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p gttty Objective of
Regulation & Supervision

* Obijective of Regulation & Supervision:

mEm=) maximize social welfare.

* TFor 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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vy e 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.

[Tavemotnipio Konpou
University of Cyprus

Paper 1:

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

Journal of Risk & Insurance, 2011.
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& Full Access

Do U.S. Insurance FiIrms OFFER THE “VWRONG” INCENTIVES TO THEIR
ExXecuTives?

Andreas Milidonis, Konstantinos Stathopoulos
First published: 13 May 2011 | https://doi.org/10.1111/}.1539-6975.2011.01418.x | Citations: 22

We would like to thank Martin Grace and Ty Leverty for their comments. The article has also benefited
from a generous grant from the University of Cyprus and also the research affiliation of Andreas Milidonis
with the Manchester Business 5chool, University of Manchester, UK. All errors are ours,
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ABSTRACT

We examine the relation between executive compensation and market-implied default
risk for listed insurance firms from 1992 to 2007. Shareholders are expected to
encourage managerial risk sharing through equity-based incentive compensation. We
find that long-term incentives and other share-based plans do not affect the default risk
faced by firms. However, the extensive use of stock options leads to higher future default
risk for insurance firms. We argue that this is because option-based incentives induce
managerial risk-taking behavior, which seeks to maximize managerial payoff through
equity volatility. This could be detrimental to the interests of shareholders, especially

A | Tavemotripo Konpou
[ University of Cyprus

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 mmm) 1O increase in default risk.

* Conclusion: Some executive compensation structures can
promote excessive risk-taking.

ey s 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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IMavemotmpo Komnpou
University of Cyprus

Paper 2:

Actuarial Independence and Managerial
Discretion.

Journal of Risk & Insurance, 2016.

)
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IMavemotmpo Komnpou
University of Cyprus

Journal of Risk ”~
and Insurance ARIA

Original Article

Actuarial Independence and Managerial Discretion

Shinichi Kamiya, Andreas Milidonis

First published: 12 December 2016 | https://doi.org/10.1111/jori.12199 | Citations: 14

Abstract

Appointed actuaries are responsible for estimating the largest liability on property—
casualty insurance companies’ balance sheet. Actuarial independence is crucial in
safeguarding accurate estimates, where this independence is self-regulated by actuarial
professional institutions. However, professional conflicts of interest arise when
appointed actuaries also hold an officer position within the same firm, as officer
actuaries also face managerial incentives. Using a sample of U.S. insurers that employ in-
house appointed actuaries from 2007 to 2014, we find evidence that officer actuaries
have different reserving practices than nonofficer actuaries. This difference in reserving
is associated with tax shielding and earnings management incentives. Results are
consistent with managerial discretion dominating actuarial independence; they are
economically significant and should be of concern to regulators and professional
institutions.

10
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nunar 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

11

nunar 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

e BUT!

Under-reserving mmmp Increases Earnings.

12

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.

13

13

Lo Sirp Public Policy &
Financial Stability Implications

* Under-reserving could weaken solvency.

Food for thought

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

* Evenif actuaries are self-regulated, this happens within
the supervisory framework of each country.

* Also, where can I access similar data for Cyprus?

14

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

14
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Paper 3:

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

Journal of Risk & Insurance, 2017.

15

P . .
KON IMavemotmpo Komnpou
[ University of Cyprus

Journal of Risk ~
and Insurance ARIA

Original Article

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

Andreas Milidonis, Takeshi Nishikawa, Jeungbo Shim

First published: 21 July 2017 | https://doi.org/10.1111/jori.12220 | Citations: 27

Read the full text > oeoF A TOOLS < SHARE

Abstract

We examine the incentive effects of CEO inside debt holdings (pensions and deferred
compensation) on risk taking using the sample of U.S. publicly traded property-liability
insurers. To represent managerial risk taking, we employ value at risk (VaR) and expected
shortfall (ES), which capture extreme movements in the lower tail of insurer stock return
distribution. We also estimate firm default risk, equity volatilities, and insurance-related
risk as alternative measures of risk taking. We document that inside debt represents a
significant component of CEOs’ compensation in the insurance industry. We find that
there is a significant and negative relationship between CEO inside debt holdings and
risk-taking behavior. The results suggest that the structure of executive debt-like
compensation could be a potential method of reducing managers’ risk-taking incentives.

16
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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.

17

17
S Executive Summary
* CEOs with more “Inside debt” mmm) take less risk.
* “Inside debt” aligns CEO interests with debtholders, not
just shareholders.
* CEOs with more “Inside Debt” mmm) reduce
— firm default risk,
— firm stock return volatility
— insurance-related risk.
18

8/4/2025



i o 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?

19

19

[Tavemotnipio Konpou
University of Cyprus

Paper 4:

Analyst coverage, Executive compensation &
Corporate Risk-taking:

Evidence from property—casualty insurance firms.

Journal of Risk & Insurance, 2023.

20
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Analyst coverage, executive compensation and corporate risk-
taking: Evidence from property—-casualty insurance firms

Tao Chen, Shinichi Kamiya, Pingyi Lou, Andreas Milidonis £

ed: 18 July 2023 | https://dol.org/10.1111/jori.12437 |
tion: G22, G32

Read the full text > T PDF %, TOOLS « SHARE

Abstract

Using an exogenous drop in analyst coverage introduced by broker closures and
mergers, we test for the causal impact of analyst coverage on corporate risk-taking, in an
opaque industry. We document an increase in risk using several book-based and market-
based risk measures, including tail and default risk measures. Results are driven by firms
with stronger managerial risk-taking compensation incentives. The increase in risk is
stronger in more opaque firms, and firms with weaker policyholder monitoring. Firm risk
increases through at least one risk-taking action, such as investing firm assets in higher-
risk bonds. Our study highlights the importance of stock analysts in affecting corporate
risk-taking, especially in the presence of stronger managerial, compensation risk-taking
incentives

21

Havermmouipo Konpou
University of Cyprus

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.

22

22
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Executive Summary

* Study shows that when insurers lose analyst coverage,

mmm) they take more risk.

* Analysts serve as informal monitors — their absence

mmm) reduces external scrutiny.
* Risk-taking increases more in firms
mmm) with opaque structures and
mm) CEOs with strong risk-taking incentives.

23

23

ey s 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?

24

24
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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.

25
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ORIGINAL ARTICLE 3 Full Access

Pension underfunding and the expected return on pension

assets: The impact of the 2008 financial crisis

Alexander Michaelides, Andreas Milidonis i, Panayiotis Papakyriakou

First published: 02 March 2025 | https://doi.org/10.1111/jori.70003 |

JEL classification: G11, G23, G32

iS SECTIONS 5 PDF ¥ TOOLS < SHARE
Abstract
We use the 2008 crisis as an exogenous shock to the pension funding status of U.S.
corporate defined benefit (DB) pension plans to examine its impact on the assumption of
the expected return on pension assets (ER). Contrary to prior literature, we find that DB
pension plans transitioning from funded to underfunded status make expense-reducing
assumptions by increasing their £R. We also document that the ER manipulation is larger
for plans whose funding after 2008 drops significantly. The funding deterioration
conservatively generates a 28-79 basis points increase in £R, reducing the pension
accounting expense by about 5.23%—-14.76% ($3.49 to $9.85 million). Our results are
robust to controlling for the shock induced by the global financial crisis on corporate
performance and other potential channels affecting ER.

26
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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

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:
mmm) reduces pension expenses,

EEE) Increases company earnings.

28

28
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Lo Sirp 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).

* Itis important for regulators to follow request justification
of significant changes in such assumptions.

29

29

[Tavermotpio Kuripou
University of Cyprus

Public Policy Recommendations

for Cyprus

30
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[Tavemotnipio Konpou
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Insurance (and Pensions) Supervision

in Cyprus vs. EIOPA members

31

et g EIOPA Supervision for
Insurance & Pensions

Country Insurance Supervisor Pension Supervisor Same Supervisor?

1 Austria Financial Market Authority (FMA) same TRUE

2 Belgium Financial Services and Markets Authority same TRUE
(FSMA)

3 Bulgaria Financial Supervision Commission (FSC) same TRUE

4 Croatia Croatian Financial Services Supervisory same TRUE

Agency (HANFA)

5 CyPI'IIS Insurance Companies Control Service Registrar of Institutions for FALSE
(Iccs)y Occupational Retirement Provision

6 Czech Republic Czech National Bank (CNB) same TRUE

7 Denmark Danish Financial Supervisory Authority same TRUE

(Finanstilsynet)
8 Estonia Estonian Financial Supervision Authority same TRUE
(Finantsinspektsioon)
9 Finland Financial Supervisory Authority (FIN-FSA) same TRUE
10 France Autorité de Contréle Prudentiel et de same TRUE
Résolution (ACPR)

11 Germany Federal Financial Supervisory Authority same TRUE
(BaFin)

12 Greece Bank of Greece same TRUE

13 Hungary Central Bank of Hungary (MNB) same TRUE

14 Iceland Central Bank of Iceland same TRUE

15 Ireland Central Bank of Ireland (CBI) ‘The Pensions Authority FALSE

8/4/2025
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Ay

et g EIOPA Supervision for
Insurance & Pensions

Country Insurance Supervisor Pension Supervisor Same Supervisor?
16 Ttaly IVASS Pension Funds Supervisory FALSE
Commission
17 Latvia Financial and Capital Market Commission same TRUE
(FCMC)
18  Liechtenstein Financial Market Authority (FMA) same TRUE
19 Lithuania Bank of Lithuania same TRUE
20 Luxembourg Commissariat aux Assurances (CAA) same FALSE
21 Malta Malta Financial Services Authority (MFSA) same TRUE
22 Netherlands De Nederlandsche Bank (DNB) same TRUE
23 Norway Financial Supervisory Authority of Norway same TRUE
(Finanstilsynet)
24 Poland Polish Financial Supervision Authority same TRUE
(KNF)
25 Portugal Portuguese Insurance and Pension Funds same TRUE
Supervisory Authority
26 Romania Romania Insurance and Pension Funds same TRUE
Supervisory Authority
27 Slovakia National Bank of Slovakia (NBS) same TRUE
28 Slovenia Insurance Supervision Agency (AZN) Securities Market Agency (ATVP) FALSE
29 Spain Directorate-General for Insurance and same TRUE
Pension Funds (Spain)
30 Sweden Swedish Financial Supervisory Authority same TRUE
33
S | Mavemouipo Komp 11
s EIOPA Supervision for
.
Insurance & Pensions
Supervisory Structure in Europe (2025)
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Yy Policy Recommendations

for Cyprus (1/5)
* Insurance and Pensions have a long maturity horizon.

* Similar horizon should be in place for their supervision.

* Atleast 80% of EIOPA members supervise Insurance
and Pensions under one roof.

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

35

35

tnmndr Policy Recommendations
for Cyprus (2/5)

Ideal Scenario: Independent Authority to Supervise both

Insurance & Pensions.

Ep.: Kartd kaipols TEBNKE EMTAKTIKA N avaykn ya i Tou Bsopobl Tou Epopou

Tapeiwv EmayysApatikwy Zuvtafodotikwy Mapoywv. Alagaivetal 611 £va amé ta spmosia sivat n

avti@stn amoyn tou TIkoU Kivijpatog. AveEaptnra autwy, yiati smBaiietai n aveEapnoia
Stockwatch: Tou BsopoL autol Trou BpiokeTal emi SekasTieg KATW amo Tnv opmpeAa Touv Yroupysiou Epyaaiag,
Mpé G kat Ko oV Ac@ais

26/4/2021

Am.: H olvToun anavnaon eivat 6T XpelaleTal HakpoTipdBeoHoG OXESIAOHOG O BEPATA GUVTAEEWVY Kal
AoPANOTIKWY TIPOIOVTWY, 18laitepa oTov KAAGo Zwrig, agou, TG00 0l GLVTAEEIG, 600 Kal Ol AOPAAEIEG,
£XOUV HAKPOTIPOBECHO opiovTa eKTIAIPWONG.

AvTIBETWE, 0 BPaxunipeBeopog OXEBIAoUOG MOV XAPAKTNPIZEL TO LELOTAUEVO CUGTNUA, OXt HOVO Bev
OLVABEL HE TO MO AV TIAGIOLO, AAG Bev PAIVETAL Va TUYXAVEL TNG S£0LOACG EPMOTOOUVNG Ard TOUG
TIONTEG, COPPWVA KAl PIE OXETIKEG £peLveg aklomoTiag Tng Stockwatch.

©a éAeya 6TL avTOE Eivat 0 KUPLOG AdYOG oL XPEIadeTal i ouaTach veag, AveEapTnng Emonmikig Apxic
yia Tov ouvTakloBoTIKO Kal Tov acpalloTIKO TOpEQ, N omoia va Asroupyei pe kaBapa TEXVOKPATIKA
KPUTTpIa katw amno tnv opmpéAa g Eupwnaikng Evwong.

Tuvenwe Bswp 6T ) Brpoupyia evog tEtolouw aveEaptntov Becpo, Ba VIGKVOEL TNV EUMOTOOHVN TwWV
TIOAITWV OTOV TOHEA ACPAALSNG KAl CUVTAEEWY auEAVOVTAS TNV TAON HAKPOXPOVIas anotapisuong, mou
emiong nacyet oty Konpo os oxéon pe v EE.

36
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wwd Policy Recommendations
for Cyprus (3/5)

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

Ep.: Mowa mpémeL va sivain Kt OTEAEXWONG TWV O AWV QuTAg TNG
aveEapTnTng apxns: Autr a yiveTal amé To EKACTOTE UTIOUPYIKS GUHBOUAIO ] TOV EKAOTOTE LITOUPYS
Owovopkwy; Motog Ba SiopiZet épopo kat SievBUVTEG TNG apxnis, bev Ba pAape yia Siappwan g
St o) Ckwat Ch: aveEaprnoiag Tou 8scpol; H Bouln Ba mipémet va £xel poho;

26 / 4 / 2021 Am.: H vea emonkn} apyn 8a mpénet va eival mavw anmd oha avegaptnn. Mpémet eniong va £xet Babia

YVWOT 0ToUG KAGB0UG ACPAMNONG KAl GLVTAEEwWY, OMWG EMMONG Kal O£ B£ATA MOV ANAGXOAOUV YEVIKA

@ TOV XPNUATOMOTWTIKG TOpEa OTIWE TNV KatamoAépunon Bpopukou XpApatod. Mpémet emiong va xet
Sovaprn kal va SEoHEVETAL Ao TO avTioTOIXO EVPWITCIKS BEoHIKO TTAGioIO.

Miotedw 6T pia TéTola apyr) 8a pnopotios va snpovpynBei eviog e Kevipixig Tpamedag yia Toug mo
kdaTw AGyouc:

Eivat évag and toug aveEaptntoug Bsopoig otnv Kompo mou SecpsdeTal amo £va oAl Suvatd

Eupwndiké 8sopuké miaicio.

Yriapxet 160 PeydAn Texvoyvwoia kat vrmobopr| mouw propei va xpnoipomomnsi (Okovopisg
KAlpakac).

AnS g 31 XWPeG Mou CUPHETEXOLY oTo EAAEZ, mapa TTOAAEG XWPEG 181 CLUHHETEXOLY HECW TNG
Kevipikng toug Tpanedag.
H Kevrpikn Tpdanega sival pEpog tou EupwouoTipatog mou Npos@Epet Texvoyvwoia os 8<parta

OTIWG TNV KATATTOAEUNOT BPOHIKOL XPIHATOG, Yia va KaADYEL ETHONG KAl TOUG KAAGoUG ac@aMong

KO GUVTAEELY

37
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Why Central Bank of Cyprus

for Insurance and Pension Supervision?

38
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| Bt Biapo Trust in Cyprus:
Lowest in Europe
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Source: World Values Survey (1995-2014)
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Agh | Hovemortyue Kinpoo But Within Cyprus:
Trust is different!
Institutions rankings from 2013 to 2025

110

100

STI

90

Cyprus Government
80

Central Bank of Cyprus - Cyprus Government

. 40
Source: https://trustindex.stockwatch.com.cy/

40
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eSO Why Supervision
at the Central Bank of Cyprus?

1. Itis 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

41
eSO Why Supervision
At the Central Bank of Cyprus?
4. Itis 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.
42
42
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Why Supervision
At the Central Bank of Cyprus?

Savings & Investments Union (EC)

Key measures

ENCOURAGING RETAIL
PARTICIPATION IN
CAPITAL MARKETS

= EU Savings and Investments
Accounts

I Financial literacy strategy |

* Report assessing the overall
situation of the EU banking system,
including its competitiveness

* Recommendations on auto-
enrolment, pension tracking
systems and pension dashboards

* Review of the Institutions for
Occupational Retirement Provision
(IORP) Directive and the Pan-
European Personal Pension Product
(PEPP) Regulation

MARKET INTEGRATION
AND
SUPERVISION

* Market Infrastructure Package

* Improving cross-border provision
of funds and reducing operational
barriers facing asset managers

= More integrated and harmonised
supervision

PROMOTING
EQUITY
INVESTMENT

* European Venture Capital Fund
(EuVECA) Regulation review

PROMOTING
EQUITY
INVESTMENT

= Eligibility and clarification of
equity investment by institutional
investors

Ay

Tavemouipmo Konpou
University of Cyprus

Policy Recommendations
for Cyprus (4/5)

* Increase Transparency:

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

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

44
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5.

Mavemotripio Kunpou

| ok oo Policy Recommendations

for Cyprus (5/5)

Increase Transparency:

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

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

Publish Data on Corporate Governance, Organizational
Structure and Compliance.

45

45

Questions?

46
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Contact:

Email:

Phone number:

Web:

w Twitter:

Thank you

Andreas Milidonis
Andreas.Milidonis(@ucy.ac.cy

+357 22 89 3626

http://amilidonis.com/

@A _Milidonis
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