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Abstract
We contribute to the literature on dividend policy by considering two largely ignored, 
yet important factors, namely CEO power and corporate risk management. We first dis-
entangle CEO managerial ability from entrenchment - the two sources of leadership au-
tonomy that are not normally distinguished in prior literature. Using UK (re)insurance 
data that allows us to objectively and reliably quantify risk management and to identify 
powerful stakeholders with monitoring incentives (e.g., shareholders and regulatory body), 
we find that risk management enables entrenched CEOs to increase dividends to avoid 
monitoring by shareholders without compromising financial resilience and increasing the 
risk of regulatory scrutiny. Further, we neither find the degree of CEO managerial ability 
nor its interaction with risk management to be related to dividends, suggesting that the 
competing incentives for talented CEOs to pay higher/lower level of dividends cancel out 
in cross-sectional tests. Nonetheless, we find that the signalling effects of dividends for 
future accounting earnings only exist in insurers with high ability CEOs. This is consistent 
with the view that talented CEOs are able to generate sustainable earnings, and when they 
choose to pay (more) dividends, they do so to externally signal their managerial ability.

Keywords  CEO Power · Entrenchment · Managerial ability, dividends · Risk 
Management · Insurance
JEL  G22, G32, G35.
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1  Introduction

Since the seminal work of Miller and Modigliani (1961) on dividend irrelevance under the 
assumptions of the perfect capital market, researchers have introduced into the model a 
number of market imperfections, including information asymmetry (e.g., Miller and Rock 
1985), agency conflicts (e.g., Kalay 1982), tax effects (e.g., Rantapuska 2008), and behav-
ioural biases (e.g., Baker and Wurgler 2004). In this study, we investigate the interaction 
between dividend policy and two important factors that have been largely ignored in the 
prior accounting and finance literature, namely the power exercised by Chief Executive 
Officers (CEOs) and the management of corporate risks1.

Two studies that consider the effect of CEO power on dividend policy are Hu and Kumar 
(2004) and Onali et al. (2016). Hu and Kumar (2004) find that entrenched CEOs in non-
financial firms in the United States (US) pay dividends to satisfy shareholders’ demands for 
distributions and avoid the costs/risks of intrusive monitoring by investors. This supports 
the view of Jensen (1986) that dividends lower agency costs for shareholders by reducing 
the capacity of CEOs and other executives to act opportunistically by over-investing and/
or engaging in excessive perquisite consumption. In contrast, Onali et al. (2016) report that 
powerful CEOs in publicly listed European banks reduce dividends to balance sharehold-
ers’ demands for dividends with the solvency and liquidity maintenance objectives of other 
key stakeholders (e.g., depositors and regulators). Their findings thus reinforce the view of 
Shao et al. (2013) that corporate dividend policy should reflect an equilibrium of monitoring 
incentives amongst a variety of stakeholders rather than just from shareholders. However, 
Onali et al. (2016) do not distinguish whether it is the managerial ability or entrenchment 
aspects of CEO power that affect dividend policy.

To the best of our knowledge, prior studies have also not tested empirically the effects 
of corporate risk against the predictions of Miller and Modigliani’s (1961) dividend model, 
even though Dionne and Ouederni (2011) theorize that dividend and hedging policies are 
closely related. Bonaimé et al. (2014) argue that risk management and dividend policy are 
conjointly determined as they give managers (CEOs) the flexibility to concomitantly make 
value-enhancing investments, reduce the probability of financial ruin, and mitigate agency 
problems, such as the underinvestment incentive. Cassar and Gerakos (2017) further report 
that few studies examine whether the management of risks matter for business operations, or 
if it is essentially a cosmetic exercise designed to serve the self-interests of entrenched man-
agers. This is despite the widely recognized important role that risk management performs 
in underpinning the resilience of financial firms (Hankins, 2011).

In this paper, we disentangle the sources of CEO power by introducing two new mea-
sures of managerial ability and CEO entrenchment. There are competing views on how 
CEO managerial ability affects dividend policy. On the one hand, relative to their less able 
counterparts, we expect more able CEOs to run firms more efficiently and obtain a higher 
rate of return for shareholders. As a consequence, they may prefer to invest in growth oppor-
tunities than pay dividends. On the other hand, more able CEOs are likely confident in 
generating profit/cash flows for the firm and may want to signal their ‘ability type’ to inves-
tors by paying (more) dividends. Taken together, it’s an empirical question concerning the 

1  Baldenius et al. (2014) argue that powerful CEOs have information advantages over internal monitors (e.g., 
independent outside directors) and external monitors (e.g., investors and industry regulators) - a feature that 
gives them considerable discretion over strategic decisions.
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relationship between managerial ability and dividend policy. Further, it’s not clear from the 
literature whether risk management enhances or reduces the incentives of talented CEOs to 
pay more or less dividends.

Consistent with prior literature on managerial entrenchment and dividend policy (e.g., 
Hu and Kumar 2004;Tanyi et al. 2021; Sheikh 2022), we expect that entrenched CEOs 
voluntarily commit to pay more dividends as a protection against disciplinary sanctions by 
shareholders, in particular, when risk management is in place to enable entrenched CEOs to 
meet the interests of shareholders as well as other stakeholders.

To test the above hypotheses, we use a novel hand-collected dataset from the United 
Kingdom’s (UK) property-casualty insurance industry. We use the UK’s insurance sector as 
our research setting for three main reasons. First, one possible reason for the lack of empiri-
cal evidence on risk management and dividend policy could be the availability and reliability 
of data. In the insurance industry, reinsurance is a commonly used risk management (contin-
gent capital) technique that is written by third party reinsurers to compensate primary insur-
ers for random losses in return for a share of annual premiums written (Doherty and Tinic 
1981). More importantly, reinsurance can be reliably quantified as it is publicly disclosed in 
annual financial statements and statutory filings2. Veprauskaite and Adams (2018) show that 
as contingent capital, reinsurance substitutes for equity and reserves, enhances underwriting 
capacity, and increases the likelihood of dividend payouts as a result of improved reported 
earnings. This means that disclosing reinsurance in annual financial statements conveys 
important market information as to the quality of insurers’ future earnings and balance sheet 
strength. On the contrary, commonly used corporate risk management tools by banks and 
large non-financial firms - financial derivatives - can be used for both risk hedging and 
speculative trading. Also, the accounting measurement of derivative positions is subject to 
changes in fair value estimation under IFRS 9: Financial instruments (2004) issued by IASB 
(2014). As a result, financial derivative values are not strictly comparable across large cross-
sectional samples of firms.

Second, unlike many states in the US (e.g., New York), UK regulations do not restrict 
premiums and dividends for insurance firms. Therefore, dividend policy in the UK’s insur-
ance industry is less likely to be unduly distorted by external regulations, and more likely to 
be at the discretion of the CEO and board of directors. Third, similar to banks, insurers face 
solvency regulations that, if the minimum capital requirements are not maintained, can lead 
to significant costs and regulatory sanctions for insurers (e.g., Gaver and Patterson, 1999). 
Therefore, making a study of insurer with clear identification for the monitoring incentives 
of powerful stakeholders and for the importance of risk management can be potentially 
applicable to firms in other industries, particularly those facing regulatory capital require-
ments and heavily rely on risk management.

2  Mayers and Smith (1990) report that the cost of reinsurance purchased by an insurer is the value reinsur-
ance premiums ceded as a proportion of gross business premiums written. Gross business premiums include 
direct business premiums/fees receivable (net of returns) plus any reinsurance premiums that an insurer 
might receive (e.g., from a subsidiary). Purchasing reinsurance is an acceptable ‘trade-off’ cost for share-
holders, policyholders, and other stakeholders as it improves earnings by increasing underwriting capacity 
and helps maintain solvency (Abdul Kader et al. 2010). As with Jensen’s (1986) free cash flow hypothesis, 
the advantages of regular reinsurance purchase together with the monitoring and advisory capabilities of 
reinsurers, also reduce the risk of managerial opportunism, and therefore, lower agency costs for sharehold-
ers.
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We first document that neither CEO managerial ability nor its interaction with reinsur-
ance to be related to dividends. This differs from Jiraporn et al. (2016) who report that 
talented managers in non-financial firms pay more dividends. Our finding suggests that, 
on average, CEOs’ managerial ability is not associated with dividend policy. This might be 
due to the contrasting incentives of more able CEOs in terms of dividend policy, namely 
whether to invest in growth opportunities by paying less dividends or to signal their type 
by paying more dividends. The role that risk management plays in the CEO managerial 
ability-dividends relation isn’t clear either due to the above competing incentives of CEOs. 
We also find that entrenched CEOs pay less dividends. This result is consistent with the 
findings of Onali et al. (2016) for banks, but opposite to Hu and Kumar’s (2014) findings 
for non-financial firms. Our results therefore suggest that, for an entrenched CEO, the pres-
sure to maintain solvency capital by curtailing dividends takes precedence. However, when 
reinsurance mediates the relation, we observe that an entrenched CEO is more likely to pay 
higher dividends in order to discourage shareholder monitoring. This is because reinsurance 
protects an insurer’s balance sheet from unexpectedly severe loses, and decreases the risks 
of costly regulatory enforcement.

We adopt several approaches to deal with possible endogeneity. Given that a large propor-
tion of UK insurers in our sample is private firms that do not have capital market incentives 
to pay dividends relative to their public counterparts, we also run our baseline regressions 
using privately-held UK insurers only. We obtain robust evidence that entrenched CEOs pay 
less dividends whereas the interaction of CEO entrenchment and reinsurance is positively 
associated with dividends.

In addition, in light of such studies as Skinner and Soltes (2011), Caskey and Hanlon 
(2013), Minnick and Rosenthal (2014), and Homburg et al. (2018), we test how important 
dividend signals are in assessing accounting earnings persistence, taking into account divi-
dends being paid out by insurers with CEOs of different levels of managerial ability and 
entrenchment. In particular, we estimate regressions of future earnings on current earnings, 
after conditioning on dividend, on subsamples of high versus low CEO managerial abil-
ity, and subsamples of high versus low CEO entrenchment. These regressions show that 
dividend-payers (or payers with high dividends) have higher earnings quality than non-
payers (or payers with low dividends) when the dividends are paid by insurers with more 
able CEOs. However, we do not find signalling effects of dividends on earnings persistence 
in other subsample groups. Our findings suggest that if more able CEOs choose to pay 
dividends rather than investing more in future growth, they do so in order to signal their 
managerial ability to generate sustainable earnings for their firms. Nonetheless, dividends 
paid by other types of CEOs do not serve as signals for future earnings, thereby, supporting 
the view that dividends protect against intrusive external monitoring by shareholders.

Our study contributes to the literature in at least three regards. First, CEO power could 
arise from multiple dimensions including structural, ownership, expertise, and prestige 
aspects of leadership authority (Adams and Jiang 2017). As a result, a single variable mea-
sure (as, for example, used in Onali et al. (2016) is unlikely to capture all aspects of CEO 
power. Also, the alternative CEO power proxies that are adopted by many previous studies 
mix-up the managerial ability and entrenchment (e.g., Morse et al. 2011; Al-Shaer et al. 
2023). Our study thus extends the literature on CEO power by disentangling CEO manage-
rial ability from entrenchment.

1 3

686



CEO power, corporate risk management, and dividends: disentangling…

Second, to the best of our knowledge, our study is the first to provide empirical evidence 
indicating that risk management is an important mediator in the setting of dividend policy 
in firms headed by entrenched CEOs. This is because risk management effectively mitigates 
financial distress/bankruptcy risk and reduces the agency costs arising from entrenched 
managerial behavior, such as claims dilution (speculative risk-taking) and wealth transfers 
away from policyholders to shareholders (risk-shifting). Therefore, risk management use-
fully complements internal governance (e.g., by independent outside directors) and external 
monitoring (e.g., by investors). In this sense, our study adds new and important insights to 
the dividend policy literature.

Third, our study also adds to the accounting and finance literature on the information 
content of dividends with respect to earnings quality (e.g., Skinner and Soltes 2011; Caskey 
and Hanlon 2013; Homburg et al. 2018; Lin and Li, 2021; Golden and Zheng 2022; Chen 
et al. 2022). We advance this literature by showing that whether dividends have signalling 
effects on future earnings depends on the characteristics of CEOs. In particular, we docu-
ment that dividends paid by CEOs with higher managerial ability signals earnings sustain-
ability, whereas dividends paid by CEO with lower managerial ability or entrenched CEOs 
are not associated with earnings persistence.

The remainder of our paper proceeds as follows. Section 2 provides background informa-
tion on the key features of financial firms and why the UK insurance industry is a good envi-
ronment within which to focus our research. We next formulate our hypotheses in Sect. 3. In 
Sect. 4, we outline our research design. Section 5 discusses the empirical results, while the 
final section concludes the study.

1.1  Industry and institutional background

Financial firms, such as banks and insurers, differ from other corporate entities in several 
key regards. As financial intermediaries, they transform risk liabilities into cash-generating 
assets, and as such, they are more highly levered than most other firms. Further, financial 
firms tend to have relatively uninformed and disparate fixed claimants (e.g., depositors and 
policyholders) whose economic interests need to be protected against exploitation by share-
holders and managers by means of industry regulation (Berg and Gider 2017). Additionally, 
financial firms are often characterized by complex accounting systems and opaque finan-
cial reporting - a feature that inhibits the vigilance of outside monitors, such as investors 
(e.g., see de Andres and Vallelado 2008). Like banks, insurers are also socio-economically 
and politically salient financial institutions that operate under stringent capital maintenance 
rules (Adams and Jiang 2016). Again, as with banks, insurers in developed markets, such as 
the UK, are statutorily required (e.g., under the Financial Services and Markets Act (FSMA) 
2000) to meet international accounting and auditing standards, and balance constituency 
claims (Dewing and Russell 2004).

The highly technical and heavily regulated nature of insurance firms often encourages 
the appointment of high ability (e.g., financially expert and industry experienced) CEOs 
who are able to use such skill sets to exercise decision-making discretion (e.g., in setting 
reserves) in order to optimize the interests of stakeholders (Adams and Jiang 2016, 2017, 
2020). Whilst high managerial discretion can promote entrenched behavior at the upper 
echelons of firms (Baldenius et al. 2014; Chu et al. 2023), managerial ability can nonethe-
less be advantageous if it improves financial performance, especially in highly competi-
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tive market conditions (Casamatta and Guembel 2010). Financial firms are also subject to 
industry-specific regulations that could restrict CEOs to signal their wider abilities to the 
market - for example, by limiting CEOs’ ability to hold interlocking directorships in other 
insurance firms. Such regulatory constraints could thus potentially foster a greater incidence 
of within-firm entrenchment behavior among CEOs than might be the case in non-financial 
sectors of the economy.

Notwithstanding their similarities, insurers are nonetheless distinct from banks in key 
regards - differences that can impact on dividend policy. For example, insurers are subject to 
special capital maintenance rules that can directly affect free cash flows, and hence, the level 
of dividends (Akhigbe et al. 1993; Han et al. 2018). Additionally, insurers widely use ‘loss 
contingent’ reinsurance which allows insurers to reduce shareholdings and report higher 
returns on equity than banks (Upreti and Adams 2015). This feature could substitute for the 
market signalling attributes of positive dividend announcements. In contrast, the CEOs of 
banks have less incentives to indemnify contractual claimants (e.g., via counterparty default 
insurance) as short-term liquidity is maintained through inter-bank borrowing and lend-
ing networks that enable them to shift liquidity risks to counterparties ‘off-balance sheet’ 
(Zawadowski 2013).

Compared with banks, insurers also generate cash inflows from premiums and invest-
ment income, which they can then apply to settle claims, make investments, and top-up 
reserves (Hsu et al. 2015). What is more, the principal risk hedging tools used by banks 
are financial (especially interest rate) derivatives, which for insurers are tightly restricted 
by regulations. As we noted earlier, compared with financial derivatives, reinsurance is a 
‘pure risk hedge’, which enables us to conduct reliable tests of our hypotheses. Moreover, 
in contrast to typically oligopolistic banking markets, the insurance sector in developed 
markets tends to be much more segmented and competitive (Zou et al. 2012). Competitive 
pressure could thus influence dividend policy - for example, by encouraging insurers to raise 
dividends to entice investors, and so lower the costs of capital3.

Our UK insurance industry focus is further advantageous as it mitigates confounding 
effects that can arise in transnational research - for example, due to differences in national 
dividend tax rates. The property-casualty sector of the insurance industry also tends to be 
more obtuse and technically complex than the life insurance sector, where future net cash 
flows, and hence, dividend policy are easier to establish due to the prevalence of actuarial 
technology (Froot and O’Connell, 2008). Therefore, CEOs in the property-casualty insur-
ance industry tend to have greater decision-making discretion than their counterparts in 
the life insurance industry (Mayers and Smith 1981). The enhanced technical complexity 
and acute information asymmetries in property-casualty insurance can further confound the 
effectiveness of external stakeholder scrutiny of CEO activities, and result in a greater varia-
tion in annual dividends in property-casualty insurers compared with their counterparts in 

3  The literature distinguishes between cash dividends and share repurchases, that are both designed to return 
economic value to shareholders. However, share repurchases are not significant for our sample of UK 
insurance firms due to statutory minimum solvency requirements, generally low equity levels maintained 
by insurers (e.g., due to the prevalence of reinsurance), and the preponderance of private insurance firms in 
our panel data set. Additionally, even amongst publicly-listed firms, share repurchases tend to be less com-
mon in the UK and Europe than they are in the US (Onali 2014). Skinner and Soltes (2011) also report that 
compared with dividends, share repurchases are a less informative signal regarding a firm’s future earnings 
quality as they do not involve the same managerial commitment to generate and distribute free cash flows 
to investors. Therefore, the payout measures used in this study do not account for equity repurchases (and 
issuances).
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the life insurance sector. Moreover, stock-owned property-casualty insurers in the UK and 
elsewhere (e.g., the US) tend to offer few, if any, participatory (dividend) rights policies 
compared with their life insurance (especially mutual) counterparts (Zou et al. 2009). This 
means that the potential for wealth transfers from policyholders to shareholders through 
dividend policy is more likely in property-casualty insurance.

Our UK insurance setting has other institutional advantages for the present study. For 
example, unlike many states in the US (e.g., New York), UK insurance regulations do not 
restrict premiums and dividends. Therefore, dividend policy in the UK insurance indus-
try is less likely to be unduly distorted by external regulations and more likely to be at 
the discretion of the CEO and board of directors4. In addition, during the period of our 
analysis (1999 to 2013), as far as we know, there were no significant regulatory or legis-
lative changes affecting the dividend policies of UK insurance firms. These institutional 
features thus enable us to potentially conduct more direct tests of our hypotheses. Cole and 
McCullough (2006) also report that in the US, state-based regulations often prescribe higher 
capital ratios (hence higher financing costs) for insurers that reinsure with foreign (so-called 
‘alien’) reinsurers rather than US reinsurers. Again, this situation can have distorting effects 
(e.g., by affecting the cost and choice of reinsurance) which we intrinsically avoid in our UK 
analysis. Moreover, in contrast to many previous dividend studies (e.g., Onali et al. 2016) 
that focus exclusively on publicly-listed firms, our UK analysis covers a longitudinal/cross-
sectional panel sample of a mix of publicly-listed and private stock insurers for the period 
1999 to 2013. The within-sample variability in ownership structure and size (and hence, 
differences in agency incentive conflicts) amongst firms drawn from a large UK industry 
(insurance) further underscores the validity and robustness of our empirical tests (e.g., see 
Michaely and Roberts 2012)5.

2  Dividend theory and hypotheses development

In this section of the paper, we outline the theoretical context for corporate dividend policy 
and the rationale for our research hypotheses.

2.1  Theoretical context

Agency theory predicts that unless checked (e.g., by internal controls), powerful CEOs are 
likely to engage in expense preference behavior, and other self-motivated pursuits (e.g., 

4  UK companies’ law and insurance regulations specify that dividends can only be distributed from accu-
mulated realized (after-tax) profits; however, limits to dividend payouts are not legally prescribed. Never-
theless, as with the Basel III capital maintenance rules for international banks, the European Union’s (EU) 
2016 Solvency II insurance companies’ capital adequacy requirements prohibit year-end declarations of 
dividends either in cases where minimum statutory levels of annual solvency are not met, or if paying a 
dividend breaches these targets. However, such regulatory sanctions on dividends declared by UK insurers 
did not apply during our period of analysis.

5  For example, the managers (CEOs) and shareholders of private insurers may be more inclined than their 
counterparts in publicly-listed insurers to take financial risks (increase agency costs) so as to grow the 
business, and attract future investment via positive dividend signalling. In contrast, the managers (CEOs) 
of publicly-listed insurers may be more risk averse and relatively less generous in terms of dividend policy 
in order to maintain the confidence of current and prospective policyholders and avoid public (regulatory) 
censure.
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‘empire-building’), that expropriate wealth from shareholders, particularly when share-
holdings are widely dispersed (Jensen and Meckling 1976). However, powerful CEOs can 
use dividend policy to assure shareholders as to the future value of their residual claims, 
thereby reducing the agency costs of monitoring and control (Easterbrook 1984). Returning 
wealth to shareholders in the form of regular dividends also has a ‘disciplinary’ function 
as it reduces the risk that entrenched CEOs will misuse free cash flows on negative net 
present value (NPV) projects that might promote their personal wealth and job security yet 
also dilute firm value (Jensen 1986). Adams and Ferreira (2007) report that this situation 
creates a potential moral hazard problem, whereby powerful CEOs’ investment preferences 
diverge substantially from those of shareholders. Therefore, a commitment to regularly pay 
dividends ensures that CEOs generate the cash flows necessary to meet shareholders’ expec-
tations of regular future returns (Farinha 2003). Onali et al. (2016) argue that powerful 
CEOs in financial firms use dividend policy not only to meet shareholders’ target returns, 
but also to signal financial resilience, and reduce the costs/risks of regulatory intervention. 
Therefore, optimal dividend policy explicitly balances the needs of investors for regular 
returns with the interests of policyholders for solvency maintenance6. However, Onali et al. 
(2016) do not examine the interactive influence of risk hedging on the CEO power-dividend 
relation. This is despite risk management and dividend policy being endogenously co-deter-
mined (Bonaimé et al. 2014) and the recognized ability of risk hedging to reduce earnings 
volatility, increase returns and protect balance sheets (Stulz 1988). We therefore consider 
such issues in the development of our hypotheses below.

2.2  Hypotheses development

In this section, we develop hypotheses on the interaction effects of aspects of CEO power 
and risk management on dividends.

CEOs with high managerial ability can have countervailing influences on dividend pol-
icy. On the one hand, more able CEOs, as a result of their intrinsic business acumen and 
professional connections, can generate higher rate of return for shareholders and are also 
likely to face a higher quality of investment opportunities. Therefore, they might prefer to 
retain profits within the firm for reinvestment and future growth, and as a consequence pay 
less dividends. On the other hand, CEOs with higher ability are more confident in maintain-
ing their firms’ sustainable earnings, and hence, are likely to pay more dividends in order to 
signal their managerial qualities to investors and others (Skinner and Soltes 2011). Due to 
these competing views, the net impact of CEO managerial ability on dividends is ambigu-
ous. Neither clear is the role of risk management in the CEO managerial ability-dividends 
relation given the conflicting incentives of strategically-minded CEOs to pay dividends. 
Accordingly, we propose a null form of our first hypothesis:

H1  Ceteris paribus, the interaction between CEO managerial ability and risk management 
will not be related to dividends.

6  Restrictive contractual covenants (e.g., in the corporate constitution) can also limit dividends (and/or 
require equity issuance) when insurers are in financially distressed states. However, as Mayers and Smith 
(1981) point out, in insurers fixed claimants (policyholders) are a highly disparate group, and therefore, 
they are inefficient monitors of managerial and shareholders’ activities. Such sub-optimal internal gov-
ernance control necessitates the need for external solvency surveillance and capital regulation as well as 
government-sponsored guarantee funds.
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The literature relating to US non-financial firms documents that entrenched CEOs tend to 
pay high dividends as it protects their position at the helm of the organization from intrusive 
and potentially disruptive external shareholder monitoring (Hu and Kumar 2004). Onali et 
al. (2016) argue that in heavily regulated financial firms, the prospect of regulatory enforce-
ment and the consequential loss to human capital value in the event of highly publicized 
financial ruin, motivate entrenched CEOs to reduce dividends to bolster liquidity and sol-
vency. This situation is particularly likely to occur under conditions of macroeconomic 
uncertainty and/or heightened insolvency risk when obligations to fixed contractual claim-
ants may not be fully discharged. In fact, this has been reported to have been the case in the 
European insurance industry during the 2007/9 global financial crisis (e.g., see Reddemann 
et al. 2010). Long et al. (1994) further argue that self-opportunism can motivate entrenched 
CEOs to curtail dividends so that they can realize private wealth gains at the expense of cap-
ital providers, and/or pursue investments that promote self-esteem, but denude firm value.

As contingent capital, reinsurance - a commonly used risk management technique in the 
insurance industry - enables entrenched CEOs of insurance firms to concomitantly meet 
statutory minimum levels of solvency, yet ensure sufficient liquidity to pay dividends to 
investors even during and after macroeconomic ‘shock events’ (Berry-Stölzle et al. 2014). 
In turn, this could help entrenched CEOs in insurance firms to reinforce their hegemonic 
position, and ensure their continued consumption of private benefits. Accordingly, our sec-
ond hypothesis is:

H2  Ceteris paribus, the interaction between CEO entrenchment and risk management will 
be positively related to dividends.

3  Research design

3.1  Data

Our data set covers an unbalanced panel of 72 publicly-listed and private stock forms of 
organization (representing 1,024 data points) writing, and separately reporting, property-
casualty insurance business in the UK over the 15 years, 1999 to 2013. The numbers of firm-
year observations range from 56 to 72 over our sample period. Our use of an unbalanced 
panel reflects exits and new entrants to the market, and therefore, avoids the possibility of 
sample survivorship bias. Financial and board-level data relate to the UK statutory reporting 
insurance entity, and derive from various sources, including Standard & Poor’s Synthesys 
statutory accounting database, published annual reports, industrial databases (e.g., FAME), 
insurance directories, and direct company representations. All financial variables are audited 
end-of-accounting year figures. The cross-sectional/time-series dimensions of our panel data 
set were constrained in that most of the data had to be hand-collected and hand-matched, 
and that demographic/governance data were not always readily available for our analysis 
period. Nonetheless, our data set constitutes roughly 25% of all active UK property-casualty 
insurers (writing approximately 60% of gross annual premiums) over the period of analysis, 
and includes insurers of varying size, ownership structure, and product-mix.
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Overall, the sample distribution of our data mirrors the size, ownership, and product 
structure of the wider UK insurance market, and indeed, other major European and North 
American insurance markets, during the period of analysis. However, to control for the 
potentially confounding effects due to variations in firm size, we used logarithmically trans-
formed and/or fractional measurements for the key variables used in our analysis. Whilst 
representative of the UK property-casualty insurance market, our data set nonetheless 
excludes insurance syndicates at the Lloyd’s of London insurance market due to their use 
until 2005 of a triennial rather than a conventional annual accounting cycle. Additionally, 
data relating to trust funds, funds in ‘run-off’, protection and indemnity (P&I) pools, and the 
underwriting activities of onshore (‘captive’) insurance subsidiaries of non-insurance firms 
were excluded from our sample as such entities do not underwrite much, if any, third party 
insurance business.

3.2  Econometric strategy

Similar to past research (e.g., Hu and Kumar 2004), we use a ‘volume’ (left-censored) tobit 
model that assumes that the latent dependent variable (Y*it) - dividend-to-earnings ratio 
(DIVEARNit) - is a non-limited (positive) observation truncated at 0.7 That is:

	 Y ∗it = β ∗ Xit +
(
whereuit − N(0 δ2)

)
� (1)

where Xit is a vector of the explanatory variables (as defined in Table 1); uit is a normally 
distributed error term that captures random influences on the variables to be estimated. Year 
dummies are included to control for unobserved year-specific factors. Standard errors are 
clustered at the firm-level to account for within-firm correlations across observations. As 
about 50% of our firm/year observations do not pay dividends, we also adopt the Cragg tobit 
model, which allows us to conduct a probit analysis to determine the probability of Y*it > 0, 
and perform the truncated normal model for given positive values of Y*it.

We check the robustness of our results as follows. First, we adopt the Arellano and Bond 
(1991) approach for instrumental variables (IV) estimation employing the system General-
ized Method of Moments procedure (GMM-SYS). Second, we adopt both two-stage least 
squares (2SLS) and three-stage least squares (3SLS) IV approaches to deal with potential 
endogeneity. Four potential endogeneity concerns in this study are: (a) omitted variable 
bias (e.g., as a result of unobserved differences in CEO strategic preferences); (b) reverse 
causality (e.g., that dividend policy might reinforce CEO power); (c) simultaneity and (d) 
temporal dependence (e.g., that CEO power could be influenced by past dividend payouts) 
(e.g., see Adams et al. 2005).

3.3  CEO power indices

CEO power is a complicated and multifaceted concept as it could arise from the combina-
tion of structural, ownership, expert and prestige aspects of leadership authority (Adams 
and Jiang 2017). As a result, a single variable measure (as used in Onali et al. (2016) is 

7  As a robustness test, we use the book value of common equity as the denominator variable. Market values 
of equity could not be determined for the private insurers in our panel data set. The (untabulated) results are 
quantitatively similar when using this alternative definition of dividend payout ratio.
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unlikely to capture all dimensions of CEO power. For this reason, many previous studies 
use multiple proxies to represent CEO power that combine aspects of managerial ability 
and entrenchment (e.g., see Morse et al. 2011). Guided by other research (e.g., Florakis 
and Ozkan, 2009; Veprauskaite and Adams 2013; Adams and Jiang 2017), we use the data 
reduction technique, Principal Components Analysis (PCA), to construct indices for CEO 
managerial ability and entrenchment. According to Florackis and Ozkan (2009), using PCA 

Variables Definition
Dependent Variables
DIVDUM Dummy variable equal to 1 if a cash dividend is 

paid, 0 otherwise
DIVEARN Dividend paid ÷ Net operating profit after tax
CEO Managerial Ability Index Attributes
CEOPAY Annual value of total compensation the CEO re-

ceived (including salary, cash bonuses and other 
benefits) divided by the total annual compensa-
tion of all directors on the board

CEOOWN Dummy variable equal to 1 if the CEO is also a 
major shareholder of the company (i.e., with the 
ownership level greater than 3%), 0 otherwise

CEOEXPERT Dummy variable equal to 1 if the CEO is a 
professionally qualified accountant, actuary or 
underwriter, 0 otherwise

CEOINS Dummy variable equal to 1 if the CEO has an 
insurance background, 0 otherwise

CEO Entrenchment Index Attributes
INSIDE Dummy variable equal to 1 for the existence of 

managerial share scheme, 0 otherwise
CEOTEN Number of years the CEO has been in position
CEODUAL Dummy variable equal to 1 if the CEO and 

Chairman positions are not separate, 0 otherwise
CEOBONUS Dummy variable equal to 1 if the CEO receives 

performance-related bonus pay, 0 otherwise
Other Variables
REINS Reinsurance ceded divided by gross written pre-

miums (including inward reinsurance premium 
receipts)

BSIZE Board size - the total number of board members
MARGIN Net profit margin - measured as earnings (after 

interest & taxes) ÷ gross premiums written
SOL Solvency position (Leverage) - measured as 

1-surplus (capital + reserves)/total assets
SIZE The natural logarithm of total assets
LIST Dummy variable equal to 1 if an insurer is 

publicly listed, 0 otherwise
LIQUIDITY (Cash + short term deposits)/total assets
PREDIV Dummy variable equal to 1 if an insurer paid 

dividends in the previous year, 0 otherwise
Age The number of years since a firm’s 

establishment
CONC % shares in issue held by the top 3 shareholders
NED % non-executive directors on the board

Table 1  Key Variable Definitions

Note: Financial variables are 
measured as annual year-end 
figures
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to construct an index has two main analytical advantages. First, PCA combines a set of 
managerial ability or entrenchment-related variables into a single measure. This avoids 
potential multicollinearity arising from multiple single variables being incorporated into 
empirical models. This is important as different attributes of CEO power can have conjoint 
and/or ‘hidden’ effects on dividend policy. Second, PCA automatically weights each attri-
bute included in the relevant index, and therefore, does not require the ex-ante theoretical 
determination of factor loadings.

From the CEO power literature (e.g., Hu and Kumar 2004; Morse et al. 2011; Adams and 
Jiang 2017), we select four CEO managerial ability variables to be included in the construc-
tion of the CEO ability index as follows:

CEO Pay (CEOPAY): Adams et al. (2005) demonstrate that CEOs with high ability tend 
to be paid more than CEOs with low ability because they have intrinsically higher human 
capital value (e.g., financial expertise).

CEO Ownership (CEOOWN): We consider whether a CEO is a major shareholder (i.e., 
holding more that 3% of shares in issue) to be an important influence on managerial ability. 
In such cases, we expect the latitude that CEOs have over decisions is likely to increase with 
the number of voting and control rights held (Stulz 1988).

CEO Financial Expertise (CEOEXPERT): Financial expertise is likely to add to a CEO’s 
managerial ability in that financially grounded CEOs are likely to apply technical skills to 
complex strategic issues as well as exert influence over less financially adept directors. This 
is particularly likely to be the case for insurance firms as they operate in highly technical 
lines of risk business and stringent regulatory environments (Adams and Jiang 2020).

CEO Insurance Experience (CEOINS): The industry-specific attributes of CEOs are 
found to be important in ensuring the financial viability of insurance firms (Adams and 
Jiang 2017). As a result, we predict that insurance industry experience increases CEOs’ 
managerial ability.

Next, we use four commonly used CEO power variables in the PCA to construct the CEO 
Entrenchment index.

Direct CEO Stock Ownership (INSIDE): Whereas CEO ownership could represent 
the decision-making power aspect of CEO managerial ability, it could also present the 
entrenched aspect of CEO power. Therefore, as in Hu and Kumar (2004), we include the 
existence of managerial stock ownership plan in compiling the CEO Entrenchment index.

CEO Tenure (CEOTEN): CEO entrenchment tends to increase with tenure as firm-spe-
cific knowledge takes time to develop (Onali et al. 2016). In the early years of their appoint-
ment, insurance firm CEOs are expected to be closely monitored by outside directors and 
regulators as their leadership reputations, and/or their firm/industry experiences, is likely 
to be at an embryonic stage. However, over time an established CEO is less susceptible 
to challenge and removal by the board of directors, but also more likely to reinforce their 
entrenched position by influencing boardroom appointments (Dikolli and Mayhew 2014)8.

8  Although the length of CEO tenure could positively reflect CEO ability, our use of CEO tenure as a mea-
sure of entrenchment is nonetheless consistent with the wider corporate finance agency theory and CEO 
power literature (e.g., see Brookman and Thistle 2009; Onali et al. 2016; Adams and Jiang 2017). Nonethe-
less, in our untabulated analyses, we include CEO tenure as a component of both CEO (ability and entrench-
ment) indexes. Our conclusions remain the same.
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CEO-Chair Duality (CEODUAL): CEO duality increases the likelihood of entrenched 
behavior as it can restrict the information flow to outside directors, and thus, weakens their 
independent monitoring function (Farinha 2003).

CEO Cash Bonus (CEOBONUS): Chava et al. (2010) argue that entrenched managers 
are likely to will refrain from investing surplus cash in positive NPV projects, and instead, 
use the cash to pay themselves generous bonuses. Therefore, the existence of bonus system 
is likely to be positively related to CEO entrenchment.

3.4  Control variables

In addition, we control for eleven firm-related variables in our analysis. These are: board 
size (BSIZE), reinsurance (REINS), financial performance, namely: profitability (MARGIN) 
and solvency (SOL), firm size (SIZE), public-listing status (LIST), firm liquidity (LIQUID-
ITY), dividends paid in previous years (PREDIV), firm age (AGE), ownership concentra-
tion (CONC) and the proportion of non-executive directors on the board (NED). We briefly 
motivate these key control variables below.

Nguyen et al. (2016) report that in financial firms, large boards can protect stakeholders’ 
interests from the effects of aberrant, excessively precautionary (e.g., low investment yield), 
and/or reckless (e.g., highly speculative) CEO behavior. This can include mitigating the risk 
that powerful CEOs, and collusive directors, pay dividends to reduce the likelihood of intru-
sive outside monitoring. This implies an inverse relation between large boards (BSIZE) and 
dividends. Abdul Kader et al. (2010) note that reinsurance (REINS) helps reduce underwrit-
ing risks, bolster solvency, and stabilize earnings. These attributes thus help facilitate regu-
lar dividend payments. As financial performance can be an important influence on dividend 
policy (Onali 2014), we also control for profitability (MARGIN) and solvency (SOL) - two 
key financial outcome indicators in insurance firms (Adams and Jiang 2016). We reason that 
profitable new business generates the requisite liquidity to regularly pay dividends, whilst 
lower liquidity and insolvency risk enables insurers to pay dividends without compromising 
their financial viability and increasing the costs/risks of regulatory scrutiny.

Hu and Kumar (2004) report that compared with small entities, large firms tend to have 
the resources and more diversified risk profiles to pay dividends without adversely affect-
ing their financial condition. This suggests a positive link between firm size (SIZE) and 
dividends. Moreover, capital market incentives (e.g., the needs of institutional investors like 
pension funds for regular returns) can influence the dividend decisions of CEOs of publicly-
listed firms differently from those of non-publicly-listed firms (Onali 2014). Therefore, we 
expect publicly-listed insurers (LIST) to regularly report higher dividends relative to private 
insurers. As in Koo et al. (2017), we also predict that an insurer’s dividend policy is condi-
tional on whether it has sufficient free cash flows (LIQUIDITY). Akhigbe and Whyte (2012) 
add that temporal persistence in dividends influences current payout policy so as to mini-
mize negative market signalling-effects. Accordingly, we predict that there will be a positive 
link between past (PREDIV) and current dividend payouts. Older firms are further likely 
to be associated with inert managerial practices, and so likely to be positively linked with 
CEO entrenchment (Agarwal and Gort 2002). Because of their size and resource advantages 
block-holder investors (CONC) are also likely to be effective monitors of CEOs’ activities, 
and therefore, inversely related to entrenchment practices (Laksmana 2008). We do not form 
specific predictions for the association between increasing non-executive directors on the 
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boards (NED) and an insurer’s dividend policy, given the mixed evidence about the moni-
toring roles of non-executive directors in prior literature. For example, Cornelli et al. (2014) 
argue that non-executive directors help to reduce agency issues in firms whereas Adams 
and Ferreira (2007) report that non-executive directors have become ineffectual monitors of 
board activities. The variables that enter our analysis are defined in Table 1.

4  Empirical results

4.1  Summary statistics and univariate analysis

We summarize the statistics for the variables used in this study in Table 2.
About half of insurance firm/year cases in our panel sample pay annual dividends (DIV-

DUM). The average value of dividend-to-earnings (DIVEARN) ratio is 0.15, with a median 
of 0. The average DIVEARN figure of 0.15 for our panel sample of UK insurers is notice-
ably less than the mean of 0.40 reported by Onali (2014) for US and European publicly-
listed banks. Our panel data set comprises many small private stock insurers that tend to 
have lower dividend-to-earnings ratios than publicly-listed insurers so as to maintain bal-
ance sheet strength. Nearly 40% of our firm/year observations also have a share ownership 
scheme as part of CEO compensation (INSIDE). The total average annual compensation of 
CEOs relative to that of all board members is 24% (CEOPAY), while 38% of CEOs hold 3% 
or more of the shares in the insurers that they manage (CEOOWN).

On average, more than half of CEOs have a professional financial qualification (CEO-
EXPERT), and nearly two-thirds of CEOs have an insurance background (CEOINS). These 
observations on CEO traits are again consistent with recent studies from the UK’s insurance 
industry, such as Adams and Jiang (2017). Mean CEO tenure (CEOTEN) is about four years 
for our panel sample, which is approximately half that for US banking CEOs reported in 
Pathan and Skully (2010). Again, this observation probably reflects the varied size and own-
ership structure mix of insurance firms used here. CEOs that also hold the position of Chair-
man (CEODUAL) consist of only 10% of our firm/year observations. This is consistent with 
UK corporate governance guidelines (e.g., the Cadbury Report, 1992) that advocate the 
separation of the CEO and Chairman positions in order to promote governance accountabil-
ity. Also, 91% of insurers across our panel sample have CEO bonus plans (CEOBONUS).

We also observe the following for our firm-specific control variables. The mean value of 
reinsurance ceded to gross written premium ratio (REINS) is 0.31, which is again consistent 
with prior UK insurance industry research (e.g., Abdul Kader et al. 2010). On average, 
board size (BSIZE) comprises eight directors, which is consistent with the figure observed 
for UK life insurers by Hardwick et al. (2011). The average values of MARGIN and SOL are 
0.08 and 0.7 respectively, suggesting generally sound levels of financial performance during 
the period of analysis. Average firm size (the natural logarithm of total assets) of insurers 
in our panel sample (SIZE) is 4.61 within the range of 2.48 to 9.58, indicating a wide size 
variation in the data set. 19% of firm/year cases in our panel sample relate to publicly-listed 
insurers (LIST). Both the mean and the median values for our liquidity measure are 0.12, 
which is sound relative to the total assets generally held by insurance firms (Hsu et al. 
2015). Additionally, about half of insurers in our panel data set paid dividends in the prior 
year (PREDIV), which is less than the comparative 78% average figure reported for pub-
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licly-listed US insurers by Aghigbe and Whyte (2012). This observation further reflects the 
greater size and mix of ownership in our data set. The average age of insurers in our sample 
is around 46 years and on average 70% of shares in issue are held by the top 3 shareholders. 
Non-executive directors represent on average 61% of board members in our sample.

Table 3 presents the PCA results. In panel A of Table 3, we report the correlation matrix 
for the eight CEO traits that we use to compute our two CEO power indices. Not surpris-
ingly, the existence of CEO stock ownership (INSIDE) and the CEO being an important 

Table 2  Summary Statistics
Variable n Mean S.D. Min Median Max
DIVDUM 1024 0.49 0.5 0 0 1
DIVEARN 1024 0.15 0.18 0 0 0.89
CEOPAY 1024 0.24 0.03 0.16 0.25 0.34
CEOOWN 1024 0.38 0.49 0 0 1
CEOEXPERT 1024 0.54 0.5 0 1 1
CEOINS 1024 0.66 0.47 0 1 1
INSIDE 1024 0.39 0.49 0 0 1
CEOTEN 1024 4.07 2.67 1 4 21
CEODUAL 1024 0.1 0.29 0 0 1
CEOBONUS 1024 0.91 0.28 0 1 1
REINS 1024 0.31 0.07 0.19 0.31 0.75
BSIZE 1024 7.92 2.25 4 8 14
MARGIN 1024 0.08 0.05 -0.2 0.08 0.46
SOL 1024 0.7 0.09 0.4 0.67 0.9
SIZE 1024 4.61 1.73 2.48 3.93 9.58
LIST 1024 0.19 0.39 0 0 1
LIQUIDITY 1024 0.12 0.05 0.02 0.12 0.32
PREDIV 967 0.48 0.5 0 0 1
AGE 1024 45.96 33.88 0 32 133
CONC 1024 0.71 0.22 0.3 0.7 1
NED 1024 0.61 0.09 0.2 0.63 0.8
Note: This table presents the descriptive statistics for the panel sample of UK stock insurers between 
1999 and 2013. DIVDUM: Dummy variable equal to 1 if a cash dividend is paid, 0 otherwise. DIVEARN: 
Dividend paid ÷ Net operating profit after tax. CEOPAY: Annual value of total compensation the CEO 
received (including salary, cash bonuses and other benefits) divided by the total annual compensation of 
all directors on the board. CEOOWN: Dummy variable equal to 1 if the CEO is also a major shareholder of 
the company (i.e., with the ownership level greater than 3%), 0 otherwise. CEOEXPERT: Dummy variable 
equal to 1 if the CEO is a professionally qualified accountant, actuary or underwriter, 0 otherwise. CEOINS: 
Dummy variable equal to 1 if the CEO has an insurance background, 0 otherwise. INSIDE: Dummy 
variable equal to 1 for the existence of managerial share scheme, 0 otherwise. CEOTEN: Number of years 
the CEO has been in position. CEODUAL: Dummy variable equal to 1 if the CEO and Chairman positions 
are not separate, 0 otherwise. CEOBONUS: Dummy variable equal to 1 if the CEO receives performance-
related bonus pay, 0 otherwise. REINS: Reinsurance ceded divided by gross written premiums (including 
inward reinsurance premium receipts). BSIZE: Board size - the total number of board members. MARGIN: 
Net profit margin - measured as earnings (after interest & taxes) ÷ gross premiums written. SOL: Solvency 
position (Leverage) - measured as 1-surplus (capital + reserves)/total assets. SIZE: The natural logarithm 
of total assets. LIST: Dummy variable equal to 1 if an insurer is publicly listed, 0 otherwise. LIQUIDITY: 
(Cash + short term deposits)/total assets. PREDIV: Dummy variable equal to 1 if an insurer paid dividends 
in the previous year, 0 otherwise. Age: The number of years since a firm’s establishment. CONC: % shares 
in issue held by the top 3 shareholders. NED: % non-executive directors on the board
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shareholder (CEOOWN) are highly correlated.9 However, very high correlations between 
each of the other CEO attributes are not observed. This implies that most of our trait vari-
ables capture the managerial ability and entrenchment aspects of CEO power. In panel B of 
Table 3, we report the rotated principal component weights for our two CEO power indices. 
We find that the CEO Managerial Ability index is mainly driven by CEOOWN, CEOEX-
PERT and CEOINS. The CEO Entrenchment index is mainly influenced by CEOBONUS, 

9  To allay concerns regarding the high correlation between INSIDE and CEOOWN shown in Table 3, we 
exclude CEOOWN from our PCA construct for the CEO Decision Ability index in sensitivity tests. How-
ever, our results are unchanged.

Table 3  Principal Component Analysis for the CEO Managerial Ability and CEO Entrenchment Indexes
Panel A: Correlation Matrix

CEOPAY CEOOWN CEOEXPERT CEOINS INSIDE CEOTEN CEOD-
UAL

CEO-
BO-
NUS

CEOPAY 1
CEOOWN 0.01 1
CEOEX-
PERT

0.04 0.18*** 1

CEOINS -0.14*** 0.26*** 0.40*** 1
INSIDE 0.01 0.98*** 0.19*** 0.26*** 1
CEOTEN 0.07* 0.10*** 0.00 0.14*** 0.11*** 1
CEOD-
UAL

-0.10** 0.00 -0.06 -0.10** 0.03 -0.11*** 1

CEOBO-
NUS

0.02 0.10** -0.06* -0.00 0.07* 0.07* -0.53*** 1

Panel B: CEO Power Index Weight
Mana-
gerial 
Ability

-0.11 0.47 0.59 0.65

Entrench-
ment

0.10 0.23 -0.68 0.69

Panel C: Descriptive Statistics for the CEO Power Indexes
Mean Median S.D Min Max

Mana-
gerial 
Ability

0 0.41 1.26 -2.23 1.93

Entrench-
ment

0 0.35 1.25 -4.64 2.01

Note: This table provides the results of the principal component analysis (PCA), which is used to create 
the CEO Managerial Ability index and the CEO Entrenchment index. Panel A reports the correlation 
coefficients. *p < 0.05, **p < 0.01, ***p < 0.001. Panel B reports the weight of each component in the CEO 
Indices, and Panel C provides the descriptive statistics for the CEO indices. CEOPAY: Annual value of 
total compensation the CEO received (including salary, cash bonuses and other benefits) divided by the 
total annual compensation of all directors on the board. CEOOWN: Dummy variable equal to 1 if the CEO 
is also a major shareholder of the company (i.e., with the ownership level greater than 3%), 0 otherwise. 
CEOEXPERT: Dummy variable equal to 1 if the CEO is a professionally qualified accountant, actuary or 
underwriter, 0 otherwise. CEOINS: Dummy variable equal to 1 if the CEO has an insurance background, 0 
otherwise. INSIDE: Dummy variable equal to 1 for the existence of managerial share scheme, 0 otherwise. 
CEOTEN: Number of years the CEO has been in position. CEODUAL: Dummy variable equal to 1 if the 
CEO and Chairman positions are not separate, 0 otherwise. CEOBONUS: Dummy variable equal to 1 if 
the CEO receives performance-related bonus pay, 0 otherwise. Managerial Ability: An index measuring 
CEO ability. Entrenchment: An index measuring CEO entrenchment
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but blunted by CEODUAL. Panel C of Table 3 shows the descriptive statistics for the two 
CEO power indices. The median values are 0.41 for CEO Managerial Ability index and 0.35 
for CEO Entrenchment index (with mean values = 0 for both indices).

Table 4 reports the Pearson correlation coefficients between each of our dependent and 
independent variables. We find that whilst many correlation coefficients are statistically sig-
nificant (at p ≤ 0.05 or lower, two-tail), the magnitude of most associations are modest, sug-
gesting that multicollinearity is not a serious concern. However, we note a negative (-0.41) 
correlation between CEO entrenchment and ownership concentration (CONC), implying 
that for most of the firms in our UK sample (i.e., privately-held insurers) CEOs are less 
likely to be entrenched in firms with high ownership concentration. In addition, we compute 
variance inflation factors (VIFs) for all of our independent variables. All VIF values are 
below 10, again indicating that bias due to multicollinearity is unlikely to be problematical 
in the present study (Kennedy 2003).

4.2  Tobit/cragg model results

In Table 5, we report the pooled tobit regression results (with firm fixed effects) for the 
determinants of the dividend-earnings ratio (DIVEARN). They show that CEO manage-
rial ability is not associated with dividends, whereas entrenched CEOs tend to pay less 
dividends, before accounting for the mediating-effects of reinsurance. The interaction terms 
CEO Managerial Ability x REINS relating to H1 are not statistically significant. However, 
as predicted by H2, CEO Entrenchment x REINS is positively linked with DIVEARN (at 
p ≤ 0.01, two-tail). In economic terms this means that the interaction of reinsurance with 
CEO entrenchment improves our dividend ratios by about 5%10. The more reinsurance 
purchased, the greater the likelihood that entrenched CEOs will pay dividends. There-
fore, reinsurance is an important intervening mechanism that allows entrenched CEOs to 
pay dividends to investors in order to avoid external shareholder monitoring, yet meet the 
financial strength expectations of other key stakeholders, (e.g., policyholders and industry 
regulators).

Table 6 presents the Cragg model results, including the first-stage probit estimates for the 
propensity to declare dividends and the second-stage truncated regressions for the intensity 
of dividend payments. Table 5 indicates that in the probit analysis, our two CEO power 
indices of interest, and their interaction with reinsurance, do not affect the probability of 
dividends being paid. However, the coefficient estimates for CEO Entrenchment and CEO 
Entrenchment x REINS have statistically significant effects on the amount of dividends paid 
(at p ≤ 0.10 or lower, two-tail); plus the coefficient estimates carry the same signs as in the 
tobit analysis.

Tables 5 and 6 show that firm-level characteristics can also affect dividend policy. There 
is evidence to suggest that REINS is positively related with dividend intensity in both Tobit 
and Cragg regressions, but it is not related to the probability of an insurer declaring div-
idends in the first place. We find that board size (BSIZE), insurers with better financial 
performance (e.g., higher margin (MARGIN) and lower leverage (SOL) are in general not 
strongly associated with dividends. In addition, and again consistent with our expectations, 
larger insurers have a greater likelihood of paying dividends, but they do not necessarily 

10  These percentages are derived from multiplying the coefficient estimates for Entrenchment x REINS in 
Table 5 (columns 3 and 4) by the respective standard deviations of Entrenchment and REINS given in Table 2.
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have a higher payout ratio. This suggests that small insurers may make above market aver-
age dividend payouts to retain and attract investors. This is particularly likely to be the case 
when equity markets are highly competitive across industrial sectors and amongst peer firms 
(Adhikari and Agrawal 2018). As expected, insurers that pay dividends in prior years have 
both a greater propensity to declare dividends, and pay higher dividends to investors, as the 
estimated coefficients for PREDIV are generally positive and statistically significant in all 
regressions (at p ≤ 0.10 or lower, two-tail). This finding accords with previous studies (e.g., 
Akhigbe and Whyte 2012), that find that once dividends are declared, they are subsequently 
difficult to reverse because of the possible negative signalling effects that such action might 
convey to the market. We also observe that dividend policy does not significantly differ 
between publicly-listed and private insurance firms. Increasing non-executive directors do 
not affect an insurer’s dividend policies.

4.3  Robustness tests

As noted earlier, we also perform GMM-SYS, 2SLS and 3SLS approaches to check the 
robustness of our findings to endogeneity. We report the results in Tables 6, 7 and 8 below.

First, we apply the Arellano and Bond (1991) and Arellano and Bover (1995) first-dif-
ference estimator using GMM-SYS, which is robust to heteroscedasticity and correlation 
in the error term. Specifically, we use lagged values of potentially endogenous variables, 
namely - DIVEQ (or DIVEARN), CEO Decision Discretion, CEO Entrenchment, REINS, 
CEO Decision Discretion x REINS, CEO Entrenchment x REINS, MARGIN, and SOL - as 
instruments in the first-difference equation. Table 7 presents the GMM-SYS results (plus 
relevant diagnostics), which are similar to those reported in Tables 5 and 6. Given that both 
the baseline and the GMM-SYS results suggest that the CEO Managerial Ability index and 
its interaction with reinsurance do not significantly impact on dividends, we drop these two 
variables in order to simplify subsequent analysis.

We now turn to the 2SLS results as reported in Table 8. To address the possibility that 
CEO entrenchment may be endogenous, we use CEO Turnover (i.e., a dummy variable 
equal to 1 if a new CEO is appointed in the year, 0 otherwise) as an instrument for CEO 
entrenchment. Intuitively, CEO Turnover is likely to have a (negative) bearing on entrench-
ment, but less likely to directly impact on dividends (thereby, not violating the exclusion 
restriction). In addition, if CEO entrenchment is endogenous, then our other main variable 
of interest - CEO Entrenchment x REINS - is also endogenous because it is an interaction 
between an endogenous variable and an exogenous variable (Wooldridge 2002). Accord-
ingly, the natural instrument for CEO Entrenchment x REINS is CEO Turnover x REINS. In 
the first-stage, we regress each of two endogenous variables (i.e., CEO Entrenchment and 
CEO Entrenchment x REINS) on their IVs, and the firm-specific control variables. Next, we 
re-estimate the regressions after replacing each endogenous variable with its predicted value 
from the first-stage estimation. The second-stage 2SLS results indicate a negative relation 
between the CEO Entrenchment index and the dividend payout ratio, and a positive relation 
between the CEO Entrenchment-REINS interaction and the dividend payout ratio. These 
findings accord with the baseline analysis reported above.

Given the possibility of simultaneous determinants affecting our two dividend ratios, 
CEO entrenchment, firm performance, and reinsurance, we also run 3SLS models. In esti-
mating the 3SLS models incorporating MARGIN and SOL, we enter the CEO Managerial 
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Ability index and its interaction with reinsurance as it is plausible that they directly influence 
to financial outcomes. In the equation on reinsurance (REINS), we add CEO Managerial 
Ability, plus two new firm-related variables - Loss Ratio (total incurred claims/total net 
earned premiums) and PMIX (Herfindahl index – the closer to 1 the more concentrated an 
insurer’s product-mix) - that could affect the amount of reinsurance purchased. The findings 
reported in Table 9 are again consistent with those noted earlier in that entrenched CEOs 
are less likely to pay dividends. However, when insurers are highly reinsured, entrenched 
CEOs tend to pay dividends in order to reduce the overall risk and costs of close outside 
monitoring.

We also examine whether or not the 2007/9 global financial crisis (GFC) had a significant 
impact on the relation between CEO entrenchment, its interaction with reinsurance, and 
dividends. Caliskan and Doukas (2015) note that in the wake of the 2007/9 GFC, investors 
developed a preference for dividends given the enhanced level of market uncertainty over 
future corporate growth opportunities. Acharya et al. (2017) further argue that in macro-
economic crises, the managers (CEOs) of financial firms in highly levered (low franchise 
value) states could be motivated to use dividend policy to transfer wealth from fixed to 
residual claimants.11 Therefore, to examine the effects of the 2007/9 GFC on our baseline 
results, we first include in our Cragg models an indicator (dummy) variable (Y0710) for the 
2007/9 GFC years and its immediate aftermath (years 2007–2010). We then interacted this 
indicator variable with our CEO Entrenchment index, reinsurance, and their interaction. 
While Y0710 captures the general effect of the GFC on dividend policy, its interaction with 
CEO entrenchment and reinsurance captures the incremental effect for reinsurance on the 
CEO entrenchment, and dividend policy during crisis period. We also replicate the analysis 
using an alternative indicator variable (Y0810) for the GFC and its immediate aftermath 
(years 2008 to 2010). In addition, we perform a sub-period analysis for the GFC period by 
focusing on the individual years 2007 (Y2007 = 1 for the year 2007, 0 otherwise) and 2008 
(Y2008 = 1 for the year 2008, 0 otherwise).

Table 10 presents the Cragg model results, including the first-stage probit estimates for 
dividend propensity and second-stage truncated regressions for dividend intensity. Outside 
of the GFC period, the CEO Entrenchment index and CEO Entrenchment x REINS, have no 
statistically significant impact on the probability of dividends being paid in the first-stage 
and second-stage probit regressions. In the second-stage truncated regressions for dividend 
intensity, the interactions between the GFC period indicator and CEO entrenchment are sig-
nificantly negative (at p ≤ 0.05 or lower, two-tail). In addition, the interactions between the 
GFC dummy and CEO Entrenchment x REINS are significantly positive (at p ≤ 0.10, two-
tail) (except for when using Y2008 as an indicator although it has the expected sign). Not 
surprisingly, our results suggest that the benign effect of reinsurance on the CEO entrench-
ment-dividend relation was stronger during the economic turmoil of the 2007/9 GFC.

In untabulated results, we only retained private insurers in our panel sample (with 774 
observations), given that publicly-listed insurance firms can have capital market incentives 
to regularly pay dividends that private insurers do not have - for example due to the ‘over-
the-counter’ nature of their shareholdings (e.g., see Michaely and Roberts, 2016). We still 
observe negative estimated coefficients for CEO Entrenchment and positive coefficient 
estimates for the interaction term CEO Entrenchment x REINS (p ≤ 0.05, two tail). Taken 

11  Liao et al. (2023) report that CEO extraversion places a negative effect on corporate performance during 
the GFC.
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Table 5  Determinants of Dividends – Main Tobit Results
(1) (2) (3) (4)

VARIABLES DIV/EARN DIV/EARN DIV/EARN DIV/EARN
Managerial Ability -0.01 0.03

(-0.42) (1.02)
Entrenchment -0.19*** -0.19***

(-6.15) (-6.24)
REINS 0.86*** 0.84*** 0.17 0.18

(11.61) (10.05) (1.35) (1.43)
Managerial Ability x REINS 0.04 -0.11

(0.36) (-1.11)
Entrenchment x REINS 0.61*** 0.64***

(6.40) (6.50)
BSIZE -0.00 -0.00 0.00 0.00

(-0.75) (-0.77) (0.03) (0.27)
MARGIN 0.10 0.11 -0.02 -0.00

(0.76) (0.83) (-0.12) (-0.03)
SOL -0.10 -0.10 -0.13* -0.13*

(-1.38) (-1.45) (-1.90) (-1.88)
SIZE 0.01* 0.01* 0.02*** 0.02***

(1.69) (1.76) (2.65) (2.59)
LIST 0.10*** 0.10*** 0.04* 0.04

(4.53) (4.56) (1.72) (1.52)
LIQUIDITY -0.27** -0.28** -0.21* -0.21*

(-2.10) (-2.14) (-1.77) (-1.75)
PREDIV 0.44*** 0.44*** 0.43*** 0.43***

(27.05) (26.95) (27.75) (27.59)
AGE 0.00 0.00 0.00 0.00

(0.61) (0.51) (0.69) (0.89)
CONC -0.09*** -0.08*** -0.05 -0.05

(-2.88) (-2.84) (-1.62) (-1.53)
NED -0.07 -0.07 -0.12 -0.12

(-0.85) (-0.85) (-1.52) (-1.51)
Constant -0.83 -0.84 -0.60 -0.62

(-0.04) (-0.03) (-0.03) (-0.03)
Year Fixed Effects Yes Yes Yes Yes
Firm Fixed Effects Yes Yes Yes Yes
Observations 967 967 967 967
Prob > F 0 0 0 0
Note: This table presents the results of using a pooled Tobit regression left censored at zero for the 
determinants of dividend payouts for UK stock insurers between 1999 and 2013. The dependent variable in 
the Tobit regressions is the dividend payout level scaled by earnings. All regressions include year fixed and 
firm fixed effects. DIVEARN: Dividend paid ÷ Net operating profit after tax. Managerial Ability: An index 
measuring CEO ability. Entrenchment: An index measuring CEO entrenchment. REINS: Reinsurance 
ceded divided by gross written premiums (including inward reinsurance premium receipts). BSIZE: Board 
size - the total number of board members. MARGIN: Net profit margin - measured as earnings (after 
interest & taxes) ÷ gross premiums written. SOL: Solvency position (Leverage) - measured as 1-surplus 
(capital + reserves)/total assets. SIZE: The natural logarithm of total assets. LIST: Dummy variable equal 
to 1 if an insurer is publicly listed, 0 otherwise. LIQUIDITY: (Cash + short term deposits)/total assets. 
PREDIV: Dummy variable equal to 1 if an insurer paid dividends in the previous year, 0 otherwise. AGE: 
The number of years since a firm’s establishment. CONC: % shares in issue held by the top 3 shareholders. 
NED: % non-executive directors on the board. Reported in parentheses are t-statistics. ***, **, and * 
denote significance at the 1%, 5%, and 10% levels respectively in two-tail tests
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(1) (2) (3) (4) (5) (6)
1st Stage 2nd Stage 1st Stage 2nd Stage 1st Stage 2nd Stage
DIVDUM DIV/EARN DIVDUM DIV/EARN DIVDUM DIV/EARN

Managerial 
Ability

0.23 0.04 0.22 0.06

(0.53) (0.53) (0.44) (1.04)
Entrenchment 0.11 -0.21*** -0.01 -0.22***

(0.23) (-3.85) (-0.01) (-4.04)
REINS -0.76 0.97*** -0.61 0.10 -1.02 0.17

(-0.63) (4.15) (-0.33) (0.36) (-0.54) (0.52)
Managerial 
Ability × REINS

-0.89 -0.12 -0.88 -0.22

(-0.65) (-0.57) (-0.55) (-1.13)
Entrenchment × 
REINS

-0.15 0.68*** 0.21 0.71***

(-0.10) (4.11) (0.11) (4.24)
BSIZE -0.13** 0.00 -0.13** 0.01 -0.13** 0.01

(-2.01) (0.41) (-2.11) (0.84) (-1.98) (1.00)
MARGIN 1.21 -0.13 1.03 -0.23 1.28 -0.24

(1.19) (-0.50) (1.00) (-1.05) (1.21) (-0.95)
SOL -1.38 -0.05 -1.34 -0.09 -1.40 -0.10

(-1.40) (-0.30) (-1.35) (-0.60) (-1.42) (-0.67)
SIZE 0.32*** 0.00 0.31** 0.01 0.33*** 0.01

(2.63) (0.26) (2.49) (0.81) (2.66) (0.78)
LIST 0.53 0.10 0.56 0.03 0.51 0.02

(1.33) (1.61) (1.41) (0.45) (1.17) (0.34)
LIQUIDITY -1.19 -0.26 -0.99 -0.21 -1.08 -0.23

(-0.65) (-0.64) (-0.51) (-0.59) (-0.58) (-0.65)
PREDIV 4.42*** 0.04* 4.39*** 0.03* 4.42*** 0.03*

(10.59) (1.91) (10.66) (1.89) (10.67) (1.72)
AGE 0.00 0.00 0.00 0.00 0.00 0.00

(1.28) (0.20) (1.17) (0.14) (1.19) (0.31)
CONC -0.58 -0.06 -0.46 -0.03 -0.50 -0.01

(-1.37) (-0.60) (-0.98) (-0.24) (-1.08) (-0.11)
NED 0.84 -0.15 0.73 -0.20 0.68 -0.20

(0.82) (-0.82) (0.69) (-1.09) (0.62) (-1.12)
Constant -1.48 0.05 -1.44 0.31 -1.38 0.27

(-1.20) (0.27) (-1.07) (1.55) (-1.00) (1.47)
Year Fixed 
Effects

Yes Yes Yes Yes Yes Yes

Table 6  Determinants of Dividends – Cragg Regressions
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together, the tenor of our baseline results does not change as a result of these robustness 
tests.

4.4  Earnings prediction tests

In this section, we test the predictions that the signalling effects of dividends with respect to 
future earnings only exist for insurers with high ability CEOs, whereas dividends have no 
signalling effects on future earnings for low ability CEOs, or entrenched CEOs. We estimate 
the following regression:

	

ROAi,t+1 = a0 + a1DPi,t + a2REINSi,t + a3ROAi,t + a4DPi,t × ROAi,t

+a5REINSi,t × ROAi,t + i,t
� (2)

where ROAi,t+1 is one-year-ahead deflated earnings and ROAi,t  is deflated earnings. 
DP i,t  is an indicator variable set to 1if a firm pays dividends in the year (DIVDUM). Alter-
natively, it is equal to 1 if a firm pays high dividends (i.e., above the median for dividend-
paying insurers) and 0 otherwise (HIGHPAY). In this regression, a4 measures the persistence 
of earnings. Under the hypothesis that CEOs with higher managerial ability are more likely 
to generate sustainable earnings and therefore, could signal their type by paying dividends 
with the information content about future earnings, we expect the coefficient estimate on 
earnings to be positive and significant for firms that pay (higher) dividends in the subsample 
of insurers with talented CEOs. However, we do not expect to see the signalling effects of 
dividends in the subsample of insurers with less able CEOs. Neither do we expect to see the 
signalling effects of dividends for future earnings being conditioned on the CEO entrench-
ment score.

We report the results in Table 11. Consistent with our predictions, the estimated coef-
ficients for DIVDUM x ROA and HIGHPAY x ROA are positive and statistically significant 
(at p ≤ 0.05) for the subsample of insurers with talented CEOs, but not for other subsample 
groups. These results provide clear evidence that when CEOs with higher managerial ability 

(1) (2) (3) (4) (5) (6)
Observations 967 967 967 967 967 967
Prob >χ2 0 0 0
Note: This table presents pooled Cragg regression results for the determinants of dividend payouts for UK 
stock insurers between 1999 and 2013. The dependent variable in the first-stage of the Cragg regression 
is whether or not a firm pays cash dividends in the year; the dependent variable in the second-stage is 
the dividend payout level scaled by earnings. All regressions include year dummies as control variables. 
Reported in parentheses are t-statistics computed using standard errors clustered at the firm level. ***, **, 
and * denote significance at the 1%, 5%, and 10% levels respectively in two-tail tests. DIVDUM: Dummy 
variable equal to 1 if a cash dividend is paid, 0 otherwise. DIVEARN: Dividend paid ÷ Net operating profit 
after tax. Managerial Ability: An index measuring CEO ability. Entrenchment: An index measuring 
CEO entrenchment. REINS: Reinsurance ceded divided by gross written premiums (including inward 
reinsurance premium receipts). BSIZE: Board size - the total number of board members. MARGIN: Net 
profit margin - measured as earnings (after interest & taxes) ÷ gross premiums written. SOL: Solvency 
position (Leverage) - measured as 1-surplus (capital + reserves)/total assets. SIZE: The natural logarithm 
of total assets. LIST: Dummy variable equal to 1 if an insurer is publicly listed, 0 otherwise. LIQUIDITY: 
(Cash + short term deposits)/total assets. PREDIV: Dummy variable equal to 1 if an insurer paid dividends 
in the previous year, 0 otherwise. AGE: The number of years since a firm’s establishment. CONC: % shares 
in issue held by the top 3 shareholders. NED: % non-executive directors on the board

Table 6  (continued) 
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(1) (2) (3)
DIV/EARN DIV/EARN DIV/EARN

Managerial Ability 0.01 0.02
(0.41) (0.46)

Entrenchment -0.09** -0.07
(-2.04) (-1.62)

REINS 0.31 0.27 0.43**
(1.64) (1.40) (2.44)

Managerial Ability x REINS -0.08 -0.07
(-0.76) (-0.58)

Entrenchment x REINS 0.34*** 0.28**
(2.84) (2.36)

BSIZE 0.01* 0.00 0.01
(1.72) (0.83) (1.35)

MARGIN 0.21* 0.08 0.09
(1.85) (1.01) (0.99)

SOL -0.00 0.02 -0.04
(-0.04) (0.30) (-0.59)

SIZE 0.00 0.00 -0.00
(0.21) (0.00) (-0.37)

LIST 0.10** 0.09* 0.11**
(2.43) (1.92) (2.39)

LIQUIDITY -0.17 -0.26 -0.21
(-1.09) (-1.64) (-1.41)

PREDIV 0.26*** 0.24*** 0.25***
(16.35) (14.21) (16.00)

AGE -0.00 -0.00 -0.00
(-1.53) (-0.75) (-0.40)

CONC -0.06 0.01 0.00
(-1.59) (0.17) (0.01)

NED -0.07 -0.12* -0.18***
(-1.36) (-1.80) (-3.05)

Constant -0.07 -0.03 -0.01
(-0.63) (-0.32) (-0.12)

Year Fixed Effects Yes Yes Yes
AR(1) p value 0 0 0
AR(2) p value 0.77 0.84 0.85
Difference-in-Hansen Test p value 0.8 0.54 0.39

Table 7  Determinants of Dividends – GMM-SYS
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pay dividends or high dividends, such CEOs are confident in their ability to sustain future 
earnings, and therefore the dividends serve as a signal for future earnings rather than a 
catering mechanism for the demand of investors to avoid external shareholder monitoring.

5  Conclusion

In this paper, we examine the effects of risk management, and the managerial ability versus 
entrenchment sources of CEO power on (cash-based) dividends in the UK’s property-casu-
alty insurance industry. We find that entrenched CEOs reduce dividends to protect liquid-
ity and maintain statutory minimum levels of solvency, and so avoid the disruption and 
reputational costs/risks of regulatory intervention. However, after testing for the mediating-
effect of reinsurance, we find that entrenched CEOs in insurance firms are more likely to 
pay dividends than CEOs with high decision-making discretion. This finding highlights the 
commercial and regulatory importance of risk management (e.g., (re)insurance) in curtail-
ing excessive risk-taking and risk-shifting by entrenched CEOs through dividend policy. 
However, we neither find CEO managerial ability nor its interaction with reinsurance to be 
related to dividends, suggesting the complicated incentives of more able CEOs to pay more/
less dividends cancel out in cross-sectional tests. Nonetheless, in our earnings prediction 
tests, we find that the dividend signalling effects for future earnings only exist in the sub-
sample of insurers with more able CEOs. Therefore, when more able CEOs choose to pay 
(high) dividends, they do so to signal their type as they are confident about their ability to 
generate sustainable earnings in the future.

We acknowledge that our study has limitations, such as the relatively small sample of 
UK insurers used (1,024 data points). Nonetheless, we mitigate such limitations by using 
a dynamic (unbalanced) panel data design (1999 to 2013) and conducting robustness tests 
to check the consistency and reliability of our findings. We consider that our research 
contributes to the literature by demonstrating that risk management aligns the interests of 
entrenched CEOs with those of investors, and other key stakeholders. That is, the interde-

(1) (2) (3)
Observations 967 967 967
Lag Range Used 1–2 1–2 1–2
Note: This table reports the two-step GMM-SYS estimator with the robust adjustment for small samples. 
The t-statistics are reported in parentheses, while ***, **,* indicate statistical significance at the 1%, 
5% and10% levels respectively in two-tail tests. The lags of variables including DIV/EARN, CEO Index, 
REINS, CEO Index × REINS, are used as their instruments to control for potential endogeneity. The values 
reported for the Difference-in-Hansen test are the p-values (two-tail) for the null hypothesis of the validity 
of the instruments. AR(1) and AR(2) report the p-values (two-tail) for first-order and second-order auto-
correlated disturbances in the first-difference equations. DIVEARN: Dividend paid ÷ Net operating profit 
after tax. Managerial Ability: An index measuring CEO ability. Entrenchment: An index measuring 
CEO entrenchment. REINS: Reinsurance ceded divided by gross written premiums (including inward 
reinsurance premium receipts). BSIZE: Board size - the total number of board members. MARGIN: Net 
profit margin - measured as earnings (after interest & taxes) ÷ gross premiums written. SOL: Solvency 
position (Leverage) - measured as 1-surplus (capital + reserves)/total assets. SIZE: The natural logarithm 
of total assets. LIST: Dummy variable equal to 1 if an insurer is publicly listed, 0 otherwise. LIQUIDITY: 
(Cash + short term deposits)/total assets. PREDIV: Dummy variable equal to 1 if an insurer paid dividends 
in the previous year, 0 otherwise. AGE: The number of years since a firm’s establishment. CONC: % shares 
in issue held by the top 3 shareholders. NED: % non-executive directors on the board

Table 7  (continued) 
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Table 8  Determinants of Dividends – 2SLS Regressions
(1) (2) (3)
1st Stage 2nd Stage

VARIABLES Entrenchment Entrenchment DIVEARN
x REINS

Entrenchment -0.21***
(-3.15)

REINS 0.03
(0.16)

Entrenchment x REINS 0.70***
(3.61)

BSIZE 0.06** 0.02** 0.00
(2.37) (2.07) (1.32)

MARGIN 1.14 0.68*** -0.08
(1.54) (2.79) (-1.04)

SOL -0.33 0.14 -0.07*
(-0.83) (1.03) (-1.65)

SIZE 0.12*** 0.03** 0.01
(2.94) (2.40) (1.24)

LIST -0.71*** -0.18*** 0.05**
(-4.45) (-3.43) (2.03)

LIQUIDITY -0.62 -0.07 -0.09
(-0.87) (-0.31) (-1.30)

PREDIV 0.07 0.04 0.24***
(0.85) (1.48) (34.39)

AGE 0.00*** 0.00** 0.00
(3.61) (2.17) (0.39)

CONC -2.02*** -0.65*** 0.00
(-12.35) (-12.07) (0.03)

NED 3.52*** 1.14*** -0.15
(7.48) (7.28) (-1.48)

CEO Turnover -0.35***
(-3.53)

CEO Turnover x REINS -0.36***
(-3.40)

Constant -1.30** -0.58*** 0.10
(-2.54) (-3.42) (1.18)

Year Fixed Effects Yes Yes Yes
Observations 967 967 967
R-squared 0.31 0.29 0.76
Note: This table presents the 2SLS results for the determinants of dividend payouts for UK stock insurers 
between 1999 and 2013. CEO Turnover is used as an instrument for CEO entrenchment. CEO Turnover 
is a dummy variable equal to 1 if a new CEO is appointed in the year, 0 otherwise. DIVEARN: Dividend 
paid ÷ Net operating profit after tax. Managerial Ability: An index measuring CEO ability. Entrenchment: 
An index measuring CEO entrenchment. REINS: Reinsurance ceded divided by gross written premiums 
(including inward reinsurance premium receipts). BSIZE: Board size - the total number of board members. 
MARGIN: Net profit margin - measured as earnings (after interest & taxes) ÷ gross premiums written. SOL: 
Solvency position (Leverage) - measured as 1-surplus (capital + reserves)/total assets. SIZE: The natural 
logarithm of total assets. LIST: Dummy variable equal to 1 if an insurer is publicly listed, 0 otherwise. 
LIQUIDITY: (Cash + short term deposits)/total assets. PREDIV: Dummy variable equal to 1 if an insurer 
paid dividends in the previous year, 0 otherwise. AGE: The number of years since a firm’s establishment. 
CONC: % shares in issue held by the top 3 shareholders. NED: % non-executive directors on the board. 
Reported in parentheses are t-statistics adjusted for small sample. ***, **, and * denote significance at the 
1%, 5%, and 10% levels respectively in two-tail tests
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(1) (2) (3) (4) (5) (6)
VARIABLES DIV/EARN Entrenchment Entrench-

ment x 
REINS

MARGIN SOL REINS

Entrenchment -0.44*** -0.23*** -0.04 0.00
(-5.17) (-4.53) (-0.61) (0.09)

REINS 0.18 -0.20 0.26
(0.82) (-1.30) (1.40)

Entrenchment x 
REINS

1.33*** 0.80*** 0.16

(5.09) (4.30) (0.61)
BSIZE 0.02*** 0.08*** 0.02* 0.01*** 0.00

(3.71) (2.99) (1.84) (3.20) (0.21)
MARGIN -1.47*** 0.81 1.05 -6.55

(-3.51) (0.35) (1.45) (-1.52)
SOL -1.89*** -4.39*** 0.01 1.95**

(-2.70) (-3.28) (0.01) (2.04)
SIZE 0.02*** 0.12*** 0.04*** 0.01*** -0.01 0.02

(2.87) (2.83) (2.67) (2.59) (-1.63) (1.58)
LIST 0.02 -0.68*** -0.17*** 0.03 -0.05

(0.76) (-4.25) (-3.26) (1.07) (-1.33)
LIQUIDITY -0.51* -1.56* -0.43* 0.58

(-1.91) (-1.88) (-1.66) (1.22)
PREDIV 0.19*** 0.23*** -0.18**

(6.23) (4.10) (-2.50)
AGE -0.00 0.00 0.00* 0.00 -0.00 0.00

(-1.15) (1.60) (1.85) (1.00) (-1.08) (1.20)
CONC -0.00 -1.92*** -0.66*** 0.03 0.06 0.07

(-0.05) (-10.75) (-11.59) (0.74) (1.04) (0.61)
NED -0.08 3.03*** 1.07*** -0.05 -0.10 0.95

(-0.87) (5.14) (5.71) (-0.67) (-0.93) (1.33)
CEO Turnover -0.24***

(-2.69)
CEO Turnover x 
REINS

-0.22**

(-2.40)
Managerial Ability 0.04 -0.01 0.09

(1.01) (-0.27) (1.47)
Managerial Ability x 
REINS

-0.11 0.04

(-0.91) -0.36
Loss Ratio -1.21*

(-1.65)
PMIX 0.08

(1.17)
DIV/EARNINGS -0.94*** 0.74*** -0.10

(-4.43) (2.61) (-1.14)
Constant 1.28*** 1.81 -0.42 0.05 0.66*** -0.51

(2.66) (1.61) (-1.17) (0.79) (7.48) (-1.05)
Year Fixed Effects Yes Yes Yes Yes Yes Yes

Table 9  Determinants of Dividends – 3SLS Regressions
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pendency of reinsurance (and indeed, commercial insurance) and dividend policy can be 
value enhancing even when entrenched CEOs impose overt or hidden agency costs and high 
business risks on the firms that they manage. Observationally, entrenched CEOs appear to 
be common in technically complex and heavily regulated financial firms.

Our results could also shed light on why indemnity (commercial) insurance hedges are 
financially significant and all-pervasive in wider corporate contexts. Yet, surprisingly the 
strategic use of commercial (re)insurance is under-researched in the wider accounting and 
finance literature. Our research could thus encourage scholars to address this situation. 
Finally, our research has potential commercial and policy appeal. For example, our research 
could inform future policy initiatives regarding advised or prescribed minimum levels of 
(re)insurance to be held by firms with entrenched CEOs that regularly pay dividends. The 
results of our study could also be extended to emergent economies (e.g., China), which 
are currently developing their systems of financial regulation, including dividend rules, for 
insurers, banks, and other corporate entities.

(1) (2) (3) (4) (5) (6)
Observations 967 967 967 967 967 967
R-squared -0.02 0.23 0.28 -2.32 -0.84 -23.19
Note: This table presents the 3SLS results for UK stock insurers between 1999 and 2013. DIVEARN: 
Dividend paid ÷ Net operating profit after tax. Managerial Ability: An index measuring CEO ability. 
Entrenchment: An index measuring CEO entrenchment. REINS: Reinsurance ceded divided by gross 
written premiums (including inward reinsurance premium receipts). BSIZE: Board size - the total number 
of board members. MARGIN: Net profit margin - measured as earnings (after interest & taxes) ÷ gross 
premiums written. SOL: Solvency position (Leverage) - measured as 1-surplus (capital + reserves)/total 
assets. SIZE: The natural logarithm of total assets. LIST: Dummy variable equal to 1 if an insurer is publicly 
listed, 0 otherwise. LIQUIDITY: (Cash + short term deposits)/total assets. PREDIV: Dummy variable equal 
to 1 if an insurer paid dividends in the previous year, 0 otherwise. AGE: The number of years since a firm’s 
establishment. CONC: % shares in issue held by the top 3 shareholders. NED: % non-executive directors 
on the board. CEO Turnover is a dummy variable equal to 1 if a new CEO is appointed in the year, 0 
otherwise. Loss Ratio is measured as total incurred (paid + reserved) claims/total earned premiums. PMIX 
is the Herfindahl index that is closer to 1 the more concentrated the product-mix. Reported in parentheses 
are t-statistics adjusted for small sample. ***, **, and * denote significance at the 1%, 5%, and 10% levels 
respectively in two-tail tests

Table 9  (continued) 
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Table 11  Earnings Persistence Regressions
(1) (2) (3) (4) (5) (6) (7) (8)
Managerial 
Ability

Entrenchment Managerial 
Ability

Entrenchment

High Low High Low High Low High Low
DIVDUM -0.01** 0.00 -0.01 -0.00

(-2.58) (0.47) (-0.86) (-0.74)
HIGHPAY -0.01* 0.00 -0.01 -0.00

(-1.85) (0.23) (-0.87) (-0.40)
REINS 0.05 0.06 0.05 0.16** 0.06 0.06 0.05 0.16**

(1.20) (0.88) (1.15) (2.40) (1.37) (0.89) (1.20) (2.45)
ROA 0.88*** 0.94*** 0.86*** 1.42*** 0.91*** 0.94*** 0.87*** 1.44***

(9.19) (6.30) (9.03) (7.06) (9.56) (6.30) (9.11) (7.10)
DIVDUM × 
ROA

0.11** -0.00 0.04 0.07

(2.44) (-0.04) (0.87) (1.35)
HIGHPAY × 
ROA

0.09** 0.01 0.05 0.05

(2.02) (0.20) (1.10) (0.96)
REINS × ROA -0.34 -0.46 -0.30 -1.89*** -0.39 -0.48 -0.32 -1.91***

(-1.25) (-1.01) (-1.03) (-3.09) (-1.41) (-1.04) (-1.11) (-3.12)
Constant 0.01 0.00 0.01 -0.03 0.01 0.00 0.01 -0.04

(1.00) (0.09) (0.71) (-1.52) (0.62) (0.09) (0.65) (-1.59)
Observations 495 457 530 422 495 457 530 422
R-squared 0.74 0.67 0.68 0.74 0.74 0.67 0.68 0.74
Note: This table presents the OLS regression results of future earnings (one year ahead ROA) on current 
earnings (ROA), and its interaction with reinsurance and DIVDUM (a dummy equal to 1 if a firm pays 
dividends in the current year, 0 otherwise) or HIGHPAY (a dummy equal to 1 if a firm’s dividend payout 
ratio is above the median for firms that pay dividends in the current year, 0 otherwise). REINS: Reinsurance 
ceded divided by gross written premiums (including inward reinsurance premium receipts). Managerial 
Ability: An index measuring CEO ability. Entrenchment: An index measuring CEO entrenchment. ***, **, 
and * denote significance at the 1%, 5%, and 10% levels respectively in two-tail tests
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