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HEAD AND

Spotting Market Reversals with
Head and Shoulders



The Head and Shoulders trading pattern is one of the oldest and most

powerful formations used by day traders today. When identified at the right

levels, it can provide excellent foresight into potential trend reversals. By its

very nature, the pattern also offers a consistently favourable risk-to-reward

ratio.

The most powerful setups are identified by using liquidity areas found on

higher time frames, typically the 4-hour and daily charts. The patterns

themselves are then identified on the lower time frames.

Head and shoulders patterns form on all time frames; however, daily and

weekly head and shoulders patterns can be used to anticipate large swing

reversal trades.

 

It is characterized by two shoulders on either side of a failed high, known

as the head. The base of the pattern is called the neckline, which is used to

define entry levels and to calculate profit targets.
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A conventional head and shoulders pattern is used to identify short-selling

opportunities, as it signals a potential bearish trend reversal.
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Trades are typically taken on the break of the neckline; however, waiting

for a retest of the neckline after the break often provides higher-probability

trade entries.

An inverted head and shoulders pattern, on the other hand, is used to

identify long or buy opportunities, as it signals a potential bullish trend

reversal.
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On the conventional head and shoulders pattern, the initial stop loss is

placed above the preceding shoulder prior to the neckline break. The profit

target is then set using the same distance measured from the top of the

head to the neckline, projected downward from the point of entry.
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On the inverted head and shoulders pattern, the initial stop loss is placed

below the preceding shoulder prior to the neckline break. The profit target

is set using the same distance measured from the bottom of the head to

the neckline, projected upward from the point of entry.

 

To reiterate, the most powerful levels are found at strong liquidity areas. As

always, backtest thoroughly before implementing this strategy.
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All information contained in this document is provided for educational
purposes only.

The examples, charts, and strategies shown are based on simulated
trading environments and do not involve real or regulated financial markets.
Funded Trading Plus (FT+) programs operate entirely with virtual funds in a

simulated environment. Any performance, results, or payouts mentioned
are derived from simulated profits in line with program terms and

conditions.
Nothing in this guide should be taken as financial advice or an invitation to

trade real money. Trading and investing in financial markets carry
significant risk, and you should always seek independent financial advice

before making real trading decisions.
Past simulated performance does not guarantee future results, and no
outcome is assured. By using this document, you agree that Funded

Trading Plus, its affiliates, and contributors are not responsible for any
losses or decisions made based on this material.

DISCLAIMER


