FX - FX analysis foundations - lesson 5 - 7 min read

Ranges, breakouts, and why most breaks fall

RANGE AND BREAKOUT

Arange is a period where price oscillates between an area of support and an area of resistance,
which happens when neither side of the order flow is persistently dominant. A breakout is price
trading beyond one of those boundaries. Most breakouts do not lead to a sustained move,
because the orders that made the boundary visible are the same orders that make trading
through it expensive.

A range is the market's default state. Trends are the interruption, not the norm.

How arange forms

Price oscillates between two areas because there is resting interest at both. Sellers above who think
it is expensive, buyers below who think it is cheap. Flow arriving in either direction meets orders and
turns.

Drawn on a chart, that is a rectangle. Underneath, it is two clusters of resting orders facing each other
with nobody currently strong enough to clear either.

What a breakout is, in order terms
A breakout is arriving flow large enough to consume the resting orders at a boundary and trade
beyond it.

Read carefully, that is a statement about size. The boundary breaks when the orders defending it get
used up. Not when a candle closes beyond a line - the close is how you observe it afterwards.

Why most breaks fail

This is where the level's popularity turns against you.

Stops from range traders sit just beyond both boundaries. When price reaches them they execute,
adding flow in the breakout's direction that has nothing to do with fresh conviction.Breakout traders

enter on the same trigger, adding more.Once both are exhausted, there may be nothing behind them.
Price returns into the range and the move is over.

The mechanism is not manipulation. It is that a visible boundary concentrates orders, and the first
push through consumes a burst of them that is not evidence of anything continuing.

A failed break is common enough to have its own name in most trading vocabularies, which tells you
how often the pattern shows up.

The cost side



Breakout entries are the worst case for the costs of module 3. Price is moving fast, the spread often
widens, and market orders fill further from the trigger than they would in quiet conditions. That is
slippage, and it is systematic here rather than bad luck.

A breakout method that looks profitable before costs and marginal after them is the normal result, not
an unlucky one.

The honest position

Breakouts are a real phenomenon: some do lead to sustained moves, and volatility does cluster, so a
period of compression is often followed by a period of expansion. The evidence for that is better than
for most pattern claims in this module.

What the evidence does not support is knowing in advance which breaks continue. Treat a break as
a change in conditions worth attention, with an invalidation level back inside the range, and expect to
be wrong often.

Check your understanding
1. Mechanically, what has to happen for a range boundary to break?
a. A candle must close beyond the boundary

b. Arriving flow must consume the resting orders defending it
c. Volume must exceed its recent average
Answer: b. The break is the orders being used up. A close beyond the line is how you observe that afterwards,

and volume is a symptom rather than the mechanism.

2. Why does a burst of movement through a boundary often fail to continue?

a. Brokers widen spreads to discourage breakout trading
b. Much of the initial flow is stops and breakout entries, which exhaust
c. Ranges have a fixed statistical tendency to reassert

Answer: b. A visible boundary concentrates stops and entry orders. The first push consumes them, and once
exhausted there may be nothing behind. That burst is not evidence of fresh conviction.



