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Insider trading is not just a threat to people who invest in hedge funds. It 
is also a threat to the funds themselves. Several hedge funds have been 
destroyed in a single day due to allegations of insider trading – even though 
they were ultimately never charged or were not found guilty of any wrongdoing. 

Because of the damage such trading does to everyone, insider trading has 
become a major focus of SEC actions in recent years. The organization has 
begun to employ large-scale data analytics in order to detect the violation.1 Other 
market participants, like Goldman Sachs, are also developing automated tools in 
an attempt to detect the practice.2

Despite the fact that everyone benefits from preventing insider trading, the 
violation remains incredibly difficult prevent because it is so hard to either prove 
or disprove. This is due to the opaque nature of communication channels. 
Blockchain technology is about to change that.

In order to prevent the accusation of insider trading from creating a run on 
the bank, the main thing a hedge fund needs is the ability to defend the fund’s 
transaction history at a moment’s notice. ComplianceGuard offers hedge funds 
this capability. 

Our unique blockchain-based application can immediately determine if a 
sequence of trades could give rise to the perception of insider trading. If this 
happens, the fund’s compliance officer will be informed that trading has 
occurred that has the potential for an accusation. This gives the fund both 
the time and the impetus to prepare a specific defense against any future 
allegation. This may include collecting documentary evidence of the publically-
available data that was used in making the decision to trade. Or it may mean 
getting statements from the parties involved that confirm that they were not in 
possession of insider information. All of this data can then be added into the 
time-stamped blockchain so that the firm has a prepared defense should an 
allegation be made.

T H E  T H R E AT  O F 
I N S I D E R  T R A D I N G

BLOCKCHAIN IMMEDIATELY 
DETECTS THE POTENTIAL 
FOR AN ACCUSATION 

1 http://jfr.oxfordjournals.org/content/early/2015/08/05/jfr.fjv003.abstract
2 https://www.sec.gov/litigation/complaints/2015/comp-pr2015-267.pdf
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From the perspective of the SEC, the problem of detecting insider trading 
is extraordinarily difficult, but for blockchain technology the issue is 
substantially simplified due to the following factors:

CONCLUSION

HOW BLOCKCHAIN 
SIMPLIFIES THE PROBLEM

•  The universe of trades to be examined only encompasses the fund’s 
own trades.

•  The universe of market sentiments to be analyzed is similarly 
truncated to those that the fund has taken a position in.

•  The data that specific trades are based on – including newswires, 
media reports, company announcements, and regulatory filings – 
can be centrally analyzed by a third-party service provider, and sent 
to clients in a pre-processed form to augment the analysis.

•  Proprietary information – whether acquired from another party 
or produced by the asset management company itself – can be 
incorporated in the audit blockchain to establish the rationale for 
trades that may be later questioned.

ComplianceGuard protects pension funds from the unscrupulous hedge funds of 
the world that would participate in insider trading. Pension funds will know that 
their assets are safe with any fund that has embraced this technology.

ComplianceGuard also protects legitimate hedge funds from the false accusation 
of insider trading. The application alerts hedge funds immediately if a trade they 
have made could raise suspicions of insider trading. It also gives them a way 
to prove that their transaction was based on publicly available information.

This is just one way that ComplianceGuard will usher in a new era of security and 
compliance, creating wins for hedge funds, the regulatory regime, and pension funds.
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A B O U T  C G  B L O C KC H A I N  I N C . 

For more information visit cgblockchain.com

Copyright © 2017 CGBlockchain. All rights reserved.

CGBlockchain’s ComplianceGuard is for pension funds, endowments 

and other institutional investors in hedge funds who wish to be proactive 

in their approach to risk.

Our team works together to research, explore and implement new technologies and standards 

that increase transparency and reduce risks in hedge fund investing.




