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Domestic banks became global

loans to customers located outside the United States. However,
foreign banks also play a major role in domestic U.S. markets. As
we will discuss in more detail, European banks alone accounted
for approximately 28 percent of the U.S. syndicated loan market
over the period 2005–2007.

The large footprint of global banks in dollar markets raises a
number of questions. Some of these have to do with the dollar’s
role as a favored currency for transactions by non-U.S. residents
and firms—for example, why is it that a Brazilian manufacturer
might prefer to borrow in dollars as opposed to reals? Others have
to do with understanding the comparative advantage of foreign
banks in lending to U.S. firms—for example, why might an
American manufacturer end up borrowing from, say, Crédit
Agricole as opposed to JPMorgan Chase?

In this article, we take the presence of global banks in dollar
loan markets as given, and focus on its consequences for cyclical
variation in credit supply across countries. In particular, we ask
how shocks to the ability of a foreign bank to raise dollar funding
affect its lending behavior, in both the United States and its home
market. This question is especially important in light of the obser-
vation that many foreign banks operate in the United States with a
largely ‘‘wholesale’’ funding model. In other words, rather than
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FIGURE I

Dollar Assets and Liabilities of Foreign Banks

Compiled from Bank of International Settlement locational banking statis-
tics, July 2014.
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A MMF-driven sudden stop of USD

2010. We should emphasize that we are not scaling by banks’
short-term dollar funding, as that information is not available.
Thus, our measure does not capture—and may greatly under-
state—the extent to which a bank relies on U.S. MMFs for its
dollar funding specifically.

Ideally, we also want to distinguish between insured and
uninsured dollar funding. But there is very limited information
on insured deposits, and almost none on insured deposits by cur-
rency. However, it is likely that the insured dollar deposits of
Eurozone banks are limited. Only five of the large Eurozone
banks operate in the United States through subsidiaries and,
with some limited exceptions, only deposits of subsidiaries are
eligible for FDIC insurance. On average, deposits reported to
the FDIC by these five banks are roughly 82 percent of their
MMF funding. For Deutsche Bank, deposits reported to the
FDIC are only 43 percent of its MMF funding.
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FIGURE II

Money Market Fund Exposure to European Banks

The figure shows the fraction of money market fund assets invested in
liabilities of European and Eurozone banks. Data are from Fitch Ratings,
‘‘U.S. Money Fund Exposure and European Banks,’’ February 4, 2014. The
data are monthly starting in February 2011, semiannual before that. The high-
lighted area corresponds to the period May 2011 through June 2012. (a) Euro
basis, January 2007–December 2013. (b) Other currencies, July 2010–December
2013
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2008 CB swap lines as response

Source: Steil at Council for Foreign Relations



Currency basis quotes, Nov-11

Source: Bahaj Reis (2018)



Swap rate: 100bp spread

Source: Bahaj Reis (2018)



Reduced on 29 Nov to 50bp

Source: Bahaj Reis (2018)



Dramatic fall in market rates, Dec-11

Source: Bahaj Reis (2018)



No effect on non-swap line currencies

Source: Bahaj Reis (2018)
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Cumulative inflow to USD corporate bonds



Cumulative inflow to USD corporate bonds

Source: Bahaj Reis (2018)
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Cumulative inflow to USD corporate bonds
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Cumulative inflow to USD corporate bonds



CB swap lines vs. IMF loans
Central banks:
• Create liquidity instantly
• Assess solvency of banks
• Judge quality of collateral
• Address liquidity, bear minimal credit risk
• Monetary, not fiscal
• Collateral, not conditionality



CB swap lines vs. IMF loans
Central banks:
• Create liquidity instantly
• Assess solvency of banks
• Judge quality of collateral
• Address liquidity, bear minimal credit risk
• Monetary, not fiscal
• Collateral, not conditionality

Not IMF’s comparative advantage, although bank-
sovereign diabolic loop.



But many swap lines today…

Source: Steil at Council for Foreign Relations



And of very different types

Source: Bahaj Reis (2019)



Could the IMF be a backstop for USD swap lines? 
Take away all sovereign risk from the Fed, set the margins of domestic 
currency for the recipient CBs. If they default, line is part of program.

Source: Bahaj Reis (2019)


