Chart Patterns




Chart Patterns

Chart patterns in stock markets are like visual cues that can help traders anticipate future
price movements based on past behavior.
In many ways, Chart patterns are more complex versions of trend lines.




Types of Chart Patterns

Continuation Chart Patterns - Continuation patterns indicate that the current trend is likely
to continue after a brief period of consolidation or pause. These patterns act like "rest
stops" where the market catches its breath before moving in the same direction.

Reversal Chart Patterns - Reversal patterns signal that the current trend is likely to reverse
its direction. It's like reaching the end of a journey and turning around to head back the way
you came.
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Use Of Chart Patterns

Double Top Rising Wedge

These patterns are useful in identifying long-term
shifts in market trends,

helping traders and investors to position —a
Double Bottom Inverse Head and Shoulders Falling Wedge

themselves accordingly. — o —

mechEng =1 t'lﬂr:'

fargal

&ndry

&lop

As always, it's important to use these patterns

in COnjunCtiOn With Falling Wedge Bullish Rectangle Bullish Pennant
other technical indicators and risk 1 .
management strategies to make informed decisions. = i /M

Bearish Rectangle

stop




Deep Dive Into

Chart Patterns



Types of Reversal

Patterns



Types of Reversal Patterns
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4 Double Top and Double Bottom

& Triple Top and Triple Bottom

4 Head and Shoulders and Inverted Head and Soulders
4 Inverted Cup and Handle
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Double Top Pattern

The Double Top is a bearish reversal pattern that signhals a potential end to an uptrend. It is
characterized by two peaks at nearly the same price level, indicating that the asset price
struggles to break a particular resistance level.

@ First Peak: The price rises to a peak and then retraces.

@ Second Peak: The price rises again to the same level as the first peak but fails to
break higher, forming the second top.

@ Neckline: The line drawn through the lowest point between the two peaks is called
the neckline. A break below this level confirms the pattern and indicates a potential
bearish reversal.

Traders often wait for the price to break below the neckline with increased volume to

confirm the reversal. The expected price drop is usually the height of the pattern (distance
from the peak to the neckline).
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Double Bottom

The Double Bottom is the bullish counterpart to the double top. It sighals a potential
reversal from a downtrend to an uptrend and is characterized by two lows at nearly the
same price level, indicating strong support.

@® First Bottom: The price falls to a low and then retraces.

@ Second Bottom: The price falls again to the same level but fails to go lower, forming
the second bottom.

@ Neckline: The line drawn through the highest point between the two bottoms is

called the neckline. A break above this level confirms the pattern and suggests a
bullish reversal.

Traders look for a breakout above the neckline with higher volume to confirm the reversal.

The expected price rise is usually the height of the pattern (distance from the bottom to the
neckline).
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Triple Top

The Triple Top is a bearish reversal pattern that signals a potential end to an uptrend. It
forms when the price reaches the same resistance level three times, but fails to break
through, indicating that the buying momentum is weakening.

First Peak: The price rises to a high and then retraces.

& Second Peak: The price rises again to the same level but fails to break higher, and
retraces again.

@ Third Peak: The price attempts one more time to break the resistance but fails,
creating the third peak.

Neckline: The line connecting the lows between the peaks. A break below this
neckline confirms the pattern and signals a potential bearish reversal.

Traders look for a break below the neckline with increased volume to confirm the reversal.
The potential downside target is usually the height of the pattern (the distance from the
peaks to the neckline).
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Triple Bottom

The Triple Bottom is the bullish counterpart to the triple top. It indicates a potential
reversal from a downtrend to an uptrend, formed when the price hits the same support
level three times and fails to go lower.

@ First Bottom: The price falls to a low and then retraces.

& Second Bottom: The price falls again to the same level but fails to go lower, forming
the second bottom.

@ Third Bottom: The price tests the support level for a third time but fails to break
lower, forming the third bottom.

Neckline: The line connecting the highs between the bottoms. A break above this
neckline confirms the pattern and suggests a bullish reversal.

Traders wait for a break above the neckline with higher volume to confirm the reversal. The
expected price rise is usually the height of the pattern (the distance from the bottoms to
the neckline).
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Head and Shoulders

The Head and Shoulders pattern is a classic reversal chart pattern that indicates a
potential trend change from bullish to bearish. It consists of three peaks:

® Left Shoulder: The first peak is formed when the price rises to a high and then
declines.

® Head: The price rises again to form a higher peak than the first (the head) and
then falls again.

® Right Shoulder: The third peak is similar in height to the first peak (left
shoulder) and is followed by another decline.

Traders often look for a break below the "neckline" (the line connecting the lows of

the left shoulder and head) to confirm the pattern. This break typically indicates a
bearish reversal.
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Inverse Head and Shoulders
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The Inverse Head and Shoulders is the bullish counterpart to the head and shoulders
pattern. It sighals a potential reversal from a downtrend to an uptrend:

Left Shoulder: The price drops to a low and thenrises.

® Head: The price falls again to a lower low (the head) and then rises again.

Right Shoulder: The third decline is similar in height to the first decline (left
shoulder), followed by arise.

Traders usually look for a break above the neckline to confirm the pattern, indicating
a bullish reversal. The breakout suggests that the downtrend has ended, and a new
uptrend may begin.
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Inverted Cup and Handle Pattern

The Inverted Cup and Handle is the bearish counterpart to the cup and handle
pattern. It indicates a potential reversal from an uptrend to a downtrend.

@ Inverted Cup: The inverted cup is formed when the price makes a rounded top,
resembling an upside-down "U" shape, after an upward trend. This part of the
pattern suggests that buying pressure is diminishing and selling pressure is
increasing.

@ Handle: After the inverted cup, the handle forms as the price moves sideways or
slightly upward, usually creating a small flag or pennant shape. This represents a
brief period of consolidation before the potential downtrend.

% Breakdown: The pattern is confirmed when the price breaks below the support
level formed by the base of the inverted cup. The breakdown should be
accompanied by increased volume to confirm the move.
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(® Bullish and Bearish Flag Pattern
(®) Bullish and Bearish Rectangle
(® Cup and Handle Pattern
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Bullish Flag Pattern

The Bullish Flag is a continuation pattern that forms during a strong uptrend. It represents a
brief period of consolidation before the trend resumes. The pattern resembles a flag on a

pole, where the pole is the preceding steep uptrend, and the flag is the consolidation phase
that slopes slightly downward or moves sideways.

Flagpole: The initial sharp rise in price forms the flagpole.

@® Flag: After the strong uptrend, the price enters a consolidation phase where it moves
slightly downward or sideways, forming the flag. This phase typically occurs on lower
volume.

& Breakout: The pattern is confirmed when the price breaks out of the flag pattern,
continuing the uptrend.

Traders often enter a long position when the price breaks out above the upper trendline of

the flag, typically with a target equal to the length of the flagpole added to the breakout
point.
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Bearish Flag Pattern

The Bearish Flag is the bearish counterpart to the bullish flag and signals a
continuation of a downtrend. It forms after a sharp decline in price (the flagpole),

followed by a brief period of consolidation that typically slopes slightly upward or
moves sideways.

® Flagpole: The initial sharp decline in price forms the flagpole.
@ Flag: The price then consolidates, moving slightly upward or sideways, forming
the flag. This phase usually happens on lower volume.

#® Breakdown: The pattern is confirmed when the price breaks down below the
lower trendline of the flag, continuing the downtrend.

Traders might enter a short position when the price breaks down below the lower

trendline of the flag, with a target price equal to the length of the flagpole subtracted
from the breakdown point.
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Bullish Rectangle

A Bullish Rectangle is a continuation pattern that appears during an uptrend. It indicates a
pause in the trend as the price oscillates between a horizontal support and resistance level,

forming a rectangular shape. The pattern is considered bullish because it usually results in a
breakout to the upside, continuing the prior uptrend.

Horizontal Support and Resistance: The price bounces between a horizontal support
line at the bottom and a resistance line at the top.

& Consolidation Phase: During this period, the price consolidates as buyers and sellers
are in temporary equilibrium, creating a rectangle shape.

& Breakout: The bullish rectangle is confirmed when the price breaks above the
resistance level, signaling the continuation of the uptrend.

Traders might enter a long position when the price breaks above the resistance level with

increased volume, targeting a move equal to the height of the rectangle added to the
breakout point.
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Bearish Rectangle
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A Bearish Rectangle is the bearish counterpart and appears during a downtrend. This
pattern indicates a pause in the downtrend, where the price fluctuates between a horizontal

support and resistance level. The pattern is considered bearish because it typically results
in a breakdown below the support level, continuing the downtrend.

& Horizontal Support and Resistance: The price moves between a horizontal support
line at the bottom and a resistance line at the top.

& Consolidation Phase: Similar to the bullish rectangle, the price consolidates within

this range, forming a rectangular shape, but in a bearish context, it usually follows a
downward trend.

@ Breakdown: The bearish rectangle is confirmed when the price breaks below the
support level, signhaling the continuation of the downtrend.

Traders might enter a short position when the price breaks below the support level, with a
target move equal to the height of the rectangle subtracted from the breakdown point.
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Cup And Handle Pattern

CUP AND HANDLE (CONTINUATION) PATTERN




Bearish Rectangle
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The Cup and Handle is a bullish continuation pattern that resembles the shape of a tea cup
on a chart. It typically forms after an upward trend and indicates that the market is likely to
continue moving higher after a brief consolidation.

@ Cup: The cup is formed when the price makes a rounded bottom after an uptrend,
resembling a "U" shape. This part of the pattern indicates a period of consolidation
and a gradual shift from selling to buying pressure.

Handle: After the cup is formed, the handle develops as the price moves sideways or
slightly downward, usually forming a small flag or pennant shape. This represents a
short period of consolidation or a minor pullback before the next move higher.

@ Breakout: The pattern is confirmed when the price breaks out above the resistance
level formed by the top of the cup. The breakout should be accompanied by an
increase in volume to validate the move.

Traders often enter a long position when the price breaks above the resistance level of the
handle. The target is usually determined by measuring the depth of the cup and adding it to
the breakout point.
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Bullish Symmetrical Triangle

A Bullish Symmetrical Triangle typically forms during an uptrend and signals that the
trend is likely to continue. The price consolidates, with both buyers and sellers losing

momentum, but eventually, the breakout usually occurs in the direction of the
original trend, which is upward.

(®) The price makes lower highs and higher lows, leading to the formation of the
triangle.

(® Volume typically decreases as the pattern forms, reflecting a period of indecision
in the market.

Traders look for a breakout above the upper trendline, confirmed by an increase in

volume, to enter a long position. The target price is often measured by the height of
the triangle at its widest point, added to the breakout level.
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Bearish Symmetrical Triangle
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A Bearish Symmetrical Triangle forms during a downtrend and suggests that the
trend is likely to continue. Similar to the bullish triangle, the price consolidates

within the two converging trendlines, but the breakout typically happens in the
direction of the downtrend.

(® The price makes higher lows and lower highs, narrowing into the triangle shape.

(® Volume often decreases during the formation, reflecting a temporary balance
between buyers and sellers.

Traders look for a break below the lower trendline, confirmed by an increase in
volume, to enter a short position. The target price is calculated similarly to the
bullish triangle, by subtracting the height of the triangle from the breakdown level.
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Bullish Ascending Triangle

The Bullish Ascending Triangle is a continuation pattern that signals the likelihood of an
upward breakout during an uptrend. The pattern is characterized by a horizontal resistance

line at the top and an ascending trendline at the bottom, where the price makes higher lows
but faces resistance at a consistent level.

& Horizontal Resistance Line: The top of the triangle is formed by multiple price peaks
that occur around the same level, indicating strong resistance.

@ Ascending Trendline: The bottom of the triangle is formed by higher lows, showing
that buyers are gradually pushing the price higher despite resistance.

@ Breakout: The pattern is confirmed when the price breaks out above the horizontal
resistance line with increased volume, signaling the continuation of the uptrend.

Traders often enter a long position when the price breaks above the resistance level,
typically with a target equal to the height of the triangle added to the breakout point.
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Bearish Descending Triangle

AP

The Bearish Descending Triangle is a classic continuation pattern in technical analysis that
signals the likelihood of a breakdown during a downtrend. It is characterized by a horizontal
support line at the bottom and a descending trendline at the top.

@ Horizontal Support Line: The support line forms at the bottom as the price makes
multiple attempts to fall below a certain level but repeatedly finds support.

@ Descending Trendline: The top of the triangle is formed by a downward-sloping
trendline connecting lower highs, showing that sellers are gradually overpowering
buyers.

& Breakdown: The pattern is confirmed when the price breaks below the horizontal
support line with increased volume, sighaling the continuation of the downtrend.

Traders often enter a short position when the price breaks below the support level, with a
target equal to the height of the triangle subtracted from the breakdown point.
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Volume Analysis
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() Volume often plays a crucial role in confirming these patterns. A decrease in volume as the wedge
forms and an increase during the breakout adds credibility to the pattern.
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Volume for Confirming Breakouts or Breakdowns
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@ Increased Volume: A breakout (in bullish patterns) or breakdown (in bearish
patterns) thatis accompanied by a significant increase in volume adds
credibility to the move. This suggests strong interest and participation in the
market, making the pattern more reliable.

4 Low Volume: If a breakout or breakdown occurs on low volume, it may signal a
false move or a lack of conviction. Traders should be cautious in such scenarios,
as the price could quickly reverse.
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Chart Pattern Cheat Sheet

Symmetrical Triangle | Symmetncal Triangle
oulders Head & Shoulders (Bullish) (Bearish)

Ascending Tnangle Rising Flag

Rectangle Formation | Rectangle Formation
Inverse Cup & Handle Falling Pennant {Bullish) (Bearish) Triple Bottom Triple Top

Broadening Top

Double Bottom (W) Double Top (M) Falling Wedge Rising Wedge Rounding Bottom Rounding Top Vuvuzela) uvuzela
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SUMMARY

(®)In conclusion, chart patterns are essential tools in technical analysis, providing
insights into potential future price movements based on historical data.

@By recognizing continuation patterns like flags, triangles, and rectangles, traders can
identify opportunities to ride existing trends. Conversely, reversal patterns such as
head and shoulders, double tops/bottoms, and inverted cup and handle patterns
signal potential trend changes, helping traders anticipate market reversals.

@Understanding these patterns, combined with volume analysis, enables more
informed trading decisions, whether you're looking to confirm an ongoing trend or
spot an emerging one. In the context of the Indian stock market, these patterns have
proven valuable for identifying key moments to enter or exit trades.

@Overall, mastering chart patterns enhances a trader's ability to navigate the markets
with greater confidence and precision.
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