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Objective of  
Regulation & Supervision

• Objective of  Regulation & Supervision:

maximize social welfare.

• For Insurance & Pensions specifically, they aim to:
– Protect  Policyholders and Pension Beneficiaries. 

– Monitor insurer solvency and pension plan funding.

– Monitor Executive Risk-taking incentives and their decisions.

– Maintain Financial Stability.

– Promote fairness and transparency.
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My Research &
Public Policy Implications

• Main Topics of  my presentation today are:

1. Compensation incentives for top executives,

2. Risk-taking decisions and conflicts of  interest,

3. Discretion that regulated entities have, 

4. Exogenous shocks impacting executive decisions.

• And also to 

1. Invoke discussion and

2. Make Public Policy Recommendations about 
Insurance & Pension Supervision.
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Paper 1:

Do U.S. Insurance Firms Offer the “Wrong” 
Incentives to Their Executives?

Journal of  Risk & Insurance, 2011.
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Major Concepts Explained

• Default Risk: Risk of  not meeting financial obligations.

• Executive Compensation Structure:

– Cash

– Bonus

– Stock Options:

Encourage short-term risk-taking.

– Restricted Shares: 

Encourage long-term viability of  firm.
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Executive Summary

• Research Question: 

Is CEO pay structure related to insurance default risk?

• Results:

– Stock options higher default risk.

– Restricted shares no increase in default risk.

• Conclusion: Some executive compensation structures can 
promote excessive risk-taking.
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Public Policy & 
Financial Stability Implications

• CEO incentives can impact solvency. 

• Encourage disclosure of  compensation structures.

• Recommend shift toward long-term executive rewards (e.g.
restricted shares).

Food for thought

• Does Insurance supervision assess executive pay as a risk 
factor?

• What do we do in Cyprus about this? 

• Also, where can I access similar data for Cyprus? 
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Paper 2:

Actuarial Independence and Managerial 
Discretion.

Journal of  Risk & Insurance, 2016.
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Actuaries, Insurance Reserves
& Financial Stability

Definition of  an Officer Actuary:

• Officer actuaries are in-house actuaries who also hold an 
executive position within their companies, such as Chief  
Actuary, or Chief  Financial Officer, etc.

• Officer Actuaries are responsible not only for actuarial 
assessments but also for strategic decision-making and 
management of  the company's operations. 

• Dual role can create potential conflicts of  interest, as 
the individual may face pressure to align actuarial 
judgments with broader corporate objectives.

11

Actuaries, Insurance Reserves
& Financial Stability

What are Insurance Reserves and their Importance?

• Insurance Reserves:

– largest liabilities on insurance balance sheet.

– set aside to cover future claims from policyholders.

– Correlate with Insurer solvency and financial stability.

• Under-reserving means:

– Keeping Insufficient funds to pay claims, 

– Endangers insurer solvency

• BUT! 

Under-reserving Increases Earnings. 
12
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Executive Summary

• Officer Actuaries tend to             under-reserve.

• This suggests that the potential conflict-of-interest 
between actuarial integrity and managerial discretion, leads 
to sub-optimal decisions.

• Result: The conflict of  interest that Officer Actuaries 
face, is associated with distorted financial statements, 
which might adversely affect policyholder security.
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Public Policy & 
Financial Stability Implications

• Under-reserving could weaken solvency.

• Countries like UK and Canada prohibit dual-role actuaries.

Food for thought

• Actuaries are self-regulated in most countries around the 
world. Is this effective?

• Even if  actuaries are self-regulated, this happens within 
the supervisory framework of  each country.

• Also, where can I access similar data for Cyprus?
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Paper 3: 

CEO Inside Debt and Risk Taking: 
Evidence From Property–Liability Insurance 

Firms

Journal of  Risk & Insurance, 2017.
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Major Concepts Explained

• “Inside Debt” = Deferred compensation like pensions 
and retirement packages.

• Strong Risk-taking incentives = Compensation package 
provides strong incentives (high “vega”) to increase short-
term risk.

• High “inside debt” for CEOs, implies that CEOs prefer 
conservative (i.e. low risk) strategies to protect future 
payouts.
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Executive Summary

• CEOs with more “Inside debt” take less risk.

• “Inside debt” aligns CEO interests with debtholders, not 
just shareholders.

• CEOs with more “Inside Debt” reduce 

– firm default risk, 

– firm stock return volatility 

– insurance‐related risk.
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Public Policy & 
Financial Stability Implications

• Inside debt can serve as a risk-control tool.

• Useful for regulators evaluating insurer solvency and risk 
alignment.

Food for thought

• In the US, regulators rarely assess the structure of  
executive pay as a risk-control mechanism. 

– What about Cyprus?

• Also, where can I access similar data for Cyprus?
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Paper 4: 

Analyst coverage, Executive compensation & 
Corporate Risk-taking: 

Evidence from property–casualty insurance firms.

Journal of  Risk & Insurance, 2023.
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Main concepts explained

• Analyst Coverage = Financial analysts cover all 
developments related to a specific firm and produce a 
forecast every quarter about their earnings.

• CEO Strong Risk-taking incentives = CEO 
Compensation package provides strong incentives (high 
“vega”) to increase short-term risk.

• Opaqueness = Difficulty in assessing a firm’s true risk or 
financial condition.
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Executive Summary

• Study shows that when insurers lose analyst coverage, 

they take more risk.

• Analysts serve as informal monitors — their absence 

reduces external scrutiny.

• Risk-taking increases more in firms 

with opaque structures and

CEOs with strong risk-taking incentives.

23

Public Policy & 
Financial Stability Implications

• Analyst coverage complements formal regulation by 
disciplining executives.

• When coverage drops, risk rises — especially where internal 
monitoring is weak.

• Policy: Stronger disclosure, board oversight, and alternative 
third-party monitoring in thin markets.

Food for thought

• Who serves as the external monitor for insurers in Cyprus?

• Also, where can I access similar data for Cyprus?
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Paper 5: 

Pension underfunding and the expected 
return on pension assets: 

The impact of  the 2008 financial crisis.

Journal of  Risk & Insurance, 2025.
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Pension Plans & Assumptions

• Defined Benefit (DB) Plan = Employer promises fixed 
retirement income.

• Expected Return on Assets (EROA) = Assumed 
Annual Gain on pension assets.

• Inflated EROA: 

→ lowers pension expense (but no change on funding).

→ increases earnings.

→ makes the company “look” more attractive.

27

Executive Summary

• We use the 2008 crisis as an exogenous shock to test 
impact on Pension assumptions.

• After 2008, many DB pension plans became underfunded.

• Firms responded by raising expected return on pension 
assets (EROA).

• Inflating EROA:

reduces pension expenses, 

increases company earnings.
28

27

28



8/4/2025

15

Public Policy & 
Financial Stability Implications

• Firms can manipulate EROA to reduce reported expenses.

• Policy recommendation: align rules, cap assumptions, 
enhance disclosure and audit scrutiny.

Food for thought

• In periods of crisis, pension assumptions are likely to be 
manipulated, especially by companies who are under 
extreme stress (such a significant decrease in their funding 
ratios). 

• It is important for regulators to follow request justification 
of significant changes in such assumptions.

29

Public Policy Recommendations

for Cyprus
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Insurance (and Pensions) Supervision 

in Cyprus vs. EIOPA members

EIOPA Supervision for 
Insurance & Pensions

32

Same Supervisor?Pension SupervisorInsurance SupervisorCountry
TRUEsameFinancial Market Authority (FMA)Austria1
TRUEsameFinancial Services and Markets Authority 

(FSMA)
Belgium2

TRUEsameFinancial Supervision Commission (FSC)Bulgaria3

TRUEsameCroatian Financial Services Supervisory 
Agency (HANFA)

Croatia4

FALSERegistrar of  Institutions for 
Occupational Retirement Provision

Insurance Companies Control Service 
(ICCS)

Cyprus5

TRUEsameCzech National Bank (CNB)Czech Republic6
TRUEsameDanish Financial Supervisory Authority 

(Finanstilsynet)
Denmark7

TRUEsameEstonian Financial Supervision Authority 
(Finantsinspektsioon)

Estonia8

TRUEsameFinancial Supervisory Authority (FIN-FSA)Finland9

TRUEsameAutorité de Contrôle Prudentiel et de 
Résolution (ACPR)

France10

TRUEsameFederal Financial Supervisory Authority 
(BaFin)

Germany11

TRUEsameBank of  GreeceGreece12
TRUEsameCentral Bank of  Hungary (MNB)Hungary13
TRUEsameCentral Bank of  IcelandIceland14
FALSEThe Pensions AuthorityCentral Bank of  Ireland (CBI)Ireland15
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EIOPA Supervision for 
Insurance & Pensions

33

Same Supervisor?Pension SupervisorInsurance SupervisorCountry
FALSEPension Funds Supervisory 

Commission
IVASSItaly16

TRUEsameFinancial and Capital Market Commission 
(FCMC)

Latvia17

TRUEsameFinancial Market Authority (FMA)Liechtenstein18
TRUEsameBank of  LithuaniaLithuania19
FALSEsameCommissariat aux Assurances (CAA)Luxembourg20

TRUEsameMalta Financial Services Authority (MFSA)Malta21

TRUEsameDe Nederlandsche Bank (DNB)Netherlands22
TRUEsameFinancial Supervisory Authority of  Norway 

(Finanstilsynet)
Norway23

TRUEsamePolish Financial Supervision Authority 
(KNF)

Poland24

TRUEsamePortuguese Insurance and Pension Funds 
Supervisory Authority

Portugal25

TRUEsameRomania Insurance and Pension Funds 
Supervisory Authority

Romania26

TRUEsameNational Bank of  Slovakia (NBS)Slovakia27
FALSESecurities Market Agency (ATVP)Insurance Supervision Agency (AZN)Slovenia28

TRUEsameDirectorate-General for Insurance and 
Pension Funds (Spain)

Spain29

TRUEsameSwedish Financial Supervisory AuthoritySweden30

EIOPA Supervision for 
Insurance & Pensions
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Policy Recommendations
for Cyprus (1/5)

• Insurance and Pensions have a long maturity horizon.

• Similar horizon should be in place for their supervision. 

• At least 80% of  EIOPA members supervise Insurance 
and Pensions under one roof.

• In Cyprus: supervision is split between two Ministries 
of  the Government. Why?

35

Policy Recommendations
for Cyprus (2/5)

Ideal Scenario: Independent Authority to Supervise both 

Insurance & Pensions. 

36

Stockwatch:
26/4/2021
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Policy Recommendations
for Cyprus (3/5)

2nd Best Scenario: Insurance and Pension Supervision could 
go under the Central Bank of  Cyprus. 

37

Stockwatch:
26/4/2021

Why Central Bank of  Cyprus

for Insurance and Pension Supervision?
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Trust in Cyprus: 
Lowest in Europe

39
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Source: World Values Survey (1995–2014)

But Within Cyprus: 
Trust is different!

40
Source: https://trustindex.stockwatch.com.cy/
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Why Supervision  
at the Central Bank of  Cyprus?

1. It is an independent institution.

2. The Trust Index of  the Central Bank has an upward 
trajectory, is higher than the respective index of  the 
Government and it is also less volatile.

3. There is already significant expertise and infrastructure 
that can be utilized (economies of  scale).

41

Why Supervision  
At the Central Bank of  Cyprus?

4. It is part of  the Eurosystem, which provides expertise in 
areas, such as anti-money laundering.

5. Some large insurance companies belong to banks.

6. Forthcoming “Savings & Investments” Union:

 Exposes consumers to investment risk through their 
insurance and pension products.

 Financial Literacy Initiative is led by the Central 
Bank.
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Why Supervision  
At the Central Bank of  Cyprus?

Savings & Investments Union (EC)

43
https://ec.europa.eu/commission/presscorner/api/files/attachment/880888/Factsheet%20on%20the%20Savings%20and%20Investments%20Union.pdf

Policy Recommendations
for Cyprus (4/5)

• Increase Transparency:

1. Make data available for insurance companies available for 
research, like in many other developed countries.

2. Make data available for pension funds (defined benefit, 
defined contribution, hybrid, etc.) available for research, 
like in many other developed countries.

3. Publish Solvency Ratios (for Insurance), or Ratings.

4. Publish Funding Ratios (for Pensions), or Ratings.
44
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Policy Recommendations
for Cyprus (5/5)

• Increase Transparency:

5. Make investment returns publicly available and 
comparable for insurance and pension products.

6. Make Charges and Fees by Insurance companies and 
Pension Funds publicly available and comparable.

7. Publish Data on Corporate Governance, Organizational 
Structure and Compliance.

45
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Questions?
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/ page 47

Thank you

• Contact: Andreas Milidonis

• Email: Andreas.Milidonis@ucy.ac.cy

• Phone number: +357 22 89 3626

• Web: http://amilidonis.com/

Twitter: @A_Milidonis
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