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Abstract
This article addresses the technical aspects of measuring transaction costs from the perspective of the institutional investor. There is an initial discussion of the relationship between transaction costs and portfolio performance, indicating that the significance of trading follow from the prices achieved, and that transaction costs are themselves an analytical (albeit important) construct that follows from the choice of benchmark price and aggregation view. An extended example is drawn to illustrate several of the possible choices: benchmarks using pre-trade, post-trade, and trade-day-average prices, with aggregation either by trade day or trade “package” of continuous days of trading. The pattern of quantitative results, along with the significance of trading style, is observed. Finally these illustrative methods are related to the leading commercial transaction cost measurement services.
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