1 Comparative Statics for the Short Run
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and using N = Ng(cp/car)®, we have
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The value of the determinant is given by |D| = —aq; (agz + as3) + aj2. After
some algebraic manipulation we can show that
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Using Cramer’s Rule, we have
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In the short run, the pass-through rate with respect to the average retail
price is also given by
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It is also easy to find examples for which the short-term pass-through rate is
greater than one.



