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What Is Wash Trading?

Wash Trading

Wash trading occurs when a buyer and seller collude to mislead the market and artificially inflate the value of a
security without incurring any actual risk or changing the traders’ positions. The buyer and seller essentially send
the security and cash back and forth, but only the initial sale is publicly reported, with the second exchange where
the security and money are returned to their original owners happening surreptitiously. Wash trading was first
banned by the federal government by the Commodity Exchange Act in 1936, but it has come under recent scrutiny
again following the advent of high-frequency trading.
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