Lesson Five
Patterns

1. Chart Pattern Introduction
Why people are buying and selling? There are many reasons why people to buy and sell securities: hope of gain, fear of loss, tax consequences, short-covering, hedging, stop-loss triggers, price target triggers, fundamental analysis, technical analysis, broker recommendations etc. 
Can we figure out why? Trying to figure out why people are buying and selling can be a daunting and complicated process. 

Simple Solution: Chart Patterns. Chart Patterns consolidate the forces of supply and demand into a concise picture. They provide a framework to analyze the battle between the bulls and the bears. They help investors or traders to determine who is winning the battle and allow them to make a good decision at the right time.
History: Much credit of chart patterns can be attributed to Richard Schabacker. His book Technical Analysis and Stock Market Profits, published in 1932, laid the foundations for modern pattern analysis. 
Pattern reading is not as easy a task as it appears: Pattern analysis may seem straightforward but it is by no means an easy task. It is not as easy as memorizing certain patterns because any general stock chart is a combination of countless different patterns. As a result accurate analysis depends upon constant study, experience, and knowledge. 
2. Two Basic Groups
Two basic assumptions: 1) prices trend and 2) history repeats itself. 
Based on these assumptions the vast majority of chart patterns fall into two main groups:

1. Reversal patterns: these indicate a change in trend and can be broken down into top and bottom formations. 
2. Continuation patterns: these indicate a pause in trend and show that the previous direction will resume after a period of time. 

3. A few notes about chart patterns:

1. Because of personal biases pattern recognition can be open to interpretation. 

2. Many patterns may look similar in nature but no two patterns are exactly alike.

3. False breakouts, bogus reads, and exceptions to the rule are all part of the ongoing education. Careful and constant study is required for the successful reading of chart patterns. 

Triple Bottom

A triple bottom is found in a significant down trend market. This pattern displays three distinct minor lows at approximately the same price level. The triple bottom is a reversal pattern. 

What does a triple bottom look like?

The triple bottom pattern is composed of three sharp lows all at about the same price level. Prices fall to a support level, rise, fall to that support level again, rise, and finally fall, returning to the support level for a third time before beginning an upward climb. 
Investors should note that the three lows tend to be sharp. When prices hit the first low, sellers become scarce, believing prices have fallen too low. If sellers don’t want to sell, buyers are quick to buy at that good price. Prices then bounce back up. The support level is established and the next two lows also are sharp and quick. 
Why is this pattern important?
The triple bottom is considered to be a reliable pattern because its failure rate is pretty low.
Volume and the pattern
Generally volume in a triple bottom tends to trend downward as the pattern forms. Volume tends to be lighter on each successive low. Afterwards volume tends to pick up as prices rise above the confirmation point and then break into a new upward trend.

An investor should not dismiss a triple bottom if volume does not display this pattern. The pattern can take several months to form and, during that time, volume can be irregular and unpredictable. Volume should be higher at the lows than on the days leading to the lows. In short, volume is not very important and what matters is the shape.
Comments
1. The average formation takes approximately four months to develop. The longer the pattern takes to form, the greater the significance once the breakout occurs.
2. The triple bottom is a reversal pattern which means it is essential to the validity of the pattern that it begins with a significant downward trend in a stock's price.
3. As discussed, it is typical to see volume diminish as the pattern progresses. This should change, however, when breakout occurs. A valid breakout should be accompanied by a burst in volume. Certain experts are less concerned by seeing a steadily diminishing trend in volume as the pattern progresses through its three lows.
4. It is very common in the triple bottom to see a pullback after the breakout. Some experts estimate that 70% of triple bottoms will pullback to the breakout price.
How can I trade this pattern?
Begin by calculating the target price - the minimum expected price move. The triple bottom is measured in a way similar to the way the head and shoulders bottom is measured.

Calculate the height of the pattern by subtracting the lowest low from the highest high in the formation. After, add the height to the highest high. In other words, an investor can expect the price to move upwards at least the distance from the breakout point plus the height of the pattern.
For example, assume the lowest low of the triple bottom is 200 and the highest high is 240. The height of the pattern is 40 because 240 - 200 = 40. The minimum target price is 280 or 240 + 40 = 280.
Experts agree that triple bottoms are not that common. Edwards and Magee, for example, stress the necessity for waiting for a valid breakout through the confirmation point. This is a reliable pattern only if the pattern has been confirmed by a valid breakout. Pullbacks are common with triple bottoms so investors can use this to their favor. If prices return to the confirmation point quickly after the breakout (within two weeks but no more than a month), it indicates that the time to jump in is once the prices have turned around back up. 
Investors looking for a valid triple bottom should be wary of a pattern that shows a lot of white space as it is developing. The pattern should display a fairly regular progression among the three well-separated lows. The symmetry of this pattern is something that should catch your eye.
