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Already the world’s second-ranking financial
centre behind only the US for the domicile
and servicing of investment funds, with some
11,800 funds and sub-funds and assets under
management totalling EUR1.9trn at the end of
June, Luxembourg is steadily extending its
market dominance from traditional retail
funds to the alternative investment arena.

A country with a population of nearly
500,000 in a territory of just 2,586 square
kilometres sandwiched between Belgium,
France and Germany, the grand duchy has in
recent years developed a strong track record
in alternative investment products and
bespoke investment structures including
hedge funds and funds of hedge funds,
private equity vehicles, real estate funds,
securitisation vehicles and pension pooling.

Since World War II, Luxembourg has
benefited from a stable legal, political and
social environment and has a longer tradition
of free movement of capital than its
neighbours. It offers competitive tax
structures for banking and a very
international (and multilingual) business
environment. It benefits from strict but
responsive prudential regulation alongside
strict financial privacy laws. 

Like all major financial centres, the county
has felt the effect of the turbulent economic
and financial environment, but arguably it
has survived the credit crunch better than
most. “A few funds needed to suspend
redemptions and still more enhanced their
fair-valuation procedures to cope with the
dramatic changes in the underlying liquidity
of instruments held,” says John Parkhouse, a
partner and investment management leader
at PricewaterhouseCoopers Luxembourg.

“However, the number of funds impacted
in this respect remains minimal, with fewer
than 10 being suspended at any point in
time. Generally, outflows have been more
than matched by inflows into other products.”

The impact of the crisis has also been
mitigated by other advantages that
Luxembourg enjoys over its competitors,
such as the country’s easy availability of
manpower thanks to its. Commuters come
from Paris, Frankfurt and even London to
work and return home for the weekend, and
many thousands more travel into work every
day from adjacent regions of neighbouring
countries. Because of this, human resources
costs are not rising as fast as in other
financial centres at the moment.

O V E R V I E W
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Within the last 12 months, the financial world
had to weather a storm that is unprecedented
in history. In line with the major indices
showing levels of constant and extreme
volatility and showing dramatic declines on a
net basis, the assets under administration for
traditional investments have decreased
accordingly in Luxembourg as well. 

Accordingly, hedge funds, which
traditionally and as per definition are bound to
profit from such a volatile and extreme market
environment, did not show the aggregate
performance that one could have expected
under the said conditions. However, it is
understood that the hedge fund market
needed some time to adapt to the new
situation, and that performance is expected to
improve from here. But traditional markets are,
and will remain, under fire in the near future. 

An interesting observation within this
microcosm is that the success and the
resulting launches of new Specialised
Investment Funds (SIFs) have almost offset
the losses experienced in traditional funds.

The SIF could hence become the vehicle
of choice for a number of promoters in the
hedge fund arena who are looking at finding
the right jurisdiction for their planned vehicles
or even relocating existing funds to a more
regulated fund domicile.  

Another point worth mentioning regarding
the SIF, is that it must appoint a Luxembourg
custodian whose role can be described as
that of a supervisor of the assets, whereby
the custodian should know at all times where
the assets are held. Albeit lighter than the
previous law of 1991 through the absence of
the requirement to control the regularity of
certain operations, this is a concept that does
not exist as such in the major offshore
jurisdictions, hence making processes in
these jurisdictions more straightforward in the
case where hedge funds appoint prime
brokers. Having therefore long been

considered a negative point, the concept
suddenly seems to bear fruit in the form of
providing the promoter, and ultimately the
investor, with incremental security with
regards to retaining control over the assets. 

If, however, the hedge fund sphere should
elect Luxembourg as their new onshore
European hub aside from Dublin, will
Luxembourg, which has been predominantly
active in providing services to the long only
world as well as to fund of hedge funds
when it comes to alternative investments, be
geared for it from a knowledge and capacity
point of view?

Capacity constraints seem undeniable, but
that is the case in each jurisdiction, and we
believe that we are best geared to take
advantage from our geographical position
within the European Union and its new
emerging countries. The Luxembourg players,
which encompass the industry and the
government, are making joint efforts in the
education process with special emphasis on
our industry. This desire of this rather young
workforce to excel is, at the present moment,
enabling us to meet the ever-increasing
complexity of financial instruments and
derivatives used by hedge fund managers in
their quest to produce performance.

Future challenges will be to keep up with
increased volumes, the pricing of new and
even more complex financial instruments,
shorter valuation cycles, and increased levels
of compliance, corporate governance and
due diligence, as well as the provision of
ancillary products such as credit, foreign
exchange and stock lending. 

Luxembourg-based administrators and
custodians such as Fortis Prime Fund
Solutions are well placed to provide this
entire range of services as a complement to
the basic administration duties that are
performed for hedge funds and funds of
hedge funds. ■

F O R T I S
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Luxembourg also has an advantage in
supervision and regulation thanks to the
multilingual character of its own nationals
and of the many expatriates who make up
more than a third of the population and more
than half of the workforce. The ability to
introduce legal documentation in German,
French and English gives Luxembourg an
international scope that explains much of its
dominance as a centre for cross-border fund
distribution within the European Union. The
authorities are understood to be looking at
extending this facility to other languages.

But the main reason for the jurisdiction’s
soft landing may be the impact on fund
business of the introduction of Specialised
Investment Funds in February last year as a
vehicle for a broad range of alternative
investments. “The recent market turbulence
has led to a noticeable decrease in the
assets under management of Luxembourg
funds,” says Camille Thommes, director-
general of the Luxembourg Investment Funds
Association (Alfi). “However, net sales have
remained positive throughout the period, with
strong inflows from Asia. We are also
currently witnessing an important increase in
new fund launches, especially in alternatives
and the SIF area.”

Although the first investment fund created
under Luxembourg law was authorised as
far back as February 1959, the fund market
did not really take off until the late 1980s. In
1988, Luxembourg became the first EU
member state to transpose the first Ucits
(undertakings for collective investment in
transferable securities) directive into national
law. The modern and flexible regulatory
environment thus created gave Luxembourg
a competitive edge over other jurisdictions
that were slower to put in place a regulatory
structure for cross-border funds.

This reputation as an industry pioneer and
innovator has been reinforced by the
introduction of the SIF regime, which is
designed to offer promoters of alternative
investment funds a combination of effective
supervision, flexibility and rapid time to
market. According to the industry regulator,
the Financial Sector Supervisory Authority
(CSSF), the number SIFs have increased
from 222 in January 2007 – in fact so-called
institutional funds set up under an earlier
regime – to 716 at the end of June this year,
accounting for net assets of EUR128.6bn.

The remarkable growth of the SIF, the
most notable feature of which is that its
application for authorisation can be sent to
the CSSF up to one month after the fund’s
launch, demonstrates that this light but
adequate regulatory regime corresponds to
what the market is looking for. “We anticipate
strong demand going forward, with
promoters coming from new markets,”
Thommes says. “For example, there is
strong demand from Australia.”

The continued success of the SIF will be
important for Luxembourg as it seeks to
build on its reputation within the mainstream
fund market to extend its reach within the
alternatives world. Didier Prime, a partner
and alternatives practice leader at
PricewaterhouseCoopers, says: “Although
industry awareness still needs to be worked
on, we are already seeing major players
diverting new products originally destined for
Cayman to Luxembourg and – in at least
one instance – redomiciling an existing
Cayman product as a SIF.”

The Luxembourg regulatory environment
now has a reputation it did not enjoy a
decade ago for being pragmatic and
business-focused. Recent regulation has
provided more flexibility in the use of repo
instruments and securities lending
arrangements as well as pending regulation
providing clarity with regard to the use of
prime brokerage arrangements within
Luxembourg funds.

While the planned Ucits IV legislation,
which aims to liberalise the regime for cross-
border retail funds further, may currently
dominate the legislative agenda, other
changes are in the offing. “The beginning of
this year saw the implementation of the
Eligible Assets Directive and a new CSSF

O V E R V I E W
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efforts to further enhance the infrastructure
supporting the specialist asset classes that
are the hallmark of the SIF will certainly be
one trend we will see going forward,”
Prime says.

However, the benefits accruing to
Luxembourg from Ucits IV will also help fund
providers to develop their global business.
Parkhouse says the growth of new products
and product complexity within the Ucits
framework is continuing as new players look to
enter the market and established players
continuing to increase the sophistication of
their products. “Ucits IV will have implications
for Luxembourg and the industry will focus on
adapting to the changes which result,” he says.

Prime points out that Luxembourg is
benefiting from the increasing acceptance of
Ucits funds worldwide, with more than 50
per cent of net Ucits sales coming from Asia
last year. . “Latin America is an area of
growing interest, with Brazil and even Mexico
starting to emerge as distribution targets in
the short to medium term,” he says. “There
has been strong growth in both mainstream
and alternative products targeting the Middle
East, a region that today remains largely
untapped in terms of assets.”

Meanwhile, Alfi has set as its priorities to
increase standardisation and automation and
to attract additional talent to Luxembourg.
According to Thommes, future growth will
come from new distribution markets, pan-
European Ucits-style regulation for asset
classes such as real estate and private equity,
from the long-promised harmonised EU private
placement regime and more sophisticated
products, whether packaged as Ucits or SIFs.
These developments, he believes, promise to
consolidate the country’s position as Europe’s
most important fund domicile. ■

circular on securities lending,” Thommes
says. “We expect the Luxembourg law on
Sicars [risk capital investment companies] to
be amended shortly to allow the use of
multiple compartments, and the new
European directive on money laundering to
be implemented before the end of this year.”

Although it is primarily used as a vehicle
for private equity and certain types of real
estate fund, the Sicar has been another
major success story for Luxembourg as an
alternative fund jurisdiction, with around 200
launched since its introduction in June 2004,
and is now proven on the international stage.
“Sicars can also be established very quickly,”
says Rémi Chevalier, a partner with law firm
Chevalier & Sciales. “A Sicar application
comes back from with comments from the
CSSF within one to two weeks.”

One of the major characteristics of the
European fund industry over the past two
years is consolidation, much of it aimed at
gaining scale rather than acquiring expertise
in particular areas. For Luxembourg, much of
the consolidation among local players has
been driven by the requirements of parent
groups elsewhere.

“At the moment, this is more buy-side
driven with existing players seeking to expand
their breadth and depth in this space rather
than players looking to exit,” Prime says.
“Luxembourg retains a number of boutique or
in-house fund administrators, and the trend is
more for them to expand their offering rather
than for the group to sell up or outsource the
administration of their funds. Opportunities still
exist in this area as the demands of the
product from a complexity and volume
standpoint represent further challenges to
smaller or purely in-house administrators.”

Prime believes that consolidation in the
hedge fund administration sector is likely to
continue in a competitive global environment
where controlling the cost of products and
services remains vital. This in turn is
influencing service providers to review their
current product offering and processes to
achieve economies of scale or concentrate
on core activities.

Overall, market practitioners believe the
future of the Luxembourg fund industry
remains extremely bright. The growth of
alternative funds, especially in the form of
SIFs, is expected to continue. “The ongoing

O V E R V I E W
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With nearly EUR2trn in assets under
administration in investment funds,
Luxembourg has long attracted investors
worldwide in traditional asset classes. To
compete with offshore centres and to
leverage its broad experience in servicing
hedge funds, private equity funds, real estate
funds and other products tailored to
sophisticated individual investors, the
Luxembourg legislator introduced, back in
February 2007, a new vehicle for institutional,
professional and well-informed investors.

Although supervised by the Financial
Sector Supervisory Authority in Luxembourg
(CSSF), Specialised Investment Funds (SIFs)
are only lightly regulated and their flexibility
and tax-efficiency make them a viable
onshore alternative to existing ‘offshore’
Cayman, BVI or Bermuda funds.

Replacing the so-called institutional
investors’ funds, SIFs are restricted not only
to institutional and professional investors but
also to well-informed individuals, for whom
less investor protection is required. A SIF may
invest in any type of asset and may choose
any strategy, but is required to spread its risk
– a CSSF circular imposes a limit of 30 per
cent of the fund’s assets on investment in
securities of the same kind from the same
issuer, unless the security itself is sufficiently
diversified, such as another investment fund.
Here again, derogations are possible.

SIFs may be set up either in a corporate
form, as a public or private limited company or
a partnership limited by shares, in a
contractual form, as a unit trust, or even as a
fiduciary arrangement. The equity interests are
also adaptable since the minimum capital
required by law (EUR1.25m within 12 months of
authorisation from the CSSF) can be reached

by either equity or debt contributions or both,
and subscriptions in kind are permitted.

SIFs are also allowed to maintain
segregated sub-funds under a single
umbrella structure, thus protecting the assets
of investors from creditors’ claims against
other sub-funds. SIFs can therefore lodge
multiple asset classes, such as hedge funds,
private equity and real estate, within a single
legal structure. The three main alternative
asset classes can be mixed together and
with traditional strategies.

As for supervision, no prior approval or
assessment of the promoter or of the
investment manager is required. A SIF can
even start its activity without CSSF approval,
provided the application is filed during the
month following the set-up of the fund.
However, the management of the SIF –
board of directors, managers or partners –
need to demonstrate to the CSSF that they
have appropriate experience in the fund’s
investment strategy.

Tax-wise, a SIF structure can also prove to
be highly efficient, as it is exempted from
distribution, capital gains, corporate and
wealth taxes. The only levies due are the
capital duty of EUR625 upon incorporation and
an annual subscription tax of 0.01 per cent on
the net assets of the fund. Currently, a SIF
incorporated as a company can benefit from
certain tax treaties concluded by Luxembourg.

Already it seems that SIFs are becoming a
successful structure, with close to 500 new
vehicles launched since the new law came
into force, once again demonstrating that
Luxembourg can look forward to substantial
growth both as a domicile and as an
administration centre for all types of
alternative investment fund products. ■

E Q U I T Y  F U N D  S E R V I C E S
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With the global financial markets
remaining fragile, it is still unclear to what
extent the secondary effects of the credit
crunch will impact the fund industry in
Luxembourg, but industry experts are
confident that despite the possibility that
assets under administration will shrink in
tandem with global equity markets, the
jurisdiction is well placed to sidestep the
effects of the liquidity crisis and indeed to
take advantage of the situation.

The country’s secret weapons include
pragmatic regulatory developments,
convergence between traditional and
alternative asset classes and new marketing
opportunities in regions such as the Middle
East and Asia.

But in order for the industry to develop,
industry players and the national authorities
must take full account of the turbulence and
be careful in the steps they take to progress.
A key challenge for Luxembourg, say market
participants, is to ensure that the level of
skills and expertise within fund
administrators, custodians and other service
providers meets the ever-increasing
requirements of managers and investors and
the growing complexity of new, more flexible
structures, innovative transactions and the
growing geographical diversity of
investments. 

There is already evidence of assets under
administration declining as a result of the
credit crunch and the total has slipped back

A D M I N I S T R AT I O N
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Solidly established as a global leader in the
investment funds world, the Grand Duchy of
Luxembourg has recently been seeing an
increasing number of hedge funds, and
especially funds of real estate funds.
Luxembourg hedge funds are subject to the
same legal and regulatory requirements
applicable to other funds and thereby benefit
both from the high degree of flexibility
available in the setting-up period as well as in
day-to-day management, and from the strong
level of investor protection. Luxembourg
hedge funds may be constituted as a Ucits,
as a fund subject to CSSF Circular 02/80, or
as a Specialised Investment Fund.

In its law of December 2002 Luxembourg
updated its regulatory framework to reshape
the whole concept of Ucits funds in line with
the new EU directive as well as commercial
realities. A fund set up under Part I of the
legislation is aimed at retail investors, and a
European passport enables it to be freely
marketable throughout the EU with a
minimum of formalities.

Under certain conditions, a Ucits fund can
be established that uses hedge fund
techniques. The main condition is to
calculate the global exposure linked to the
fund’s value at risk, limiting the use of
derivatives for sophisticated Ucits.

In early 2008, Luxembourg broadened the
scope of financial instruments a Ucits may
invest in through CSSF Circular 08/339,
which incorporates the guidelines of the
Committee of European Securities Regulators
on eligible assets. The range of eligible
instruments now consists of transferable
securities and money market instruments,
bank deposits, funds of funds, financial
derivatives and, finally, index tracking funds.

Hedge funds may also be set up under
Circular 02/80, issued in 2002, setting out
specific rules for Luxembourg funds pursuing
alternative investment strategies. The main
difference with the previous option is that the
fund must be set up under Part II of the 2002
law and hence does not benefit from a
European passport.

However, it is not restricted to investment
in transferable securities but may also invest
in assets such as venture capital or real
estate. This circular also sets out different
investment restrictions for hedge funds and
funds of hedge funds. Recently Luxembourg
has experienced a boom in funds of real
estate funds, prompted by their lower overall
level of risk and greater diversification. 

An additional option is offered by the law
of February 13, 2007, allowing the
establishment of Specialised Investment
Funds that combine an innovative framework
with unprecedented flexibility. Its innovations
include the fact that a promoter is no longer
required for the approval of the SIF by the
Financial Sector Supervisory Authority (CSSF),
and that investors may participate in a SIF by
means of equity or debt without the need to
respect any debt-equity ratio, thereby allowing
effective tax optimisation. Crucially a SIF, in
contrast to a fund set up under the 2002 law,
can be offered to wide range of investors,
including not only institutions but professional
and sophisticated individual investors.

The SIF legislation has rapidly become a
motor for the development of alternative
funds in general, not only hedge funds but
also real estate funds, whose numbers have
increased by around 50 per cent since 2006
and which constitute the largest share of
newly-launched SIFs. ■

C H E VA L I E R  &  S C I A L E S
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slightly from a peak of EUR2.12trn at the end
of October 2007, although the trend has been
positive since the end of January. “Assets
under administration remain close to the
EUR2trn level, largely unchanged from a year
ago,” says Claude Noesen, who has just
joined Fortis Prime Fund Solutions from
HSBC as a director of sales and relationship
management.

“Meanwhile, the number of funds has
increased by some 800 units year-on-year.
This shows that the loss of assets in the
Ucits market triggered by the sub-prime
crisis has been offset by an increase in
number of funds and asset volumes under
Part II of the Ucits legislation and above all in
the Specialised Investment Fund area.”

Access to external capital markets and
the collection of funds from investors has
been noticeably more difficult in 2008,
although industry players say that funds that
benefit from a strong asset base and steady
performance are well placed to avoid the
effects of the global downturn.

Last year saw the first downturn in the
total assets of Luxembourg single-manager
hedge funds since the Luxembourg
Investment Funds Association (Alfi) began
gathering statistics earlier this decade. From
a peak of EUR77.1bn at the end of June, the
total fell to EUR62.9bn by year-end. The
sharp downturn affected notably funds
domiciled and administered in the grand
duchy, which declined by 10.5 per cent over
the year to EUR48.8bn, while funds
administered in Luxembourg but domiciled
elsewhere showed a mere 4 per cent year-
on-year increase to EUR14.1bn.

By contrast, the fund of funds sector
continued to thrive, ending 2007 with total
assets of EUR132.1bn. Funds domiciled and
administered in Luxembourg saw their
assets grow by 40.1 per cent to EUR74.2bn at
the end of the year, while funds under
administration only rose by 1.5 per cent to
EUR57.9bn. Despite the fall in assets of
single-manager funds, the sector as a whole
grew by 22 per cent in 2007 to some
EUR195bn. The year saw the total number of
funds serviced in Luxembourg remain stable
at 603, but the number of separate portfolios
administered grew to 1,686.

Nevertheless, industry members say
potholes along the road to growth include an

increasingly evident decline in the
willingness of banks to extend credit to
funds, especially funds of hedge funds. This
is not only because the credit quality of
funds is under scrutiny and banks are
tending to tighten credit standards across
the board accordingly, but because the
banks have had to trim their own balance
sheets because of factors such as
diminished liquidity, higher costs of funding
and capital adequacy rules. This ultimately
means higher margins applied to fund of
hedge fund financing.

Says Pierre De Backer, a transaction
manager at Equity Fund Services: “First,
there is a clear need for improved due
diligence by firms and investors to manage
their risks and to take informed decisions.
Secondly, the market situation has
highlighted the importance of liquidity and
reputational risk in driving the assessment of
exposure to complex products. Finally, the
market needs to promote proper risk
assessment of less liquid instruments.”

But he adds: “In the longer term, access
to new geographical markets and new types
of products such as SIFs and risk capital
vehicles will ensure the continued success
of the Luxembourg marketplace as the
development centre for both traditional and
alternative investment funds.”

Luxembourg’s attractiveness as a domicile
and as a servicing centre gathers strength
from the diversity of its products and

A D M I N I S T R AT I O N
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regulatory innovations, but notably its
extremely strong brand for mutual fund
distribution in Europe. The effect of
developments such as the introduction SIF
last year or the Sicar (risk capital investment
company) in 2004 has also played an
important part by attracting hedge funds,
private equity and other alternative asset
classes.

Amendments to the Sicar legislation that
would allow these vehicles to add multiple
compartments or sub-funds, which has not
been possible up to now, are now before
parliament, and promise to make this
structure, already widely used for private
equity and opportunistic real estate funds,
even more attractive. “The amendments will
allow promoters to create sub-funds for
different investment policies or types of
investor,” De Backer says. “There will no
longer be requirement for a net asset value
to be calculated and the share premium will
be taken into account in the calculation of
the EUR1m minimum share capital.”

The changes will make the Sicar structure
more competitive with SIFs, according to
Olivier Sciales, a partner with law firm
Chevalier & Sciales. “It puts the Sicar on the
same basis as SIFs or Ucits funds,” he says.
“This is important because it means
investors can be sure that in the event of the
bankruptcy of the vehicle, the compartments
are fully segregated.”

According to Noesen, there will also be
clarification in the coming weeks on the
prime broker–custodian relationship as

required under the SIF legislation. “This
should be positive for launching hedge funds
under the SIF regime in Luxembourg,” he
says. “Driven by the requirements of
sophisticated but risk-adverse investors, we
expect the recent relocation of unregulated
offshore hedge funds and fund of hedge
funds into regulated Luxembourg SIFs to
become a trend.”

Luxembourg will also certainly benefit
from a solution to the deadlock over the
European Union’s Ucits IV legislation – a
situation to which the desire of Ireland and
Luxembourg to ensure that administration of
Ucits funds must be carried out in the fund’s
domicile has admittedly contributed. The
proposals promise solutions to various
issues raised by market participants during
the consultation process, including a new
attempt to achieve a simplified prospectus
and easier fund mergers. Says De Backer:
“Luxembourg will be massively supportive of
Ucits IV if some of the controversial issues
are knocked off the final proposal.”

While Luxembourg is seeing increased
demand for a wide range of alternative
funds, De Backer believes it will continue to
experience a boom particularly in real estate
fund and especially funds of real estate
funds. “These funds generally offer investors
more diversification with less overall risk than
funds investing directly into real estate,” he
says.

The funds industry is experiencing a
combination of centralisation and
diversification as providers seek to centralise
their core product offering as far as possible
while searching for best of breed third-party
solutions for some niche products. Thus
many larger players may have their core fund
platforms serviced by one administrator
while their hedge funds or real estate
products are handled by a more specialised
provider. This process is set to develop as
larger players broaden their support for niche
products.

Noesen believes that convergence
between traditional and alternative asset
classes will mean sharply increased levels of
compliance, corporate governance and due
diligence for alternative funds. “Fund
complexity, the increased use of complex
derivatives and increased transaction
volumes during the present period of sharply

A D M I N I S T R AT I O N

LUXEMBOURG Hedgeweek Special Report Aug 2008 www.hedgeweek.com | 14

p17 ➧



increased volatility, the latter being the seed
par excellence for most hedge fund
strategies, all point toward substantial
infrastructure requirements, such as
technology and staff,” he argues.

Luxembourg has long been considered
fertile ground for consolidation in the
administration sector, since many asset
managers continue to service their own
funds in-house, but currently analysts see
more existing players seeking to expand
their breadth and depth in the field than
players looking to exit. However, outsourcing
opportunities are visibly growing as the
demands of fund product from a complexity
and a volume standpoint pose challenges
smaller and purely in-house administrators.

Recent years have seen a series of
transactions in which global institutions with
massive custody operations swallowed up
specialist hedge fund administrators,
including the acquisitions of Bisys by Citi, IFS
by State Street, Bank of Bermuda by HSBC
and Tranaut by JPMorgan. This provided
them with a direct business pipeline and
enabled the global giants to offer all
services, including credit, under one roof.

But there is speculation that as lending
banks’ balance sheets shrink, some of these
hedge fund services businesses may be
divested in fire sales. In addition, Noesen
says, new smaller administrators are likely to
set up shop in the future as the large firms
raise their minimum assets under
administration or custody to levels that rule
out many start-up managers. But he notes:
“Luxembourg may not be able to attract
these very interesting smaller providers in
the same volume as other jurisdictions
because the SIF still requires a custodian,
albeit with a lighter role than in the past.”

Nevertheless, Luxembourg is continuing to
benefit from inflows of business from regions
outside Europe and the Americas, such as
the Middle East and Asia, where the Ucits
brand has earned the trust of regulators and
investors and Luxembourg funds make up a
substantial share of some countries’ fund
markets. 

De Backer believes hedge funds will
increasingly be domiciled in jurisdictions
such as Luxembourg. “In recent years, we
have experienced a shift from offshore to
onshore funds due to the institutionalisation

of the hedge fund industry,” he says.
“Institutional investors tend to be more
comfortable with lightly regulated onshore
centres, which try to balance minimal
regulation with the degree of flexibility that
managers require to pursue their chosen
strategies.”

Apart from existing competition in Europe
from established centres such as Guernsey,
Luxembourg also faces a challenge from
emerging financial services jurisdictions such
as Malta, but industry players are confident
that the increased openness of the market
will open up more opportunities. Says
Noesen: “With all the new countries joining
the EU and young people more prepared
than ever to move around within Europe and
beyond, the chance to excel in a financial
centre like Luxembourg is unique. ■
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