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No Such Thing as a Free Lunch 
 

Efficient markets and zero-sum game are outdated notions which lead to the mistaken belief that 
one cannot lower both risks and costs or, said another way, gains are not possible without risks. 

We can categorically state that opportunities to profit while mitigating risk do exist, arbitrages are 
available even in efficient markets, and participating in financial markets is NOT necessarily a zero-
sum game. 

Not a zero-sum game: 

Both buyer and seller of an option can make a profit from the transaction, as long as each 
hedges their respective risk differently. For example, buyer hedges while seller does not. 

Option ends out-of-money at maturity: 

Seller keeps premium – profit 

Buyer hedging activity (iteratively selling and buying underlying during option life) 
result may exceed premium – profit 

Arbitrage in efficient markets: 

For example, US Treasury bonds and future markets. Insurance companies needed 
immediate liquidity to shore up short-term investment portfolios and replaced their 
Treasury bonds (sold) with futures (bought), releasing capital while maintaining their 
exposure to treasuries. Their actions created a supply/demand mismatch between bonds 
and futures which allowed cash-rich entities with low cost of funds, few regulatory 
constraints, and proper infrastructure to take advantage of, i.e. arbitrage. 

Once acknowledging arbitrages are available, the next step is identifying them. The above US Bond 
market arbitrage is temporal and available to properly positioned entities constantly monitoring 
markets, not to everyone. For Corporations to participate, an available arbitrage needs to fit their 
mandate and capabilities, i.e. frequently occurring and lasting, structural. Given the size and 
breadth of multi-national’s balance sheets, there are at least several opportunities. 

For example, corporations have structural advantages in FX markets and can obtain “free lunches” 
by opportunistically exploiting their strengths (no return on capital thresholds, long time horizons 
and wider risk tolerance relative to other market participants) to systematically garner excess gains 
on their currency management. 
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Similar types of structural advantages may be identified in commodity, interest-rate, and credit risk 
exposures. Requires corporations to make a small initial investment of time to revisit and dig a little 
deeper into their balance sheets and understand market structure. 

Conclusion: 

With a small investment in time and energy corporations have the potential to unlock significant 
and systematic gains from their structural advantages within markets. 
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Disclaimer 

The analysis and views expressed on this website are provided by Absolute Treasury Inc. (“AT”) for discussion and 
evaluation purposes only. The material contained herein (“Content”) is based on information that is believed to be 
reliable and accurate, however such information may contain statements which are incomplete, or which assume the 
completion of certain matters which are expected to be completed in the future. The Content has been prepared as of 
the date indicated and may become unreliable because of subsequent conditions, including, but not limited to, 
market, economic, or global events. Accordingly, the Content does not purport to be all-inclusive or to contain all of the 
material that may be required to fully evaluate any of the opportunities discussed herein, and it is prepared for general 
information only. It is not and is not intended to be a “Research Report” as defined by Rule 2241 of the Financial 
Industry Regulatory Authority (“FINRA”) effective as of the date hereof or as amended. Nothing contained herein is, or 
shall be relied upon as, a promise or representation of past or future performance. The Content is not intended to 
provide tax, legal, accounting, regulatory, or investment advice. Although reasonable care has been taken to ensure 
that the Content is accurate, it has not been independently verified, and AT does not (i) guarantee the accuracy, 
timeliness, completeness, or correct sequencing of the information contained herein, or (ii) warrant any results from 
the use of the information contained herein. AT undertakes no duty or obligation to update or revise Content. 
Accordingly, the Content is provided “AS IS, and no representation or warranty, expressed or implied, is made in 
relation to the accuracy or completeness of the Content (including, without limitation, information obtained from third 
parties) and opinions expressed in the Content and, to the maximum extent permitted by law, AT expressly disclaims 
any liability: (a) based on or relating to the information contained in, or errors or omissions from, the Content; (b) based 
on or relating to the recipient’s use (or the use by any of its affiliates or representatives or any other person) of the 
Content; or (c) based on any written or oral communications by the recipient or any of its affiliates or representatives 
including any portion of, or referring to, the Content. IN NO EVENT WILL AT, ITS OFFICERS, DIRECTORS, 
SHAREHOLDERS, PRINCIPALS, EMPLOYEES, AGENTS, CONTRACTORS, RELATED PERSONS, OR PERSONS 
TRANSMITTING THIS CONTENT, BE LIABLE TO THE USER OR ANYONE ELSE FOR ANY CONSEQUENTIAL, INCIDENTAL, 
SPECIAL, OR INDIRECT DAMAGES (INCLUDING, BUT NOT LIMITED TO, LOST PROFITS, TRADING LOSSES, INVESTMENT 
LOSSES AND DAMAGES THAT MAY RESULT FROM THE USE OF THIS CONTENT OR FOR OMISSIONS OR INACCURACIES 
THEREIN) EVEN IF ADVISED OF THE POSSIBILITY OF SUCH DAMAGES. NOTHING CONTAINED IN THE CONTENT SHALL 
BE CONSTRUED AS AN OFFER TO SELL OR A SOLICITATION OF AN OFFER TO PURCHASE SECURITIES OF ANY ENTITY. 


