
Foreign-borne Interest Rate Risk

Rashad Ahmed

Andersen Institute for Finance and Economics

2025 EBA Policy Research Workshop, Nov 18-19

Views expressed herein are those of the author and do not represent the official position of the Andersen 

Institute or affiliated organizations



Foreign office deposits of US banks
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▪Some US banks issue foreign deposits 

through foreign office branches

▪$1.63T foreign deposits as of 

2025Q2



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)
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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?
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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
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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 × 𝑇=17,396

▪ FFIEC 009 supervisory data

▪ Stock prices of publicly traded US banks
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Aggregate foreign and domestic deposit rates
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▪ Augmented Messer and Niepmann (2023) time-series specification:

Δ𝐷𝑅𝑘𝑡 = 𝛼𝑘 +෍

𝑙=0

𝐿

𝛽𝑘𝑙Δ𝐹𝐹𝑅𝑡−𝑙 +Φ𝑘 𝐹𝐹𝑅𝑡−1 − 𝐷𝑅𝑡−1 + 𝚪𝑘𝑿𝑡 + 𝜖𝑘𝑡

▪ Set 𝑘 = {𝐹𝑜𝑟𝑒𝑖𝑔𝑛, 𝐷𝑜𝑚𝑒𝑠𝑡𝑖𝑐}

▪ Estimate 1-quarter and 1-year betas

Deposit Rate 𝑘 Fed Funds Rate Deposit Rate Gap CPI Inflation, 
GDP Growth

Aggregate foreign and domestic deposit betas
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Aggregate deposit beta estimates
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Bank-level deposit betas

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

▪ Deposit rate level regression:
𝐷𝑅𝑖𝑡 = 𝛼𝑖 + 𝛽0𝐹𝐹𝑅𝑡 + 𝛽1 𝐹𝐹𝑅𝑡 × 𝐹𝐷𝑆𝑖,𝑡−1 + 𝛽2 𝐹𝐹𝑅𝑡 × 𝐴𝑀𝐶𝑖,𝑡−1 + 𝜖𝑖𝑡

▪ 4-quarter deposit rate change regression:
Δ𝐷𝑅𝑖,[𝑡−4,𝑡] = 𝛼𝑖 + 𝛽0Δ𝐹𝐹𝑅[𝑡−4,𝑡] + 𝛽1 Δ𝐹𝐹𝑅[𝑡−4,𝑡] × 𝐹𝐷𝑆𝑖,𝑡−4 + 𝛽2 𝐹𝐹𝑅[𝑡−4,𝑡] × 𝐴𝑀𝐶𝑖,𝑡−4 + 𝜖𝑖,[𝑡−4,𝑡]

Asset Market Concentration: 
(bank concentration)
Bank 𝑖 assets / Aggregate assets
(Drechsler et al., 2017; 2021)
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Bank-level deposit beta estimates
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Robustness: non-FBOs, USD deposits



Role of uninsured beta

• Estimate uninsured beta by comparing insured 
vs uninsured domestic time deposits

• Also control for deposit betas driven by:
• Bank concentration
• Time deposit share
• Corporate share

• Foreign premium: 9.4-26.9pp
• Uninsured premium: 10.1-13.2pp



Banks with (interest-sensitive) foreign 
deposits hold more interest-sensitive assets..
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..But they still carry more IRR
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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
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Thank you!

Contact: rashad.ahmed@andersen.com
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