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Round-Trip Trade with TWAP Strategy

KUNO Seiya

Key Words : Algorithmic trading, TWAP trading, Institutional investor, Market impact,
Off-exchange trading

Abstract

We define three types of price models, which change prices in response to the
trading volume, then compare the execution performance of each price model using the
Time-Weighted Average Price (TWAP) round-trip strategy. The TWAP
strategy is one of the simplest execution strategies and makes it easier to analyze
the performance, but it is difficult to prove analytically when we deal with the
multi-period execution problem because the effect of each trade remains on the
price for a long time. Therefore, we numerically show the execution performance
according to the previous empirical research and then illustrate the possibility
of the price manipulation for a price model with log market impact and power
resilience function. Moreover, we assume two trading venues, the exchange
with market impact and the off-exchange without market impact. Under this
setting, we calculate the off-exchange transaction fee using the TWAP round-trip

trading benchmark.
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