SAXO BANK'S

TRADECOMMANDER®

John Howard, Managing Director of systematic trading consultancy, JH Financials Ltd,
provides an ongoing consultancy service to Saxo Bank who has recently incorporated
TradeCommander, a fully in-house developed systematic trading module into their
SaxoTrader platform. He explains what interested him about TradeCommander and
Saxo's strategy in this fast growing area.

y  first contact  with
TradeCommander was in the
spring of this year. Saxo

were nearing the end of their initial
development cycle with the product
and they wanted a third party opinion
on the capabilities of the product,
together with input on its future devel-
opment as well as help in identifying
some of the support challenges they
might face following release.

Before seeing TradeCommander, |
have to admit that | was highly scepti-
cal. My experience of banks producing
products of this type in-house was not
good. Only a few months before, | had
a similar request for a pre-launch
review from another bank who had
invested nearly $10 million over a two
year period only to produce what could
best be described as a lemon. In the
end, they recognised the risk to their
reputation of releasing the product and
thankfully consigned it to the recycle
bin. Saxo's approach to the challenge
however had clearly been quite differ-
ent. What impressed me was that from
my first contact with
TradeCommander, | was immediately
able to find my way around the system,
and | was also able to construct a trad-
ing model within just a couple of hours
- albeit, admittedly a very simple one.
Unusually for somebody in my busi-
ness, | don't have a programming back-

ground, so products | use really do
have to tick the "user friendly" box or |
simply won't use them.

As | learned more about Saxo as an
organisation | started to understand
why. Although they are a bank, their
outlook is in many ways similar to a
good innovative software development
house. This is far from accidental.
Saxo started as a telephone broker of
FX for their domestic Danish market,
but with the arrival of electronic trad-
ing, founders Lars Christensen and
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Kim Fornais quickly realised that to
build an organisation there were a num-
ber of dependencies. Near the top of
the list they had identified the need to
give their clients better trading tools
than the competition. Christensen and
Fornais still retain the majority of
Saxo's equity and manage the business
as joint CEOs. This unusual structure
means that at the senior management
level. Saxo is not afraid to take some
development risks, but the whims of
either CEO are moderated by the other.
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Figure 1. Condition and Action blocks
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Figure 2. Trade system statistics

System requirements

The TradeCommander product was
first conceived in 2004 and develop-
ment started in 2005. The Bank had
correctly recognised that systematic
trading was a high growth area and set
out two key objectives from the project
- to provide the Bank's private clients
with an institutional quality systematic
trading tool, and to stay ahead of the
technology curve in it's offering to
Saxo's growing institutional client base.
Within these two objectives, it was also
recognised that for either a private

client or a hedge fund wanting to auto-
mate a technical strategy there were a
number of dependencies that Saxo
could simplify.  Firstly, developing a
systematic strategy requires a backtest-
ing capability; running backtests
requires historical data, and that histor-
ical database needs be kept updated and
cleaned. The designer is then likely to
want to optimise the variables within
the approach. Having settled on a
strategy and setup, the signal generating
engine then needs a live data feed to
generate its signals and a liquidity pool
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Figure 3. Equity Curve
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to send the orders to. This in turn cre-
ates communication and infrastructure
challenges as well as issues related to
the monitoring of active trading sys-
tems, risk management and back office
integration.  Saxo's approach was to
combine all of the above into a single
product, meaning that the process of
creating trading rules, testing and opti-
mising, and then deploying them for
live execution would be greatly simpli-
fied.

Programming

Saxo also identified that few traders
have programming skills meaning that
both hedge funds and proprietary trad-
ing banks end up employing armies of
programmers and quants to systematise
traders ideas for them. One of the key
decisions taken early on in the develop-
ment process was to make the creation
of trading rules something that almost
anybody would be able to achieve via
TradeCommander's innovative use of
Condition and Action blocks being
linked by Combination blocks (Figure
1). This enables users to easily build
combinations of conditions consisting
of bar and price values, earlier refer-
enced values, functions, study values
and composite expressions.  For users
who are more comfortable writing
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Figure 4. System Execution Monitor

complex conditions as single state-
ments, an advanced condition editor
will be released later this year.

In order to allow users to make
informed judgement calls on whether a
trading strategy meets the traders
risk/reward criteria, TradeCommander
produces detailed statistics (Figure 2)
both for backtests and for trading sys-
tems being run live, together with a
graphical display of where trades have
occurred and an equity curve for the
strategy (Figure 3).

System Execution Monitor

Another useful tool for understanding
how a trading system is behaving is
System Execution Monitor. Using this
tool it is very easy for users to step back
to any given point in time to evaluate
which elements of an overall condition

have been satisfied, on a virtual tick by
tick basis together with values of any
studies or other calculations. In line
with the design philosophy of making
the system as visually informative as
possible, conditions are marked with
either a green or red square depending
on whether they have been satisfied or
not.

From a risk management perspective,
the designers understood that traders
would want the capability to prevent
some strategies from trading under cer-
tain market conditions and so incorpo-
rated some very useful capabilities for a
user to pre-define the conditions under
which a trading system would automat-
ically stop.

In terms of tradeable instruments,
TradeCommander currently only allows
users to automate trading strategies on
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160 FX pairs - a small subset of Saxo's
20,000 instrument universe. In the
coming months they plan to extend
system trading to other asset classes
including stocks, futures and CFDs.

In summary, | feel the concept of
incorporating advanced condition writ-
ing capabilities, backtesting, optimisa-
tion, and execution across multiple
asset classes, all within a single fully
integrated package that any competent
trader will be able to use, is a very pow-
erful offering.

Those interested in learning more
about TradeCommander and Saxo
Bank's institutional offerings can
contact John Howard on +44 20 7151
2083.
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