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Foreign bank lending in the U.S. during three U.S. recessions 

  

ABSTRACT 

We study whether foreign banks engaged in countercyclical lending in the United States during 

the 1990–1991, 2001, and 2007–2009 recessions. Aggregate lending by foreign banks increased 

in the 1990–91 recession and by domestic banks in the 2001 recession. Controlling for local 

GDP and unemployment, we show countercyclical lending by foreign branches in the 1990 

recession and by foreign subsidiaries in the 2001 recession. In the 2008 recession, foreign 

branches and subsidiaries exhibited neither countercyclical nor procyclical lending. We conclude 

that foreign banks like domestic banks respond to local economic conditions; the foreign 

ownership is not a factor.  
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1. Introduction 

In the last three decades, there have been three recessions in the United States—1990–

1991, 2001, and 2007–2009 (hereafter 1990, 2001, and 2008)—resulting in credit contractions, 

bank failures, and economic slowdowns. Researchers examining the 1990 recession identified 

several factors that contributed to the withdrawal of credit by domestic banks: poor capitalization 

(Bernanke & Lown, 1991), a high incidence of nonperforming loans (Hancock & Wilcox, 1993), 

capital constraints due to the implementation of the 1988 Basel capital regulation (Peek & 

Rosengren, 1995), and tightened bank supervisory and underwriting standards (Berger, Kyle, & 

Scalise, 2001). 

 Not all banks, however, reduced their lending during the 1990 recession. One notable 

exception was that foreign banks continued to increase their lending (Nolle, 1994; Seth, 1994), 

prompting speculation that they might play a useful countercyclical role during recessions in the 

U.S.  In contrast, the 2001 recession, triggered by the collapse of the dotcom bubble, received 

less attention because real GDP did not decline as much during this period.1 Also, U.S. banks 

were assisted by the Federal Reserve System (Fed), which injected significant liquidity into the 

system. The role of foreign banks during this recession has not been researched extensively and 

is examined in this study. 

 The 2008 recession once again made the role of foreign banks particularly relevant in 

                                                           
1 Real GDP growth in the four quarters surrounding the 1990 recession was 0.1, -3.4, -1.9, and 

3.1; in the 2001 recession it was 2.1, -1.3, 1.1, and 3.7, all in percentages (Source: FRED, St. 

Louis). 
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academic discussion. Although foreign banks account for nearly 20% of total banking assets in 

the U.S., their impact on the economy is not certain. Foreign banks began to be cast in 

unflattering terms by the U.S. media in the early 1980s, when Japanese banks started to dominate 

global banking. They received negative publicity again during the 2008 recession, when both 

foreign and domestic banks received significant financial support from the Fed as part of the 

Troubled Asset Relief Program (TARP) authorized by the Emergency Economic Stabilization 

Act of 2008 to stem the fallout from the subprime mortgage crisis.2 

Globally, foreign banks have been shown to play a positive economic role, especially in 

emerging markets, by increasing efficiency, lowering the costs of financial intermediation, and 

improving regulation (see Claessens & Horen, 2012, 2013 for reviews). Since foreign banks have 

access to the internal capital markets of their parent banks, they can respond differently during 

business cycles in the host countries by increasing lending during downturns. Studies before the 

2008 recession show mixed results on the responses of foreign banks during domestic crises. 

Some show countercyclical lending (Goldberg, Dages, & Kinney, 2000; Pastor et al., 2000), 

while others show procyclical lending (Haas & Lelyveld, 2006; Popov & Udell, 2010). Studies 

examining the 2007–2009 financial crisis show that foreign banks reduced their lending in most 

countries, because the recession was global and affected parent banks worldwide. But Deckle 

and Lee (2015), after examining 21,000 banks in 193 countries, find that foreign banks often 

reduced their lending less than domestic banks.  

                                                           
2 TARP allowed the Secretary of the Treasury to purchase residential and commercial mortgages, 

mortgage-backed securities, and other obligations as necessary to ensure liquidity in the financial 

system. 

http://en.wikipedia.org/wiki/Subprime_mortgage_crisis
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Other studies have shown more differentiated results. Ivashina and Scharfstein (2010) 

and Claessens and Horen (2013) find that foreign banks with greater funding from local deposits 

were less likely to reduce lending during the crisis. Allen et al. (2014) find, in a study of 51 

multinational banks, that lending reduction was greater among banks that were dependent on the 

interbank market for funding. Haas and Horen (2013) show that cross-border lending was 

affected less if banks were financially integrated (geographically close, intertwined with 

domestic banks, and operating through subsidiaries). Puri et al. (2011) show that German savings 

banks belonging to Landesbanks that invested heavily in U.S. subprime mortgages reduced their 

local lending during the financial crisis. Berger et al. (2016) show that foreign banks that reduced 

lending the most during the financial crisis were likely to be privately owned. Finally, European 

banks with high levels of sovereign debt reduced their lending as the price of sovereign debt 

declined (Popov & Horen, 2015). 

This paper investigates the lending role of foreign banks in the U.S. during the three 

recessions, with a focus on whether their lending was countercyclical. Countercyclical lending 

can benefit a country if foreign bank lending offsets decreases in lending by domestic banks.  If 

foreign bank lending is procyclical, it may magnify the recession as both foreign and domestic 

banks decrease lending in tandem. Countercyclical lending may also take place if foreign banks 

decrease lending in response to increased lending by domestic banks. The role of foreign banks 

in countercyclical lending is of particular importance to U.S. regulators because of its impact on 

monetary policy. Attempts to loosen monetary policy and engage in quantitative easing during 

recessions may require less effort if foreign banks play a countercyclical role. Similarly, foreign 

banks with the deep pockets of their parents may offset quantitative tightening in the face of 
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inflationary expectations (see Wu et al., 2011, for evidence of the resiliency of foreign banks to 

monetary policy changes). If both foreign and domestic banks engage in procyclical behavior, 

regulators may have to engage more extreme measures. Traditional monetary policy tools such 

as reserve requirements and access to the discount window will be managed better with 

improved understanding of foreign bank lending during recessions.  

 Like other studies, this first section of the paper measures aggregate lending by foreign and 

domestic banks to determine whether lending is countercyclical. However, aggregate lending may 

be an inappropriate measure for large countries like the United States, where the effects of a 

recession can vary geographically. Countercyclical aggregate lending may present a false picture 

if foreign banks (or domestic banks) increase lending only in regions that are unaffected by the 

recession.  From a social or policy perspective, it is important to determine whether lending 

increases in areas where the recession has reduced economic activity. The second section of the 

paper addresses this issue by examining lending changes in local metropolitan statistical areas 

(MSAs). We use two proxies, GDP and unemployment, to measure economic activity and the 

demand for loans at the local level. If lending increases in MSAs where GDP is declining or 

unemployment is increasing, we term it countercyclical lending, otherwise procyclical. 

The tests also examine supply factors, in recognition that banks may be unable to lend, 

even if willing, if their own financial condition deteriorates during a recession.  We use three bank-

specific variables, liquidity, capital, and profitability, to test procyclical and countercyclical 

lending. Finally, changes to bank lending during recessions cannot be studied in isolation. We 

compare lending before and after the recession to isolate changes that are specific to the recession.  

A longitudinal study is justified because of the unique features of the U.S. banking 
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system, which include a very large banking market, a dynamic market structure, and a shifting 

regulatory environment, as we elaborate below.3 First, the United States not only is the largest 

economy in the world, measured by GDP, but also has the largest total banking assets at 

approximately $17 trillion in mid-2019. The banking market far exceeds that of the next largest 

economy, the United Kingdom, by about $9 trillion.4 Second, the banking market consists of 

many individual banks, while most countries have a few large banks with extensive branch 

networks.5 Also, U.S. banks have been at the forefront of financial innovation, offering new 

services such as syndicated loans, bridge financing, and off–balance sheet instruments (options, 

futures, and swaps). Finally, the regulatory environment affecting foreign banks has changed 

over the three decades we examine. Foreign bank presence in the U.S. began in the 1970s, much 

earlier than in other countries, with laws that encouraged it. In comparison, foreign bank entry in 

many countries either was strictly prohibited or faced significant limitations until the 1990s. In 

the 1990s, the lenient U.S. regulatory climate changed as foreign banks faced retaliatory actions 

by Congress because their countries did not provide equal access to U.S. banks. These unique 

characteristics warrant a focused longitudinal study of foreign banks in the U.S. as they faced a 

changing competitive environment and an uncertain regulatory environment.  

                                                           
3 For other individual country studies, see Degryse et al. (2012) for Poland, Beck et al. (2010) for 

Mexico, Manlagit (2011) for the Philippines, Lin (2011) for China, Gormley (2010) for India, 

and Albertazzi and Botero (2014) for Italy. 

4 We omit China, whose banking assets are estimated at over $40 trillion in 2019, because of its 

recent entry into the global financial markets. 

5 There were approximately 15,000 commercial banks in the U.S. during the 1970s; that number 

has gradually declined to fewer than 5,000 in 2019 (FRED, Reserve Bank of St. Louis).  
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Dvorkin and Schell’s 2016 paper is the only study that compares the lending behavior of 

banks during the three U.S. recessions. They use the Senior Loan Officer Opinion Survey on Bank 

Lending Practices administered by the Board of Governors of the Federal Reserve System. The 

survey directly asks loan officers at 80 commercial banks about loan demand and credit standards. 

Its results show that the tightening of loan standards affected supply in all three recessions, while 

decreases in loan demand explain the reduction in lending during the 2001 and 2008 recessions. 

This study differs in that we focus on foreign banks and use individual bank data rather than 

aggregate loan survey data.  

 The next section describes our selection of foreign banks and the control group of 

domestic banks. Section 3 presents the results of univariate tests on the aggregate lending of 

foreign banks before, during, and after the three recessions. Section 4 presents the results of 

multivariate tests on bank lending at the local level, and Section 5 concludes. 

2. Sample selection 

To construct relatively comparable estimates of foreign and domestic bank lending in the 

U.S., we match each foreign bank with a control domestic bank by size and geographic 

proximity.  

2.1. Selection of foreign banks 

 Data for foreign and domestic banks in the U.S. come from the Federal Reserve Bank of 

Chicago, which posts the Reports of Condition and Income, commonly called the Call Reports. 

The sources for the foreign banks are the FFIEC 002 reports (Report of Assets and Liabilities of 

U.S. Branches and Agencies of Foreign Banks), and for domestic banks the FFIEC 031 reports 
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(Consolidated Reports of Condition and Income for a Bank with Domestic and Foreign Offices).6 

We separate the sample of foreign banks into two categories: (1) subsidiaries and (2) branches 

and agencies. Foreign subsidiaries are similar to domestic banks in that they are incorporated 

companies with their own capital charters and operate as freestanding entities. They accept retail 

deposits that are insured by the Federal Deposit Insurance Corporation (FDIC). Foreign branches 

and agencies are extensions of foreign parent banks and not separately incorporated. The Foreign 

Bank Supervision Enhancement Act (FBSEA) of 1991 denied foreign branches access to FDIC 

coverage. As a result, they rely mostly on uninsured deposits or parent capital for funding and 

mostly operate in the wholesale and syndicated loan markets. An agency is similar to a branch 

except that it is licensed by state banking authorities. None of the branches and agencies 

(hereafter “branches”) in our sample held any deposits.  

The official dates for the three recessions are as follows: the first (1990) recession ran 

from July 1990 to March 1991, the second (2001) from March 2001 to November 2001, and the 

third (2008) from December 2007 to June 2009.7 The starting point for our selection of foreign 

banks is one year before the beginning of each recession. For the 1990 recession, the 1989 

second quarter Call Report yielded 14,077 banks, of which 708 were classified as foreign banks. 

Our minimum inclusion requirement of $5 million for commercial and industrial (C&I) loans 

                                                           
6 Data from 2011 onwards were obtained from the FFIEC Central Data Repository's Public Data 

Distribution site. 

7 The dates are computed and published by the Business Cycle Dating Committee of the National 

Bureau of Economic Research and are available at http://www.nber.org/cycles.html.  

http://www.nber.org/cycles.html
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reduced the sample to 537 banks.8 We eliminated seventeen banks from the sample because they 

reported zero assets, and 29 more because their ZIP codes were reported as 00000. The 

elimination of three banks in Puerto Rico and one in Guam resulted in a final sample of 504 

banks.9 The final criterion was that the same banks must be operating at the beginning of each 

recession. All 504 banks met this requirement.  

 For the 2001 recession, there were 9,496 banks operating in the first quarter of 2000, of 

which 477 were foreign owned. With the same restrictions applied above, this number was 

reduced to 325 banks, and with the condition that the same banks must operate at the beginning 

of the recession, to 312. For the 2008 recession, there were 8,238 banks operating in the fourth 

quarter of 2006, of which 344 were foreign owned. With the above restrictions, the sample was 

reduced to 239 banks, and with the criterion that the banks listed in 2006 should be operating at 

the beginning of the recession, to 222.  

2.2. Selection of domestic banks 

 To serve as a control group, domestic banks were selected on two criteria: comparable 

C&I loans and proximal ZIP codes. A foreign bank was first matched with domestic banks 

similar in loan size one year before the beginning of the recession. From this group, the domestic 

                                                           
8 C&I loans to business enterprises are defined as loans for commercial and industrial purposes 

and include secured and installment loans. They also include loans to individuals used for 

business purposes but exclude loans secured primarily by real estate. 

9 Banks in Puerto Rico and Guam were eliminated because they are essentially U.S. banks. 

Although they have independent banking commissioners (similar to state regulators), they fall 

under the jurisdiction of the Federal Reserve Banks of New York and San Francisco, 

respectively. 
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bank with the closest ZIP code qualified as the control bank. For some banks, we had to choose 

between selecting the closest ZIP code and increasing the tolerance for loan size. We considered 

matching loan size more important, as the focus of the paper is to compare lending. In the final 

sample, the difference in C&I loans between each foreign bank and its domestic control bank did 

not exceed ± 25%. 

 We selected the domestic banks studied in the 1990 recession as follows: of the 13,369 

domestic banks in the second quarter of 1989, the sample was reduced to 5,486 banks after we 

removed those with loans below $5 million and ZIP codes of 00000. From this sample, 504 

domestic banks were selected as the matched control group. 

 For the 2001 recession, there were 9,019 domestic banks operating in the first quarter of 

2000; this number was reduced to 5,042 banks with the above two restrictions, out of which 312 

banks were matched with foreign banks as controls. For the 2008 recession, there were 7,894 

domestic banks operating in the fourth quarter of 2006, a number that was reduced to 5,168 with 

the same restrictions, out of which 222 banks were matched as controls. 

Table 1 

Summary statistics of foreign and domestic (control) banks during the 1990–1991, 2001, and 

2007–2009 recessions in the United States.  
1990 Recession 2001 Recession 2008 Recession  

Total Commercial and Industrial Loans  
All Foreign 

Banks 
Domestic 

Banks 

(Control) 

All Foreign 

Banks 
Domestic 

Banks 

(Control) 

All Foreign 

Banks 
Domestic 

Banks 

(Control) 
Mean 341,762 365,071 924,865 930,095 1,375,867 1,398,116 

Std. Dev. 742,945 783,502 1,992,747 1,992,748 3,100,292 3,332,147 
Min. 5,012 5,013 5,297 5,122 5,052 5,237 
Max. 6,568,859 6,641,218 14,360,362 16,439,384 22,162,272 24,612,132 

N 504 504 312 312 222 222 
Paired 
T-test 

  p-value=0.001 p-value=0.73 p-value=0.55 
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Foreign 

Branches  
Domestic 

Banks 

(Control) 

Foreign 

Branches  
Domestic 

Banks 

(Control) 

Foreign 

Branches  
Domestic 

Banks 

(Control) 
Mean 305,317 330,607 835,056 843,166 1,322,853 1,359,951 

Std. Dev. 634,383 688,022 1,660,305 1,683,483 3,078,801 3,410,337 
Min 5012 5013 5,324 5,122 5,052 5,237 
Max 4,406,125 5,209,020 9,041,564 9,500,207 22,162,272 24,612,132 

N 400 400 242 242 172 172 
Paired 
T-test 

  p-value=0.001 p-value=0.53 p-value=0.42 
 

Foreign 

Subsidiaries 
Domestic 

Banks 

(Control) 

Foreign 

Subsidiaries 
Domestic 

Banks 

(Control) 

Foreign 

Subsidiaries 
Domestic 

Banks 

(Control) 
Mean 481,935 497,624 1,235,365 1.230,621 1,558,234 1,529,406 

Std. Dev. 1,054,306 1,068,527 2,853,805 2,887,307 3,198,063 3,076,900 
Min 5,047 5,141 5,297 5,450 5,898 5,830 
Max 6,568,859 6,641,218 14,360,362 16,439,384 16,773,926 16,471,046 

N 104 104 70 70 50 50 
Paired 
T-test   p-value=0.17               p-value=0.93 

            p-value=0.51 

 

 Number 
Sub/Branch 

26% 28.9% 29.1% 

Avg. 

Loans  
Sub/Branch 

1.58 1.48 1.18 

Notes: Domestic control banks were selected by matching total C&I loans of foreign banks, defined as the sum of 

commercial and industrial loans to U.S. and non-U.S. addressees, and by ZIP code. The data were obtained from the 

Call Reports database maintained by the Federal Reserve Bank of Chicago, which combines data from the 

Consolidated Reports of Condition and Income for a Bank with Domestic and Foreign Offices (FFIEC 031), 

Consolidated Reports of Condition and Income for a Bank with Domestic Offices Only (FFIEC 041), and Report of 

Assets and Liabilities of U.S. Branches and Agencies of Foreign Banks (FFIEC 002). All firms showing assets of 

zero were dropped. Foreign banks with RSSD9331 classification of 9 (branches of foreign banks), 11 (agencies of 

foreign banks), and 13 (state licensed agencies acting as a branches) are collectively grouped as branches. The rest 

are classified as subsidiaries (RSSD=1) and include Edge corporations (RSSD 9331=21 and 22) and Agreement 

corporations (RSSD 9331=23 and 24). *, **, *** are p-values at the 10%, 5%, and 1% significance levels, respectively.  

 Table 1 provides a breakdown of our sample of foreign banks and their domestic 

counterparts, hereafter also termed “domestic banks.” Between the 1990 and 2008 recessions, the 
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number of foreign branches in our sample declined from 400 to 172, while foreign subsidiaries 

declined from 104 to 50. The mean loan size for all foreign banks increased from $341.8 million 

in 1989 to over $1.38 billion in 2006. Subsidiaries continued to make larger loans, although 

the ratio of the average loans made by foreign subsidiaries to those made by foreign branches 

decreased gradually, from 1.58 in 1989 to 1.48 in 2000 and to 1.18 in 2006.  

 Except for “All Foreign Banks” and “Foreign Branches” in the 1990 recession, paired t-

tests of the difference in total loans between foreign banks and their domestic counterparts 

(results shown in Table 1) show no statistical differences, indicating that the control (domestic) 

banks are quite similar to the sample of foreign banks in loan distribution. 

Table 2A 

Breakdown of banks by country. 

Country 1990 2001 2008 Country 1990 2001 2008 

Argentine 3 4 1 Israel 17 11 5 

Australia 11 4 4 Italy 27 16 4 

Austria 2 1 0 Japan 108 42 22 

Bahamas 0 0 1 Jordan 1 0 0 

Bahrain 2 3 0 Korea, S. 19 10 9 

Belgium 3 3 2 Kuwait 3 2 1 

Bermuda 0 0 1 Liberia 0 3 2 

Brazil 16 5 4 Luxembourg 0 2 2 

British Virgin Islands 1 3 1 Malaysia 3 2 1 

Canada 33 32 18 Mexico 12 4 1 

Cayman Islands 3 1 2 Netherlands 18 6 5 

Channel Islands 1 0 0 New Zealand 1 0 0 

Chile 1 3 2 Nigeria 1 1 0 

China 3 5 5 Norway 2 1 0 

Colombia 3 0 3 Pakistan 1 1 1 

Costa Rica 1 1 1 Panama 3 1 1 

Curacao 4 0 0 Peru 1 0 0 

Denmark 4 1 0 Philippines 2 3 1 

Dominican Republic 1 1 1 Portugal 4 3 2 

Ecuador 1 1 2 Saudi Arabia 1 1 1 
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Egypt 0 0 1 Scotland 6 7 4 

England 20 10 5 Serbia Montenegro 3 0 0 

Finland 2 2 0 Singapore 3 6 4 

France 25 19 12 Slovenia 0 1 0 

Germany 22 19 13 Spain 27 12 16 

Gibraltar 0 1 1 Sweden 1 3 4 

Greece 3 2 1 Switzerland 13 4 7 

Guam 1 1 0 Taiwan 6 25 25 

Hong Kong 13 3 5 Thailand 8 1 0 

India 8 8 7 Turkey 1 1 2 

Indonesia 8 2 2 United Arab Emirates 1 2 1 

Ireland 11 2 3 Venezuela 6 5 3 

Note: Source: As explained in Table 1. 

 Table 2A shows the breakdown of banks by country. During the 1990 recession Japan 

had the highest number, with 108 banks, followed by Canada (33), Spain (27), Italy (27), France 

(25), Germany (22), and England (20). By the 2008 recession, the composition of banks had 

changed, with Taiwan having the highest number, at 25, followed by Japan (22), Canada (18), 

Spain (16), Germany (13), France (12), South Korea (9), India (7), and Switzerland (7).  

Table 2B 

Location of foreign banks by state. 

  
States with fewer than 10 banks are listed under Others  

All Foreign Banks Foreign Branches Foreign Subsidiaries  
1990 2001 2008 1990 2001 2008 1990 2001 2008 

California 121 59 42 98 45 30 23 14 12 
Florida 32 33 29 25 28 23 7 5 6 
Georgia 14 1 0 13 1 0 1 0 0 
Illinois 50 30 7 35 12 6 15 18 1 
New York 225 155 118 194 137 102 31 18 16 
Texas 11 7 7 11 5 4 0 2 3 
Others 51 27 19 24 14 7 27 13 12 
Total 504 312 222 400 242 172 104 70 50 

Notes: Data are provided for all foreign banks, and separated by foreign branches and foreign 

subsidiaries. Source: As explained in Table 1. 

 Table 2B provides a distribution of the foreign banks for all three recessions and shows 
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they are concentrated in the major regional banking centers of six states: New York, California, 

Illinois, Florida, Texas, and Georgia. The concentration should not be surprising, as these six 

states account for 41.7% of total U.S. real GDP (measured with 2000 data). New York and 

California alone account for 20% of real GDP.  

3. Univariate tests: lending by foreign banks during recessions 

 In the univariate tests, we compare the growth rates in aggregate lending between foreign 

branches, foreign subsidiaries, and their domestic counterparts for all three recessions. To isolate 

the change in lending, we compare growth rates before and after the recession. The prerecession 

period is divided into pre-run-up and run-up periods. Most recessions are preceded by a bubble, 

and the run-up period captures any changes in economic activity before the beginning of the 

recession. The NBER Business Cycle Dating Committee considers that at least two months of 

declining economic activity pinpoints the beginning of a recession. If lending decreases during 

the run-up immediately preceding the recession, the bubble may be overestimated.10  

The five periods are as follows: 

Pre-run-up period:   Two years before and up to the run-up period (8 quarters)  

Run-up period:   One year before and up to the beginning of the recession (4 quarters) 

Prerecession period:   Three years (pre-run-up period and run-up period, 12 quarters)  

Recession period:   Recession period as defined by NBER (quarters vary)  

Postrecession period: Two years after the end of the recession (8 quarters) 

 

Table 3 

Results of univariate tests—median geometric means of quarterly returns. 
PANEL A 
1990 Recession 

(1) 
Pre-run-up 

(2) 
Run-up 

(3) 
Prerecession 

(4) 
Recession 

(5) 
Postrecession 

                                                           
10 See NBER’s explanation on conflicts between production-driven estimates of GDP and 

income-driven estimates of gross domestic income (GDI), which suggest that economic activity 

may have slowed before the official dates.  
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Q2-87-Q1-89 Q2-89-Q1-90 Q2-87-Q1-90 Q2-90-Q1-91 Q2-91-Q1-93 

ALL BANKS 
Foreign 3.31*** 0.79** 2.75*** 0.47* -1.18*** 
Domestic 3.16*** 0.85*** 2.27*** -1.57*** -2.17*** 
Foreign-Domestic -0.28 0.48 0.15 2.77*** 1.07*** 
N (For/Dom/Diff) 498/504/498 502/503/501 504/504/504 497/501/494 483/476/457 

FOREIGN BRANCHES 
Foreign 3.11*** 0.61 2.35*** 0.86** -0.76 
Domestic 3.07*** 0.99*** 2.27*** -1.37*** -2.05*** 
Foreign-Domestic -1.11 0.32 -0.10 3.08*** 1.56*** 
N (For/Dom/Diff) 394/400/394 398/400/398 400/400/400 394/399/393 388/380/369 

FOREIGN SUBSIDIARIES 
Foreign 3.85*** 0.96** 3.31*** -0.58 -2.74*** 
Domestic 3.69*** 0.08 2.21*** -2.45*** -2.93*** 
Foreign-Domestic 0.33 1.10 0.87 1.60** -0.06 

N (For/Dom/Diff) 104/104/104 104/103/103 104/104/104 103/102/101 95/96/88 
      

PANEL B 

2001 Recession 
Pre-run-up Run-up Prerecession Recession Postrecession 

Q1-98-Q4-99 Q1-00-Q4-00 Q1-98-Q4-00 Q1-01-Q4-01 Q1-02 Q4-03 

ALL BANKS 
Foreign 2.01*** 2.36*** 2.08*** -2.15*** -2.32*** 
Domestic 4.83*** 3.47*** 4.38*** 1.28*** 0.86* 
Foreign-Domestic -3.38*** -1.34*** -2.79*** -2.80*** -3.53*** 
N (For/Dom/Diff) 310/311/309 312/312/312 312/312/312 303/311/302 277/289/256 

FOREIGN BRANCHES 
Foreign 1.89*** 2.21*** 1.99*** -2.33*** -3.05*** 
Domestic 4.86*** 3.51*** 4.38*** 1.27*** 0.29 
Foreign-Domestic -3.73*** -1.38** -3.32*** -3.77*** -4.07*** 
N (For/Dom/Diff) 240/241/239 242/242/242 242/242/242 233/241/232 210/224/194 

FOREIGN SUBSIDIARIES 
Foreign 3.15*** 2.65*** 2.34*** -1.56** -0.27 
Domestic 4.81*** 3.03*** 4.36*** 1.44** 2.01*** 
Foreign-Domestic -1.54** -1.21 -1.78** -2.15*** -3.02*** 
N (For/Dom/Diff) 70/70/70 70/70/70 70/70/70 70/70/70 67/65/62 
      

PANEL C 
2008 Recession 

Pre-run-up Run-up Prerecession Recession Postrecession 
Q4-04-Q3-06 Q4-06-Q3-07 Q4-04-Q3-07 Q4-07-Q2-09 Q3-09-Q2-11 

ALL BANKS 
Foreign 3.70*** 5.95*** 5.00*** 1.52*** -1.48*** 
Domestic 3.46*** 3.50*** 3.68 0.63*** -0.97*** 
Foreign-Domestic -0.65 2.96*** 0.73 -0.08 -0.97 
N (For/Dom/Diff) 217/219/215 221/221/221 221/221/221 219/221/219 206/195/180 

FOREIGN BRANCHES 
Foreign 4.14*** 7.75*** 6.21*** 1.93*** -1.76** 
Domestic 3.44*** 3.50*** 3.48*** 0.59** 0.95*** 
Foreign-Domestic -0.26 4.32*** 1.19** 0.65 -1.28 
N (For/Dom/Diff) 167/169/165 171/171/171 171/171/171 170/171/170 159/150/138 
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FOREIGN SUBSIDIARIES 
Foreign 2.95*** 2.17*** 3.33*** -0.30 -3.73** 
Domestic 4.32*** 3.38*** 4.63*** 1.36 -1.69** 
Foreign-Domestic -0.86* -0.25 -2.40 -2.48 -0.59 
N (For/Dom/Diff) 50/50/50 50/50/50 50/50/50 49/50/49 47/45/42 

Notes: The dependent variable, 𝑅𝑖,𝑛 =  √(1 + 𝐺1)(1 + 𝐺2) … (1 + 𝐺𝑛)
𝑛

− 1.0, is the geometric mean of 

quarterly change in lending for n quarters (n is 8 for the pre-run-up and postrecession periods, n is 4 for 

the run-up period, and n varies for each of the three recession periods). Gt  = (Lqt – Lqt-1)/Lqt-1; L is total 

commercial and industrial loans and qt is quarter t. *, **, *** indicate p-values at the 10%, 5%, and 1% 

significance levels, respectively. Source: See Table 1 for definitions of foreign branches and subsidiaries. 

Panel A is the 1990–91 recession. Panel B is the 2001 recession. Panel C is the 2007–09 recession. 

 Growth in lending per quarter (Gt) is measured as the percentage difference in total loans 

between the end and beginning of each quarter, (Lqt – Lqt-1)/Lqt-1, where L is total commercial and 

industrial loans and qt is quarter t. The geometric mean (Ri,n) is then estimated for all five periods 

for each bank I, as follows:11 

𝑅𝑖,𝑛 =  √(1 + 𝐺1)(1 + 𝐺2) … (1 + 𝐺𝑛)
𝑛

− 1.0,      (1) 

where n is eight quarters for the pre-run-up and postrecession periods, is four quarters for the 

run-up period, and varies for the three recession periods. As an example, growth in lending for 

the first recession would comprise the geometric means of the following quarters, for each 

interval: 

       Pre-run-up                       Run-up                    Recession                     Postrecession 
     Q2 1987 - Q1 1989       Q2 1989 – Q1-1990         Q2 1990 – Q1-1991               Q2 1991 – Q1-1993 
|-----------------------------|---------------------|-----------------------------|--------------------------------| 
                                                           
11 Some studies use loans plus unused loan commitments, but the Call Reports for the 1990–1991 

recession have very limited data on unused commitments, so we exclude them for all three 

recessions. Carlson et al. (2013) find that including unused commitments did not alter their 

results. 
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8 quarters  4 quarter s        4 quarters            8 quarters 

Panels A, B, and C of Table 3 report the medians of the geometric means of quarterly 

growth rates for the three recessions. Each panel reports separately for all banks, foreign 

branches, foreign subsidiaries, domestic counterparts, and the differences between foreign banks 

and domestic counterparts. 

3.1. The 1990 recession 

 For the three-year prerecession period (column 3 in Table 3), all foreign banks, branches, 

and subsidiaries showed strong lending growth, as did their domestic counterparts. The 

differences of the median geometric means between foreign and domestic banks are statistically 

insignificant. A breakdown of the prerecession period shows that the median quarterly growth 

rate for all foreign and domestic banks was higher in the pre-run-up period and lower in the run-

up period. The results are similar when foreign banks are separated into subsidiaries and 

branches. 

 During the recession, foreign banks continued to increase lending, albeit by a smaller 

percent (0.47%), while domestic banks did the opposite. The difference is statistically significant 

and consistent with earlier studies documenting countercyclical lending by foreign banks during 

this recession (Seth, 1994). A breakdown of foreign banks by institution type shows that the 

increased lending was driven by foreign branches, not foreign subsidiaries.  

 The postrecession results show that foreign banks and their domestic counterparts both 

decreased their lending, but foreign banks reduced it less, and the difference is statistically 

significant. Foreign branches show the smallest decline compared to their domestic counterparts. 

Foreign subsidiaries and their domestic counterparts both decreased lending significantly, and 
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the differences between them are statistically insignificant. 

3.2. The 2001 recession 

 In the 2001 recession, foreign and domestic banks reversed their lending behavior, as 

appears in Panel B of Table 3. During the pre-run-up and run-up periods, both foreign and 

domestic banks increased their lending, but this time foreign bank lending grew more slowly 

than domestic bank lending. For the whole three-year prerecession period, domestic banks 

increased lending more than foreign banks, and the difference is statistically significant for all 

foreign banks, for branches, and for subsidiaries. 

 During the recession, foreign banks reduced their lending while domestic banks did the 

opposite, a reversal of their behavior in the 1990 recession. The differences are statistically 

significant for all banks, branches, and subsidiaries, with foreign branches showing the largest 

decline. In the postrecession period, foreign banks continued to decrease lending, while domestic 

banks continued to do the opposite. And again, the differences between foreign branches and 

subsidiaries and their domestic counterparts are statistically significant.  

3.3. The 2008 recession 

 Panel C of Table 3 presents the median geometric growth rates of lending in the 2008 

recession. In the pre-run-up period, both domestic and foreign banks showed strong growth in 

lending, with the median slightly higher for foreign banks. In the run-up period, domestic banks 

lowered their lending more than foreign banks.12 Over the whole three-year prerecession period, 

foreign branches increased lending significantly more than domestic banks, while the increases 

                                                           
12 Hoggarth et al. (2013) find that foreign banks in the United Kingdom also had high growth 

rates of lending before the 2008 financial crisis. 
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for foreign subsidiaries were lower and not statistically significant.  

 During the recession, foreign banks increased lending, primarily through foreign 

branches. Domestic banks also increased their lending, and the differences are not significant. 

During the postrecession period, foreign banks reduced their lending more than domestic banks, 

but the difference again is statistically insignificant. Foreign branches showed lower decreases 

than did foreign subsidiaries, and their differences from domestic banks are statistically 

insignificant.  

 In sum, the univariate tests provide evidence of countercyclical lending in the 1990 and 

2001 recessions and procyclical lending in the 2008 recession. Foreign branches increased 

lending during the 1990 recession, while domestic banks reduced it, and the differences are 

statistically significant. Both foreign branches and foreign subsidiaries reduced lending in the 

2001 recession, while domestic banks increased it, and again the differences are statistically 

significant. In the 2008 recession, both foreign and domestic banks marginally increased lending; 

their differences are statistically insignificant. These results suggest that either foreign or 

domestic banks, or both, increase lending during recessions in the U.S. However, they do not 

answer the question whether lending increases in the same areas where economic activity has 

been affected by the recessions. If lending increases in areas where economic activity is already 

active, it is not countercyclical but procyclical.  

4. Multivariate tests: countercyclical lending at the local level 

 The univariate tests showed that there is considerable heterogeneity in lending during the 

various subperiods. Measuring aggregate lending may mask the heterogeneity of demand factors 

at the local level, especially for a country as large as the United States. An appropriate measure 
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of countercyclical lending is the response of bank lending to changing local economic conditions 

during recessions. Studies have used different variables as proxies to capture increases or 

decreases in local economic activity and the changes in demand for loans facing each bank. 

Aiyer (2011) uses changes in sector loans as proxies for demand, while Gambacorta et al. (2014) 

use real GDP. Carlson et al. (2013) match foreign banks to domestic banks under the assumption 

that banks in the same location face the same demand environment. We examine lending 

responses to changes in GDP and unemployment at the MSA level. During recessions, declines 

in GDP and increases in unemployment put local economies at risk if bank lending is curtailed.  

Indeed, one of the criticisms of the TARP bailout was that it failed to meet its stated objective, 

which was to induce banks to increase lending during the recession (Enrich, 2009). 

 We manually match the sample banks by their ZIP codes to their respective MSAs. For 

some nonmetropolitan locations, we substituted state data for MSA data. Since quarterly data for 

the 1990 recession were limited, we use annual data to estimate log changes in GDP (ΔGDP) for 

all three recessions. The changes are estimated for four periods: two years for the pre-run-up and 

postrecession periods and one year for the run-up period, plus the recession period itself. For the 

recession period, we used log changes in GDP: between 1991 and 1990 for the 1990 recession, 

between 2001 and 2002 for the 2001 recession, and between 2007 and 2009 for the 2008 

recession. For changes in annual unemployment rates by MSA for the same periods, we 

measured UE as an arithmetic change instead of a log change because unemployment figures, 

reported as percentages, can have negative values.  

 One caveat is that the foreign banks may lend to clients outside their MSAs. This premise 

is not testable directly since data on the geographical distribution of loans are not typically 
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available for foreign or domestic banks. However, we believe that foreign banks are more likely 

to locate at the point of lending. This belief is supported by prior studies showing foreign banks 

open offices to follow their clients overseas (Grosse & Goldberg, 1991; Seth et al., 1998). It 

follows that if banks continue to expand, they are more likely to open branches where they have 

customers. Our sample also shows several of the banks have multiple offices in the U.S., 

especially branches. For example, in the 1990 sample the Bank of Tokyo had branches in New 

York, Los Angeles, San Francisco, Portland, Seattle, Coral Gables (FL), and Honolulu. 

Similarly, Standard Chartered had branches in Los Angeles, Seattle, New York, and Chicago, 

and so on. The presence of these multiple branches offers indirect evidence that foreign banks 

prefer to open branches where they expect to do their lending, and stay within their MSAs.  

 We also use three supply variables—liquidity, capital-to-asset ratio, and return on 

equity— to determine whether lending is procyclical or countercyclical. If banks are engaged in 

procyclical lending, they will increase or decrease lending only if they have high liquidity, 

capital, or ROE.  Banks that increase lending when they have lower liquidity, capital, or ROE are 

exhibiting countercyclical lending. Such behavior can be expected from foreign branches, 

because they can rely on the internal capital of parent banks to supply funding in the event of a 

recession in a foreign country. 

 The MSA fixed-effects regression specification is listed below. We omit the i, n, and t 

notations of the independent variables for brevity. The fixed-effects model assumes that the 

demand and supply relationship is similar for all banks in the MSA. Carlson et al. (2013) find 

that the results are similar when they use both fixed effects and a matching sample regression. 

𝑅𝑖,𝑛= α + β1(GDP or UE) + β2(GDP*Foreign or UE*Foreign) + β3(LIQ) + β4(LIQ*Foreign) + 
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β5(CAP) + β6(CAP*Foreign) + β7(ROE) + β8(ROE*Foreign) + ε ,    (2) 

where Foreign = branches or subsidiaries; 𝑅𝑖,𝑛 is the dependent variable, representing growth in 

lending; and GDP and UE are Gross Domestic Product and unemployment, which serve as 

proxies for demand. The supply-side variables LIQ, CAP, and ROE (liquidity, capital-to-asset 

ratio, and return on equity) capture the bank’s financial health. Since CAP and ROE are not 

available for foreign branches, for consistency we use those of the parent for both foreign 

branches and subsidiaries. Details of the variables are provided in Appendix 1. 
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Table 4 

Summary statistics.  
Pre-run-up Period  

1990 2001 2008  
Mean Median Min Max N Mean Median Min Max N Mean Median Min Max N 

Ri,n 

(Geometric 

Mean) 

0.04 0.03 -0.39 2.47 698 0.06 0.04 -0.30 3.18 465 0.05 0.03 -0.33 0.67 358 

GDP 0.06 0.06 0.01 0.10 689 0.05 0.04 -0.02 0.08 456 0.05 0.05 0.02 0.09 351 
UE  -0.05 -0.04 -0.34 0.52 689 -0.15 -0.17 -0.36 0.16 456 -0.18 -0.16 -0.47 0.10 351 
Liquidity -0.13 -0.08 -6.60 2.73 638 -0.05 -0.07 -4.67 4.11 456 -0.14 -0.05 -6.97 6.20 352 
Capital-to-

Asset 

Ratio 

0.28 0.16 -1.00 10.77 627 0.21 0.12 -0.99 6.39 449 0.28 0.15 -0.97 15.75 347 

ROE -0.21 -0.12 -9.96 7.13 699 2.03 2.35 -9.97 9.66 465 0.06 0.01 -5.19 5.86 360  
Run-up Period 

Ri,n 

(Geometric 

Mean) 

0.01 0.01 -0.55 1.10 724 0.04 0.03 -0.36 0.99 518 0.07 0.04 -0.71 1.56 375 

GDP 0.02 0.02 0.00 0.05 716 0.03 0.02 0.00 0.04 508 0.02 0.02 -0.01 0.05 366 
UE 0.12 0.09 -0.23 0.63 716 -0.04 -0.09 -0.37 0.69 508 0.02 -0.01 -0.16 0.50 366 
Liquidity -0.06 -0.04 -4.43 4.57 723 -0.04 0.02 -7.17 3.07 513 -0.16 -0.17 -4.72 4.53 372 
Capital-to-

Asset 

Ratio 

0.00 0.03 -2.69 2.32 699 0.16 0.08 -0.80 2.12 489 0.06 0.02 -0.80 3.13 366 

ROE -0.41 -0.33 -8.92 9.69 726 1.61 1.69 -7.26 9.13 518 -0.19 -0.21 -2.49 6.42 375  
Recession Period 

Ri,n 

(Geometric 

Mean) 

0.00 -0.01 -0.92 2.42 719 0.00 0.00 -0.68 1.11 467 0.04 0.01 -0.95 12.86 345 

GDP 0.01 0.01 -0.05 0.06 715 -0.32 -0.16 -2.66 0.78 461 0.00 0.00 -0.06 0.05 337 
UE  0.28 0.33 -0.08 0.42 715 0.41 0.37 -0.11 1.58 461 1.07 0.90 0.49 1.88 337 
Liquidity -0.13 -0.10 -4.77 3.59 716 0.06 0.09 -5.93 3.74 458 0.43 0.22 -6.38 8.10 337 
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Capital-to-

Asset 

Ratio 

0.12 0.02 -2.96 17.35 705 0.04 0.04 -0.73 5.15 439 0.03 0.00 -1.21 2.77 335 

ROE -0.50 -0.62 -9.53 8.31 724 1.64 1.81 -9.08 9.54 471 -0.92 -0.64 -8.77 9.95 346  
Postrecession Period 

Ri,n 

(Geometric 

Mean) -0.01 -0.01 -0.94 1.66 631 -0.02 0.00 -0.63 0.43 414 

-0.01 -0.01 -0.58 0.62 303 

GDP 0.04 0.03 0.00 0.09 630 0.03 0.02 -0.02 0.09 422 0.02 0.03 -0.06 0.10 310 
UE 0.08 0.10 -0.22 0.55 630 0.06 0.10 -0.26 0.68 422 0.01 0.00 -0.24 0.23 310 
Liquidity -0.04 -0.09 -3.79 6.33 614 0.06 0.09 -3.70 4.14 395 0.37 0.18 -2.38 5.26 299 
Capital-to-

Asset 

Ratio 0.10 0.08 -1.12 3.13 619 1.83 1.57 -9.66 9.89 432 

0.06 0.04 -0.81 4.07 305 

ROE -0.23 -0.34 -6.47 8.42 639 0.19 0.11 -0.77 3.49 413 -0.32 -0.22 -6.53 9.87 316 

Notes: The dependent variable, 𝑅𝑖,𝑛 =  √(1 + 𝐺1)(1 + 𝐺2) … (1 + 𝐺𝑛)
𝑛

− 1.0, is the geometric mean of quarterly change in lending, as defined in Table 3. GDP 

is Log(GDPi,t) – Log (GDPi,t-n), where GDP is measured in constant dollars at the MSA level and n=1 or 2 years. UE is ((Unemploymentt – Unemploymentt-n) 

/Unemploymentt-n), measured at the MSA level where n=1 or 2 years. Liquidity is cash, balances at other depository institutions, and holdings of U.S. Treasury 

securities and agency securities. Capital-to-Asset Ratio is total capital over total assets. ROE is return on equity. 
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Table 4 provides the summary statistics of the data. During the recession periods, the median 

geometric growth of lending ranged from -1% to +1%. The median log changes in annual GDP 

by MSAs ranged widely, from -16% to 1%. GDP growth was lowest in all three recessions and 

highest during the pre-run-up periods. The median of annual unemployment rate changes varied 

from 0.90% to 37%, and unemployment was higher during the recessions than in the other three 

subperiods. The range between minimum and maximum confirms the heterogeneity of demand 

at the local level. Median changes in liquidity ranged from -10% to 22%, in capital-to-asset 

ratios from 0 to 4%, and in ROE from -62% to 181% during the recession periods.  Capital-to-

asset ratios were lower in the recessionary periods than in the other subperiods.  

 Two questions may arise on the data reported in Table 4.13 First, does the concentration 

of banks in regional centers (shown in Table 2B) affect the results? Since the six states are 

geographically well dispersed across the country, if we assume that changes in GDP and 

unemployment are at the most regional, the results of the tests should reasonably reflect the 

impact of local conditions. Second, how do the capital-to-asset ratio and return on equity of the 

foreign parent compare with those of domestic banks? T-tests using data for the recession 

periods (results not reported) show that the capital-to-asset ratios are slightly larger for domestic 

banks but significantly so only for the 2001 recession. ROE is significantly larger for foreign 

parents than for domestic banks for all three recessions. Both have been controlled for in our 

regressions.  

 We performed three different regressions on the complete sample; one used subperiods 

(pre-run-up, run-up, recession, and postrecession) as dummies, the second was run separately for 

                                                           
13 We thank an anonymous referee for alerting us to these questions. 
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each subperiod, and the third was run with two subperiods at a time. We report the results with 

subperiods run separately. The regressions are also run separately for GDP and unemployment to 

avoid multicollinearity. For brevity, we report the results for tests using GDP but include the 

coefficients of unemployment, since the results of the remaining control variables are mostly 

similar in both regressions.  

4.1. The 1990 recession 

The univariate tests showed significant differences in lending behavior between foreign 

branches and subsidiaries. Table 5 reports the results of the fixed-effects regressions, with the 

interactive term Foreign referring to foreign branches in columns 1–4 and to foreign subsidiaries 

in columns 5–8. The results show that GDP at the MSA level is insignificant for domestic banks, 

but GDP*Foreign is negative and significant for foreign branches in the pre-run-up period, 

indicating countercyclical lending—that is, lending increased in MSAs where GDP was falling. 

The other proxy for economic activity, unemployment, shows similar results. UE is insignificant 

for domestic banks, but UE*Foreign is positive and significant for foreign branches, indicating 

that lending increased in MSAs where unemployment was rising. During the run-up period, UE 

is negative and significant for domestic banks, indicating procyclical lending.  

 During the recession, lending by domestic banks turns countercyclical, with GDP 

negative and significant. Although GDP*Foreign is positive and significant, the combined 

coefficient of GDP + GDP*Foreign is still negative. Countercyclical lending by foreign 

branches is also evidenced by a positive and significant UE*Foreign.  During the postrecession 

period, lending by foreign branches turns procyclical, with GDP*Foreign positive and 

significant. For foreign subsidiaries and their domestic counterparts, countercyclical lending 
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appears only in the postrecession period, with a negative and significant UE and an insignificant 

UE*Foreign.   

Table 5 

Results of multivariate tests—the 1990 recession.  
FOREIGN BRANCHES FOREIGN SUBSIDIARIES 

 Periods Pre-run-up Run-up Recession Post-

recession 
Pre-run-up Run-up Recession Post-

recession 
 

1 2 3 4 5 6 7 8 

Intercept -0.022 
(0.831) 

0.115 
(0.625) 

-0.012 
(0.917) 

0.213 
(0.637) 

-0.024 
(0.887) 

-0.038 
(0.872) 

0.035 
(0.763) 

-0.114 
(0.732) 

GDP 0.623 
(0.557) 

-5.423 
(0.606) 

-7.600 
(0.009)*** 

-6.789 
(0.483) 

0.228 
(0.912) 

-0.032 
(0.998) 

-2.297 
(0.389) 

1.668 
(0.765) 

GDP*Foreign -0.751 
(<0.001)*** 

-0.220 
(0.719) 

6.381 
(0.003)*** 

0.966 
(0.039)** 

0.263 
(0.603) 

0.130 
(0.908) 

2.475 
(0.275) 

-0.487 
(0.365) 

UE  -0.089 
(0.687) 

-0.269 
(0.076)* 

0.389 
(0.713) 

-0.378 
(0.348) 

0.059 
(0.772) 

-0.047 
(0.819) 

0.856 
(0.225) 

-0.372 
(0.056)* 

UE * Foreign 0.210 
(0.017)** 

-0.138 
(0.283) 

0.266 
(<0.001)*** 

0.026 
(0.823) 

-0.058 
(0.828) 

-0.211 
(0.268) 

0.041 
(0.675) 

0.020 
(0.884) 

LIQ 0.001 
(0.948) 

-0.009 
(0.621) 

-0.020 
(0.580) 

-0.012 
(0.562) 

-0.027 
(0.193) 

0.033 
(0.367) 

-0.104 
(0.019)** 

-0.054 
(0.002)*** 

LIQ*Foreign -0.027 
(0.053)* 

-0.027 
(0.177) 

-0.028 
(0.472) 

-0.004 
(0.867) 

0.026 
(0.561) 

-0.042 
(0.315) 

0.126 
(0.021)** 

-0.004 
(0.911) 

CAP 0.021 
(0.162) 

0.023 
(0.482) 

0.033 
(0.378) 

0.035 
(0.134) 

-0.119 
(<0.001)*** 

0.036 
(0.473) 

0.072 
(0.148) 

0.013 
(0.619) 

CAP*Foreign 0.006 
(0.751) 

0.028 
(0.604) 

-0.040 
(0.333) 

-0.092 
(0.028)** 

0.102 
(0.007)*** 

0.070 
(0.630) 

-0.069 
(0.188) 

-0.019 
(0.691) 

ROE -0.001 
(0.858) 

0.007 
(0.246) 

-0.002 
(0.864) 

-0.002 
(0.821) 

0.016 
(0.059)* 

0.001 
(0.924) 

0.009 
(0.363) 

-0.008 
(0.210) 

ROE*Foreign -0.033 
(0.007)*** 

-0.020 
(0.153) 

0.003 
(0.848) 

0.011 
(0.517) 

-0.033 
(0.194) 

-0.089 
(0.052)* 

-0.007 
(0.790) 

0.025 
(0.024)** 

Fixed Effects MSA MSA MSA MSA MSA MSA MSA MSA 
N (foreign and 

domestic) 
458 556 551 474 102 127 132 108 

F-Value 2.94 

(<0.001)*** 
0.46 

(1.000) 
0.60 

(1.000) 
0.42 

(1.000) 
4.63 

(<0.001)*** 
0.78 

(0.819) 
1.28 

(0.157) 
1.23 

(0.225) 
Adj. R2 0.445 0.096 0.118 0.098 0.795 0.340 0.434 0.433          

Notes: The dependent variable, 𝑅𝑖,𝑛 =  √(1 + 𝐺1)(1 + 𝐺2) … (1 + 𝐺𝑛)
𝑛

− 1.0, is the geometric mean of quarterly 

change in lending for n quarters, where Gt  = (Lqt – Lqt-1)/Lqt-1, and L is total commercial and industrial loans and qt is 

quarter t. GDP, UE, Liquidity, Capital-to-Assets Ratio, and ROE are defined in the text. Foreign is 1 if the bank is a 

foreign branch or subsidiary (columns 1–4), branch only (columns 5–8), or subsidiary only (columns 9–12), and 0 

otherwise. UE and UE*Foreign are reported from a separate regression replacing GDP and GDP*Foreign. *, **, 

and *** represent statistical significances at 1%, 5%, and 10%, respectively. 

The bank-specific supply variables show mixed results. The coefficients LIQ*Foreign 
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and ROE*Foreign are negative and significant in the pre-run-up period for foreign branches, 

providing evidence of countercyclical lending. The coefficient CAP for domestic banks matched 

with foreign subsidiaries is also negative and significant in the pre-run-up period. Although 

CAP*Foreign is positive and significant for foreign subsidiaries in the pre-run-up period, the 

sum of CAP plus CAP*Foreign is still negative, providing evidence of countercyclical lending 

by foreign subsidiaries.  

 During the recession, the bank-specific supply coefficients for foreign branches and their 

domestic counterparts are all insignificant. For subsidiaries, LIQ is negative and significant while 

LIQ*Foreign is positive and significant, indicating that domestic banks exhibited countercyclical 

lending while foreign subsidiaries were procyclical. In the postrecession period, foreign branches 

had a negative and significant CAP*Foreign, indicating countercyclical lending. Foreign 

subsidiaries had mixed results, with LIQ indicating countercyclical lending while ROE*Foreign 

indicated procyclical lending. 

 Overall, the fixed-effects multivariate tests using GDP and unemployment at the MSA 

level show that lending by both foreign branches and their domestic counterparts was 

countercyclical before and during the 1990 recession. Like earlier studies (Nolle, 1996; Seth, 

1994), the results in Table 3 using aggregate data showed that only foreign banks increased 

lending during the recession. Using MSA-level data provides more nuanced results: foreign 

subsidiaries and their domestic counterparts show evidence of countercyclical lending in the pre-

run-up period but not during the recession. The bank-specific supply variables provide evidence 

of countercyclical lending by branches and subsidiaries in the pre-run-up period, but results are 

mixed for the other periods.  
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 For the recession period alone, the lending behavior of foreign branches and subsidiaries 

matches that of their domestic counterparts in response to local demand. Foreign branches and 

their domestic counterparts exhibit countercyclical lending, while foreign subsidiaries and their 

domestic counterparts exhibit neither countercyclical nor procyclical lending. We observe these 

results for the other recessions, too; that is, local demand is a better indicator of lending than 

differences between foreign and domestic banks. 

4.2. The 2001 recession 

 The univariate results for the 2001 recession, reported in Table 6, showed that domestic 

banks increased lending while foreign banks reduced it. The multivariate tests for subperiods 

with MSA fixed effects provide more finely grained results. The results for the pre-run-up period 

before the 2001 recession show that foreign branches exhibited countercyclical lending by 

increasing lending in MSAs where GDP was falling (negative and significant GDP*Foreign) and 

unemployment was rising (positive and significant UE*Foreign), as they did before the 1990 

recession. Foreign branches show insignificant coefficients during the run-up period. During the 

recession itself, domestic banks show procyclical lending, with a positive and significant GDP. 

For foreign branches the coefficient GDP*Foreign is insignificant, indicating that their lending 

did not differ from the procyclical lending of their domestic counterparts.  The results are 

different for domestic banks matched with foreign subsidiaries, which show countercyclical 

lending by the foreign subsidiaries in the pre-run-up period (GDP*Foreign). Lending by 

domestic banks is procyclical during the run-up period (positive and significant GDP) but turns 

countercyclical during the recession (positive and significant UE). Foreign subsidiaries also 

show positive and significant countercyclical lending (UE + UE*Foreign). Thus, in the 2001 
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recession, foreign subsidiaries and their domestic counterparts, but not foreign branches, show 

countercyclical lending.  

Table 6 

Results of multivariate tests—the 2001 recession.  
FOREIGN BRANCHES 

 
FOREIGN SUBSIDIARIES 

 Periods Pre-run-up Run-up Recession Post-

recession 
Pre-run-up Run-up Recession Post-

recession  
1 2 3 4 5 6 7 8 

Intercept 0.040 
(0.814) 

-0.031 
(0.878) 

0.021 
(0.825) 

-0.033 
(0.869) 

0.277 
(0.514) 

-0.127 
(0.335) 

0.085 
(0.323) 

-0.032 
(0.719) 

GDP 0.932 
(0.770) 

-0.228 
(0.964) 

0.222 
(0.003)*** 

1.800 
(0.855) 

-1.694 
(0.820) 

7.834 
(0.097)* 

0.060 
(0.298) 

0.439 
(0.880) 

GDP*Foreign -0.764 
(0.035)** 

-0.247 
(0.827) 

-0.002 
(0.981) 

-1.803 
(0.028)** 

-2.811 
(0.006)*** 

0.479 
(0.650) 

-0.065 
(0.140) 

0.502 
(0.478) 

UE -0.970 
(0.731) 

0.138 
(0.870) 

0.297 
(0.581) 

-0.215 
(0.829) 

-1.411 
(0.797) 

0.006 
(0.988) 

0.196 
(0.028)** 

0.089 
(0.857) 

UE * Foreign 0.173 
(0.054)* 

-0.096 
(0.661) 

-0.008 
(0.895) 

-0.100 
(0.483) 

0.183 
(0.515) 

-0.161 
(0.502) 

-0.104 
(0.071)* 

0.063 
(0.659) 

LIQ -0.023 
(0.139) 

-0.055 
(0.158) 

-0.004 
(0.851) 

-0.022 
(0.332) 

0.158 
(0.001)*** 

-0.011 
(0.729) 

-0.031 
(0.210) 

0.016 
(0.320) 

LIQ*Foreign -0.003 
(0.880) 

0.061 
(0.140) 

-0.016 
(0.538) 

0.038 
(0.131) 

-0.129 
(0.025)** 

0.016 
(0.698) 

0.028 
(0.344) 

-0.017 
(0.484) 

CAP 0.067 
(0.018)** 

0.088 
(0.177) 

0.073 
(0.057)* 

-0.003 
(0.935) 

-0.164 
(0.071)* 

0.144 
(0.018)** 

0.025 
(0.120) 

0.059 
(0.025)** 

CAP*Foreign -0.068 
(0.030)** 

-0.147 
(0.051)* 

-0.037 
(0.584) 

0.003 
(0.941) 

0.055 
(0.762) 

-0.164 
(0.007)*** 

0.002 
(0.967) 

-0.029 
(0.403) 

ROE -0.005 
(0.218) 

0.008 
(0.273) 

0.004 
(0.436) 

0.005 
(0.468) 

-0.023 
(0.011)** 

-0.006 
(0.304) 

0.002 
(0.545) 

0.006 
(0.086)* 

ROE*Foreign -0.007 
(0.187) 

-0.011 
(0.504) 

-0.009 
(0.685) 

-0.007 
(0.497) 

0.030 
(0.042)** 

0.023 
(0.266) 

-0.010 
(0.350) 

-0.019 
(0.001)*** 

Fixed Effects MSA MSA MSA MSA MSA MSA MSA MSA 
N (foreign 

and domestic) 
334 362 321 285 98 114 99 90 

F-Value 3.85 
(<0.001)*** 

0.58 
(0.999) 

0.76 
(0.935) 

0.64 
(0.988) 

3.13 
(<0.001)*** 

0.96 
(0.545) 

1.55 
(0.066) 

1.56 
(0.072) 

R Squared 0.616 0.177 0.229 0.207 0.628 0.292 0.451 0.443 

Notes: The dependent variable, 𝑅𝑖,𝑛 =  √(1 + 𝐺1)(1 + 𝐺2) … (1 + 𝐺𝑛)
𝑛

− 1.0, is the geometric mean of quarterly 

change in lending for n quarters where Gt  = (Lqt – Lqt-1)/Lqt-1, and L is total commercial and industrial loans and qt is 

quarter t. GDP, UE, Liquidity, Capital-to-Assets Ratio, and ROE are defined in the text. Foreign is 1 if the bank is a 

foreign branch or subsidiary (columns 1–4), branch only (columns 5–8), or subsidiary only (columns 9–12), and 0 

otherwise. UE and UE*Foreign are reported from a separate regression replacing GDP and GDP*Foreign. *, **, 

and *** represent statistical significances at 1%, 5%, and 10%, respectively. 

 The coefficients for bank-specific supply factors are insignificant during the recession but 
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provide evidence of procyclical behavior during the other subperiods.  As for the bank-specific 

supply factors of foreign branches, the positive and significant CAP provides evidence of 

procyclical lending during the pre-run-up period. During the recession CAP is positive and 

significant while CAP*Foreign is insignificant, also demonstrating procyclical lending by 

foreign branches and their domestic counterparts. 

 Foreign subsidiaries also show procyclical lending during the pre-run-up period, with 

positive and significant (LIQ + LIQ*Foreign) and (ROE + ROE*Foreign).  For the run-up 

period, the positive and significant CAP evidences procyclical lending by domestic banks, but 

CAP*Foreign shows countercyclical lending. In the postrecession period CAP is positive and 

significant, but CAP*Foreign is insignificant, indicating procyclical lending. On the other hand, 

ROE*Foreign is negative and significant, indicating countercyclical lending. Thus, the bank-

specific supply factors for foreign subsidiaries provide mixed results. 

 Overall, we conclude that both foreign branches and subsidiaries engaged in 

countercyclical lending in the pre-run-up period.  During the recession itself, both foreign 

subsidiaries and their domestic counterparts engaged in countercyclical lending while both 

foreign branches and their domestic counterparts exhibited procyclical lending. That is, within 

both groups the matched foreign/domestic pairs displayed similar lending policies despite 

intrapair differences in the bank-specific supply variables. 

4.3. The 2008 recession 

 The results for the 2008 recession, in Table 7, show that for branches, none of the 

demand coefficients is significant in the pre-run-up period. During the run-up period, 

GDP*Foreign is positive and significant, indicating that lending by foreign branches was 
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procyclical. During the recession and postrecession periods, none of the coefficients is 

significant. The same is true for foreign subsidiaries. 

Table 7 

Results of multivariate tests—the 2007–09 recession.  
FOREIGN BRANCHES 

 
FOREIGN SUBSIDIARIES 

 Periods Pre-run-

up 
Run-up Recession Post-

recession 
Pre-run-

up 
Run-up Recession Post-

recession  
1 2 3 4 5 6 7 8 

Intercept 0.002 
(0.987) 

0.060 
(0.754) 

-0.000 
(0.997) 

0.083 
(0.606) 

0.237 
(0.192) 

-0.452 
(0.541) 

0.044 
(0.519) 

0.008 
(0.894) 

GDP 0.891 
(0.746) 

-0.646 
(0.925) 

0.082 
(0.983) 

-2.170 
(0.611) 

-4.458 
(0.165) 

27.253 
(0.551) 

-0.252 
(0.922) 

-2.402 
(0.276) 

GDP*Foreign 0.229 
(0.494) 

3.649 
(0.007)*** 

0.952 
(0.426) 

0.831 
(0.215) 

-0.748 
(0.118) 

-2.837 
(0.312) 

1.001 
(0.696) 

-0.008 
(0.994) 

UE 4.270 
(0.747) 

0.036 
(0.976) 

-0.010 
(0.984) 

-0.962 
(0.560) 

1.235 
(0.190) 

-0.837 
(0.553) 

0.022 
(0.820) 

-3.022 
(0.275) 

UE * Foreign -0.074 
(0.405) 

0.388 
(0.174) 

-0.005 
(0.766) 

0.049 
(0.893) 

0.154 
(0.207) 

0.187 
(0.729) 

0.046 
(0.254) 

0.105 
(0.892) 

LIQ 0.011 
(0.589) 

0.011 
(0.795) 

-0.015 
(0.177) 

-0.023 
(0.077)* 

-0.074 
(0.015)** 

0.050 
(0.358) 

-0.035 
(0.107) 

-0.003 
(0.880) 

LIQ*Foreign -0.022 
(0.316) 

-0.060 
(0.184) 

0.022 
(0.076)* 

-0.003 
(0.839) 

0.079 
(0.027)** 

-0.069 
(0.384) 

0.016 
(0.583) 

-0.033 
(0.267) 

CAP 0.014 
(0.102) 

0.107 
(0.204) 

0.016 
(0.547) 

0.005 
(0.893) 

0.003 
(0.963) 

-0.081 
(0.060)* 

0.001 
(0.988) 

0.073 
(0.364) 

CAP*Foreign -0.062 
(0.078)* 

0.062 
(0.645) 

-0.023 
(0.557) 

0.057 
(0.375) 

0.062 
(0.381) 

0.546 
(0.040)** 

0.040 
(0.797) 

-0.531 
(0.011)** 

ROE -0.005 
(0.642) 

-0.013 
(0.636) 

<0.001 
(0.971) 

-0.004 
(0.488) 

-0.014 
(0.618) 

-0.013 
(0.876) 

0.001 
(0.973) 

-0.006 
(0.696) 

ROE*Foreign 0.033 
(0.130) 

0.036 
(0.286) 

0.008 
(0.635) 

0.010 
(0.172) 

-0.021 
(0.578) 

-0.011 
(0.923) 

0.006 
(0.848) 

-0.008 
(0.663) 

Fixed Effects MSA MSA MSA MSA MSA MSA MSA MSA 
N (foreign and 

domestic) 
266 281 252 219 64 73 64 61 

F-Value 0.36 
(1.000) 

1.04 
(0.403) 

0.42 
(1.000) 

0.67 
(0.961) 

1.14 
(0.352) 

2.19 
(0.010) 

0.41 
(0.993) 

0.64 
(0.885) 

R Squared 0.130 0.283 0.139 0.211 0.494 0.674 0.310 0.391 

Notes: The dependent variable, 𝑅𝑖,𝑛 =  √(1 + 𝐺1)(1 + 𝐺2) … (1 + 𝐺𝑛)
𝑛

− 1.0, is the geometric mean of quarterly 

change in lending for n quarters where Gt  = (Lqt – Lqt-1)/Lqt-1, and L is total commercial and industrial loans and qt is 

quarter t. GDP, UE, Liquidity, Capital-to-Assets Ratio, and ROE are defined in the text. Foreign is 1 if the bank is a 

foreign branch or subsidiary (columns 1–4), branch only (columns 5–8), or subsidiary only (columns 9–12), and 0 

otherwise. UE and UE*Foreign are reported from a separate regression replacing GDP and GDP*Foreign. *, **, 

and *** represent statistical significances at 1%, 5%, and 10%, respectively. 

 The bank-specific supply factors, however, provide more information on foreign bank 
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lending. The coefficient for CAP*Foreign is negative and significant, indicating that foreign 

branches engaged in countercyclical lending in the pre-run-up period. But during the recession 

LIQ*Foreign is positive and significant, indicating procyclical behavior. Therefore, supply 

variables indicate procyclical behavior by foreign branches.  

 The results are similar for foreign subsidiaries: LIQ*Foreign is positive and significant in 

the pre-run-up period and CAP*Foreign is positive and significant in the run-up period, both 

indicating procyclical lending. For domestic banks, LIQ and CAP are both negative and 

significant in the pre-run-up period, indicating countercyclical lending. During the recession, 

none of the coefficients are significant, while in the postrecession period CAP*Foreign is 

negative and significant, indicating countercyclical lending.  

 In sum, foreign branches and subsidiaries behaved similarly during the 2008 recession, 

with lending related to neither local GDP nor local UE. However, bank-specific factors showed 

procyclical lending by foreign branches. 

5. Conclusion 

 This study was motivated by earlier studies showing that countercyclical lending by 

foreign banks helped alleviate the credit contraction during the 1990-91 recession in the United 

States (Nolle, 1994; Seth, 1990). Countercyclical lending by foreign banks has also been 

observed in other countries, especially in emerging markets, where internal capital from parent 

banks, particularly from industrialized countries, can offset decreased lending by domestic 

banks.  

 Our univariate tests using aggregate data show evidence of countercyclical lending in the 

1990 and 2001 recession and procyclical lending in the 2008 recession. We also show that the 
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mean size of loans by both foreign and domestic banks increased but using aggregate lending 

masks heterogeneity in local demand. Our multivariate tests, using data at the MSA level, 

produce more nuanced results. The tests provide evidence of countercyclical lending by foreign 

branches and their domestic counterparts—but not foreign subsidiaries—in the 1990 recession. 

During the 2001 recession, it was foreign subsidiaries and their domestic counterparts that 

exhibited countercyclical lending, while foreign branches and their domestic counterparts 

showed procyclical lending. During the 2008 recession, we show some support of pro-cyclical 

lending by foreign branches, but not by foreign subsidiaries and domestic banks. 

 This paper makes two contributions to studies on foreign bank lending in the United 

States. First, a comparison of the univariate and multivariate tests shows that for large countries, 

countercyclical lending should not be measured using aggregate data but instead has to be 

studied at the local level. Second, our matched sample of foreign and domestic banks shows that 

foreign and domestic bank lending are similar at the MSA level. Whether foreign branches or 

subsidiaries engage in countercyclical or procyclical lending, that lending is matched by their 

domestic counterparts, indicating that local demand factors play a more important role than 

differences between foreign and domestic banks. These results hold despite differences in bank-

specific variables between foreign and domestic banks. From a policy perspective, regulators can 

expect foreign banks to respond to economic conditions during recessions in the same way as 

their domestic counterparts.  
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Appendix 1 

Description of variables in multivariate regression 

𝑅𝑖,𝑛 =  Dependent variable is the geometric mean of the quarterly change in lending for 

bank i in n quarters (n=8 for pre-run-up and postrecession periods, n=4 for run-up 

period, and n=variable for the three recessions). 

GDPi,n =  Log(GDPi,t) – Log (GDPi,t-n), where GDP is measured at the MSA level in 

constant dollars and n equals 1 or 2 years, t is the end of the pre-run-up, run-up, 

recession, or postrecession period, and i=MSA in which the bank is located.  If 

banks increase lending where GDP is falling or the other way around, a negative 

coefficient would indicate countercyclical lending. Source: Bureau of Economic 

Analysis, supplemented by other sources. 

UEi,n =  (UEt – UEt-n)/UEt-n), measured at the MSA level, where i=MSA in which the bank 

is located and n equals 1 or 2 years. If banks increase lending where 

unemployment is increasing, a positive coefficient would indicate countercyclical 

lending. Source: Bureau of Labor Statistics, supplemented by other sources. 

Foreign =  Dummy is 1 when a bank is a foreign branch or foreign subsidiary. 

LIQi,n =  Log(Liquidityi,t) – Log (Liquidityi,t-n), where Liquidityi is liquid assets divided by 

total assets of bank I, and n are the quarters as defined for the dependent variable. 

Liquid assets is defined as cash, balances at other depository institutions, and 

holdings of U.S. Treasury and agency securities. The conventional relationship 

between lending growth and liquidity has been shown to be positive (Kashyap and 

Stein (2000). A positive relationship would support procyclical behavior while a 

negative relationship would support countercyclical lending—that is, banks 

increase lending in spite of lower liquidity. Source: Call Reports. 

CAPi,n =  (CAPi,t – CAPi,t-n)/CAPi,t-n), where CAPt is the capital-to-asset ratio of bank i and n 

are the quarters as defined for the dependent variable. Since Basel ratios are 

unavailable for most banks during the 1990 recession, for consistency across the 

three recessions we used the ratio of total capital to total assets. Data for capital-

to-asset ratios are not reported for foreign branches in the Call Reports. Instead, 

the data were obtained manually from DataStream for the parent banks of all 

foreign branches and subsidiaries. Banks with stronger capital-to-asset ratios are 

expected to withstand recessions better and increase lending. A positive 

coefficient would therefore indicate procyclical lending, as increased (reduced) 

lending is associated with higher (lower) capital.  

ROEi,n=  (ROEi,t – ROEi,t-n)/(ROEi,t-n), where ROEi is return on equity of bank i defined as 

net income over book value of equity, and n are the quarters as defined for the 

dependent variable. Data for return on equity are not reported for foreign branches 

in the Call Reports. Instead, the data were obtained manually from DataStream for 

the parent banks of all foreign branches and subsidiaries. Banks with higher ROE 

and increased lending would be evidence of procyclical lending, and the opposite 

for countercyclical lending. 
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