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Boston Consulting Group partners with leaders 
in business and society to tackle their most 
important challenges and capture their greatest 
opportunities. BCG was the pioneer in business 
strategy when it was founded in 1963. Today, 
we work closely with clients to embrace a 
transformational approach aimed at benefiting all 
stakeholders—empowering organizations to grow, 
build sustainable competitive advantage, and 
drive positive societal impact.

Our diverse, global teams bring deep industry and 
functional expertise and a range of perspectives 
that question the status quo and spark change. 
BCG delivers solutions through leading-edge 
management consulting, technology and design, 
and corporate and digital ventures. We work in a 
uniquely collaborative model across the firm and 
throughout all levels of the client organization, 
fueled by the goal of helping our clients thrive and 
enabling them to make the world a better place.



The cost of a motor claim has increased an average 
4% per annum in the largest European markets since 
the pandemic began, adding about five billion Euros 

in total costs to the income statements of European insur-
ance companies. And our analysis points to a further 5% to 
7% increase in 2022.

This claims inflation is currently affecting almost all lines of 
business in property and casualty, and motor insurance in 
particular, greatly worrying European insurance executives. 

While claims costs fell precipitously in the early days of the 
pandemic as motorists stopped driving, greatly reducing 
the number of accidents, motor claims frequency has 
already resurged almost to prepandemic levels in many 
markets. As a result, claims inflation is now fully displaying 
its effects on insurance companies’ bottom lines.

To understand the magnitude of the issue, we performed 
comprehensive market research in late 2021, including 
numerous interviews with European insurance executives 
and extensive analysis from BCG’s automotive sector. (See 
the sidebar Our Methodology.)

What we found indicates a “perfect storm” of inflationary 
factors brought on by the pandemic, as well as technolo-
gy-related inflation in the automotive industry and an 
increasing consumer price index (CPI). 

In this challenging environment, European insurance 
companies need to act decisively if they are to protect their 
margins. They should begin by understanding how to 
measure the causes of inflation as precisely as possible—
something that insurers today tend to find challenging. 
They should place this new understanding into the context 
of their own portfolio of policies and clients, helping find a 
balance between price increases and claims-costs mitiga-
tion initiatives. Collaboration across functions will play an 
essential role, as will the innovative use of data and the 

application of an engineering mindset to claims, one that 
injects automotive expertise into the process.

Inflationary pressures tend to shift the competitive land-
scape. Companies that anticipate the bend in the curve 
can create sustainable advantage. 

A Perfect Inflationary Storm 

Claims inflation has hit the global motor-insurance indus-
try hard since the pandemic began, despite a substantial 
drop in accidents and claims during the initial lockdown. 
Reasons include Covid-related factors ranging from oppor-
tunistic price increases to supply chain disruptions, as well 
as technological factors and a parallel rise in consumer 
prices. (See Exhibit 1.) 

Compensation for lost revenues. As the lockdown 
started and claims frequency dropped—by as much as 
30% in some countries—the claims ecosystem experi-
enced an unexpected loss of business, from repair shops to 
experts to lawyers. Some of those players opportunistically 
increased their prices to help compensate for lost reve-
nues. Costs linked to vehicle sanitization and in-shop 
safety measures also contributed to higher claims costs.

Spare parts prices. Not surprisingly, automotive sales 
plummeted in 2020. In response, automotive OEMs and 
their distributors increased spare-parts prices by anywhere 
from 2% to 7% in 2021, with an average rise of 4%, accord-
ing to our analysis. Interestingly, industry data highlights 
just five spare-parts categories responsible for more than 
80% of spare-parts inflation related to motor claims, point-
ing to the need for a focused effort by insurance compa-
nies on controlling the costs of those priority components. 
(See Exhibit 2.)

Managing Motor Claims Inflation in 
the Post-Pandemic Environment 
By Emanuele Costa, GB Taglioni, Markus Streiner, and Giuseppe Franco

https://www.bcg.com/industries/insurance/property-casualty-insurance
https://www.bcg.com/crossroads-european-aftermarket-2030


4 MANAGING MOTOR CLAIMS INFLATION IN THE POST-PANDEMIC ENVIRONMENT

Supply chain disruption. Supply-demand imbalances 
resulting from the pandemic have exacerbated logistical 
issues and capacity shortages in the automotive industry, 
creating serious and long-lasting disruptions in internation-
al supply chains—from raw materials to semiconductors. 
Car components in particular have been severely affected, 
worsening price inflation and availability issues. Further, 
given this shortage of components, most available spare 
parts are being absorbed by new cars—leaving even fewer 
for the automotive aftermarket. As a result, repairs are 
experiencing an even greater cost increase. 

Technological factors. Separately, technological evolution 
in automotive is bringing its own price inflation. The in-
creasingly ubiquitous presence of advanced driver assis-
tance systems (ADAS) has added to the complexity, sophis-
tication, and technological content of spare parts, and 
ultimately to their cost, especially given that most new 
ADAS sensors are placed in bumpers and rear hoods, 
which tend to make up the bulk of spare-parts costs in 
material damage claims. While ADAS sensors undoubtedly 
reduce claims frequency and severity, our analysis points 
to a net increase of about 2% in claims costs for current 
ADAS-equipped vehicles.

The expected shift toward electrical vehicles (EVs) will also 
contribute to claims costs. While the additional costs may 
come primarily from higher claims frequency—with some 
early studies pointing to a 10% to 15% increase—average 
claims costs will also grow, considering the higher price 
point and high-end positioning of most of the current EV 
offering.

Taken together, our analysis estimates that 55% of the 
claims inflation over the past two years has resulted from 
pandemic-related factors and 45% from technological 
evolution. 

Consumer price inflation. Adding to these industry-spe-
cific issues, the pandemic is causing widespread increases 
in the CPI, with inflation estimated to reach 5.1% in 2022 
in the Eurozone, according to recent European Central 
Bank estimates. The wave of subsidies and public spend-
ing, which will continue according to the NextGeneratio-
nEU plan to repair the economy, have reignited inflation 
after many years of stability. Moreover, the recent geopoliti-
cal tensions have further exacerbated the inflationary 
trend. While not yet fully visible in 2021 data, the expected 
increase in consumer prices will affect the insurance sector 
from 2022 onwards for items such as car-repair labor costs.

More Claims Inflation Expected

While the reduction in claims frequency has more than 
compensated for the increase in average claims costs over 
the past two years, keeping total costs down, today’s claims 
frequency is again comparable to prepandemic levels in 
many countries. Cost inflation has therefore begun to eat 
into insurance company margins.

In addition, our estimates indicate that claims inflation will 
get worse before it gets better. There are a number of rea-
sons for this, both situational and structural. We note that 
the insurance executives we interviewed were generally in 
agreement about this enduring inflationary trend. We found 
them particularly concerned about spare-parts prices.
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Exhibit 1 - Rising Costs for Every Component of Motor Third-Party  
Liability Claims
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Prolonged imbalance. Pandemic-related effects might be 
considered temporary, but our research points to a pro-
longed period of imbalance before an equilibrium is 
reached. The current semiconductor shortage, for example, 
will take at least two years to resolve. Additionally, CPI 
inflation is rising sharply, and many financial institutions 
predict general inflation of more than 2% in 2023 and 
2024, possibly normalizing in 2025. 

Underlying production costs. The cost of spare-parts 
production is rising due to a number of underlying factors, 
such as raw materials prices and carbon taxes, and these 
factors are likely to become structural.

Evolving technology. The higher costs resulting from 
car-technology evolution have already become structural, 
and we expect them to continue increasing over the next 
few years. In Europe, for example, we expect to see 54% of 
cars equipped with ADAS by 2030, with insurers that have 
large fleets in their portfolio overexposed to this inflation-
ary factor. Further, greater technological complexity will be 
reflected in labor hours for repairs, which are increasing by 
an average 2% per year across car brands.

Base case. Our base-case scenario assumes an accelera-
tion of the claims-inflation trend in 2022 and 2023, fol-
lowed by a calming in 2024 and 2025. Taking Italy as an 
example, the average MTPL claim is expected to increase 
by 4.5% in 2022 and 2023, then by 2.5% in 2024 and 2025, 
including both material damage and bodily injury claims. 
(See Exhibit 3). In absolute terms, this would translate into 
€2.1 billion in additional MTPL claims costs in 2025 vis-a-
vis 2019. By comparison, these incremental costs would 
exceed the aggregate prepandemic (2019) technical results 
for Italian MTPL insurance companies of €1.5 billion. 

Stressed scenario. Our research also collected different 
views in terms of future developments, including a variety 
of opinions from insurance company executives. As a 
result, we have also outlined a more pessimistic, yet still 
credible, “stressed” scenario in which inflationary pres-
sures remain high in 2024 and 2025, especially for spare 
parts and the general CPI. Taking Italy as an example once 
again, the average MTPL claim would increase by 7% in 
2022 and 2023, then by 4% in 2024 and 2025. Such a sce-
nario could generate €3.0 billion in additional MTPL costs 
in 2025 relative to 2019, or an increase of 30% overall. 
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Exhibit 2 - About 80% of Motor Claims Inflation from Just Five Spare  
Parts Categories
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Our Methodology
We chose to address motor third-party liability (MTPL) claims for the purposes of our research. More specifically, we fo-
cused on motor-vehicle material-damage claims, given that they make up the largest component of motor claims for most 
European countries and display similar behaviors across markets. In addition, they have been most directly affected by 
emerging trends. (The bodily injury component of MTPL claims, in contrast, tends to be more affected by local regula-
tions and is currently less worrying in terms of cost inflation.) 

We interviewed several European insurance executives in the fall of 2021. In addition, we relied heavily on the collabora-
tion of prominent P&C insurers in continental Europe, who shared their experience and helped design projections and 
potential countermeasures. Equally critical were the contribution and insights of BCG’s automotive sector, which regularly 
monitors the automotive supply chain and whose research was invaluable. 

We define claims inflation as the annual increase in average claims cost, irrespective of underlying claims frequency and 
without considering claims-related operating expenses. Whenever possible, we have normalized the data in terms of 
claims mix in order to provide the most accurate estimates. 
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Exhibit 3 - Claims Inflation to Get Worse Before It Gets Better

Companywide Mobilization Required 

While claims inflation is not a novelty for the insurance 
industry, the scenarios described above call for an out-of-
the-ordinary response and a unique managerial focus. All 
of the core functions—claims, finance, sales and market-
ing, and underwriting—need to agree that responding to 
claims inflation and safeguarding the technical balance of 
the business are strategic priorities. 

Measurement. We see a precise measurement of the 
phenomenon as the necessary first step. Many insurance 
companies do not have a granular understanding of the 
underlying dynamics, such as how inflation has affected 
the prices of individual categories of spare parts or of car 
brands; in fact, some of those we interviewed were plan-
ning specifically to develop such an understanding in 2022, 
connecting with automotive data providers and building 
near-real-time tracking and predictive systems. 

Company portfolio. Once gained, each company should 
put this clear external picture into the context of its individ-
ual portfolio of insurance policies, clients, and geographies 
to understand its exposure to the various components of 
claims inflation. Wealthier customer segments or a larger 
fleet business, for example, might mean the company is 
more exposed to spare-parts inflation than its competitors. 

All Functions Have a Task

With the expected impact well understood, insurance 
companies will be in a position to devise an optimal re-
sponse—one that finds a balance between price increases 
and mitigation measures. A comprehensive framework of 
initiatives, underpinned by market best practices and 
implementation tools, will help guide this response, lead-
ing insurance companies to the most appropriate strategy. 
(See Exhibit 4.)

In terms of mitigation measures, we note that each func-
tional area should play a role, both individually and as a 
part of the whole. 

Individual actions. The claims area should deploy initia-
tives that counteract inflation by redesigning and improv-
ing underlying processes. The underwriting department, in 
turn, should adjust product conditions, such as by provid-
ing incentives for repairs to take place within the compa-
ny’s affiliated network. In addition, the finance department 
should promptly embed the new scenarios into its reserve 
calculations. And sales and marketing should shift com-
mercial efforts toward areas and customer segments that 
are inherently less exposed to inflation. 



8 MANAGING MOTOR CLAIMS INFLATION IN THE POST-PANDEMIC ENVIRONMENT

Collective actions. Every functional area should improve 
its cooperation within the company’s “control cycle” of 
planning, assessing claims, and revising tariffs in order to 
support an accelerated repricing process—one that antici-
pates market cycles and takes advantage of a better risk 
understanding. For example, exchanges of information 
among claims, finance, and underwriting need to take 
place more often than in the past and at an appropriate 
level of detail. Tariff adjustments also need to occur more 
frequently, and sales should engage their staff on the issue, 
winning their support on a timely cascade of new pricing 
conditions. In addition, the business as a whole should 
interconnect its IT systems and databases so that informa-
tion flows seamlessly across functions.

Cost-Control Initiatives in Claims area

Claims alone will not be in a position to offset the full 
impact of inflation. A sound technical equilibrium and 
structural balance will require collaborative action and 
continual adjustments in risk selection and pricing. 

Nonetheless, the claims function should spearhead most 
individual mitigation initiatives. For one, claims-optimiza-
tion initiatives can be adopted quickly, without affecting 
price competitiveness and market share. For another, most 
insurance companies can still find significant untapped val-
ue in redesigning their claims operating model using the 
power of data analytics and technology. 

Through our discussions with large market players, we 
have singled out four main areas of intervention in mo-
tor-vehicle material damage claims. While impact figures 

may vary significantly from player to player, depending on 
the starting point and market conditions, we estimate that 
the initiatives described below can reduce motor-vehicle 
material damage payout by as much as 5% to 7% in the 
medium term, or a cost savings of €15 million to €25 mil-
lion for a motor insurance portfolio of €1 billion in gross 
written premiums. Under this scenario, claims initiatives 
could mitigate 30% to 40% of expected claims inflation 
over the next three years. 

Repair network. The first set of initiatives revolves around 
optimizing the repair network. Through these initiatives, 
companies can increase the number of claimants that are 
steered to affiliated repair shops and optimize procure-
ment conditions. Beyond traditional actions, such as offer-
ing monetary incentives or pick-up service, data and analyt-
ics can also play a significant role, generating an optimal 
match between customers and body shops by considering 
factors such as historical repair costs on a specific make of 
car or crash type, current body-shop utilization, and in-
ferred customer propensity to being advised on their 
choice. Companies can profit from enhanced repair vol-
umes in negotiating better conditions with repair shops, 
both on price and services. 

Supply chain. The second set of initiatives covers supply 
chain management. Companies should first incentivize the 
choice of non-branded (class B) and equivalent (class C) 
spare parts instead of original branded parts (class A), 
including by making digital recommendation engines 
available to affiliated body shops. Our data show a 10% to 
20% average savings compared to OEM list prices as a 
result. 

Claims inflation measurement

Strategy and collective actions

Claims Pricing and underwriting Marketing and sales Finance and investments 

Supply chain

Analytics to reduce leakage

Sustainable claims

Repair network

2 3 4 5

Behavioral pricing

New product conditions

Forward-looking repricing

Price discipline

Salesforce engagement

Adapted risk appetite

Asset-allocation optimization

Predictive reserving

Cross-functional shared goals and KPIs Faster, more effective control cycle Interconnected systems and databases

1

Source: BCG analysis.

Exhibit 4 - A Comprehensive Framework Will Help Fight Claims Inflation
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Second, companies should use their critical mass to gain 
purchasing discounts on spare parts. This can be done, for 
example, by creating exclusivity agreements with wholesale 
distributors. One large insurance company in France went 
even further, recently buying a spare parts distributor. 

Finally, the fact that relatively few components make up 
the bulk of spare-parts costs may trigger more ambitious 
plays on those components, such as directly entering the 
supply or repair process, as we have already seen in some 
instances. 

Analytics to reduce leakage. We have observed a signifi-
cant, unexplained variance in subjective decisions by 
claims operators, from handlers to external experts. Ma-
chine learning tools are currently able to make recommen-
dations for each decision within a confidence range based 
on historical track records and external data, such as price 
lists. Embedding such algorithms into day-to-day tools will 
allow insurance companies to spot outliers and activate a 
feedback loop to the claims operator, triggering blocks or 
escalation procedures, among other actions.

Sustainable claims. As environmental sustainability 
becomes more and more relevant for every stakeholder, we 
see an opportunity to act sustainably in the claims func-
tion, too. One of the key pillars of sustainable claims, for 
example, should be repair instead of substitution, to be 
fostered through a revision of pricing terms with repair 
shops, incentives to customers, and potentially through 
dedicated policy conditions as well. 

Relevance Today

One may argue that the initiatives above are not new on 
the radar screen of any chief claims officer, and in some 
sense this is true. Irrespective of the inflation level, these 
are purely rational actions. However, the urgency of these 
initiatives has changed as inflation has accelerated. While 
intervening in the spare-parts supply chain may have been 
considered a nice-to-have in the past, for example, it is now 
a must for any large company hoping to stay competitive.

Some of the available countermeasures are also new. In 
our research, we found two, in particular, clearly outlined: 
the innovative use of data and AI, and the adoption of an 
engineering mindset. 

Companies have just begun to embed the power of AI into 
claims, yet their experience already confirms its enormous 
potential. Recommendation engines can not only augment 
human decisions but accelerate turnaround time and 
reduce errors. An engineering mindset, in turn, means 
moving from a statistical, backward-looking approach in 
pricing and claims to an approach that injects true auto-
motive expertise into the process. We envisage insurers 
being able to analyze new car models coming into the 
market with a lens of vulnerability and reparability, allow-
ing them to anticipate costs even before the claims start 
flowing.

Combining a robust, experience-driven understanding of 
claims handling with a fresh look at new data-driven and 
engineering-based approaches will best position insurance 
companies to face the challenge of claims inflation and 
turn it into an opportunity for competitive advantage. 
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Analytics to reduce leakage
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Source: BCG analysis. 

Exhibit 5 - Significant Benefits Achievable from Priority Claims Initiatives
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