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The global political landscape is undergoing dramatic transformation, particularly
since the outbreak of war between Russia and Ukraine in 2022. Rising protectionism
and nationalism, growing global cyber threats and an ongoing trend to inflation
present challenges to governments and occupy the reinsurance industry along with
enterprises that have operations worldwide. With its globally diversified portfolios, the
reinsurance sector seeks to strike balance of risk in its approach to strategic risk
management (BaFin et al., 2024).

Important today, more than ever before, is a proactive approach to various extreme
scenarios and systemic risks, and consideration of how reinsurers should deal with
them.

This research analysed approaches to strategic risk management and the modelling
procedures used. Models for extreme scenarios in reinsurance mainly concern
natural hazards. Hazards from the field of geopolitical interdependence, along with
hazards and risks due to geopolitical tensions, have been viewed as more theoretical
up until now. This assumption is traceable particularly to events to date — e.g. the
terrorist attack on the World Trade Center in 2001, the COVID-19 pandemic in 2020,
Russia’s warfare attack on Ukraine in 2022 or the recent massive conflict between
Israel and Hamas in the Middle East. These events were viewed as theoretical
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scenarios before they occurred, and their real-world impact was not sufficiently
analysed, as the final loss figures significantly exceeded previously estimates of
probable maximum losses (PMLs).

Another important source of conflict concerns the increasing disputes between China
and Taiwan and rising levels of US support for Taiwan. These tensions have a
massive impact right across the economy (Pimco, Milding & Balls et al., 2023).

As International Monetary Fund data show, Taiwan’s GDP has grown faster than the
global economy since the early 2010s. According to the World Trade Organization,
Taiwan was the 16th-largest exporter and the 17th-largest importer of goods in 2021.
Taiwan is also the world’s largest contract manufacturer of the semiconductor chips
used in most electronic devices. The recent conflict in Israel has intensified concern
for geopolitical instability. Given this volatility, in recent years the primary-insurance
and reinsurance sectors have drastically curtailed activities around political risk (PR)
and political violence (PV) in the region; they have raised their prices and confined
cover to more geographically specific products (Cf. Insurance Insider, Wood et al.,
2023).

As the war in Ukraine has also led to a drastic shift in reinsurance costs, deductibles
and cover, most reinsurers in maritime and transport insurance now carry far higher
net risk. In some areas (e.g. aviation reinsurance, transport reinsurance, etc.), this
has led to a reduction in the provision of capacity. The situation in Ukraine cannot be
directly compared with the scenarios modelled in Taiwan. An essential aspect, e.g.,
is that the transhipping time in harbours in and around Taiwan is much shorter than
in Ukraine; hence, shipowners in Taiwan could respond faster in the event of conflict
(Cf. Insurance Insider, Wood et al., 2023).

Yet the reinsurance market has some concerns, as supply chains for electronics —
including microchips for consumer electronics, the automobile industry, aircraft and
supercomputers — could become disrupted, or a large-scale cyberattack could occur
that would likely be attributable to the terror market.

If supply chains for electronics were to come under attack, however, this would likely
lead to a conditional claim for business interruption; and, in the market — as always —
the question of where the loss lies depends entirely on the loss trigger.

A very recent survey by the World Economic Forum found that G20 countries view
the shifting political landscape as one of the greatest risks. The (re-)insurance
industry must grapple with these risks as well.

When considering newly emerging risks, it is striking that these risks and the threats
that arise from the change in the political landscape are closely interlinked.



The reinsurance market can certainly cope with any scenario — in the aviation sector,
the area of cyber, the maritime and transport sector, or in PR, PV or SRCC — but the
reinsurance market must focus on accumulation of risks resulting from a relatively
small premium base (in this case, the Taiwanese reinsurance premium).

This means a variety of consequences for the (re-) insurance sector:

There is massive political influence and pressure around the assumption of risks
or the effectiveness of risk exclusions. Examples of this include attempts to
weaken pandemic exclusions during the COVID-19 pandemic or provision of
cover for transport risks relating to the Ukraine war.

Increasing protectionism and growing nationalism lead to more and more
regulations and restrictions on international trade, with impacts for the (re-)
insurance sector.

National and international sanctions of varying severity and design make it difficult
for (re-) insurers to take the right steps. The recurring deviations between the EU
sanctions regime and the sanctions practice of the USA are notable here.

In past geopolitical tensions, at least one of the two countries engaged in conflict
has seen an economic downturn in the medium to long term (e.g. during or after
these events: the Vietnam War, 1955-1975; the conflict between East Germany
and the West, 1949-1990; and the Iraq War, 2003-2011).

A downturn in investment in a country leads to a decline in its economic
performance. This has impacts, in turn, for primary-insurance and reinsurance
cover, as neither of these capacities in certain lines is sufficiently available in the
short to medium term.

ESG-compliant business orientation: Geopolitical tensions lead to reassessment
of business activities in the conflict countries. Global reinsurers in particular must
reassess their ESG strategy based on the relevant ESG criteria. This is
particularly evident in the case of the Russian-Ukrainian war. Under an ESG-
compliant business orientation, certain risks — the defence industry in China, for
example — should not continue to enjoy the support of reinsurers if China
continues supplying munitions to Russia, as these cannot be justified from an
environmental standpoint (emissions from weaponised hostilities, etc.), from a
social standpoint (ways in which violence and wars violate human rights) or from
the standpoint of governance obligations (through ethically defensible corporate
management).



For reinsurers, these developments mean increased risk in multiple areas:

Higher claims due to economic instability and possible geopolitical conflicts.
Volatility in financial markets that may affect investment portfolios.

Potential losses due to loan defaults and insolvencies in weakened sectors of the
economy.

Challenges in risk assessment and pricing in an uncertain environment.

Finally, it should be noted that geopolitical tensions can lead to an economic
downturn. Global reinsurers must carefully assess these risks and adapt their
strategies accordingly in an effort to ensure their stability and performance in this
challenging environment.

Discussion

In what form do you see differences between previous conflicts such as the
East/West conflict (Cold War in the 1970s and 1980s) and the current
Russia/Ukraine conflict, and what, in your view, is new about this? Did reinsurers
take a different view of previous conflicts?

Comparing the Cold War with the current Russian-Ukrainian war, there are major
differences in terms of economic interdependence, due to the previous
globalisation that reached its peak in 2018. Before the Russian-Ukrainian war,
economic ties between Russia and the West (Europe and the USA) were much
stronger or closer than in the 1980s. Following the annexation of Crimea, a
belligerent attack by Russia on Ukraine was still considered a theoretical
possibility in the reinsurance market; the reinsurance sector did not sufficiently
model or analyse the long-term and real impacts of this geopolitical tension.

To what extent does the war in Ukraine affect ESG criteria (e.g. through supplies
of munitions)?

Geopolitical tensions lead to a reassessment of business activities in the conflict
countries. Global reinsurers in particular must reassess their ESG strategy based
on the specified ESG criteria. This is particularly clear with the Russian-Ukrainian
war. From an ESG-compliant business orientation, there are certain risks that
reinsurers should not continue to support, such as the defence industry in China.
If, for example, China were to continue supplying munitions to Russia, this would
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not be defensible from an environmental standpoint (emissions from hostilities
involving the use of weapons, etc.), from a social standpoint (the extent to which
violence and wars violate human rights) or from the standpoint of governance
obligations (through ethically defensible corporate management).
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