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Executive Summary
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Abstract

Open-end funds provide investors with a high level of liquidity. However, their
structure, which guarantees redemptions regardless of the actual liquidity of the
underlying assets, creates fairness issues among investors. Specifically, transaction
costs arising from a particular investor's subscription or redemption are passed on to
the remaining investors in the fund, diluting the value of their shares. This phenom-
enon can create a 'first-mover advantage’, potentially leading to large-scale capital
outflows, or a 'fund run’, during market shocks, which in turn threatens the stability
of the entire financial system. This structural vulnerability became particularly prom-
inent internationally during the COVID-19 pandemic in 2020, which saw massive out-

flows from global bond funds.

As a solution to this problem, this study focuses on 'Anti-Dilution Liquidity Man-
agement Tools (ADTs)', which require the investors causing the transactions to direct-
ly bear the costs incurred during the fund's subscription and redemption processes.
ADTs are considered an effective means of preventing the dilution of remaining in-
vestors' share value, thereby enhancing fairness among investors and preemptively
reducing the likelihood of a fund run. The primary types of ADTs include net asset
value (NAV) adjustment methods, such as 'swing pricing', and fee-based methods,
which impose separate charges like an 'anti-dilution levy' or 'subscription/redemp-

tion fees' on transacting investors without altering the NAV.

The Financial Stability Board (FSB) and the International Organization of Secu-
rities Commissions (I0SCO) strongly recommend that national financial authorities

and asset management companies adopt and utilize ADTs to mitigate the structural



vulnerabilities of open-end funds. Consequently, many countries have introduced
related regulations. However, the degree of actual implementation varies. Countries
such as the United Kingdom, Luxembourg, Hong Kong, and Singapore actively use
ADTs, with a focus on swing pricing. France and Australia have introduced ADT regu-
lations and are gradually expanding their use. Notably, the European Union (EU) has
mandated that from 2026, funds mustimplement at least two liquidity management
tools, with the inclusion of at least one ADT recommended. In contrast, despite hav-
ing regulations in place, actual usage in countries like the United States and Japan

remains minimal due to strong industry opposition.

Current South Korean laws strictly regulate NAV calculation methods and restrict
redemption fees to cases of 'redemption within a specific period’, limiting their abil-
ity to function as intended to promote investor fairness and prevent fund runs in
a crisis. A comprehensive discussion on introducing ADTs is necessary to enhance
global regulatory alignment and strengthen the stability of the domestic fund mar-
ket. However, a cautious approach with sufficient preparation and industry consul-
tation is preferable to a hasty introduction. It is particularly important to thoroughly
analyze potential practical difficulties and side effects, communicate closely with the
asset management industry, and explore appropriate measures for investor educa-

tion and information disclosure during the review process.
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