Candlestick Patterns

Lesson 1---The Doji
	The information displayed in candlestick charts is identical to the information found in bar charts. Each one contains opening, high, low and closing prices. The difference lies in the way that candles are displayed. While they can be used for any time period, candlesticks are used most often with daily price data. The most commonly used time scale for candlestick charts is 5 minute, 1 day. It is important to familiarize yourself with the various candlestick patterns. These patterns possess specific forecasting characteristics that indicate buying/selling opportunities.



	

	

	


	

	


The Doji implies that the market is unclear or undecided on whether the market will bullish or bearish.

· The buyers and sellers are at an equilibrium----equally strong.

· The Doji may be blue or red.  But all the Dojis I’ve seen on the charts during my trades have been red.
· The Doji provides signals of potential market tops and bottoms.

· The Doji is significant if it appears after a long blue candle in an uptrend.

· The Doji is significant if it appears after a long red candle in a downtrend.

· If two Dojis form next to each other, it’s a strong indication of a market (trend) reversal.

· Opening and closing prices are =.

· A true Doji has a horizontal line instead of a body.

Blue candles (up) open at the bottom and close at the top.
Red candles (down) open at the top and close at the bottom.

Lesson 2---Bearish Engulfing Pattern
It’s a trend reversal pattern…
· It occurs after a significant uptrend.

· It’s formed when a red candle engulfs (gets bigger than) a blue candle.  This means that the sellers have gained control of the market.

· The significance of the bearish engulfing patterns is dependent on the sizes of the two involved candles: the smaller the blue and the larger the red candle---the more significant the signal/pattern is.  It’s a sell signal when this formation happens.

Lesson 3---Bullish Engulfing Pattern

It’s a trend reversal pattern……

· It appears after a dramatic downtrend.

· The downward trend/momentum may be at an end.

· The red candle is engulfed by (is smaller than) a blue candle. Meaning, the blue candle is bigger.

· The significance of the bullish engulfing patterns is dependent on the sizes of the two involved candles: the longer the blue candle the more significant the trade/pattern/signal is.  It’s a buy signal when this formation happens.

Lesson 4---Railroad Tracks Pattern
It’s a trend reversal pattern……

· This pattern appears at the top or bottom of a trend.

· The two candles are exactly the same in size and length (in body, wick and tail).
· There is another pattern, known as the Tweezer Top or Bottom: When the wicks of two consecutive (blue and red) candles exactly at the top or bottom of a trend, here comes a possible reversal.

Lesson 5---The Shooting Star Pattern

It’s a reversal pattern….but this one has difference…

· It is a bearish signal, signaling a pending selling trend, not both a selling trend and a buying trend.  It has a small body, a very long wick and hardly a tail at all. If it has a tail, the tail is maybe one pip long.

· The candle is located near the end of an uptrend trading range.

· Met with strong selling pressure after it rallied.

· The candle pattern can be blue or red.

Lesson 6---Morning Star Pattern
It’s a reversal pattern….

· It’s a bullish signal, appearing in a downtrend.

· This pattern involves three candles:

a. A long red candle.

b. A small red or blue candle.

c. A long blue candle.

· The body of the third candle (the blue candle) does NOT touch the body of the second candle, and it closes well into the first red candle.

· Best advice: before you make a buy trade, wait until that third candle has formed to validate this pattern.

Lesson 7---Evening Star Pattern
It’s a reversal pattern…..

· It’s a bearish signal, appearing in an uptrend.

· The pattern means the uptrend has hit a wall, and now the sellers are after a rally (ready to fight to turn the market to their favor).

· This pattern involves three candles:

a. A long blue candle.

b. A small blue or red candle.

c. A long red candle

· The body of the third candle (the red candle) does not touch the body of the second candle, and it closes well into the first blue candle.

· Best advice: before you make a sell trade, wait until that third candle has formed to validate this pattern.

Lesson 8---Hammer Pattern
It’s a reversal pattern….and it looks just like its name: a hammer.  Its appearance is the opposite of a Shooting Star Pattern.  The Hammer Pattern has a small body with a really long tail and rarely a wick.  If it has a wick at all, the wick is one pip high.
· It signals a bullish signal.

· When you see this pattern at the bottom a selling (downward) trend, a trend reversal is imminent.
· The signal is even more effective when a currency reaches a double bottom and a strong support line is in place.

Lesson 9---The Hanging Man Pattern
It’s a trend reversal…..
· The currency is not able to close higher than its opening price…so it means a weakening trend (a weakening sentiment).

· Viewed as a bearish signal, a sell----a weak bull trend or sentiment.

Wait for the next candle to close. The next candlestick must close below the hanging man’s body in order to confirm the trend reversal.

Quiz-----
1. What does the Doji Pattern mean in the chart?  It provides signals of potential market tops or bottoms, means that the market is about to reverse.
2. How do we apply the Bullish Engulfing Pattern in trading?  It is a buy signal.
3. How do traders identify the Morning Star Pattern?  It involves three candles: a long red candle, a small red or blue candle, and a blue candle.
4. What is the correct description of a Railroad Tracks Pattern? 1) It typically appears at the top or bottom of a trend.  2) Railroad Tracks are candle bodies that are exactly the same size with one being red and the other being blue.
5. What is the sentiment associated with the Hammer Pattern?  It appears after a significant downtrend and is viewed as a bullish signal.
6. What would be an INCORRECT description of the Shooting Star Pattern? I thought the answer was “A shooting star is a reversal pattern that typically occurs after gaps.”  But the module quiz said “More often it signals a downtrend reversal.”
7. How do we apply the Bearish Engulfing Pattern in trading?  It is a sell signal.
8. What is the correct description of the Bullish Engulfing Pattern?  The bullish engulfing pattern is a trend reversal pattern.
9. What would be INCORRECT the significance of a Doji Pattern?  A doji implies that the market has a clear direction.
10. What is true regarding the Hanging Man Pattern?  It indicates weakening bullish market sentiment.
