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Bollinger Breakdown Trading Strategy 

Back in the ‘80s, while the world was obsessed with Walkman's and shoulder pads, John 

Bollinger was busy inventing something much cooler for traders: a tool that could wrap around 

price like a safety net. This tool is the Bollinger Bands (BB). With just a moving average and two 

smart lines, he gave traders a simple way to see when markets were heating up or cooling 

down. Fast forward to today, and these bands are still among the most talked-about on the 

charts. 

In this article, we’ll break down Bollinger Bands and explore the "Bollinger Breakdown" strategy, 

showing you how to use it for smarter, sharper trades.  

What Are Bollinger Bands? 

The Bollinger Bands, created by John Bollinger in the early 1980s, consist of three lines: a simple 

moving average (SMA) in the middle and two standard deviation bands above and below that 

average. Usually, the bands widen and tighten in response to market volatility. 

●​ When the bands are wide, the market is volatile.​
 

●​ When the bands are tight, the market is flat. 

The basic function of these bands is to help traders determine whether prices are high or low 

relative to recent trends. However, it shouldn’t be used in isolation. Following the Bollinger 

Band trading rules will get you in the game, but don’t bench the rest of your indicators. 

The Bollinger Bounce 

The "bounce" refers to how price tends to return to the middle of the bands after touching the 

upper or lower band. It simply reverts to the mean (middle) over time. Traders often use this 



behavior to identify potential entry or exit points, buying when prices touch the lower band and 

selling when they reach the upper band: 

●​ When price hits the upper band, it's often considered overbought.​
 

●​ When it hits the lower band, it's often considered oversold. 

Bollinger Squeeze 

A Bollinger squeeze occurs when the bands contract tightly due to low volatility. This squeeze 

typically comes before a big breakout. However, the squeeze tells you nothing about the 

direction of the breakout. Hence, traders often use other indicators or trends to find out the 

direction of the breakout. 

●​ A breakout to the upside could signal the beginning of an uptrend. 

●​ A breakout to the downside could suggest the start of a downtrend. 

How to Use Bollinger Bands? 

Bollinger Bands help in predicting when a stock shows a strong uptrend—that is, when its price 

is rising. It also indicates a strong downtrend in a stock’s price. Let’s find out how to use 

Bollinger Bands for trading. 

Day Trading Uptrends With Bollinger Bands 

In a strong uptrend, price often rides the upper Bollinger Band like a wave. That’s your cue — 

when price hugs the upper band, momentum is solid, and many traders take it as a green light 

to buy. If the price pulls back but remains above the middle band and then pushes upward 

again, it’s another sign of strength. However, if the price drops to the lower band, that’s your 

red flag — something is shifting. Most technical traders ride the trend until price fails to hit new 

highs, then step off before the reversal catches them off guard. 

Day Trading Downtrends With Bollinger Bands 

The price frequently holds onto the lower band during a strong downturn. This serves as an 

obvious indication that sellers are in charge. The strength of the downtrend is confirmed if a 

pullback that does not break the middle band is followed by another price decline. The trend 

may be stalling or turning around, though, if the price rises above the middle band or even hits 

the upper band. While many traders avoid downtrends, some watch for the first sign of a 

reversal to prepare for a new opportunity. 



Limitations of Bollinger Bands 

As useful as Bollinger Bands are, they’re not a crystal ball. They have some limitations, which 

include: 

●​ Lagging Indicator:  Bollinger Bands react to price action rather than forecast it. By the 

time you see a signal, the move may already be in motion. 

●​ False Signals:  When the market gets wild, the bands widen. That can lead to false 

breakouts or misleading signals if you’re not cautious. 

●​ Subjectivity:  The standard 20-period SMA and two standard deviations may not work 

for every asset or time frame.  

●​ Require Support: The Bollinger Bands work better in conjunction with other indicators. 

Use Bollinger Bands with volume, RSI, or MACD. On their own, they can lead to misreads 

and missed chances. 

Bollinger Breakdown: Trading Strategy 

Markets don’t always move. Sometimes they just drift sideways in a tight range. That’s called a 

“flat.” But after the calm comes the storm. And the Bollinger Bands trading strategy is all about 

catching that moment — the breakout after the squeeze. 

Here’s how to use Bollinger Bands to trade options and stocks: 

Step 1: Prep the Chart​
 Open your trading platform and apply the Bollinger Bands indicator with default settings. 

Step 2: Spot the Squeeze 

Look at the chart to know when the bands get closer to the price, indicating a squeeze. 

Meanwhile, when the bands widen, it suggests that the price is actively rising or falling. 

●​ Tight bands = flat has begun. 

●​  

●​ Wide bands = trend has begun.​
 

●​ Widening bands = a new trend is forming 

Step 3: Practice 

TRADE UP when: 



●​ Bollinger Bands are tightening  

●​ Price breaks above the upper band 

●​ The candle closes fully above the upper band​
 

TRADE DOWN when: 

●​ Bands are narrowing​
 

●​ Price breaks below the lower band​
 

●​ The candle closes fully below the lower band 

Note:​
If you’re trading fast (5–15 seconds), use an expiration time of 1–5 minutes. For longer 

timeframes, adjust accordingly. You want to ride the breakout, not miss it. Also, stick to a 

maximum of 2% of your account balance per trade. The Bollinger Bands trading strategy helps, 

but nothing guarantees success. 

Summary 

Bollinger Bands remain one of the most versatile and widely used technical analysis tools. They 

help traders identify overbought and oversold levels and anticipate breakouts. However, they’re 

not foolproof. Hence, it’s vital to understand their limitations and pair them with other analysis 

methods for an effective trading strategy. 

So, before you begin Bollinger Band trading, take the time to learn by practising and studying 

the charts. In trading, the best profits don’t just come from great entries — they come from 

well-earned confidence. 
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