Lesson Six

Falling Wedge (Reversal)

1. Terms
· Reaction High

· Reaction Low 

2. Characteristics of the Falling Wedge
· Found in an extended downtrend market (over 3 months)
· Has an upper resistance line which is a downtrend line 

· Has a lower support line: this requires at least two reaction lows in which the second low must lower than the first one
· The upper resistance line and the lower support line form a cone: this means the lower support line has a less negative slope than the upper resistance line which indicates a decrease in selling pressure
3. Confirmation

· Upper resistance line is broken and the new support line is tested or 

· Upper resistance line is broken with volume 
4. A few comments
· The falling wedge is a bullish pattern

· The bullish bias cannot be realized until the upper resistance line has broken out
· The falling wedge is one of the most difficult chart patterns to accurately recognize and trade because the security is in a downtrend when lower highs and lower lows form in a falling wedge.

· The falling wedge is used to spot a decrease in selling pressure and alerts investors to a potential trend reversal.

