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Introduction to Smart Money Concepts

What is Smart Money?

Smart Money refers to institutional traders, banks, hedge funds, and large financial institutions that have significant capital and
market influence. These entities don't rely on traditional retail indicators like RSI or MACD. Instead, they focus on market
structure, liquidity, and order flow.

Key Insight: While retail traders use lagging indicators, smart money creates the moves that these indicators eventually

show. By understanding their methods, you can position yourself ahead of retail crowd movements.

Core SMC Principles

Market StructureMarket Structure

Understanding how price creates higher highs/lows or

lower highs/lows

Liquidity ConceptsLiquidity Concepts

Where stops and orders accumulate for institutional

collection

Order BlocksOrder Blocks

Areas where institutions placed large orders

Fair Value GapsFair Value Gaps

Inefficiencies in price delivery that need to be filled

InducementInducement

How smart money tricks retail traders before reversals

DisplacementDisplacement

Strong institutional moves that shift market bias

Market Structure - The Foundation

Market structure is the backbone of Smart Money Concepts. Unlike traditional analysis that focuses on support/resistance, SMC

analyzes the flow of highs and lows to determine institutional bias.

Understanding Market StructureUnderstanding Market Structure
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Market Structure Breaks (MSB)Market Structure Breaks (MSB)

Bullish MSB: Price breaks above the previous higher high, confirming uptrend continuation

Bearish MSB: Price breaks below the previous higher low, signaling potential trend change

Change of Character (CHoCH): When market structure shifts from bullish to bearish or vice versa

Liquidity Concepts - Where Smart Money Hunts

Understanding Liquidity

Liquidity in SMC refers to areas where many stop-loss orders and pending orders accumulate. Smart money often moves price to

these levels to collect liquidity before making their intended moves.

Types of Liquidity

Buy-Side Liquidity (BSL)

Stop losses above swing highs where retail shorts

place their stops

Sell-Side Liquidity (SSL)

Stop losses below swing lows where retail longs

place their stops

Internal Liquidity

Liquidity within the current range or structure

External Liquidity

Liquidity outside the current trading range

Liquidity Hunt Example

BSL
Retail Shorts' Stops

SSL
Retail Longs' Stops

Liquidity Sweep

Smart Money Move

Liquidity Hunt & Reversal Pattern

Liquidity Strategy: Smart money often creates false breakouts to collect liquidity before moving in their intended
direction. Watch for price to sweep highs/lows and then quickly reverse - this indicates institutional positioning.

Order Blocks - Institutional Footprints

What are Order Blocks?

Order blocks are the last candles before a strong impulsive move (displacement). These represent areas where institutions placed

large orders and often act as support/resistance when price returns.

Bullish Order Block

The last down candle before

bullish displacement

Expectation: Price returns to

find support

Bearish Order Block

The last up candle before

bearish displacement

Expectation: Price returns to

find resistance

Mitigation

When price returns to the order

block and reacts

Signal: Institutional orders

being filled

Breaker Block

Order block that gets violated
and flips polarity

New Role: Support becomes
resistance or vice versa

Bullish Order Block Formation & Mitigation

Order Block

Displacement

Mitigation

Reaction

Order Block Formation & Return

Order Block Rules:

Only consider order blocks that lead to significant displacement (strong institutional move)

Fresh order blocks (untested) have higher probability than mitigated ones

Order blocks work best when aligned with market structure direction

Time factor matters - older order blocks lose relevance

Fair Value Gaps (FVG) - Market Inefficiencies

Fair Value Gaps are areas where price moved so fast that it created an inefficiency - a gap between consecutive candles that smart

money often fills later.

Types of Fair Value GapsTypes of Fair Value Gaps

Bullish FVG

Gap between high of first candle

and low of third candle in bullish
sequence

Bearish FVG

Gap between low of first candle and

high of third candle in bearish
sequence

Partial Fill

Price enters the gap but doesn't

completely fill it

Full Fill

Price completely closes the gap,

reducing its significance

Fair Value Gap Formation

Bullish FVG

3-Candle FVG Pattern

FVG Fill

Reaction

FVG as Support

FVG Trading RulesFVG Trading Rules

Fresh FVGs: Untested gaps have higher probability of holding

Timeframe Hierarchy: Higher timeframe FVGs take priority over lower timeframe ones

Confluence: FVGs work best when combined with order blocks or key levels

Partial Fills: Often provide better entries than waiting for full gap closure

Inducement & Displacement

Understanding Inducement

Inducement is how smart money manipulates retail traders into poor positions before making their real move. This often appears

as false breakouts or stop hunts.

Bearish Inducement

Setup: Price breaks above resistance to induce retail

buying

Reality: Smart money is actually selling at premium

prices

Result: Price reverses sharply lower, trapping retail
longs

Bullish Inducement

Setup: Price breaks below support to induce retail

selling

Reality: Smart money is accumulating at discount

prices

Result: Price reverses sharply higher, trapping retail
shorts

Displacement

Displacement is the strong, impulsive move that follows inducement. It represents institutional order flow and creates the

foundation for order blocks and fair value gaps.

Inducement → Displacement → Retracement Cycle

1. Inducement
False breakout

2. Displacement
Smart money move

3. Retracement
Back to order block

4. Continuation

Key Recognition: Look for price to sweep obvious levels (inducement), followed by strong counter-moves

(displacement). The combination of these two phases creates high-probability setups for smart money trading.

Advanced SMC Concepts

Multi-Timeframe Analysis

Smart Money Concepts work best when analyzed across multiple timeframes. Higher timeframes provide bias, while lower

timeframes provide precise entries.

Monthly/Weekly

Overall bias and major structure

Use: Determine long-term direction

Daily

Key order blocks and liquidity

levels

Use: Identify major

support/resistance

4H/1H

Refined entry zones and FVGs

Use: Entry confirmation

15M/5M

Precise entry triggers

Use: Execution timeframes

Premium and Discount Concepts

Premium (Expensive)

Upper portion of trading range

where smart money sells and
retail buys

Strategy: Look for shorts

Discount (Cheap)

Lower portion of trading range

where smart money buys and
retail sells

Strategy: Look for longs

Equilibrium

Middle area of the range - often

transitional

Strategy: Wait for directional

clarity

Relative Equal Highs/Lows

Multiple tops/bottoms at similar

levels

Strategy: Expect liquidity sweeps

SMC Trading Setups

High Probability Entry Patterns

Bullish SMC Setup

1. Market Structure: Confirm bullish structure (HH,
HL)

2. Liquidity Sweep: Price takes out sell-side liquidity

3. Displacement: Strong bullish move creates order
block

4. Retracement: Price returns to order block or FVG

5. Entry: React from order block with confirmation

Bearish SMC Setup

1. Market Structure: Confirm bearish structure (LH,
LL)

2. Liquidity Sweep: Price takes out buy-side liquidity

3. Displacement: Strong bearish move creates order
block

4. Retracement: Price returns to order block or FVG

5. Entry: React from order block with confirmation

Risk Management in SMC

SMC Risk Rules:

Stop Loss: Place beyond the order block or market structure level

Position Sizing: Risk 1-2% per trade maximum

Take Profits: Target opposite liquidity pools or major structure levels

Trade Management: Move stops to breakeven after 1:1 risk/reward

Multiple Entries: Scale into positions as price moves in your favor

Entry Confirmation: Don't enter blindly at order blocks. Wait for price action confirmation like rejection wicks, smaller

timeframe structure breaks, or volume confirmation before entering trades.

Psychology of SMC Trading

Mindset Shifts for SMC Success

Patience Over Speed

Wait for perfect setups rather than

forcing trades. Quality over

quantity always wins.

Think Like Institutions

Ask "Where would smart money

want to buy/sell?" rather than

following retail sentiment.

Accept False Signals

Not every order block will hold.

Not every FVG will provide

perfect entries. Manage
expectations.

Focus on Process

Perfect your analysis process.
Profits follow when your process

is consistently applied.

Common SMC Mistakes

Avoid These Pitfalls:

Overcomplicating Analysis: Using too many concepts simultaneously

Ignoring Market Structure: Trading against the prevailing bias

FOMO Entries: Entering after displacement instead of waiting for retracement

Poor Risk Management: Risking too much because you "know" the setup will work

Timeframe Confusion: Mixing signals from different timeframes inappropriately

Mastering Smart Money Concepts

Smart Money Concepts provide a window into institutional thinking and market manipulation. Unlike retail indicators that lag,
SMC helps you position ahead of major moves by understanding market structure, liquidity flows, and institutional behavior.

Your SMC Learning Path

1. Master Market Structure: Learn to identify HH, HL, LH, LL patterns consistently

2. Understand Liquidity: Spot where retail stops accumulate and expect sweeps

3. Recognize Order Blocks: Identify last opposing candles before displacement

4. Track Fair Value Gaps: Mark inefficiencies and watch for fills

5. Combine Concepts: Use confluence of multiple SMC elements for entries

6. Practice Patience: Wait for perfect setups rather than forcing trades

7. Risk Management: Protect capital with proper position sizing and stops

Key Takeaways

Think Like Smart Money: Buy the dip when retail sells, Sell the rip when retail buys

Remember, SMC is not about predicting the future - it's about understanding market mechanics and positioning yourself where
institutional money flows. Focus on developing your eye for structure, practice on historical charts, and always prioritize risk

management over profit maximization.

Master Smart Money Concepts

Trade with institutional insight, not against it

"The market is designed to transfer money from the impatient to the patient" - Warren Buffett

Practice → Pattern Recognition → Profitable Trading
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Complete Advanced Trading Course

Understanding Institutional Order Flow & Market Structure


