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Abstract

We use granular Swedish micro data to study how firms’ capacity constraints affect
the passthrough of monetary policy to prices. An expansionary monetary policy
shock, identified using high-frequency interest rate changes around Riksbank policy
announcements, leads to an overall increase in producer prices. However, this
average response masks significant differences between capacity constrained and
unconstrained firms. Specifically, we find that constrained firms raise their prices
more in response to the shock, but only when a significant fraction of their closest
competitors are also constrained. A multi-industry New Keynesian model with
heterogeneous firms and strategic complementarities in price setting reconciles
these empirical findings. The model’s inflation dynamics crucially depends on the
distribution of capacity constrained firms across industries, and delivers a steepened
Phillips curve during the recent high inflation period.




