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Estimating Pre-Trade Open Trading Cost Savings

HIGHLIGHTS
¢ Open Trading™ contributes meaningful cost savings for Calculating the Open Trading™ Cost Savings (OTCS)
liquidity takers (inquiry submitters), which is most often

Measured per bond, Open Trading Cost Savings for
presented in post-trade reporting.

Liquidity Takers is the price differential (improvement)
between the winning Open Trading response and the best
disclosed dealer response; e.g. the disclosed dealer cover,
which would have been the best available response
absent Open Trading.

e Establishing pre-trade expectations of Open Trading’s cost
saving for liquidity takers can be an important factor in
determining how to manage an order.
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Any post-trade review of Open Trading cost savings is an

important part of understanding its total contribution to 3

trading outcomes. 25 R _od
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How can traders incorporate that insight into their pre-trade
process, however? Of course, they can always oversimplify
and assume that the recent historical cost savings would be a
good approximation of what to expect in the near future,
which is a common and reasonable starting point.
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But for any specific order, what should the Open Trading cost

savings expectations be? We know, for example, that realized

cost savings are highest where liquidity can be more

challenging, so the pre-trade effort of being more specific In the chart, we see that when a cover is 1.5 bps, the OTCS is

should pay off. 1.8 bps. Similarly, when the cover is 2 bps, the OTCS is 2.5
bps. The correlation is an extremely high at 0.99.

True Best to Cover (bps)

To help traders create a pre-trade expectation, we can link it

with something that traders more thoroughly understand and Liquidity Score Dealer Side
experience. OTCS (LT) | BTC OTCS (LT) | BTC

) ) ) R ) 8to 10 1.87 | 1.55 Dealer buy 2.38 | 1.99
St'“cetOp‘Tl” Tr a‘?'l'”gtcc’tﬁ Sa"'”gslfor 'l'q“"],"ty t‘;';erj 1S - 5to7 312 | 2.61 Dealer sell 277 | 2.26
structurally similar to the cover level, we’ve added a char 0to 4 c3c | 444

plotting those two elements — Open Trading cost savings and
cover delta — over the last 52 weeks for the US Investment
Grade activity on MarketAxess. Here we can observe a direct
linear relationship between them.

Taking it a step further, the tables highlight that this strong
relationship holds when split by Liquidity Score or by side.

By establishing confidence in this linkage, traders can build
pre-trade Open Trading cost savings expectations, which can
then be used to improve trading outcomes especially in
circumstances where OTCS is expected to be large and add
the most value.
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