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Abstract

This paper examines whether the organizational form of multinational banks’ foreign affiliates affects cross-border
spillovers of macroprudential regulation. We compare changes in the growth of lending provided by foreign banks’
branches versus subsidiaries in the United Kingdom in response to changes in capital requirements, lending
standards and reserve requirements in foreign banks’ home countries. Our results suggest that a tightening of
capital requirements at home reduces UK branches' interbank lending growth by 5.7pp more relative to
subsidiaries. We link this effect to the higher degree of control which parent banks hold over operations of their
foreign branches compared to subsidiaries. Supporting this hypothesis, a set of further tests illustrates that the
response of foreign affiliates operating under a branch structure is stronger where parent banks are more likely to
delegate more decision making authority to the board of directors of their subsidiaries.
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