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Abstract

We investigate the relation between the intraddily~/EUR exchange rate on the @%Ag >
and news announcements and order flow on the btied. We extend the exr,stmgf(%terature
on foreign exchange market microstructure by casgid a small ope Sition economy
We find that the intradaily exchange rate depenu$ath, new%[a_[ﬁn ‘ncements and order
flow. We conclude that news on the HUF/EUR market ed directly via immediate
reactions to news announcements as WeII as inigi order flow. We decompose the
news’ total effect on exchange rate and poflow accounts for approximately three
quarters, compared to one quart ct newygmct. Although the HUF is pegged to the
EUR, the exchange rate s |Iar charactesisticreported in the literature for major
currencies. It does, dlffer in quantitatéerms: the importance of indirect news
transmission gg}(gﬂ,ﬁ’@arkably hrgher on the HUF/EURkeia Furthermore, we extend the
commcx set of news by communication of editankers and significantly improve

t %e&p anatory power of the estimates. Thus, akbhmk communication can be regarded as
ou \)\\SVan important determinant for the HUF/EUR rate.
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