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Agenda
• Why we should be looking at trading costs
• Complications with Transaction Cost Analysis
• The future of Transaction Cost Analysis



Does trading really have an impact?

Source: www.plexusgroup.com
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What is the effect on fund performance?

-40.5 bpimpact on fund performance

25%fund turnover

-91 bptrading cost



Trading Costs Are More Significant Now
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Where do the costs come from?

explicit costs

implicit costs



Different ways of measuring transaction costs
• Value benchmark

– Implementation Shortfall

• Pier group benchmark
– Volume Weighted Average Price



Issue 1 – Comparing Like for Like

Investing €250 million in 
European small cap 

Investing €50 million in an 
S&P500 basket

94 bp22 bp

Which is the best trade?
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Issues 2 – Gaming the Benchmark!

average price
33.95



Issues 2 – Gaming the Benchmark!

DIMENSION DATA

6

6.5

7

7.5

8

8.5

9

9.5

10

10.5

11

01
/0

9/
20

00

04
/0

9/
20

00

05
/0

9/
20

00

06
/0

9/
20

00

07
/0

9/
20

00

08
/0

9/
20

00

11
/0

9/
20

00

12
/0

9/
20

00

13
/0

9/
20

00

14
/0

9/
20

00

15
/0

9/
20

00

18
/0

9/
20

00

19
/0

9/
20

00

20
/0

9/
20

00

21
/0

9/
20

00

22
/0

9/
20

00

25
/0

9/
20

00

26
/0

9/
20

00

27
/0

9/
20

00

28
/0

9/
20

00

29
/0

9/
20

00

pr
ic

e/
GB

P



Issues 3 – Too many assumptions?
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Execution against VWAP 58bp

Execution performance using implementation shortfall 208bp



Conclusions
• Trading is a vital part of the investment process
• Recognise the true costs of trading
• Tracking trading costs is vital
• Monitor trading processes 



The future of Transaction Cost Analysis
• Improved standards 
• Multi-asset class capability
• Creating understanding and awareness of the trading 

process


