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Rectangle Chart Patterns

The rectangle is a familiar geometric form that most people study in grade school, but in technical price
analysis, it can take on a special significance. For technical analysts, rectangles are normally understood
as patterns that indicate the continuation of a price trend. The rectangle may be identified by other
names, such as a trading range, a line, or a congestion pattern.

A rectangle occurs in a period of consolidation, when the market lacks conviction about either a strong
price move upward or downward. Like other continuation patterns, the rectangle is formed by a series
of two or more successive highs or lows that are roughly the same size. When these appear, traders can
draw a line across the tops of the highs to indicate a level of resistance and across the lows to indicate a

level of support.

Bearish Rectangle

A bearish rectangle is formed when the price consolidates for a while during a downtrend. Is a
continuation pattern that occurs when a price pauses during a strong downtrend and temporarily
bounces between two parallel levels before the trend continues.

After a pretty big fall, the market consolidates before determining where to go next. Obviously, they
figure it out, and heads off in the direction they started in (down.) Volume kind of thins out during this
sideways period and then picks up as it heads for the bottom of the rectangle one last time and breaks
through it.

One way to trade a bearish rectangle is as soon as a candlestick has closed below the support level, enter
your trade with a short (sell) order. Place your stop loss just above the resistance level and measure the
height of the rectangle and then place your profit target the same distance underneath the rectangle's

lower parallel line.

Bullish Rectangle

Here’s another example of a rectangle, this time, a bullish rectangle chart pattern.
Rectangle pattern in an uptrend. The market goes into roughly a three-week consolidation before it

finds its resolve and pushes higher. There is a general lessening and sort of balance to volume during
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the formation, but there is a clear increase on the breakout. (It's interesting to note that the volume
seems erratic prior to the consolidation, kind of balanced during, and while still generally balanced as
the market moves away from the rectangle, noticeably heavier.)

Just like in the bearish rectangle pattern example, once the pair breaks, it will usually make a move that’s
AT LEAST the size of its previous range.

One way to trade a bearish rectangle is as soon as a candlestick has closed above the resistance level,
enter your trade with a long (buy) order. Place your stop loss just underneath the support level and
measure the height of the rectangle and then place your profit target the same distance above the top

of its upper parallel line.

Bullish Rectangle Bearish Rectangle

Bearish and Bullish Pennants

The price action on any financial product is split into bullish and bearish sentiments. Effectively, the two
words signal a bullish and bearish market.

The names come from the animal world. The horns of a bull always point to the upside, hence showing
a rising market. As such, bullish means the market is on the rise, and traders look to buy dips in the

bullish environment, to profit from higher prices to come.
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On the other hand, bearish comes from the bear that walks with its head pointing to the ground. Or, to
the south, meaning lower prices or a bearish market is in place. Hence, bearish and bullish markets refer
to the price action of securities when it moves to the downside or to the upside. Also, when bulls attack
they hit upward and when bears attack they hit you down.

A pennantis a triangular formation that forms in the middle of bullish and bearish phases in any currency
pair or another market. The price builds energy to break higher or lower, and it takes a bit of a time until
it explodes in the direction of the underlying trend.

Bullish and bearish pennants/flag patterns belong to the classic technical analysis patterns. All such
patterns have a measured move, or the distance the price must travel to confirm the pattern.

If the price doesn’t reach the measured move, the patterns is simply invalidated. That’s the beauty of

technical analysis: it leaves no room for error when interpreting bullish and bearish patterns.

Bearish Pennants

Bearish pennants are continuation patterns that mark a pause in the movement of a price halfway
through a strong downtrend, offering you an opportunity to go short.

They occur just after a sharp drop in price and resemble a triangular flag as the price moves sideways,
making gradually lower highs and higher lows. The downtrend then continues with another similar-sized
fall in price.

Unlike the other chart patterns wherein the size of the next move is approximately the height of the
formation, pennants signal much stronger moves.

Usually, the height of the earlier move (also known as the mast) is used to estimate the size of the

breakout move.

In order to trade a bearish pennant, enter your short trade as soon as a candlestick has closed below the
pennant's lower trend line, Place your stop loss on the other side of the pennant, just above its upper
trend line. Measure the initial drop in price (the pennant's pole) before the market started to

consolidate.

Then place your profit target the same distance below the pennant's breakout point.
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Bullish Pennant

A bullish pennant is the exact opposite of a bearish penant.

It is a continuation pattern that marks a pause in the movement of a price halfway through a strong
uptrend, giving you an opportunity to go long and profit from the rest of the price rise.

Bullish pennants occur just after a sharp rise in price and resemble a triangular flag as the price moves
sideways, making gradually lower highs and higher lows. The uptrend then continues with another
similar-sized rise in price.

In order to trade a bullish pennant, enter your long trade as soon as a candlestick has closed above the

pennant's upper trend line, place your stop loss on the other side of the pennant, just below its lower

trend line. Measure the initial rise in price (the pennant's pole) before the market started to consolidate.

Then place your profit target the same distance above the pennant's breakout point.

Bearish
Pennant

Bullish
Pennant

Triangle Chart Patterns

Symmetrical Triangle

A symmetrical triangle is a chart formation where the slope of the price’s highs and the slope of the

price’s lows converge together to a point where it looks like a triangle.
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What'’s happening during this formation is that the market is making lower highs and higher lows. This

means that neither the buyers nor the sellers are pushing the price far enough to make a clear trend.

*NT

Whee, price surged up! +

In the chart above, we can see that neither the buyers nor the sellers could push the price in their
direction. As these two slopes get closer to each other, it means that a breakout is getting near.

We don’t know what direction the breakout will be, but we do know that the market will most
likely break out. Eventually, one side of the market will give in.

We can place entry orders above the slope of the lower highs and below the slope of the higher lows.
Since we already know that the price is going to break out, we can just hitch a ride in whatever direction
the market moves. In this example, if we placed an entry order above the slope of the lower highs, we
would’ve been taken along for a nice ride up. If you had placed another entry order below the slope of

the higher lows, then you would cancel it as soon as the first order was hit.

Ascending Triangle

This type of triangle chart pattern occurs when there is a resistance level and a slope of higher lows.
What happens during this time is that there is a certain level that the buyers cannot seem to exceed.

However, they are gradually starting to push the price up as evident by the higher lows.
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price drops by
almost the same

L

In the chart above, you can see that the buyers are starting to gain strength because they are making
higher lows. They keep putting pressure on that resistance level and as a result, a breakout is bound to
happen. In this case, we would set an entry order above the resistance line and below the slope of the
higher lows. If we set our short order below the bottom of the triangle, we could’ve caught some pips

off that dive.

Descending Triangle

As you probably guessed, descending triangles are the exact opposite of ascending triangles. In
descending triangle chart patterns, there is a string of lower highs which forms the upper line. The lower

line is a support level in which the price cannot seem to break.
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Whoa, price flew up! '*
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In the chart above, you can see that the price is gradually making lower highs which tell us that the sellers
are starting to gain some ground against the buyers.

In this case, we would place entry orders above the upper line (the lower highs) and below the support
line. In this case, the price ended up breaking above the top of the triangle pattern.

After the upside breakout, it proceeded to surge higher, by around the same vertical distance as the
height of the triangle. Placing an entry order above the top of the triangle and going for a target as high
as the height of the formation would’ve yielded nice profits.

Below is a small summary to help you remember all those forex chart patterns and what they are

signaling.

CHART PATTERN FORMS DURING TYPE OF SIGNAL NEXT MOVE
Double Top Uptrend Reversal Down
Double Bottom Downtrend Reversal Up
Head and Shoulders Uptrend Reversal Down
Inverse Head and Shoulders Downtrend Reversal Up
Rising Wedge Downtrend Continuation Down
Rising Wedge Uptrend Reversal Down
Falling Wedge Uptrend Continuation Up
Falling Wedge Downtrend Reversal Up
Bearish Rectangle Downtrend Continuation Down
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Bullish Rectangle

Uptrend Continuation Up
Bearish Pennant Downtrend Continuation Down
Bullish Pennant Uptrend Continuation Up
Page |9

@ +230 2146398 = info@sohomarkets.cc



http://www.sohomarkets.cc/
mailto:info@ausprime.eu
mailto:o@sohomarkets.cc

