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Swing pricing: An overview 

Funds in Russell OpenWorld® use Swing Pricing to protect the 
interests of long term shareholders from the impact of transaction 
costs resulting from subscription and redemption activities by 
other shareholders. 

Introducing swing pricing 
When an investor buys or sells shares in an investment fund, the fund incurs 
dealing costs. Absent a mechanism protecting the interests of other shareholders, 
these costs are shared across all of the fund’s shareholders. As a result, the activity 
of one shareholder can be to the detriment of other investors in the fund. 

Swing pricing is a technique designed to reduce the negative impact of 
subscriptions and redemptions on “non-trading” investors in a fund. This approach 
to pricing is being used by a growing number of fund managers.  

The purpose of this note is to provide an overview of swing pricing, which is 
incorporated into the pricing policies for Russell OpenWorld® funds. 

How does swing pricing work? 
Conceptually, in some respects swing pricing is similar to dual-priced funds that 
require investors to deal on a bid-offer basis, except that swing pricing is used for 
single-priced funds. With swing pricing, a single price is issued, and all clients buy 
and sell at this price. To calculate the dealing price, the funds’ administrator 
calculates the net asset value (NAV) for the fund before consideration of capital 
activity – subscriptions and redemptions – and then adjusts (“swings”) the NAV by a 
pre-determined amount. The direction of the swing depends on whether the fund is 
experiencing net inflows or net outflows on the dealing day, while the magnitude of 
the swing is based on pre-determined estimates of the average trading costs in the 
asset class.  

• If the fund is experiencing net inflows, the NAV is adjusted upwards.  

• If the day’s dealings generate a net outflow, the NAV is adjusted downwards.  

These adjustments serve to insulate non-dealing shareholders from the trading 
costs triggered by the dealing shareholders. 

Swing pricing can be used on either a full or partial basis. With full swinging, the 
price swings every day regardless of the size of the net capital flows. With partial 
swinging, the price swings only if the net capital flows exceed a pre-determined 
threshold. We will be adopting partial swinging in the Russell OpenWorld® range. 

Implications of swing pricing for investors 
One of the key principles of swing pricing is that any investor transacting at a 
volume that would materially impact other fund investors should bear the costs of 
their trading. The nature of the partial swing pricing mechanism, however, means 
that if the net trading in the fund does not meet the threshold of materiality, no 
swing occurs as trading costs do not have a material impact on other shareholders.  
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The following diagram illustrates the impact of swing pricing on the funds’ investors: 
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As the diagram illustrates, the price swinging mechanism always protects the 
interests of longer term shareholders in the fund. The only time that the price 
swings against an investor transacting is when the investor is redeeming on a day 
in which net cashflows in the fund exceed the pre-determined redemption 
threshold, or when the investor is subscribing on a day in which cashflows in the 
fund exceed the pre-determined net subscription threshold. However, in either of 
these cases, the result is that the investor pays their own estimated transaction 
costs (and no more). 

Investors should also note that in the event that they subscribe on a day in which 
the net cashflow exceeds the redemption threshold, the price swing will move in 
their favour. Similarly, if they redeem on a day when the price is swung upward due 
to a high level of subscriptions by other investors, they will redeem at a beneficial 
NAV.  

The mechanics: determining swing magnitude and 
thresholds 
The extent to which prices are swung depends on the costs of trading in the 
particular asset class. To determine the extent of price swing for a particular fund, 
Russell’s investment team calculates a swing adjustment factor based on broker 
commissions, taxes and other trading-related charges, and foreign exchange costs 
where relevant. The investment team then makes a recommendation to Russell’s 
Pricing Committee, who makes the final determination. The Committee also sets 
the threshold of net subscriptions or redemptions which will trigger price swinging. 
Swing adjustment factors and thresholds are reviewed on a regular basis.  

Common with industry best practice to reduce the chance that some investors may 
try to “game” their trading activity in the funds, it is not our intention to notify 
investors in advance if the thresholds or swing factors change. However, details are 
available on request.  

Investors in funds 
using swing pricing 
never pay more 
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transaction costs – 
and sometimes they 
benefit from the 
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Other implications of swing pricing 
Investors should be aware of the impact of price swinging on a number of aspects 
of a fund’s administration and performance: 

• Performance is measured and reported using swung prices. Since it is possible 
that prices could have swung on either or both the initial or ending date over a 
period in which performance is being measured, it is possible that the returns 
of the fund are influenced by trading activity in the fund, as well as the 
performance of the fund’s investments.  

• Price swinging can increase the variability of the fund’s returns, causing the 
fund to appear to have slightly higher risk levels than would be expected based 
on the underlying holdings. However, as price swinging benefits a fund’s long 
term investors, best practice is to measure performance based on the swung 
price. 

• Performance-related fees are not based on swung prices. Performance fees 
are intended to remunerate managers based on the success of their 
investment decisions, and should not be influenced by fund investors’ 
transaction activity. Also, as performance fees are crystallised on specific 
dates, if the fee was based on a swung price the amount of the fee could be 
materially distorted. Therefore, performance fees are calculated using un-
swung (and un-published) prices. This process is, of course, monitored 
carefully by the funds’ auditors. 

• Russell OpenWorld® funds have multiple share classes that invest in the same 
pool of assets in the fund. The price swing is implemented at the fund level 
based on net trading activity and associated transaction costs. As the costs are 
incurred by the fund rather than the share class, the swing is implemented at 
the fund rather than class level.  All share classes are therefore swung by 
similar percentages.  

Conclusion 
We recognise that for many clients, price swinging is a new concept. However, we 
believe it provides a useful compromise between the need to protect the interests of 
our funds’ long term investors and the desire of many of our investors to deal in 
single priced funds without incurring a separate transaction charge such as an anti-
dilution levy.  

If you have any further questions about price swinging, please contact your usual 
Russell representative. 
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Example of price swinging in action 

In this example, we assume there is no market movement and the mid price of the hypothetical fund each day is 

constant at $10.00. We also assume cash flows exceeding 3% of the Fund’s previous trading day’s closing Net 

Asset Value trigger a price swing, and that the price swing adjustment factor on subscriptions and redemptions in 

excess of the 3% trigger threshold is 0.50%. 

Day 1  

Fund receives net cash flows less than 3% of the Fund’s Net Asset Value from the previous dealing day 

⇒ No price swing: all trades for the day are priced at the Fund’s Closing Mid Price of $10.00 

Day 2  

Fund receives cash flows resulting in net redemptions greater than 3% of the previous day’s Net Asset Value 

Bid or Selling Price = $10.00 (Mid price) less 0.50% swing adjustment factor 

⇒ All trades for the day are priced at $9.95 

Day 3  

Fund receives cash flows resulting in net subscriptions greater than 3% of the previous day’s Net Asset Value 

Offer or Buying Price = $10.00 (Mid price) plus 0.50% swing adjustment factor 

⇒ All trades for the day are priced at $10.05 

For more information: 
Call Russell Investments at +44 (0)20-7024-6000 or  
visit www.openworldinvesting.com  

Disclosures 

This material does not constitute an offer or invitation to anyone in any jurisdiction to invest in any Russell product or use any Russell 
services where such offer or invitation is not lawful, or in which the person making such offer or invitation is not qualified to do so; or to 
anyone to whom it is unlawful to make such offer or invitation, and has not been prepared in connection with any such offer or 
invitation. 

This material is not intended for distribution to retail clients. Unless otherwise specified, Russell is the source of all data. Unless 
otherwise specified, all information contained in this material is current at the time of issue and to the best of our knowledge all 
information presented is accurate, however this cannot be guaranteed. Any opinions expressed are those of Russell Investments 
Limited and not a statement of fact and they do not constitute investment advice and are subject to change. 

The value of investments and the income from them can fall as well as rise and is not guaranteed. You may not get back the amount 
originally invested. 

There is no guarantee that any target or projected figures will be met and this information is for illustrative purposes only. Any 
simulated figures and estimated figures are for illustrative purposes only. Any past performance figures are not necessarily a guide to 
future performance. Any reference to returns linked to currencies may increase or decrease as a result of currency fluctuations. Any 
references to tax treatments depend on the circumstances of the individual client and may be subject to change in the future. 

Copyright © 2007 - 2008 Russell Investments Limited 

Issued by Russell Investments Limited. Company No. 02086230. Registered in England and Wales with registered office at: Rex 
House, 10 Regent Street, London SW1Y 4PE. Telephone 020 7024 6000. Authorised and regulated by the Financial Services 
Authority, 25 The North Colonnade, Canary Wharf, London E14 5HS. 
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