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Abstract

This paper proposes a new estimator of transaction cost. In contrast to estimators
proposes in the literature, this new estimator is specifically designed for order-driven
markets with continuous auction. The advantage of this estimator isthat it isafunction
of the order submitted, the current market depth, and the last transaction. As aresullt,
one can estimate both conditional and unconditional cost.

This new estimator is a measure of the price impact of a market order. The price
impact can be decomposed into two multiplicative terms: the effect of an order on trade
direction and the price effect of the trade direction. The definition and measure of trade
direction is developed in Hu and Chan (2000). | will apply the new estimator to the
Paris Bourse intraday data. | will also examine the cross-sectional and time-series
variation of the estimated transaction cost. The estimator will also be compared with
other measures proposed in de Jong, Nijman, and Roel(1995).

Keywords : transaction cost, order-driven, continuous auction, market depth, price
impact
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