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Geopolitical Risk and Insurance:
How Actuarial Models Must
Adapt

Introduction

A single geopolitical event can affect every
part of an insurer’s balance sheet at once.
Armed conflicts, economic sanctions,
infrastructure catastrophes, and largescale
cyberattacks can simultaneously reduce
asset values, increase insurance claims,
trigger policy lapses, disrupt reinsurance
arrangements, and raise counterparty
default risk. Unlike traditional insurance
risks, geopolitical shocks are rare, difficult
to anticipate, and often propagate across
multiple risk categories simultaneously.
Actuarial models are built to measure and
price risk using historical data. For many
insurance risks, including mortality, motor
accidents, fire, and natural catastrophes,
historical experience provides a reasonably
reliable basis for calibration. Geopolitical
risk presents a different challenge. Because
it affects multiple sources of risk at the
same time and often occurs outside the
range of normal historical experience, it can
expose limitations in traditional actuarial
frameworks that model risks separately.
The European Central Bank (ECB), the
European Systemic Risk Board (ESRB), and
the International Monetary Fund (IMF) have
all identified geopolitical and geoeconomic
fragmentation as growing threats to
financial stability [2, 7]. For insurers, these
developments raise an important question:
how should actuarial models evolve to better
capture the effects of geopolitical shocks?
Key characteristics of geopolitical risk
Geopolitical risk differs from classical actuarial
risks in three important respects.

First, it is cross-cutting: a single geopolitical
event affects market risk, underwriting risk,
counterparty risk, operational risk, and liquidity
risk at the same time. Classical modular models

g Mansour Ao Jouceh, Ph0.
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treat these cate gories independently, which leads
to underestimation of aggregate losses.

Second, it is rare and heavy-tailed: The historical
record contains too few events to calibrate
standard parametric models reliably. Standard
Gaussianbased frameworks tend to underestimate
the probability and severity of geopolitical tail
events.

Third, it is heterogeneous across markets: the
same shock produces very different outcomes
depending on the size of the market, the quality
of the data infrastructure, and the availability of
reinsurance. A uniform modeling approach across
all markets is therefore not appropriate.
Effects of Geopolitical Shocks on
Insurers

The following describes the main ways
geopolitical shocks translate into concrete
damage for insurers.

Market and Investment Risk

Insurers hold investment portfolios of bonds,
equities, and real estate to match long-
term liabilities. When geopolitical tensions
escalate, equity prices typically fall and
credit spreads widen. This reduces the value
of the investment portfolio and may weaken
insurers’ financial position during periods of
stress. The ECB/ESRB [2] and IMF [7] both
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document this simultaneous deterioration of
assets and liabilities as a defining feature of
geopolitical shocks.

Underwriting Risk: Claims and Legal

Ambiqguity

Conflicts and sanctions directly increase
losses in marine, cargo, property, and trade
creditlines. Legal classification adds another
layer of difficulty. War exclusion clauses are
standard in insurance contracts, but the
boundary between a war, a catastrophic
industrial accident, and a cyberattack is not
always clear in practice.

The 2017 NotPetya malware attack
caused billions of dollars in global losses
and triggered major disputes in the cyber
insurance industry. Companies including
Merck and Mondelez International filed
claims that insurers sought to deny under
war exclusion clauses, leading to years of
litigation, court rulings, and confidential
settlements. These disputes highlighted
uncertainty over whether traditional
war exclusions, originally drafted for
conventional armed conflict, apply to large-
scale cyber operations. Although courts
have addressed some aspects of this issue,
the scope and interpretation of cyber

war exclusions continue to generate legal,
regulatory, and contractual debate within
the cyber insurance industry. [5].

Lapse Risk and Adverse Portfolio
Selection

When an economy deteriorates severely,
a significant share of policyholders stop
renewing their contracts. The lapse pattern
is not random: younger and healthier
policyholders, who perceive the lowest
immediate need for coverage, tend to
exit first. The result is a residual portfolio
concentrated in older and higher-risk
individuals.

The Lebanese experience presented in
[1] illustrates how crisis-driven portfolio
contraction may alter the risk profile of the
insured population before any unusual
increase in death counts is observed.

Counterparty Risk
Geopolitical crises raise the probability

of default among counterparties.
Sanctions regimes, sovereign debt
restructuring, and institutional breakdown
can all impair the ability of reinsurers and
banking partners to

meet their obligations. This risk materialises
precisely when primary insurers are already
absorbing underwriting losses and are most
dependent on reinsurance capacity [2, 7].
The severity of these effects varies
substantially across insurance markets. A
small insurer operating in a fragile emerging
market with limited reinsurance access, thin
policyholderdatabases,andunderdeveloped
regulatory infrastructure is exposed very
differently from a large diversified insurer in
a stable, data-rich market. Any model that
does not account for this heterogeneity will
produce unreliable risk assessments.
Limitations of Traditional Actuarial
Models

Traditional actuarial models have three
structural limitations when it comes to
geopolitical risk.

Modular Architecture

Standard models, including Solvency
Il internal models, are organised in
separate modules: mortality, market,
catastrophe, lapse, and operational risk.
Each moduleis calibrated independently.
The aggregate capital requirement
is typically obtained by aggregating
the individual charges, often using a
correlation matrix.

This design assumes that losses across
modules are at most partially correlated.
A geopolitical shock breaks that
assumption: it deteriorates all modules
at once through a single event. The
resulting capital charge will understate
the true combined loss.

Calibration on Stable Historical Periods
Actuarial models are calibrated on
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historical data. When the historical data
used for calibration comes mainly from
stable periods, the resulting models
may underestimate the probability and
severity of extreme events. Standard
Gaussian-based frameworks are
generally not well suited to this class
of risks because their tail behavior may
underestimate the likelihood of severe
geopolitical losses.

Geopolitical shocks are characteristic
examplesofsuchevents.Portexplosions,
comprehensive  sanctions regimes,
and armed conflicts occur relatively
infrequently in historical datasets, limiting
the reliability of conventional statistical
calibration methods. As a result, models
calibrated primarily on stable historical
periods may underestimate the
frequency and severity of geopolitical
shocks, particularly in regions exposed
to recurrent geopolitical instability such
as the Middle East.

Absence of Locally Calibrated Baselines
A major structural limitation in many

emerging and Arab insurance markets
is the absence of locally calibrated
actuarial baselines. Applying a foreign
mortality table to a different population
may produce estimates that do
not fully reflect local demographic
characteristics, even under normal
conditions. During periods of crisis, this
limitation becomes more pronounced,
as crisisrelated distortions in observed
mortality experience become more
difficult to identify and adjust for without
a reliable local reference population.

In practice, insurers in many emerging
markets continue to rely on mortality
tables developed for populations in
advanced economies despite substantial
demographic, socioeconomic, and

healthcare differences. The

Lebanese market illustrates this
challenge clearly. For decades, life
insurance products were priced using
the AM80 table, a British mortality table
developed in the 1980s, because no
mortality table representative of the
Lebanese population was available.
To address this gap, we constructed a
mortality table for Lebanon’s private
insured sector using datasets provided
by Lebanese insurance companies, and
the results were published in Risks in
February 2026 [1].
Constructing Local Mortality Tables
These limitations motivate the use of
hybrid actuarial approaches in data-
scarce environments, where locally
estimated mortality rates are integrated
with an international reference. In
particular, a logistic weighting function
can be used to combine the two sources
of in formation in a data-dependent
manner. The weighting function and the
resulting smoothed mortality rate are
defined as:

1

1+ HXI)[—(’](H?“, — u)]

smoothed __ | local , reference
9 _W('E) 4 +[1 T

()] 42

where w, = NX/ max NX represents the
local data density at age ¥, NX denotes
the number of individuals observed in
the portfolio at that age, a represents
the exposure level (expressed as a
proportion of the maximum) at which the
weight shifts from favoring the reference
to favoring local observations, and
b controls how quickly this transition
occurs. This approach assigns greater
weight to local observations where data
are sufficiently rich, while relying more
heavily on the reference population

w(z) =
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where local data remain sparse.

Full details of the parameter estimation
procedure, including sensitivity testing,
are provided in [1]. This methodology
was applied in the construction of the
Lebanese insured population mortality
table [1], and can be extended to other
data-scarce markets in the Arab region.

Correct_interpretation of model outputs under
crisis conditions

A statistical model produces outputs that are only
valid under the conditions in which it was
calibrated.

When a crisis alters the structure of the underlying
data, model outputs can change significantly
without any change in the phenomenon being
measured.

Misreading a model output as a signal about
reality, when it actually reflects a change in the
data structure, leads to incorrect decisions on
reserving, pricing, and capital.

In Lebanon, annual deaths remained stable at 112
to 133 per year between 2019 and 2021, while the
insured population contracted from 90,756 to
33,337 lives due to mass lapse [1]. The observed
rate rose from 0.12% to 0.35% solely because
the structure of the portfolio changed, with no
increase in the number of deaths. The same
problem applies to any model output when the
data generating process shifts during a crisis.
Adapting Actuarial Models

Three methodological adaptations are
available. The firstis the use of published
geopolitical risk indices as direct model
inputs. The second is extreme value
theory combined with copulas, which
handle the statistical properties of tail
events. The third is machine learning,
which captures non-linear relationships
in the data.

Measuring Geopolitical Risk: Available
Indices Geopolitical risk has no directly
observable market price.

It must be estimated using indirect
proxies. Several families of published

indices are available for

this purpose [6]. The Geopolitical
Risk Index (GPR) counts newspaper
references to conflict threats and
escalations across 44 countriesonadaily
basis. The Economic Policy Uncertainty
index (EPU) measures policy-related
uncertainty extracted from news text,
covering 22 countries at monthly
frequency. The World Uncertainty
Index (WUI) captures broader political
and economic uncertainty across 143
countries on a quarterly basis. The
Volatility Index (VIX) reflects implied
market volatility derived from S&P
500 options and serves as a real-time
financial stress signal.

These indices can be used individually
or in combination as direct inputs into
actuarial models. One methodological
point matters here: geopolitical risk
signals should be kept separate from
macroeconomic variables such as GDP
growth or inflation. Macroeconomic
variables capture the effects of
geopolitical shocks as they propagate
through the economy, not the shocks
themselves [6].

Extreme Value Theory and Copulas
Geopolitical events are low-frequency,
high-severity events with properties
characteristic of statistical tail risks.
Extreme  Value  Theory (EVT),
specifically the Peaks Over Threshold
(POT) method, is better suited to this
class of events. Losses exceeding a
high threshold u are modelled using the
Generalised Pareto Distribution:

£y
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o

wherey representsthe excesslossabove
the threshold, o is the scale parameter
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and ¢ is the shape parameter that
measures the weight of the distribution
tail: higher values correspond to heavier
tails and therefore to a greater probability
of extreme losses. EVT methods are well
established in catastrophe reinsurance
and are directly applicable to geopolitical
tail-risk modeling [3]. While EVT captures
the behavior of extreme losses within
a single line of business, geopolitical
crises typically generate simultaneous
shocks across multiple insurance
segments. Losses in property, marine,
life, and credit insurance may become
strongly interdependent during periods
of systemic stress. Copula functions
provide a flexible multivariate framework
for modeling these joint dependencies.
Formally, a copula links marginal loss
distributions into a joint distribution
according to:

where each F is the marginal loss
distribution for line . and C denotes the
copula capturing their dependence
structure [3].

Machine Learning Methods

Machine learning methods can
complement classical actuarial models.
Techniques such as gradient boosting
and neural networks can integrate
multiple geopolitical, economic, and
portfolio-level risk indicators into a
single predictive framework, enabling
the identification of complex patterns
that simpler aggregation methods may
not capture [6].

Unlike traditional linear actuarial models,
machine learning approaches can model
non-linear relationships and interactions
between macroeconomic conditions,

geopolitical indicators,
policyholder characteristics, and
insurance behavior. This may be
particularly valuable during periods
of economic or political stress, when
relationships between variables become
more complex and less amenable to
standard parametric assumptions.
These approaches can support the
early identification of crisis-driven lapse
behavior by detecting combinations of
economic stress, portfolio contraction,
and policyholder characteristics
associated with elevated surrender risk
during periods of financial instability.
Machine learning techniques may also
facilitate more dynamic risk assessment
as new information becomes available.
When appropriately retrained and
validated, such models can incorporate
evolving geopolitical, economic, and
portfolio information, helping insurers
monitor changes in risk profiles over
time.

Their effectiveness, however, depends
heavily on the quality, granularity, and
availability of policyholder data, as well
as the representativeness of historical
observations and the robustness of
model governance and validation

procedures.
Case Study: Lebanon 2019-2021

Between 2019 and 2021, Lebanon
experienced three overlapping crises:
a financial collapse, the Beirut port
explosion of August 2020, and the
COVID-19 pandemic.

Asset values declined, claims increased,
several policyholders stopped
renewing contracts, and reinsurance
arrangements came under strain, all at
the same time.




The Beirut Port Explosion and Insurance
Settlement

On August 4, 2020, the Port of Beirut
explosion resulted in more than 200
fatalities, over 6,000 injuries, and the
displacement of approximately 300,000
individuals [9]. Beyond its human toll,
the explosion caused severe disruptions
to Lebanon’s port infrastructure, logistics
operations, and supply chains, revealing
important vulnerabilities in the country’s
maritime transport system [8]. The total
disaster damages and economic losses
were estimated at between 6.7 and 8.1
billion dollars [10].

Beirut port explosion: key figures
Disaster damages USD 3.8-4.6 billion [10]

Economic losses USD 2.9-3.5 billion [10]

GDP contraction in 2020 -20.3% real GDP [11]
Disaster damages include physical destruction
of buildings, infrastructure, and port facilities.
Economic losses include business interruption,
trade disruption, and reduced economic activity

[10].

A major obstacle to claims settlement
was the uncertainty surrounding the
legal classification of the event.

Existing policy wording required
determining the nature and cause
of the explosion before coverage
applicability could be fully assessed,
and this process depended on the
outcome of a judicial investigation that
remained unresolved for several years.
As a result, claims settlement was
delayed, creating significant uncertainty
for insurers and reinsurers regarding
coverage interpretation and the potential
accumulation of losses across multiple
lines of business. These challenges
were further compounded by the banking
crisis that had preceded the explosion.
The Lebanese insurance sector was
already operating under severe liquidity

constraints arising from the
broader financial collapse, which
restricted the transfer of funds to
international partners and reduced the
sector’s operational capacity to settle
claims efficiently following the disaster
9].

E\nlrtality Distortion Through Portfolio
Contraction

The Lebanese life insurance data
from this period illustrates the model
interpretation problem discussed above.
The observed mortality rate in the
insured population rose from 0.12% in
2019 to 0.35% in 2021. This apparent
deterioration was not caused by an
increase in deaths: the annual number
of deaths in the portfolio remained
stable at 112 to 133 per year throughout
the crisis period.

As shown in Figures 1 and 2, the
increase in the observed rate was driven
entirely by portfolio contraction. Figure1
shows how exits surged to 39,442 in
2020 and 48,185 in 2021 while new
entries collapsed to near zero. Figure2
shows the resulting mortality rate: stable
around 0.8 to 1.3 per 1,000 throughout
2009 to 2019, then rising to 2.0 in 2020
and 3.5 in 2021. The full data are in
Table 1. The number of deaths remained
stable; the exposure fell [1].
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Table 1: Anmual portfolio data for the Lebanese insured
population [1].

Year Entries Exits Insured Deaths Male Female Both

2008 19,834 13,369 80441 26 L5 0.6 1.2

2010 17456 13,901 86,174 72 1.0 0.5 0.8
2011 16916 14,403 88959 86 1.2 0.5 1.0
2012 16,691 13,764 90,092 1} 1.2 0.4 0.9
2013 19,015 14,083 94 887 117 L5 0.5 1.2
2014 17,879 13,506 100,895 121 1.5 0.7 1.2
2015 15,188 14,624 101,283 106 1.3 0.5 1.0
2016 14,684 17,948 100,279 129 1.6 0.6 1.3
2017 14,550 15,5601  98.556 106 1.2 0.8 1.1
2018 14,515 18,519 95995 128 LT 0.7 1.3
2019 H.829 17,940 90,756 112 L5 0.7 1.2
2020 1,881 39,442 G7,985 133 2.4 1.1 2.0
2021 187 48,185 33,337 117 4 1.7
{ in

Wale/ Female /Both

For-rrailds, ferilan. GR

In the Lebanese case, as demonstrated
in[1], applying a uniform 20% crisis stress
to a locally calibrated baseline produces
materially more accurate estimates
than using a foreign reference table.
This finding highlights the importance
of  developing population-specific
actuarial assumptions, particularly in
environments exposed to significant
economic and systemic instability.
Structural Vulnerabilities Common to
Arab Markets

Three structural vulnerabilities observed
during the Lebanese crisis are also
present, to varying degrees, across
many Arab insurance markets.

The first vulnerability relates to the
increasing exposure of Arab insurance
markets to emerging and systemic risks.
Speakers at the 33rd GAIF conference

highlighted cyber threats,
natural catastrophes, and climate-
related risks among the major
challenges facing the Arab insurance
industry [4]. Such events may generate
highly correlated losses and increase
uncertainty in actuarial modelling and
risk management.

The second vulnerability relates to
actuarial and technical infrastructure.
GAIF highlighted the importance
of strengthening actuarial analysis,
technical pricing, catastrophe modelling,
and data-related capabilities within Arab
insurance markets [4]. Limited actuarial
infrastructure and incomplete historical
data may reduce the ability of insurers
to quantify accumulation risk, calibrate
stress scenarios, and adapt actuarial
models to local market conditions during
periods of systemic instability.

The third is the absence of locally
calibrated actuarial baselines. Pricing
life insurance products using mortality
tables developed for different populations
can introduce systematic biases that
become difficult to detect or adjust for
during periods of crisis without a reliable
local reference population.

Arab insurance markets accounted
for approximately 0.7% of global
insurance premiums in 2020, while

insurance penetration reached only
1.74%, compared with a global average
of 7.42% [4]. GAIF also noted the
existence of protection gaps across
several insurance lines in the region [4].
These characteristics may complicate
the quantification and management of
geopolitical, catastrophic, and systemic
risks during periods of severe instability.




Recommendations for Insurers and
Regulators

The recommendations below are
grouped into measures implemented
before a crisis and measures

implemented during a crisis.

Pre-Crisis Risk Preparation

Action

Actuarial implication

Local baselines Construct mortality and morbidity assaomp-
tions adapted to each market. The develop-
ment of mortality tables for Arab insurance
markets is currently an active objective of
GAIF under the impetus of its Secretary Gen-
eral, Mr. Chakib Abouzaid.

Risk indices Integrate geopolitical indicators such as GPR,
EPU, WUIL, and VIX into pricing, reserv-
ing, capital models, and scenario analysis.
As part of an ongoing research project, we
are currently developing an integrated mod-
elling framework combining these indicators
with tail-risk methods and scenario analysis
for the quantification of geopolitical risk in
insurance.

EVT and copu- Model low-frequency, high-severity events and
las dependence between losses across multiple
lines of business during geopolitical crises,

ORSA scenar- Include geopolitical shocks in ORSA stress

ios scenarios with the same degree of rigor ap-
plied to financial and natural catastrophe sce-
narios.

Reverse stress [dentify scenarios most likely to generate sol-

testing vency pressure and define response measures
before a crisis occurs.

Parametric Use predefined measurable triggers to reduce

structures legal and operational delays in claims settle-

ment following catastrophic events,
Policy wording Review contract language so that coverage
terms remain aligned with evolving geopoliti-
cal and cyber risks.

Crisis-Period Operational Measures

Action

Actuarial implication

Public-private Develop arrangements for risks that may ex-

mechanisms ceed private insurance market capacity, par-
ticularly large-scale cyber events.

Liguidity Maintain sufficient liguid assets to meet
claims obligations when HAnancial transfers
become difficult during periods of financial
stress.

Technical pro- Reassess technical provisions using updated

visions exposure, lapse, mortality. and claims data

during crisis periods.

nendations for operational managernent during crisis

Conclusion
Recent events have highlighted the need
for insurance markets to strengthen

their analytical and actuarial
capabilities in an increasingly
uncertain environment. Developing
local experience studies, improving
data qualityy, and enhancing stress-
testing frameworks can help insurers
better assess emerging sources of risk
and support more informed decision-
making. For many Arab markets, these
investments will be important not only
for risk management, but also for the
long-term development of the insurance
sector.
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Sovereign War Fund
Need of the Time

Designing what is designed to achieve

* Beyond Insurance: The Case for a UAE/GCC War
Risk Fund

* A Sovereign War Fund for the UAE/Gulf: Bridging
the Insurance Gap

* War-linked Cat Bonds — Alternative Risk Transfer
model (leveraging Capital Market)

* Parametric War Disruption Cover

* War Risk is Uninsurable — Unless We Redesign

the System

In an era marked by rising geopolitical
tensions and evolving conflict dynamics, the
traditional boundaries of insurable risk are
being fundamentally redefined. Nowhere
is this more evident than in the domain of
War risk, which has rapidly transitioned
from a niche underwriting consideration to
a systemic threat capable of destabilizing
entire economies.

Recent developments across the Gulf
Cooperation Council (including the United
Arab Emirates), have underscored a critical
reality: War-related exposures—whether
direct or indirect—are no longer adequately
addressable through conventional
insurance and reinsurance mechanisms.
Capacity constraints, pricing volatility, and
exclusionary clauses have collectively
rendered War risk increasingly uninsurable
in the classical sense.

This emerging protection gap calls for a
paradigm shift. The establishment of a
UAE/GCC War Fund, supported jointly
by governments, insurers, and reinsurers,
offers a compelling and necessary solution.
War Risk: From Insurable to Systemic
Warrisk differs fundamentally from traditional
perils such as fire or natural catastrophe. It
is:

* Low frequency but extreme severity

* Non-diversifiable across geographies

* Highly correlated across asset classes

 RVARRJAN A, O, AL CRL,

DEPUTY CHIEF EXECUTIVE OFFICER

Al Fujairah National Insurance Co.
UAE

In such a context, private insurance markets
alone cannot sustainably absorb the risk.
This reality has already been recognized
globally through mechanisms such as Pool
Re in the United Kingdom and the Terrorism
Risk Insurance Act (TRIA) in the United
States.

The GCC now stands at a similar inflection
point.

In the circumstances, the geopolitical
tensions in the Gulf countries coupled
with the emerging market failure in War
risk insurance it has become an absolute
necessity to create a War Fund for the
country and the region.

In an era where geopolitical risks are no
longer episodic but structural, the creation
of a War Fund is not merely an insurance
innovation — it is a financial necessity to
safeguard economic continuity, investor
confidence, and national resilience.

The Article below is designed with technical
depth and global benchmarking to set in
place a program to render the UAE and the
GCC investor-confident and economically
resilient




Part 1

1. CONTEXT: WHY A “WAR FUND” IS
NEEDED

Recent developments clearly show:

* War risk is becoming systemic and
uninsurable in the traditional market

* Insurers and reinsurers are withdrawing
or restricting coverage

* Premiums are becoming volatile and
unaffordable

For example, a $20 billion maritime
war-risk reinsurance facility is recently
launched to support shipping through the
Strait of Hormuz, highlighting the scale of
exposure and market stress

Core Problem

War risk today is no longer an insurable risk
in the classical sense—it is a systemic
sovereign risk requiring sovereign-
backed financial architecture.

2. GLOBALPRECEDENTS and the Proven
Models for Terrorism, like, UK’s Pool Re;
France’s GAREAT; Germany’s Extremus;
Netherlands — Dutch Terrorism Pool;
Spain — Consorcio de Compensacion de
Seguros; Belgium’s TRIP etc.:

UK Model — GB Pool Re

* Public—Private partnership (Government +
Insurers)

* Created after terrorism losses

* Insurers retain initial losses — pool pays
— government backstop

Government acts as “insurer of last resort”
USA Model - US TRIA

» Mandatory participation

* Loss sharing between
government

+ Government steps in for catastrophic
layers

AU/EU Model - AU/EU Terrorism Pools

* Premium collected upfront

* Reserves built over time

* Government guarantees for extreme
losses

Insights

- War / terrorism risks:

+ Are low frequency, extremely high
severity

insurers and

» Cannot be priced reliably

* Require pooling + sovereign
guarantee

3. PROPOSED CONCEPT: “UAE or GCC
WAR FUND”

Proposed as:

‘A combination of Sovereign-Backed
Regional War Risk Pool + War-linked Cat
Bond for Financial Resilience”

4. STRUCTURE OF THE PROPOSED
WAR FUND (the Core of the War Fund
Model)

A. STRUCTURAL MODEL

4-Tier Risk Layers

Layer 1: Insured / Corporate Retention
Layer 2: Insurance Market (Primary +
Reinsurance Pool + Parametric War
Disruption Cover)

Layer 3: Insurance Linked Securities (War
Bonds - floated to the global investors)
Layer 4: Government War Fund (Ultimate
Backstop)

B. PARTICIPANTS

» Government (UAE / GCC)

* Insurance Companies

* Reinsurers

 Corporates (mandatory contributors)

* Investors (for Insurance Linked Securities
- War Bonds)

» Sovereign Wealth Funds (capital support)
5. FUNDING MECHANISM (CRITICAL
SECTION)

A. PREMIUM COLLECTION MODEL
Mandatory Contribution Model

All insured entities contribute:

War Fund Contribution =

% of Sum Insured

OR

% of Annual Premium

OR

Industry Risk-Based Levy

B. SUGGESTED RATING FRAMEWORK:

Risk Category Example Contribution Rate
Low Risk Offices, Retail ??7?7? %
Medium Risk | Warehouses, SMEs %
Qil, Ports,
High Risk 27?79
on s Avia-tion ’
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C. Dynamic Premium Adjustment

» War escalation — higher contribution

* Peace time — reserve accumulation
6. LOSS COVERAGE STRUCTURE
Coverage Scope

* Physical damage (Property, Marine,
Aviation)

* Business interruption

* Supply chain disruption

* Political violence (optional inclusion)
LIMIT STRUCTURE:

Level Limit
Per Risk e.g., AED 500M
Per Event e.g.,AED 10B
Annual Aggregate e.g., AED 50B or so

CLAIM PAYMENT FLOW

1. Insurer pays up to the agreed limits
2. Reinsurance / Pool layer pays up to
the agreed limits

3. War Fund pays excess losses (through

War Bonds and Sovereign backing)
7. ALTERNATIVE CAPITAL

Catastrophe Bonds (War Bonds)

* Transfer war risk to capital markets (as
Insurance Linked Securities — ILS)

* Investors absorb loss if event occurs
A method wused globally where
reinsurance capacity is insufficient
Sovereign Guarantee

* Government provides:

- Agreed backstop

- Or capped guarantee

8. GOVERNANCE FRAMEWORK

Key Elements

* Creation of an independent War Fund
Authority

* Regulatory oversight (CBUAE / GCC
Unified Body of Regulators)

» Transparent claims certification (War
vs Non-War)

* Audit & actuarial review

Critical Issue:

Definition of War vs Terrorism

This is a major
challenge:

* Many policies exclude “War” but
cover “Terrorism”

* Modern conflicts blur the boundary

Hence, WAR shall be clearly defined
9. BENEFITS (STRATEGIC SELLING
POINTS)

For Government

» Economic stability

* Investor confidence and national economic
stability

* Protection of critical infrastructure
* National Economic Resilience
For Insurers

* Reduced catastrophic exposure

* Ability to offer war cover

For Corporates

* Financial certainty

* Business continuity

» Business confidence
10. CHALLENGES (IMPORTANT FOR
BALANCE)

* Pricing difficulty
* Political sensitivity

global

» Cross-border coordination (GCC
alignment)

Part 2:

1. UAE / GCC REGULATORY &

STRATEGIC FRAMING

Relevant Requlatory Anchors:
Designed to explicitly align with:

* Central Bank of the UAE

* Dubai International Financial Centre

* Dubai Financial Services Authority

* Emirates Insurance Federation
Strategic Positioning:

Position the War Fund as:

A National Financial Stability Instrument
— not merely an insurance mechanism
Alignment with UAE Vision

« UAE National Risk Management
Strategy




& FDI

« Economic diversification

protection

* Infrastructure protection (Oil & Gas
infrastructures, Ports, Aviation, Logistics,
Energy)

Regulatory Justification:

» War risk = systemic + non-diversifiable
* Falls under macro-prudential risk

* Requires sovereign participation
2. INFOGRAPHIC

WAR FUND STRUCTURE
Interpretation:

Layer 1: Corporate Retention

* Deductible / Self-insured portion
Layer 2: Insurance + Reinsurance Pool
* Participating insurers

* Regional pooling

Layer 3: War Bonds

* Involving Capital Market using ILS
Layer 4: Sovereign War Fund

* Ultimate backstop

» Government guarantee

3. Conceptualizing a UAE/GCC War Fund
The proposed War Fund would function
as a sovereign-backed risk pooling
mechanism, designed to:

* Provide financial protection against
war-related losses

* Stabilize the insurance market

* Ensure continuity of the nation’s
economic activity

4. Funding the War Fund: A Mandatory
Contribution Model

Akey feature of the proposed framework
is a mandatory contribution
mechanism, ensuring broad-based
participation and adequate capitalization.
Contributions may be structured as:

* A percentage of sum insured

» A surcharge on insurance premiums
* A risk-based levy linked to industry
exposure

A differentiated rating framework can be

adopted:
Risk Category

Low Risk (Offices, Retail)
Medium Risk (Warehousing, SMEs)
High Risk (Energy, Ports, Avia-tion)
Such a model ensures
proportionality, and sustainability.
5. Coverage Scope and Limits
The War Fund may extend coverage to:
* Property damage
* Marine and aviation exposures
* Business interruption
* Supply chain disruption
With structured limits such as:
* Per Risk Limit
* Per Event Limit
* Annual Aggregate Cap
6. Leveraging Alternative Capital
To enhance capacity, the War Fund can
incorporate alternative risk transfer
mechanisms, including:
» War-linked catastrophe bonds
» Sovereign guarantees
« Capital market participation
This would align the UAE/GCC with
global best practices in catastrophe risk
financing.
7. Governance and Regulatory Oversight
Effective governance will be critical
to the success of the War Fund. Key
elements include:
 Establishment of an independent War
Fund Authority
» Oversight by the Central Bank of the
UAE and relevant GCC regulators
« Transparent claims certification
processes
* Robust audit and actuarial validation
frameworks
A particularly sensitive aspect will be the
definition of War versus Terrorism,
given the increasingly blurred nature of
modern conflicts.

Contribution Rate

X %

Y %

Z%
equity,

15)



8. Strategic Benefits

The establishment of a UAE/GCC War
Fund would deliver significant strategic
advantages:

For Governments:

* Economic resilience

* Protection of national infrastructure

* Enhanced investor confidence

For Insurers:

* Restoration of underwriting capacity

* Reduced volatility in loss experience
For Corporates:

* Certainty of coverage

* Business continuity assurance

9. Challenges and Considerations
Notwithstanding its merits, the War
Fund concept must address:

* Pricing complexity

* Political sensitivities

* Cross-border regulatory coordination
These challenges, however, are
not insurmountable and have been
successfully  navigated in  other
jurisdictions.

10. Governance

* War Fund Authority

* Regulatory oversight (CBUAE / GCC
Regulators)

* Independent audit

11. Financial Framework

* Reserve accumulation

* Reinsurance support

 Capital market integration

» Sovereign backup

12. Implementation Roadmap

Phase Timeline

Feasibility Study 3 months

Regulatory Approv-al 6 months
Fund Establishment 6—9 months
Operational Launch 12 months

Part 3
Biggest perceived challenge in the
early years of War Fund set-up — usual

apprehension — Frequently

Asked Questions:

1. Whilst creating a Sovereign War
Fund arrangements with the Insurance
and Reinsurance involvement, the
biggest challenge could be that if a war
breaks out in the initial years of War
Fund set-up, how would the War Fund
be in a position to pay out claims, since,
in the initial years there would be severe
shortage of Fund to pay out claims? It's
only when the War Fund is accumulated
over at least a decade or more would
the War Fund accrue to a reasonable
level of sufficiency to pay out any War
claims, which, in the initial years would
be difficult to achieve! So, what's the
usual method applied to overcome such
situations?

2. Will in such cases the War
Compensation payable in the initial
years be limited to a level lesser than
the near or adequate compensation
receivable in later years when the War
Fund accumulates much higher? What's
the usual method applied as a formula
for fixing the compensation levels at
different levels of annual build up?

3. Further, how would it be that when
the insured entities make contributions
to the War Fund for decades, but fail to
contribute for an year, at which time if a
war breaks out, would that entity get any
compensation for the reason that, that
entity has been contributing towards
the War Fund for decades without any
war claims, but happens to encounter
a war claim in a year when he failed to

contribute?
ANSWER:

The single most critical structural
risk in any Sovereign War Fund:
Front-loaded exposure vs back-loaded




capital accumulation.

This is exactly why no serious war-
risk pool globally relies purely on
accumulation. Instead, they use a
multi-layered financial architecture
combining Funding(through Mandatory
Premiums) + Risk Transfer (through
ILS — War Bonds) + State backing
(Sovereign backup)

Let me walk you through how this is
typically solved in practice.

1. Core Problem: “Empty Fund Risk” in

Early Years
In the first 5-10 years:

 Contributions are still small

« War risk is low frequency but
catastrophic severity

* A single event can wipe out the entire
fund immediately

So, a pure fund model is actuarially
unstable.

2. Standard Solution: Multi-Layer War Risk
Structure

The usual global approach is a Layered
Financing Model, not just a fund.

Layer 1 — Retention (War Fund Pool)
* Fund pays small to medium losses

* Built from annual contributions

* Works like a Mutual Pool

Layer 2 — Reinsurance

» Excess-of-Loss (XolL) cover

Layer 3 - Capital Markets

« Catastrophe bonds / War bonds (ILS —
Insurance Linked Securities)

» Covers mid to large losses

Layer 3 - Sovereign Guarantee
(Backstop)

» Government acts as ultimate reinsurer
of last resort

» Covers extreme catastrophic losses
This is how schemes like:

* Terrorism pools (e.g., Pool Re UK; US
TRIA)

» War risk covers in aviation/
marine

* Nuclear liability pools

are structured.

3. How Early-Year Risk Is Managed
A. Pre-funded + Borrowing Capacity
Model

Even if fund is small, or inadequate:

* Government provides:

- Contingent Credit line

- Or guarantee to borrow

So:

Claims are paid immediately, and fund
repays over time.

B. Reinsurance from Day 1

Instead of waiting 10 years:

» War Fund buys Excess of Loss cover

immediately
Example:
Layer Coverage
Fund First AED 500M
Reinsurance AED 500M — 5Bn
War Bonds AED 5Bn - 20Bn
Government Above AED 20Bn
So even if fund has only AED 100M
initially,

it is protected by Reinsurance + War
Bonds + Sovereign backing.

C. Gradual Retention Increase
(“Ramping Model”) - a structured
multi-year plan to gradually increase the
Primary Insurers’ retention levels while
decreasing its reliance on reinsurance
over time - i.e., as the Retention
‘ramps up”, the amount of Reinsurance
coverage often “ramps down” or shifts to
higher, catastrophic layers)

Retention grows as fund grows:

Year Fund Size Retention
Year 1 100M 50M
Year 5 1Bn 250M

Year 10 5Bn 1Bn

w



This prevents early insolvency.

D. Post-Event Levy Mechanism

If a war occurs early:

» Government pays claims upfront

* Then recovers via:

- Future levies on insured entities

- Special war surcharge (like catastrophe
levy)

This is widely used in terrorism pools.

4. Should Compensation Be Lower in Early
Years?

Answer:

Ideally NO (from a credibility perspective)
But YES (in some structured models)
Two Approaches:

Approach 1 - Uniform Coverage
(Preferred)

« Same limits regardless of Fund
sufficiency

* Backed by:

- Reinsurance

- War Cat Bonds

- Sovereign guarantee

Best for:

* Market confidence

« Mandatory participation schemes to
serve as a credible protection to the
insured entities

Approach 2 — Scaled Coverage (could
be less popular but usable)
Compensation linked to fund adequacy:
Example Formula:

A predefined approach:

Fund Adequacy Ratio| Compensation
<50% 40% payout
50-100% 60—80% payout
> 100% Full payout

This is used in:

* Mutual pools

* Agricultural catastrophe schemes
Recommendation for UAE/GCC War

Fund:

Given the context:
The proposal here is, NOT to reduce
coverage in early years

Instead:

» Keep full insured limits

* Use:

- Sovereign guarantee

- War Bonds

- Reinsurance

- Post-event recovery/Levies

Because:

Confidence is more valuable than early

capital sufficiency or insufficiency.
5. Contribution Continuity Problem (Very
Important

If someone contributed for decades but
misses for a few weeks and war occurs
— should they be compensated?
Standard Industry Approaches

A. Strict Annual Eligibility Model
(Most Common)

» Coverage applies only if contribution
paid for that year

* No payment if not paid

Rationale:

* Prevents free-rider problem

» Keeps pool financially viable

B. Grace Period Model (Balanced
Approach)

*Coverage continues if:

- Contributions paid for X prior years
(say, at least for a minimum of 10 years)
- Missed year within grace window (e.g.,
30 - 90 days)

C. Loyalty Credit Model (Advanced /
Recommended)

Cover can be designed as:

Contribution History | Payout Eligibility
100% (for 10 years without break) Full payout

80-99% (over 10 yr period) [ 80—90% payout
<80% (over 10 yr period) | Reduced payout
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D. “Earned Rights” (Very
Innovative)

* Part of contributions builds:

- Individual War Reserve Account

» Even if missed for 30 — 90 days, but
fully paid over the prior 10 year period:

- Partial entitlement remains

6. Best-Practice Design (Recommended)
For a UAE Sovereign War Fund:

1. Structure

* Mandatory participation

* Multi-layer:

- Fund + Reinsurance + War Bonds +
Sovereign backstop

2. Early-Year Protection

* Immediate reinsurance program

* War Bonds

» Government guarantee
 Post-eventlevy clause (to be embedded
in the War Policy wording)

3. Compensation Philosophy

* Full limits from Day 1

Model

Market

* Avoid scaling down
confidence)

4. Contribution Rules
Hybrid model:

« Strict annual contribution requirement
- 90-day grace period

- loyalty-based partial protection
5. Advanced Feature
Recommended)

Introduce: “War Protection Credits”

» Each year contribution earns credits
* Credits determine:

- Priority of claims payment

- Additional top-up benefits

(for

(Highly

This article will continue in the next
issue, where the author will examine
the potential role of AWRIS and provide
insights into advanced solutions such
as Insurance Linked Securities (ILS)
and parametric war cover. Stay tuned
for more insights.
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HOSPITAL BILL

Patient : You
Date : Today

Consultation
Tests
Medicines
Treatment

Surgery

Hospital Stay

Recovery
Follow Ups $1,000
Complications $2,500

Unexpected

TOTAL DUE

$ 25,000+
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Capacity with
Credibility

We’re deepening our regional presence with enhanced

facultative capacity, diversified lines of business, and faster

claims response to meet evolving market needs.
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And the Confidence to Move Forward

At HAYAH, life and health ins
They are about empowering
at every stage oflife.

Empowering futures ]
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