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Trade using Fibonacci Tools:

One who believes that the application of Fibonacci on charts is indispensable.
Another school considers Fibonacci as just a line in the sand.

When it comes to Fibonacci there are two groups of traders:



They are based on the key numbers 
identified by mathematician 

Leonardo Pisano,
 nicknamed Fibonacci, 

in the 13th century.

https://www.investopedia.com/articles/trading/06/fibonacci.asp


Let's understand the number game:
The Fibonacci sequence of numbers is as follows: 0, 1, 1, 2, 3, 5, 8, 13, 21, 34, 55, 89,
144, etc. Each term in this sequence is simply the sum of the two preceding terms,
and the sequence continues infinitely.

https://www.investopedia.com/articles/technical/04/033104.asp


The key Fibonacci ratio of 61.8% is found by dividing one number in the series by the
number that follows it. For example, 21 divided by 34 equals 0.6176, and 55 divided by
89 equals about 0.61798.

0, 1, 1, 2, 3, 5, 8, 13, 21, 34, 55, 89, 144,

21/34 = 0.6176



The 38.2% ratio is discovered by dividing a number in the series by the number located
two spots to the right. For instance, 55 divided by 144 equals approximately 0.38194.

0, 1, 1, 2, 3, 5, 8, 13, 21, 34, 55, 89, 144,

55/144 = 0.382



The 23.6% ratio is found by dividing one number in the series by the number that is
three places to the right. For example, 8 divided by 34 equals about 0.23529.

0, 1, 1, 2, 3, 5, 8, 13, 21, 34, 55, 89, 144,

8/34 = 0.235





These numbers are found on a fibonacci retracement tool!

5/8 = 0.618
5/13 = 0.382
5/21 = 0.236
1/2 = 0.50



These Fibonacci Numbers are found everywhere in Nature.



Since Fibonacci was found everywhere in nature, traders thought that
it will equally apply to charts, so charting platforms have started to
popularise the tool on their platform.

It is believed - since price doesn't travel straight in a single direction, the trend
generally retraces to these Fibonacci levels.





Challange using Fibonacci:
Where other indicators like RSI, MACD, Volumes, OI, etc., use actual market data
in their calculations to derive a value, Fibonacci doesn't.
The selection of the swing from which Fibonacci has to be drawn in up- trend &
a downtrend is subjective! 
It has so many levels for reaction, it generally confuses on which one to follow.
It may have its relevance outside financial markets, while trading it doesn't have
any relevance on a "standalone" basis.



To remove all confusion I decided to backtest the tool!



FIBONACCI REACTION/REVERSAL

23.6 6%

38.2 18%

50 14%

61.8 15%

78.6 14%

100+ 33%

RESULTS:



To eliminate subjectivity, I used Zig Zag
indicators to draw the swings!





FIBONACCI REACTION/REVERSAL

23.6 6%

38.2 18%

50 14%

61.8 15%

78.6 14%

100+ 33%

RESULTS:

Prices reacted in a 
similar manner!

Any one particular
level doesn't have

significance!



Is the tool useless?
It won't be effective to use it on "standalone basis"



Let us see how to correctly apply the tool!



Things to keep in mind while
using Fibonacci Retracement.

There must be a trend for fib levels to have
impact on!



The most important aspect while using fib is the presence of a trend & choosing the
correct swing points to place the tool!







Things to keep in mind while
using Fibonacci Retracement.

Don't try to use Fibonacci levels in very shoter
time frame. The reliability of the fabbo levels are
very low in the shorter time frame. 
Use them daily, weekly & hourly for a better
reliability!







Things to keep in mind while
using Fibonacci Retracement.

Apply Fibonacci levels on the correct price swings.
There are multiple swings in a trend & not everyone
will be using the same swings. This brings in 
subjectivity.





How to draw the Fibonacci Lines?

Determine the dominant trend.
Identify the swing high & low before drawing the lines.
For bullish trends, draw lines from low to high.
For bearish trends, draw from swing highs to lows.
Include the candles' full-price action (wicks) to consider the swings.









Things to keep in mind while
using Fibonacci Retracement.

Shallow Vs. Deep Pullbacks
The shallow pullback has a higher probability
of trend continuation.
While deeper pullbacks may indicate trend
reversal.

Understanding the pullback strength:















Things to keep in mind while
using Fibonacci Retracement.

Using clusters of various swings rather than 
one swing increases the probability of the
support/resistance levels derived from Fibonacci.









FIBONACCI WITH OTHER TECHNICAL TOOLS
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Things to keep in mind while
using Fibonacci Retracement.

Fibb & Moving Averages.
Volumes.
Fibb levels with Divergences.
Fibb levels & Candlesticks

Using Fibonacci with other support/resistance 
tools will improve the likelihood of the success
of the trade.



























Things to keep in mind while
using Fibonacci Retracement.

Using Zig Zag Indicator

How to determine the swings without much
subjectivity:









Things to keep in mind while
using Fibonacci Retracement.

Use 200 DMA

When to draw bullish retracement & when to
draw bearish retracement?
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