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Hedge Funds, Private Equity and Venture Capital:

The Need for Comprehensive Regulation

Comprehensive regulation of private investment funds, such as hedge funds, private equity and venture capital, is essential to prevent the buildup of systemic risks and to protect investors. Private investment fund managers have argued that the problems in the financial system were created by the activities of regulated banks and unregulated private investment funds should not be “punished” for problems they did not create. This argument, however, ignores the reality of the situation:

Private investment funds can pose risks:

· Around $1 trillion in LBO loans were issued in 2006 and 2007 alone.
 According to The Boston Consulting Group, almost half of private-equity owned companies are likely to default. 
 Defaults would result in losses to banks and investors, which could exceed those suffered as a result of the subprime mortgage crisis, and job losses for many of the 7.5 million Americans currently employed by private-equity owned firms.

· Hedge funds exacerbated liquidity problems during the 2008 financial crisis because as asset prices were falling, hedge funds, like other leveraged investors, were forced to sell assets  at fire-sale prices in order to meet margin calls.
 

Key elements of a strong regulation

No exemptions.  All private investment funds should be subject to the same level of regulation. Exemptions will give Ponzi schemes a place to hide. 

Transparency. It is essential that the SEC has access to information about private investment funds and has the authority to require them the provide disclosures to investors, prospective investors, trading partners and creditors. 

Regulation must be comprehensive. It is not enough to regulate the adviser. The funds themselves must be regulated as well. They are separate entities and each pose unique regulatory concerns. 
Senator Dodd’s proposal 

Contains key elements of reform including hedge fund adviser registration and SEC reporting but needs to be strengthened by:

· removing the exemptions from Investment Adviser registration applicable to managers of private equity funds, venture capital funds and family offices; 

· allowing the SEC to establish record keeping and reporting requirements for managers of hedge funds,  private equity funds, and venture capital funds; and 

· giving the SEC authority to regulate the pools of assets managed by private fund managers.
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