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ABSTRACT

In this paper, we study the emergence and elimination of arbitrage opportunities in
computerized limit order markets. We measure price changes, buy/sell market/limit
order submissions/cancellations at message frequency during arbitrage opportunities
in NYMEX WTI futures and their options and find that liquidity providers update quotes
before trades become profitable so that actual arbitrage trades hardly ever occur. In
the more liquid futures market, executed trades eliminate arbitrage, whereas in the
options markets, liquidity providers are the ones who correct arbitrage opportunities.
These results highlight the critical role of liquidity providers in maintaining price
efficiency.
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