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(1/18) In this thread, I'll try and talk about candlestick patterns, what they are, how they work, and why you don’t need to
memorize any particular pattern to gauge the supply and demand of market.

(2/18) It's said that Japanese candlestick patterns originated from a Japanese rice trader called s EEEEEE EEEE N
during the 1700s. Later, this concept was introduced to the Western world by Steve Nison, in his book, ‘Japanese
Candlestick Charting Techniques'.

(3/18) Every candlestick pattern has four data points:
mmmm: The opening price.
mmmm: The highest price over a specific time period.
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mmm: The lowest price over a specific time period.
mmmmm: The closing price.

Here’s an example:

Increasing: Decreasing:
Bullish Candle Stick Bearish Candle Stick
High High
Close Open
Open Close
Low Low

(4/18) Now a thing to note is that candlestick patterns maybe both bullish or bearish and there are single candlestick
patterns, two candlestick patterns and even three candlestick patterns.



SINGLE CANDLE PATTERNS
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CANDLESTICK CHEAT SHEET

NEUTRAL/BASIC PATTERNS
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CANDLESTICK BASICS
High Upper
Open Shadow _ | Close
Real
Close Body Open
Lower
Low Shadow
Moming Doji Three Three
Star OutsideUp  Inside Up

BEARISH CANDLESTICK PATTERNS

SINGLE CANDLE PATTERNS

Hanging Man  Shooting Star  Gravestone Doji Bearish
Spinnig Top
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TWO CANDLE PATTERNS
Bearish Bearish Bearsh Dark Cloud Tweezer
Kicker Engulfing Harami Cover Top
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THREE+ CANDLE PATTERNS
Bearish Three Black Evening Evening
Abandoned Baby Crows Doji Star Star

@

_. '
i l“ L N

(5/18) But, in this thread I'll not go deep into multiple candlestick patterns, rather I'll try and explain the underlying dynamics
of single candlesticks and how they can used efficiently to make better trading decisions.

(6/18) NN EEEEEEEN

A Marubuzo indicates that there is so much buying/selling interest in a stock that the market participants were willing to
buy/sell the stock at every price point during the day, so much so that the stock closed near its high/low point for the day.

Close > < High ————> <—Open
Open ——> <— Low <—CClose
Marubozu Marubozu
Bullish Bearish



(7/18) It does not matter what the prior trend has been, the action on the marubuzo day suggests that the sentiment has
changed and the stock in now bullish/bearish.

(8/18) amm mmmm
This means the open and close prices are equal. Doji's provide crucial information about the market sentiments and is an
important candlestick pattern.

Doji Candlesticks
High High
Close Open
] —_—
Open Close
Low Low

(9/18) The doji candle signals that there is indecision is the market. The market could swing either ways and you need to
build a stance that adapts to the expected movement in the market. Even if there is a thin body, the candle can be
considered as a doji.

(10/18) amm EEEEEN
The bullish hammer is a significant candlestick pattern that occurs at the bottom of the trend. A hammer consists of small
real body at the upper end of the trading range with a long lower shadow. The longer the lower shadow the more bullish it is.



Hammer

Little to Mo
Upper
Shadow
Close High ¥~ ™ High Open
Open Close
Long Lower
+— Shadow —»

Low Low

(11/18) A hammer can be of any color as it does not really matter as long as it qualifies ‘the shadow to real body’ ratio.
However, it is slightly more comforting to see a bullish body. Since, the hammer is seen after a downtrend, it shows demand.

(12/18) amm EEEEEEEN ENEN NEEEEEEN EEEEEN]
The shooting star is a top reversal pattern. A shooting star signals a market high. Since the shooting star is seen after a
high, the pattern signals selling pressure.

Shooting Star Pattern

High High
Long upper
shadow
Close Open
Open  Low Low Close
x Little to no /~
lower

shadow



(13/18) The colour of the body does not matter, but the pattern is slightly more reliable if the real body is red. The longer the
upper wick, the more bearish is the pattern.

(14/18) Now there are two questions you must ask yourself when you analyze candlestick patterns-

EEEEEEEE N SEEEN SN SEN EEEEN EEEEN SEEEEEEN BN EEN EEEER?

(15/18) We need to ask who's in control?
Well, if the price closed the near highs of the range, that tells you the buyers are in control. But, if the price closed near the
lows of the range and shows rejection of higher prices, it shows that sellers are in control.

(16/18) E N EEEEEE N EEEE'S NN EEEN SN ENN SESEEESEEEN SEEEEEN EEEEEEEN EN EEN

EEEEEENE EEER?

This question will help you determine if there’s any
strength (or conviction) behind the move.

(17/18) If the current candle is much larger (like two or more times larger), this tells you there’s strength behind the move.

(18/18)smmmm mmm!

And, please point out if there is any mistake on my end. Would love to hear each and everyone's views.

If you liked reading this then please Re-Tweet the first tweet in this thread and follow @sarosij ghosh for more stuff on
trading & investing. mm
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