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Abstract: The failure of uncovered interest parity can be ascribed to the existence of a risk premium.  The
size of this risk premium may shrink to zero over sufficiently small intervals of time.  In contrast, because
no interest is paid on intradaily positions and interest is instead paid discretely at the point when a position
is rolled over from one day to the next, the size of the interest differential remains fixed over any interval
that covers the time of the discrete interest payment.  This is true no matter how short that interval is.  Using
a large dataset of high frequency exchange rate data, we run uncovered interest parity regressions over
different time intervals.  We replicate the rejection of uncovered interest parity with daily data, but find
results that are consistently much more supportive of the uncovered interest parity hypothesis over short
windows of intradaily data that span the time of the discrete interest payment.
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Fig. 1: Estimate of β in Equation 4, with 90% Confidence Interval, Estimated from 16:30 to time h
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, plotted against h
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Notes: Time shown is New York Time                        22
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