Financial Trading Use Case For Cohesion Protocol

Many financial trading strategies are composed of several underlying financial products.

For example, an investor wishes to buy stock in company A in the belief that the stock price will rise, but at the same time wishes to ‘insure’ the investment against an unexpected drop in the stock price. 

This strategy can be achieved by buying the stock in company A and at the same time paying a premium to purchase an option to sell the stock at and agreed price (a ‘put’ option). If the stock price rises the return for the investor is the price gain less the premium paid for the option. If the price falls unexpectedly, the investor exercises the option to sell the stock and limits the loss.

To construct this trade the investor requests quotes on the current price of A’s stock and also on the ‘put’ option on stock A. Quotes on the stock and the option may be available directly from several exchanges, or indirectly through intermediaries or brokers. Prices may vary from exchange to exchange and from broker to broker for many reasons, including differing transaction costs, broker spreads and option valuation models.

The ‘value’ of such a trading strategy requires the successful purchase of each component or ‘leg’ of the trade at a certain price and at the same time.

Using a cohesion protocol the investor can automate the quote gathering, quote choosing and execution of the trade.

Within a single cohesion the investor gathers quotes for the stock and the option from a variety of exchanges and brokers. The quotes are only valid for a specified time after which they ‘time-out’. The stock quotes are sorted according to some defined business logic and then the cheapest executed. Similarly, the option quotes are sorted according to some defined business logic and then the cheapest executed. The other quotes are ignored and simply time-out.

