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Chapter 1: Quickstart
1.1 Preamble
Are you the type who skims the introduction to decide whether to read the whole thing? You’re in luck.
We’ve prepared summaries of prediction markets in various formats: one sentence, one image, one thousand words, and this full book. Skip ahead if you’re impatient. Or don’t.
Think of this book as a toolbox, not a manifesto. You don’t need to agree with everything to extract value. We’ve designed it modularly for that reason. Chapter 1 gives you the conceptual foundation. Chapters 2 and 3 walk you through the mechanics of actually
trading. Chapter 4 is the playbook—concrete strategies that work. Chapter 5 shows you real trades, real money, real lessons. Chapter 6 addresses the uncomfortable stuff—regulations, taxes, risks, scams you’ll inevitably encounter.
If you’re skeptical about “betting on events,” some of this will feel foreign. If you’re already deep in prediction markets, you might disagree with a few takes. Either way, the goal is simple: give you enough information to decide whether this is worth your time and money.
What this book is not:
• Financial advice (we’re not licensed, and frankly, neither are most people giving you“advice” on X.com)
•	A get-rich-quick guide (those don’t exist)
• Comprehensive coverage of every platform (we focus heavily on Polymarket because it’s the most liquid and accessible)



What this book is:
•	An opinionated introduction to prediction markets
•	A practical guide to getting started
• A framework for thinking about “betting on your beliefs” as a legitimate form of information gathering and portfolio diversification
Now, let’s get into it.


1.2 Why Now?
Prediction markets aren’t new. The Iowa Electronic Markets launched in 1988. Intrade ran from 2001 until regulatory pressure killed it in 2013. People have been betting on elections, sports, and financial events for centuries.
So why does this book exist now? Because the numbers are screaming.
In 2024, Polymarket processed over $3.2 billion in trades on the US election alone. Peak
open interest topped $500 million. Over 300,000 unique traders participated. Combined volume across all prediction market platforms in 2025 exceeded $44 billion.
Intercontinental Exchange—the company that owns the New York Stock
Exchange—invested $2 billion in Polymarket at an $8 billion valuation. Kalshi closed a $1 billion Series E at an $11 billion valuation in January 2026. DraftKings, FanDuel, Robinhood, Coinbase, and Crypto.com are all racing to launch prediction market products.
These are not numbers from a niche hobby. These are numbers from a financial asset class being born in real time.
Three things changed:
1. The Infrastructure Finally Works
Early prediction markets were clunky. You needed to wire money to obscure offshore accounts. Settlement was slow and opaque. Liquidity was thin. The user experience was, charitably, terrible.
Blockchain changed this. Polymarket runs on Polygon, a layer-2 network that settles transactions in seconds for fractions of a cent. You can deposit with a credit card, trade instantly, and withdraw to your bank account. The infrastructure that made crypto actually useful for something beyond speculation finally arrived—and prediction markets are one of the first killer apps.
2. The 2024 Election Put Prediction Markets on the Map
Polymarket became the source for election forecasting in 2024. When traditional polls showed a tight race, Polymarket showed Trump leading consistently. Media outlets that



once ignored prediction markets started citing them. Financial analysts began incorporating prediction market data into their models. The industry went from niche crypto curiosity to mainstream information source in a single election cycle.
The numbers speak for themselves:
Metric 2024 Election Total volume traded $3.2 billion+ Peak open interest $500 million+ Unique traders 300,000+ Media mentions Countless
3. Regulatory Clarity (Sort Of)
The legal landscape is still messy, but it’s less messy than it was. Kalshi won its lawsuit against the CFTC, establishing a legal framework for prediction markets in the US. Polymarket acquired a CFTC-licensed exchange in 2025, allowing it to re-enter the US market legally. The EU’s MiCA framework provides some clarity for European traders.
This doesn’t mean prediction markets are fully legal everywhere. They’re not. But the trajectory is toward acceptance, not prohibition. Governments are realizing that prediction markets provide valuable information—and that prohibition just pushes activity offshore.
The window is open.
Early adopters of prediction markets today are in a similar position to early adopters of cryptocurrency in 2015 or online poker in 2003. The infrastructure works. The market is growing. The regulatory environment is clarifying. And most people still don’t understand what’s happening.
This won’t last forever. Institutional capital is already flowing in. When Goldman Sachs starts offering prediction market products to wealth management clients, the opportunity for edge will shrink dramatically.
The question isn’t whether prediction markets will go mainstream. It’s whether you’ll be positioned before they do.
1.3 The Legend of the Monte Carlo Fallacy
In 1913, at the Casino de Monte-Carlo, the roulette wheel landed on black 26 times in a row. Gamblers lost millions betting on red. They were certain that red was“due.”The universe
owed them a correction. It didn’t.
This is the Monte Carlo fallacy—also called the gambler’s fallacy. It’s the belief that past random events affect future random events. If a coin lands heads five times, tails must be coming. If a stock drops for three days straight, it must bounce. If a team wins ten games in a row, they’re due for a loss.


None of this is true. Independent events don’t have memory. The roulette wheel doesn’t know what happened on the previous spin. The coin doesn’t remember its last flip. The
universe is indifferent to your pattern recognition.
Why does this matter for prediction markets?
Because most people carry this bias into their trading. They see a candidate winning five primaries and assume a loss is coming. They watch a market price sit at 70% for weeks and think“it’sbeen too high for too long.” They mistake stability for inevitability and movement for momentum.
Prediction markets are supposed to aggregate information efficiently. But they’re filled with humans. Humans who see patterns where none exist. Humans who confuse noise for signal. Humans who think the universe keeps score.
The edge in prediction markets isn’t predicting the future. It’s understanding how other people fail to predict the future.
Here’s the uncomfortable truth: you are also a human. You also have these biases. The difference between profitable traders and everyone else isn’t superior intelligence—it’s awareness of their own cognitive limitations and a systematic approach to counteracting them.
We’ll return to this theme throughout the book. For now, remember Monte Carlo. Remember that the wheel has no memory. And remember that your brain is lying to you about probability more often than you’d like to admit.
1.4 Why Prediction Markets?
Let’s start with a question: How do we know what’s going to happen? Traditionally, we have a few options:
1. Experts—Pundits, analysts, academics who study a field and offer forecasts 2. Polls—Surveys that sample public opinion and extrapolate
3. Models—Statistical frameworks that crunch historical data 4. Gut feeling—The least reliable but most commonly used
Each has problems.
Experts have incentives that don’t align with accuracy. A talking head on cable news doesn’t get fired for being wrong—they get fired for being boring. Pollsters systematically miss hard-to-reach populations. Models break when the future doesn’t resemble the past. And your gut? It’s running on evolutionary firmware optimized for the savanna, not the 21st century.
Prediction markets offer something different: skin in the game.



Source	Incentive	Failure Mode
Experts Attention, reputation Overconfidence, narrative bias

Polls Methodological accuracy

Sampling errors, social desirability bias

Models Fit to historical data Breaks on novel events Prediction Markets Financial accuracy Requires liquidity, can
be manipulated
When you buy a share in a prediction market, you’re putting money behind your belief. If you’re right, you profit. If you’re wrong, you lose. This creates a powerful filter: people with bad information either learn quickly or go broke.
The wisdom of crowds, with teeth.
The theory goes back to Francis Galton in 1907. He found that the average guess of 800 people at a county fair—trying to estimate the weight of an ox—was more accurate than any individual expert’s guess. The crowd, in aggregate, filtered out individual errors and converged on truth.
Prediction markets are Galton’s ox on steroids. Instead of one question at a county fair, you have thousands of markets running continuously, with prices updating in real-time as new
information arrives.
But here’s the part most people miss:
Prediction markets don’t just reflect information—they incentivize its discovery. If you know something the market doesn’t, you can profit by trading on it. This creates a global bounty
system for truth. Every mispriced market is an opportunity for someone, somewhere, to make money by correcting it.
This is why prediction markets outperformed polls in the 2024 US election. While legacy media chased narratives, prediction markets aggregated the beliefs of people willing to put money on the line. The result? More accurate forecasts, updated faster, with clearer probability estimates than any traditional source.
1.5 Betting on Your Beliefs
Let’s address the elephant in the room: Isn’t this just gambling? Yes and no.
From a purely mechanical standpoint, prediction markets work like betting. You stake money on an outcome. If you’re right, you get paid. If you’re wrong, you lose your stake. The math is identical to a sportsbook.
But framing matters. And the framing of “gambling” misses what makes prediction markets interesting.



Consider two scenarios:
Scenario A: You walk into a casino and put $100 on red at the roulette table. The house has a 5.26% edge. Over time, you will lose. This is gambling in the traditional
sense—entertainment with negative expected value.
Scenario B: You work in semiconductor manufacturing. You know that TSMC’s new Arizona fab is six months behind schedule because you’ve seen the internal memos. The market says there’s an 80% chance it opens on time. You know better. You buy“No”at 20 cents. When the delay is announced, your shares pay out $1.
Scenario B isn’t gambling. It’s information arbitrage. You had an edge—specific knowledge that the market hadn’t priced in—and you captured value from it.
The Philosophical Case for Betting on Your Beliefs
Every day, you make predictions. You predict that your company will hit its quarterly targets (and accept stock options as compensation). You predict that your city’s housing market will appreciate (and buy a home). You predict that your skills will remain valuable (and invest in education).
These are all bets. You’re just not framing them that way.
Prediction markets make the implicit explicit. Instead of vaguely believing that AI will transform healthcare, you can buy shares in “FDA approves AI-assisted diagnosis tool by 2026” and put a specific dollar amount on your conviction. Instead of arguing on Twitter about whether the Fed will cut rates, you can express your view with actual money.
This changes how you think.
When you have money on the line, you research more carefully. You update your beliefs when new information arrives. You become more calibrated—better at knowing what you know and what you don’t. The feedback loop is immediate and brutal. No one cares about your credentials or your followers or your confidence. The market cares only about accuracy.
The Diversification Argument
Here’s a frame that might resonate if you come from traditional finance:
Your portfolio probably holds stocks, bonds, maybe some real estate. These assets are all correlated with the broader economy. When things go well, they go up. When things go badly, they go down together.
Prediction markets offer uncorrelated returns. The outcome of a Supreme Court case isn’t tied to the S&P 500. Whether a CEO gets fired doesn’t correlate with your bond holdings. If you have a genuine edge in some domain—politics, science, entertainment,
technology—prediction markets let you monetize that edge in a way that diversifies your
overall portfolio.



The Edge Question
“But I don’t have insider information,” you might say. “How can I compete?”
You probably have more edge than you think. Do you follow a niche industry? Speak a foreign language that lets you read non-English news sources? Live in a swing state and have a feel for local sentiment? Follow academic research in some field? Work in healthcare, energy, logistics, tech?
Markets are filled with generalists. They read the same news, follow the same pundits, run the same models. If you have any specialized knowledge—anything that gives you insight that isn’t already priced in—you have edge.
The question isn’t whether you’re smarter than “the market.” It’s whether you know something specific that the marginal trader doesn’t. And in many niche markets, the bar is surprisingly low.
A Word of Caution
This is not a recommendation to YOLO your savings into prediction markets. The same properties that make them useful for information discovery—thin liquidity in some markets, potential for manipulation, regulatory uncertainty—also make them risky.
Start small. Learn the mechanics. Develop a feel for where you have genuine edge and where you’re just guessing. Treat your early trades as tuition for learning a new skill.
The goal isn’t to get rich. The goal is to develop a better relationship with uncertainty—to become someone who thinks probabilistically, updates on evidence, and has the discipline to put money behind their convictions.
If you do that, the profits will follow.
Chapter 1 Summary
Concept	Key Point
Why Now $44B+ in volume, $8B+ valuations, DraftKings/FanDuel/Robinhood entering. The window is open.
The Gambler’s Fallacy Past random events don’t predict future random events. Your brain lies about probability.
Why Prediction Markets They aggregate information from people with skin in the game, often
outperforming experts and polls.
Gambling vs. ( Bettingon Beliefs If you have edge, it’s information arbitrage. If you don’t, it’s gambling. Know the difference.



Next: But first—let’s make you some money. Section 1.6 walks you through your very first prediction market trade in 15 minutes flat.


1.6 Your First Trade in 15 Minutes
Enough theory. Let’s put money on the line.
This section is a speed run. We’re going to take you from zero to your first prediction market position in 15 minutes or less. No deep dives, no philosophy—just the minimum steps to get skin in the game.
Why? Because you’ll learn more from one real trade than from reading ten more pages. The concepts from Chapter 1 will click the moment you watch your P&L move.
The Setup (5 Minutes)
Option A: Kalshi (Easiest for US Traders) 1. Go to kalshi.com
2.	Click “SignUp”
3.	Enter your email, create a password
4.	Verify your identity (driver’s license or passport—takes 2-3 minutes)
5.	Deposit via debit card (instant, ~2.9% fee) or ACH (free, but takes 1-3 days)
Start with $50-$100. This is tuition, not an investment.
Option B: Polymarket (Best for Non-US or Crypto-Native) 1. Go to polymarket.com
2.	Click “SignUp”and choose email login (creates a wallet for you)
3. Click “Deposit” and select a payment method (MoonPay, Stripe, or Coinbase Pay) 4. Buy $50-$100 of USDC
Either platform works. Pick whichever you can access. The mechanics are nearly identical.
Finding Your Market (3 Minutes)
Browse the homepage. You’ll see categories: Politics, Sports, Crypto, Economics, Culture. Pick something you actually know about. This matters. Your first trade should be in a
domain where you have at least some basis for an opinion. If you follow the NBA, trade an NBA market. If you follow tech, trade on a product launch. If you follow politics, trade on a
policy outcome.
What to look for in a first trade:
•	High volume (lots of other people trading—means you can exit easily)
•	Binary outcome (simple Yes/No, not a multi-outcome market)


•	Resolves within 1-4 weeks (you don’t want to wait six months for your first result)
•	Price between $0.20 and $0.80 (extreme prices like $0.95 have tiny upside)
Placing the Trade (3 Minutes)
Let’s say you find a market: “Will [NBA Team] win their next game?” trading at YES $0.55. You think they’ll win. Here’s what you do:
1. Click on the market 2. Select YES
3.	Enter $20 as your amount
4. Choose Market Order (executes immediately at best available price) 5. Review: you’re buying approximately 36 YES shares at $0.55 each
6.	Click Confirm
That’s it. You now own prediction market shares.
What happens next:
• If the team wins: Your shares pay $1.00 each. You spent $20, you get back ~$36. Profit: ~$16.
•	If the team loses: Your shares pay $0.00. You lose your $20.
• If the odds shift before the game: The price of your shares moves. If YES rises to $0.70, you could sell immediately for a profit without waiting for the game to end.
Managing the Position (4 Minutes)
Go to your portfolio. You’ll see your position listed with the current market price and your unrealized P&L.
Set your rules right now:
•	Take profit if the price hits $0.75 or higher (sell immediately, don’t get greedy)
•	Cut the loss if the price drops to $0.35 (you were wrong, accept it and move on)
•	Hold to resolution if you still believe your thesis and the price is stable
Write these down on a sticky note. Seriously. The entire point of this exercise is to feel what it’s like to have money on the line and to practice disciplined decision-making from trade
one.
What You Just Learned
Congratulations. In 15 minutes, you’ve done what 99% of people who “know about”prediction markets have never done: you actually traded.
Here’s what you should be feeling:
•	A slight adrenaline hit (that’s the skin-in-the-game effect we talked about)



• Asudden desire to research your position more carefully (good—that’s calibration kicking in)
• A realization that this is simpler than you expected (the mechanics are trivially easy; the edge is the hard part)
Your first trade is not about making money. It’s about crossing the psychological barrier from spectator to participant. Everything in the rest of this book will make more sense now that you’ve done it.
Now let’s go deeper.


Next: Chapter 2 dives into the mechanics of Polymarket—how to actually trade, what the numbers mean, and how to avoid the most common mistakes beginners make.
Chapter 2: Enter the Crypto Crystal Ball
2.1 The Basics: HODL Your Predictions
Time to get practical.
You understand the theory. Prediction markets aggregate information. Prices equal probabilities. Skin in the game filters out noise. Now let’s talk about how you actually make a trade—and why you’re doing it on crypto rails in the first place.
Why Crypto? The Real Story
Here’s something most prediction market guides won’t tell you straight: the reason you’re trading on Polymarket instead of some slick Wall Street platform isn’t because crypto is trendy. It’s because traditional finance couldn’t—or wouldn’t—build this.
Prediction markets have existed as a concept since the 1980s. Academics loved them. Economists wrote papers about their forecasting superiority. Companies like Intrade built real platforms that actually worked. And then regulators killed them.
Intrade, the most successful prediction market of the pre-crypto era, got shut down by the CFTC (Commodity Futures Trading Commission) in 2012. Their crime? Letting Americans
bet on things like elections and economic indicators without jumping through decades of regulatory hoops designed for corn futures and oil contracts.
The lesson was clear: build prediction markets on traditional rails, get regulated out of existence.
Enter crypto.



The Crypto Advantage (It’s Not What You Think)
When people hear “crypto prediction markets,” they think speculation, volatility, dog coins. That’s not what’s happening here. The crypto infrastructure serves a specific purpose:
regulatory arbitrage and permissionless access.
Let’s break down the actual advantages:
1. Regulatory Positioning
Polymarket operates on the Polygon blockchain. You deposit USDC (a stablecoin pegged to the US dollar). The platform doesn’t technically“hold”your money—it sits in smart contracts on a decentralized network.
This matters because:
•	The CFTC has historically gone after centralized platforms that custody user funds
•	Decentralized infrastructure creates genuine legal ambiguity
• Operating offshore (Polymarket is based in…well, it’s complicated) adds another layer of separation
Our opinion: This isn’t about evading legitimate oversight. It’s about building something that works while regulators figure out how to classify it. The alternative was waiting another 20 years for permission that would never come.
2. 24/7/365 Markets
Traditional financial markets close at 4 PM Eastern. They’re closed on weekends. They take holidays. Stock traders have watched news break on Saturday and been forced to wait until Monday to act on it.
Crypto markets never close. Period.
This matters enormously for prediction markets because events don’t respect market hours. Elections get called at 2 AM. World leaders die on Sundays. Wars start on holidays. Earnings reports leak after hours.
On Polymarket, you can trade the moment news breaks. The market price adjusts in
real-time, continuously. There’s no gap risk from overnight news. No waiting until Monday morning while prices gap up or down 30%.
Feature Traditional Markets Crypto/Polymarket Trading hours ~6.5 hours/day 24/7/365
Weekend access Closed Open Holiday access Closed Open

Settlement time T+2 (two business days)

Minutes



Feature	Traditional Markets	Crypto/Polymarket

Global access Restricted by jurisdiction

Permissionless

3. Permissionless Access
Anyone with an internet connection and a crypto wallet can trade on Polymarket. No brokerage application. No accredited investor verification. No minimum account balance. No citizenship requirements (with some exceptions for US users, which we’ll cover).
This global access is a feature, not a bug. It means the information aggregation includes perspectives from everywhere, markets are more liquid because the potential participant pool is massive, and you’re not competing only against Americans—you’re competing against the world.
4. Speed of Market Creation
Here’s an underrated advantage: Polymarket can list a new market in hours. Something happens in the world—a politician resigns, a company gets investigated, a
natural disaster strikes—and a tradeable market can exist the same day. Sometimes within minutes.
Compare this to traditional prediction platforms. Kalshi (the regulated US alternative) has to get CFTC approval for every new contract type. This process takes months. Sometimes years. By the time a market gets approved, the event is often already resolved or irrelevant.
The 2024 election cycle proved this decisively. Polymarket had hundreds of granular markets covering every possible angle: individual state outcomes, margin of victory bands, specific candidates’ fates, policy predictions. Kalshi spent most of the cycle fighting in court just to list basic presidential election contracts.
Speed matters. The ability to quickly create markets means Polymarket captures events while they’re still uncertain—which is exactly when prediction markets provide the most value.
Crypto Basics: What You Actually Need to Know
If you’re coming from traditional finance or you’ve never touched crypto, here’s the minimum viable knowledge:
USDC (USD Coin): A “stablecoin” pegged 1:1 to the US dollar. Issued by Circle (a legitimate, regulated fintech company). Backed by actual dollars and short-term treasuries. When you trade on Polymarket, you’re betting in USDC, not volatile crypto.
Key point: You’re not exposed to Bitcoin or Ethereum price swings. Your prediction market positions are denominated in something functionally equivalent to dollars.
Wallets: A crypto wallet is just an account that holds your tokens. You control it with a
“private key” (basically a very long password). Polymarket integrates with various wallet


options (we’ll cover setup later). Your funds sit in your wallet or in smart contracts—not in Polymarket’s bank account.
Polygon Network: Polymarket runs on Polygon, a “Layer2”network built on top of Ethereum. Translation: transactions are fast (seconds) and cheap (fractions of a cent). You don’t need to understand the technical details, just know that it works.
Gas Fees: Every transaction on a blockchain costs a small fee (“gas”). On Polygon, these are negligible—usually less than a penny. Polymarket covers most gas fees for you anyway.
Market Making: How Prices Actually Get Set
You might be wondering: who’s on the other side of your trade? If you’re buying YES shares, someone has to be selling them. How does that work?
This is where market makers come in.
In simple terms, a market maker is someone (or some algorithm) that’s willing to buy and sell at posted prices. They profit from the “spread”—the difference between the price
they’ll buy at and the price they’ll sell at.
Example:
Market maker posts:“I’llbuy YES shares at $0.64, sell YES shares at $0.66”. The spread is $0.02. If you want to buy immediately, you pay $0.66. If you want to sell immediately, you
get $0.64. The market maker pockets the difference on each round-trip.
Why does this matter to you?
1. Liquidity exists because of market makers. Without them, you’d have to wait for someone who wants the exact opposite position at the exact moment you want to trade.
2. Tight spreads = more efficient trading. Major Polymarket markets have spreads of $0.01 or less. You’re not losing much to friction.
3. Deep markets move less on your trade. If there’s $500,000 of liquidity on each side, your $1,000 trade won’t move the price. If there’s $5,000 of liquidity, you’ll push the market significantly.
4. You can BE a market maker. Polymarket’s order book lets anyone post limit orders. If you’re willing to sit on both sides of a market, you can collect the spread yourself.
Our opinion: For most readers, you’re not going to market-make professionally. But understanding the concept helps you recognize when a market is liquid enough to trade and when you’re paying too much in spread to have a real edge.
The Core Mechanic
Every prediction market works the same way at a fundamental level:



1. A question is asked (“Will X happen by Y date?”) 2. You buy shares in an outcome (YES or NO)
3.	Shares trade between $0.00 and $1.00
4.	The price represents the crowd’s probability estimate
5.	When the event resolves, winning shares pay $1.00, losing shares pay $0.00
That’s it. Everything else is details.
Reading the Price
If you see a market trading at $0.65 for YES, the crowd believes there’s a 65% chance that event will happen. If you think the real probability is higher—say, 80%—you buy YES shares at $0.65. If the event happens, each share pays $1.00, netting you $0.35 profit per share.
If you think the real probability is lower than 65%, you buy NO shares. Since YES + NO must equal $1.00, NO shares would be trading around $0.35. If the event doesn’t happen, your NO
shares pay out $1.00 each.
You Think	Market Says	Action	Profit if Right

80% likely 65% (YES @ $0.65)
40% likely 65% (YES @ $0.65)
65% likely 65% (YES @ $0.65)

Buy YES	$0.35/share
Buy NO @ $0.35 $0.65/share No edge, skip N/A

You Don’t Have to Wait
Here’s what trips up beginners: you don’t need to hold until the event resolves.
Prediction markets are trading platforms, not just betting platforms. If you buy YES at $0.50 and the price rises to $0.70 based on new information, you can sell immediately and pocket
$0.20 per share—without waiting to see if the event actually happens.
This is the “HODL your predictions” concept flipped on its head. Sometimes the smart move is to hold until resolution. Other times, you take profits (or cut losses) early. The market gives you that flexibility.
This is where the crypto infrastructure shines. Because markets are always open, you can exit positions instantly when your thesis changes or when you’ve captured enough profit. No waiting for market open. No wondering if prices will gap against you.
The Mental Model
Think of prediction market shares like stocks with a binary outcome and a known expiration date.



• A stock can theoretically go to any price. A prediction share has a ceiling ($1.00) and a floor ($0.00).
•	A stock has no expiration. A prediction share resolves when the event occurs.
• A stock’s “fair value” is debatable. A prediction share’s fair value is the true probability of the event.
If you’ve traded stocks, the mechanics will feel familiar. If you haven’t, think of it like buying a lottery ticket where you decide the odds are mispriced.
The crypto layer underneath? Think of it as plumbing. You don’t need to understand how SWIFT transfers work to use a bank account. You don’t need to understand Polygon consensus mechanisms to trade predictions. The infrastructure is there to make the markets possible, accessible, and always-on.
Now let’s talk about actually getting set up.
2.2 Polymarket: The Oracle’s Playground
Polymarket is currently the largest prediction market by volume. During the 2024 US election alone, it processed over $3.2 billion in trades. It’s the platform that made prediction markets mainstream, and it’s where you’ll likely start.
Why Polymarket?


Attribute Polymarket Counterparty Other traders
(peer-to-peer)

Traditional Sportsbook
The house

Fee structure Minimal to none Built into odds (vig) Market creation Community-driven House decides

Settlement Decentralized oracle (UMA)

House decides

Transparency	All trades on-chain	Opaque
The key difference: Polymarket doesn’t set odds or take the other side of your bet. It’s an exchange, not a bookie. You’re trading against other users, and prices emerge from supply and demand.
Getting Started (Step by Step)
Step 1: Create an Account
Go to polymarket.com and sign up. You can use:
•	Email (creates a “magic link” wallet for you—easiest for beginners)
•	An existing crypto wallet like MetaMask (if you’re already crypto-native)
No lengthy KYC for basic access. You can browse and research markets immediately.


Step 2: Fund Your Account
Polymarket runs on USDC, a stablecoin pegged 1:1 to the US dollar. You need USDC to trade.
Option A (Easiest): Buy directly on Polymarket
•	Click “Deposit”
•	Select MoonPay, Stripe, or Coinbase Pay
•	Pay with credit card or bank transfer
•	USDC arrives in your Polymarket wallet within minutes
•	Fees: 1-4% depending on payment method
Option B (Cheapest): Transfer from an exchange
•	Buy USDC on Coinbase, Kraken, or Binance
•	Withdraw to your Polymarket deposit address
•	Critical: Select the Polygon network when withdrawing
•	Fees: Exchange withdrawal fee (usually minimal)
Option C (Crypto-native): Send from your own wallet
•	Connect MetaMask or similar
•	Send USDC on Polygon to your Polymarket address
•	You’ll need a tiny amount of POL (formerly MATIC) for gas fees
Step 3: Find a Market
Browse the homepage or use the search bar. Markets are organized by category: Politics, Sports, Crypto, Culture/Entertainment, Science/Tech.
Pick something you actually understand. Your first trade should be in a domain where you have some knowledge—or at least genuine interest.
Step 4: Place Your First Trade
Click on a market. You’ll see: current YES price and NO price, order book (buy and sell
offers), recent trades, and market rules and resolution criteria.
To trade:
1.	Choose YES or NO
2.	Enter the amount you want to spend (in USDC)
3. Choose order type: Market order (execute immediately) or Limit order (set your price)
4.	Confirm the transaction
Your shares appear in your portfolio immediately.
Step 5: Monitor and Exit


Check your portfolio to see your positions. You can:
•	Hold until the event resolves
•	Sell anytime the market is open
•	Add to your position if your conviction increases
•	Cut your losses if new information changes your view
A Word on Gas and Fees
Polymarket runs on Polygon, a layer-2 network that makes transactions fast and cheap. Most trades cost fractions of a cent in gas fees. Polymarket itself charges no trading fees on most markets—the platform currently operates at a loss to gain market share.
This won’t last forever. Enjoy it while it does.
2.3 Pump, Dump, Predict
Let’s talk about the ugly side.
Prediction markets are not immune to manipulation. In fact, their structure creates specific vulnerabilities you need to understand.
Whale Manipulation
A“whale”is a trader with enough capital to move the market. On thin markets (low liquidity), a whale can:
1. Buy aggressively, spiking the YES price 2. Create the appearance of momentum
3. Attract other buyers who see the price moving 4. Sell into the inflated demand
5.	Pocket the difference
This is the classic “pump and dump,” adapted for prediction markets.
How to Spot It:
•	Sudden, large price moves with no obvious news catalyst
•	Low volume markets with a single large buyer/seller
•	Price spikes that quickly reverse
•	Markets that seem “too good to be true”
How to Protect Yourself:
•	Check liquidity before trading (can you exit without massive slippage?)
•	Be skeptical of sudden moves without news
•	Use limit orders instead of market orders
•	Start with high-volume markets until you understand the dynamics



Resolution Risk
Every prediction market needs an“oracle”—amechanism to determine the outcome. Polymarket uses UMA’s Optimistic Oracle, a decentralized system where outcomes are proposed and can be disputed.
The system works well most of the time. But edge cases create risk:
The Bitcoin Reserve Example:
In early 2025, Polymarket and Kalshi both had markets on whether the US would create a Bitcoin reserve. The markets seemed similar, but had different resolution criteria:
•	Polymarket: “Government holds any amount of bitcoin”
• Kalshi: “Designated National Bitcoin Reserve comparable to Strategic Petroleum Reserve”
These could resolve differently based on the same underlying event. Arbitrage between platforms isn’t risk-free if the resolution criteria don’t match.
Lessons:
1.	Read the resolution criteria carefully
2. Understand who/what determines the outcome 3. Factor resolution risk into your edge calculation
4.	Be especially careful on novel or ambiguous markets
Information Asymmetry
Some traders have better information than you. This is a feature, not a bug—it’s how prediction markets aggregate information. But it also means you can be on the wrong side
of a trade where someone knows something you don’t.
Types of Information Edge:
Edge Type	Example	Your Risk

Insider information Employee knows product launch date
Domain expertise Medical researcher evaluates drug trial
Speed News breaks, fast traders react first
Analysis Better model for election forecasting

High—you can’t compete
Medium—you can develop expertise
Medium—use limit
orders
Low—you can build better models



The honest assessment: In most markets, you’re competing against people who know more than you. The question is whether your specific knowledge on a specific question gives you
edge on that market.
Don’t trade just because you can. Trade when you have a reason to believe you’re right and the market is wrong.
2.4 Data Analytics in Prediction Markets
The beautiful thing about blockchain-based prediction markets: everything is transparent. Every trade, every wallet, every position—it’s all on-chain and queryable. This creates a
rich ecosystem of analytics tools that let you see what’s actually happening beneath the surface.
What You Can Track
Market-Level Data:
•	Volume (total amount traded)
•	Open interest (total value of outstanding positions)
•	Price history and volatility
•	Bid/ask spread (liquidity indicator)
Trader-Level Data:
•	Whale positions (large wallets)
•	Win rates by trader
•	Position changes over time
•	New wallet creation (potential insider signal)
Cross-Market Data:
•	Price discrepancies between platforms
•	Correlated markets moving together
•	Arbitrage opportunities
Essential Tools
Tool	What It Does	Best For

Dune Analytics
Polymarket Analytics

Query on-chain data, custom dashboards
Official deep analysis, market reports

Researchers, analysts Serious traders

Polysights AI-powered summaries, 30+ metrics

Quick market assessment

Hashdive	Historical data, whale tracking	Pattern recognition



Tool	What It Does	Best For

PolyAlertHu
b

Real-time alerts via Telegram/email

Active traders

Dune Analytics Deep Dive
Dune is the gold standard for on-chain research. It lets you write SQL queries against blockchain data and create visualizations.
Key Polymarket dashboards to bookmark:
•	Polymarket Activity (by filarm): Volume, users, trends
•	Polymarket CLOB Stats (by lifewillbeokay): Order book depth, trading patterns
•	Polymarket Analysis (by rchen8): Comprehensive overview
What to look for:
•	Spikes in volume (something’s happening)
•	Changes in open interest (new money entering or exiting)
•	Whale wallet activity (are big players buying or selling?)
•	New wallet creation before major events (potential insider trading signal)
Whale Watching
Large traders can move markets, and their behavior often signals information.
Bullish whale signals:
•	Large buys into a position
•	Increasing position over time
•	Multiple wallets accumulating
Bearish whale signals:
•	Large sells
•	Decreasing position size
•	Early exit before resolution
Cautionary note: Whales can be wrong too. And sometimes whale activity is designed to mislead you (see: Pump, Dump, Predict). Use whale data as one input, not gospel.
Building Your Edge with Data
The average trader doesn’t use these tools. They browse Polymarket, see a market that looks interesting, and place a bet based on gut feeling.
You can do better.
Before entering a position:



1. Check the volume and liquidity (can you exit if needed?) 2. Look at price history (has it been stable or volatile?)
3.	See what whales are doing (are smart traders on your side?)
4.	Compare prices across platforms (is there an arbitrage opportunity?)
5.	Read the resolution criteria (do you understand exactly what needs to happen?)
This takes five extra minutes. It will save you from most beginner mistakes.
2.5 Mining for Insights
Data is only valuable if you can extract actionable insights. Here’s a framework for turning Polymarket analytics into actual trading decisions.
The Research Process
Step 1: Identify a Market
Start with something you know. If you follow tech, look at product launch markets. If you follow politics, look at election markets. Domain knowledge is your primary edge as a retail trader.
Step 2: Assess the Current Price
Ask: Does this price make sense?
•	What’s the current probability implied?
•	What would need to happen for YES to win? For NO to win?
•	What’s your independent estimate of the probability?
If your estimate differs significantly from the market price, you might have an edge. If it matches, there’s no trade.
Step 3: Check the Data
Before trading:
•	Liquidity: Is there enough volume to enter and exit?
•	Volatility: Has the price been stable or swinging wildly?
•	Whale activity: What are large traders doing?
•	News catalyst: Is there upcoming information that could move the market?
Step 4: Size Your Position
Never bet more than you can afford to lose. Some guidelines:
Conviction Level	Edge Size	Position Size
High conviction	Large edge (20%+)	Up to 5% of bankroll

Medium conviction Medium edge (10-20%)

1-3% of bankroll



Conviction Level Edge Size Position Size Low conviction Small edge (<10%) <1% or skip
These are conservative. Many traders use larger sizes, but they also blow up more often.
Step 5: Set Exit Criteria
Before you enter, know how you’ll exit:
•	Profit target: At what price do you take profits?
•	Stop loss: At what price do you admit you’re wrong?
•	Time limit: Will you hold to resolution or exit earlier?
Write this down. Literally. You’ll make better decisions when you’re not emotional.
Practical Example
Let’s say you’re evaluating a market: “Will [Company X] announce layoffs before March1?”Current price: YES @ $0.25 (market thinks 25% chance)
Your analysis:
•	You work in the industry and have heard rumors
•	Company’s earnings were weak
•	Similar companies have announced layoffs
•	Your estimate: 50% chance
Data check:
•	Volume: $50K (decent liquidity)
•	Whale activity: One large wallet recently bought YES
•	Price history: Moved from $0.15 to $0.25 in past week
Decision:
•	Edge: ~25% (your 50% vs.	( market’s 25%)
•	Position size: 2% of bankroll
•	Exit plan: Take profits if price hits $0.60, cut losses if price drops to $0.15
This is a systematic approach. It won’t guarantee you win every trade, but it will prevent you from making dumb trades based on nothing but vibes.
The Meta-Insight
Here’s the uncomfortable truth about prediction market analytics: most of the alpha has been arbitraged away.



The easy trades—obvious mispricings, simple arbitrage—are captured by bots within milliseconds. A recent study found that automated traders extracted over $40 million in arbitrage profits from Polymarket in 2024-2025 alone.
Your edge as a human isn’t speed. It’s context.
•	You can read between the lines of a news article
•	You can understand domain nuance that models miss
•	You can wait patiently for the right opportunity
•	You can identify markets where the question itself is ambiguous
The data tools help you find opportunities. But the actual edge comes from your brain, not the dashboard.
Chapter 2 Summary
Concept	Key Point
The Basics Shares trade $0-$1, price = probability, you can exit early
Polymarket Largest platform, USDC on Polygon, peer-to-peer trading
Manipulation Whales can pump/dump, resolution criteria matter, read the rules
Analytics On-chain data is transparent; use Dune, Polysights, whale tracking
Mining Insights Systematic research process beats gut feeling; your edge is context, not speed
Next: Chapter 3 explores the broader landscape—Kalshi, Futuur, and other platforms worth knowing about.


Chapter 3: Beyond Polymarket: Other Players
3.1 The Landscape Is Changing
If you’ve made it this far, you’ve probably noticed something: we’ve talked about Polymarket. A lot.
There’s a reason for that. As of early 2026, Polymarket remains the largest and most liquid prediction market globally. It’s where most of the action is. But the landscape is shifting rapidly, and if you’re serious about prediction markets, you need to understand the alternatives.
2025 was a watershed year. Combined volume across major platforms exceeded $44 billion. Kalshi and Polymarket formed a de facto duopoly, but new entrants are muscling in:
Coinbase, Robinhood, DraftKings, FanDuel, Crypto.com. The prediction market space went



from a niche crypto curiosity to a battlefield for some of the biggest names in finance and sports betting.
This chapter covers the platforms you need to know about beyond Polymarket. We’ll focus
on Kalshi (the regulated U.S. powerhouse) and Futuur (the global underdog), but we’ll also touch on PredictIt and the emerging players that might reshape the market in the coming years.
The TL;DR:
Platform	Best For	Funding	U.S. Access

Polymarket Crypto-native traders, global reach

USDC (crypto)	Waitlist
(relaunching)

Kalshi Regulated trading, traditional finance
Futuur Play money, crypto betting, global

USD
(bank/card)

Crypto or play money

Yes (most states)

No

PredictIt Deep political markets

USD	Yes (U.S. only)

3.2 Kalshi: The Regulated Heavyweight
In January 2026, Kalshi closed a $1 billion Series E funding round, pushing its valuation to $11 billion. Let that sink in. A prediction market platform is now worth more than many established financial institutions.
Kalshi’s founder, Tarek Mansour, said it best at a recent conference: “Kalshi” means
“everything” in Arabic. The long-term vision is to financialize everything and create a tradeable asset out of any difference in opinion.
Ambitious? Absolutely. But they’re executing.
What Makes Kalshi Different
Regulation. Kalshi is the first and only prediction market operating as a CFTC-designated contract market (DCM) from inception. This isn’t a workaround or a no-action letter—it’s full federal regulatory approval under the same framework that governs the CME and other major derivatives exchanges.
What does this mean for you?
Legal clarity. You’re trading on a legitimate U.S. financial exchange. No VPNs, no crypto wallets, no gray areas. You can fund your account with a bank transfer or debit card and trade like you’re using any other brokerage.



Fund protection. Your money is held in segregated accounts. Kalshi’s clearing affiliate, Kalshi Klear LLC, became a registered Derivatives Clearing Organization in 2024. This is the same protection you get on traditional exchanges.
Tax documentation. Kalshi reports everything to the IRS and sends you proper tax forms (1099-B, 1099-INT, 1099-MISC). No guessing about what you owe.
The Court Battle That Changed Everything
Kalshi’s rise wasn’t smooth. In 2023, the CFTC tried to block Kalshi’s political contracts, arguing they resembled gambling rather than legitimate financial derivatives. Kalshi sued.
In October 2024, a federal judge ruled that the CFTC had exceeded its authority. The CFTC appealed. In May 2025, they dropped the appeal entirely.
The result? Kalshi became the first platform in over 100 years to offer legal, regulated election betting in the United States. This wasn’t just a win for Kalshi—it legitimized the entire prediction market industry.
How Kalshi Works
The mechanics are similar to Polymarket, but the experience feels more like a traditional brokerage.

Contracts trade between $0.01 and $0.99. You buy Yes or No.	( you’reIf right, the contract
pays $1. If you’re wrong, it pays $0.
Getting started:
1.	Create an account (requires identity verification)
2. Fund via ACH (free, 1-3 days), wire, debit card (~2% fee), or crypto 3. Browse markets and place trades
4.	Withdraw to your bank (free ACH, 1-3 days)
Fees: As of late 2025, Kalshi charges 0% trading fees on most markets—a promotional rate to build liquidity. This will probably change. Deposits via ACH are free; debit cards cost about 2.9%.
Interest on cash: Kalshi pays up to 4% APY on your cash balance, including funds in open positions. This is a nice feature that can offset trading costs over time.
What Can You Trade?
Kalshi’s market coverage has exploded. As of 2026, sports contracts account for roughly 90% of volume—but the breadth of offerings goes far beyond that:
Category	Examples
Sports	NFL, NBA, NHL, MLB game
outcomes, season totals, championships



Category	Examples
Politics Elections, cabinet confirmations, legislative outcomes
Economics Fed rate decisions, inflation, GDP, recession odds
Crypto Bitcoin/Ethereum price thresholds, yearly highs and lows
Entertainment Oscar winners, Grammy results, Rotten Tomatoes scores
Weather Temperature records, hurricane landfalls, snowfall totals
The economic and financial contracts are where Kalshi really differentiates itself. You can trade Fed rate decisions, inflation prints, unemployment numbers—all with the precision of a derivatives exchange.
The Distribution Play
Kalshi’s most clever move? Partnerships. Rather than trying to acquire users directly, they’ve embedded themselves into existing platforms:
Robinhood: In early 2025, Robinhood integrated Kalshi’s order flow, allowing millions of retail investors to trade prediction markets alongside their stocks. If you have a Robinhood account, you can already access Kalshi markets through the Robinhood Derivatives feature.
Coinbase: December 2025 saw Coinbase announce prediction markets through Kalshi partnership. The “everything exchange” now includes event contracts.
CNN: Kalshi became CNN’s official prediction market partner, with real-time odds displayed during broadcasts. When you see prediction market data on mainstream news, it’s probably coming from Kalshi.
This distribution strategy matters. Even if Polymarket has more volume on certain markets, Kalshi’s integrations mean millions of potential traders who never need to leave their existing apps.
Kalshi vs. Polymarket: The Real Differences
Factor	Kalshi	Polymarket

Regulation CFTC-regulated DCM
Funding USD via bank/card/crypto
Fees	~0%
(promotional)

Unregulated (U.S. relaunch pending)
USDC on Polygon
0% trades, 2% on net profits

U.S. Access	Yes (most states)	Waitlist only



Factor	Kalshi	Polymarket

Interface Traditional brokerage feel
Speed to list Slower (regulatory review)
Transparency Centralized order book

Web3/crypto-native
Faster (permissionless)
On-chain, publicly verifiable

A word of caution: In December 2025, a government shutdown market resolved“Yes”on Polymarket but“No”on Kalshi for the same event due to different resolution criteria. If you’re arbitraging across platforms, understand that this can happen. Always read the resolution rules.
The Limitations
Kalshi isn’t perfect.
State restrictions: Despite federal approval, Kalshi faces ongoing legal battles in several states. As of early 2026, it’s explicitly unavailable in New Jersey, Nevada, New York (for sports), and Alabama. Other states have filed lawsuits. Check availability in your state before signing up.
Withdrawal holds: Kalshi holds withdrawals based on deposit method: 3 days for debit, 7 days for same-bank ACH, 30 days for different-bank transfers. This can be frustrating if you need quick access to funds.
No live support: Customer service is notoriously slow. The platform moves fast and ships features quickly, but bugs happen and resolution can take time.
Thin liquidity on niche markets: Sports and major political markets are deep. Sneaker releases and celebrity predictions? Not so much. Check order book depth before entering smaller positions.
3.3 Futuur: The Global Underdog
If Kalshi is the institutional heavyweight and Polymarket is the crypto powerhouse, Futuur is the scrappy global player that most people haven’t heard of yet.
Founded in 2017, Futuur has been quietly building what it claims is the largest number of prediction markets in one location. They’ve generated predictions for over 44,000 events with 25,000+ forecasters. Not Polymarket numbers, but significant for a platform most traders ignore.
The Dual-Currency Model
What makes Futuur interesting is its flexibility. You can trade with:
Play money (“Ooms”): Every new user gets 10,000 Ooms to practice with. This is actually useful for testing strategies without financial risk. The platform has found that even



play-money markets achieve a Brier score of 0.168—a solid accuracy metric considering there’s no real money at stake.
Cryptocurrency: Bitcoin, Ethereum, Litecoin, Dogecoin, Tron, Bitcoin Cash, USDC, Solana, and Monero. The platform added real-money markets in late 2021 under a Curaçao gaming license.
The play-money option matters. If you’re new to prediction markets, Futuur lets you practice without blowing your bankroll. Think of it as paper trading for forecasts.
How Futuur Works
Unlike Polymarket’s peer-to-peer order book, Futuur uses an Automated Market Maker (AMM)—similar to Uniswap in the DeFi world. This has pros and cons:
Pros:
•	Instant liquidity on every market
•	No waiting for counterparties
•	Simpler execution for beginners
Cons:
•	Potentially worse prices than a deep order book
•	Slippage on larger trades
•	The platform (not other traders) takes the other side of your bet
Prices on Futuur are determined entirely by market activity. Lower prices mean higher potential returns if that outcome occurs.
Geographic Restrictions
Here’s the catch: Futuur’s real-money markets are not available in the United States, Australia, Colombia, the Netherlands, and several other jurisdictions. Their Curaçao license doesn’t cover these regions.
If you’re in the U.S., you can still use Futuur’s play-money markets for practice or research. But for real trading, you’ll need Kalshi, Polymarket (when it relaunches), or PredictIt.
Who Is Futuur For?
Futuur serves a few specific use cases:
• International traders who can’t access U.S. platforms and want a crypto-based alternative to Polymarket
•	Beginners who want to practice prediction trading without risking real money
•	Researchers interested in the “wisdom of crowds” mechanics of prediction markets
It’s not where you’ll find institutional liquidity or tight spreads. But it’s a legitimate option for the right use cases.


3.4 PredictIt: The OG
We can’t talk about prediction market alternatives without mentioning PredictIt—the
original gangster of political prediction markets.
Launched in 2014 as an academic project by Victoria University of Wellington (New Zealand), PredictIt has survived more near-death experiences than any platform in the space. The CFTC revoked its no-action letter in 2022. Lawsuits followed. The platform
operated in a zombie state for years while legal battles played out.
Then, in July 2025, PredictIt won its lawsuit against the CFTC. In September 2025, it received full regulatory approval to operate as a DCM and DCO—the same status Kalshi has.
What PredictIt Offers
Deep political markets. PredictIt’s coverage of down-ballot races, state legislature seats, and niche political questions is unmatched. If you want to trade on who will win the 2028 Democratic nomination or which candidate will take a specific congressional seat, PredictIt probably has a market for it.
Increased limits. The old $850-per-contract cap has been raised to $3,500 (as of July 2025), and the 5,000-trader cap per market has been removed. This improves liquidity significantly.
U.S. only. PredictIt is exclusively available to U.S. citizens. No international access.
The Fee Problem
Here’s the elephant in the room: PredictIt’s fees are the highest in the industry.
10% on profits + 5% on withdrawals
That means you need roughly 16% gross returns just to break even after cashing out. Compare this to Kalshi’s current 0% trading fees or Polymarket’s 2% on net profits.
For political junkies who want access to markets that don’t exist elsewhere, it might be worth it. For everyone else, the fee structure makes PredictIt a tough sell.
The Future of PredictIt
With DCM/DCO status, PredictIt is planning to expand beyond politics. Details are scarce, but expect sports, economics, and other categories to roll out as the platform relaunches under its new regulatory structure.
Whether it can compete with Kalshi’s lower fees and Polymarket’s liquidity remains to be seen. But for now, if you want the deepest political prediction coverage available, PredictIt is still the place.


3.5 The New Entrants
The prediction market space is heating up. Here’s a quick rundown of platforms launching
or expanding in late 2025/early 2026:
DraftKings Predictions: Launched December 2025. Available in 38 states. Sports-focused, with the familiar DraftKings interface. Worth watching if you’re already in the DFS ecosystem.
FanDuel Predicts: Launched December 2025 through a CME Group partnership. Initially available in five states, focused on markets where sports betting isn’t legal (like California and Texas). Offers sports plus economic contracts.
Crypto.com: CFTC-approved for U.S. operations. Offers prediction markets alongside its existing crypto exchange. Best for users already in the Crypto.com ecosystem who want to hedge crypto positions.
Interactive Brokers (ForecastEx): The professional trader’s option. Prediction markets integrated into IBKR’s sophisticated trading platform. Complex interface, but powerful for serious hedging strategies.
Gemini Titan: Received CFTC approval in December 2025. Another crypto exchange adding prediction markets to diversify.
The pattern is clear: established financial platforms are racing to add prediction markets. Whether they can compete with Kalshi and Polymarket on liquidity and market selection
remains to be seen.
3.6 Choosing Your Platform
There’s no single best platform. Your choice depends on what you’re trying to do.
Choose Kalshi if:
•	You want regulatory clarity and traditional banking
•	You trade economic/financial contracts
•	You’re in the U.S. and want no crypto hassle
•	You value interest on your cash balance
Choose Polymarket if:
•	You want the deepest liquidity on major events
•	You’re comfortable with crypto wallets and USDC
•	You’re outside the U.S. or can wait for the U.S. relaunch
•	You value on-chain transparency
Choose Futuur if:
•	You’re new and want to practice with play money
•	You’re international and can’t access U.S. platforms



•	You want AMM-based instant liquidity
Choose PredictIt if:
•	You want deep political market coverage
•	You trade niche down-ballot races
•	You’re willing to pay higher fees for unique markets
Chapter 3 Summary
Concept	Key Point
The Landscape Kalshi and Polymarket dominate, but competition is intensifying
Kalshi CFTC-regulated, traditional finance, best for U.S. traders who want legal clarity
Futuur	Global platform with play-money
option; not available for real money in U.S.
PredictIt Deep political markets, high fees, newly regulated
New Entrants DraftKings, FanDuel, Crypto.com, IBKR all entering the space
Choosing	Match platform to your needs:
regulation, funding, market coverage, location
Next: Chapter 4 gives you the playbook—concrete trading strategies for calendar-based trades, contrarian plays, correlation trades, and more.


Chapter 4: The Prediction Markets Playbook
You understand the platforms. You know how to execute a trade. Now let’s talk about how to win.
This chapter is the part most prediction market guides leave out. They explain the mechanics—buy YES, sell NO, shares pay $1—and then wish you luck. That’s like teaching someone the rules of poker and sending them to a casino.
The mechanics are table stakes. Strategy is the edge.
What follows are five concrete approaches to prediction market trading. Not all of them will suit your style, capital, or risk tolerance. Pick the ones that match your strengths and ignore the rest.


4.1 Calendar-Based Trading
The single most predictable source of prediction market opportunity is the calendar. Think about it: most major events don’t surprise us with their existence—they surprise us
with their outcome. We know when elections happen. We know when the Fed meets. We know when earnings reports drop. We know when award shows air.
This means you can prepare before everyone else reacts.
The Calendar Trader’s Playbook
Federal Reserve Meetings (8 per year)
The Fed announces interest rate decisions on scheduled dates. Markets on “Will the Fed cut rates at the [Month] meeting?” typically exist weeks in advance.
Here’s the pattern we’ve observed: these markets tend to be priced efficiently when the meeting is far away but become mispriced in the 48-72 hours before the announcement, as retail traders pile in based on CNBC chatter and Twitter hot takes. Meanwhile, the Fed Funds Futures market (which trades trillions and is dominated by institutional money) is giving you the real probability for free.
The play: Compare the prediction market price to the CME FedWatch tool (freely available
online). If prediction markets show 60% chance of a rate cut but Fed Funds Futures imply 75%, that’s a 15% edge. Buy the mispriced side 2-3 days before the announcement and hold to resolution.
Elections (Scheduled Years in Advance)
Election markets are where prediction markets shine brightest—and where the most money flows. The playbook:
• 12+ months out: Markets are mostly noise. Prices reflect name recognition and media attention, not genuine forecasting. Skip unless you have deep political knowledge.
• 6-12 months out: Primary results and polling shifts create tradeable dislocations. This is where domain expertise pays off—if you understand delegate math or
regional demographics better than the average trader, you have edge.
• 1-3 months out: Institutional money enters. Markets get efficient on major races but remain mispriced on down-ballot and state-level contests. Focus on niche markets.
• Final week: Volatility spikes. Late-breaking news, October surprises, final polling shifts. If you’ve been following closely all cycle, you can capitalize on overreactions.
• Election night: The highest-volume, fastest-moving window. Prices swing wildly as results come in. If you’re sitting in front of your screen with pre-identified decision points, you can trade real-time results faster than the average participant.



Our opinion: The real money in election trading is made in the months before, not on election night. By the time votes are being counted, the market is incredibly efficient. Build your position early when you have genuine informational edge.
Earnings Season (Quarterly)
Companies report earnings on scheduled dates. Markets like “Will [Company] beat earnings estimates?” or “Will [Company]’s stock price be above $X after earnings?” are common.
The edge here comes from understanding the company better than the market’s consensus estimate. If you work in the industry, follow the supply chain, or track leading indicators that Wall Street ignores, you can identify mispricings.
Recurring Events Calendar:
Event	Frequency	Typical Market	Edge Source

Fed meetings 8x/year Rate decision, dot plot
US jobs report Monthly NFP above/below consensus
CPI release Monthly Inflation above/below target
Earnings season 4x/year Beat/miss estimates
Elections Varies Winner, margins, turnout
Awards shows Annual Oscar/Grammy/ Emmy winners

CME FedWatch comparison
Leading indicators, ADP data
Real-time pricing data
Industry knowledge
Local knowledge, polling models
Industry buzz, guild awards

Sports championships

Annual Season winners, MVP

Statistical models

Calendar Trading Rules
1. Map your edge to the calendar. If you know tech, mark earnings dates for tech companies. If you know politics, mark election dates and debate schedules. Don’t trade events outside your knowledge base.
2. Enter positions early. The best prices are available weeks before the event, when attention is low and liquidity is thin. The worst prices are the day before, when everyone’s piling in.
3. Set exit points before the event. Decide in advance at what price you’ll take profit and at what price you’ll cut losses. Events create emotional volatility—your
pre-committed rules protect you from yourself.



4. Factor in time value. A market trading at $0.70 with one month to resolution has different risk/reward than the same market at $0.70 with one day to resolution. We’ll cover this more in Section 4.4.
4.2 Contrarian Plays: When to Fade the Crowd
The crowd is usually right. That’s the whole point of prediction markets. But “usually” isn’t“always,” and the times the crowd is wrong are where the biggest profits live.
When the Crowd Gets It Wrong
Recency bias. The crowd overweights recent events. A candidate wins one debate and the market moves 10 points—even though debates historically have minimal impact on final
outcomes. A company misses one earnings report and the market prices in doom—even though one quarter rarely determines long-term trajectory.
Narrative capture. When a compelling story takes hold, the market can drift from probability to narrative.“AIwill replace all jobs” or “the economy is definitely headed for recession” become self-reinforcing beliefs that push prices beyond what the evidence supports.
Anchoring. Markets can get stuck at a price because early trading established a reference point. If a market opened at $0.50 and slowly drifted to $0.55, many traders anchor to the“it’sbasically a coin flip” frame. If the true probability is $0.75, the market is massively mispriced but doesn’t feel mispriced because the drift was gradual.
Liquidity-driven distortions. In thin markets, a single large bet can move the price significantly. If a whale buys $50,000 of YES on a market with $200,000 total volume, the price spikes—and other traders interpret the price move as new information when it’s actually just one person’s opinion backed by capital.
The Contrarian Playbook
Step 1: Identify consensus. What does the market think? What does Twitter think? What do the pundits say? When everyone agrees, start paying attention.
Step 2: Pressure-test the consensus. Ask: What would have to be true for the consensus
to be wrong? How likely is that scenario? Is anyone with real domain expertise disagreeing?
Step 3: Look for structural reasons the crowd might be wrong. Is the market dominated by one demographic that might have a blind spot? Are there non-English language sources with different information? Is there a selection bias in who’s trading this market?
Step 4: Size accordingly. Contrarian trades have high variance. You’re betting against the crowd, which means you’ll be wrong more often than right. But when you’re right, the payoff is large. Size these positions smaller—1-2% of bankroll max.
Our opinion: The best contrarian trades come from information arbitrage, not from being a reflexive contrarian. “The market says 80% and I think it’s only 60%” is a mediocre contrarian trade. “The market says 80% but I’ve read the primary source documents in



their original language and the market is misinterpreting the data” is a great contrarian trade.
Contrarian Trade Identification Checklist:
•	Everyone on Twitter agrees on the outcome (potential overconfidence)
•	The price has moved sharply on a single news event (potential overreaction)
• The market is pricing an event at >90% or <10% (extreme prices often underestimate tail risk)
•	You can identify a specific reason the consensus is wrong (not just vibes)
•	The market has sufficient liquidity for you to exit if wrong
4.3 Multi-Market Correlation Trades
This is where prediction markets get interesting for traders with analytical instincts. Prediction markets don’t exist in isolation. Events are interconnected. A Fed rate cut affects
crypto prices, which affects the “Will Bitcoin hit $X by Y date?” market. An election outcome affects regulation, which affects the “Will [Company] be allowed to merge?” market. A
geopolitical event affects energy prices, which affects inflation, which affects the Fed, which affects everything else.
How Correlation Trading Works
Step 1: Identify two or more markets that should be logically connected.
Example: “Will the Fed cut rates in March?” and “Will Bitcoin exceed $150,000 by June?” A Fed rate cut is historically bullish for risk assets including Bitcoin. If the rate cut market is pricing 70% but the Bitcoin market is only pricing 30%, there might be a discrepancy you can exploit.
Step 2: Determine if the correlation is already priced in.
If both markets have moved together, the relationship is priced. If they’ve diverged, one market might be lagging.
Step 3: Trade the lagging market.
Buy (or sell) the market that hasn’t yet reflected the information implied by the correlated market.
Common Correlation Pairs
Market A	Market B	Correlation
Fed rate decision Crypto price targets Rate cuts→risk-on→crypto up
Election outcome Regulatory markets New admin→policy shifts



Market A Market B Correlation CPI/inflation data Fed rate decision High CPI→hawkish
Fed

Geopolitical event Commodity/energy markets
Tech earnings Product launch markets

Conflict→energy up→inflation up
Strong earnings→more investment→faster launches

The Cross-Platform Angle
Remember: the same event often has markets on multiple platforms. “Will Trump win?”existed simultaneously on Polymarket, Kalshi, and PredictIt. Prices weren’t always identical.
If Polymarket shows 62% and Kalshi shows 58% for the same outcome, you can buy on the cheaper platform. However—and this is critical—resolution criteria can differ between platforms. The government shutdown example from December 2025, where the same event resolved YES on Polymarket and NO on Kalshi, should be tattooed on every arbitrageur’s brain.
Cross-platform arbitrage rules:
1. Read the resolution criteria on both platforms. If they differ in any way, it’s not a clean arbitrage.
2.	Account for fees, withdrawal times, and capital lockup on both platforms.
3. Only arbitrage markets with high liquidity on both sides. Thin markets can move against you before you execute both legs.
4.4 Time Decay Exploitation
Here’s a concept borrowed from options trading that applies perfectly to prediction markets: time decay.
A prediction market share at $0.70 with six months until resolution is a fundamentally different asset than the same share at $0.70 with one day until resolution.
Why? Because the six-month share has time for new information to arrive, for surprises to happen, for the probability to shift dramatically in either direction. The one-day share is almost certainly going to resolve where it currently sits—not much new information is going to emerge in 24 hours.
How to Exploit Time Decay
Strategy 1: Selling High-Probability Outcomes Late
When a market is trading at $0.92 with one week until resolution, the market is saying “this is almost certainly going to happen.” If you agree, selling NO shares at $0.08 gives you a


small but high-probability profit. You make $0.08 per share if the market resolves YES (92% likely), and lose $0.92 per share if it resolves NO (8% likely).
The math: Expected value = (0.92×$0.08) - (0.08×$0.92) = $0.0736 - $0.0736 = $0.00. Wait—that’s zero expected value. So what’s the edge?
The edge comes when you believe the true probability is higher than 92%. If you think it’s 97%, your expected value is positive: (0.97×$0.08) - (0.03×$0.92) = $0.0776 - $0.0276 =
$0.05 per share. Do this across many markets and it compounds.
Strategy 2: Buying Mispriced Near-Term Markets
Markets that resolve soon should have prices converging toward 0 or 1. If a market is stuck at $0.60 with two days until resolution, and you have strong evidence the outcome is YES, you’re getting a 40% return in 48 hours. The short time horizon limits the chance of new information changing the picture.
Strategy 3: The “Resolution Rush” Play
In the final hours before a market resolves, prices can gap as traders rush to exit or enter. If you’ve been tracking a market closely and the resolution outcome is clear before the market has fully priced it in, you can buy at a discount in the final moments.
Real-world pattern: On election night, state results come in at staggered times. A state might be called by the AP but the prediction market hasn’t hit $0.99 yet because some traders are asleep or slow. If you’re watching real-time and the AP has called it, buying at $0.90 gives you a guaranteed $0.10 profit in minutes.
Time Decay Rules
1. Short-term markets are your friend if you have conviction. Less time = less uncertainty = higher confidence in your thesis.
2. Don’t pay a time premium. A market at $0.70 with six months left should be cheaper than $0.70 with one week left (all else equal), because the short-term market carries less risk. If the long-term market is more expensive, something is wrong.
3. Diversify across time horizons. Some positions resolving this week, some this month, some this quarter. This smooths your P&L and reduces the chance of a single bad outcome wrecking your month.
4.5 Hedging Real-World Exposure
This is the strategy most people never consider, and it’s arguably the most valuable use of prediction markets for non-traders.
You already have exposure to real-world events. You just don’t think of it that way.
Examples:



• You work in renewable energy. If a pro-fossil-fuel administration wins, your industry gets hurt. You have implicit “long green energy” exposure through your salary and career.
• You own a home in a hurricane-prone state. You have implicit “short hurricane”exposure—a major storm destroys your property value.
• You work for a company that depends on a specific regulation. If that regulation gets repealed, your job is at risk.
Prediction markets let you hedge these exposures.
How Hedging Works
Scenario: You’re a software engineer at a company that depends on H-1B visas. The market“Will H-1B visa reform pass by 2027?” is trading at YES $0.45.
If reform passes, your company’s talent pipeline gets disrupted, potentially leading to layoffs or reduced compensation. You’re implicitly“short”H-1B reform—meaning the event hurts you financially.
The hedge: Buy YES shares. If reform passes and your company suffers, your prediction market gains partially offset your career losses. If reform doesn’t pass, you lose a small amount on the trade but your career continues unaffected.
Sizing the hedge: This isn’t about making money—it’s about reducing risk. Size the position proportional to your real-world exposure. If visa reform could cost you $20,000 in lost income, a $2,000 prediction market position (10% hedge) meaningfully reduces your downside.
Hedging Examples
Your Exposure	What Hurts You	Hedge Market	Hedge Direction

Tech salary AI regulation passes
Home in Miami Major hurricane hits
Crypto portfolio Crypto ban/regulation

“Will AI regulation pass?”
“Category 4+ hurricane hits FL?”
“Will crypto regulation tighten?”

Buy YES Buy YES

Buy YES

Export business Tariffs increase “Will new tariffs be imposed?”

Buy YES

Energy sector job

Oil price collapse “Will oil drop below $X?”

Buy YES

Our opinion: Hedging is the most intellectually honest use of prediction markets. You’re not pretending to have an information edge. You’re not gambling. You’re managing risk in a way that traditional financial instruments can’t provide. It’s insurance, priced by the crowd.


4.6 The Portfolio Approach
If you’re going to be serious about prediction markets, you need to think in portfolios, not individual trades.
A single prediction market trade is essentially a coin flip with (hopefully) a slight edge. Any individual trade can lose. What matters is whether your collection of trades, over time, generates positive expected value.
Portfolio Construction Rules
Rule 1: Diversify across event types. Don’t put all your capital in political markets or all in sports. Different event types have different risk profiles, different information structures, and different correlation patterns. Spread your exposure.
Rule 2: Diversify across time horizons. Mix short-term trades (resolving this week) with medium-term positions (resolving this month) and longer-term bets (resolving this quarter
or beyond). This creates more consistent returns and reduces the variance of any single resolution window.
Rule 3: Track everything. Every trade, every thesis, every outcome. You need data to know whether you actually have edge or whether you’ve been lucky. After 50+ trades, patterns emerge: maybe you’re great at political markets but terrible at sports. Maybe your contrarian plays work but your calendar trades don’t. You can’t optimize what you don’t measure.
Rule 4: Rebalance ruthlessly. If a position has moved significantly in your favor, consider taking partial profits. If a position has moved against you and your thesis hasn’t changed, consider whether the new price offers even better value. Don’t fall in love with any single trade.
The Kelly Criterion (Simplified)
For those who want to get mathematical about position sizing, the Kelly Criterion tells you the optimal percentage of your bankroll to bet:
Kelly % = (Edge / Odds)
Where: - Edge = Your estimated probability minus the market price - Odds = Payout if you win (for prediction markets, this is $1 minus your buy price, divided by your buy price)
Example: Market at $0.40 YES. You think the true probability is 55%. - Edge = 0.55 - 0.40 = 0.15 - Odds = $0.60 / $0.40 = 1.5 - Kelly = 0.15 / 1.5 = 10% of bankroll
Most professionals use “half Kelly” or “quarter Kelly”—betting 25-50% of the calculated amount. Full Kelly is mathematically optimal but psychologically brutal, because the variance will make you want to quit.



Strategy	Best For	Key Risk	Edge Source

Calendar trading Structured, disciplined traders
Contrarian plays Independent thinkers with domain expertise

Crowded trades near events
Being wrong against consensus

Preparation and early positioning
Information
others miss

Correlation trades

Analytical, multi-market traders

Correlation breakdown

Connecting dots between markets

Time decay Patient traders with conviction
Hedging Anyone with real-world exposure

Short-term surprises
Paying for insurance you don’t need

Probability convergence near resolution
Risk reduction, not profit

Next: Theory is great. Stories are better. Chapter 5 breaks down five real trades—what happened, why, and what you can learn from each.


Chapter 5: Case Studies: 5 Trades That Made (and Lost) Money
Numbers and strategies are useful. Stories are unforgettable.
This chapter examines five real prediction market trades in detail. Some made fortunes. Some went sideways. All of them contain lessons that could save—or make—you real money.
For each case, we break down: the setup, the thesis, what actually happened, and what you should take away.
5.1 The French Whale: $30M to $85M
The Setup
October 2024. The US presidential election is less than a month away. Traditional polls show a tight race between Trump and Harris. FiveThirtyEight has it essentially as a coin flip. The vibes are uncertain.
But on Polymarket, something unusual is happening. Four accounts are systematically buying Trump YES shares. Lots of them. The Wall Street Journal reports that these accounts hold approximately $30 million in Trump wagers—and they might all be controlled by one person.


The prediction market price diverges from polling averages. Polymarket shows Trump at 60-65%. Other platforms and models show closer to 50-50. Critics scream manipulation.“One whale is creating a mirage of support!” becomes the narrative.
The Thesis
The trader—later identified as a French national with “extensive trading
experience”—apparently had a simple thesis: the polls were wrong, just like they’d been wrong in 2016 and 2020. Both times, polls underestimated Trump support. The trader believed this systematic polling error would repeat.
His conviction was enormous. $30 million is not a casual bet. This was someone who believed—at a deep, research-driven level—that the market was mispriced.
What Happened
Trump won. Decisively. The French trader reportedly pocketed approximately $85 million in profits.
Polymarket investigated the accounts and found no evidence of market manipulation. The trader had simply been right—and had the conviction and capital to back his view.
The Lesson
Conviction backed by research can be worth more than consensus. The
crowd—pollsters, pundits, and most market participants—was wrong. One trader with a contrarian view and the willingness to bet big was right.
But be honest about the flip side: if Harris had won, this story would be about a French trader who lost $30 million on a bad contrarian bet. The line between genius and recklessness is the outcome. The difference is in the process—did the trader have a genuine, defensible reason for his view, or was he just gambling big? Based on the systematic polling error thesis, the trade was well-reasoned. But $30 million is a lot of money to put on any single thesis, no matter how well-reasoned.
Takeaway: Your best trades will feel uncomfortable. Consensus will say you’re wrong. The question is whether you can articulate why you disagree and whether the expected value justifies the risk. If yes, size up. If no, move on.
5.2 The Maduro Insider: $30K to $400K
The Setup
January 2025. Venezuela’s Nicolás Maduro has been a thorn in US foreign policy for years. Polymarket has a market: “Will Maduro be ousted by January 31, 2025?” The market is trading at low probability—most people assume Maduro will remain in power as he has for years despite international pressure.
Then a single account places a $30,000 bet that Maduro will be ousted. At the current price, this is a massive position representing extreme conviction on an unlikely outcome.


The Thesis
Unknown. And that’s the point.
Less than 24 hours after the trade was placed, the United States took Maduro into custody. The trader pocketed approximately $400,000.
What Happened
The timing was suspicious enough to draw congressional attention. Representative Ritchie Torres introduced the “Public Integrity in Financial Prediction Markets Act,” which would make it illegal for government officials to trade on information obtained through their
official duties.
The bill specifically targeted situations like this: someone with apparent advance knowledge of a government action profiting from that knowledge on prediction markets.
The Lesson
Insider trading exists in prediction markets—and it’s not illegal (yet). Unlike securities markets, there are currently no insider trading rules for prediction markets. If a government staffer, campaign operative, or corporate insider knows something before the public, they can legally trade on it.
This means two things for you:
First, when the market moves suddenly without obvious news, someone probably knows something. Treat unexpected large trades as potential signals, not noise. If a market that’s been stable at $0.15 suddenly has someone buying $30K worth of YES, pay attention.
Second, don’t take the other side of potential insider trades. If you see suspicious volume in a market, get out of the way. You don’t know what they know, and you’re at an information disadvantage.
Takeaway: Assume you’re competing against people with better information than you. Focus on markets where your own edge is plausible and be suspicious of markets where someone else’s edge might be inside information.
5.3 The Government Shutdown Arbitrage Gone Wrong
The Setup
December 2025. A US government shutdown is looming. Both Polymarket and Kalshi have markets on whether the government will shut down.
An arbitrage trader notices the prices are slightly different between platforms. He buys YES
on the cheaper platform and NO on the more expensive one—a classic cross-platform arbitrage that should be risk-free regardless of the outcome. If the government shuts down, the YES side pays. If it doesn’t, the NO side pays. Profit either way.
Or so he thought.



The Thesis
The thesis was simple: same event, two prices, risk-free profit. Arbitrage 101.
What Happened
The government shut down (briefly). Polymarket’s market resolved YES. Kalshi’s market resolved NO.
How? Different resolution criteria. Polymarket’s criteria counted a brief, partial shutdown as qualifying. Kalshi’s criteria required a shutdown lasting more than a specified duration
(or had different definitions of what constituted a “shutdown”).
The trader lost on both sides. Instead of a risk-free arbitrage, he took losses on both legs of the trade.
The Lesson
Cross-platform arbitrage is not risk-free unless resolution criteria are identical. The word “shutdown” meant different things on different platforms. The trader assumed equivalence without reading the fine print.
This is the prediction market equivalent of buying what you think is the same stock on two exchanges and discovering they’re actually different share classes with different rights.
Before any cross-platform trade:
1. Read the full resolution criteria on both platforms—not the title, the actual rules 2. Identify any differences in language, timing, or resolution source
3.	If you find any differences, treat it as two separate trades, not an arbitrage
4. Ask yourself:“Isthere a scenario where these resolve differently?” If the answer is yes, it’s not a true arbitrage
Takeaway: Resolution criteria are the fine print of prediction markets. Most traders don’t read them. The ones who do avoid catastrophic surprises.
5.4 The Bitcoin Reserve Resolution Trap
The Setup
Early 2025. Prediction markets are buzzing with speculation about whether the Trump administration will establish a Strategic Bitcoin Reserve. Both Polymarket and Kalshi have markets on the topic.
A trader sees that both markets are trading at similar prices—around $0.40 for YES—and decides to buy YES on both, believing that a pro-crypto administration would likely move in this direction.


The Thesis
Trump had made campaign promises about crypto. The incoming administration was stacked with pro-crypto appointees. Several bills were circulating in Congress. The trader believed the probability was higher than 40% and wanted exposure across platforms.
What Happened
The Trump administration did take steps toward a government Bitcoin position. But the resolution diverged:
• Polymarket’s criteria: “Government holds any amount of bitcoin.” This resolved YES when the government confirmed it held seized Bitcoin and would not sell it.
• Kalshi’s criteria: “Designated National Bitcoin Reserve comparable to Strategic Petroleum Reserve.” This was a much higher bar—requiring a formal, designated reserve, not just holding seized assets.
The trader’s Polymarket position paid out. His Kalshi position did not—at least, not on the initial time frame. Same underlying reality, different outcomes.
The Lesson
“Same question” does not mean “same market.” Two platforms can ask about the same topic and have completely different resolution criteria. The word “Bitcoin Reserve” meant
different things depending on who was defining it.
This is a variation of the government shutdown case, but it illustrates a subtler point: even when you’re not arbitraging—even when you’re just taking a directional position—the resolution criteria matter as much as your thesis about the underlying event.
Takeaway: Before buying any prediction market share, answer this question: “What, specifically, has to happen for this share to pay $1.00?” If you can’t answer precisely, you don’t understand your trade.
5.5 The Quiet Fed Trade
The Setup
This isn’t a dramatic story. There’s no whale, no FBI raid, no congressional investigation. This is a story about a disciplined retail trader making consistent, small profits—the kind of story that doesn’t make headlines but actually represents how most successful prediction market participants operate.
A trader we’ll call“M”(anonymized, based on a composite of publicly shared strategies from prediction market communities) focused exclusively on Federal Reserve markets. She didn’t trade politics, sports, or crypto. Just the Fed.
The Thesis
M’sapproach was mechanical:



1. Before each Fed meeting, she checked the CME FedWatch tool (free, publicly available) for the implied probability of a rate change based on Fed Funds Futures—a multi-trillion-dollar market dominated by institutional money.
2.	She compared this to the equivalent prediction market price on Kalshi.
3. When the prediction market price diverged by more than 5% from the FedWatch probability, she traded the prediction market toward the FedWatch-implied price.
Her reasoning: the Fed Funds Futures market is massive, liquid, and dominated by professional fixed-income traders who have every incentive to be accurate. The prediction market, by comparison, is small and includes many retail participants who trade based on CNBC commentary and gut feeling. When the two disagree, the institutional market is more likely to be right.
What Happened
Over the course of 2025, M placed trades around all eight Fed meetings. She reported the following results (shared in a prediction market community forum):



Meeting


FedWatch
Implied	Kalshi Price	Her Trade	Result

January 4% cut 12% cut NO (against cut)
March 18% cut 28% cut NO (against cut)

Won Won

May 35% cut 30% cut YES (for cut) Lost June 62% cut 55% cut YES (for cut) Won

July 15% cut 22% cut NO (against cut)

Won

September 78% cut 70% cut YES (for cut) Won November 45% cut 38% cut YES (for cut) Lost

December 55% cut 62% cut NO (against cut)

Won

Six wins, two losses. With consistent position sizing (2% of bankroll per trade), she reported a net annual return of approximately 18% on her prediction market capital.
The Lesson
You don’t need dramatic thesis trades to make money.M’sapproach was boring. She used publicly available data, compared it to a mispriced market, and executed mechanically. No gut feelings. No hot takes. No overconfidence.
The key ingredients were:
•	A reliable benchmark (FedWatch) to identify mispricings
•	Discipline to only trade when the edge was clear (>5% divergence)



•	Consistent sizing (2% per trade, never more)
•	Patience to wait for the next Fed meeting rather than chasing random markets
Takeaway: The most sustainable edge in prediction markets isn’t some secret information
or brilliant insight. It’s discipline, a systematic approach, and the patience to only trade when the numbers are in your favor. Be like M.
Chapter 5 Summary
Trade	Outcome	Key Lesson
French Whale +$85M Conviction backed by research can beat consensus
Maduro Insider +$400K Insider trading exists and is legal; be wary of suspicious volume
Shutdown Arbitrage Loss on both sides Cross-platform arbitrage isn’t risk-free; read resolution criteria
Bitcoin Reserve Split results “Same question”≠“same market”; resolution criteria matter
Quiet Fed Trade +18% annual Systematic, boring approaches outperform dramatic bets
Next: Chapter 6 covers the regulatory landscape, risks, taxes, and everything else you need to know to stay in the game long enough to win.



Chapter 6: Decentralized Divination 3.0
You’ve made it this far. You understand how prediction markets work. You know how to read prices, execute trades, and manage positions. You’ve even learned to spot the whales and studied the playbook.
Now let’s talk about where this is all going—and how to avoid getting wrecked along the way.
6.1 Legal Status by Country: Where You Stand
Before we dive into the detailed regulatory analysis, here’s what you actually need to know right now. This table reflects the legal status of prediction market participation as of early



2026. Regulations change fast—do your own research and verify current status before depositing money.
Prediction Market Legal Status (Early 2026)


Country	Status

Platforms
Available	Notes

United States	✅LEGAL
(regulated)

Kalshi, Polymarket, PredictIt, DraftKings, FanDuel

CFTC-regulated. Some state
restrictions (NJ, NV, NY for sports). Fully legal on regulated platforms.

United Kingdom

✅LEGAL (as gambling)

Betfair, licensed UK bookmakers

Regulated under Gambling Commission. Political betting legal. Consumer protections apply.

Canada	🟡GRAY ZONE	Polymarket
(offshore access)

No specific prediction market regulation. Gambling laws vary by province. Not explicitly illegal to participate.

Germany 🔴ILLEGAL None legally GGL classifies prediction markets as illegal gambling. Using offshore platforms technically violates German law.
France 🔴BANNED None ANJ blocked Polymarket in late 2024. Prediction markets






Country	Status

Platforms
Available Notes classified as
unlicensed gambling.

Spain 🟡GRAY ZONE Polymarket (accessible)

No explicit ban yet. Gambling authority has not taken public action. May change.

Italy 🔴BANNED None Banned alongside Belgium and Poland in 2024-2025.
Belgium 🔴BANNED None Issued ban in late 2024.
Poland 🔴BANNED None Issued ban in early 2025.

Netherlands 🔴RESTRICTED None (Futuur also blocked)

Strict gambling regulations. Prediction markets blocked.

Switzerland 🔴BANNED None Gambling authority blocklisted Polymarket in November 2024.
Romania 🔴BANNED None National Gambling Office blacklisted Polymarket in October 2025.

Australia 🟡RESTRICTED Limited options under gambling licenses

Some
prediction-style markets available. Restrictive compared to UK. Futuur not available.






Country	Status

Platforms
Available	Notes

Singapore 🔴BANNED None Gambling Regulatory Authority blocklisted Polymarket in January 2025.

Japan 🔴NO FRAMEWORK

None No legal framework for prediction markets. Gambling strictly regulated.

China 🔴PROHIBITED None All gambling prohibited, including prediction markets.

India	🟡GRAY ZONE	Probo
(domestic)





Brazil 🟡GRAY ZONE Polymarket (accessible)



UAE/Dubai 🟡GRAY ZONE Polymarket (accessible)

Domestic platforms
operating in gray area. International platforms not explicitly addressed.
Gambling regulation evolving. No specific prediction market rules.
No specific regulation. Crypto-friendly jurisdiction but gambling is technically prohibited.

Key: -✅= Explicitly legal with clear regulatory framework -🟡= Gray zone—not explicitly legal or illegal; proceed with caution -🔴= Banned, blocked, or explicitly illegal


If your country shows🟡, it means regulators haven’t specifically addressed prediction markets. This is neither an invitation nor a warning—it’s a statement that you’re operating without clear legal guidance and should understand the risks.
If your country shows🔴, participating in prediction markets may violate local law. We’re not telling you what to do. We’re telling you to understand the legal landscape before you make decisions.
Last updated: Early 2026. Regulations change rapidly. Verify current status before trading.


6.2 On Being Early: The Future of Prediction Markets
Let’s establish something upfront: prediction markets in 2024/2025 are where the internet was in 1995.
Clunky interfaces. Limited adoption. Regulatory uncertainty. Most people either don’t know they exist or dismiss them as “just gambling.” The infrastructure is being built in real-time. The killer apps haven’t been invented yet.
And that’s exactly why this matters.
The Adoption Curve
Right now, prediction markets are used primarily by a small group: traders, political junkies, crypto natives, and a handful of institutional players who’ve figured out the edge.
Total global volume across all platforms is measured in single-digit billions annually.
Compare that to:
Market Annual Volume Global sports betting $500+ billion US stock market $50+ trillion
Global derivatives $600+ trillion (notional) Prediction markets (all platforms) ~$5-10 billion
Prediction markets are a rounding error. A speck. Virtually invisible in the context of global financial flows.
That’s the opportunity.
What Changes Everything
Several forces are converging to push prediction markets from niche curiosity to mainstream infrastructure:



1. The Credibility Gap
Legacy institutions—pollsters, pundits, mainstream media—have catastrophically failed at prediction. 2016 US election. 2020 COVID response. 2022 inflation forecasts. The “experts”have been wrong so consistently that trust has collapsed.
Meanwhile, prediction markets called the 2020 and 2024 elections with greater accuracy than any major polling organization. They priced COVID vaccine timelines better than
official government estimates. They signaled Fed policy shifts before the financial press caught on.
As more people realize that skin-in-the-game forecasting beats credentialed opinion, adoption accelerates.
2. Regulatory Normalization
Kalshi’s existence—a fully regulated, CFTC-approved prediction market operating legally in the United States—is a massive signal. It proves that prediction markets can exist within traditional regulatory frameworks.
Yes, they’re limited. Yes, they fought for years to get election contracts approved. But the precedent is set. Once something is legal somewhere, the question shifts from “should this be allowed?” to “how should this be regulated?”
Our opinion: Within 5 years, most developed countries will have some form of regulated prediction market access. The genie is out of the bottle.
3. AI Integration
This is the sleeper development that nobody’s talking about enough.
AI systems need real-time probability estimates to make decisions. They need to know:
What’s the likelihood of a supply chain disruption? What’s the probability this legislation passes? What are the odds this merger gets approved?
Currently, AI systems either make up probabilities (hallucination) or rely on stale training data. Prediction markets provide live, continuously-updated, financially-verified probability estimates on thousands of real-world questions.
As AI agents proliferate—making trading decisions, allocating resources, managing logistics—they’ll increasingly query prediction markets as a primary data source. This creates a reflexive loop: more AI participation means more liquidity, which means better prices, which attracts more AI participation.
4. Corporate Adoption
Internal prediction markets have been proven to work. Google, Intel, HP, and Ford have all run internal markets where employees bet on project outcomes, product launches, and strategic decisions. These markets consistently outperformed official forecasts and executive opinions.


The next step is obvious: companies start using public prediction markets for external intelligence. Why pay McKinsey $500,000 for a market analysis when you can watch real-money markets price competitor moves in real-time?
We’re already seeing this. Hedge funds monitor Polymarket for election exposure. Media companies cite prediction market odds alongside polls. Insurance companies are exploring prediction market data for risk modeling.
5. The Attention Economy Shift
Here’s a contrarian take: prediction markets will go mainstream not because they’re useful, but because they’re entertaining.
Watching election night with money on the line is a fundamentally different experience
than watching passively. Every speech, every early return, every exit poll becomes viscerally engaging. The same applies to sports, awards shows, corporate earnings—anything with uncertainty.
As prediction market interfaces improve and barriers to entry drop, they’ll become the default way engaged people consume uncertain events. The information aggregation is almost a side effect of the entertainment value.
What Gets Built
If we’re right about adoption, here’s what the next 5-10 years looks like:
Prediction Market Aggregators: Right now, you have to check multiple platforms
(Polymarket, Kalshi, Futuur, PredictIt if it survives) to get a complete picture. Someone will build the “CoinMarketCap of prediction markets”—a single interface that aggregates odds across all platforms, highlights arbitrage opportunities, and tracks historical accuracy.
API-First Infrastructure: Prediction market data will become a standard API call, like weather data or stock prices today. Apps will embed real-time probabilities without users even knowing they’re looking at prediction market data. Your news app shows “68% chance Fed cuts rates”—that’s pulled from a prediction market API.
Conditional Markets: This is where it gets interesting. Markets like “What will the S&P 500 be IF Trump wins?” vs. ( “Whatwill the S&P 500 be IF Harris wins?” These conditional probabilities are extraordinarily valuable for decision-making and currently almost impossible to get reliably. Polymarket and others are experimenting with these. As the infrastructure matures, conditional markets will become standard.
Personal Prediction Markets: Why shouldn’t you be able to create a market on your own life outcomes? “Will I complete this project by March?” with real money at stake. Friends, colleagues, or anonymous strangers could trade based on their assessment of your likelihood of follow-through. Sounds crazy. Also sounds like a powerful accountability mechanism. Someone will build this.
Decentralized Resolution: Currently, most prediction markets rely on centralized resolution—Polymarket decides who won, Kalshi decides if the contract conditions were


met. This creates trust dependencies and potential manipulation vectors. Projects like UMA (Universal Market Access) are building decentralized oracle networks where market resolution is determined by token-holder consensus. It’s messy and imperfect, but it’s the direction things are moving.
The Uncomfortable Truth
All of this assumes prediction markets work. That the theoretical benefits—information aggregation, improved forecasting, better decision-making—actually materialize at scale.
They might not.
Prediction markets can be manipulated. They can be wrong. They can create perverse incentives (imagine a market on “Will this CEO be assassinated?”). They can be captured by wealthy actors who use them for signaling rather than forecasting.
We’re believers, obviously. We wouldn’t have written this guide otherwise. But intellectual honesty requires acknowledging that the techno-optimist case isn’t guaranteed. Prediction markets are a tool. Tools can be misused, regulated out of existence, or simply fail to deliver
on their promise.
The best we can say: the early evidence is strong, the theoretical foundations are solid, and the alternative—continuing to rely on pundit opinions and institutional forecasts—has a proven track record of failure.
6.3 Regulatory Headaches
Let’s talk about the elephant in the room: governments don’t like prediction markets. Or more precisely: governments don’t like prediction markets that they don’t control.
Understanding the regulatory landscape is essential because it determines which platforms you can access, what risks you’re taking, and how the industry is likely to evolve.
Why Regulators Hate This
Prediction markets sit at an uncomfortable intersection of several regulated activities:
1. Gambling. You’re wagering money on uncertain outcomes. In most jurisdictions, that’s gambling, which requires specific licenses and comes with restrictions on who can participate, what can be wagered on, and how operations must be conducted.
2.	Securities/Derivatives. Prediction market contracts can look a lot like binary
options or event contracts. In the US, that means CFTC jurisdiction. The CFTC has historically been hostile to prediction markets, viewing them as either illegal
off-exchange futures or gambling products masquerading as financial instruments.
3. Election Integrity. Markets on political outcomes make regulators nervous. The concern: could someone manipulate a prediction market to influence actual voting


behavior? Could wealthy actors use markets to signal fake momentum for candidates? These concerns are mostly overblown, but they’re politically potent.
4. Consumer Protection. Retail participants losing money on complex financial products is a political liability. Regulators often justify restrictions as protecting unsophisticated users from themselves.
The US Situation: A Case Study in Regulatory Warfare
The United States has the most complex and restrictive prediction market environment of any major economy. But recent developments have dramatically shifted the landscape. Here’s what actually happened:
The Polymarket Crackdown (2022)
In January 2022, the CFTC came down hard on Polymarket. The regulator ordered the platform to pay a $1.4 million civil penalty and wind down all non-compliant markets.
According to the CFTC’s order, Polymarket had been “operating an illegal unregistered or non-designated facility for event-based binary options online trading contracts.”
The message was clear. CFTC Acting Director of Enforcement Vincent McGonagle stated: “All derivatives markets must operate within the bounds of the law regardless of the technology used, and particularly including those in the so-called decentralized finance or‘DeFi’space.”
Polymarket’s response? They geo-blocked US users and moved operations offshore. For nearly three years, Americans were officially locked out of the platform—though many continued accessing it via VPNs.
The FBI Raid (November 2024)
The situation escalated dramatically just days after the 2024 presidential election. On November 13, 2024, FBI agents raided the Manhattan apartment of Polymarket CEO Shayne Coplan, seizing his phone and electronic devices. The 26-year-old was woken at 6 AM by federal agents.
The investigation reportedly centered on whether Polymarket violated its 2022 settlement by allowing US-based users to access the platform. Coplan wasn’t charged, but the raid sent shockwaves through the prediction market industry.
Polymarket called it “obvious political retribution by the outgoing administration against Polymarket for providing a market that correctly called the 2024 presidential election.”Tech industry figures rallied to Coplan’s defense. Coinbase CEO Brian Armstrong posted:
“What the f*** is wrong with this administration?”
The timing was suspicious—Polymarket had gained massive visibility by correctly predicting Trump’s victory when polls showed a tight race. But the legal issues were real:
the platform had likely enabled millions in bets from US users despite promising to block them.



Kalshi’s Court Victory (September-October 2024)
While Polymarket was fighting offshore, Kalshi took a different approach: direct legal confrontation with the CFTC.
In 2023, Kalshi attempted to list “Congressional Control Contracts”—markets allowing users to bet on which party would control the House and Senate. The CFTC blocked them, arguing these contracts constituted gambling and could threaten election integrity.
Kalshi sued. On September 6, 2024, Judge Jia Cobb of the US District Court for the District of Columbia ruled in Kalshi’s favor, finding that the CFTC had exceeded its statutory authority. The court determined that election contracts did not constitute “gaming” under the law because elections aren’t games—they’re political events.
The CFTC filed an emergency appeal seeking to block Kalshi from listing the contracts while the case continued. On October 2, 2024, the DC Circuit Court of Appeals denied the stay, noting that “the CFTC has given this court no concrete basis to conclude that event
contracts would likely be a vehicle for such harms.”
Kalshi’s election markets went live immediately. By election day, over $1 billion had been wagered on political outcomes through the platform.
The Regulatory Reversal (2025)
The change in administration brought a dramatic shift. CFTC Acting Chairman Caroline Pham, appointed the same day Trump was inaugurated, criticized the commission’s previous approach, calling it a “sinkhole of legal uncertainty” that hindered innovation.
In July 2025, the CFTC and DOJ formally dropped their investigations into Polymarket. Shortly after, Polymarket announced it had acquired QCX, a CFTC-licensed derivatives exchange, for $112 million—giving it the regulatory credentials to legally re-enter the US market.
By December 2025, Polymarket was officially operating in the United States for the first time since 2022.
PredictIt (Legal Limbo)
PredictIt operated under a CFTC “no-action letter”—essentially regulatory permission to
operate as an academic research project with strict limits ($850 maximum per trader, 5,000 traders per market). The CFTC revoked this letter in 2022, and PredictIt has been fighting
in court ever since. They’re still operating but with an uncertain future.
International Landscape: A Patchwork of Approaches
Outside the US, regulatory treatment varies dramatically. Here’s what’s actually happening around the world:



European Union: Country-by-Country Crackdown
The EU has no unified framework for prediction markets, leaving regulation to individual member states. The result has been a rolling series of bans:
• France (late 2024): The French National Gaming Authority (ANJ) blocked Polymarket, ruling that its operation constituted unlicensed gambling. The company agreed to implement a geo-block for French users.
•	Belgium, Poland, Italy: Issued bans in late 2024/early 2025 on similar grounds.
• Romania (October 2025): The National Gambling Office blacklisted Polymarket after it hosted over $600 million in wagers on the Romanian presidential election. The regulator stated: “Regardless of whether you bet in lei or crypto, if you bet money on a future result, we are talking about gambling that must be licensed.”
• Switzerland (November 2024): The Swiss Gambling Supervisory Authority blocklisted Polymarket days after the FBI raid.
However, prediction markets remain accessible in several EU countries including Germany and Spain—though Germany’s gambling regulator (GGL) issued stern warnings in September 2025 that event contracts constitute “illegal betting” under German law.
Germany: The Hardline Position
Germany’s approach deserves special attention because it illustrates how seriously some regulators take this issue.
In September 2025, the Glücksspielbehörde (GGL) issued a public warning specifically naming Polymarket. Under Germany’s Fourth Interstate Gambling Treaty (GlüStV 2021),
only bets on “defined sporting events with verifiable results” are eligible for licensing. Political, entertainment, and news-based markets are explicitly classified as illegal gambling.
The regulator stated that event contracts are “particularly susceptible to manipulation, as they are often based on unclear, subjective, or controllable events.” The warning came after an explosion of German media reports about bets being placed on the Ukraine war.
Under German law, even using an offshore platform like Polymarket from within Germany is technically illegal. The Federal Court of Justice has ruled that contracts based on illegal gambling are void—meaning if you lose money, you have no legal recourse to recover it.
United Kingdom: The Gambling Framework
The UK takes a fundamentally different approach: prediction markets are regulated as gambling under the Gambling Commission, not as financial derivatives.
This creates a unique environment. Political betting is fully legal on licensed UK operators like Betfair, Ladbrokes, and William Hill. Betfair’s exchange, in particular, functions as a de facto prediction market for British elections—users can buy and sell positions as sentiment shifts, just like on Polymarket.



However, the gambling framework means strict consumer protection requirements apply:
age verification, responsible gambling measures, and advertising restrictions.
The Gambling Commission has stated that any US prediction market operating in the UK“would also be classified as a betting exchange and would not be able to classify itself as purveying non-gambling products.”
The UK approach proves prediction markets can operate legally within traditional regulatory frameworks. The tradeoff: more consumer protection, but also more restrictions.
Asia-Pacific: Mostly Closed
Singapore’s Gambling Regulatory Authority blocklisted Polymarket in January 2025, citing violations of local gambling laws. China strictly prohibits gambling of any kind, including prediction markets. Japan has no legal framework for prediction markets outside of narrow sports betting contexts.
Australia permits some prediction-style markets under gambling licenses, but the regulatory environment is restrictive compared to the UK.
The Regulatory Arbitrage Reality
Here’s the uncomfortable truth: the best prediction markets often operate in regulatory gray zones.
Polymarket has more liquidity, more markets, and lower fees than Kalshi. That’s partly because it’s not constrained by regulatory requirements—or at least wasn’t until recently.



Regulated Platforms (Kalshi)

Offshore Platforms (Polymarket pre-2025)

Legal certainty More markets Lower counterparty risk Better liquidity Limited contract selection Lower fees Position limits Regulatory risk
Full KYC requirements	Pseudonymous trading
This landscape is shifting rapidly. As of late 2025, both Kalshi and Polymarket are
CFTC-regulated entities operating legally in the US. But the international picture remains fragmented, and the regulatory risks for users outside the US are real.
What This Means For You
Rule 1: Know your jurisdiction.
The legal status of prediction market participation depends entirely on where you live. A French trader using Polymarket is breaking French law. A German trader faces similar risks. Do your own research. Understand the risks you’re taking.
Rule 2: Regulated doesn’t mean safe.



Kalshi being CFTC-regulated doesn’t mean your money is protected like a bank deposit. Exchange failures, technical glitches, or unforeseen regulatory actions could still result in losses.
Rule 3: Unregulated doesn’t mean illegal.
Many jurisdictions simply haven’t legislated prediction markets specifically. Operating in a gray zone isn’t the same as operating illegally—but it comes with different risks.
Rule 4: The regulatory environment is shifting rapidly.
What’s illegal today might be legal tomorrow, and vice versa. The 2024-2025 US experience proves how quickly things can change with a new administration. Stay informed.
6.4 Navigating Risks & Scams
Every emerging market attracts predators. Crypto had its ICO scams. NFTs had rug pulls. Prediction markets have their own set of risks that will separate careful operators from cautionary tales.
This section is about protecting yourself.
Platform Risk
The platform you’re trading on could:
• Get hacked. Smart contract exploits, exchange breaches, or operational security failures could drain funds.
• Get shut down. Regulatory action could freeze your funds or force platform closure. The Polymarket crackdown proves this isn’t theoretical.
•	Exit scam. Less likely with established platforms, but always possible with smaller
operations.
• Go bankrupt. Even legitimate platforms can fail if volumes drop or expenses exceed revenue.
Mitigation:
1. Don’t keep more funds on any single platform than you can afford to lose entirely. 2. Diversify across platforms where practical.
3.	Withdraw profits regularly rather than letting balances accumulate.
4.	Monitor platform health: team transparency, funding status, regulatory compliance.
Resolution Risk
Markets resolve based on specific criteria. If those criteria are ambiguous, you can win and lose simultaneously.
Example: A market on “Will X happen by December 31?” might resolve differently depending on timezone interpretation. Or a market on “Will the government announceY?”could become contested if there’s an informal statement but no formal announcement.



Real-world case (January 2025): Polymarket faced outrage when it refused to pay out bets predicting that Venezuela would be “invaded” by the United States. Traders who bet“yes”argued that US military action to remove Maduro qualified as an invasion. Polymarket’s resolution criteria apparently disagreed. Millions of dollars hung in the balance, and traders who thought they’d won felt legitimately cheated.
This wasn’t even the most controversial aspect. Some traders had placed large“yes”bets just hours before Trump announced the operation—sparking accusations of insider trading. On prediction markets, unlike securities markets, trading on non-public
information isn’t illegal. But it’s a reminder that you’re competing against people who might know more than you.
Mitigation:
1. Read the resolution criteria before trading. Actually read them. The full text, not just the market title.
2. Check the resolution source. Who decides if the event happened? What’s their track record?
3. Be wary of ambiguous markets. If you can imagine multiple reasonable interpretations, so can others—and you might be on the wrong side of the resolution.
4. Factor in resolution risk to your edge calculation. A market that looks mispriced might be correctly pricing ambiguity risk.
Manipulation Risk
Prediction markets can be manipulated. Someone with deep pockets can temporarily move prices to:
•	Signal false confidence to influence real-world behavior
•	Front-run news they know is coming
•	Stop-hunt other traders out of positions
•	Create arbitrage opportunities on related markets
Real-world case (October 2024): In the weeks before the US presidential election, Polymarket showed Trump with significantly higher odds than competing platforms and traditional polls. The Wall Street Journal reported that four accounts with about $30 million in Trump wagers might be creating a “mirage” of support.
Polymarket investigated and concluded the accounts were controlled by one French trader with “extensive trading experience.” They found no evidence of manipulation—the trader simply had a conviction bet that turned out to be right (he reportedly won $85 million when Trump won).
But the episode highlighted how thin liquidity and concentrated positions can distort market signals. If you’d bet against Trump based on other platforms showing tighter odds, you would have lost money even though your analysis was shared by most pollsters.



Mitigation:
•	Be suspicious of sudden large price moves without obvious news catalysts
•	Don’t use stop-losses in illiquid markets—they’re an invitation to be hunted
•	Size positions to survive temporary adverse moves
• Treat manipulation as volatility rather than information. If your thesis hasn’t changed, price moves might be noise.
Information Asymmetry Risk
Someone always knows more than you. Insiders, people with access to non-public information, sophisticated quantitative operations—they’re all trading alongside you.
Unlike regulated securities markets, prediction markets have no insider trading rules. If a campaign staffer knows their candidate is about to drop out, they can legally trade on that information. If a corporate employee knows about an upcoming announcement, same thing.
Real-world case (January 2025): A Polymarket account bet $30,000 that Venezuelan leader Nicolás Maduro would be ousted by January 31, 2025. Less than 24 hours later, the
US took Maduro into custody, and the trader pocketed $400,000. Congressman Ritchie Torres has since introduced legislation—the “Public Integrity in Financial Prediction Markets Act”—that would make it illegal for government officials to trade on information
obtained through their official duties.
But for now, there are no restrictions. And even if Torres’s bill passes, it would only cover government officials—not corporate insiders, campaign staff, or anyone else with privileged information.
Mitigation:
•	Assume you’re the dumb money until proven otherwise
• Be especially careful when taking the other side of large, sudden positions—someone might know something
•	Focus on markets where your information edge is plausible
• When the market moves against you unexpectedly, ask “what do they know that I don’t?”before doubling down
The Scam Taxonomy
Beyond structural risks, there are outright scams targeting prediction market participants:
Fake Platforms: Websites that look like Polymarket or Kalshi but are actually phishing
operations designed to steal your credentials or deposits. Always verify URLs. Use bookmarks rather than clicking links.
Paid Signal Groups: Discord servers or Telegram groups charging subscription fees for“prediction market alpha.” Most are garbage. The profitable traders aren’t selling $50/month subscriptions—they’re trading with their edge.



Our opinion: If someone’s selling prediction market tips, they’re either unprofitable (so the tips are worthless) or profitable (so why would they dilute their edge by selling it?). Neither scenario ends well for you.
Pump-and-Dump Coordination: Groups that coordinate to pump a market position, then dump on later arrivals. Less common in prediction markets than crypto tokens, but it happens—especially in smaller, illiquid markets.
Fake Insider Information: Someone claims to have non-public information about an event and wants to“share”it with you (for a price, or to manipulate your trading). Almost always fabricated.
The Risk Management Framework
Here’s how to think about risk holistically:
1. Position Sizing: Never risk more than you can afford to lose—on any single market or on any single platform. A good rule: if losing this position would materially impact your financial situation, it’s too big.
2. Platform Diversification: Spread funds across multiple platforms. If one gets hacked, shut down, or exits, you’ve lost a piece, not everything.
3. Market Selection: Focus on markets where you have genuine edge and sufficient liquidity to trade. Exotic, illiquid markets with ambiguous resolution criteria are traps.
4. Bankroll Discipline: Set a total allocation for prediction market activity. When it’s gone, it’s gone. Don’t chase losses by depositing more. Don’t let wins convince you to
over-allocate.
5. Continuous Learning: The landscape changes. Platforms evolve, regulations shift, new risks emerge. Stay informed. Read platform updates. Monitor regulatory developments. Engage with the community.
The Bottom Line
Prediction markets offer genuine opportunity—to profit, to learn, to engage with information in a fundamentally new way. But they’re not risk-free, and they’re not for everyone.
The successful participants treat this seriously: they manage risk professionally, they stay informed about regulatory developments, and they maintain healthy skepticism about anyone promising easy money.
If you’ve read this far, you’re already ahead of most participants. Now the question is execution.
6.5 Tax & Accounting: Keeping the Taxman Happy
Let’s talk about the thing nobody wants to think about: taxes.



Prediction market profits are taxable income. If you make money, the government wants its cut. If you lose money, there may be deductions available. And if you ignore this entire topic, you’re setting yourself up for a very unpleasant conversation with the IRS, HMRC, or whatever tax authority governs your life.
We are not tax professionals. This is not tax advice. Consult a CPA or tax attorney for your specific situation. But here’s the framework you need to start thinking about this correctly.
US Tax Treatment
The US has the clearest (though still evolving) framework for prediction market taxation. The treatment depends on which platform you’re using.
Kalshi (Regulated Exchange)
Kalshi is a CFTC-regulated exchange. Your profits and losses are treated as gains/losses on“regulated futures contracts” under Section 1256 of the Internal Revenue Code. This gives you a significant tax advantage:
• 60/40 tax treatment: 60% of your net gains are taxed at the long-term capital gains rate (~15-20%), and 40% at the short-term rate (your ordinary income bracket). This applies regardless of how long you held the position.
• Tax documentation: Kalshi sends you 1099-B (for trading gains/losses), 1099-INT (for interest earned on cash balances), and 1099-MISC (if applicable). You have
proper documentation for your return.
• Mark-to-market: Section 1256 contracts are marked to market at year-end. Open positions are treated as if sold on December 31, and gains/losses are reported that year.
• Loss carryback: Unlike regular capital losses, Section 1256 losses can be carried back up to three years. This is a powerful feature if you have a losing year after profitable years.
Polymarket (Crypto-Based Platform)
Polymarket’s tax treatment is less clear-cut and depends on how the IRS ultimately classifies prediction market transactions on crypto rails.
The most conservative interpretation: trading on Polymarket involves two taxable events: 1. Converting USD to USDC (potentially a taxable event if USDC has moved off its $1 peg) 2.
Gains or losses on prediction market shares (likely taxed as short-term capital gains at your
ordinary income rate)
Polymarket does not currently issue 1099 forms to US users. This does not mean you don’t owe taxes. It means the reporting burden falls entirely on you.
Our opinion: Keep meticulous records. The IRS is increasingly focused on crypto transactions, and“Ididn’t get a 1099” is not a defense. Use a crypto tax tool (see Appendix A) to track your transactions.



PredictIt
PredictIt’s tax treatment has been debated for years. The platform issues 1099 forms, but the classification of gains has been inconsistent. With PredictIt’s new DCM/DCO status, expect the treatment to eventually align with Kalshi’s Section 1256 framework. In the interim, consult a tax professional.
US Tax Summary
Platform	Tax Form	Rate	Reporting

Kalshi 1099-B, 1099-INT

60% long-term / 40% short-term
(Section 1256)

Platform reports to IRS

Polymarket None issued Likely short-term
capital gains (ordinary
income rate)
PredictIt 1099 Evolving; consult CPA

Self-reported; use crypto tax tools

Platform reports (partially)

DraftKings/FanD uel

1099 (if >$600 net)

Gambling income or Section 1256 (unclear)

Platform reports above threshold

International Tax Considerations
Tax treatment varies dramatically by jurisdiction. Some general patterns:
United Kingdom: Prediction market gains are generally treated as gambling winnings, which are tax-free for individuals in the UK. This is one of the few genuine tax advantages
of the UK’s gambling-based regulatory framework. However, if prediction market trading constitutes a primary income source or a trade, HMRC may reclassify it as taxable. Casual
participants are generally fine.
European Union: Most EU countries tax gambling winnings to varying degrees. Some exempt small amounts, others tax at flat rates, others apply income tax rates. The key
question is whether your local tax authority classifies prediction markets as gambling (potentially taxable or exempt depending on jurisdiction) or as financial derivatives
(typically taxed as capital gains).
Australia: Gambling winnings are generally not taxable for recreational gamblers. Professional or systematic gamblers may be taxed. The ATO looks at factors like volume,
organization, and whether it constitutes a business.
Canada: Similar to the UK—gambling winnings are generally not taxable unless you’re a professional gambler. Casual prediction market participation is likely tax-free.



Record-Keeping Best Practices
Regardless of your jurisdiction, keep these records for every trade:
1. Date and time of entry and exit 2. Platform used
3. Market traded (full name and resolution criteria) 4. Direction (YES or NO) and quantity of shares
5.	Entry price and exit price (or resolution price)
6. Fees paid (trading fees, gas fees, deposit/withdrawal fees) 7. Net profit or loss on the trade
Keep these records in a spreadsheet updated after every trade. Don’t try to reconstruct this at tax time. You’ll miss trades, get numbers wrong, and potentially underreport or overreport.
Common Tax Mistakes
Mistake 1: Not reporting Polymarket profits. Just because you didn’t get a 1099 doesn’t mean the income doesn’t exist. The IRS can see blockchain transactions. Report everything.
Mistake 2: Not tracking the USDC conversion. If USDC briefly depegged (which has happened), the conversion itself could be a taxable event. Track your basis.
Mistake 3: Ignoring losses. Losses are valuable—they offset gains. If you lost $2,000 on prediction markets but made $5,000, you only owe taxes on the net $3,000. Don’t leave deductions on the table.
Mistake 4: Not separating platforms. If you trade on multiple platforms, keep separate records for each. The tax treatment may differ, and mixing them creates confusion.
Mistake 5: Waiting until April. Start tracking from day one. Use a crypto tax tool for Polymarket. Use Kalshi’s provided 1099s for Kalshi. Reconcile monthly, not annually.
Our opinion: Taxes are boring but losing money to avoidable tax mistakes is dumber than losing money on a bad trade. Spend 30 minutes per month on record-keeping now, or spend 30 hours in April panicking. Your choice.
6.6 The Bottom Line
Prediction markets offer genuine opportunity—to profit, to learn, to engage with information in a fundamentally new way. But they’re not risk-free, and they’re not for everyone.
The successful participants treat this seriously: they manage risk professionally, they stay informed about regulatory developments, they keep meticulous tax records, and they maintain healthy skepticism about anyone promising easy money.
If you’ve read this far, you’re already ahead of most participants. Now the question is execution.



Welcome to the future of forecasting. Trade carefully.
Chapter 6 Summary
Concept	Key Point
Legal Status Check the country table first. Green = go. Yellow = proceed with caution. Red = understand the risks.
On Being Early Prediction markets are at 1995 internet stage—massive growth ahead
What Changes Everything Credibility gap, regulatory normalization, AI integration, corporate adoption
Regulatory Headaches US situation has shifted dramatically; international landscape remains fragmented
Platform Risk	Hacks, shutdowns, exit
scams—don’t overexpose to any single platform
Resolution Risk Read the criteria carefully; ambiguity can cost you
Manipulation Risk Whales can move markets; size positions to survive volatility
Information Asymmetry No insider trading rules—assume you’re competing against people who know more
Taxes Kalshi gives you 1099s and Section 1256 treatment. Polymarket requires self-reporting. Keep records.
The Bottom Line Treat this seriously. Manage risk. Stay informed. Trade carefully.


Appendix A: Tools & Resources
Every successful prediction market trader has a toolkit. Here’s ours—the platforms, dashboards, communities, and information sources that give you an edge over the average participant.
Analytics Platforms
Dune Analytics (dune.com)



The gold standard for on-chain prediction market data. Dune lets you write SQL queries against blockchain data and create visualizations. Even if you don’t write SQL, the community dashboards are invaluable.
Key dashboards to bookmark:
•	Polymarket Activity (by filarm): Volume trends, unique users, growth metrics
• Polymarket CLOB Stats (by lifewillbeokay): Order book depth, trading patterns, liquidity analysis
•	Polymarket Analysis (by rchen8): Comprehensive overview with historical context
•	Polymarket Whale Tracker (various): Large wallet activity and position changes
Polysights (polysights.xyz)
AI-powered summaries with 30+ metrics per market. Best for quick market assessment before diving deeper. Useful for identifying markets with unusual activity that might warrant further research.
Polymarket Analytics (official)
Polymarket’s own deep analysis tool. Market reports, volume breakdowns, and trend data. Limited compared to Dune but easier to use and officially supported.
Hashdive
Historical data and whale tracking. Useful for identifying patterns in large trader behavior and backtesting strategies against historical price data.
Portfolio Tracking & Tax Tools
Koinly (koinly.io)
Crypto tax software that supports Polymarket transactions. Connects to your wallet, automatically imports trades, and generates tax reports compatible with most jurisdictions. Essential for Polymarket traders who need clean tax records.
CoinTracker (cointracker.io)
Alternative crypto tax and portfolio tracking platform. Supports multiple blockchains and exchanges. Good integration with TurboTax and other tax software.
Custom Spreadsheet
For the disciplined trader, a simple Google Sheet or Excel file tracking: market, entry price, exit price, date, platform, and net P&L. Update after every trade. This is the minimum viable approach and costs nothing.
Real-Time Alerts
PolyAlertHub


Real-time alerts via Telegram and email. Configurable triggers: price movements, volume spikes, new market listings, whale activity. Essential for active traders who can’t monitor markets 24/7.
Custom Telegram Bots
Several community-built bots monitor Polymarket for specific conditions. Search
“Polymarket bot” in Telegram to find current options. Quality varies, verify before trusting.
News & Information Sources
For General Prediction Market News:
•	The Block (theblock.co): Covers crypto and prediction market developments
•	CoinDesk (coindesk.com): Regular prediction market coverage
•	Bloomberg (bloomberg.com): Institutional perspective on prediction markets
• Prediction Market industry newsletters: Search for current options on Substack and Beehiiv
For Market-Specific Research:
• CME FedWatch Tool (free): Essential for Fed rate decision markets. Provides institutional-grade probability estimates based on Fed Funds Futures.
• FiveThirtyEight / Silver Bulletin (Nate Silver): Polling models and election forecasting. Useful as a benchmark for political markets.
•	RealClearPolitics: Polling averages for political markets
• Official Government Sources: Bureau of Labor Statistics (jobs/CPI data), SEC filings, CFTC announcements
Twitter/X Accounts Worth Following:
•	@Polymarket: Official account, new market announcements
•	@Kalaborhit: Kalshi’s official account
•	@StarSpangledGam: Prediction market analysis and commentary
•	@NateSilver538: Nate Silver’s personal account, election and forecasting analysis
•	@Jnordvig: Macro and prediction market analysis
•	@DuneAnalytics: Dashboard highlights and on-chain data
•	@Zubyraja: Prediction market and crypto commentary
Note: Twitter accounts change. Follow the conversation, not the specific handles. Search“prediction markets” weekly and follow whoever is producing valuable analysis.
Community & Discussion
Discord:
• Polymarket Official Discord: Active community, market discussion, resolution debates



•	Kalshi community channels: Smaller but growing
• Various prediction market trading groups: Search and evaluate; quality varies significantly
Reddit:
•	r/Polymarket: Market discussion, strategy sharing, resolution debates
•	r/PredictIt: Political prediction markets focus
•	r/EventContracts: Broader prediction market discussion
Telegram:
•	Polymarket Telegram groups: Multiple active groups for market discussion
• Prediction market trading groups: Be cautious—many are low quality or promotion-focused. Look for groups with genuine discussion, not just “buy this”signals.
API & Developer Resources
Polymarket API (docs.polymarket.com)
If you’re building tools, bots, or analytics, Polymarket’s API provides access to market data,
order book information, and trading functionality. You need technical skills (Python, JavaScript) to use this effectively, but it opens up systematic trading strategies.
Kalshi API (kalshi.com/docs)
Kalshi’s API is well-documented and provides similar functionality for algorithmic trading
on the regulated platform.
Dune API
For programmatic access to on-chain data and custom queries.



Appendix B: Glossary
AMM (Automated Market Maker): A protocol that provides instant liquidity using mathematical formulas instead of an order book. Futuur uses an AMM. You trade against the protocol, not another person.
Arbitrage: Exploiting price differences between platforms for the same outcome. If Polymarket says 60% and Kalshi says 55%, you can theoretically profit by buying on the cheaper platform. Beware of resolution criteria differences.
Brier Score: A measure of forecasting accuracy. Ranges from 0 (perfect) to 1 (worst possible). Lower is better. A Brier score of 0.25 represents random guessing on binary
outcomes.



CFTC (Commodity Futures Trading Commission): The US federal agency that regulates derivatives markets, including prediction markets. Kalshi operates under CFTC oversight.
CLOB (Central Limit Order Book): The system Polymarket uses for matching trades. Buyers and sellers post orders at specific prices, and the system matches them. Provides price transparency and allows limit orders.
DCM (Designated Contract Market): A CFTC-regulated exchange authorized to list derivatives contracts. Kalshi and (as of 2025) Polymarket hold this designation.
DCO (Derivatives Clearing Organization): An entity that clears and settles derivatives transactions. Provides counterparty risk protection. Kalshi Klear LLC is a registered DCO.
Edge: Your advantage over the market. The difference between what you believe the true probability is and what the market price says. If the market says 50% and you believe 65%, your edge is 15%.
Expected Value (EV): The average outcome you’d expect over many repetitions of a trade. Calculated as: (Probability of winning×Payout) - (Probability of losing×Cost). Positive EV trades are profitable over time.
Gas Fees: Small transaction fees paid to blockchain validators for processing transactions. On Polygon (where Polymarket operates), gas fees are negligible—usually less than a penny per trade.
Kelly Criterion: A mathematical formula for optimal bet sizing based on your edge and the
odds. Kelly % = Edge / Odds. Most practitioners use half or quarter Kelly to reduce variance.
Limit Order: An order to buy or sell at a specific price or better. If you place a limit buy at $0.55, your order will only execute if shares are available at $0.55 or less. Gives you price control but no guarantee of execution.
Liquidity: The ease with which you can buy or sell shares without significantly moving the market price. High liquidity = easy to trade. Low liquidity = your trades move the price against you.
Market Maker: A participant who provides liquidity by posting both buy and sell orders. They profit from the spread between their bid and ask prices. Most market makers on Polymarket are automated bots.
Market Order: An order to buy or sell immediately at the best available price. Guarantees execution but not price. On illiquid markets, market orders can result in significant slippage.
MiCA (Markets in Crypto-Assets): The EU regulatory framework for crypto assets, which provides some guidance for crypto-based prediction markets operating in European jurisdictions.



Open Interest: The total value of all outstanding positions in a market. Indicates how much money is committed to a particular question. Higher open interest generally means more liquid, more efficient markets.
Oracle: The mechanism that determines market outcomes. Polymarket uses UMA’s Optimistic Oracle, a decentralized system where outcomes are proposed and can be disputed by token holders.
Polygon: The Layer 2 blockchain network on which Polymarket operates. Built on top of Ethereum, Polygon provides fast transactions (seconds) and low fees (fractions of a cent).
Resolution Criteria: The specific conditions that determine whether a market resolves YES
or NO. The most important thing to read before placing any trade. Different platforms can have different criteria for seemingly identical markets.
Section 1256 Contract: A US tax classification for certain futures and options contracts, including Kalshi’s regulated prediction markets. Provides the favorable 60% long-term / 40% short-term tax treatment regardless of holding period.
Slippage: The difference between the expected price of a trade and the actual price you receive. Occurs on large orders in low-liquidity markets. If you try to buy $10,000 of shares but there’s only $2,000 available at the current price, you’ll push the price up and pay more than expected.
Spread: The difference between the highest buy price (bid) and the lowest sell price (ask). Tighter spreads mean more liquid, efficient markets. The spread is essentially the cost of trading.
UMA (Universal Market Access): The decentralized oracle protocol that Polymarket uses for market resolution. Token holders vote on outcomes, with a dispute mechanism for contested results.
USDC (USD Coin): A stablecoin pegged 1:1 to the US dollar, issued by Circle. The primary currency for trading on Polymarket. Backed by cash and short-term US treasuries.
Whale: A trader with enough capital to significantly influence market prices. Whale activity can be tracked on-chain and is often a signal (or misdirection) about the likely outcome of a market.




A Final Word
Prediction markets are early. The infrastructure is improving. The regulatory environment is clarifying. The opportunity is real.



But the window won’t stay open forever. Institutional capital is flooding in. The easy edges are being arbitraged away. The platforms that launched in 2025 and 2026 will bring millions of new participants who will make every market more efficient.
The time to learn is now. The time to start is today. You have the playbook.
Go trade.


Last Updated: Early 2026
Prediction markets involve financial risk. This book is educational content, not financial advice. Past performance does not guarantee future results. Trade responsibly and never risk more than you can afford to lose.
End of Guide
