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                    Click here

                     for the latest overnight swap
                        charges in Forex.

                     for the latest
                        overnight
                        swap
 charges in Forex.

                
            

            

            
                
                    
                        When it comes to the financial markets, a sound understanding of how things work is one of
                            the
                            aspects that will determine how well you do in your trading career. You need to accumulate
                            knowledge of trading fundamentals and any trading terms you will likely come across as you
                            trade.

                         One of the fundamentals you need to understand is the use of swap rates. In addition to
                            spreads,
                            these rates will affect your account balance and how much of your profits you get to keep.
                            With
                            this in mind, this article takes a look at swap rates; what they are and how you can
                            calculate
                            them. 
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                        What is a Swap Rate?

                
            


            

                
                    
                        A swap rate, which is also known as a rollover rate, is the
                            rate
                            applied when a trader chooses to hold a position overnight. The swap rate comes at a cost or
                            as
                            a gain to the trader depending on the prevailing interest rates and it will either be a
                            positive
                            or a negative number. If the rate is positive, it’s a gain for the trader (it’s added to the
                            account) and if it’s negative it’s a cost for the trader (it’s deducted from the account).
                            Swap
                            rates vary by asset and since various market conditions, such as

                    


                

                
                    
                        volatility, influence
                            them,
                            they fluctuate constantly. Also, because various big financial institutions issue the
                            interest
                            rates on which swap rates are based, different brokers will have slightly different rates
                            depending on the financial institutions they work with.

                    

                    
                        Note: The measure
                            for
                            swap rates is one standard lot. For instance, one standard lot for forex pairs is 100,000
                            units
                            of currency.
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                            Why do
                                Traders Hold
 Positions Overnight?

                        
                    

                    
                        Traders typically hold their positions overnight in the hopes that their profits will
                            increase or
                            that a losing trade will reduce or become profitable the following day. In other cases, an
                            overnight position may result from insufficient knowledge of the market. A trader may end up
                            holding a position overnight because they don’t know that a trade that extends beyond the
                            typical trading hours results in a rollover.

                    

                    
                        
                            

                                When is a Rollover Booked?

                            When is a
                                Rollover

                                Booked?

                        
                    

                    
                        Brokers apply the swap rate to all trades left open overnight. For example, the market
                            considers
                            5:00pm EST (10:00pm GMT) the beginning and end of the forex trading day. If a trader enters
                            a
                            position on Monday at 4:55pm EST and closes it at 5:10pm, the broker considers it an
                            overnight
                            position. However, a trade opened at 5:01pm. on Monday is not subject to rollover until
                            5:00pm
                            on Tuesday. The net interest earned or deducted for each position that is held overnight is
                            applied directly to the trader’s account.
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                            How are Swap
                                Rates

                                Calculated When
 Trading Forex?

                        
                    

                    
                        For forex trading, you calculate the swap rates based on the interest rate differential
                            between
                            the currencies being traded – that is, the rate at which you would exchange interest in one
                            currency for interest in the other currency. 

                    

                    
                        Forex trading is essentially the buying or selling of a currency for another with a view to
                            ‘swap’ the currency back later with the broker. When you don’t swap back that currency at
                            the
                            end of trading hours, you have to pay the broker to allow you to hold your position and do
                            the
                            swap later. Depending on the currency pair being traded and the current prevailing interest
                            rates, the swap rates will either be negative or positive.
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                Before calculating the rate, it’s important to understand what the
                    interest rate differentials mean. Generally, when the interest rate of the country whose currency
                    you
                    are buying is more than the interest rate of the country whose currency you are selling, the broker
                    will
                    credit your account with the difference. Conversely, when the interest rate of the country whose
                    currency you are selling is more than the interest rate of the country whose currency you are
                    buying,
                    your account will show a deduction for the difference. Note: Brokers may deduct a mark-up fee in
                    addition to the difference that they add to or subtract from your account. As such, your final
                    account
                    balance may end up being lower than if there were no additional fees.

                Note:
                    Brokers
                    may deduct a mark-up fee in addition to the difference that they add to or subtract from your
                    account.
                    As such, your final account balance may end up being lower than if there were no additional fees.
                

            

        

        
            
                
                    
                        
                            
                                Short position

                        

                        
                            Let’s say that the EUR/USD is trading at 1.2500, the USD federal funds rate is 2.5%, and
                                the
                                European Central Bank’s interest rate is 3.25%. If you open a short position (sell) on
                                the
                                EUR/USD for 1 lot, you are essentially selling €100,000, borrowing it at an interest
                                rate of
                                3.25%. By selling EUR/USD, you’re buying USD, which earns a 2.5% interest rate. The
                                interest
                                rate differential is 0.75.

                        

                        
                            Now let’s say your broker charges a 0.25% mark-up for the swap. Since the interest rate
                                of
                                the currency you are selling (EUR) is higher than that of the currency you are buying
                                (USD),
                                you add the mark-up in the formula. If you add this to the 0.75% interest rate
                                differential,
                                the total interest the broker charges is 1.00%. 

                        

                        
                            For this example, we use a 365-day year but some brokers will typically use 360 days.
                                Others
                                will use both 365 days and 360 days depending on the instrument being traded. Using the
                                formula:

                        

                        
                            	
                                    Swap rate = (Contract x [Interest rate differential 
+ Broker’s mark-up] /100)
                                        x
                                        (Price/Number of 
days per year)

                                
	
                                    Swap Short = (100,000 x [0.75 + 0.25] /100) 
x (1.2500/365)

                                
	
                                    Swap Short = USD 3.42

                                


                        

                        
                            	
                                    Swap rate = (Contract x [Interest rate differential + Broker’s mark-up] /100) x
                                        (Price/Number of days per year)

                                
	
                                    Swap Short = (100,000 x [0.75 + 0.25] /100) x (1.2500/365)

                                
	
                                    Swap Short = USD 3.42

                                


                        

                        
                            In this case, you are selling the EUR and its interest rate is higher than the USD one,
                                therefore, the USD 3.42 is deducted from your account when your EUR/USD position rolls
                                over
                                to the next day.

                        

                    

                    
                        
                            
                                Long position

                        

                        
                            Using the previous example, for a buy position: By going long on the EUR/USD you would be
                                buying EUR and selling USD. This means that you would essentially be buying €100,000
                                which
                                earns an interest of 3.25% using USD with a 2.5% interest rate. If the broker charges a
                                0.25% mark-up, you will subtract it from the formula since the interest rate of the
                                currency
                                you are selling is lower than that of the currency you are buying. Using the formula:
                            

                        

                        
                            	
                                    Swap rate = (Contract x [Interest rate differential
 - Broker’s mark-up] /100)
                                        x
                                        (Price/Number of days
 per year)

                                
	
                                    Swap Long = (100,000 x [0.75 – 0.25] /100) x
 (1.2500/365)

                                
	
                                    Swap Long = USD 1.71

                                


                        

                        
                            	
                                    Swap rate = (Contract x [Interest rate differential - Broker’s mark-up] /100) x
                                        (Price/Number of days per year)

                                
	
                                    Swap Long = (100,000 x [0.75 – 0.25] /100) x (1.2500/365)

                                
	
                                    Swap Long = USD 1.71

                                


                        

                        
                            Here you are buying the EUR and its interest rate is higher than the USD one, therefore,
                                the
                                USD 1.71 is credited to your account when your EUR/USD position rolls over to the next
                                day.
                            

                        

                        
                            Note: If the difference between the interest rates is
                                equal to
                                or smaller than the broker’s mark-up, you will still be charged for the buy position.
                            

                        

                    

                

            


        

    

    
        
            
                
                    

                        Interpreting the calculation

                    
                        Interpreting the calculation

                
            

            
                With a bigger lot size, the swap costs will also increase
                    significantly.
                    This means that before you decided to hold a position, you can use the calculation to estimate how
                    much
                    it will cost you to hold a position for a certain period. That way, you are better prepared to
                    anticipate how long you can afford to remain in the trade before it becomes unprofitable. However,
                    this
                    is all assuming that the interest rates remain fairly constant. 
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                                What are the
 Limitations of Using
 the Calculation?

                        
                    

                    
                        In most cases, there is a difference between the rollover rates calculated by traders and
                            those
                            charged by brokers. This is because the short-term interest rates of currencies depend on
                            various factors including:
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                            Market behaviour
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                            The current interest rates in the two countries whose
                                currencies
                                you are trading
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                            The price movements of the currency pairs
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                            The swap rates provided by a broker’s counterparty

                        




                    

                

            

        

    

    
        

            
                
                    
                        
                            
Is there
                                a
                                limit to how long you
 can hold a forex position for?

                            
                                Is There a Limit to How
 Long you Can Hold a
 Forex Position For?

                        
                    

                    
                        When trading the forex market, it’s possible to hold a position for as long as you want –
                            from a
                            couple of minutes to days and even months. Nonetheless, since the forex market closes every
                            day
                            at 5pm EST, each time you go over this time your broker will charge a fee. As such, it’s
                            prudent
                            to calculate how much you will have to pay for holding your position for a longer period
                            before
                            you commit to it.
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                        Understanding
 Forex Swap Rates:

                
            

        

        
            
                Step 1 | What is a Triple
                    Swap?

            

            
                
                    

                        
                            The markets close over the weekend so, ideally, there should be no rollover on these
                                days.
                                However, banks still calculate interest even on positions held over the weekend so the
                                market applies three days of rollover on Wednesdays to cover the rates for the weekend.
                                This
                                means that if you decide to hold a position overnight on a Wednesday, you will incur
                                triple
                                swap rates. 

                        

                        
                            You should note that you will incur the triple charge if you keep an open position
                                overnight
                                on Wednesday regardless of whether you actually have any trade open during the weekend.
                                For
                                example, if you open a trade on Monday and you close it on Thursday, your broker will
                                charge
                                for five nights instead of three (the three nights from Monday to Wednesday plus the two
                                weekend nights). 

                        


                    

                    
                        
                            Brokers charge triple swap rates on Wednesday because forex contracts have a two-day
                                settlement timeframe. For instance, a forex contract from Monday settles on Wednesday
                                while
                                one from Tuesday settles on Thursday and one from Wednesday settles on Friday. However,
                                because the market is closed on Saturday and Sunday, a contract you open on Thursday
                                will
                                only be settled on Monday. This means that any position left open on Wednesday (after 5
                                pm
                                EST) rolls over to Thursday and it can’t be settled until the following week hence the
                                triple charge. 

                        

                        
                            Note: Some brokers have opted to charge triple swaps on
                                Fridays or even Thursdays instead of Wednesdays. In view of this, it’s important to know
                                your broker’s terms and conditions when it comes to the triple charge. 

                        

                    

                

            


        

    


    
        
            
                Step 2 | CFD Swap Rates
                

            

            
                You can calculate index CFD swap rates based on the short-term interest rates (up to three months) of
                    the
                    base currency of the associated index. For example, the base currency for the FTSE 100 is the GBP
                    and
                    the index uses the short-term London Inter-Bank Offered Rate (LIBOR). Similarly, the ASX200 base
                    currency is the AUD and the index bases its interest rate on short-term Bankers’ Acceptance bills.
                

            

            
                Commodity CFD swap rates are a combination of different factors that relate to holding a commodity
                    position. However, although metals fall under commodities, their swap rates can be calculated the
                    same
                    way as those for forex. 

            

            
                Note: In
                    some
                    cases, the swap rate calculation of copper is dissimilar to that of other metals because some
                    brokers
                    exclude copper from metals and have it under commodities.
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 Spreads from 0.0 Pips

                Open an account
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                                What if you Don’t
 Want to Calculate the
 Swap Rate?

                        
                    

                    
                        Most brokers offer updated rollover rates on their sites so you don’t necessarily have to
                            calculate them. Some brokers also offer a swap rate calculator tool if you want to simplify
                            the
                            calculation process. There are different rates for long and short positions. This means that
                            if
                            you place a short position (sell), you will use the ‘Swap Short’ rate and if you place a
                            long
                            position (buy), you will use the ‘Swap Long’ rate.

                    

                    
                        If your broker doesn’t offer the swap rates on their site, you can use MetaTrader 4 (MT4) or MetaTrader 5 (MT5) to get
                            the
                            rates. The rates are under the ‘Market Watch’ section where you can choose the rate for your
                            desired instrument. For example, to get the rate in MT4:
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                            Select the ‘Market Watch’ section.
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                            Right-click on your desired asset to reveal the asset’s
                                drop-down
                                menu.
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                            From the drop-down menu, select ‘Symbols’. This will open a
                                popup
                                window that provides the specifications for all the available instruments.
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                            Choose the instrument you want to check then select
                                ‘Properties’.
                                This will open a new window showing an instrument’s short and long swap rates.
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                Understanding how swap rates work will help you understand the true
                    cost
                    of your trading and how to plan your trades better. You will be able to quantify your risks and rewards before you even trade,
                    putting
                    you in a position to make well-informed and educated decisions that will increase your chances of
                    succeeding in the markets. 
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                DISCLAIMER: This material on this website is intended for illustrative purposes and general information only. 
                    It does not constitute financial advice nor does it take into account your investment objectives, financial situation or particular needs. Commission, interest, platform fees, dividends, variation margin and other fees and charges may apply to financial products or services available from FP Markets. 
                    The information in this website has been prepared without taking into account your personal objectives, financial situation or needs. 
                    You should consider the information in light of your objectives, financial situation and needs before making any decision about whether to acquire or dispose of any financial product. Contracts for Difference (CFDs) are derivatives and can be risky; 
                    When trading CFDs you do not own or have any rights to the CFDs underlying assets.
                

                

                FP Markets recommends that you seek independent advice from an appropriately qualified person before deciding to invest in or dispose of a derivative. 
                    A Product Disclosure Statement for each of the financial products, as well as our TMD (Target Market Determination), are available from FP Markets and can be obtained either from this website or on request from our offices and should be considered before entering into transactions with us. 
                    FP Markets is a group of companies which include First Prudential Markets Pty Ltd (ABN 16 112 600 281, AFS Licence No. 286354), a company authorised and regulated by the Australian Securities and Investments Commission (ASIC), 
                    Registered Address: Level 5, 10 Bridge Street, Sydney, NSW, 2000, Australia and First Prudential Markets Ltd (registration number HE 372179), 
                    a company authorised and regulated by the Cyprus Securities and Exchange Commission (CySEC Licence number 371/18, Registered Address: Griva Digeni, 109, Aigeo Court, 2nd floor, 3101, Limassol, Cyprus. 
                    FP Markets does not accept applications from U.S, Japan or New Zealand residents or residents from any other country or jurisdiction where such distribution or use would be contrary to those local laws or regulations.
                

                
                Winner of ‘Best Global Forex Value Broker’ at the Global Forex Awards 2019 & 2020 

                ** Data acquired from our server shows our EURUSD spread to be 0.0 pips on average 63.56% of the time from 01-12-2022 to 31-12-2022 (available for our RAW Spread trading accounts only).

                 ^ For MT4/5 only. Terms and conditions apply 

                * The median order execution time between the trade being received, processed and confirmed as executed by us is 29 milliseconds. As observed from our bridge provider between 01-12-2022 to 31-12-2022. FP Markets was rated by Investment Trends as the Best for Quality of Trade Execution 2019  

                 ** Terms and conditions apply. 
   
                ^^ Sat & Sun 08:00am to 16:00pm (GMT+2) 
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                    The information in this website has been prepared without taking into account your personal objectives, financial situation or needs. 
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                Thank you for visiting FP Markets

            

            
                The website www.fpmarkets.com is operated by First Prudential Markets PTY Ltd an entity that is not established in the EU or regulated by an EU National Competent Authority. The entity falls outside the EU regulatory framework i.e. MiFID II and there is no provision for an Investor Compensation Scheme. Read T & Cs

                Please confirm, that the decision was made independently at your own exclusive initiative and that no solicitation or recommendation has been made by FP Markets or any other entity within the group.
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