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HSBC Arbitrage Fund
An open ended scheme investing in arbitrage opportunities



• UK inflation came in at 6.7% in September, slightly ahead of expectations and unchanged from the previous 
month – the central bank (BoE) hit a pause on rate hike last month.

• All three major US indices traded negative this month as well - with NASDAQ decreasing by 4.7%. US10YR 
increased from 4.6 (Sep’23) to 4.87. The US Dollar Index, trading around 106.2 in September, has increased to 
106.6. Crude decreased from $95.3/bbl in Sep’23 to $88.8/bbl - Turmoil in the Middle East added to the 
volatility in crude. 

Global Markets

• Global equity markets traded in the red in October 2023. Expectations that the 
Federal Reserve will keep interest rates elevated for long and fiscal concerns 
led to the selling of US government bonds with treasury yields briefly hitting 
the 5% mark – levels last seen in 2007.

• US CPI rose 0.4% (MoM) and 3.7% (YoY) in September, above respective 
forecasts for 0.3% and 3.6%.

• In Japan, the benchmark JGB yield climbed to 0.845%, its highest since July 
2013, the Bank of Japan caps the 10-year yield at 1% under its Yield Curve 
Control (YCC) policy.

About HSBC Arbitrage Fund

• Enters into simultaneous transactions of a long position in cash and exactly 
offsetting short position in futures.

• Equity position is completely hedged at trade initiation.

• Towards the expiry or before the expiry of the derivatives contract, the 
positions are reversed or rolled over.

Market Actions & Overview

• The average roll spreads captured this month was 8.87% annualized.  No 
duration or credit risk is taken on the debt side and that will pull down the final 
returns a bit.

• February expiry roll levels began at 73-76 bps with very low participation as 
level moved lower 68-70 bps. Participation aggression was seen from short 
rollers, rolls progressed gradually at 65-68 bps while on Wednesday levels 
moved lower to 60-63 bps. However, on the expiry day, levels remained volatile 
at 58-61 bps. Selected stock level narrowed towards the end at 55 bps except 
few stocks which moved higher at 90 bps.

• Nifty 50 index increased 1.2% in February 2024, after ending flat in the first 
month of CY2024.

• FIIs were net sellers this month, selling equities to the tune of $24 mn as 
compared to $3 bn of selling seen previous month. In the last 3 months, FIIs 
have bought equities worth $3.8 bn.

• AUM of Arbitrage Funds increased by 12,000 crores at industry levels 
compared to the previous expiry. This month average roll basis was lower than 
previous expiry, 68 bps Vs 83 bps previous month.

• Q3 result season is over and even though overall earnings were strong & 
resilient, margins seem to be peaking out.

• A massive dividend by the RBI to the Government of India (Rs 2.1 trn Vs Rs 800-850 bn forecasted in the interim 
budget) cheered the markets.

• Headline CPI eased to 4.83% in Apr’24, while core inflation hit another series low (3.28% YoY). However, 
sequential momentum ticked up. In-spite of easing inflation, there is no macro stability case for the RBI to 
precede the Fed in any rate action.

• With FII flows returning in the second half of the month and likelihood of the incumbent government to come 

• Markets were very volatile this month as the benchmark index NSE Nifty 50 made an all-time high on the back 
of exit-polls, however, the day of election results saw it decline by almost 6% (single biggest day fall in over 4 
years), PSUs bore the brunt of the sell-off on 04 June, 2024. Since the results markets have seen a robust re-
bound as volatility subsides and FII flows return.

• Headline CPI eased to 4.75% in May’24, while core inflation hit another series low (2.97% YoY). However, 
sequential momentum remained high. Headline inflation is likely to decline due to favourable base effects in the 
coming months before rising again, but the monsoon progress will be crucial for food price trajectory going 
ahead. Markets could see some volatility next month owing to budget announcement. 

*As per clause 1.9 of the SEBI Master Circular for Mutual Funds no. SEBI/HO/IMD/IMD-PoD-1/P/CIR/2023/74 dated May 19, 2023, on ‘Guiding Principles for bringing uniformity in Benchmarks 
of Mutual Fund Schemes’ has introduced two-tiered structure for benchmarking of certain categories of schemes. Accordingly, the benchmark has been classified as Tier 1 benchmark. 
Furthermore , the same is effective from 01 December 2021. 

food inflation as well (5.4% YoY vs 9.4% in June 2024). However, on a sequential basis, headline inflation rose 1.4% 
– the highest increase in a year. Current elevated markets levels warrant caution going into the next series.

• FIIs have been net sellers this month, selling equities to the tune of $0.5 billion (MTD) as compared to $3.4 
billion of buying previous month. Year to date, FIIs have bought equities close to $3.2 billion.   

• AUM of Arbitrage Funds increased compared to the previous expiry (Rs 2,25,961 crores vs Rs 2,22,829 crores). 
This month average roll basis was lower than previous expiry, 58 bps vs 71.75 bps previous month.

About HSBC Arbitrage Fund

• Enters into simultaneous transactions of a long position in cash and exactly offsetting short position in futures.

• Equity position is completely hedged at trade initiation.

• Towards the expiry or before the expiry of the derivatives contract, the positions are reversed or rolled over.

Market Actions & Overview

• The average roll spreads captured this month was 7.46% annualized. Allocation towards hedged equities is at 
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Rs. 5,000 & in multiples of 
Re. 1/- thereafter
Additional Inv. Amount 
Rs. 1,000 & in multiples of 
Re. 1/- thereafter

Exit Load 
• Any redemption /    
 switch-out of units on or  
 before 1 month from the  
 date of allotment: 0.25%
• If units are redeemed or
 switched out after
 1 Month from the date
 of allotment: NIL
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(Payout & Re-investment)
^refer note on slide 5
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*As per clause 1.9 of the SEBI Master Circular for Mutual Funds no. SEBI/HO/IMD/IMD-PoD-1/P/CIR/2023/74 dated May 19, 2023, on ‘Guiding Principles for bringing uniformity in Benchmarks 
of Mutual Fund Schemes’ has introduced two-tiered structure for benchmarking of certain categories of schemes. Accordingly, the benchmark has been classified as Tier 1 benchmark. 
Furthermore , the same is effective from 01 December 2021. 

• Markets saw a sharp reversal from the third week of the month – driven by the exit polls and eventual return of 
the incumbent in Maharashtra Elections. The ADANI saga did weigh down on the markets, however, towards 
the end of the month most of the stocks from the pack started trading in the green.

• CPI inflation rose to a 14-month high of 6.21% YoY in October (Consensus: 5.90%; prior: 5.49%), primarily 
driven by higher food (10.9% YoY) and gold prices, as well as an uptick in core inflation.

• Although the recent correction seems to be coming to an end, a strong dollar could limit FII inflows, also poor 
earnings season marked by weak consumption demand could cap the bullish sentiment in the markets going 
into the next month. 

About HSBC Arbitrage Fund

• Enters into simultaneous transactions of a long position in cash and exactly 
offsetting short position in futures.

• Equity position is completely hedged at trade initiation.

• Towards the expiry or before the expiry of the derivatives contract, the 
positions are reversed or rolled over.

Market Actions & Overview

• The average roll spreads captured this month was 7.46% annualized. 
Allocation towards hedged equities is at 77.84 with tilt towards Midcap. No 
duration or credit risk is taken on the debt side, that will pull down the final 
returns a bit.

• At the start of November, rollover basis was initially at 60-62 bps with low 
participation and didn't see any increase in activity; lowering to 58-60 bps 
levels. Once the levels breached 54-55 bps during the beginning of the week, 
we saw some short roller participation albeit at low volumes: continuing 
through the week at 55-58 bps levels with some stocks hitting lower at 45-48 
bps.

• NIFTY50 index decreased 1.2% in November 2024 (MTD) after declining by 
6.2% in October 2024.

• The pace of FII selling this month has decreased after more than $11 bn of 
selling witnessed in October 2024. This month FIIs have sold to the tune of $1.5 
bn. Year to date, FIIs have sold equities close to $1 bn.

• This month average roll basis was lower than previous expiry, 57 bps vs 63 bps 
previous month. 

Market Actions & Overview 



HSBC Arbitrage Fund

Series (Month) ~ Roll Spreads (Annualised)

Nov’24

Oct’24

Sep’24

Aug’24

July ‘24

June ‘24

May’24

Apr ‘24

Mar ’24

Feb ’24

Jan’24

Dec’23

7.46%

8.22%

7.12%

7.57%

7.48%

8.93%

9.26%

7.55%

10.19%

8.87%

8.65%

11.26%

The below table indicates the approximate average spread of arbitrage position and does not in
any manner indicates any return potential of the scheme. Investors should not consider below as
investment advice or recommendation. Past performance may or may not be sustained in future.

Global Markets

• Global equity markets have been mixed this month with the European markets trading negative while US 
stocks trading with gains.

• Donald Trump winning the US elections also helped drive the positive sentiment, also the FED cut interest rates 
by 25 bps on Nov 7 – however, multiple FED speakers said that future rate cut actions may be slowing down 
given the strength of the economy. FED fund futures are currently projecting 52% probability of a rate cut in 
December and only 3 rate cuts till the end of CY25. 

•  US CPI rose from 2.4% in September 2024 to 2.6% in October 2024, core CPI rose to a three-month high to 
3.3% in October 2024. 

•  In the UK, CPI rose to 2.3% (YoY) in Oct’24 reversing the downtrend seen in September 2024 (1.7%) – thereby 
heaping pressure on the central bank to delay further interest rate cuts. 

• In the US, all the three major indices are trading positive this month (MTD) - with DOW having increased the 
most, by 7.1%. US10YR decreased marginally from 4.28% (October 2024) to 4.24%. US Dollar Index increased 
from 104 in October 2024 to 106.

• Crude decreased from $72.8/bbl to $72.3/bbl.
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Post Tax Return Simulation  

Investors with a 6 months investment horizon can look at HSBC Arbitrage Fund as a good proxy to Overnight, 
Liquid and Money Market Funds or any other traditional investment avenues (Bank FD’s) as the same provides 
better tax adjusted returns. 

“**Tax on Arbitrage Funds: STCG 15% +10% Surcharge + 4 % Cess & Tax on Debt Funds: STCG 30% +10% Surcharge + 4 % 

Cess. Returns from Mutual funds are subject to market fluctuations while returns on Fixed Deposits and Bonds are fixed.”

*Investors should consult their financial advisers or tax consultant if in doubt.

Above table is only for illustration purpose

Investment Tenure 

Invested Amount

Assumed Pre-Tax Returns

Pre-Tax Gains / Interest

Tax rate Applicable**

Total Tax Payable

Post - Tax Value

Post Tax Return

6 Months

1,000,000.00

5.80%

29,000.00

17.16%

4,976.40

1,024,023.60

4.86%

6 Months

1,000,000.00

6.00%

30,000.00

34.32%

10,296.00

1,019,704.00

3.98%

Arbitrage Funds Liquid/Bank Fd’s

HSBC Arbitrage Fund

Fund Positioning & Strategy

• Currently, allocation towards hedged equities or cash futures arbitrage is at 77.84% with tilt towards Mid cap. 
The fund in the current series as well have exposure in companies where the fund managers believes, dividend 
arbitrage opportunities can exists.

• The rest is invested in schemes of HSBC Mutual Fund, G-Secs/ TBILLs and CP/CD's (including for Margin 
Placements) The debt portion is actively managed but has a conservative maturity profile and a high quality 
focus: AAA/Sovereign/A1+ portfolio and no exposure to any low rated Debt Instruments or any Perpetual Bonds 
as on November 29, 2024.

Fund Positioning & Strategy 

• Currently, allocation towards hedged equities or cash futures arbitrage is at ~66% with a tilt towards Large 
caps. The fund in the current series as well have exposure in companies where the fund managers believes,

 dividend arbitrage opportunities exists.
• The rest is invested in Liquid Fund, G-Secs and Bank FDs (Margin Placements).The debt portion is actively
 managed but has a conservative maturity profile and a high quality focus: AAA/Sovereign/A1+ portfolio and no
 exposure to any low rated Debt Instruments or any Perpetual Bonds as on January 30, 2024

Key Triggers for December Series: 

• 45 new stocks in F&O
• RBI Policy Outcome on December 6, 2024
• Geo Politics and Global News
• Low Global Liquidity due to Holiday season
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HSBC Arbitrage Fund
HSBC Arbitrage Fund

Investors understand that their principal
will be from Low risk

Benchmark: Nifty 50 Arbitrage IndexArbitrage Fund - An open ended scheme 
investing in arbitrage opportunities.

This product is suitable for investors who 
are seeking*

• Generation of reasonable returns over   
short to medium term
• Investment predominantly in arbitrage  
opportunities in the cash and derivatives  
segments of the equity markets; and   
debt and money market instruments 

*Investors should consult their financial 
advisers if in doubt about whether the 
product is suitable for them.

Riskometer is as on October 31, 2024.

Any change in risk-o-meter shall be
communicated by way of Notice cum
Addendum and by way of an e-mail or SMS to
unitholders of the particular Scheme.

Disclaimer & Product Labelling

^Note: IDCW stands for ‘Income Distribution cum Capital Withdrawal option’. The amounts can be distributed out of investors’ capital
(Equalizati on Reserve), which is part of the sale price that represents realized gains, as may be declared by the Trustees at its discretion
from time to time (subject to the availability of distributable surplus as calculated in accordance with the Regulations).

This document has been prepared by HSBC Asset Management (India) Private Limited (HSBC) for information purposes only with an
intent to provide market overview and should not be construed as an offer or solicitation of an offer for purchase of any of the funds of
HSBC Mutual Fund. It does not have regard to specific investment objectives, financial situation and the particular needs of any specific
person who may receive this document. Investors should seek financial advice regarding the appropriateness of investing in any
securities or investment strategies that may have been discussed or recommended in this report and should understand that the views
regarding future prospects may or may not be realized. Neither this document nor the units of HSBC Mutual Fund have been registered in
any jurisdiction.

This document is intended only for those who access it from within India and approved for distribution in Indian jurisdiction only.
Distribution of this document to anyone (including investors, prospective investors or distributors) who are located outside India or
foreign nationals residing in India, is strictly prohibited. Neither this document nor the units of HSBC Mutual Fund have been registered
under Securities law/Regulations in any fo reign jurisdiction. The distribution of this document in certain jurisdictions may be unlawful or
restricted or totally prohibited and accordingly, persons who come into possession of this document are required to inform themselves
about, and to observe, any such restrictions. If any person chooses to access this document from a jurisdiction other than India, then
such person do so at his/her own risk and HSBC and its group companies will not be liable for any breach of local law or regulation that
such person commits as a result of doing so.

The above information is for illustrative purposes only. The sector(s)/stock(s)/issuer(s) mentioned in this document do not constitute any 
research report nor it should be considered as an investment research, investment recommendation or advice to any reader of this 
content to buy or sell any stocks / investments. The Fund/portfolio may or may not have any existing / future position in these 
sector(s)/stock(s)/issuer(s). 

Investors are requested to note that as per SEBI (Mutual Funds) Regulations, 1996 and guidelines issued thereunder, HSBC AMC, its 
employees and/or empaneled distributors/agents are forbidden from guaranteeing/promising/assuring/predicting any returns or future 
performances of the schemes of HSBC Mutual Fund. Hence please do not rely upon any such statements/commitments. If you come 
across any such practices, please register a complaint via email at investor.line@mutualfunds.hsbc.co.in
The details pertaining to Benchmark & Scheme Risk-o-meter is as on October 31, 2024.

Mutual Fund investments are subject to market risks, read all scheme related
documents carefully.

CL 2137

Source: Bloomberg, MOSL & HSBC MF estimates as on November 29, 2024 end or as latest available
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