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A new algorithmic trading strategy for high{frequency trading

YAN Ru-zhen LI Ping ZENG Yong

School of Management and Economics University of Electronic Science and Technology of China Chengdu

610054 China

Abstract: Over the past decade financial markets have witnessed an explosion of algorithmic trading strategy
which can help investors efficiently reduce transaction cost. In order to reduce the trading cost investors usu—
ally break block orders into small pieces in high-frequency trading. However the behavior of such order split—
ting may result in inevitable opportunity cost as well as timing risk. This paper establishes a new algorithmic
trading strategy to minimize implicit trading costs including the market impact opportunity cost timing risk
and the price appreciation. We find the performance of our optimal algorithmic trading strategy is better than
that of MIOC or VWAP strategies in all the cases of increased decreased and U-shaped execution probability.

The new algorithmic trading strategy established in this paper can effectively reduce the trading cost.

Key words: high-frequency trading; algorithmic trading; implicit trading cost; timing risk



