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Price charts summarise the underlying 
opinions and emotions of the market participants. 
Every chart tells a story. 
It pays to understand the stories in the price charts.

This presentation...

This presentation was originally prepared for 
the U3A Manningham (Stockmarket Group) 
in November 2013, and has been updated 
for the BullCharts User Group in October 
2014.

It introduces a number of exit strategies that 
can be deployed to help protect our trading 
capital and profits.
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Exit Strategies

Are these important?

Is one more important than the other?
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When investing in the stock market
why might we sell a stock?

Give some thought to the reasons for selling. If 
we can understand the situations that might 
cause us to want to sell, then we are better able 
to decide which exit method to deploy.

See a list of possible reasons on the next slide.
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Why might we sell a stock?

Here are a few reasons for selling.
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When comparing the regular long-term buy-and-
hold investor to the shorter-term nimble investor 
or trader, there is a clear difference in the 
approach to selling and exit strategies.
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During the presentation, 
please feel free to ask questions.

And we will be using the Australian BullCharts 
charting software to view charts (included within 
these presentation slides, and also interactively 
in the live presentation).
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Please note: No Advice

This presentation 
does not include 

any advice!

It is for 
general education 

only.
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No Advice!!
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Just a note before we start,
Robert sends useful emails occasionally to 
the people who have “registered”, or 
expressed interest.

Anyone can register interest,
and express specific interest in a few 
different topics.

During this presentation a clip board with a 
“signup” sheet will go around for people to 
record their email address to receive 
occasional emails

For details, visit: 
http://www.robertbrain.com/register.html.
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Before we get under way,
are there any specific questions that you 
have come armed with?
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Let's look at a few of 
the possible approaches to 

protecting our capital 
(on the following slides)...
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The “percentage fall” approach

This is the opinion of this particular investor, and 
might not be well received by many investors.

It just doesn't seem logical or sensible to sell (ie. 
to set a stop loss) at a specific percentage 
amount below the share price.

The opinions of the market participants are 
shown in the chart, so it makes sense to decide 
a price level based on the characteristics of the 
price chart, and not an arbitrary percentage 
amount.
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Beware!

1)  If the total of our profits is not enough to 
outweigh the total of our losses, then we can 
go broke taking profits.

2)  It is a plain fact that we will not be able to get 
every investment 100% correct.

3)  With profits that are large enough, even a 
small number of wins can outweigh a larger 
number of (smaller) losses.

4)  If we let the profits run, then we are 
maximising our profit amounts. If a particular 
profit gets too high we can always reduce 
the position size to capture some profit.

5)  The risk and money management is 
essential.
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Price weakness

There are a number of ways to notice a 
weakening of the price on the chart. Some 
shorter term investors / traders use these 
methods to lock in profits early in anticipation of 
a possible further price fall.

If we notice price weakness, and close a 
position, and then the price runs higher, we 
need to just accept this as one of those 
situations where we can't be right 100% of the 
time.  And just move on.  Don't dwell on it,  And 
don't stew on it thinking “if only...”.
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Exit Strategy — categories

The large variety of different approaches to exit 
strategies seem to fall into one of five 
categories, as listed on this slide.
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Time, clock, calendar exits

This category of exits is based on the time of 
day, or the day of the week, or the calendar.

This is because depending on the mood of the 
market, there could be more certainty (or more 
uncertainty) at certain times of the trading day, 
or days of the week.
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Price target exits

This category of exits refers to specific price 
levels on the price chart, and can be derived by 
observing a number of different aspects of the 
recent trading ranges.
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Overhead Resistance

When a price level on the chart has shown 
selling on several occasions in the past, then 
this price level is likely to see selling again the 
next time the price reaches that level (it is likely 
to happen again, but not certain).

So, we could anticipate this well in advance, and 
have an exit action ready.
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Measure Rule

The Measure Rule is used by many investors 
and traders to anticipate a pause in price, or a 
resistance level.  The price might not reverse at 
that price level, but there are occasions where it 
does, so it can be useful to be on the lookout 
and anticipate a possible reversal that might 
require an exit action.
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A sample measure rule
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A sample measure rule
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A sample measure rule
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Money-based exits

This category of exits is based on price action, 
and can change over time. Unlike the previous 
category where a price resistance (for example) 
on the chart will stay in force for a period of time, 
a trailing stop loss will vary over time as the 
price moves up and down over time.

The use of the Fibonacci Extension tool is also 
based on price chart features that can change. 
When we identify a recent price peak, and 
trough, on which to base the extension, we 
might find that a new peak is formed, requiring 
us to adjust the Fibonacci extension tool.
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Sample Trailing Stop loss

Simply set the Stop Loss level just under the 
latest trough on the chart.
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Sample Fibonacci Extension
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Price chart features

This category of exits is very important. Don't 
forget that the price chart summarises the 
opinions of all market participants. Their 
opinions about fair value are locked in the chart 
for everyone to see. They show up as the 
extremes in price movement.

Some of these are explained on the following 
slides.
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Weakening trend and trend failure

This chart clearly shows the rising interest in 
share price, supported by the perception of the 
participants that the price is worth progressively 
more in March, April and May of 2008. The price 
jumped higher in early June, then could not 
break above about $20. The market participants 
clearly agreed that Santos was not worth any 
more than this. By early July, there were more 
sellers than buyers, resulting in the price falling 
away.

The green uptrend line was broken in late June 
and signalled a possible change in sentiment.
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Break of trend line

This example is very similar to the previous 
slide.
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Note from mid-September 2012 that FMG's share price was in a 
rising trend (after the successively lower black candles in the 
prior month).  

As the price made higher highs into October, any of the recent 
“lowest low” price values could have been used as a Stop Loss 
value.  That is, the very bottom (the low) of candle '1' or '2' or '3'. 
 These price values are the “lowest low” over the last few 
candles.  For instance, at candle '4', the lowest low over 5 
candles would have been the bottom of candle '2'.  We always 
start counting from the “current” candle, so that the lower low of 
candle '1' would actually be the lowest low of the last 6 candles, 
starting at candle '4'.

If we were to use this chart indicator tool to determine a Stop 
Loss value, and never lower our stops, then the candle '8' can 
be seen to be lower than the lowest low of the indicator and 
might be a sell condition.  If our exit strategy was such that we 
don't close a position with a spike low during the week (like 
candle '8'), but wait for a close below the stop level, then we 
would not have closed the position here.  However, the price 
action in late February clearly broke below the lowest low tool 
and would have been a sell.
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Count Back Line (CBL)

See the text on the chart for an explanation of 
how to determine the CBL value, and note two 
successive examples on this weekly chart.

(1) As at any point in January, the weekly candle 
in the week of 31 December was the last 
significant Highest High, so that is where we 
count from.

(2) In the week of 11 February, a new Higher 
High was formed, so the CBL is moved to this 
candle to start counting back.
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Candle patterns

Candlesticks come in a large variety of shapes 
and sizes, and can tell us a lot about the 
underlying sentiment of the market participants.

And two or more consecutive candles when 
considered together can tell us even more.

Some candle patterns are considered to be 
reversal patterns. An understanding of these 
can be very useful.
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Chart indicator exits

This category of exit strategies includes any of 
the chart indicators that can be used to signal a 
possible exit. 

Some examples are given in the following 
slides.
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Moving Average

The humble moving average indicator is so 
useful at indicating possible exit conditions.

This sample weekly chart (which we looked at 
earlier) includes a 30 week Simple Moving 
Average (SMA). Note the price fell to the MA, 
indicating a weakness of the rising trend, then 
the price fell through the MA, and then the MA 
turned downwards. Each of these was a 
successive signal to indicate more and more 
weakness in the price.

(This is basically the strategy of Stan Weinstein 
— refer to his book “Secrets for Profiting in Bull 
and Bear Markets”.)
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Parabolic SAR (P-SAR)

This is a simple and easy to use Stop Loss tool.

See the notes on the slide for details.
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Moving Average Cross-over

Many of the experts claim that this approach 
does not work, or that it is too late to signal a 
useful exit.

Nonetheless, the idea is that a buy (or sell) 
signal is generated when the two Moving 
Averages cross one way or the other, as shown 
on the slide.

Some investors can find this approach useful, 
on some stocks, and with a particular 
combination of the two MAs (eg. 5 and 11, or 12 
and 26, etc.).
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Bollinger Bands

This chart indicator has in-built sell indicators.  
To understand these, one needs to understand 
more about how to read this indicator.
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ATR*-based exits

Some people say that this is about the most 
logical indicator to use for exits, because it 
indicates the amount of recent price volatility, 
and flags when the price becomes more volatile 
and moves further than it's recent price range.

The series of dots on this chart is the Wilson 
ATR Trailing Stop chart indicator, based on 2 
times the ATR amount calculated over the latest 
7 weekly bars.

* ATR — Average True Range
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Hull Range indicator

This chart indicator has a built-in exit approach, 
indicated by the “Zone 4” on the chart.

For more details about how to use this indicator, 
refer to Alan Hull's web site and course notes (or 
see details in Brainy's Share Market Toolbox).
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(in summary)
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Relevant web page

There is a relevant web page in the Share 
Market Toolbox that includes more 
information and links to further details.
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See this page on the web

To find this web page,
go to the Toolbox Home page:
www.robertbrain.com then click on the link to 
“The Share Market”, then utilise
the menu options near the top of the page.
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eBook (PDF) Articles

In the Share Market Toolbox, for Toolbox 
members, there are a number of relevant eBook 
Articles.

Find this “Articles Table of Contents” web page 
from the links on the Toolbox Home Page
www.robertbrain.com 
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Toolbox Members can email questions about 
this presentation to Robert.



Exit Strategies

(c) Copyright, 2013-2014, Robert B Brain 44

SUMMARY

In this session we have looked at some aspects 
of exit strategies.

We have assumed that we are already 
convinced of the merits of utilising a sound exit 
strategy.
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Just a note before we start,
Robert sends useful emails occasionally 
to the people who have “registered”, or 
expressed interest.

Anyone can register interest,
and express specific interest in a few 
different topics.

For details, visit: 
http://www.robertbrain.com/register.html.
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Robert's Share Market Toolbox

The toolbox has a lot more information 
to help with tackling the share market.
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Thank you 
for your interest and attention.


