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illustrative purposes only and is not intended to serve as 
tax or investment advice since the availability and 
effectiveness of any strategy is dependent upon your 
individual facts and circumstances. Trading in 
derivatives and other financial instruments involves risk.
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Source: dxFeed Index Services (https://indexit.dxfeed.com)
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Pairs Trading is  a  neutra l s t ra tegy tha t  us es  
offs e t t ing pos it ions  in two highly corre la ted  
products .
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Source: dxFeed Index Services (https://indexit.dxfeed.com)

Pairs Trades can be thought of and visualized 
as a single, diversified market that’s simply 
the difference in two markets’ prices.
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Basic Pairs Trading Example
75SME

vs

STXSME
TSLA
FCX

CRWD
TTD
W

Z
SNAP
TSM
SQ

MRNA
Pairs Trades can achieve positive returns in bearish or bullish markets 
since they depend on relationships and not outright direction.
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Pairs Trading Benefits

Diversify from 
directional trades 
in asset classes

Offset Risk of 
single markets and 
extend time

Speculate on 
relationships, not 
direction of assets
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Small Stocks \ 75SME

Source: dxFeed Index Services (https://indexit.dxfeed.com)
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Pairs Opportunity 
can be found 
between two 
markets with strong 
correlations. For 
example, 75SME is 
made up of 5 sectors:
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Source: dxFeed Index Services (https://indexit.dxfeed.com)

Pairs Trades can come from a 
product’s components…
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Source: dxFeed Index Services (https://indexit.dxfeed.com)

…or from a similar product.
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Source: dxFeed Index Services (https://indexit.dxfeed.com)

Correlation is a measure of the 
interdependence between two markets;
it ranges from -1 to +1.

75SME-STXSME Correlation: 
+0.75
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Pairs Ratios can be found by simply comparing notional 
values from two different products…

Simple Pairs Trading Formula
Front Leg / Back Leg

Price X Multiplier Price X Multiplier
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…or by adjusting for volatility as well, which is especially 
re levant  when trading diffe rent  as s e t  c las s es .

Advanced Pairs Trading Formula
Front  Leg

/
Back Leg

Price  X Mult ip lie r
X Vola t ility

Price  X Mult ip lie r
X Vola t ility
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Here’s An Example:

Simple Pairs Trading Formula
Front Leg: 75SME

/
Back Leg: STXSME

66.33 X $100 64.12 X $100

$6,633 $6,412

1 75SME : 1 STXSME
Source: dxFeed Index Services (https://indexit.dxfeed.com) as of close on 1/22/21
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Here’s An Example:

Simple Pairs Trading Formula
Front Leg: 

75SME /
Back Leg: IWM

66.33 X $100 215.00 X $1

$6,633 $215

1 75SME : 30 IWM
Source: dxFeed Index Services (https://indexit.dxfeed.com) as of close on 1/22/21



© 2021 Small Exchange, Inc. All rights reserved. Small Exchange, Inc. is a Designated Contract Market registered with the U.S. Commodity Futures Trading Commission.

Here’s An Example:

Advanced Pairs Trading Formula
Front Leg: 

75SME /
Back Leg: CL

66.33 X $100 X 23% 52.27 X $1,000 X 43%

$1,525 $22,475

15 75SME : 1 CL
Source: dxFeed Index Services (https://indexit.dxfeed.com) as of close on 1/22/21
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Source: dxFeed Index Services (https://indexit.dxfeed.com)

Trade Ratios let you take an opinion on 
how two markets could relate to 
execution in your platform.

75SME-STXSME Ratio: 1:1
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Pairs Trading Benefits

Diversify from 
directional trades 
in asset classes

Offset Risk of 
single markets and 
extend time

Speculate on 
relationships, not 
direction of assets



© 2021 Small Exchange, Inc. All rights reserved. Small Exchange, Inc. is a Designated Contract Market registered with the U.S. Commodity Futures Trading Commission.

Source: dxFeed Index Services (https://indexit.dxfeed.com)

Price Action can be the catalyst for an 
opinion on a pairs trade.
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Source: dxFeed Index Services (https://indexit.dxfeed.com)

Trends can direct a trader to a 
potential pairs trade.
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Source: dxFeed Index Services (https://indexit.dxfeed.com)

10YSME

Economics can lead people  to 
t rading s uch re la t ions hips  as  s tock 
prices  and inte res t  ra tes .
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Source: dxFeed Index Services (https://indexit.dxfeed.com)

STXSME

Pairs Trades be tween highly corre la ted  
m arke ts  can a ls o offs e t  ris k. Take  a  look
a t  the  Y axis …
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Source: dxFeed Index Services (https://indexit.dxfeed.com)

…the difference between the two accounted 
for ha lf the  m ovem ent of the  m arke ts  
them s e lves .
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Pairs Trades are also viewed as being 
diversified from their
outright markets.
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Source: dxFeed Index Services (https://indexit.dxfeed.com)
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Small 2YR, 10YR, and 30YR Yield 
Size and Margin*

$100 $1,300 $2,000
$50 $180 $300

Interest Rates at the Small Exchange come in 
multiple sizes, so you can test out the new asset 
with ease.

* Values taken on 2/17/21.
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Everyday Traders now have 
the entire yield curve to
trade in products
made for them.
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Source: dxFeed Index Services (https://indexit.dxfeed.com) Times in CT
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Source: dxFeed Index Services (https://indexit.dxfeed.com)

10YR Yield
Crude  Oil
Tech Stocks
Corn

10YR Rates are  outpac ing 
s om e popular m arke ts …
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Source: dxFeed Index Services (https://indexit.dxfeed.com)

10YSME
30 YSME
2YSME

What If I Told You its  highly-
corre la ted , s hort-te rm  
brothe r is  ac tua lly down on 
the  year?
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Yield Curve Spreads 
Steepener Flattener
Diverging

Interest Rates
Converging

Interest Rates
Welcome to the world of steepeners, flatteners, 
and yield curve inversions!
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Source: dxFeed Index Services (https://indexit.dxfeed.com)

2YR-10YR Spread is called the TUT, and it’s 
steepened a good amount: 1.2%!
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Source: dxFeed Index Services (https://indexit.dxfeed.com)

10YR-30YR Spread is called the NOB, 
and it’s been relatively calm: 0.75%...
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Interest Rates aren’t 
“new” or “in vogue” or 
“what Elon Musk is 
tweeting about”…but 
they sure do move.
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Margin for the Smalls*
75SME PRESME FXSME STXSME 10YSME

$523 $462 $165 $484 $180

The Smalls let you try out pairs trading strategies without 
overextending your account or feeling uncomfortable.

* Values taken on 1/25/21.



Ready to join us?
A one-time payment of $100 gets you…

• Lifetime subscription
• 50% discounted exchange fees
• Reduced market data fees

visit subscribers.thesmallexchange.com
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and is not intended to serve as investment advice since the availability and effectiveness of any strategy is dependent upon your individual facts and circumstances. Trading in derivatives and other financial instruments involves risk. 
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