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Pension fund managers face a difficult challenge. They must increase their yields 
while they decrease their risk. In the current economic climate they face strong 
headwinds. They operate in a difficult market that presents unique obstacles to 
producing high yields. Between central banks devaluing their currency and the 
problem of an aging population that is living significantly longer, there is little 
relief in sight for investors. Returns for a pension fund are highly correlated to 
stock market indexes – a point demonstrated by the typical allocation patterns 
of most funds. Because of this, there is a low probability that any fund will be 
able to obtain 7-8% total returns in the next seven years. In fact, a 4% yield will 
be out of reach for many institutions.1

To account for this gap in returns, pension fund managers have two options. 
The first involves increasing employee and employer fund contributions and/or 
reducing benefits. This tactic ca provoke a firestorm of lawsuits. For example, in 
2014, Kentucky teachers filed a lawsuit against the Kentucky Teachers’ Retirement 
System because they forced teachers to contribute nearly 13% of their salary, 
thereby violating the U.S. Constitution’s “takings clause.”2  In a best-case scenario, 
such a lawsuit is a costly ordeal that damages a fund’s reputational capital.

The other option for pension funds is to invest in alternative investment vehicles. 
Hedge funds have become popular because they promise higher returns. They 
also pose a higher risk. The biggest risk that hedge funds bring to pension fund 
managers is actually reputational risk. 

As a result of boom and bust cycles and the scandals in the finance sector in 
recent years, the amount of regulation adopted to prevent illegitimate investing 
has increased tremendously. This constrains financial services advisors even 
more and decreases their yields. Unfortunately, the increased regulation does 
not necessarily guarantee that hedge funds will be compliant with the existing 
regulations. Nor does it sufficiently protect pension fund managers from 
reputational risk.

I N T R O D U C T I O N
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The broader macroeconomic picture is even less encouraging. The United States 
has experienced a largely disappointing recovery since the recession. It now 
confronts a projected forecast defined by weak economic growth. In fact, recent 
data indicates that the future economic trajectory of most advanced economies 
is not strong. The next generation is bound for a period of less security and less 
prosperity (Figure 1). Real GDP growth has been stubbornly weak, averaging 
1.8 percent. Even more troubling is the future outlook for the U.S. economy. 
The Congressional Budget Office (CBO) projects the U.S. economic growth to 
average only 2.1 percent over the next decade, a figure consistent with the tepid 
recovery seen since the third quarter of 2009.3 This rate of growth is well below 
the rate needed to improve the standard of living.

Central banks around the world are in a race to the bottom in terms of interest 
rates. As a result, low yields have become increasingly prevalent across the financial 
industry. When this is coupled with the fact that we have an aging (and longer living) 
population, the result is pension fund managers are under significant pressure. 
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O R  L A C K  O F  I T
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To survive in this difficult climate, pension fund managers have been turning to 
hedge funds. Unfortunately, hedge funds do not offer a failsafe solution. One of 
the most insidious risks that fund managers face when dealing with hedge funds 
is reputational risk, also known as headline risk. 

Reputation is a fragile asset that is as much about perception as it is about 
fact. Even the mere allegation of wrongdoing can result in uncomfortable 
questions for pension fund managers about their competence and moral fiber. 
Furthermore, whenever there is a possible break of ethics, the investigations done 
by outside firms can take months or years to complete. That means that by the 
time the pension fund managers have been vindicated, the damage to their 
reputations has already been done.

Pension fund managers already face tough questions from the largely 
unsympathetic media about the risks they embrace when they invest in hedge 
funds.4 In some cases, conflicts of interest have surfaced, leading to public 
relations nightmares where tough questions are just the beginning. As Intel 
discovered in 2015, disgruntled employees who feel they have been slighted can 
be quick to file suit.5

In the modern era of institutional investing, managers must do something more 
than simply adhere to best investing practices if they hope to protect themselves. 
Even acting with their trustees’ best interests at heart can result in legal action 
and tough questions. When an investment has gone bad, inquiries can quickly 
transform into a witch-hunt or a public smear campaign. In light of all of this, it is 
clear that pension fund managers have a seemingly impossible task.

H E A D L I N E 
R I S K  A  G R E AT E R 
T H R E AT  T H A N 
F I N A N C I A L  L O S S
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For six years,Weavering Capital, founded and managed by Magnus Peterson, 
was a hedge fund that demonstrated the worst excesses of the financial 
sector.6 For the fund’s institutional investors, however, the Weavering Capital 
debacle lasted more than a decade. 

Weavering Capital was touted as a low risk investment when it opened on 
the Irish Stock Exchange in 2003. Major pension funds and charities bought 
Peterson’s safety-first marketing hook and the fund attracted more than £500 
million from investors throughout Ireland, the U.K., and the U.S. 

What Weavering Capital really sold was a ticket to a theatre of irony. Scant 
returns inspired Peterson to create an offshore dummy business called 
Weavering Capital Fund. Interest rate swaps inflated the Macro fund’s value, 
concealing losses from investors. 

In October 2008, the winds of change fanned the Weavering wildfire. 
Investors demanded their money back and discovered that Peterson had 
taken their trust and used it to build a wicker man, hollow and quick to catch 
aflame. In 2009, the fund collapsed and everyone involved got burned.

Peterson lived handsomely on the £530 million he defrauded – until he lost a 
civil suit in 2012 and was imprisoned in 2015. The court ordered Peterson to 
pay £289 million in damages but nothing was left from this low risk venture. 
Investors spent twelve years chasing their missing money but got nothing.     

Peterson was charged with fraud, forgery, false accounting, and fraudulent 
trading. Any one of these threats can set things ablaze when you’re 
wandering in the hedge funds’ woods.

C A S E  S T U D Y  1 
A  “ L O W  R I S K ”  I N V E S T M E N T

6 http://www.thisismoney.co.uk/money/markets/article-2917350/Former-City-hedge-fund-manager-Magnus-Peterson-guilty-fraud-conning-investors-350million.html
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A recent example of intentional fraud occurred at the Gray Financial Group, an 
Atlanta-based investment advisory firm. In May of 2015, the SEC announced 
fraud charges against the group and two of its executives, accusing them 
of selling unsuitable investments to retirement funds for the city’s police, 
firefighters, and other municipal workers. The firm breached its fiduciary duty 
against its stakeholders by steering fund clients to invest in an alternative 
investment fund that was in conflict with state law, and by accruing more than 
$1.7M in fees. They were also accused of material misrepresentations and 
misrepresenting the number and identity of prior investors in the fund.8

According to the Yale Journal of Regulation, “Institutional money managers 
are averse to the risk of fraud because for them it carries a reputational cost.” 
Fiduciary duties exist to ensure that that money managers act in the interests 
of the people whose money they manage. The most important of these duties 
are loyalty, impartiality, and the avoidance of conflicts of interest. 

In the United States, the Securities and Exchange Commission (SEC) has 
increased its efforts at combatting securities fraud and other financial 
illegalities (Table 1). In FY 2015 alone, the SEC filed over 800 enforcement 
actions, about 500 of which pertained to separate violations of federal 
securities frauds (up 23% year-over-year).7

F R A U D  A N D 
F A L S I F I C AT I O N

7 https://corpgov.law.harvard.edu/2015/12/31/ten-trends-in-sec-enforcement-actions/
8 http://www.sec.gov/news/pressrelease/2015-98.html

Fiscal Year 2013 2014 2015

Independent 
Enforcement Actions 341 413 507

Follow-on Aps 203 232 168

Delinquent Filings 132 110 132

Total Actions 676 755 807

Disgorgement and 
Penalties Ordered

$3.4 
billion

$4.16 
billion

$4.19 
billion

Table 1: SEC Enforcement Results for FY 2013- 2015
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The Public Sector Pension Investment board (PSP) is a pension fund for the 
Royal Canadian Mounted Police and the Canadian Forces.9 They are accusing 
Boaz Weinstein’s Saba Capital of incorrectly marking assets in 2015, when 
the institutional investor sought to redeem a $500 million investment in the 
hedge fund. In a lawsuit filed in the New York State Supreme Court, PSP said 
that Saba and its founder Weinstein knowingly mismarked assets during 
the redemption in order to inflate the hedge fund’s remaining assets for 
investors. 

In early 2015, PSP re-evaluated its investment in Saba and decided to redeem 
100% of its Class A shares. At the time, PSP, a $112 billion fund, was Saba’s 
largest investor. To mitigate the impact of such a large redemption, Saba 
asked that PSP take its money back in three installments. The public pension 
fund refused.

Saba eventually agreed to a full redemption. 

PSP alleges that Saba knowingly manipulated its assets to depress their value 
during the redemption process, minimizing the payout that PSP received. 
PSP’s formal complaint accuses Saba of arbitrarily recording a markdown on 
some of its bonds during the March 2015 redemption. A month later, Saba 
marked its assets upwards. PSP’s lawyers at Skadden, Arps, Slate, Meagher 
& Flom, grieved that “as a result of the defendants’ self-dealing, the Pension 
Board incurred a substantial loss on its investment in the Fund, for which 
defendants are liable.” 

C A S E  S T U D Y  2 
C O O K I N G  T H E  B O O K S
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According to a recent study by Deloitte, institutions are going to need to upgrade 
their capabilities to conduct an accurate assessment of risk.10 This is not only 
so they can meet regulatory requirements, but also so they can provide better 
information to their board of directors. 

ComplianceGuard offers pension funds the kind of regulatory assurance they 
need in order to make hedge funds a safe investment for them. This is a great 
leap forward for both pension funds and hedge funds. 

What makes ComplianceGuard a game-changing application is its use of 
blockchain technology. A blockchain stores data in blocks that are connected to 
previous blocks of data in an unbreakable chain, thereby creating ledgers that are 
tamper proof. ComplainceGuard’s blockchain is also programmed with compliance 
data so that all transactions undergo compliance audits in real-time. Whenever a 
transaction has the potential for being in violation with some regulation, Deloitte 
is immediately informed. Investors can therefore be certain that any fund that has 
installed ComplainceGuard will remain compliant with all regulations. 

With ComplianceGuard in place, trust will no longer be based on fallible agents. 
Instead, the system will empirically verify the claims of market participants. 
Pension fund managers who deal with firms that have adopted blockchain 
technology can place an unprecedented degree of trust in each transaction, 
as there is virtually no possibility that fraud, insider trading, or regulatory 
noncompliance will go through the system without being detected.

B L O C KC H A I N : 
A  T R U S T W O R T H Y 
S O L U T I O N

10 https://www2.deloitte.com/content/dam/Deloitte/global/Documents/Financial-Services/dttl-fsi-us-fsi-aers-global-risk-management-survey-8thed-072913.pdf
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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
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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.




