
Disclaimer:     The information provided in this trading education material is for informational and  
educational purposes only. It does not constitute financial, investment, or trading 
advice and should not be relied upon as such. Trading financial instruments, 
including but not limited to stocks, options, futures, and currencies, carries a high 
level of risk and may not be suitable for all investors. Before engaging in any trading 
activity, you should carefully consider your investment objectives, level of 
experience, and risk appetite. 



INTRODUCTION TO ICEBERGS IN TRADING

An iceberg order in futures trading is a type of limit order used by traders to 
conceal the true size of their order. It does this by breaking the large order into 
smaller visible portions, which are gradually revealed and executed. This helps 
traders avoid significant market impact and reduces the likelihood of other 
market participants reacting to a large order. Here’s a detailed explanation:

Key Concepts of Iceberg Orders

1. Definition and Purpose

- Iceberg Order:  An iceberg order, also known as a "reserve" order, is a large order divided into
smaller parts, with only a portion of the order visible on the order book at any given time.

- Purpose:  The primary purpose of an iceberg order is to execute large trades without revealing 
the full size of the order, thus minimizing market impact and potential adverse price movements.

2. Mechanics of Iceberg Orders

- Visible Portion:  The visible portion, also known as the "display size" or "tip," is the part of 
the order that is shown on the order book.

- Hidden Portion:  The remainder of the order is hidden and only becomes visible after the 
displayed portion is executed.

- Order Execution:  As each visible portion is filled, another portion of the same size is 
automatically placed on the order book until the entire order is executed.

Example of an Iceberg Order

Suppose a trader wants to buy 10,000 contracts of a futures contract. To avoid driving up the price 
with a large visible order, they place an iceberg order with a display size of 1,000 contracts.



- Visible on Order Book:  Initially, only 1,000 contracts are visible on the order book.

- Execution:  Once the 1,000 contracts are bought, another 1,000 contracts become visible.

- Continuation:  This process continues until the full 10,000 contracts are executed.

Benefits of Iceberg Orders

1. Reduced Market Impact

- Minimizing Price Movements:  By showing only a small portion of the order, iceberg 
orders help avoid significant price movements that a large visible order might cause.

- Stealth Execution:  It allows the trader to execute large trades more stealthily without alerting
other market participants.

2. Improved Trade Execution

- Better Prices:  Iceberg orders can help achieve better average prices by spreading out the 
execution over time and different price levels.

- Market Perception:  Other traders are less likely to adjust their trading strategies in response 
to the visible order, leading to more favorable execution conditions.

Drawbacks and Considerations

1. Partial Fills

- Execution Risk:  There is a risk that only part of the iceberg order might be filled, especially in
less liquid markets.

- Time Constraints:  Large iceberg orders might take longer to fully execute, depending on 
market conditions and liquidity.

2. Visibility and Detection

- Detection Algorithms:  Some sophisticated trading algorithms are designed to detect iceberg 
orders by analyzing patterns in the order book, which can diminish the advantage of using such 
orders.



Usage in Different Markets

- Equities and Options:  Iceberg orders are common in equities and options markets as well, 
not just futures trading. They serve the same purpose of reducing market impact and achieving 
better execution.

- Algorithmic Trading:  Many algorithmic trading strategies incorporate iceberg orders to 
manage large positions effectively.

Conclusion

Iceberg orders in futures trading are a strategic tool for executing large orders while concealing the 
true order size from the market. By breaking a large order into smaller, visible portions, traders can 
minimize market impact, reduce the likelihood of adverse price movements, and achieve better 
trade execution. While there are some risks and challenges associated with partial fills and detection
by algorithms, the benefits often make iceberg orders a valuable component of sophisticated trading
strategies.


