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“It is not a case of choosing those that, to the best of one’s judgment, are really the prettiest, nor even those that average opinion 
genuinely thinks the prettiest. We have reached the third degree where we devote our intelligences to anticipating what average 

opinion expects the average opinion to be. And there are some, I believe, who practice the fourth, fifth and higher degrees.”
- John Maynard Keynes, describing the stock market as a beauty content 

(General Theory of Employment, Interest and Money, 1936)

1st Degree: Simple Patterns in the 
Sand - What Looks Pretty
(Pattern Recognition) 

2nd Degree: Patterns that Look 
Pretty to Others
(Volume and Advanced Pattern 
Recognition)

3rd Degree: Herding
4th Degree: Capitulation
5th Degree: Exhaustion
6th Degree: Anticipating 
Exhaustion
7th Degree: Anticipating Reaction 
Severity
8th Degree:
9th Degree:

Head and Shoulders 
Top

Basic Pattern Characteristics
- The highs of the shoulders must 
be lower than the high 
representing the head. 
- The neckline is created by 
connecting the low between the 
left shoulder and the head (L1) 
with the low between the head 
and the right shoulder (L2). 
- The neckline can slope up, down 
or be horizontal. 

Pattern Confirmation
- The pattern is confirmed when 
the neckline is broken. 
- Depending on how aggressive or 

Advanced Pattern 
Characteristics
- Upward sloping necklines show 
that the original uptrend still has 
strength, and is generally treated 
more cautiously than a downward 
sloping one. 

Volume Confirmation
- Volume should be highest in the 
left shoulder, increasing as the 
originating uptrend continues. 
- Volume should be lower in the 
head than the left shoulder.
- Volume should be lowest on the 
right shoulder, showing an 
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defensive the trader is, a neckline 
can be broken by
(a) Price going below the neckline 
by a certain distance.
(b) A candlestick closes below the 
neckline.
(c) A candlestick opens and closes 
below a neckline (the body of the 
candlestick is below the neckline).
(d) A candlestick is completely 
below the neckline (including the 
high and low).
(e) N number of candlesticks 
fulfill conditions (b), (c) or (d). 
This option is usually late. 

Target
Measure of breakout target = 
Neckline at the breakout level - 
(Top of head - neckline below the 
top of the head)

Kaye asks: WHY do you think this 
measurement is popularly used as 
a target? It apparently works 
well, but are we simply taking it 
on blind faith?

unexpected reversal (speculators 
do not participate initially).
- Volume should increase 
dramatically when the neckline is 
broken, catching the crowd 
unawares. 

Difficulties with 2nd Degree 
Analysis
- There can be multiple heads and 
shoulders.
- The shoulders (especially the 
right shoulder) may not be well 
defined, and could simply be a 
sideways move.

Kaye asks: Bulkowski suggests 
that you can go short at the right 
shoulder, before the breakout, 
because his analysis suggests that 
this pattern has a 93% success 
rate. Why do you think this 
success rate is so high? Why do 
different people have different 
success rates? Why is it so 
difficult to train a robot to 
recognise these patterns?

Head and Shoulders 
Bottom

Basic Pattern Characteristics
- The lows of the shoulders must 
be higher than the low 

Advanced Pattern 
Characteristics
- Downward sloping necklines 
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representing the head. 
- The neckline is created by 
connecting the high between the 
left shoulder and the head (H1) 
with the high between the head 
and the right shoulder (H2). 
- The neckline can slope up, down 
or be horizontal. 

Pattern Confirmation
- The pattern is confirmed when 
the neckline is broken. 
- Depending on how aggressive or 
defensive the trader is, a neckline 
can be broken by
(a) Price going above the neckline 
by a certain distance.
(b) A candlestick closes above the 
neckline.
(c) A candlestick opens and closes 
above a neckline (the body of the 
candlestick is below the neckline).
(d) A candlestick is completely 
above the neckline (including the 
high and low).
(e) N number of candlesticks 
fulfill conditions (b), (c) or (d). 
This option is usually late. 

Target
Measure of breakout target = 

show that the original downtrend 
still has strength, and is generally 
treated more cautiously than a 
upward sloping one.

Volume Confirmation
- Volume should be highest in the 
left shoulder, increasing as the 
originating uptrend continues. 
- Volume should be lower in the 
head than the left shoulder.
- Volume should be lowest on the 
right shoulder, showing an 
unexpected reversal (speculators 
do not participate initially).
- Volume should increase 
dramatically when the neckline is 
broken, catching the crowd 
unawares. 

Difficulties with 2nd Degree 
Analysis
- There can be multiple heads and 
shoulders.
- The shoulders (especially the 
right shoulder) may not be well 
defined, and could simply be a 
sideways move.

Kaye asks: In a long-only market, 
such as the stock market, do we 
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Neckline at the breakout level + 
(Neckline above the bottom of the 
head - bottom of head) 

expect to see head and shoulder 
bottoms form as neatly as head 
and shoulder tops?

Double Top Basic Pattern Characteristics
- Two distinct tops in price form 
in close proximity to each other in 
an M shape.
- This pattern has a very high 
failure rate, which can be 
improved by waiting for the 
breakout confirmation.
- The breakout level is the lowest 
point between the two peaks.

Pattern Confirmation
- The pattern is confirmed when 
the breakout level is broken. 
- Depending on how aggressive or 
defensive the trader is, a breakout 
level can be broken by
(a) Price going below the 
breakout level by a certain 
distance.
(b) A candlestick closes below the 
breakout level.
(c) A candlestick opens and closes 
below a breakout level (the body 
of the candlestick is below the 
level).
(d) A candlestick is completely 

Advanced Pattern 
Characteristics
- The double top is a reversal 
pattern, and thus Schabecker 
states that it must occur after a 
healthy, extended uptrend. 

Kaye asks: Why do you suppose a 
double top is less likely to hold 
when the preceding uptrend is 
short?

- Schabecker requires the decline 
between the two tops to be 
significant. 

Kaye says: Sometimes Goldilocks 
gets it wrong. People who have 
trained their eyes to see a double 
top or bottom that is “just the 
right size” will usually fail at 
trading this pattern, for reasons 
related to the 3rd and 4th degrees. 
The key to trading this pattern is 
to be able to identify Baby Bear 
and Mama Bear size patterns i.e. 
patterns that are very small (to 
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below the breakout level 
(including the high and low).
(e) N number of candlesticks 
fulfill conditions (b), (c) or (d). 
This option is usually late. 

Target
Measure of breakout target = 
Breakout level - (Top of highest 
peak - breakout level)

Kaye asks: Practically all experts, 
including Bulkowski, Murphy, 
Schabecker, Edwards and Magee 
consider the double top to be a 
low probability setup. I agreed 
with them for years until I 
realised that there is a certain 
type of double top (and double 
bottom) that works reasonably 
well. Why do you suppose the 
human eye identifies poor double 
top candidates?

get in early) or patterns that are 
very large (where we can actually 
anticipate the second top).  

Volume Confirmation
- Volume should be higher during 
the first top than the second. 
- Volume should increase when 
the breakout level is broken. 

Kaye says: I find the higher 
volume requirement on the first 
top somewhat questionable. If the 
second top is created with higher 
volume but the breakout level is 
still broken, I would consider that 
there is greater potential for the 
crowd to be caught unawares. 

Difficulties with 2nd Degree 
Analysis
- Exact double tops are relatively 
rare. It is sufficient for them to be 
in proximity of each other. The 
general rule is that they should be 
within 3% of each other. 
- There are several variations of 
double tops, such as Adam and 
Eve tops, Adam and Adam tops, 
Eve and Adam tops and Eve and 
Eve tops.
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Double Bottom Basic Pattern Characteristics
- Two distinct bottoms in price 
form in close proximity to each 
other in a W shape.
- This pattern has a very high 
failure rate, which can be 
improved by waiting for the 
breakout confirmation.
- The breakout level is the highest 
point between the two bottoms.

Pattern Confirmation
- The pattern is confirmed when 
the breakout level is broken. 
- Depending on how aggressive or 
defensive the trader is, a breakout 
level can be broken by
(a) Price going above the breakout 
level by a certain distance.
(b) A candlestick closes above the 
breakout level.
(c) A candlestick opens and closes 
above a breakout level (the body 
of the candlestick is below the 
neckline).
(d) A candlestick is completely 
above the breakout level 
(including the high and low).
(e) N number of candlesticks 
fulfill conditions (b), (c) or (d). 

Advanced Pattern 
Characteristics
- The double bottom is a reversal 
pattern, and thus Schabecker 
states that it must occur after a 
healthy, extended downtrend. 
- Schabecker requires the rise 
between the two bottoms to be 
significant. 

Volume Confirmation
- Volume should be higher during 
the first bottom than the second. 
- Volume should increase when 
the breakout level is broken. 

Kaye asks: If double tops and 
bottoms have such low 
probabilities (the failure rate is 
above 60%), might it be smarter 
to trade against them? Can a 
double top/bottom mutate into 
another chart pattern? How can 
we train ourselves to see this 
beforehand?

Kaye says: Can we simply 
specialise in trading the failure of 
HIGH probability chart patterns? 
Schwager suggests we can, but 
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This option is usually late. 

Target
Measure of breakout target = 
Breakout level + (Breakout level - 
bottom of lowest bottom) 

this is a relatively unexplored 
area of technical analysis, and the 
statistics are not present. 
Nonetheless, it is straightforward 
for those who apply analysis 
beyond the 2nd degree, since they 
are anticipating when patterns 
will hold or fail.

Difficulties with 2nd Degree 
Analysis
- Exact double bottoms are 
relatively rare. It is sufficient for 
them to be in proximity of each 
other. The general rule is that they 
should be within 3% of each 
other. 
- There are several variations of 
double bottoms, such as Adam 
and Eve bottoms, Adam and 
Adam bottoms, Eve and Adam 
bottoms and Eve and Eve 
bottoms.

Triple Top Basic Pattern Characteristics
- The triple top is very similar to 
the double top. They are both 
reversal patterns. The only 
difference is that the triple top has 
an additional top.
- Unlike the double top, the triple 

Advanced Pattern 
Characteristics
- Because this pattern has several 
permutations, Bulkowski suggests 
that the three tops should be well-
separated. This ensures that they 
are not part of a congestion 
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top is considered to be a high 
probability pattern, much like a 
head and shoulder pattern. 
- The breakout level is the lowest 
of the two lows between the three 
tops. 

Kaye asks: Why does the presence 
of a third top transform a low 
probability pattern into a high 
probability one? How does it 
affect our prediction of herding?

Pattern Confirmation
- The pattern is confirmed when 
the breakout level is broken. 
- Depending on how aggressive or 
defensive the trader is, a breakout 
level can be broken by
(a) Price going below the 
breakout level by a certain 
distance.
(b) A candlestick closes below the 
breakout level.
(c) A candlestick opens and closes 
below a breakout level (the body 
of the candlestick is below the 
level).
(d) A candlestick is completely 
below the breakout level 
(including the high and low).

pattern. 

Volume Confirmation
- Volume should diminish across 
the pattern.  
- It should increase when the 
breakout level is broken. 

Kaye says: I argue that triple tops 
actually involve herd behaviour 
from several different herds, but 
that is a complicated issue. The 
crucial point is that the time 
required for a triple top to form 
will generally be sufficient to at 
least temporarily overcome a 
larger herd.

Difficulties with 2nd Degree 
Analysis
- There are several variations of 
this pattern which are possible, 
since it is essentially a pausing 
formation. There may be a fourth 
top. 
- One of the tops may be lower 
than the other two. Within reason, 
that is acceptable. 
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(e) N number of candlesticks 
fulfill conditions (b), (c) or (d). 
This option is usually late. 

Target
Measure of breakout target = 
Breakout level - (High of highest 
top - breakout level) 

Triple Bottom Basic Pattern Characteristics
- The triple bottom is very similar 
to the double bottom. They are 
both reversal patterns. The only 
difference is that the triple bottom 
has an additional bottom.
- Unlike the double bottom, the 
triple bottom is considered to be a 
high probability pattern, much 
like a head and shoulder pattern. 
- The breakout level is the highest 
of the two highs between the three 
bottoms. 

Pattern Confirmation
- The pattern is confirmed when 
the breakout level is broken. 
- Depending on how aggressive or 
defensive the trader is, a breakout 
level can be broken by
(a) Price going above the breakout 
level by a certain distance.

Advanced Pattern 
Characteristics
- The lows should be distinct and 
sharp.

Volume Confirmation
- Volume should diminish across 
the pattern.  
- It should increase when the 
breakout level is broken. 

Difficulties with 2nd Degree 
Analysis
- There are several variations of 
this pattern which are possible, 
since it is essentially a pausing 
formation. There may be a fourth 
bottom. 
- One of the bottoms may be 
higher than the other two. Within 
reason, that is acceptable. 
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(b) A candlestick closes above the 
breakout level.
(c) A candlestick opens and closes 
above a breakout level (the body 
of the candlestick is below the 
neckline).
(d) A candlestick is completely 
above the breakout level 
(including the high and low).
(e) N number of candlesticks 
fulfill conditions (b), (c) or (d). 
This option is usually late.

Target
Measure of breakout target = 
Breakout level + (Breakout level - 
bottom of lowest bottom) 

1-2-3 Top Basic Pattern Characteristics
- Two distinct tops in price form 
in close proximity to each other. 
The second top is lower than the 
first top.
- The breakout level is the lowest 
point between the two peaks.

Pattern Confirmation
- The pattern is confirmed when 
the breakout level is broken. 
- Depending on how aggressive or 
defensive the trader is, a breakout 

Advanced Pattern 
Characteristics
- A trendline should be broken by 
the price action prior to the break 
of the 1-2-3 top breakout level.

Volume Confirmation
- Volume should diminish across 
the pattern.  
- It should increase when the 
breakout level is broken. 
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level can be broken by
(a) Price going below the 
breakout level by a certain 
distance.
(b) A candlestick closes below the 
breakout level.
(c) A candlestick opens and closes 
below a breakout level (the body 
of the candlestick is below the 
level).
(d) A candlestick is completely 
below the breakout level 
(including the high and low).
(e) N number of candlesticks 
fulfill conditions (b), (c) or (d). 
This option is usually late. 

Target
Measure of breakout target = 
Breakout level - (Top of higher 
peak - breakout level)

Difficulties with 2nd Degree 
Analysis
- This pattern conflicts with 
several other patterns. Most 
notable amongst these is the 
Elliott wave theory zigzag 
pullback.

Kaye asks: Patterns are perfect in 
hindsight. Clearly, if they were 
perfect in foresight, traders would 
do better. Which chart patterns 
conflict with each other? Can you 
think of others?

1-2-3 Bottom Basic Pattern Characteristics
- Two distinct bottoms in price 
form in close proximity to each 
other. The second bottom is 
higher than the first bottom.
- The breakout level is the highest 
point between the two bottoms.

Pattern Confirmation

Advanced Pattern 
Characteristics
- A trendline should be broken by 
the price action prior to the break 
of the 1-2-3 top breakout level.

Volume Confirmation
- Volume should diminish across 
the pattern.  
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- The pattern is confirmed when 
the breakout level is broken. 
- Depending on how aggressive or 
defensive the trader is, a breakout 
level can be broken by
(a) Price going above the breakout 
level by a certain distance.
(b) A candlestick closes above the 
breakout level.
(c) A candlestick opens and closes 
above a breakout level (the body 
of the candlestick is below the 
neckline).
(d) A candlestick is completely 
above the breakout level 
(including the high and low).
(e) N number of candlesticks 
fulfill conditions (b), (c) or (d). 
This option is usually late.

Target
Measure of breakout target = 
Breakout level + (Breakout level - 
bottom of lower bottom) 

- It should increase when the 
breakout level is broken. 

Difficulties with 2nd Degree 
Analysis
- This pattern conflicts with 
several other patterns. Most 
notable amongst these is the 
Elliott wave theory zigzag 
pullback.

“The very best money is made at the market turns. Everyone says you get killed trying to pick tops and bottoms and you make all your 
money by playing the trend in the middle. Well, for 12 years, I have been missing the meat in the middle, but I have made a lot of 

money at tops and bottoms.” 
- Paul Tudor Jones
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