

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
		

		
            

		
		
		
			
		
			
				
			
		
			
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Suspicious Patterns in Hedge Fund Returns and the Risk of Fraud

	
    
        
            
            







    
    










    
    
    
    











			
        

    
	

	
	
		
		
			44 Pages
		
		

		Posted: 15 Mar 2010
		
			Last revised: 13 May 2014
		
		
	

	
		
			
			




	See all articles by Nicolas P. B. BollenNicolas P. B. Bollen
Vanderbilt University - Finance
Veronika Krepely Pool
Vanderbilt University - Finance


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: November 21, 2011

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Recent cases of hedge fund fraud have caused large losses for investors and have fueled the debate regarding the ability of regulators to oversee the industry. This paper proposes a set of performance flags, based on suspicious patterns in returns, as indicators of a heightened risk of fraud. We collect a sample of hedge funds charged with legal or regulatory violations and find that funds charged with misappropriation, overvaluation, misrepresentation, or Ponzi schemes trigger the performance flags at a higher frequency than other funds. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: hedge funds, fraud, SEC

	
	

	
    

    
	

	
	
		JEL Classification: G23, G28

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Bollen,  Nicolas P.B. and Pool,  Veronika Krepely, Suspicious Patterns in Hedge Fund Returns and the Risk of Fraud (November 21, 2011).  Available at SSRN: https://ssrn.com/abstract=1569626 or http://dx.doi.org/10.2139/ssrn.1569626 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Nicolas P.B. Bollen (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Vanderbilt University - Finance]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Vanderbilt University - Finance  ( email )

			

			
			
				
				
				
					401 21st Avenue South
Nashville, TN  37203
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Veronika Krepely Pool

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Vanderbilt University - Finance  ( email )

			

			
			
				
				
				
					United States
615-343-0277 (Phone)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    1,764

			

		
		
		
			Abstract Views

			    8,102

		

		
		 
		
			Rank

			   18,295

		

		
	


	
		
            
            	       19 Citations
		

	

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    American Finance Association Meetings (AFA)

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                American Finance Association Meetings (AFA)

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           10,237

                                    

                                    
                                        PAPERS

                                            1,056

                                    

                                

                                
                            

                        

                    

                
	
                    Indiana University Kelley School of Business Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Indiana University Kelley School of Business Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            5,216

                                    

                                    
                                        PAPERS

                                            1,352

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Craig Eich at Indiana University - Kelley School of Business

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Mutual Funds, Hedge Funds & Investment Industry eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Mutual Funds, Hedge Funds & Investment Industry eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,978

                                    

                                    
                                        PAPERS

                                           17,673

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Offshore Hedge Funds: Survival and Performance 1989-1995

                        
                            By
                                
                                
                                    
                                    Stephen J. Brown, 
                                    
                                
                                    
                                    William N. Goetzmann, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Offshore Hedge Funds: Survival and Performance 1989-1995

                        
                            By
                                
                                
                                    
                                    Stephen J. Brown, 
                                    
                                
                                    
                                    William N. Goetzmann, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Characteristics of Risk and Return in Risk Arbitrage

                        
                            By
                                
                                
                                    
                                    Mark L. Mitchell
                                     and 
                                
                                    
                                    Todd C. Pulvino
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Offshore Hedge Funds: Survival & Performance 1989-1995

                            
                                By
                                    
                                    
                                        
                                        William N. Goetzmann, 
                                        
                                    
                                        
                                        Roger G. Ibbotson, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Offshore Hedge Funds: Survival & Performance 1989-1995

                            
                                By
                                    
                                    
                                        
                                        Stephen J. Brown, 
                                        
                                    
                                        
                                        William N. Goetzmann, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            An Econometric Model of Serial Correlation and Illiquidity in Hedge Fund Returns

                            
                                By
                                    
                                    
                                        
                                        Mila Getmansky Sherman, 
                                        
                                    
                                        
                                        Andrew W. Lo, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            An Econometric Model of Serial Correlation and Illiquidity in Hedge Fund Returns

                            
                                By
                                    
                                    
                                        
                                        Mila Getmansky Sherman, 
                                        
                                    
                                        
                                        Andrew W. Lo, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Hedge Funds: The Living and the Dead

                            
                                By
                                    
                                    
                                        
                                        Bing Liang
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            High Water Marks

                            
                                By
                                    
                                    
                                        
                                        William N. Goetzmann, 
                                        
                                    
                                        
                                        Jonathan E. Ingersoll, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Flows, Performance, and Managerial Incentives in Hedge Funds

                            
                                By
                                    
                                    
                                        
                                        Vikas Agarwal, 
                                        
                                    
                                        
                                        Naveen D. Daniel, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.095 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
