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Abstract

We study patterns and implications of global asset allocations of European insurers
and banks using newly available supervisory data. We show that the total assets of
insurance companies and pension funds (ICPF) far exceed the amount of government
bonds outstanding in Europe, and that countries with a large ICPF sector tend to have
a large corporate bond market. Despite high levels of international investments, the
characteristics of domestic financial markets still loom large in insurers’ and banks’
portfolio allocation, with two newly documented international portfolio frictions play-
ing a prominent role. First, when investing abroad, insurers and banks do not offset
attributes of the domestic markets (such as the composition of fixed-income markets,
interest rates, and sovereign credit risk), which we label “domestic projection bias.” Sec-
ond, subsidiaries of multinational groups act like local entities, which we label the “going
native bias.” We propose a theoretical framework to explain our empirical findings and
discuss the broader policy implications for European capital market deepening and
integration, monetary policy transmission and financial stability, and a multi-sectoral
approach to regulatory design.

*Du: University of Chicago Booth School of Business, Federal Reserve Bank of New York, NBER, and
CEPR. Email: wenxin.du@chicagobooth.edu. Fontana: European Insurance and Occupational Pensions
Authority. Jakubik: International Monetary Fund. Koijen: University of Chicago Booth School of Business,
NBER, and CEPR. Email: ralph.koijen@chicagobooth.edu. Shin: Bank for International Settlements. We
thank Daniel Huang, Bailey Kraus, Laurenz de Rosa for excellent research assistance. For comments and
discussions, we thank Denis Duverne and Christian Thimann, and seminar participants at EIOPA, Chicago
Booth, and HBS. The views expressed in this paper are those of the authors and not necessarily those of
the Bank for International Settlements, the European Insurance and Occupational Pensions Authority, the
Federal Reserve Bank of New York or the Federal Reserve System, and the International Monetary Fund.
All errors are our own.



	Introduction
	Data and Measurements 
	Solvency II Data for European Insurance Companies
	BIS Locational Banking Statistics for Banks
	Other Data

	ICPF Sector and Structure of Fixed Income Markets
	In Search of Government Bonds
	ICPF Sector and Characteristics of Domestic Bond Markets

	International Portfolio Frictions 
	Portfolio Summary Statistics 
	Correlation with the Composition of Domestic Fixed-Income
	The Role of Domestic Interest Rates and Sovereign Credit Risk

	How Do Insurers Absorb Higher Credit Risk? 
	Decomposition of the SCR Coverage Ratio
	Empirical Estimates of Different Margins of Adjustments

	Implications for Theory and Broader Policy
	Implications for Theory
	Explaining International Portfolio Frictions
	Broader Policy Implications

	Conclusions
	Additional derivations

