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Appreciation

Thank you for downloading our simple trading system. This is one of our freebies
meant to reward dedicated visitors to RealForexPips.com . We hope you'll find
this trading Manual helpful and be able to at least realize part of your dreams of
cutting your own share of the global foreign exchange market. It's your due share
and you're entitled to it.

We are currently making good money off the forex market with the methods
described in this same Manual you are having, and the other systems that are
freely downloadable in our website. So there is no reason why you should not
too.

Remember that no trading system is 100% accurate, not even the so-called
automated trading robots. Your success depends to a large extent on your
disciplined approach to trading. That means waiting for the key indicators to show
you when to enter and when to exit.

Gains will come and losses will come but with this system gains will surely outrun
losses. Using our money management strategies will also reduce your losses
considerably if and when they occur.

When losses come, do not take it too hard. It’s all part of the forex game. Avoid
by all means to literally rush back into trading to “avenge” the market for the
losses. If possible shut down the computer and find something else to do. Come
back later and continue as if nothing had happened. Maintain this psychology and
you will be enormously successful. Don't forget, your catch words should be
consistency and discipline. There is simply no other way to succeed in the forex
trading business.

Enjoy!
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RISK DISCLAIMER

Conventional wisdom says that you cannot predict pr ice movements.
That may or may not be true. The good news is that  you don’t have to
predict the price to be successful; you only have t o0 identify a pattern
formed by the price action AFTER it's already happe  ned.

When do you enter a trade? How do you determine ar  easonable
stop-loss and take-profit for a trade? The levels s uggested in the
preceding pages are the objectively determined trad ing signals for
the two patterns formed by price movements. Which s ignals you
decide to follow, and at what point you decide to e  nter or exit a trade
IS up to you? Each trader is an individual with dif ferent perception

level, decision-making process and risk-tolerance | evel. The trading
signals suggested in this trading manual are not in vestment advice.
We provide the results of impressive tools that can be duplicated with
thousands of dollars and hundreds of hours of time. How you choose

to use them is up to you.

The interpretation of patterns should be open-minde d and not
specific as the markets do not allow for such perfe ct artwork as the

resistance tops and support bottoms that you see as examples in this
trading manual. When looking for patterns, itis i mportant to keep in
mind that Technical Analysis is more art and less s cience. Itis
therefore pertinent to mention that the application of the chart

patterns is based on probability levels and as such cannot be
predicted with certainty.

In the light of this, the author is hereby disclaim ed of ALL possible
future claims of loss of funds, arising from the ap plication of the

contents thereof, of this trading manual, whether i n part, or in whole.
By continuing to use this trading manual after read ing this Risk
Disclaimer, the reader/user assumes full responsibi lity for any action

or inaction resulting therefrom.

The reader/user is further reminded that trading th e foreign exchange
market has large potential rewards, but also has la  rge potential risks.
The author categorically makes no representation or warranties with
respect to the accuracy, applicability, fitness, or completeness of the
contents of this Trading System Manual. All referen  ces to past profits
or gains made in any of the pages of this trading m  anual are strictly
for purposes of information and illustration only. Past performance is
not a guarantee for future success. All investments involve some
degree of risk. You should therefore NEVER invest m  oney you cannot
afford to lose.
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Part One — Basic Concepts

1.1 Introduction

The use of chart patterns in forex market analysis is a branch of Technical Analysis. It is a widely
used method of analyzing the forex market. When combined with the technical indicators, it is
possible to make substantial gains. This volume is therefore prepared for those who already have
a good knowledge of the technical indicators, but have little knowledge of chart patterns. You
should NOT use chart patterns alone in your trading. Be sure to combine it with at least one
technical indicator.

1.2  What are chart patterns?

Chart patterns are a method by which you predict market trends and turns. They are named
according to the shapes that the price movement assumes between the support and resistance
lines (defined below). Patterns may be generally classified as continuation or reversal patterns.
The trend shows the balance of demand and supply. When prices change, they form chart
patterns which act as signals so that you can determine the trend of the price in the future.

1.3  Support and resistance (S & R)
R1 R2 R3
S1 S2 S3
Chart patterns trading is rooted on the concepts of S & R. You should see S & R as the bedrock

upon which the system stands. It is vitally important that you pretty much understand the two
concepts.

The concepts of S & R are used by traders to refer to price levels on charts that tend to act as
barriers that prevent the price of an asset from getting pushed in a certain direction. Resistance
levels, also known as ceiling, prevent buyers (bulls) in a market from pushing prices upward.
Support levels sometimes referred to as floor or base, prevent sellers (bears) from pushing prices
downward.

The ability to identify S & R levels often coincides with good trading opportunities because for:
bulls, this is generally the area where market participants see good value in an asset and
start to push prices higher,

bears, this is generally the area where market participants see good value in an asset and
start pushing prices lower.

Re-emphasizing,
- Alevel of resistance refers to an upper limit, barrier or ceiling where the price of an asset
has difficulty from moving higher.

A level of support refers to a lower limit, barrier or base where the price of an asset has
difficulty from moving lower.

Copyright © RealForexPips.com. All Rights Reserved 10



IMPORTANT - In connecting the S & R lines for an identified pattern, be sure to join the ends of
the wicks of the bars/candlesticks. Alternatively, use the principle of highest highs for resistance
levels and lowest lows for support levels.

1.4 Trends and trendlines

A

AVAV

An Uptrend A neutral trend (consolidation) A downtrend

A trendline is a line on the price or index chart of a security depicting the general direction in
which the security is headed. When S & R levels are identified on a chart, they are usually joined
together by trendlines. Trendlines then give a definite direction or trend to the S & R levels.

There are basically three types of trends: uptrend, downtrend and level or neutral (see above).

1.5 Consolidation

This refers to the movement of a security’s price within a well-defined range or barrier of trading
levels. Periods of consolidation occur as channels in chart patterns (see central figure in
Trendlines above).

Consolidation is generally regarded as a period of indecision, which ends when the price of the
asset breaks through the restrictive barriers.

1.6  Continuation patterns
W NN
v /

In all 4 cases, price continues in the same direction it was headed
before it entered the pattern

Copyright © RealForexPips.com. All Rights Reserved 11



Continuation patterns consist of a group of patterns in which there is no change in trend after the
price emerges from the pattern. Common among these are triangles, flags, pennants and
channels.

It should be noted that a continuation pattern is never set on stone. All patterns that initially
appear as continuation patterns may end up as reversal patterns (explained below).

1.7 Reversal patterns

In all 4 cases, price reverses and heads back in the same
direction that it entered the pattern

These comprise a group of patterns in which the trend reverses after the price emerges from the
pattern. Examples include wedges, head and shoulder, double and triple formations, diamond
formations, etc.

Like continuation patterns, reversal patterns are not pre-cast. All patterns that initially appear as
reversal may end up as continuation.

1.8 Breakout and breakdown

—» Dbreakout \\/\/\/\

breakdown e &

Breakout refers to the emergence of the price of an asset out of an identified pattern and heading
upwards. A breakout thus occurs when the price crosses a side of the pattern in an upward move.

A breakdown has the same significance as a breakout except that a breakdown sees the price
emerging from a pattern and heading downwards.
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In the rest of this text, we shall use breakout to include breakdowns.
Both breakout and breakdown are usually followed by an expansion in the volume of trading
activity.

1.9 Fakeout

/\ —» fakeout

A fakeout refers to a situation in which a trader enters into a position in anticipation that the price
would move in a given direction, but instead the movement occurs in the opposite direction,
usually resulting in loss of funds.

To reduce the possibility of being caught in a fakeout, you should use at least three indicators to

confirm any trading decision if you are using technical indicators. The methods described in this
trading Manual has in-built mechanism to minimize the effects of fakeouts.

1.10 Bulls and bullish markets

Bulls are simply the buyers of an asset. They essentially tend to push the price of an asset up,
causing an uptrend. A bullish market is one in which bulls are constantly pushing the price of an
asset up.

1.11 Bears and bearish markets

The sellers of an asset are referred to as bears and they tend to force the value of an asset down,
causing a downtrend. A bearish market is one in which bears are predominantly more active than
bulls.

1.12 Retracement

retracement

;
l

retracement

Retracement in an uptrend Retracement in a downtrend

Retracement refers to a temporary reversal in the movement of an asset’s price that counters the
prevailing trend. It is a “correction” that occurs during a prevailing trend and is often regarded as a
period of rest before the trend continues in the original direction.
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A retracement is usually caused by what investors perceive as a market risk, causing an asset’s
price to pull back.

1.13 Volatility

Volatility refers to the amount of uncertainty or risk about the size of changes in an asset’s value.
A higher volatility means that an asset's value can potentially be spread out over a larger range
of values. This means that the price of the security can change dramatically over a short time
period in either direction. Whereas, a lower volatility would mean that an asset’s value does not
fluctuate dramatically, but changes in value at a steady pace over a period of time.

The concept of volatility is an important one and ought to be considered by a trader when
deciding on which currency pairs or stocks to trade. When trading volatile currencies, it is
necessary to make enough room for your stop-losses as they may be hit in a few ticks. Likewise,
your profit-limits may be hit also in a few ticks, which is good.

There are many indicators for measuring volatility. However, in line with our stated objective to
present our Trading System as a graphical system, we would also portray volatility in graphical
terms. For any given pattern, the height measures the volatility, the width measures the time it
takes to build and complete. Putting it all together, the greater the height (volatility) of the pattern
and the larger the width (the longer it takes to form), the more important the pattern becomes and
the greater the potential for ensuing price moves and the more significant the profit outcome.

1.14 Volume index

One of the cardinal rules of successful trading is to always obtain confirmation before making a
trading decision. Traders who use indicators that are not based on patterns often utilize more than
three indicators, and would only trade if all the indicators point to the same thing.

This trading Manual is based entirely on graphical patterns and so need some form of
confirmation to be sure that “what you see will most likely be what you'll get.” The volume
indicator seems to work pretty well with the system and so it will always form part of the analysis.

Volume measures all movement behind the price action. A pattern technician will study the
volume patterns of price movements in which he/she is interested to better determine the validity
of an observed increase or decrease in price. The understanding of volume in its most simple
form helps us determine if recent moves of a price are a confirmation of a continuing trend, a
trend reversal, a false start or just a trap.

Chart pattern technicians believe that “volume precedes price.” By this, they mean that the
volume will indicate the end of a trend (up or down) before the price action indicates it. In a
downward market, the volume will always be much heavier during the down moves, and as the
price bounces, the volume is then lighter. Conversely, in an uptrend market, the volume will
always be much heavier during the up moves, and as the trend reverses, the volume lightens up.
Pattern chartists will then look for an end to a downtrend/uptrend, or a change in the direction of
trend as the volume begins to lighten up in a prevailing trend.

To sum up, the volume indicator gives an idea of the level of buying and selling activity as well as

the imminence of a trend reversal; two vital information that would build your confidence moments
before breakout occurs.
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Part Two — Continuation Chart Patterns

Continuation patterns are those in which the price emerges from the pattern in the same direction
it was headed before it entered the pattern. Continuation patterns suggest that the market is only
pausing for a while before the prevailing trend will resume. In this group are triangles, channels,
flags, pennants, Wolfe waves, and cup with a handle formations.

2.1  Triangle Formations

Triangles are the commonest types of patterns that form on forex charts. The typical triangle
pattern has at least five waves, and the breakout occurs at about  of the apex of the triangle.
There are three types of triangle patterns.

2.1.1 Symmetrical triangle pattern

breakout

T N\

profit target

‘ —» breakdown

2.1.1.1 Main features

The symmetrical triangle occurs in both bullish and bearish markets; markets that are for the most
part aimless in direction. You will recognize the symmetrical triangle pattern when you see the
price oscillating up and down, and converging towards a single point. Its back and forth
movements will become smaller and smaller until the price reaches a critical value, breaks out of
the pattern and moves vertically up or down.

Think of the symmetrical triangle pattern in terms of “balanced pressure from both directions” as
price is being squeezed into a corner.

Volume drops to its lowest levels as the price action gets closer to the apex, but expands
significantly after breakout.

The price will likely break out in a continuation of trend.

2.1.1.2 How to recognize a symmetrical triangle pat tern
Watch out for:
Price traveling between two converging trendlines.
A series of decreasing resistance peaks and increasing support troughs.
Volume decreases as the price approaches the apex but expands after breakout.

Price breaks out  to % of the way to the apex.
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2.1.1.3 How to profit from a symmetrical triangle p  attern

Draw two converging lines that bound the S & R levels. Your trendlines should form an
isosceles triangle lying on its side.

Wait patiently for the price to break completely out of the triangle before placing your trade.

Set your price equal to the base of the triangle.

2.1.1.4 Symmetrical triangle patterns in action
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2.1.2 Ascending triangle pattern

f —» breakout

RS

profit target

1

2.1.2.1 Main Features

The ascending triangle occurs mostly in an uptrend and is often thought of as a bullish pattern.
When you notice the price showing a series of increasing troughs and the price is unable to break
through the horizontal resistance line, you are probably witnessing the birth of an ascending

triangle pattern. You may confirm the pattern by drawing a horizontal line through the upper
resistance price barrier and a diagonal line along the lower support price barrier.

Think of the ascending triangle in terms of “increasing pressure up and constant pressure down.

As in the symmetrical triangle, volume drops to its lowest levels as the price gets closer to the
apex, but increases rapidly after breakout.

The price will most likely break out through the resistance barrier.
The price projection equals the base of the triangle.
2.1.2.2 How to recognize an ascending triangle patt  ern
Watch out for:
Price traveling between two converging trendlines.
A horizontal resistance barrier.
A series of increasing support troughs.
Volume decreases as the price approaches the apex but expands after breakout.
Price breaks out  to % of the way to the apex.
2.1.2.3 How to profit from an ascending triangle pa  ttern

Draw two converging lines that bound the S & R levels. Your trendlines should form a right-
angled triangle lying on its side, hypotenuse down.

Wait patiently for the price to break completely out of the triangle before placing your trade.

Set your price equal to the base of the triangle.
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2.1.2.4 Ascending triangle patterns in action
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2.1.3 Descending triangle pattern

——

profit target

1

’ X—> breakdown

2.1.3.1 Main Features

The descending triangle occurs mostly in a downtrend and is often thought of as a bearish
pattern. When you notice the price showing a series of decreasing peaks and the price is unable
to break through the horizontal support line, you are probably witnessing the birth of a descending
triangle pattern.

You may confirm the pattern by drawing a horizontal line through the lower support price barrier
and a diagonal line along the upper resistance price barrier.

Think of the descending triangle in terms of “decreasing pressure down and constant pressure
up.”

Volume drops to its lowest levels as the price gets closer to the apex, but increases rapidly after
breakout.

The price will most likely break out through the support barrier.
The price projection equals the base of the triangle.
2.1.3.2 How to recognize a descending triangle patte  rn
Watch out for:
Price traveling between two converging trendlines.
A horizontal support barrier.
A series of decreasing resistance peaks.
Volume decreases as the price approaches the apex but expands after breakout.
Price breaks out  to % of the way to the apex.
2.1.3.3 How to profit from a descending triangle pa  ttern

Draw two converging lines that bound the S & R levels. Your trendlines should form a right-
angled triangle lying on its side, hypotenuse up.

Wait patiently for the price to break completely out of the triangle before placing your trade.

Set your price equal to the base of the triangle.
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2.1.3.4 Descending triangle patterns in action
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2.2 Channel Formations

Most channel patterns are continuation patterns, but it is not uncommon to notice once in a while
a channel in which breakout occurs in reversal order.

2.2.1 Normal channel (rectangle) pattern

/ W\—P breakdown

}—» profit target 4—{ }—’ profit target 4‘|

2.2.1.1 Main features

This pattern takes the shape of a rectangle for which reason it is sometimes called a rectangle.
Here, the price moves horizontally and has no particular trend. They occur in both uptrends and
downtrends.

Rectangles are sometimes referred to as trading ranges, consolidation zones or congestion
areas.

Breakout from a normal channel is usually followed by increased volume.
2.2.1.2 How to recognize a rectangle pattern
Watch out for:
Two parallel horizontal S & R lines bounding price movements.
The pattern should form a rectangular formation.
Price action hitting the upper and lower limits of the S & R lines at least 5 times.
2.2.1.3 How to profit from a rectangle pattern
Join the S & R lines to get a rectangle.

Wait patiently for the price to break completely out of one of the bounding lines (most likely
as a continuation pattern).

Projected price is equal to the length of the rectangle.
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2.2.1.4 Rectangle patterns in action
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2.2.2

Rising channel pattern

profit target
breakout —»

breakdown

’—V profit target 4—‘

2.2.2.1 Main features

The features remain essentially the same as the rectangle except that rising channel assumes the
shape of a parallelogram pointing upwards. Rising channels may occur in uptrends and
downtrends.

2.2.2.2 How to recognize a rising channel pattern

Watch out for:

Two up-tilting parallel S & R lines bounding price movements.
Price action hitting the upper and lower limits of the S & R lines at least 5 times.
The pattern should form a parallelogram.

The setup points up.

2.2.2.3 How to profit from a rising channel pattern

Join the S & R lines to get a parallelogram formation.

Wait patiently for the price to break completely out of one of the bounding lines (most
probably as a continuation pattern).

If you've been watching a rectangle, you may “ride the trend” straight away following
breakout. But if you've been watching a rising channel, you should wait for some time to
confirm that the breakout does not consolidate sideways, meaning the start of another

channel (rectangle) formation. If it does, then you may have to wait for the final breakout.

NOTE — You should never be in a hurry to trade a rising channel as it usually first
consolidates into a rectangle before finally breaking out for the steep profitable ride.
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2.2.2.4 Rising channel patterns in action
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2.2.3

Falling channel pattern

> profit target profit target

— breakdown

breakout

2.2.3.1 Main features

The falling channel pattern assumes the shape of a parallelogram pointing downwards. They may
occur in uptrends or in downtrends.

2.2.3.2 How to recognize a falling channel pattern

Watch out for:

Two down-tilting parallel S & R lines bounding price movements.

Price action hitting the upper and lower limits of the S & R lines at least 5 times.
The pattern should form a parallelogram.

The setup points down.

2.2.3.3 How to profit from falling channel pattern

Join the S & R lines to get a parallelogram formation.

Wait patiently for the price to break completely out of one of the bounding lines (most likely
as a continuation pattern).

If you've been watching a rectangle, you may “ride the trend” straight away following
breakout. But if you've been watching a falling channel, you should wait for some time to
confirm that the breakout does not consolidate sideways, meaning the start of another
channel (rectangle) formation. If it does, then you may have to wait for the final breakout.

NOTE - You should never be in a hurry to trade a falling channel as it usually first
consolidates into a rectangle before finally breaking out for the steep profitable ride.
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2.2.3.4 Falling channel patterns in action
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2.3 Flag Formations

A flag is a form of parallelogram that lines up with the current trend. In almost all cases, flags
show the pattern chartist a very short pause in trading activity in the prevailing trend; the flag
consisting of a rectangle or a parallelogram (the short pause) and the flagpole (a steep surge in
bullish or bearish activity).

2.3.1 Normal flag pattern

breakout

e

profit target

breakdown

_—

2.3.1.1 Main features:

The normal flag pattern occurs in both uptrends and downtrends. The flagpole consists of a steep
rise or decline in price, while the flag comprises a consolidation pattern, usually a rectangle or a
parallelogram.

2.3.1.2 How to recognize a normal flag pattern

Watch out for:

A period of dramatic trading with heavy volume creating a steep increase or decrease as
represented by a near vertical trendline. This forms the flagpole.

A period of lull in trading activity with decreased volume creating a rectangle formation (the
flag).

A breakout characterized by heavy trading activity indicated by increased volume.
2.3.1.3 How to profit from a normal flag pattern

Connect the parallel sides of the rectangle.

Wait for the price action to break out completely from the rectangle.

Your target price should be equal to the length of the flagpole.

The normal flag pattern is a high probability formation, meaning that the presence of the

channel doubly confirms the pattern’s validity. In other words, you can trade the channel of
the flag as if it were a separate pattern.
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2.3.1.4 Normal flag patterns in action
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2.3.2 Rising flag pattern

profit target

—¥ breakdown

2.3.2.1 Main features

The rising flag pattern occurs mostly in downtrends. The flagpole consists of a steep decline in
price, while the flag comprises a consolidation pattern, usually an up-pointing parallelogram.

2.3.2.2 How to recognize a rising flag pattern
Watch out for:

A period of dramatic trading with heavy volume creating a steep decline as represented by a
near vertical trendline. This forms the flagpole.

The flagpole usually consists of one or two straight bars/candlesticks.

A period of lull in trading activity with decreased volume creating a down-pointing
parallelogram (the flag).

A breakout characterized by heavy trading activity indicated by increased volume.
2.3.2.3 How to profit from a rising flag pattern

Connect the parallel sides of the parallelogram.

Wait for the price action to break out completely from the parallelogram.

Your target price should be equal to the length of the flagpole.

The rising flag pattern is a high probability formation, meaning that the presence of the

channel doubly confirms the pattern’s validity. In other words, you can trade the channel of
the flag as if it were a separate pattern.
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2.3.2.4 Rising flag patterns in action
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2.3.3 Falling flag pattern

breakout

T oy

profit target

2.3.3.1 Main features

The falling flag pattern occurs mostly in uptrends. The flagpole consists of a steep rise in price,
while the flag comprises a consolidation pattern, usually a down-pointing parallelogram.

2.3.3.2 How to recognize a falling flag pattern
Watch out for:

A period of dramatic trading with heavy volume creating a steep rise/decline as represented
by a near vertical trendline. This forms the flagpole.

The flagpole usually comprises one or two straight bars/candlesticks.

A period of lull in trading activity with decreased volume creating a down-pointing
parallelogram (the flag).

A breakout characterized by heavy trading activity indicated by increased volume.
2.3.3.3 How to profit from a falling flag pattern

Connect the parallel sides of the parallelogram.

Wait for the price action to break out completely from the flag part.

Your target price should be equal to the length of the flagpole.

The falling flag pattern is a high probability formation, meaning that the presence of the

channel doubly confirms the pattern’s validity. In other words, you can trade the channel of
the flag as if it were a separate pattern.

Copyright © RealForexPips.com. All Rights Reserved 31



2.3.3.4 Falling flag patterns in action
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2.4  Pennant Formations

Pennants are similar in shape to flags with the essential difference that the parallelogram
formation of the flag is represented by a triangular formation in the pennant. The pennant also has
an equivalent pennantpole.

The same methods that are used to identify a flag may be applied to the pennant and both predict
the same thing.

2.4.1  Normal pennant pattern

¥ breakout

profit target

—» breakdown

2.4.1.1 Main features

The normal pennant pattern occurs in both uptrends and downtrends. The pennantpole consists
of a steep rise or decline in price, while the pennant comprises a consolidation pattern, usually a
symmetrical triangle.

2.4.1.2 How to recognize a normal pennant pattern

Watch out for:

A period of dramatic trading with heavy volume creating a steep increase or decrease as
represented by a near vertical trendline. This forms the pennantpole.

The pennantpole usually consists of one or two straight bars/candlesticks.

A period of lull in trading activity with decreased volume creating a symmetrical triangle
formation (the pennant).

A breakout characterized by heavy trading activity indicated by increased volume.
2.4.1.3 How to profit from a normal pennant pattern
Connect the converging sides of the symmetrical triangle.
Wait for the price action to break out of the symmetrical triangle.
Your target price should be equal to the length of the pennantpole.
The normal pennant pattern is a high probability formation, meaning that the presence of the

triangle doubly confirms the pattern’s validity. In other words, you can trade the triangle of
the pennant as if it were a separate pattern.
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2.4.1.4 Normal pennant patterns in action
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2.4.2 Rising pennant pattern

—» breakout

profit target

2.4.2.1 Main features

The rising pennant pattern occurs mostly in uptrends. The pennantpole consists of a steep rise in
price, while the pennant comprises a consolidation pattern, usually an ascending triangle.

2.4.2.2 How to recognize a rising pennant pattern
Watch out for:

A period of dramatic trading with heavy volume creating a steep increase in price action
(the pennantpole).

The pennantpole usually consists of one or two straight bars/candlesticks.

A period of lull in trading activity with decreased volume creating an ascending triangle (the
pennant).

A breakout characterized by heavy bullish activity indicated by increased volume.
2.4.2.3 How to profit from a rising pennant pattern
Connect the converging sides of the triangle.
Wait for the price action to break out of the triangle (pennant) formation.
Your target price should be equal to the length of the pennantpole.
The rising pennant pattern is a high probability formation, meaning that the presence of the

triangle doubly confirms the pattern’s validity. In other words, you can trade the triangle of
the pennant as if it were a separate pattern.
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2.4.2.4 Rising pennant patterns in action
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2.4.3 Falling pennant pattern

profit target

& —»  breakdown

2.4.3.1 Main features

The falling pennant pattern occurs mostly in downtrends. The pennantpole consists of a steep
decline in price, while the pennant comprises a consolidation pattern, usually a descending

triangle.
2.4.3.2 How to recognize a falling pennant pattern
Watch out for:

A period of dramatic trading with heavy volume creating a steep decline in price action (the
pennantpole).

The pennantpole usually comprises one or two straight bars/candlesticks.

A period of lull in trading activity with decreased volume creating a wedge formation (the
pennant).

A breakout characterized by heavy bearish activity indicated by increased volume.
2.4.3.3 How to profit from a falling pennant patter n
Connect the converging sides of the triangle.
Wait for the price action to break out of the triangle (the pennant).
Your target price should be equal to the length of the pennantpole.
The falling pennant pattern is a high probability formation, meaning that the presence of the

wedge doubly confirms the pattern’s validity. In other words, you can trade the wedge of the
pennant as if it were a separate pattern.
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2.4.3.4 Falling pennant patterns in action
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2.5 Cup with a Handle Formations

—» breakout

profit target

handle

—» cup

2.5.1 Main features
The cup with a handle pattern is a strong bullish formation that occurs only in uptrends.

The cup part resembles a “round bottom” formation or “a local minimum, but shaped as U rather
than as V.”

The handle consists of a retracement, which may be any of the channel formations, but more
usually a falling channel that forms some distance up from the cup. It may go down to 1/3 of the
cup’s advance, but the less it goes down, the more bullish the pattern is. Occasionally, the handle
may also be a triangle.

When the resistance of the handle formation is broken, a very profitable opportunity exists for a
long position.

Trade volume is at its lowest level at the bottom of the cup part. As with most breakouts, we
should expect a rapid increase in volume after the breakout from the handle.

2.5.1.2 How to recognize cup with a handle pattern
Watch out for:
An initial gentle-to-steep decline in an uptrend (not part of the formation).
A U-shaped hollow which forms the cup.
Another fairly steep rise preceding the handle comprising one or two bars/candlesticks.
A partial retrace creating a (falling) channel formation which forms the handle.
2.5.1.3 How to profit from cup with a handle patter n

Use the ample time available for the setup to take shape to be sure the formation fits a true
cup with handle pattern.

Wait for the price to break out of the handle.

Your target price should be equal to the distance between the cup top and the base of the
handle.
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The cup with a handle pattern is a high probability formation, meaning that the presence of
the channel doubly confirms the pattern’s validity. In other words, you can trade the channel
of the setup as if it were a separate pattern.

2.5.1.4 Cup with a handle patterns in action

I AM YET TO FIND SUITABLE SAMPLES.
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Part Three — Reversal Chart Patterns

Reversal patterns are those in which the price emerges (breaks out or down) from the pattern in
the opposite direction to where it was headed before it entered the pattern. Do keep this in mind
as we examine reversal patterns in detalil.

3.1 Wedge Formations

Wedge patterns are similar to triangles in that they are formed between converging support and
resistance lines that come together at an apex. However, whereas the support and resistance
lines of the triangle pattern have one line sloping upwards and another sloping downwards, those
of the wedge pattern both slope upwards or downwards.

Wedges have peculiar breakout features. The most common wedges are formed as breakouts in
the opposite direction of the wedge, that is, bullish breakouts in a falling wedge and bearish
breakouts in a rising wedge. This is an important distinguishing feature of wedges.

3.1.1 Rising wedge pattern

/ > preakdown

+

profit target

v

3.1.1.1 Main features
A rising wedge may occur in an uptrend or a downtrend. The setup points in a bullish direction.

Ideally, volume will decline as the wedge evolves. We should expect an expansion of volume after
breakout.

3.1.1.2 How to recognize a rising wedge pattern

Watch out for:
A rising/declining trend of moderate length to reverse.
The S & R lines converge as the pattern evolves.

The setup should point upward.
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3.1.1.3 How to profit from a rising wedge pattern
Draw the converging S & R lines. Setup points up.
Wait for the price to cross a trendline.
Your target price should be equal to the base of the wedge triangle.

3.1.1.4 Rising wedge patterns in action

Be sure to observe the reversal in price.
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3.1.2 Falling wedge pattern

profit target

___—» breakout

3.1.2.1 Main features

A falling wedge may occur in a downtrend or an uptrend. The setup points in a bearish direction.

Ideally, volume will decline as the wedge evolves.

3.1.2.2 How to recognize a falling wedge pattern

Watch out for:
A rising/declining trend of moderate length to reverse.
The S & R lines converge as the pattern evolves.
The setup should point downward.

3.1.2.3 How to profit from a falling wedge pattern
Draw the converging S & R lines. Setup points down.
Wait for the price to cross a trendline.

Your target price should be equal to the base of the wedge triangle.
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3.1.2.4 Falling wedge patterns in action

Notice the reversal in price.
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3.2 Double Formations

These patterns take the shapes of M and W respectively. They are reversal patterns that occur
after a significant uptrend or downtrend.

The M and W appear as peaks and troughs respectively and they should be about the same
height and width, which is rarely the case.

3.2.1 Double top pattern

——

profit target

v _

—>» breakdown

neckline

3.2.1.1 Main features

This forms a series of two identical peaks at the end of a prolonged uptrend with a characteristic
M shape.

3.2.1.2 How to recognize a double top pattern
Watch out for:
An initial significant uptrend.
2 identical peaks with characteristic M shape.
Dominant support line called the neckline.
Expanding volume after breakout.
3.2.1.3 How to profit from a double top pattern

Draw a line (the neckline) connecting the bottom of the peaks to the point where you expect
the price to cross the neckline.

Wait patiently for the price to cross your projected neckline.
Projected price should be equal to the mean height of the peaks.

Volume expands rapidly after breakout.
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3.2.1.4 Double top patterns in action
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3.2.2 Double bottom pattern

neckline
—% —» breakout

profit target
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3.2.2.1 Main features

This forms a series of two identical troughs at the end of a prolonged downtrend with a
characteristic W shape.

It is the inverted form of the double top pattern.
3.2.2.2 How to recognize a double bottom pattern
Watch out for:
An initial significant downtrend.
2 identical troughs with characteristic W shape.
Dominant resistance line called the neckline.
Expanding volume after breakout.

3.2.2.3 How to profit from a double bottom pattern

Draw a line (the neckline) connecting the tops of the troughs to the point where you expect
the price to cross the neckline.

Wait patiently for the price to cross your projected neckline.

Projected price should be equal to the mean depth of the troughs.

Volume expands rapidly after breakout.
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3.2.2.4 Double bottom patterns in action
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3.3  Triple Formations

These are reversal patterns that touch either the support or resistance lines 3 times before
reversing their trends.

The peaks/troughs of the three tops/bottoms should be about the same height/depth and width,
which again is not always the case.

There is significant volume expansion following breakout.

3.3.1 Triple top pattern

——

profit target

v ——f M —»hreakdown
neckline

3.3.1.1 Main features

This forms a series of three identical peaks at the end of a prolonged uptrend.
3.3.1.2 How to recognize a triple top pattern

Watch out for:

An initial prolonged and significant uptrend.

3 identical nearly equal peaks.
A neckline formed by the support line.
3.3.1.3 How to profit from triple top pattern
Complete the neckline, projecting it to the anticipated breakout point.
Wait for the price to cross your projected neckline.
Set your target price equal to the mean height of the peaks.

Volume expands after breakout.
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3.3.1.4 Triple top patterns in action
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3.3.2  Triple bottom pattern

neckline
________________ ——» breakout

profit target

v

3.3.2.1 Main features
This forms a series of 3 identical troughs at the end of a prolonged downtrend.
3.3.1.2 How to recognize a triple bottom pattern
Watch out for:
An initial prolonged and significant downtrend.
3 identical nearly equal troughs.
A neckline formed by the resistance line.
3.3.2.3 How to profit from triple bottom pattern
Complete the neckline, projecting it to the anticipated breakout point.
Wait for the price to cross your projected neckline.
Set your target price equal to the mean depth of the troughs.

Volume expands after breakout.
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3.3.1.4 Triple bottom patterns in action
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3.4 Multiple Formations

These are reversal patterns that touch either the support or resistance lines more than 3 times
before reversing their trends and they often occur after a significant uptrend or downtrend.

The peaks/troughs of multiple tops/bottoms should be about the same height/depth and width,
which again is seldom the case.

There is significant volume expansion following breakout.

3.4.1 Multiple top pattern

profit target

S SN AN VAR— ————— ——» breakdown
neckline

(a) ldeal case

breakdown

neckline

(b) Normal case

3.4.1.1 Main features

This forms a series of multiple identical peaks at the end of a prolonged uptrend. The peaks may
or may not be of equal height or width.

3.4.1.2 How to recognize a multiple top pattern
Watch out for:
An initial prolonged and significant uptrend.
Multiple identical peaks of nearly equal height and width (ideally, but is rarely the case).

A neckline formed by the support line.
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3.4.1.3 How to profit from multiple top pattern
Complete the neckline, projecting it to the anticipated breakout point.
Wait for the price to cross your projected neckline.
Set your target price equal to the height of the tallest peak.

Volume expands after breakout.

3.4.1.4 Multiple top patterns in action
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3.4.2 Multiple bottom pattern

neckline
—» breakout

(a) Ideal case

neckline

—» breakout

(b) Normal case

3.4.2.1 Main features

This forms a series of multiple identical troughs at the end of a prolonged downtrend. The troughs

may or may not be of equal depth or width.
3.4.2.2 How to recognize a multiple bottom pattern
Watch out for:

An initial prolonged and significant downtrend.

Multiple identical troughs of nearly equal depth and width (ideally, but is seldom the case).

A neckline formed by the resistance line.
3.4.2.3 How to profit from multiple bottom pattern
Complete the neckline, projecting it to the anticipated breakout point.
Wait for the price to cross your projected neckline.
Set your target price equal to the depth of the lowest trough.

Volume expands after breakout.
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3.4.2.4 Multiple bottom patterns in action
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3.5 Round Formations

These are reversal patterns that are usually found at the top of considerable peaks or at the
bottom of considerable troughs. They have the shapes of a dome or a saucer.

There is significant volume expansion following breakout.

3.5.1 Round top pattern

neckline

____________ N

— - breakdown

3.5.1.1 Main features

This forms a round topped feature with the shape of a dome. The tops may or may not have
irregularities.

3.3.1.2 How to recognize a round top pattern
Watch out for:
An initial prolonged and significant uptrend.
A round topped dome.
A neckline formed by the support line.
3.5.1.3 How to profit from round top pattern
Complete the neckline, projecting it to the anticipated breakout point.
Wait for the price to cross your projected neckline.
Set your target price equal to the mean height of the dome.

Volume expands after breakout.
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3.5.1.4 Round top patterns in action
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3.5.2 Round bottom pattern

neckline
_________ - = = breakout

3.5.2.1 Main features

This forms a round bottomed feature with the shape of a saucer. The bottom may or may not
have irregularities.

3.5.2.2 How to recognize a round bottom pattern
Watch out for:
An initial prolonged and significant downtrend.
A round bottomed saucer.
A neckline formed by the resistance line.
3.5.2.3 How to profit from round bottom pattern
Complete the neckline, projecting it to the anticipated breakout point.
Wait for the price to cross your projected neckline.
Set your target price equal to the mean height of the saucer.

Volume expands after breakout.
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3.5.2.4 Round bottom patterns in action
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3.6 Head and Shoulders Formations

The head and shoulders pattern describes a price movement that depicts the head and shoulders
of a person. The formation is typically a reversal pattern.

3.6.1 Normal head and shoulders pattern

_T_

profit target

AL e e e —» breakdown

neckline

3.6.1.1 Main features

The normal head and shoulders pattern is characterized by a large peak bordered on either side
by two smaller peaks. The pattern is a reversal from the bullish to the bearish trend.

Ideally, the two shoulders should be equal in height and width, which is not always the case.
Volume is noticeably lighter during the formation of the left shoulder and the head. Volume on the
decline of the right shoulder is usually pretty heavy and selling pressure quite intense after
breakout.
The dominant support line is called the neckline.
The projected price is equal to the height of the head part of the setup.
3.6.1.2 How to recognize normal head and shoulders pattern
Watch out for:

A moderately steep rise of the price crossing a support line.

Shortly after, it rebounds at the support line to rise even higher.

The price heads back to the support line, which is discernible at this stage but do not short
your position yet.

Volume expands significantly after breakout.
3.6.1.3 How to profit from normal head and shoulder s pattern
Draw the neckline connecting the bottoms of the 2 peaks.
Project the neckline rightwards to the point where you expect the price to cross the neckline.
Short your position as soon as the price crosses your projected neckline.

Your entry price should be equal to the height of the head.
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3.6.1.4 Normal head and shoulder patterns
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3.6.2 Inverted head and shoulders pattern

neckline /
________________ ———» breakout

profit target

A

3.6.2.1 Main features

The inverted head and shoulders pattern is characterized by a large trough bordered on either
side by two smaller troughs. The pattern is a reversal from the bearish to the bullish trend.

Ideally, the two troughs (inverted shoulders) should be equal in depth and width, which is seldom
the case.

Volume is noticeably lighter during the formation of the left trough and the main trough (inverted
head). Volume on the rise of the right trough is usually pretty heavy and buying pressure quite
intense after breakout.
The dominant resistance line is called the neckline.
The projected price is equal to the depth of the central trough of the formation.
3.2.2.2 How to recognize inverted head and shoulder s pattern
Watch out for:
A moderately steep decline of the price crossing a resistance line.

Shortly after, it rebounds at the resistance line to fall even lower.

The price heads back to the resistance line, which is discernible at this stage but do not long
your position yet.

Volume expands significantly after breakout.
3.6.2.3 How to profit from an inverted head and sho  ulders pattern
Draw the neckline connecting the tops of the 2 troughs.
Project the neckline rightwards to the point where you expect the price to cross the neckline.
Long your position as soon as the price crosses your projected neckline.

Your entry price should be equal to the depth of the inverted head.

Copyright © RealForexPips.com. All Rights Reserved 64



3.6.24 Inverted head and shoulders pattern in acti  on

Copyright © RealForexPips.com. All Rights Reserved 65



Part Four — Wave Formations in Chart Patterns

Wave formations are regarded as an advanced form of technical analysis. Actually, they are
simple, easily recognizable channel/expanding triangle patterns that are remarkably noted for
accurately predicting price movement.

We will not treat wave patterns as continuation or reversal patterns as they exhibit the
characteristics of both patterns depending on what wavepoint the trader enters the market. We
will group the formations into three main types, namely Wolfe waves, Gartley waves and Elliott
waves.

4.1  Wolfe Wave Formations

The Wolfe wave pattern is incredibly noted for accurately predicting price movements.

The formation occurs in a rising channel in an uptrend, in a falling channel in a downtrend, or in a
level (normal) channel during periods of consolidation.

Using standard notation, the pattern has five prominent “regular” waves and a sixth “irregular”
profit target wave. The first five waves are all contained within the confines of the S & R
trendlines, while the sixth wave lies outside the confines of the pattern.

Characteristically, the pattern always finishes as a continuation pattern.

4.1.1 Bullish Wolfe wave pattern

profit target

4.1.1.1 Main features
The bullish form of Wolfe wave pattern occurs in an uptrend.

Waves 1, 3 and 5 touch the channel as support points, while Waves 2 and 4 touch the channel as
resistance points.

The startpoint of Wave 1 is undefined within the context of the S & R trendlines of the pattern.
Sometimes a projection (fakeout) occurs between Waves 2 and 4 or at wave 3.

Sometimes Wave 5 may project slightly outside (below) the pattern in a fakeout.

The endpoint of Wave 6 lies outside (above) the confines of the pattern. It is the point where the

price meets a projected line that connects Waves 1-4. The endpoint of Wave 6 is the projected
profit target.
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4.1.1.2 How to recognize a bullish Wolfe wave patte  rn

Watch out for:

A channel formation with price hitting the trendlines about five times (specifically and more

importantly, two waves (2 & 4) at the resistance barrier and three waves (1, 3 & 5) at the
support barrier).

Join the S & R trendlines and observe the waves for clear symmetry; Waves 1-2 parallel to
Waves 3-4 and Waves 2-3 parallel to Waves 4-5.

Wave 5 may or may not fake out of the confining trendlines. You're set to go!!

4.1.1.3 How to profit from a bullish Wolfe wave pat  tern

After Wave 4 has formed, draw a line connecting the endpoints of Waves 1 and 4 and
project it upwards. Wait patiently for Wave 5 to form.

Place your trade once Wave 5 has developed.

Your profit target is the endpoint of Wave 6.

The bullish Wolfe wave pattern is a high probability formation as you can trade the pattern

as a channel, but the profit outcome will be much lower as you have to subtract the channel
height from the endpoint of Wave 6.

4.1.1.4 Bullish Wolfe wave patterns in action
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4.1.2 Bearish Wolfe wave pattern

profit target

4.1.2.1 Main features:
The bearish form of Wolfe wave pattern occurs in a downtrend.

Waves 1, 3 and 5 touch the channel as resistance points, while Waves 2 and 4 touch the channel
as support points.

The startpoint of Wave 1 is undefined within the context of the S & R trendlines of the pattern.

Waves 1-2 may or may not be parallel to Waves 3-4 and waves 2-3 may or may not be parallel to
Waves 4-5.

Sometimes Wave 5 may project slightly outside (above) the pattern in a fakeout.

The endpoint of Wave 6 lies outside (below) the confines of the pattern. It is the point where the
price meets a projected line that connects Waves 1-4. The endpoint of Wave 6 is the projected
profit target.

4.1.2.2 How to recognize a bearish Wolfe wave patte rn

Watch out for:

A channel formation with price hitting the trendlines about five times (specifically and more
importantly, two waves (2 & 4) at the support barrier and three waves (1, 3 & 5) at the
resistance barrier).

Join the S & R trendlines and observe the waves for clear symmetry; Waves 1-2 parallel to
Waves 3-4 and Waves 2-3 parallel to Waves 4-5.

Wave 5 may or may not fake out of the confining trendlines. You're set to go!!
4.1.2.3 How to profit from a bearish Wolfe wave pat tern

After Wave 4 has formed, draw a line connecting the endpoints of Waves 1 and 4 and
project it upwards. Wait patiently for Wave 5 to form.

Place your trade once Wave 5 has developed.

Your profit target is the endpoint of Wave 6.
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The bearish Wolfe wave pattern is a high probability formation as you can trade the pattern
as a channel, but the profit outcome will be much lower as you have to subtract the channel
“height” from the endpoint of Wave 6.

4.1.2.4 Bearish Wolfe wave patterns in action

(&)
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4.2  Gartley Wave Formations

The Gartley wave pattern consists of two impulse waves (one very large {XA} and the other
shorter {BC}), and two small pullback (corrective) waves (AB and CD).The diagrams below show
examples of the ideal setup, both bullish and bearish.

(a) Bullish pattern (b) Bearish pattern

Traditionally, the movements along AB, BC and CD can be estimated using Fibonacci
retracement ratios (numbers not shown in the diagrams above). However, in line with our stated
objective to present the trader with a geometrical patterns-based trading system, we will keep the
Fibonacci ratios out of the picture. We will now highlight the geometrical forms of the diagrams
above.

4.2.1 Bullish Gartley wave pattern

profit target

4.2.1.1 Main features:

The bullish Gartley wave formation occurs in an uptrend. When correctly identified and sketched,
the wave points should form a stretched M. XA represents an initial gentle-to-steep rise in price.
This is followed by a price reversal at A.

After the pullback along AB, another smaller impulsive movement occurs along BC, followed by a
smaller correction along CD. From D, price movement is quick and powerful.

4.2.1.2 How to recognize a bullish Gartley wave pat tern
B must be higher than X and lower than A.
C must be higher than B and lower than A.

D must be higher than X and lower than B.
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More importantly, AB = CD.
It is often possible to connect a straight line between X and D clear of B.
The setup should form a stretched M.

4.2.1.3 How to profit from a bullish Gartley wave p  attern
Use your charting software to draw the necessary lines connecting XABCD.
Ensure that the identifiable features described above apply.
Place your trade once the price reverses at D.

Your price target is equal to the length of the XA and often goes beyond it.

4.2.1.4 Bullish Gartley wave patterns in action

WE ARE YET TO FIND SUITABLE SAMPLES.
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4.2.2 Bearish Gartley wave pattern

profit target B

4.2.2.1 Main features:

The bearish Gartley wave formation occurs in a downtrend. When correctly identified and
sketched, the wave points should form a stretched W. XA represents an initial gentle-to-steep
drop in price. This is followed by a price reversal at A.

After the pullback along AB, another smaller impulsive movement occurs along BC, followed by a

smaller correction along CD. From D, price movement is swift and powerful.
4.2.2.2 How to recognize a bearish Gartley wave pat tern
B must be lower than X and higher than A.
C must be lower than B and higher than A.
D must be lower than X and higher than B.
More importantly, AB = CD.
It is often possible to connect a straight line between X and D clear of B.
The setup should form a stretched W.
4.2.2.3 How to profit from a bearish Gartley wave p  attern
Use your charting software to draw the necessary lines connecting XABCD.
Ensure that the identifiable features described above apply.
Place your trade once the price reverses at D.

Your price target is equal to the length of XA and often goes beyond it.

4.2.2.4 Bearish Gartley wave patterns in action

WE ARE YET TO FIND SUITABLE SAMPLES.
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4.3 Elliott Wave Formations

It is important to give a brief treatment of the Elliott wave theory as originally proposed by its
developer, R. N. Elliot and as it is generally used by chartists. According to the theory, market
(price) tends to move in a predetermined number of waves consistent with the Fibonacci series
(1,2,3,5,8,13, 21, ...).

The market moves in a specific price patterns or waves. There are two kinds of waves namely
impulse waves and corrective waves. An impulse waves is composed of five subwaves that move
in the same direction as the trend of the next larger size. A corrective wave consists of three
subwaves that move against the next larger size. These basic patterns build to form five- and
three-wave structures of increasingly larger size.

In the diagram above, Waves 1, 2, 3, 4 and 5 together complete a larger impulsive sequence
labeled I. This is followed by a correction, Waves A, B and C. Following the correction, another
impulsive sequence begins, ends in the completion of Wave II. Another correction occurs, ending
in (4). Finally, the third impulsive wave sequence develops and ends in lll. At this point, there is a
general reversal of trend. The sequence repeats itself again but this time in the downward
direction.

In the above treatment, each sequence of impulsion or correction can be fairly estimated and

predicted by using the Fibonacci retracements. That's as far as we can go the traditional way. We
now present a simplified patterns-based treatment of the Elliott Wave Principal Theory.
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4.3.1 Bullish Elliott wave pattern

The diagram described above may be redrawn and relabeled into a more simplified and compact
form:

4.3.1.1 Main features
The bullish Elliott wave pattern occurs in an uptrend. When promptly and properly identified and
sketched, the setup should have similar features as a bullish Wolfe wave pattern on a gently
inclining plane.
4.3.1.2 How to recognize a bullish Elliott wave pat  tern
There is considerable disagreement among chartists as to what stage of development the
principal wave is in. However, the proposer, R. N. Elliott offered some general guiding rules as
follows:

Wave 2 should not break or retrace below the startpoint of Wave 1.

Wave 3 should not be the shortest impulse wave among Waves 1, 3 and 5.

Wave 4 should not overlap with Wave 1, except for waves 1, 5, A or C of a higher degree.

Study the pattern carefully; try to see if there is any semblance with a bullish Wolfe wave
pattern.

Try connecting a line from the startpoint of Wave 1 through Wave 3 and project it upwards
(there may be an offshoot at Wave 3).

4.3.1.3 How to profit from a bullish Elliott wave p  attern

Traditionally, chartists place their trades at 5. However, a smart way to trade a bullish
Elliot wave pattern is to:

Place a trade at 4. Your profit target (the minor take) is some point above Wave 3, that is at
Wave 5.

Place another trade at 5 (the major take) once the price reverses at 5 (you should be alert
for the move from 5 is swift and powerful).
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Your profit target from 5 is A (if you plan for a single sweep) or C (if you plan for a double
sweep).

NOTE - If you would be disturbed at the “loss” of pips during the retracement from A to B, you
could take the trade in two parts as follows:

Place a trade at 5, close it once the price begins to retrace at A.

Place another trade at B and your profit target depends on what pattern has now emerged
(head and shoulders, flag or pennant).

4.3.1.4 Bullish Elliott wave patterns in action
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4.3.2 Bearish Elliott wave pattern

The bearish form of the Elliott wave pattern may be redrawn from the general form into a
simplified and compact form:

4.3.2.1 Main features
The bearish Elliott wave pattern occurs in a downtrend. When promptly and properly identified
and sketched, the setup should have similar features as a bearish Wolfe wave pattern on a gently
declining plane.
4.3.2.2 How to recognize a bearish Elliott wave pat tern
There is considerable disagreement among chartists as to what stage of development the
principal wave is in. However, the proposer, R. N. Elliott offered some general guiding rules as
follows:

Wave 2 should not break or retrace above the startpoint of Wave 1.

Wave 3 should not be the shortest impulse wave among Waves 1, 3 and 5.

Wave 4 should not overlap with Wave 1, except for waves 1, 5, A or C of a higher degree.

Study the pattern carefully; try to see if there is any semblance with a bearish Wolfe wave
pattern.

Try connecting a line from the startpoint of Wave 1 through Wave 3 and project it
downwards (there may be an offshoot at Wave 3).

4.3.2.3 How to profit from a bearish Elliott wave p  attern

Traditionally, chartists place their trades at 5. However, a smart way to trade a bearish
Elliot wave pattern is to:

Place a trade at 4. Your profit target (the minor take) is some point below Wave 3, that is at
Wave 5.
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Place another trade at 5 (the major take) once the price reverses at 5 (you should be alert
for the move from 5 is swift and powerful).

Your profit target from 5 is A (if you plan for a single sweep) or C (if you plan for a double
sweep).

NOTE - If you would be disturbed at the “loss” of pips during the retracement from A to B, you
could take the trade in two parts as follows:

Place a trade at 5, close it once the price begins to retrace at A.

Place another trade at B and your profit target depends on what pattern has now emerged
(head and shoulders, flag or pennant).

4.3.2.4 Bearish Elliott wave patterns in action
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Chapter Five — How to Use this Trading Manual

Unless the unexpected happens in the realm of fundamental events, or a fakeout occurs,
the patterns described in this Manual should be near 78% accurate if you correctly
sketch them. Here are some guidelines to assist you in using this Trading Manual
effectively and profitably. Please pay due attention to each one of them, they are the
binding rules of the System.

5.1 “Price has a memory” (so pay due attentiontop  astS & R levels)

That is something you hear often among chartists. When you're trying to identify a new
pattern, do not just concentrate on the current S & R levels of the evolving pattern. Fix
your S & R lines in conformity with the past S & R levels of the past 100 — 150
bars/candlesticks. Swing traders may go beyond 200 in accordance with their time
frame. This is irrespective of the time frame you are using.

Recall the S & R principle which states that: “Former support levels soon become the
bases of new resistance levels and vice versa.” If you ignored past S & R levels while
fixing your current trendlines, you might get a premature breakout, a delayed breakout or
a fakeout. So, pay due attention to past S & R levels.

5.2 What time interval works best?

The methods described in this trading Manual are designed to work in any time frame.
Scalpers can use it in 1 MIN, 5 MIN or 15 MIN. Day traders can apply it in 30 MIN, 1 -5
HRS, while swing traders have their personal preferences ranging from I hour to several
days. Irrespective of the time interval used, the patterns will assume their normal shapes
but be sure to adjust your profit expectations accordingly. Here is an arbitrary guide:

1 -5 MIN time interval, limit profit: 5 — 10 pips

10 — 15 MIN time interval, limit profit: 15 pips

20 — 30 MIN time interval, limit profit: 20 pips

1 HR time interval, limit profit: 25 — 80 depending on the maturity of the pattern under
study.

5.3  Always set realistic stop-losses and take-profi  ts

It is a very good money management practice to set realistic stop-loss and limit-profit
levels when you place your trades. Unless you are scalping on 1 — 5 MIN, you should
never make a trade without setting stop-loss. There is no general rule for setting stop-
loss. It all depends on how averse you are to risks and your leverage and margin
requirements.

It is also necessary that you set realistic profit limits. Greed has no place with this system
It is imprudent to gain 30 pips and then lose the 30 pips and another 50 right from your
Account Balance simply because you allowed greed to rule rather than common sense
and moderation.

The key to consistent success in using this system is in setting moderate and realistic

limit-profits. I'm recommending a limit-profit of 40-60 pips for day traders. Swing traders
should set their stop-losses and limit-profits based on their risk profile and time frame.
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Again do take cognizance of past support and resistance levels in setting your limit-
profits as they may provide some kind of barrier to your profit targets.

5.4  Be mindful of the pip differential on the price axis

When you're placing your trade, be very mindful of the pip differential on the price axis.
When these are in the 50s or 100s as in the sample below, you should set your stops so
that they don't get hit easily. Setting a tight stop, that is, one too close to the market price
won't be helpful as your trade may be taken out in a few ticks. Be aware also that a loose
stop-loss could be potentially dangerous if the trade goes against you.

With regard to the limit-profit, a pip differential in the 100s poses no problem as your
limits are easily hit in a few profitable ticks. My personal preference is NOT to trade
currency pairs with pip differentials in the 100s no matter how good the pattern is.

5.5 Let the price move first

NEVER move ahead of the price. Be sure to wait for the price to completely break out of
an observed pattern before you place your trade. Don't presume that the price will break
out of a pattern; confirm that it has broken out of the pattern by waiting for it to do so.

An objective way to do so is to wait for the time interval you set for yourself to close. If
you are using bar chart or candlesticks, place your trade NOT on the bar/candlestick
where the price breaks out of the pattern, but on the NEXT bar/candlestick. You may call
this NEXT bar/candlestick confirmation bar/candlestick.

Sometimes, the bar/candlestick on which the price breaks out of the pattern gets too
long, and by the time the confirmation bar/candlestick has appeared, the trade looks
unattractive (that is, the pips have ticked away). Do NOT trade. Let it go. Don't be afraid
to miss the first 25% of the move and get out after 75%. Catching 50% of a confirmed
move will produce awesome results.

If you really feel you shouldn’t miss the action completely irrespective of the length of the

confirmation bar/candlestick (LOL!), you can cut your profit into half. Right, now check
out the figure on next page to see when to place your trade.
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Don’t place your
trade on this bar

Place it on this bar
after its time
interval has closed
COMPLETELY
outside the pattern

5.6 Seek patterns at least 48 bars/candlesticks ol d

It is commonly known about all price patterns that the larger the pattern, the greater the
likelihood for increased price movements and the more significant the profit outcome. It
is therefore necessary to place your trades on large patterns as they have consistently
shown themselves to be far superior in yielding higher profits than sketchy patterns
comprising a few bars/candlesticks.

| have performed some statistical analysis on the number of bars/candlesticks that
yielded “good” trades and my analysis shows that patterns that have developed over a
period of 48+ bars/candlesticks returned good trades over 96% of the time. So do NOT
trade patterns (excepting flags, pennants and cup with a handle) less than 48
bars/candlesticks old no matter how good they look.

5.7  Trade only patterns that break out in expected ways

You should be prepared to ignore patterns that do not break out in expected ways. By
expected ways, we mean in ways not consistent with our definition and categorization of
continuation and reversal patterns. Consequently, any pattern that is described as a
continuation pattern that breaks out as a reversal pattern should be ignored. Conversely,
a pattern that is described as a reversal pattern but breaks out as a continuation pattern
should also be ignored. Just let them go.

Try sketching the patterns the way they are described below and try to understand what
is being said about their breakout features:

Symmetrical, ascending and descending triangle formations
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Ignore a symmetrical triangle in an uptrend that breaks out in the downward direction.
Ignore a symmetrical triangle in a downtrend that breaks out in the upward direction.
Ignore an ascending triangle that breaks out through the hypotenuse (longest side).
Ignore a descending triangle that breaks out through the hypotenuse (longest side).

Channels, flags, pennants and cup with a handle formations

Ignore any of these in which there is a price reversal after breakout.

Four-five wave patterns and Wolfe waves

Since there is really no breakout in wave patterns, be sure to connect the wave points
with straight lines and just follow the price.

Wedge formations
Ignore any one in which there is no clear price reversal after breakout.

Double, triple and multiple formations
Ignore any one in which there is price continuation after breakout. If the peaks/troughs
are of equal height/depth, they qualify to be traded as channels (rectangles).

IMPORTANT — Do NOT trade any of these patterns in the manner described above no
matter how good they look. It's a rule!!

5.8  Beware of triangle formations

Triangle formations occur much more frequently than any other formation, but they are
the trickiest to sketch correctly. They also have high fakeout rates than any other
formation. Although we have provided notable samples of different triangle formations,
we would like to urge the reader to exercise utmost caution when dealing with a triangle
formation.

5.9 Guide against fakeouts

Fakeouts like “Acts of God” do occur from time to time and they can result in huge losses
if adequate safeguards have not been implemented.

There are methods of dealing with fakeouts:

Allow the time interval you set for yourself to close before
placing your trade. Place your trade then not ON the
bar/candlestick in which the price breaks out of the pattern but
on the NEXT bar/candlestick after breakout. Better to wait for the
bar to completely close outside the pattern before placing your
trade. This tactic may reduce your profit margin but it may

reveal early signs of a fakeout.

For those using indicators, apply three or more indicators to confirm an entry
decision

Prematurely close the trade when it becomes obvious that the trend has reversed
against you.
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5.10 Learn from every lost trade

When you lose a trade, do not just let it go. Go back to the chart and evaluate the
method you used for the trade. Try to see what went wrong. If it's a fakeout, shrug a
shoulder and start thinking of your next trade. If it's as a result of your using a wrong
pattern, try to figure out the right pattern you should have used. If it's as a result of some
mistake — a premature entry, an impulsive move, an emotional act, take note of it and
resolve to never repeat it again.

NEVER take a loss too hard. Taking a loss is part of the forex game anyways. Don’t look
at a lost trade as something to lament on, but something to learn from. It is precisely
what you learn from your lost trades that build your up experience.

To Your Success!!
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