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Swap Rates Explained

For Forex traders who hold positions open beyond a single trading day, understanding the
concept of “swap rates” is essential. Often referred to as rollover interest Forex or overnight
financing Forex fees, these charges or credits can significantly impact the profitability of
longer-term trades. This guide provides a clear explanation of Swap Rates Explained,
detailing what they are, how they work, and why they matter to traders globally.

What are Swap Rates in Forex Trading?

In the Forex market, a swap rate is the interest paid or earned by a trader for holding a
currency position open overnight—that is, past the typical market closing time (usually around 5
PM New York time, which marks the end of one global trading day and the beginning of
another).

The Underlying Principle: When you trade a currency pair, you are essentially buying one
currency and simultaneously selling another. Each currency has an associated benchmark
interest rate set by its respective central bank. The swap rate arises from the interest rate
differential between these two currencies. If the currency you bought has a higher interest
rate than the currency you sold, you will generally earn a positive swap. Conversely, if the
currency you bought has a lower interest rate, you will likely pay a negative swap.

Forex spot trades technically have a T+2 settlement date (meaning actual delivery of
currencies should happen two business days later). However, for retail speculative trading,
brokers “roll over” open positions to the next settlement date to avoid physical delivery. This
daily rollover process incurs the swap interest adjustment.

How are Forex Swap Rates Determined and Calculated?
Several factors contribute to the calculation of Forex swap rates:

¢ Interest Rate Differentials: This is the primary component. The difference between
the overnight interest rates of the two countries whose currencies form the pair is the
main driver.
¢ Broker’'s Administrative Fee/Markup: Forex brokers typically add a small markup or
administrative fee to the interbank swap rates they receive from their liquidity providers.
This is one of the ways brokers earn revenue.
* Position Direction (Long or Short):
o If you are long (you bought the base currency) a currency with a higher interest
rate compared to the quote currency (which you notionally sold), you are
generally credited with a positive swap.
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o |f you are long a currency with a lower interest rate than the quote currency,
you will generally be debited a negative swap.
o The reverse applies for short positions.
e Daily Application: Swap fees are calculated and applied to open positions once per
trading day, typically at the rollover time.

The exact formula can vary slightly between brokers but generally involves the interest rate
differential, the position size (lot size), the number of nights the position is held, and an
adjustment for the broker’s fee, converted into the account’s base currency.

Positive vs. Negative Swaps: Earning or Paying Interest

¢ Positive Swap: When the interest rate of the currency you bought is significantly
higher than the interest rate of the currency you sold (enough to cover the broker’s
markup), you will receive a credit to your account. This can be an additional source of
profit on a trade.

¢ Negative Swap: When the interest rate of the currency you bought is lower than that of
the currency you sold, or if the broker's markup negates a small positive differential,
you will be charged a fee. This is a cost of holding the position.

It's important for traders to check the specific swap rates offered by their broker for both long
and short positions on any given pair, as these can change based on central bank policies and
interbank market conditions.

Understanding Triple Swaps (Weekend Rollover)

Forex markets are closed on Saturdays and Sundays. However, interest still accrues on these
days. To account for this, brokers apply a triple swap on one specific day of the trading week
— usually Wednesday or Thursday evening (depending on the T+2 settlement convention of the
broker). This means that for positions held open over that particular rollover point, three days’
worth of swap interest (for Friday, Saturday, and Sunday) will be charged or credited
simultaneously.

Impact of Swap Rates on Different Trading Strategies

The significance of overnight financing Forex fees varies greatly depending on a trader’s
style:

e Day Traders and Scalpers: For these traders, who typically open and close all
positions within the same trading day (before the rollover time), swap rates have little to
no direct impact on their trading costs.

e Swing Traders and Position Traders: For traders holding positions for several days,
weeks, or even months, swap rates become a critical factor.

o Accumulated negative swaps can significantly eat into the profits of a winning
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trade or exacerbate the losses of a losing one.

o Conversely, consistently earning positive swaps can provide an additional
income stream on top of any capital appreciation from the trade. This is the
basis of the “carry trade” strategy, where traders deliberately seek out pairs
with a high positive swap potential.

Finding and Monitoring Swap Rates

Traders can typically find the current swap rates for long and short positions for each currency
pair:

¢ Directly within their trading platform (e.g., in the ‘Specifications’ or ‘Properties’
section for an instrument in MetaTrader 4/5).

¢ On their broker’s official website, often on a “Trading Conditions” or “Contract
Specifications” page.

It's important to note that these rates are not static and can change daily due to fluctuations in
interbank lending rates and evolving expectations of central bank policies.

Islamic Accounts: Swap-Free Trading

For traders who cannot pay or receive interest due to their religious beliefs (in compliance with
Sharia law), many Forex brokers offer “Islamic accounts” or “swap-free accounts.” Instead of
daily swap charges or credits, these accounts typically involve a fixed administrative fee for
holding positions overnight, or the broker might offer slightly wider spreads to compensate for
the absence of swap revenue.

Swap Rates in the Indian Currency Derivatives Market

When trading exchange-traded currency futures in India (such as USD/INR, EUR/INR futures
on the NSE or BSE), the concept of daily rollover interest Forex charges or credits, as seen
in the spot OTC Forex market, does not apply in the same way. The pricing of futures contracts
inherently includes the “cost of carry,” which accounts for the interest rate differential between
the two currencies up to the contract’s expiration date. Therefore, traders of Indian currency
futures do not typically see separate daily swap debits or credits on their open positions. For
currency options, the primary time-related cost is “time decay” (theta), rather than swap rates.

Conclusion: Factoring in the Cost of Holding Positions

A thorough understanding of Forex swaps is crucial for any trader planning to hold positions
overnight or longer. While these overnight financing Forex adjustments might seem small on
a per-day basis, they can accumulate over time to significantly affect the overall profitability of
a trading strategy. Traders should always check their broker’s specific swap rates for the
currency pairs they trade and incorporate these potential costs or earnings into their trade
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analysis and risk management plans, especially for medium to long-term positions.
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