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. INTRODUCTION

At the end of a routine earnings call, Coinbase CEO Brian Armstrong single-handedly
manipulated an entire market with five words: “Bitcoin, Ethereum, blockchain, staking, and
Web3.” Those five words were not said in the context of any discussion.lZ Nor did they
prompt any further comment.3lInstead, some investors had placed bets on the so-called
“prediction markets” that any of those five words would not be said on the call.l2l When



Armstrong said those five words, Armstrong changed the outcome of about $90,000
worth of prediction-market bets.[2l

For those with financial sense, Armstrong’s actions should raise concerns.8 Anindividual
can say five words to instantly change the value of an investment.d Not oblivious to such
an outcome, the federal Commodities Futures Trading Commission (CFTC) has assumed
the role of the prediction-markets watchdog.8l However, that decision was an oversight.
The CFTC’s current regulations cannot tackle the concerns that arise out of prediction
markets.

ll. BACKGROUND

Since its inception, the CFTC has regulated derivatives in which traders, for either legal or
economic reasons, have negligible individual power to influence either derivative or asset

prices.2l The CFTC departed from this trend by regulating prediction markets.

Prediction markets are growing, multi-billion dollar markets.t9 To regulate prediction
markets in light of their recent emergence, the CFTC assumed jurisdiction over prediction-
market bets, also known as “event contracts.”llll Some characterize event contracts as
“derivatives” that derive value from the likelihood of a future event occurring.12l As traders
believe that an event’s occurrence is more probable, its corresponding event contract
approaches its full value (generally $1), and as the event becomes less probable, its event
contract approaches $0.1131

Most derivatives fall into either of two categories: commodities-like derivatives or
securities-like derivatives.24 Commodities-like derivatives are economically difficult to
manipulate. Commodities are abundant, fungible goods, like corn or oil 22 Because
commodities are abundant, most buyers and sellers can only have a negligible effect on a
commodity’s price.l8] And because commodities of the same type are indistinguishable,
most buyers and sellers generally cannot have special knowledge about a commodity.12
Thus, the values of commodities are resistant to influence, and commodities markets (and
derivatively, commodities’ derivatives markets) are difficult to manipulate.

Securities-like derivatives would be relatively easy to manipulate if they were not
protected by laws. Regulatory bodies have recognized that securities are prone to
manipulation from individuals, notably insiders.18] To address concerns arising out of
individual power, securities-like contracts are usually subject to scrutinous oversight.l12l



For example, the Securities and Exchange Commission has tremendous power to protect

investors against insider trading, fraud, and market manipulation of securities.24

Other derivatives are either commodities-like or securities-like.l2l Currency derivatives
are more commodities-like; currencies are plentiful and fungible, similar to corn or oil.122]
Interest rate derivatives are securities-like because benchmark interest rates come from
insiders such as the Federal Reserve, so strict regulation prevents abuses.[23l The CFTC
has promulgated laws to regulate commodities-like and some securities-like derivatives
because for the decades of its existence, those have been the only derivatives that the
CFTC has regulated.l24

. ANALYSIS

Event contracts are neither commodities-like nor securities-like. Because the CFTC is only
equipped for the regulation of commodities-like and some securities-like derivatives, the

CFTC should have never assumed jurisdiction over prediction markets.

Event contracts are not commodities-like because the value of at least some events can
be controlled by one individual or a group of individuals. For example, Coinbase CEO Brian
Armstrong completely and single-handedly controlled a series of events by speaking just
five words.[22l Relatedly, the D.C. Circuit Court also explored in KalshiEX, LLC v. CFTC how
individual politicians could control some political-election contracts.128l

Nor are event contracts securities-like. Although event contracts are vulnerable to
manipulation, event contracts are not subject to scrutinous oversight. Alone, the CFTC’s
power is weak compared to other agencies’ power to prevent event contract market
manipulation22 The CFTC’s limited resources and regulations have been dedicated to
regulating large financial firms for financial products—not individuals for speculative
contracts.28lEvent contracts in their current state are vulnerable to exploitation.22l

Event contracts have one other difference from most commodities-like and securities-like
financial derivatives: a bad actor can manipulate event contracts independent of the
underlying event. The assets that underlie most non-event derivatives have intrinsic value.
1301 Events have no intrinsic value 31 A single trader can sway the price of a derivative
without changing the value of the underlying event. And without a benchmark asset that
has intrinsic value, buyers could believe that the price of an event contract is reflective of
the event’s likelihood.[32]



In summary, event contracts are unlike the derivatives that the CFTC has traditionally
regulated, and the CFTC is not nearly robust enough to prevent or deter forms of
prediction market manipulation.

V. CONCLUSION

When individuals control prices, and when those individuals have an unfair advantage
against others, a profit-maximizing individual can exploit that advantage. While this would
normally be regulated in a financial context, the CFTC is not equipped to deal with event-
contract exploiting opportunities. Therefore, the CFTC, at least in its current state, should
not be regulating event contracts.
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