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On optimal liquidation strategy and optimal liquidation time
HU Xiao-ping, HE Jian-min, LU Hong-sheng

(School of Economics and Management, Southeast University, Nanjing Jiangsu 210096, China)

Abstract: The optimal liquidation strategy and optimal liquidation time are studied with endogenous liquidation time
horizon. Both the permanent impact and the temporary impact are the linear function of the liquidation velocity, and
the liquidation velocity is a closure set with an isolated point. An analytic solution is then obtained by the maximum
principles in optimal control theory. The result shows that the optimal liquidation strategy and optimal liquidation time are
commonly governed by market conditions, stock volatility, stock liquidity, position size and risk preference. Furthermore,
the permanent impact only affects the total liquidation return, not affects the optimal liquidation strategy and optimal
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liquidation time.
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