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MARKET STRUCTURE

Understanding Liquidity Sweeps Before
Reversals

If you've ever been stopped out right before the market reversed in your favor, you've been on the wrong
side of a liquidity sweep. Understanding this pattern is one of the highest-leverage things a discretionary
trader can learn, because it explains a huge share of "the market did the opposite of the obvious move."

Why liquidity sweeps happen

Large orders need liquidity to fill. A retail trader can enter a position instantly because their size is tiny
relative to available volume. An institution trying to fill a large position cannot — if they simply place a
market order, they'll move the price against themselves before the order is complete. So instead, they
look for places where a lot of resting orders are clustered — typically just beyond obvious swing highs
and lows, where retail stop-losses sit — and push price briefly through that level to trigger those stops.
Every triggered stop is a market order on the other side of their trade, providing exactly the liquidity they
need to fill their real position.

What a sweep looks like on a chart

A genuine liquidity sweep has a distinct signature: price pushes beyond a clear prior high or low, often
with a sharp, fast wick, and then closes back inside the prior range within one to three candles. Volume
on the sweep candle is frequently elevated. The key difference from a genuine breakout is the speed of
the reversal — a real breakout tends to hold and build on the new level; a sweep snaps back almost
immediately because the move was never about continuing in that direction.

How to trade around them instead of into them

1. Don't place stops at the obvious level. If your stop is exactly at the last swing low, you are the
liquidity. Place stops beyond the level by a margin sized to recent volatility (ATR), not at the round,
visually obvious spot everyone else is using. 2. Wait for confirmation of the sweep, not just the
break. Rather than reacting the instant price breaks a level, wait for a close back inside the prior range.
That close is your confirmation the sweep is complete and flow is reversing. 3. Use higher-timeframe
levels for higher-confidence sweeps. A sweep of a daily swing high carries more weight than a sweep
of a 5-minute swing high, because more resting liquidity — and more significant participants — are
involved. 4. Combine with session timing. Sweeps cluster around session opens and major news
releases, when liquidity is thinnest right before the primary session's volume arrives and price is easiest
to push briefly through a level.

Liquidity sweeps aren't manipulation in the sense of anything illegal — they're a structural feature of how
large orders interact with visible stop clusters. Once you can recognize the pattern, the moves that used
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stop you out become some of your highest-probability reversal setups.



