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Chart patterns are specific price formations on a chart that predict future price movements. As technical 
analysis is based on the assumption that history repeats itself, popular chart patterns have shown that a 
specific price movement is following a particular formation of price (chart pattern) with high probability. 
Therefore, chart patterns are grouped into  
(1) Reversal patterns – that signal reversal of the underlying trend. 
(2) Continuation patterns – that signal a continuation in the underlying trend, and  
 
Reversal patterns 

 Head and Shoulders 
 

 

Head and Shoulders is a reversal chart 
pattern, that indicates the underlying 
trend is about to change. It consists of 
three swing highs, with the middle swing 
high being the highest (red lines on the 
chart). After the middle swing high, a 
lower high occurs which signals that 
buyers didn’t have enough strength to pull 
the price higher. The pattern looks like a 
head with a left and right shoulder (the 
three swing highs), and that’s how it got 
its name. The neckline is connecting the 
two shoulders, and a break-out below the 
neckline is considered a selling signal, with 
a price target being the distance from the 
top of the head to the neckline (green 
arrows). If the Head and Shoulders pattern 
occurs during a downtrend, the same 
inverse pattern (with three swing lows) is 
called an Inverse Head and Shoulders 
pattern. 
 

Reversal patterns appear after a trending market has lost its steam. Reversal patterns can be as simple as 
a trendline break or a little more complex like a Head & Shoulders pattern. Although reversal patterns 
often take a while to develop, once they are completed and the signal is generated you can find yourself 
on the front of a big move. What many traders enjoy about the Head & Shoulders pattern is the clear rules 
that follow entries and exits. 
 
The Head & Shoulder pattern uses two simple concepts that any new trader can recognize. The two 
concepts are the three peaks with the middle peak being the greatest (the head) and the trendline which 
we call the neck line that offers a signal as to when we should enter the trade. The other benefit is that the 
Head & Shoulders Pattern can be used equally well in both up trending and down trending markets. 
 
The recommended method to trade this pattern is to wait for pattern completion and enter upon a break 
of the trendline or neck line. Once the neckline has been broken, you can set a stop exit order just below 
the neckline or preferably, above or below the previous shoulder depending on the direction. The reason 
for the shoulder based stop is that the pattern would be nullified if this point is broken and on the Head & 
Shoulder assumption, you would no longer want to be in the trade. 

http://www.dailyfx.com/forex/education/trading_tips/trend_of_the_day/2012/11/19/Learn_Forex_How_to_Trade_Trendlines.html
http://www.dailyfx.com/forex/education/trading_tips/daily_trading_lesson/2013/01/10/how_to_set_stops.html
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 Double Top and Double Bottom 

 

Double Top and Double Bottom are 
another reversal pattern, occurring 
during up- and downtrend, 
respectively. A double top, as the 
name suggests, has two swing highs 
at about the same, or slighty 
different price. It shows that buyers 
didn’t manage to push the price 
higher, and a trend reversal might 
be ahead. The trigger signal for 
opening a sell position is the break 
of the support line, with target price 
being the distance between the top 
and the support line of the 
formation. A double bottom pattern 
is the opposite, with two swing 
lows. Sellers didn’t have the power 
to move the price more downward. 
The trigger signal is the break of the 
resistance line, with the target price 
being the distance between the 
bottom and the resistance line. 

 Triple Top and Double Bottom 

 

Triple Top and Triple Bottom 
formations are basically the same 
as Double Top and Double Bottom 
formations. Both are reversal 
patterns, with the difference that 
Triple Tops and Bottoms have 
three swing highs and swing lows, 
respectively. Trigger signals are 
again the break of support and 
resistance lines, with target prices 
being the distance between the 
top and support line (for Triple 
Tops), and bottom and resistance 
line (for Triple Bottoms) 
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 Rounding Top 

 

A Rounding Top pattern takes a little longer to 
form then the other mentioned chart patterns. It 
shows a gradual change of the sentiment from 
bullish to bearish. The price forms gradually a 
„rounded top“, as can be seen on the chart. The 
trigger for entering a short position is the break 
of the support line, with the price target equal 
the distance from the top to the support line. 

 Rounding Bottom 

 

A Rounding Bottom is a Rounding Top flipped 
vertically. The price made a gradual change from 
the previous downtrend, indicated by a 
„rounded bottom“. The trigger signals are the 
same as by the Rounding Top, i.e. the break of 
the resistance line. Price target is the distance 
between the bottom and the resistance line. 

 

 


