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A Market Microstructure-Based Model of RMB
Exchange Rate Determination
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Abstract This paper develops a microstructure model of RMB exchange rate with cen-

tral bank’s intervention. The paper addresses how information flow and market participants’
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behavior influence the pricing process of RMB exchange rate after the reform on July 21,
2005. It makes a tangible contribution for traders and regulators to understand the “black
box” of the determination of RMB exchange rate.
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