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Improving VWAP Algorithmic Trading Strategy by Using
High-frequency Trading Tactics
- System Construction and Empirical Studies
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Institute of Finance and Information
National Kaohsiung University of Applied Sciences

ABSTRACT

Trading has been enhanced fastly by information technology which also changes
the trading method of the financial market. By using programs as trading assistants,
the trader can not only put optimal orders into order book automatically but also
decrease market impacts after the strategies had been activated. For this reason,
algorithmic trading has been wildly used in executing process of trading strategies by
brokers or investors.

This study consists of two parts. First, an empirical system was designed for
sending block orders during designated time period by applying algorithmic trading
strategies known as traditional VWAP (Volume Weighted Average Price) strategy.
And then, this research adopted different high-frequency trading tactics to improve
traditional VWAP. The empirical systems were developed on Visual Studio .Net
environment. In order to test the capability of the system, both of the original VWAP
and improved versions are tested empirically on the Taiwan Futures Market by using
intra-day datum.

The performance of empirical results is measured by MAPE (Mean Absolute
Percentage Error) and statistic’s hypothesis test. The results show that by using
algorithmic trading the investor can establish the required position but will not cause
market impacts by applying VWAP strategies. When using high-frequency trading
tactics in the VWAP strategies, the VWAP strategies can be further improved.

Keywords: Algorithmic Trading, High-Frequency Trading, VWAP
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