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Foreword

Japanese Candlestick Charting Tecknigues. As [ began to turn the
pages, [ mused, “Ah, here 1s a book that talks about charts in a way
I can understand and enjoy!”

I'd become overwhelmed by other books on technical analysis—hooks
that threw me Into mazes of iIndicators and oscillators and parabolie trafling
stops. Immersing myself In these tomes Inevitably brought on one result. . .
anap.

Steve's book was different. In its pages, I discovered the world of can-
dlesticlk charting, a technique ereated centuries ago by a Japanese rice trader.
The history of candlesticks fascinated me, as did the pleturesque names of
many of the formations, names such as morming star, hanging man, and dark
eloud eover. T soon learned that these patterns revealed much more than
thelr symbolic names. They displayed the trader's most important signal—
that of a price trend reversal, or change.

After having stared at cold and stole bar charts for months, I weleomed
the chanee to replace them with candlesticks. [ quickly adopted the popular
method of assigning green and red colors to the positive and negative can-
dles, respectively.

I =oon found that these storytellers helped me assess a stock’s price pat-
tern rapidly. With the help of other indicators, candlesticks aided me in gaug-
Ing a stoek’s possible future movernent with a high degree of accuracy, I falt
a debt of gratitude to Steve Nison for bringing this powerful information to
the Western world.

Flease realize that before Japanese Candlestick Charting Techniques
(often referred to as the “bible of candle charting™) was published in 1981,
candlestick charting techniques remained deeply hidden in the East. We are
fortunate that Steve Mison researched this unique charting system and

W hen I was a brand-new trader, I purchased Steve Nison's first bools,
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brought it to Europe and the United States. His efforts lterally revolutionized
technizal analysis of the financial markets.

As a trader or Wwvestor, vour interest In candle charts will present you
with many benefits, First, even if you are relatively new to technical analysls,
candlestick patterns are easy and enjoyable to learmn. Second, as mentioned
earlier, they glve you an edge on spotting possible price reversals, Mext, com-
bined with other Westem indicators, they become a potent decision-support
tool that can confirm or enhance buy/sell signals. Finally, the ability to read
candle formations adds to your efflciency and effectiveness in reading over-
all markets and trends. These benefits should have a positive affect on your
trading or irvesting account’s bottom line.

Some vears after I became a student of candlesticks, I attended a large
trading conference held in Ontario, California. By this time, T had written my
own book, A Beginner's Guide to Day Trading Ondize, and had another in
process, A Beginner'’s Gudde to Skort-Term Trading. A glanee at the confer-
ence program told me Steve Mison was speaking that afternoon. I immedi-
ately decided to attend his workshop and introduee myself to him.

I enjoved Steve's lecture, and afterward, elbowed oy way through the
crowd to the podium. When [ introduced myself, he shook oy hand, and
armiled. “Tomd Turner?” he said. “0h, yves, I know who you are. [ bought your
book on day trading. It's great.” I retumed his smile and I glowed for the re-
mainder of the conference.

I am now honored and gratified to say that Steve Mison and I have be-
come good friends. Among the leaders in the financial fleld, this wise and
sawwy gendleman 18 held In the highest regard. Whether he 18 presenting a
seminar, writing a book, or teaching an online course, he 1s the consummate
professional. [ especially enjoy his jabs of dry homor, which make learning
the Intricacies of technical analysis pleasurable and downright fun.

This course book has been designed as an iInteractive study guide. A& sup-
plement to Steve Nison's books, video, and online courses, it gives vou the
framework n which to study and apply candlestick charting techniques.
Each chapter includes learning objectives, key terms, content to study, and
thoughtprovoking questions, You'll find the answers to the questions located
at the end of each section. Please read those answers In thelr entirety. They
contain additional information you will find useful

I'mn confident vou'll find The Candlestick Cowrse an enjoyable, hands-on
tool you will refer to often, even after you've finished working through iis
contents,
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As atrader or investor, acquiring knowledge and applying it properly 1=
one of the most iImportant steps you can take, The time you Irvest learning
about candle charts will serve you well, and should add to your sueeess inthe
fnancial markets,

Good huek and good trading!

Tord Tumer, author of 4 Beginner's Guide to Day Trading On Line
and A Feginners Guide to Shori-Term Trading
wWww. tonlharmer. com
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Introduction

and proud that they have now become an important analytical tool for

many fraders and mnvestors., Candlestick charts, also ealled candle
charts, are especlally potent for helping to spot early reversal signals and,
when utilized correctly, can help preserve capital while iIncreasing the per-
centage of successful trades, Candle charts display a more detatled and ac-
curate map of the market than bar charts do. This 1s because candle charts
open new averes of analysis and offer many advantages over bar charts:

! 8 the first to reveal Japanese candlesticks to the West, I am pleased

I. Candle charts pletorially display the supplv-demand situation by showing
who 1s winning the battle between the bulls and the bears.

2. Like the bar chart, the candle chart shows the trend of the market, but
candles add another dimenston of analy=sis by also revealing the foree (or
lack of foree) behind the move.

3. Bar chart techniques often take weeks to transmit a reversal signal. How-
evel, candle charts often send out clues of iImminent reversals Inone to
three sessions. The result is that candle charts often provide the oppor-
tanity for more timely trades,

4. Becanse candle charts use the same data a bar chart does (that is, the
open, high, low, and close), all Western techmical signals used on a bar
chart can easily be applied to a candle chart. Sinee candles offer marny
advantages over bar charts, using candle charts instead of bar charts is a
win-win situation because you get all the trading signals used In bar
charts with the earlier reversal signals generated by the candles

For example, say vou have a long stock position. A candle pattern known
as dark eloud eover takes shape. In the course of only two sessions, it com-
pletes its reversal signal. At that point you'd be wise to take your gains off the
table, especially If there are other confirmatory bearish signals, Others, who

Adii
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don't recognize the pattern, are not so fortunate. They may hold thelr posi-
tion and eventually lose some—or all—of thelr profits.

Another advantage of candles relates to thelr effectivensss on charts on
a wide spectrum of markets, Fubures, bonds, currencies and equities, and any
chart in which sessions include a high, low, open, and close can display can-
dlestichks,

Candle lines and patterns also apply to any time frame. Individual and in-
stitutional irevestors utilize them on weelkly charts, swing and intermediate-
term traders study them on daily charts, and short-term and day traders
examine them on Intraday charts

In addition, candles give Instant pletures of market psychology. Early
Japanese traders placed great faith in interpreting the emotions of market
participants In today's volatile markets, driven to extremes by the impact of
audden news and events, 1t's easy to see why awareness of market sentiment
and eollective opinion 1= so Important.

Unlike bar charts, in which opinion 1s not so easily spotted, one glance at
a candle ehart tells you instantly how people feel about a stoel or market. A
candle’s extended real body demnonstrates definite bullish or bearish control.
Conversely, a small real body indicates indeclslon or a tug-of-war between
the bulls and bears with no apparent winner. (We discuss these aspects In
Chapter Two). Both strong opinion and indecision are extremely important
signals to market players, and ecandlesticks broadeast them quickly and
efficlently.

I 'THE KOGk

A Japanese proverb says, “Like both wheels of a cart.” This 1s an apt way to
describe this book. The first wheel of this book provides a basie foundation
for those new to candle charis or for those who want to reinforee their un-
derstanding. The second wheel consists of the many questions interspersed
throughout the ook, These provide a quick way to gauge the depth of vour
understanding and will help solidify the concepts addressed. It s the ques-
tons and mteractive sections that separate this book from my others.

The Candlestick Cowrse has two main audiences: those who are novices
to candle charts and those who are knowledgeable and want to gauge thelir
depth of understanding. It focuses on the eritical aspects of candle charts
that are so Important for successfully harmessing their power. The goal is not
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to edueate you on all the candle pattemns and techniques but to show yvou
how to recognize and use the more important and widely used candle signals.
Most important, the book offers a way to quantify yvour understanding of the
basle concepts and principles.

Eeep in mind that the tools addressed inthe course should be only a part
of vour analysis. If you have favorite Western tools, such as volume or mov-
ing averages, stay with them, and add the candle charting techniques to your
analysis.

Each chapter contains sections that include learning goals, key terms,
dizcussions for hands-on application, and questions. Pleass use the questions
at the end of each section to check yvour understanding of the material pre-
sented. To maximize the effectiveness of this workboolk, I've used a spectrum
of questions, from multiple-cholee to exhibits and real-world chart exam-
ples. While the questions may be short, many of the answers are lengthy so as
to ald understanding. Don't skim through the answers; they are designed to
be another avenue of education. The more Ume vou spend absorbing the dis-
cussions and applying what you've learned by answerlng the questions, the
more effective (think profitable) yvour decisions will be In the real financial
world.

Chapters One, Two, and Three describe how to recognize the candle sig-
nals, how touse them to gauge if the trend 1s changing, and questions and an-
swers are given at the end of each section.

Chapter Four has practical applications of the principles discussed in
the earller chapters, as well as trading guidelines.

Chapter Five 1s unique: We take a five-month daily chart and dissect that
chart a day, or a few days, at a time.

In Chapter 1% we bring it all together, with charts and related questions
to provide real-world, hands-on practice.

A visual glossary of candlestick terms appears at the end of the bool

Chapters One to Three Include Side Lights and Eey Points. The Side
Lights detall mteresting facts or added information. The Key Points are an-
swers to the questions [ am most frequently asked at my seminars,

A Japanese proverb states, “The depth of the foundation determines the
height of the wall.” The Candlestick Cowrse provides a foundation of knowl-
edge for immediately harnessing the power of candle charts and will serve as
a solld foundation for all vour future work with candle charts



| CHAPTER ONE
The Essentials

SECTION ONE

Candlestick Overview: Origins
and Basic Applications

lenging arenas on earth. Those who participate in these markets con-

duet research by utilizing two basie types of analyvsls: fundamental and
technizal. Fundamental analysts pore over fscal statements and company re-
ports, and technical analysts scan charts to assess a market, stock, or any
other financial Instrument.

Though the fundamentals are important, the shorter the time frame, the
more important the psychological cormponent of the market becomes. And
the only way to measure the emotional aspect of the markets 1s through tech-
nical analysis. Indeed, there are many times when the emotional conditions
of the market overwhelm the fundamentals, For example, how many times
have we seen the appearance of a positive fundamental only to have that mar-
ket descend? Even if we have a strong stock based on the fundarmentals,
what 15 likely to happen to that stock if the overall market is down sharply?
Of course, the negative psychology of the overall market will influence that
stock even If its fundamentals didn't change. As Bemard Barich cogently put
it, “What is important in market fluctuations are not the events themselves,

T he financial markets represent some of the most exclting and chal-
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but the human reactions to these events.” The most potent way vou can
gauge the emotional state of the market 13 through eandlestick charts,

In the pages that follow, you'll learn how Japanese candlestick tech-
niques promote efficlent and effective analysis, As vour proficlency in inter-
preting candle charts evolves, the knowledge absorbed and its application
shiould add to vour success in the Anancial markets, Sinee the terms candle-
stick chariz and candle charts are used Interchangeably in the trading com-
munity, that 15 how they are used throughout the bool

In this section veuw will lkeeiveny . . .

* Background of candlestick charting techniques

Markets and time frames in which candles are utilized
Limitations of candle charts

Importance of fskreward

Signifieance of using other technieal tools with candle charts

Kooy termes T walely Tor:

+ Heversal signals
# Candle lIines
*+ Price targets
+ Riskireward

The use of candlestick charts originated in Japan. Sinee little or no eur-
rency standard existed during those times, rice represented a medium of ex-
change, Feudal lords would deposit it in warehouses in Osaka and sell or
trade the coupon recelpts whenever they chose, Therefore, rice became the
first futures market.

In the 17005, Munehisa Homma, a rice frader from a wealthy family, stud-
led all aspects of Ace trading from fundamentals, such as weather, to market

| SIDE LIGHT

Centuries ago, lapanese merchants were at the bottom of that country's social sys-
tam, below soldiers, farmers, and artisans. By tha 1700s, though, merchants maoved

up in prominence. Even today, the traditional greeting in Osaka is "Mokarimakka?”
which translates to, “Are you making a profit?”




The Essentials £ ]

psvchology. He subsequently dominated the fee markets and amassed a
huge fortune. Homma's trading techniques and prineiples eventually evolved
into the candlestick methodology used by Japanese technical analysts with
the start of the Japanese stock market in the 1570s,

The greatest advantage to using candles on your charts, instead of bars,
i= that single candle Hnes and muldple candle patterns offer more reliable,
earlier, and more effective reversal signals.

Reversal signals are the meat and potatoes of traders and investors,
Major trend reversals represent the territory where the most gains are pock-
eted (and lost). In addition, the ability to identify possible reversal signals on
the markets 1s wwaluable for applving monev-management strategles to im-
prove profits and, equally iImportant, preserve profits,

No single techmical indieator, however, represents the holy gratl. Like
other iIndicators, candlesticks have limitations.

Az wlill be detalled later, the candle lne 1s eonstructed from the open,
high, low, and elose, which 1s the same data used In bar charts, Therefore, for
a candle line or pattern to offer a proper signal, you must walt for the ses-
slon's close to confirm it. To hasten the reading, however, rather than wali-
ing for the end of a daily session (for a dally chart), you can look at a shorter
time frame (Le., an Intraday chart) and obtain an earlier signal.

Let's zay it's midday and vou are focusing on a daily chart. Your view of
the market 15 that It may be ready to rally. Rather than walting for the end of
the dally session to see if a bullish candle signal 1s confirming vour outlool;,
you ean switeh to an hourly ehart and see if any bullish candle patterns
formed in the moming on the hourly chart.

Be aware that although candle signals can demarcate areas of support
and resistance, they do not offer priee targets. This 1z why It 15 s0 important
to use classie Western techmiques, such as pivot highs and lows, or trend
lines, sinee these can be used to obtain a potential target. Before indtiating a
trade with a candle signal, always constder the risk versus the reward
(fsk/reward) of that trade. I repeat: NEVER PLACE A TRADE WITH A
CANDLE SIGNAL UNTIL YOU HAVE CONSIDERED THE RISK/REWARD
OF THE POTENTIAL TRADE. For exammple, if there 1s a bullish candle signal,
such as a hammer, the risk (stop-out levely should be under the low of that
harmmer. Mow that we have defined the risk, the next step 1= defining the po-
tential target. Defining a target can be done in many ways, Including a prior
high or a falling resistance line. Now we have the fiskreward parameters de-
fined, only then should you decide whether or not to place a trade. Bullish
harmmer or not, if the risk 1= 32 and the target i3 also 2 from the hammer's
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buy slgnal (which comes on the close of that session), this 1s not a trade that
walrrants action.

As aJapanese proverb says, “His potential is that of the fully drawn bow,
his iming the release of the trigger.” The timing of the release of the trigger
depends on the nskreward aspect of the trade.

Although candle Unes and patterns may offer excellent signals, [ advise
using them in combination with other technieal indicators Just as several
strands wound together are stronger than a single fiber, so 1= the combined
power of several Indicators all giving the same buy or sell signal.

Proceed by answering the following questions. Check vour answers
against the answers at the end of each sectlon. Even 1f vou know the answer
to a question without hesitation, take thme to read my explanation. You'll
find additional information in roy answers that will add to your knowledge of
candles,

In the next section of this chapter, we'll cover the constretion of single
candle Unes. The basic formations are easy to learn. We'll start by placing em-
phasis on the length of real bodies, whether short or long, as well as the
lengths of thelr accompanying shadows, With a little practice, vou'll soon be
able to decipher the Important signals candles present.

CHECK YOLR LADERSTANDIN G

Questions for Chapler One, Seclion (ne:
Candle Chant Overview
I. The candlestick chart was invented by
a. the Chinese.
b. the Japanese,
¢. no one knows,
d. the Koreans,
2. Candle charts are believed to have started
4. In the 1600=, in the ree futures markets.
b. in the 1370s, with the opening of the Japanese stock market.
. in the 115 stock market, in the 1920
il. In China, in the seventeenth century.
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Candlestick charts can be used for which markets?

i. Japanese stock market

b. 1.5 stock market

¢. Futures markets

. All of the above

What time frames carnot be used to construct a candle chart?
a. Dally

. Weekly

. Five-minute chart

d. Tick chart

A lmitation of eandle charts 15 that

. they only work with dally or longer-term charts.

b. they can't be merged with Westerm technieal analyvsis
. they need a close to confirm a candle signal.

il. they only work with stocks.

. Another Hmitation of candle charts 1s that they

d. don't give reversal signals.

b. don't give price targets.

. can only be used on dally charts.
il. can only be used on equities.

Why ecan vou use Westemn technieal analysis technlques on a candle

chart?

a. Because candlestick charts and Western technieal analysis evolved at
the same Hme.

b. Bocause they both have elosing prices.

. Tou can't use Western technical analysis on candle charts,

il. Because candlestick charts and bar charts use the same data.

. Before placing a trade based on a candle signal, one should

a. consider the welght of other technical signals
B consider the nskireward of the rade.

. always look at a &-minute chart.

il. Both (a) and (b,
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Answers for Chapler One, Section One:
Candle Charl Overview

=]

b. The candlestiek chart was invented by the Japanese, The name “can-
dlestick” or candle chart 1s derived from the fact that the lines look ke
candles with wicks.

b. According to my research, the first candlestick charts were used when
the Japanese stock market started in the 18T0s, Howewver, candlestick
techniques likely evolved from earlier technical methodology that started
with the Japanese rice futures market in the 1600s. Back then, traders
dealt with the psyehology of the market rather than specific price pat-
terns. One author, writing in 1755, sald, “When all are bearish, there 13
canse for concern.” This s very similar to contrary opinion used today In
the trading community. Even in those days, the Japanese understood the
psyechological aspect of the market.

i. Candle charts can be used in all markets that have an open, high, low,
and close,

il. Candle charts can be used throughout the trading spectrum, from
weekly to dally and intraday charting. For a weekly chart, the candle
wonld be composed of Monday's open, the high and low of the week, and
Friday's close. For a daily chart, vou would use the open, high, low, and
close of the session. On an intraday basis, 1t would be the open, high, low,
and elose for the chosen (Le., hourly) time peniod. Since tick charts only
have closes, we can't use candlesticks on therm.

. Because candle charts use the open, high, low, and close, we need to
walt for the closing price to confirm the candle signal. However, a valu-
able technique 1= to look at a shorter time frame to obtain an earlier sig-
nal. For example, on a daily chart, we would have to walt for the close of
the day to complete the candle line, or signal. If you shift to an intraday
candle chart, you need only walt for the close of that intraday session to
got the candle signal.

b. Candle charts cannot give price targets (although they can provide
potential support and resistance levels). This 13 why It 18 best to combine
them with Western technical signals that help provide a target. For
example, a pivot high or a falling resistance line may be an upside target
once a bullish candlestick signal is given.

il. Because candle charts and bar charts use the same open, low, high,
and low prices, all Western technleal analysis technlques can be eom-
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bined with candle charts. This is why candle charts replaced bar charts in
the 18708 in Japan. Candle charts will likely replace bar charts In the
Western world, as well. With bar charts, you recelve only bar chart sig-
nals. With candle charts, you can use all Westem charting techniques
and you have the insights given by candle charts.

#. . Although candle signals provide strong visual warnings of a potential
reversal, a trader should always consider whether a trade based on a
candle signal offers an attractive Askireward aspect. A classie candle sig-
nal does not equal a good trade. The declsion to place a trade should be
contingent on riskreward analysis. As the Japanese proverb states,
“Welgh the situation, then move," or in the case of a poor risk/reward,
“Iio niot move.” Another important market timing aspect In determining
a candle lme or pattern is conflrming another technieal signal, such as a
moving average or 504 retracement. Such an ocoumrence improves the
chances of a market turm. Although intraday traders may ook at S-moinute
candle charts, in roy opinlon, one need not look at these before placing a
trade (unless vou are trading using S-mimite charts).



SECTION TWO

Canidlestick Constriction

Japanese proverb states, “Without oars, you cannot cross in a boat.”
This section will provide the oars you need to build your foundation of
candle charts, We will address the actual construction of the candle
lines, which have the same components as bars: a high, low, open, and close,

We will also delve into basie candle applications and begin to harness the
power of candle charts.

In 1his section vou will learn . . .

= How to identify the components of iIndmvidual candle ines
# How to discern the difference between real bodles and shadows
= How to constuet a eandle line

Fiesy termns o Wil I for:

+ Real body

= White real body
Black real body
Upper shadow
Lower shadow

GETTING STARTED

Technical analysts use three basice kinds of charts: line charts, bar charts, and
candle charts. (Point-and-figure charts are an additional alternative, but they
don't show a sesslon’s high, low, open, or closing prices.) Line charts are

"



THE CANDLESTICE COURSE

i

Because candles need opan, high, low, and close, we can't use candle charts on mu-
tual funds or tick-by-tick charts, since thesa have anly closing prices.

made up of points that usually represent the closing price of a financial in-
strument, connected by a single line.

Just as a bar chart uses the top and bottom of each bar to indicate high
and low prices of the time frame indicated, so does a candlestick, or candle
line (these two terms are interchangeable).

A =ingle bar displays a small perpendicular line on itsleft to designate the
opening price and another on the right to show 1ts closing price. When using
candlesticks, however, we draw in a real body to cornect the opening and
closing prices. This gives us a quick and complete pleture of the stocek!s ac-
ton and denotes prevalling sentiment.

The real body—the rectangular portion of the candle line—represents
the range between the opening and closing prices. A white real body tells
us that the close 18 higher than the open sinee the top of the white real body
i3 the session’s close and the bottom of the white real body 1s that session's
open. A black (filled) real body shows that the elose was lower than the
open. The bottom of the black real body 1s the session's close, and the top of
the black real body 1s that session's open. The session can be any time frame,
from a minute to a ronth.

The vertieal lnes that extend above and below the real body are called
the upper and lower shadows, The top of the upper shadow 1= the session’s
high; the bottom of the lower shadow 1s the sesslon's low, The candlestick
ling uses the same data as a bar chart, but the color of the candlestick’s real
body and the length of the candle line's real body and shadows convey a

When a real body, either white or black, closes at the high of the session, it has no

upper shadow. Therefore, the Japansse say that candle has a *shawven head.” When a
real body closes at the low of the session and has no lower shadow, that candle has
a "shaven bottom.”
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The top of the uppar shadow and the bottom of the lower shadow represent the highs

and lows of a session, whather the real bady is black or white.

snapshot of who's winning the battle between the bulls and the bears. For in-
stance, when the real body 1s black, that means the stock closed below 1i=
opening price. This gives you an Instant pleture of a positive or negative
close, Those of us who stare at charts for hours at a time find that candle-
sticks are not only easy on the eves, they also convey strong visual signals
sometimes missed on bar charts.

Exhibit 1.1 shows basic candlestick formations, In (A), stock XYZ opens
at 30 and closes at 35, with a high of 37 and a low of 20, In (B, XTE opens at
36, closes at 20, and again has a high of 27 and low of 29,

Candlesticks, like bars, each represent a specified time frame. On a
weolkly chart, each eandlestick represents one weelk; on a daily chart, each
candlestick represents one day; and on a 15minute intraday chart, each can-
dlestick represents a 154minute unit of time.

One of the most important benefits of using candles 1s that they give in-
stant pletures of how traders and investors feel about a certain stock or mar-
ket. A long, protracted real body translates Into very sirong opinion, either
bullish or bearish. Comversely, as you will see in the chapters that follow,
short real bodies mean that stock participants have no strong opinion; the
bulls (buyers) hold the price up, while the bears (sellers) press it down.

Hotlee the long, white real body in Exhibit 1.14 This white real body,
showing the closing price multiple points above the opening price (in this
case, b polnts), Indicates extremely positive or bullish sentiment. In (B}, the

High = 37 High= 37
= | =— Uppar —= K
Close = 25 Sharkws Dpan = 35
Lower
Opan = 30 T Shadows —= |  <lose =30
Low =20 Ly = 20
A B

EXBIRIT 6.0 Constructing the Candlestick Line
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long, black real body, with the closing price several points below the open,
reveals negative or bearish sentiment.

The upper shadow In Exhibit 1.1a tells vou that buying pressure pushed
EYZ up to a high of 27, 3til, while the stock elosed relatively high on the ses-
slon, buyers were unable to hold it at 27 into the elose. The lower shadow
shiows that selling pressure forced the stock to a low of 20, Monetheless, bay-
ers came in to offer support there and propelled itup to elose at 35, & points
higher than the low,

While we're talking about open and closing prices, we know that the
Japanese place great importance on these eritical time pertods as they per-
tain to the trading day. They belleve, as do most Western analysts, that the
first hour of trading usually sets the tone for the day. One Japanese saying
states, “The first hour of the moming 1s the radder of the day.”

O opening, the market has absorbed and digested the evenis that took
place since the prior day’s close, The results are often volatile. The impact of
market reaction can cause radical price changes for equities, or even entire
industry groups. By the hour's end, the flurry of activity may subside a bit,
and market participants have a point of reference with which to worlke

An American market adage contends, “The amateurs open the market,
and the professionals close i8." Although it's an overstatement to assume the
market's open 1s populated strictly by novices, 1t's true that the close of the
day usually produces heavy emotional nvolvement. During the last hour,
many market players adjust thelr positions, This 1s the time when traders, In-
vestors, and institutional managers decide whether or not to hold positions
overnight. Margin ealls on the futures markets are calculated by thelr price at
the close, No wonder the last hour can produce volatile price swings fueled
by strong ernotions and helghtenaed volume,

Since both the opening and closing hours can be turbulent periods, if you
choose to take part, remember to use caution and discipline.

In the next section, we'll diseuss one of the most critieal uses of candle
charts; giving you early indications that the trend may be changing. Whether
a mature, extended trend, or a shorter, Intermediate-term trend 15 in place,
candle lines and patterns display powerful clues that a shift in control from
bulls to bears, or viee-versa, 18 in process or aould be imminent. For a trader,
this information 18 cruclal. For an investor, recognizing these all-important
signals could make the difference between keeping hefty gains or giving them
back to the market. The material you learned in this section will aid you In
learning how to interpret these potent signals.
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CHECKR YOLKE LADERSTAMNDING

Eeview Ounestions for Chaplter One, Section Two:
Candlestick Construction

&

What 15 the rectangular portion of the candlestick called?

d. Upper shadow

b. Lower shadow

. Real body

il. The wick

What is the thin line above the real body of the candlestick line called?
d. Upper shadow

b. Lower shadow

. Real body

. Lower wick

The upper shadow of a black candle line represents the range between
the session’s

d. high and open.
B, low and close,
. open and low.
d. open and close,

The lower shadow of a white real body candlestick represents the range
between the session's

a. open and close,

b. open and low,

. close and low.

d. None of the above,

A black real body on an hourly chart means

. the close of this hour was under the close of the last hour.

b. the ¢lose of this hour was lower than the open of this hour,

. the ¢lose of this hour was higher than the open of the last hour.
il. the open and close of this hour were the same.
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. Umn a daily chart, a white real body means that today's

a. close 15 higher than vesterday's close,

B. close 1s higher than today's open.

. open s higher than yesterday's opening price.
il. elose is lower than today's open.

. What portion of the candlestick lne do you think 1s referred to as the

“asmenoe of the price moverment”™?
a. The upper shadow

b. The lower shadow

. The close

il. The real body

. The last hour and close of the stock market are important because

a. this is the time when market participants, from indvdduals to instifu-
tlons, may close out existing positions or open new ones.

b. fund managers switch sectors
. traders with short positions cover them
il. the clozing bell on the floor of the NYSE 1s nung by a prominent person

. UUsing data points in Exhibit 1.2, draw the candlestick lines

Open  High  Low  Close

Session | 23 2B 23 24
Session 2 30 30 24 27
Session 3 27 20 26 27
Session 4 21 26 21 26
Session & 24 27 21 23

FXBIHIT 1.2 Data Paints

I0. In Exhibit 1.3, for line x, area 3 represents the

a. elose,

b, Oper.
. lowy.

d. high.
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4 4
3
3
2
2
1 1
Lime x Line v

EXBIEIT 1.3 Questions 10 and 11

11. For line v in Exhibit 1.3, area 3 represents the
d. close,

b. open.
. low,

d. high.

Answers for Chapler One, Section Two:
Candlestick Construction

I. . The rectangular section of the candle line 1s called the real body. The
real body represents the range betweon the session's open and close,
When the real body is black (1.e., filled), that means the close of the ses-
sion was lower than the open. If the real body 15 white (Le., empty), 1t
shows the close was higher than the open.

2. . The thin lines above and below the real body are shadows, These shad-
ows represent the seasion's price extremes. The shadow above the real
body 1s ealled the upper shadow, and the shadow below the real body 1=
the lower shadow, Accordingly, the peak of the upper shadow is the high
of the session, and the bottorm of the lower shadow indicates the low of
the session.

3. a4 When the real body 1= black, it means the close of the session was lower
than the open. Accordingly, the top of a black real body represents the
session's open. The range between the top of a black real body and the
upper shadow represents the open and high of that session, respectively.

4. b, If the real body 1s white (Le., empty), It means the close was higher
than the open. This means that the bottom of a white real body 1s the
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opet, and the lower shadow on a white candle session 1s the range be-
tween that session's open and low,

b. & black real body means that the session’s close 1s under the session’s
open. The top of the black real body represents the open of the hour, and
the bottom of that real body represents the elose of the hour,

b. A white real body means that the current session’s elose is higher than
the current session’s open. In classie Japanese candlestick charting,
when candle charts were hand drawn, Instead of a white real body, the
Japanese colored it red. However, unless one uses a color printer, the red
and black real bodies would all be printed in black. This 1s why we have
white and black real bodies, instead of red and black real bodies.

. il OnJapanese charts, even an Individual candle Une has meaning. There-

fore, one of the first clues to the vitality of the market is the size and color
of the real body,. To the Japanese, the real body 1= the essenee of the price
movement. This 18 a critical and powerful aspect of candle charts:

Through the helght and color of the real body, candle charts show the rel-
attve posture of the bulls and the bears,

4. The close 18 a time of major commitment. The closing price 1s used for
many important ealeulations. Imagine a weekly chart in which the clos-
Ing price above the previous weok's resistance could indicate a major
breakout in the offing. The close 18 also the time when market partic-
pants decide whether to close out existing positons, hold current ones,
oF Cpell New ones.

BERERERERRBYNERS

Sassion  Session  Session Session Session
1 2 3 4 5

EAIORIT 1.4 Answer to Ouestion 9
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10, a. A white (or empty’) real body means that the close 15 above the open-
ing. Consequently, the top of a white real body 1s the close of the session.

11. b A black real body means that the close 1s under the open, and conse-
quently the top of the black real body is the opening of the session.



SECTION THRED

Basic Markel Stralegies

arly recognition of potential trend reversals 13 one of the most mpor-

tant skills a trader/investor can cultivate, As you study candle charts

and learn to recognize sngle candle lines and patterns, you will ap-
preciate how candles offer an early heads up on possible trend reversals. In
fact, most signals given by candle formations are reversal signals

Candle charts often display reversal signals in a few sessions rather than
over the longer time periods often needed for bar chart reversal signals.
Using candle charts, you'll identify market turns quickly, which should help
youl to enter and exit the market with speed and accuracy.

In this section, we present the basics of trend reversals and how candles
Play such an important role. Also discussed are concepts inherent to trend
changes and reversals: support and resistance levels and allimportant break-
onits and price closes above and below those levels,

I 1his section vou will learn . . .

How eandles play a powerful role in recognizing early reversal signals
How candle lines and patterns confirm support and resistance

The importance of confirmation
Why the elosing price plays a kev role In breaks above resistance and

helow support

fiey termns Lo Wil Iy For:

* Trend reversal

s [iptrend

Diownitrend
Consolidation

Support and resistance

1N
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+ Retracerment
+ Boxrange

GETTING STARTED

The ability to recognize a potential trend reversal 1s one of the most iImpor-
tant skills vou can cultivate. Your ability to read candle lines and patterns will
increase that skill many times over,

In the sections that follow, we'll delve Into specific candle lines and pat-
terns and the signals they glve In the contexts of uptrends, downtrends and
trend shifts, or reversals, At the present, however, we're going to get a top-
down overview.

To start with, let's examine the anatomy of a trend reversal. A Japanese
proverb states, “Darkness lies one inch ahead.” You need only watch the
fnaneial television networks to see the great degree of importance traders
and Investors place on foretelling market tops and bottoms to amrive at an
early nsight on upcoming moves. As you know, the common goal 1s to buy
low and sell high or, in the case of selling short, to sell high, buy low,

Om charts, Western trend reversal patterns inelude double and triple tops
and bottoms, key reversal days, head-and-shoulders, cup-with-handles, and
island tops and bottoms.

Although market cyeles of alternating upirends and downirends inter-
spersed with peaks and valleys are Inevitable, you should remember that
trends don't always end abruptly. In fact, trends usually oecur slowly, In
stages, as the underlyving psyehology shifts.

Eemember the old market saying, “The trend 15 vour friend.” Buccessful
trading entails staying on the right side of the trend (although most find this
iz easler sald than done). Trend change or reversal signals are the market’s
way of waming. It means market psyehology 1= In transformation and you
need to adjust your trading style to reflect that environment change.

For example, if you see a reversal signal, you might constder indtiating a
new position only if that signal 1s in the direction of the major trend. Say vour
stock has been elimbing in a strong uptrend. Then, it either consolidates side-
ways for a few sessions or moves down (retraces) to prior support. At this
tHme you get a bullish candle signal. Since the major trend has been up, cne
can use the bullish candle signal to indtiate a long position. A bullish candle
slgnal in a bear trend should be used elther to cover shorts or as an alert that
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When | say a bearish or bullish reversal with the candlesticks, it does not imply that

Ak

L]
2l

the market will reverse from down toup (in the case of a bullish reversal) or from up
to down (with a bearish reversal). it just means that the market has gone from up to
neutral fwith a bearish candle signal) or from down to neutral (in the case of a bull-
ish candle signaly. In other words, with these reversal signals, the odds of a tum hawa
increased but are not assured.

the market may rally and to use that rally to sell since the major trend 1s
dow.

Trend reversals or shifts are a modification in market psyehology. In a
strong uptrend, such as you see in Exhibit 1.54, the bulls are in control
Shoulder-to-shoulder, optimistie bulls turn out in foree, buying avallable sup-
Ply and supporting everrising prices of stock XYZ When a refracement, or
sldeways consolidation occurs (as it does from 1 to 27, the bulls stand aside,
tucking thedr shares in thelr pockets. The stock rests for a time, then resurmes
itz elimb upward. Three shifts In psychology took place during each of these
three movements In stock XYE's strong uptrend.

In Exhibit 1.5B, the same bulls propelled XYZ hgher with gusto, The mar-
ket tops out at 3 (of course, we don't know it 1s a top until a few sessions
later, when the stock descends). Again, those with long positions may have

| 3
1 | |
| | |
. | |
| | | |
| 2 | |
| | |
| |
A B
Trand reversal signal — Trend reversal signal —
trend resumes frand breaks down
after correction

EXBIEIT i.5 Top Reversals
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taken some or all of thelr profits. This time, however, the refracement turned
into a trend reversal, barely stopping along the way.

Points 1, 2, and 2 in Exhibit 1.5 are reversals, and, as we don't know the
extent of the move after the reversal starts, the candles will often be the first
clue of a change in trend.

Besldes seanning for possible trend changes, anocther eriteal component
iz asking, “Where are support and resistance?” Bupport and resistance on a
chart can take multiple forms. It may be a prior high or low depleted in a
price level or pattermn. It may appear as a Western indicator, such as a trend
line, moving average, or something as basic as the most recent high or low.,

We know that a market often tops out at, or near, the same price range at
which it pulled back at a previous time. It may also fall to a prior low price,
then bounee off of that support level. If a candle signal confinms a support
ling, it would increase the potential bullish mplications of that candle signal
more than if that candle signal did not confirm support. Conversaly, if a bear-
1zh candle signal emerges at a resistance zone, the chances of a tarmaround
have Increased. As such, the nile is that the more technical signals—whether
they are candle or Westem or a combination of both—the more lkely 18 are-
versal, An example 1s shown in Exhibit 16 In which a bullish candle signal
called a hammer (discussed later) conflrms a support line.

In Section One of this chapter, we talked about the Importance of the
market's daily close. Let's take this a step further. Like most technical ana-
Ivsts, the Japanese place great emphasis on a security’'s closing price, espe-
clally if that price eloses above resistance or below support. Think of it this
way: If a stoek, for instance, closes abowe a prior high, It means market par-
Helpants are willing to pay more for it fight then, and they are willing to hold
it overnight. That means they are committed, and commitment 15 an ex-
tremely important factor in the movement of the financial markets, An intra-
day break of support or resistance does not have the same signiflcance as a
severing of support or resistance on a close,

Say you are studying a daily chart of a stock. Imagine it had moved side-
wavs In a basing mode between $0 and $50 for the last five weels or so.

Supptareq -- __J’:__

EXBIRIT 6.6 Candle Signal Confirming Support
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In the conmtext of support and resistance comes a simple and powerful technigque
(which, by the way, is not based on Japanese candle stick charts) that | hawve called tha

change of polarity principle. This concept applies perfectly to a core principle of
technical analysis: Old resistance becomes new support, and old support becomes
new resistance. Although this t2rm is not generally applied to the concept, | belizwa
it describ=s itwell. On a chart of any time frame, you can often se2 how that once a
markets breaks ower a multitested resistance area, the prior resistance area is con-
warted into new support. In contrast, markets that fall through prior support hawe
trouble climbing back through it again since that previous support is fraquently con-
verted into resistance {see Exhibit 1.7).

Suddenly, the bulls wrest control of the market, and the stock closes at $53.
Do you see how important that closing price 187 It means people are willing
to buy and hold the stock at a higher price. The market has established new
demand for the stock.

Conversely, if a market trades sideways In a boxr range (as the Japanese
call eonsolidation patterns) for some period of tme, then breaks down to
close below that support area, it means that buyers were unwilling to step in
and hold the price at that level. The bears are in control, and that market may
fall to lower prices, If, however, a sesston's candle broke price support by
dipping below it, but then closed inside the box range, that 1s not as bearish.
Thiz sort of sesston tells yvou that buyers stepped in before the close, and de-
mand was strong enough to push the price back into the prior box range by
sesslon's end.

Mow vou understand how valuable tool candle formations are in the con-
text of trend reversals, along with components nherent in those reversals,
support and resistance,

Oild reslslance becomes Priar support bezomes
ned support MW meslstants,

FXRIRIT 1.F  Change of Palarity
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In the next sectlon, you'll leam about powerful candle lines called spin-

ning tops and doji and how potent they can be, We'll also discuss additional
in-depth market psychology as revealed by candles. Deciphering market psy-
chology aceurately 1s a vital part of your future success as a traderinvestor,

CHECKh YOLKR LADERSTAADIA G

Review Questions for Chapler One, Sectlon Three:;
Bazic Markel Stralegles

=]

Which is most true?

a. All candlestick signals are reversals

b. Most candlestick signals are reversal signals

. All candlestick signals are continuation signals.
. Most candlestick signals are continuation signals,
Candle charts provide

a. early reversal signals,

b. hints of a false breakout.

. hints that the momentum may be changing.

il. All of the above.

. Which of the following Western technieal tools can be used on a candle

chart?

a. Moving average
b. Yolume

. Oselllators

il. All of the above

In candlestick trading, when we talk about a break of reslstance on a
daily chart, we mean

. aclose above a resistance area.

B. an intraday break above resistance by at least 1%,

. an intraday break above resistance by at least 35,

il. a close above the prior session's real body.

A box range in Japanese terminology is the same as a Western
4. triangular trading range.



The Essentials 2

.

b. ascending trangle.

. lateral trading range.

. bull flag,

Which is false? Candle charts are best used
. as a stand-alone tool.

i. on daily charts.

. on wesekly charts.

d. Both band ¢,

Answers for Chapler One, Section Three:
Basle Markel Stralegles

=

b. Thi=s 1z a major advantage of candle charts, They often send out rever-
sal signals In as few as one, two, or three sessions. Some continuation
signals exist, but most of the candlestick signals show bottom or top
reversals,

il. Among the major advantages of candle charts 1s that we can use indi-
vidual candle lines, or combinations of candle lines (called candlestick
patterns], to obtain reversal signals in as little as one, two, or three ses-
silons. We can also use the shape of the candle line to see if a breakout 1=
likely to be sustalnable, For example, a small real body or dojl at a new
high could give us a little clue that the bulls are not n complete control,
and the rally may not be sustailnable. We also use spinning tops to gauge
whether the market’s trend might b in the process of changing.,

il. One of the most powerful aspects of candle charts 1s that because they
use the same data as bar charts (1.e., the open, high, low, and close), all
Western bar charting technlques (Le., moving averages, volurme, and so
on) @an be used on candle charts

d. To most effectively conflrm a break above resistance, [ most often rec-
ormmend a close above a resistance area. Corversely, to confirm a break
of supportt, [ like to see a close under a support area.

. A box range 18 the same as a lateral or consolidated trading environ-
ment, in Western technicals. The name 1s dertved from the fact that such
price action resembles a box

d. Candlestck charting tools are most potent when cormbined with other
technical tools, such as trend lines, moving averages, and volume,



Single
Candle Lines

SECTION ONE

Spinning Tops and High Wave Candles

to one candle as a candle line. ) Section One focuses on spinning tops and
high wave candles. Bection Two reveals the potency of the dojl. In Section
Three, we'll explore bullish and bearish belt-hold lnes.

Many candle signals consist of two and three candle pattems, but we can
obtain volumes of valuable information from single eandle lines, Don't let the
simpleity of single candle Unes fool vow: They send compelling s1gnals as to
who 1s winning the battle between the bulls and bears,

I n this very iImportant chapter, we'll focus on single candle lines, (We refer

I 1his section vou will learn . . .

# Interpreting market psychology, as indicated by small real bodies and
long shadows

* [dentifying and distinguishing between spinning tops and high wave
candles

* How to use spinning tops and high wave candles in a box range

* How to identify the hammer and the hanging man

* The importance of candle signals in the context of trends
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Kooy termes T walely Tor:

* Spinning tops

* High wave candles
+ Hammer

+ Hanging man
Shooting star

GETTING STARTED

Candle charts indicate early trend reversal, but they also have the advantage
of displaying the foree underpinning the move. Sinee nearly every candle line
has a story to tell about the market's mood and manner, we'll start with how
to use real bodies to gauge the force of the trend.

You may remember from a previous discussion that the Japanese call the
candle's real body the essence of the price movement. Indeed, the length of
the real bodies, In relation to thelr shadows, fumishes you with unique In-
slghts into the psychology of the stock market. Obwiously, a tall white real
body reflects a session when the bulls are dominant, whereas a black real
body shows that the bears have greater control. However, when the real body
shrinks (the real body can be black or white), 1t 15 a strong hint that the prior
trend may be losing steam.

A spinning fop (see Exhibit 2.14) 15 the pleturesque Japanese term for a
candle with a small real body, elther black or white. Spinning tops may have
upper and lower shadows—or none at all. The important identifying trait of
these candle hines s thelr diminutive real body. Later, you'll learn how spin-
ning tops are components of candle formations such as morning and evening

iks

Spinning tops  High wave candlas
& B
FXRIRIT 2.1 Spinning Tops and High Wawve Candles
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For a small real body the color is not important. The diminutive size ofthe real body

'.i‘

e
(k4
l—l.

sends aut the warning signal, not the colar.

stars, haraml, hammers, and shooting stars. In Section Two, we'll talk abont
a spinning top that has no real body, called a dojl.

A small real body shows that the bulls and bears are battling it out in a
tug-of-war, with neither the bulls or bears being able to take dominant con-
trol. Selling pressure (bears) pushes the real body down, but buying pressure
(bulls) keep it friom being a long black real body., In the other scenario for a
spinning top, demand is stepping n but supply is counterattacking and, in
doing so, keeps the market from forming a tall white candle.

Spinning tops have a sort of cousin named high wave candles, High wave
candles also have diminutive real bodies, either white or black. To qualify as
a high wave, however, these candle lines must not only have small real bod-
1es but also long upper and lower shadows, The shadows of the high wave
candles need not e the same size, but both the upper and lower shadows
hawve to be unusually long.

If spinning tops translate into indeclsion on the part of the bulls and
bears, high wave candles indicate downright confusion. As you can see by
studying Exhibit 2 1B, the long upper shadows mean that some time after the
sosslon's opel, buying pressure thrust the securdty's price to an extended
high. During the same session, selling pressure drove the price to a pro-
tracted low. Tet, by the session’s close, the price returned almost to the open-
Ing price. That's confusion!

Mow, take spinning tops and high wave candles into the context of an
uptrend or downitrend on a chart. In a solid uptrend, a market might rise, but
the shape of the candle lines during the ascent s an iImportant ¢lue about the
sustainability of the advance. Long white real bodies are like a green light

=

A high wave candle has the name bacause the Japanese compare the very extended

upper and lower shadows to lange ocean waves. Once again we get a sense of the pic-
tarial representation the Japanese give to the names of the candle signals.
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showing that the prior rally 15 going sirongly. However, if there are small real
bodies (either black or white) during an ascent, caution 1s warranted from
the long side. This s because the small real bodies imply that the bulls have
less than full control—Iin spite of the advancing prices. Such spinning tops
are a warning not to follow this market from the long side. Spinning tops be-
come even more consequential in a market that 1s bocoming overextended
and perhaps nearing resistance: A trend shift or reversal may be in the offing.

Conversely, If vou see spinning tops moving sideways in a consolldation
pattern or box range, they are not signaling a trend reversal or shift. The
market 1s simply resting until it breaks up, or down, from that price zone, As
such, spinning tops and high wave candles have no trading implieations
within a box range environment.

Three candle lines that contain spinning tops are the hammer, the hang-
ing man, and the shooting star. These candle lines are shown in Exhibat 2.2,
Lat’s first focus on the hammer and hanging man, since they have the same
shape. We will then address the shooting star.

The hammer and hanging man candle lines have small real bodies (elther
black or white), and these real bodies have to be at or near the highs of the
session. Another eriterion is that they need very long lower shadows (at least
two to threo times the helght of the real body). Because of their identieal
shape, vou dentify themn depending on where they appear in an uptrend or
downtrend. As you can see in Exhibit 2.2A, a hammer will appear at or near
the bottom of a decline, either brief or extended; thus the name hammer,
which suggests that the market 1s hammering out a base. The hanging man
(=ee Exhibit 2.2B) has the same shape as the hammer, except that it comes
after an uptrend, preferably at a new high for the move, Because of the hang-

Hammar Hanging man Shoating star
A B C
Real bodies can be black or white
EXBIRIT 2.2 Harrner, Hanging Man, and Shooting Star
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With the hanging man's bullish lower shadow, one might think that this line can only

be bullish. Akthough the bullish shadow is a positive, the hanging man's small real
body shows that there is some hasitation. And the long lower shadow, while it is a

plus, shows that at some time during the session the market had sold off.

ing man's bullish long lower shadow one must walt for a close under the
hanging man's real body before becoming bearish.

The shooting star1s a top reversal line, just ke the hanging man. A shoot-
Ing star, however, displays a long upper shadow, and its small real body 1s at
of near the lows of the sesston. We can see how the name describes the line,
as It appears to e a shooting star, complete with long tall, scaring across the
sky. The Japanese say that the shooting star shows “trouble overhead.” Be-
cansa of the shooting star's bearish long upper shadow, we don't nead as
much bearish confirmation with that Ine as we do with a hanging man.

Az shown in Exhibit 2.2C, the shooting star 1s a bearish reversal signal, so
it must appear during a rally. Shooting star real bodies can be elther white or
black.

A shooting star tells vou that the market 1= rising in an upirend and 1= per-
haps becoming overbought. Finally, the bulls refuse to pay any more, The
shooting star forms as the session opens near, oF at, what will torn out to be
the low. It rises, but the bulls cannot sustain the demand. Bears come n and

The Japanase have an all-encompassing description for candle lines that form with

lang lower shadows and small real bodies near the top of their range: wmbrella lines.
In one Japanese book there was a line that looked like a hammer. The text related to
this figure said, "Buy from below and sell from abowve.” As with most candle stick wis-
dom in the ariginal, this text required some mental gymnastics. | finally deduced that
thie author rmeant that we should feel bullish with a hamrmer shape line after a falling
market Cbuy from below”) and bearish after a rising market ("sell from abowve®). De
ciphering these secrets ofthe Orent presented a real challenge!

Source: '.ﬂun3|'g.'5|$ of Stock Price In _I-EFIE n." TIZIH.':.'I:I: 1] ||:l|:l:ll'| Technlcal &Ana rg.'iti Aszoclatan, 1986,
pg. 82
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drive the price back down. Remember, a long upper shadow on anry candle
means selling pressure,

As you learn and review the different candle formations, you can see
how each candle line tells a story. With small real bodies indieating indect-
slon, long real bodies showing definite opinion, and buying and selling pres-
sure belng revealed by lower and upper shadows, it's no wonder vour skill at
reading candle charts will add to your success as a trader or Investor,

In Section Two, we'll talk about a candle similar to a shooting star, called
a gravestone dojl. Its appearance in the context of an extended rally 1s more
menacing than that of a shooting star. As a matter of fact, dofl In general
broadeast extremely mportant signals.

For now, though, please procesd with the questions that follow, Don't
forget to read over the answers that follow. They contain information that
will add to your store of knowledge,

CHECK YOLR UADERSTAADING

Duestions lor Chapler Two, Se clion One: Spinning Tops and
High Wave Candles
I. A long lower shadow on a datly chart shows that
a. the market pulled from its highs by the end of the day.
b. the market bouneed from its lows by the end of the day.
. the bulls and the bears are In balance.
il. the bears are In control.
2. The iz another name for a small real body.
a. counterattack pattern
. shaven head
. spinning top
d. shaven bottom
3. To be considered a spinning top candlestick line, the real body has to be
a. white.
b. black or white.
. black.
il. no color, sinee it's a dojl
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What statement best defines a high wawve candle?

. The real body roast be black,

b. The real body st be white.

. There must be a long upper and lower shadow,

il. There must be a large real body.

What does a high wave candle imply?

i. The market s confused.

b. The bulls are in charge.

. The bears are in charge.

il. There is complete balance between bulls and bears
Which of these are essential for a hamroer?

d. A downtrend

b. A long upper shadow

. A tall white candle

il. Both a and b

Which statement or statements best describes a hammer?
d. The high has to be near the close of the sossion.

. The lower shadow showuld be no more than one and one-half times the
hedght of the real body.

. It must appear in a lateral trading range.
il. Both b and e.

. The color of a harmmer's real body 1s

a. blask
b white
. plald.
il. elther black or white.

. What differentiates the hammer from the hanging man?

. The eolor of the real body.

b. The hanging man has no upper shadow, whereas the hammer can have
a long upper shadow.
. The trend preceding the hammer or hanging man.

il. Harnmers can be used in all time frames; the hanging man 1= used only
for daily charts.
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10, Tse the following st (a. to k) to answer the twio questions marked A and
B below.

4. The market 1s in an uptrend.
B. The market 1s in a downtrend.
. A long upper shadow at least two or three times the height of the real
by,
il. A long lower shadow at least two or three times the helght of the real
by,
. A black real body.
I Awhite real body.
. Either a black or white real body.
. Little or no upper shadow.,
Litfle ar no lower shadow.
i- Along, black real body.
K A long, white real body.
A From the Ust above, choose the four eriteria needed for a hammer:

-

= B

E. From the list abowve, choose the four criterla needed for a shooting
Star:

1. Why does a hanging man need extra bearish confirmation?
4. Because of its close near the high of the session
b. Because of a small real body
. Because of its long lower shadow
il. Both a and &
12. What does a hanging man need for conflrmation?
a. A higher high during the next session
B. Thiring the next session, a close under the hanging man’s close

. During the next session, a close above the hanging man's upper
shadow

. Thring the next session, an opening under the hanging man's open
13. Which candles have one-sided shadows?
a. High wave candles
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b. Shooting stars
¢. Hammmers
il. Both band e

. A shooting star has a real body,

d. black

b. white

. either black or white

il. There 18 no real body, as the shooting star must also be a daji.

. Pick two eriteria for a shooting star:

a. Downitrend and a long upper shadow
b. Uptrend and long lower shadow

. Uptrend and long upper shadow

d. Dovwnitrend and long lower shadow

. If we combine the shadows of a shooting star and a harmmer, we would

have a
a. fall white candle.
b. tall black candle.
. high wave candle.
il dajl.

. When vou see a small real body at a prior price resistance area, it indi-

cates that

a. market participants are undecided about whether they will pay a
higher price for this security; some holding long positions may choose
o take profits.

b. 1t's a national holiday.
. 4 continuation pattern is in foree.
il. the bulls are in control.

. When a stock In a strong uptrend slows, and then retraces in an orderly

fashion, then forms a candle with a small real body, it could mean
d. you can take that ehart off your wateh list
b. the recent downirend may be losing foree,

. vou should wateh for the next sesslon's possible bounce and possible
long entry, as the uptrend may resume.

d. you should enter a short position on that stock
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FXHIEIT 2.4 Question 22

Use Exhibit 2.5 to answer questions 22 and 24.
23, What candlestick signals are these lines?
d. Harmrmers
b. Shooting stars
. Hanging man lines
il. High wave candles
24. Which line 1s a sell signal?
d. Mone of them
b. Line 1
. Line 2
il. Line 3

1 2 3
FXBIBIT 2.5  Cusstions 23 and 24

25. In Exhibit 2.6, which of these 15 (are) shooting stars?
d. land 2 . 1
b. 2and 3 d. 4

/l N N

EXBIEIT 2.6 Question 25

s
F
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Z6. In Exhibit 2.7, which of these 15 (are) hammers?
a. 3
b. 3and 4
. All
d. 1and 2

O \+\T/T

1 2 3 4

FABIRIT 2.7 Cuestion 26

Answers for Chapler Twoe, Section One: Sploning Tops and
High Wave Candles

I. b. Candle charts llustrate the action between the bulls and bears durlng
that session. A long lower shadow showing on a day’s candlesticlk means
the market sold off during the session. By the end of the session, how-
ever, it bounced off the lows, This means that one of two seenarios un-
folded: Either the bears retreated, or the bulls came back into the market
with enough force to overcome the bears.

2. «. The Japanese nicknamed a diminutive real body a spinning top. & spin-
ning top warns that the market may be losing its momentum. For in-
stance, If the market is at, or near, a new high—especially after a steep
advance—ithe emergence of a spinning top could be a signal that the bulls
are having trouble contimung their ascent. This signal cantions that the
prior move is stalling,

One session's small real body doesn't tarn the trend from down Lo up.
Stlll, a series of spinning tops in the same support area shows that the
bears were unable to sustain those lows into the end of the sessions,
This could lay the foundation for a potential rally. The same concept
wiotlld be true with a series of spinning tops at a resistance area. Such a



Single Candle Lines 41}

@

scenario would show that each time the market climbed to that price re-
sistance, the bulls were not able to maintain the highs into the close, This
would be a warning signal to those holding long positions.

b. The spinning top (aka a small real body) 1s not dependent on the eolor
of the real body nor on the length of the shadows,

. A candle with a long upper and lower shadow 1= called a high wave
candle.

a. & high wave candle shows that the market is in a standoff between the
bulls and the bears. When a high wave candle emerges after a downirend
or an uptrend, the Japanese say the market has lost its sense of direction.
This lack of market orlentation reans that the prior trend 1s in jeopardy.

d. The harmmer, with its long, lower shadow and a elose near or at the
high, 1s eastly understood to be a bullish signal. The term harmmer derives
from the fact that the market 1= hammering out a base. It also means that
a bottom 15 30 solld it does not break, even when a hammer knocks away
at it. A hammer gives a potent signal when it appears after a significant
downiwn or In an oversold market. In other words, the hammer 1s a po-
tential bottom reversal Indicator. As such, it needs a downtrend to re-
verse, Sinee the hammer 1s most useful after a significant downturn, 1€
should be noted that there may be selling on a rally from the hammer.
Therefore, the first bounee after the harmrmer may fall, and the market
may return to test the hammer's support.

d. The hammer roust have a small real body at the top end of the trading

range. This shows that the market initially sold off during the session,
then bounced back by the session’s end.

. il. The color of a hammer's real body can be either black or white.,

. Three aspects differentiate the hanging man from the hammer: trend,
extent of the move before the candle line, and confirmation.

AL I L g, e The hammer can be recognized by four criteria:

*+ The real body 1s at the upper end of the trading range. The color of the
real body 1s not important.

+ A long lower shadow that should be at least twiee the height of the real
by,

# [t should have no, or a very short, npper shadow,
* The market should be in a downirend.
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iB.) . ¢, 2. 1. The shooting star can be recognized by four eriteria:

*+ The real body 13 at the bottom end of the trading range. The color of
the real body 1s not important.

A long upper shadow that should be at least twiee the helght of the real
by,

It should have no, or a very short, lower shadow,

* The market should be in an uptrend.

il. The hanging man has a long, lower bullish shadow and a small real
body at or near the top end of the trading range. As such, this candle line
shows that the market sold off during the session but by the end of that
seasion had bounced back to close at or near the highs. Although the
small real body of the hanging man could give a little hint that the bulls
are losing some momentum, its long lower shadow nonetheless keops the
trend pointing north. Thus, we would need bearish conflrmation before
tuming negative on the hanging man line.

b. This confimmation 1s close beneath the hanging man's real body. The
reason 1s that if the market closes lower the next day, those who bought
o the close of the hanging man day (and many trades cecur at the close)
are now left “hanging” with a losing posttion. This is why I would also like
to see the hanging man at an all-time high, or at least at the high in the
context of a significant move. In this seenarlo, the longs entering on the
hanging man session are in thelr position at new highs, thus making them
rmore nervous. Consequently, those longs might decde to back out of
thelr now losing position. That could cascade nto more selling,

il. A one-sided shadow means that an extended shadow appears on the
top or bottom of the real body. Therefore, a candle line with a long lower
shadow (If It meets other erteria) 1s a hammer. The candle line with a
long, one-sided shadow above its real body would be a shooting star.

. The real body of the shooting star can be elther black or white, Even if
the shooting star had a white real body, it would still be a close near the
low of the sesston.

. €. Beeause the shooting star 1s potentially a bearish reversal signal, it

rmust appear n the context of an uptrend. A shooting star should also
have an upper shadow at least two times the helght of the real body.

16, «. Combining a shooting star’s long upper shadow and a hammet's long

lower shadow abowve and below a short real body would produce a can-
dle line fitting the definition of a high wave candle.
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d. A small real body, whether alone or integrated Into a two- or three-
candle pattern, indicates indecision as to whether a higher price will be
paid for this security.

. . When a stock In a strong uptrend and retraces in an orderly manner,

yvou can wateh for a small real body as a possible clue that the retrace-
ment 18 losing force.

. . The hammer and the hanging man have the same shape. What differ-

entlates one from another 1s that for a hammer the prior trend st be
down and for a hanging man, up.

B. A hammer comes after a decline and has a long lower shadow, small
real body (black or white) near the top end of the trading range, and Hi-
tle or no upper shadow, All these lines met these criteria.

. Although a elassic hammer 1= a potentially bullish reversal signal, this
exhibit shows us the importanee of putting candles in context of the pro-
ceding price action. In this example the market 15 making consecutively
lower lows and lower closes and lower highs. This keeps a shortLerm
downirend intact. However, the multiple hammers are reflecting that the
market 1= rejecting low price levels as it descends. Consequently, the
market’s downtrend keeps us from buying, but the potentially bullish
applications of the hammer keep us from selling. Therefore, the best
sirategy In this seenario would be to stand aside.

b. In scenario 2 we see a hammer confirming a prior low and therefore a
potential support area. This ralses the probability that the market will
bounce from this area. Scenarios 1 and 4 would not be hammers, sinee a
hammer must come after a downirend. Seenario 2's hammer may be
potentially bullish becanse the market 1s oversold, but the odds of a turn
with the hammer are better with the hammer in scenarto 2 that 1s con-
flrning support.

. Candlestick lines with long lower shadows and small real bodies of the
top end of the trading range, during an uptrend, are hanging man lnes,

a. Although these are all potentially bearish hanging man lines, the bear-
ish conflrmation of such a ling comes with a close under the hanging
man's real body, Sinee no such close occurred, we did not get ary sell

signals.

. . Bome requisites for a shooting star include an uptrend, a small real

body in an aseending trend, and lttle or no lower shadow. The only
scenario that meets these criteria is scenario 1.
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Z6. a. A hammer 1s a candle line with a long lower shadow (at least twice the
helght of the real body) and a small real body at the top end of a trading
range, with little or no upper shadow. A hammer must also come after a
downirend. Bcenario 2 meets these criteria. Seenario 1 does not have a
lower shadow long enough, scenarlo 2 has an upper shadow that 1s too

long, and scenarnio 4 comes after an upirend instead of the necessary
downirend.



SECTION TWO

The Dangerous Doji

doji. The doji plays an important role in candle charting techniques. When

it appears in the context of an uptrend, especially In a zone of prior re-
slstance, It can signal a signifieant trend shift, or reversal. Maturally, candles
subsequent to the doji's appearance confirm the potential tum.

In fact, the doji’s ability to eormiey the market’s message 1s echoed in a let-
ter I recelved from a medical doctor. He wrote, “As a physiclan, I can most
appreciate the simplicity and effectiveness of candlestick charting. Like a
stethoscope, simplistle in design, but powerful in diagnosis, candlestick
charting has shown me a form of technieal analysis well suited to diagnosing
the health of my stocks.”

I n this section we'll focus on the powerful single candle line known as the

Iy this section vou will learn . . .

* The definition of a doji

« How to identify different types of doji

+ The importance of doji when they appear In uptrends and downtrends
= How to interpret a dojl when it forms in a box range

ey berms Lo wike ly For:

+ Diojl

+ Diragonfly doji
+ ravestone doj
Morthern doji
Southern doji

41
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The Japanese place great significance on the power of the dojl Especlally In
the context of a market experiencing a mature uptrend, this candle line,
elther alone or included In a two- or three-candle pattern, warns you that a
trend shift may be in the offing.

The dofi 1s a session In which the opening and closing prices are the
same; therefore, it resembles a cross. Like the spinning top, the dojll indicates
a market in complete balance between supply and demand. Sinee a doji ses-
s10n represents a market at a juncture of indecision, it can often be an early
warning that a preceding rally eould be losing steam,

The ideal doji forms with the same opening and closing price, but this
rile iz flexible. When the opening and closing prices are only a few tlcks
from each other you can still consider the candle lne as a dojl.

IMaybe you've heard the old saying, “The stock market hates uncertainty.”
The doji 1s symonymous with uncertainty. Consider the doji a warning that
the framework budlt by the bulls may soon falter or crumble.

While doji are extremely valuable at calling market tops (especially after
a long, white candle), they sometimes lose signal potential when defining
market bottorns, The dojl’s possible negative influence at trend tops comes
from its warning that the market s indecisive. As such, a close over the doji's
high eould be a signal that the bulls have regained a foothold.

Although a doji’s appearance in a rally might signal an exhaasted market,
adaojl’s emergence in a downtrend may not portend a bottom. Other Western
Indicators, and certainly price ervironment, must confirm a market turning
into a base, Why? Remember that a doji indicates indecision. Indecision and
uncertainty in an oversold market may just be a resting place before another
downium resumes,

[repending on the placement of the open and close price on the session,
some dojl have nieknames. These doji are still reversal indicators, but they
hint at more positive or negative outcomes. A few of these specially named
dojl are the dragonfly dojl, the gravestone dojl, the Northermn dojl, and the
Southern dojl. Exhibit 2.8 llustrates these special doji Ines,

The pronunciation of daji is doh’ gee. The plural of daji is daoji.
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Long-leggead doji Dragonfly doji Gravestona doji

||| |||
| T

Mortharn doji Southarn doji
EXRIEIT 2.8  Daoji

The dragonfly dofi forms with the open and close near, or at, the high of
the candle. This candle emits bullish implications. Itf's long lower shadow
shows that the market fell sharply during the session, but buying pressure
pushed the price back up to close at, or very near, the session's high. If
you'te thinking this dojl resembles a hammer, but without the real body, you
are correct.

Pay attention when you see the dragonfly dojl emerging during declines
that have become oversold. Mommally doji in declines are not important, but
the dragonfly dojl 1s an exception.

The bearish counterpart to the dragonfly doji 1s the gravestone dogi, also
shown in Exhibit 2.8, The gravestone dojl's open, low, and close all reside at
thie bottom of the candle. From the shape of this dojl vou ean understand its
name: It looks Hke a tombstone.

i

The daoji is more influential when it is arare occumence, f numerous daoji have formed
on a particular chart, do not wview the developrient of a new daji as meaningful.




THE CANDLESTICE COURSE

||l

Lol

A Japanese proverb says, "Don't climb a tree to catch a fish.” The grave stone dajihas
an aminous sound to its name and portends a potential uptrend reversal, but don't
give it more import than it has. Even though its extended upper shadow and close at
the low amplifies a trend change, candle signals don't forecast the scope of a possi-
ble decline. Remember, candle signals give you eardy reversal or change signals, but
they don't predict future price targets. 5o, even if there are numercus gravestons
daji, it doesn't parforce mean the market will fall that much steeper. It just means that
the odds of a tum are greater than they would b= with one gravestone doji.

The gravestone doji’s strong point is in calling top reversals, Imagine an
uptrend becoming overbought, rising on white real bodies. Perhaps a glance
at the chart tells you that recent resistance at this same price level 1s also in
place. Mow, the gravestone doji appears. The market opens, rises to a much
higher price (shown by the extended upper shadow), then falls to the low of
the session to close, For the moment, at least, the bears have won control. If
the next candle falls to the downside, the signal 1s complete.

Naturally, if the candle that forms after a gravestone dojl rfises above it
and culminates In a long white real body, or other positive candle line, the
potential frend reversal signal given by the gravestone dojl 1s negated.

To differentiate between dojl appearing in a rally and those materializing
in a decline, I refer to the former as Northern dofi and the latter as Southern
dori. A doji with long upper and lower shadows 1s called a long-legged dogi.

Like a pivotal word in a sentence, the doji gives optimum signals when
taken in the context of a prior trend, when they eonfimm other technieal ndi-
cators or patterns, and during consideration of follow-through action.

1

When the market is rising and overbought, and then a doji appears after a tall, whita

candle, the Japanese say that the market is tired. What an appropriate way to view
doji. & doji's emergence may not foretell an immadiate price revarsal. It may only sug-
gest that the market is vulnerable and susceptible to change. A trader can use the
highest high b=tween the doji and the prior candle as resistance. If the market closes
abowe that area, the Japanese say the bulls are refrashed.
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In Sectlon Three, we'll Andsh our discussion of single candle lines by ex-

ploring the messages displayed by bullish and bearish beli-holds and their
long real bodies. We'll also talk about the psyehology that underpins these
candle lines “with an attitude.”

CHECKR YOLR LADERSTAMDING

(uestions for Chapler Two, Sectlon Two:
The Dangerons Dajl

@

A dojl is a session

d. in which the open and close are the same.

b. that creates a candle line with only an upper shadow,
. in which the open and the low are the same.

il. that develops a candle with a very long lower shadow.
What does a doji signal?

d. The market action 1s one-sided.

I. The bears have taken control.

. The bulls and bears are In a stalemate.

il. The bulls are in control.

If a spinning top has a very small real body, it has the same Implications
asa

a. dojl.

b. long, black real body.

. long, white real body.

il. Mone of the above,

For a dragonfly doji, the represents the open, high, and closa,
a. low of the sesslon

B, middle of the session

. high of the session

il. midway point of the real body

The doji iIn a rally is a sell signal.
i. sometimes

b. always
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€. never

il. None of the abowve

For a gravestone dojl, the iz the open, low, and close,
a. low of the session

b middle of the session

. upper 105G of the session

il. midway point of the real body

. Az a hammer's real body gets smaller, it will ultimately become ain)

a. dragonfly daji.

b Inverted hammer.
€. gravestone dojl
il. hanging man.

As a shooting star's real body gets smaller and smaller, 1t will ultimately
becorme

4. adragonfly doji

b. a hammer.

. a4 gravestone daojl.
. None of the above,

A spinning top 1s to a long real body as ain) 15 to a spinning
top.

4. Inverted hammer

b. bullish belt-hold lne

. bearish belt-hold lne

il. dajl

A doji nan uptrend is called a

4. gravestone dojl

b. dragonfly doji.

. Southermn dojl

il. Mortherm dojL

Northern dojl are most effective when

. the dojl 1s n the middle of a trading range.
b. the market 1s very overbought.
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. the dojl appears at a resistance area.
id. Both b and e
12. Use Exhibit 2.9 to answer the following questions by filling in the blanks:
(&) Which is a gravestone dofi?
(B Which is along-legged dofi?
(O Which is a dragonfly dofi?

ML

FXBIBIT Z2.5%  Cuestion 12

13. Exhibit 2,10 shows a dojl In a downtrend. Should you pay attention to this
doji?
d. Yes, because the dojl 1s confirming a support level,
b. Mo, because dojl in downirends are not important.
. Mo, because the dojl works best in neutral trading environments,
il. Yes, because dojl work well In shori-term downtrends.

Support level --—--—--- i R
EXBIBIT 200 Cuestion 13

14. Exhibit 2.11 shows dojl following a tall white candle. Assuming this is a
daily chart, at what price would the market have to get above to be con-
sidered a bullish breakout?

a. A close over 2
b. A close over 3
. An intraday move over 3
d. A close over 4
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FXHIIT 200 CQuestion 14

15. Mateh the patterns shown in Exhibit 2,12 with their candlestick terms.

X
/ "W |/

/Jr \+
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FXHIEIT 202 CQuestion 15

Camdlesilck Hams Flgure Mumber

Hanging rivan
Shoating star
High wawe candle
Harmrmer
Morthern daji
Southern doji

crpROFR

Answers for Chapter Two, Section Two: The Dangerous Dajl

I. a.The doji reflects a market in a state of transttion and is, consequently,
one of the more iImportant individoal candle ines, A dojl session has a
horizontal line instead of a real body, because a doji is formed when the
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ses=lon’s open and close are the same. Stay especially cautious when
vou see a dojl materialize after a tall white candle In the context of a sig-
nificant uptrend. This 15 true whether the doji 1s within the prior long
white real body or above 1t A doji means that the bulls are failling to sus-
tain the upside drive. In this seenario, the market 1= considered tired by
the Japanese, hence susceptible to a correction.

. A dojl i= synonymous with indecision. In such conditions, the market
becomes vulnerable to correction. Dojl often work better as markers of

top reversals than bottorm reversals.

d. Although the 1deal dojl has the opening and closing at the same level,
if the real body is small enough, It has the same implications as a dojl.
How do you decide whether a near-dojl day (Le., the open and close are
very close, but not exactly the same) should be considered a doi? One
method I recommend 15 to compare a near-doji day to recent action. If
there are a serles of very small real bodies, I would not view the near-doji
day as significant, since 20 many recent periods had small real bodies or
daojl.

. The dragonfly doji eompletes its formation with the open, high, and
close all at the session’s high. As such, iE might have more bullish impli-
cations than a regular dojl. The long lower shadow of the dragonfly doji
lustrates the market selling off steeply during the session and then
springing back to close at the highs of that seasion.

d. A dojlis more effectve if it appoars in an extended rally or uptrend, es-
pecially if the market 1= overbought (meaning it has moved up too far, too
fast). Its signal 1s even more powerful if it appears at a resistance level

d. The gravestone dojl completes its formation with the open, low, and
close all at the session’s low, Therefore, it has slightly more bearish im-
plications than a regular dojl. As its name Imples, this dojl sets a negative
tone with its long, upper shadow. It tells vou that the market opened,
then moved up to an Infrasession high, but fell to close at the opening
price.

d. A3 a hammer's real body becomes smaller, it may become a dragonfly
dajl, sinee such a doji displays the open, high, and close at the high of the
sesslon. Consequently, with a hammer's small real body at the top end of
the trading range, when the real body gets smaller and smaller (meaning
the open and close get eloser to one another), the trend culminates in the
formation of a dragonfly dojl
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. The gravestone doji has the open, low, and close at the low of the ses-
slon. & shooting star, with it=s real body near the bottom end of the trad-
Ing range, would become a gravestone doji as its real body shrinks.

. il. In this question, we're comparing the size of the real bodies. Conse-

quently, a spinning top has a smaller real body than a long real body. Con-
tinuing this analogy, a doji session has a smaller real body than a spinning
top session. Remember, a spinning top 1= the nickname for a small real
body.

il. As opposed to a doji in a descending market (a Southem dojf), a dojgi
In an ascending market 18 called a Northern dojl. In my experience,
Northern doji are more effective at calling top reversals than Southern
dojl are at ealling bottom reversals

il. When a dojl appears in the middle of the trading range, I suggost you
ignore it. Dojl, ke most candlestick signals, are reversal indicators;
therefore, they need a trend to reverse. If the market 15 In a lateral (Le.,
box range], there 1s no trend to reverse; the doji would not be a signal to
place a trade. The odds of a turmn for a Morthern doji are enhanced if the
market 15 overextended and 1s near resistance. It's iImportant to remem-
ber that the more signals vou have confirming the same support or resis-
tance level, the more lkely a reversal is. Consequently, if a dojl appears
to conflim a resistance area, the odds of a tum 1s higher than if no prior
resistance 15 in place. This underseores the critieal aspect of always con-
sldering candle signals in the context of recent price pattern history. In
this nstance, if the market moved in a lateral range before the doji ap-
peared, we would not use it as a trading signal. But if a dojl developed
after a rally, and especially if the doji confirmed a prior resistance area,
it has a high probability of being a reversal signal

i4). 2. The gravestone doji has the open, low, and close of the bottom
end of the trading range and a long upper shadow,

B 1. A long-legged doji has very long upper lower shadows. It's also
sometimes called a high wave dojl.

iCp. 3. A dragonfly doji has the open, high, and close at the high of the
seasion. If's probably ecalled a dragonfly sinee it resembles the insect of
that name, with very long wings at the top of its body.

4. Normally a dojl in a downirend (a Southern dojt) doesn't work as well

as a Northern doji. However, all candle signals must be observed in the
context of the owverall market picture. In this example the doji 1s con-
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firming potential support. As such, this doji talkes on more significance
and should b heeded.

14. 4. Since the high of the doj i= at 2, we use a close above that level on
which a bullish breakout would be signaled.

15. 4. 1
b3
b
d. 2
. 4
I.6



SECTION THRED

Long Real Bodies, the Cons unimate
Storviellers

amall real bodies, These small real bodies project indecision on the part of
market participants, especially when they form at support and resistance

areas.
Mow, we'll switch gears and talk about long real bodies. Candle lines

with extended real bodles can also display strong signals, especlally when
they touch support and resistance zones. Toward the end of this section,
we'll surnmarize market psychology as it pertains to single candle lines and
thetr shadows, as well as thelr real bodies,

In previous sections, we focused on single candle lines that incorporate

In his section vou will learn . . .

# NMarket sentiment that underpins long white or black real bodies

# Hullish and bearish beli-holds, what they look like, and what they mean

# The importance of belt-hold lines when they develop at support and re-
alstance arcas

+ How belt-hold lines add to your money managernent skills

* The significance of upper and lower shadows on all candle lines

ey lerms o wikch For:

Bullish belt-hold

Bearish belt-hold

White opening shaven bottom
Black opening shaven top
Belt-hold candle line

Blow -off
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GETTIANG STARTED

A candle chart displaying small real bodies at the culmination of an upirend
or downtrend—or even Intermediate moves to the upside or downstde—
indicates that bulls and bears are fighting in a dead heat. The flip side of
these small-bodied candle line reversals, which include spinning tops, high
wave candles, and dojl, are single candle lines ineorporating long black or
white real bodies. The Japanese refer to the candle line featuring this ex-
tended real body as a belt-hold.

As Exhibit 2,13 llustrates, the bullish belt-Rold 15 a tall, white candle that
opens on (or very near) the low of the seasion and closes at, or near, the high
of the sesslon. When it appears in a decline, it forecasts a potential rally.
When it appears during an ascent, it keeps the bull trend intact.

The Japanese name for the belt-hold is derived from the sumo wrestling temmn,

vorikird. Yorikiri means “pushing your op ponant out of the ring while holding onto his
belt.”

Bullish balt-hold Bearish balt-hold

Raesistancs

FXHIEIT 2.03  Balt-Hold Lines
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The Jlapanese say, "A single arrow is easily broken, but not ten in a bundle.” 5o it is

with wvaolume and candles. Valume is a significant companent of market psychology.
Strong volurme fuels a security’s mowve to the upside or downside and even helps to
confirm trands. Conversely, a security's move up or down on low volume will often
fail, as investor conviction is lacking.

& bearish belt-hold has significant power in foretelling a trend reversal if it opsns
near resistance, then falls to close at or near the close many points down, fed by
strong wvolume. Conversely, a bullish beli-hold that rises of f support on strong wolume
has more fuel to initiate an uptrend if it forms an high volurme and closes at or near
the high of the session.

Az vou can see in Exhibit 2,13, the bearish bell-hold 1= a long, black can-
dle that opens at, or near, the high of the seasion, then tumbles lower as the
sossion unfolds. If this candle line appears in the context of a mature up-
trend, it may form a top reversal

enerally speaking, the longer the helght of the beli-hold candle line, the
more iImportant s the signal it gives. That makes sense, becanse an extended
range culminating in a session's elosing at the opposite end from the opening
means that either the bulls or the bears dominate that session.

As youl can see by the support and resistance lines In Exhibit 2,13, beli-
hold Unes that appear at prior support or resistance areas, thereby confirm-
ing the strength of those areas, are extremely valuable signals since they
Increase the chanees of a reversal. Belt-hold lines also gain value as a rever-
=al signal when they have not appeared regularly on the chart’s recent me
frame.

Like many candle trend reversal signals, bullish and bearish beli-holds
can play an important role in sound meneyv-management prineiples. Say vou
are long and vour stoe k rises nleely in an uptrend. Soon, a dojl or spinning top
appears, then a bearish belt-hold forms. The doji was a warning to scale back
ol longs, bt the bearish belt-hold completely confirms the reversal and could
slgnal a time to consider closing your entire position and taking profits,

The reverse scenario oecurs if you are holding a short position in the con-
text of a downtrend. Perhaps the decline slows, and a bullish belt-hold forms
at a prior support area. ¥You may choose to cover part or all of vour position,

thus preserving vour gans.
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Whilz we are on the subject of shadows, trend lines drawn on a candlestick chart ara
drawn the sarme way as they are on a bar chart—by connecting a session's lows fora
support line and the session’s highs for a resistance line. There the top of the upper
shadow and baottomn of the lower shadow are the areas used for trend lines.

Wewve explored the size of real bodies thoroughly in previous pages. Still,
the candle's upper and lower shadows—or lack of them—also tell a story. In
the last section, we looked at the long lower shadows of hammers and the
long upper shadows created by shooting stars. The long lower shadow of the
hammer echoed the fact that at some dme during the session the market had
sold off sharply, but by session’s end the market had regained all the lost
ground and closed at or near the high of the session. In other words, the long
lower shadow visually shows that the market had rejected lower price levels
A long upper shadow, such as that in a shooting star, llustrates a market that
tests and then rejects higher prices.

Likewise, if there 15 a tall white candle that also has an extended upper
shadow, that upper shadow offsets some of the bullish implications of the tall
white candle. Conversely, the bearish implications of a long black candle are
mitigated by a long lower shadow. Consequently, when analyzing candle
lines, one should consider both the real bodies and shadows,

Conversely, imagine yvou see a market stabilizing at prior lows or a sup-
port zone, then stabilize. At that time, mary of the shadows develop with de-
fnable long, lower bullish shadows—despite the size of the real body. That
tells you that buyers are accumulating each time the price comes down to
that support level, As a trader or iInvestor, you might monitor that stoek for a
poasible basing move and subsequent long entry, if and when it penetrates re-
slstance on strong volume,

You've learned how powerful single candle nes can be. When they de-
velop near support or resistance, they can become even more potent.

In the next chapter, we'll study candle patterns. These patterns, con-
structed of two or more candle lines, give ineredibly powerful signals that
help foretell trend reversals, Like thelir single candle line colleagues, patterns
come with highly descriptive names, including dark cloud cover, tweezers,
and three white soldiers,
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CHECKR YOLKE LADERSTAMNDING

nestions for Chapter Two, Section Three: Long Real
Bodies, the Consummal e Sloryviellers

=

What 1s a bullish beli-hold line?

d. A tall, white candle with a long upper shadow

b. A tall, white candle with a long lower shadow

. A ftall, white candle with the same open and close

il. A tall, white candle that opens near the low of the session and closes
at or near the high of the session

What 1s a bearish belt-hold Hne?

d. Along, black real body that opens at the high of the sesslon and closes
at or near the low of the session

b. A long, black candle with a longer upper shadow

. Along, black eandle that plunges below the prior box range

il. A long, black real body that eloses below the prior candle’s low
When does a bearish beli-hold Une become more significant?

a. When the major trend 1s sideways

b. When the major trend 15 up

¢. When the belt-hold 1s near resistance

. When the belt-hold 1s near support

The longer the height of the beli-hold candle line, the the
signal it glves,

d. less iImportant

b. more Important

. later

il. less consistent

O a candlestick chart, what points do we use to draw a support ine?
. From the bottom of the real bodies

b. From the top of the real bodies
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. From the bottom of the lower shadows
il. From the top of the upper shadows
6. The smaller the real body, the
a. greater the force behind the move.
b. more the market has bounced off its lows.
. maore the market has sold off its highs
il. less the foree behind the move,

7. Imagine you held 500 shares of XT3 as a short position. The stock moved
down in a sharp decline, until it neared the same price zone as the most
recent low, At that support point, it rallied, forming a bullish belt-hold.
This eandle formation suggests that you shonld

a. cover at least part, of vour short position.
B. add to your short position.
. walt for the S&P 500 to make a new high.
il. buy puis to hedge your position.
#. A sertes of long lower shadows as the market 1s descending
. strengthens the outlook for a bearish scenario,
B. shows that demand is easily overcoming supply.
. shows that the market 1s descending reluctantly.
. None of the above,
8, When analyzing a single candle Une, one should consider
a. only the real body.
b. the upper and lower shadows,
. the real body and shadows.
il. the real body and the upper shadow,
10. In Exhibit 2.14, what 18 the market telling us?

E
/L

FXBIIT 204 Question 10
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d. The trend 1s fully up, as shown by higher highs.
b. The trend 1s slightly lower, due to higher lows,
. The trend 1s neutral.

il. The trend 15 mostly higher, but caution 18 warranted due to long upper
shadows,

Answers [or Chapler Twe, Section Three: Long BEeal Bodies,
the Consummale Storviellers

@

il. A bullish belt-hold line 1s a tall white candle that has very little or no
lower shadow and lttle or no upper shadow,

d. A& bearish belt-hold line s a long, black real body that opens at the high
of the session and closes at or near the low of the session. It has small or
nonexistent upper or lower shadows.

. A bearish beli-hold line displays added bearishness when it confirms a

resistance area by opening near resistance, then plunging lower into the
close, This indicates heavy supply at the resistance zone.

b. Generally speaking, the wider the price range of the belt-hold candle
line, the more important the signal it gives.

. In candlestick eharting, we draw support or resistance lines the same
way we draw it on a bar chart. Consequently, when we draw a support
line, we connect the lows of the lower shadows on the candle chart, just
as we would connect the lows on a bar chart. This brings out an impor-
tant point about candle charts: Becanse they use the same data as a bar
chart, we use the same techniques on a candle chart as we do on a bar
chart, Including an indicator as basie as a trend lne.

. Ome of the major attributes of candle charts s that they serve as a
quick visual clue telling you whether the bulls or bears are In control of
the market. When you see a tall, white candle, the bulls are in charge,
When a tall, black real body forms, the bears are in charge. & spinning top
i m=mall real body), however, suggests the market 1s undecided and tells us
the pricr trend may be losing sorme momeniun.

a. When you are holding a short position and wish to retain your profits,
constder covering all or part of your short position when a bullish belt-
hiold appears at support.

. A tall lower shadow shows that the market 1= rejecting the lower
prices of the session. A series of long lower shadow candles, even
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though the market may be falling, signals that the bears do not have full
control.

. The real body 1s called the essence of the price movement because of
all the information it provides about the demand-supply situation, but
shadows are also an important aspect. For example, a tall white candle
without an upper shadow could be viewed as more positive than a tall
white eandle Hne with an extended upper shadow,

il. Although the market 13 ascending, as shown by higher highs and higher
lows and higher eloses, the consecutive long upper shadows tell us that
the bulls cannot hold onto control into the close of the session. This

should make one more cautions about following a fully bullish stance,



The Power of
Candle Patlerns

SECTION ONE

Close Consins: Piercing, Dark Cloud
Covers, Engulling, and Counteratlacks

bine In a candle pattern. Just as the Japanese endowed single candle

lines with Imaginative names, they also bestowed eolorful deserdptions
on candle patterns, These desceriptive monikers underseore the nature of the
pattern's signals. For example, dark cloud cover 18 a bearish signal consisting
of a two-candle pattern that Indicates a top reversal, Of course, when dark
clouds cover the sky, It 18 the waming before the storm.

In this unit, we'll discuss patterns that inelude two or three candle lines,
We'll also discuss windows, which the Japanese call digjointed candles.

The section that follows explains dark eloud covers and engulfing, plere-
Ing, and counterattack patterns. Readily recognizable on eharts, these candle
pattemns offer potent signals of possible frend changes and reversals, Use
them in eonjunetion with Western indieators to find buy'sell setups and in-
corporate them Into your money-management tacties,

C andle charts are most powerful when two or more candle lines com-

L%
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irr this section vou will karn . . .

+« An overview of muliiple candle patterns

How to recognize the bullish plercing pattern

How to recognize the dark cloud cover pattern

The trmportance of bullish and beansh engulfing patterns

How bullish and bearish counteratiack patierns can lead to quick trend
changes

Neyv Lermes Lo waloly For:

# Bullish plercing pattern

# Diark cloud cover

# Bullish engulfing patten

*+ Bearish engulfing pattern

+ Bullish counterattack pattern
+ Bearish counterattack pattermn

GETTING STARTED

In earlier units, we learned about the power of single candle lines, Mow we'll
disenss why ruliiple candle patterns display even more Intense signals.

Just as indmidual candle lines send important signals about the market’s
health, two- and three-candle patterns that emerge during uptrends and
downitrends often presage a trend reversal, or change. Typically, a two-candle
pattern begins with the topping or bottoming candle; the next candle con-
firms the reversal. A three-candle pattern may start with the formation of a
candle in the eontext of a trend, followed by the topping or bottoming candle.
The third candle's appearance verifies the reversal signal

First, we'll discuss the two-candle pattern refermred to as the bullisk
piercing pattern (Exhibit 3,140, which appears In the context of a decline, or
downitrend. Naturally, the more oversold the decline, the more significant the
signal may be, The bullish plercing pattern consists of a black body forming
in the downtrend; the next real body culminates In a white real body that
closes within the prior black body, preferably more than one-half of the black
body's lengih. The white real body “plerces” the recent downirend, with the
bulls overwhelming the bears, Subsequent price action should confirm this
pattermn.
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Piarcing pattam Dark cloud cover

[ |ui

A B
EXHIBIT %0 Fercing Pattern and Cark Cloud Cowver

You might expect the counterpart to the bullish plercing pattern to be
called a bearish plercing pattern. However, the opposite pattern 1s a power-
ful top reversal pattermn known as dark clowd cover.

As ustrated in Exhibit 2.1B, a dark clowd cover forms a top reversal
pattern. The first session should be a strong, white real body. The second
session's price opens over the prior session’s high (or above the prior
sassion's close). By the end of the second sesslon, it closes near the low of
the session. The black candle should ideally close below the center of the
prior white candle.

This foreboding pattern graphically indicates that the bears constrainesd
the bulls. If the black real body does not elose below the halfway point of the
prior white candle, consider walting for bearish confirmation on the follow-
ing session. This could be a lower close on the next session.

If wou're waiting for a good sharting setup, pay attantion whan a security in a steep
uptrend that's overbought gets to a resistance area and forms dark cloud cover.

When that scenario takes place, especially with high volume, you may wish to survey
vour other technical indicators to see if a shorting setup is at hand. Of course, a closa
ower the highs of the dark cloud cover would be a reason to exit any shorts. Re
mermbsar the conce pts of stops!
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Here's an example of how candle patterns add to your money-management
skills by giving early warning of trend change. If you were holding a long po-
aition of a security in an uptrend and you saw the strong, white real body of
the first candle soaring into the uptrend, you would surely remain bullish. On
the next session, the security opens at a new high, confliming your bullish-
ness. By the end of that session, however, the priee has fallen well within the
prior session's real body, iIndicating that the new price high failed to hold:
Supply overcame demmand. At this point, your bullishness may change to can-
ton, and wisdorm tells you to take profits, This 15 a prime example of how
candle signals offer early reversal information and ean aid yvou in locking in
profits.

Next, we'll look at the two-candle pattern called the bulliskh engulfing
pattern, lnsirated m Exhibit 2.2, Like a plereing pattern, the bullish engnlf-
ing pattern typleally appears at the culmination of a decline or a downitrend
(=ee Exhibit 2.24). The market falls, and a black candle forms. Next, a candle
line develops with a real body that wraps around the prior session's black
body. (The Japanese sometimes refer to this as a hugging line, for obvious
reasons.) As the white real body opens under the prior black real body’s
close and closes abowve that session’s open, 1t shows that buyving pressure
has overpowersd selling pressure (Le, the bulls have taken charge!) If the
market iz solid, the lows of the bullish engulfing pattern should be support.
Thus, for those who are long based on this pattem, there should be a stop
under the lows of this pattern.

Bullish engulfing pattarn Bearish engulfing pattam
J! |
A

EXHIEIT 2.2 Engulfing Patterns
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When you see a bullish or bearsh engulfing pattern, you may think it resembles a
Westem key reversal, or outside day. You are right on the maney In classic Westem

technical analysis, a key reversal day or outside day takes place when a security
miakes a new high in the context of an uptrend. it then falls to close below the prior
day's close, resulting in abearish signal. The reverse is true for a downtrend, with the
key reversal day making a new low, then closing abowe the prior session’s open.

The flip =side of a bullish engulfing pattern 1s the bearish engulfing pai-
tern, which appears at the top of a market experiencing an upirend. A white
real body 13 engulfed by a black real body, suggesting a top reversal. As you
can see in Exhibit 3.2B, the black real body gaps open above the prior white
real body's close. Then the market falls to elose below the prior session's
open—a bearish signal That movement indizates that supply has overpow-
ered demand. Obevdously, the bears have wrested control from the bulls, If the
market 15 weal, the high of the bearish engulfing pattern should be a resis-
tance area.

The next pattems we'll study are counterattack lnes. Counterattack lines
are formed when opposite-colored candles have the same close,

The bullish cornterattack Ene ocours during a decline. As illustrated in
Exhibit 224, the initial candle in this pattem is usually a black candle. The

Bullish courterattack pattarn Baarish countarattack pattarn

| | Closa

EXHIEIT 3.3  Counterattack Patterns
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With the bullish and bearish engulfing pattems, only the prior real body neads to be
engulfed. Shadows need not ke engulfed.

next candle opens lower, which delights the bears. Suddenly, the bulls stage
a counterattack by propelling prices to the prior candle's close, This causes
the downirend to stall.

The bullish counterattack pattern s similar to the bullish plercing pattern.
The difference is that the bullish counterattack line does not move up into the
prior candle's real body. Instead, it returns to the prior candle's elose, The In-
ability of the bullish counterattack formation to push into the former candle’s
real body tells you that it may not be quite as potent as the plercing patter,
nonetheless, the counterattack line should be respected. It shows a changing
of the guard from bears to bulls, and that's always a significant event.

In a bearizk counterattack pattern (see Exhibit 2.2B), the first white can-
dle shows the bulls happily in control. The next candle gaps open higher, but
the bears mish in to foree the closing price down to the prior session’s close.,
The surprised bulls have no doubt swallowed thelr recent optimism and nosw
find themselves on shaky ground.

Asvou've probably sunmised, the bearish counterattack pattern 1s stmilar
to dark clond eowver, but again, the black counterattack candle does not pen-
etrate the prior session's real body. Instead, it closes at the prior session’s
close. This suggests that dark cloud cover may display a slightly stronger sig-
nal, but again, whenever supply overwhelms demand, it significantly changes
the market's texture,

Bearish counterattack lines send especlally potent signals when the sec-
ond session gaps open mack higher than the previous session. This tells you
that the market moved strongly in the direction of the prevatling trend, then
made a sharp U-burn to elose at the prior day's closing price. In other words,
it shot up, only to end back down where it started.

Tou can magine the same scenario, with directions reversed, for the bull-
ish counterattack pattermn.

Now you can see why the two-candle bullish and bearish engulfing pat-
tern, bullish plercing pattern, dark eloud cover, and bullish and bearish coun-
terattack patterns are such powerful indicators. Strong opinlon drives the
price in one direction, then suddenly that opinion reverts, Driven by a swift
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change in supply and demand, the price turms around and shoots in the op-
posite direction.

In the next section, we'll talk about addiional two-candle patterns that

presage trend change. For now, though, answer the guestions that follow,
then check your answers to galn more insights on the patterns just discussed.

CHECKRYOLR LADERSTAMDING

Duestions for Chapter Three, Section One: Close Cousins:
Piercing, Dark Cloud Covers, Engulfing. and Counteraltac ks

=]

From the cholees listed, select three conditions needed for a plercing
patterm.

a. Uptrend.

b. Downtrend.

¢. The first candle 1s blacle

il. The first candle 15 white.

. The second candle 1s black
I. The second candle 1s white.

. From the list in question 1, choose three conditions needed for dark

clond cover,

Asthe second session of a plercing pattern pushes more and more deeply
into the first candle, it may become a

. moming star.

b. dojl star.

. dark cloud cover.

d. bullish engulfing pattermn.

The opposite pattern to the dark eloud cover is
d. the bearish engulfing pattermn.

b. the bullish engulfing pattermn.

. the plercing pattert.

il. the harmmer.

A plercing pattern 1s to a bullish engulfing pattem as a Istoa
bearish engulfing pattern.
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4. bearish counterattack
k. bullish counterattack
. bearish harami

il. dark cloud cover

. For a bullish engulfing pattern, which is frue?

4. The second session's white real body has to wrap around the prior ses-
slon's shadows.

B. The second seasion's white real body has to wrap around the prior ses-
=slon’s black real body.

. The second session's black real body [ias to wrap around the prior ses-
slon's black real body.

il. The second session's white real body hias to wrap around the prior ses-
slon's white real body.

. From the following list, choose the two main uses for a bullish engulfing

pattert.

(1) As a bullish contiruation signal
(21 As a bottom reversal signal

(3 As support

(4) Asresistance

a. land 2

b. 2and 2

. 3and 4

il. 1 and 4

. The two candle lines that make up the bullish engulfing pattern have

. the same color real bodies.

b. a black real body followed by a white real body, in a downitrend.
. awhite real body followed by a black real body, in a downirend.
il. twio white real bodies Ina downirend.

. Adark eloud eover 1s to a plercing pattern as a is to a bullish en-

gulfing pattem.

a. bearlsh engulfing pattem
b. evening star

. bearish counterattack

il. bullish counterattack
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10, The most significant difference between the bearish engulfing pattern
and a dark cloud cover is

d. the second session of the bearish engulfing pattern wraps around the
prior white real body, while the second session of dark eloud cover
closes partially into a prior white real body.

b. the bearish engulfing pattern wraps around a prior black real body,
while the dark cloud cover wraps around the prior black eandle.

. the dark eloud eover appears after an uptrend, while the bearish en-
gulfing pattern comes after a downtrend.

il. the dark cloud eover develops after a downtrend, while a bearish en-
gulfing pattern appears after an uptrend.

I 1. From the following Ust, which are the requisite conditions for a bearish
engulfing patterm?
(1) The market 1s in a downtrend.

(2 On the second session of this pattern, the market should open abowve
the prior session’s close,

(2} Om the second sesston of this pattern, the market should close below
the prior sesslon’s open.

(47 Onthe second session of this pattern, the market must close above
the prior session’s high.

. land 2
b. 3and 4
. land 3
d. 2and 2
12. If an extremely large white candle completes a bullish engulfing pattern,
vou should
it buy tmmediately on the elose of the white candle, since 1t 1s 50 strong.
b. 2]l on the close of the white candle, since the markeat 1s overbought
. 1t depends on the rskireward profile.
il. Mone of the above,
13, The important constderations of a bullish counterattack pattern are
(1) the market 1s in a downirend.

2y an the second session of the pattern, the market must open under
the prior session’'s high.
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(2 on the second session of the pattern, the market st open sharply
under the prior session’s close, or low,

(4) on the last session of this pattern, the market must close above the
prior session's close,

a. land 2
b. 1 and 4
. land 3
d. Zand 3

Omne aspect of the bearish counterattack is that today’s 1= the same
as vesterday's

4. close, open
B. close, close
€. Open, open
il. open, close

. Last the order in which patterns form as a white candle real body mowves

more deeply into a black candle.
(13 Bullish counterattack

(2 Bullish engulfing pattern

i3 Plercing pattern

(4) Dark cloud eover

. 1,23

B 1.3 2

o 2,31

. 4

I6. List the order in which pattems fonm as the elose of a black real body

moves more deeply Into a white candle.
(1) Bearish counterattack.

(21 The pattermns are all the same.

(2 Dark cloud eover.,

(4 Bearish engulfing pattern.

a.1,3 4

b. 4

c. 1,23

d. 4,3, 2
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17. Which of the patterns in Exhibit 3.4 are bearish engulfing patterns?
a. All
b. land 2
. 3and 4
il. 1

TR
. 5'/-/¢

Eefer to Exhibit 3.5 to answer questions 13 to 20,
ﬁ] j ;
() (¥

FABIBIT 2.5  Cusstions 1820

18, What candle signal is at x°2
a. Hanging man
b. Shooting star
. Bullish engulfing pattern
i. Mone of the above
19, Assume the dashed line s our target on a bounee. Should you buy at the
close of candle lne x?
d. Yes, since the candle signal at 1 1s a potentially bullish turming signal.
b. Mo, because x has a small real body.,
. Mo, because the riskreward of the trade 1= not attractive,
il. Yes, because the riskireward of the trade 1s attractive.
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20. Assume the dashed line is our target on a bounce. Should you buy at the
close of candle line ¥7

a. Yes, since the lows of the hammer should be support.

B. Mo, because ¥ 1s a black candle.

. Mo, because the rislkoreward of the trade 18 not attractive,
il. Yes, because the riskteward of the trade 1s atiractive,

Z1. In Exhibit 3.6, after which bullish engulfing pattern 15 the market most
likely to bounce?

a. 1

[55]

1]
.3
d. 4

WA
TR T ]

Ulse Exhibit 2.7 to answer questions 22 to 24,

il

FXBIRIT 3.7 Cuestions 22-24

22. The pattermn shown in Exhibit 2.7 has the same group of candle lines as
which pattern?

a. A bearish engulfing pattem . A dark eloud cover
b. A plercing pattern d. A tweezers top
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Whv 13 the pattern In Exhibit 3.7 not a classie example of this pattern?
i. The black candle did not open high enough.
b. The lower shadow of the black candle 1s not long enough.

. The close of the black real body did not intrude deeply enough into the
white real body.

il. The white real body was not long enough.

Based on the pattern in Exhibit 2.7, what should you wait for to increase
the likelihood of a top reversal?

a. Walt for doji

Bb. Wait for the next session to close more into the white candle’s real
body.

. Wait for another tall white candle.

il. Wait for none of the above.

. In Exhibit 3.8, which 1s(are) plercing patterns?

a1
b. Zand 2
. 4
d. land 2

EXBIEIT 3.8 Cuestion 25

26. In Exhibit 3.9, which groupis) of candle signals hint(s) that the bulls are

losing momentum?
|

b. 2

. 2and 2

d. 4



Tl

THE CANDLESTICE COURSE

|
|1 Lt |[1 e

1 2 3 4
FAHIEIT 3.9  Cuestion 26

27. Which of the bullish counterattack lnes shown in Exhibit 210 is more
likely a reversal?
a. Mone of these
b. All of these
. 2

d. 3

W

1 2 3 4
FXHIEIT 2000 Question 27

\I “\ N\ N\
:

Answers for Chapler Three, Section One: Close Consins:
Plercing, Dark Clond Cover, Engulfing. and Counteraltac ks

I. b. . I. The plercing pattern s composed of two candlesticks Ina falling
rarket. The first candlestick session in this pattern has a black real body;
the second has a long, white real body. The white session opens sharply
lower, under the low of the prior black session. Then prices push higher,
creating a relatmely long, white real body that eloses above the rldpoint
of the pricr day's black real body.
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. d. & The dark cloud is the opposite of the plereing pattern. The dark
cloud cover 1s a dual eandle pattern that represents a top reversal after an
upirend. The first session of this two-candle pattern 1s a strong, white
real body. The second session's price opens above the prior session's
high, meaning above the top of the upper shadow. By the end of the sec-
ond day's session, however, the market closes deeply within the prior
sesslon's white body.

d. If the white candle 1s large enough to close above the opening of the
prior black real body, it will become a bullish engulfing pattern.

. The dark cloud cover takes place in an uptrend, forming a black real
body closing deeply into a prior white real body. The opposite of that 1=
the plercing pattem. It 15 a bottom reversal signal that oceurs during a
market decline, and has a white real body that pushes deeply into the
prior black real body.

il. This question compares how deeply a real body closes into a prior real
body in the two patterns. The plercing pattemn has a white candle that
closes partially into the prior session’s black real body. The bullish en-
gulfing pattern has a white real body that completely wraps around the
prior session's black real body. Since a bearish engulfing pattern encom-
passes all price action of the prior white candle, darks cloud eover, which

only partially moves Into the prior sesslon's white real body, 1s the cor-
rect answer,

b. A bullish engulfing pattern requires that a white real body wraps
around the pricr black real body during a downirend. It is not a requisite
for a bullish engulfing pattern that the white real body wrap around the
pricr session's upper or lower shadows,

b. Besides acting as a potential bottom reversal signal, the lows of the
bullish engulfing pattern can be used as a support level.
. A bullish engulfing pattern consists of a white real body that wraps

around a black real body In the context of a downirend. They have to be
consecutive sessions.

d. In this analogy, the dark cloud cowver 1s the opposite of the plersing
pattern. The opposite of a bullish engulfing pattern is a bearish engulfing
patterm.

. il The combination of candle lines for both the bearish engulfing pattern

and dark cloud cover are the same. Specifically, the market 1= moving
up, and the next session consists of a white candle immediately followed
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bv a eandle with a black real body., The main difference between the
bearish engulfing pattermn and dark cloud eowver 18 that the bearish en-
gulfing pattern's black real body must wrap around the prior session’s
white real body. The dark cloud cover need only move into the middle of
the prior sesslon's white real body.

. Sinee the bearish engulfing pattermn conststs of a black real body that
wraps around a white real body i an uptrend, the open of the second
seasion (Le., the black real body) must open above the prior session’s
close,

. & bullish engulfing pattern doesn't equate with automatically buying,
whether one buys or not on this pattern (or any candle signal) is depen-
dent on the riskreward profile of the potential trade.

. A bullish counterattack pattern ocours during a decline. The first can-
dlestick of this pattern is a long, black real body. The second session
opens dramatically lower. At this point, the bears feel confident. The
bulls then stage thelr counterattack by pushing the price back up to
the prior elose, so the price 18 virtually unchanged. It's important that the
market initially opens deeply under the lows of the preceding session.
This gap down shows that the bears have a foothold, at least at the open-
Ing bells. But by that session’s end, the bulls come back in what the
Japanese call a kamikaze battle, to reburn the market to the prior elose,
b. A bearish counterattack pattern requires that (1) the market 1s In an
uptrend, (2 a white candle 1s immediately followed by a gap higher open-
Ing, and (3) the session that gaps higher closes unchanged, at the same
price as the prior white candle session's close,

. b All these patterns are bottom reversal signals that have a black candle

directly followed by a white candle that opened wealker, The difference
In these patterns is the extent to which the white candle intrudes into
the black candle. The bullish counterattack pattern has as its second can-
dle a white candle that closes at the same price as the prior session’s
close, A plercing pattern’s second session (white) candle closes above
the pricr session's close. (Ideally, it closes above the center of the prior
white candle.) The bullish engulfing pattern develops with a white candle
for the second session that completely wraps around the prior session’s
black real body. The dark cloud cover has a black candle closing in a
prior white candle’s real body.

I6. a. The bearish counterattack has as its second candle a black real body

that closes at the same price as the prior (white candle) session’s close,
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The dark cloud eover's first session 1s a white candle. The second session
i1z a black candle that moves below the prior sesston's close. (Ideally, the
black candle closes at least halfway into the white candley The bearish
engulfing pattern has as its second session a black real body that com-
pletely wraps around the pricor seasion’s white real body.

. . Two eriteria for a bearish engulfing pattern are a black real body en-

gulfing a precading white real body, and the market must be in an up-
trend. Although in examples 1 and 2 we see black real bodies wrapping
around white real bodies, the trend preceding the pattern was Incomreact,
Therefore, 2 and 4 meet the requirernent for a bearish engulfing pattern.

. il. Thi=1is a hammer. The shape of the Ine 15 eoarrect and the trend before

the line was the requisite downtrend (even though it was a short4erm
downirend .

L0 If one buys on the hammer's elose, the rsk I8 to the bottom of the

lower shadow of the hammer (that should be a support area). Next we
have to determine the potential upside of the trade, which in this case 1=
the dashed resistance line. Consequently, we now have our stop-out level
(under the low of the hammer's lower shadow) and a price target (the
dashed line). Mow we ask the plvotal question: Is this a good trade based
on the riskreward profile of this scenario? In this case, with the risk just
about the same as the reward, this might be a trade to bypass, This brings
out a critical aspect of the candle charts: Even a beautifully defined can-
dlestick Hne or pattern may not offer an attractive trade because of a
poor riskreward.

il. While the market 1= descending at v, we now have a better riskreward
than in the previous question. This is because the hammer is still poten-
tial support and we still have the same price target shown by the dashed
line. Sinee at ¥ we are now near the bottom end of the hammer's support
area (the bottom of the lower shadow’, we have a tighter stop with more
upside potential nrelation to this stop-out level, Of course, If the market
closed under the lows of v, one should consider vacating longs.

i. In this case, we see volume confiiming the potential bullish implica-
tions of the bullish engulfing pattern. Specifleally, there 1= Hght volume
on the black real body portion of the bullish engulfing pattern and vol-
urme nerease on the white trmaround candle. Although choles ¢ also has
higher volume on the white candle than the black, answer d has a much
higher-volume session on the white candle compared to the black candle
than does cholee ¢, This question displays a powerful aspect of the can-
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dle charts: All classic Westerm charting techniques, such as violume in this
exarmple, can be easily merged with candle charting techniques,

. This 15 the same combination of candle lines needed for a dark cloud
cover, Specifically, the market 1= In an ascending mode with a black real
body that opens above the prior session's high and then closes into the
prior session’'s white real body,

. A classie dark eloud cover should have a close higher than the middle
of the prior tall white candle, which shows that the bears have intruded
descply into the bulls’ territory.

b. Bearish confimmnation of a less-than-deal dark cloud cover can be ob-
tained by walting for the next sesslon (after the second session of the
dark cloud cover) to see a elose that goes more deeply Into the white can-
dle that started the dark cloud cover.

. €. A plercing pattem 1s a potentlal bottom reversal signal in which the

market opens under the prior day's close, or preferably under the prior
day's low, and then closes above the middle of the prior black real body.
In seenario 1, the elose of a white real body did not get deeply encugh
into the black real body. In seenario 2, the close of a white real body was
sirong enough that it wrapped around the black real body and so became
a bullish engulfing pattern. Seenario 2 did have the same combination of
candle lines that 1s needed for a plercing pattern, but these Unes came
after an uptrend instead of the necessary downitrend.

26, ¢. In scenario 2, the last two candle lines form a dark cloud cover, which

27.

1z a potential top reversal signal. In scenario 3, a serfes of small real bod-
les typifies a market that is mnning out of steam. In scenario 1, although
the last candle 13 a hanging man lne, we would need bearish confir-
mation of that line to tum negative. Seenario 4 shows a serles of rela-
tively tall white candles with higher highs, lows, and closes and therefore
no signs of losing bullish momenturm.

il. The theory of the bullish counterattack i1s that the market should open
robustly lower than the prior session and close unchanged from that
prior session. Such a elose on the second sesslon proves that although
the market opened sharply lower, the bears could not sustain control of
the market into the close. In Exhibit 3,10, the only scenario that had a
sharply lower opening was 3.



SECTION TWO

The Harami and Harami Cross,
Horning and Evening Stars

n this section, we're going to discuss more candle pattems that are
formed by a combination of single candle lines. First, we'll look: at an in-
teresting two-candle pattemn called the haramd, and a variation on that pat-
tern Enown as a haram) cross, Then we'll delve into a powerful three-candle
pattem—ihe star pattern—renowned for calling bottom and top reversals,
The star pattern Incorporates spinning tops and dojl. As you remember, we
dizcussed the shooting star before, Mow we'll explore morming stars, evening

stars, and stars that include a dojt, called morning doji stars and evening daojt
stars,

I this section vou will Iearn . . .

¢ The importance of the harami and harami cross

+ The differences between the harami and harami cross

* The power underpinning the harami cross

= How to differentiate between the harami and the engulfing pattern
* How the harami pattern compares to the Western inside day

* The criteria for morming and evening stars

+ How morning and evening stars call bottom and top reversals

+ How volume activity intensifies star signals

feyv lerms Lo wilel For:

* Harami

* Harami cross

+ Petrifying pattern
# Inside day

* Sfar

* Morming star

+« Evening star
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GETTIANG STARTED

In previous sections, we talked about single candle lines called spinning tops.
These small real ines are components in the reversal pattermn referred to as
the Barami.

Az shown in Exhibit 3.11, the first real body of this pattern 1= an unusu-
ally long black or white real body. The next candle consists of a small real
body, which 15 completely within the prior real body,

The color of the real bodies In this pattern 1s unimportant: They can be
opposite or the same.

Az vyon can see, like all candle patterns we've disoussed so far, the harami
15 a reversal pattern. The Japanese say that when the harami pattern (Exhibit
2,114 appears, a preceding rally or downtrend 1= losing its breath. The bear-
ish harami tells us that despite the bullish white real body that moved the
market higher, the tiny real body that follows indicates uncertainty and n-
decision. As vou leamed In previous sections, the imited price range of the
amall real body—especially when it follows a real body with a wide price
range—shows that trend velocity has weakened.

Om the other hand, when a bullish harami (Exhibit 2. 11B) appears in a de-
cline or downtrend, the selling pressure demonstrated by the first long, real

Baoarish harami pattarn Bullish harami pattarn

I

| I:

A B
EXBIRIT .40 Harami

| SIDE LIGHT

The term harami is derved from alapanese word that means pregnant. The first can-
dle has a large body (the mather) with the small real body (the baby) inside it.
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If bizth the first and second candle s of a harami pattem are white, it is callad a white
white hararmi. If the first is black and the second is white, it is called a black-whita
harami. | just call thern both harami since the colors of the real bodies are not signif-
icant in this pattam.

body in the pattern 1s apparent. Then the second tiny real body forms.
The bears suddenly lose momenturn; they are unable to close the market at
or below the prior candle’s close, Uneertainty sets in, as the harami foretells
a possible reversal and trend breal Do you understand how this pattemn tells
youl an important story about market ervdronment, with s aceompanying
change of sentiment? If the second real body 1s a doji instead of a spinning
top, it 18 called a karami cross (Exhibit 2,120,

Next, we'll discuss an intrguing pattern known as the star, Indead, this
pattermn 1s a star when it comes to calling top and bottom reversals!

A star 1s a small real body (think spinning top) that gaps away from the
long real body preceding it in an uptrend or downirend. The third candle in
the formation also should gap away from the real body of the star, leaving the
star's real body 1solated at the top or bottom of an uptrend or downirend. Ide-
ally, the real bodies should not overlap, although the star's real body can in-
trude into the prior candle’s shadow,

The star's real body represents a tug-of-war between the bulls and bears,
It's a similar concept to that of the haramil—a strong move in an uptrend or
downitrend, directly followed by an indecisive time period. The star repre-
sents astronger Indtial surge in the prevailing trend, however, before opposite
forces arrive to quell 1t

Bearish harami cross Bullish harami cross

Im+ |

! it

EXBIBIT 2.02 Harami Crosses
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The star is the middle portion of two candle patterns called the moming
star and evening star (Exhibit 3.13). The moming sfar 18 a bottom reversal
pattern that derives its pleturesque name from Mereury, the morning star
that appears just before sunrise. Just as the morming star precedes daylight,
the morning star candle pattern potentially presages higher prices.

Threa candle lines form this pattern. First, in the context of a downtrend,
a long, black candle develops, assuring the bears that they continue to b In
command. Then a small real body or spinning top appears, gapping down at
the open of its session and delighting the confldent bears, The star (the mid-
dle portion of the morming star) completes its formation in a tight price range,
without Fising back to close into the pricr black real body, alihough it may rise
to an intraday high that infringes on the black candle’s lower shadow, The
final candle of the morning star pattern 1s a white real body that moves deaply
into the first session's black candle. This panics the bears, as the white candle
proves that the bulls have taken control and reversed the downtrend.

The moming star’'s bearish counterpart 1s the svening star. Three candle
lines make up this top reversal signal. In the context of an uptrend, a long

| | b o
| ar
| | 1|
Black I | |
ar
. | |

Morning star Evening star

! | |
. - | |

Morning doji star Evening doji star
EXBIRIT 2.0%%  Moming and Bvening Stars
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Certain volurme signals infuse even more power into the star pattern. For example,

imagine a setup in which light wvolurme develops on the first candle line, followed by
heavy wolurme on the third candle line. The light volurme tells you that the force pro-
pelling the initial trend was weakening. The star materializes, showing unce rtainty.
Strong wolume shooting into the third candle fuels the force that ignites the new
trand.

white candle appears, convineing the bulls that the rally will contimie. Then
the star appears in the form of a small real body that classically gaps up from
the white candle’s closing price. The star's real body (black or white) re-
mains 1solated as the next candle confirms the trend top by gapping away
from the star and producing a long, black real body that pushes into the white
candle’s real body. The final candle seals the fate of the bulls as the bears
grab eontrol and push the market downward.

If the middle portion of elther the morning or evening star 1s a dojl in-
stead of a spinning top, the patterm 1s called a morning dofi star or evening
dofi star (Exhibit 2.13).

The valuable harami, harami cross, and star pattemns offer you more re-
versal patterns to place in your trader’s toolbox. Your ability to recognize
these patterns on charts of any time frame will add to your trend forecasting
and moneynanagerment skills,

In the next two sections of this chapter, we'll diseuss more candle pat-
terns that signal top and bottom reversals. We'll also explore an entirely dif-
ferent concept, that of candles In continuation pattems. First, though, please
cormplete the questions that follow, Be sure to check the answers that follow
the questions for added information.

CHECK YOLR LADERSTAND G

Duestions for Chapler Three, Section Two: The Harami and

Harami Cross, Morning and Evening Stars
i. Theharamiis a slgnal
si. bullish reversal €. continuation

h. bearish reversal d. bullish or bearish reversal
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The harammi pattern is

4. asmall real body followed by a long real body,

B. a small real body that must form inside the prior long real body.
. two consecutive small real bodies

d. Both b and ¢

. Which staternent 15 true about the color of the real bodles for a hararmd?

4. Both sessions maust have the same-color real bodies,

b. Both sessions car have the same-color real bodies,

. The first session must be black, and the second session rmust be white,
il. Both sesslons rust have opposite-color real bodies.

An engulfing pattem consists of a long real body wrapping around a small
real body, Which candlestick pattern has the reverse scenario—that 1s, a

long real body followed by a small real body?
a. A plercing pattern

b. A dark cloud cover

. A harami pattemn

d. Botha and b

. What 15 the difference between the harami and the harami cross?

4. They are the same.
i. The haraml oross has same-color real bodles,

. The harami cross forms with a dojl as the second candle instead of a
small real body.

. The harami cross must come after an upirend.

. What iz the difference between a Western inside day and a haramm

pattern?
4. They are the same.

B. A harami requires that the open-close range be within the prior ses-
slon's open-close range, whereas an instde day requires a high-low
range within the prior session's high-low range.

. A harami requires a low that is below the prior session's low, but an in-
side day requires the low to e above the prior session's low,

il. Mone of the above

. From the list that follows, choose four conditions needed for a morming

star.
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1. Uptrend.

2. Downitrend.

3. The first candle of the pattern 1s black.

4. The first candle of the pattern 1s white,

5. The second candle of the pattern is white.

. The second candle of the pattern is either black or white.

7. The third eandle of the pattern 1 white.

B. The third candle of the pattern is black.
#. From the Ust In question 7, choose four conditions required for an

evening star.
%, A morning star pattern is a potential

. top reversal signal

b. bearish contnuation signal.

. bullish contnuation signal.

il. bottom reversal signal.

10, When an evening or moming star pattern develops, the second real body
of that pattern must be

. black
b. white,
. small

il. large.
11. Which part of the evening or moming star pattern represents the star
portion?
a. The first candle line
I. The second candle Une
. The third eandle line
il. The fourth candle line
12. Which session of the evening star pattern represents the reversal?
d. The first session
b. The second session
. The fourth session
d. None of the above
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13. If the star portion of the evening star is a doji, that pattern becormes
a. an evening daojl star.
b. atweezers top.
. a haram! cross.
il. a trl-star.
I4. In Exhibit 3.14, which 1s(are) evening stans)?
a. 3
b. 4
. 1
il. Both 2 and 4

® L Mo
AT AT A

15. In Exhibit 2.15, which 1s(are) harami patterns?
a. Al
i. Mone
. Both 2 and 3
d. 2

# .

1 2 3 ]
FXBIEIT 3.05  CQuestion 15
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Answers for Chapler Three, Section Two: The Harami amd
Haraml Cross, Morning and Evening Stars

=

il. The harari can be elther a potental top reversal or a bottom reversal
signal In the context of an uptrend, the pattern appears as an unusually
long, white real body immediately followed by a small real body (hlack or
white). This represents a potentially bearish harami. On the flipside, in a
descending market, a long black real body forms first, followed by a
small real body (black or white), again encompassed by the larger real
body's price range. This represents a bullish haramb.

b & harami pattern can take place during an uptrend or downtrend. Inan
uptrend, a long white real body 1s followed by a spinning top that forms
within the prior candle's real body. In a downtrend, a long, black real
body 15 followed Immediately by a spinning top that forms within the
longer candle's real body.

b. The second real body of the harami pattern can be white or black. For
example, If a white real body 1s the first portion of the harami, and a
small, white real body 18 the next session, the Japanese refer to this as a
white-white harami.

. . The harami is the reverse of an engulfing pattern. Whereas an engulf-

ing pattern presents a long candle engulfing the previous real body, the
harami emerges as an unasually long real body followed by a very small
real body. After a downtrend, the appearance of a haram) shows, as it 1=
expressed in Japan, that the decline is exhausting it=elf. A harami topping
an advance shows that the market has a poor chance of rising

. The haraml cross 18 sometimes called the petrifying pattern. Because
it forms with a doji as the second candle, this pattern often portrays more
likelihood of a reversal than the traditicnal harami.

b. Although the inslde day and the harami appear similar, the harami has
a rmajor advantage in that it may give a signal not avallable with the West-
em inside session. Specifically, the inside session requires that the cur-
rent seasion's high-low range 18 within the prior session’s high-low range.
However, the harami requires only that the current seasion’s real body be
within the prior session’s real body, even if the current sesslon’s high 1=
abowve the prior session's high or the current seasion’s low falls below the
prior sesslon’s low, This means that the haramil may provide a reversal
signal that 1s not apparent with the Westem inside day.

2. 3. 6, 7. The moming star 15 a three-candlestick bottom reversal pat-
term. It 13 made up of a tall, black real body followed by a small real body.
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The small real body gaps lower than the prior real body. The thind session
1 a white real body that moves well within the first candle’s black real
body.

1. 4. 6, 8. The evening star is a three-candlestick pattermn. The criteria for
this pattern include a market in an uptrend. Then along, white candle ap-
pears, followed by a small real body. The small real body can be elther
black or white and ideally should not toueh the real body of the first can-
dle. The third candle of this pattern 1= a black real body that ideally does
not touch the second real body. The third candle closes well into the
white candle line that made up the first candle of this pattern.

. il In the context of a downirend, the morming star 1s a three-candlestick

reversal signal. The first candle, a long, black real body, shows that the
bears are still in control. The second candle 1s a small real body that
shows the bears are losing momentum. This small real body should not
touch the prior black candle. The final twning signal and completion
of the morning star pattern arrives with the third candle, which should be
a tall, white candle that moves well into the first candle’s real body.

. In both the evening and the moming star, the middle candle lineg must
be a spinning top or dojl. The color of the spinning top 1s not relevant.

B. In both the evening and morming star pattern, the second session, or
splnning top, 1s referred to as the star,

il. The third black candle, which moves well Into the first candle’s white
real body, completes the sossion.

a. If a dojil appears as the second candle Hne (instead of a spinning top)
In a morning or evening star pattern, it 1s renamed a morming doji star or
evening doji star.

il. Seenarios 3 and 4 are evening stars. The color of the middle portion
(the small real body) of an evening star can be black or white. Scenario 1
1s not a elassic evening star because in an ideal evening star the second
real body should not be touching the first real body. In seenario 2, al-
though the grouping of candle lines 1s correct for an evening star, the last
candle should be black, not white,

. 4. These are all examples of harami patterns. The definition of a harari

pattern is a small real body within a prior unusnally long real body. The
color of the real body does not matter. Even if the shadows of the second
seasion of the harami are outside the real body of the first session, it 1s
silll a harami if the real body of the second session 15 within the real
body of the first session.



SECTION THRED

Picturesque Storviellers: Tweezers,
Crowms, and Soldiers

tell us more about the mood and manner of market environment. Al-

though the recent price action of a chart 1s iImportant, earlier price history
can also contribute to our assessment of future price movement. The storles
candle pattermns tell us, present and past, all add to our ability to evaluate po-
tential opporbunities that will contribute to our success as traders and
Investors,

Mow, on to the candle patterns known as tweezers, crows, and soldiers,
The knowledge vou've acquired in previous sections will make the following
Ppattems easy to understand.

In this section, we'll continue to explore interesting candle patterns that

In his section veu will leqaun . . .

* The construction of the candle pattern the Japanese call tweezers

+ How tweezers signal trend changes on long-term charts

= How tweezers Incorporate other eandle patterns

¢ The definition of feree black crows and the signal they give

* The pattern known as three advancing soldiers and variations on the
pattern

+ Caveats pertaining to three advancing soldiers

ey lerms Lo wileh For:

Tweezers

Tweezers top

Tweezers bottom

Three black crows

Three advancing soldiers

i



2 THE CAMDLESTICK COURSE

GETTIANG STARTED

The eandle pattern known as fweesers consists of two or more candle Hnes
with matching highs or lows, The name 1s derived from the appearance of
thelr formation. The feeerers fop occurs in a rising market when two or
more consecutive highs mateh each other, thus giving the image of the two
prongs of a tweezers (Exhibit 3.16). (Since tweezers pinch, the eonnotation
iz that the trend is getting pinched.) A feeerers bottom takes place In a de-
clining market, when two successive lows are equal.

Ideally, the tweezers pattern should develop with the first session ineor-
porating a long real body, In a declining market, this would probably be a
long black candlestick; in a rising market, i would finalize as a long white
candlestick.

The second session 1s interesting because it has many variations, It's
bast—but not absclutely necessary—when this sesston forms with a small
real body. You are already familiar with the candle lines that may provide this
component. For example, a tweezers top might finish with a hanging man, a

Tweszars top Twaazars top Tweszars top
and hanging man and harami cross and dark cloud covear

AT 1)

Tweszars battom Tweezars bottorn Tweazars bottomn
and hammer and harsrni and pisming pattern

|
IHI ||h| -

EXHIEIT 2.06  Tweszers Tops and Tweezers Bottams
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shooting star, or a dark cloud cover pattern. A tweezers bottom could culmi-
nate with a hammer, harami cross, or plercing pattermn.

With the first long real body and the second smaller real body Integrating
two consecutive highs, the tweezers top tells us that the bullish foree of the
long white candle began to dissipate with the small real body of the second
candle line. Also, since the second candle cannot make a higher high than the
first candle, the tweezers top adds to the outlook of a slakening of demand.

The tweezers bottom begins with a long black real body carryving the
happy bears to victory. But the next candle, with the same lows and often
completed with a small real body, switches Victory to uncertainty. As buying
bulls start nibbling, the bear's fallure to press the second session to a lower
low Intensifies thelr angst. Naturally, the next candle will help confirm the
potential reversal.

We assign little importance to two consecutive highs or lows shown on a
daily or intraday chart unless other defining signals are present. In and of
themselves, they are not noteworthy.

If wou are a long-term trader or investor, you probably study weekly and
monthly charts to obtain a longer perspective, 5o, as opposed to shorter ime
frames of intraday and daily charts, tweezers tops and bottoms that appear
on weelkdy and monthly eharts potentially indicate wnportant reversal sig-
nals. For exarple, if a declining stock finished the owrrent week by success-
fully holding last week's low, it could be the start of a base for a future rally.
Conversely, If a 15mimite candle on an iniraday chart suceessfully holds at
the prior candle’s low, it 1s not as signifizant.

The next candle pattern appears only at high price levels, or in the con-
text of a mature uptrend. The Japanese gave it the quaint name, three black
crows. Al=so called three winged crows, the three black crows pattern consists
of three black candles that should close at or near thedr lows (Exhibit 2,17

Three Hack cmows

EXHIBIT 3.5  Three Elack Crows
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| SIDE LIGHT

The Japanase refer to the opposite of the three black crows pattern as three advanic-
ing white soldiers, or three white soldiers. Again, as with other candle pattams, thera
is a military connection.

The first candle appears near the top of an uptrend that's already starting to
roll owver, or move down, Each sesston's open should ideally take place within
the previous session’s real body.

The three black crows pattern sends useful signals for long-Lerm traders
and investors, By the time the pattern coneludes with the cormpletion of the
third black candle, it’s already obvious that the market has fallen significantly
from its recent high. Were you holding a prospective long-tern position and
a three black erows pattern appeared on a weekly chart, in conjunction with
other iIndicators, it might warn you to take partial or all profits,

As we can see in Exhibit 3,18, {kree while soldiers appear as three long
white candles exhibiting consecutively higher prices. This 1s a continuation
pattern, and optimally, each candle should close at or near its high. The ines
form an orderly, ongoing fise, with each candle opening within or close to the
pricr candle’s real body. For this pattern, trend is not critical. The soldiers
may begin an upward climb out of a downirend reversal or may emerge dur-
ing arally. In these instances, the pattern suggests positive momentum ahead.

Pundits are fond of saying, “Trading 13 war.” The patterns in this sec-
ton—tweezers tops and bottoms, three black crows, and three white sol-
diers—provide you with extra ammunition to carry into battle, In the market
combat zone, the more knowledge you have, the more lHkely you are to sue-
cood. That's true now, more than ever, with volatility oecmring as an every-
day event.

Thrae white soldiers

33]

FXHIEIT 308 Thres White Soldiers
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A caveat regarding the three white soldiers pattem: Although the candles display a

healthy rise in the market, they do not necessarily give you a buy signal. When tha
candles move to an extended price range, be careful of entering long positions. Owver-
bought markets usually consolidate or retrace after prolonged price rises. The proper
lang entry may appear after a pullback to price support.

In the next section, we will discuss the powerful candlestick continua-
tion pattern known as windows The window represonts the Japanese ver-
slon of the Western gap, and 1t provides us with a host of compelling signals.

Before you go an to that section, though, answer the questions that fol-
lowr. Take your time to assess how much knowledge you absorbed from the
material discussed in this section. That's the best way to obtain the most
from this course ool

CHECK YOLR LADERSTANDING

Cuestions for Chapler Three, Secion Three: Tweezers,
Crows, and Soldiers

I. One condition that a tweezers top must display 15
d. matching highs.
b. matching real bodies.
. matching mid-points,
il. matching lows,
2. Ideally, In a mature advance, a tweezers top consists of
a. along black candle followed by a dojl.
b. along white candle followed by an evening star doji

. along white candle followed by a smaller real body that has the same
high.
il. along black candle followed by an 1sland reversal
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A tweezers bottom that fonms at the potental culmination of a decline
could form as

4. a small-bodied black candle followed by a bearish belt-hold.
b. a moming dojl star.

. 4 harami pattern with equal lows on both candle lines.
il. a plercing pattern followed by a harami

On a weekly chart, a tweezers top shows that

a. this week's high 1s the same as last weelk's high.

b. the top of the real bodies have the same lows,

. the top of the real bodies have the same highs.

d. None of the abowve,

One condition for a three black crows pattern 1s

a. three black candles

b. three black spinning tops.

. three bullish belt-holds

il. three dark cloud covers in a row.

. Three black crows signify a bearish market environment when they

appear In

4. a boX range.

B. an uptrend.

. adowntrend.

il. directly after a bullish plercing patterm.

. The signal generated by three black crows 13 best utilized by

a. day traders.

B, market makers,

. Mew York Stock Exchange specialists,

il. long4erm traders and investors,

A condition for the three white soldiers pattern 1=
. they appear in a sharp downirend.

b. they emerge in a box range.

. they develop in an uptrend.

d. None of the abowve,
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GETTIANG STARTED

The eandle pattern known as fweesers consists of two or more candle Hnes
with matching highs or lows, The name 1s derived from the appearance of
thelr formation. The feeerers fop occurs in a rising market when two or
more consecutive highs mateh each other, thus giving the image of the two
prongs of a tweezers (Exhibit 3.16). (Since tweezers pinch, the eonnotation
iz that the trend is getting pinched.) A feeerers bottom takes place In a de-
clining market, when two successive lows are equal.

Ideally, the tweezers pattern should develop with the first session ineor-
porating a long real body, In a declining market, this would probably be a
long black candlestick; in a rising market, i would finalize as a long white
candlestick.

The second session 1s interesting because it has many variations, It's
bast—but not absclutely necessary—when this sesston forms with a small
real body. You are already familiar with the candle lines that may provide this
component. For example, a tweezers top might finish with a hanging man, a

Tweszars top Twaazars top Tweszars top
and hanging man and harami cross and dark cloud covear

AT 1)

Tweszars battom Tweezars bottorn Tweazars bottomn
and hammer and harsrni and pisming pattern

|
IHI ||h| -
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%, Ideally, the real bodies that make up the three white soldiers pattern
should move In

d. an orderly rise with consecutively higher closes,
b. a sideways pattern.
. an uptrend that includes a 508 retracement.
il. an uptrend that includes a dojl
I0. Why could you eall three white soldlers the “good news, bad news”
pattern?
d. Because the candles look strong, but they are really wesal

b. Although the candles are moving up, short selling 1s responsible for
the uptrend.

. The candle’s rise 1= only a rebound in a bear market.

. Because a market that rises for three consecutive days may be In dan-
ger of becorming overbought.

1. Mateh the patterns shown In Exhibit 3. 19 with their candlestick term.

AN A \!+ /|
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Candlestick Name Flgure Numnber
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L
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FEmrpAAFS

Bearish engulfing pattern

Bullish engulfing pattern

Hararni

Harami cross

Tweazers top

Tweazers bottom

Dark cloud cowver

Piarcing pattem

Bullish counterattack

Bzarish counterattack

In Exhibit 2.20, which of these is(are) advaneing thres soldiers?

.

EXHIRIT .20

1

=

-

3
Both 2 and 4

Cuestion | 2

Answers for Chapler Three, Section Three: Tweezers,
Crows, and Soldiers

I. a.The eriterion for a tweezers top 18 that i£ must be formed of two con-

secntive candle lines that share equal highs.

. The Ideal tweezers top consists of a long white candle followed by a

smaller real body that has the same high.

. A tweegors bottom that forms at the potental culmination of a decline
cotild formn as a harami pattern with equal lows on both candle lines. The
first candle n a bullish harami 1= a long white real body that appears In a
decline. The second 18 a smaller real body that resides within the opening
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and closing price range of the first candle. As long as both candles have
the same low—whether formed by shadows or real bodies—the pattern
can be designated a tweezers bottom.

a. On a weekly chart showing a tweezers top, this week's high would be
the same as last week's high. The tweezers may be composed of real bod-
les, shadows, and/or dojl. Tweezers ocours on consecutive sessions, vet
are not a vital reversal signal on an Intraday or daily chart. They take on
exira importance when they contain other bearish (for a top reversal), or
bullish (for a bottom reversal) candlestick signals. For those who utilize
longer time perspectives, tweozers tops and bottoms on weekly and
monthly candlestick charts may represent significant reversal patterns. A
low made last week, or month, that sueeessfully tested, could be a base
for arally. A low made yvesterday, that 1s suceessfully tested today, how-
ever, 18 less Hkely to hold as a base, as the time frame is shorter,

a. The three black crows pattern consists of three falling candles, all with
black real bodies,

. . Three black crows appear as a top reversal. Consequently, this pattern

must come during an upirend.

il. With all candle patterns, the signal is only valld when the final candle
iz complete. With this pattern it means the third black candle. As such, 1t
may be best used by longer-tenm traders and investors. This ominous sig-
nal gives a hint of trouble with the first black crow, which may form as a
dark cloud cover, or other top reversal candle line. By the time the third
black crow develops completely, 1t 18 apparent that the bears are in con-
trol But by then the market may have moved well off its highs, therefore,
if you sell on this pattern, vou should have a longer-term perspective,

il. The trend is not important with the three soliders. The major condition
for the three white soldiers pattern 1s that there are three white candles
each with a higher close and that each sesslon closes at or near its highs.
d. The real bodies that make up the three white soldiers pattern should
move Inan uptrend, and each white candle should elose with a higher
price than the previous candle.

. il. The good news: Three strong white candles forecast a market moving

in healthy rise. Mot-so-good news By the completion of the third candle,
the market may be overextended or nearing a resistance area. In those
cases, It's best to wailt for a buying setup after the market consclidates, or
retraces. When It bounces off support and shows signs of resuming the

upirend, a buying setup may emerge.
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1. a.1
b. 5
C 2
d.3
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n.7
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j. 10

1Z. b Three white or three advancing soldiers 1s a group of three white can-
dlesticks with consecutively higher closes, with each of the closes near
the highs of the session. These throe white candlesticks presage more
strength if they appear after a period of stable prices or at a low price
area.



SECTION FOUR

Disjointed Candles: Rising and
Falling Windows

auggested we take actlon, whether to open a new position or apply
money-management niles to close a position. Mow we are going to ex-
plore a Japanese continuation pattern that implies the prior trend will con-
tirme, This pattern, called a window, 13 synonymous with the Western pattern
known as a gap. We'll discuss the fundamental concepts of windows and
how they apply in different patterms. We'll also talk about some general con-

cepts as they apply to trends.

I n previous sections, we've studied reversal patterns. These patterns have

In 1his section vou will learn . . .

* The definition of window

* How a rising window differs from a falling window

+ How windows act as support and resistance areas

« Why closing prices are so Important when closing windows
+ Why size doesn't matter with windows

* Where Key support areas are located in large windows

= Why it's Important to trade with the trend

ey lerms Lo widcly For:

Window

Ri=ing window
Falling window

Price vacuum

(L))
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GETTIANG STARTED

In technical analvsis, we generally talk about two kKinds of patterns: reversal
patterns and continuation patterns. By now you are familiar with the action
that takes place in a reversal pattern, meaning a change in direction. If you
are a trader, yvou spend the majority of your time assessing charts and look-
ing for potential trend reversals; that 1s where you typleally enter and exit po-
sitlons. Contnuation pattems suggest that the trend before the pattern will
continue, whether up or down.

A window 1s the same as a Westem gap, but the Japanese have unique
uses for windows (detalls follow in this section). A window means there 1s a
price zone n which no trades take place, or a price vacuum. For example,
stock XYZ has a high at 500 If the low of the next session 1s $562, there 1s a $2
rising window. If, however, stock XYZ has a low at $50, with the next ses-
s1on’s high at $43, we would say it has gapped down %2 and therefore a 2
Jalling window exists,

A rising window 15 a bullish signal. The price vacunmm between the prior
candle’s high and the current session's low means the bulls are in control and
willing to pay up. A falling window 1s a bearish signal. The absence of price
actvity between the prior candle’s low and the eurrent session’s high shows
the bears are driving the market down, with no ecmpetition from the bulls,

The Japanese advise, “Go In the direction of the window.”™ This makes
sense, as windows are continuation signals. If the bulls are willing to skip
several price levels and pay higher prices for a security, then they are indeed
In control. Corversely, If prices are so weak that bears can foree them to
plunge below a certain range, then the selling pressure 1s not to be doubted.

l SIDE LIGAT

For a quick demonstration of how gaps can be fillad on an intraday basis, watch a

stock that gaps up a point or more at the open. Since some market professionals
make a living from fading the gap, or trading in the opposite direction from the gap
mowve: If a stock gaps higher a substantial amount atthe open, the pro will sell it short
for a quick trade. If enough selling pressure accurs, the stock will drap enaugh tao fill
a portion, or all, of the price vacuum. (Please don't try this technique yourself, unless
you are a very experienced trader. It involves extremely high risk.)
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e of the most common misunderstandings about rising and falling win-
dows 18 identifving the part of the candle session that constitutes a price
limit. Some think that if real bodies do not touch, the space between 1s a win-
dow. This 1s neorrect. With rising and falling windows, there must be a
space—whether narrow or wide—where candle highs and lows do not Inter-
sact. If shadows Intersect, there 15 no window. There must be a price wac-
wam, or space between price levels, for a window to be valld.

e of the most useful signals offered to us by rising and falling windows
1z summed up by another Japanese saying: “Corrections stop at the window.”
That means windows often become support and resistance areas. You can
=so0 how this works in Exhibic 3.21, with windows acting as springboards of
support and resistance.

When a rising window ocours, the ertire space of that window is consld-
ered a support area. Therefore, if vou have along position that just developed
arising window, you can expect that window to act as support if the market
pulls back. If the price retraces to the bottom of the window, but does not
close below 4, then support has not been broken. If, however, the market
closes below the window's bottom, then support kas been broken. Con-
sequently, the most mportant area of a rising window 1s the bottom of that
window.

The same 15 true for a falling window. When a falling window forms, the
entire price vacimm establishes a resistance area, If vou are considering a

Riiging window Falling wirlow

|
+ |
Rizing _""-:Ii_"_!_?_ ?_ Falling _|_i_ T e = R

! !

EXHIEIT 2210 Rising and Falling Windows
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short sale, you ean regard the window as price resistance when (f) the se-
curity rallles. If the price rallies to the top of the window, but does not close
abowe i, that resistance stays intact. However, if the price rallies through the
falling window and closes above It, the resistance area 1= broken; no short
sale should be entered. Thus, the top of a falling window s its critical resis-
tance area.

In the next unit, you will find many different examples of rising and
falling windows to study. Just as a pleture 1s waorth a thousand waords, these
diagrams and real-world charts will help vou understand more thoroughly
how windows act as strong components of price patterns

CHECKh YOLR ULADERSTAADING

Duestions for Chapler Three, section Foar: IMsjoin ted
Candles: Blsing and Falling Windows
I. Arising window on a daily chart takes place when
a. twio consecutive real bodies do not toueh.
b. today's lower shadow 15 the same as yesterday's lower shadow.

r. today’s lower shadow s exactly the same as yvesterday's upper
shadow,

il. Mone of the abowve,
2. A falling window isa
4. bullish continuation signal.
b. bearish continuation signal.
. bullish reversal signal
il. bearish reversal signal
3. The minimum distanee for a valld window is
a. 5 cents,
b. 1 dollar.
. any amount—even 1 cent.
il. 10 cents,
4. The larger the rising window, the
a. more significant the subsequent move should be,
b. larger the support zone.
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. smaller the support zone.

il. more lkely the market will reverse fromm up to down.
Which part of the rising window should be support?

a. The top of the window only

B. The bottorm of the window only

¢. The entire window

. The 5¢ retracement level within the window only
In a major downirend, a bullish candle signal could be used to
d. go short.

B. go long.

. step aside.

il. walt for the bounce to consider selling.

When a bearish candle signal emerges in an uptrending market, the more
overbought the market, the villnerable it 1s.

i. less

b. more

. equally

il. One has no bearing on the other.

The more candlestick or Western indicators that merge together at the
same support or resistance area,

d. the more significant the move away from support or resistance.
B. the more likely a reversal.

. the less likely a reversal.

il. Mone of the above,

In Exhibit 3.22, which of the cholees below is{are) windows?

TEREREL
ol 10|

1 2 3 9

FXHIBIT 3.22  Cuestion 9
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a. Both 2 and 3
b. All

¢. Both 1 and 4
i, 2

Use Exhibit 2.23 to answer questions 10 to 13

14 fremmmmmem
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EXHIEIT 523  CQuestions 10w |2

1.

2.

Define support shown by the rising window at X,

a. Zone from 10 to 8

b. Zone from 11 to 10

. Zone from 12 to 11

d. 11

What 1s the most important support area of this rising window at X7
2. 12

b 11

. 10

. 9

Define resistance as shown by the falling window at Y.
a. 12t 13

B 10t 11
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. 1lto12
d. 10to 12
13, What 1s the most important resistance area of this falling window?
a. 12
b. 14
c. 11
d. 12
Answer the next two questions based on Exhibit 2.24.

A
\ 2

Iy
!

EXHIEIT 3.24  Coestions 14 and 15

14. What pattern 15 shown at 17
a. Dark cloud eover
b. Tower top
. Bullish engulfing pattern
il. Bearish engulfing pattern
15. What 15 bearish confiomation of this pattern? (Hint: There is a small ris-
ing window.)
a. Candle line 3
b. Candle line 4
. Candle line 2
il. Om the black session that ecmpletes the bearish engulfing pattern
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Answers for Chapler Three, Section Four: Disjolnted
Candles: Bising and Falling Windows

=1

il. A fising window takes place on a daily chart when today's low 1s above
vesterday's high. In other words, today's lower shadow should reside
above vesterday's upper shadow, with no price overlap.

b. A falling window 1s a bearish continuation signal and should act as re-
slstance on rallles. A bearish continuation signal means that the down-
trend m foree before the signal remains intact after the signal. A rising
window 1s a bullish continuation signal, which means the rally preceding
the rising window remains in effect after the rising window emerges.
Therefore, corrections that fall to that rsing window should use it for po-
tential support.

. With a window, size does not matter. Even if the window 1s only 1 cent
wide, it 1= still valid. The window should act as support or resistance, de-
pending on whether it's a fising or falling window,

b. A large rdsing window means there 1s a big zone of support. Remember,
the entire window represents potential support, and we don't know be-
forehand how far—or if—the market will pull into the window before
bouneing. Cholee (a) 1s not correct, sinee candle charting techniques do
not project moves. Therefore, even if a market has a large rising window,
it does not necessarily mean the rally will be substantially more powerful.

. . In both rising and falling windows, the entire window is important. It

becomes potential support for a rising window, and resistance for a
falling window.

. Mo matter what techndeal tools you are using, vou should consider al-
wayvs trading in the direction of the major trend. If the major (long-term)
irend 1= down, and a bullish candlestick signal appears, you would be
more privdent to use a potential bounce from this signal to sell on a rally.
Although the candlestick pattern described in the question was bullish,
selling rallies 1s in line with the bearish nature of the prevailing trend.
This also means that 1f a major bull trend 1= in foree and we see a bullish
candlestick signal in a down move, we could consider initiating a long
position. That action would keep us trading in the direction of the major
trend.

« B One of the most important criteria for using candle charts s to re-

mmember that these patterns mainly offer reversal signals. If the market 1s
cverextended, elther to the upside or the downside, the odds of a rever-



The Power of Candle Patterns 1My

sal with a candlestick signal are greatly enhanced. Therefore, if a bearish
candle signal emerges and the market is greatly overbought, the market
15 more lkely to reverse,

. h. Although we are focusing mainly on candle charts in this book, 1t

should be remembered that the power of candles 1s enhanced by com-
bining them with Western charting techniques. Specifically, if there 1s a
strong Western technical signal, such as a moving average that has
worked well as support, and a candle signal appears at that moving aver-
age's support level, the chanees of a tumaround increase. Remember,
though, that even if a combination of candlestick signals and Western in-
dicators converge ab the same support of resistance area and greatly in-
crease the likelihood of a reversal, the indicators do not project the
extent of the move,

a. Windows are synonymons with gaps in Western technieals, This means
that there should be no price overlap between one session and the prior
sesslon. Examples 2 and 3 display falling and rising windows, respec-
tively. In examples 1 and 4, although the real bodies are not touehing,
these are not windows sinee the shadows overlap, With windows, no part
of the candle lne, iIncluding the shadows, can overlap.

. . The zone of support for the rising window 1s the whole window, In this

exhibit the window runs from 11 to 10 and as such becomes a potential
support Zone.

. 0. While the whole zone 15 potential support (from 11 to 107, the pivotal

support of Asing windows 18 at the bottom of the window. In this exam-
ple, the bottom of the window 1s at 10,

. . The falling window's zone of resistance 15 the entire window, In this

exhibit, since the market gapped down from 12 to 11, that becomes the
resistance area.

. ai. Even though for a falling window the entire window 1s resistance, the

most important resistance 1s at the top of the window. In this case, the
top of the falling window 1= at 12,

. il. The black real body wrapping arcund the white real body in an uptrend

forms a bearish engulfing pattern.

. b. Although a bearish engulfing pattern 1s typically a top reversal signal,

it 1s eritical to place the candles in the context of recent market activity.
In this example, the white candle of the bearish engnlfing pattern gapped
higher than the prior session and in doing so formed a bullish rising
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window, Therefore, we have a bearish engulfing pattern that formed at
the potential support of a bullish Asing window. Based on the theory that
a rising window should be support, one would have to walt for a close
under this rising window to conflim the bearish implications of the bear-
1sh engulfing pattern. The close under this rising window came on ses-
slon 4. Observe how at session 3 the market did break under the rising
window's support on an intraday basis, not a elosing basis, To conflim a
break of the window's support one would need a close under the bottom
of that rising window. This oecurred on session 4.



. _CHAPTER FOUR
Taking
Advantlage ol Markel
Opportunities

5 the Japanese proverb states, “Make use of yvour opportunities.” In

this chapter I show some practical applications of how candle charts

will let ¥ou take advantage of market opportunities. The exarples in
Section 1 of this chapter provide illustrations of the following real-world
applications.

¢ Tlsing candle charts to preserve capital

= How candle charts give early reversal signals

+ How candle charts can confirm support or resistance areas

*+ [lsing a confluence of candle signals to confiimn support of resistance

* The ease of combining Westermn techndeal tools with candle charts

+ (ibiaining a price target

* Harmessing the insights of the candles to enter and exit a trade

# Tl=ing intraday trading signals

* The technique of using a longer time frame chart to gat support or resis-
tance and a short ime frame to 18sue the buy or sell signal

Section 2 of this chapter applies the trading precepts given in Chapters One,
Two, and Three, Keep in mind that the techniques shown in the rest of this
chapter can be appled to any market you are trading—futures, equitias,
fxed-income—and any time frame—from a 1-minute to a monthly chart. In

addition, option fraders can also use candle signals as a timing mechanism.
The exception to this universality of use for candles is that the market hasto

1
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have an open, high, low, and close. Tick charts and dailty mutual funds, for ex-
ample, can't have candle charts, sinee both only have closes,

Chapter Four has two goals: to bring together some of the concepts ad-
dressed in the previous chapters and to touch on some of the more advaneed
trading concepts that are the focus of my other educational materials (as de-
tailed in the conclusion on page 205



SECTION ONE

Candle Chart Applications

roperly used, candle charts not only help improve profits, buat they
al=o assist in preserving capital. They do =0 by helping yvou avold a po-
tential losing trade or exiting a profitable trade early. Exhibit 4.1
shows an example of the latter. The dashed lines in Exhibit 4.1 show a resis-
tance area near 135, A tall white candle plerces this resistance in early March.
For those who were already long this index, this was a green lght to remain
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EXIARIT 4.0 Oil Service Index: Daily (Using Candle Charts to Preserve Capital)
CZ00 Ine. used by pErfiission.
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long. But observe what unfolded the next session—the doji. This doji line
hinted that the bulls had lost full control of the market (however, It does not
mean that the bears have taken control). With this doji, one should constder
taking profiis, moving up protective sell stops, or selling calls, This s a clas-
sle example of the power of candle charting technigques: Within one session
we were able to glean the visual clue via the dojl that while the market was
maintaiming its highs, the dojl shouted that the bulls were not in complete
control. So while the market looked healthy from the outside, the intermals
(as shown by the doji) were relaying the message that the market was not as
healthy as it seemed. This market was, as the Japanese proverh states, “Like
a leaking boat brightly pamnted.”

A key concept 1= that the more technieal signals that emerge at the same
support or resistance level, the higher the likelihood of a reversal. This con-
vergence concept can be applied with candles and Western techniques. That
i3, if a candle signal confirms a Western technieal signal, as the Japanese
proverb says, ke the right hand helping the left. The charts in Exhibits 4.2

“Rfil i Bjes  lza [/ s [z A [3falf1n Dra
| L1 [ L1

; J—-— Gravestors ool

I J 350.00
|_ I;I l 2ED.0Q

L : | 30,00
I :Il |II

EXIORIT 4.2 Semiconductor Indes: Daily (Using Candle Charts to Confirm Resistance)
@ dzpen Craphics, Used by permission.
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and 4.2 are examples of the ease and power with which one can merge can-
dle and Western charting techniques. Exhibit 4.2 shows how candles can
conflim support and how we can use Westemn technical tools to get a price
target. Exhibit 4.2 displays how a candle signal helped confirm a base.
Exhibit 4.2 shows how a gravestone dojl helped reinforce a resistance
zone near 420, Another technical signal at or near the same price area of the
gravestone dojl amplifies the candle signal's significance. As mentoned in
Chapter One, a lmitation of candle charts 1s that they nommally don't provide
price targets. This 1s why classic Western technlques, such as looking at sup-
port or resistance lines or pivot highs or lows, 1s so important, sinee you use
these levels as targets, With this in mind, let’s turn our attention to the same
chart. Observe how this market was in a box range (discuzssed in Chapter
CUme, Section Three) of about 420 to 370, Onece the gravestone daoll conflrmnesd
the top end of the box range at 420, a trader could consider selling short with
that signal (with a stop over the top end of the box ranges) with a target to the
bottorn end of the box range near 370, This objective was quickly meet.
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EXIIRIT 4% Dow Jones Industrials: Caily (Using Candle Charts to Confirm Support)
& Charts powered by Metabtock, Used by permission.
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In Exhibit 4.3 a bullish engnlfing pattern that took on extra importance as
a hurning signal is highlighted for two reasons. The first was that the lows of
that bullish engulfing pattern confirmed a potential support level set by the
lows made in late January. The second consideration is that, although a clas-
sic bullish engulfing pattern has a white candle wrapping around a prior
black candle, this bullish engulfing pattern had a white candle that engulfed
the three prior small real bodies (one of which was a doji). Though this as-
pect doesn't forecast that the market will move much higher than it would
with a regular bullish engulfing pattern (remember, candles don't give tar-
gots), It does greatly improve the chances of a tum and thus malkes a buy
more attractive.

In the exhibits 4.2 and 4.3 I tonched upon combining candle charting tools
with Western technical analysls (please note that this book only touched the
tip of the ieeberg with this coneept. Please see conclusion for more souree
material on ways to combine moving averages, volume, Bollinger bands, ete
with candle charts).

Candle signals converge, just as Western technical indicators do. This
means that if you see more than one candlestick signal confirming support or
resistance set by another candle patterm, such as a harmmer confirming a sup-
port area set by a bullish engulfing pattern, the likelihood of a tum increases,
Exhibit 4.4 fllustrates what I call a confluence of candles. This chart also
shows that candle charting techniques are easily applicable to intraday charts,

Exhibit 4.4 shows a bearish falling window, or resistance zone, from
FA0.50 to #4020, Thus, one could constder selling on a move up to that win-
dow. The stock got to that level at candle line A But although the stock was
at resistance, would one sell short with a tall white candle? I wouldn't rec-
ommend that, even if the market 1= at a resistance level! Motice what un-
folded after candle line A: As shown at area B, the market formed a serles of
small real bodies (aka spinning tops). These small real bodies tell us that the
bulls were tired, confirming the market's hesitation at the resistance zone set
by the falling window, This eould be a good time to sell short, Of course, if
the market closed over the top of the falling window (Le., $40.200, one should
reconslder belng short. As such we had one eandle signal (the falling win-
dow) set the resistance area and another candle signal (the small real bodies)
reinforcing that supply was stepping in at the window's resistance.

Because candle charis often send out reversal signals much sooner than
bar charts, candles will shine at helping you improve market iming. Indeed,
some of our advisory clients use fundamentals to decide which markets to buy
or sell and then use the candles for timing these buy or sell times, Exhibit 4.5
illustrates how a trader might use the candles to enter or exit trades.
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A hammer forms on May 7 (the upper shadow was small enough to malke
this a hammer). This, in combination with the series of bullish shadows
shown at A and B, was a strong indication that the market was trying to baild
a foundation for a rally. One eould buy on that hammer with a stop under the
low of the hammer. In the next session the market formed a rising window,
which was another positive signal. A few davs after this rising window the
stock descended, but the bottom of the rising window maintained itself as
support based on the close (remernber that it takes a close under the bottom
of a rising window for the window's support to be broken). Sinee this support
held, we would stay long. In the week of May 13, the market moved north.
The emergence of a boarish engulfing pattern near $1.2.30 at a resistance level
defined by the highs of April 19 (shown by the dashed line) was a strong in-
dication to take profits from the longs purchased on the hammer session.

In Exhibits 4.64 and 4.6B [ show just one of the many ways a trader ean
harness the power of intraday candle charts to get a leg up on the competition
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In Exhibit 464 we see a solid band of support near $43.25 underpinned
by the dual bullish engulfing patterms on the week of June 3. The lows sat by
these two bullish engulfing patterns was successfully defended on June 14.
The rally that began on June 14 stalled with a shooting star near $#47. As the
price dip from this shooting star approached the aforementioned support
area toward $#42.25 on June 26, you might consider buying on the session. To
help improve our ming we can twn to an intraday chart to see if there are
any buy signals as the stock approached #4225 Intraday. We now turn to the
Saminute chart of this stock at Exhibit 4.6B.

O this June 26 5minute chart, the horzontal line shows the support
area obtained from the daily chart (Exhibit 4.6a) near #423.25. This level was
confirmed by a hammer. Therefore we can buy on that hammer based on
this &minute chart because it confiimed a support level derived from the
longer-term daily chart. These two exhibits llusirate the coneept of using a
longer time frame (daily) to oblain support or resistance and then a shorter
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trne frame’s candle signal (a S-minute chart) to place the trade. This coneept
can be expanded to any two time frames. Thus, for example, yvou could use
a weekly chart to get a support level and see if there are any bullish candle
signals on a dally chart as the stock gets to this support.



SECTION TWO

Trading Guidelines

could get a feel for how to apply the tools and techndques of Chapters One

to Three, Now we take the next step by listing the pivotal trading con-
cepts explained in the preceding chapters.

A note of caution: Market conditions affect some of the precepts listed
below, According to one of the gnidelines below, northern dojl are normally
more significant than southern doji. While this is generally true, if there's a
southem dojl eonflmming a major support area, you can be assured that 1
would pay close attention to that southem doji. This brings to the fore the
importance of looking at all candle signals and frading guidelines in the con-
text of the market environment.

In Section One of this chapter I gave some real-world examples so vou

THE GUIDELINES

* As the real body gets smaller, it implies that the prior trend is losing
atear.

+ The larger the real body, the greater the foree underpinning the move,

* The more technieal signals, whether Eastern (candles) or Western, that
confirm the same support or resistance level, the greater the chanee for
a bounee from support of decline from resistanoe,

+ MNorthern doji are normally more significant than southern dojl.

* A series of long upper shadows as the market 1s ascending implies that
the bulls do not have full control.

+ A sories of long lower shadows as the market is falling hints that the
bears do not have full control.

* The rising and falling windows are, respectively, bullish and bearish con-
tHnuation indicators.



122

THE CANDLESTICE COURSE

Dot in the riddle of a box range are not a trading signal, sinee there 1s no
irend to reverse,

Candle charts are best used as a tool, not a system.

Resistance or support 1s not considered broken unless by a close,

If you see a reversal signal, consider Inltiating a new position ondy if that
gignal 1= in the direction of the major trend.

Never place a trade with a candle signal until you have considered the
riskreward of the potential trade.

Candle signals can denote areas of support and resistance.

Candle mdicators do not offer price targets.

Tou should wait for the session’s close to confiim a candle signal

A hanging man needs bearish confirmation by a close under the hanging
rnan’s real body.,

When analyzing a single candle line, one should constder both the real
body and the shadows,

Remember the importanee of stops,

The entire space of the rising window 1s a support area, with the most im-
portant area the bottom of the rising window.,

The entire area of the falling window 18 a resistance zone, with s most
irmportant area the top of the falling window.



. CHAPTER FIVE
Progressive
Charling

LSIVG CAXNDLESTICK ANALYSIS

At my seminars one of the most frequent questions 1s, “What's the best way
to get comfortable with candle charting techniques™ My reply 18 to print out
a chart, place a blank plece of paper over the chart, and hide all the candle
lines. Slde the blank plece of paper from left to right, revealing a single can-
dle line, or a few candle lnes, at a time. Looking at the exposed single candle
lines {or a few candle lines) the student of candle charts asks, “What signal
do [ see and what are the market applications of the signal™

To reinforee the material presented so far, we will do something simi-
lar—we will dissect a single market bit by bit. We will look at five months’
worth of data on a candlestick chart, going a day or a few days at a time. One
chart will be broken into 44 pars, with each part another day or a few dayvs
Into the next time frame. For example, chart 2 has candle lines ending on
June 15, and chart 4 has the same candle lines in chart 2 plus the next ses-
slon's candle lne.

The techniques discussed in the answer section are related to the ideas
already presented in this book. Some of you who are very familiar with can-
dles may see signals in the charts that are not addrezsed In the answers, This
was done because some candle patterns and techniques are beyond the
scope of this book, Nonetheless, even with these basle concepts, using this
saction will let you get up to speed quickly, harmessing the unique insights
provided by candles,
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For each of the 44 Exhibits, ask yourself these questions:

. What candlestick signal do I see (if any)?
What are the potential implications of that signal?
How 1= this candlestick line related to the prior price action?

. Are there any other aspects of recent or prior price action that are im-
portant?

- N

At the end of this section I will give you my observations. These are de-
noted in Exhibits 545 to 588

GLESTIONS

|

N

|
J

EXHIBIT 5.4 Question 5.1



Progressive Charting

-
FABIBIT 5.2 Cuestion 5.2

-
FXBIBIT 5.3 Question 5.3
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FXHIEIT 5.44  CQuestion 544

WVSWERS. OR MARKRET OBESERVATIONS

In Exhibit 545, although the market was ascending, the extended upper
shadow of the candle line at the arrow reflects that one of two things was
happening: Either the bulls were retreating as the market approached the
upper end of i£s datly range, or the bears had enough foree to overwhelm the
bulls. In edther scenario the result s the same: a market whose rally had
stalled as it approached the upper end of its trading range and then closed
near the lows of that seaston. This eandle line 1s a shooting star, which asthe
Japanese say, represents trouble overhead.

In Exhibit 5.46, the potential bearish applications of the shooting star
were reinforced In this session with a long black real body that wrappsed
around the small white real body of the shooting star. The result was a bear-
izh engulfing pattern. This reinforced the Wkelihood of a top (If the bulls had
had encugh wherewithal to push the market above the high of the shooting
star, that would be a bullish breakout]). I want to point out something inter-
esting about this bearish engulfing pattern. When you see a bearish engulfing
pattern, ¥vou may think it resembles a Western key reversal or outside day. A
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key reversal day, or outside day, takes place when the market malkes a new
high during an uptrend. It then falls to close below the prior day's close, re-
sulting in a bearish signal. With this bearish engulfing pattern, the second ses-
sion that made up this pattern (Le., the black candle) did not make a new high
for the session. Therefore, if this was a bar chart, there would have been no
reversal slgnal via an outslde reversal session. All we need for the bearish en-
gulfing pattern, however, 15 a black real body wrapping around a white real
body, which ocewrred here. Consequently, we were able to obtain a bearish
reversal signal on the candlestick chart that was not avallable on a tradi-
tional bar chart.

In Exhibit 547, a small falling window adds further bearish applieations
to the bearish engulfing pattermn. Although it's a small falling window (with
windows, size doesn't matter), this window now represents a potential resis-
tance area.

In Exhibit 544, the falling window's resistance level was confirmed with
a long black real body. Although there 13 a black real body wrapping arcund
a white real body, this was not a bearish engulfing pattermn. The reason is
that a bearish engulfing pattern comes after an ascent, not during a decline,
as was the case here. Although this was not a bearish engulfing pattern, the
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fact that there was an extended black real body does further damage to the
technieal pieture,

In Exhibit 549, for a few sessions after the long black real body, the mar-
ket continued its deseent. The srall real body white candle shown here, with
its extended lower shadow, does take some bearish steamn out of the market
because of the bullish shadow. In addition, it was a suceessiul retest of the
prior session's low, forming a tweezers bottorm. This candle line, although
constructive because of 1ts extended lower shadow, 1s not a hammer, Why?
Because for a hammer the lower shadow must be at least two times the
height of the real body. This lower shadow did not meet that criterion.

A rally during the next session came by way of a small nsing window and
a high wave candle. The high wave candle, with 1is extended upper lower
shadows and small real body, lessens the bullish applicaticns of the rally.
However, there was not a major trend to reverss, so we should not view this
as a strong bearish reversal signal since the market was not overbought and
hence not vulnerable. The real body of this candle line in Exhibit 5.50 was so0
small that we can also view it as a dojl, and =0 it can also be called a high
wave dojl
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The rally contnues in Exhibit 5.51 with another rising window (nsing
window 2) and another high wave candle. This high wave candle has slightly
more ominons implications than the prior high wave candle becanse the mar-
ket 18 now at a resistance area, as defined by the falling window from the
prior week Consequently, we look for support at the rising window at 2 and
resistance at the falling window.

In Exhibit 5.52, a black real body wrapping around the white real body
forms a bearish engulfing pattern (this was a bearish engulfing pattern be-
cause the prior trend was up). While this bearish engulfing pattern 18 con-
firming the falling window's resistance, the market 1= still holding the support
defined by rising window 2,

The market remains enfrenched in a “battle of windows" in Exhibit 5,53
as the falling window remains resistance and the fsing window 15 conflrmesd
as support via the white candle. The white candle inthe prior black real body
looks ke a plercing pattern, but it 15 not. This 1s becanse a plercing pattern
as a bottom reversal signal must come after a downtrend. Instead, this can-
dle came after an updateral market.

Here 1s a rally followed immediately by a black real body that opens
abowe the prior session's high and closes more than midway into the prior

-

EXHIEIT 5.51 Answer to Question 5.7
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In Exhibit 5.67 the market was propelled higher via a tall white candle,
shattering the falling window's resistance level. In spite of the tall white real
body, the stock 18 now near a potential resistance area defined by the break-
away gap (which is the same as a falling window) from early December. As
such, one should be eautious about buying at this sesslon’s close, becanse
doing so would mean buying at a resistance level,

Now Exhibit 5,68 shows a tng-of-war between the fising support line as a
floor and the breakaway gap as a celling. This action shows us a powerful ad-
vantage of the candle charts in that they can help preserve capital. As de-
talled In question 523, although on the prior tall white candle session the
market may have looked healthy, we would lkely not have gone long be-
cansa this white candle was near a resistance area set by the breakaway gap.
Thus, using candle charting techniques {aka the breakaway gap as resis-

tance) keeps us from prematurely going long and thas avold a potentially los-
Ing trade. Properly used candles will help vou preserve capital.

Onee again this market gapped down under a support area, forming
another brealkaway gap, as shown in Exhibit 569, This now becomes
resistance.
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Exhibit 570 confirms the resistance area sot by the breakaway gap dis-
cussed In question 525 This candle line, with its long upper shadow and
armall real body near the bottom end of the trading range, has the same con-
fguration as the shooting star. But a shooting star must come after an up-
trend. This candle came after a short-term downirend and thus would not be
called a shooting star. However, 1is long upper shadow and close near the
lower end of the session does have bearish implications

A bullish counterattack pattern emerged in Exhibit 5,71 as the market
opened sharply lower than the prior session's close and then bounced back
to elose at the prior session’s close. This 15 a strong implieation that the bulls
were starting to grab control of the market from the bears. This bullish coun-
terattack pattern has extra significance because iU's helping conflim a sup-
port area defined by the mid-December lows,

The rally after the counterattack pattern is stalling at the falling window's
resistance level in Exhibit 5.72. Therefore, we would need a close above the
top of the falling window to show that the bulls are in control

O this session In Exhibit 573, the market propelled itself above the
falling window's resistance area and 18 now approaching potential resistance
defined by the most recent high in early January.
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As we see In Exhibit 5. 74, the market retreated from the potential resis-
tance area set in early January, However, sinee the lows of the past few ses-
sions are nearly the same, we got a sense that the market was trying build a
base for a potential rally. This potential was further enhanced by the com-
pletion of the bullish engulfing patterm when the white real body wrapped
around the black real body. While the market was bullding a floor, if you
went long, vou should remember that a close under this support area set by
the past couple days would be viewed as a bearish signal. Using stops 1s a
vital element in any trading plan.

The rally frorm the bullish engulfing pattern discussed n Exhibit 574 18
stalling at a falling resistance line obtained by connecting the highs from late
December and mid-January in Exhibit 5.75. A harami pattern (in which a
small real body—In this case almost a doji—I1s within a prior long real body)
reinforced the significance of this falling resistance line.

In Exhibit 576 the market gapped over the resistance area set by the
falling resistance line detalled in Exhibit 5.75 abowve, This opened a bullish ris-
ing window. With the action, any of the potential bearish applications of the
harami in Exhibit 5. 75 are negated. With this fising window as potential sup-
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port, where do we have potential resistance? For that we turn to the early De-
cember high at the top of the evening star.

The high wave candle stalling near the resistance area from early
December shows us that the market 1s now confused in Exhibit 577, How-
ever, the new high close for the move on that session keeps the trend slightly
positive,

The hint that the high wave candle was signaling a potential reversal
falled to materialize as the rally pushed this market above a resistance area
in Exhibit 5. 78 The upper shadow of this white real body slightly offset some
of its bullish impact. This could be a very small sign of the warning that
the market might be having some trouble as it approaches the major resis-
tance set by the dark eloud cover in mid-Movember.,

The black real body in Exhibit 5 79 completed a bearish dark eloud cover,
For potential support we could look to the rising window from early Febra-
ary. Eeep In mind that although there 1s a rnsing window, that does not nec-
essarily mean the market will be drawn ke a magnet to that window's
potential support area.

The black real body shown in Exhibit 580 wrapping around the prior
white real body 1s not a bearish engulfing pattermn. Although this combination
of candle ines 1s eorrect for a bearish engulfing pattem, these two lines came

candls
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after a decline. As we know, a bearlsh engulfing pattem must come after a
rally for it to be a top reversal signal.

A series of white real bodies in the last two sessions and the market’s
mostly higher highs and higher lows over the last week keeps the short-tetmn
trend up in Exhibit 5.51. However, it is now approaching a resistance area set
by the dark cloud eover.

The appearance of the bearish engulfing pattern that was completed on
the black real body in Exhibit 552 reinforced the tmportance of the resis-
tance at the dark cloud cover.

In Exhibit 5.53, another bearish engulfing pattern adds ontoa top buadlt by
the prior bearish engulfing pattern and dark eloud eover. However, a support
area defined by the lows of the lows of the prior five sessions s holding. This
puts the market in a box range.

The black candle on the session shown in Exhibit 5.24 breaks a multl-
weall support level, The bears are now In control

In Exhibit 5.25 a falling window is now potential resistance. Thus far, the
late January rising window 1s now next potential support. While this candle
line has the same shape as a shooting star, it 13 not classified as such becanse
it came after a decline rather than a rally.
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white real body, forming a dark eloud cover. This bearish signal in Exhibit
554 15 not surprising since the dark eloud cover emerged at the resistance
lewvel set by the bearish engulfing pattern built a few weeks earlier. Om the flip
slde, we could look for support at fising window 2,

The close under the support at rising window 2 now means that the next
potential support area is at rising window 1 in Exhibit 555

Crver the next few sessions the market began stabilizing above the sup-
port set at the rising window, At the last two candle lnes shown in Exhibit
5.56, there was a white real body closing into a prior black real body. How-
ever, this was not a classie plercing pattern because the close of the white
real body should be above the middle of the black real body (shown by the
dashed Ine). Although this is not a classie plercing pattermn, becanse this was
the first white candle in five sesstons, and this white candle held the lows of
the prior two seaslons, we get a sense that the market is trving to build a base,

In Exhibit 557 The market 13 expanding on the base detalled in Exhibit
5.56 above,

In Exhibit 555 a tall white candle that penetrates a resistance area set by
the last four sessions puts the bulls back in control. An earlier indieation that

%‘ i) T

EXHIEIT 5.54 Answer to Question 5,10
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the bulls were gaining some momentum came with the serles of mostly
higher lows preceding this tall white candle, displayed as a rising support
line. This formed an ascending triangle that showed that the buyers were
more eager to buy on price dips. This ascending triangle brings outs a vital el-
ement about candle charts: They can use any technique that can be used on
a bar chart, because the candle chart uses the same open, high, low, and
close data as a bar chart. Indeed, I strongly recommend merging traditional
Western technieal analysis with candle charts, Such a eombination will fur-
ther enhance the power of your analysis

While the rising support line is still in foree in Exhibit 559, the high wave
candle gives us a sense that the upstde drive might be losing some mormern-
tum. The new high close for this move on the high wave candle session keeps
the short-term trend mostly positive, in spite of the high wave eandle. For
bearish confirmation of this particular high wave candle, there should be a
close under the real body of the candle to confinm that the bears have taken
over.

In Exhibit 5.60 we got the bearish confirmmation detatled in question 15.
This session, when combined with the prior two sessions, forms a classie
evening star pattern. Although this 1s a bearish pattern, selling short here
would not have an attractive riskreward profile bocanse the market 1= still
holding that rising support Une. Therefore, if you sell on the close of the
black real body, vou are selling at support. ({The critical concepts of risk?
reward and money-management techniques are discussed in detall In my
other products as deseribed in the conelusion section.)

In Exhibit 561, the market opened a gap under the rising support line.
For those famillar with classic Western technlcal tools, a gap under a support
or resistance area 18 called a breakaway gap. (Remember that the terms gap
and window are synonymous.) This breakaway gap, or falling window,
should become resistance since a falling window 1s resistance. Although this
breakaway gap Is now resistance, we still have the rising window from the
pricr month as support.

Another gap down (Le, a falling window) and a new low close for the
move puts the bears In control in Exhibit 562,

As shown in Exhibit 563, after a period of some stabilization in the mmid-
dle of December, the market rallied and then stalled at the falling window via
a bearish engulfing pattern. Remermber that the whole window 1s potential re-
sistance. As such, the resistance can begin at the bottom of the falling win-
dow, as it did here.

Although the entire space of a falling window is resistanes, the most crit-
ieal area of resistance for a falling window is at the top of a falling window,
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Consequently, in spite of the new high elose for this move on this candle Hne
In Exhibit 564, 1ts small real body hints that the top of the falling window
wiould maintain itself as resistance,

With the eandla line in Exhibit 5,65, we now have an evening star pattern.
Although this Is a bearish turning signal, especlally since it confirmed a
falling window's reslstance, we still have to look at the Asing support line as
a potential support area. Thus, if vou =old at the third session of this evening
star (that 1s, the session that completes this pattern, you'd be selling at a po-
tential support area. Onee again we see the overwhelming importance of
thinking about the riskieward aspect of a trade based on a candle slgnal

Although the market has been ascending along the slope set by the nsing
support lne in Exhibit 566, it s now at a pivotal resistance area defined by
the top of the falling window. Since this 15 such a tght support/resistance
range over the next day or two, one of these levels should be breached.
Either we will see a break above the top of the falling window, which would
b a bullish signal, or a close under the ascending support line, which would be
a bearish signal.
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The black candle broke the rising window's support level in Exhibit 586,
A point to remember 1s that onee a window's support level 1s breached, that
window 1= volded. In other words, If the market rallles after the break of the
window's support and comes back to the broken window’'s support, that win-
dow should no longer be viewed as support. With the current candle lne, the
market, on the plus side, opens a small rising window. On the negative side,
this candle Ine stalled at the falling window's resistance. With such tight
support and resistance, the market should break out one way or the other in
a day or two,

The candle in Exhibit 5387 shows that the break was to the downside as
the prior session’s rising window was breached. Notlee how the high of this
black candle stopped at the falling window's resistance.

In Exhibit 5858, this session’s bearish shadow once again highlights the
slgnificance of the falling window’s resistance.
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CHAPTER SIX

Bringing It
All Together:
Real-World Charls

opportunity to take advantage of Interactive workshop material, in-

cluding realsworld, handson practice charts, Through workdng with
thiem, vou will apply what you've learned in this course book. The goal of
this section 18 to provide a mechanism to determine vour level of comfort
with candle charts, and the detalled answers help to further refine vour
knowledge.

The charts show that while candle signals give valuable timing tools for
entering and exiting the markets, they are not 1008 accurate. A chart might
show, for example, a bullish harami pattern with the market falling after the
ernergence of that bullish signal. This 18 why stops are so iImportant. My goal
Iz getiing vou comfortable with recognizing the patterns—even If they don't
wiork as forecast.

T his is where we bring it all together. The pages that follow glive you an

Iy Vhis cligpter vewr willl Ieaeny . .

+ How to determmine support and resistance levels for rising and falling
windows

* How to determine the riskreward aspects of a potential trade

* To know when to stand aside and when to Initiate a trade

= How to tell if a trend 1s gaining or losing force

+ To name candle patterns on a chart

+ How to obtain bearish and bullish confirmation for a eandle signal

* The importance of viewing candle signals within market context

177
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* The importance of multiple layvers of confirmation for support or
resistance
* The importance of trend in determining a candle signal

ey Lermes Lo waloly For:

+ Bullish engulfing pattern
+ Dragonfly

Falling window

+ Hammer

* Harammi

Morning star

Northern daji
Resistance

Shooting star

southern dajl

Support

CHECK YOLR LADERSTAADING

Duestions lor Chapler Six: Bringing 11 All Togel her:
Real-Word Charts

Use Exhibit &.1 for questions 1 and 2.
I. Forareas &, B, and C, which is a rising window? A falling window?
2. What are thelr respective support and resistance Zones?

Use Exhibit 6.2 to answer questions 3 to 7.
3. Highlight the three rising windows before candle line A on March 22

4. Based on these rising windows, where would support levels be? If the
first support at the top rising window was broken, where would we ex-

Ppect next support?
. What is the candle line at X7
6. If one buys at line X, where 1s a potential resistance area? (hint: Connect
highs from A and B.)

7. Based on the question above, would a buy on the close of lne X present
an attractive risk/reward profile?

Use Exhibit 6.2 for questions 3 to 10,

=1
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#. What are the candle signals at 1, 2, 3, and 47

%, At area A how were the candle lnes hinting that the market was losing
bullish momenium even though the stock was making higher highs and

higher closes?

19, In early March (area B) the stock made another series of higher highs and
higher closes, What were the candlesticks hinting about the extent of the

bulls” control?

U=se Exhibit 6.4 to answer questions 11 and 12

11. HName the four candlestick signals at 1, 2, 3, and 4 that underscore sup-
Pport niear §75.

12. What happened at signal 5 that gave this market a further bullish out-
look?

Use Exhibit 6.5 to answer questions 12 to 18,

13. Highlight the nsing windows,

14. What are the candle signals at X and ¥7

15. Is X a potentially bearish signal? Why or why not?

I6. Would you sell on the close of line X7 (Hint: Note X's low and the prior
seasion's high.)

17. What would be bearish confirmation of the potential negative candle-
stick signal line at X7

18 What would cause us to reassess a bearish view based on signal Y7

Ulse Exhibit 6.6 to answer questions 19to 21,

19, What are the patterns at A and B?

20. What were the two aspects that made pattern B more likely a bottom re-
versal?

21. After the week of October 8, why was there support near $237

Use Exhibit 6.7 for questions 22 to 24.

22. What were the signals at A&, B, and C7

23. Highlight the harami patterns on this chart.

24. What was especlally significant about the two candle lines at C7

Ulse Exhibit 8.8 to answer question 25,

25. Which of the numbered lines are hammers?

Ulse Exhibit 6.9 for questions 26 to 25,
26. What slgnals at 1, 2, and 2 show hesitation near the 197071975 area?
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Bringing It All Together: Real-World Charts 1%

V.

8.

After the opening on Mareh 20 (at eandle line 13, why 15 there support
near 19507

While the doji at 1 suggested that the market was tired, what was neseded
to confirm its potentially bearish immplications? (Hint: See question 2.)

Use Exhibit .10 to answer questions 20 to 42
Match the lst of candle signals below with the numbered candle lines and

29,
M
AL
a2,
23
T
a5,
. Candle signal s a

. Candle signal 9is a

. Candle signal 101sa
cCandle signal 11 1sa
. Candle signal 121=sa
. Candle signal 131sa
42.

ZEEESE

patterns in Exhibit 6.10.
Candle signals 1 are
Candle signal 21s a
Candle signal 215 a
Candle signal 415 a
Candle signal 515 a
Candle signal 615 a
Candle signal Tis a

Candle signal 14isa
. bullish engulfing pattem
. bullish harami
. bearish harami
. falling window
. sonthermn doji
motming star
. northern dajl
. shooting star
hammer

=k s 8 F =

== B
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Bringing It All Together: Real-World Charts 151

Answers for Chapter Six: Bringing 1t All Together:
Eeal-World Charls

There was a small falling window on July 20 at A (Exhibit 6.11; the
dashed lnes representing a resistance zone). Mote how the market
stalled near this window's resistance starting in late in July with a serles
of long upper shadow candles. There was a small falling window at B,
The close on August 23 pushed the stock above the window's resistance
area and, as a Japanese expression goes, “blew away the dirt.”

A relatively large rising window unfolded botweon the sessions of Sep-
tember 2 and 2 (at C). A few sessions later (September 8) the market
broke under the top of this window (near 257, but the bottom of the win-
dow near $34.25 remained as support. It would take a close under that
level to confirm a break of support. This 1s based on the concept that a
window's support 1s in foree unidl the bears can close the market under
the bottom of the window.

3. The three rising windows are shown in Exhibit 8,12,
4. Eachof these rising windows Is support, that is, the whole zone of the ris-

@

ing window. Consequently, when the market closed under the fsing win-
dow 1 {on March 230 our next potential support area 1s fising window 2,
The bottom of rising window 2 held as support for a few weeks, at least
until the market elosed under it on April 6. Onee the bears broke the sup-
port at fsing window 2, the next potential support area was defined by
ri=ing window 3 (from $22.50 to $20.50). The challemge with a large nising
window like this is that it gives such a large potential support zone.
Therefore, we don't have a tight potential support area, sinee the whols
window 1s theoretically a support zone. Monetheless, if we remember
that the most important support of a nsing window 1s the bottom of the
window, we can forus our attention on potential pivotal support near the
hottom of rising window 3, at 320,50,

The candle line at X 1s a hammer. This harmer takes on extra positive
implieations sinee it 1s a suecessful test of the bottom of a large window
(30 at $20.50.

A lmitation of candle charts is that they do not give price targets. There-

fore, we shift to the Westaern technicals to obtain a potential price target.
We can connect the highs at A and B to draw a falling resistance line, As

a resistance area, it becomes our potential target on any bounees from
the bullish hammer.
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13.

1.

THE CANDLESTICE COURSE

. In this ease buying at the hammer's close presents an atiractive rskoTe-

ward profile since the risk 1s to the bottom of the hammer (about a $1
risk) for a potential target to the falling resistance line discussed above,
near $24. This gives us a $2.50 upside target. Therefore, in this scenario
the riskireward 1s 1 to 2.50.

. As shown In Exhibit 6,13, candle signal 1 1s a haramd, 2 15 a hammer, 3 is

a bullish engulfing pattern, and 4 a shooting star.

For area A, although the stock 13 maldng higher highs, higher lows, and
higher closes, we're getting definite warning signs that the bulls are los-
ing upside foree based on the long upper shadows and small real bodies,

For area B, once again the market 1s making higher highs, higher lows,
and higher closes, But the long upper shadows show that the bulls cannot
hold the highs into the close of these sessions, Our final cautionary signal
emerges at the shooting star,

In Exhibit 6.14, signal 1 is a bullish engulfing pattern. The height of the
white real body that completed the bullish engulfing pattern would lkely
not present an attractive rskieward since the market moved so far off
ii= lows by the tme the bullish pattern was completed. At signal 2 we see
a doji confirming the potential support area defined by the bottom of the
bullish engulfing pattern. Normally a doji in a downirend (that 1s, a South-
erm doji) 1s not a potent bottom reversal signal. However in this scenario,
since the dojl eonfirms a plvotal support area, this Southern doji 15 a sig-
nal to watch, Signal 2 18 a bullish hammer. Mote how the low of this ham-
mer became support based on a close. Signal 4 1s a plercing pattern. The
market 1s in a downirend, and then we have a black real body, followed
In the next session by a white real body that pushes deeply into a prior
black real body.

Underscoring the importance of this support area defined by the afore-
mentioned bullish candlestick signals, the market opened a small rising
window giving further bullish impetus.

There are two nising windows, one in mid-Cetober and the other in late
Oetober, as shown in Exhibit 6,15,

X 1s a shooting star (the lower shadow 1s smmall enough for this to e con-
sldered a shooting star), The candlestick signal at ¥ 1s a bearish engulfing
patter.

. Tes, normally a shootng star 1s a potentially bearish signal due to 1t

long upper shadow and close near the bottom end of the session's range.
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THE CANDLESTICE COURSE

I6. On the session of the shooting star mentloned in answer 15, the market

7.

opened a rising window. Therefore we recetved a bearish reversal signal
(via a shooting star) at a support area (as defined by the rising window).
Consequently, the shooting star would not be an attractive short sale
based on the riskreward aspect of the trade. This is because if you sell at
this shooting star's elose, you are selling near a support anea.

Remembering the concept that a rising window should become support,
to validate the potentially bearish mplications of the shooting star, we

wollld need a elose under the rising window’s support area. The support
area 1s shown by the dashed line.

I8. Forsignal Y, the bearish engulfing pattern, onee the market closed above

9.

20.

21.

22,

23,

the high of that pattern it would be viewed as a break of resistance.

As shown at & In Exhibit 6. 16, there 1s a morning star pattem, or more ex-
actly, a variation on the classic morming star. This 1s becanse the classic
mceming star has as its first candle a long black real body rather than this
average-sized black real body. Nonetheless, with the intrusion of the
white real body (the third session of this pattern) deeply into this black
real body, and the fact that none of the real bodies of this three candle-
stiek pattern overlapped, I would still view It as a moming star. At B,
there 1= a classic bullish engulfing pattermn.

Pattern B was a bullish engulfing pattern and the two aspects that made
this pattern more significant were (1) that it was suecessiul confirmation
of the morning star's support and (2] that the white real body of the en-
gulfing pattern wrapped around not only one black real body, but four
black real bodies (as shown by the dashed lines).

The support level engendered during the week of October 8 was due to a
very small rising window (upper dashed lines).

Signal A (Exhibit 6.17) was a hanging man, which was confinmed in the
next sesslon (for the bearish impleations of a hanging man to be con-
firmed we need to close under the hanging man's close the next session).
Signal B was not a bearish engulfing pattern. Although the combination
of candle lines was ecorrect, that 18 a black real body covering a white real
body. A bearish engulfing pattern must come after an uptrend, not a
downitrend, as in this example. Signal © was a harami pattern, because a
small real body was contained in an unusually long prior black real body.

The harami patterns are shown at 1, 2, and 4. I would not view signal 2 as
a classie haram) sinee this pattermn should have an unusually long real
body as the first candle of that pattern and, in this instance, the real body
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Bringing It All Together: Real-World Charts 2l

24.

2.
7.

8.

24
8L
a3
a2
S
a4

A5

was not unusually long. With candlestick charting, just as with Western
charting techniques, some subjectivity 1= involved In the analysis,

The two candle lines at © were especlally significant because they
formed a harami (as detalled in answer 23 and eonfliomed an important
support area near 61

. The only hammer in this chart ocemrred on February 24. Let's go through
each line (Exhibit 6.18). Line 1 15 not hammer because it doesn't come
after a downtrend. Line 2 1sn't a hammer becanse the lower shadow
wasn't long enough relative to the real body (the lower shadow should be
at least twice the helght of the real body). Line 3 meets all the criteria for
a hammer. Specifically, the market 1s ina downtrend with the candlestick
line with a long lower shadow (at least twice the height of the real body,
little or no upper shadow, and a small real body at the top end of the trad-
ing range. Lines 4, 5, and 6 are not hammers. Although the shape of the
candlestick lines are the same as a hammer, one of the criteria for a ham-
mer is that must come after a downirend (sinee it is a bottom reversal sig-
nal) and therefore we need a descending market to meet a necessary
condition for hammer. Each of these lines did not ecome after a down-
trend. This brings to the fore an important concept with candlesticks: It
1z not only the shape of the lne that defmes the pattern, but if's also the
treqd.

In Exhibit 6.15, line 1 15 a dojl. Lines 2 and 3 are shooting stars.

Although the first candle line on March 20 was a dojl, there was also a rs-
ing window, which became a support area. Therefore, to conflimn the po-
tential bearish applications of the dojl we have to wait for elose under the
bottom of the rising support line. This occurred later in the session on
this intraday chart.

To confirm the negative iImplications of the doji we would need to see a
close under the nsing window's support area. This oecwrred at 14:00 on
March 20 via a long black candle.

. Ii. Signals 1 are shooting stars.

. b. Signal 2 1s a bullish harami

. 1. Sgnal 2 15 a hammer (it could also e considered a dragonfly doji].
. ai. Signal 4 1s a bullish engulfing pattern.

.l Signal 5 1s a falling window.

. ¢, Signal 6 1s a Southern doji (a doji that emerges during a decline).
d. Signal 7 1s a bullish engulfing pattermn.
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THE CANDLESTICE COURSE

36. I. The three candle lines that form signal 8 make up a morming star.
37. . Signal 9 15 a Morthem doji (a dojl during an advanee.

38, . Signal 10 1s a bearish harami (the second real body 1s s0 small it ean
al=o be consldered a harami cross],

39, b. Signal 11 18 a bullish harami.

4. I. Signal 12 1= a hammer (also a dragonfly doji).
41. a.Signal 13 15 a bullish engulfing pattern.

42. 1. Signal 14 1= a hamimer,



A
Conclusion

how to fish and I will eat the rest of my lfe.” I hope this boolk has

helped teach you to fish. By detailing the basie concepts of the candle
charts and then having vou test vour skill with questions, real-world exam-
ples, and day-by-day analy=is, I hope I have helped vou down the road to
candlestick analysis.

I irwdte you to sign up for our free biweekly educational e-newsletter.
Each newsletter detalls a specific trading tool or technique using real-world
examples, This s a perfect way to continue your candlestick education.

A Japanese Samural general sald, “Learning 1s the gate, not the house,
You have to get to the gate before vou go to the house.” With this book I have
taken you to the gate, There are many more techniques, coneepts, and trad-
ing strategies that are beyond the scope of this boal.

Tolearn all that our site has to offer and to sign up for this free e-newsletter
Please go to www. candlechartzs.com. Following 1s a partial st of services
and products designed to help you fully hamess the power of candle charts:

T here is a proverb: “Fish for me and I will eat for today, but teach me

* Video seminars

= Cnline seminars

* Public seminars

+ Instifuticnal on-site seminars

¢ Candlestick trading software

+ Healtime candlestick recognition software

* Private coaching
* Advisory services
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Visual Glossary
of Candlestick Terms
Used in This Book

in mind that since there 1s some subjectivity, some less-than-porfect
patterns can be valid signals. After each definition the following ab-
breviations are used to show market Implications:

T he descriptions in this glossary give Ideal versions of the patterns Eeep

E Bullish

BR Bearish

LF Prior trend losing force
TC Trend change

Although the candlestick signals may convey bearishness or bullishness,
they do not imply the market will reverse. The bearish candle signal means
that the market has gone from up to neutral, or from down to neutral in the
case of a bullish candle signal. Of course, whether one trades or not on the
slgnal depends on many factors, one of the most iImportant of which is the
risksfreward of the trade.

Please note that sinee this book 18 a primer on candle charting tech-
niques, not all candlestick pattems and terms are included n this glossary,
For a complete glossary of all the candlestick patterns please visit our site at
www candlecharts. com.

bell-hold lines  There are bullish and bearish belt holds (Exhibit G.1). A
ballish belt-hold (B) 15 a tall white candlestick that opens on or near its low

207
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THE CANDLESTICE COURSE

and eloses well above the opening price. A bearish beli-hold (BR) 15 a long
black candlestick that opens on or near 1ts high and closes well off its open.

1
Bullish Baarish
EXHIBIT 6.1 Bele-hold lines

candleslick charts  Traditional Japanese charts whose individual lines
look like candles (Exhibit .20, Aso called candle charts. The candlestick line
13 made up of a real body and shadows, Bee real body and shadows,

Lppear
“— shadow —
Raal
i budles
—_—

B gt shal:lnw

EXHIEIT ;.2  Candlestick lines

counlerallack lines A buwllish counterattack Hine (B) ocours when a black
candle in a downirend is followed in the next session by the market gapping
sharply lower on the opening and then closing unchanged from the prior ses-
sion’'s close (Exhibit G.3). A bearish counderaliack line (BR) ocours when a
white candle in an uptrend is followed in the next sesston by the market gap-

A

Bullish Baarish
EXBEEIT 4.8 Counterattack lines



Visual Clossary L [

ping sharply higher on the open and then closing unchanged from the prior
ses=lon's close,

dark clowd cover (BR)  Inan uptrend a long white candlestick 1s followesd
by a black candlestick that opens above the prior white candlestick's high (or
close) and then closes well into the white candlestick’s real body—preferably
more than halfway (Exhibit G.4].

/A

EXHIBIT .4  Dark cloud cover

doji (LF) A session in which the open and close are the same, or almost the
same (Exhibit G.5), There are different varieties of doji lines (see gravestone,
dragonly, and long-legged dofi), depending on where the opening and clos-
Ing are in relation to the entire range. Northern dofi are dojl that appear dur-
Ing arally. Southern dofi appear during declines.

FAXBIBIT .5 Dhaji

dragondly doji (B) A dojl with a long lower shadow, in which the open,
high, and close are at the session’s high (Exhibit G.6).

EXBIBIT .6  Dragonfly doji

engulling patterns A bullish engulfing pafiern (B) 1s comprised of a large
white real body that engulfs a small black real body in a downtrend { Exhibit
G A bearizshk enguifing paltern (BR) occurs when selling pressure
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overwhelms buying foree, as reflected by a long black real body engulfing a
amall white real body in an uptrend.

\. »

Bullish Baarish
FXHIEIT €:.F  Engulfing pattemns

evening star (BRY A pattern formed by three candle Unes. The first 1s a tall
white real body, and the second 18 a small real body (white or black), which
gaps above the first real body to form a sfar. The third 1= a black candle that
closes well into the first session’'s white real body (Exhibit .20, If the middle
portion of this pattern is a doji instead of a spinning top, it 18 an evening doji
Star.

Black or white
Wy

EXHIEIT €:.8  Ewvening star

Falling window  Seo windows,

gravestone doji (BR) A doji in which the opening and closing are at the
low of the session (Exhibit G.90.

J.

EXBRIRIT 2.9 Cravestone doji
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hammer (B A small real body (white or black] at the top of the session’s
range and a very long lower shadow (with little or no upper shadow) that ap-
pears during a downtrend (Exhibit G.100. The lower shadow should be at
least twrlce the height of the real body.

\ T-i— Black or whita

FEXBIBNT .00 Hamrmer

hanging man (BE) The hanging man and the hammer are both the same
type of candlestick Une: a small real body, either white or black, with little or
no upper shadow, at the top of the session’s range, and having a very long
lower shadow (Exhibit G110 When the hanging man appears during an up-
trend, it becomes a bearish hanging man. Because of the bullish long lower
shadow, this pattern needs bearish confirmation by a close under the hang-
ing man's real body.

/1

FEXHIEIT .00 Hanging rman

harami (TCY A two-candlestick pattern In which a small real body holds
within the prior session's unusually large real body (Exhibit G127,

Black Elack
ar ar
white white

Bullish Baarish
EXBIEIT .02 Harami
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high wave camdle (TC) A eandle with a very long upper or lower shadow
and a short real body (Exhibit G.13). If the real body 1= a doji instead of a
amall real body, it 1s along-legged dodfi.

T -<— Black or whita

EXBIRIT €. 0% High wawve candlestick

morming star (By A pattern formed by three candlesticks (Exhibit G147,
The first 1= a long black real body. The second 18 a small real body (white or
black), which gaps lower to form a star. The third 1s a white candlestick that
closes well into the first session’s black real body.

\

Black

ar
white ————=

EXBIRIT . b4 Morming star

picrcing paltern (B Ina downtrend, a long black candlestick is followed
by a gap lower during the next session (Exhibit .15). This session finishes
as a strong white candlestick that closes more than halfway into the prior
black candlestick’s real body.

A

EXBIRIT . 0% Piercing pattern
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rising window  See wNndos.

real by The rectangular part of the candlestick line. It 1s defined by the
closing and opening prices of the session. When the close 1s igher than the
open, the real body 1s white (or empty). A black (or filled-in) real body occurs
when the close 1s lower than the opening (see Exhibit G20,

shatllows  The thin lnes above and below the real body of the candlestick
line. They represent the extremes of the session. The lower shadow 1= the line
under the real body. The bottorm of the lower shadow 1s the low of the ses-
slon. The upper shadow 13 the lne on top of the real body. The top of the
upper shadow s the high of the session (see Exhibit G.2).

shooling star (BR) A candle with a long upper shadow with little, or no

lower shadow, and a small real body near the lows of the session that arlses
after an uptrend (Exhibit G 16).

.J] =— Black or whita

~

EXHIBIT .06 Shooting star

spinming lops (TC)  The niekname for candle lines with small real bodies
(Exhibit G.17).

L1

EXBIBIT .07 Spinning tops

thres crows (BRE)  Three relatively long consecutive black candles that
close near or on thelr lows (Exhibit G.18).
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EXHIEIT 6. 0% Three crows

Lhirese while or Lhree advancing soldiers (B) A group of three white can-
dlesticks with consecutively higher closes, with each closing near the highs
of the session (Exhibit G190,

EXHIEIT €. 0% Three advancing soldiers

Iweerers lop (BR) and motlom (B Tweezers ocour when the same highs or
lows are tested on back-to-back sessions. Ideally, the first candle should have
a large real body and the second candle a small real body (Exhibit G200,

L

Twesazers top Tweazers botkom
EXHIEIT ;.20 Tweeszers
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wimdow  The same as a Western gap (Exhibit G.21). Windows are continu-
ation patterns. When the market opens a window to the up slde it 1s a rising
window (B). If a window opens in a sell-off, it 1s a falling window (BR).

Rising window Falling window
FXBRIBIT .21 Window
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Baruch, Bermard, 1
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Bearish counterattack pattern, 67, 65,
T8, 79

Bearish engulfing pattern, 66, 67, 77, T4,
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156, 150, 1T0-172, 192
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Box range, 23, 25

Breakaway gap, 156, 153, 161, 162, 163

Bullish belt-hold, 56, 57, 61

Bullish counterattack pattem, 67-65,
Ta, 80, 163, 164
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201, 204

Bullish harami, 8253, 88, 201, 204

Bullish plercing pattern, 64—65, T6-TT,
T8, 80

Buying pressure, 29

¥

Candle line, 2, 4, 6

Candle patterns, 2, 4, 82-110
Capiltal, preserving, 113

Change of polarity principle, 23
Closing hour, 12, 16

Closing price, 12, 16, 22-23
Confluence of candles, 116, 117
Consolidation, 20, 21
Construction of candle lnes, 5-12
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Datly chart, 2, 6, 11
Dark eloud cover, 63, 65, 77, 78, 80, 153,
168-172

217



218

Dagl, 25, 43-46, 50-53, 114, 201
Dowmnitrend, 20
Dragonfly doji, 45, 51, 52, 204

Ermotional aspect of market, 1-2

Entering trades, 116, 117

Evening doji star, 34, 85, 00

Evening star, 8485, 00, 156, 157, 150,
160, 167

Exiting trades, 116, 117

Falling window, 102, 103104, 108, 104,

143140, 151, 152, 156, 158-161,
170, 173176, 191, 201
Fundamental analysis, 1

LB
Gravestone doji, 45-46, 51, 52, 115

Harnmer, 22, 30, 30, 41, 42, 79, 117, 118,

191, 104 201, 204
Hanging man, 30-31, 40, 41, 198
Harami, 32, 80, 90, 166, 167, 104, 201
Harami cross, &3, 89, 204

High wave candle, 20, 39, 149, 150, 151,

156, 157, 168
Homma, Munehisa, 2-3
Hourly chart, 3, 6

I
Intraday chart, 3, 6, 11, 118-120
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Line charts, 9-10

Long-legged dojt, 45, 46, 52
Long real bodies, 5558, 61-62
Lower shadow, 10, 15-16

M

Market opportunities, taking advantage
of, 111-122

Morning doji star, 84, 85, 90

Morning star, 54, 8680, 108, 204

X
Northern dajl, 45, 46, 52, 204

L)

Opening hour, 12
Open price, 12

Point-and-figure charts, &

Price target, 3, 6, 191

Price vacuum, 103

Progressive charting, 1253-175
Paychologieal component of market, 1

Real body, 10, 15, 16, 23
Real-world charts, 177204
Resistance, 22-23, 25, 114
Retracement, 21

Rewversal signals, 2, 19, 20, 25
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Rising window, 102, 103, 108, 109, 117,
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-

selling pressure, 249

Shadow, 58, 62

Shooting star, 30, 31, 40, 41, 146, 147,
194, 193 201

Bingle candle Unes, 27

arnall real bodies, 55, 56

Southern Dajl, 45, 46, 52, 194, 201

Spinning top, 2820, 30, 38, 30

Btar, 8554

Bupport, 22-23, 25, 115

T
Technical analysis, 1, 6
Three black crows, S3-94, 09

Three-zandle pattern, 64
Three white soldiers, 24-05, 20, 100
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Trading guldelines, 121-122

Trend reversals, 19, 20

Trends, 12, 20

Tweezers, 92-03

Tweezers bottom, 92, 03, 50, 149, 150
Tweoezers top, 92, 83, 58, 09
Two-candle pattern, 64

Umbrella Iines, 31
Upper shadow, 10, 15-16

Uptrend, 20-21

Yolume, 57

W

Woeldy chart, 8, 11
White real body, 10, 15, 16, 17
Window, 101, 102, 100
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