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Executive Summary

The future of event contracts is here, and it is expanding rapidly. Prediction market enterprises are taking notice of many retail and institutional traders, but what does it mean for the Commodity Futures Trading Commission (CFTC)? How can the CFTC tackle the key issues prediction markets impose? 

With roughly a 2,300% increase in market growth in event contracts between June 2024 and April 2026, event contracts may be playing an increasing role in the existing U.S. derivatives framework rather than operating as a separate asset class.

In June 2026, the CFTC issued a notice of proposed rulemaking to amend Regulation 40.11 to establish a formalized framework to integrate event contracts into the existing derivatives market infrastructure.[footnoteRef:1] 

And the impact? Event contracts trade on CFTC-regulated Designated Contract Markets (DCMs) alongside standard futures. Bilateral counterparty risk is eliminated. Binary payouts become preferred. Federal oversight is imposed. [1:  CFTC, "CFTC Seeks Public Comment on Notice of Proposed Rulemaking Concerning Event Contracts Involving Enumerated Activities," Release No. 9249-26 (June 10, 2026), https://www.cftc.gov/PressRoom/PressReleases/9249-26.] 


This impacts volatility greatly. Since outcomes are strictly binary, $0.00 to $1.00, prices move abruptly with full collateral upfront, with institutional market makers tying prediction markets directly to traditional options, swaps, and futures.

With this integration comes risks, however these event contracts now fall under full CFTC enforcement, meaning fraud, insider trading, and price manipulation are illegal and monitored in real time.[footnoteRef:2] [2:  CFTC, "CFTC Enforcement Division Issues Prediction Markets Advisory," Release No. 9185-26 (Feb. 25, 2026), https://www.cftc.gov/PressRoom/PressReleases/9185-26.] 


1. Event Overview

To understand the timeline that sets the future of prediction markets, it is important to understand what it means and who are the main players.

A prediction market is a financial exchange where participants trade contracts based on the outcome of future events. Instead of trading shares or physical commodities, participants choose between binary “Yes” or “No” options on real-world outcomes anywhere from sports to politics to even science. As of 2026, Kalshi remains as the dominant U.S. platform that has set precedent, paving the way for the future of DCMs.

In September 2024, there lies a court precedent. The U.S. District court decides against the CFTC’s ban on Kalshi’s election contracts. This increases an already surging prediction of market listing activity.

May 2025, the CFTC formally dismisses its court appeal against Kalshi. This gives the opportunity for recognition under federal derivatives law.

March 2026, the CFTC begins its initial framework and proposed rulemaking to build a unified, nationwide regulatory structure for prediction markets.

April 2026, the total volume for prediction markets amasses ~$24 billion, up from ~$1 billion in June 2024.[footnoteRef:3] The appeals courts also ruled in favor of Kalshi meaning states cannot ban platforms as such because Federal regulators view them as legal financial derivatives. As a result, the CFTC planned to sue states who attempted to ban/restrict prediction platforms as they are now federally oversighted exchanges.

June 10-12, 2026, CFTC proposed amendments to Rule 40.11. A 3-step analytical framework to review prediction contracts.  [3:  Pew Research Center, "Trading Volume on Prediction Markets Has Soared in Recent Months" (May 27, 2026), https://www.pewresearch.org/short-reads/2026/05/27/trading-volume-on-prediction-markets-has-soared-in-recent-months/.] 


August 2026, the CFTC issued emergency orders for platforms like Kalshi to continue operations under federal supervision.[footnoteRef:4] Some states tried to block operations.[footnoteRef:5]  [4:  CFTC, "CFTC Exercises Emergency Authority to Ensure Market Stability," Release No. 9281-26 (Aug. 11, 2026), https://www.cftc.gov/PressRoom/PressReleases/9281-26.]  [5:  Yahoo Finance, "CFTC Steps In to Protect Kalshi as New York Pushes $36B Lawsuit," The Daily Wolf with Scott Melker (Aug. 2026), https://finance.yahoo.com/video/cftc-steps-protect-kalshi-york-220000718.html.] 


2. Proposed CFTC Rule 40.11: Analytical Framework & Contract Scrutiny

Not all contracts come under major scrutiny. Sports outcome contracts are largely permitted, while political/gaming-adjacent contracts face more oversight.

Why is this? Sport outcomes are objective and settle on aggregate, verified outcomes. There is legitimate price discovery and hedging with narrow exclusions.

Other event contracts involving politics, for example, carry severe risks of misinformation, insider trading, distortion, and lack of hedging utility.

While Rule 40.11 is only ‘proposed’ as of August 2026, we can examine the 3-part analytical test to determine if it qualifies legally:[footnoteRef:6] [6:  Congressional Research Service, "CFTC Issues Proposed Rule Regarding Prediction Markets," Legal Sidebar LSB11441, Library of Congress (June 2026), https://www.congress.gov/crs-product/LSB11441.] 


a. First, is it an event contract? Does it rely on a specific real-world event (like who wins a sports game) rather than normal market prices (like futures)?
b. Second, is it directed towards enumerated activities (unlawful activity, terrorism, assassination, war, gaming)?
c. Third, is it contrary to public interest and the regulatory goals of the Commodity Exchange Act (CEA), which gives the CFTC authority over DCMs?

Although currently in the reviewing and drafting phase, we can reflect on the cost-benefit of proposing as such and expect a final publication between late Fall 2026 and early 2027. Once enacted, this includes a 60-day grace period before going into full effect.

3. Integration Alongside Traditional Infrastructure

How will event contracts sit alongside traditional futures/swaps on the same infrastructure?

They will trade on CFTC-regulated exchanges (DCMs) alongside standard futures via order books. Requires 100% upfront collateral, no margin calls and supervised by CFTC and NFA.

They will be subject to the same CEA anti-fraud and anti-manipulation laws (Rule 180.1). Carries equal penalties for insider trading, wash trading, etc.

Exchanges will run real-time automated trade surveillance.

What are the implications? CTAs rely on trend-following and momentum systems with daily mark-to-market margin. Prediction markets are binary payoffs ($0/$1). They offer uncorrelated returns; not broad market beta. Regulatory framework is established under CEA; ongoing legal battles with state laws on bans create friction.

Is this something CTAs could adopt or is it structurally distinct from futures trading?

For core strategy, less likely. For niche overlays, absolutely. Trend-following algorithms will have a hard time running with binary payouts. However, CTA’s can use them independently as a unique way to profit from specific events.

4. Conclusion

The CFTC’s proposed Rule 40.11 highlights the expansion of integrating prediction markets among the CTA space while attempting to balance legal implications and enforcing strict protections. With the final July 27th comment period closed, the CFTC must review public feedback when drafting a final rule: a process willing to take several months. As prediction market volume grows, clear federal standards must be enforced for institutional adoption, though market participants will need to be active in tackling the friction between ongoing legal uncertainty even after the rules are finalized.
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