CFA LEVEL 3

STUDY SESSION 16

EXECUTION,
MONITORING &
REBALANCING



{ Warm-up: the investment process %
~ & market microstructure

/

- a. Market & limit orders }

/

' b. The effective spread }

\

~ Quote-driven markets

{ c. Market % Order-driven markets
_structures |

._Brokered markets

44 .1.
Execution Of
Portfolio

Decisions % d. Brokers & dealers }

% e. Market quality }

e

- f. Execution costs

\

~Explicit costs

| Realized profit/loss

Implementation %
_ shortfall \\_Delay costs

‘ _Missed trade opportunity cost




{ h. VWAP vs. %
~ Implementation shortfall

({ i. Econometric models }

{ j. Major trader types }

{ k. Trading tactics

44.2. | |
Execution — |. Algorithmic trading
Of Portfolio \ ’
Decisions
(cont.)

" m. Choosing an
algorithmic
_ trading strategy

% n. Best execution

{ 0. Evaluating trading %
_ procedures ‘

{ p. Role of ethics in trading }




a. Fiduciary
_ responsibilities

Monitoring investor circumstances
~Monitoring market/economic conditions
|/ Monitoring the portfolio
|/ Change in wealth
|/ Changing time horizons
/’ Changing liquidity requirements
! Changing tax treatment
Laws & regulations
. New asset alternatives

{ b. Monitoring

. Changes in asset class risks
I\_Bull vs. Bear markets

\\_The stock market & central bank policy
|\_Changes in inflation
Changes in asset class expected returns

~Changes in wealth

| Time horizon
c. Changed | Liquidity requirements
investor
circumstances ‘
- S |\_Tax concerns
45, ‘
Monitoring _Legal & regulatory
&

Rebalancing

" d. Benefits & costs

~ of rebalancing

Calendar rebalancing

| e,g. Rebalancing _ ,
. Percentage-of-portfolio rebalancing

~Transactions costs

{ f. Optimal | Correlations
_ corridor width

_ Volatility

~Buy-and-hold strategy

| Constant mix strategy

| Constant proportion strategy

" h,i,j. Dynamic F !
\

rebalancing \_ Rebalancing in up & down markets
_ strategies

|\ Exposure diagrams of concave (constant mix)
|\_vs. convex (CPPI) strategies

Convex strategies & concave strategies




