Lesson Thirteen
Head and Shoulder (Reversal)
1. Introduction
The Head and Shoulders pattern is made up of a left shoulder, a head, a right shoulder, and a neckline. It contains three successive peaks with the middle peak (head) being the highest and the two outside peaks (shoulders) being roughly equal. The reaction lows of each peak can be connected to form a support/neckline.
2. Head and Shoulder
Found only in an uptrend market. The completion of the pattern marks the trend reversal. 
Left Shoulder: The left shoulder forms a peak that marks the high point of the current uptrend. A decline completes the formation of the shoulder after the peak. The low of the decline usually remains above the trend line, keeping the uptrend intact. 

Head: From the low of the left shoulder, an advance exceeds the previous high marks on the top of the head. After peaking the low of the subsequent decline marks the second point of the neckline. The low of the decline usually breaks the uptrend line.

Right Shoulder: The advance from the low of the head forms the right shoulder. This peak is lower than the head and roughly equal to the high of the left shoulder. While symmetry is preferred it is not a must-meet requirement. The decline from the peak of the right shoulder should break the neckline.
Neckline: The neckline is formed by connecting two low points between the head and the shoulders. The neckline can slope up, slope down, or be horizontal. The slope of the neckline will affect the pattern's degree of bearishness: a downward slope is more bearish than an upward slope.
Volume: Volume plays an important role in confirmation. Ideally, volume during the advance of the left shoulder should be higher than volume during the advance of the head. This decrease in volume and the new high of the head, together, serve as a warning signal. The next warning signal comes when volume increases on the decline from the peak of the head. Final confirmation comes when volume further increases during the decline of the right shoulder.
Neckline Breakout: The head and shoulders pattern is not complete and the uptrend is not reversed until neckline support is broken. Typically this should also occur in a convincing manner through an expansion in volume.
Target Price: After the neckline support is broken the projected price decline is found by measuring the distance from the neckline to the top of the head. This distance is then subtracted from the neckline to reach a price target. 
3. Comments
Price sometimes returns to the breakout point before resuming in the direction of the breakout. This gives second opportunity.
The price target can only serve as a rough guideline. The market will go a little short or beyond it. Further assessment is required. The factors used for the assessment might include previous support levels or long-term moving averages.
Analyzing Methods
Sometimes you may be confused by the market trend when you only do analysis of one index chart. You may have no idea which direction the market will go at all. In that kind of situation you need a broader view of the markets. You can’t just focus on one index like the NASDAQ but you need analyze other major indices like Dow and SP500 as well. They may give you a hint in which direction the market is going. 
