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Foreign office deposits of US banks

»Some US banks issue foreign deposits
through foreign office branches

»$1.63T foreign deposits as of
2025Q2

FRED /}M - Balance Sheet: Total Liabilities and Capital: Deposits: Foreign Office Deposits
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Main question

» How large are foreign deposit betas? Do they matter?
» Deposit beta: deposit rate sensitivity to monetary policy rate

» Research has thus far focused on domestic deposit betas
= Dreschler et al. (2017, 2021, 2023); Greenwald et al. (2023); Li et al. (2023)

» Foreign deposit betas “should” be larger

» Foreign deposits are uninsured, more volatile, subject to stricter liquidity regulations
» Foreign depositors are mostly sophisticated corporates
» Large banks self-report large foreign deposit betas in Y-14, Gerlach (2018)



This paper

1. Presents estimates of foreign (and domestic) deposit betas of
US banks

= Aggregate and bank-level data

2. Studies their macro-financial implications
* Do banks with foreign deposits hold different assets?
* Do foreign deposits impact bank IRR?



Summary of the results

1. Foreign deposit betas are ~20pp larger than domestic deposit
betas
* Present under both policy rate cuts and hikes
» Persists in the sub-sample of dollar-denominated deposits, non-FBOs
» Robust to controlling for other factors driving deposit betas

2. Foreign deposits raise net IRR of banks

» Banks with (interest-sensitive) foreign deposits hold more interest-
sensitive assets

» But bank stock prices reaction to monetary policy is still stronger



Data

» Aggregate data from FDIC and FRED

» 1984-2023, quarterly, T=159
» Deposits, deposit rates, foreign deposit share, macro variables

» Bank-level data from Call Reports
» 1984-2020, quarterly, N x T=17,396

* FFIEC 009 supervisory data

» Stock prices of publicly traded US banks



Aggregate foreign and domestic deposit rates

Figure 5: Aggregate Foreign and Domestic Deposit Rates of US Commercial Banks
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Aggregate foreign and domestic deposit betas

* Augmented Messer and Niepmann (2023) time-series specification:

L
ADRkt = a; + z :BklAFFRt—l + q)k[FFRt—l — DRt—l] + FkXt + €t
! = \ Y } -
Deposit Rate k Fed Funds Rate Deposit Rate Gap CPI Inflation,
GDP Growth

» Set k = {Foreign, Domestic}

» Estimate 1-quarter and 1-year betas



Aggregate deposit beta estimates

Table 3: Federal Funds Rate Pass-through to Foreign and Domestic Deposit Rates

Foreign Domestic F-D Difference

AFFR, 0.539*** (0.232***  0.307**
(0.124) (0.037) (0.119)
213—0 AFFR; 0.63***  0.418***  0.212*

(0.121)  (0.046)  (0.116)

[FFR,_, — DR,_;] 0.082*  0.119**  -0.037
(0.044)  (0.036)  (0.041)

Adjusted R? 0.413 0.773 0.069
Observations 155 155 155

Note: Standard errors are adjusted for autocorrelation and heteroscedasticity. Estimation period is 1984Q)1-

2023Q3. ¥ Kk KK correspond to 10%, 5%, 1% significance, respectively. Estimates correspond to Equa-
tion 3.




Bank-level deposit betas

» Dependent variable is bank-level deposit rate (F plus D)

» Deposit rate level regression:
DR;; = a; + BoFFR; + B1|FFRy X FDS;1_1| + B2[FFR, X AMC; o] + €

= 4-quarter deposit rate change regression:
ADR;[t—4,) = @; + BoAFFRyt_4,0 + B1[AFFRyt_40) X FDSi—g| + Bo| FFRie—a) X AMCipg] + €1 t-a41

o

Asset Market Concentration:
(bank concentration)

Bank i assets / Aggregate assets
(Drechsler et al., 2017; 2021)



Bank-level deposit beta estimates

Dependent variable:

Deposit Rate (Level) Deposit Rate (4Q Change)
(1) (2) (3) (4) () (6)

FFR,

FFR,; x Foreign Deposit Share;, ,

0.811%*  0.779**  0.784**
(0.010)  (0.010)  (0.010)

0.164**  0.190"
(0.040)  (0.045)

FFR, x Asset Market Concentration; ;_; —4.305***
(1.089)
AFFR; 44 0.574**  0.516™* 0.522**
(0.011) (0.012) (0.012)
AFFR;_4; x Foreign Deposit Share;, , 0.326"  0.349**
(0.051) (0.045)
AFFR; 4, x Asset Market Concentration;; 4 —2.574***
(0.682)
Bank FE Yes Yes Yes Yes Yes Yes
Observations 17,396 16,867 16,867 15,672 15,672 15,672
Adjusted R? 0.754 0.763 0.766 0.360 0.366 0.366
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Robustness: non-FBOs, USD deposits

Table A.5: Bank-level Regressions of Deposit Rates on the Federal Funds Rate and Foreign
Policy Rates: Subset of Non-FBO Banks and Dollar-denominated Foreign Deposits

Sub-sample:
Non-FBO Banks USD Foreign Deposits
(1) (2) (3) (4)
FFR, 0.826™ 0.829***
(0.020) (0.022)
FFR; x Foreign Deposit Share, , ; 0.280* 0.239*
(0.112) (0.096)
FFR, x Asset Market Concentration; ;1 —5.388*** —4.072**
(1.117) (0.485)
AFFRi_4; 0.541*** 0.465***
(0.025) (0.030)
AFFR; 4, x Foreign Deposit Share;, , 0.245™ 0.628**
(0.070) (0.107)
AFFR, 4, x Asset Market Concentration; ;4 —2.322%% —1.974*
(0.683) (0.309)
Bank FE Yes Yes Yes Yes
Observations 4,240 4,098 1,220 1,189
0.805 0.363

Adjusted R?

0.902 0.505




"
I {O | e Of u n I n S u re d b eta Table 5: Bank-level Regressions of Deposit Rates on the Federal Funds Rate and Accounting

for the Uninsured Deposit Beta Premium: Controlling for Balance Sheet Composition

Dependent variable:

Bank Deposit Rate (Level) Bank Deposit Rate (4Q Change)

* Estimate uninsured beta by comparing insured ® @
FFR, 0.537*
vs uninsured domestic time deposits (0.06)
FFR, x Foreign Deposit Share,, , 0.094™
(0.045)
* Also control for deposit betas driven by: [ )
° B a n k CO n Ce nt rati 0 n FFR, x Uninsured Deposit Share;, ; (z(;lg;’;)’
e Time d epos its h are FFR, x Time Deposit Share,, ?01?)11)
L4 CO r po rate S h a re FFR, x Commercial Loan Share;, , 0.233***
(0.048)
AFFR, 4, 0,468+
. . (0.034)
* Foreign premium: 9.4-26.9pp AFFR, 1, Forcign Deposit Share,
. . (0.052)
¢ U n I n S u rEd p re m I u m : 10' 1_ 1 3 * 2 p p AFFR; 4. x Asset Market Concentration; —2.520*
’ o (0.668)
AFFR,; 4, x Uninsured Deposit Share;, , 0.132*
(0.054)
AFFR; 4; x Time Deposit Share;, , —0.097
(0.063)
AFFR, ,; x Commercial Loan Share;; , 0.100
(0.072)
Bank FE Yes Yes
Observations 14,872 13,671

Adjusted R? 0.737 0.377




Banks with (interest-sensitive) foreign
deposits hold more interest-sensitive assets..

Table 6: Bank Asset Portfolios and Foreign Deposit Shares

Asset Coefficient (5,) Std. Error

Reserves and Balances Due 0.321*** (0.085)
Securities 0.001
Net Fed Funds and Repo 0.018

(0.071)

(0.071)

Foreign Loans 0.185* ( )
RE Loans -0.106 (0.067)
(0.075)

(0.071)

CI Loans 0.102
Personal Loans -0.176**




..But they still carry more IRR

Table 10: Cross-sectional Regression of September 2021-2022 Bank Stock Returns on 2020
Q1 Bank-level Foreign Deposit Shares

Dependent variable: 12-month Stock Return

(1) (2) (3)
Constant 3,027 (3.668) 0.193 (4.054) 41.361 (25.572)
Foreign Deposit Share —0.501** (0.165) —0.514** (0.148) —0.401** (0.131)
Uninsured Deposit Share —0.308 (0.211) —0.338" (0.187)
In(Assets) —2.285* (1.375)
Observations 28 28 28

Adjusted R? 0.185 0.235 0.274
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Key takeaways and implications

1. Foreign deposits are interest sensitive liabilities: betas are ~20pp
larger than domestic deposit betas

* Finding Is present in aggregate and across banks

2. Even though banks with foreign deposits hold more interest-
sensitive assets, on net they carry more IRR

3. Trade-off: Foreign deposits can strengthen monetary pass-thru to
deposit rates, but also increase financial stability risk



Thank you!

Contact: rashad.ahmed@andersen.com
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