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Explained: Stop Orders - In Action

A stop order is a conditional instruction sent to a broker to execute a trade once an asset's price crosses a
specific threshold (the "stop price"). Until that price is reached, the order sits invisible to the market.

There are a number of stop orders used across various scenarios, each carrying distinct economic micro-
effects for individual portfolios and macro-effects for the wider market.

1. Scenario: Risk Management (The "Stop-Loss")

This is the most common use case. An investor owns an asset and wants to protect their capital from a
severe downturn without needing to monitor the charts 24/7.

e The Scenario: You buy a stock at $100. To limit your maximum loss to roughly 10%, you place a Sell
Stop Order at $90. If bad news breaks or the market dips and the stock hits $90, your stop order
triggers and automatically transforms into a market order to sell immediately at the next available
price.
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Market-Wide Economic Result: When millions of investors place stop-losses at identical technical
support levels (e.g., round numbers or recent lows), a sudden dip can trigger a chain reaction. As
those stops turn into market sell orders, they drive the price lower, triggering more stops. This
phenomenon creates "flash crashes" or severe liquidity vacuums.

2. Scenario: Locking in Profits (The "Trailing Stop")

Traders use this scenario to protect accumulated paper wealth while still allowing a winning trade room to

grow.

The Scenario: You bought a stock at $50, and it has soared to $100. You don't want to sell yet
because it has momentum, but you also don't want to watch it round-trip back to $50. You set a
Trailing Stop of 10%. As long as the stock climbs, the stop price trails behind it (if it hits $110, the
stop moves up to $99). If the stock drops 10% from its absolute peak, the order triggers.

Individual Economic Result: Guaranteed monetization of paper profits. It forces a disciplined exit
and converts unrealized gains into realized cash balance, mitigating the behavioural trap of greed.

3. Scenario: Momentum Trading (The "Stop-Buy Breakout")

Stop orders aren't just for exiting trades; they are frequently used by momentum or quantitative traders to

enter the market.

The Scenario: A stock has been trapped in a strict trading range, repeatedly hitting resistance at
$150 but failing to go higher. A momentum trader believes that if the stock can clear $151, it will
spark a massive rally. They place a Buy Stop Order at $151.50. The order remains completely
dormant while the stock is at $145, but triggers an aggressive buy the moment a breakout occurs.

Individual Economic Result: High-velocity capital efficiency. The trader's cash isn'ttied up ina
stagnant asset; it is deployed precisely when the asset displays maximum upward velocity.

Market-Wide Economic Result: Breakout Acceleration. The influx of buy-stop orders hitting the
market simultaneously above resistance levels acts like rocket fuel, artificially forcing a rapid price
spike. Institutional players and algorithms frequently target these areas (a practice known as "stop
hunting") to trigger clusters of stop orders to create artificial liquidity for their own large positions.

Summary of Economic Outcomes
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*Past performance does not reflect future results. The above is for marketing and general
informational purposes only and are only projections and should not be taken as investment
research, investment advice or a personal recommendation.




Why Choose LIM

Institutional-Grade Trading

Access the same trading tools and conditions previously available only to large
financial institutions.

Regulation

London Investment markets Limited is registered in the Marshall islands, Registered Number:
134064. Senior management is comprised of UK qualified Head of Compliance as well as
English qualified lawyers who manage the firm to the highest standards of regulatory
compliance.

Client Money Protection

Client money is segregated into a dedicated client money account.

Corporate Governance

The firm is managed by a UK qualified Head of Compliance as well as English qualified lawyers.
All procedures at LIM are drafted by market leading professionals.

Liquidity from Large Financial Institutions

Sophisticated technology allows us to provide wholesale interbank prices, historically available only
to large financial institutions and corporations.

No Dealing Desk execution

All trades are executed by systems without human interventions.

Secure

Your data is protected by enterprise-grade encryption.



