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Optimal limit order model to allow re-specifying lower limit price

TATSUNORI YAMADA' and KOICHI MIYAZAKI

Limit order execution model in the preceding research (Monch (2005)) does not incorporate
the change in the limit order price in the predetermined execution interval. In this paper, we
try to extend the existing model so as to allow the lower shift of the limit order price when
the equity price goes down to the pre-specified lower boundary and in the result our model
includes the exiting model as a special case. Deriving the optimal combination of the three
such as initial limit order price that is set a bit higher than the one in existing model, lower
boundary and the amount of the lower shift when the equity price hits the lower boundary
based on our proposed model, we can attain the higher expected profit under the same execu-
tion probability constraint. In numerical examples, we examine the difference in the expected
profit emanating from the difference in the two models and analyze the optimal combination
of the three parameters.
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