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Quantitative modelling framework

This section presents a quantitative modelling framework
focused on how increased financial fragmentation affects
insurers’ balance sheets through available reinsurance capacity
and the resulting asset market dynamics.

The quantitative framework combines elements of
insurance economics, network modelling, and macro-fi-
nancial analysis. Since the direct insurance market is
already globally fragmented — international insurers
typically operate through locally incorporated subsid-
iaries with ring-fenced assets — the setup focuses on
how increased financial fragmentation affects insurers'
balance sheets through available reinsurance capacity
and the resulting asset market dynamics. The model

is not intended to replicate the full complexity of the
global insurance system. Instead, it provides a tractable
representation of the core mechanisms through which
financial fragmentation can influence the behaviour

of re/insurers. The model is calibrated using stylised
balance-sheet features representative of the life insur-
ance and reinsurance sectors.®

The insurance system can be viewed
as a set of interacting balance sheets
and networks embedded within a
macro-financial environment.

41 Model architecture
411 Core structure

The insurance system can be viewed as a set of interacting
balance sheets and networks embedded within a macro-fi-
nancial environment. Specifically, the model incorporates
three geographic regions — Home, Partner, and Rival
constituencies - reflecting that financial fragmentation is
often shaped by geopolitical alignment. Within this environ-
ment, there are three key behavioural modules:

® Module 1- Reinsurance capacity and cross-border
risk transfer: Global reinsurers seek to allocate
risk-bearing capacity across the three jurisdictions
to maximise expected profits subject to capital
constraints. The reinsurers' decisions determine how
much risk is absorbed in each region and the pricing
of reinsurance contracts.

® Module 2 - Primary insurer balance sheets and
liquidity dynamics: Primary insurers manage
balance sheets consisting of a mix of short- and
long-duration liabilities and diversified asset
portfolios. Their overall net worth (the value of
their assets less liabilities) is therefore sensitive to
movements in interest rates, credit spreads, and
asset prices.

® Module 3 - Macro-financial asset pricing and
market liquidity: Interest rates, credit spreads, and
asset prices are modelled as stochastic processes
that respond to external macroeconomic shocks. The
degree of financial integration across regions, which
in turn affects insurers’ capital positions and liquidity
conditions, influences the extent to which effects differ.

The interaction between these three modules deter-
mines how shocks propagate through the economy
and re/insurance sector and ultimately affect systemic
resilience.

The stylised three-country-bloc and three-behaviour-
al-module framework is not intended to imply symmetry
in the real-world financial system. Current global
financial architecture remains heavily concentrated
around US dollar funding markets and Western-centred
reinsurance hubs. The model illustrates transmission
mechanisms rather than attempting to replicate the

65 The life insurance sector is chosen as the reference balance sheet given the relatively more important links to the macroeco-
nomy through both assets and liabilities. Non-life insurers are also influenced by natural catastrophe and liability perils, which

are beyond the scope of this report.



existing distribution of market power. Depending on the
nature of any escalation in geopolitical rivalry, the model
helps evaluate how the geometry of global finance may
change and the likely ramifications for re/insurers.

4.2 Financial fragmentation effects

Financial fragmentation can arise through different
mechanisms: policy restrictions on cross-border
financial activity; prudential or regulatory divergence;
sanctions and geopolitical alignment constraints;
settlement and payment frictions; and a shift in investor
preferences away from assets issued in politically
distant jurisdictions (Table 4.1). These mechanisms

are distinct in practice, but they operate in the model
through a common set of frictional ‘wedges’ that affect
cross-border capital mobility, payment systems, and
portfolio investment.

Financial fragmentation can arise
through mechanisms such as policy
restrictions, regulatory divergence,
sanctions, and payment frictions.

These wedges alter the optimal behaviour of re/insurers
and generate feedback between their underwriting,
investment, and liquidity management decisions. As

a result, the wedges influence the allocation of rein-
surance capacity (Module 1), insurers’ balance-sheet
dynamics (Module 2), and asset market conditions
(Module 3). Box 4 provides an overview of the key
model features. Additional technical details are available
in a companion online document.®®

41.3 Shifts versus shocks

It is useful to distinguish between structural shifts

and disruptive shocks. Some forms of fragmentation

are gradual: regulatory requirements tighten, capital
becomes trapped locally, cross-border reinsurance
becomes costlier, and portfolios slowly tilt towards
domestic or politically aligned markets. Other forms may
crystallise suddenly if a geopolitical or financial event
causes a sharp reassessment of trust in the international
financial infrastructure. The model does not attempt to
forecast either path. Instead, it provides stylised exper-
iments showing how different degrees and forms of
fragmentation could affect reinsurance capacity, insurer
balance sheets, and asset market conditions.

Some forms of fragmentation are
gradual while others may crystallise
suddenly if a geopolitical or financial
event impacts trust in the international
financial infrastructure.

The model is silent on the precise structural drivers

of financial fragmentation — the underlying forces

that influence whether the financial system becomes
more (or less) integrated. Instead, it captures the
overall effect of increased financial fragmentation via
exogenously imposed frictions that affect how easily
(and at what cost) capital and funding flow across
borders. By varying the degree of persistence of these
frictions, the model can mimic slow-moving or more
rapid, and potentially more disruptive, forms of financial
fragmentation.

TABLE 4.1: OPERATIONAL FORMS OF FINANCIAL FRAGMENTATION

Operational mechanism Practical example Insurance-sector effect

Prudential divergence
Capital localisation
subsidiaries
Settlement/payment frictions
FX funding fragmentation
costs

Portfolio/geopolitical

home bias assets

Source: Geneva Association

66 See Technical Appendix

Higher capital charges on foreign
reinsurance recoverables

Ring-fencing of capital/liquidity within
Delayed cross-border claims
payments or collateral transfer

Higher hedging or dollar funding

Investors shift away from rival-bloc

Raises cost of cross-border
reinsurance

Reduces fungibility of global capital

Reduces recoverability and increases
liquidity needs

Raises collateral and liquidity
pressure

Raises spreads and reduces
diversification



Box 4: How the model works

FIGURE B.4: MODEL ARCHITECTURE
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Figure B.4 summarises the core relationships and
transmission channels captured in the model.
Because of the key role reinsurance plays in facili-
tating cross-border risk transfer, the model assumes
increased financial fragmentation initially impairs
reinsurance (Channel 2) — downplaying the effects on
cross-border direct insurance (Channel 1), which are
modest for most insurance lines — before propagating
further through the system. Specifically, cross-border
capital mobility constraints limit the ability to deploy
reinsurance across jurisdictions; regulatory diver-
gence alters capital requirements across regions;
settlement and payment frictions affect the reliability
of reinsurance recoveries; and geopolitical risk
premia increase the cost of providing coverage in
certain jurisdictions.

All these frictions reduce the fungibility of global
reinsurance capital leading to regionalisation of
reinsurance markets. That distorts the allocation

of global risk-bearing capacity, affecting both the
quantity of reinsurance supplied and its cost, which
in turn will spill over into the terms and conditions

Source: Geneva Association

Asset values

Capital Risk transfer

that households and firms face for insurance.

Constraining which international financial instruments
investors (including insurers) can hold alters the
demand for foreign assets, reduces market depth, and
triggers repricing for those assets, including required
risk premia. In fragmented markets, liquidity is not

easily transferable. Constraints could therefore expose
underappreciated liquidity mismatches and counterparty
risks for insurers, especially if such market moves reveal
hidden leverage, all of which have implications for their
ability to manage their balance sheets.

The model captures these effects through a simpli-
fied representation of insurers' balance sheets,
linking surrender behaviour, liquidity needs, and
portfolio adjustments. When liquidity pressures
exceed available buffers, insurers may be forced

to sell assets to meet contractual commitments.
Reduced market depth means that large asset sales
can generate significant price impacts, creating
feedback between insurers’ balance sheets and
asset market volatility.



4.2 From geoeconomic drivers to modelled
scenarios

The future evolution of the international financial system
remains highly uncertain. The modelled scenarios aim
to translate plausible geoeconomic drivers into tractable
model experiments to explore potential outcomes.
Rather than attempt to capture every conceivable future,
the scenarios are intended to reflect the main ways

in which financial fragmentation could unfold under
realistic geoeconomic conditions. The scenarios there-
fore assume that, despite growing fragmentation and

a greater regional focus in some areas of finance, the
international financial system continues to be centred on
Western markets and the US dollar.

The scenario structure builds directly on the Geneva
Association's earlier work on geoeconomic fragmenta-
tion. Whereas the previous report classified scenarios
largely according to the geopolitical evolution of trade
fragmentation, the present study focuses on the
corresponding evolution of financial market fragmen-
tation. The emphasis therefore shifts from the effects
of a reconfiguration in geopolitical trading blocs on re/
insurance to the resilience of re/insurers in the face of
greater financial market frictions.

Table 4.2 summarises the chosen three scenarios that

represent progressively stronger forms of financial
fragmentation.

TABLE 4.2: SUMMARY OF THE SCENARIOS

4.3 lllustrative simulation results

4.31 Scenario 1: Segmentation - targeted
fragmentation of Rival-bloc insurance and
reinsurance

In the first scenario, fragmentation is gradual and concen-
trated on the Rival bloc, which has a small footprint in
cross-border ref/insurance markets. The practical inter-
pretation is a further tightening of restrictions on cross-
border refinsurance activity between geopolitically distant
jurisdictions. This could take the form of higher regulatory
charges on business ceded to Rival-bloc reinsurers, addi-
tional collateral requirements, restrictions on non-admitted
insurance, or higher operational costs associated with
legal, compliance, and settlement risk.

This scenario is closest to a continuation of existing
patterns of geopolitical and regulatory divergence. It
assumes that the Rival bloc is most affected, while Home
and Partner — which account for the bulk of re/insurance
capacity — remain broadly integrated. It is therefore best
interpreted as a targeted fragmentation scenario: the
system becomes more segmented but not systemically
stressed given limited spillover effects on the rest of
re/insurance sector.

m Real-world interpretation Main model mechanism Intended insight

Segmentation
Targeted rival-bloc
fragmentation

Geopolitical/regulatory
restrictions on rival-bloc
re/insurance

Gradual reorientation of
capital, portfolios, and
reinsurance relationships
across blocs

Reallocation
Broad-based
fragmentation

Amplification
Disorderly
fragmentation

Structural fragmentation
as in Scenario 2 plus
sudden market stress
event

Source: Geneva Association

Rival-specific geopolitical,
capital, and settlement
wedges

Fragmentation can
localise capacity and
pricing effects without
system-wide stress

Wedges across all blocs
plus binding global
reinsurance capacity

Fragmentation reallocates
risk-bearing capacity

and reduces efficiency of
global risk pooling

Broad wedges plus rate/
spread shock, stress
dynamics, and market
depth effects

Fragmentation can amplify
balance sheet stress
when liquidity and capital
buffers are strained



FIGURE 4.1: SMOOTH TRANSITION WITH RIVAL-FOCUSED FRAGMENTATION

Scenario 1. A: Reinsurance capacity by region Scenario 1. B: Reinsurance pricing by region
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Note: Author calculations from calibrated model. The charts show percentage differences from base levels for reinsurance capacity, reinsurance
prices, and capital in Home, Partner, and Rival regions. The duration gap is measured in years (base level = 3, assets = 7, liabilities = 10). The horizontal
axes measure time periods. Home and Partner blocs are identically impacted in the scenario, hence the blue and orange lines overlap.

Source: Geneva Association

The scenario illustrates the implications of asymmetric ® Second, Home and Partner blocs remain relatively

regionalisation of insurance impacts, as shown in stable (all panels). In the absence of strong feedback
Figure 4.1. or binding global capacity constraints, the reduction in
Rival risk-absorbing capacity does not translate into a
@ First, reinsurance capacity declines in the Rival bloc large reallocation toward other regions. Instead, global
(panel A) by around 35%, reflecting the increasing reinsurance capacity becomes more segmented.
cost of deploying capital and writing cross-border
business for that region. This is accompanied by a @® Third, balance sheet effects remain contained. While
rise in reinsurance prices (panel B) in that bloc of settlement frictions modestly reduce reinsurance
around 8%, as reduced supply meets unchanged recoveries and increase net claims, the absence of
demand. By way of comparison, the average annual stress amplification mechanisms means that assets,
change in the cost of reinsurance over the past thirty liabilities, and capital (panel D) evolve smoothly, with
years has ranged between 1% and 4%, depending only limited divergence from baseline paths. The
on the region.”’ duration gap widens for the Rival, but only gradually
(panel C).

67 Based on Guy Carpenter Regional Property Catastrophe Rate-On-Line Indices. See: Artemis 2026.


https://www.artemis.bm/regional-property-cat-rate-on-line-index/

Localised financial fragmentation

can meaningfully affect pricing and
capacity, but the spillover effects on
the global insurance sector are likely to
be modest.

A key implication is that financial fragmentation can
meaningfully affect pricing and capacity without
triggering market-wide instability, particularly when
changes are gradual and feedback loops remain muted.
The relatively small spillover effects of localised frag-
mentation are well illustrated by the recent exclusion

of Russian re/insurers from global insurance markets
following the outbreak of war with Ukraine in 2022.%8

4.3.2 Scenario 2: Reallocation - broad-based
fragmentation and reallocation across blocs

The second scenario broadens the fragmentation
process. Rather than increased frictions affecting only
the Rival bloc, this scenario assumes a more wide-
spread dislocation in cross-border financial activity. In
practice, this would correspond to a gradual consol-
idation of financial claims, investment portfolios, and
reinsurance relationships within geopolitically aligned
blocs. This could reflect tighter regulatory treatment of
overseas reinsurance, reciprocal increases in collateral
requirements, higher hedging costs, or shifts in investor
preference away from politically distant assets.

Such a scenario could encompass redrawing the
pattern of international risk sharing between established
and emerging powers, or even a more fundamental shift
arising from fragmentation within the prevailing Western
alliance. This scenario does not, however, assume a
full-scale breakdown of the IMFS. It can occur without
wholesale de-dollarisation or the collapse of existing
payment infrastructure. Instead, it represents a slow
process of financial reorientation: portfolios become
more home-biased, reinsurance capacity becomes
more regionally allocated, and settlement frictions
reduce the effectiveness of cross-border risk transfer.

In model terms, all three country blocs face additional
fragmentation frictions, with the largest effects still in
the Rival bloc and smaller effects in the Partner bloc.
A binding global reinsurance constraint is imposed

so that reductions in one region prompt a reallocation
elsewhere rather than simply a marginal reduction in
total risk-absorbing capacity. Settlement frictions also
enter more directly into reinsurance pricing and effec-
tive capacity. While there are stronger interlinkages

across model modules than in the first scenario, any
resulting turbulence in global financial markets remains
limited. The scenario therefore captures a broader

but still orderly adjustment in the geography of risk-
bearing capacity.

In this case, fragmentation leads not only to market
segmentation but to active reallocation of risk-bearing
capacity (Figure 4.2).

@ First, reinsurance capacity shifts away from the Rival
bloc toward Home and Partner (panel A), reflecting
both relative cost differences and the binding global
constraint. Reinsurance business falls by around
30% in the Rival bloc. Much of this relocates to
Home, where reinsurance capacity rises by over
15%. This generates a clearer pattern of regional
concentration of capacity within aligned blocs.

® Second, reinsurance prices become more dispersed
(panel B). Prices rise in the Rival bloc (by around
7%), where capacity is withdrawn, but fall in Home
(by 3%) and Partner (by 0.5%) as global capacity
is redirected toward politically aligned markets.
Fragmentation therefore generates regional price
divergence rather than a uniform increase in the cost
of protection.

® Third, the effectiveness of cross-border risk transfer
declines across the system. Settlement frictions
and reduced recoverability weaken the benefits of
reinsurance, increasing net claims and gradually
raising balance sheet pressure even outside the Rival
bloc (panels C and D).

@ Finally, balance sheets adjust gradually (panel D),
with modest increases in liabilities and some erosion
of capital buffers (-1.5 to -2.5%), particularly in
regions more exposed to cross-border business.
Duration gaps widen gradually in all regions.

Broader financial fragmentation
reduces the efficiency of global risk
pooling/transfer but is unlikely to
trigger widespread instability.

The key implication is that fragmentation reduces the
efficiency of global risk pooling/transfer, even in the
absence of crisis dynamics.

68 In response to the invasion of Ukraine in February 2022, the EU as well as the US and UK imposed progressively tougher
economic sanctions against Russia. Given the limited role of Russia in the global re/insurance market — accounting for less
than 1.5% of ceded premiums (Vladimir 2000) - the fallout on the global reinsurance market has been modest.


https://app.mapfre.com/ccm/content/documentos/mapfrere/fichero/en/trebol-en-num14-3.pdf

FIGURE 4.2: SMOOTH TRANSITION WITH BROAD-BASED FRAGMENTATION

Scenario 2. A: Reinsurance capacity by region Scenario 2. B: Reinsurance pricing by region
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Note: Author calculations from calibrated model. The charts show percentage differences from base levels for reinsurance capacity, reinsurance
prices, and capital in Home, Partner, and Rival regions. The duration gap is measured in years (base level = 3, assets = 7, liabilities = 10). The horizontal
axes measure time periods. Results for duration gap and capital for Home and Partner are identical and the lines therefore overlap.

Source: Geneva Association



4.3.3 Scenario 3: Amplification — disorderly
fragmentation with market stress

The third scenario considers a disorderly transition in
which ongoing fragmentation coincides with a sudden
financial market event or macro-financial shock.®® The
latter originates in broader financial markets and affects
insurers directly through their balance sheets, liquidity
needs, and reinsurance relationships. Examples of
potential triggers include a major sanctions escalation,
reserve freeze, payment-system disruption, or new
geopolitical conflict. Alternatively, the disruption may
not be related to a policy intervention at all but rather a
major market disturbance, such as a credit event (e.g.
sovereign or corporate default or failed debt roll-over) or
a sharp change in investors' risk appetite.

Heightened worries about the fiscal sustainability of
some countries could mean creditors demand higher
compensation against future inflation (i.e. inflation risk
premia) and for holding long-term government debt
instead of rolling over shorter-term bonds (i.e. term
premia). Such moves would likely roil financial markets,
reduce market depth, and increase the cost of liquidity.
In a fragmented system, these effects may be harder
to absorb because cross-border capital, collateral, and
liquidity are less fungible.

From a modelling perspective, Scenario 3 combines
the broad-based wedges in Scenario 2 with an exog-
enous shock to market interest rates and corporate
credit spreads as well as activation of the model's
stress dynamics. Specifically, the scenario allows for a
period of turbulence involving higher rates and spreads
reduce asset values; higher surrender and collateral
needs increase liquidity pressures; reduced market
depth raises the impact of asset sales; and impaired
reinsurance recoveries increase retained losses. Unlike
Scenarios 1and 2, this third scenario models a disrup-
tive ‘shock’ rather than gradual ‘shift’. It shows how
financial fragmentation can worsen the balance-sheet
consequences of a major capital market shock.

However, financial fragmentation
can worsen the balance-sheet
consequences of a major capital
market shock.

In this scenario, the system adjusts non-linearly,
including through amplification effects that operate
across refinsurance balance sheets (Figure 4.3).

@ First, liquidity pressures in insurance increase sharply
(panel C), as higher surrenders and collateral demands
raise refinsurer funding needs. Settlement frictions further
increase net claims, intensifying these pressures.”

® Second, forced asset sales emerge (panel B), leading
to declines in asset prices. Reduced financial
market depth intensifies these effects, particularly in
fragmented markets.

@ Third, ref/insurers’ capital positions deteriorate (panel
H), in some cases significantly, as falling asset values
and rising liabilities compress solvency buffers.

This results in higher stress and further increases in
surrender rates.

@ Fourth, there is rapid recapitalisation (panel H) during
and after the shock. Insurers seek to restore capital
and balance sheets more quickly in the wake of the
financial market shock.

69 In reality, fragmentation may emerge endogenously from financial stress as investors re-optimise their balance sheets in
response to market conditions. The framework abstracts from these complex dynamics and treats fragmentation primarily as

an exogenous shock, albeit one that can be long lasting.

70 These pressures emerge first and most strongly in the Rival bloc because the fragmentation shock is calibrated to impose the
largest payment, settlement, and capital-mobility frictions there. The Home and Partner blocs experience more limited liquidity
pressures initially, although they are still affected indirectly through higher reinsurance costs, portfolio reallocation, and weaker

asset prices.



FIGURE 4.3: DISORDERLY TRANSITION WITH BROAD-BASED FRAGMENTATION

Scenario 3. A: Asset price impact by region Scenario 3. B: Asset price impact from forced sales
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Note: Author calculations from calibrated model. The charts show percentage differences from base levels for asset price impact and forced sales price
impact in Home, Partner, and Rival regions. Liquidity shortfall is measured by liquidity need minus liquid assets net of haircuts and is expressed as a percent-
age of initial assets (100). Balance sheet stress is a dimensionless index with a normal value of zero. The horizontal axes measure time periods. The liquidity
impact on Home and Partner blocs is the same and hence the lines overlap.

Source: Geneva Association



Scenario 3. E: Reinsurance capacity by region
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This fourth effect deserves further explanation.
Recapitalisation happens in Scenarios 1and 2, but the
capital impact is relatively small (between 1and 2.5%) and
gradual. In practice, insurance firms can often stabilise
capital at levels consistent with solvency capital require-
ments through a combination of gradually cutting new
business, retaining earnings, reducing dividends, shrinking
liabilities, or issuing new equity.

In Scenario 3, the combination of financial stress and
liquidity shortfalls threatens to make some firms insolvent,
notably in the Rival bloc where capital falls by up to 90%
initially. Firms would respond to that impact rapidly, not
gradually. The recapitalisation process is accelerated in this
simulation, and an imposed solvency floor prevents capital
from falling below 1% of liabilities. Economically, this can
be interpreted as an emergency capital injection, group
support, liability restructuring, or regulatory intervention.

The results illustrate how financial fragmentation could
amplify the consequences of an otherwise conventional
market shock. Although the initial increases in interest
rates and wider credit spreads affect all regions, the
interaction between liquidity pressures, asset sales, and
capital constraints generates important non-linear effects.
Fragmentation reduces the ability of re/insurers to move
capital, collateral, and risk-bearing capacity across
borders. As a result, global balance sheets can no longer
efficiently absorb local shocks.

Importantly, direct market mechanisms - such as
duration-gap effects and the price impact of forced
asset sales — are relatively similar across regions.
The larger losses observed in the Rival region arise
not because the underlying asset market shock is
fundamentally different, but because the same shock
is applied to institutions that possess less capacity to



absorb it. Fragmentation therefore acts primarily as an
amplifier rather than an independent source of losses.
Small differences in liquidity needs or capital adequacy
generate disproportionately large differences in
outcomes once feedback effects become active.”

4.3.4 Cross-scenario insights

Taken together, the scenarios illustrate that the impact
of financial fragmentation depends on the nature of
any shift and the state of the financial system when it
occurs. On its own, a gradual but sustained increase

in financial fragmentation would not present a material
threat to re/insurers. This is most obvious if the degree
of market segmentation was concentrated among
smaller rival countries, limiting the scope for spillovers
on the broader financial system. Even a broad-based
splintering in capital flows leading to less globally
integrated financial markets and systems would have
manageable, if undesirable, consequences for refinsurers.
Indeed, the separation could bring benefits for some if
the recycling of capital led to lower reinsurance costs in
some regions of the world.

Financial fragmentation exposes life
insurers to unexpected duration and
liquidity mismatches, while related
barriers to cross-border activity limit
international re/insurers’ ability to
diversify risk globally.

Financial fragmentation would pose different chal-
lenges across the insurance sector. Life insurers are
particularly vulnerable to unexpected duration and
liquidity mismatches because of the long-term nature
of their liabilities and the assets available to back them.
Non-life insurers may be relatively more exposed

to fragmentation through cross-border re/insurance
markets, catastrophe risk transfer, claims inflation, and
disruptions to international capital provision. Barriers to
cross-border activities stop reinsurers from spreading
insurance risks globally, potentially turning localised or
regional spikes into severe concentrations that strain
capital and lower risk-absorbing capacity.

Insurance is already heavily segmented among
countries by rules and regulation. Thus, cross-border
spillovers from increased financial fragmentation would
probably be largely contained, especially if regulatory

changes were implemented slowly. Moreover, the sector

has built up specific institutional architecture — notably

important international insurance hubs - designed to
recycle capital and funding across countries that could
be re-configured to reflect changes in geopolitical
alignment.

Cross-border spillovers from increased
financial fragmentation would probably be
largely contained, especially if regulatory
changes were implemented slowly.

The implication is that material fragmentation effects

on the insurance sector would require a much larger
geopolitical shock. This could arise in the form of
financial fragmentation itself — for example, a sudden
escalation in financial sanctions against foreign powers
that upended existing payments and settlements
systems. Given how crucial Western finance is, particu-
larly the preeminent role of the US dollar, such a major
rupture seems unlikely, at least in the near term. Instead,
the source of the disturbance could be less direct, with
investors reacting to rising geopolitical tensions by
retreating from certain asset classes, including govern-
ment and corporate securities of rival countries. Such a
sudden change in investor risk appetite — perhaps linked
to a particular financial market event like a technical
default or failed auction — would translate into a sharp
repricing in financial assets.

As the third scenario highlights, the combination of
significantly higher interest rates, wider credit spreads,
and more segmented capital markets would be much
more disruptive for the ref/insurance sector. In those
circumstances, some insurers’ balance sheets could
come under stress as liquidity pressures inten-

sify, potentially weakening their solvency buffers.
Fragmentation need not be widespread to have global
consequences: shocks can be geographically concen-
trated but financially contagious.

71 This asymmetric outcome reflects the calibration of Scenario 3 rather than an assumption that liquidity stress is inherently
confined to one region. Alternative calibrations could generate broader or more synchronised liquidity pressure across all

blocs.
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Strategic industry responses and
public policy considerations

Strategic measures can strengthen the industry's
resilience, preserve the benefits of international
diversification, and allow re/insurers to remain globally
active under more segmented financial conditions.

The preceding analysis suggests that global financial
fragmentation is unlikely to manifest as a single discrete
event. Rather, it is better understood as a continuum of
structural change, ranging from gradual regionalisation
of financial markets to more abrupt and disorderly
episodes of market stress.

Moderate-to-severe scenarios are decision-useful
because they help identify vulnerabilities, stress
points, and strategic options. By contrast, planning
around highly costly and unlikely tail outcomes could
encourage responses that erode efficiency and weaken
the diversification benefits central to re/insurers’
business models. This section therefore focuses on
strategic responses that remain useful across plausible
fragmentation pathways. The aim is not to optimise

for an extreme end-state, but to identify measures

that strengthen resilience, preserve the benefits of
international diversification where possible, and allow
re/insurers to remain globally active under more
segmented financial conditions.

5.1 Strategic responses of re/insurers

Further fragmentation would make the operating envi-
ronment harder to predict and navigate. For re/insurers,
this implies a shift in their underlying optimisation
strategy. In a highly integrated system, insurance

carriers maximise value by:

@ Exploiting global diversification in underwriting and
investment.

@ Allocating capital flexibly across jurisdictions.

@ Accessing deep, liquid international financial markets.

In a fragmented system, these objectives must be
balanced against a new set of constraints:

® Reduced fungibility of capital
@ Impaired cross-border risk transfer

@ Greater exposure to liquidity and settlement risk

Further fragmentation would make
the operating environment harder to
predict and navigate. For re/insurers,
this implies a shift in their underlying
optimisation strategy.

Strategic responses therefore need to move from a
model of global efficiency toward one of resilient regional
optimisation, in which re/insurers remain globally active
but are structured to operate under more segmented
financial conditions. That is entirely sensible in order to
safeguard re/insurers' solvency and best enable them to
make good on their promises to policyholders. But the
macroeconomic consequence could be a weakening of
one of the international insurance sector’s core stabilising
functions: the efficient transfer of risk across borders.

5.11 Reconfiguring reinsurance and risk transfer
strategies

Fragmentation directly affects the availability, pricing,
and reliability of reinsurance. Primary insurers may need
to adapt by:

@ Diversifying reinsurance counterparties across
jurisdictions, reducing exposure to any single
geopolitical bloc.



@ Increasing the use of regional reinsurance hubs,
particularly where global capacity becomes less
fungible.

@ Reassessing counterparty credit risk, especially
where settlement frictions or legal enforceability may
be impaired by divergence in regulatory regimes.

@ Stress-testing reinsurance recoverables, including
under scenarios of delayed payment or partial
impairment.

In practice, this may lead to a gradual shift toward more
redundant and layered reinsurance structures, trading
off cost efficiency for robustness.

5.1.2 Adapting capital structures

A central consequence of financial fragmentation is
reduced international capital mobility. Re/insurers may
therefore need to shift away from highly centralised capital
models toward more regionally self-sufficient structures.

This could involve:

@® Holding higher levels of pre-positioned capital within
key jurisdictions, reflecting potentially tougher ring-
fencing requirements.

@® Increasing the use of locally incorporated and
separately capitalised subsidiaries rather than
branches.

@® Developing pre-positioned liquidity buffers in major
operating regions.

While such changes may reduce capital efficiency,
they can materially improve insurers’ financial resil-
ience in scenarios where cross-border transfers
become constrained, especially in the face of financial
market volatility.

5.1.3 Repositioning investment strategies
Fragmentation alters both the opportunity set and the
risk characteristics of insurers’ asset portfolios. Strategic

responses may include:

@ Greater regional diversification within politically
aligned blocs, rather than global diversification per se.

@® Increased focus on liquid, high-quality assets that
can be mobilised under stress.

® Reassessment of currency exposures and hedging
strategies, particularly where FX funding costs
become more volatile.

® More cautious use of illiquid or complex alternative
assets, especially where valuation and exit risks may
become amplified.

Fragmentation alters both the opportunity
set and the risk characteristics of
insurers’ asset portfolios.

For life insurers in particular, fragmentation raises
important challenges for asset-liability management,
including the ability to maintain duration matching under
more volatile and segmented market conditions.

5.1.4 Strengthening liquidity and balance-sheet
resilience

As discussed in Section 3 and the model simulations,
fragmentation can amplify liquidity pressures through
the interaction of:

® Policyholders' surrender behaviour.
® Collateral requirements.
® Reduced market depth.

Post-GFC regulatory reforms and sector-wide practices
have materially strengthened capital, liquidity, and
risk-management practices across much of the global
insurance industry.”? However, the potential amplifi-
cation effects of financial fragmentation on insurers’
balance sheets may not have been expressly consid-
ered. Firms may therefore need to:

® Enhance liquidity stress-testing frameworks,
incorporating fragmentation-specific scenarios.

® Maintain larger and more geographically distributed
liquidity buffers.

® Develop thorough contingency plans for asset sales
under stressed and illiquid market conditions.”

In addition, insurers should carefully assess exposures
to hidden or synthetic leverage, including through
derivatives and structured assets, which may become
more difficult to manage in fragmented markets.

72 Several insurance sector regulators undertake regular stress tests of insurers to assess how well carriers are able to cope
with severe but plausible adverse developments in financial and economic conditions. See for example: EIOPA 2024 and PRA

2025.

73 Stress testing must extend beyond financial variables to include sanctions regimes, reinsurance enforceability, and diversifica-

tion failure under fragmentation scenarios. Allianz 2026.


https://www.eiopa.europa.eu/document/download/f8a234b0-a84a-49ff-975e-c47f8849bfc0_en?filename=Report%20-%20Insurance%20Stress%20Test%202024.pdf
https://www.bankofengland.co.uk/prudential-regulation/publication/2025/november/list-2025-results-report
https://www.bankofengland.co.uk/prudential-regulation/publication/2025/november/list-2025-results-report
https://www.allianz.com/en/economic_research/insights/publications/specials_fmo/260528-global-insurance-report.html

5.1.5 Revising operational and governance processes

Fragmentation is not only a balance sheet phenomenon
but an operational one. Firms may need to strengthen:

® Legal and contractual frameworks governing cross-
border business.

@® Data and reporting systems to manage more
complex multi-jurisdictional structures.

® Governance processes, ensuring that geopolitical
and regulatory risks are integrated into strategic
decision-making.

At the board level, this requires a more explicit consid-
eration of geopolitical risk as a core business variable
rather than an external backdrop.

Company boards should treat
geopolitical risk as a core business
variable rather than an external
backdrop.

5.2 Policymakers: Balancing economic
resilience and efficiency

Policymakers face a fundamental trade-off between
enhancing domestic financial resilience and preserving
the benefits of international risk sharing and capital
mobility.

Measures such as capital localisation, collateral require-
ments, and restrictions on cross-border activity may
strengthen local stability but can also:

@® Reduce global diversification.

@® Increase the cost of insurance.

@ Potentially amplify systemic risk through
segmentation.

74 Papaconstantinou 2026.

The upshot is that insurance could become less avail-
able and affordable in the markets and segments most
affected by withdrawn capacity or higher reinsurance
costs, widening already significant protection gaps for
some perils. The impact would not be uniform: it would
fall hardest on households, firms, and communities with
limited financial buffers, leaving them more exposed to
catastrophic losses they are least able to absorb.

Policymakers must avoid excessive
financial fragmentation, which can
undermine resilience, while using
institutional measures to mitigate the
risk of widespread instability.

Policymakers must avoid excessive financial fragmen-
tation, which may undermine the resilience they seek to
promote. Even in a world of weaponised interdepend-
ence, institutional measures can still mitigate the potential
for widespread instability.”* Countries remain deeply
interconnected through global capital markets, production
networks, payment systems, commodity markets, and
cross-border investment. This continued interdepend-
ence sustains several mutual incentives for cooperation,
even if those are likely to rest less on broad-based multi-
lateralism than on pragmatic, issue-specific coordination
aimed at managing common risks.

5.2.1 Maintaining cross-border supervisory
cooperation

Given the global nature of re/insurance markets, super-
visory cooperation remains crucial. Priorities include:

@® Maintaining regulatory equivalence frameworks and
mutual recognition arrangements.

@ Strengthening information-sharing between
supervisors, particularly in relation to cross-border
groups and reinsurance structures.

® Ensuring consistent approaches to valuation, capital,
and liquidity standards where possible.

Fragmentation of supervisory frameworks could other-
wise compound financial fragmentation and increase
systemic risk.


https://cepr.org/publications/books-and-reports/p398

5.2.2 Safeguarding payment and settlement
infrastructure

As discussed in Section 2, fragmentation of payment
systems and financial infrastructure could be a key
transmission channel. Policymakers should seek to:

@® Preserve the interoperability of cross-border
payment systems.

@ Minimise the risk of disruptions to insurance-related
flows, including premiums, claims, and reinsurance
recoveries.

@ Support the development of robust alternative
settlement mechanisms where necessary.

Given the importance of timely claims payments and
reinsurance recoveries, disruptions in this area could
have outsized effects on the insurance sector.

5.2.3 Industry—policy coordination

Fragmentation risks arise at the intersection of private
sector behaviour and public policy. Effective responses
will therefore require close coordination between
industry and policymakers, including:

@® Dialogue on the design of capital and liquidity
frameworks.

® Cooperation on cross-border crisis management
arrangements.

@ Joint efforts to preserve the core infrastructure
supporting global insurance markets.

Industry bodies, such as the Geneva Association, can
play an important role in facilitating this dialogue and
developing shared analytical frameworks.



6 Conclusion
Pl




Conclusion

The scenarios presented suggest that financial fragmentation
is best understood as a change in the underlying conditions
governing cross-border risk transfer rather than resulting from

a single disturbance.

Building on the Geneva Association's earlier report
on geoeconomic fragmentation, this report provides
a complementary perspective on the implications of
increasingly regionalised capital markets. The earlier
work examined how geopolitical forces may reshape
trade in goods and industrial organisation. This study
examines how similar forces may affect international
financial markets and the impacts on re/insurance.

Global financial fragmentation does not
imply the end of international insurance
markets but signals a transition toward
a more complex and less predictable
operating environment.

Global financial fragmentation does not imply the end of
international insurance markets. However, it does signal
a transition toward a more complex and less predictable
operating environment. To illustrate the implications

of global financial fragmentation for the re/insurance
sectors, this report considered three stylised scenarios.
These are not intended as forecasts, but as structured
thought experiments designed to isolate the key trans-
mission channels through which fragmentation would
affect the re/insurance sector.

Collectively, the scenarios suggest financial fragmen-
tation is best understood as a change in the underlying
conditions governing cross-border risk transfer rather
than resulting from a single disturbance. Its effects vary
according to the scale and breadth of the fragmenta-
tion, the channels through which it is transmitted, and
whether it unfolds gradually or under more disruptive
conditions. The main implication is that fragmentation
may remain manageable in a stable financial environ-
ment but becomes more consequential when it impairs
the system'’s capacity to absorb and redistribute risk.

Insurers possess several structural features that may
mitigate fragmentation-related stress relative to other
financial institutions. These include generally stable
liability structures, lower reliance on short-term whole-
sale funding, substantial regulatory capital buffers, and
the long-term nature of many investment liabilities.

In many jurisdictions, post-GFC reforms have also
strengthened liquidity management and enterprise
risk-management practices. The significance of frag-
mentation therefore lies less in creating entirely new
vulnerabilities than in altering the interaction between
existing balance-sheet structures and market conditions
and the implications for optimal risk sharing.

For ref/insurers, the central challenge is to remain glob-
ally active while becoming structurally resilient to:

@ Regional segmentation of markets.
@ Constraints on capital mobility.
® Episodic periods of financial stress.

For policymakers, the challenge is to strike a balance
between national resilience and the preservation of
global risk-sharing mechanisms.

The interaction between these two sets of responses
will ultimately determine whether fragmentation leads
to a more stable, regionally anchored system, or a
less efficient and more volatile global re/insurance
landscape.
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