April 9, 2021
Dear Committee Members:

The undersigned civil rights, consumer, and community organizations urge the National Association of
Insurance Commissioners (NAIC) Committee on Race and Insurance to take urgent action to address the
racially discriminatory use of credit-based insurance scores for underwriting and pricing auto insurance
and other personal lines of coverage, such as renters’ and homeowners’ insurance. Consistent with
NAIC’s mission to facilitate the fair and equitable treatment of insurance consumers, we call on the
committee to issue a recommendation that credit information no longer be used to determine eligibility
for, or the cost of, auto or home insurance.

Drawing on premium data from Quadrant Information Services, LLC, the Consumer Federation of
America finds that drivers with poor credit can be charged as much as 283 percent more for auto
insurance than those with excellent credit—regardless of their driving record.® This translates into
higher premium charges every month for a product that drivers are required by state law to
purchase. Our greatest concern is that the use of credit-based insurance scores for auto insurance
pricing perpetuates discrimination because credit data reflects racial disparities.?

It's true that credit data—including credit-based insurance scores—never formally takes race into
account. Yet these metrics are not race-neutral, because they draw on data about personal borrowing
and payment history that is shaped by generations of discriminatory public policies and corporate
practices.?

From the American economy’s earliest roots in chattel slavery that treated Black people as property to
more recent policies like redlining, Black and brown families have been systematically excluded from
wealth-building opportunities that benefited white families.* Exclusion produced vast wealth disparities
that persist to this day: according to an analysis by researchers at the Federal Reserve, for every dollar in
wealth held by the median white household in 2019, the median Black household had less than 13
cents, and the median Latinx household had just 19 cents.® This inequality is now being exacerbated by
the uneven economic effects of the pandemic, including higher unemployment rates for Black and Latinx
workers.® With less wealth to draw on, the median Black and Latinx households facing economic
hardship exhaust their limited resources more quickly than the median white household and are more
likely to fall behind on bills and go into debt. And because consumers with poor credit are more likely to
be denied loans, charged higher interest rates, and charged more for products like auto insurance, the
cycle of disadvantage reinforces itself. One result is that Black and brown consumers

disproportionately appear in the data as worse credit risks.

When auto insurers use credit information as a factor in determining prices, they reinforce historic
discrimination. For example, a 2017 analysis by ProPublica found that major insurers in California,
lllinois, Missouri, and Texas charge drivers living in predominantly Black and Latinx neighborhoods as
much as 30 percent more than drivers living in other areas with similar accident costs.” Drivers living in
predominantly Black and Latinx zip codes in New Jersey pay 139 percent of the statewide premium
average of $1,459.69 for a 35-year-old driver with a clean driving record and other standardized
characteristics, according to data sourced from Quadrant Information Services, LLC and compiled by
Consumer Federation of America.?



The use of credit-based insurance scores is not the only way that systemic racism impacts insurance
underwriting decisions, premiums, claims handling, and fraud investigation, but it is a clear source of
bias in the industry. We urge the committee to recommend to state insurance commissioners and
legislatures that credit information no longer be used in auto and home insurance pricing.

Thank you for your efforts, and we look forward to working with the NAIC to build a fairer system.
Sincerely,
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