N Banc Ceannais na hEireann
4 Central Bank of Ireland

Eurosystem

Review of Differential
Pricing in the Private Car
and Home Insurance Markets

Annex: Technical Analysis

July 2021



Differential Pricing Review Central Bank of Ireland Page 2

Table of Contents

1. Introduction 3
2. Approach 5
3. Level of Price Differentiation Observed................... 12
4. Multivariate Regression Analysis 21
5. Characteristics of Long-tenure Customers............... 43
6. Consumer Survey Methodology and Approach......52
7. Consumer Survey Key Findings 58




Differential Pricing Review

1. Introduction

This annex summarises the quantitative analysis
work completed as part of the Review of
Differential Pricing in the Private Car and Home
Insurance Markets (the Review). The technical
analysis was designed to quantify the impact of
differential pricing practices in the Irish private car
and home insurance markets, identify the segments
of the market most affected and try to understand
the drivers of consumer behaviours in the market.
The extensive analysis undertaken provides a full
market perspective and ensures that the Review’s
findings and proposals are evidence-based.

This document describes the data, methodology,and assumptions
underlying the various analyses completed. It alsosummarisesthe key
results fromthese analyses,setting out the mainresultsfromeachtype of
analysis completed. Aselection of these resultsalsoappearinthe Final
Report tosupport the findings on a particular pricing practice or
recommendation.

The quantitative analysis work mainly focussed ontwolarge datasets. The
transactionaldataset which consisted of detailed policy levelinformation
for all policies sold by firms inscope of the Reviewover thethreeyear
period (2017 t02019),and the consumer survey dataset which contained
the results froma comprehensive consumer survey conducted as part of
the Review.! The contents of these datasets are discussed inmore detail in
Section 2 of this Annex.

The analytical work completed onthese twodatasetscanbedividedinto
four sections:

1. Aninitial analysis usingthe transactional dataset toinvestigate the
market structure, the overalllevel of price differentiationinthe
market and how price differentiationcanvary with certain
policyholder characteristics. Some key resultsfrom this work were
included inthe Interim Report published in December 2020, and

1 For the purpose of this Annex, ‘firms’ refers to the 11 insurance providers in scope of
the Review.
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theseresults together withinsights fromadditional analyses
completedsince the publication of the Interim Report are
summarisedinSections 3 and 5 of this Annex.

. Aneconomicanalysis using regression models onthe transactional
dataset toestimatethe contribution of specific policy-level factors
(suchas tenure,automatic renewal status,and saleschannel) in
explaining variationinoutcomes across consumers. Inthis section
of analysis, we take account of the influence of multiple background
factors simultaneously toisolate the specific contribution of
individual variables on market outcomes of interest. Asummary of
this analysisis outlinedinSection4.

. Aconsumerinsights survey wasconductedtogainbetter
perspective onconsumer behaviour and the level of financial
knowledge and literacy acrossconsumers. The survey captured the
views of 5,466 policyholders, consistingof 2,969 private car
insurance policyholders and 2,497 home insurance policyholders.
The policyholders surveyed are a representativesample of the
transactionaldatasetgatheredfromthe firms. Analysisof the
consumer survey findings and the methodological approachthat
was adopted are summarisedinSections 6 and 7.

Further economic regressionanalysisusing the consumer survey
matchedtopricing outcomes from the transactional datasetto
provide evidence on the types of consumers that are affected by
adverse pricing outcomes interms of socio-economics,
demographics, patterns of consumer engagement and proxies for
potential vulnerability. The resultsare summarisedin Section4.
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2. Approach

The general approachfollowedwas togather relevant marketand
consumer behaviour data,analyse thisdata using a range of techniques and
models,and provide insights toinformthe proposed policy measures.

2.1Data Collected
The quantitative analysis work completed as part of the Review focussed
on two maindatasets;

= Thetransactional dataset collected fromthe firms; and
* Theconsumer survey dataset.

2.1.1 Transactionaldataset

Policy level data was collectedfor all private car andhome insurance
policies writtenby the firmsin2017,2018 and 2019. The policy leveldata
included information on the policy and policyholder characteristics,and a
breakdown of the premium chargedto the policyholder betweenrisk and
non-risk based components.

A total of 9.5 millionindividual policy records (5.8 millionprivate car
policies,and 3.7 millionhome policies) were provided by the insurersinthe
Reviewacross the threeyears.?Inaddition, the insurance intermediariesin
the Reviewreporteda total of 1.4 millionindividual policy records (0.9
millionprivate car and 0.5 millionhome policies) inaggregateacrossthe
threeyears.

Basedonareviewof the 2019 data, we estimatethat the collected policy
records cover more than 90% of the policies issuedinthe private car and
home insurance markets.?

Since policies sold by the insurance intermediaries areunderwrittenby an
insurer, a high proportion of the policies reported by the insurance
intermediaries are alsoincludedinthe insurer dataset.

For policies soldthroughinsurance intermediaries, the insurer provides a
breakdown of the premiumthey receive fromthe insurance intermediary
(as they donot have the Actual Premium paid by the policyholder) while the
insurance intermediary provides a breakdown of the difference between
the premium paid by the policyholder and the premium passedonto the

2 For the purpose of this Annex, non-life insurance undertakings are referred to as
‘insurers’.

3 Total market size estimate based on datafrom the 2019 Conduct of Business Returns
submitted by insurers to the Central Bank.
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insurer. Therefore,tounderstand the premium breakdown, from the price
paid by the customer totheinsurer’s view of the underlying costs, we
matched individual policies fromthe insurance intermediarydatasetwith
the corresponding recordin theinsurer dataset using the relevant policy
number.

The dataset does notinclude allinsurers inthe market and only includes a
relativelysmall proportionof the insurance intermediaries inthe market.
Therefore we were not able to matchall the policies sold by insurers
throughinsurance intermediaries witha corresponding insurance
intermediary recordinour dataset and we were not abletomatchall the
policy records reported by insurance intermediaries with a corresponding
insurer recordfor that policy inour dataset. This isillustrated for the 2019
private car and homeinsurance datasetsinFigures 1 and 2 below.

Figures 1 and 2 show how policies canbe classified intoone of four groups,
which are summarisedinTable 1.

Figure 1: lllustration of the overlap between the insurer and insurance
intermediary transactional datasets for private car insurance policies written in
2019.
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Figure 2: lllustration of the overlap between the insurer and insurance
intermediary transactional datasets for home insurance policies written in 2019.
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The premium informationrequested frominsurersincluded a breakdown
of the Technical Premium as well as the Actual Premiumthey received from
the policyholder (for policies sold directly tothe customer) or insurance
intermediary (for policies sold throughinsurance intermediaries). The
Technical Premiumis the insurer’s view of the expected costs associated
witha policy including the expected cost of claims, expensesand any other
costs. The Technical Premiumused inthis Annex does not include any
allowance for profit. Insurers were requestedto provide the Technical
Premiumfor eachpolicy at the point when the policy was sold. Some
insurers were unable toprovide a Technical Premium for certainpolicies
due toissues withdata availability, however, we received Technical
Premiumdata for approximately 90% of the policy records reported by
insurers.
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Table 1: Table summarising the four policy groups in the transactional dataset.
Information on the policy and policyholder characteristics was available for
policies in all groups. The policy counts shown in the table include all policies in the
group, however the policy record received for a proportion of these policies was
not complete due to data availability issues.
Dataset Group Description Availability | Availability | Number of | Number of
of Insurer’s | of Actual private car home
technical Premium policies in policies in
pricing data | paid by the | the dataset | the dataset
for the customer (millions) (millions)
policy Total |2019| Total (2019
. . Policies sold by insurers in our
1. Direct policies . . \/ \/ 3.1 1.1 1.4 0.5
review directly to customers.
i . : X
Policies sold by insurers in our
. . However
. review through insurance .
2. Intermediated | . premium
. intermediary, where we do not .
unlinked N v/ |receivedfrom| 20 | 07 | 1.8 | 06
policies have a matching insurance the insurance
intermediary policy record in intermediary
our dataset. is asuitable
proxy.
Policies sold by insurers in our
. review through insurance
3. Intermediated |, .
. . intermediary, where we do have \/ \/ 0.7 0.3 0.4 0.1
linked policies .. . .
amatching intermediated policy
record in our dataset.
Policies sold by insurance
4. Insurance . . . .
it di intermediary in our review,
intermediar
. i where we do not have a X \/ 0.2 006 | 0.04 | 001
only policy L .
matching insurer policy record
records .
in our dataset.
TOTAL 6.0 2.1 3.7 1.3

When analysing the levelof differential pricing inthe market we require

the technical pricing data for the policy, therefore, we were unable to use
policies in Group 4 above, and we used the combined policy records from

Groups 1 to 3. Whenassessingthe level of price differentiationinthe
market we generally focussed ona comparison of the Actual Premiumwith

the Technical Premium. While we did not have the actual price paid by the

policyholder for policies in Group 2 above, we did have the premiumthe
insurer received fromthe insurance intermediary, whichwe used as a proxy
for the Actual Premium paid by the policyholder.
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Ingeneral when looking at characteristics of the market such as the number
of policies indifferent segments or the policy renewal ratesindifferent
segments, we used the combined policy records from all four Groups listed
above, as we have the policy and policyholder characteristicsavailable for
allthese policies.

2.1.2 ConsumerSurveydataset

The consumer survey was designedtocollect insightsonthe drivers of
consumer behaviours including how consumers engage with the insurance
sector. The consumer survey included a broad range of questions relating
tohow consumers interactedwiththeirinsurance providersandthe
market ingeneralincluding howthey searchedfor insurance, their renewal
and switching behaviour, attitudes toinsurancepricing and behaviours
experienced by consumers whenreceiving renewal quotes.* Descriptive
analysis of the survey datawas conducted for the full sample of consumers,
as well as among particular sub-groups (e.g., renewing consumers,
switchers,etc.).

2.2 Methodology

Inorder to analyse the level of price differentiationinthe privatecarand
home insurance markets, we need todefine a metrictocompare the Actual
Premium paid by the customer withthe expected costs relatedtoan
individual policy.

Interms of analysing the expected costs associated with a policy, we could
have selected the expected cost of claims or the Technical Premiumasa
representative metric. The Technical Premiumincludes the expected cost
of claims plus all other expected paymentsassociated with the policy such
as expenses,commissions, levies, reinsurance costs, etc. While the
expected cost of claims is the component of the Technical Premiumthat
varies the most betweenindividual policies, the other components of the
Technical Premium are not uniform across all customers.

Thisis evident inFigure 4, where the spread of the Technical Premium
values is wider thanthe spread of the expectedclaim costs. Based onthis
we decided that comparing the Actual Premium paidtothe Technical
Premiumratherthantojust the expected cost of claims provides a more
complete and equitable comparisonwiththe expected costs associated
witha givenpolicy.

Itis worth noting that the Technical Premiumis the insurer’s viewof the
expected costs associated with anindividual policy. While we did not
examine or validate the underlying models and assumptions used to
calculate the Technical Premium, we did check that the Technical Premium

4 For the purpose of this Annex, ‘insurance provider’ includes non-lifeinsurance
undertakings and insurance intermediaries including Managing General Agents.
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reportedby insurers included all expected components and that the
relative size of different components was reasonable.

Figure 3: Components of the Technical Premium? ¢

Proportion of the Technical
Premium

100%
20%
80%
70%
60%
50%
40%
30%
20%
10%

0%

15%

27%

Private Car

B Expected Claim Costs

Figure 4: Distribution of the expected claim costs and Technical Premium for
private car and home insurance policies. Includes policies from 2017-2019.
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Other Components

Proportion of policies in each €10 interval
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could look at the absolute difference between the two values or the ratio of
the two values. We have focussedonthe ratioof the two values, i.e., the

Actual Premiumdivided by the Technical Premiumor APTP ratio.We
selectedthe APTPratioratherthanthe absolute difference between

Actual Premium and Technical Premiumbecause insurers typically settheir
profit target as a percentage of the premiumrather thananabsolute profit

5 The expense allowance includes costs associated with administering a policy as well as
commission payments made by insurersto insurance intermediaries.
6 Other componentsinclude items such as manual risk-based adjustments, allowances
for levies, reinsurance costs, and costs of policy cover add-ons.
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on eachpolicy. Therefore, insurers commonly monitor the APTP ratioto
assess the adequacy of their premiums.

An APTPratioless thanone means the Actual Premiumreceived fromthe
customer was less thantheinsurer’s view of the expected costs associated
withthe policy,while an APTPratiogreater thanone means the premium
paid by the customer was greater thanthe insurer’sview of the expected
costs associated with the policy. The methodology followed for the
multivariateregressionanalysiscompleted as part of the Reviewis
discussedinSection4.

The consumer insights phase involved a mixed methodologicalapproach
incorporating qualitative in-depthinterviews, focus groups and a consumer
survey of 5,466 respondents. This research methodology soughttobuilda
comprehensive and detailed understanding of how consumers engage with
the insurance markets andtomeasure thedrivers of consumer behaviours.
Full details of the consumer research methodology and fieldwork are
outlinedin Section 6.

Central Bank of Ireland
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3. Level of Price Differentiation
Observed

3.1 Overview

Inthis section, we first look at the overall level of price differentiation by
examining the distribution of the APTP ratiovalues for private car and
home insurance policies writtenbetween2017and 2019. The wider the
distribution of the APTP ratiovalues, the greater the variationinthe Actual
Premiumbeing chargedrelativetothe expected costsassociated with
providing the cover,i.e., greater levelsof price differentiation.

Inthe second part of this sectionwe take aninitial look at the
characteristicsof a policy or policyholder that impact the APTP ratio. Inthis
initial explorationwe look at univariate analyses, where we examine the
variationinthe average APTPratiowithasinglefactor,ignoringthe
possible impact of other correlatedfactors. The more complex multivariate
modelling approachthat attemptstoisolatethe impact of eachfactor when
controlling for other relevant factorsis discussedindetail inSection 4.

3.2 Distribution of APTP Ratios

The graphin Figure 5 compares the distribution of the APTP ratiofor
private car andhomeinsurance based onall the policies writtenover the
threeyear period. The distributions for private car andhome insurance are
similar,indicating similar levels of price differentiation occurs for both
products. Most policies have an APTPratiobetween0.5and2,i.e.,the
Actual Premiumis between half and twice the expected costs associated
withthe policy, but there are a small proportion of policies with APTP ratio
values either above or belowthis range.

Figure 5: Distribution of APTP ratio for Private Car and Home insurance for all
policies in the differential pricing analysis (2017-2019 combined).
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It canbe helpful for illustrative purposes todefine thresholds for what
might be considered high, very high,and low margin policies. For our
analysis we defined the following groups:

= Lowmarginpolicies: Policies where the APTP ratiowas lessthan
0.6 (i.e.,the Actual Premium paid was less than 60% of the expected
costs associated with the policy);

= Highmarginpolicies: Policies where the APTP ratiowas more than
1.5 (i.e.,the Actual Premium paid was more than 150% of the
expected costs associatedwith the policy);and

= Veryhighmarginpolicies: Policies where the APTPratiowas more
than 2.0 (i.e.,the Actual Premium paid was more thantwice the
expected costs associated with the policy).

Itis important toemphasise that the choice of these thresholdsis
subjective andother thresholds could have beenselected. The graph below
shows the different segments of the distribution based onthe groups
definedabove.

Figure 6: Distribution of APTP ratio highlighting low, high, and very high margin
segments of the distribution.
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The graphin Figure 5 shows the aggregated dataforall three years
together.InFigure 7,the distributions of APTP ratios for policies writtenin
eachof thethreeyears are compared.

It shows thatinprivate carinsurance, the centre of the APTPdistribution
has shiftedtoa lower value and narrowed sslightly between2017and 2019.
The overall shift of the APTP distributiontolower valuesisduetoa
combination of private car Actual Premiums reducing over this period,and
the average Technical Premiumincreasingmarginally. The slight narrowing
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of thedistributionsuggests the level of price differentiationinthe private
car market has reduced marginally over this period.

Thedistribution of APTP ratios for home insurance was unchanged
between 2017 and 2018, withthe distributionshiftingtoslightly lower
APTPratiovaluesin2019.

Figure 7: Comparison of the APTP ratio distribution between 2017,2018 and
2019.
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3.3 One-way Analysis of APTP Ratio

Inthe previous section, the overall level of price differentiationinthe
market was presented anddiscussed. It showed howthe premiums being
paid by policyholders deviate significantlyfromthe insurer’s view of the
expected costs associated withthe policy. Inthis section, we look at the
characteristicsof a policy or policyholder that makeiit likely that the
premium charged will be more or less thanthe expected costs.

Inthisinitial exploration,we look at univariateanalyses, where we examine
thevariationinthe average APTPratiowithasingle parameter. This
univariate approachis agoodstartingpoint but itis important to
acknowledge its limitations. The univariateapproach does not allowfor the
variationinotherfactors that may bedriving the variationseen. For
example,we may seeanincreaseinthe average APTPratiowitha
particular characteristic, but this may not be because the insureris
explicitly applyinga higher APTP ratiofor policies with that characteristic,
but ratherthat theinsureris charging a higher APTP ratiofor another
characteristicthathappens tobe correlated with this characteristic. In
order totry and isolate the impact of eachfactor whencontrolling for all
otherfactors,a multivariate modelling approach has tobe adopted as
discussedinSection4.
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The transactional dataset we collected included details onawide range of
policy, policyholder, private car or home characteristicsthatinsurers
usually take account of whensetting their premiums. We examined the
variationinthe average APTPratiowithall these factors. The average
APTPratiovaries todiffering degrees with most characteristics.

Inthe following section, we focus on the variationinthe average APTPratio
withpolicy tenure and policyholder age. Tenure is the factor withwhich the
average APTPratiovaries the most and the most consistently. The
variationinthe average APTP ratiowith policyholder age is significantly
less thanwithtenure, however,the variationwith age provides anexample
as tohow different groups of consumers are affected.

Tenure

Tenureis defined as the number of years the policyholder has beeninsured
by the same insurer. Therefore, a tenure of zero equates toa new business
policy. A tenure of one equates toa policy that has renewed for the first
time.

We have included a number of different univariate graphsthat present the
variationinthe APTPratiowithtenureindifferent ways inthis sub-section.
InFigure 8 and Figure 9 below, the average Actual Premium, average
Technical Premiumandthe average APTPratioare shownby tenure.Note
theaverage APTPratiois calculated asthe average Actual Premium
divided by the average Technical Premium for that segment, rather than
the average of the individual APTP values for each policy inthat segment.
The graphs clearly showthe average APTPratioincreases steadily with
tenure for both private car andhomeinsurance. The overall increasein
average APTPratiowithtenureis greater onhome thanon privatecar
insurance. While both private car and home insurance showanincreasing
average APTPratiowithtenure,the underlying trends inthe average
Actual Premiumand average Technical Premiumwithtenure are very
different.

On home insurance, the average Technical Premiumis relatively constant
for tenures betweenone year and eight years which means the expected
costs associated with policy groups at different tenuresinthis range is
relatively constant, however,the average Actual Premium policyholders
are payingincreasessteadilywithtenureinthis range. At anaggregate
level, this appears tobe a clear example of insurers incrementally
increasing the Actual Premium chargedthe longer a policy has beeninforce
without any corresponding increase inthe expected costs.

On privatecarinsurance,the picture is more complicated. The average
Technical Premiumdecreases consistentlywithtenure. This is likely due to
acombination of factors. For example, the mix of policyholders at lower
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tenuresis generally morerisky(e.g.,thereis a higher proportion of younger
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and learner permit drivers at lower tenures). Inaddition,some insurers
have observedthat a private car policy with all the same characteristics is
less likely tohave a claimthe longer the tenure of the policy and therefore
tenureis usedas aninput when calculating the Technical Premium. The
average Actual Premiumdecreasesfromtenure zerototenure four, but
does not decrease as fastas the average Technical Premium. Fromtenure

four totenure nine the average Actual Premiumiis relatively constant, while

the Technical Premiumcontinues todecrease. Therefore, the increasein
the average APTPwithtenureis due tothe average Actual Premium paid
by consumers not reducing as fast as the expected costsassociated with
their policies.
Figure 8: Variation of the average Actual Premium, average Technical Premium,

and the average APTP with tenure on private car insurance. (Includes policies from

2017-2019)
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Figure 9: Variation of the average Actual Premium, average Technical Premium,
and the average APTP with tenure on home insurance. (Includes policies from
2017-2019)
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The previous graphs show how the average APTPratioincreases with
tenure. The distribution of APTPratios at different tenures for privatecar
and home insurance is showninFigure 10.The shape of the distributionis
relativelystablewithtenure, however, we do see a noticeable broadening
of the distribution for home policies with nine or more years tenure,i.e.,for
long tenure home policies thereis awider spread of APTPratios as well as
the average APTPratiobeing higher.

Figure 10: Distribution of APTP ratio by policy tenure for private car and home
policies. (Includes policies from 2017-2019)
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Figure 11 shows, the proportion of policies inthe low, high and very high
marginsegments (asdefinedin Section 3.2) at different tenures. For new
business home policies (tenure equal tozero), 10% of policies are inthe low
margin (APTPratio <0.6) segment. As expected, the proportion of policies
inthe highand very highmarginsegments increases consistentlywith
tenure on both private car and home.

Figure 11: Proportion of policies in the different margin groups at each tenure.
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Age

Thevariationinthe average APTPratio,average Actual Premiumand
average Technical Premiumwith policyholder age are shownfor private car
and home insurance in Figure 12 and Figure 13.

Thevariationinthe average APTPratiowithageis relativelysmall
comparedto thevariationwithtenure.Thereis ageneral upwardtrendin
the average APTPratioforages above 30 onprivate carandagesabove 70
on home, with the increase being more significantonhome insurance.

It should be noted (see Section 5.3) thatthereis a correlationbetween
policyholder age andtenure, witholder policyholders tending toremain
withtheir current insurer for longer. Therefore, older policyholders will be
impacted more by the higher APTPratios onhighertenure policies. The
multivariateregression modelling presentedinSection4 is designedto
identify the impact of each variable when holding other factors constant,
and thereforeis abletoassesstherelativeimpactsof age andtenureonthe
APTPratio.

Figure 12: The variation in average Actual Premium, average Technical Premium,
and average APTP with policyholder age for private car insurance.
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Figure 13: The variation in average Actual Premium, average Technical Premium,
and average APTP with policyholder age for home insurance.
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Figure 14 shows the proportion of policies inthe low, high and very high
marginsegments at eachage group. Home insurance policyholders under
30 have a higher proportion of policies (8%) with lowmargins thanany
other age group. Thereis anincreaseinthe proportion of policyholders
with high and very highmargin policies for age groups over 75 on both
private car and home, however, theincrease s relatively small.

Figure 14: Proportion of policies in the different margin segments ateach
policyholder age group.
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3.4 Summary

Inthis section, we have shown the broad distribution of APTP ratios in both
the private car andhome market reflecting the significant variationinthe
premium paid by policyholders relative tothe expected costs associated
witha policy.Similar levels of variationinthe APTPratioare seeninthe
private car andhome markets.

The APTP ratiodistributionhas beenrelativelystable over the three year
period, however,in the private car market we dosee the distribution
narrowing marginally and shifting slightlytolower APTPratiosin2019.
This reflects amarginal reductioninthe level of price differentiationinthe
private car market andaslight reductioninthe average APTP ratio.

The univariate analysesshowthe variationinthe average APTPratiowith
tenureis greater thanwith any other factor. The average APTPratio
increases consistently withtenureinboth private car andhome insurance,
althoughthe underlying variationin Actual Premium and Technical
Premiumwith tenureis different onprivate car thanonhome. The average
APTPratioincreases for older ages mainly as a result of older customers
having longer tenure.
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4. Multivariate Regression
Analysis

4.1 Overview
This sectionoutlines the economicanalysiscarried out as part of the
Review.

This analysis hastwo components:

= Part A:regressionanalysiswithalarge policy-level transactional
dataset (see Section 2.1 for anoverviewof the transactional
dataset)toestimate the degreetowhich policy-level characteristics
are associatedwiththe APTPratio(e.g., policyholder tenure,
automaticrenewal status, distributionchannel).

= PartB:regressionanalysis witharicher,but smaller,datasetthat
links survey responsesfroma sample of customers totheir policy-
level transactional data(see Section 6 for anoverviewof the survey
data and methodology), to examine how customer characteristics
(e.g.,income, education, financial experience) areassociated with
different APTPratiooutcomes.

Multivariate regressionanalysis providesaframework toassesshowa
range of relevant variables are associated simultaneouslywith a specific
outcome variable of interest (e.g., APTPratio outcomes). With this
approach,we canestimate therole played by individual variablesin
explaining variationin APTPratiooutcomes.

This sectionfirst describesthe transactional dataregressionanalysis, with
anoverview of model choices,a summary of key results and the regression
output. It then describes the linked survey regression analysis, again
providing anoverview of model choices,a summary of key results and
regressionoutput. Finally, the sectionincludes a descriptionof the
variables usedinthe regression models, followed by a comparisonof survey
and transactional datasetsinterms of key variables.

4.2 Transactional Data Regression Analysis (Part A)

Model and datachoices

The transactional dataregressionanalysisis designedtoexamine the
relationship betweenthe APTP ratioand policy- and policyholder-level
variables.Inthe analysisthat follows, we restrictour focus to2019 data
only as it ensures that the estimated effects present as up-to-datea picture
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of differential pricing as possiblewithout being clouded by relationships
that may have heldin previous years.”

Following a detailed validation process onthis dataset, we begin our
analysis withasample of 1,842,067 privatecarand 1,157,064 home
insurance policies. This follows the exclusion of policy records designated
asinvaliddue tothe firm’s inability toreport a Technical Premiumvalue (a
key component of the dependent variable),asnotedinSection2.1,oron
the basis of extreme policy record values.®

For the purposes of the analysis, the datais segregatedinto four quadrants.
We model differential pricing for private car and home policies separately,
due tothedistinct set of factors that influence pricing inthese markets(see
Table 2). We alsodistinguish our models onthe basis of the distribution
channel - direct or through aninsurance intermediary.Since the
availability of certainvariables differs acrossthe distribution channel
throughwhich a policy is written,we maximise the availableinsight by
analysingdirect andinsurance intermediary policiesseparately, rather than
fitting a ‘one-sizefits all’model.

Table 2: Sample breakdown - 2019 policies (4 quadrants of analysis)

Category Private Car Home Total
Direct 1,030,820 397,600 1,428,420
Intermediated 811,247 759,464 1,570,711
Total 1,842,067 1,157,064 2,999,131

For eachof the four quadrants of analysis (see Table 2),we estimate a
series of ordinary least squares (OLS) models starting with only the
variables thatare more fully populated withinthe sample,ensuring that the
model retains a large percentageof available policies. ? Infurther
specifications,we addinvariables thatare lessfully populated acrossthe
sample,leadingtoareductioninthe samplesize.

We also assessed the relationship between APTP ratios and policy-level variables in
the 2017 and 2018 datasets. The results are broadly similar to those reported here
based on data from 2019.

We remove the top and bottom 1% of observations, when ordered according to their
APTP ratio, to ensure that any outliers are not included in the analysis. ‘Topping and
tailing’ a dataset in this fashion is a typical cleaning step in preparing a dataset for
regression analysis. The results remain effectively unchanged with the inclusion or
exclusion of these outlier observations.

Ordinary least squares (OLS) is a common statistical approach to the estimation of
relationships between variables of interest. OLS estimates the strength ofa
relationship by fitting aline to the data such that the sum of the squared distances
between the observed data points and those predicted by the fitted lineis minimised.
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Weidentify ‘preferred’ specifications (markedinpinkinTables 3and 4
below), which include as many variables as possiblewithout heavily
compromising the size and representativeness of the sample onwhich the
model is estimated. For key relationships of interest, the estimated effects
arestableirrespectiveof the specification chosen. For all of the models, the
outcome variable thatis being analysedis the log-transformed APTP
ratio.’®Inthe interpretation of the results thatfollows, we only focus on
those variables thatare statistically significantin the models.

The explanatory variablesthat are includedinthe regression models are
detailedinTables 7 and 8.

Results (Transactional Data Regression Analysis)

While the transactional dataregression output provides nuanced results
across the four quadrants of analysis, it does indicate a high degree of
consistency inrelationtosome key factors of interest. Most notably, we
find that consumer tenure has the strongestassociationwith APTPratio
outcomes ineachsetting. We identify other factors thatare significantly
associatedwithvariationinthe APTPratio, but in all settings, the
coefficient onconsumer tenureis the largest across allindependent
variables consideredinthe models. We provide a detailedinterpretation of
theregressionoutput below.

The sub-sections belowsummarise resultsfrom multivariate regression
analysis thatwas conducted across directandinsurance intermediary
business for the private car andhome insurance datasets.

Note: Theresults quoted belowfor specific variables should be interpreted as the
estimated effect on the outcomevariable while all other factors in the modelare
held fixed. Numerical effectsreported beloware taken from regression Tables 3
and 4 (the specifications marked in pink), where coefficient estimates have been
transformed in accordance with the formulain footnote8 to facilitate a
‘percentage change’ interpretation.

10 Logtransformation implies that we replace the variable ‘/APTP’ with ‘log(APTP)’, where
‘log’ isanatural log transformation. The transformation has the advantage of reducing
skewness in the distribution of the outcome variable, while facilitating easier
(approximate) interpretation (i.e. in percentage terms) of estimated coefficient effects
in the regression models. Formally, to express the model coefficients as percentage
changes in the outcome variable - we must first apply the following adjustment:
g(coefficient) _ 1 Forsmall value coefficients (e.g. 0.05), these quantities are
equivalent. However, for larger value coefficients (e.g. 0.5), the gap can be meaningful.
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A:Private Car Direct - Key Results fromPreferred Specification(Column
2Table 3).

Witheachadditional year of tenure,consumers pay a higher APTP ratio.
Comparedwith those withjust one year of tenure (i.e.,renewing for the
first time), the APTPratiofor those with zeroyears of tenure (i.e., new
business) is,onaverage, approximately 10% lower. The APTPratiofor
those withthree years of tenureis 8% higher,on average, thanfirst-time
renewal customers, and for consumers with nine or more years of tenure,
the APTP ratiois 19% higher thanfirst-time renewal consumers.!

Comparedwith the youngest group, all consumers aged 25 and over pay an
APTPratiothatis,on average, significantly lower (the difference ranges
from-11%to-15% depending on the exact age category). We find that
policies sold online or through a branch,on average, are associatedwithan
APTPratiothat is approximately 6% higher thantelesales.

B: Private Car Intermediated - Key Resultsfrom Preferred Specification
(Column 5Table3).

Witheachadditional year of tenure,consumers pay a higher APTP ratio.
Comparedwith those withjust one year of tenure (i.e.,renewing for the
first time), the APTPratiofor those with zeroyears of tenure (i.e.,new
business) is,onaverage, 7% lower. The APTPratiofor those withthree
years of tenureis 3% higher,on average, thanfirst-timerenewal customers,
and for customers with nine or more years of tenure,the APTPratiois 15%
higher thanfirst-time renewal customers.?

Comparedwith the youngest group,the APTP ratiofor consumers aged
between30and49yearsis,onaverage,slightly lower (the difference
ranges from-1% and-3%, depending on the exact age category). The APTP
ratioforthose aged 55 years andoveris slightlyhigher,onaverage, than
for the youngest group (the difference ranges from approximately +1%to
+2% depending on the age category).

C: Home Direct - Key Results from Preferred Specification(Column 3
Table4).

Witheachadditional year of tenure,consumers pay a higher APTP ratio.
Comparedwith those withjust one year of tenure, (i.e., renewing for the
first time),the APTPratiofor those with zeroyears of tenure (i.e.,new

11 Thecoefficients for zero, three and nine years of tenure for Private Car-Direct are -

0.11,0.075, and 0.170 respectively, as shown in column 2 in Table 3. We compute the
corresponding ‘percentage change’ interpretation in accordance with the method
outlined in footnote 8.

The coefficients for zero, three and nine years of tenure for Private Car-Intermediated
policies are-0.076,0.032, and 0.139 respectively, as shown in column 5 in Table 3. We
compute the corresponding ‘percentage change’ interpretation in accordance with the
method outlined in footnote 8.

12

Central Bank of Ireland

Page 24



Differential Pricing Review

business) is,onaverage, approximately 15% lower.”* The APTP ratiofor
those withthree years of tenureis 9% higher,on average, thanfirst-time
renewal customers, andfor customers with nine or more years of tenure,
the APTP ratiois 19% higher thanfirst-time renewal customers.

Comparedwith the youngest cohort, all consumers aged between 35 and
74 yearstendtopay anAPTPratiothatis,onaverage, slightly lower (the
difference ranges from-2%to-6% depending on the exact age
category).The APTPratioforthose aged 75 andoveris,onaverage, slightly
higher when comparedwith the youngest group (+2%).141

We find that policies sold online or through a branch pay an APTP ratiothat
is 9% higher thantelesales.

D: Home Insurance Intermediary - Key Resultsfrom Preferred
Specification (Column 8 Table 4).

Witheachadditional year of tenure,consumers pay a higher APTP ratio.
Comparedwith those withjust one year of tenure, (i.e.,renewing for the
first time),the APTPratiofor those withzeroyears of tenure (i.e.,new
business) is,onaverage, 16%lower. The APTPratiofor those withthree
years oftenureis 13 higher,on average, thanfirst-timerenewal customers,
and for customers with nine or more years of tenure,the APTPratiois 34%
higher thanfirst-time renewal customers.

Comparedwith the youngest cohort, all consumers aged 35 yearsandover
pay anAPTP ratiothatis,onaverage, slightlylower (the difference ranges
from approximately -1% to-6% depending onthe exact age category).

13 Thecoefficient for zero, three and nine years of tenure is-0.163, 0.085, and 0.175
respectively, as shown in column 3in Table 4. We compute the corresponding
‘percentage change’ interpretation in accordance with the method outlined in footnote
8.

Figure 15 and 16 graphically extract our transformed coefficient estimates from each

of the four quadrants of analysis relating to age and tenure - toiillustrate their

comparativeimpacton APTP ratios in the multivariate regression setting. The

transformation that is applied is noted in footnote 8.

15 In Section 2, we found that the variation in the average APTP ratio with age was
relatively small compared to the variation with tenure. That findingis supported here
in the multivariate regression setting, where, unlike in Section 2, we can disentangle
the relative contributions of age and tenure in explaining variation in APTP ratios.
Here, while we do observe age-based variation in APTP ratio outcomes, we do notfind
evidence of an upward sloping curve in the age effect on APTP ratios such as that
observed for increasing years of tenure (see Figure 15 and 16).

16 Thecoefficients for zero, three and nine years of tenure for Home-Intermediated are -
0.175,0.118, and 0.290 respectively, as shown in column 8 in Table 4. We compute the
corresponding ‘percentage change’ interpretation in accordance with the method
outlined in footnote 8.

14
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AutomaticRenewal

Weestimate the impact of automaticrenewalonthe APTPratioincurred
on a policy (columns 3and 4 in Tables 3 and 4 respectively), where
automaticrenewal refers to policies renewed without challenge or
negotiationfromthe policyholder.” The sampleis restricted torenewal
policies only (i.e.,excludes new business policies). Additionally,due todata
availability,the impact canonly be estimated for policies purchased directly
(i.e.,excluding policies purchased through aninsurance intermediary).

Owingto these limitations, the estimatedimpact cannot be interpreted as
representative of the effect of automatic renewal onthe market overall,
but rather withinthe limited setting noted above. Inthis setting, we find
that automaticrenewal is associated with a small negativeeffect on APTP
ratios for private car policies purchased directly (-2%),and anevensmaller
negative effect for home policies purchaseddirectly(-1%),i.e.,
automaticallyrenewing consumers paid a marginally lower premium
relative toexpected cost than non-automatically renewing consumers.

Table 3: Private Car 2019 Results (Direct and Intermediated)
(1) (2) (3) (4) (5)

VARIABLES In(AP/TP) In(AP/TP) In(AP/TP) In(AP/TP) In(AP/TP)
Direct Direct Direct Inter. Inter.
Tenure (0 Year) -0.119*** -0.110*** -0.067*** -0.076***
(0.001) (0.001) (0.001) (0.001)
Tenure (2 Years) 0.057*** 0.065*** 0.060*** 0.023*** 0.025***
(0.001) (0.001) (0.001) (0.001) (0.001)
Tenure (3 Years) 0.068*** 0.075*** 0.072*** 0.031*** 0.032***
(0.001) (0.001) (0.001) (0.001) (0.001)
Tenure (4 Years) 0.081*** 0.088*** 0.082*** 0.042*** 0.042***
(0.001) (0.001) (0.001) (0.001) (0.001)
Tenure (5 Years) 0.091*** 0.101*** 0.096*** 0.035*** 0.037***
(0.001) (0.001) (0.001) (0.002) (0.002)
Tenure (6 Years) 0.099*** 0.107*** 0.106*** 0.053*** 0.053***
(0.001) (0.002) (0.001) (0.002) (0.002)
Tenure (7 Years) 0.095*** 0.101*** 0.104*** 0.086*** 0.084***
(0.002) (0.002) (0.002) (0.003) (0.003)
Tenure (8 Years) 0.087*** 0.091*** 0.103*** 0.096*** 0.095***
(0.002) (0.002) (0.002) (0.003) (0.003)
Tenure (9+ Years) 0.168*** 0.170*** 0.154*** 0.142*** 0.139***
(0.001) (0.001) (0.001) (0.002) (0.002)
Age Category (Years): 25-29 -0.068*** -0.125*** -0.125*** 0.017*** 0.015***
(0.002) (0.002) (0.003) (0.002) (0.002)
Age Category (Years): 30-34 -0.077*** -0.150*** -0.134*** -0.006*** -0.025***
(0.002) (0.002) (0.003) (0.002) (0.002)
Age Category (Years): 35-39 -0.092*** -0.168*** -0.153*** -0.011*** -0.032***
(0.002) (0.002) (0.003) (0.002) (0.002)
Age Category (Years): 40-44 -0.089*** -0.164*** -0.150*** -0.006*** -0.025***
(0.002) (0.002) (0.003) (0.002) (0.002)
Age Category (Years): 45:49 -0.075*** -0.148*** -0.134*** 0.010*** -0.007***
(0.002) (0.002) (0.003) (0.002) (0.002)
Age Category (Years): 50-54 -0.060*** -0.133*** -0.118*** 0.019*** 0.003
(0.002) (0.002) (0.003) (0.002) (0.002)
Age Category (Years): 55-59 -0.049*** -0.122*** -0.104*** 0.027*** 0.012***
(0.002) (0.002) (0.003) (0.002) (0.002)
Age Category (Years): 60-64 -0.057*** -0.133*** -0.116*** 0.027*** 0.012***
(0.002) (0.002) (0.003) (0.002) (0.002)
Age Category (Years): 65-69 -0.059*** -0.134*** -0.117*** 0.029*** 0.014***
(0.002) (0.002) (0.003) (0.002) (0.002)
Age Category (Years): 70-74 -0.068*** -0.141*** -0.127*** 0.029*** 0.011***
(0.002) (0.002) (0.003) (0.002) (0.002)
Age Category (Years): 75+ -0.084*** -0.154*** -0.144*** 0.032*** 0.019***
(0.002) (0.002) (0.003) (0.002) (0.002)
17

Includes automatically renewing direct debits and policies that were renewed by the
policyholder without negotiation with theinsurance provider.
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Gender: Male

Vehicle Age

Log Vehicle Value

Sales Channel: Online/Branch
Automatic Renewal (1=Yes)

Constant

Observations
R-squared

Third Party Claims
Own Damage Claims
Type of License

Total Named Drivers
NCB Years

Engine Size

Class of Use

Motor Cover Applicable
Driver Cover

NCB Protection
Insurer Controls
Provincial Controls

Notes: Table reports Ordinary Least Squares regression results for the private car insurance book. Columns 1-3 relate to direct

-0.027***
(0.001)
0.005***
(0.000)
0.025***
(0.001)
0.034***
(0.001)

-0.053***
(0.008)

1,000,751
0.188
Yes
No
Yes
Yes
Yes
Yes
Yes
Yes
Yes

-0.023***
(0.001)
0.006***
(0.000)
0.029***
(0.001)
0.056***
(0.001)

-0.054***
(0.009)

870,871
0.185
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes

-0.024***
(0.001)
0.007***
(0.000)
0.029***
(0.001)
0.049***
(0.001)
-0.020***
(0.001)
-0.146***
(0.011)

679,807
0.128
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes

Differential Pricing Review | Central Bank of Ireland

-0.022***
(0.001)
0.011***
(0.000)
0.050"**
(0.001)

-0.671***
(0.009)

789,111
0.153
No
No
Yes
Yes
Yes
Yes
Yes
Yes
Yes

-0.020***
(0.001)
0.012***
(0.000)
0.054***
(0.001)

-0.709***
(0.010)

692,542
0.155
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes

policies only, while. Columns 4-5 relate to intermediated policies only. Column 3 reports results from a model which
additionally estimates the impact of automatic renewal, as such, the estimation sample is limited to renewal policies (i.e.
excludes new business). The base (comparison) category for tenure is 1year of tenure - i.e. all tenure effects are measured
relative to 1 year of tenure. The base (comparison) category for age is under 25 - i.e. all age effects are measured relative to
the under 25 age category. The base (comparison) category for sales channel is telesales - i.e. the sales channel effect is

measured relative to telesales. The coefficients for the control variables Third Party Claims to Provincial Controls are suppressed
to save space in the table and facilitate better exposition of results, but their inclusion or exclusion from the model is indicated

by “yes /no “ respectively.
*** p<0.01, ** p<0.05, * p<0.1

Preferred specifications (direct and intermediated) are marked in pink.
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Table 4: Home 2019 Results (Direct and Intermediated)
(1) (2) (3) (4) (5) (6) (7) (8)

VARIABLES In(AP/TP) | In(AP/TP) In(AP/TP) | In(AP/TP) | In(AP/TP) In(AP/TP) | In(AP/TP) In(AP/TP)
Direct Direct Direct Direct Inter. Inter. Inter. Inter.
Tenure (0 Year) -0.156*** -0.171*** -0.163*** -0.106*** -0.113*** -0.158*** -0.175***
(0.002) (0.002) (0.002) (0.001) (0.001) (0.001) (0.001)
Tenure (2 Years) 0.031*** 0.033*** 0.032*** 0.033*** 0.062*** 0.062*** 0.066*** 0.062***
(0.002) (0.002) (0.002) (0.002) (0.001) (0.001) (0.001) (0.001)
Tenure (3 Years) 0.090*** 0.085*** 0.085*** 0.093*** 0.118*** 0.114*** 0.123*** 0.118***
(0.002) (0.002) (0.002) (0.002) (0.001) (0.001) (0.001) (0.001)
Tenure (4 Years) 0.106*** 0.102*** 0.101*** 0.114*** 0.162*** 0.157*** 0.163*** 0.158***
(0.002) (0.002) (0.002) (0.002) (0.001) (0.001) (0.001) (0.002)
Tenure (5 Years) 0.101*** 0.098*** 0.095*** 0.109*** 0.174*** 0.169*** 0.177*** 0.172***
(0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002)
Tenure (6 Years) 0.126*** 0.123*** 0.119*** 0.140*** 0.203*** 0.197*** 0.205*** 0.202***
(0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002)
Tenure (7 Years) 0.146*** 0.142*** 0.138*** 0.161*** 0.224*** 0.218*** 0.228*** 0.224***
(0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002)
Tenure (8 Years) 0.138*** 0.132*** 0.126*** 0.153*** 0.238*** 0.230*** 0.244*** 0.240***
(0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002)
Tenure (9+ Years) 0.190*** 0.182*** 0.175*** 0.186*** 0.310*** 0.301*** 0.295*** 0.290***
(0.002) (0.002) (0.002) (0.002) (0.001) (0.001) (0.001) (0.001)
Age Category (Years): 30-34 0.014** 0.020*** 0.011 -0.015* -0.004 -0.005 -0.005 -0.007
(0.006) (0.006) (0.007) (0.009) (0.004) (0.004) (0.004) (0.004)
Age Category (Years): 35-39 -0.013** -0.003 -0.019*** -0.045*** -0.013*** -0.011*** -0.009** -0.012***
(0.005) (0.006) (0.007) (0.008) (0.003) (0.003) (0.004) (0.004)
Age Category (Years): 40-44 -0.033*** -0.020*** -0.040*** -0.060*** -0.022*** -0.019*** -0.012*** -0.015***
(0.005) (0.006) (0.007) (0.008) (0.003) (0.003) (0.004) (0.004)
Age Category (Years): 45:49 -0.042*** -0.026*** -0.045%** -0.067*** -0.033*** -0.029*** -0.020*** -0.022***
(0.005) (0.006) (0.007) (0.008) (0.003) (0.003) (0.004) (0.004)
Age Category (Years): 50-54 -0.054*** -0.037*** -0.057*** -0.077*** -0.060*** -0.057*** -0.046*** -0.049***
(0.005) (0.006) (0.007) (0.008) (0.003) (0.003) (0.004) (0.004)
Age Category (Years): 55-59 -0.046*** -0.027*** -0.049*** -0.074*** -0.067*** -0.063*** -0.053*** -0.056***
(0.005) (0.006) (0.007) (0.008) (0.003) (0.003) (0.004) (0.004)
Age Category (Years): 60-64 -0.039*** -0.019*** -0.041*** -0.065*** -0.076*** -0.073*** -0.062*** -0.066***
(0.005) (0.006) (0.007) (0.008) (0.003) (0.003) (0.004) (0.004)
Age Category (Years): 65-69 -0.037*** -0.015** -0.037*** -0.063*** -0.076*** -0.073*** -0.061*** -0.065***
(0.005) (0.006) (0.007) (0.008) (0.003) (0.003) (0.004) (0.004)
Age Category (Years): 70-74 -0.020*** 0.003 -0.018*** -0.045*** -0.068*** -0.064*** -0.052*** -0.056***
(0.005) (0.006) (0.007) (0.008) (0.003) (0.004) (0.004) (0.004)
Age Category (Years): 75+ 0.015*** 0.039*** 0.019*** -0.009 -0.041*** -0.036*** -0.022*** -0.025***
(0.005) (0.006) (0.007) (0.008) (0.003) (0.003) (0.004) (0.004)
Log Total Value Insured 0.030*** 0.055*** 0.065*** 0.062*** 0.044*** 0.036*** 0.050*** 0.057***
(0.001) (0.002) (0.002) (0.002) (0.001) (0.001) (0.001) (0.001)
Sales Channel: Online/Branch 0.052*** 0.056*** 0.082*** 0.078***
(0.001) (0.001) (0.001) (0.002)
Automatic Renewal (1=Yes) -0.006***
(0.001)
Gender: Male 0.019*** 0.012*** 0.011***
(0.001) (0.001) (0.001)
Constant -0.142*** -0.507*** -0.641*** -0.605*** -0.502*** -0.396*** -0.615*** -0.704***
(0.019) (0.020) (0.023) (0.025) (0.014) (0.014) (0.017) (0.018)
Observations 376,083 354,881 321,496 262,569 689,352 663,546 570,416 536,931
R-squared 0.288 0.318 0.308 0.222 0.369 0.368 0.400 0.399
Type of Property No Yes Yes Yes No No Yes Yes
Third Party Claims No Yes Yes Yes No No Yes Yes
Own Damage Claims No No Yes Yes No No No Yes
Type of Cover Yes Yes Yes Yes Yes Yes Yes Yes
Type of Alarm Yes Yes Yes Yes Yes Yes Yes Yes
Property Function Yes Yes Yes Yes Yes Yes Yes Yes
Year Built Yes Yes Yes Yes Yes Yes Yes Yes
Provincial Controls Yes Yes Yes Yes Yes Yes Yes Yes
Insurer Controls Yes Yes Yes Yes Yes Yes Yes Yes

Notes: Table reports Ordinary Least Squares regression results for the home insurance book. Columns 1-4 relate to direct policies only, while
Columns 5-8 relate to intermediated policies only. Column 4 reports results from a model which additionally estimates the impact of automatic
renewal, as such, the estimation sample is limited to renewal policies (i.e. excludes new business). The base (comparison) category for tenure is 1
year of tenure - i.e. all tenure effects are measured relative to 1 year of tenure. The base (comparison) category for age is under 30 - i.e. all age
effects are measured relative to the under 30 category. The base (comparison) category for sales channel is telesales - i.e. the sales channel
effect is measured relative to telesales. The coefficients for the control variables Type of Property to Insurer Controls are suppressed to save
space in the table and facilitate better exposition of results, but their inclusion or exclusion from the model is indicated by “yes /no
respectively.

** p<0.01, *p<0.05, *p<0.1

Preferred specifications (direct and intermediated) are marked in pink.
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Figure 15: Coefficient Plots for Tenure and Age- Private Car
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The figures graphically illustrate the coefficient estimates for tenure and age found in
Specification 2 and 5 in Table 3 respectively, adjusted in accordance with the formulain
footnote 8 to facilitate a‘percentage change’ interpretation. The results should be
interpreted relative to the base categories, which are 1 year of tenure and <25 years of age.

Figure 16: Coefficient Plots for Tenure and Age- Home
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Thefigures graphically illustrate the coefficient estimates for tenure and age found in
Specification 3and 8in Table 4 respectively, adjusted in accordance with the formulain
footnote 8 to facilitate a‘percentage change’ interpretation. The results should be
interpreted relative to the base categories, which are 1 year of tenure and <30 years of age.

4.3 Linked Survey Regression Analysis (Part B)
Model and data choices

Withthelinked survey regression analysis, we match consumer
characteristicsobtained via the consumer insightssurveytothe 2019
APTPratiodata (and otherrelevant variables) inthe transactional dataset
on the basis of the unique policy number. Our linked sample for analysis
consists of 2,831 private car and 2,456 home policy records.

Inthis setting, we runa series of probabilistic (probit) regression models
that showdescriptive evidence for the types of consumers that experience
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particular APTP ratiooutcomes and other categorical outcomes of
relevance tothe Review.’®

These models estimate:

= HighAPTP ratios: the probability thata consumer pays a ‘high
APTPratio’ - thatis, they fall withinthe top 25% of the
distribution of APTP ratios, as opposedtothe bottom 75% of
the distribution;

=  Opposing ends of the APTPratiodistribution: the probability
that a consumer pays a ‘high APTPratio’ as opposedto a ‘low
APTPratio’ - thatis, they fall withinthe top 25% of the
distribution of APTP ratios rather thanthe bottom 25%;

= Renewal:the probability that a consumeris arenewal
policyholder (i.e.,having at least one year of tenure with their
existinginsuranceprovider) as opposedtobeing a new
consumerin2019;and

= Automatic Renewal: the probability that a consumer has an
automaticallyrenewing policy.

As before, we separately model private car and home policies. We do not
separate by distributionchannel (direct versus insuranceintermediary) as
we do not encounter differing availability of key variables across
distribution channels withinthe survey dataset.

We focus on a set of socio-economic, demographic and market engagement
variables,whichshed light onthe characteristics of consumers who
experience particular outcomesofinterest tothe Review. These variables
aredescribedindetailinTable 9.

InTables 10and 11, we compare the survey sample tothe transactional
dataset fromwhichthe survey sample was randomly drawn, to provide
insight onthe representativeness of the survey sample. We see fromthe
tables that the meanvaluesfor variablesacrossbothdatasetsare similar,
indicating that the survey sampleis broadly representativeof the
transactionaldata.

18 Probitregression is an econometric method that estimates the probability of

occurrence of a particular binary outcome of interest, where binary implies that the
variable can take only one of two possible values (e.g. yes or no). We adopt this
probabilistic approach here asitis well targeted to answer the question at hand in this
component of our analysis - namely, what consumer characteristics are associated
with particular categorical outcomes of interest (i.e. ‘high’ APTP ratios, renewal
customers and automatic renewal policies)?

19 Note - the threshold for a‘high’ APTP ratio differs here to that used in Section 3. Here
the modelis built to predict when a consumer falls within the upper quartile of the
distribution, whereasin Section 3, the focus is on quantifying the number of policies
where the APTP ratio is greater than 1.5.
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Results (Linked Survey Regression Analysis) %
Inrelationtothe incidence of high APTP ratios, we find evidence that
household income is positively associated with the probabilitythat a

consumer fallsintothe high APTP ratiotier (inthe home insurance market).

Withinthe sample, we do not find a relationship betweenthe incidence of
high APTP ratios and certainsocio-economic characteristics of interest
suchas educationor financial sophistication, where the latter incorporates
insights onfinancial literacy and experience. We additionally report
evidence on the factors associated with positive tenure(i.e.,renewal
customers),and automatic renewal status. We provide a detailed
interpretationof the regression output below.

High APTP Ratios?!

Withinthe sample, we do not observe a statistically significantrelationship
betweenthe incidence of high APTP ratios and certainsocio-economic
characteristicsof interest such as education, financial resilience or financial
sophistication,where the latter incorporatesinsights onfinancial literacy
and experience.

Inkeeping withthe transactional dataregressionanalysis,we observe a
positive relationship between consumer tenure and the high APTPratios
tier (inboth the private car and home context), indicating that higher levels
of tenure tendto be associated with a higher probability of falling intothe
high APTP ratiotier. Specifically, the resultsshowthat newconsumers
(identified as having zeroyearsof tenure inthe model) have a lower
probability of fallingintothe high APTP ratiotierinthe private car
insurance sample, relative toconsumers with one year of tenure.

Inthe home insurance market, all consumers with more thanone year of
tenure tendto have a greater probability of falling intothe high APTPratio
tier,relative toconsumers withone year of tenure. Inthe private car
market, consumers withfive or more years of tenure have a higher
probability of falling intothe higher APTP ratiotier thanconsumers with
one year of tenure. We alsoobserve that policiessold through aninsurance
intermediary arelesslikelytobe inthe high APTPratios tierinboththe
private car andhomeinsurance markets. It is importanttonote that the
lower APTPratiofor policies sold through aninsurance intermediary may
result froma higher Technical Price (e.g.,arising from additional
commissioncosts) as well as alower Actual Premium.

20 See Table 9 for adescription of variables and variable categories used.
21 Tables 5(Column 1) and 6 (Column 1).
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We find that those at the upper end of the income distribution (captured
here as those reporting their gross householdincome tobe€110,000 or
higher) inthe home insurance sample are more likely tobe inthe high APTP
ratiotier comparedtothoseinlower income categories (thosereportinga
household income of less than €40,000).%?

We find that the probability of beingin the high APTP ratiotier reduces
withthe age of the policyholder, albeit this effect diminishes slightly asage
increases.? 2

Inthe home insurance sample, we find that consumers that report ‘time
poverty’ (i.e., they report not having enoughtime or energy tosearch
insurance offers) are more likely tobe found inthe high APTPratios tier.

Opposing ends of the APTP Ratios Distribution®

Note: In this model, we include only thosein the top and bottomquatrtiles of the
distribution of APTPratios - the samplesize is therefore reduced, and the results
arenotdirectly comparable to thosefrom the “High APTP Ratio” modeljust
discussed. The outcomevariable we are measuring here takes thevalue 1 if a
policyholderisin the top quartile,and O if a policyholder is in the bottom quartile
(policyholdersin the middle 50% of the distribution are excluded fromthe
analysis). The coefficient estimates for this model should be read as the
estimated impact that a variable has on the probability that a policyholderisin
the top quatrtile as against the bottomquartile of the APTPdistribution.

Inthis model, we are comparing only those policyholders at the extremes of
the APTP ratiodistribution. We observe many similar statistical
associationsinthis model as inthe high APTP ratios model. However,as the
outcome groups under comparisonare more starkly contrasting, the effects
observed are more pronounced.

Wefind, in both the private car and home books, that the probability of
fallingintothe upper, rather thanthe lower, tier of the APTPratio

22 While this effect is not present in the private car bookin the high APTP model, when
we instead compare people at opposing ends of the margins distribution (i.e. when we
only focus on 50% of the sample) (see next paragraph), we also observe a significant
role for incomein the private car book. Thisimplies that high income is correlated with
presencein the high APTP ratio tier, particularly when predictingwho isin the high
APTP ratio tier relative to the low APTP ratio tier.

23 Therate at which the reduction in the overall size of the age effect takes placeis very
small, as indicated by the near zero marginal effect of the squared term of the
policyholder age.

24 |tshould be noted that, while older consumers may experience higher APTP ratios by
virtue of the fact that they tend to have alonger policy tenure (see discussion in
Section 3), regression analysis separates out the specific statistical contribution
attributable to age itself as afactor (as distinct from other factors such astenure).
Under this framework, we find that when we hold other factors fixed (including
tenure), the probability of being in the high APTP ratio tier actually reduces with the
age of the policyholder.

25 Tables 5(Column 2) and 6 (Column 2).
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distributiontends toincrease withtenure length. We alsofindthat those
consumers purchasing policies through aninsurance intermediary are less
likely tobein the upper thanthe lower tier,and; consumers at the upper
end of the income distribution (with reported household income of over
€110,000) are more likely tobe foundin the upper thanthe lower tier.?

Additionally,we observe that inthe private carinsurance book only, those
reporting greater financial resilience, and those withawareness of price
comparisonwebsites for financial products, are less likely to be found in the
upper tier thanthe lower tier,while in the home book only, those reporting
time poverty are more likely to be found in the upper thanthe lower tier. %

Renewal?®

When we look at the types of consumers who are more likely torenewwith
their current insurance provider,we do not find anexactly consistent
patternfor private car and home books, but we do find some commonality.
Inboth settings, we find that older customers are more likely to be renewal
customers. Additionally, in both books, we find that those who obtain
multiple quotations and who use aninsurance intermediary, are lesslikely
tobe renewal customers.

Specifically tothe private car book, we find that those reporting time
poverty are more likely to be renewal customers. Specifically tothe home
book, we find that households with children present are more likely tobe
renewal customers, and those demonstratingawarenessof price
comparisonwebsites are lesslikelytobe renewal customers.

Automatic Renewal?

As with the models predicting renewal, whenwe look at the type of
consumers who are more likely to permit their policy torenew
automatically,we donot find a fully consistent patternacrossprivate car
and home books, but we do find some commonality.

26 As noted previously, the lower APTP ratio for policies sold through an insurance
intermediary may result from a higher Technical Price (e.g., arising from additional
commission costs) as well as alower Actual Premium.

27 Thosethat reportbeing able to withstand 6 months or more of a hypothetical loss of
their main source of income are classified as financially resilient. It is notable that
income and financial resilience variables pointin opposite directionsin the private car
setting. This implies that, while households at the upper end of theincome distribution
are less likely to be found in the lower tier of margins, for agiven level of income (i.e.
holding income levels constant), those respondents who report greater financial
resilience (i.e. financial buffers), are more likely to be found in the lower tier.

28 Tables 5(Column 3) and 6 (Column 3).

29 Tables 5 (Column 4) and 6 (Column 4). As noted above in ‘Part A: Transactional data
regression analysis’, automatic renewal is a backward looking indicator that denotes
that the policy was renewed without challenge or negotiation from the policyholder,
and as such, theimpactis estimated for renewal policies only. Additionally, due to data
availability, the impactcan only be estimated for policies purchased directly (i.e.
excludingintermediated policies).
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Inboth settings, we observe that thosewhoreport greater levels of
engagement are lesslikelytorenewautomatically.

Specifically tothe private car book, the probability of automatic renewal
reduces with age of the policyholder.

Specifically tothe home book, we find that those reporting greaterfinancial
resilience areless likely tohave automatically renewed their policy.

Table 5: Main regression table: Private Car

VARIABLES

Tenure (0 Year)

Tenure (2 Years)

Tenure (3 Years)

Tenure (4 Years)

Tenure (5 Years)

Tenure (6 Years)

Tenure (7 Years)

Tenure (8 Years)

Tenure (9+ Years)

Insurance Intermediary

Age of the Policyholder

Age of the Policyholder Squared
Has children

Paid employment

3" level education

Income=2 (>=40,000 & <70,000)
Income=3 (>=70,000 & <110,000)
Income=4 (110,000+)

Financial resilience

Financial sophistication
Quotation category =2/3
Quotation category =4+

Aware of PCWs

Time poverty

Engagement

Observations

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

(1)
High APTP
ratio
-0.051*
(0.026)
0.017
(0.034)
0.034
(0.038)
0.034
(0.042)
0.214***
(0.056)
0.111*
(0.062)
0.200**
(0.087)
0.253***
(0.085)
0.231***
(0.047)
-0.169***
(0.020)
-0.011***
(0.004)
0.000***
(0.000)
0.002
(0.022)
0.058**
(0.027)
-0.009
(0.021)
-0.031
(0.025)
-0.014
(0.029)
0.032
(0.035)
-0.032
(0.020)
0.001
(0.026)
0.034
(0.025)
-0.019
(0.027)
-0.013
(0.023)
0.009
(0.008)
-0.020
(0.027)
2,075

(2)
Quartile
iv4
-0.165***
(0.044)
0.050
(0.059)
0.074
(0.065)
0.106
(0.075)
0.308***
(0.071)
0.201**
(0.093)
0.361***
(0.116)
0.323***
(0.101)
0.381***
(0.061)
-0.342***
(0.033)
-0.013*
(0.007)
0.000*
(0.000)
0.024
(0.036)
0.040
(0.045)
-0.051
(0.035)
-0.037
(0.041)
0.062
(0.048)
0.148***
(0.055)
-0.097***
(0.034)
0.027
(0.045)
0.010
(0.043)
-0.035
(0.048)
-0.068*
(0.040)
0.013
(0.014)
-0.013
(0.046)
1,173

(3)
Renewal

-0.249***
(0.022)
0.018***
(0.005)
-0.000"**
(0.000)
0.020
(0.024)
0.003
(0.030)
0.035
(0.023)
0.017
(0.029)
0.030
(0.032)
0.017
(0.037)
0.030
(0.023)
-0.024
(0.029)
-0.098***
(0.02¢6)
-0.153***
(0.031)
-0.038
(0.026)
0.022**
(0.009)
0.003
(0.032)
2,134

(4
Automatic
Renewal

-0.010*
(0.006)
0.000
(0.000)
-0.030
(0.030)
-0.028
(0.038)
-0.031
(0.029)
-0.024
(0.037)
-0.037
(0.041)
-0.062
(0.045)
-0.028
(0.029)
-0.028
(0.037)
-0.024
(0.035)
-0.046
(0.039)
0.025
(0.033)
0.001
(0.012)
-0.088**
(0.036)
1,066

Note: Table reports marginal effects from probit regressions. Each column reports results from our preferred
regression specification for a different outcome variable of interest, as follows - Column 1: Predicting the probability of
being in the high APTP ratio tier; Column 2: Predicting being in the top 25% of the APTP ratio distribution as opposed

to the bottom 25%;

Column 3: Predicting the probability of positive tenure; Column 4: Predicting the probability of automatic renewal
(among the renewing sample). Base categories for categorical variables are as follows -Tenure: 1 Year of Tenure;
Income: <€40,000; Quotation category: 1 quote. The marginal effect coefficients can be interpreted as representing
the percentage change in the probability of the outcome variable associated with the relevant independent variable to
which the coefficient is attached. E.g. in Column 1, a coefficient of -0.051 on tenure O implies that the probability thata
consumer falls into the high APTP tier is 5.1% lower for new consumers (tenure O) relative to consumers with 1 year of

tenure (the base category for tenure).
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Table 6: Main regression table: Home
(1) (2) (3) (4)

VARIABLES High APTP Quartile Renewal Automatic
ratio iv4 Renewal
Tenure (0 Year) -0.033 -0.107***
(0.020) (0.038)
Tenure (2 Years) 0.154*** 0.364***
(0.036) (0.059)
Tenure (3 Years) 0.148*** 0.480***
(0.040) (0.072)
Tenure (4 Years) 0.200*** 0.514***
(0.049) (0.074)
Tenure (5 Years) 0.195*** 0.447***
(0.050) (0.081)
Tenure (6 Years) 0.249*** 0.556***
(0.055) (0.070)
Tenure (7 Years) 0.288*** 0.531***
(0.056) (0.067)
Tenure (8 Years) 0.262*** 0.503***
(0.070) (0.087)
Tenure (9+ Years) 0.341*** 0.566***
(0.039) (0.050)
Insurance Intermediary -0.101*** -0.261*** -0.116***
(0.019) (0.037) (0.020)
Age of the Policyholder -0.012** -0.013 0.027*** 0.008
(0.005) (0.010) (0.006) (0.009)
Age of the Policyholder Squared 0.000** 0.000 -0.000*** -0.000
(0.000) (0.000) (0.000) (0.000)
Has children -0.021 -0.045 0.058** 0.042
(0.023) (0.044) (0.025) (0.034)
Paid employment -0.022 -0.033 0.029 0.018
(0.027) (0.049) (0.031) (0.041)
3" level education 0.006 0.005 -0.023 -0.029
(0.021) (0.040) (0.023) (0.032)
Income=2 (>=40,000 & <70,000) 0.028 0.065 -0.019 -0.015
(0.026) (0.048) (0.030) (0.040)
Income=3 (>=70,000 & <110,000) 0.007 0.037 0.009 0.068
(0.029) (0.055) (0.034) (0.047)
Income=4 (110,000+) 0.091*** 0.233*** 0.005 0.024
(0.033) (0.059) (0.036) (0.050)
Financial resilience 0.004 0.041 0.021 -0.121***
(0.020) (0.040) (0.022) (0.030)
Financial sophistication 0.022 -0.025 -0.039 -0.058
(0.023) (0.044) (0.025) (0.037)
Quotation category =2/3 -0.008 -0.032 -0.074*** -0.010
(0.023) (0.044) (0.024) (0.034)
Quotation category =4+ -0.031 -0.076 -0.209*** -0.028
(0.031) (0.059) (0.035) (0.048)
Aware of PCWs 0.035 0.008 -0.049* 0.021
(0.025) (0.048) (0.029) (0.038)
Time poverty 0.021** 0.058*** 0.010 -0.005
(0.008) (0.017) (0.010) (0.013)
Engagement -0.006 -0.005 -0.037 -0.177***
(0.025) (0.051) (0.030) (0.036)
Observations 2,089 1,091 2,131 879

Standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1

Note: Table reports marginal effects from probit regressions. Each column reports results from our preferred
regression specification for a different outcome variable of interest, as follows - Column 1: Predicting the probability of
a high APTP ratio; Column 2: Predicting being in the top 25% of the APTP ratio distribution as opposed to the bottom
25%; Column 3: Predicting the probability of positive tenure; Column 4: Predicting the probability of automatic
renewal (among the renewing sample). Base categories for categorical variables are as follows -Tenure: 1 Year of
Tenure; Income: <€40,000; Quotation category: 1 quote. The marginal effect coefficients can be interpreted as
representing the percentage change in the probability of the outcome variable associated with the relevant
independent variable to which the coefficient is attached. E.g. in Column 1, a coefficient of 0.154 on tenure 2 implies
that the probability thata consumer falls into the high APTP tier is 15.4% higher for consumers with 2 years of tenure
relative to consumers with 1year of tenure (the base category for tenure).
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4.4 Multivariate Regression Analysis - SectionSummary

The economic analysis carried out as part of the Review has the main
objective of using multivariate regressiontechniques toexamine factors
that helptoexplainobservable variationin APTP ratios among consumers
in the private car and home insurance markets. Todothis,wefirstly use a
large scaletransactionaldatasettoestimate the role played by awide
variety of policy-level characteristics in predicting APTP ratiooutcomes,
and secondly by harnessing a linked representativesurveydatasetto
analyse howa set of richer consumer socio-economic,demographicand
market engagementfactorscorrelate with certain APTP ratiooutcomesor
othervariables of interest tothe Review.

A wide range of variables are correlated with differential pricing outcomes.

However, certainrelationshipsstand out more prominently thanothers by
virtue of their size or importance for consumer protection policy. Most
notably, we find that the strongest individualfactor in predicting the APTP
ratiooutcome of a policyholder is policyholder tenure. Holding other
factors constant,eachadditionalyear of tenureis associated witha
significant penaltyinterms of the APTP ratioexperiencedby a
policyholder.Inthe linked survey dataset analysis, we find that household
income is positively associated with the probability of falling into a high
APTPratiotierinthe homeinsurance market. However, we did not find
evidence withinour sample that the incidence of high APTP ratios is
correlatedwith certainsocio-economic characteristics of interestsuchas
educationor financial sophistication.
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4.5 Definition of Variables Usedin Regression Models
Table 7: Variables used in the private car insurance models

Variable Description

Years of tenure Number of years the policyholder has been insured by the
insurance provider, zero signifies new business. Tenure effects
are measured relative to the base category, which is one year of
tenure.

Age Age of the policyholder on Inception Date (classified in

groupings of five years). Age effects are measured relative to
the base category which is <25 years.

Sales channel

The sales channel through which the policy was sold i.e. online,
telesales, branch. The base category for sales channel is
telesales - i.e. the sales channel effect is measured relative to
telesales.

Automatic renewal

Policy renewed automatically without challenge or negotiation
from the policyholder (includes automatically renewing direct
debits; renewal notices that were renewed by the policyholder
without negotiation with the insurance provider).

Gender

Gender of the policyholder.

Provincial controls

The province of main use of the vehicle.

Motor cover
applicable

The level of cover associated with the policy. Comprehensive,
Third Party Fire and Theft, Third Party Only.

Driver cover

Individuals Covered under the policy e.g. insured only, insured
and named driver.

Insurer controls

Insurer with which the policy is held.

Vehicle age

Yearssince the insured vehicle was manufactured.

No. of own damage
claims

The number of own damage claims declared by the policyholder
in the last 5 years.

No. of third party
claims

The number of third party liability (injury or damage) claims
declared by the policyholder in the last five years.

Vehicle value

Value of theinsured vehicle when policy was written.

Total named drivers

Number of named drivers covered under the policy not
including the policyholder.

NCB years Number of full years No Claims Bonus/No Claims Discount
applied to policy.
NCB protection Category of No Claims Bonus protection in place on the policy,

if any.
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Type of licence Category of licence held by the policyholder.

Enginesize Enginesize of the insured vehicle (cc).

Class of use Class of use of the vehicle (Social Domestic & Pleasure, Class 1,
Class 2).
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Table 8: Variables used in the home insurance models

Variable Description

Years of tenure Number of years the policyholder has been insured by the
insurance provider, zero signifies new business. Tenure
effects are measured relative to the base category, which
is oneyear of tenure.

Age category Age of the policyholder on Inception Date (classified in

groupings of 5 years). Age effects are measured relative to
the base category which is <30 years.

Sales channel

The sales channel through which the policy was sold i.e.
online, telesales, branch. The base category for sales
channelis telesales - i.e. the sales channel effect is
measured relative to telesales.

Automatic renewal

Policy renewed automatically without challenge or
negotiation from the policyholder (includes automatically
renewing direct debits; renewal notices that were
renewed by the policyholder without negotiation with the
insurance provider).

Gender

Gender of the policyholder.

Provincial controls

Provincein which the property is located.

Type of property

Category of property (apartment, detached, semi-
detached, bungalow, terraced house).

Type of cover

Thelevel of cover associated with the policy: Buildings
and Contents, Buildings Only, Contents Only.

Type of alarm

Type of alarm (none, standard, monitored).

Property function

The main function of the property i.e. main residence,
rented, holiday home, secondary residence.

Insurer controls

Insurer with which the policy is held.

Year property built

Theyear in which the property was built (categorised in
groupings of 10 years).

No. of own damage claims

The number of own damage claims declared by the
policyholder in the last five years (for Household, this
refers to all non-liability claims).

No. of third party claims

The number of third party liability (injury or damage)
claims declared by the policyholder in the last five years
(for Household, this refers to Household liability claims).

Central Bank of Ireland
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Table 9: Definition of variables from linked survey regression analysis

Variable

Description

Yearsof tenure

Number of years the policyholder has been insured by the
insurance provider; zero signifies new business. Tenure
effects are measured relative to the base category, which is
oneyear of tenure.

Insuranceintermediary

Binary variable that distinguishes policies on the basis of
whether they aredirect or intermediated. Takes the value 1
for intermediated policies and O for direct policies.

Age of the policyholder

Age of the policyholder on policy inception date (where
“age” dataare from the transactional dataset).

Age of the policyholder
squared

The squared term of the age of the policyholder.

Has children

Binary variable that identifies those policies with at least
one member of the household under the age of 18.

Paid employment

Binary variable that distinguishes respondents that are on
the one hand employed or self-employed, and on the other
hand retired, homemakers, students, or unemployed.
Variable takes the value of 1 for the employed/self-
employed, and O for all other categories.

3 Jevel education

Binary variable that identifies those policyholders with
third level education as distinct from those with less than
third level education.

Income

Categorical variable that splits individuals into four income
categories: 1(<€40,000), 2 (€40,000-70,000), 3 (€70,000-

110,000), and 4 (€110,000+). Income effects are measured

relative to the base category, which is category 1.

Financial resilience

Binary variable that identifies those policyholders who
reportbeing able to withstand 6 months or more of a
hypothetical loss of their main source of income.

Financial sophistication

Binary variable that takes the value of 1 for those
respondents that reportall of the following: a high degree
of confidence with money, digital capability (comfort
buyinginsurance online), information processing ability (i.e.
disagree that there istoo much information to processin
order to make the best financial decisions), and financial
literacy (abinary variable that takes the value of 1 if the
respondent correctly answered both of two questions
designed to proxy for financial literacy).

Quotation category

Categorical variable that splits individuals into low
(receiving just 1 quote prior to signing up to insurance

Central Bank of Ireland
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policy), medium (receiving 2-3 quotes prior to sign-up), and
high (receiving 4+ quotes prior to sign-up) quotation
categories. Quotation effects are measured relative to the
base category, which is low.

Engagement Binary variable that takes the value of 1 for policyholders
that report taking active steps of engagement at the time of
renewal, switching, or policy origination.

Aware of PCWs Binary variable that takes the value of 1 for policyholders
that reportbeing familiar with the use of price comparison
websites when comparing or buying financial/non-financial
products over the internet. [Itis importantto note that in
the Irish insurance market, online price comparison tools
are notthe equivalent of more sophisticated tools available,
for example, in the UK market.] This variable could actas a
proxy for broader consumer engagement or information in
financial product markets.

Time poverty Binary variable that takes the value of 1 for policyholders
that report not having the time or energy to shop around
for the best deal when purchasing their insurance policy.

4.6 Balance between Transactional Data and Survey Sample

Table 10 describes the balance betweenthe 2019 transactional data
private car policy sample, the linked surveysample,and the complete
estimationsample onwhichthe mainsurvey regressionis basedinterms of
key covariatesof descriptiveinterest. Table 11 outlines the same
comparisonfor the home policy sample.

Table 10: Summary statistics - private car policy sample

Variable Transactional Survey sample Survey
data estimation
sample
AP/TP ratio 1.09 1.05 1.05
Age of the policyholder 49 46 47
Male (%) 50 51 51
Intermediated (%) 44 42 41
Automatic renewal status (%) 23 23 23
Years of tenure 2.8 2.3 2.4
Vehicle value (€) 12,328 12,214 12,328
Dublin (%) 24 27 27
Leinster (ex. Dublin) (%) 28 30 30
Munster (%) 30 25 25
Connaught (%) 12 13 13
Ulster (%) 6 5 5
Comprehensive (%) 84 87 87
Third party fire and theft (%) 16 13 13
Third party only (%) 1 0 0

Observations 1,831,025 2,831 2,075
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Table 11:Summary statistics - home policy sample

Variable

AP/TP ratio

Age of the policyholder
Male (%)

Intermediated (%)
Automatic renewal status
(%)

Years of tenure

Rebuild cost of property (€)
Dublin (%)

Leinster (ex. Dublin) (%)
Munster (%)

Connaught (%)

Ulster (%)

Building only (%)
Contents only (%)
Building and contents (%)
Observations

Transactional
data

1.15
56
43
66
31

3.6
223,747
28
27
28
11
6
4
7
89
1,150,422

Differential Pricing Review

Survey sample Survey
estimation
sample
1.13 1.12
54 53
44 45
52 50
15 16
2.9 2.8
224,228 222,385
32 32
28 28
23 23
11 11
6 6
3 3
8 8
90 90

2,456 2,089
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5. Characteristics of Long-
tenure Customers

5.10verview

The analyses of the variationin price differentiation (as measured by the
APTP ratio) withdifferent policy characteristics showthat policy tenure
has the greatestimpact onthe APTPratioofagivenpolicy. The longer a
policyholder stays withaninsurer the higher the premiumthey arelikely to
pay relative tothe expected costs associated with their policy.

Inthis section, we look at the types of policyholders that are more likely to
remainwiththeirinsurer and hence have higher APTPratios.Wedo thisin
two ways: firstly, we look at the variationinthe proportionof policies that
renew with a range of different characteristics,and secondly, we look at
how the distribution of different policy characteristics varieswith tenure.

5.2 Renewal Rate Analysis

Inthis section, we look at how the proportion of policyholders that renew
their policy varies with a number of key characteristics. Each policy has a
unique policy number so by matchingindividual policy numbers between
sequential yearswe canidentify which policies writtenin2017 renewedin
2018, andlikewise which policies writtenin2018 renewedin2019.Ifthe
policy number is not present inthe following year, the policy was either
cancelledduring the year or the policyholder decided not to renewthe
policy at the renewal date.

Figure 17 shows the overall number of policies and the proportion of these
policies that renewed the following year for private car and home policies
writtenin2017 and2018.Theresultsfor 2017 and2018are verysimilar.
Theoverall (2017 and 2018 combined) percentage of polices renewing is
79% for home insurance and 71% for private car.

Central Bank of Ireland
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Figure 17: Proportion of policies renewing the nextyear and the total number of
policies, for policies written in 2017 and 2018.
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The percentage of policies that renewincreaseswithincreasing tenure,i.e.,
the longer a policyholder has been withan insurer the more likely they are
torenew the next year. The proportionof customers that renewincreases
from 60% and 68% for private car and home new business customers
respectivelyto87%for both private car and home policyholders who have
been withthe same insurer for nine or more years.

This shows that despiteinsurers charging a higher average APTP to
policyholders at longer tenures, policyholders atthese higher tenuresare
still more likely torenewwiththe sameinsurer.

Figure 18: Proportion of policies renewing the nextyear and the total number of
policies by tenure for private car and home insurance policies. (Using data for all
policies written in 2018.)
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The graphin Figure 19 shows the variationinthe proportion of policies that
renew with policyholder age. The probability that a policyholder will renew

Page 44



Differential Pricing Review

their policy increases consistently withage up until approximately 75 years
of age. The proportion of policyholders renewing their policy decreases at
ages above 75, but this is likely tobe impacted by policyholders nolonger
requiringinsurance rather thanswitching toanother provider, for example
policyholders who no longer drive or no longer live intheir own home.

Figure 19: Proportion of policies renewing the nextyear and the total number of
policies by policyholder age for private car and home insurance policies. (Using
data for all policies written in 2018.)
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A higher proportion of policies that insurers sell directly tothe customer
renew the following year comparedtothe policies that are sold through
insurance intermediaries. It should be notedthat inthis sectionwe are
looking at the proportion of policies that renewwiththe sameinsurer, not
the proportion of policyholders that renewthroughthe sameinsurance
intermediary. Therefore, there will be policyholders who renewed through
the sameinsurance intermediary but with a different insurer that are not
included inthe renewal percentage for intermediary policiesshownin
Figure 20. The difference in renewal rate betweendirect andintermediated
business is greateronprivate carinsurance thanonhome insurance.
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Figure 20: Proportion of policies renewing with the same insurer the nextyear and
the total number of policies by distribution channel for private car and home
insurance policies. (Using data for all policies written in 2018.)
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Thevariationinthe proportionof policies renewing the next year with their
current premium valueis shownin Figure 21.

For privatecarinsurance,thereis a significant reductioninthe proportion
of policies that renewwithincreasing premium,i.e.,the higher the current
premium the less likely the policy is torenew. This is unsurprising as the
more a policyholder paid for their policy we would expect themtobe more
likely toshop around at renewal. Also, many of the high premium policies
relate toyoungerdrivers for whom the insurance premiumis likely to
represent a significantexpenditurerelativetotheirincome andtherefore
they may be more likely toshop around for a lower premium at renewal.

On home insurance, the opposite relationshipis observed althoughthe
effect is weaker. The proportion of home policyholders that renewthe
following year increases marginally withthe value of their current
premium.
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Figure 21: Proportion of policies renewing the nextyear and the total number of
policies by current premium for private car and home insurance policies. (Using
data for all policies written in 2018.)
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The graphin Figure 22 shows the variationinthe proportionof policies that
renew the following year withthe current APTP ratio of the policy. The
proportion of policies that renewincreasesas the APTPratioincreasesup
to APTP ratios of approximately 1.5. This means thatpolicies with higher
current APTPratios are more likely torenew. One possible explanation for
thisis the correlation of both the APTPratioand the proportion renewing

withtenure, with polices with low tenures generally having lower APTP

ratios and alsolower probabilities of renewing.

Figure 22: Proportion of policies renewing the nextyear and the total number of
policies by current APTP ratio for private car and home insurance policies. (Using
data for all policies written in 2018.)
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5.3 Correlations with Tenure
Inthis sectionwe look at how other policy or policyholder characteristics

vary withtenure, as this may highlight the types of customers who will be
most affected by the higher APTP ratios onlonger duration policies.

The graphin Figure 23 shows the number of policies at eachtenurein2019,
highlighting the higher proportion of policies at long tenures inthe home
insurance market comparedtothe private carinsurance market. The
subsequent graphs inthis sectionfocus onthe distribution of policies at
eachtenure by other policy characteristics.

Figure 23: Number of private car and home insurance policies written in 2019 by
the firms in our review at each policy tenure.
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The graphs inFigure 24 showthe distribution of policyholder ages at each
tenure.Both private car and home show a clear and consistent trend with
the proportion of policyholders inolder age brackets increasing at longer
tenures. For example onprivate car insurance the proportion of
policyholders aged 50 or more increases from33% at tenure zeroto 74% at
tenure nine or more, while on home insurance the proportion of

policyholders aged 50 or more increases from52% at tenurezeroto 73% at
tenure nine or more.
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Figure 24: Distribution of policyholder ages ateach policy tenure. (Based on
combined data from policies written in 2017-2019).
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nine or more. This increasing proportion of policies solddirect at longer
tenuresis consistent withthe results inthe previous sectionthat showed
the renewalrate s higher for policies sold direct tocustomers.

Figure 25: Proportion of policies sold directly to customer or through aninsurance
intermediary ateach policy tenure. (Based on combined data from policies written

in2017-2019).
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The proportion of policies that renewed automaticallyincreaseswith
tenure on home insurance, while the proportion of policies that renewed
automaticallydoes not vary significantly with tenure on private car

insurance.

Figure 26: Proportion of policies that renewed automatically ateach policy tenure.
(Based on combined datafrom policies written in 2017-2019, limited to renewed
policies (i.e.tenure greater than 0), and limited to policies where insurers were able

to provide the automatic renewal status.)
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The proportion of policies sold online decreases withtenure. This may be
due tothefact that younger policyholders who are more prevalent at

shorter tenures are more likely tobuy online.

Figure 27: Proportion of policies sold online compared to the proportion sold
through telesales or through sales branches at each policy tenure. (Based on
combined data from policies written in 2017-2019, and limited to policies where

insurers were able to provide the sales channel.)
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Thevariationinarange of other policy characteristics with tenure was
examined, including vehicle age and vehicle value on privatecarinsurance,
and rebuild value, contents cover, and year built onhome insurance.
However, the mix of business did not vary significantly with tenure for
these characteristics.

5.4 Summary

The analysis presentedinthefirst part of this section showed that the
proportion of policyholders renewing their policy is generally higheron
home insurance thanonprivate carinsurance. The following general trends
were observedon the rate of policyholder renewal:

. Renewal rates increase withtenure;

. Renewal ratesincrease with policyholder age (up toapprox.age
80);

. Renewal rates are higher onpolicies solddirectly by insurersto
customers;

= Renewal rates reduce withincreasingcurrent Actual Premium
(onlyon privatecar); and

. Renewal rates increase withthe current APTPratio, for APTP

ratios below 1.5.

Thevariationinthedistributionof other factors withtenureis broadly
consistent withthe observations onrenewal rates, i.e. higher renewal rates
correlate with a higher proportion of policies at longer tenures. The
proportion of policyholders at longer tenures is higher onhome thanon
private carinsurance.lngeneral,the proportion of policies with the
following characteristics increases atlonger tenures:

" Older policyholders;

. Policies sold directly by insurers tocustomers;

" Policies that automatically renewed (only onhome insurance
policies); and

. Policies that were purchased onthe phone or in branches (i.e.

not online).
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6. Consumer Survey
Methodology and Approach

6.1 Overview

The consumer survey focussed on private car andhome insurance treating
the two markets as distinct. The surveysought toidentify insightsintothe
drivers of consumer behaviours including how consumers engage with both
markets. Consumers were asked a broad range of questions relatingto how
they interact withtheirinsurance providersandthe marketingeneral.The
survey collectedinformation about the socio-economic, demographic,
behavioural,and attitudinal characteristics of respondents, along with
informationrelating torespondents’ experiencesand patterns of
engagement. The survey exploredif particular consumer types are more
exposedtodifferential pricing thanothers; and howdifferential pricing
affects consumers withdifferent characteristicsacrosssubgroups of the
home and private carinsurance consumer population.

This sectiondescribes the methodology and approachusedfor the
consumer survey. Inthis section, we describe the data collection approach;
provide an overview of the questionnaire development and sampling
design; set out the key fieldwork metrics; and provide a breakdownof the
representativenessachievedinthe final sample.

Research Methodology

The Consumer Insights phase of the Reviewincorporated a mixed
methodological approachinvolving both qualitative and quantitative
research:

1. Qualitative research,including focus groups andin-depth
interviews conducted, provided a deeper exploration of consumer
attitudes to,andtheir engagementwith,the insurance markets.

2. Quantitativeresearchinvolving a surveyconducted among 5,466
insurance customers.

Our qualitativeresearchhighlighted the following:

= Consumers are aware of the legal requirements associated with
insurance. However, as consumers donot seeit as adiscretionary
purchase,itis frequently consideredinlargely negative terms. This
resultsinbothalack of trust andlack of interest ininsurance
providers andthe market ingeneral,

= Most consumers were found to have limited knowledge of how the
specifics ofinsurance operates. Thiscandiscourage more active
involvement andthereis atendency tofeelitis better and easierto
stay withthe current insurance provider rather thanswitch;
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= Consumerstendto involve themselves moreinprivatecar
insurance thanhome insurance. Withhome insurance, thereis a
much higher level of inertia. Many consumers do not review their
home insurance onan annual basis; and

= Acrosstheresearch,thereisaclear preference for stayingwithan
existing insuranceprovider. Infact, many consumers report that
they compare prices withother insurance providers largely because
it helps tonegotiate a better price with their current provider,
ratherthanswitch provider.

The methodological approach usedfor the qualitative researchis
summarisedinthe Interim Report.* The following section setsout the
methodological approachfor the quantitativeresearch.

QuantitativeConsumer Survey

As part of the data collectionexercise, we conducted alarge-scale
quantitative standardised survey questionnaireamong private car and
home insurance customers inlreland.Intotal, 5,466 quantitative survey
interviews were achieved. This included 2,969 privatecar and 2,497 home
insurance policyholders across Ireland.

The sample used for the consumer survey was drawn from insurance policy
transactiondata, provided by insurance providers,containing privatecar
and home insurance policyholder information (refer to Section 2 for more
informationon the transactionaldatasetused for this analysis).

RED C Researchwere appointed as the marketresearchcompany to
conduct the consumer survey on behalf of the Central Bank following a
procurement process. The survey methodology involvedinterviewing Call
Assisted Telephone Interviewing (CATI) through which our identified
sample were contacted by telephone toparticipateinthe survey.

6.2 Design of Survey Questionnaire

Qualitative Research

Insights fromthe qualitative research, whichincluded focus groups andin-
depthinterviews with consumers, informed the design of the survey
questionnaire and wording of specific questions and terminology used.

Questionnaire - Key areas explored

Inadditionto socio-demographicindicators e.g.,age, region, gender,
income etc., some of the key areas exploredinthe questionnaire and
included as part of our analysis, were as follows:

30 Thequalitative research incorporated a series of 12 group discussions and 12

individual one-to-one in-depth interviews. The results and analysis of the qualitative
research were included in the Interim Report.
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1. Consumer Journey:
= Consumers’actions whentaking out theirinsurance policy;
*  Why consumers shop around;
=  Why consumers decide to renew;
= Method consumers use when searching for information
about home or private carinsurance policies;
= Consumer experiences trying tonegotiatewith providers /
Insurance intermediary;
= How activeare consumersonline;and
= Consumer automaticrenewal tendencies.
2. Consumer Attitude toMarket:
= Consumer attitudes tomarket fairness;
= Consumer attitudes tosearching/ shopping around; and
= Timepoverty and shopping around financially desirable
3. Consumer Understanding of Market:
= Attitudinal statements oninsurance behavioursand market
engagement.



6.3 Summary of Fieldwork
Key fieldwork Information

Differential Pricing Review

The survey was piloted among 16 home insurance respondentson 15 and
16 October 2020. Following a satisfactoryreviewof the pilot survey,
fieldwork fully launched on 21 October and finished on 5 December 2020.

The following table summarisesthe key fieldwork informationand

responserates achieved:

Table 12:Key fieldwork information and response rate

Fieldwork Information

Average interview length

29 minutes

Number of customer contacts
received

Home insurance: 155,317

Private car insurance: 187,859

Number of customer contacts
remaining after data cleaning

Home insurance: 136,294

Private car insurance: 158,795

Number of telephone calls made

147,023 calls made
80,107 home insurance,

66,916 private car insurance

Number of potential respondents
spoken to

45,087 calls answered
23,905 home insurance,

21,182 private car insurance

Response Rate

31% calls made
30% home insurance

32% private car insurance

Number of surveys completed

5,466
2,497 home insurance,

2,969 private car insurance

Representativeness of the achieved sample
RED C Researchhadresponsibility for management of the survey sample,
ensuring that quotas criteriaset for age, gender, regionand channel (direct

or indirect) were achieved.

For both markets, quotas were set onregion, age withingender and
insurance provider typei.e.,whether they were a customer of an insurance
intermediary or aninsurer. These quotas were set toreflect the broader
demographic profile of home insurance and private carinsurance
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customersinlrelandandalsothe proportions of leads received fromthe
insurance industry whichfell intoeach demographicas awhole.

Survey respondents were split relatively evenly between male and female
and approximately42% of respondents were 55 years and over. Privatecar
insurance holders inthe sample were,on average, younger: 44%(private
car) were aged between 18 and 44 compared to 28% (home) across the
same age bracket. This agedistributionis as expectedsince private car
insurance holders inthe populationare typically younger thanhome
insurance holders.

Details of initial targetsandinterviews achieved per quotaareinTable 13
below:

Table 13:Target vs Achieved Quotas (Home Insurance)

Quota Target Achieved
Region

Dublin 30% 33%
Rest of Leinster 28% 28%
Munster 22% 23%
Connaught 14% 11%
Ulster 6% 6%
Age and Gender

Female 18-34 3% 3%
Female 35-44 11% 11%
Female 45-54 12% 12%
Female 55-64 10% 10%
Female 65-74 8% 7%
Female 75+ 7% 5%
Male 18-34 3% 3%
Male 35-44 10% 11%
Male 45-54 11% 11%
Male 55-64 11% 10%
Male 65-74 9% 9%
Male 75+ 6% 7%
Refused n/a 1%
Provider Type

Insurance Intermediary 51% 52%

Insurer 49% 48%
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Table 14: Target vs Achieved Quotas (Private Car Insurance)

Quota Target Achieved
Region

Dublin 26% 27%
Rest of Leinster 30% 30%
Munster 23% 24%
Connaught 15% 14%
Ulster 6% 6%
Age and Gender

Female 18-24 2% 2%
Female 25-34 8% 8%
Female 35-44 12% 13%
Female 45-54 11% 11%
Female 55-64 8% 9%
Female 65-74 5% 6%
Female 75+ 3% 3%
Male 18-24 2% 2%
Male 25-34 8% 8%
Male 35-44 11% 11%
Male 45-54 10% 10%
Male 55-64 8% 8%
Male 65-74 6% 6%
Male 75+ 4% 4%
Provider Type

Insurance Intermediary 42% 44%

Insurer 58% 56%
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7. Consumer Survey Key
Findings

7.1 Overview

Our consumer survey identified key behaviours of private car andhome
insurance customers. Inthis section, we describe thesekey findings from
our consumer survey. The analysisdescribes switchingand renewal levels
reported by customers and provides anexamination of the reasons for
these behaviours. This sectionalso provides ananalysis of the reported
reasons why consumers automaticallyrenewed.

7.2 Switch and stay behaviour by policy type

The consumer survey found that whentaking out their current insurance
policy,26% (private car)and 23% (home) customers reported that they had
switchedinsurance providers. The majority of home and privatecar
insurance customers renewed with their existing insuranceproviders, with
72% (private car)and 72% (home) reportingthey renewed with their
existinginsuranceprovider. Asmall proportionof private car (2.1%) and
home (4.8%) insurance customers reported they took out a new policy for
thefirst time.

Table 15:Switch and stay behaviour by policy type

Policy Type Private Car Home
Switched policy to new 25.6% 22.5%
provider

New policy 2.1% 4.8%
Renewed policy 71.5% 72.1%
Don’tknow 0.8% 0.5%
Number of observations 2969 2497

7.3 Renewal Activity

Among those who renewed their policy with their existing insurance
provider,across both markets we observe that renewalsincreaseswithage
(See Figure 28):

= |nthe private carinsurance market,those renewing withtheir
existing insuranceprovider are more likely toincrease with age:
younger drivers (18-24)arelesslikely torenew (59%)when
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comparedwith 65-74 and 75+ age groups (78%and 80%
respectively).

= |nthe home insurance market, experience of renewing with ones
existinginsuranceprovideris lesslikelyamong younger age groups
comparedto thoseinolder age groups: 63% of 30-39 year olds
renewed with their existing insurance provider comparedto 78% of
70+ yearolds.

Figure 28: Customers who renew with their existing insurance provider, by Age

Private car insurance Home insurance
100% 100%
80% 7% ggo 72% 7% 70% Lo > 80% 72% g 11 72 75% 78%
59% °
60% 60% 48%
40% 40%
20% 20%
0% 0%
HTotal m18-24 " 25-34 m35-44 HTotal m18-29 = 30-39 m40-49

W 45-54 m55-64 M 65-74 m75+ W 50-59 m60-69 m70+

Base: number of respondents who renewed (private car: 2122); (home: 1800)

As shown in Table 16 below, the key reasons reported for not switching and
choosing torenew withexisting insurance providerswere, as follows:

=  37%(private car)and51% (home) customers reported that they
renewed because they thought their current deal was competitive

= 27% (private car)and 20% (home) customers reported that they
choseto renewbecause they like theirinsurance provider

=  13%(private car)and 10% (home) customers who renewed
reportedthat there were better deals elsewhere, but the gains were
too smalltoworry about.

Table 16:Reasons for renewing with existing insurance provider /not shopping

around
Response Chosen Private Car Home
| thought my currentdeal is competitive 37% 51%
| like the provider company 27% 20%
When | searched previously | was unableto get a 12% 16%
lower premium elsewhere
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| was able to get alower premium elsewhere, but 12% 16%
currentprovider offered better value for money

There were better deals elsewhere, butthe gains were 13% 10%
too small to worry about

Followed the advice of broker that this was the best 13% 10%
deal

| was offered a similar premium as last year 12% 8%
| had a positive claims experience in the past with my 3% 3%
existing provider

| was concerned about switching to a provider | did 4% 2%

notknow

All other mentions less than 2%

Base: number of respondents who renewed (private car: 2,122); (home: 1,800)

7.4 Switching Activity

The survey results showed that 26% (private car) and 23% (home) of
customers reportedtohave switchedtotheir existing insurance provider
(See Figure 29). Experience of switching among older age groups is
proportionately lower among private car insurance customers: 34% of
those aged between18 and 24 years switched totheir currentinsurance
provider, while only 21% of those aged between 65 and 74 years switched.

Figure 29: Proportion of respondents who switched insurance providers, by age

Private car insurance
40%

34%
30% 26%
21%
18%

30% 28%
25% 25%
20%
0%

HTotal m18-24 1 25-34 m35-44
W 45-54 m55-64 m65-74 m75+

30%
25%
20%
15%
10%

5%

0%

Home Insurance

23% 24% 939 24% 299

I13% III

B Total m18-29 = 30-39 m40-49
B 50-59 m60-69 m 70+

Base: number of respondents who switched (private car: 761); (home: 563).
Respondents over 75 years (private car: 33) Respondents over 75 years (home: 54)
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As shown in Table 17 below, the main reasons respondents reported to
have shopped around, researched or contacted theirinsurance provider
were, as follows:

=  38% (privatecar)and57% (home) claimthat they wantedtosee
if they could get a better premium;

=  33% (privatecar)and 13% (home) claimtoshoparoundevery
year;and

= 42% (privatecar)and 15% (home) said that theydid sobecause
theirinsurance providerincreasedtheir premium.

Table 17:Reasons respondents shop around, researched or contacted their insurance

provider
Private Car Home

Response chosen Total Switched Total Switched
| wanted to see if | could 38% 37% 57% 63%
get a cheaper premium
Insurance provider 42% 62% 15% 32%
increased the premium
| shop around every year 33% 37% 13% 14%
| was made aware that 11% 12% 6% 10%
better deals may be
available elsewhere
| had not checked for 7% 4% 3% 2%
sometime
Insurance needs changed 5% 4% 2% 4%
e.g., new house, new car
| was recommended by 4% 6% 1% 2%
someone

All other mentions less than 2%

Base: number of respondents (private car: 2,969); (home: 2,497). Number of respondents
who switched (private car: 761); (home: 563)
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Asshownin Tables 18 and 19,the mainreasons reported for not
switching/shopping around, are as follows:

= |thought mycurrentdeal is competitive was reported by 37% of
private carinsurance customersand 51% of home insurance
customers.

= Among both private car andhome insurance customers witha
longer tenure (3+ years), I like the insurance provider is more
likely tobereportedas areasonfor not switching comparedto
those withless thanwithashorter tenure (<3 year).

=  While 13% (private car)and 10% (home) insurance customers
reported there were better deals elsewhere, but the gains were too
small toworryabout.

Table 18:Reasons for not switching/shopping around (Private Car Insurance)

Responsechosen Total <3year | 3+years
| thought my current deal is competitive 37% 41% 35%
| like the provider company 27% 25% 32%
There were better deals elsewhere, butthe 13% 13% 14%

gains were too small to worry about

When | searched previously | was unable to 12% 12% 13%
get a lower premium elsewhere

| was concerned about switchingto a 4% 3% 5%
provider | did notknow

I did not pay much attention to this issue 2% 2% 2%
| intended to shop around but | never got 2% 2% 2%
around to it

Base: number of respondents who renewed their policy (private car: 2,016). Number of
respondents with tenure of <3 year (private car: 1,119). Number of respondents with

tenure 3+ years (privatecar: 817)
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Responsechosen Total <3year 3+years
| thought my current deal is competitive 51% 53% 49%

| like the provider company 20% 17% 25%
There were better deals elsewhere, but 10% 12% 8%
the gains were too small to worry about

When | searched previously | was unable 16% 18% 14%
to get alower premium elsewhere

| was concerned about switchingto a 2% 1% 2%
provider | did not know

I did not pay much attention to this issue 1% 1% 1%

Base: number of respondents who renewed their policy (home: 1,766). Number of
respondents with tenure of <3 year (home: 964). Number of respondents with tenure

3+years (home: 802).
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7.5 Automatic renewal behaviour - reasons why consumers
automatically renewed?31

Our survey askedrespondentsto report whether they automatically
renewed theirinsurance policy withtheir existinginsuranceprovider. The
results foundthat 8% (private car)and 7% (home) reported tohave allowed
their policies torenew automatically.

As shown in Table 20 below, our survey found that private carinsurance
customers who reported automatic renewing, ‘| did not pay much attention to
thisissue’(14%)had a higher response rate whencomparedtothe total
number of customers (2%). While home insurance customers, inexplaining
their reasons for automatic renewing are more likely toclaim‘llike the
providercompany’ (28%), compared to the total number of home insurance
customers (20%). Inexplainingtheir reasons for automatic renewing,
private carinsurance customersare more likely toclaim ‘I did not pay much
attention to thisissue’ (15%) compared tothe total number of customers
(2%). Among home insurance customers, ‘I like the provider company’ (28%),
had a higher response rate when compared to the total number of
customers (20%).

31 Qur analysis of the consumer survey uses a variable of automatic renewal based on
respondent’s self-declared answers when asked if their policy renewed automatically.
Respondents were considered to have automatically renewed their policy, if they
answered “ljust automatically renewed” in reply to the following question “You said that
you renewed your insurance policy with the same provider, which of the following things |
read out you did before renewing your current policy?” Respondents who answered “| just
automatically renewed” were then asked a follow-up question “Were you aware of other
options available in the market, or did the policy automatically renew without your
attention?” and could choose from two pre-coded answers “Yes | was aware of other
options” or “No | was not aware of other options”

Central Bank of Ireland

Page 64



Differential Pricing Review | Central Bank of Ireland

Table 20:Reasons for not switching/shopping around among customers who automatically

renewed

Private car

Home

Response chosen

Total

Automatic
-renew

Total

Automatic
-renew

| thought my current
deal is competitive

37%

35%

51%

40%

| like the provider
company

27%

33%

20%

28%

There were better
deals elsewhere, but
the gains were too
small to worry about

13%

14%

10%

17%

| did notpay much
attention to thisissue

2%

14%

1%

12%

When | searched
previously | was unable
to get alower premium
elsewhere

12% 7%

16%

11%

| intended to shop
around but | never got
around to it

2%

13%

1%

4%

| was concerned about
switchingto aprovider
| did notknow

4%

1%

2%

1%

The switching process
is difficult to
understand and
frustrating

1%

0%

0.2%

1%

Base: number of respondents who renewed: (private car: 2122); (home: 1800). Number
of respondents who allowed their policy to renew automatically (private car: 263);

(home: 143)
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