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 W
hile it’s true that the 
alternative funds 
industry continues 
to see a trend in the 
regulation of products 

previously unregulated, the funds market 
around the globe is also witnessing 
moves to liberalize some products, 
thereby positioning them to invest in a 
wider range of assets or to be marketed 
to a wider range of investors.

The net effect is that changing 
regulations and evolving rules are creating 
an array of interesting new investment 
opportunities globally.

What does this trend mean for managers 
and investors in those markets, and for 
global firms?

We will examine how this trend is 
impacting global markets and what it 
means for managers and investors who 
are taking notice.

Some alternative fund rules are 
being liberalized
In Europe, we’ve seen that two regulated 
types of alternative investment funds 
(AIFs) — European venture capital 
funds (EuVECAs) and European social 
entrepreneurship funds (EuSEFs) — have 
not proven to be particularly attractive 
to either the industry or investors. Two 
reasons for this are the narrow investor 
base and their restriction to smaller fund 
managers.
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Regulatory change can open the door to more than 
increased scrutiny, greater compliance and higher 
costs. New rules of the game can also deliver 
significant new investment opportunities for managers 
and investors. 

Regulatory change can 
open the door to much 
more than increased 
scrutiny, greater 
compliance and higher 
costs.
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Funds have 
increasingly filled the 
space that banks used 
to occupy.

How to define the target market of a fund?

Type of client for 
whom the product is 

designed — retail 
client, professional 
client and eligible 

counterparty

Their risk 
tolerance and 

compatibility of 
the product’s 
risk/reward 

profile

Their 
needs

Their 
knowledge 

and 
experience

Their financial 
situation — 

especially the 
ability to bear 

losses

Compatibility of the distribution strategy — are products being 
distributed to the identified target market?

A proposal by the European Commission 
has addressed the second point and 
increased the range of eligible investee 
companies. It has also prohibited national 
barriers to the cross-border marketing of 
these funds, but it has not widened the 
eligible investor base. 

The EuVECA and EuSEF regulations allow 
smaller fund management companies 
that are below the Alternative Investment 
Fund Managers Directive (AIFMD) 
threshold to market funds cross-border 
within Europe without opting into the full 
provisions of the AIFMD. 

These funds can thus be marketed across 
Europe — using the EuVECA and EuSEF 
labels — to professional investors and 
to retail investors who invest in any one 
fund a minimum of 100,000 euros (EUR), 
equivalent to about 120,000 US dollars 
(USD), and who confirm that they are 
aware of the risks. 

While a number of respondents to the 
consultation called this too high an 
investment threshold, others commented 
that if lowered, additional protections for 
retail investors would be needed. Given 
these conflicting views, the Commission 

decided not to propose amendment of 
the minimum investment requirement. 
The Commission is also considering 
ways to attract institutional investors and 
how this might be achieved via a pan-
European venture capital fund-of-funds.

Eligible fund investments are 
being widened
Since the financial crisis and the 
consequent contraction of bank credit, 
funds have increasingly filled the space 
that banks used to occupy and an array of 
new fund types have been created under 
the broad umbrella of ‘alternative credit’.
Regulators are starting to take a closer 
look at these funds, some acknowledging 
that there is a need to do more to 
facilitate the creation of funds that could 
foster economic growth.

The Central Bank of Ireland has relaxed 
rules governing the issuance of loans 
by AIFs. The rule change announced in 
December 2016 allows ‘qualified’ AIFs 
to invest for the first time in debt and 
equity securities of companies to which 
they lend. The funds can hold these 
securities for hedging, treasury or cash 
management purposes.
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The Private 
Investment Fund 
(PIF) was introduced 
for sophisticated 
investors as an 
entirely new category 
of fund and offers a 
number of advantages 
over traditional, more 
regulated funds.

Ireland was the first country in Europe 
to set up a regulatory framework for 
loan origination funds in 2014. It was 
closely followed by Germany, where 
the regulator has revamped its approach 
to products regulated under AIFMD, 
allowing some closed-ended funds to 
lend directly to companies.

Recently, in France, the government 
issued a decree giving professional funds 
and professional private equity funds 
permission to grant loans.

In Brazil, fund managers now have the 
flexibility to invest in Brazilian limited 
companies and permission to make 
payments in advance for future capital 
increases in the investee companies. It 
introduces new categories of the Fondo 
Investimenti Piemonte (FIP) scheme, 
such as the multi-strategy FIP, which may 
allocate 100 percent of its subscribed 
capital to non-Brazilian assets. Funds 
may now invest up to 33 percent in non-
convertible debentures.

In India, the Securities and Exchange 
Board of India (SEBI) has given mutual 
funds permission to trade in commodity 
markets and has raised — to 15 percent 
from 10 percent — mutual fund’s 
exposure limit to housing finance 
companies. SEBI has also amended the 
rules for real estate investment trusts 
(REITs) and introduced ‘infrastructure 
investment trusts’, both of which are 
generating considerable interest among 
managers and investors.

More jurisdictions allow 
unregulated funds
With the goal of facilitating rapid and 
cost-efficient fund launches, Cyprus 
plans to introduce a regime for registered 
but non-authorized AIFs. Similar to the 
Luxembourg Reserved AIF — which has 
proven popular — the Cyprus Registered 
AIF will be able to market to professional 
and well-informed investors and will be 
managed by a full scope EU alternative 
investment fund manager (AIFM). 

The registered AIF may be organized in 
any legal form available under Cyprus 
law: as an investment company with 
fixed or variable capital, as a limited 
partnership or as a common fund. It can 
be open- or closed-ended and it can 
follow any strategy and invest in any type 
of assets, but cannot be a money market 
fund or a loan origination fund.

In addition, the new ‘mini managers’ — 
licensed sub-threshold AIFMs — plus 
other investment firms, and managers of 
EU mutual funds known as undertakings 
for collective investment in transferable 
securities (UCITS), may manage 
registered AIFs provided the funds are 
closed-ended limited partnerships and 
invest more than 70 percent in illiquid 
assets. Cyprus has also introduced a list of 
non-management safe harbors for limited 
partners, offering greater legal certainty to 
investors.

Guernsey has introduced two new fund 
products. The Private Investment Fund 
(PIF) was introduced for sophisticated 
investors as an entirely new category of 
fund and offers a number of advantages 
over traditional, more-regulated funds.

Significantly, applications for a PIF will 
be processed by the Guernsey Financial 
Services Commission within one business 
day and fund documents are not subject 
to disclosure requirements, thus reducing 
costs and processing times for launches.

The other new fund is the Manager Led 
Product (MLP), adopted in anticipation of 
Guernsey being granted a third-country 
passport under the AIFMD. The regulatory 
focus of the MLP regime is on the AIFM 
rather than the fund, thus mirroring the 
AIFMD. 

Open-ended investment 
companies encouraged
A number of jurisdictions around the 
world have decided to launch open-ended 
investment companies, aiming to replicate 
the success of Continental Europe’s
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The revision abolished most restrictions and 
allows civil servants, subscribers to corporate 
pensions and homemakers to join the scheme. 
Some 67 million people become eligible to open an 
account, 27 million of them starting in 2017. 

Société d’investissement à Capital 
Variable (SICAV), or the UK or Irish Open-
Ended Investment Company (OEIC).

In Singapore, for example, the regulator 
has been consulting on a new corporate 
structure for investment funds called the 
Singapore Variable Capital Company. It 
is intended to be a more-efficient fund 
structure and the hope is that more fund 
managers will establish there. Not to be 
outdone by its Asian rival, Hong Kong has 
launched an OEIC initiative. It issued a 
consultation paper in June 2017 and the new 
OEIC is expected to be introduced in 2018. 

Meanwhile, Mexico is also considering 
an SICAV-type structure, although the 
Mexican version would operate more like 
a private equity fund and is designed to 
hold long-term investments. It is primarily 
aimed at regulated pension funds. 

Weak returns and low savings 
rates drive search for better 
savings products
In Japan, the defined contribution pension 
law has been revised to respond to 
new working styles and make defined-
contribution investing more portable. 
This has led to a huge expansion of the 
subscriber base to the individual type 
defined contribution (iDeCo) pension plan 
product. The revision abolished most 
restrictions and allows civil servants, 
subscribers to corporate pensions and 
homemakers to join the scheme. Some 
67 million people become eligible to open an 
account, 27 million of them starting in 2017. 

As a result, more investment management 
and securities companies have entered the 
market. Investors cannot yet put stocks 
or ETFs into an iDeCo account but can 
purchase most mutual funds. The costs are 
slightly higher than the cheapest ETFs but 
the tax savings on the account tend to make 
up for that. 

In Italy, proposals for the Piano individuale 
di risparmio (Pir) — similar to an individual 
savings plan — were approved at the end of 
2016 by Italy’s government and came into 
force in January 2017. Investors can avoid 
some of the capital gains tax on investments 
as long as at least 70 percent of the portfolio 
is invested in Italian companies via shares or 
investment funds. Sweden, meanwhile, has 
announced that Swedish fund managers 
will be able to operate investment savings 
accounts by January 2018.

A double-edged sword?
In conclusion, it’s clear that much is being 
done to adapt the regulatory environment 
in ways that will enable fund managers 
continually to deliver access to a wider 
range of products. The response to 
date has been broadly positive among 
managers and investors operating in 
those national markets. At the same time, 
though, it creates a more complex product 
landscape for global asset managers to 
navigate. 
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