Fly's in headers will not cause text to wrap around them, in order to prevent creating documents that will be incompatible with MS Office. See compat option "use OOo 1.1 text wrapping around objects."
Inserting an image automagically has text-wrapping working, but pasting an image doesn't, IF it is a .DOC or .DOCX file.  (Specifically if it has the compatibility option set for "Consider wrapping style when positioning objects."). 

P.S. I think the menu-based insert image just worked by accident. So this change ought to help in that situation as well in case the magic disappears later on.
