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Understanding Slippage
 

Unpacking a Key Trading Variable: Understanding Slippage

In the dynamic world of Forex trading, the price you see when you decide to place a trade isn’t
always the exact price at which your trade is executed. This difference, known as slippage, is
a common phenomenon that every forex trader should grasp. While often perceived
negatively, understanding slippage in its entirety reveals it can sometimes work in a trader’s
favor. This article delves into what slippage is, its primary causes, its different forms, and how
traders can navigate this inherent aspect of trading.

The Primary Culprits: What Causes Slippage?

Several market factors and execution variables can contribute to slippage. Recognizing these
can help traders anticipate when it’s more likely to occur.

Market Volatility: This is arguably the most frequent cause. During periods of high
volatility, such as major economic news releases (e.g., interest rate decisions, non-farm
payrolls) or significant geopolitical events, prices can change with extreme rapidity. In
the fractions of a second it takes for a trade order to travel from the trader’s platform to
the broker and then to the liquidity provider for execution, the market price can move,
leading to slippage.
Liquidity Levels: Market liquidity refers to the volume of buy and sell orders available
at any given price. In highly liquid markets (like major currency pairs during peak
trading hours), there are typically enough participants to absorb large orders with
minimal price impact, reducing the likelihood of significant slippage. Conversely, in
markets with low liquidity (e.g., exotic pairs, or during off-peak hours like late nights or
bank holidays), a trade order might have to be filled at the next available price, which
could be substantially different from the requested price.
Execution Factors: The speed and efficiency of a broker’s execution system play a
role. This includes network latency (the delay in data transmission), the broker’s order
processing speed, and the execution capabilities of their liquidity providers. Even the
size of a trade can matter; very large orders might not be fillable at a single price point
in an instant, leading to parts of the order being filled at different prices (resulting in an
average price that shows slippage).
Market Gaps: Slippage can also occur due to market gaps. These happen when the
market opens at a price significantly different from its previous close, often after a
weekend or a major news event that occurred while the market was closed. If a trader
has a pending order or a stop-loss/take-profit set, it might be triggered at the new
opening price, which could be far from the original level.
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Positive vs. Negative Slippage: It’s Not Always Bad News

It’s crucial for understanding slippage that it isn’t inherently negative. There are typically
three outcomes:

Negative Slippage: This is what most traders worry about. It occurs when a buy order
is executed at a higher price than requested, or a sell order is executed at a lower price
than requested. This results in a less favorable entry or exit point for the trader.
Positive Slippage: Conversely, positive slippage happens when a buy order is
executed at a lower price, or a sell order is executed at a higher price than requested.
This is beneficial to the trader, providing a better-than-expected execution.
No Slippage: This is when the trade is executed at the exact price requested by the
trader.

While negative slippage can eat into profits or increase losses, positive slippage can enhance
gains or reduce losses. The occurrence of either often depends on the direction of the rapid
price movement at the moment of execution.

Measuring and Anticipating Slippage

Slippage is typically measured in pips – the difference between the expected execution price
and the actual execution price. While it’s impossible to predict slippage with certainty, traders
can anticipate higher probabilities of it during known volatile periods, such as before and
immediately after major news announcements or during market opening and closing times
when liquidity might be thinner.

How Slippage Can Affect Your Trading Performance

Consistent negative slippage can significantly impact a trading strategy’s profitability over
time, especially for strategies that rely on small profit margins per trade, like scalping. It can
turn seemingly profitable setups into losses. For strategies involving stop-loss orders, slippage
can mean that the order is triggered and executed at a worse price than the stop level, leading
to larger-than-anticipated losses. Conversely, while less commonly focused on, consistent
positive slippage, however rare, would improve performance.

Strategies for Navigating and Minimizing Slippage

While slippage cannot be entirely eliminated, traders can adopt several strategies to manage
and minimize its potential negative impact:

Order Types: Using limit orders instead of market orders can help control the
execution price. A buy limit order will only be executed at the specified price or lower,
and a sell limit order only at the specified price or higher. However, the trade-off is that
if the market doesn’t reach your specified price, your order may not be filled at all. Stop
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orders, once triggered, typically become market orders and are thus susceptible to
slippage.
Timing Your Trades: Being cautious or avoiding trading during extremely volatile
periods (like immediately around major news releases) or when liquidity is known to be
low (e.g., major holidays, late market hours for specific pairs) can reduce exposure to
significant slippage.
Broker Choice: Select a reputable broker known for quality execution, low latency, and
access to deep liquidity from multiple providers. Some brokers also offer “slippage
protection” settings or guarantees against slippage on certain order types up to a
certain amount, though terms vary widely. It’s important to understand your broker’s
specific slippage policy.
Setting Slippage Tolerance: Some trading platforms or brokers allow traders to set a
maximum slippage tolerance for their market orders. If the slippage exceeds this
predefined limit, the order might not be executed.
Technical Considerations: Ensuring a stable and fast internet connection can help
reduce latency from the trader’s end. Using a Virtual Private Server (VPS) located
close to the broker’s servers can also minimize execution delays.

Conclusion: Acknowledging and Managing Slippage

Understanding slippage is a key component of becoming a more informed forex trader. It’s
an inherent risk in fast-moving markets, reflecting the real-time dynamics of supply, demand,
and price discovery. While it can’t be completely avoided, by understanding its causes and
employing prudent trading strategies and order types, traders can better manage its impact
and protect their trading capital.
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