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Thank you Madam Chairwoman. I am delighted to have been asked to participate in 
this hearing, as Co-Chair of the IOSCO Task Force on Unregulated Financial Entities 
which produced the Hedge Funds Oversight Report earlier this year.

The Task Force was created by IOSCO at the request of the G-20 to examine issues 
surrounding unregulated financial entities. Given the G-20’s particular interest in 
hedge funds, the Task Force decided to focus its work on hedge funds, rather than 
deal with other entities such as private equity funds.  

However, we said in our final Report, published in June, that many of the 
observations and conclusions we described may be applicable to other market 
participant; entities that hold and/or control large private pools of capital. That said, 
the distinction between private equity and hedge funds is also important when we 
come on to the detail.  This was a point that IOSCO’s May 2008 Report on Private 
Equity also made, and I’ll come back to this in a moment.

Let me first of all emphasise that there is much commonality in the overall aims and 
objectives of IOSCO’s standards for regulation of the hedge fund sector and those in 
the Directive.

Both the IOSCO work and the preparation of the Directive are to a degree responses 
to issues that arose in the recent financial crisis, and both take their cue from the 
commitments of world leaders in the G-20 to improve the regulatory oversight of all 
players in the financial markets that may pose systemic risks to the financial markets 
or a sector of those markets. 

But I believe both the EU authorities and IOSCO recognise that the recent financial 
crisis was not caused by hedge funds. Our IOSCO Consultation Report, published in 
March 2009, did make this point very forcefully.  It also acknowledged, however, that 
the activities of hedge funds may have amplified the consequences of the crisis - for 
instance because of the need for hedge funds (along with many other market 
participants) to quickly unwind positions because of liquidity restrictions in meeting 
margin calls or significant requests for redemption by investors. 

The IOSCO Technical Committee concluded that  there are potential risks arising 
from the role played by hedge funds in financial markets and that these need to be 
appropriately addressed through global regulatory action.  

Other areas of commonality are the fact that both IOSCO and the Directive accept the 
need for authorisation or registration of hedge fund managers, and suggest broadly 
consistent high-level standards for this authorisation/ registration and subsequent 
ongoing regulation.  IOSCO’s work also supported the need for greater transparency 
to investors in respect of hedge fund strategies (including asset allocations), policies 
and performance.



We also identified issues re leverage, asset valuation, risk management and 
supervisory co-operation.  But IOSCO did not see the need to prescribe common hard 
limits on leverage.  Nor do we suggest particular levels of capital requirements for 
any AIFM.

Furthermore both IOSCO and the Directive focus on the need for regulators to obtain 
information from hedge fund managers to enable them to assess the potential systemic 
importance of these players.  

While there is much consistency in the IOSCO and Directive approaches, there are a 
number of differences which I will now turn to.  The most obvious and important one 
to my mind  is the global dimension.  To some extent I know it is inevitable that we 
will have slightly different perspectives on this point given the legislative ambit of the 
European institutions.  

The IOSCO Hedge Fund Oversight Report stressed the point that, although regulatory 
standards currently differ between jurisdictions,  “it is very important to 
emphasise…that any regulatory measures or standards need strong collective global 
action and application – as the hedge fund industry is highly global and mobile.” All 
respondents to IOSCO’s hedge fund consultation supported the need for more 
convergence on the regulation of hedge fund managers in order to minimise the risk 
of regulatory arbitrage and ensure a better level playing field. Indeed, Jacques De 
Larosière also concluded that regulation should deliver "pragmatic, sensible European 
cooperation for the benefit of all to preserve an open world economy.”

And all this is also consistent with the recent Opinion of the European Central Bank 
which stressed the need for a globally coherent regulatory and supervisory 
framework.

This need for global standards influenced IOSCO’s principles-based approach in its 
final recommendations; high level, but robust enough to drive consistent regional and 
national requirements.  IOSCO is now beginning a process of implementation 
monitoring to see how IOSCO members are implementing the principles we have 
agreed.  We are doing this to ensure as far as possible globally consistent regulatory 
approaches to this sector of the global financial system.

As the ECB says, an internationally co-ordinated response “might also help ensure 
that the requirements in third countries for AIFMs are equivalent to those to be put in 
place in the EU and that non-EU domiciled AIFMs could benefit from access to the 
EU markets on a reciprocity basis.” I know that the third country issues are highly 
contentious in the Directive negotiations, but strongly believe that non-discriminatory 
regulatory approaches have significant benefits for end investors and consumers in the 
EU – as well as for the global firms.

Another area where I believe there is not as much commonality as one would want 
between the IOSCO work and the Directive is the differentiation between different 
types of alternative investment funds.  Because the IOSCO principles are targeted at 
the hedge fund sector rather than all types of alternative investment funds, I think we 
were better able to accommodate the way in which hedge funds, their managers, 
advisers, and prime brokers and others who provide funding, actually operate and 



interact. IOSCO started with aiming to understand hedge fund management currently 
works, to identify the relevant potential risks and to propose mitigative regulatory 
action to address these risks.  

As I indicated a moment ago, IOSCO fully recognises the significant differences 
between Private Equity/Venture Capital and hedge funds. IOSCO did not seek to 
overlay a particular model of a single AIF “manager” which is very difficult, given 
the different nature and business models of all the funds that could fall within that 
“category”. IOSCO deliberately chose to review the sectors separately, and we have 
not identified the same issues across the board and so have not seen a need to impose 
the same standards for all types of AIF Manager. 

I will end my opening remarks here.  I hope I have explained the areas of clear 
commonality and the areas of difference, in particular IOSCO’s global perspective.  
I’m sure that we will return to the various issues as we progress with this morning’s 
hearing and will be happy to answer any questions you Madam Chairwoman or your 
colleagues might have. 


