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A New Era in Prediction Markets

1. Informative: Predicted the 2024 US Presidential Elections for Trump.

2. New: Prediction Markets were federally legalized in 2024.

No prior large-sample, transaction-level studies exist.

We provide an analysis using granular trade data.
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Are DCMs gambling?



Institutional Detail - Regulatory Classification

• Election prediction markets are classified as event-based Designated

Contract Markets (DCMs) — federally regulated under CFTC oversight.

• DCMs must follow strict rules to prevent manipulation .

• Notable precedents:

• HedgeStreet (2004) — contracts on housing and economic indicators

• Cantor Exchange (2010) — box office futures; later forex and weather

• Iowa Electronic Markets (IEM) — CFTC no-action letter allows small-stakes

academic trading, with $500 per trader limit

• 2024 marks a regulatory turning point, with widespread trading in federally

approved election markets
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Institutional Detail — Regulatory Classification

• Election prediction markets are classified as event-based Designated

Contract Markets (DCMs) — federally regulated under CFTC oversight.

• DCMs must follow strict rules to prevent manipulation and ensure market

integrity .

• Notable precedents:

• HedgeStreet (2004) — contracts on housing and economic indicators

• Cantor Exchange (2010) — box office futures; later forex and weather

• Iowa Electronic Markets (IEM) — CFTC no-action letter allows academic use with

$500 cap per trader

• 2024 marks a regulatory turning point — first federally approved election

markets for public use
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Our Data

Kalshi (US only): CFTC-approved exchange. Prediction market active from

10/4/2024 to 1/20/2025. Transaction-level data collected.

Polymarket (Global ex-US): Crypto-native platform. Market ran from 1/5/2024

to 11/6/2024. Transaction-level data collected.

PredictIt (US only): Legacy political betting site. Market ran from 9/2/2022 to

12/17/2024. Data ends 11/6/2024. No Transaction-level data available

Robinhood (US/UK/EU/AU): Entered late on 10/28/2024. Market resolved

1/6/2025. Limited transaction-level data.
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Our Data
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Four Betting Platforms Analyzed

• Kalshi — Founded in 2018, Kalshi became the first federally approved exchange

for real-money event contracts.

• Polymarket — Launched in 2020, Polymarket is a crypto-native platform built on

the Polygon blockchain. Though banned for U.S. users after a 2022 CFTC

settlement, it offered early access to 2024 election markets globally and reached

over $3.2 billion in bets.

• Robinhood — Popular mobile trading app. Entered the election market late on

October 28. Limited to mobile-only trading during study period.

• PredictIt — Long-running U.S. political betting platform. Does not release

detailed trade data. Legal troubles with the CFTC.
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Polymarket’s interface



Kalshi’s interface



Predictit’s interface



Robinhood’s interface



Are election

prediction markets

informative?

Do some markets

inform faster or

slower?

Which frictions

and mechanisms

cause violation of

LOOP?
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Prediction Markets Vs Polls
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Our Analysis

• There are eight positions traders can potentially take

• Buy Trump win

• Sell Harris loss

• No within-platform arbitrage opportunity

• We collapse the eight trading directions into two:

• Trump wins

• Harris wins
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Substantial Disagreement Across Prediction Markets
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Substantial Disagreement Across Prediction Markets - With 2% Transaction

Fee
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Are Some Markets More Informative?

• We only have one event

• Hard to assess the predictive accuracy in a statistically rigorous manner

• Our approach:

• Analyze lead-lag between different prediction markets
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Are certain markets more informative?
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Cross Correlation of Hourly and Daily Prices

ρk =
E
[
(Xt − X )(Yt − Y )

]
σXσY

where ρk is the correlation at lag k,

Xt and Yt are platform-platform time

series,

and k is the lag (up to 2 days).

The best lead-lag relationship is

determined by the maximum absolute

value of ρk .
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Is Polymarket or Kalshi Faster?

Model Specification:

Yt = c + A1Yt−1 + ϵt (1)

where:

• Yt : 2× 1 vector of log returns at

time t

• Platforms: Polymarket and Kalshi

• c : Constant intercept vector

• A1: 2× 2 matrix of autoregressive

coefficients

• ϵt : Shock vector

Impulse Response Functions (IRFs):

• Trace how a shock to one market

affects future returns of both markets.

• IRFs derived from VAR capture dynamic

spillovers and information flow.

• A 1 std. dev. shock to Polymarket —

does Kalshi respond?

• Helps assess lead-lag behavior and price

discovery.
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Is Polymarket or Kalshi Faster? 1-lag

Panel A: 5mins DJT IRF
Panel B: 30mins DJT

IRF
Panel C: 1Hr DJT IRF

• Kalshi and Polymarket predict each other

• Polymarket leads more significantly
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Is Polymarket or Kalshi Faster? 3-lag

Panel A: 5mins DJT IRF
Panel B: 30mins DJT

IRF
Panel C: 1Hr DJT IRF

• Kalshi and Polymarket predict each other

• Polymarket leads more significantly
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Is Polymarket or Kalshi Faster? Local projectionss
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Are election

prediction markets

informative?

Do some markets

inform faster or

slower?

Which frictions

and mechanisms

cause violation of

LOOP?
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What we think causes these phenomena?



Historical Accuracy of Election Markets

• Prediction markets accurately forecasted 15 U.S. presidential elections

from 1884 to 1940 (Rhode and Strumpf, 2004)

• Arbitrage was minimal, suggesting moderate market efficiency even without

modern infrastructure.
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Polymarket: Decentralized Prediction Market

• Built on the Polygon blockchain (a fast, low-fee Layer 2 network over Ethereum).

• USDC stablecoin — pegged 1:1 to the U.S. dollar and issued by Circle.

• Banned in U.S. after a $1.4M CFTC settlement in 2022, but accessible globally.

• U.S. election markets started in Jan 2024 — reached $3.2 billion in total bets

• Largest market volume among all four platforms.
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Polymarket: Listed Order Book Model (LOB)

• Uses a listed order book — each buy order must match a sell order (no central

liquidity provider).

• Market positions are created when Yes and No bids sum to $1 (e.g., $0.40 Yes,

$0.60 No).

• No transaction or platform fees — users only pay Polygon network gas (usually ¡

$0.01)

• LOB Bid-Ask Spread Function:

Pt =
At + Bt

2

Where At = best ask, Bt = best bid
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Kalshi’s Pricing Model

• Kalshi is the first federally approved U.S. platform for event contracts

(CFTC-approved in Sept 2024).

• Uses an Automated Market Maker (AMM) — traders buy/sell “Yes” or “No”

contracts instantly.

• AMM adjusts prices automatically in response to buying pressure — no need for

matched buyers/sellers.

• Example: If many buy ”Yes” contracts, the price rises (e.g., $0.50 → $0.60),
reflecting increased belief in that outcome.

Expected Price:

Pt = Et [Y ]

Where Y ∈ {0, 1} is the outcome and Pt reflects the market’s belief.
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AMM Mechanics

AMM uses some Market Scoring Rule (MSR):

Pt =
eqt/b

eqt/b + ert/b

• qt : demand for “Yes”; rt : demand for “No”

• b: liquidity sensitivity parameter — higher b = smoother prices

Liquidity and Execution:

• Institutional liquidity by Susquehanna.

• AMM absorbs imbalance — traders can always buy/sell.
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PredictIt: Legal Battles and Costly Trades

• Launched in 2014 by Victoria University of Wellington (NZ), operated under a

CFTC no-action letter.

• Restricted to 5,000 traders and $850 investment cap per market.

• Lost CFTC exemption in 2022 due to noncompliance

• Fee structure: 10% on profits and 5% on withdrawals — highest among all

platforms
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Robinhood: Retail-Friendly Binary Betting

• Launched mobile-only election markets on Oct 28, 2024 — available in US, UK,

EU, Australia.

• Known for attracting massive retail volume and “crowd wisdom” behavior.

• Only offered DJT-Win or KH-Win contracts — no selling.

• Trades executed via liquidity partner ForecastEx

• Flat $0.01 fee per trade, using a binary pair mechanism (e.g., $1.01 combined

buy price)
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What Explains These Phenomena?

Liquidity explains lead-lag dynamics:

• Platforms with deeper liquidity respond faster to new information.

• This helps explain why Polymarket often leads Kalshi in price discovery.

Design differences: Limit Order Book (LOB) vs. AMM

• Polymarket uses a LOB — allows faster information incorporation. The LOB

reflects many opinions at once — not just the last trade. Price updates can occur

even without a transaction, as orders get revised.

• Kalshi uses an AMM — slower, especially in thin markets. Traders on AMMs often

wait to snipe stale prices after news.
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Am I alone in this ocean?



Théo’s Whale Trades on Polymarket

• On Oct 18, 2024, WSJ identified ”Théo”, a French trader, holding pro-Trump

bets on Polymarket. His estimated total gains were $80M.

• On Nov 1, Théo confirmed to WSJ he controlled 4 whale accounts, citing

personal polling

• Post-election, Chainalysis linked 11 addresses with similar patterns; 9 were

publicly named.

• In our dataset, from Oct 23–Nov 6, Théo traded $7M in our dataset
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Théo’s Consolidated Trades Bullish DJT on Polymarket
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Impact of Théo’s Trades on Market Imbalance

• Setup: 2-variable VAR at 5-minute intervals.

• Yt =

[
NOINon-Theo,t
NOITheo,t

]
• Assesses how Théo’s trades shift others’ order flows.

• Figure 13a – DJT-Win Market:
• Initial drop (market provides liquidity) followed by delayed herding.

• Peaks at 15 minutes, fades by 40 — suggests signal extraction.

• Figure 13b – KH-Lose Market:
• Traders react against Théo — reduce net buying or sell more.

• Interpreted as liquidity provision, not informational signal.

• Insights:
• Market response is asymmetric and contract-dependent.

• DJT-Win → herding; KH-Lose → opposition.
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Thank you
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