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August 2023   

MICHELE MARCALETTI 

 

 

The pass-through of central bank lending to banks and ECB's TLTROs (Job Market Paper) 

 

This paper models the tradeoffs and relative efficiency of direct central bank lending to banks and 

quantitatively analyzes the most significant such policy, the ECB’s TLTRO program. I construct 

a banking model with bank market power in deposits and lending in which banks borrow funds 

with TLTROs and choose to adjust deposits, liquid asset holdings, and loans. The pass-through of 

the policy to bank lending is increasing in the degree of competition in loan markets and 

decreasing in the degree of competition in deposit markets and the marginal value of liquid assets 

to banks. Intuitively, these factors affect the elasticity of loan supply and demand and the degree 

of pass-through is similar to tax incidence where higher elasticities translate into larger shifts in 

quantities. In a partial equilibrium calibration, banks allocate 27% of TLTRO funds to loans, 32% 

to liquid assets, and 41% to substitute for deposits, which is consistent with empirical evidence. 

TLTROs are more effective when banks hold few liquid assets, and TLTRO is three times 

stronger than QE at increasing loan supply. A DSGE extension implies that an increase in 

TLTROs of 10% of outstanding loans triggers a 3.2% expansion in loans, and increases GDP by 

3.4% and inflation by 2%. 

 

 

Reconciling employment and wage cyclicality for high and low-skilled workers: the role of 

labor market frictions 

 

There are two empirical facts that at first sight seem at odd with each other: low-skilled workers 

tend to have both more cyclical employment and more cyclical earnings compared to high-skilled 

workers. Having a mechanism that is able to make these facts consistent is important to make 

models with heterogeneous workers more in line with the data. In this paper, I show that a model 

with wage stickiness, differential labor market frictions and two sectors employing separately 

high and low-skilled workers can make the two facts consistent. Firms face two cost components 

when they adjust employment: the wage paid to new employees and hiring costs. Although wages 

are more flexible in the low-skill sector, the hiring cost is more volatile in the high-skill sector. 

This makes total costs more volatile for high-skilled workers, leading to a lower cyclicality in 

their employment while preserving also a lower cyclicality in their wages. The result is driven by 

different matching function elasticities (or equivalently bargaining powers) and Frisch elasticities 

for high and low-skilled workers. 

 

 

 

 

 


