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7.1 Daily Analysis: Single Currency Results

Note:

�• The coefficient on order flow 
of 2.1 implies that $1 billion of 
net purchases increasing the 
DM price of a dollar by 0.8 
pfennigs. 

�• Almost all the explanatory 
power in the regressions is due 
to order flow.
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7.1 Daily Analysis: Single Currency Results

�• Although (7.2) is estimated at the daily frequency, the estimation results have 
implications for the behavior of spot rates over much longer periods.

�• There is no detectable serial correlation in daily order flows.

4 Exchange-Rate Dynamics Chapter 7 



7.1 Daily Analysis: Multiple Currencies

All order flows

Own-currency Order 
Flow
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7.1 Daily Analysis: Multiple Currencies

Figure 2: The Exchange Rate Order Flow Relation in EBS Data: Source Chaboud et. al (2007)
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7.1 Daily Analysis: 
Dealer Order Flow and Customer Order Flow
Table 3 shows the results of regressing excess returns on Citibank's 
customer flows at the one day, one week and one month horizon. 

7 Exchange-Rate Dynamics Chapter 7 



7.2 Intraday Analysis: Decentralized Trading Models

Note:
�• The dynamic response of prices seems to vary considerably with trade 

intensity.
�• Dispersed information shocks have their largest (positive) effect on price 

changes during the third period, 15 minutes after the shock.
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7.2 Intraday Analysis: Decentralized Trading Models
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7.2 Intraday Analysis:  Forecasting Order Flow and 
Feedback Trading
1. Assume that each transaction is for $5m. and n=60. 
2. Compute the j coefficients from day T-1 order flow and price data. 
3. Use the estimated trading rule together with price data from day T to 

compute daily return and profits in USD, DM: r$, rDM, $, and DM. 
4. This procedure is repeated for each day in the dataset. 
5. Repeat the above calculations 1000 times using data generated from 

estimates of the Evans Intraday model with n=60estimates of the Evans Intraday model with n 60
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