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Arbitrage is the simultaneous buying and selling of securities, 
currencies, or commodities in different markets or in derivative
 forms to take advantage of differing prices for the same asset.

Risk-Free Profit: 
• Arbitrage aims to profit from market 
inefficiencies without taking on market risk

Market Efficiency: 
• Arbitrage opportunities tend to be
short-lived as they are quickly exploited

Price Convergence: Price Convergence: 
• Arbitrage activities help bring prices
in line across different markets

Types of Arbitrage

Key Concepts

1. Pure Arbitrage:
• Exploiting price discrepancies in identical assets
• Example: Buying gold in one market and 
simultaneously selling in another at a higher price

2. Risk Arbitrage:
• Profiting from price discrepancies in related securities
• • Example: Merger arbitrage, where an investor buys
stock in a company being acquired and shorts the 
acquiring company's stock

3. Statistical Arbitrage:
• Using complex mathematical models to identify
pricing inefficiencies
• Often involves high-frequency trading

Tips for Arbitrage Trading

 Start with small, low-risk opportunities to gain experience

Continuously monitor and update trading algorithms

Stay informed about market regulations and potential changes

Be prepared for rapid changes in market conditions that can 
eliminate arbitrage opportunities

1. Speed: 
Opportunities often last for fractions of a second

2. Technology: 
Requires sophisticated software and high-speed connections

3. Transaction Costs:
 Fees can quickly erode potential profits

4. Competition:4. Competition: 
Many large institutions are constantly seeking arbitrage opportunities

5. Regulatory Constraints: 
Some forms of arbitrage may be restricted or closely monitored

Currency Arbitrage:
• Exploiting differences in exchange rates
 across different forex markets

Triangular Arbitrage:
• Utilizing price discrepancies among three 
different currencies

Covered Interest Arbitrage:Covered Interest Arbitrage:
• Capitalizing on interest rate differentials between 
two countries while hedging exchange rate risk

Index Arbitrage:
• Profiting from discrepancies between index
 futures and the underlying stocks

1. Ensure simultaneous execution of trades to minimize market risk

2. Account for all transaction costs when calculating potential profits

3. Use stop-loss orders to protect against unexpected market movements

4. Diversify across multiple arbitrage opportunities
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