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Abstract

Abstract

In the process of production and operation of listed companies in China, how to
improve the efficiency of resource allocation and optimize the cost decision is an
important link of cost management. The lack of cost elasticity will lead to high cost
stickiness, which is mainly reflected in the non-consistency of total cost increase or
decrease for different operating income changes, that is, the decrease of cost when
operating income falls is smaller than the increase of cost when operating income
rises. Cost stickiness is an important reflection of enterprise resource allocation
efficiency, cost adjustment efficiency and even development potential. Cost stickiness
will also affect many aspects of enterprise operation, management, investment and
financing. Our country has entered a new period of economic development, and we
must firmly grasp the main line of high-quality economic transformation and
development. From the perspective of enterprises, in the increasingly competitive
market environment, cost management is particularly important. Reducing enterprise
cost stickiness is one of the effective ways to control agency costs and enhance core
competitiveness. Research on cost stickiness is conducive to the reasonable allocation
of resources, improve the rationality of enterprise cost structure and the efficiency of
cost adjustment.

Directors' senior management liability insurance, which originated in the United
States, is an important governance mechanism used to improve corporate internal
governance. It is mainly purchased by listed companies for their management. The
purpose is that when directors, supervisors and senior executives are held legally
responsible for improper acts or omissions (excluding intentional acts, illegal criminal
acts, breach of duty of loyalty, etc.) in their work, the insurance institution shall bear
the relevant legal costs and compensation liability. So that the company can better
deal with the management facing the litigation risk, the actual dilemma of increasing
compensation. With the continuous development and improvement of the capital
market, China began to develop director and executive liability insurance at the

beginning of the 21st century. In recent years, there have been endless incidents of
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false statements in the real society, as well as the continuous improvement of various
systems and laws, investors' awareness of safeguarding their rights has been
continuously enhanced, and domestic listed companies have greatly increased their
attention to and enthusiasm for Dong liability insurance.

Directors' liability insurance can provide certain support to listed companies'
management when they are faced with the risk of shareholder litigation due to
improper performance of their duties based on "good faith". It can disperse and
transfer the potential risks existing in the practice management of enterprise
management, reduce the risk aversion of managers, and improve the enthusiasm of
management to perform their duties. At the same time, from the perspective of their
own interests and risk control, insurance companies will use their professional risk
management experience to investigate and conduct adverse selection from multiple
angles, that is, to conduct full, comprehensive and systematic risk assessment and
supervision on the insured company and its insured objects. It is helpful for insurance
companies to optimize the efficiency of internal governance, resource allocation and
other related decisions and restrict the adverse selection behavior of executives, thus
helping to reduce the agency cost of enterprises, improve the agency efficiency,
promote the management to allocate enterprise resources reasonably and optimize
investment efficiency, and achieve the effect of reducing the stickiness of enterprise
costs.

Based on principal-agent theory, external supervisor hypothesis and opportunism
hypothesis, this paper studies and validates the relationship between Dong liability
insurance and enterprise cost stickiness, and further analyzes the mediating effect of
internal control quality and inefficient investment in the process of Dong liability
insurance's influence on enterprise cost stickiness. This paper takes A-share listed
companies from 2012 to 2021 as samples, and gets A total of 22,578 sets of data after
screening, and uses empirical research methods to analyze the impact of Dong
liability insurance on corporate performance.

The findings are as follows: (1) Cost stickiness is common in listed companies in

China, and Dong liability insurance is significantly negatively correlated with
\Y
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enterprise cost stickiness, that is, Dong liability insurance can significantly reduce the
cost stickiness of enterprises, and the inhibition effect will increase with the extension
of Dong liability insurance insurance. (2) Dong liability insurance can reduce the
stickiness of enterprise costs by improving the quality of internal control and
inhibiting inefficient investment. Both internal control and inefficient investment play
part of the intermediary role. (3) Adjusting the higher cost of corporate subscription
insurance is more conducive to reducing the cost stickiness of enterprises; When the
optimistic expectation of the management is higher, the suppression effect of the
insurance on the cost stickiness is more significant. In listed companies with more
serious agency problems, the insurance of directors can reduce the stickiness of
enterprise costs more effectively.

Key Words: D&O insurance; Cost stickiness; Internal control quality; Inefficient

investment
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