ZURICH INSURANCE PLC (UK BRANCH)

RESPONSE TO THE COMPETITION COMMISSION’S PROVISIONA L
FINDINGS IN RELATION TO PRIVATE MOTOR INSURANCE

1. INTRODUCTION AND SUMMARY

1.1  Zurich Insurance plc (UK branch¥yrich) welcomes the opportunity to
respond to the provisional findingBKs) published by the Competition Commission
(CC) in relation to its market investigation into gate motor insurance.

1.2 As it has explained to the CC in previous submissioZurich has long
considered that there are structural features ef rtfarket which inhibit the best
outcomes for consumers, and that a CC market igagtn may be the most
effective mechanisms for addressing those featutess. in this light that Zurich
welcomes significant parts of the PFs and encosrdge CC to put in place robust
remedies to address the adverse effects identifid@. address each theory of harm
below.

2. THEORY OF HARM 1

2.3 Zurich considers that the CC'’s findings in relattoriTheory of Harm 1 are the

most significant in terms of the detriment to whibly give rise. Zurich agrees with
the CC that the separation of cost liability andtamntrol gives rise, at a market-wide
level, to a dislocation of incentives leading to inorease in costs. This effect is
particularly significant in relation to the prowsi of replacement vehicles but can
also be seen in relation to repairs and write-offs.

2.4  Given that Zurich broadly agrees with the CC, wendb propose to discuss
this theory of harm further; however, it urges € to take effective action to
remedy the issues identified, and draws the CG@é&naobn to its comments on Theory
of Harm 1 in its response to the Notice of ProwigioRemedies.

3. THEORY OF HARM 2

3.5 Zurich notes the discussion of consumer outcomésoseé in the PFs’
discussion of Theory of Harm 2.  Zurich reiteratésat it has in place an audit
system which it considers is well targeted at einguthat the quality of repairs for
claims controlled by Zurich is high.

4. THEORY OF HARM 4
No claims discount scale disclosure

4.6 The analysis set out in the Provisional Findingsunderstands both the
nature of consumer behaviour and the role of thelaions discount.

! See further paragraph 9.1 of Zurich’s responskddCC’s Working Papers.



4.7  First, consumers are, rightly, most concerned lyaverall premium they will
have to pay. A larger no claims discount will beappealing to a consumer if a
higher base premium means that they would pay nowerall. It is hard to
understand the suggestion in the PFs that the soiedure of the scale means that it
is “difficult for consumers to identify the bestiua offers in the market” On the
contrary, it is easy for them to do so on the ba$ithe actual premium quotation
provided.

4.8 Second, this is positive for competition: it me&met insurers compete on the
factor (overall price) that is most significantthver than seeking to compete on one
visible factor at the expense of the many othegély non-visible) factors that go
into the calculation.

4.9  Third, disclosure of the no claims discount scaleore likely to confuse than

elucidate. The information in question, and howsitstructured, varies between
insurers, and it will be difficult for consumersrtake meaningful comparisons. This
will be particularly true for brokers as each iresuwill have its own scale.

4.10 Fourth, these concerns apply equally in the contéxthe purchase of no
claims discount protection. This will not be adtéy or improved in any meaningful
way, by disclosure of the scale. We note thatRRs consider that this concern is
“plausible”®, but do not go on to explain why disclosure woulwrefore be
meaningful.

4.11 For completeness, with regard to the terms of mond discount protection,
Zurich is supportive of ensuring consumer undedstanof the difference between no
claims discount and no claims discount proteétion

Add-on product terms disclosure

4.12 Zurich is supportive of ensuring all appropriatectbsure to customers of the
terms of the insurance products they purchase daselss in their purchase decisions).
Zurich aims to ensure that the descriptions pravide its own website conform to
this standard.

4.13 The PFs note that “the descriptions of add-ons igeav by the ten motor
insurers in our sample on their websites avoid uke of complex language or
terminology and, on the whole, provide a compreismshigh-level overview of the
key features of each add-n” Zurich welcomes this acknowledgement, and the
acknowledgement that the industry has (with onatiled exception) moved away
from an “opt-out” approach to add-on prod(cts

2 Pparagraph 61 of the PFs.

See paragraph 8.38 of the PFs.

*  See paragraph 8.33(b) of the PFs.
> Paragraph 8.29 of the PFs.

See paragraph 8.46 of the PFs.
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4.14 Nonetheless, the CC expresses concerns that theeedeqf detail varies

between providefs This is probably unsurprising (as the PFs thérese

acknowledg®, given the differences in the products and firmsh understanding of
their customers. In general, we believe that eastrrer will (and should) have its
own view on what key aspects need to be commumidatéts particular customers,
based on its own research into customer behaviadicansistent with its regulatory
obligations to those customérs

5. THEORY OF HARM 5

5.15 Zurich believes that both “wide” and “narrow” MFNaases in the context
discussed by the CC are restrictive of competiéind that there are no good reasons
to justify either type of clause. We believe thathbcontribute to an adverse effect on
competition and poorer outcomes for consumers.

"Wide” MFN clauses

5.16 Zurich agrees that “wide” MFN clauses give riseao adverse effect on
competition for the reasons set out in the'®Fand that none of the reasons adduced
to justify them are persuasive.

“Narrow” MFN clauses

5.17 Zurich also considers that “narrow” MFN clausesegiise to an adverse effect
on competition. It does not find the reasons sdt io the PFs to justify them
persuasive.

5.18 First, Zurich agrees with the CC that a “narrow” NMIs clearly restrictive and
tends to hinder innovation by insurers on their avabsite or other channéls The
CC finds that the effect will be substantial ondy & small number of insurers (those
with significant direct sales), but this does neinove the point that it may generate
an adverse effect on competition, particularly giweat some players within this
category are likely to be important market paracifs.

5.19 Second, with regard to the justifications adduaadriarrow” MFNs:

(a) it is not our experience that without the “reasaued of a “narrow” MFN
“consumers would not use PCW5” This is contradicted by the wide range of
reasons why consumers use PCWs — for example,h@r high level of
convenience and accessibility. The evidence dtethe CC — that the Italian
Competition Authority had found that PCWs had naivgn in Italy because

See paragraph 8.29 of the PFs.
& Ibid.

These regulatory obligations include, in parécuthe “treating customers fairly” obligation unde
Principle 6 of the FCA's Principles for Business.

10 See in particular, paragraph 9é&8secpf the PFs.

1 See paragraph 9.53 and paragraph 9.66 of the PFs.

12 paragraph 9.70 of the PFs.
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(among other reasons) “there were no mechanism@sdiare that the premiums
quoted by PCWs were the same as the premiums gbgtedch insuref® —
is, at best, of uncertain relevance to the UK pdrticular, as the CC is aware,
PCWs are an established part of the market landscape UK; and

(b) it is not persuasive that a narrow MFN preventsnass free-riding from the
advertisement provided by the PCW. One might aanmngfully say that
PCWs free-ride on the investment of insurers aodtdns over time to develop
brands, the presence of which on the PCW enhameesredibility of the
PCW itself. The CC also correctly finds that otless restrictive mechanisms
could have a similar effect to that sought via therrow” MEN*.

6. CONCLUSION

6.20 Zurich continues to welcome the CC’s work to sechet¢ter outcomes for
customers in the UK private motor insurance market.the CC is aware, Zurich and
several other market participants welcomed the atairkvestigation as a means of
addressing some hitherto intractable problems whiave negatively affected
consumer outcomes, notwithstanding the acknowledipyd levels of market
concentration and high levels of switching

6.21 Zurich welcomes in particular the conclusions sdtio the PFs in relation to
Theory of Harm 1. Addressing the issues identifirecklation to this Theory of Harm
appears particularly likely to improve outcomesdonsumers.

6.22 Zurich would be happy to assist the CC furtherrgt tame in relation to the
issues discussed in this response.

13 paragraph 9.74 of the PFs.

14 paragraph 9.77 and Appendix 9.3.

15 paragraph 40 of the PFs.

16 gee further Zurich’s response to the Notice of/Rional Remedies.
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