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Cross-Asset and Portfolio Trading - Overview

e Multiple trading strategies exist requiring cross-asset capabilities, e.g.
— Pairs Trading
~ Contingent Trading
— Option Delta Hedging
— Balanced Portfolio Trading

e |[ncrease in “trader tools” means investors want to execute these
strategies themselves

e Can these tools be delivered now to the buy-side?

e What changes do we need for this to happen?
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The Problem

e |ssues clients face when self-trading:
- How can | enter the order?
- How can | monitor and control the order?
—- How does the trade fit into my TCA?

- Can my prop or 3 party EMS/OMS handle these tools?
— Can | use a single-broker platform to execute these trades?

— Single name analysis — pre-, intra-, and post-trade does not cope
with multiple name contingent trades
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Case Studies

e Examine 3 Case Studies

e 3 client requests for contingent or cross-asset trading strategies

e How do they satisfy the 3 key requirements of DMA:

—- Cost
— Control
— Anonymity
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1. Automated FX Hedging

e Smart Order Routing across multiple venues with different FX
— e.g. Unilever, Royal Dutch, RIM

e Smart Order Routing for ADRs — trade underlying and flip

e Executing broker needs to run cross book where non-fungible
e Trading engine must be able to access an electronic FX quote
e Seamless to client

e Cost should be reasonable

e Satisfies Control and Anonymity concerns

e SOR summary can be shown in conventional post-trade
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2. Portfolio Algos

e Client wishes to execute a two-way portfolio, keeping it country,
sector, or risk balanced — possibly even at an account level

Could send to sell-side PT desk to manage this — loses anonymity

EMS/OMS integration trivial:

— send to portfolio algo

— this loses control and feedback

— stocks begin to execute along contingent benchmarks

Need enhanced intra- and post-trade analysis to monitor trade

PT algos will take more risk on some names to reduce overall risk
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Example — WG.L v BP.L — Pre-Trade Summary

8
Name Gty (+/-) Hotional Weight Liquidity Impact{USD) Impact(bps) Impact(cps) Marginal Impact (bps) Outstanding Shares
Add Security... 0
BF/ LN -779,827 5,000,000 £0.00% 0.85% 2,453 49056 ; 2.453 18,72
WG/ LN 1,158,578 5,000,000 50.00% 37.85% 40,926 81.852 5 40.926 5l

Wisight filtered by — A

pedw| (euBrepy

12.00% 16.00% 20.00% 28.00% 32.00% 36.00% 40.00%
Liquidity
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Example — WG.L v BP.L — Trade Trajectory

Execution Cost (bps)
Execution Risk (bps)
Executicn Cost (3)
Executicn Risk (§)

Avg % Interval Volume
Max % Interval Wolume
Half Life {in days)
Completion Time

Residusal {3)

i o 1
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10:00:00 AM

Cct 14
11:00:00 AM
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1:00:00 PM

Oct 14
2:00:00 PM

Portfolio.HoldingValue | * §

Ot 14
2:00:00 PM

Oct 14
4:00:00 PM
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3. Contingent or Spread Trade

e Client wishes to execute two names at a particular ratio, or execute
on leg contingent on another

e Execution of the child leg is random in the single name space
e Client still has control and anonymity

e Needs to use enhanced post-trade to analyse price and fill ratio
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Solutions

e Broker controlled EMS can provide enhanced cross-asset trading
tools, with integrated intra- and post-trade analytics

e Executing broker can provide web based staging or intra-trade
monitoring tools

e Control is key — trader needs real-time intra-trade analytics to monitor
for excessive impact or exceptions
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Conclusions

e Many of the trading tools and algos required for cross-asset and
portfolio trading already exist

e Enhanced TCA is key to understanding the implementation of the
chosen strategy

e Most clients use 3" party, broker independent TCA, if any

e Intra- and post-trade analytics needs to be aligned with the traders
implementation benchmarks
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Copyright ©2007 Morgan Stanley. All rights reserved. Services will be offered through Morgan Stanley &
Co. Incorporated, Member SIPC. The information contained herein is proprietary to Morgan Stanley &
Co. Incorporated and its affiliates (“Morgan Stanley”).

These materials have been prepared solely for informational purposes, based upon information generally
believed to be reliable, and no representation or warranty is given with respect to its accuracy or
completeness. These materials do not constitute an offer to buy or sell, or a solicitation of an offer to buy
or sell any security or instrument or participate in any particular trading strategy and no representation or
warranty is given with respect to any future offer or sale. This data is not be construed to be investment
or tax advice or an investment recommendation. The investments and strategies discussed in this report
are not suitable for all investors. Automated trading services contain complex tools which automatically
process and submit orders for execution based upon the parameters you designate, and they will
independently and continuously process your orders for execution until the parameters you established
have been fully satisfied. The service is intended for use by sophisticated investors with adequate
resources to enable a thorough understanding of how the service operates, and to assume the financial
risks presented. We assume no responsibility or liability for executions resulting from your use of this
service. Given the highly automated nature of the service and the executions provided thereby, you
should not use the service unless you fully understand the operation and risks. You should confer with
your legal, tax and investment advisers before acting in any way upon the information herein.
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