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Abstract

From the beginning of the 21st century, in the context of economic and finan-
cial globalization, hedge funds within the global scope have been developing rap-
idly to the boom situation. Currently, the global hedge funds’ size (as of Assets
Under Mmanagement—AUM) has been more than one trillion US dollars. But as
a unregulated financial institutions, the rapid development of hedge funds are ari-
sing from the media, academia and financial regulators’ widespread attention.
The hedge funds have the extensive and profound impact for the economic develop-
ment and the financial operation in different countries, and the relative reports
published by the media from time to time.

On the issue of whether it is necessary to strengthen the regulation of this un-
regulated financial institutions, there are difference between financial regulatory
bodies among the developed and developing countries, between the different finan-
cial regulatory bodies in the developed contries, and between the financial regula-
tors and the hedge funds industry. There are tremendous differences and antago-
nism. Between different regulatory bodies in developed countries, some regulators
strongly demand to strengthen the regulation of hedge funds. Some do not consider
it is necessary to strengthen regulation and the maintenance of the status quo can
be better. In the developing countries, the regulatory body’ s points of view, as
the 1997 Asian financial crisis’ impact, the hedge funds are the “ highwayman”
and must be strictly regulated. From the perspective of the hedge fund industry,
hedge funds generally are not be required to strengthen regulation. For example,
in theUnited States on February 1, 2006, after the implementation of registration
of hedge fund investment advisors, a large number of hedge funds continued to e-
vade registration. In fact, the argument whether it is necessary to strengthen the
regulation of hedge funds, is on the judgment of hedge funds’ impact on the e-
conomy and finance. This book considers that on the operation of the financial
markets, hedge funds play many positive roles, such as liquidity creation, pro-
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Abstract

motion of price discovery and risk transfering. But on the other hand, hedge
funds have some potential systemic risks also, as the Long Term Capital Manage-
ment’ s near-bankruptcy in 1998. In recent years, the use of hedge funds as a
financial fraud tool occurred from time to time, that is a serious threat to the inter-
esis of investors. In recent years, while the constant development of retailization
of hedge funds, hedge funds are saled to ordinary investors or indirectly sold to or-
dinary investors through pension funds’ investment to hedge funds. Therefore, in
the development of the hedge funds, there exist the issue of the protection of the
investors’ interests. Under the principles of preventing systemic risk and protec-
ting the interests of investors, it is necessary to strengthen the regulation of hedge
funds. Meanwhile, there are different jurisdictions in the world, it is necessary to
strengthen the international cooperation among the regulators on the issue of the
regulation of hedge funds for preventing “regulatory arbitrage” phenomenon.

This book is divided into eight chapters. Its structure and main points are as
follows.

The introduction chapter includes the main research topics, the significance
of the topics, the literature review, the research methods, the structure and ben-
efits of the dissertation, during which I summarized the main points of the disserta-
tion.

In the chapter 2, I analyze the hedge funds’ investment philosophy, invest-
ment strategies and operational characteristics. Due to the complicated and secre-
tive hedge fund investments, and in addition, the constantly innovated hedge
funds strategy, the understanding of hedge funds is a dynamic process of change.

In the chapter 3, I analyze the development of hedge funds with the new fea-
tures since 1997 and the reasons why the hedge funds industry developed so fast. 1
use the more comprehensive data of the hedge funds to analysis of the recent hedge
funds’ development with the new features and new trends. The increasing in de-
mand for hedge funds investors, the new development of the financial market
(credit market and the energy market), and the development of hedge funds’
risk management theory and practice are three of the main factors for the develop-
ment of hedge funds.

In the chapter 4, I analyze the the development of hedge funds’ major im-
pact for the finance and the economy. The major impact of hedge funds on finan-
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cial markets is positive. These include the providing liquidity, promoting price
discovery and transfering risk. The negative impact of the hedge funds have two
levels and three main areas. Two levels include macro and micro levels. For the
impact at the macro level, hedge funds has the potential systemic risk ( credit risk
and liquidity risk) thus it is a potential threat to the financial stability. The major
impacts of micro-level issues include the protection of investors and the corporate
governance issues. In the issue of protecting investors, hedge funds’ fraud has
impact on the protection of hedge funds’ traditional investors. Under the trend of
retailization of hedge funds, there are problems that how hedge funds disclose in-
formation for protecting the ordinary investors. In the analysis of hedge fund activ-
ism, the new trends of hedge funds in recent years, I think that the activism hedge
funds’ behavior is a short-term arbitrage, while other trditional institutional inves-
tors care more about the long-term benefits of the corporation.

In the chapter 5, I have done the case study to analyze the LTCM company.
Through the case analysis, a thorough analysis of the Long Term Capital Manage-
ment’ s hedge fund operations, the characteristics of the company, including in-
vestment strategy, risk management process and the reasons for the failure has
been done. The failure of Long Term Capital Management shows the impact of
hedge funds on financial regulation. From the perspective of financial institutions
about the risk management and from the perspective of financial regulatory bodies,
I explain the significance of the regulation of hedge funds for the lessons of the fail-
ure of the Long Term Capital Management.

In the chapter 6, a general theoretical analysis on the relationship between
the hedge funds and the financial innovation, financial risks and financial regula-
tion has been done. Under the framework of consumer behavioral anlysis of the
microeconomics, I propose the utility hypothesis of the financial regulators, and
use the framework to analyze the financial regulation.

In the chapter 7, I analyze the regulation of hedge funds and it is the key
chapter. Firstly, preventing systemic risk and protecting investors’ interests are
the two principles of hedge funds regulation. Secondly, the econometric analysis
of the hedge funds and systemic risk has been introduced. Thirdly, the feasibility
of more stringent regulation of hedge funds has been discussed. That is the indirect
disclosure of information of hedge funds, for the benefits of hedge funds to the fi-
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nancial markets. On the other hand, it is conducive for regulatory bodies to have a
dynamic grasp of the hedge funds to prevent the potential systemic risks. Fourth-
ly, a international cooperation for the regulation of hedge funds are thoroughly dis-
cussed. Due to the existence of regulatory arbitrage, the international cooperation
of hedge fund regulation must be strengthened and the regulation of hedge funds
need international standards.

In the chapter 8, I analyze of the regulation of hedge funds in China. The
regulation of overseas’ hedge funds under the opening of China’s financial market
and whether and how to regulate the development of China’s domestic hedge funds
have been explored. My main point is that to prevent overseas hedge funds’ the
impact on the financial markets in China is by mainly to strengthen foreign ex-
change controls at current stage. And the dometic hedge funds should be allowed
to develope in my view, and I have made a number of policy recommendations on
the development of domestic hedge funds.

The book has a certain degree of innovations.

First of all, it is the topic innovation. Hedge funds is a new development of
the international financial markets in the recent decade, the regulation of hedge
funds is a new issue. There is a certain amount of research literature, but the
comprehensive, systematic, intensive research is relatively small. I select the
topic of this dissertation with a theoretical and practical significance.

Secondly, it is the argument innovation. Macro-prudential regulatory of
hedge funds is the point of view. On the basis of the global hedge fund regulatory
standards by the international regulatory agencies, in accordance with their re-
spective financial situation of the development of the financial markets, each coun-
try develope their own regimes of hedge funds regulation. And this hedge funds
regulatory program is operational in some degree.

Thirdly, it is the forward-looking vision. I make the viewpoint of the devel-
opment of China’s hedge funds, and in accordance with international experience of
the development and regulation of hedge funds, I have made a number of policy

recommendations.

Keywords: Hedge Funds, Development, Regulation



1  ZEHY reomrsraomrenvisinenonss vessonvossrsnnsssnnuss sanses soremnansanssnsss assvanssnossons 1
I.1 PRI «vmvns wosn comsinnsmsns vuwss nn o asas sxihn s 657055 445085 455855 55 1
1.1.1 [GHERGERPEE «oorerovrmns sosmmsonses vmvoresvures svnves sosss sovonsowes 1
11,2 [EJBRGEEH coveeerrermmrmr 2

L2 TIRERPENL on smioacsaansmannssssn ssmnens 5 s s5a% § si5ied 4 i HAAGS A5HR 455040 6
1.2.1 FHBERE N creeeermersrenensinnsisnsrsncnentasnasscsnssessonesasnsnanss 6
1.2.2 ngé%‘-)‘( ............................................................ 7

1.3 SCERESR +oecoerrersenstttntemmmisiiiiiniiiieensiasieiiiisnessnnasnane 7
R 1y s S T P TRTE PRI 10
1.5 RIS AR B <ssnrs swsnesnvanssnsan sumsn sasmesansssssass savsas 543 10
1.5.1 ETEPZE -reeoeeevenrnssereettinuniiiiitiini. 10
1.5.0 AP RIERZ U cnowss sonmse sussmuersasamsmas susnssensusnansargumes vee 12

2 FHMEBESAIEBIED, FEEFIEE oo 13
2.1 S MEE A IR TI A - veeeerersrrrreneesesssininitt s 13
2.1.1 SR e —— AT Bl - eeeeereeeeeeees s s e 13
2.1.2 XML TR EARI e 14

2.2 XML N T B - evevvererrereeeeemnenennneninneee 16
2.2.1 XA RE S ceererrr e 16
2.2.2  SEMEES IR ETAGIE - vvvveeeeererenmeneesimsiinnesnennnne, 18
2.2.3 XFMEEL SR IS - ooorrrrrerereerrneee e )

2.3 X THELA B REEME Fr A e eeeeereemmemnenne et 22
2.3.1  SEMEEG AT - eeeerermrreeee e 23
2.3.2  SEMEL A B TSEME - vvereererrersnnnrnresinnane e 2

2.4 X‘J‘”F%ﬁﬁg?ﬂ?ﬂ%m ...................................................... 33



Xt i K R W TR BT ST

3 MEESHRBEEBREERSI oo 34
3.1 AR WEL IR SBAPH - vereeneersereesesnessinnttissaieiiieeas 34
3.1.1 RIS I B RBIIRR o ereevereeesersesssnnnnnes e 34

3.1.2 SIS RSB E oo 34

3.2 RIS TIE R TBHIBI E T e 47
3.2.1  BPEH XL B VTR B AR A R o oveeveneee 7

3.2.2 SR T EAIETI R R ororevererrreeeesesttieiiiiiiiin, 49

3.2.3 RS HNBLSHISCER IR B rrrrerrrer e, 52

3.2.4 I N e 55

4 FEMESBIREIEBTFFRM vvveeeermorrreresemmmmiie s 56
4.1 SIS AR T G BB oo eveeererermmmmmnnniies 56
4.1.1 XIS SR OBBOLN : AR e 57

4.1.2 SIS SRS OFBIL R (TN RI 58

4.1.3 X MEESXT SR TG TR FERREL--oeeeeeeee e 59

4.2 SRS R IBN S RIRE B I - eererereerererrreneseassannnnnne 60
4.2.1 RGBTSR E I X e, 61

4.2.2 SIS TTREMH A B GEME R -+ cvvvererreeremmmnineenenns 62

4.2.3  RIF N AL B R R -+ vevrererereereeneneeennnnaninnns 66

4.3 RPHEEA R RN ARG o veeeeereereeereessseesiinnnnnnns 68
4.3.1 XIS BHKVERIE Z I BIGL - cvvvvernnernnennnniniinans 6°

4.3.2 St BB AR R - oeeererenereeeenns 70

4.3.3 I NG e 73

4.4 XIS BUR E XA TG TR BRG] - cvevverrereermmnranennereeenn 74
4.4.1 JBHEBBRESLGATIIET orerorerercotsmmensssssssasssscsnes 75

4.4.2  HERD ML BT B X A B YA B BN - v vveeeeene 76

5 XEMES KA REBRTRBIGT -veereeerermrermrreseneeinnnes 79
5.1 KHIEAGTHINTIERBY cvvereereerrmmrmniiae, 79
5.1.1 KA AN G IEATE BT o vvverrerercceneninnn. 79



A =

5.1.2 KA TN TR REIRME - rvvverermmnnennnnennnnnn 81
5.1.3 KA AGHEA TR AT - oovvvrenneeeernnnnneeneneans 87
5.1.4 KA AAG TN TR BEAS GALAT - reeeeemmreerereaneennnn, 89
5.1.5 KHIASHEA TG - 90
5.1.6 KHIVTAGF /N F] 1998 AR FEHIITRR oovevvemrrenrenenns 91
5.1.7 KBRS IA T BB - eeemerrmmemmmmmmmmmnnn. 93
5.1.8 KHAAGH/N T LI «-vvveerrrnnmeerrneennnninnnnnns 93
5.2 KHAVE AN T4 T X PG W B B B v vvveennnnnnnenens 95
5.2.1  RtABhHL I RS AT FRAGELIR - vvveerermemmmnseeremninnn 95
5.2.2 SR ISR A G - evvereereeeeseeennnnns 96
6 THMES S SRS EHITBI ST v overerrererrermsernsesesnsmsennsssassenns 99
6.1 SRS SRR BEIESE TR - orrrrrererrrrererneneesniienesiienn, 99
6.2 LR H N TZATIIIHT ~rererrerrererrmrrs 101
6.2.1 ARWEMNHIR—SRBCRAM SRR 554
..................................................................... 101
6.2.2 LRHISEEBIBRFHBYL -oorererrrrrrrree 104
6.2.3 LR HEBAMIIBBIHIARR cooeerereereerenmennnennes 106
6.3 XMEES . SRIBITT S ARUEAE ~ooverrerrerererreneeeenieians 107
6.3.1 SIS STRT S ERIBER oo 107
6.3.2 XIS HSRRE GEREHL v 108
6.3.3 XIPPELASSARIILAE oo 109
7 INRMAE I MBS RIERTT oo 110
7.1 REPREEL WA JEIN] < oevemmmmmrmmnnnennr e 110
7.1.1 BHIERGEVERUBE PRI <eceevereerereennne, 110
7.1.2 BGEFARPURIU coeemnemcmmmmmi 112
7.2 JtHES 5 RGREE R BRI eeerrermmrnmmneneeneeens 113
7.2.1 SR MAERSIERXEE (Tliquidity Risk) — eeeeeeee 114
7.2.2 X4 iER (liquidation) IR eoveenrrnnennnennnanines 116
7.2.3  NFPPEEA RUBABIIE] <reereemnrnnnee e 117



Xt i G R RS W (R R AT

7.2.4 {KHIFEAEKRY (Regime-Switching Models) «+eeveveeeeese 117
T.2.5 LHHE e smewwscnann cxnmns supmusnnasiss SHannsonsss Awihs 4Ea0S bhmsmn enn 119
7.3 X‘TW%@%%B‘J%% ................................................... 119
7.3.1 ZEEXPERESUBERIUR -ocoovvorrrrrorrnmniniiininnnn. 119
7.3.2 BRUNEZFIT IS AT RITAR covovvereorrmrerenannnennan 120
7.3.3  TWEFAHEA I YEIR oveereerererneon 123
7.3.4  BEBUSEZAMEK SRR WAMIUR -rvvereeeeenn 124
7.3.5 JPGE e 125
7.4 IIIRXT XS MEE S WA EIHRIT cveeerveeerreeerverreennrensieenineenaes 126
T.4.1 LTR MBS UAEIIGI wreeerreerrerereesreerireeneenns 126
7-4.2  JNERXTRFMREE S WA HOHRIT coeeveererrereeneeenanein, 128
7.5 JNERXTRF S MBI EBREHE -ooevererreremrtereriiiinnnnn. 131
7.5.1 MBS IR I WA --vvvveeemrreoons 131
7.5.2 FHEURIF B RERAE IS UGB oeeeeeeoe 132
8 HRERATIHI MM &R A R VIR - ooeeeoeee 134
8.1 EBEATGAATER BRI W - oevevvevveeeoooe 134
8.1.1 HEEATIGI MBI SABBEIIHT oooveereeeerennen 134
8.1.2  hEVEAT HIF BT HEARE WG N - eeeooe 135
8.1.3  BUBLH EYE AT %I P BG4 HE 4
DRt ey g 1 Y 136
8.2 WHEVEANSHRIEHHIS WIS BB Y oreveeoeee 138
8.2.1 HEFIERSHIRIBIRBL +ooeverererreerrarnrirainnnnnnanns 139
8.2.2 RBPHHEIMESWHITETR Y - rooveeeeremrrerannaenannns 139
8.2.3 EIBRAPEXT IS IULAF oorovvrrerenenrrniiiinnen, 141
o N 143
B TR o ovvreererrrrer e e ea s eaaeen e 146



1.1 HRMEE

L11 E@ENER

20 42 90 AER AR, &RIESHIL. B MR H RnE,
FERRTRT, UE. EEFEREIEFZAIERXNPESELREENN KR
#MEIABEH. # “XrhELPIR” (Hedge Fund Research) MI¥(#E, 1991 4F
R AERIE FE I xf w4 A Ve BB HEI 1000 {23658, B) 2005 4EKRIZE
# T3] 11000 {2350, SFRTEEX rhESBRERNHEK, FHELRNE
FrEmmigh AT 2R —F &,

1992 4, RPN “BFEE” AENERENES HBEEE S R
BAT, B ER IR . ZFTIR THEARF IR v
TR 1997 SERAEMR L ERMEIL, TR T FARFXS X w5 A X 0] 2
AIE— BRI, 1998 4F 4 AR B 1 S BT A4 320 W) BN 7™ S DA B SR BB A
RIRBATEE, WEIE T EARFAES EE R BV rh e W B m] S 8
FMFL,

#EA 21 Lok, FELREENRIELRPTRT, X rhEErk
JEH AR, B HIERZAK, 2005 4584 245 A FT i 09 f BEAOE — 140
i1, 7E Google News Alert 1, % H L) hedge funds (Xfmh3e4r) K FEEAHE
WHA 10 2%, REXNMESHRKE LT 1 ALET, HSLREeER
BRI M AR R 2% , B B T8 v 4 B SR I SRR AL AR 38 B A AL BE
BRERATR, X hEE R I mn K A N4 . Bk
HIFRERERMT G REE, hESEANELEENBERETE. 6Fh
. SMLCHT G E FREBEBEI S, BYLRAER; M HESRE KRS
(Credit Risk Transfer—CRT) Ti%%. BN . EBNTH LW EE &,
2005 438 FIIRHE FIEREIR B R T BT S RMX & E B 5 3 EHM

1



