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Price controls have proven highly detrimental 
to Alberta’s auto insurance market, sending 
strong anti-free-market signals to both con-
sumers and insurers. Over time, such interven-
tions undermine the very functioning of the 
market itself. To restore stability and efficiency, 
the government should refrain from interfer-
ing and allow premiums to be determined by 
competition and market forces. 

MULTIPLE FORMS OF MEDDLING WITH 
INSURANCE PRICES 
Historically, various Alberta governments have 
implemented price controls on auto insurance. 
For example, between 2017 and 2019 the NDP 
government imposed a cap of 5% on all rate 
increases across the board. By 2019, this rate 
cap had become unsustainable and the 
incoming UCP government removed it. Within 
18 months the auto insurance regulator of 
Alberta, the Automobile Insurance Rate Board 
(AIRB), approved significant rate increases for 
95% of the province’s auto insurers.2 Four years 
later, however, in 2023, that same UCP govern-
ment introduced an even more restrictive price 
control than the NDP had: a year-long “pause” 
on all rate increases.3 

When the pause ended in January 2024, it was 
replaced with a “safe driver” rate cap, set at 
3.7% for eligible drivers. A “safe driver” was 
defined by the government as someone who 
had had no at-fault accidents in the past six 
years and no major or minor convictions in the 
past three years.4 At the time, the government 
estimated that 80% of drivers would be eligible 
for this status.5 In 2025, the government 
allowed the “safe driver” rate cap to increase to 
7.5%, and has decided to keep this in place for 
2026.6

THE PERNICIOUS EFFECTS OF RATE CAPS
Price controls have been tried by governments 
throughout the ages and across the globe, and 
they have invariably led to perverse effects. 

Against a background of rising costs 
and unaffordable car insurance, provin-
cial government interventions in 
Alberta’s auto insurance market have 
increased markedly over the past dec-
ade.1 Several different types of reform 
have been implemented in an attempt 
to address rising premiums. The govern-
ment has tried increasing the authority 
of the Automobile Insurance Rate Board 
(2014), limiting awards for pain and 
suffering (2020), and introducing direct 
compensation for property damage 
(2022), among others. One “solution” 
they have chosen to use repeatedly is 
price controls (i.e., rate caps).

Provincial government 
interventions in Alberta’s auto 
insurance market have 
increased markedly over the past 
decade.
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When maintained despite 
these effects, they eventually 
cause the destruction of the 
underlying market itself.7 

When prices are prevented 
from adjusting freely—as in 
the case of imposing rate 
caps on auto insurance—the 
result is price distortions, 
shortages, misallocation of 
resources, and quality deteri-
oration. As these results inten-
sify, motorists and insurers 
adapt their behaviour. For 
example, motorists have less 
incentive to avoid risk, and 
more incentive to pursue claims they might 
otherwise have paid out-of-pocket. Insurers 
become more selective about whom they 
insure, run stricter claim investigations, and 
reduce coverage quality. They may even stop 
offering auto insurance and leave the market 
entirely. As these behavioural changes develop, 
the government often imposes additional 
regulations and controls.

In insurance markets, such distortions are 
especially devastating, because insurance is 
fundamentally about pricing risk. Constraining 
premiums prevents accurate risk pricing and 
leads to lower profitability or even outright 
losses. For example, an increase in the number 
and gravity of accidents, and of damage and 
reparations claims, will drive the cost of cover-
ing insurance claims above revenues (in the 
form of premiums collected). Insurers are thus 
forced to offer less extensive coverage in an 
effort to remain profitable, or be driven out of 
the market. But driving insurers out of the 
market reduces competition, leaving motorists 
with less choice and poorer coverage. In some 
cases, high-risk drivers may not even be able to 
find insurance. 

Such a chain of events occurred under the 
NDP price controls. Auto insurance companies 
were forced to become unprofitable and thus 
attempted to minimize their losses by cancelling 
broker contracts and limiting non-mandatory 
coverage for Albertans. For every dollar they 
received in premiums, insurers ended up pay-
ing out as much as $1.30 in claims and costs, 
clearly an unsustainable situation.8 The same 
thing resulted from the UCP’s general rate 
“pause” in 2023, as well as its subsequent 2024 
“safe driver” rate cap replacement.9 

In fact, a recent report by Statistics Canada 
found that approximately one-third of Alberta’s 
insurance companies were unprofitable in 
2023, and several insurers had exited the mar-
ket.10 The insurers that fled the market cited 

When prices are prevented from 
adjusting freely, the result is 
price distortions, shortages, 
misallocation of resources, and 
quality deterioration.

 
Source: Government of Alberta, Automobile Insurance Reform, consulted December 27, 2025. 

TABLE 1

Timeline of price controls

Years Event Rate Cap

2017 – 2019 NDP government instructs AIRB not to 
approve rate increases greater than 5% 5%

2023 UCP government institutes a one-year 
rate increase “pause” 0%

2024
UCP government institutes “Safe Driver” 

rate cap

3.7%

2025 – 2026 7.5%
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rate caps distort pricing, destabilize the mar-
ket, and inflict real harm on both insurers and 
Albertans. 

LESSONS FROM EUROPE: COMPETITIVE 
AND MARKET-DRIVEN DETERMINATION 
OF PREMIUMS
As mentioned above, when governments impose 
price controls in response to public pressure, 
insurers become unprofitable and leave the 
market. Once price controls are lifted though, 
the remaining insurers need to raise their pre-
miums to recover costs and losses that accumu-
lated when the price controls were in place. As 
premiums rise, public pressure on the govern-
ment intensifies, prompting the government 
to implement yet another round of price con-
trols. Every time this cycle repeats, more com-
petition is driven out of the market and other 
insurance companies are dissuaded from 
entering the market. 

the unprofitable and challen-
ging conditions created by 
the government, pointing 
specifically to the general 
“pause.”11 

An insurer’s profitability is 
measured by the Net 
Insurance Service Ratio 
(NISR). The NISR measures a 
company’s profitability by 
comparing its expenses in 
providing insurance services 
against the revenue gener-
ated from the sale of those 
services (i.e., claims and 
expenses divided by pre-
miums earned). The lower the 
NISR percentage, the greater 
the profitability; the higher 
the NISR percentage, the 
lower the profitability. In gen-
eral, auto insurance is considered profitable 
when the NISR is below 80% to 85%.12

Figure 1 illustrates the rapid decrease in profit-
ability following the general pause of 2023. The 
industry’s NISR rose to 100% by the end of the 
third quarter and continued above 100% even 
after the general pause was replaced by the 
“safe driver” rate cap.13 

Despite clear evidence from their own experi-
ence, the current Government of Alberta con-
tinues to impose price controls, ignoring how 

Constraining premiums 
prevents accurate risk pricing 
and insurers are forced to offer 
less extensive coverage in an 
effort to remain profitable.
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FIGURE 1

Net Insurance Service Ratio (NISR) for private passenger 
vehicle insurance for Alberta (2023–2024)

 
Source: Marisa McGillivray, “Impacts of Rising Costs and Claims on Personal Automobile Insurance Profitability 
and Consumers in Canada,” Statistics Canada Catalogue No. 11‑621‑M, April 2, 2025, p. 9. 
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the pernicious effects of those rate caps, never 
achieving sustainable premiums. The data 
clearly show that all the price controls that 
have been implemented have made the mar-
ket unstable by keeping premiums artificially 
low and distorting the pricing of risk. As a result, 
they have damaged the industry’s profitability 
and reduced competition, threatening to gut 
the auto insurance market and leaving Albertans 
with few choices. 

The government of Alberta must follow Europe’s 
example by letting competition drive the mar-
ket through freely determined premiums and 
rate changes. The only way to sustain lower 
premiums, to have a stable auto insurance 
industry, and to provide Albertans with real 
choice is to remove all forms of rate caps and 
price controls once and for all. 

The Alberta government needs to try something 
different. It should seriously consider following 
Europe’s example and allowing premiums to 
be determined solely by competition and mar-
ket forces.  

Price controls on auto insurance simply do not 
exist in the European Union, nor do they exist 
in Switzerland. Overseas, public authorities 
focus on regulatory oversight and competition, 
rather than instituting rate caps and reviewing 
and approving rate increases.14 Some countries 
do legally define pricing-related mechanisms 
such as bonus–malus schemes, and certain 
specific segments may involve approved sur-
charges. However, under EU competition and 
insurance directives, premiums must be market- 
determined; insurers are free to price risk based 
on what they deem necessary.15 In Switzerland, 
the insurance model is market-oriented with 
no rate caps, and insurers are completely free 
to set their premiums based on the risks they 
are insuring.16 

CONCLUSION
If the current government continues to impose 
price controls, then both Albertans and their 
auto insurers can expect to continue to suffer 

This Economic Note was prepared by Gerard Lucyshyn, Senior Economist at 
the MEI. The MEI’s Regulation Series aims to examine the often unintended 
consequences for individuals and businesses of various laws and rules, in con-
trast with their stated goals.

Under EU competition and 
insurance directives, premiums 
must be market-determined; 
insurers are free to price risk 
based on what they deem 
necessary.
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