identified the is-
sue and are better prepared to react. No one can
see the future perfectly. Directionally correct but
off on timing is still a home run.

200 We’ve never believed in FIO!

A perfect case in point is our love affair with
vehicle data. Long before the term telematics
was widely used, we were proclaiming the power
of “Data From Cars,” as we described it in 2005
trend #12. Year after year, we said mileage-based
pricing was right around the corner, that vehicle
event data recorders would soon be informing
claims decisions, and more. Every year we had
speakers come from telematics firms, and we
even prodded a senior executive from GM’s On-
Star to come to our 2007 meeting and beg insur-
ers to cooperate with them.

Always, we were too early on telematics,
underestimating the technical challenges and
overestimating consumer desires. But we won’t
apologize for our fixation on telematics, and we
remained convinced that someday our predic-
tions will prove correct. We just can’t say when.

We weren’t afraid to get into the telematics
weeds. In 2007, trend
#12 proclaimed “We
Need a Rosetta Stone
for Talking Cars,” ex-
plaining our view that
vehicle data needed to
be standardized in some
way and shared through
a common platform.
Nearly a decade later,
Verisk has brought its
Telematics Data Exchange to market to accom-
plish this very thing, and we suspect other simi-
lar tools are on the horizon.

Nearly 20 years ago, one of the consistent
frustrations of insurers was the weakness of their
internal technology architecture. Core systems
needed to be completely rethought. In 2000,
trend #18 cited the “Technology Panic Among
Biggest Carriers,” and said “dealing with legacy
systems will be a CEO-level issue.”

You can say we were early — 17 years later
the industry is still addressing its core systems
challenges — but it should be noted that Guide-
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wire Systems was formed in 2001 to solve this

very problem, so we feel we were right on time.

Staying on the subject of the industry’s struc-
ture, we have been consistently bearish on big
company mergers and acquisitions. In 2008, we
argued the “Safeco Deal Is Not A Trend.” There
had been few big auto insurer mergers before
Liberty Mutual bought Safeco, and there has
not been a big one since. Someday, one big in-
surer will buy another, but this kind of consoli-
dation is rarely productive.

We were way too far out in front on price
optimization. In 2008 we argued that in just two
years companies would be including customer
price elasticity in the pricing equation. Wrong!
Nearly 10 years later
price optimization has
been adopted by some
insurers, but continues
to be challenged by
regulators. We’re still
a believer, but we were
clearly too optimistic.

What wet wrong?

| respect Doug Heller, Harvey Rosenfield, Birny Birnbaum, and even
Bob Hunter (though he called me an “industry mouthpiece”)

® Auto insurance premiums will be falling, not rising, and that has lead
to consumer apathy preventing more regulation

®Don'’t be fooled: they’re still important, and will remain important
for the foreseeable future.That’s why Doug Heller was here

©But with every passing day, their importance falls

® For good measure, FIO fulfills our expectation of moderation

2014: Wrong. See Birnbaum, Birny

In 2007 trend #13 we correctly predicted that the
“OFC is DOA.”

These views on federal regulation are as
correct today as they were 20 years ago. What
led to this successful assessment? Conversations
with Congressional leaders and their staff. When
questioned about insurance regulation, no one in
Washington has ever been able to provide a lu-
cid explanation of how federal regulation would
work, or how it would benefit anyone. The impo-
tence of the utterly unimportant Federal Insur-
ance Office only proves our point. There is no
reason an insurance executive studying this issue
should have failed to see these truths.

We have managed to bungle a few things
as it relates to regulation. As recently as 2014,

I 1. Consumer Groups Will Justas t}{e Consumel.'
Continue To Lose Clout Federation of America

was finding its footing
as an effective critic of
rating and underwrit-
ing factors (especially
price optimization), we
proclaimed in trend #11
that “Consumer Groups

We failed to see that
credit was able to pass through regulatory scruti-
ny and consumer group pushback because a vast
body of law and regulation, as well as a firmly
established foundation of math, came along with
credit as it moved from banking to insurance.
Credit was predictive of claims, and it fit neatly
into the concept of cost-based pricing. That price
optimization works isn’t in doubt. But it lacks
credit’s foundational attributes, so adoption was
always going to be more challenging. We still
believe price optimization is here to stay, but
adoption will be gradual and require great care.
In 2001, we insisted in trend #20 that
“George Washington Never Wanted to Regulate
Insurance” and “Congress Feels the Same Way.”
For years we have challenged all who suggest in-
surance regulation will move to Washington.
Remember the “Optional Federal Charter?”

Will Continue to Lose
Clout.” We were convinced that falling prices
would diminish regulatory and public interest
in auto insurance. We also argued that the old
lions of insurance consumer activism — Robert
Hunter, Harvey Rosenfield, and Birny Birn-
baum — were not being effectively replaced by
a younger generation. While we still don’t see a
younger generation of consumer activists rising
up, Hunter and Birnbaum in particular continue
to have significant impact on regulators. What is
more, they have developed extremely compel-
ling arguments around fairness that are gaining
traction. So even though we knew these people
well (along with others such as 2014 speaker
Doug Heller), and respected their commitment,
we underestimated their staying power. This is
a case where personal knowledge should have
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been given greater weight. The lesson for insur-
ers (and us): spend more time with consumer ac-
tivists, and ignore their impact at your peril.
Lesson’s We've Learned

About Identifying Future Trends

Unless you irrationally fall in love with top
leadership, it is possible to see companies clearly
and understand their direction with some preci-
sion. This is undoubtedly good for competitive
analysis. The key is to get out and talk with
people, because data, annual reports and listen-
ing to management calls with analysts simply
aren’t enough. Admittedly, we at Auto Insurance
Report have an advantage over insurance execu-
tives. (But you can come to the conference!)

The same holds true for regulation; the future
of which can be seen fairly clearly if you just
talk to regulators and consumer groups. We have
been very strong on predicting how things would
go on a state and federal level. We did bounce
back and forth on the details of how credit and
price optimization would be handled, but on the
broad strokes, direction has been clear.

On core technology, we’ve gotten it right.
Talk to enough people and it isn’t hard to see
where companies need outside help.

Along with everyone setting reserves and
buying insurance stocks, we feel great about
our predictive powers as loss trends continue in
a generally straight line, but seeing a big turn
is hard, if not impossible. We’re thinking hard
about how to improve in this area, but fear that
after 25 years of trying, seeing the big turns in
advance will continue to prove elusive.

On the adoption of technology: ALWAYS err
on the side of slow.

On the impact of social changes: ALWAY'S
err on the side of slow.

On changing customer behavior: ALWAY'S
err on the side of slow.

There is a never-ending thirst and need for
more data. If someone can find a new angle, it
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will be adopted. But price optimization took
more than a decade to get started, vehicle data
for underwriting and claims took a decade to

get rolling, and claims datafill took a decade be-
tween the proof of concept and implementation.
Truly powerful individual customer data analysis
has taken a decade — and the Internet — to mature
in usefulness for auto insurance. Again: slow.
Try This at Home

Finally, we reiterate that identifying future
trends is an essential part of business manage-
ment, and must be undertaken with great vigor.
Finding future trends is not about guessing. Find-
ing future trends requires gathering data — and,
yes, many anecdotes — running it all through the
filter of experience, testing ideas on smart people
you trust, and then boldly making a call.

The final step? Look back, with candor, on
your successes and failures to figure out where
you went wrong, and how, in an effort to do bet-
ter in the future. You can’t ever be perfect — cer-
tainly we’re not — but you can’t stop trying. [ag]

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, scan-
ning, fax or email, without prior permission of the Publisher. For information call (949) 443-0330.



