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HFMWeek: What makes Luxembourg an attractive fund 
domicile?
Mariusz Baranowski (MB): Luxembourg is located at the 
heart of Europe and has a very stable political and � scal 
environment. In terms of fund management, it is the larg-
est fund domicile in Europe, and the second largest in the 
world. � is is because, although the size of the economy is 
relatively small, Luxembourg has a very sophisticated and 
open architecture in terms of new legislation. 

Another key aspect of Luxembourg’s continuing appeal 
as a hedge fund centre is the broad range of highly able spe-
cialised service providers. If you choose to domicile your 
fund here, you can be con� dent that you will have the best 
quality of auditors, custodians, fund administrators, transfer 
agents and legal counsel at your disposal.

Laurent Vanderweyen (LV): Luxembourg has won a strong 
reputation as a centre of fund industry excellence – based 
on its political stability, favourable tax regime and sheer ex-
pertise in fund servicing. Luxembourg hosts a ra�  of well-
established service providers, legal experts and consultan-
cies dedicated to the fund business. � e strengths of local 
fund administration capabilities are particularly signi� cant. 
Luxembourg-based service providers have shi� ed their op-
erating models from local administrative services to o� er-
ing outsourcing and value chain services well beyond the 
borders of Luxembourg and many now have the capability 
to adapt to multiple non-Luxembourg requirements. At an 
industry-wide level, the multilingual workforce in Luxem-
bourg and its reputation as a UCITS domicile are comple-
mented by the proactive local industry association ALFI 
(Association of the Luxembourg Fund Industry) and the 
e�  ciency of the local regulator, the CSSF (Commission de 
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Surveillance du Secteur Financier). Luxembourg has always 
been an early adopter of EU Directives and other regulatory 
texts. � e introduction of the Specialised Investment Fund 
(SIF) in 2007 underlined local commitment to developing 
� exible, well-regulated funds. 

HFMWeek: What is Luxembourg as a domicile doing to 
minimise the impact of the economic downturn?
LV: � e Luxembourg government understands the impor-
tance of the � nancial services industry to the national econ-
omy and has a clear commitment to maintain and develop 
the sector. It enjoys an open and clear dialogue with industry 
representatives and is able to react swi� ly to changing mar-
ket needs. Luxembourg also has considerable experience in 
handling so-called ‘sophisticated’ UCITS funds and hosts a 
wide range of local fund servicing providers to support this 
business as it grows going forward. � e local authorities are 
prepared to discuss development of these products in detail 
with promoters.
MB: � ere is no economic downturn in Luxembourg. � at 
is not to say that you cannot see any signs of the global cri-
sis – however, this is not a sign that the Luxembourg econ-
omy itself is weak, but rather, simply re� ects the fact that 
the jurisdiction is connected to the worldwide economy. 
� e unemployment level here is still below 5% and recent 
statistics show that less than 1,000 jobs within the banking 
and � nance industry were lost during the downturn, which, 
comparatively speaking, is quite low. 

Luxembourg is also very e�  cient in terms of regulatory 
changes. If, for example, there was a need for certain legis-
lation relating to side pockets as a result of liquidity prob-
lems, the industry as a whole, including lawyers, regulators 
and the Association of the Luxembourg Fund Industry, 
would work together and, instead of amending the entire 
relevant law, would instead issue a circular stating the way 
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in which side pockets were going to be treated in the future 
– this is a much faster and more e� ective way of dealing 
with such issues.

HFMWeek: The hedge fund industry has experienced 
mass redemptions over the past 12-18 months. What can 
authorities do to attract investors back into the market?
LV: With growing pressure to introduce new regulation to 
the hedge fund market, a clear understanding of the hedge 
fund business and an approach that caters to those needs is 
required. It should not be forgo� en that mass redemptions 
in hedge funds are, in most cases, the result of poor perform-
ance and a considerable lack of transparency. � ese are is-
sues the hedge fund industry as a whole needs to address. 
� e authorities can play their part by se� ing a legislative 
framework that gives con� dence to investors that alterna-
tive investments receive supervision that is as robust as that 

enjoyed by UCITS funds. At an industry-wide level, ALFI 
recently announced a number of new initiatives designed to 
address the evolution of the investment fund industry, in-
cluding the creation of a new Investor Forum designed to 
bring fund manufacturers and end investors closer together. 
MB: While Luxembourg did experience a loss in terms 
of total assets under management, this was mainly due to 
the performance of the market as a whole, and not as a re-
sult of mass redemptions within Luxembourg itself. � is, 
alongside the fact that the regulators in Luxembourg react 
extremely quickly to any signs of economic downturn, has 
meant that Luxembourg has not felt the impact of market 
redemptions to any great extent. In this sense, Luxem-
bourg is quite unique in that it is not really in line with the 
world economy.

HFMWeek: In which key areas is Luxembourg currently 
experiencing growth?
MB: � e growth in Luxembourg, especially in the fund in-
dustry, is driven by the modern � exible regulation. Over 
the past � ve years, Luxembourg has brought in two impor-
tant laws with regard to the fund industry: the � rst is the 
SICAR (société d’investissement en capital à risqué/invest-
ment company and risk capital) law, and the other was the 
SIF (specialised investment fund) law. Both were brought 
in because Luxembourg recognised that alternative asset 
classes were gaining in volume and a� ractiveness and so, 
in response, created a framework that allowed investment 
funds to be set up that were perfect for this kind of alterna-
tive investment. 
LV: Growth in the Luxembourg fund industry is being ex-
perienced at several levels. � e Grand Duchy is increasingly 
a� racting promoters of SRI funds and Islamic � nance and 
asset pooling solutions and real estate fund administration 
are further growth areas. Pensions and insurance, managed 
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accounts and the � duciary management services sector also 
hold considerable potential.

HFMWeek: How has Luxembourg adapted to the increased 
focus on transparency?
LV: � ere has never really been an issue with transparency in 
Luxembourg, though, in line with best market practice, the 
Grand Duchy has adopted a code of conduct for funds and 
recently increased regulatory and disclosure requirements. 
As a cross-border hub, Luxembourg service providers and 
regulators need to accommodate the needs of multiple 
distribution countries and there is already a natural conver-
gence of approaches towards transparency. 
MB: Luxembourg has traditionally been home to retail, long-
only funds, which were subject to a number of regulatory re-
quirements, such as six monthly and yearly accounts, yearly 
audits and obligations to produce � nancial statements. You 
must also have a depositary, allowing you to see at any time 
what assets are in the fund, a central administrator, who 
calculates the net asset value (NAV), deals with � nancial 
statements and so forth, and an independent auditor who 
supplies the � nancial statements and all the disclosures on a 
timely basis. By domiciling your fund in Luxembourg, you 
are domiciling it in a jurisdiction that has seen transparency 
as a priority.

HFMWeek: What challenges lie ahead for Luxembourg 
and how can the jurisdiction best face them?
MB: While Luxembourg also strives to lead the way in terms 
of � exibility and regulation, other jurisdictions are also try-
ing to do the same thing so, in this sense, there is a level of 
competition. � e aim of European regulation, for example 
UCITS IV or the EC dra�  Directive is essentially that all 
European countries will adhere to the same rules and adopt 
the same levels of regulation. Nevertheless, I believe that 
Luxembourg will continue to be at the forefront in terms of 
regulation, as well as other areas such as products and serv-
ices providers. � e � nancial sector in Luxembourg is very 
well developed with very clear borders and this is something 
I think we will continue to see going forward.
LV: � e G20 recently announced the end of non-regulated 
products. � e challenge this presents is for Luxembourg to 
ensure it is among the � rst to implement new rules on inves-
tor protection. Some serious thought and discussion must 
also be given to new product development to design suitable 
products to satisfy changing investor demand. � e industry 
must listen to its investors, support the evolution of regula-
tion and promote more e�  cient products. Other immedi-
ate challenges facing Luxembourg include the forthcoming 
implementation of UCITS IV and the changes likely to be 
brought by the upcoming Directive on Alternative Invest-
ment Fund Managers (AIFM). Luxembourg must face the 
new challenges as it always has in the past – by providing 
a legislative framework that maintains the utmost � exibility 
and gives con� dence to investors that stringent supervision 
is in place. From a global perspective, Asia is becoming a 
key market for Luxembourg products, and local service 
providers need to � ne-tune their product and sales strate-
gies to address market needs, identify appropriate product 
strategies and leverage on existing strengths. Service provid-
ers may also need to review their business model for Lux-
embourg and embrace increased competition from other 
locations while improving their own e�  ciency and value 
proposition.
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 LUXEMBOURG
With its sophisticated and stable infra-
structure, Luxembourg is fast establishing 
itself as the leading centre of fund man-
agement. HFMWeek speaks to those in 
the know about how the jurisdiction has 

responded to the events of the past 18 months and the 
challenges and opportunities it will face going forward

The industry must listen to its investors, support 
the evolution of regulation and promote more 
efficient products
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