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Trade Insight

Why doesn’t the buy-side 
know more about how 

sell-side algos work? You 
might say it’s not necessary: 
most of us don’t work on our 
own cars any more, nor do 
we even do much to our own 
PCs, except maybe blow the 
dust out occasionally. You 
might also say that the com-
moditised nature of cars and 
PCs makes learning the 
mechanics unnecessary, and 
the same goes for algos. But 
that would miss the point: the 
lack of need to see under the 
hood is about how we use the 
car/PC/algo, not about 
whether it’s commoditised or 
not. As algorithmic trading 
volumes rise, the buy-side is 
being asked to measure and 
care about performance more 
and more closely, yet until 
recently there have been few 
tools available to enable this.  
While standard transaction 
cost analysis (TCA) is certain-
ly a part of the solution, what 
is truly needed is to turn the 
black box into a ‘glass box’ 
and expose the algo logic to 
the trader in real time.

Within Deutsche Bank’s 
equity trading business, we 
think of TCA as falling into 
one of three categories: 
standard historical TCA; 

bespoke execution consulting; 
and real-time ‘glass box’ algo 
TCA. Standard historical TCA 
is great at answering long-run 
questions about aggregate 
performance. Execution 
consulting employs man and 
machine working together to 
provide answers to questions 
that involve custom 
benchmarks or other novel 
investigations. While these are 
both crucial aspects of the 
performance picture, real-time 
TCA is becoming increasingly 
relevant to both our algo 
developers and our clients.

Rise of real-time TCA
There are multiple reasons 
why real-time TCA is 
increasingly critical. First and 
foremost, the current 
challenging trading 
environment requires new 
tools. With market structure 

Successful execution demands a real-time view of 
what your algorithm is doing and thinking, according 
to Ken Gleason, global head, and Christian Hesse, 
senior quantitative strategist, equity trading product 
development, Deutsche Bank.
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conversation between trader 
and coverage. Instantly the 
dialogue moves from “in this 
situation the ‘dynamic 
momentum widget’ told the 
algo to trade” to “if you look 
at 14:02, the ‘dynamic 
momentum widget’ signalled a 
move and combined with the 
expected volume of x caused 
the strategy to accelerate 
execution.”  The change from 
“do you know what I mean” to 
“do you see what I mean” is 
simple, yet profound.

Watching algos at work
At Deutsche Bank, we 
developed our Trade Insight 

becoming more and more 
complex and fragmented, 
regulatory regimes 
intensifying and liquidity 
declining, there has never 
been more of a need for 
transparency and control. The 
post-trade nature of traditional 
TCA simply does not allow for 
the real-time response to 
events that is needed today.

Second, fewer and fewer 
algos are tied to a particular 
benchmark, like Deutsche 
Bank’s Stealth liquidity-seeking 
algorithm. The quantitative 
models employed by these 
strategies drive behaviour in 
coordination with or in place 
of a simpler benchmark-
tracking function. These 
models in and of themselves 
can be a valuable source of 
information to help the trader 

make further decisions at 
trade time, especially in 
abnormal market conditions.

Third, with the increasing 
importance of algo 
customisation, whether of 
model parameters or trading 
logic adjustments, the only 
effective way to evaluate the 
outcome is to combine 
analysis of historical 
performance before and after 
with first-hand observation of 
whether the changes had the 
desired effect.

Finally, real-time TCA, 
when delivered properly, 
helps both the buy- and the 
sell-side by enriching the 
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“Real-time TCA is becoming increasingly 
relevant to both our algo developers and 
our clients.”
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Figure 1:  individual executions overlaid on stock price and volume time-series 
data on trade insight

Source: Deutsche Bank AG London
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liquidity forecasts
Another algo component 
made visible by Trade Insight 
is liquidity forecasts, e.g., 
average daily volume and 
closing auction volume. In 
conjunction with other sources 
of information, traders can 
see whether their chosen algo 
settings produce the desired 
behaviour in a given market 
situation. Moreover, traders 
may use liquidity forecasts to 
adjust the quantity and timing 
of their child/algo order 
submissions to a broker.

Conclusion
Ultimately, execution 
performance will continue to 
be measured by multiple 
methods and metrics, across 
various time horizons and 
against different objectives. To 
achieve a truly fine-tuned 
execution strategy, especially 
if customised trading 
algorithms are involved, 
today’s trader simply must 
have a real-time view that 
integrates the pictures of child 
order placement, execution 
analysis and the actual  
‘thought process’ of the 
strategy. Whether the sell-side 
as a whole will be comfortable 
exposing the internal details 
(or vagaries) of their algos 
remains to be seen. n

App to provide traders with 
just such a real-time view on 
what an execution algorithm 
is doing and ‘thinking’ while 
it is working an order in the 
market.

As shown in Figure 1, 
individual executions are 
overlaid on stock price and 
volume time-series, with 
details regarding the price, 
quantity and venue clearly 
distinguishable, including 
whether the trade happened 
on a dark or lit order book. In 
addition, users can pull up 
running summary statistics 
about where and how the 
algo is sourcing liquidity for 
their order, such as 
breakdowns by venue and 
execution type, i.e., passive, 
mid-price or aggressive.

Together, the visual 
displays and the summary 
statistics help the trader to 
form a much clearer picture 
of both the qualitative and 
quantitative aspects of the 
trading behaviour of the 
algorithm.

To further elucidate what 
informs the algorithms 
trading decisions and 
consequently drives its 
trading style and market 
participation rate, Trade 

Insight offers a view on some 
of the underlying 
mechanisms.

fair value prices
Among the moving parts 
inside our ‘glass box’ algos 
that can be seen with Trade 
Insight are the fair value price 
limits produced by Deutsche 
Bank’s Dynamic Return Model. 
The fair value prices are 
computed with reference to 
movement of stock process 
relative to appropriate 
benchmarks such as sector 
indices, and prevent an algo 
from trading when there is a 
strong price dislocation and a 
high probability of reversion in 
the near term. The width of 
the fair value price band is 
partly determined by the user-
specified urgency setting on 
the algorithm.

Fair value prices are 
displayed together with 
execution and market data, 
and help to account for 
some of the short-term 
variations in algo 
participation rate, and give 
traders a better 
understanding of the effect 
that their selection of 
urgency has on algo 
behaviour.

“The change from ‘do you know what i 
mean’ to ‘do you see what i mean’ is simple, 
yet profound.”


