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» Question: do financial constraints shape how firms adjust prices to monetary policy?
Customer markets + costly external finance (Gilchrist et al., 2017) = constrained firms

cut prices less, preserving current cash flow at the cost of future market share

» Data: Swedish micro producer prices, 2001-2023, 2,195 public and private firms, merged
with administrative balance sheets; new HF Riksbank surprises (FRA1-4, 149 events);

panel LPs with product and time FE

» Findings: after a tightening, at h = 21m a firm one s.d. smaller cuts prices 0.7pp less —
a ~25% muting; age, leverage and liquidity are flat. Small firms' sales and debt fall

more and margins rise. Absent constraints the PPI response would be 14-34% larger
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» Convincing specification and clean measurement - testing a sharp theoretical prediction

» Important message: financial frictions attenuate the transmission of monetary policy to

prices

» Comments/questions
1. The estimated stock price response has the opposite sign: is the surprise contaminated?
2. What does size proxy for? A direct measure of the external finance premium

3. From measurement to implications: asymmetry and state dependence
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1. The estimated stock price response has the opposite sign

> A 100bp tightening surprise significantly raises equities. Rates and exchange rates

behave as expected

» Theory predicts the opposite: a tightening lowers expected cash flows and raises the

discount rate (Bernanke and Kuttner, 2005)

» Your interpretation is multinationals and SEK appreciation — but appreciation lowers

the SEK value of foreign revenues, if anything reinforcing the negative sign

P Alternative interpretation: the surprise is contaminated by news released with the
decision — information effects (Jarocinski and Karadi, 2020) or a systematic response to

recent news (Bauer and Swanson, 2023)
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the information component loads equally along the size distribution

4/9



Consequences for the estimates, and two remedies

» Time FE a;p absorb contamination common across firms — so 3y, is unaffected only if
the information component loads equally along the size distribution
» This is unlikely: favourable demand news should raise the prices of small, cyclically sensitive

firms by more = bias in the direction of your estimate

4/9



Consequences for the estimates, and two remedies

» Time FE a;p absorb contamination common across firms — so 3y, is unaffected only if
the information component loads equally along the size distribution
» This is unlikely: favourable demand news should raise the prices of small, cyclically sensitive
firms by more = bias in the direction of your estimate

» And the aggregate counterfactual uses group IRFs without time FE

4/9



Consequences for the estimates, and two remedies

» Time FE a;p absorb contamination common across firms — so 3y, is unaffected only if
the information component loads equally along the size distribution
» This is unlikely: favourable demand news should raise the prices of small, cyclically sensitive
firms by more = bias in the direction of your estimate

» And the aggregate counterfactual uses group IRFs without time FE

» Two remedies
1. Bauer and Swanson (2023): orthogonalize mps; on pre-announcement news — equity

returns, yields, commodity prices, data surprises, Riksbank forecast revisions

4/9



Consequences for the estimates, and two remedies

» Time FE a;p absorb contamination common across firms — so 3y, is unaffected only if
the information component loads equally along the size distribution
» This is unlikely: favourable demand news should raise the prices of small, cyclically sensitive
firms by more = bias in the direction of your estimate

» And the aggregate counterfactual uses group IRFs without time FE

> Two remedies
1. Bauer and Swanson (2023): orthogonalize mps; on pre-announcement news — equity
returns, yields, commodity prices, data surprises, Riksbank forecast revisions
2. Jarocinski and Karadi (2020): separate policy from information using the sign of the

co-movement between the rate surprise and the stock market

4/9



Consequences for the estimates, and two remedies

» Time FE a;p absorb contamination common across firms — so 3y, is unaffected only if
the information component loads equally along the size distribution
» This is unlikely: favourable demand news should raise the prices of small, cyclically sensitive
firms by more = bias in the direction of your estimate

» And the aggregate counterfactual uses group IRFs without time FE

> Two remedies
1. Bauer and Swanson (2023): orthogonalize mps; on pre-announcement news — equity
returns, yields, commodity prices, data surprises, Riksbank forecast revisions
2. Jarocinski and Karadi (2020): separate policy from information using the sign of the

co-movement between the rate surprise and the stock market

» How much do the conclusions change?
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— leverage and liquidity are relevant balance-sheet measures (Ottonello and Winberry,

2020; Cloyne et al., 2023)

» Two interpretations

(a) Size is the better summary of constraints
(b) Size proxies for something else — it is correlated with many firm characteristics

simultaneously

> “A more direct test would examine the response of credit spreads or lending standards in

Sweden.” = could some of this be done here?
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Zakrajsek, 2012) — the residual measures binding constraints rather than priced risk

» Feasible here? Interest expense / debt, less a matched risk-free rate, would be a

book-value alternative where market spreads are unavailable

» If such a measure can be constructed: are size, age, leverage and liquidity correlated

with it?
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sign-symmetric average

» The mechanism itself implies asymmetry, because constraints co-move with policy

» Tightening = EFP rises = constraints bind more = attenuation amplified

» Easing = EFP falls = small firms behave more like large ones = attenuation weaker

» In GZS the distortion is convex, so the 14-34% is a lower bound for tightenings — the

policy-relevant case

> Suggestion: split mps; by sign. Caveat: 149 events, and easings cluster in stressed

periods — the sign is confounded with the state
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3. Implications Il: state dependence of the transmission
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ApIn Pieyn = aip+ arn+ Ba(mps: X FCjr—1) + dn(mpsy X FCje—1 X St—1) + ThZj -1+ u
S¢_1 an aggregate credit-spread index; mps; X S;_1 is a pure time variable, absorbed by

At h

» Alternatively, recover it from a calibrated GZS-type model — (), estimated in tight and

in loose states provide natural moments
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to prices

» Comments

1. The sign of the equity response suggests contamination. Purify the surprise (Bauer and
Swanson, 2023; Jarocinski and Karadi, 2020) and report how the interaction coefficient and
the aggregate counterfactual change

2. Validate the constraint proxies against a direct measure of the external finance premium —
preferably an excess premium, net of default risk. And discuss Kim (2021), who obtains the
opposite sign on size

3. Move from the average effect to the implications: sign asymmetry, and in particular state

dependence of the strength of transmission
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