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Common Reversal
Patterns

Agenda

Price Reversals

What defines a top and
bottom?

INVESTMENTS



il

Price Reversals
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Reversals

(=]
R

When a price is rising, stops, and then
declines, the price at which the rise
halted is a “reversal point.”

* In this situation, the reversal point is called a “peak” and
is important because it is where buyers were overcome
by sellers.

* When a price is declining, stops, and then rises, the price
at which the decline halted is a reversal point called a
“trough.” Itis the price at which sellers were overcome
by buyers.

* Reversal points are the foundations of trends, trend lines,
channels, patterns, and support and resistance.



Reversal Points

Reversal point importance is determined
by the length of the trend before and
after the peak or trough.

We can’t determine if a reversal is a top
or bottom until trend is broken.

It is important to define your timeframe.
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Defining Tops and
Bottoms
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Uptrends/Tops

* Trend lines help show e e e e B8
support for an upward . - 1 m -
trending security. r - f“}

¢ Atop is not confirmed N ‘HIM /}[' A i
until trend is broken. o -r'/'m- fa‘ * |"a| ‘u\ ik

* We can measure trend n _/,j‘ st i
through trend lines, lf_i%:_*'...“/”/,ﬁ,’ e i" '1 \ =2
moving averages, and ﬁ‘" y.g = “__._,l' P
other indicators. 7 W e

 Tops can take many S — P—
forms. Sharp V-shaped _f Il o e
reversals, rounding n..ii]loltn..c.ll_n!._._.y|i|l||..._.JL.]!!!.!1.5..i.illilli!:l::l.jqiinf,n.ILn.Lijll.lug![._lnumunc._-_lclE_.Z.:!|_mim|...a_.3;,,{!.!|1.1m'|n..g.g.,:gJ_.;i;nl1|ﬁ|l| .

patterns, and congestion
patterns for instance.



Downtrends/Bottoms

* Trend lines can also help
show resistance for a
downward trending
security

* A bottom is not confirmed
until trend is broken

 We can measure trend
through trend lines,
moving averages, and
other indicators.

* Bottoms can take many
forms. V-shaped patterns,
rounding patterns, and
congestion patterns for
instance.
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Support and Resistance

Changes in trend may also

occur after a period of | WI ' |l| M '~|
il

consolidation or basing.

Support w | MH‘

Horizontal line drawn through troughs !‘H' \ X' | I*

at the same price level b’* M | ’l
Resistance k d H|'| ”W
Horizontal line drawn through peaks at M e
the same price level s e s o s
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Head and Shoulders: Top

Characteristics:

Three peaks with center peak higher than the
other two

Shoulders should be at approximately the same
level and the head higher

Line connecting the two throughs between the
peaks is called
the “neckline”

Pattern is only complete on breaking
the neckline

Target is the distance from the head to the
neckline projected from the neckline

This is a standard pattern for tops and has one of
the lowest failure rates
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Head and Shoulders:

Characteristics:

* |nverted but otherwise identical to
a top pattern except not as
profitable

Bottom (Inverse)
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(breakout up)
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Cup and Handle (also “Saucer”)

Characteristics:

Pattern consists of a rounded bottom (not a
“V” bottom), two “lips” at each end, and a
“handle” (similar to a flag pattern) from the
handle

Pattern is complete with breakout above
both lips

Often have a throwback

The pattern’s performance ranks about
average for bottom patterns

Rounding Bottom
(breakout up)

= Price

Entry Breakout

Throwback

Handle

Cup or Bowl

Calculate target price:

Take the height of the right cup lip to the bottom of the
cup, then add that amount to the breakout price.

M

Ww
§ \W

Iy

i

h hl

T

i

iy W‘ .
'll" ‘“ -



Horizontal Congestion: Double Top

Characteristics:

Two successive peaks separated
by an opposite reversal point

Either rounded or pointed peaks that are
usually at roughly the same price (resistance
level)

Price must break out of middle reversal
point
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Calculate target price:

Taking the height from the highest peak to the trough and then
subtracting the amount from the breakout price to the downside.



Horizontal Congestion: Double Bottom

Characteristics:
* Two successive troughs separated by a peak
* Either rounded or pointed troughs that are

usually at roughly the same price (support
level)

* Price must break out of
middle peak

Double Bottom
(breakout up)
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Calculate target price:

Taking the distance from the troughs to the peak and then adding
that amount from the breakout price to the upside.



Horizontal Congestion

Characteristics:

Three distinct peaks at roughly the same

price level separated by two intermittent
troughs

Breakout occurs when price exceeds the
extreme of the intermittent trough or a trend
line connecting those points

. Triple Top

Triple Top
(breakout down)

Resistance line

Pullback

Support line

Entry Breakout

= Price

Calculate target price:
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Breakout ‘ b

Take the height from the highest peak to the lowest trough in the
pattern. Then subtract that amount from the lowest trough in the

pattern to generate a price target.



Horizontal Congestion: Triple Bottom

Characteristics:

Three distinct troughs at roughly the same
price level separated by two intermittent
peaks at any level

Breakout occurs when price exceeds the
extreme of the intermittent peaks or a trend
line connecting those points

Best performance may be after a sustained
decline

An average performance, but watch
for failures
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Calculate target price:

Take the height from the highest peak to the lowest trough in the
pattern. Then add that amount to the highest peak in the pattern to
generate a price target.



Horizontal Congestion:

Characteristics:

* Trading range with support and resistance
levels bounding price action

* Slight tilt, similar to horizontal channel
* Often has many false breakouts

* Things to consider:
Confirm a breakout

“Shortfall” often indicator of eventual
breakout direction

* Best occurrence may be bottom
breaking upward
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Calculate target price:

Take the height from the resistance line to the support line. Then either add
that amount to the resistance line to generate a price target for an upside
breakout, OR subtract that amount from the support line to generate a
price target for a downside breakout.



Use the Fidelity Learning Center at home to...

Watch videos

Visit Fidelity.com
News and Research - Learning Center -
Archived Webinars

Read articles

Visit
www.fidelity.com/viewpoints
to stay up to date on all things
investing.

. . Get more
information
Visit Fidelity.com

News and Research - Learning

Attend seminars and
Center

webinars

Register for a local seminar or attend a

monthly webinars on Fidelity.com %Fide’i‘y
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http://www.fidelity.com/viewpoints
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Demonstration...

Active Trader Pro® is used for this portion of the webinar

Visit: www.fidelity.com/ATP to download Active Trader Pro®
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http://www.fidelity.com/ATP

How we can help you take the next step...

Visit Fidelity.com

News and Research > Tools and
Demo > Active Trader Pro

* To view more information

Visit an Investor Center

www.fidelity.com/branches

* To meet with one of our Regional
Brokerage Consultants or investment
professionals.
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Speak to a Representative
Call 800-544-4364

* One of our knowledgeable representatives
is waiting to assist you

Continue your education

www.fidelity.com/learning-center

* Access to coaching, webinars, and
classrooms
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Disclosures

Technical analysis focuses on market action - specifically, volume and price. Technical analysis is only one approach to analyzing stocks. When
considering which stocks to buy or sell, you should use the approach that you're most comfortable with. As with all your investments, you must
make your own determination as to whether an investment in any particular security or securities is right for you based on your investment
objectives, risk tolerance, and financial situation. Past performance is no guarantee of future results.

Any screenshots, charts, or company trading symbols mentioned, are provided for illustrative purposes only and should not be considered an
offer to sell, a solicitation of an offer to buy, or a recommendation for the security.

Investing involves risk, including risk of loss.

Fidelity Brokerage Services, Member NYSE, SIPC, 900 Salem Street, Smithfield, RI 02917.
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