Fibonacci Studies

with

mGlider
Introduction
When Leonardo Fibonacci was solving a rabbit population problem in 13th century he might not have known what kind of effect his discovery would have on our modern world of investment and trading. The significance of his finding has been constantly demonstrated and built upon ever since. But even today majority of market analysts tend to reduce Fibonacci studies to only one practical application: Fibonacci Retracements with well-known levels of 38.2% and 61.8%. Familiarity with this application and these levels is good but not good enough anymore. This article will expand your horizon by introducing number of Fibonacci tools that are sure to give you the answers where just Fibonacci Retracements cannot tell the whole picture. 
Fibonacci Tools with mGlider
mGlider is a software program that helps explore power of Fibonacci sequences by incorporating them in a set of visual tools. These tools, also called Fibonacci shapes, are geometrical representation of nature's law and human behavior that can be applied, almost without limit, to market data series, whether cash currencies/Forex, futures, index products, stocks or mutual funds. Each shape possesses unique characteristics in determining when the battle between bulls and bears is approaching a critical phase and which side is likely to win it. Below is a brief description of every shape and when it is best to apply it.
Most geometrical Fibonacci trading devices are based on 3-wave patterns (A-B-C corrective patterns). The first impulse wave A is followed by the second corrective wave B that doesn’t penetrate a point from which wave A started. The third continuation wave C goes in the direction of wave A and signals formation of the 3-wave pattern. 
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Correction / Retracement

Markets move in rhythms. An impulse wave that defines a major market trend will have a corrective wave before the next impulse wave reaches new territory. This occurs in either bull market or bear market conditions. The most common approach to working with corrections is to relate the size of a correction to a percentage of a prior impulsive market move. In regards to the 3-wave patterns, Fibonacci Retracement indicates how far a corrective wave B could go before wave C is born. The first support level is the one marked by 38.2% and if price moves through it then it becomes a resistance line and a new support level shifts to Fibonacci level of 61.8%.
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Support line at Fibonacci level of 61.8% is also confirmed by double-bottom formation.
Extension

Extensions are exuberant price movements. They express themselves in runaway markets, opening gaps, limit-up and limit-down moves, and high volatility. These situations offer extraordinary trading potential as long as the analysis is carried out in accordance with sensible and definite rules. As far as 3-wave patterns go, Fibonacci Extension picks up where Fibonacci Correction leaves off. When waves A and B are established, Extension draws possible up-coming support and resistance lines based on Fibonacci ratios. When a certain resistance Fibonacci level is reached and penetrated, it becomes a support level and the next Fibonacci level is the next resistance level.
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Extensions of 38.2% and 61.8% are reliable indicators on how far bears are capable to push down MMM stock.
Time projection

Fibonacci time projection days are days on which a price event is supposed to occur. Time projection analysis is not lagging but is of forecasting value. Trades can be entered or exited at the price change rather then after the fact. The concept is dynamic. The distance between two turning points is seldom the same, and time projection days vary, depending on larger or smaller swing sizes of the market price pattern. This base for drawing this shape is 2 critical points: two highs, two lows or a low and a high. Fibonacci levels are projected into the future based on those points and at this time it is impossible to say whether those levels mark peaks or valleys. If price is declining or rising approaching a given Time Projection level, it is likely this level will mark an end or a pause of a particular trend. It is always recommended to combine Time Projection with other Fibonacci tools for more dependable signals.
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Length between an original price swing of VZ stock is multiplied by Fibonacci ratios of 2.618 and 11.09 to give an accurate forecast on another two swings drawn weeks into the future.
Channel

Human behavior is not only reflected in chart patterns as large swings, small swings or trend formations. Human behavior is also expressed in peak-valley formation. Fibonacci channels make use of peak and valley formations in the market and lead to conclusions on how to safely forecast major changes in trend directions.

The secret of Fibonacci channels is to identify the correct valleys and peaks to work with. Support and resistance lines can be drawn weeks and months into the future, once the appropriate tops and bottoms in the market have been detected. Only major tops and bottoms should be considered for a base line of a Channel with one or more prominent side swings. The widest swing within a time frame of the base line is used for a trigger line.
[image: image6.png]AHP,Daily  EMA(21) - fEA 2,





Having prominent peaks and valleys creates an opportunity to see major support and resistance lines for AXP before they are realized by general public.
Ellipse

Fibonacci ellipses identify underlying structure of price moves. Fibonacci ellipses circumvent price patterns. When a price pattern changes, the shape of the ellipse circumventing the respective market price pattern changes too. We can find long and short ellipses, fat and thin ellipses and ellipses that are flat or have a steep angle. There are very few market price moves that do not follow the pattern of a Fibonacci ellipse. In general, the shape of an ellipse is defined by the ratio of major axis to minor axis. Ellipse is turned into Fibonacci Ellipse where this ratio is a member of Fibonacci series.
The strength of Fibonacci ellipses is that no matter how many waves or sub waves we find in a price pattern, we receive a solid overall picture of the total price pattern as long as it can be circumvented by a Fibonacci ellipse. It starts in the beginning of a wave A in 3-wave patterns and its width is chosen so that the beginning and the end of a wave B is tied between extreme points of minor axis of the ellipse. As long as the price stay inside the ellipse it is very likely to reach level indicated by the end of major axis at approximate time it projects onto a time scale of a graph.
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Never ending small waves of BA is not a source of confusion once the first point and a swing size are realized. Fibonacci ellipses with ratios of 11.09 and 4.236 pin point target price and timing.
Fans

Fibonacci fans name derives from the fanlike appearance of the three trend lines shown. The Fibonacci fans are drawn using typical tops or bottoms. The three Fibonacci fans project into the future with slopes at 38.2, 50 and 61.8% (additional levels are also available). As the daily prices pass these three fans, we make predictions about future price movements based upon whether there appears to be price resistance or support at these intersection points. If the prices hold at the fan line, there is support there, if they quickly move through the fan line, then you will not see support until the next fan line is met.
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XOM started its bull rally in early 2004 and we were able to project support and resistance level all the way to the end of the year.

Spiral

Fibonacci spirals provide the optimal link between price and time analysis and are the answer to a long search for a solution to forecasting both time and price. Each point on a spiral manifests an optimal combination of price and time. Corrections and trend changes occur at all those prominent points where the Fibonacci spiral is touched on its growth path through price and time.

You will be astonished to see that if the correct center is chosen, Fibonacci spirals pinpoint turning points in the market with an accuracy seldom before seen. Investing based on spirals is neither a black-box approach nor an overfitted computerized trading system. It is a simple universal geometrical law applied to different sorts of products such as futures, stock index futures, stocks or cash currencies.
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Timing and price of most stubborn support and resistance levels of HD are already known in late August 2004 - that is the power of Fibonacci spiral.

Fibonacci confluence
Each Fibonacci shape can serve traders as a profitable stand-alone market evaluation solution. All shapes based on the exploring of traders’ behavior expressed in peak and valley price formation. Amazing quality of these shapes is that when combined, the reliability of the same signal identified by multiple shapes rises exponentially. It does not guarantee that we never suffer losing trades, but we can expect the majority of trades to be profitable as long as Fibonacci shapes are applied correctly. In addition to multiple confirmations of trend reversals or continuations by two or more Fibonacci shapes, we also recommend a confirmation of turning points on two or more time frames.
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The first graph in this article can also demonstrate Fibonacci confluence.
Conclusion

It cannot be stressed strongly enough that Fibonacci principles is not just a numbers game; it is the most important mathematical representation of natural phenomena ever discovered. 

And even in this limited article we hope we demonstrated the importance and power of the nature’s law applied to Fibonacci trading. There is more material to learn about the topic and more unique features found only in mGlider – the next generation toolbox for modern traders. Visit us at www.mglider.com and discover it yourself.
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