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Abstract:

We analyze how stochastic latency in the transaction settlement process, as introduced
by distributed ledger technology, affects cross-market arbitrage. The time-consuming set-
tlement process exposes arbitrageurs to price risk and imposes limits to arbitrage. We
derive arbitrage boundaries imposed by stochastic latency and show that larger price dif-
ferences are consistent with higher expected latency, higher uncertainty in latency, higher
volatility, or higher risk version. We parametrize stochastic latency in the Bitcoin network
and estimate boundaries for high-frequency orderbook data from several exchanges. 95%
of observed price differences adjusted for transaction costs fall into our estimated arbitrage
boundaries.


