
 
 

Arbitrage Fund vs Liquid Fund - Which is Better?  

 
 

Arbitrage Funds are the mutual funds that generate returns from the price differential of same security in cash 

and derivative market and some part of the portfolio is invested in debt and money market instruments. As 

per SEBI classification, arbitrage funds are classified under hybrid category and are taxed as per Equity. 

 

 
 

Returns: 

✓ Arbitrage funds may generate relatively better returns than liquid funds in a volatile market, while liquid 

funds tend to be relatively stable and consistent when generating returns for investors. 
 

Tax Efficiency: 

✓ Though risk level of both Arbitrage and Liquid Funds is low, equity taxation makes Arbitrage funds more 

attractive than Liquid Fund. Arbitrage funds invests in equity and equity related instruments and hence, 

they are treated as Equity for tax purposes. 

✓ Arbitrage funds are taxed at 15%* for investment period of less than one year, while capital gains above 

Rs. 1 Lakh on investments held for more than one year are taxed at 10%* (*Excluding Surcharge and Cess). 

Whereas Liquid funds are taxed as per tax slab irrespective of the holding period (w.e.f. April 01, 2023). 

This differential in taxation makes Arbitrage funds more tax-efficient compared to Liquid funds.  
 

The table given below shows post-tax returns comparison between Liquid and Arbitrage Fund for an 

investor who is in the highest tax bracket of 30%: 
 

  Liquid Fund Arbitrage Fund 

Returns (Assumed) 7% 7% 

Tax rate if investment held for less than 1 Year 30%*  15%* 

1 Year Post Tax Returns 4.9% 6.0% 

Tax rate if investment held for more than 1 year  30%* 10%* 

Post Tax Returns 4.9% 6.3% 

What are Arbitrage Funds? 

What makes Arbitrage Funds more attractive compared to Liquid Funds? 

Arbitrage Funds 

are able to 

generate higher 

post tax returns 

• These funds generate returns from arbitrage opportunities in cash and future markets and hence bear low risk.

• They are often compared to debt fund due to low risk nature of the fund.

Low Risk

• It is an added advantage that most of the funds may give negative returns or get unpredictable in a highly
unstable market, whereas arbitrage fund tends to generate better return in a volatile market.

Low Volatility

• They are taxed as equity funds as the fund invests predominantely in equities.

• Equity funds are taxed at 15% for short term (less than 1 year) and 10% for long term for more than one year,
whereas w.e.f. from April 01, 2023, debt funds are taxed as per the tax slab irrespective of the holding period.

Equity Taxation

Why to invest in Arbitrage Funds? 

*Excluding Surcharge and Cess 

For client circulation. The views expressed are internal and does not construe to be any investment, legal or taxation advice.  



 
 

 

 

 

 

 

 

 

 

 

 

 
 

While most mutual funds struggle at the time of market volatility, arbitrage funds can have the potential 

to generate higher returns. Arbitrage funds do not generate higher returns during stable market 

conditions. Investors should carefully consider the risks involved with arbitrage funds and should have 

minimum horizon of atleast 6-12 months before investing in these funds. Also, investing in these funds 

provide investors the benefit of better post-tax returns if held more than one year as these funds are 

taxed similar to equity funds. The tax efficiency of arbitrage funds adds to the suitability of such funds 

amidst the market volatility. Moreover, it is essential to keep a close track on the debt portion allocation 

of arbitrage fund and the credit quality. 

Investors may consider investing a part of their investment portfolio in arbitrage funds to cope up with 

volatile market movements and generate reasonable returns. Investors should carefully consider their 

financial liabilities, risk appetite, time horizon before investing in arbitrage funds. 

 

Returns as on 12th May 2023. YTM as on 30thApril 2023. Returns are shown for growth option regular plan. Source: 

ICRA MFI. 

 

 
Absolute Returns (%) 

Scheme Name 3 Months 6 Months 1 Year 

Edelweiss Arbitrage Fund 1.64 3.55 5.39 

Kotak Equity Arbitrage Fund 1.68 3.65 5.57 

Nippon India Arbitrage Fund 1.60 3.46 5.22 

Tata Arbitrage Fund 1.63 3.49 5.33 

Category Average 1.54 3.37 5.06 

➢ Investors who want to take exposure in Equity asset class at relatively lower risk. 
➢ Investors who want higher returns (compared to savings bank) on their short-term funds. 
➢ Investors who want to gain from a highly volatile market can opt for these funds. 
➢ As Arbitrage funds follow equity taxation, investors falling under high tax brackets with investment 

horizon of 6 months and above may look at these funds as tax efficient investment option. 

Who should invest in Arbitrage Funds? 

Bottom line 

For client circulation. The views expressed are internal and does not construe to be any investment, legal or taxation advice.  

Returns of Top Performing Funds 



 
 

Disclaimer 

 
General Disclosure 

 

 

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. TATA Capital Financial 
Services Limited (‘TCFSL’) is not soliciting any action based upon it. Nothing in this research report shall be construed as a solicitation to buy or sell any security or product, 
or to engage in or refrain from engaging in any such transaction. It does not constitute a personal recommendation or take into account the particular investment objectives, 
financial situations, or needs of the reader.  
This research report has been prepared for the general use of the clients of the TCFSL and must not be copied, either in whole or in part, or distributed or redistributed to 
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research report in any way. Though disseminated to 
all the customers simultaneously, not all customers may receive this report at the same time. TCFSL will not treat recipients as customers by virtue of their receiving this 
report. Neither this document nor any copy of it may be taken or transmitted into the United States (to US Persons), Canada or Japan or distributed, directly or indirectly, 
in the United States or Canada or distributed, or redistributed in Japan to any residents thereof. The distribution of this document in other jurisdictions may be restricted by 
the law applicable in the relevant jurisdictions and persons into whose possession this document comes should inform themselves about, and observe any such restrictions. 
This report is solely for the purpose of providing information about various financial products available in the market. While we make reasonable efforts to ensure the 
accuracy of information contained within this report, we cannot guarantee such accuracy and do not accept any liability arising out of the use of this report. The information 
detailed in the report may be provided by third parties (i.e. respective registrar’s, transfer agents, Asset Management Companies and/ or other offering entities).   
 
It is confirmed that, the author of this report has not received any compensation from the companies mentioned in the report in the preceding 12 months. No part of the 
compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this research. The analyst(s), principally 
responsible for the preparation of this research report, receives compensation based on overall revenues of TCFSL and TCFSL has taken reasonable care to achieve and 
maintain independence and objectivity in making any recommendations.  
Neither TCFSL nor its directors, employees, agents, representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including 
lost revenue or lost profits that may arise from or in connection with the use of the information contained in this report.  
The report is based upon information obtained from sources believed to be reliable, but TCFSL does not make any representation or warranty that it is accurate, complete 
or up to date and it should not be relied upon as such. It does not have any obligation to correct or update the information or opinions in it. TCFSL or any of its affiliates or 
employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report. 
TCFSL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including 
without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should rely on their own 
investigations. This information is subject to change without any prior notice. TCFSL reserves at its absolute discretion the right to make or refrain from making modifications 
and alterations to this statement from time to time. Nevertheless, TCFSL is committed to providing independent and transparent recommendations to its clients, and would 
be happy to provide information in response to specific client queries.  
Certain transactions -including those involving futures, options and other derivatives as well as non-investment grade securities - involve substantial risk and are not suitable 
for all investors. Reports based on technical analysis centers on studying charts of a stock’s price movement and trading volume, as opposed to focusing on a company’s 
fundamentals and as such, may not match with a report on a company’s fundamentals.  
Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice is 
appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of securities can 
and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in international investments, 
such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the investment. Neither TCFSL nor the director 
or the employee of TCFSL accepts any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research report and/or further 
communication in relation to this research report.  
We and our affiliates, officers, directors, and employees worldwide may: (a) from time to time, have long or short positions in, and buy or sell the securities thereof, of 
company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker 
in the financial instruments of the company (ies) discussed herein or act as advisor or lender / borrower to such company (ies) or have other potential conflict of interest 
with respect to any recommendation and related information and opinions.  
Investments in securities are subject to market risk; please read the SEBI prescribed Combined Risk Disclosure Document prior to investing. Derivatives are a sophisticated 
investment device. The investor is requested to take into consideration all the risk factors before actually trading in derivative contracts. Our research should not be 
considered as an advertisement or advice, professional or otherwise  

Wealth Management is a service offering of Tata Capital Financial Services Limited (TCFSL) and is offered at its sole discretion. Terms and conditions apply.  
  
Loans are referred by Tata Capital Wealth Management and may be offered by Tata Capital Financial Services Limited (“TCFSL”), Tata Capital Housing Finance Limited 
(TCHFL) or other entities. All loans are at the sole discretion of the entities offring the loans. Tata Credit Card is a white label credit card issued, established and operated 
by SBI Cards and Payments Services Pvt. Ltd. It is marketed and distributed by TCFSL. Terms and Conditions apply. All products other than the foregoing are only 
marketed by TCFSL and are brought to you by various entities at the sole discretion of those entities and the said entities would be solely responsible for all disputes or 
claims in regard to them. 
  
TCFSL is also registered with the Securities and Exchange Board of India (“SEBI”) as an Investment Adviser bearing Registration no. INA000002215. 
  
TCFSL is also engaged in Mutual Fund Distribution business and is registered with The Association of Mutual Funds in India (“AMFI”) bearing ARN No. 84894. Please 
note that all Mutual Fund Investments are subject to market risks, read all scheme related documents carefully before investing for full understanding and details. 
  
TCFSL bearing License no. CA0076 (valid till 31st Mar 2022), acts as a composite Corporate Agent of various Insurance Companies as permitted under IRDAI 
(Registration of Corporate Agents) Regulations 2015. TCFSL does not underwrite the risk or act as an insurer. For more details on the risk factors and terms & conditions, 
please read the sales brochure carefully before concluding the sale. 
  
 
Registered office: 11th Floor, Tower A, Peninsula Business Park, Ganpatrao Kadam Marg, Lower Parel, Mumbai 400 013, India. 

 


