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ABSTRACT

When participating in futures trading in lucrative return, investors also bear the
huge potential risks brought by highly leverage. Therefore, how to find a kind of tool
with relatively low risk and high return is crucial for long-term futures investors, and
arbitrage just can satisfy investors' needing. In four types of arbitrage, inter-temporal
arbitrage compared with the other three types - time-present arbitrage, inter-product
arbitrage and inter-market arbitrage, with less risk, less trading period and easier
operation, is favored by more and more conservative investors.

Due to futures players are individuals, so it is difficult to maintain effectiveness
for a long time, periodic "invalid" makes spread between futures contracts of the same
goods changing differently, that offered investors a lot of opportunities. However,
spread between two contracts is not easy to catch, inter-temporal arbitrage traders
should know how to identify opportunities, determine the direction of spread in next
step, gain maximum profits, and how to stop off, etc.

This paper based historical evolution of inter-temporal arbitrage, research
progress and basic principles, ordering iron ore futures in Dalian Commodity
Exchange as research object, by exploring spread between three main contracts,
constructing statistical model, getting trading data from Wind Finance Terminal and
analyzing relevant data with Eviews and Matlab, finally evaluate empirical results.
Existing information use more discussion of holding cost and market structure such as
bull, bear and butterfly arbitrage, but it is not considering the particularity of iron ore
futures and has poor practical significance. Based on market data for statistical
analysis, combined with trading experience to find non-arbitrage interval, when
spread falls out of the non-arbitrage interval, trading reversely and taking profits after
spread return. This paper argues that, model arbitrage has strong practical significance
because of low risk, more opportunities, continuous trade and sizable profits. Finally,
risk of inter-temporal arbitrage and how to control it are also be discussed.

Key Words: Iron Ore Futures; Inter-temporal Arbitrage; Spread
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