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How to Detect Fakeouts

For us to detect a fakeout we need to first identify a breakout. A fakeout is simply a failed
breakout. Just like breakouts, fakeouts also normally occur on support and resistance
levels, trendlines, Fibonacci retracements, channels and chart patterns.

Breakouts are popular among forex traders.

When price finally “breaks” out of that support or resistance level, one would expect price to
keep moving in the same direction of the break.

Below you will find an example illustrating a false breakout and reversal.
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The magenta line is the Neckline of the pattern, and considered the signal line.

In the red circle we see an upside breakout through the Neckline of the pattern. This provides
confirmation for the Inverted Head and Shoulders pattern and creates a strong bullish potential
on the chart. However, we see that the price action quickly rejects this bullish breakout.

The price reverses sharply and creates a bearish move that is approximately equal to the size of
the Inverted H&S pattern. Therefore, we say that the breakout in the red circle was a false
breakout, also known as a fakeout.

One thing you should remember to note about support and resistance levels is that they

are areas in which a predictable price response can be expected.
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Forex Support and Resistance

Resistance

Resistance

Resistance

Support and resistance levels provide forex traders with a valuable tool they can use in their
trading. By learning about these levels, investors can obtain a better understanding of what is

going on in the markets.

In their most basic sense, support levels denote prices that a currency will not likely fall below,
while resistance levels indicate prices the currency will probably not exceed. If a currency has
difficulty falling below a certain price, it has reached a support level. Generally, this happens
because a currency's drop in value has resulted in there being more buyers than sellers. At this

point, traders sweep in and make purchases, creating a floor.

Alternatively, when a currency encounters difficulty rising above a specific value, it has hit
resistance. This usually occurs because the number of sellers outweighs the number of buyers

after a currency has experienced a sharp increase in price.
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By analyzing these key levels, investors can more accurately predict whether a current trend will
keep going or, alternatively, reverse. Armed with this information, a trader can potentially find a

price point to enter a position, or close a position, and place a stop or a limit.
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Support Zones

Support Levels

Support levels are areas where buying pressure is just enough to overcome selling pressure and
halt or reverse a downtrend.
A strong support level is more likely to hold up even if price breaks the support level and it

provides traders a good buying opportunity.

Resistance Levels

Resistance levels are just like support levels but work in the opposite way. They tend to halt or
even reverse uptrends.
Resistance levels are areas in which selling pressure is just enough to overcome buying pressure

and force price back down.
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Strong resistance levels are more like to hold up even if price temporarily breaks the resistance

level and it provides traders a good selling opportunity.

Fade the Breakout

Fading breakouts simply means trading in the opposite direction of the breakout.

Fading breakouts = trading FALSE breakouts.
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You would fade a breakout if you believe that a breakout from a support or resistance level is
false and unable to keep moving in the same direction.

In cases in which the support or resistance level broken is significant, fading breakouts may prove
to be smarter than trading the breakout.

Keep in mind that fading breakouts is a great short-term strategy. Breakouts tend to fail at the
first few attempts but may succeed eventually.

Support and resistance levels are supposed to be price floors and ceilings. If these levels are

broken, one would expect for price to continue in the same direction as the breakage.
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If a support level is broken, that means that the general price movement is downwards, and
people are more likely to sell than buy.

Conversely, if a resistance level is broken, then the crowd believes that price is more likely to rally
even higher and will tend to buy rather than sell.

Retail traders like to trade breakouts.

The smart minority, the institutional, more seasoned traders, prefer to fade breakouts.

The smarter forex traders take advantage of the collective thinking of the crowd or inexperienced
traders and win at their expense.

That is why trading alongside the more experienced forex traders could be very profitable as well.

How to Trade Fakeouts

In order to fade breakouts, you need to know where potential fakeouts can occur.
Potential fakeouts are usually found at support and resistance levels created through trend lines,

chart patterns, or previous daily highs or lows.

Trend lines

In fading breakouts, always remember that there should be SPACE between the trend line and
price.

If there is a gap between the trend line and price, it means price is heading more in the direction
of the trend and away from the trend line.

Like in the example below, having space between the trend line and price allows price to retrace

back towards the trend line, perhaps even breaking it, and provide fading opportunities.

Page |6

@ +357 25323120 & +357 25323112 B info@sohomarkets.eu



http://www.sohomarkets.eu/
mailto:info@ausprime.eu
mailto:o@mkforex.eu

'Sohol\/larkets

www.sohomarkets.eu

Fading

/ opportunities

long wick shows 1 15000
selling pressure

no follow-through

”""'“” A

— 1.4500

¥ 14477
r. 1.4459

15 12:00 [19 08:00 [24 08:00 [L 08:00 |4 08:00 [5 08:00 12 08:00 [17 08:00 [22 08:00 [26 08:00 [31 08:00 |6 08:00 [o 08:00 [14 08:00 [20 08:00 [26 0O4:00 m

The SPEED of price movement is also very important.

If price is moving slowly towards the trend line, a false breakout may be likely.

However, a fast price movement towards the trend line could prove to be a successful breakout.
With a high price movement speed, momentum can carry price past the trend line and beyond.

In this situation, it is better to step back from fading the breakout.
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Using the first chart example, let’s point out possible entry points by zooming in a little.

Possible entry points 1 vas00
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