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1. Euro area Onshore Offshore Financial Centers (OOFCs)



Excess Growth in EA Gross Positions largely due to IRE, LUX and NLD

Gross Assets and Liabilities by GDP, Relative to Developed Countries' Average
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The Dual Role of OOFCs

» IRE, LUX and NLD: “"Onshore offshore financial centers” (OOFCs)

» Onshore markets within euro area, but with parallels to offshore financial centers

» Two major roles of OOFCs in euro area financial intermediation
1. Hubs for euro area investment fund industry

» LUX and IRL funds manage 40% of cross-border equity and bond holdings of euro area
» LUX and IRL fund assets €7.5tn, compared to €2tn for Germany, €240bn for Italy

» Opaque ownership: 43% of LUX, IRL fund shares have unknown owners in int'l statistics

2. Securities issuance by affiliates of foreign companies

» Account for a third of intra-euro area cross-border corporate bond holdings

» Looking through these dual roles of OOFCs crucial to understand euro area cross-border
investment patterns and financial integration
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2. Our Methodology



Methodology: Unwinding Holdings Intermediated Through OOFCs

» Throughout, we rely on multiple data sources:
»> ECB SHS: Each EA country's security holdings, including of fund shares in LUX and IRL

» Morningstar, Refinitiv: Each fund's complete holdings of securities worldwide

» Merging them allows us to look through entire intermediation chain
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Match 86% of holdings of LUX and IRL fund shares (residual allocated according to matched) Match 96% of OOFC issuances



RoW and Euro Area Investors: An Organizing Framework

Observed Direct Portfolio Indirect Portfolio Indirect Portfolio

EA Portfolio — of EA Investors of EA Investors of RoW Investors



RoW and Euro Area Investors: Different Destinations via LUX, IRL Funds

Observed  _ Direct Portfolio @ Indirect Portfolio Indirect Portfolio
EA Portfolio — of EA Investors of EA Investors + of RoW Investors
(A) Luxembourg (B) Ireland (C) Germany
4
34

Rest of the World (RoW) Investors

EUR Trillions

Rest of Euro Area (REA) Investors

Domestic Investors

0 0
2014 2016 2018 2020 2014

0
2016 2018 2020 2014 2016 2018

Investors: Domestic (DOM) Rest of Euro Area (REA) Rest of World (RoW)



RoW and Euro Area Investors: Different Destinations via LUX, IRL Funds
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3. Restated Euro Area Exposures



Restatements Essential for Assessing Exposures: Italian Portfolio Holdings

Restated Statistics (EUR Billions)

Destination  Official (CPIS) Nationality Adj.  Funds Adj. Both A
A. Euro Area Countries

France 140 142 184 192 +38%
Germany 57 62 85 98 +71%
Greece 3 3 5 5 +98%
B. Non-EA

China 1 4 7 22 +1,545%
Japan 12 14 28 32 +167%
Russia 1 3 5 7 +518%
United States 127 137 247 279 +120%
C. OOFCs

Ireland 150 146 48 35 -T7%
Luxembourg 644 645 153 60 -91%

Netherlands 55 28 76 45 -18%
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Restated Data shows larger Euro Area Portfolio Investment in China
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4. Reassessing Home Bias in the Euro Area



Revisiting Home Bias in the Euro Area

Equity Home Bias (EHB)

Bond Home Bias (BHB)

2 2
1095 2000 2005 2010 2015 2020 1095 2000 2005 2010 2015 2020
— United States —— DM Average — EA Average — United States —- DM Average — EA Average
(a) Equity Home Bias (b) Bond Home Bias

Share of Foreign Securities in Country j Portfolio

H Bias: =1 —
ome Bras; Share of Foreign Securities in World Market Portfolio




Revisiting Equity Home Bias in the Euro Area

> Literature had to estimate indirect portfolio via investment funds (portfolio #2)
» Standard method assumes LUX, IRL fund shares = claims on foreign equity. Two biases:

1. Fund holdings actually include domestic equity (small)

2. Fund holdings actually include claims on bonds, cash, and non-securities (big)

> Additionally, equity holdings of Luxembourg and Ireland biased by RoW investments
(portfolio #3)

» Historical time series: assume constant fraction of non-domestic equity for each fund share



Adjustments Reveal No Specialness of Euro Area Equity Home Bias Trend

Equity Home Bias (EHB)

Removing Portfolio 3

T T T T 1
1995 2000 2005 2010 2015 2020

— United States — EA Average: Benchmark
- EA Average: Remove RoW Holdings  —— EA Average: Fully Adjusted



Revisiting Bond Home Bias in the Euro Area

> Literature ignored indirect portfolio (portfolio #2)
» Implications of omitted fund share holdings. Two biases:

1. Fund holdings actually include domestic bonds (small)

2. Fund holdings actually include foreign bonds (also small)

> Additionally, holdings of Luxembourg and Ireland biased by RoW investments (portfolio

#3)



After Adjustment, Euro Area Bond Home Bias Still Special

Correcting Portfolio 2
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5. The Rest of the World in Ireland and Luxembourg



RoW Investors in Luxembourg and Ireland

» Well-known discrepancy:
» Globally declared holdings in LUX and IRL fund shares far below LUX and IRL declared
liabilities
> Difference > €3 trillion

» Missing wealth may be accounted for by hidden assets in Switzerland and in other
financial centres (Zucman, 2013)

» We use new administrative data from Luxembourg and Ireland on the geography of
immediate fund ownership

» Data provided by Central Bank of Ireland and Luxembourg regulator (CSSF)

» CSSF data additionally interacts geography of Luxembourg fund owners and of investments

» Revealed preference approach to investigate ultimate ownership



Administrative Data Reveals Crucial Role of UK in OOFC Fund Ownership
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3 Fund Share Liabilities: Immediate Counterparty Basis

» Key new question: who is the UK investing on behalf of?




Administrative Data Reveals Crucial Role of UK in OOFC Fund Ownership
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» Key new question: who is the UK investing on behalf of?




What Each Immediate Counterpart Region Holds via Luxembourg Funds
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Ownership of Luxembourg Funds: Transition From Switzerland to UK
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RoW Investors in Luxembourg and Ireland

» Largest non-EA immediate counterparty for IRL and LUX is now the UK
» UK-intermediated funds overweight UK and RoW assets

» Very likely that UK-intermediated funds reflect underlying investments by UK and RoW
(in particular non-EA) investors



Much More in the Paper

» Allocative Effects
» North-South Allocations

» Portfolio Allocations Through Micro-Data (ICAPM)
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6. Conclusion



Conclusion

» A new view of capital allocation in the Euro Area

» Large role of onshore offshore financial centers: Luxembourg, Ireland, Netherlands

» Resolve intermediation chains through OOFCs using new data and methods

» New estimates allow for proper assessment of Euro Area countries’ exposures
» Enhanced measurement of extent of euro area financial integration
» Role of currency in bond markets vs. equity home bias

» New evidence on ownership of LUX and IRL funds: pivotal role of the UK
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The Role of European Financial Centers in Capital Allocation
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The Role of European Financial Centers in Capital Allocation
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The Role of European Financial Centers in Capital Allocation
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Using Within-Firm Variation to Establish Impact on Allocations

With 0y ; ; the domestically held share of firm k's bonds issued via subsidiaries in country i:

Or,ir = exp{ae + v + Xi,ie B} + €

Domestically Held Share (6 ;.+)

6 6)
OOFC Dummyf —.48*** —.33%x*
(.04) (.06)
Firm FE N Y
Year FE Y Y
Nationality FE Y Y
Identifying Observations 12,930 11,827
R? 22 .84

TPPML estimator, marginal effect e® — 1 shown



North-South Heterogeneity in Within-Firm Allocative Effects
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Home Bias in Each EA Country's Holdings Through LUX and IRL Funds

Share of Assets Invested in Country
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Large Home Currency Bias in Holdings Through LUX and IRL Funds

Currency Composition of Bond Holdings: EA vs. RoW Investors
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Residency-Based vs. Nationality-Based Statistics
» What is meant by Residency and ?

> Cases where > Residency:

» Issue in OOFCs through foreign shell company (BMW Finance NV)
> Tax inversions to Ireland (Medtronic)

?
» Cases where >~ Residency :
» Issue through foreign operating subsidiary (T-Mobile US)

» Use algorithm of Coppola et al. (2021): map universe of securities from issuer (Residency)

to ultimate parent ( ) using multiple commercial data sources
Issuer Residency Parent Value (€B)
BMW Finance NV NLD BMW AG DEU 48

Petrobras Global Finance BV NLD Petroleo Brasileiro SA BRA 36




Restated Data shows larger Euro Area Portfolio Investment in China
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