Print 1S5N: 1024-8153

Online ISSN: 2423-5377

%_ Financial Research Journal

Order Splitting Strategy to Reduce Market Impact in Tehran Stock
Exchange

Mohamad Ali Rastegar

*Corresponding author, Assistant Prof., Department of Financial Engineering, Faculty of
Industrial Engineering & Systems, Tarbiat Modares University, Tehran, Iran. E-mail:
ma_rastegar@modares.ac.ir

Nahid Eghbalreihani
M.Sc., Department of Financial Engineering, Faculty of Financial Science, Kharazmi
University, Tehran, Iran. E-mail: n.eghbalrei hani @yahoo.com

Abstract

Objective: Thisresearch is aimed at offering an order splitting strategy to divide a large
order into a number of smaller orders to reduce Market Impact cost and imbalances
created by Large ordersin the market.

Methods: Due to the limited access to data and high volume of calculations, for some
shares of the Tehran Stock Exchange (TSE), market impact cost function of bought trades
were calculated using the I-star model. Then, by using the MI function and based on the
investor's trading horizon, we split alarge order into a series of small orders to place them
at intervals rather than ordering all at once. The goal is to reduce the market impact cost,
and avoid creating an imbalance of large orders in the market.

Results: According to the intraday patterns of the average trading volumes and the
market impact cost, it is observed that the trading volume of shares is low and market
impacts cost are high at the beginning of the day, then at the end of the day, as the trading
volume and market liquidity increase, the market impact cost incurred by traders reduces.
Thisis mainly because investors will not need to increase trading prices to complete their
orders when the stock market experiences an increase in liquidity and trading volumes,
and this is also seen in the Tehran Stock Exchange. The market impact cost function for
the shares in Tehran Stock Exchange is also concave and investors behave much more
aggressively when buying compared to selling.

Conclusion: The results show that by examining the intraday patterns of liquidity
parameters such as trading volumes and market impact then designing a trading strategy
for the splitting of large orders can reduce the additional costs incurred by traders and
result in orders being traded in relatively more reasonable prices.
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Impact, Transaction Costs.
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