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Foreword

Candlestick patterns serve as a cornerstone of technical analysis,
offering traders invaluable insights into market sentiment,
trend dynamics, and potential reversal points. Whether you’re
a seasoned investor or a newcomer to the world of trading,
mastering the art of candlestick interpretation is essential for
navigating the complexities of today’s markets.

Throughout the pages of this ebook, we’ll delve deep into
the various types of candlestick patterns, exploring their sig-
nificance, interpretation, and practical application in real-
world trading scenarios. From simple patterns like doji and
hammer to complex formations such as engulfing patterns and
morning stars, each candlestick configuration tells a unique
story about market behavior and provides valuable clues for
strategic decision-making.

As you embark on this educational journey, remember that
knowledge is power. With the guidance and expertise provided
by Above the Green Line, you’ll gain the confidence and skills
needed to harness the full potential of candlestick patterns in
your trading endeavors. Whether you’re seeking to identify
trend reversals, confirm entry and exit points, or refine your
risk management strategies, our partnership with Above the
Green Line ensures that you have access to the most up-to-date
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insights and resources to succeed in today’s dynamic markets.
So, join us as we unlock the secrets of candlestick patterns and
embark on a journey towards trading mastery. With dedication,
discipline, and the right tools at your disposal, the possibilities
are limitless.

Happy trading!

Above the Green Line






Introduction

In swing trading, entering and exiting the market at the right
moment can make all the difference between a successful trade
and a missed opportunity. However, swing trading isn’t about
guesswork—deciding whether to buy or sell relies on a strategic
understanding of market dynamics. One-way investors decide
what to do is by analyzing candlestick patterns that provide
avisual representation of price movements, such as potential
trend reversals, continuations, and entry and exit points.

The Origins of Candlestick Analysis

The first form of candlestick analysis goes back to the rice
markets of feudal Japan in the 18th century and was used
by a rice trader named Munehisa Homma to analyze price
movements in those markets. He used the basic elements of
a candlestick—open, high, low, and close prices—to create a
visual representation of market dynamics, with each candlestick
on the chart conveying not just numerical data but the emotional
and psychological aspects of market participants.
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Over time, candlestick analysis evolved and gained popularity
in Western markets through the efforts of traders like Steve
Nison. In the early 1990s, Nison introduced Japanese candlestick
charting techniques to Western traders and investors through
his book, “Japanese Candlestick Charting Techniques.” Fast
forward to today, and traders worldwide now leverage candle-
stick analysis to gain insights into market psychology, identify
potential trend reversals, and formulate strategic entry and exit
points.

The Psychology Behind Candlestick Patterns

In as much as markets are all numbers and charts, behind them
are humans, driven by emotions and instincts. Candlestick pat-
terns, while seemingly just formations on a chart, are windows
into the collective psychology of traders. They illustrate the
emotional tug-of-war between buyers and sellers by revealing
the underlying sentiments that shape market movements.

Trading Tip: While candlestick patterns provide valuable insights,
they are most effective when combined with other technical in-
dicators such as moving averages, support and resistance levels,
and volume analysis. This helps confirm signals and reduces the
likelihood of false positives.



Candlestick Basics

Before getting into specific candlestick patterns, it’s essential
to establish a solid foundation by understanding the basics of
candlestick analysis.

Anatomy of a Candlestick

Unlike a real-life candlestick that is made up of wax (the body)
and a wick, a candlestick in the trading market has two wicks
extending from the body, one at the top and another at the
bottom.

@ Body: This is the rectangular-shaped area between the two
wicks extending from the top and bottom. The body of the
candlestick represents the range between the open and close
prices during a specific time frame.

The length of the body indicates the intensity of the buying or
selling pressure. A long body suggests strong pressure while a
short body denotes weak pressure.
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@ Wick: These are the lines extending from both ends of the
candlestick body and represent the extreme price levels reached
during the specified time frame. The upper shadow wick reflects
the highest price that the asset reached while the lower shadow
wick illustrates the lowest price that the asset reached during
the time frame. The length of the wicks, sometimes referred
to as shadows, indicates the extent of price volatility and the
presence of buying or selling pressure at those extreme price
levels. Longer wicks suggest greater volatility and potential
rejection of those price levels by the market participants, while
shorter wicks may indicate stability or consensus among traders.

HIGH HIGH
P— UPPER--- .
CLOSE ----- SHADOW ..... OPEN
(WICK)

OPEN e LOWER o CLOSE
SHADOW
: (WICK) :
LOW LowW

Figure 1: Candlestick chart
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The color of the candlestick provides traders with immediate
visual cues about the price action during the trading period.
Typically, bullish candlesticks, where the closing price is higher
than the opening price, are represented in green or another
bright color to signify positive sentiment and upward price
movement.

Conversely, bearish candlesticks, where the closing price is
lower than the opening price, are often depicted in red or
another dark color to indicate negative sentiment and downward
price movement. These color conventions help traders quickly
identify market trends and make informed trading decisions
based on the prevailing sentiment.

The arrow drawn inside the body of each candlestick in Figure 1
is for illustration purposes only and denotes the direction of the
price movement.

With respect to whether the candlestick body is solid (filled)
or hollow (unfilled), depends on the relationship between the
opening and closing price of the trading period (e.g. day, hour,
minute, etc). A solid candlestick is typically used to represent a
bearish (negative) trading period while the hollow (unfilled)
candlestick is used to represent a bullish (positive) trading
period.
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Types of Candlesticks

Candlesticks fall into two primary categories: Bullish and
Bearish.

Bullish Candlesticks

Bullish candlesticks are patterns on price charts that indicate a
potential upward movement in the market. These candlesticks
suggest increasing buying pressure and a shift towards a bullish
sentiment. Here are some common types of bullish candlesticks.

Bullish engulfing

A bullish engulfing candlestick is a two-candlestick pattern
that often signals a potential reversal of a downtrend in the
market. The first candle is typically bearish, meaning that it
has a body with a close price lower than the open price. This
candle represents continued selling pressure and pessimism
among traders. The second candle is bullish and larger than the
preceding bearish candle. It completely engulfs the body of the
previous candle, including both the body and the wicks.

The open price of the second candle is lower than the close price
of the first candle, and the close price of the second candle is
higher than the open price of the first candle.
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Bullish Candle

Bullish candle closes
Bearish Candle — -above the previous
candle's open

Open e
The length of the bullish
candle "engulfs” the
previous red candle
Close -———

Bullish candle opens at,
or lower than the previous
candle's close

Figure 2: Bullish engulfing candlestick

The larger bullish candle indicates increased buying pressure,
overpowering the previous selling momentum. Traders inter-
pret this pattern as a potential signal that the downtrend may
be losing momentum and that a reversal or correction to the
upside could be imminent.
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Figure 3: Sample of MSFT stock showing a bullish engulfing
candlestick pattern

Bullish hammer

A bullish hammer candlestick is a single-candlestick pattern
that often signals a potential reversal of a downtrend in the
market. It has a small body near the top of the candlestick range,
with a long lower wick extending downwards. The upper wick,
if present, is usually short or non-existent. The small body of
the candlestick is typically bullish, meaning that the close price
is higher than the open price.
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BULLISH HAMMER CANDLESTICK

Small or no upper shadow

Closing Price High Opening Price
Opening Price Closing Price
Long Bottom
Shadow
Low

Figure 4: Bullish hammer candlestick

The defining characteristic of a bullish hammer is its long
lower wick, which represents the lowest price reached during
the trading session. It indicates that although sellers initially
dominated the market and pushed prices lower, buyers entered
the market aggressively towards the end of the session, leading
to a strong bullish rejection of lower prices.
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Figure 5: Sample bullish hammer candlestick for AAPL stock

Bearish Candlesticks

Bearish candlesticks are patterns on price charts that suggest
a potential downward movement in the market. These candle-
sticks typically indicate selling pressure and a shift towards a
negative sentiment. There are several common subcategories
of bearish candlesticks.

Bearish engulfing

A bearish engulfing is a two-candlestick pattern that often

10



CANDLESTICK BASICS

signals a potential reversal of an uptrend in the market. This
pattern typically occurs at the end of abullish trend and indicates
a shift in sentiment from bullish to bearish. Traders may
interpret this pattern as an opportunity to sell or short the asset,
anticipating further downward movement in price.

Bearish Candle

Bearish candle opens at,
Bullish Candle — orabove than the
previous candle's close

Close 53
The length of the bearish
candle "engulfs" the
previous green candle
Open _—

Bearish candle closes
below the previous
candle's open

Figure 6: Bearish engulfing candlestick

A bearish engulfing pattern consists of two candles. The first
candle is a smaller bullish candlestick, indicating upward mo-
mentum, while the second candle is a larger bearish candlestick
that engulfs the body of the first candle. The open price of
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the second candle is higher than the close price of the first
candle, and the close price of the second candle is lower than the
open price of the first candle. This indicates that sellers have
overwhelmed buyers and have taken control of the market.
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Figure 7 Sample bearish engulfing candlestick for MSFT stock

Shooting star

A shooting star is a single-candlestick pattern that typically
occurs at the end of an uptrend and signals a potential reversal.
The distinct feature of this pattern is its shape, which resembles
a candle with a very small body, a long upper wick, and little
to no lower wick. This upper wick represents the highest price
reached during the time frame.
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Shooting Star
Candlestick Pattern

— Long upper shadow R

Candle closes in bottom

- third of height _ -

Little or no lower shadow

Figure 8: Bearish shooting star candlestick

Investors consider a shooting star as a bearish reversal signal
when it appears at the end of an uptrend. It suggests that buyers
initially pushed the price higher during the session, but selling
pressure intensified, causing the price to retreat and close near
the session low.

13



CANDLESTICK - A SWING TRADERS FRIEND
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Figure 9: Sample shooting star candlestick for TSLA stock
Doji

A doji candlestick represents market indecision or a stalemate
between buyers and sellers. It indicates that despite price
movement during the trading session, the open and close prices
were ultimately very close, suggesting a lack of clear direction.
It can appear as a cross, T, or plus sign due to the open and close
prices being precisely the same or very close to the same.
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Long legged Doji

High Price .

Doji Dragonfly Doji
High Price High Price High Price

Open and
Close Price
Open and
Close Price
Low Price Low Price Low Price
Gravestone Doji
Low Price

Figure 10: Doji indecision candlestick

Depending on its context within a trend, a doji candlestick can
signal both potential reversals and continuations. In an uptrend,
a doji forming after a series of bullish candlesticks may indicate
potential exhaustion of buying pressure and a reversal to the
downside. In a downtrend, a Doji forming after a series of
bearish candlesticks may suggest potential exhaustion of selling
pressure and a reversal to the upside. In a sideways or range-
bound market, a doji may signal a continuation of the current
trend or a potential reversal, depending on subsequent price
action.
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Due to the ambiguity of doji candlesticks, traders should treat
this candlestick as a warning sign of potential change rather
than a definitive signal for action. It’s important to wait for
subsequent candles for confirmation of the trend’s direction.
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Figure 11: Sample Doji candlestick for MSFT stock

Trading Tip: It is in understanding the various candlestick patterns,
including bullish and bearish reversal patterns, continuation pat-
terns, and doji patterns that traders can identify potential trading
opportunities and make informed decisions. Traders can enhance
their ability to recognize trend reversals, anticipate price movements,

and effectively manage risk in their trading strategies.
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Common Candlestick Patterns

Candlestick patterns refer to the way candlesticks are grouped to
form recognizable formations on a price chart. These patterns
provide traders with valuable insights into market sentiment
and potential future price movements.

Bullish Reversal Patterns

Bullish reversal patterns often provide traders with opportuni-
ties to enter long positions or exit short positions to capitalize
on potential upward price movements. Some common bullish
reversal patterns include the following. Some notable bullish
reversal patterns include the following:

- Double bottom

- Inverse head and shoulders
+ Bullish engulfing

- Morning star

- Hammer

- Piercing line

17
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- Bullish divergence
Read a description of each of these patterns below.
Double bottom
This pattern typically forms at the bottom of a prolonged
downtrend and consists of two distinct troughs (or “bottoms”)

that resemble the letter W. They are separated by a moderate
peak (or “neckline”).
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Figure 12: Sample double bottom candlestick pattern

Inverse head and shoulders
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As its name implies, the inverse head and shoulders reversal
pattern resembles the shape of a head and shoulders, but
turned upside down. It comprises three troughs (or “valleys”)
with the middle trough (the “head”) being lower than the two
surrounding troughs (the “shoulders”).

DUOL Dulingo Inc. Nasdaq &5 ® StockChartscom
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Figure 13: Sample inverse head and shoulders candlestick
pattern

Piercing line
The bullish piercing line reversal pattern is a two-candlestick

pattern that occurs at the bottom of a downtrend and signals a
potential reversal to the upside.
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First Candle

pen Second Candle

Closed above 50%

50% of the first candle

Close

Opened gap down
of the first candle

Figure 14: Sample bullish piercing line candlestick pattern

Asyou can see from the above figure, the first candlestick is bear-
ish and represents a continuation of the prevailing downtrend.
The opening price is near the high of the trading session, with
the closing price significantly lower, indicating strong selling

pressure throughout the session.

The second candlestick is bullish and opens lower than the
previous close, continuing the downtrend initially. However,
during the trading session, buyers step in and push the price

higher and the candlestick closes above the midpoint of the
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previous bearish candlestick. It ideally closes near or above the
midpoint of the first candlestick’s body.

Bullish divergence

This trend is a concept in technical analysis that occurs when
the price of an asset forms a series of lower lows, while a
related indicator, such as the relative strength index (RSI) or the
moving average convergence divergence (MACD), forms a series
of higher lows. This discrepancy between price and indicator
signals a potential reversal from a downtrend to an uptrend.
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Figure 15: Sample bullish divergence candlestick pattern
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Bearish Reversal Patterns

Conversely, bearish reversal patterns can serve as indicators of
a shift from an uptrend to a downtrend. Some common bearish
reversal patterns are detailed below.

- Double top

- Head and shoulders
- Bearish engulfing

- Evening star

- Shooting star

- Rising wedge

- Descending triangle

Keep reading for a summary of each of these patterns

Double top

The double top pattern resembles the letter M and is the opposite
of the bullish double bottom. It consists of two consecutive

peaks (or “tops”) that reach similar price levels, separated by a
trough (or “valley”) in between.
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Top 1 Top 2

Resistance

Breakout Point

Support(Neckline)

-@— Uptrend
P Breakout Range

Figure 16: Sample bearish double top candlestick pattern

Bearish head and shoulders

Just like the bullish head and shoulders, the bearish head and
shoulders is a reversal pattern that consists of three peaks—two
shoulders and one head but in an upright position.

23
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head

shoulder shoulder

Figure 17: Sample bearish head and shoulders candlestick
pattern

Evening star

This is a three-candlestick pattern that occurs at the top of an
uptrend as illustrated in the figure below:

24



COMMON CANDLESTICK PATTERNS

& USDLRY -
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o Evening Star
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Figure 18: Sample evening star candlestick pattern

Rising Wedge

This bearish reversal pattern comprises converging trendlines
that slope upwards, with the lower trendline being steeper than
the upper one. Here, the price of the asset is in a sustained
uptrend, characterized by higher highs and higher lows over an
extended period.

However, as the pattern progresses, the narrowing distance
between the trendlines indicates decreasing momentum in the
uptrend. This then leads to a reversal to the downside when the
price breaks below the lower trendline.
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< Pullback

Target

Figure 19: Sample rising wedge candlestick pattern

Descending triangle

The descending triangle consists of a horizontal support line and
a descending trendline connecting lower highs. As the pattern
progresses, the price compresses within these converging lines,
indicating increased selling pressure. A breakout below the
descending trendline confirms the pattern, suggesting a shift
in market sentiment from bullish to bearish.
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1. Downtrend

4. Descending Upper
Trendline

2. Consolidation

5. Trend
3. Flat Lower Trendline Continuation

Figure 20: Sample descending triangle candlestick pattern

Continuation Patterns

Continuation patterns indicate a temporary pause in the move-
ment of prices in the market before they resume in their original
direction. Common continuation patterns include:

- Flag

- Pennant

- Ascending triangle

- Descending triangle
+ Symmetrical triangle

27
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+ Cup and handle
- Wedges (rising and falling)

More on each of these continuation patterns follow.

Flag pattern

This pattern consists of a sharp initial price move (the flagpole)
followed by a period of consolidation characterized by a small,

sideways price movement (the flag), typically sloping against
the prevailing trend.

Counter trend channel -
creates the flag pattern.

Figure 21: Flag candlestick pattern

Breakout of channel in
direction of trend
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Pennant Pattern

The pennant pattern resembles a small symmetrical triangle
that forms after a strong price movement. It consists of two
converging trendlines that slope towards each other, forming a
pennant shape.

Bullish Pennant Bearish Pennant

Figure 22: Pennant candlestick pattern
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Shape

Prior Trend

Direction of
Consolidation

Anticipated Breakout

Bias

A pennant forms a
small symmetrical
triangle that looks like
a flag or pennant, with
converging trendlines.

Pennants typically
occur after a strong
and swift price
movement,
representing a brief
consolidation or
pause.

The consolidation
within a pennant is
characterized by a
symmetrical triangle,
indicating that there is
no clear bias toward
bullish or bearish
sentiment during the
consolidation phase.
Traders anticipate a
continuation of the
prior trend once the
pennant pattern is
completed, and a
breakout occurs.
Neutral

A flat top (resistance)
and a rising bottom
(support) form a
triangle with a
horizontal upper
trendline and an
ascending lower
trendline.

Typically occurs
within an uptrend,
representing a
consolidation phase
where buyers are still
present at higher
levels.

The ascending triangle
suggests a bullish bias,
as the flat top
indicates resistance,
and buyers are
gradually pushing the
price higher.

Traders anticipate a
continuation of the
uptrend once the price
breaks out above the
horizontal resistance
line.

Bullish

A flat bottom
(support) and a
descending top
(resistance) form a
triangle with a
horizontal lower
trendline and a
descending upper
trendline.

Typically occurs
within a downtrend,
representing a
consolidation phase in
which sellers are still
active at lower levels.

The descending
triangle suggests a
bearish bias, as the flat
bottom indicates
support, and sellers
are gradually pushing
the price lower.

Traders anticipate a
continuation of the
downtrend once the
price breaks out below
the horizontal support
line.

Bearish

Table 1: Comparison of pennant and triangle candlestick
patterns

Cup and handle
This familiar continuation pattern consists of a rounded bot-

tom (the cup) followed by a smaller consolidation period (the
handle).
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COMMON CANDLESTICK PATTERNS
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Figure 23: Sample cup and handle candlestick pattern

Wedges (rising and falling)

A rising wedge occurs when the price consolidates within con-
verging trendlines with a steeper lower trendline and signals a
potential reversal to a downtrend. On the other hand, a falling
wedge indicates a potential stalling of an uptrend as the price
consolidates within converging trendlines with a steeper upper
trend line.
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Rising wedge Falling wedge

l

Figure 24: Sample rising and falling wedge candlestick patterns

Harami pattern

The Harami pattern is a two-candlestick pattern that signals
a potential reversal or continuation of the prevailing trend. It
consists of a large candlestick followed by a smaller candlestick,
where the body of the second candlestick is completely engulfed
by the body of the first candlestick. The pattern suggests a
possible shift in market sentiment, with the smaller candlestick
representing indecision or a temporary pause in the trend.
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COMMON CANDLESTICK PATTERNS

BULLISH HARAMI BEARISH HARAMI

I I

Figure 25: Sample Harami candlestick pattern showing both a
bullish and bearish trend

Trading Tip: Support and resistance levels are extremely important.
Candlestick patterns often form at key support and resistance levels.
Therefore, traders should pay attention to these levels and consider
them in their analysis. For instance, a bullish pattern forming at
a strong support level or a bearish pattern forming at a significant
resistance level can provide stronger trading signals.
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Deciphering Candlestick Patterns

Being able to decipher and interpret candlestick patterns is
a crucial skill for traders and investors in financial markets.
Candlestick patterns provide valuable insights into market
sentiment and price action. Therefore, being able to read and
interpret candlestick patterns is a crucial skill for traders and
investors in financial markets. These patterns offer visual rep-
resentations of price movements and potential trend reversals,
allowing traders to make informed decisions about when to
enter or exit trades.

Bullish Reversal Patterns

Bullish reversal patterns indicate a potential change in the
direction from a downtrend to an uptrend. These patterns often
form after a period of declining prices and suggest that bullish
momentum may be building. As such, traders can use bullish
reversal patterns to identify potential buying opportunities and
anticipate upward price movements.
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Pattern
Hammer

Bullish Engulfing

Piercing Pattern

Double Bottom

Inverse Head and Shoulders

Bullish Divergence

Morning Star

Wedge - Falling

Interpretation
A Hammer at the end of a
downtrend signals potential
exhaustion among sellers
and a possible trend
reversal.
Suggests a shift from
bearish sentiment to bullish
control.
The Piercing Pattern hints
at a potential reversal after
a downtrend.
Signals a potential reversal of
a downtrend and the
beginning of a new uptrend. It
is formed by two consecutive
troughs.
A potential reversal from a
downtrend to an uptrend,
characterized by three troughs
with the middle one (the
head) lower than the others,
and a breakout above the
neckline indicating bullish
momentum.
Occurs when the value of an
asset forms lower lows while
the corresponding indicator
(e.g., RSI) forms higher lows,
signaling weakening down
momentum and potential
upward price movement.
Appears at the end of a
downtrend. It consists of three
candlesticks and is considered
a strong indication that the
market sentiment is shifting
from bearish te bullish
Formed by converging
trendlines sloping
downwards, with lower
highs and lower lows. It
suggests weakening selling
pressure, and a breakout
above the upper trendline
often hints at forthcoming
upward price movement.

Action
Consider initiating long
positions if the pattern
forms near a support level,
anticipating a bullish
reversal.
Look for confirmation in the
form of increasing volume
and consider long position.
Confirm the pattern with
other technical indicators
and consider long positions.
Consider entering a long
position when the price
breaks above the middle peak
area.

Enter a long position once the
price breaks above the
neckline.

Confirm the pattern using
other technical indicators (e.g.
RSI). Look for an entry point —
waiting for a break above
trend line or a bullish
candlestick patten.

Enter a long position when the
price breaks above the high of
the third candlestick.

Initiate a long position as the
price breaks above the upper
trendline. Add possible stop-
loss order at the recent swing
low or below the lower
trendline of the falling wedge.

Table 2: Interpretation of Bullish reversal patterns
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Bearish Reversal Patterns

Bearish reversal patterns typically occur after a prolonged
period of rising prices and indicate that bullish momentum
may be losing strength. As such, traders can use bearish
reversal patterns to identify potential selling opportunities by
anticipating downward price movements.
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DECIPHERING CANDLESTICK PATTERNS

Pattern
Shooting Star

Bearish Engulfing

Dark Cloud Cover

Double top

Bearish head and shoulders

Evening star

Rising wedge

Interpretation
A Shooting Star at the end
of an uptrend signals
potential exhaustion among
buyers and a potential
trend reversal.
Suggests a shift from bullish
sentiment to bearish
control.
The Dark Cloud Cover hints
at a potential reversal after
an uptrend.
Potential reversal of an
uptrend, with the second
peak failing to surpass the
previous high, suggesting a
weakening of buying and
potential downward price
movement.
Consists of three peaks,
with the middle peak higher
than the others, indicating a
potential reversal from an
uptrend to a downtrend.
The pattern is confirmed
when the price breaks
below the neckline
signaling further downward
movement.
The Evening star pattern
suggests a potential
reversal from an uptrend to
a downtrend, with the third
candlestick signaling
increasing selling pressure
and potential further
downward movement.
Suggests weakening buying
momentum and potential
downward price movement,
typically confirmed when
the price breaks below the
lower trendline.

Action
Consider initiating short
positions if the pattern
forms near a resistance
level, anticipating a bearish
reversal.
Look for confirmation in the
form of increasing volume
and consider going short.
Confirm pattern with other
technical indicators and
consider a short position.
Enter a shert position when
the price falls below the base
level. Add a stop loss at candle
close above the top of the
second peak.

Initiate a short position as the
price breaks below the
neckline, which is the support
level connecting the lows of
the two shoulders. Enter a
stop-loss order placed above
the right shoulder or recent
swing high to manage risk.

Initiate a short position when
the price breaks low of the
third candlestick. To manage
risk, enter stop-loss at candle
close above the high of the
third candlestick.

Initiate a short position as the
price breaks below the lower
trendline of the pattern. To
manage risk, place a stop-loss
above the recent swing high or
above the upper trendline of
the rising wedge.

Table 3: Interpretation of Bearish reversal patterns
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Continuation Patterns

These patterns typically occur midway through a trend and
indicate that the prevailing market direction is likely to per-
sist. Therefore, traders use continuation patterns to identify
potential entry points in the direction of the prevailing trend,
thereby maximizing profit potential.
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DECIPHERING CANDLESTICK PATTERNS

Pattern
Bullish Flag

Bearish Flag

Symmetrical Triangle

Cup and Handle

Wedge - Falling

Pennant

Ascending Triangle

Descending Triangle

Interpretation
Indicates a brief
consolidation before the
resumption of an uptrend.
A temporary consolidation
before the continuation of a
downtrend.

A Symmetrical Triangle
suggests indecision and the
potential for a significant
breakout in either direction.
It suggests a temporary
pause in the uptrend
followed by renewed
buying interest, typically
confirmed by a breakout
above the handle's
resistance level.

Suggests weakening selling
pressure, and a potential
breakout above the upper
trendline often indicates a
forthcoming upward price
movement.

Pennant pattern suggests a
temporary consolidation
before the resumption of
the previous trend, with a
potential breakout in the
direction of the initial move
indicating continuation.

Suggests buying pressure is
strengthening, with a
potential breakout above
the resistance level
indicating further upward
movement.

A bearish continuation
pattern suggests that selling
pressure is overpowering
buying pressure, with a
potential breakout below
the support level indicating
further downward
movement.

Action
Consider entering or adding
to long positions during the
consolidation phase.
Consider entering or adding
to short positions during
the consolidation phase.
Be prepared for a potential
trend reversal or
continuation based on the
breakout direction.
Enter a long position as the
price breaks above the
resistance level. Confirmation
involves a decisive close above
the resistance level or a strong
bullish candlestick pattern
following breakout. Add a
stop-loss to manage risk.
Initiate a long position as the
price breaks out of the upper
trendline of the pattern. Add
stop-loss below the lower
trendline of the falling wedge.

Enter a position of the prior
trend when the price breaks
out of the pennant pattern. To
manage risk, place a stop-loss
outside the pennant pattern,
beyond the most recent swing
high or low depending on the
direction of the breakout.
Initiate long position when the
price breaks out above the
horizontal resistance level.
Wait for a decisive close above
the resistance level to confirm
breakout.

Enter a short position when
the price breaks below the
horizontal support level. Wait
for decisive close below the
support level for confirmation.
Add stop-loss above
descending trendline or the to
manage risk.

Table 4: Interpretation of Continuation patterns
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Candlestick Patterns in Swing Trading

Among the different types of analyses used by swing traders,
candlestick patterns stand out for their ability to convey infor-
mation swiftly. Unlike complex indicators or lengthy trend anal-
yses, a single candlestick can communicate valuable insights
about market sentiment concisely.

Trading Tip: Backtest the trading strategy. Before implementing the
candlestick patterns to make decisions, traders should first conduct
research to identify the most reliable patterns and establish clear
trading rules based on historical data.
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Conclusion

Candlestick patterns are powerful tools for swing traders seek-
ing to enhance their trading strategies. But as with any strategy,
it’s important for traders to remember that mastering the use
of candlestick patterns won’t happen in a day. It will take time,
dedication, and practice to develop proficiency in identifying
and interpreting candlestick patterns effectively. Once you do,
they can be extremely helpful indicators, as evidenced by their
centuries of use and their continued relevance in modern trading.
The key lies in understanding the nuances of each pattern,
adapting them to different market conditions, and combining
them with other technical analysis tools for a comprehensive
trading approach. While there may be challenges along the
way, the potential rewards of mastering candlestick patterns
are significant.

Parting Shot: As with any trading strateqy, risk management is
crucial when using candlestick patterns. Traders should always use
stop-loss orders to limit potential losses and avoid risking more than
a predetermined percentage of their capital on any single trade.

41



References

[1] S. Weinstein, Stan Weinstein’s Secrets for Profiting in Bull
and Bear Markets, McGraw Hill Professional, 1988.

[2] M. Gregory M., Candlestick Charting Explained: Timeless
Techniques for Trading Stocks and Futures, McGraw-Hill, 2006.

[3] S. Nison, Japanese Candlestick Charting Techniques, New
York Institute of Finance, 1991.

[4] S. Stowers and S. Warrington. Above the Green Line. Re-
trieved February 27, 2024, from https://abovethegreenline.com

42



BASICS

Candlestick Cheatsheet

TYPES OF CANDLESTICK PATTERNS
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Common Candlestick Patterns
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BULLISH CANDLESTICK PATTERN
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