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ABSTRACT: �is paper explores the e�ect 
of U.S. domestic politics on the behaviour 
of international currency markets. Speci�-
cally, for the �rst time in the literature, we 
gauge the impact of a divided government 
on the exchange rate volatility of �ve cur-
rencies: the Japanese yen, the Canadian 
dollar, the British pound, the Mexican peso, 
and the euro. At the same time, we control 
for the impact of political and macroeco-
nomic factors. A GARCH methodology has 
been adopted for this objective, using week-
ly data from 2000 to 2021. �e evidence 
suggests that the partisan and divided gov-
ernment variables signi�cantly impact the 

conditional variance equation, whilst the 
observed reduced levels of exchange rate 
volatility during a Democrat presidency 
run counter to prior studies on partisan-
ship. In addition, exchange rate volatility 
seems to increase one month before an elec-
tion and during periods of divided govern-
ment. Given the nascent evidence, we argue 
that U.S. politics are instrumental in a�ect-
ing global �nancial markets.
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