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Under fixed exchange rates, the nominal exchange rate E is exogenously given. To

keep the nominal exchange rate fixed, the monetary authority adjusts the money

supply so that the domestic interest rate, i, is always equal to the international

interest rate i�� �	� ����������� �
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Assume that the domestic and the foreign country are perfectly symmetric,

and that the real exchange rate is fixed to one. Their goods market equilibrium

conditions, without taxes on imports, are:
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