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		Abstract

		This Article contends that more effective regulation of investment advisers could be achieved by recognizing that the growth of hedge funds, private equity funds, and other private funds in recent decades is a manifestation of institutionalization in the investment advisory context. That is, investment advisers today commonly advise these â€œinstitutions,â€� which have supplanted other, smaller investors as advisory clients. However, the federal securities statute governing investment advisers, the Investment Advisers Act of 1940, does not address the role of private funds as institutions that now intermediate those smaller investorsâ€™ relationships to investment advisers. Consistent with that failure, investment adviser regulation regards a private fund, rather than the fundâ€™s investors, as both the â€œclientâ€� of the fundâ€™s adviser and the â€œthingâ€� to which the adviser owes its obligations. The regulatory stance that the fund is the client, which recent financial regulatory reform did not change, renders the Advisers Act incoherent in its application to investment advisers managing private funds and, more importantly, thwarts the objective behind the Advisers Act: investor protection. This Article shows that policymakersâ€™ focus should be trained primarily on the intermediated investors â€“ those who place their capital in private funds â€“ rather than on the funds themselves and proposes a new approach to investment adviser regulation. In particular, investment advisers to private funds should owe their regulatory obligations not only to the funds they manage but also to the investors in those funds. 
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