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INTRODUCTION

Let’s say you’ve been trading for a while, but find yourself stressed with
losses after losses. Your strategies help you some of the time, but fail most
of the time. You start to lose control over your trading system, maybe you
get nervous and continue to make poor trading decisions. You become
afraid of trading and cannot figure out what really works and what doesn’t.
You want to escape these negative situations and find a new horizon where
profits would thrive.

In this book, I am going to show you the tools that EVERY trader uses to
some extent in their trading - Fibonacci retracements and extensions. Using
natural proven numbers, these tools truly reflect market psychology. They
will open a new way of identifying key levels in the market. You will not be
asking where a swing will start and stop because the tools in this book are
here to help you. If you are often furious about consecutive losses, you may
find the reasons in this book. You will also hear the solutions.

Over the past years, I’ve been trading for a living and have shared my
strategies to a lot of traders, mostly newbies. I have always been obsessed
with price move and trend analysis. Among all the available tools in trading
platforms, no tool has fascinated me more than Fibonacci. “Fibonacci” is
really just a way to use number patterns in your trading decisions. It
probably sounds complicated, but we’ll make it easy, I promise.

These tools have been the core of my trading strategies for more than ten
years now, whether in stock, forex, commodities, or crypto trading. I want
to show you how powerful these tools are and the right way to benefit from
them. By the end of the book, you will be equipped with effective strategies
that can benefit you in trading various assets, both short and long-term.

As Warren Buffet says: “The most important investment you can make is
in yourself’. Unless you take consistent steps in changing the way you
approach and analyze the market effectively, it will be hard for you to stay
in this endeavor long-term. Failing to approach the market the right way can
result in losing your hard-earned money without knowing the underlying
reasons. As a newbie, unless you understand the most basic and important



market fundamentals embedded in Fibonacci tools, chances are you will
make unnecessary losses in your trading journey.

The tools in this book are proven to produce great trading signals and
yielding great results for all types of traders. All chapters in this book are
closely connected with each other, and the techniques are closely analyzed
with the most important price action elements on the chart, such as
candlestick patterns, which help you grasp the best market approach,
instead of focusing too much on complicated indicators that may cost you
time and money.

Moreover, you’ll discover how confluence in trading can save you in many
cases, and why confirmation signals are a “must” when choosing an entry
price. You’ll also discover the importance of shaping your mind for success.
When you finish this book, you’ll master the necessary tools that will
accompany you for the rest of your trading career.



CHAPTER 1: INTRODUCTION OF FIBONACCI

Fibonacci is a powerful tool for market analysis, used by many technical
traders in order to predict future price movements in financial markets. If
used accurately, Fibonacci tools can help traders determine upcoming
support and resistance areas (the near term high and low points).

Based on mathematical concepts of the Fibonacci series, Fibonacci can
identify the extent of price movements, up or down, within the markets.
Fibonacci is one of a few tools which may identify price levels ahead of
price movements. The usefulness of Fibonacci comes from determining key
levels of support and resistance, helping you make decisions about buy and
sell points.

The advantage of Fibonacci over lagging indicators
+ How most indicators perform

Most trading platforms are full of indicators that traders may rely on to
make trading decisions, based on some visual signals. While they may be
very useful, many technical indicators all have their own problems.

Basically, many technical indicators will rely on past behaviors of the
market before applying a mathematical formula to some prior periods to
generate some visual signals. Such signals would facilitate traders in their
decision-making.

Those indicators are called lagging indicators to reflect the fact that they
analyze previous price movements. These indicators often provide delayed
feedback to traders. Some general examples of lagging indicators include
moving averages (MA), moving average convergence divergence (MACD),
relative strength index (RSI), or stochastic oscillators.

+ The power of Fibonacci

Meanwhile, the use of Fibonacci does not come from a simple
mathematical formula where you plug in some numbers and get a quick,



direct answer. It is predictive in nature, which is why it is considered a
leading indicator. Fibonacci tools help determine potential support and
resistance levels before the price gets there.

Leading indicators allow traders to forecast future price movements; hence,
traders are able to execute trades potentially at the start of the movement.

As powerful as it may seem, Fibonacci tools may not provide long-term
profits if they’re used by themselves. The degree of reliability in these tools
lends itself to combining with other tools and price action as well as a strict
set of rules on managing trades, which we will discuss later in this book.

Where do Fibonacci numbers come from?

Leonardo Pisano Bogollo, also known as Leonardo Fibonacci, first
presented the Fibonacci series to the West in the 13th century. The string of
numbers contains special mathematical properties as well as ratios which
can be found in nature, historical artifacts, and also biology. The wide-
ranging visibility of these proportions in the universe also reaches the
financial markets. It's simply one reason several investors utilize the
Fibonacci trading method to determine major turning points in the charts.

First, let’s take a look at the Fibonacci sequence.

The Fibonacci sequence is based on something called the Golden Ratio.
Let’s begin a series of numbers with zero and one. Then, keep adding the

prior two numbers to get the next number, and we will get an endless string
like this:

0,1,1,2,3,5,8, 13, 21, 34, 55, 89, 144, 233, 377, 610, 987...

For example, look at number 3. It is the sum of number 2 and number 1 (the
previous two numbers).

This is the explanation of where the Fibonacci sequence came from. Each
Fibonacci number has its own position in the series. The sequence is the
basis for calculating Fibonacci ratios, such as retracements or extensions
(these will be described in detail in the following chapters).



The Fibonacci sequence and related ratios and proportions have been
applied to many aspects of our natural world. But you might wonder what
the connection to the financial markets is. Markets really consist of
individuals making their own investment decisions. But when you gather
many people together, all looking at the same market performance, you may
get similar emotions, similar psychology, and similar reactions, all of which
drive markets. These reactions and the market results they bring can be
considered one more piece of our world where applying Fibonacci analysis
is useful.



Fibonacci retracement ratios

Simply put, Fibonacci retracement ratios are used to determine where the
price may revert after a swing, facilitating a trade entry.

For example, in an uptrend, the Fibonacci retracements are placed from the
major low of a swing to the major high of the swing, generating a series of
price levels which may act as potential support on any
retracement/correction from the prior swing.

The principle is similar to a downtrend, only differing in which such levels
are used to look for potential resistance.

There are some noticeable connections between these numbers that create
the basis of Fibonacci trading. While we cannot cover every connection in
this chapter, some listed ratios below are the most important retracement
levels you should be aware of.

e If you divide a number by the following number, it will work out
to approximately 0.618. This figure is the basis for the 61.8
percent Fibonacci retracement level.

e If you divide a number by the second number after it, it will work
out to approximately 0.382. This figure is the basis for the 38.2
percent Fibonacci retracement level.

e If you divide a number by the third number after it, it will work
out to approximately 0.236. This figure is the basis for the 23.6
percent Fibonacci retracement level.

If you have seen Fibonacci retracements on a trading chart or have read
about Fibonacci retracements, you have probably seen some additional
levels which are, in nature, not derived from Fibonacci ratios. The midway
marker, or the 50 percent retracement is a typical example of this. The 50
percent level has a psychological impact on the chart. This is where the
markets often react, hence this level is usually used by traders.

Another popular level which does not come from Fibonacci sequence is
78.6 percent. Adding this level to the Fibonacci retracements brings about a
sense of balance with the 50 percent marker in the middle, two levels above



and two below. Moreover, although it is not originally derived from the
Fibonacci sequence, the value of 0.786 is the square root of 0.618, which is
one interesting aspect to look at.

The 78.6 percent line is the deepest retracement level. Traders will analyze
carefully the potential of a reversal when the price corrects to that point.

Now we have the most important levels used in Fibonacci retracement: 23.6
percent, 38.2 percent, 50 percent, 61.8 percent, and 78.6 percent.

Fibonacci extension/expansions ratios

Fibonacci extensions/expansions are similar to Fibonacci retracements in
that they use Fibonacci ratios in determining potential price swing
termination. However, these tools measure the impulse waves toward the
overall trend after a retracement. They go beyond the prior swing points to
indicate support or resistance levels, thus helping traders identify market
exit points on current positions. There is a key difference between using
Fibonacci extensions and Fibonacci expansions that we will cover in
Chapter 4.

Now, let’s come back to the magical Fibonacci sequence:
0,1,1,2,3,5,8, 13, 21, 34, 55, 89, 144, 233, 377, 610, 987...

Remember how we calculate retracement ratios by dividing a number by its
following number(s)? Regarding extensions levels, things are opposite.

Excluding the first few numbers, as the series goes on, if you divide a
number by the previous one, you will get a ratio of around 1.618, such as
dividing 89 by 55.

If you divide a number by two spots to the left, the ratio works out to about
2.618.

If you divide a number by three spots to the left, the ratio is about 4.236.

Like the retracement levels, the extensions include two “unofficial” levels:
100 percent and 200 percent. They are in fact not derived from the
Fibonacci string, but they are levels where traders’ psychological reactions
may often occur.



Fibonacci golden ratio

As mentioned above, any number in the series (excluding the first few ones)
divided by the previous one will work out to around 1.618. This is known
as the Fibonacci golden ratio. For Fibonacci traders, the golden ratio and
the inverse of it (0.618) are what they pay most of their attention to when
looking for an entry as well as an exit level.

Other Fibonacci tools

You may have heard of other available Fibonacci trading tools, and be
wondering why I don’t mention them in this book.

A short answer is because my trading plan is based on retracements and
extensions, and to me, they are enough for executing successful trades.

I won’t say that other tools are not worth trying. In fact, some traders are
still using Fibonacci fans, time zones, or arcs as the core of their system.
You may try these out at some time during your trading career. If you ask
for my advice, I would recommend you master retracements and extensions
first before using the others.

The application of Fibonacci retracements and extensions strategies

Fibonacci retracements and extensions work in both an uptrend and a
downtrend. While I try to cover strategies in both directions in this book,
there are certain cases when I use an uptrend as an example. In such a case,
please keep in mind that things work similarly in a downtrend.

For example: If I suggest placing a long order if the price breaks above the
50 simple moving average (SMA) in an uptrend, you can infer that a short
order can be placed if the price breaks below the 50 SMA in a downtrend.



CHAPTER 2: THE NEED TO UNDERSTAND AND IDENTIFY THE
TREND CORRECTLY

Market trends

Before we learn how to draw and analyze the Fibonacci retracements and
extensions effectively, let’s first talk about “the trend” because it is the
pillar in building success in Fibonacci trading.

A trend is the general direction of the price of any asset over a certain
period. There are two types of trending markets: uptrend (also a bullish
trend or upward trend) and downtrend (also a bearish trend or downward
trend). When there is no trend, we call it a sideways market (range-bound
market or ranging market).

The key to successful trading with Fibonacci is to trade in the direction of
the overall trend.

It sounds simple, but it is not always easy to define the correct direction of
the trend. In other words, determining a trend goes well beyond what’s
apparent at any moment.

It is necessary to open a position in the right direction to generate profits. If
the trend is up and you go short, chances are that you will end with a loss.
Incorrectly determining a trend may lead to a disastrous outcome.

Three types of market behaviors

Now, let’s dig deeper into these three types of market behaviors as well as
some reliable methods of identifying a trend.

+ Sideways market

A sideways market (range-bound market or ranging market) has no
discernable upward or downward price trend. In a sideways market, prices
move in a range, changing direction multiple times before a clear trend
forms and develops.



Statistics show that the price trends 30 percent of the time and moves in
ranges for the remaining 70 percent. Sideways markets can be very
frustrating for traders. In this type of market, a trader needs to be patient
until there are signals that the sideways period is over and the market is
clearly trending up or down. Let’s look at a range-bound market below:
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Trading in a range-bound market can be tough. Without a clear trend to
jump on to, it is difficult to determine good entry and exit points, leading to
potentially disastrous losses. For most traders, it is advisable to stay away
from a ranging market.
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+ Trending markets

The opposite of a sideways market is a trending market, including uptrend
and downtrend.

Notice that in any trading chart, you will probably see that prices don’t go
in a straight line in any direction, but rather in a series of highs and
lows.

Let’s talk about the uptrend. An uptrend shows a general upward
movement in price, composed of higher highs and higher lows. Take a look
at the example below:
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In a downtrend, the prices create lower highs and lower lows. Again, let’s
take a look at a typical downtrend below:
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Determining the major highs and major lows plays a crucial part in drawing
Fibonacci retracements and extensions, which I will cover in detail later.

Remember that in some unusual cases, the price may go straight up or
down. This happens mostly when some unexpected news is causing panic
or euphoria among traders. It may look promising on the chart; however,
trading in those situations is super risky.
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Another way to identify a trend

Technical analysis tools can be used to identify the current trend of the
market. One of the most popular indicators used by many experienced
traders is the simple moving average (SMA), i.e., the 200 SMA. When the
price is above the 200 SMA, consider taking or remaining in your long
position. Otherwise, you should look for a short position.

Which moving average is used depends greatly on the taste of the trader.
Some traders may prefer the 200 SMA while others pay attention to the 50
SMA or 30 SMA. There is no fixed suggestion as to which SMA should be
used.

My favorite set of moving averages:

In order to confirm the market trend, I prefer a set of shorter moving
averages as below:



e The 20 linear weighted moving average (20 LMA)
e The 35 linear weighted moving average (35 LMA)
e The 50 linear weighted moving average (50 LMA)

The principle: If the 20 LMA is above both the 35 LMA and the 50 LMA,
and the 35 LMA is in the middle, then the trend is probably bullish. In this
case, I look for a long entry. This is illustrated in the picture below.

If the 20 LMA is below both the 35 LMA and the 50 LMA, and the 35
LMA is in the middle, then the bears are probably taking control. In this
case, I look for a short entry. Let’s take a look at the chart below.
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If the moving averages are mixed and do not fall into any of the conditions
above, I may use other tools to look for help, or just wait until a clear
direction appears.

The importance of a longer time frame

Now you have some background regarding how to identify the current
trend. If there is a trend in place, and you identify it successfully, you are
halfway to a good trade.

Determining a trend is of prime importance. Yet it may be difficult for
traders because sometimes the chart gives you nothing but turbulence. In
these cases, you should switch to a longer time frame to have a clearer
picture of the market.



Whenever you are confused about the trend, watch it at a longer time frame.
In the one-hour chart below, you may think that it is a range-bound market.

Now you should be more confident to confirm that the trend is bullish.

Let’s move to some other examples where you can see why signals from a
longer time frame are so beneficial.



Below is the one-hour chart depicting the Australian and US dollar
(AUD/USD) currency pair.

100.0

u nearly touched the 50% level

Things seemed favorable for a short entry, where the price almost retraced
at the 50 percent level after a downward swing.

To verify, let’s switch to a longer time frame. Below is the four-hour chart
on the same pair.
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As you can see, things are much different on the four-hour chart. Going
short might put you in jeopardy because the underlying trend was bullish.
The seeming downtrend that we saw on the one-hour chart was merely part
of a correction.

There are some technical implications here with Fibonacci levels drawn on
the chart that may create some confusion to you as a trader. Don’t worry;
they will be described in detail in the next chapters. The above pictures are
just to illustrate the idea that a longer time frame will better assist you with
identifying a market trend.



CHAPTER 3: FIBONACCI RETRACEMENT LEVELS

In the previous chapter, you learned about the most popular retracement
levels (23.6 percent, 38.2 percent, 50 percent, 61.8 percent, 78.6 percent).
In this chapter, you will learn how to draw Fibonacci retracement levels
correctly and how you can identify entry and stop-loss levels based on the
analysis of such levels.

The use of Fibonacci retracements

Fibonacci retracement levels are mainly used to determine support and
resistance levels. At some time, the market’s supply and demand correlation
may change, and the dominant side may lose its steam on the way. The
market may witness certain pullbacks before continuing its overall trend.

In an uptrend, you could go long (buy) on a correction down to a key
support level, whereas in a downtrend, you might look for a short (sell)
position when the price corrects up to one of the key resistance levels.

How to draw the retracement levels?

So far, we’ve shown that in a trending market, the price rarely goes straight
up or down. In fact, its moves often serve to create higher highs and higher
lows, or vice versa.

In other words, the price moves in zigzag shapes, often known as swings or
waves. Drawing the Fibonacci retracement levels on the trading chart
requires clear knowledge about the swing high and swing low.

First, we need to identify a swing move in the direction of the overall trend
(from A to B). After the main swing, there should be a correction in the
opposite direction to point C. Point C should locate between points A and
B. On a chart illustrating an uptrend, it may look like this:
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Below are four essential steps to draw Fibonacci retracements correctly:

e Identify if there is a clear market structure (big zigzag shapes).

e Identify the overall trend (up or down).

e Determine the recent major swing high and major swing low.

e Connect the two extreme points A & B (from highest to lowest
during a downtrend, and from lowest to highest during an
uptrend).

Let’s look at the Fibonacci retracements drawn on an upward chart.
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Should the price touch the retracement level?

Some traders may have their preferred levels that they think the market
often retraces to, such as the 61.8 percent or 38.2 percent of the prior swing.
Their experience with many trades and trends may cause them to use these
levels rigidly. However, the retracement may be a little bit shallower or
deeper than the exact Fibonacci level, and it is still a valid move.

We should all be prepared for those times in order to not miss good
opportunities.

Take a look at the US dollar/Swiss franc (USD/CHF) chart below.

’“'“a

-_J--v-,‘ 61.8
I_\_ .
I ) S0.0

100.0

38.2

"I *AI' rﬂm%




We can see that there was a dominant downtrend. Then came the correction,
where the price looked as if it would touch the 61.8 percent retracement
level, but it did not. However, it was still a valid correction. After the
retracement, the price strongly bounced back to its original trend.

Fibonacci retracement levels between 0 percent and 100 percent

As I mentioned earlier, using some of the most common Fibonacci
retracement levels is more than enough. I won’t say that other levels are
useless or not working effectively. You can use more levels, but at the
beginning stage, you may want to keep it simple and base your decisions on
some of the levels shown below.

Over time, when you gain more experience, you will decide which are the
most important ones and which ones you prefer to use.

Accordingly, take these levels into account:

e 23.6 percent
e 38.2 percent
e 50 percent

e 61.8 percent
e 78.6 percent

Using Fibonacci to define the strength of the market

From my experience, the shallower the retracements are, the stronger the
overall trend is.

A shallow pullback often appears around the 23.6 percent and 38.2 percent
levels. Understandably, shallow pullbacks are typically seen within a highly
trending market. When a market is moving strongly in one direction, we
often do not see enough support behind the countermove. In other words,
although the dominant side is losing steam, the counter side is not strong
enough to make a considerable correction. The trend is, therefore, highly
likely to continue in its underlying direction.

With that said, we cannot deny the fact that a retracement to the 61.8
percent (or even 78.6 percent line) may still trigger a very strong trend later.



Watch shallow retracements closely because chances are you may ride a
strong trend later on. With a very strong trend and a shallow retracement
(such as 23.6 percent or 38.2 percent), you can look for some ways of
entering a trade that will reduce the likelihood of major losses. We’ll go into
these in detail in Chapter 6 and Chapter 7.

Take a look at the GBP/JPY chart below.
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Notice how the price touched the 38.2 percent level before a strong sell-off
happened. In this case, a shallow retracement was the signal for a prompt
and strong bounce back to the original direction.

Identify an entry point



Once you know how to draw the retracement lines, you can open a trade at
a better price.

But when should you enter a trade?

This is the biggest challenge after drawing the right retracements levels.
You can find more specific guidance about entering a trade in Chapter 6 and
Chapter 7. But before moving to those chapters, it is important that you
understand some basic options you have when the price is approaching the
retracement levels.

Let’s look at the chart below.
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To make it simple, we’re using a line chart. However, in your real trading,
consider using a candlestick chart instead. A candlestick chart always
provides more details than a line chart.



It is clear that an uptrend was dominant. After a swing move from A to B,
there was a strong correction to C. In this scenario, we are waiting for a
long position because the overall trend was bullish.

Now we have two options to open a position.

Option 1: Aggressive trading

In this case, you are willing to take a high risk in exchange for a possible
big return. When the price (almost) reaches the 61.8 percent level, you
place a long position. The 61.8 percent level is often considered a
psychological level; hence, in many cases, the price may touch the level (or
nearly touch if the counter side is very strong) and reverse.
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Option 1: Go-long at retracement level

78.6

100.0

Keep in mind that the 61.8 percent level is just for illustration purposes. In
some cases, if your analysis points out that the price may retrace at other
levels, you may choose to open the trade at those levels.



This is considered a dangerous type of trading. Remember that the price
may not bounce to a new high. You are not aware whether the market will
make a deeper correction or not. Applying this trading option may cause
traders extreme anxiety.

One advantage of this method is that you may reap huge profits once the
market goes according to your expectation.

Option 2: Conservative trading - using confirmation signals/triggers

In this method, you will execute your trade in conjunction with other
confirmation signals and triggers that will better tilt the odds in your favor.

Still using the previous example, if you see that 61.8 percent is probably the
retracement from which a bounce-back may occur, you should be prepared
to take a long position.

However, unlike the first case, you wait for confirmation triggers.

In fact, Fibonacci patterns are best used in combination with candlestick
patterns and indicators.

Waiting for confirmation triggers means waiting for the price to react at the
Fibonacci levels. Among the best reaction for an entry would be a breakout,
or a candlestick pattern (engulfing pattern, pin bar or double tops/bottoms,
etc.).

When there is a confirmation signal, you go long. Remember that
confirmation signals are not always 100 percent correct, and they do not
ensure the profitability of the trades, either. However, when many indicators
are pointing in the same direction, you can get a good idea of where the
price is going.

Which one is better?

Some traders may be in favor of the first option to maximize potential
profits. They argue that the second method may give them a worse entry
price, which reduces their profits.

However, if you are patient enough, you are better at stacking the odds in
your favor. Here is why:



- As we discussed, Fibonacci does not work 100 percent of the time.
If you doubt whether the market respects the Fibonacci level, you
should wait for reliable confirmation from other tools and signals.

- Although Fibonacci levels are often respected by the market,
choosing an ideal entry level while ensuring good capital management
can be difficult due to the enormous distance between levels. By
having confirmation triggers, traders can easily place a more
favorable stop-loss, setting a better risk/reward profile.

Each trader needs to practice multiple times before deciding which method
works best for him/her. The method traders choose depends greatly on their
trading skills, mental strength, trading styles, and more. To me, trading with
at least one confirmation signal (other than Fibonacci) is what I choose
most of the time.

In the following chapters, we’ll describe in detail when and where to open
your position by combining Fibonacci and different tools.

Place a stop-loss

Placing a stop-loss is a little tricky in trading with Fibonacci. Traders using
Fibonacci in combination with candlestick patterns or price action may
prefer a tighter stop-loss to enjoy a good risk/reward ratio. While we cannot
deny its role in securing a long-term winning edge, trading this way may
also be dangerous due to market volatility.

Now, let’s refer to Fibonacci retracement levels to see some potential places
for a stop-loss.

First, assume that you have a long position opened after a correction to
point C in the chart below. Where should you place the stop-loss order?



There are three options for you to choose from:

e The first option is just below the 61.8 percent level: It is the
tightest stop-loss, offering the best risk/reward ratio. However, as
I mentioned above, it could be affected by the market’s volatility.

e The second option is just below the 78.6 percent level: It looks
safer; however, during a highly volatile market, this stop-loss
level may also be swept. The risk/reward ratio is not as good as
in the first choice.

These are the two ways of setting stop-losses preferred by many traders.
While it can be ideal in many cases, there are certain situations when they
can see their stop-loss hit while their prior analysis still turns out to be right.

The third option is just below the 100 percent level. This method of stop-
loss placement gives your trade more room to breathe among volatilities. A
break below this level means that your trade is a loser. However, this



method can lead to some unfavorable risk/reward ratios since you may have
a wide stop that isn’t proportional to your potential reward. Moreover, if
you retain your position size while setting a wide stop-loss, you may incur a
big loss, especially when you open your position at one of the early
Fibonacci levels.

Which one is better?

To me, none of the three options is superior. The identification of stop-loss
is highly dependent on each market situation, the formations of the
candlestick, the willingness of risk-taking, and more. It would be best to use
your knowledge of these elements to analyze each trading environment to
pick a reliable stop-loss level.

In trading, stop-loss placement isn’t a sure thing, and traders should not rely
solely on Fibonacci lines as the basis for the stop-loss placement. Yet if you
can combine many trading elements including Fibonacci tools, you are
giving your trade more chance of success, starting with an appropriate entry
and stop-loss point.

One last thing: If you ask me which option of the three methods I use the
most in my trading, I would say the first and the second one.



CHAPTER 4: FIBONACCI PROJECTION LEVELS

In the previous chapter, we introduced some methods of choosing an entry
point as well as a stop-loss level.

In this chapter, you will learn about the Fibonacci projections and how you
can use them to determine your exit point. This great tool provides the
answer to the most important yet difficult task for a trader: where and when
to stack profits.

The exiting technique

To make it clearer, the Fibonacci projections tools that we discuss in this
Chapter include Fib extensions and Fib expansions. Many people refer to
projections as expansions, which are different from extensions in the way
they are plotted. This is just the way we call them and doesn’t affect the
way we trade. In any case, what you need to remember is that there are two
ways of projecting price levels with Fibonacci to determine potential take-
profit targets. The main difference between the two methods lies in the
number of swing points we use to plot the levels. Specifically, with
expansions, we use three swing points, while with extensions, we need only
two. Don’t worry because only two points are used to plot Fibonacci
extension levels. A crucial thing to note is that both projection tools rely on
Fibonacci magic ratios, then using one tool or the other should not cause
much difference in the trade signals released.

We’ll dive deeper into the plotting technique soon, but first, let’s talk about
the importance of Fibonacci projections.

Why are the Fibonacci projections so important?

One of the most important stages during the execution of a trade is
identifying a profit-taking price. If you have been trading long enough, you
may have experienced the bitter feeling of closing your trade at a loss or a
break-even instead of a huge profit as expected. It can happen for many



reasons, but from my experience, the main one has to do with a trader’s
failure to set a suitable and logical profit-taking target.

Remember that your ongoing profit will not be realized until the trade is
closed. In other words, until you close the trade and take the profit, it is just
a virtual profit. The market changes all the time. There can be some big
news, the price may move against you, and in a couple of minutes, you may
be counting how big your loss is.

This is the reason why closing trades is very important. To me, closing
trades is far more important than opening them. Even a poorly opened trade
can turn out to be profitable if you exit at the right moment. The question is
when is the right time and where can you take profits?

The Fibonacci projection can help you to find the answers.

How to draw a Fibonacci price projection

e With Fibonacci expansions

We need three points to pinpoint a successful expansion.

These three points are determined during a trending market (an uptrend or a
downtrend), namely A, B (the extreme points) and C (the retracement
point).

Below are the necessary steps for drawing Fibonacci expansions:

o Identify the overall trend (up or down).

e Determine recent major swing highs and major swing lows.

e Connect the two extreme points A & B (from highest to lowest
during a downtrend and from lowest to highest during an
uptrend).

e Hold the cursor and drag from the major high (in an uptrend) and
the major low (in a downtrend) to the retracement point (“C”).

First, we draw a line from A to B as below.
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Next, click on point B, then hold and move the cursor to point C, where the
correction ends.
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Now you have the potential levels the market may find. The three most
popular are 61.8 percent, 100 percent, and 161.8 percent. According to the
example below, an exit at the 161.8 percent level would help to catch most
of the move.



The meaning of the targets

Remember that the expansion levels are calculated from point C:

e The 61.8 percent target is 0.618 times the distance between A
and B

e The 100 percent target equals the distance between A and B

e The 161.8 percent target is 1.618 times the distance between A
and B

That is why in the example above, the first target (61.8 percent) is just
above point B. Before the trend resumed, a rather deep correction was
made.

In another example, we draw the expansions within a downtrend. We need
to make sure that the downtrend is strong before identifying a swing AB
and a correction to C.

We start by connecting A and B.



Next, we click on B, dragging the cursor to C (where the correction ended).

The expansion levels are now drawn correctly. In this example, the price
moved down strongly, and the 161.8 percent level would be a perfect target
for a successful trade.
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Now, let’s move to another example to see how Fibonacci expansions can
work well as both support and resistance.

The Gold Price Forecast chart below (XAU/USD) illustrates some
Fibonacci expansion levels as well as the potential point D as a profit target.
D is marked as the 100 percent advance or expansion from the retracement
point C in the direction of the primary move. Note that CD is the same
length as AB.
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Looking at a bigger picture of the chart, we can see that there are levels that
acted as strong support or resistance. Of prime importance is the 61.8
percent expansions level.
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For example, a bearish trader opening a position soon after the swing high
at C may look to the 61.8 percent expansion line as the first exit point,
while the 100 percent expansion may be a secondary profit-taking target.
Remember that the price often goes in a zig-zag shape. Once exhaustion is
confirmed at the 100 percent expansion, the focus shifts toward the 61.8
percent level. The chart above illustrates the price rebounding off this mark
before making a strong sell-off.

Looking a bit further, the 161.8 percent level worked the same when the
price nearly touched it and reversed downward.

Now you can see how Fibonacci expansion levels (61.8 percent, 161.8
percent) can work well both as support and resistance levels. It is an



illustration of the well-known theory that once a support level is broken, it
can act as a reliable resistance level and vice versa.

e With Fibonacci extensions

Like Fibonacci retracements, Fibonacci extensions are drawn based on the
two extremes of the swing only. Point C is not used for projections in this
case.

Below are necessary steps for drawing Fibonacci extensions:

o Identify the overall trend (bullish or bearish).

e Determine recent major swing high and major swing low.

e Connect the two extreme points A & B (from highest to lowest
during a downtrend, and from lowest to highest during an
uptrend).

This distance between A and B is the standard distance. Accordingly, the
extension levels will reflect the additional distance added to point B.

For example, the 138.2 percent extension level equals 1.382 times the
distance between A and B, calculated from A.
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You can see that point C (where the correction ends) is not used in this way
of identifying extensions. Some people may suspect the reliability of the
signal when C is not used. However, as stated earlier, this does not impose
any bad impact on pinpointing support and resistance levels.

Personally, I prefer extensions to expansions when seeking price
projections, mainly because I can combine extensions with retracements on
the chart with only one action of dragging the cursor. In the last part of this
book, I will show you a useful trick for combining the two tools on one
chart so you can easily spot a bigger picture of market movements.

Some examples:

Have a look at the US dollar/ Japanese Yen (USD/JPY) chart below.
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The market trend is upward, and you can easily identify point A and point
B. In this case, we do not pay attention to exactly where the correction ends.
Point C will be somewhere between A and B, but in order to calculate the
extension, we need only A and B. This is what happens next:
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The correction ended at the 61.8 percent retracement level and the price
made a strong rally to the 200 percent extension level.

In another example of a downtrend market, we can also spot a correction
back to the 61.8 percent retracement level. From that point, sellers showed
up, and the price dropped to the 161.8 percent extension level after a few
more corrections.
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Later in this book, I will present more examples of trades using both
Fibonacci projections and retracements. For now, it is important that you
understand the small difference between the Fibonacci extensions and
expansions.

Expansions 3 points (A, B, C) to identify the expansion levels
Extensions 2 points (A, B) to identify the extension levels

As discussed above, my favorite tool is the Fibonacci extensions. You will
see that in many examples in this book, I mainly use extensions. If you
prefer the Fibonacci expansion, feel free to try it out and build your own
trading strategies based on it.

Your expectation really matters

It is important to know that nothing is 100 percent certain in trading. You
cannot know in advance where the price will stop. The projection levels



should be treated as places where there is a possibility that the price will
stop or even reverse.

Also, like retracements, extensions are not magnets to hold the price there.

In Trading in the Zone, author Mark Douglas says that Mr. Market does not
care about each trader’s expectation, analysis, or emotions. Sometimes the
price stops for a while at the extensions and then continues if the trend is
strong enough. In other cases, the move may reach or almost reach the
extensions before bouncing back. That’s why traders need to learn how to
watch the price reaction at the extension levels closely (in conjunction with
other tools) before making trading decisions.



CHAPTER 5: THE POWER OF FIBONACCI CONVERGENCE

In Chapter 2, I shared how using more than one signal for your trade
execution would help put the odds in your favor. In this chapter, we
continue discussing how to analyze trade entry based on more than one
signal. The only difference is that these signals all come from Fibonacci
tools. It is called Fibonacci convergence.

A convergence occurs when you pull Fibonacci retracement lines for more
than one swing. The interesting thing is that some levels from different
Fibonacci settings occur in close proximity to each other on a price chart,
making such levels/zones an even stronger indication of support/resistance.

The convergence can be very useful, but for new traders, it is not easy to
use effectively right away. In this chapter, I will try to make it simple
enough for all traders to apply in their trading.

Before trading with the Fibonacci convergence, you should feel comfortable
with using the Fibonacci retracement and extension levels. You should be
able to identify the price swing for setting Fibonacci grids. If you are not
that experienced, do not worry! Over time, you will gain more experience
in using retracement and extension.

Earlier, we discussed that in a trending market, the price often moves in a
zigzag formation. I showed you how you can choose the swing to draw the
Fibonacci retracements or extensions. Trends are built on many different
swings. Interestingly, some different swings may produce similar Fibonacci
retracement levels that become very solid support/resistance.

In the example below, the price moves up, creating swing highs and swing
lows. There are some good swings to choose from to apply Fibonacci
retracements.






Also, we can use the swing high and swing low from a bigger range, where
the price retraces back to the 38.2 percent levels.

When we put these two Fibonacci retracements together, we will see that
some of them are at similar levels.
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You will notice that the first convergence level was 61.8 percent level from
the bigger range (BR) and 78.6 percent level from the smaller range (SR).
Then, the second convergence was created between the 38.2 percent level
(BR) and 50 percent level (SR). The price found a strong support level, and
from that point, the uptrend continued.
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Fibonacci confluence levels can be useful in a lot of trading applications,
including finding optimal points of entry or identifying potential target
levels for the close of the positions. They can also be used in conjunction
with key horizontal price levels to help determine potential reversal areas.
What’s more, some traders may seek even stronger signals from the market
by combining Fibonacci confluence levels with candlestick formations or
other technical tools.

Moreover, it’s necessary to understand that the heavier the confluence
around a level is, the more likely it is for such a level to attract prices. For
example, a Fibonacci confluence that is composed of three separate
measurements would indicate a stronger support level than one that only
consists of two Fibonacci measurements.



Last but not least, in terms of the Fibonacci tools themselves, a confluence
can be created by just one Fibonacci tool or a combination of two or more
tools. For example, a Fibonacci confluence can form using multiple Fibo
retracements, or using Fibo retracements with Fibo extensions, or using two
Fibo extensions. The more important the levels are, the stronger the
confluence/cluster is.



CHAPTER 6: IDEAL TIME TO OPEN A POSITION

In this chapter, we’ll demonstrate a conservative way of entering a trade
using Fibonacci with one of the most common price actions in the trading
chart: the breakout.

As you may remember, I mentioned earlier that the shallower the
retracements are, the stronger the overall trend is.

A shallow pullback often appears around the 23.6 percent and 38.2 percent
level, or anything which is not deeper than the 38.2 percent level.

Shallow pullbacks are typically seen within a highly trending market. When
the market is moving strongly in one direction, it may not lose its steam for
long before continuing its original trend. The breakout trading, in
combination with Fibonacci tools, is a great choice during such an
environment to better stack the odds in your favor while remaining a
favorable risk/reward ratio.

There are two methods that you can consider using for opening a position.

Method 1: You take more risks

The principle of this method:

If we see a shallow retracement (i.e., not deeper than 38.2 percent),
followed by a break through the previous swing high (within an uptrend) or
swing low (within a downtrend), this would be the signal to open a position.
The advantage of using this method is that it would reduce the possibilities
of major losses while enabling potentially big gains.

In theory, it should look like the picture below.



Below are specific steps for a trade entry:

1. Identify the overall trend. You should be aware of what the
overall trend is and in which direction you will be looking to
enter a trade.

2. Determine the recent major swing high and major swing low to
draw Fibonacci retracements and extensions.

3. After the price found the C retracement point, wait for the
breakout above the swing high to go long in an uptrend (or below
the swing low to go short in a downtrend). The entry point is the
close of the price above the most recent swing high.

4. Wait for the price to hit a profit target based on Fibonacci
extension levels (the D point).

Your exit point will be at one of the extension lines (more about closing
positions in Chapter 8). Your goal is to catch most of the movement
between the 0 percent level (point B) and the extension levels (i.e., 138.2
percent; 161.8 percent, 200 percent, etc.).



Examples

Let’s take a look at the British pound to Japanese Yen chart below
(GBP/JPY). It is clear from a long time frame that the overall trend is
upward. After reaching B (the swing high during the uptrend), the market
experienced a shallow correction to C (38.2 percent Fibonacci level). As I
mentioned in Principle 3 above, we should wait for a breakout after point C
is formed.

As you can see, after a while, there is a breakout above point B (the most
recent high). The potential profit is huge in this trade (up to the 200 percent
Fibonacci extension level).

anitry at the close of the
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Sometimes, due to high trading volumes, the market may explode through
the most recent high/low very swiftly, forming a candlestick with a long
body. As a result, the close of the candlestick may not be ideal for a trade



entry due to its unfavorable risk/reward ratio. This is one problem that
happens in a highly trending market. In those cases, just wait for another
opportunity. Remember that the market is full of opportunities for you to
catch.

The key to success in trading is patience and patience. On some trading
days, you may have a couple of good or even very good setups and
successful trades.

On other days, you might wait for a set up the whole day, but the market
gives you nothing. It is advisable not to enter any trade during these times.
Just wait for a good trade setup to appear before taking action.

The next example presents a four-hour WTI Qil chart. The overall trend
was upward; hence, we looked for a buy entry. After a while, the AB swing
presented, followed by a mild correction to C. Note that the price only
retraced to the 23.6 percent Fibonacci level, indicating that the bulls were
strong enough to prevent the price from a deeper drop.
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Notice how the price rocketed to the 161.8 percent extension line afterward,
which was a strong resistance level and also the best exit point. Keep in
mind that in a highly trending market like this, the price may not stop at the
161.8 percent level and reverse. You may choose to close part of your
position at the 161.8 percent level and leave the remaining open to another
potential target level. More on that in Chapter 8.

Let’s see how this strategy can be used in a downtrend.
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This is a daily chart of gold. The market was in a downtrend; hence, traders
should look for a short entry. It is not difficult to find the AB swing. Still,
the market created a shallow retracement at the 23.6 percent level. We wait
for a breakdown below point B to enter a short position. The downward
momentum was very strong, and it ended at the 200 percent extension line.
Those who were using Fibonacci tools might have ended up with a huge
profit.

Again, one advantage of using Fibonacci is that it can project a potential
exit level before the price’s movement, where both the risk-reward ratio
and the profit are favorable. In this way, right from the beginning, Fibonacci
helps traders have the best plan to exit a trade.

Stop-loss placement



Many traders may choose to place their stop “a few pips” below the broken
level (a pip, or “percentage in point” is a small, incremental movement in
price). However, by this method, they are not taking the mechanics of the
market into consideration. As I mentioned, the market is full of volatilities;
hence, such stop-loss orders may be triggered in many cases.

In fact, the price may revisit the prior areas a few times, but in the end, it
still goes in the overall trend, and it is still a valid extension.

In this method, a wider stop-loss placement at just under the 23.6 percent
level (in an uptrend) should be used. While it does not affect the
risk/reward profile too much, it can reduce the adverse effect of the
market’s volatilities.

One concern may occur if the price fails to move in the underlying trend
and comes back to the retracement levels. In this case, there may be
something wrong with the overall trend strength (at least at that moment).

Suppose that instead of rising with the overall trend, the price moves back
to the 23.6 percent retracement level. What will you do?

Some traders may move their stop-loss to the deeper levels (i.e., 38.2
percent or 61.8 percent), giving the market more room to breathe before
they can enjoy their expected profits.

My recommendation is simple: When the price fails to move in the overall
trend and comes back to the 23.6 percent level, just retain your stop-loss
position. If your stop-loss is triggered, accept it.

Do not hope for the price to go in your expected direction. The market
never knows what you want and how you plan your trade. The financial
market is up and down all the time. When there is something that causes the
price to go opposite to your expectation, accept it and look for another
opportunity. Simple as that.

The stop-loss just below the 23.6 percent level is my suggestion. It is the
level where I feel comfortable trading. If you feel the 14.6 percent level will
make you comfortable with your trade, try it and analyze the overall results
after a certain number of trades.



On the other hand, setting a stop much wider than the 23.6 percent level is
not recommended. This way, your trade will not have a favorable
risk/reward ratio.

Method 2: Wait for a retest

If you have some experience in trading, you will agree that nothing is 100
percent certain.

Let’s take the uptrend as an example.

While a shallow retracement indicates that the underlying trend is strong,
and there is a possibility that the market is likely to advance after a
retracement, it does not guarantee that such advance always happens.

Sometimes, the market does witness a break through a support or resistance
level, but then the price moves in a range for a period, causing some anxiety
and confusion for breakout traders. Take a look at the example below.

The market failed to advance through a number of candlesticks later. If you
took a trade right after the breakout candlestick, you might have
experienced a loss.



The principle of this method

The idea behind this method is that you will not enter your trade until the
price retests the broken support or resistance level. If you trade long
enough, you’ll know the double top and double bottom are popular,
especially when you switch to a shorter time frame. Waiting for a retest
before entering the trade would better enhance the probability of a
successful trade.

In theory, it should look like the picture below.

Below are specific steps for a trade entry:

1. Identify the overall trend. You should be aware of what the
overall trend is and in which direction you will be looking to
enter a trade.

2. Determine the recent major swing high and major swing low to
draw Fibonacci retracements and extensions.



3. After the price found the C retracement point, wait for the
breakout above the swing high, creating a new high at C.

4. From C, wait for the price to retest at the support and resistance
level before continuing in the underlying trend.

5. The entry position is opened based on each candlestick pattern at
the breakout level.

6. Wait for the price to hit a profit target based on Fibonacci
extension levels.

Note: Candlestick patterns are a technical analysis tool that illustrates the
movement in prices that are shown graphically on a candlestick chart.
Some of the most popular candlestick patterns are pin bars, engulfing
patterns, and marubozu.

I assume that you have some knowledge about candlestick patterns, so I am
not describing them in detail. The main purpose of this book is to describe
Fibonacci trading.

Take a look at the four-hour chart below where the market presents an AB
swing and a correction to C.
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Below, we see the Fibonacci retracements were drawn, where the price
broke above the B level. However, it could not rally until retesting the B
level.
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In this example, the retest is a perfect signal for the continuation of the
original trend. The price never violated the support zone (note that the
resistance level turns into a support level after it is broken) and from the
retest, the price rocketed to the 261.8 percent extension level. With a stop-
loss placed under the marubozu candlestick, you could obtain an ideal
risk/reward profile of around 1:4.

Now you may argue that by taking more risk and opening the trade at the
break of the B level, you may enjoy a bigger profit.

This may be true. However, remember that the most noticeable advantage
of this method is to minimize the traps in the market, where the price may



revisit the retracements a few times, causing your stop-loss to be hit. A
retest at the B level (without breaking it to the downside) and an advance
higher than the most recent high through a classic candlestick pattern would
be a good signal that the price will probably go in the dominant trend.

Let’s move to another example in a downtrend market. Below is the four-
hour US dollar to Canadian dollar (USD/CAD) chart, where we can easily
spot A, B, and C in a Fibonacci retracement drawing.
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Now let’s see how the price reacted to the B-level after breaking it.
00




We can see that although the price made a shallow correction, it did not
mean the price could easily continue in the original direction. Notice how
difficult it was for the price to go down until it retested the most recent
support, which then turned into a resistance level. Soon after the retest, a
strong marubozu candlestick appeared, breaking the most recent low,
signaling that a strong drop was about to come. You can see that although
the price made some more efforts to increase, it could not go beyond the
high of the marubozu candlestick, which is an ideal level for setting a stop-
loss order.

Now let’s see how far the price could go afterward:
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The price plummeted to the 261.8 percent level with some small corrections
along the way. You can see that although we did not join the trade earlier at
the breakout point, we could still achieve a good risk-reward profile
(around 1:3).

At this point, many conservative traders may be asking, “Hey Frank, what if
the market doesn’t retest the broken level (the B level)?” The answer is



simple: As a conservative trader, I would pass on it and look for another
opportunity.

There are not many guarantees I can make to a trader, whether you trade on
stock, forex, or commodities. But there is one thing I can guarantee: There
will always be other opportunities tomorrow, so never force yourself to
look for one today, which may negatively impact your account balance.

Conclusion: Trading Fibonacci in conjunction with a retest and a breakout
is among the best utilization of the powerful Fibonacci technique. From a
technical perspective, if prices do retest the breakout level without breaking
it, it is a signal that the breakout is valid. The market may develop a strong
interest in the direction of the break.

Stop-loss placement

In this method, you can choose a stop-loss just below the candlestick
patterns or just below the 23.6 percent level, depending on each market
environment and your risk tolerance. To me, I use the former more often.
However, if you are a more conservative trader, you may choose the 23.6
percent level.
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How to avoid false breakouts

Traders may often be confused about a true breakout and a false breakout
(commonly known as a fake-out). In fact, many seeming breakouts in the
trading chart are actually fake-outs.

One trick to avoid false breakouts is to wait for the close of the candle to
see where the closing price is. For example, when the close of the candle is
on the other side of the resistance/support line and the shadow of the candle
is small compared to the body, it may be considered a breakout.

The GBP/JPY chart below can illustrate this trick. We have one support
level at 149.138. As you can see, the first and second attempts were both
false breakouts because the close of those candles were above the support
level. Finally, there was another attempt, but unlike the previous ones, that
candlestick successfully poked through the support line. It was the signal to
enter a selling trade.
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Again, please note that the market is full of wolatilities, and this
confirmation signal does not work well all the time. However, to me, it
turns out to be correct in many cases.
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Below are some notes on trading based on strategies presented in this
chapter:

1. Lines or zones?

The price may not make it exactly back to the breakout level. This is why
you should consider marking a support or resistance zone instead of a line
in some cases. In the above examples as well as throughout this book, I am
using a line for better visualization and understanding.

2. Pending orders

From my experience, taking a trade based on the retest of a breakout point
should not be executed by using a pending order. It may put the trade in
danger where you don’t gather enough confirmation signals of market
strength.

You cannot know in advance whether the support or resistance level is
going to hold or not before the price “retests” it. Hence, if you place a
pending order and the price pushed through it instead of bouncing back,
your stop-loss is highly likely to be swept.

3. Other effective methods

In this chapter, I have shown you the two methods that I often use in trading
a shallow retracement.

However, it does not mean that you can only use these strategies to trade
when the price makes a mild correction. In fact, there are many ways to
open a position relating to each type of market formation.

In the next chapter, I will share with you some effective strategies which
can be applied in any type of Fibonacci retracement.



CHAPTER 7: HOW TO OPTIMIZE THE TRADE ENTRY

In this chapter, we will examine the deeper retracements after a swing, such
as the 50 percent, 61.8 percent and 78.6 percent levels. We’ll describe in
detail how to prepare for a trade using different combinations of Fibonacci
and other tools as well as where to set your stop-loss order.

Remember these strategies do not only apply to deep and mid-sized
pullbacks, but can be used during a shallow correction as well. This is why
in some examples presented below, you will see the price retrace to shallow
levels like the 38.2 percent line.

In general, you will take more risks using the strategies presented in this
chapter, but there is logic behind this. You can look for an earlier entry
instead of waiting for the price to break through the previous swing low or
swing high. As a result, your profits are potentially higher.

The principle

With this method, traders will join a trade earlier, somewhere between the
support level (drawn from point C—the correction point) and the resistance
level (drawn from point B—the swing high).

The above strategy applies to an uptrend. Regarding the downtrend, the
principle is similar, but in the opposite direction.

The picture below illustrates the principle.
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Here are the necessary steps for opening a position:

1. Identify the underlying trend. You should be aware of what the
underlying trend is and in which direction you will be looking to
enter a trade.

2. Determine the recent major swing high and major swing low to

draw Fibonacci retracements and extensions.

. Wait for the end of the correction to point C.

4. After the price has found a correction point, continue to wait for
another confirmation signal to open a position.

5. Close the trade at one or more extension levels.

W

You can see that a few steps are similar to the previous methods. However,
the key point lies in the most important part of the method.

I mentioned in Chapter 3 how trading Fibonacci in conjunction with other
tools can provide reliable signals. This is what many savvy Fibonacci
traders often do because the more confirmation signals your trade has, the
higher probability of success your trade can achieve.



Let’s go back to the core of the strategy. Assume we are in an uptrend, and
point C has been determined in the chart as the end of the retracement. Now
we are prepared for a long entry. The question is: When should we open the
position?

We should not take a risk by opening a position right at the retracement
level.

If you notice on the chart, when the market accepts the retracement and
goes back in the underlying direction, there is often at least a signal
somewhere between point C and point B, and this is what we look for.

You may be wondering what kind of signal we are looking for.

The answer is that it varies. It may be a signal in the form of a candlestick
pattern, support/resistance, or a trend line, etc. The more you investigate
and practice, the better you will be at identifying which signal works best in
each situation. In this chapter, I will introduce the most popular
confirmation signals in trading with Fibonacci.

Let’s take a look at the chart below.
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In this case, the signal is a break above the trend line. As you can see, after
making a 50 percent correction at C, the price moved in a range before
breaking above the trend line, paving the way for a clear uptrend.

THE CONFIRMATION SIGNALS

Here are some of the best confirmation signals that you can consider
looking for when choosing an entry price between point B and point C.

Confirmation 1: A trend line

Among the best ways of using Fibonacci retracements to identify an entry
price is through combining it with trend lines.

In an uptrend or a downtrend, it can be easy for traders to draw the trend
lines. A trend line is a typical example of a trending market. Combining the



trend line with Fibonacci retracement levels could bring you a winning
trading strategy.

After determining the overall trend in the market, you can draw the trend
line by connecting swing lows or swing highs.
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Let’s assume you are waiting for a retest on this trend line. Meanwhile, you
can also draw the Fibonacci retracement levels from a major swing low to a
major swing high.



In the above example, we can see how prices bounced off the trendline
which also coincided with the 38.2 percent level, providing a nice
confluence support zone. Combine a trend line with retracement levels, and
you have a high probability, low-risk trade setup in place.

Remember that this combination does not work 100 percent of the time, but
it proves to be a great combination. Strong trend lines are often associated
with psychological effects where sellers tend to lock in profits. Sellers
closing their trades means buyers are establishing their long positions and
the price bounces back.

Confirmation 2: Support/resistance levels

One of the most effective methods to use the Fibonacci retracement tool is
to combine it with support or resistance levels. Many experienced traders
agree that once a resistance level is breached, it tends to act as a future
support level. Similarly, once a support level is broken, it may act as a
future resistance level. Combining Fibonacci retracements with support and
resistance levels may help to boost your trading performance.



Remember that the Fibonacci levels themselves are considered support and
resistance. If you combine them with other price areas that already form
support and resistance, then the chances of the price bouncing back from
those areas are even higher.

Below is a four-hour chart of gold.
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You decide that the market is trending up, and you want to go long on the
commodity.

The question is: When and where should you open your position?

The first step in finding a reliable entry price is by using Fibonacci
retracements to point out potential correction levels after the price reaches
the swing high at B.

Now that we have some Fibonacci retracement levels on the chart, the next
step is to decide which level to choose.
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In this case, support and resistance can help you.

Looking back a bit, and we can see a good resistance level in the past. It
coincided with the 38.2 percent Fibonacci level.

Now that it was broken, it could turn into a reliable support level, which is a
good place for a long entry. Let’s see what happened next in the picture
below:
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If you did place an order around the 38.2 percent Fibonacci level, you might
have enjoyed your profits.

You can apply the same method during a downtrend as well. The point is
that you should find some price levels that seemed to generate interest in
the past. The support/resistance level itself is the area that attracts most
traders’ attention when the price starts to approach it. Most traders are in a
position for a long/short at a support/resistance level. Hence, when
combining Fibonacci with these levels, there is a high probability that the
price will bounce from these confluence levels/areas.

Confirmation 3: Candlestick patterns

You have learned that each Fibonacci retracement line can work as a
support or resistance level. Moreover, if the price reverses near a strong
support and resistance level, in most cases, you will find a reversal
candlestick pattern. It is the reason why combining Fibonacci with
candlestick patterns may help to take your trading result to the next level.

Below is a four-hour chart of British pound/Japanese yen (GBP/JPY).
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In the chart above, we can see the market rallied from the swing low at A to
the swing high at B, indicating the strength of the underlying uptrend.
Trading at a retracement of any strong move is always advisable to traders.
Now let’s plot the Fibonacci levels on the chart:
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Notice the long bullish candle, which touched the 50 percent Fibonacci
retracement level before engulfing the previous bearish candlestick. It is a
typical example of both a marubozu candlestick and an engulfing
candlestick. These are two of the best candlestick confirmation signals
which notify that the bullish side was gaining strength back again and was
ready to push the price higher very soon. You should be prepared to go long
then, with a stop-loss below the long bullish candlestick.

Below is what happened next.
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The price went up and easily found the first resistance at an ideal level of
161.8 percent Fibonacci extension. You can see how powerful candlestick
patterns are when combined with Fibonacci retracements and extensions
and help identify the entry, stop-loss, and profit-taking levels.

Confirmation 4: Moving averages

Another great confirmation signal is moving averages. You probably know
that some popular averages work well as support and resistance.

Among the most commonly used moving averages are 10, 20, 50, 100, and
200 periods long.



Some traders may argue that there are other important moving averages. In
my opinion, this is something you should decide based on your trading
style. From the above set of averages, the most important are the longest
ones: 50, 100, and 200. If you can connect at least one of these levels with
the Fibonacci retracement to seek a confluence in trading, you stand a good
chance of picking a good entry point.

Below is a four-hour chart of the S&P500. You can see that the price was
above the 50 SMA. The Fibonacci retracement levels are plotted from a
bigger swing of the market. Notice how the retracement at C coincided with
the 50 percent Fibonacci level. This is obviously a reliable level to re-join
the bearish movement.

1000

From another perspective, since the moving average is considered a
support/resistance level, a move to break through it means a
support/resistance level has been broken, enabling an entry.

One of the signals I often pay attention to is the candlestick’s close above
(or below in the downtrend) the 50 SMA. In many cases, when the price
closes above that level, it is a signal that the momentum is changing. As can
be seen below, after the correction to the 50 percent level, I would wait for a
trade after the candlestick closes below the 50 SMA.
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The moving averages crossover

Sometimes, a crossover between two moving averages may confirm that the
correction is over and the underlying trend is ready to continue.

You can choose your preferred set of moving averages on trading with
Fibonacci. From my experience, there is no set of moving average that is
100 percent superior to the others. Some prefer faster MAs, while others
like slower averages.

In the example below, there are two simple moving averages: 10 SMA and
20 SMA. The overall trend was bearish. After the correction up to the 61.8
percent level, the price fell sharply. When the 10 SMA crossed below the 20
SMA, you received a good confirmation signal to place a sell entry.



Again, the 10 SMA and 20 SMA are only shown as examples here. You
may prefer another set of moving averages. It’s okay. Keep using them as
long as you are benefitting from them.

Some of you may wonder why I don’t simply give you one standard set of
MAs to follow.

As you may already know, some traders often stick to the four-hour chart.
In this time frame, some MAs work better than others. Other traders may
prefer a five-minute chart, where other MAs may produce better signals.

Choosing a favorite set of SMA entails practicing, with trials and errors. It
is not a quick decision. It needs patience and enthusiasm.

Stop-loss placement

Stop-loss should not be thought of as rigid levels in these trading strategies.
In particular:

e When you are in favor of a specific stop-loss, there are two
scenarios:



If the correction is from the 50 percent to the 61.8 percent level, a
stop-loss below the 78.6 percent retracement level or below the most
recent low may be placed, depending on the risk tolerance of each
trader. The latter may save you from high volatilities in the market but
offers a less favorable risk/reward profile than the former.
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If C ends at the 78.6 percent retracement level, a stop-loss below the
100 percent level can be a good idea. A break down below the prior
swing low means your analysis is invalidated and you should exit
your position. Moreover, by placing our stops below the prior trough,
we can ensure an advantageous risk-reward (R/R) profile. For
example, a long entry around the 78.6 percent Fibonacci level, with
the stop placed just below the 100 percent level, would provide a 1:3
R/R ratio for a short move back into the previous peak (0 percent).

e On the other hand, if you are a more flexible trader, you may
prefer to set a stop-loss just below the confirmation signal (i.e.,
just below the low shadow of a candlestick in a breakout) in an
uptrend or just above that signal in a downtrend. It is easier for
your stop-loss to be triggered, but your R/R profile is now much
better than the two methods above.



Also, please note that these are only proposing where you can place your
stop-loss, based on my own experience. To me, they work in many cases,
but I cannot guarantee that they will work on every single trade of yours.

Moreover, there can be other good ways of stop-loss placement that you can
adopt from your own trading experience.

You should practice on real charts multiple times and choose the one that
works best for you. For each trader, their preferred stop-loss may vary over
time; hence, practice is the key. In case you are not confident in setting your
stop-loss, you can refer to the levels suggested above.



CHAPTER 8: THE ART OF EXITING A TRADE

In any trading setup, there are three crucial levels you must identify: entry,
stop loss, and profit-taking.

Of the three above levels, determining your profit target is by far the most
difficult because it’s a combination of both science and art. In fact, where
you place your profit level can have a considerable impact on your trading
profitability.

The problem with most traders is that they concentrate too much on finding
the best entry price.

However, the “best price” has more to do with where you exit your trade.

For example, Trader A might go long on GBP/USD at 1.4100 and get out at
1.4120 for 20 pips profit. Meanwhile, Trader B might go long at 1.4110 but
exit at 1.4150 for 40 pips profit. Hence, even though Trader A opened the
position at a “better” price, Trader B ended up with a bigger profit.

By saying this, I don’t mean that where you open your trade and where you
set your stop-loss order is not important. What I mean is placing a suitable
profit-taking level is even more important than choosing an entry and a
stop-loss level.

Luckily, Fibonacci extensions can help you do this.

Principle: No fixed rules

Trading is all about probability; hence, we should not use a fixed level of
profit-taking. The art of defining a profit target depends on each market
environment as well as the trader’s trading style, which I will discuss later
in this chapter. But first, let me give you a little trick that you can apply in
many cases.

THE THREE-PART METHOD



The idea behind this method is that it saves you from losing what should
have been your profits. Also, it saves you from greed—one of the biggest
enemies to all traders in the financial markets. Using this trick helps you
protect your trading capital.

How to apply the method

First, you don’t close all of your positions at any price level. Instead, you do
it step-by-step, combined with raising the stop-loss level to enjoy profits.

Accordingly, the first target should be the 127 percent level or 138 percent
level, depending on where you open the trade. After that, if the price still
goes in your expected direction, continue to close the second part at the
161.8 percent level or 200 percent level. Regarding the final third of the
position, you may base on another support/resistance, candlestick patterns,
or some other market signals to stack your profit.

One thing to note on using this trick is that the stop-loss needs to be raised
to the entry point after the first part of the position is closed.

Let’s take an example to make it clearer.

In the example below, the correction ends at the 50 percent retracement
level. Notice how the market formed a perfect pin bar at this level, with its
closing price right above the mid-point level. An entry position could be
placed at the close of this candlestick. When the trade was profitable, the
first part was closed at the 127 percent extension level. Because the price
continued to rise, the second part is closed at the 161.8 percent level. You
might then feel comfortable looking for another exit signal to close the third
part of the trade.
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In the example above, the market was highly trending. However, if you
doubt the probability of a continued strong move in the overall direction,
consider closing the second part at the 138 percent extension. Look at how
the market made a mild correction when the price reached the 138.2 percent
extension above.

Sometimes, the first target is hit, but the price won't reach the next
Fibonacci level.

In the example below, a downtrend was present. The correction was deep,
up to the 61.8 percent retracement level. The entry point was at the
candlestick’s close below the 50 MA.
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It was going nicely down to the 127 percent extension level, where the first
part of the position closed. Suddenly, buyers showed up. The price reversed
and started to rise. There were still two parts of the position open, but the
stop-loss had been moved to the entry point. It is crucial to do that for
management purposes.

The rise continued. Eventually, we got stopped out, but still, we closed the
trade with a profit.

This is how it works. At times, you get lucky: The trend is strong, and you
can close all three parts at higher levels. On other occasions, you will be
stopped out with a loss, or a profit from the close at the first extension level.

If this principle is too complicated for you, start by dividing your position
into two parts and enjoy the benefits from it. To me, capital preservation
should be the number one priority in trading.

HOW TO TAKE PROFITS:

Now let’s come to the most important part of this chapter: where to set the
profit-taking order for your trade.

As I mentioned, taking profits should be based on each market environment
as well as the trader’s trading styles. Let’s move to some scenarios below:



1. A strong trend with a shallow retracement

The strength of the ongoing trend may help to determine the distance of the
move. A short retracement followed by a swift bounce back into its original
direction may indicate that the trend is strong. In this case, a target at least
at the 161.8 percent level or the next major support/ resistance level should
be considered. Take a look at the four-hour chart of Gold below:
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Notice how the 50 SMA acted as perfect support at the 38.2 percent level.
At this shallow retracement line, a long bullish candlestick pattern formed,
strongly supported by the 50 SMA. This was a great confluence (Fibonacci
retracement, candlestick pattern, and 50 SMA) to place a long entry. It did
not take long for the price to reach the 161.8 percent level and the 200
percent level.



Sometimes, if certain volatilities occur during the resumption of the trend,
you may consider applying the three-part method discussed above. This
method may help to save you from the unexpected reverse of the price. The
act of dividing your profit-taking into three stages would better secure the
success of the trade.

In this case, the last close should be based on support/resistance or a form
of reversal candlestick pattern. Still from the above example, when looking
at the past, we would see a resistance level present at the 200 percent
extension line. As such, the next potential profit target should be the 200
percent level.
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2. The market creates a mid-sized/deep retracement

A deep retracement at the 78.6 percent level may indicate that the
underlying trend lacks strength and momentum. In this case, choosing a
138.2 percent level may be a more suitable decision.

Regarding a correction to the 61.8 percent, while it is considered a deep
retracement, it is also considered the golden ratio in trading. Hence, you
should pay more attention to that level. Profit-taking price may be higher, at
the 161.8 percent line, or the next major support/resistance level. However,



since the momentum may not be as strong as in the case of a shallow
retracement, the three-part method should be considered in this scenario.

Similarly, regarding the 50 percent correction, an exit of around the 161.8
percent line, in conjunction with the three-part method may be a good
choice in many cases.

If you are a more conservative trader, you may want to choose an exit
around the 138.2 percent level. However, remember that sometimes, the
market may explode through this level.

Take a look at the example below.
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The market was in a downtrend, correcting at the 61.8 percent level. Right
after touching this level, an engulfing pattern appeared, pulling the price
down to the 127 percent level, where the first part of the position should be
closed. Notice how the market reacted strongly at this level but could not
sweep the stop-loss (which had been raised to the entry price).

Then the market continued its bearish momentum, going down to the 161.8
percent level. Those who used the three-part method would have enjoyed
the profit of the trade.



3. Your risk appetite really matters

Above all, the degree of your risk tolerance may affect your trading
decision.

If you are an aggressive trader who is willing to take risks, you might
choose a profit level around the 161.8 percent line or higher, whereas a
conservative trader may opt for the 138.2 percent level or even the 127
percent level. Moreover, a three-part method may be adopted by them most
of the time because they may put trading capital much higher than
profitability in their priority order.

Let’s come back to the example above.
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We can see that the market made a deep pullback. A conservative trader
may not be so confident in a strong bearish move afterward. They may
choose to close the whole profit at the 127 percent level or 138.2 percent
level. Notice how the price reacted strongly after touching the 127 percent
level.

On the other hand, an aggressive trader may be more optimistic. They
understand the 61.8 percent is a golden ratio, and a correction at this level



may be the start of a strong resumption afterward. Instead of choosing 127
percent or 138.2 percent as the profit target, they may be in favor of the
three-part method. The first and second close should be made at 127 percent
and 161.8 percent, and the last third could be left open to another major
support level.

Sometimes, there is no “right” or “wrong” in choosing the profit-taking
price. It is how you feel in case of a win or a loss that helps you decide
which level to choose for profit-taking.

Note: Similar to the entry price, keep in mind that the price may almost
reach your desired profit level and suddenly reverse.

This can result from the fact that many other traders also keep their eyes on
that level. When the price is approaching the level, many of them may close
their trades just before you do, causing an unexpected reversal.

Closing your trade just a few pips below/above the exact price level is
highly recommended. By doing this, you increase your chances of closing
your trade while your profit is not considerably affected.

With that said, on certain occasions, the price may move beyond the
extension level. As I mentioned above, it is part of trading, and you should
accept it. The most important thing is to have a plan that can give you
reliable exit points. Over time, you will realize your progress by
consistently applying what you should do and avoiding what you should not
do. Trading is all about long-term results.

Conclusion

There are different ways the Fibonacci extensions can help you find your
profit zones. If you are unsure about how to pick a reliable target for your
exit, using Fibonacci extensions is highly recommended. It helps you
eliminate the subjectivity in your decision-making and better stack the odds
in your favor.



CHAPTER 9: A GREAT COMBINATION OF FIBONACCI AND
ELLIOTT WAVES

Elliott Wave Theory is one of the most exciting and effective analysis tools
in the financial markets. It is the tool used by many experienced traders
whether in stock, forex, cryptocurrency, or commodity trading.

While many traders find it difficult to be profitable in the financial markets,
there are some who are. These traders constantly talk about "what wave we
are in." Elliott waves are a predictive tool that can be beneficial to many
traders. Like Fibonacci, Elliott waves give you an idea of where the markets
may go.

Elliott Wave helps us identify the dominant trend and the countertrend.
Within the former, the moves in the direction of the trend are known as the
impulse moves while those in the countertrend are referred to as corrective
moves.

A typical dominant trend tends to unfold in five waves: (1) impulse, (2)
corrective, (3) impulse, (4) corrective, and (5) impulse.

Let’s take a look at the five waves in the following uptrend.



As can be seen, Wave 4 doesn't overlap Wave 1. If it does, this would
disqualify it to be Wave 4 in an impulse wave pattern. More on that later.

Regarding the countertrend, it often includes three waves, normally known

as A, B, and C. The picture below illustrates both the dominant trend and
countertrend.



Here are some rules for a standard Elliott Wave cycle.
Dominant trend (the motive phase):
- Wave 2 cannot retrace more than 100 percent of Wave 1.

- Wave 3 is never the shortest among the five waves. In many
cases, Wave 3 is the longest.

. Wave 4 cannot enter the territory of Wave 1.
. There is often an extended wave among the three impulse waves.
Countertrend (the corrective phase):

1. Wave B does not go beyond the beginning of Wave A.
2. Wave C exceeds the end of Wave A.



HOW TO COMBINE FIBONACCI TOOLS WITH ELLIOTT WAVES
IN TRADING

This is where Fibonacci tools get exciting. As you already know, Fibonacci
extensions help us with predictive price targets while Fibonacci
retracements suggest possible price stops after a strong move. When we
combine Fibonacci tools with Elliott waves, they may allow us to enjoy
continual profits in trading.

Below, I will analyze how you can apply Fibonacci techniques in each of
the waves in the dominant trend.

e Wave 1:

Usually, there are no projection points within this wave, simply because this
is your starting point and there is not a retracement area yet.

o Waves?2 & 4:

If you have some experience in trading, Wave 2 tends to be a deep
retracement in comparison with wave 1: i.e., 50 percent, 61.8 percent, and
78.6 percent. Sometimes, it may just correct at 38.2 percent.

Meanwhile, Wave 4 tends to be a shallow retracement in comparison to
Wave 3. Understandably, Wave 3 is normally the longest; hence, Wave 4
may not be a deep retracement. Otherwise, it can violate the territory of
Wave 1. The pullback of Wave 4 often ranges from 23.6 percent to 50
percent. Sometimes, it may go back to 61.8 percent, but chances are small.

This leads to a strategy on trading pullbacks by finding a confluence
between Fibonacci and Elliott waves. A deep retracement of Wave 2 to
around 50 percent, 61.8 percent, or 78.6 percent level may pave the way for
a potential bullish move afterward. Let’s look at the picture below.
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As can be seen, Wave 2 is quite deep (at around 78.6 percent of Wave 1).
Opening the trade at the close of the engulfing pattern right at the
retracement level would have let you ride a very long wave (Wave 3 +
Wave 5). Notice Wave 4 was only a shallow correction after Wave 3
completed. Moreover, the picture illustrates one more important correlation
between the two corrective waves: If one of them (Wave 2) is simple, the
other (Wave 4) tends to be complex, and vice versa. Also, in this case,
Wave 5 is the extended wave. The market was totally dominated by the
bears.

e Wave 3:

Remember there is often at least one extended wave among the three
impulse waves. Everyone wants to ride the extended wave, as it is the wave
that has two characteristics every trader craves: huge and quick profits.



In the above example, Wave 5 is the extended one. However, statistics show
that in most cases, Wave 3 is the extended one. As you already know, this
wave cannot be the shortest among the three impulse ones.

Now, assuming you believe an extended wave in a five-wave string is
forming, there are a couple things to do to identify a possible target of the
price’s movement. Luckily, Fibonacci expansions can help.

In Chapter 3, we learned how to draw Fibonacci expansions using three
points: A, B, and C. A valid extended wave must be at least 161.8 percent
of the distance between point A and point B. It means that the target should
at least be the 161.8 percent expansion level.

Take a look at the illustration below:

161.8 expansion level 3

Keep in mind that extended waves are often explosive moves, and this helps
to explain why traders often have a strong interest in these waves. Also, the
161.8 percent extension level is actually the minimum level to be
considered an extended wave. In fact, the extensions may go all the way to
the 261.8 percent or 461.8 percent level. This is how important it is to ride
the wave with Fibonacci and Elliott waves.

Take a look at the daily chart of New Zealand and US dollar (NZD/USD)
below.
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As you can see, Wave 2 was once again a deep retracement, with the close
of the candle just at the 61.8 percent level. From that point, the price
rocketed without any considerable counter move. The end of Wave 3 was
above the 261.8 percent level, and those joining the wave would have been
profitable. In this case, with a stop-loss placed below the 61.8 percent level
and the profit-taking target at the 261.8 percent level, you may achieve a
wonderful risk/reward ratio of 1:7.

e Wave 5:

This wave is not expected to go very far, especially when Wave 3 is
extended. Yet you can still make use of trading Wave 5 based on the



performance of Wave 4.

As mentioned above, Wave 4 is often a shallow retracement, with an
expected correction not deeper than the 50 percent level. A retracement
from 61.8 percent to 78.6 percent is less likely. Keep in mind that if Wave 2
is a deep retracement, the chances of Wave 4 being a shallow retracement
are even higher (the rule of alternation in the Elliott Wave cycle).

As such, a position opened around the 23.6 percent level or 38.2 percent
level can be a good way to trade Wave 5. The next important question
relates to when and where to put profit-taking levels.

One trick to calculate the potential target is by comparing the length of
Wave 5 to the distance from the start of Wave 1 to the end of Wave 3. One
target to aim for is the 38.2 percent distance from Wave 1 to Wave 3. It may
go to 61.8 percent of the distance, though it’s less likely.

Let’s take a look at the illustration image below for a better understanding.

If you still remember the use of Fibonacci expansions, you can easily
measure the potential target of Wave 5, with A at the beginning of Wave 1,
B at the end of Wave 3, and C at the end of Wave 4.

Now, let’s move to a real example to see how this can be applied to
determine a potential target for Wave 5.
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The daily EUR/USD chart above witnessed an extended Wave 3 before a
mild corrective Wave 4 formed. After a few volatilities within the fourth
wave, the market continued its bullish trend in Wave 5, ending at the 61.8
Fibonacci expansion. Notice the expansions are drawn from the beginning
of Wave 1 to the end of Wave 3, then drag to the end of Wave 4.

Keep in mind that Wave 3 was extended, so it was not very likely for Wave
5 to go very far. A target from 38.2 percent to 61.8 percent expansion level
is more appropriate in this case.

With that in mind, the length of Wave 5 can be much longer if it is the
extended wave (take a look at the example early in this chapter). If Wave 3
cannot reach or nearly reach the 161.8 percent level, chances are that Wave
5 will be a candidate for the extension. In that case, you should be prepared
for a further move. The three-part method discussed in Chapter 8 should be
used in that scenario.



In general, trading Wave 5 can be a good idea if the market is in a strong
trend, and you want to add more positions to your trading.

In short, Elliot counts in conjunction with Fibonacci may produce
extremely reliable results. While traders may pay most of their attention to
Wave 3, understanding waves based on Fibonacci retracements may give
them the best option on entering a trade. Wave 5 may be an ideal choice for
adding a position to your trading, based on a pre-defined end of Wave 4.
Fibonacci expansions play a strong role in pinpointing potential targets for
both Wave 3 and Wave 5.



CHAPTER 10: SECRETS OF BETTER TRADE MANAGEMENT

It is widely accepted that money management and trading psychology
account for about 90% of success in trading. You may be good at Fibonacci
techniques, but without good management of your capital and psychology,
you will eventually end up with losses.

The market provides a number of trading opportunities every day.
Sometimes, you may be so excited about a trading setup that you increase
your trading size by two or three times, or even more. At other times, you
may be so angry and depressed about a loss that you open many successive
positions even though the signals are not clear enough to do so under your
original set of rules.

While emotions can affect your ability to make smart decisions, it is
impossible to switch them off completely. This is why you need to learn
about how to manage your emotions so your trading aligns with your
intended rules and guidelines.

Below are some effective ways to keep your trading on track.

1. Stop-losses and the two percent rule

Some traders never set stop-losses. They are afraid that when their stop-loss
is hit, they will miss a good opportunity. They are afraid of missing
potential profits. But remember, they are also the ones who are often
praying for the price to come back in their expected direction, only to see
their loss become bigger and bigger.

As a trader, you should always set a stop-loss for your trades.

Along with setting a stop-loss, another important consideration is how
much you risk for each trade. You have probably heard about the 2% rule.
The main idea is that you should not risk more than 2% of your current
trading capital in each trade. For example, if your trading account balance is
$10,000, you should not risk more than $200.



If you want to risk more, you need to increase your trading capital. While
this guidance may seem difficult to follow, it is what you should do.
Trading should be seen as a long-term journey instead of overnight
prosperity.

Good capital management helps you succeed on that journey. As you may
have heard, the number one rule in trading is to preserve your capital. The
number two rule is to “never forget rule number one.”

What to do if your account is not big enough

If your account is not big enough, simply execute your trades using smaller
amounts. By doing this, you will be able to adhere to the 2% risk principle.

You may argue that by using smaller amounts, it is hard to generate enough
profits. You may think trading this way is a little bit boring.

Remember that trading is a long-term endeavor, which requires a lot of
practice and patience. While starting small may seem dull, by doing so you
will gain invaluable experience and techniques, which will lead to positive
results and bigger and bigger profits. After all, isn’t that the reason you
started trading?

Any better ways to enjoy the trades?

As I mentioned, it is not easy to follow the rules all the time. In fact, some
traders violate the rule on their very first trades.

If you want to risk more than 2% of your account, believing that you are
ready for it, then take this advice: Divide your trading capital into two
separate accounts, with 80% of your money in one and 20% in the second.

You are going to trade using both accounts, but with different approaches.

With the bigger one, you must stick to the 2% rule, because this is where
most of your money is and you must protect it at all costs.

The second account is where you can trade with a bigger risk percentage
per trade. If you can make good trading decisions, both of your accounts



will grow. With the higher risks taken in the second account, you will have
bigger profits in total.

If, however, your trading decisions seem to be wrong, don’t worry - you
only took the greater risks with a smaller percentage of your capital, so the
loss will not be so psychologically painful. While you may lose quite a bit
of money from the smaller account, most of your cash will be preserved and
under control in the bigger account.

By dividing your account into two separate ones, you will have a deeper
understanding of whether you are ready to trade with bigger positions.
Sometimes, traders are in over their heads without realizing it. They are not
aware of the dangers of trading in big position sizes. By trading more
conservatively with the two accounts for a limited initial period, they can
realize a deeper trading zone.

2. Raising the stop-loss order

I mentioned raising stop-losses in previous chapters. Raising the stop-loss is
one of the best ways to managing your trades effectively.

In previous chapters, I recommend you move the stop-loss order when your
trade is profitable. However, you needn’t do this immediately. You can do
this step-by-step based on market conditions.

Let’s say, for example, you open a position and set the stop-loss 10 points
below the entry point. The price is going up and is about to break through
the most recent resistance level. You then choose to raise the stop-loss to be
only 5 points below the entry point. Afterward, the price continues to
advance higher and the first target (i.e., the 127% level) is hit. In this
situation, you should close one-third of your position and raise the stop-loss
to the entry point.

Now you can be confident that your trade is profitable. If things get worse
and the market sees a rapid deterioration, your stop-loss is already at the
entry point. In the worst scenario, this will only bring your trade back to
zero with no loss.



Following the 2% rule and raising the stop-loss increases your chances of
success in trading

When you take on a trade, place your stop-loss somewhere below the entry
point (in an uptrend). When you see that the trend is going up nicely, you
should raise your stop-loss to the entry point. By doing this, even when
there is a strong sell-off, you don’t make money, but you also avoid a loss.

Take a look at the British pound/Japanese yen (GBP/JPY) four-hour chart
below. After a retracement down to the 61.8% level, a long bullish
candlestick formed, breaking the 50 SMA. You could place an entry upon
the close of the marubozu candlestick, while the stop-loss could be placed
just below the candlestick.
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After several hours, the uptrend proves to be strong. After closing the first
position at the 127% level, you could raise the stop-loss to the entry point.
By doing this, you could ensure that the trade would at least break even.

If the trend continued in your expected direction, you might raise the stop-
loss even more to make sure that your trade would certainly be closed with
a profit.
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As simple as it may seem, this technique can save you a lot of hard-earned
money.

3. Develop the habit of using a trading plan

Unless you are a robot, you are subject to emotions of fear and greed, which
will negatively affect your trading results. Any good trader should be able
to define how they engage with the market, how they enter and exit trades.
However, you can easily be affected by negative emotions.

A trading plan’s purpose is to remove those emotions so that you can
achieve the best state of mind as well as the best discipline in trading. As
Benjamin Franklin said, “If you fail to plan, you plan to fail.” For every
trader who is looking for a ‘secret’ in trading or for an edge in trading, this
is what they need. Unless you have a detailed and clearly defined trading



plan and you seriously stick to it, you cannot achieve long-term success in
the financial market.

Most people have heard this at some time during their trading career. Nearly
every trading course emphasizes the need for a trading plan. However, most
people don’t plan in a written form even once. They are simply not planning
people.

A trading plan is a specific set of rules and guidelines that cover every
aspect of your trading, including (but not limited to) your entry and exit,
stop-loss, position size, risk amount, risk/reward ratio, trade management,
and trading psychology.

By overcoming the two most dangerous emotions (greed and fear), you can
have better control of your trading performance, making necessary
adjustments to take your trading to the next levels.

Without a trading plan, you won’t have an idea of how your trades perform
during the whole process. You won’t be able to distinguish between where
you are doing well and where you need to improve.

To sum up, becoming a successful trader entails using a trading plan to plan
your trade as well as to control yourself and your emotions. We’ve covered
many strategies in this book in relation to entry, exit, stop-loss, risk/reward
ratio, trade management, and more with Fibonacci retracements and
extensions. However, unless you pre-define all of these elements in a plan
and strictly follow them, chances are you will not apply those strategies
effectively.

Click HERE to get a professionally designed trading plan for various types
of trading.

Note: In the google drive folder, make sure to login with your gmail
account. Then, look for the bonus in connection with the book you are
reading. As part of our efforts to overdeliver value to readers, you might
notice the bonuses of other books you've not yet read there. Feel free to
download them, too.

4. The messages of a drawdown


https://mailchi.mp/d4a0b7ce7f5d/wimnn8gv2r

Drawdown is the difference between the peak and the trough during a
certain period of your trading. It is often quoted as the percentage of the
decline above. For example, if a trading account has $20,000 in it, and the
balance falls to $18,000 before recovering to $20,000, we’ll say the account
experienced a 10% drawdown.

Normal drawdown

A normal drawdown happens as a natural function of ups and downs of
trading resulting from unexpected market conditions or small failures to
follow your trading plan. It isn’t treated as a real threat to your account, but
should be well-managed to avoid becoming bigger than your tolerance,
which may affect not only your trading account but also your emotions.

In the event of a normal drawdown, the first thing to do is re-checking your
trading plan to make sure you are at least following the plan closely. If
you’re abiding by your trade rules, chances are that market conditions aren’t
conducive to your strategy at that time.

You may want to temporarily reduce your trade size even if the lost money
is inconsiderable. Doing this, you can achieve a more objective view over
the next market movements.

Problematic drawdown

This type of drawdown is more serious although it is not the end of the
world. If handled appropriately, a trader can recover from the losses and
gain back confidence shortly.

When undergoing a tough period when the loss hits your maximum
tolerance, the first thing to do is to get out of the fire. Nothing is more
necessary than stopping your trading at that time. It is often easier said than
done because the market is always seducing you into putting more and
more trades. Yet, once you’ve been successful in staying away from the
trading desk for some time, at least you can reduce a lot of stress. To me, I
often choose to stop trading when reaching a drawdown of 20% at least



until the end of the month, depending on whether or not I’ve recovered the
previous state of mind or not.

The next step is to pinpoint the causes of the drawdown. More often than
not, it may result from many problems at the same time. However, you
shouldn’t try to resolve all of them at the same time. Instead, try to resort to
the most severe problem which, from my experience, is often the failure to
manage risks in trading. It could also be over-trading, impulsive trading, or
any other causes that can lead to the drawdown. In any case, just stick to the
most important problem until the situation is partly improved.

Also, you should reduce your trade size to help your better achieve an
objective analysis standpoint of market fluctuations.



CHAPTER 11: BIG MISTAKES THAT MAY COST YOU A LOT OF
MONEY

Every trader may have used Fibonacci retracements at some point in their
trading.

Fibonacci can tell you a lot about potential support/resistance zones and the
correlation between buyers and sellers, if you use this powerful tool
correctly. In contrast, any improper application of this technical tool may
result in incorrect timing of the trade entry and exit, causing losses. In this
chapter, I will pinpoint some mistakes to avoid when applying Fibonacci
trading.

1. Expecting too much

One of the most common mistakes I have witnessed is that traders often
expect certain things to happen so much that they seemed to be locked on
some Fibonacci levels. It is the number one cause of anxiety, depression,
and revenge trading.

For example, if you see an extension as a price target, you can become so
obsessed with that level that you are unable to see other major support or
resistance levels, or the strength of the trend to make the best of your trade.
If you are looking for an entry, you become so confident in the price’s
bounce back from one level, only to see it break through without coming
back.

You may easily think that the market has betrayed you. Fibonacci has
betrayed you. You may forget that trading is all about probability. It needs a
lot of practice and patience.

Therefore, if you are using Fibonacci as the core of your trading system,
you should expect that it won’t work around 30-40 percent of the time.

You can protect your capital during hard times via discipline and capital
management, as discussed in the previous chapter. Please keep in mind that
trading is not about right or wrong in any single trade. Trading is about how



much you make through winning trades and how much you lose through
losing trades over a certain period of time.

2. Using Fibonacci for short-term moves

As I mentioned in previous chapters, the volatility in short time frames
(such as 5-minute, 15-minute, 30-minute, or even one-hour chart) is high,
which can make Fibonacci signals inaccurate.

Shorter time frames make retracement levels less reliable since the market
may not respect the support/resistance level on those time frames. Once the
support/resistance levels are not respected, it won’t be easy to use Fibonacci
levels for determining entry and exit points.

Furthermore, shorter time frames may be presented with spikes, which can
be attributed to the release of important economic/financial figures during
the day. Such spikes can make it more difficult for traders to analyze the
financial chart.

In general, regarding the technical indicators/ tools, the longer the
observation is, the more reliable the data/figure is. This also applies to
Fibonacci. Hence, applying Fibonacci tools in a longer time frame (i.e., at
least the four-hour chart) is highly recommended to yield more positive
results.

3. Inconsistency in the swing high and swing low used

When drawing Fibonacci retracements and extensions, it is advisable to use
the reference points consistently. This means that the swing high and swing
low should be referred to as shadow-to-shadow or body-to-body. As you
can see, regarding examples in this book, I use the shadow to identify the
swing high and swing low.

It may not work if you use the highest shadow as the swing high and the
lowest closing price (lowest body) as a swing low and vice versa. This way,
traders may find it hard to identify the most reliable support or resistance
levels and pinpoint the correct timing of entry, stop-loss, and exit points.



The Australian and Canadian dollar (AUD/CAD) chart below pictures this
error. The use of the candle wick at the top and the lower body of the
candlestick at the bottom of the trend results in a mistaken identification of
the resistance levels. Look how the price moved between the 23.6 percent
level and the 38.2 percent level without picking up a major level as a
correction point.
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On the chart below, I use the wick of the candlestick for both swing high
and swing low identification. You can see the Fibonacci retracements
provide valuable insights into where the correction might lose steam (the
38.2 percent level), paving the way for a short entry.
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4. Rely wholly on Fibonacci tools

Technically speaking, trading based on Fibonacci tools alone may not be
considered a “mistake” like some of the points above. In many cases, you
can ignore other tools, define entry and exit points just based on Fibonacci
retracements and extensions, and still yield great results.

However, it is advisable to combine Fibonacci with other tools to enhance
the reliability of market signals. I mentioned confirmation signals in many
chapters in this book. Confirmation signals can be sought via other tools
such as candlestick patterns, trend lines, moving averages, Elliott waves,
etc. The more signals you have, the more positive potential your trade will
have. Always remember that the market constantly changes, with lots of
volatilities and turbulence. Combining more than one tool (but not too
many) in your technical analysis will put the odds in your favor.



CHAPTER 12: POWERFUL FIBONACCI TOOLS IN REAL
TRADES

Example 1. Gold — Daily chart

The gold daily chart below indicated a bullish trend. It was clear that there
was a correction up to the 50 percent retracement level. Notice that the 50
SMA coincided with the 50 percent Fibonacci level, forming a powerful
confluence there.
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One more signal that would trigger an entry is the marubozu candlestick
bouncing from the 50 SMA. The price maintained a bullish momentum
afterward. Next, let’s find the potential profit-taking target in this situation.
Take a look at the next moves in the picture below.
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The upward move was super strong until the 161.8 percent level, where
strong volatilities occurred. As a conservative trader, you can choose to
close your position here.

Also, we can see how the 161.8 percent level became such a hard support
after it was broken as a resistance level. A more aggressive trader may opt
for the three-part method on closing trades, aiming at a higher profit-taking
price since the bulls were still so strong at the 161.8 percent level.

Example 2. Euro/US Dollar (EUR/USD) on the four-hour chart



In the example above, the price touched the 78.6 percent level a number of
times without bouncing back, which may cause considerable confusion for
traders.

In that case, using a trend line could be the perfect solution to the problem.
Once again, a long bullish marubozu candlestick appeared, breaking the
trend line and pushing the price much higher. With the stop-loss put just
below the marubozu candlestick and a profit-taking target set at the 161.8
percent level, you could easily enjoy a 1:3 risk/reward ratio.

Example 3. US Dollar/Japanese Yen (USD/JPY) on the four-hour chart



This example is a great combination of Fibonacci and Elliott waves.

In this case, Wave 3 is the extended wave, with an extension level at the
261.8 percent line. Notice how the price reacted strongly at the end of Wave
3, which coincided with the 261.8 percent Fibonacci extension level.

Wave 2 is opposite to Wave 4 in terms of correction forming. While the
former is deep and simple, the latter looked shallow and complex.

You can also ride Wave 5, though not as long as Wave 3. If you remember,
the target of the last wave should be between 38.2 percent and 61.8 percent
(Fibonacci expansions) of the distance from Wave 1 to Wave 3, calculated
from the end of Wave 4. As you can see from the picture, a close of the
position around 38.2 percent level would have helped catch most of the
move.



WHAT’S NEXT?

This brings us to the end of the book.

First of all, I would like to congratulate you on completing these chapters
on Fibonacci trading. If you are reading this section, you are one step closer
to pushing your trading results to the next level.

Remember trading isn’t something you can master after reading one or two
books. Successful trading entails a lot of practice, the ability to interpret
what the market actually says, continuous optimization, and more. While
it’s not a get-rich-quick scheme, you can definitely shorten the learning
curve by devoting more time, energy, and focus to trading.

Finally, if you find you have learned something useful in this book, please
consider leaving an honest review in the review section. I would be very
grateful to you. Click here to leave a review.

My Best Always!
Frank Miller


https://amzn.to/3npiWdp

APPENDIX: HOW TO SET UP FIBONACCI RETRACEMENTS

AND EXTENSIONS

The following are some tips if you choose to use the MetaTrader trading
platform to identify and guide your trades using Fibonacci.

1. How to draw Fibonacci retracements and extensions in

MetaTrader

Select the Fibonacci retracement tool from the quick menu:
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If you cannot find it, go to the upper menu (Imsert), click
Fibonacci, and then select Retracement.

Draw the retracement lines from the swing low to the swing high
(in an uptrend) and from the swing high to the swing low (in a
downtrend).
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e Select them so that the lines going from 0 to 100 are highlighted.
e Click the right mouse button and select the first option - Fibo

properties.

e In a new window, go to the second tab - Fibo levels. This is
where you can add, remove, or edit your Fibonacci levels. To edit
the value, just double-click on it.
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The first column in the table (Level) is a place where you define the levels.
The second column (Description) indicates the description which will be



shown on the chart.

Below are the most popular levels that I often use:

Level Description
0 0
0.236 23.6
0.382 38.2
0.5 50.0
0.618 61.8
0.786 78.6
1 100
-0.27 127
-0.382 138.2
-0.618 161.8
-1 200
-1.618 261.8

Using this trick, you will have both retracement and extension levels
displayed simultaneously.
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You may edit these levels if you want. To me, this is more than enough for
analyzing your trades.

In a downtrend, when you look for a short opportunity, you draw the
retracement from the swing high (A) to the swing low (B):



A
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At point A, there will be the 100 percent Fibonacci level. Meanwhile, point
B lies at the 0 percent Fibonacci level.

In an uptrend, when you look for a long opportunity, you draw the
retracement from the swing low (A) to the swing high (B):
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In such case, at point A, there will be the 100 percent Fibonacci level while
point B lies at the 0 percent Fibonacci level.

2. How to draw Fibonacci expansions in MetaTrader
Let’s take a downtrend as an example. Things are identical in an uptrend.
Click on the Fibonacci expansions tool symbol.

& File View Inset Charts Tools Window Help
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Next, click at the swing high, and one small spot appears (point A).

v\ Click on the
swing high and
a spot appears

=

i

Do the same at the swing low (point B), and both points are automatically
connected.



A - swing high
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CHECK OUT OTHER BOOKS

You do NOT want to miss these great books!

SECRETS
REVERSAL

TRADING

MASTER REVERSAL TECHNIQUES
IN LESS THAN 3 DAYS

FRANK MILLER

Click here to download my No.1
book in reversal trading.

GRYPTL
MASTER

THE ULTIMATE BEGINNER'S
GUIDE TO CRYPTOCURRENCY
TRADING AND INVESTING

FRANK MILLER

Click here to get everything you

need to profit from crypto trading
and investing,

(A perfect summary of my 7-year
journey with cryptocurrency
market).

Click here to learn about the art of
trading adopted by BIG PLLAYERS



https://amzn.to/3hOfO87
https://amzn.to/3ePMmfy
https://amzn.to/3qEm7z0

SUPPLY

DEMAND
TRADING

HOW TO MASTER THE TRADING ZONES

FRANK MILLER

TRADING JOURNAL

in the market.

Click here to check out a
professionally-designed trading
journal to help you master
discipline in trading,



https://amzn.to/3qEm7z0
https://amzn.to/2Tl86cl

This file was downloaded from Z-Library project

Zlibrarv

Your gateway to knowledge and culture. Accessible for everyone.

z-library.sk z-lib.gs z-lib.fm go-to-library.sk

@

Official Telegram channel

Z-Access

W

https://wikipedia.org/wiki/Z-Library
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