Lesson 20
Head and Shoulder Bottom (Reversal)
1. Introduction
The Head and Shoulders Bottom is made up of a left shoulder, a head, a right shoulder, and a neckline. It contains three successive troughs with the middle trough (head) being the lowest and the two outside troughs (shoulders) being roughly equal. The reaction highs of each peak can be connected to form a resistance/neckline.
2. Head and Shoulder
Found only in a downtrend market, the completion of the pattern marks the trend reversal. 
Left Shoulder: The left shoulder forms a low that marks a low point of the current downtrend. An advance completes the formation of the shoulder after the low. 
Head: From the high of the left shoulder a decline that exceeds the previous low marks the low of the head. After bottoming, the low of the subsequent advance marks the second point of the neckline. 
Right Shoulder: The decline of the high of the head forms the right shoulder. This low is higher than the head and roughly equal to the level of the left shoulder. Although symmetry is preferred it is not a requirement that must be met. The advance of the low of the right shoulder should break the neckline.
Neckline: The neckline is formed by connecting two high points between the head and the shoulders. The neckline can slope up, slope down, or be horizontal. 
Volume: Volume plays an important role in confirmation. Volume can be used as an indicator by simply analyzing volume levels. Typically volume during the decline of the left shoulder should be higher than volume during the decline of the head. This decrease in volume and the new low of the head, together, serve as a warning sign. The next warning sign comes when volume increases on the advance from the low of the head. Final confirmation comes when volume further increases during the advance of the right shoulder.
Neckline Breakout: The head and shoulders pattern is not complete and the downtrend is not reversed until neckline resistance is broken. Usually this should occur in a convincing manner proven through an expansion in volume.
Target Price: After the neckline resistance is broken the projected price advance is found by measuring the distance from the neckline to the low of the head. This distance is then added to the neckline to reach a price target. 
3. Comments
Price sometimes returns to the breakout point on a reaction move before resuming in the direction of the breakout. This gives us a second opportunity.
The price target can only serve as a rough guideline. The market might go a little shorter or beyond the price target. Further assessment is required. 

