Using Fibs To Plot An Exit Strategy
In this document I will explain the usage of fibonacci retracements as an exit strategy. If you have any questions, you can find me at Forex Factory, or you can send an email to:

SpotFXTrader@gmail.com
Daemien

Main Points

· This strategy is based on the 75% fibonacci level. Once you have entered a position and the trend moves forward, a fibonacci retracement is plotted for every major retracement or consolidation level.

· Your stop-loss at this time will be tightened to just below the 75% level (approximately 2 pips on the 30 minute chart – more on the higher timeframes). This, in effect, acts as a ‘trailing stop’.

· If price retraces, hits support & ounces up, & then immediately retraces at or close to the prior resistance level (first retrace), you will tighten your stop-loss to just below the first support area (bounce). This way you will conserve pips if an extended consolidation period or a reversal of trend occurs. You would also tighten up in this manner if you hit an extended consolidation period.  Example shown below:
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As you can see this can be quite a powerful method for staying in a strong trend! Here are some options that I would advise you to consider:

a) For figuring out the # of pips below the 75% line (or the bottom of a retracement) instead of using a fixed # you can use a % of the ATR. I would recommend 5 or 10% as these are extremely easy to figure out ‘on the fly’. That means for a pair like GBPJPY that has a lot of volatility (not unusual for the ATR to be in the 250-300 range) an ATR of 273 @ 5% would give you a pip addition of +14 (round up). For a pair like EURUSD an ATRof 67 would give you a +3 pip addition. (get rid of last number, round up if an odd number & then divide by two = 5%).

b) For those who like to scale-out of a position, the retracement levels are perfect for this (note I said retracement level – not FIB level). When it becomes apparent that it is an actual correction in the market, scale out 1 unit at each retracement level. Once you have your ‘let-it-ride’ # of units left, then ‘let-it-ride!’

c) Many traders prefer to scale-into a position as it allows them to risk a small amount initially, but then add on to their position as the move strengthens. Enter your position with your minimum # of units. At each retracement either manually add-on or enter a buy-stop just above the high point/resistance of the retracement (as in point a above). This way once the trend starts moving back in your desired direction, you will automatically scale-in one unit. Make sure you have a maximum number of units to commit and never deviate from this (recommend 3-5). If you do use the scale-in method, it’s recommended to use a smaller unit than what you would use with a system where you only trade with 1 unit.
** Note that by a unit I mean whatever your minimum lot size is. For example if your risk management says to trade a maximum of 6 mini lots and you are using the scale-in method (you have decided to use a maximum of 3 units) then one unit will equal 2 mini-lots:

You will initially enter the position with 2 mini-lots (1 unit)  and scale-in 1 more unit at each retracement level up to a maximum of 3. Make-a sensei?? ;)

NOTE
As with any method this one is not perfect and should be used in conjunction with a sound trading and money management strategy! You will occasionally give up pips & miss out on shorter runs. Hitting the longer ones should more than make up for this. The purpose of an exit such as this is to take advantage of, and extract as many pips as possible from, a longer trend. I am not responsible for any losses incurred using this strategy. Use at your own risk!
Daemien
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When price hit point A and started back down, you would move your stop-loss to just below the lowest part of the first retracement (point B).
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