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ComplianceGuard’s blockchain-based application is a potentially game-changing 
technology for the financial sector. In the simplest terms, a blockchain is a 
tamper-proof spreadsheet for registering assets and transactions in real-time. 
It therefore enables pension funds to know that hedge funds that have adopted 
ComplianceGuard are acting in compliance with all the regulations at all times. 
It creates a permanent record of all transactions, thereby enabling compliance 
and real-time auditing, which will prevent hedge fund fraud. 

Despite the tremendous advantages that ComplianceGuard will bring to hedge 
funds and financial institutions investing in hedge funds, there are a number 
of challenges in getting the marketplace to adopt blockchain technology. Below 
are the five biggest challenges.

THE REVOLUTIONARY 
TECHNOLOGY PROBLEM 
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The first major challenge is that blockchain is a revolutionary technology. 
This will make a large section of the market cautious about diving in. When 
introducing any new technology or way of doing things, there will be a set of 
early adopters whose objectives differ from the potential mainstream adopters. 
The early adopters are more attracted to the gains they may experience than 
the mainstream users are. Mainstream users tend to be risk-averse and more 
interested in stability. This “wait and see” attitude applies most acutely when 
what is at risk is very dear to them – such as their assets. Therefore, any new 
technology related to finances will be met with a certain degree of skepticism 
by mainstream users.

Fortunately, although ComplianceGuard is a revolutionary new technology, it is 
one that provides an increased level of transparency in the sometimes-murky 
world of hedge fund finances. Because the technology actually provides deeper 
security, mainstream users also have a very strong incentive to adopt it.

I N T R O D U C T I O N
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THE MARKET SIZE PROBLEM 

THE “NETWORK 
EXTERNALITIES” PROBLEM
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Related to the Revolutionary Technology problem, is the problem that the early 
adopters constitute a small fraction of the marketplace. It is too small to support 
a profitable and growing venture. This problem creates the potential for cost 
inefficiencies, which translate into higher costs for early adopters. This reduces 
the initial market even more. 

The small size of the initial market can be overcome if the product provides 
value that is significant enough to make it attractive to the broader marketplace. 
ComplianceGuard offers a level of transparency and assurance of compliance 
that will be tremendously attractive to the marketplace once its efficacy has been 
proven in a smaller, initial marketplace.

A third issue is more specific to the nature of blockchain technology. Many 
blockchain systems require all parties in a transaction to use the same 
blockchain. This creates a huge challenge for applications that are only useful 
when they have been adopted throughout the industry. Thus they suffer from the 
“Network Externalities” problem, which is that a network is only valuable when 
there are many people already on the network. This means that in the initial 
stages, when it’s unclear how many people will actually join the network, the 
value of the network is very limited. Per Metcalfe’s law, the value of a traditional 
blockchain implementation will increase at a rate of n2, where n is the number of 
participants on the network. 

ComplianceGuard avoids this problem (which plagues other blockchain efforts 
currently being worked on) because our blockchain application only needs to 
be adopted by hedge funds themselves and by our partner, Deloitte. It does not 
require industry-wide acceptance.
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THE MIDDLEMAN PROBLEM

THE SPEED OF ADOPTION PROBLEM

All technological advances follow patterns. One of the strongest patterns is that 
speed to market trumps utility. This forms a sort of Gresham’s law of products, 
in that if a product is easily replaceable, it will be replaced. The products that 
endure are those that provide substantial value and cannot easily be replaced. 
Therefore, providing a system that is easily adopted and that provides substantial 
value is more important than supporting a broad range of functions.

ComplianceGuard offers an easily adopted solution that is focused on providing 
one value: making hedge fund ledgers transparent and tamper-proof. Making 
nearly all forms of hedge fund fraud a thing of the past is certainly an offering of 
substantial value that is not easily replaced.
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A commonly cited benefit of blockchain technology is that it will disintermediate, 
or “cut out the middleman,” such as investment banks, custodians, insurers, or 
other financial institutions. This gives the middlemen an incentive to resist the 
adoption of any technology that can make their roles obsolete. 

ComplianceGuard avoids this problem because it will not disintermediate but 
will simply improve the “middlemen’s” capacity to do their jobs. For example, 
Compliance Officers are still needed to add information to the blockchain and to 
respond to compliance violation alerts. But with ComplianceGuard they will have 
the reassurance that they have not overlooked any violations within their firm.
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T H E  U N D E R LY I N G 
C H A L L E N G E  O F 
T R U S T
Underlying each of the above problems is one fundamental challenge: lack of 
trust for a new player. The financial marketplace runs on an invisible current of 
trust, the same way an electronic circuit runs on electricity. What else can explain 
the fact that all the major hedge funds rely on a “Big 4” financial auditor? From 
a regulatory perspective, all accredited accountants qualify for the job. But every 
major fund uses one of the “Big 4.” The reason is that the names Deloitte, 
PwC, EY, and KPMG engender trust from investors and add credibility to the 
fund’s offerings. The name of the auditor appears prominently in every Offering 
Memorandum. Because trust is such an important factor, an industry will 
necessarily be wary of any new technology it does not know and trust. 

The reason we are certain that blockchain technology will prevail in the challenge 
of trust is that it provides more trust than it requires to adopt. The time-
stamping and verification services within blockchain assure that no transaction, 
once entered, can be subsequently altered. Furthermore, blockchain adheres to a 
rule-based system that cannot be tampered with. This means that investors will 
have a level of guarantee previously impossible. They will know for certain that a 
hedge fund they have invested in is compliant with all the applicable regulations 
at all times – or they will know immediately when they are not.

THE BLOCKCHAIN SOLUTION

Despite the challenges that we face in getting the marketplace to adopt this new 
technology, the superiority of the technology makes its adoption a necessary 
step.  And the advantages will quickly become clear. Hedge funds that utilize 
ComplianceGuard will be able to advertise the product to their investors and 
investor demand will compel other funds to adopt the technology. 



THE FIVE CHALLENGES TO THE ADOPTION OF BLOCKCHAIN6 6

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
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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.




