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ECB Balance Sheet
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“LTRO”



Busy ECB
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Bank of England, Haldane et al., Oct. 2016
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 “[QE’s] effects on the yield curve, equity prices, 
corporate bond spreads and the exchange rate were all 
large and significant.”

 “What ultimately matters for monetary policy, 
however, is the impact of these asset purchases on the 
economy.”

 “In general, however, estimates are quite uncertain.”



Mario Draghi: “Monetary Policy Works!”
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 2015/09/03 by Mario Draghi, President of the ECB: “I would say 
that our accommodative monetary policy is being passed 
through to the rest of the economy. … So we have evidence that 
our monetary policy works. …so we'll have to see whether these 
effects are transitory or are permanent.”
 https://www.ecb.europa.eu/press/pressconf/2015/html/is150903.en.html

 2016/07/21: “the Governing Council will continue to monitor 
economic and financial market developments very closely and to 
safeguard the pass-through of its accommodative monetary 
policy to the real economy. … Let me now explain our 
assessment … Domestic demand remains supported by the pass-
through of our monetary policy measures to the real economy. 
Favorable financing conditions and improvements in corporate 
profitability continue to promote a recovery in investment.”
 https://www.ecb.europa.eu/press/pressconf/2016/html/is160721.en.html



The Objection: “Failure to Spark”
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 2015/09/08: Financial Times: 
“Despite cheap credit and low interest 
rates, many companies say it is still too 
early to spend”

 Ralf Thomas, CFO of Siemens: 
“Investments are driven far more by 
assumptions around growth, potential 
profit and technological barriers to 
entry, rather than movements in 
interest rates… We don’t decide to 
spend more just because interest rates 
are lower for a couple of years.”



Our Study: LTRO and Corporate Policies
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 Liquidity transmission from macro to micro?

ECB LTROBank LiquidityCredit Supply to FirmsCorporate
LiquidityCorporate Investment?

 Investment
 Employment
 Cash holdings
 Debt structure

2018/11/2: “ECB is considering another LTRO”



Findings and Contributions
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 LTRO more cash, but no increase in investment
 Even if banks keep the funds for longer time
 Especially for risky banks
 Investment not decreasing if firms receive a new loan

 Fiscal-monetary policy interaction is important
 Without LTRO, Eurozone could have fared worse
 Cross-country analysis
 Existing studies
 securities markets programme (SMP) asset purchases
 on banks/financial markets
 specific countries, often one at a time
 related work from U.S./U.K., e.g., Berger and Roman (2016 JFQA), Weale

and Wieladek (2016 JME)
 Negative credit supply shocks decrease investment, but little work on the 

effectiveness of positive credit supply shocks



Theoretical Framework

Daetz,Subrahmanyam,Tang,WangECB LTRO

9

 Bolton, Chen, and Wang (2013 JFE):
 “Market Timing, Investment, and Risk Management”

 Precautionary-savings vs market-timing

 “Real effects of financing shocks may be smoothed out as a result 
of firms’ adjustments in anticipation of future financial crises”



Data
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 21 Eurozone and non-Eurozone countries
 Sample period: 2009-2014; non-financial firms
 Compustat Global; Capital IQ, S&P Ratings
 DealScan
 Markit CDS
 The World Bank
 Transparency International
 ECB Statistics Warehouse
 Bloomberg
 Key measure: Lender LTRO Uptake



Longer-Term Refinancing Operations (LTRO)
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 LTRO I: December 2011; LTRO II: February 2012



LTRO Uptake
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LTRO and Corporate Cash Holdings
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Credit Supply and Investment
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 Negative credit supply shocks  investment 
 Chava and Purnanandam (2011 JFE)

 And many others

 Bond market access  investment 
 Harford and Uysal (2014 JFE)

 Liquidity injection investment?
 Japan? China?



LTRO Update and Corporate Investment
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Bank Risk
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Bank-Dependent Firms
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Credit Access: Credit Ratings
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Credit Access: Firm Size
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Determinants of LTRO Uptake
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Determinants of LTRO Uptake
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LTRO Repayment
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Early Repayment
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New Loans
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Fiscal vs. Monetary Policies
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 “If countries don’t tackle fiscal problems, monetary 
policy will become utterly irrelevant”

—former Federal Reserve Chairman Alan Greenspan, 2015/09/04

 “Monetary policy has exhausted its influence, that is 
why we are so keen on tax arrangements that support 
investment” 

—Scott Morrison, Treasurer of Australia, 2016/10/30



Run Out of Magic?
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 2016/09/08, Mario Draghi: “there are limits to monetary 
policy”
 “we have numbers showing the impact of our monetary policy on 

growth and inflation over the forecast horizon. I think – but I should 
check – because I don't remember them exactly – I think it's 0.5% over 
the forecast horizon as far as growth is concerned, and I think it's 0.3% 
as far as inflation. Or – but we'll have to check that. Let me do this. I'll 
check and let you know after. Or it's 0.3% and 0.5% – it's either – over 
the forecast horizon, from now. I think we should be able to give you 
full figures in a moment.”

 “It’s an accumulated upward impact on GDP growth of 0.6% over the 
projection horizon”

 “… elected governments that have the money should be 
spending more … to start and grow a business.”

 “… it is now up to governments to break out of the vicious 
circle”



Fiscal-Monetary Policy Interactions
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Dixit and Lambertini (2003 AER):

 “[fiscal and monetary policy interactions] can lead to 
very different macroeconomic outcomes than those 
predicted by the analysis of one policy in isolation” 

The heterogeneity in Eurozone fiscal policies provides 
a good setting for analysis!



Fiscal Policies

Daetz,Subrahmanyam,Tang,WangECB LTRO

28



LTRO and Investment
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 Did LTRO cause investment reduction?

 When would LTRO be most effective?



Eurozone vs. Non-Eurozone (“counterfactual”)
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 Even though non-Eurozone was not subject to LTRO 
directly, they have their own interventions

 2016/08/04: the Bank of England’s Monetary Policy 
Committee voted to introduce a package of measures to 
support growth and achieve a sustainable return of 
inflation to the target:
 a 25bp cut in Bank Rate to 0.25%; 
 a new Term Funding Scheme to reinforce the pass-through of the cut 

in Bank Rate; 
 the purchase of up to £10bn of UK corporate bonds, financed by the 

creation of central bank reserves; 
 an expansion of UK government bond purchases by £60bn to 

£435bn, also financed by the creation of central bank reserves.



Eurozone and non-EZ before and after LTRO
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Eurozone vs Non-EZ
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Summary and Conclusions
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 Corporate investments do not increase with LTRO
 Especially for risky banks
 Monetary transmission does not guarantee growth

 Firms that obtained new loans increase investment
 Early repayment is associated with more investment
 LTRO reveals bank health
 May need fiscal policies to spark corporate investments
 Negative credit supply shocks decrease investments, but 

liquidity injections may not boost investment
 Caveat: non-Eurozone of EU fared even worse
 LTRO might have halted the deterioration of investment


