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[E3CH]
Hau (2000) introduces non—traded goods into the analysis.

[Z2% 30k ]
Hau, H., 2000. Exchange rate determination: the role of factor price
rigidities and non—tradables. Journal of International Economics 50,
421 - 448.
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Second, equilibrium prices set above marginal cost rationalize
demand-determined output in the short run, since firms are not losing
money on the additional productionl. Third, monopoly power means

1 As is discussed below, this is only true if the shock is not so large as to drive marginal costs
above marginal revenues.



