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Ever wondered how old school traders managed to forecast price movement without

modern technology?
Enter: Candlestick patterns!

These simple patterns, like the Hammer, Shooting Star, and Doji, can reveal market
psychology and provide glimpses into future price movement. With a gigantic list of
patterns to recall, however, keeping track of each one can feel like a bit of a brain-
buster.

Until now...
Presenting: Your personal candlestick pattern cheat sheet!

In this post, I'm going to demystify candlestick patterns, equipping you with a super
handy cheat sheet that includes the most important patterns — pin bars, engulfing
candlesticks, inside bars, and even rare patterns like the Morning Star and Evening
Star.

We'll dissect the key patterns, decode their meanings, and guide you on how to lev-
erage them to your advantage.

Ready to catapult your trading prowess to the next level?

Let’s dive right in and set you on your path to charting mastery!
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Overview Of Candlestick Patterns

Candlestick patterns can offer valuable insights into the underlying psychology of
traders in the market.

Every pattern forms as traders buy and sell based on their future market predictions.
These candlesticks serve as a window into the market mindset, which you can lever-
age to anticipate upcoming price movements.

Keen on acing Forex?
Learning the most common candlestick patterns can give you a significant edge.

The predictive power of these patterns not only deepens your grasp of the market
but also clues you in on the behind-the-scenes thinking of traders. This knowledge
can sharpen your predictions about upcoming price shifts, helping you seize the ad-
vantage.

Many of these patterns can also act as confirmation signals when paired with other
technical trading strategies.

For instance:

Bullish engulfing candlesticks are a clear signal bulls have outpowered the bears — a
potential sign of a market reversal. Seen at a support level, it's a solid indication buy-
ers are keen on reversing the current price direction, raising the chances of a reversal
from that level.
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Pretty neat, right?

Forex boasts around 32 distinct candlestick patterns.
But here’s the catch — you don't need to master all of them to be successful.

In fact, keeping an eye on 12 patterns will do the trick — and of these, 7 are relatively
rare.

These 12 key candlestick patterns fall into three separate categories based on the
number of candles that make up the pattern: single candle, two-candle, and three-
candle. Moreover, these patterns are further classified into three types, each hinting
at possible price movements post-appearance.

Here's a quick rundown of each category:
Reversal Patterns
Reversal candlestick patterns indicate price may soon reverse and change direction.

These patterns prove some of the most useful, often being used as confirmation sig-
nals for technical strategies, and come in both bullish and bearish varieties.

Notable patterns:

e Hammer/Pin Bars.
e Engulfing Candlesticks.
e Doji Candlesticks (Some Types).
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Continuation Patterns

Continuation patterns signal a continuation — hence the name — of the prior move-
ment or trend. When they form, price has a high probability of continuing in the di-
rection it was moving in before the pattern appeared. These patterns are most useful
for getting into trending moves or adding to existing positions.

Notable Patterns:

¢ Inside Bar.
e Rising Three/Falling Three.

Indecision Patterns
The most common type of pattern... and the least useful.

Indecision patterns make up most candlesticks on our charts. They form when the
bulls and bears battle it out but come to an impasse, resulting in neither side gaining
control and causing an indecision candle to form.

Understanding these patterns, while not super important for analysis, can help deter-
mine when prices are in a period of indecision.

Notable Patterns:

e Doji Candlesticks.
e Spinning Top.
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Single Candlestick Patterns

Single candle patterns are the most common type of pattern, making up most of the
candlestick patterns we see on our charts. These patterns always consist of 1 candle
only and can signal a reversal, continuation, or indecision between the bulls and
bears.

Many of these patterns are used as entry signals in common technical strategies.

Over 13 different patterns exist, but here’s the 4 you need to keep your eye on.

Hammers/Pin Bars

The most famous candlestick pattern of them all, hammer candlesticks — or pin bars,
as they're better known nowadays — provide some of the highest probability reversal
signals in the Forex market.

They come in 4 variations, each of which indicates a different reversal based on where
and when they form.

e Shooting Star/Bearish Pin Bar.
e Hammer/Bullish Pin Bar.

e Inverted Hammer.

e Hanging Man.

Let's go over each pattern...
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Shooting Star Candlesticks

Shooting stars — they're not just wonders in the sky!

In the world of trading, they're potent bearish reversal patterns that tend to appear
during uptrends or bullish swings.

Shooting Star/Bearish Pin Bar

4 Shooting Star/Bearish Pin Bar
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These patterns stand out with a distinctive long upper shadow (or wick, or tail, if you
prefer). They form when the banks sell into a wave of heavy buying. This triggers a
significant price decline, taking it back to the open.

A shooting star hints at a faltering upward push and may signal an imminent reversal.
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You could trade shooting stars solo, but they truly shine when used as entry signals in
combination with typical price action hotspots:

e Supply and resistance levels,
e Supply and demand zones,
e Trendlines.

Key point: While many textbooks attribute shooting stars to
selling activity (which is correct), the real culprits behind this
selling are the banks, not your average traders.

Want a deep dive into this?

Grab my book, “Pin Bars Revealed”, for a comprehensive breakdown.

Key Characteristics:

1. Appearance: A shooting star candlestick appears as a single candlestick with a
small real body (the part between the open and close prices) at the lower end
of the trading range, a long upper shadow (the line or “wick” above the body),
and little to no lower shadow (the line below the body).

2. Color of the Body: The body of the shooting star can be either color, but a red
(or black) body (indicating that the close was lower than the open) is generally
considered to be more bearish than a green (or white) body.
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3. Upper Shadow: The upper shadow of a shooting star should be at least twice

as long as the body. This long upper shadow represents a period during which
buyers were able to push the price up, but banks eventually took control and
drove the price back down.

4. Little to No Lower Shadow: The shooting star should have little to no lower
shadow. If there’s a long lower shadow, it's not a shooting star.

Trading Considerations:

1. Context: The shooting star pattern is significant when it occurs after an uptrend
or at a resistance level/supply zone, indicating a potential bearish reversal. It is
not significant if it occurs during a downtrend.

2. Confirmation: Confirmation of the pattern is important. Traders typically look
for the next candle or set of candles to confirm the reversal. Confirmation could
be a long bearish candle following the shooting star.

3. Volume: While not a mandatory requirement, increased volume on the period
the shooting star forms can add to the validity of the bearish signal. This in-
creased volume represents a greater level of selling activity.
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Hammer Candlesticks

The bullish twin of shooting star patterns, hammer candlesticks (also called bullish pin
bars) are a bullish reversal pattern that forms during downtrends/down moves.

Here's how they look...
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Hammer/Bullish Pin Bar Hammer/Bullish Pin Bar

Hammer candlesticks form the opposite way to shooting star patterns: banks enter
massive buy trades amid heavy selling, creating a long lower shadow.

The shadow is a tell-tale sign banks want price to rise, signalling a wobble in the
downtrend and a possible reversal.

Hammers are a great entry signal into bullish reversal trades.
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Pair them up with these key points:

e Supply and resistance levels,
e Supply and demand zones,
e Trendlines.

Key characteristics:

1. Appearance: The hammer candlestick has a small real body at the upper end of
the trading range, with a long lower shadow and little to no upper shadow. The
body can be either color, red (or black) indicating that the close was lower than
the open, or green (or white) indicating that the close was higher than the
open. Regardless, the close and the open are relatively close together.

2. Long Lower Shadow: The lower shadow (the line or “wick” below the body of
the candle) should be at least twice the length of the real body. This shadow
represents a period during which sellers were able to push the price down, but
an influx of buyers drove the price back up by the end of the period.

3. Little to No Upper Shadow: The hammer should have little to no upper
shadow (the line or “wick” above the body of the candle). If there’s a long upper
shadow, it's not a hammer.

4. Small Body: The body (the part of the candle between the open and close
prices) of the hammer should be relatively small, indicating a small range be-
tween the open and close prices. The colour of the body isn't as important, but
a green (or white) body is generally more bullish than a red (or black) body.
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Trading Considerations:

1. Context: The hammer pattern is significant when it occurs after a downtrend or
at a support level/demand zone, indicating a potential bullish reversal. It is not
significant if it occurs in an uptrend.

2. Confirmation: While the hammer itself can be a bullish signal, traders typically
look for confirmation on the next candle or set of candles. Confirmation could
be a long bullish candle or any bullish candle that breaks the open the hammer.

3. Volume: While not always a requirement, increased volume on the day the
hammer forms can add to the validity of the bullish signal. It shows that the
push up in price was backed by a strong demand by the banks and other big
players.
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Hanging Man/Inverted Hammer Candlesticks

Hanging Man
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Inverted hammers and the hanging man patterns are also great reversal signals,
though they don’t perform as well as shooting stars and hammers.

Key Characteristics:

1. Shape: Both the Hanging Man and Inverted Hammer candlesticks have small
bodies, long lower wicks (for Hanging Man) or upper wicks (for Inverted Ham-
mer), and little or no wick at the opposite end. The long wick is typically at least
twice the length of the body.

2. Color: The color of the body can be either bullish (green or white) or bearish
(red or black), but traditionally, a bullish body for an Inverted Hammer and a
bearish body for a Hanging Man are seen as more reliable.
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3. Preceding Trend: The Hanging Man candlestick appears after an uptrend and

Is seen as a potential bearish reversal signal, meaning that prices might start to
fall. The Inverted Hammer, on the other hand, appears after a downtrend and
can signal a bullish reversal, indicating that prices might start to rise.

4. Confirmation: For these patterns to be considered valid, they usually need
confirmation from the next candlestick. For a Hanging Man, the next candlestick
should close lower. For an Inverted Hammer, the next candlestick should close
higher.

5. Psychology Behind the Patterns: The Hanging Man represents a situation
where the market opens, sellers push the prices down significantly, but buyers
manage to push the prices back up to near where they started, suggesting a
potential exhaustion of the buying pressure. The Inverted Hammer represents a
situation where the market opens, buyers push the price up significantly, but
sellers manage to bring the price back down to near where it opened, indicat-
ing possible exhaustion of the selling pressure.
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Doji Candlesticks

Doji's are a special family of candlesticks (4 in total) that form when a candle closes
almost exactly at the open, leaving little-to-no real body — much like a cross.

The candles appear like spinning tops, in that they show the bulls and bears are en-
gaged in heavy battle, with neither side able to gain the decisive edge over the other.

[ iy L I

Long Legged Doji

The long-legged Doji is the most common type.

The pattern signals indecision and can form anywhere during a price move (up-
trend/downtrend). The doji can be easily identified by its almost equal-sized wicks,
and it's open and close being almost dead center in the middle of the candle.

The other 3 dojis all signal reversals, they are:
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Gravestone Doji
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Doji Star
You'll typically find doji candlesticks near the ends of trends, as they indicate exhaus-
tion on the part of the bulls or bears. Make sure to combine them with other tech-
nical points — e.g support and resistance levels, supply and demand zones - to con-
firm a reversal has a high probability of beginning.

Dragonfly Doji

Key Characteristics:

1. Appearance: The primary characteristic of a doji candlestick is its thin line ap-
pearance, representing a similar or equal open and close price. The line might
have shadows extending above and below, indicating the high and low prices
during that period.

2. Open & Close: In a perfect doji, the open and close prices for the period are
identical. However, some traders consider near-doji where the open and close
are very close, but not identical.
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3. Types: There are several types of doji. The basic doji has equal upper and lower
shadows. Long-legged doji have extended shadows, indicating significant vola-
tility while the market settled at the open price. Dragonfly doji have long lower
shadows and no upper shadow, indicating a bullish reversal. Gravestone doji
have long upper shadows and no lower shadow, indicating a bearish reversal.

Trading Considerations:

1. Confirmation: Doji are typically used in combination with other technical anal-
ysis tools. Many traders look for confirmation in the next period or candlestick.
For example, after a doji in a downtrend, if the next candlestick closes higher, it
can confirm a bullish reversal.

2. Market Context: Doji candles are significant when seen in the context of a pre-
ceding price trend since they can signal a potential reversal. For example, a doji
after a long bullish trend might suggest the bullish momentum is losing
strength and a bearish reversal might be near.

3. Indecision: A doji represents indecision in the market. During the period of the
doji, neither buyers nor sellers could gain control, and the result was essentially
a draw.

4. Volume: Like other candlestick patterns, the doji can be confirmed with high
volume. This suggests that the indecision in the market has significant partici-
pation and may lead to a potential reversal.
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Spinning Top

Sounds familiar, doesn't it?

The spinning top —a common candlestick that signals a tug-of-war between the bulls
and the bears.

This candle gets its name from its uncanny resemblance to a spinning top. The candle
contains a small body sandwiched between upper and lower wicks of similar lengths —
that's the classic look. But don't get thrown off if the wicks aren’t always equal or if
the body isn't in the middle of the candle.

It's still a spinning top, regardless.
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Spinning Top

What's the spinning top reveal to us?
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It's saying, “I'm undecided.”

The spinning top doesn't reveal too much about the market, except for the fact the
bulls and bears were locked in a fiery duel, only to end in a deadlock with no clear
victor.

Key Characteristics:

1. Small Real Body: A spinning top candlestick has a small real body, which
means the opening and closing prices are close together. The color of the body
(which can be either red or green, depending on the specific charting style) isn't
particularly important for this pattern.

2. Long Shadows: This candlestick pattern has long upper and lower shadows,
also known as “wicks” or “tails”. These shadows represent a large trading range
during the period, but because the open and close are close together, it's clear
that neither buyers nor sellers could gain the upper hand.

3. Indecision: The small real body situated between long shadows represents
market indecision. Both the bulls and the bears were active, but neither could
secure a victory, resulting in a standoff.
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Trading Considerations:

1. Context: The spinning top is a neutral pattern by itself. It doesn't necessarily in-
dicate a reversal or continuation of the current trend, but rather a pause in the
current trend. Its importance and interpretation can vary greatly depending on
its location within a larger price trend or chart pattern. For instance, it may pre-
cede reversals when observed near levels of support/resistance, or during over-
bought/oversold market conditions.

2. Confirmation: While the spinning top can suggest potential future reversals,
traders usually wait for further confirmation from additional candlesticks or in-
dicators. For instance, the appearance of a bearish candle after a spinning top in
an uptrend might be seen as a confirmation of a potential reversal.

3. Volume: The volume during the formation of the spinning top can provide ex-
tra information. Lower volume might suggest less conviction in the market's in-
decision, while higher volume might indicate a stronger struggle between buy-
ers and sellers.
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Two Candle Candlestick Patterns

Some of the most famous candlestick’s patterns are made up of two candlesticks.

These patterns can signal either a reversal or a continuation — no indecision patterns,
like with single candlesticks. Given they take two candles to form, they tend to be

rarer than their single candle counterparts, but still form frequently enough to war-
rant watching.

Here's the 4 you should keep your eye out for:
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Bullish Engulfing And Bearish Engulfing

These next two patterns need no introduction.

Bullish and bearish engulfs are two of the most well-known reversal patterns in Forex,
providing entry confirmation signals in a whole host of technical trading strategies.

@) 1 T, T
dh

N

Bullish Engulfing Pattern Bullish Engulfing

Bullish engulfing patterns usually appear near the end of down moves, indicating ei-
ther a reversal or retracement.

The pattern shows the banks have entered large buy positions, causing the prior
bearish candle to get engulfed by a bigger bull candle.
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Key Characteristics:

1. Prior Trend: For a Bullish Engulfing pattern to be valid, it must occur after a
downtrend. The existence of a prior downtrend is important in making sure the
pattern has reversal implications.

2. Two-Candle Pattern: The Bullish Engulfing pattern is formed of two candle-
sticks: the first one is bearish (red or black) and the second one is bullish (green
or white).

3. Small First Body: The first candlestick should have a relatively small body that
signifies a period of indecision or consolidation with a small move down.

4. Engulfing Second Body: The second candlestick must be green (or white), in-
dicating that it was a period during which buyers outweighed sellers. Its real
body engulfs the smaller, red (or black) real body of the candlestick from the
period before.

5. Second Body at Lower Levels: The second candle opens at a level lower than
the first candle’s close, but closes above the first candle’s open. This gives the
pattern its ‘engulfing’ nature.
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Trading Considerations:

1. Higher Volume: The second candle often has a higher volume than the first
one, which demonstrates the strength of the buyers.

2. Confirmation: Traders usually wait for further confirmation before acting on a
Bullish Engulfing pattern. This could be in the form of another bullish candle or
a gap up in price following the pattern.

Bearish Engulfing Bearish Engulfing
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The ‘brother’ of bullish engulfs, bearish engulfing patterns typically appear towards
the end of up-moves and signals a reversal/retracement could be on hand.
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The pattern forms when a bearish candle overwhelms a smaller bull candle, showing

the banks have entered significant sell positions and want price to move lower.

The size of the engulf usually correlates to the size of the sell positions entered by the
banks.

Key Characteristics:

1. Preceding Uptrend: This pattern should occur during an uptrend or at the top
of a pullback within a larger downtrend. If it happens during a downtrend, it
may not be a reliable bearish signal.

2. Two-Candle Pattern: The bearish engulfing pattern consists of two candles.
The first one is bullish (green or white), and the second one is bearish (red or
black).

3. Smaller Bullish Candle: The first candle of this pattern is a smaller bullish can-
dle, indicating buying pressure.

4. Larger Bearish Candle: The second candle is a larger bearish candle that ‘en-
gulfs’ the body of the first candle, meaning it opens at a price higher than the
close of the first candle and closes lower than the opening of the first candle.

5. Significant Size Difference: The size difference between the two candles is sig-
nificant. The larger the second candle (compared to the first), the stronger the
bearish signal.

/‘:’A . . Candlestick Patterns: The Ultimate Cheat Sheet - page 26
PriceActionNinja.com
Real Strotegies - Regl Traders - ANl Price Actien




SN
PrlceAn:tlnnija com
Real Strategies - Real Traders - AN Price Action

Trading Considerations:

1. Confirmation: While the pattern itself can be a bearish signal, traders typically
look for confirmation on the next candle or set of candles. Confirmation could
be another bearish candle, a gap down in price, or a drop below the pattern.

2. Volume: Increased volume on the day the bearish engulfing pattern forms can
add to the validity of the bearish signal. This shows that the push down in price
was backed by a strong selling pressure.

3. Potential Resistance Zone: A bearish engulfing pattern is even more signifi-
cant if it forms at a key resistance level, after a prolonged price advance or near
overbought levels (based on oscillator indicators).
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Tweezer Tops And Tweezer Bottoms

Tweezer tops and bottoms are one of the most common two-candle patterns you'll
see form in the Forex market.

Comprised of two candles — one bullish and one bearish — they usually appear at the
end of trending movements and suggest a reversal of the previous trend — though in
some cases, this turns out to just be a retracement.

Tweezer Top
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Tweezer tops are the bearish variation of the pattern.

These only form at the end of up-trending movements, signalling a possible reversal
to the downside.

The first candle in this pattern, which is usually (but not always) the last bull candle in
the trending move, is always bullish with the second being bearish.
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Key Characteristics:

1. Prior Uptrend: The Tweezer Tops pattern is meaningful after an established
uptrend. It suggests the potential exhaustion of the bullish momentum and the
start of a bearish reversal.

2. Two Consecutive Candlesticks: The pattern consists of two consecutive can-
dlesticks that have the same or nearly the same high. The two candles can be
any combination of bullish (white or green) and bearish (black or red) candles.

3. Equal Highs: The defining characteristic of this pattern is the equal (or nearly
equal) highs of the two candlesticks. This suggests that buyers attempted to
continue the uptrend but were unable to push the price beyond the high of the
previous day.

Trading Considerations:

1. Rejection of Higher Prices: The pattern indicates that the market rejected
higher prices. When the second candle fails to close above the high of the first
candle, it's a signal that the buyers may be losing control.

2. Confirmation: The pattern is confirmed when the price falls below the lows of
the two candles, indicating that sellers have taken control. Some traders may
look for additional confirmation from other technical indicators or a lower close
on the following day.

3. Volume: While not necessary, an increase in volume during the formation of
the Tweezer Tops can strengthen the bearish reversal signal.
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Switching over, we have tweezer bottoms...

Py T’l

Tweezer Bottom

These are bullish patterns that typically form at the end of down-trending move-
ments, indicating a reversal to the upside.

Tweezer bottoms are essentially tweezer tops but flipped the other way around.

Key Characteristics:

1. Formation: The Tweezer Bottom pattern is a two-candlestick pattern. The first
candle is a strong down candle (red or black), and the second is a strong up
candle (green or white), representing a shift in control from sellers to buyers.

2. Matching Lows: Both candles of the Tweezer Bottom have the same (or nearly
the same) low point. This matching low point is the defining characteristic of
the pattern, hence the name “Tweezer.”
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3. Preceding Trend: The Tweezer Bottom pattern occurs after a downtrend. It is a
bullish reversal pattern, so it is significant only when it appears at the end of a
downtrend.

4. Variation in Body Size and Colour: The size and colour of the candle bodies in
the Tweezer Bottom pattern can vary. The first candlestick can be long or short
and is typically coloured to reflect a negative close (red or black). The second
candlestick is typically coloured to reflect a positive close (green or white) and
can be a variety of sizes, though a longer body suggests stronger buying pres-
sure.

Trading Considerations:

1. Confirmation: The pattern is confirmed by the price moving above the high of
the second candle. A break above this high point indicates that the upward re-
versal is likely to continue.

2. Volume: While not always a requirement, increased volume on the second can-
dle can add to the validity of the bullish reversal signal.

3. Shadow/Wick: The shadow or wick of the second candlestick in a Tweezer Bot-
tom pattern can vary, but a shorter upper shadow (or none at all) can add to
the bullish reversal signal because it suggests that buyers were able to keep the
price close to the high of the period.
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Three-Candle Candlestick Patterns

Three-candle patterns are some of the rarest but also most powerful in the market.

These candles are made up of three candles that form one after the other, signalling
either a continuation or reversal of the current move.

Due to their rarity, only a couple appear often enough to be worth watching for.

Here's what they are:

Three White Soldiers And Three Black Crows

First, we have three white soldiers and three black crows.

Much more common in stocks than forex, the three white soldiers and three black
crows patterns provide high probability signals price could soon reverse its current
direction.

Here's how it looks...
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Three White Soldiers
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Three white soldiers is the bullish variant of the pattern; you'll find this forming at the
end of downtrends.

The pattern consists of three bullish candles, all which form different sizes.

The first candle normally appears the smallest, as it forms after significant selling
pressure. The second candle forms roughly double the size and pushes price back
into the prior down move.

The third candle is the biggest and shows the bulls have overwhelmed the bears, re-
sulting in a reversal.

Key Characteristics:

1. Appearance: The pattern consists of three long-bodied candlesticks that have
closed progressively higher on each subsequent day. All three should be sub-
stantial bullish candles, with little to no lower shadows (wicks).
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Candle Colour: All three candles in the pattern are white (or green, depending
on the chart colour scheme), indicating that the close was higher than the open
for each.

Sequential Growth: Each of the three candles closes higher than the previous
one, indicating continuous bullish sentiment in the market.

Size of Bodies: The bodies of the three candles should be approximately the
same size. If the second or third candles are significantly smaller, it might sug-
gest less conviction among buyers.

. Open Prices: Each candle’s open is within the body of the previous candle. Ide-

ally, the open of each candle should be in the upper half of the previous day’s
body.

Trading Considerations:

Red

. Preceding Trend: For the Three White Soldiers pattern to be valid, it should

appear after a pronounced downtrend. If it appears during an uptrend, it's not a
true Three White Soldiers pattern and might not have the same bullish implica-
tions.

Volume: Ideally, volume should increase with each successive candle, indicating
growing bullish conviction. However, this is not a strict requirement.

Confirmation: Traders typically wait for additional confirmation before acting
on the Three White Soldiers pattern. This confirmation might come from
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another bullish candle following the pattern, a gap up in price, or confirmation

from another technical indicator.

* Three Black Crows
T
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On the other hand, we have the three black crows pattern.

This is the opposite of the three white soldiers; it only forms near the end of up-
trends and is made up of 3 bearish candles.

The pattern indicates a reversal to the downside, with its three candles being a sign
the bears have overridden the bulls and gained control of price.

Key Characteristics:

1. Preceding Uptrend: The pattern typically appears after a strong uptrend. The
trend preceding the formation of the three black crows suggests that market
sentiment may be starting to shift from a bullish to a bearish outlook.
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2. Three Bearish Candles: The pattern consists of three bearish (downward) can-
dlesticks, hence the name ‘Three Black Crows'. Each of these candles opens
within the previous candle’s real body and closes lower than it, indicating a sus-
tained period of selling pressure.

3. Equal Size: Ideally, the three candles should be roughly the same size, indicat-
ing steady and persistent selling pressure.

4. Candle Shape: Each of the three candles should be long and bearish, with little
to no upper or lower shadows. This shows that sellers controlled the price ac-
tion from open to close.

5. Closing Prices: Each of the three candles should close near or at their lows, in-
dicating that the sellers were able to push the price down significantly and
maintain control until the market closed.

Trading Considerations:

1. Volume: The pattern is considered more significant if it's accompanied by high
volume during the three days of its formation. This suggests strong selling ac-
tivity and reinforces the bearish reversal.

2. Confirmation: Traders typically wait for further confirmation after the appear-
ance of the Three Black Crows pattern. This confirmation may come as a gap
down or long black candlestick on the following periods.
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3. Reliability: The Three Black Crows pattern is a relatively reliable indication of a

bearish reversal, but, like all technical patterns, it is not foolproof and should be
used in conjunction with other technical analysis tools.

Inside Bar

The inside bar — one of the few continuation patterns on this list.

The inside bar forms when a handful of candlesticks (typically 3 or 4) are huddled
within the span of one all-encompassing candlestick, affectionately known as the
‘mother bar’.

H'— Inside Bar Inside Bar Inside Bar
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The inside bar can indicate both a continuation and reversal, with its signal hinging
on where it decides to form.

Most often, the inside bar signals a continuation of the preceding trend or move-
ment. But see it at significant technical level — say, a support or resistance level, or a
supply and demand zone — and it transforms into a reversal signal.
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Key Characteristics:

1. Two-Bar Pattern: The inside bar pattern consists of two candlesticks. The sec-

ond bar or candle is the “inside bar”.

Position of the Inside Bar: The inside bar is completely contained within the
high and low range of the preceding bar. In other words, the high of the inside
bar is lower than the high of the preceding bar, and the low of the inside bar is
higher than the low of the preceding bar.

Indication of Market Pause: The inside bar indicates a period of consolidation.
After a strong move in one direction, an inside bar suggests that the market is
taking a pause. It can also represent indecision in the market.

Multiple Inside Bars: Sometimes, multiple inside bars form within the range of
the same mother bar. This can indicate an even stronger signal when the price
finally breaks the range of the mother bar.

Trading Considerations:

Real

. Breakout Confirmation: A breakout from the range of the mother bar (the bar

before the inside bar) is used to confirm the signal. If the price breaks above the
high of the mother bar, traders take it as a bullish signal. Conversely, if the price
breaks below the low of the mother bar, it's taken as a bearish signal.

Potential for Continuation or Reversal: Inside bars can signal both trend con-
tinuations and reversals. For instance, if an inside bar pattern forms during a
strong uptrend, it might signal a continuation of the uptrend. If an inside bar
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forms after a prolonged downtrend, it might signal a potential reversal of the
trend.

3. Trading Volume: Usually, the inside bar is accompanied by lower volume. This
represents the consolidation and indecision in the market.

4. Market Context: Like any candlestick pattern, inside bars should not be used in
isolation. The surrounding market context is important in determining whether
to act on an inside bar signal.
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Morning Star And Evening Star

One of the few three-bar reversal patterns, the morning star and evening star are
quality signals price may be about to reverse and move in the opposite direction.

The evening star is the bearish variant that only appears at the end of uptrends and
indicates a reversal lower.

Evening Star
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It forms when price makes a quick move higher but stalls at a high.

Sometimes a Doji will show price has stalled, but usually it'll be some kind of indeci-
sion candle. Price will then proceed to fall almost the entire length of the bull candle,
creating the pattern.
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Key Characteristics:

1. Three Candle Pattern: The Evening Star is a three-candle pattern. The first can-
dle is a large bullish candle, the second is a smaller candle (either bullish or
bearish) that gaps above the first one, and the third is a large bearish candle
that closes within the body of the first candle.

2. Uptrend Preceding: The pattern occurs after an uptrend or during a bullish
market. This is important for the pattern to be considered a reversal pattern.

3. First Candle: The first candle of an Evening Star pattern is a strong bullish can-
dle. This represents the continuation of the preceding uptrend.

4. Second Candle: The second candle is small and can be either bullish or bearish.
It gapes above the close of the first candle, indicating a possible exhaustion of
the upward momentum. In some variations, this candle can be a doji (where
opening and closing prices are virtually equal), representing indecision in the
market.

5. Third Candle: The third candle is a strong bearish candle. Ideally, it should gap
down from the second candle and close well into the first candle’s body, indi-
cating a potential reversal of the trend. The further this candle closes into the
first candle’s body, the stronger the reversal signal.
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Trading Considerations:

1. Confirmation: As with all patterns, traders typically wait for confirmation of the
pattern before acting. This could come in the form of further bearish price ac-
tion following the completion of the pattern.

2. Volume: Though not always a necessity, some traders consider an increase in
volume during the formation of the third candle as additional confirmation of a
valid Evening Star pattern.
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Morning Star

The brother of the evening star is, of course, the morning star.

As you can probably tell, the morning star is a bullish pattern. Compared to the even-
ing star, it only forms at the end of downtrends or down movements and indicates a
reversal to the upside.
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The pattern forms when price falls sharply but is met with significant buying pressure,
resulting in either a Doji or indication candle forming. The buying pressure continues
on the next candle, causing a large bullish candle to form that terminates roughly a
third of the way into the initial bear candle that caused the drop.

Key Characteristics:

1. First Candle: The first candle of the Morning Star pattern is a long bearish (red
or black) candle, indicating strong selling pressure.

2. Second Candle: The second candle is a small-bodied candle, also known as a
Doji or a spinning top, that gaps lower than the close of the first candle. It can
be either bullish (green or white) or bearish (red or black), indicating indecision
in the market. This candle’s shadows can vary in length.

3. Third Candle: The third candle is a long bullish (green or white) candle that
gaps higher than the close of the second candle and closes at least halfway into
the first candle’s body. This suggests that the buyers have taken control of the
price from the sellers.

4. Market Context: The Morning Star pattern appears during a downtrend. It's a
reversal pattern, so it's important that it appears after a significant downward
price movement.
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Trading Considerations:

1. Confirmation: The pattern is confirmed if the price continues to rise after the
third candle, especially if the fourth candle closes above the close of the third
candle. This indicates that the bullish reversal is likely to continue.

2. Volume: In an ideal Morning Star pattern, volume will decrease on the second
candle and increase on the third, confirming the reversal. However, this isn't al-
ways the case, and a Morning Star pattern can still be valid without these vol-
ume conditions.

Three Inside Up And Three Inside Down

Next, we have the three inside up and three inside down patterns.

Much like the three white soldiers and three black crows, the three inside up/down is
a rare reversal pattern you'll usually find forming at the end of trends.

A bullish reversal pattern, the three inside up only forms at the end of downtrends
and indicates a move to the upside.
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Three Inside Up

The pattern is made up of three candles: two bullish, one bearish.

The bearish candle forms first and is usually the last candle in the downtrend. Two
bullish candles then follow, signalling the bulls have taken over and will now push
price higher.

Key Characteristics:

1. Prevailing Downtrend: The Three Inside Up pattern appears during a down-
trend, signalling a potential reversal to the upside.

2. First Candlestick: The first candlestick in this pattern is a long bearish (down)
candle that continues the prevailing downtrend. It reflects the continuation of
selling pressure.
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3. Second Candlestick: The second candlestick is a smaller bullish (up) candle. It
is contained within the real body of the first candlestick, meaning it opens
higher than the previous day’s close and closes lower than the previous day’s
open. This is known as a “bullish harami” pattern and indicates a potential de-
crease in bearish momentum.

4. Third Candlestick: The third candlestick is a bullish candle that closes above
the close of the second candlestick. This confirms the bullish reversal signal,
suggesting that buyers have gained control from sellers.

Trading Considerations:

1. Confirmation: Confirmation of this pattern is seen with either a gap up or long
white candlestick on the following day to validate this reversal signal.

2. Volume: In terms of volume, it's usually high on the first day of the pattern and
decreases on the second day. On the third day, when the new trend is estab-
lished, volume may increase again.

The three inside down formation is a bearish reversal pattern that forms at the end of
up-trends.
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Three Inside Down
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Like the three inside up, the pattern shows three candles: two bearish and one bullish,

which form one after the other. The pattern completes when the third candle forms;
price should then reverse to the downside.

Key Characteristics:

1. Previous Uptrend: The pattern occurs after an uptrend or during a period of
rising prices, suggesting a possible reversal.

2. First Candlestick: The first candlestick in this pattern is a bullish one, which
means it has a higher closing than opening price. This candle continues the cur-
rent uptrend.

3. Second Candlestick: The second candlestick is bearish (closing lower than its
opening), and it is entirely contained within the range of the first candlestick.
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This means that it opens higher than the first candle’s close and closes lower
than the first candle’s open, signifying potential weakness in the uptrend.

4. Third Candlestick: The third candlestick is also bearish, and its closing price is
below the closing price of the second candlestick. This confirms the bearish re-
versal.

Trading Considerations:

1. Size of the Candles: While not a requirement, the first candle being larger than
the subsequent two often adds to the credibility of the pattern.

2. Confirmation: Traders often look for additional confirmation of the bearish re-
versal. This could come from the form of a gap down or a long bearish candle
following the pattern. Another form of confirmation can be a higher volume on
the third candlestick.

3. No Upper Shadow: In some variations, the third candlestick has little to no up-
per shadow, which can make the reversal signal stronger.
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Rising Three And Falling Three

Technically a 4-candle pattern, the rising three and falling three appear rarely in forex
and signal a continuation of the previous trend or movement.
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The rising three (the bullish variant) only forms during up moves and signals a contin-

Rising Three i’-

uation of the prior rise.

The pattern forms when price makes a sudden, sharp move higher, but then retraces
back into the large bull candle on the next three candlesticks, which can either be
bullish or bearish, before price rises sharply again and continues the prior trend.

Key Characteristics:

1. Prior Uptrend: The pattern starts with the security in a clear uptrend, indicating
bullish momentum. This is usually signified by a series of higher highs and
higher lows.
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2. Long Bullish Candle: The first candle in the pattern is a long-bodied bullish
candle, showing strong buying pressure.

3. Three Small Bearish Candles: After the first candle, there are three (although it
can sometimes be four or even five) smaller bearish candles. These candles
must remain within the range of the first candle’s high-low range, forming a
short period of consolidation or pullback. This is the ‘rising three’ in the pattern.

4. Long Bullish Candle: The pattern is completed with another long-bodied bull-
ish candle that closes above the close of the first candle, confirming the contin-
uation of the uptrend.

Trading Considerations:

1. Volume: Typically, volume is high on the first and last candles (the long-bodied
bullish ones) and lower on the three small bearish candles. The surge in volume
on the final candle helps confirm the strength of the bullish sentiment.

2. Confirmation: Even after the pattern is formed, traders look for additional con-

firmation, such as a higher trading volume on the following day or another bull-
ish candle.
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Falling Three
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The falling three (the bearish variation) only forms during down moves and signals a
continuation of the prior movement.

The falling three is created when price falls sharply, but then retraces on the next
three candles. Each candle forms within the range — between the high and low — of
the big bear candle and makes successive lower closes.

Once the third candle has completed, the next candle should be a large bear candle
that continues the prior movement.

Key Characteristics:

1. Downtrend: The pattern occurs during a pronounced downtrend. This is the
context in which the pattern has its meaning. Without a prior downtrend, a Fall-
ing Three Methods pattern is not significant.
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2. Long Bearish Candle: The pattern begins with a long bearish (red or black)
candlestick on a high volume day, which contributes to the ongoing downtrend.

3. Series of Bullish Candles: This is followed by a series of three (or sometimes
more) smaller bullish (green or white) candlesticks. These candles open within
the previous day's close and close within the previous day's open. They should
remain within the range of the first bearish candlestick. These candles represent
a brief period of buying or short covering that is generally considered a consoli-
dation.

4. Final Long Bearish Candle: The pattern concludes with a resumption of the
downtrend, marked by a long bearish candlestick that closes at a new low with
high volume. The closing of this candle should be below the closing of the first
bearish candle, engulfing the three smaller bullish candles.

Trading Considerations:

1. Confirmation: Traders usually wait for a confirmation of the pattern, which
comes as a break below the final candle on high volume.

2. Volume: In the Falling Three Methods pattern, the volume plays a significant
role. It's usually high on the first and last day of the pattern and lower during
the three-day pause.

3. Duration: This pattern occurs over five days or five candlesticks in any other
timeframe.
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The Bottom Line

Memorizing so many candlesticks patterns will never be a walk in the park.

However, with this cheat sheet, you now have a simple way to quickly identify the key

patterns as well as easily figure out what they signal. Which should make understand-
ing patterns much easier.
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