Harmonic Pattern Trading
Strategies




Forex trading has evolved massively over the past few decades with the creation of

trading tools designed to make it easier for virtually anyone to trade currencies.

Chart pattern recognition has become an essential aspect of Forex trading because

it can quickly help you find profitable trades.

There are many chart patterns that you can use for technical analysis, and some of

the most popular are harmonic patterns.

Harmonic patterns use Fibonacci numbers to define precise turning points. Whilst
most of the other common trading methods focus on analyzing the current price

action of a currency pair, harmonic trading attempts to predict future movements.

This more complex nature makes it harder for some traders to understand.
However, in this post we break harmonic patterns down so you can understand

them and use them in your own trading.

What are Harmonic Patterns?

Harmonic patterns were first introduced into the trading scene in 1932 by Harold

McKinley Gartley.

Harmonic patterns are a type of advanced trading pattern that take place naturally

in financial charts.

These patterns follow geometric price action and Fibonacci levels.
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Harmonic patterns can be defined as trend reversal patterns based on retracement

levels, geometric structures and Fibonacci extensions.

These patterns offer a way for you to establish where the key market turning points
will occur. They also provide you with levels that may act as new potential reversal
zones, allowing you to enter reversal trades. When you have correctly identified a

high probability harmonic pattern you will be able to enter your trade in a highly

profitable reversal zone with little risk.




How do Harmonic Patterns Work?

Harmonic patterns work by combining patterns and mathematics. This trading

method is precise and based on the assumption that patterns repeat themselves.

The primary theory behind harmonic patterns is centered on price/time

movements, which complies with the Fibonacci ratio relationships.

The Fibonacci ratio analysis works exceptionally well in the forex market and you
can use it on any timeframe chart. The main idea of Fibonacci is using the key
ratios (0.618 or 1.618) to identify the main turning points, retracements, and

extensions on a chart. These can also help you identify the swing high and swing

low points.

The projection and retracement levels that are derived using the high and low
swing points will give you key price levels that you can place both your stops and

targets.

Harmonic patterns can indicator potential price movements and key reversal or

turning points. This can give you a major advantage because these patterns can

give you very accurate entry, stop loss and target levels.
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Types of Harmonic Patterns

There are many types of harmonic patterns that include;

Gartley Pattern

This is a simple harmonic pattern that was developed by Harold McKinley Gartley.
The Gartley Pattern, also known as the 222 pattern is a harmonic pattern usually
preceded by a significant low or high. The Gartley pattern is usually formed when

there is a correction of the overall trend. The bearish Gartley Pattern is W-shaped,

while the bullish Gartley looks like M.




Butterfly Pattern

The Butterfly pattern was first created by Bryce Gilmore and it is similar to the
Gartley pattern. The bullish butterfly indicates that traders should buy an asset.
The bearish butterfly indicated a new potential sell trade. Butterfly patterns are

important because they help you identify the end of the current move.

Crab pattern

The crab pattern was created by Scott Carney. This particular pattern is considered
one of the most precise harmonic patterns. The crab pattern provides reversals in
very close proximity to what the Fibonacci numbers show. This pattern is similar to

the Butterfly pattern, but differs in its measurement.

Bat Pattern

Scott Carney also invented the Bat Pattern in the early 2000s. This pattern is similar
to the Gartley pattern because it is a continuation and retracement pattern that is

usually formed when a trend temporarily reverses its direction, but stays on its

original course.




Shark pattern

This is one of the newer harmonic patterns and was founded in 2011. This pattern
gets its name because of its steep outside lines and shallow dip in the middle that

when formed on a chart resemble a dorsal fin.

Cypher pattern

The Cypher pattern uses Fibonacci ratios lesser than one. When this pattern is
formed it creates a steeper visual appearance compared to the other harmonic
patterns. This pattern has five touch points and four waves or legs between them.

The touch points on this pattern are reversal levels.



Harmonic Patterns Indicator MT4

Metatrader 4 or MT4 is the most popular and widely used trading platform in the
Forex trading world. Being able to easily and quickly find harmonic patterns on
MT4 can make your job as a trader far easier. There are several harmonic pattern
indicators that you can use on your MT4 trading platform, but one of the best free

ones can be found at Perfect Trend System.

This harmonic pattern indicator can be used on many different time frames and

markets and you get to use it for free.

Harmonic Patterns Indicator MT5

Metatrader 5 or MT5 is the newer version of MT4. Some traders like to use this
platform over MT4 because it was designed to offer different markets to MT4 such

as stock index CFD's.

This MT5 Harmonic Pattern indicator is by Perfect Trend System. It can be used to

find many different harmonic patterns and in many markets and time frames. It is

also free to download and use.
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Harmonic Patterns Scanner

There are many different harmonic pattern scanners available that you can use and

that will automatically find all the harmonic patterns, however the easiest to use is

by TradingView.

Whilst TradingView charts don't have as many features as Metatrader charts and
are not as advanced, if you want to use harmonic patterns, then they offer the best

and easiest solution that is also free.

To use the harmonic pattern scanner with TradingView all you have to do is open
their charts, select indicators, search for 'harmonic patterns' and add it to your

chart. All of the different patterns will now start to be scanned for and added as

they are formed.
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