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Abstract

Unconditional foreign exchange rate variance is generally assumed to be constant in
analysis of foreign exchange rates. It is noted that there is evidence of a change in
unconditional foreign exchange rate variance during the two-year period surrounding
the Iraq war, January 2002 to December 2003, for the GBP price of the Euro, although
not for the USD price of the Euro. This has implications for the indiscriminate use of
models that assume constant unconditional variance, such as the GARCH family of
models, in the analysis of foreign exchange rates.
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