
 

 

Global Arbitrage Fund – Newsletter Q4 2020 

Dear investors, 

2020 is a year that most people would probably be happy to see the end of. COVID-19 has occurred in a 

world where a significant proportion of the population are able to work virtually without too much 

disruption, however, many do not have this luxury and have suffered greatly.  A decade ago, we didn’t 

have the technology to switch to virtual working so easily. Markets would have likely shut down, 

communication would have been challenging, and both the death and infection tally would likely have 

been far higher. 

It would not be an exaggeration to say that in the next decade business models will undergo a great 

upheaval. The upcoming changes should generally lead to more volatility.  But with central banks trying 

to control it, it is more likely to manifest in the form of periods of calm interspersed with flashes of 

extreme volatility, each of which might merit to be called a 3-sigma or more event. We could see this 

compressed time cycle in 2020 which was the fastest correction and recovery seen.   We hope you and 

your dear ones continue to be safe and healthy as we all crave to get some normalcy back in our lives. 

Performance update: 

Your fund has returned 2.43% this quarter.  Convergence arbitrage accounted for 2.36% of the returns, 

while risk arbitrage added 0.23% and relative value deducted -0.15%. The usual disclaimers apply that the 

breakdowns are our best estimates, since the same instruments do sit across multiple strategies. We had 

favorable tailwinds in the month of September which lead to positive mark to market of our equity 

convergence arbitrage book and we expect this book’s mark to market contribution to fluctuate over next 

couple of months.  

It has been an interesting quarter. The opportunity sets were sporadic but there was enough volatility 

pre-US elections to keep us busy. The magnitude of dislocations were early January levels in FX and 

commodity markets – essentially signs of orderly markets without any chaos. We were back to running 

our books to the full capacity.  Throughout the quarter we kept on building our equity arbitrage book and 

we have reached a stable state given the assets we have. As we repeatedly mention, one of the reasons 

GAF has the return profile that it has demonstrated in the past is due to the diversity of asset classes. In 

2018, FX volatility offered opportunities, while in 2019 there was little volatility and fixed income was 

main contributor to our returns. Early in 2020, it was commodities, currencies in March and now equities 

form the core of our book.    

Outlook: 

The last quarter saw a very sharp risk rally driven by tech stocks with some correction in September. 

Slowly, the narrative has changed from Democrats are bad for markets, to more stimulus is good. 

Narratives start as ex-post explanations, but stronger ones tend to push markets on reflexivity. Our view 



remains that a continuation of fiscal stimulus is necessary for further moves up in risk assets. We believe 

that given current liquidity levels, risk should see a push into year end with election results causing the 

volatility.  

 


