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1. A Way To Look At Prices

2. Trading Applications

3. Determining Support and Resistance

4. East Meets West

Topics covered in this chapter:

• How to recognize early signals for market turns. 
• 12 patterns that will create more trade situations you can use in your 

benefit. 
• Extra edges by knowing the variations of candlesticks as they apply to 

Forex. 
• How to contextualize candlestick patterns combined with western 

techniques. 
• A guide through some invisible aspects of the Forex market: 

sentiments and order flow.
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In previous chapters you have learned that charts are useful to forecast price movements 
by recognizing either patterns and trends or signals given by technical indicators.

A chart is primarily a graphical display of price information over time. Technical indicators 
and trendlines can be added to it in order to decide on entrance and exit points, and at 
what prices to place stops.

All these charts can also be displayed on an arithmetic or logarithmic scale. The types 
of charts and the scale used depends on what information the technical analyst considers 
to be the most important, and which charts and which scale best shows that information.

If your interest is a qualitative view of the market, because you want to display data that 
have had a large percentage of increase or decrease in price, usually longer-term charts, 
then it is more appropriate to use a logarithmic chart.
While the arithmetic shows price changes in time, the logarithmic displays the proportional 
change in price - very useful to observe market sentiment. You can know the percentage 
change of price over a period of time and compare it to past changes in price, in order to 
assess how bullish or bearish market participants feel. 

However, in the Forex market, the arithmetic scale is the most appropriate chart to use 
because the market doesn't show large percentage increases or decreases in the exchange 
rates. On an arithmetic chart equal vertical distances represent equal price ranges - seen 
usually by means of a grid in the background of a chart. The arithmetic scale is also the 
most appropriate to apply technical analysis tools and detect chartist patterns because of 
its quantitative nature.

Besides the arithmetic scale, the Forex world has also adopted the Japanese candlestick 
charts as a medium to access a quantitative as well as a qualitative view of the 
market. They were chosen among other types of charts - the two most common being 
the “line chart” and the “bar chart” - because of their attributes as we shall see 
throughout  this chapter.
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1. A Way To Look At Prices

The line chart is the simplest form of depicting price changes over a period of time. The 
line is graphed by depicting a series of single points, usually closing prices of the time 
interval. This simple charting method makes easier the assessment of the direction of a 
trend, or the comparison of the prices of multiple instruments on the same graph, but it 
also complicates the spotting of reversal levels.

The bar chart, in turn, is a form of displaying prices over time. It depicts a set of four 
data points for a given period of time for a financial instrument and embeds them in bars - 
hence the name. The four data points depicted are the open, the close, the high, and the 
low prices, that's why sometimes it's called the “OCHL chart”.

The high price is represented by the top of the bar and the low price is represented by the 
bottom of the bar. The open and close prices are the so-called “tick marks” drawn 
horizontally at the left and right sides of the vertical bar. Although they carry more 
information on price action, bar charts are not as good to examine market sentiment.
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The Japanese candlestick chart is considered to be quite related to the bar chart as it also 
shows the four main price levels for a given time period.
So, what makes them the favorite chart form among most Forex traders? The 
answer is that candles have a lot of qualities which make it easier to understand 
what price is up to, leading traders to quicker and more profitable trading 
decisions.

Japanese candlestick charts are believed to be one of the oldest types of charts, developed 
in Japan several centuries ago for the purpose of price prediction in one of the world's first 
futures markets.

In the 18th century, Munehisa Homma become a legendary rice trader and
gained a huge fortune using candlestick analysis. He discovered that although  supply and 
demand influenced the price of rice, markets were also strongly influenced by the 
emotions of participating buyers and sellers. 

Homma realized that he could capitalize on the understanding of the market's 
emotional state. Even today, this aspect is something difficult to grasp for most 
aspiring traders. Homma's edge, so to say what helped him predict the future 
prices, was his understanding that there is a vast difference between the value 
of something and its price. The same difference between price and value is valid 
today with currencies, as it was with rice in Japan centuries ago.

Compared to the line and bar charts, candlesticks show an easier to understand 
illustration of the ongoing imbalances of supply and demand. They also speak volumes 
about the psychological and emotional state of traders, which is an extremely important 
aspect we shall cover in this chapter.

One advantage that Forex candlestick charts may provide is that candles are colored 
accordingly to the direction of price movement: when the open rate is higher than the 
closing rate the candlestick is colored with a “filled-in” body, and when the candlestick 
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shows a “hollow” body, that means the closing rate exceeds the opening rate. The body of 
the candlestick, also called the “real” body, represents the range between the open and 
closing prices. In a quick view, you notice in which direction, if any, the price is heading. 
This is just one of the multiple conventions and the one we will use here, as each charting 
service may color the bullish and bearish candles differently.   

Below is an example of candlesticks and a definition for each candlestick component. The 
solid part is the body of the candlestick. The lines at the top and bottom are the upper and 
lower wicks, also called tails or shadows. The very peak of a candle's wick is the highest 
price for that time period, while the bottom of the wick is the lowest price for that 
particular time period.

Another advantage of using a candlestick chart is that it's suitability to be used together 
with other technical tools. You may combine them with conventional market indicators 
such as moving averages and trendlines. But the most outstanding advantage these 
charts offer are the early warning signs when changes in trends occur.

Traditionally the Japanese attribute yang qualities (expansion) to bullish candles and yin 
qualities (contraction) to bearish candles. When the yang reaches an extreme there is 
stillness, and stillness gives rise to yin. A reversal in market forces follows the same 
principle: a tall bullish candle showing a yang quality gives rise to stillness expressed in 
the small real body of the following candle; and the stillness gives rise to yin, which 
emerges in the form of a long bearish candle that completes the reversal pattern. This 
balance between ying and yang forces is another way to look at swing movements in price 
similar to the wave principles covered in the previous chapter B03.
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Candles can be used across all time frames — from intraday to monthly charts. For 
example, on a weekly chart, an individual candle line would be composed of Monday's 
open, Friday's close and the high and low of the week; while a four hour candle would 
comprise the same price levels for that time period.

Common Candlestick Terminology

Some traders seem put off by the language that surrounds candlestick charts.  But it's 
quite simple actually: the names of the patterns will often tell you what message is 
inherent to it. Originally, candlestick formations were labeled accordingly, in part, to the 
military environment of the Japanese feudal system during that time. Therefore you will 
find terms such as as “piercing”, “thrusting” and “advancing three soldiers” which 
definitely reflect a military cast. But candles were also given other more mystical names 
which may sound unusual at first but which are actually very descriptive like the “dragon 
fly” or “morning star”. Steve Nison, in one of his books about the topic, explains:

“A fascinating attribute to candle charts is that the names of the candle 
patterns are a colorful mechanism describing the emotional health of the 
market at the time these patterns are formed. After hearing the expression 
“dark-cloud cover”, would you think the market is in an emotionally healthy 
state? Of course not! […] this is a bearish pattern and the name clearly 
conveys the unhealthy state of the market.
[…] The descriptive names employed by the Japanese not only make candle 
charting fun, but easier to remember if the patterns are bullish or bearish. For 
example,[...] the “evening star” and the “morning star”. Without knowing 
what these patterns look like or what they imply for the market, just by 
hearing their names, which do you think is bullish and which is bearish? The 
evening star (the nickname for the planet Venus), which comes out before 
darkness sets in, sounds like the bearish signal - and so it is! The morning 
star, then, is bullish since the morning start (the planet Mercury) appears just 
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before sunrise.”

Source: “Japanese Candlestick Charting Techniques, A Contemporary Guide To The Ancient Investment 
Techniques Of The Far East” by Steve Nison, Prentice Hall Press, Second Edition, 2001.

Out of a universe of dozens of candlestick patterns, it has been found that a small group 
of them provide more trade opportunities than most traders will be able to utilize. In this 
section, 12 patterns are dissected and studied, with the intention to offer you enough 
insight into a fascinating way to read price action.
The following is a list of the selected candlestick patterns.

MARUBOZU

Although this candle is not one of the most mentioned ones, it's a good starting point to 
differentiate long candles from short candles. A marubozu is a single candlestick pattern 
which has a very long body compared to other candles. Although this is considered a 
confirmation of the market's direction, it suggests to enter the move when the price has 
already moved a lot. The resulting risk associated with this signal makes the marubozu 
not so popular compared to other candlesticks.
It signals a strong buying when the close is significantly above the open, and vice versa 
when the candle is bearish.

A short candle is of course just the opposite and usually indicates slowdown and 
consolidation. It occurs when trading has been confined to a narrow price range during the 
time span of the candle. The smaller the real body of the candle is, the less importance is 
given to its color whether it is bullish or bearish. Notice how the marubozu is represented 
by a long body candlestick that doesn't contain any shadows. 
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DOJI

When confronted with a doji candlestick pattern, the Japanese say the market is 
“exhausted”. The doji also means the market has gone from a yang or ying quality to 
neutral state. In western terms it is said that the trend has slowed down - but it doesn't 
mean an immediate reversal! This is a frequent misinterpretation leading to a wrong use 
of dojis. Despite the odds of a market turn increasing with a doji, it still lacks a 
confirmation to be traded upon.

Doji's are formed when the session opens and closes at the same level. This pattern 
indicates there is a lot of indecision about what should be the value of a currency pair. 
Depending on the shape of the shadows, dojis can be divided into different formations:

A long legged doji candlestick forms when the open and close prices are equal. 

The dragonfly doji shows a session with a high opening price, which then experiences a 
notable decline until a renewed demand brings the price back to finish the session at the 
same price at which it opened. At the top of a trend, it becomes a variation of the hanging 
man; and at the bottom of a trend, it becomes a kind of hammer. It is thus seen as a 
bullish signal rather than neutral.

The gravestone doji's are the opposite of the dragonfly doji. Appropriately named, they 
are supposed to forecast losses for the base currency, because any gain is lost by the 
session's end, a sure sign of weakness. The Japanese analogy is that it represents those 
who have died in battle. 

Dragonfly and gravestone dojis are two general exceptions to the assertion that dojis by 
themselves are neutral.

In most Candle books you will see the dojis with a gap down or up in relation  to the 
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previous session. In Forex, nonetheless, the dojis will look a bit different as shown in the 
picture below. 

SPINNING TOP

In Forex, you may consider the doji and the spinning top as having the same potential for 
reversal. For example, if a market makes a new high as shown in the image below, and 
does so with a doji or a spinning top — that’s a small real body with a long upper and 
lower shadow — the signal is the same: the market rejected the higher levels and shows 
indecision as where to proceed. 
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How can I deal with the fact that different charting platforms show 
different candlestick patterns because of their time zone? 

In the Forex market, we would suggest to use a GMT chart since most 
institutional volume is handled in London. This is specially valid if you work 
with daily charts but intraday charts superior to 1 hour will also show 
differences in the patterns. In any case, because of the 24 hour nature of the 
Forex market, the candlestick interpretation demands a certain flexibility and 
adaptation. You will see how some of the textbook patterns look slightly 
different in Forex than in other markets.

The following patterns are thought to alert the trained eye of pending reversals offering 
the chance to the trader to get early on a possible new trend, or to alert the trader who is 
already in the money that the trend is ending and the position demand to be managed.

ENGULFING PATTERN

Many single candlestick patterns, such as dojis, hammers and hanging man, require the 
confirmation that a trend change has occurred. They become more significant to the 
market when they fulfill the following criteria: they have to emerge after an extended 
period of long bodied candles, whether bullish or bearish; and they must be confirmed 
with an engulfing pattern.

This pattern occurs when a candle's body completely engulfs the body of the previous 
candle.

A bullish engulfing commonly occurs when there are short-term bottoms after a 
downtrend. 
In Forex, a bullish engulfing will seldom open below the last candle's close, but usually at 
the same level. But a bullish engulfing will always close above the previous candle open 
price, and a bearish engulfing will always close below the previous candle open price. See 
below the picture of a bearish engulfing pattern for a better understanding:
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When engulfing occurs in a downward trend, it indicates that the trend has lost 
momentum and bullish investors may be getting stronger.
Conversely, a bearish engulfing will occur when the market is at the top after an uptrend.

PIERCING PATTERN

This pattern is similar to the engulfing with the difference that this one does not 
completely engulfs the previous candle. 

It occurs during a downward trend, when the market gains enough strength to close the 
candle above the midpoint of the previous candle (note the red doted halfway mark). This 
pattern is seen as an opportunity for the buyers to enter long as the downtrend could be 
exhausted. 

A piercing pattern in Forex is considered as such even if the closing of the first candle is 
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the same as the opening of the second candle.

DARK CLOUD COVER

This pattern is the exact opposite of the piercing pattern. It happens during an upward 
trend when the session opens at or slightly above the previous closing price, but the 
demand can't be sustained and the exchange rate loses ground falling below the midpoint 
of the previous candle. 

This pattern indicates the opportunity for traders to capitalize on a trend reversal by 
position themselves short at the opening of the next candle. It may also be used as a 
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warning sign for bullish positions as the exchange rate could be entering a resistance 
zone.

The below chart shows some distinctions between “real” and “false” dark cloud covers. 
While the green circled patterns fulfill all the recognition criteria, the red circled don't.

HARAMI

On a Japanese Candlestick chart, a harami is recognized by a two-day reversal pattern 
showing a small body candle completely contained within the range of the previous larger 
candle's body. This formation suggests that the previous trend is coming to an end. The 
smaller the second candlestick, the stronger the reversal signal. 

On a non-Forex chart, this candle pattern would show an inside candle in the form of a 
doji or a spinning top, that is a candle whose real body is engulfed by the previous candle. 
The difference is that one of the shadows of the second candle may break the previous 
candles extreme.
In Forex charts though, there is usually no gap to the inside of the previous candle. This is 
how the differences look like:
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The harami pattern can be bullish or bearish but it always has to be confirmed by the 
previous trend. An important criteria in a Forex chart (as opposed to a non-FX chart) is 
that the second candle has to be of a different color than the previous candle and trend. 
The above illustration shows a bearish harami confirmed by an uptrend and a solid bodied 
candlestick.

The larger prior candle shows a clear direction but once the hesitation of the harami is 
printed on the chart, it requires a confirmation as to where the market is heading from 
now. Later in this chapter we will see how to get a confirmation of candlestick patterns.

HAMMER

There are few patterns where the shadows play a major role than the body. One of these 
are hammers, which is comprised of one single candle. It is called so because the 
Japanese will say the market is trying to hammer out a base. A hammer pictorially 
displays that the market opened near its high, sold off during the session, then rallied 
sharply to close well above the extreme low. Note it can close slightly above or below the 
open price, in both cases it would fulfill the criteria. 
Because of this strong demand at the bottom, it is considered a bottom reversal signal.

A perfect hammer in Forex is the same as in any other market: its tail must be twice as 
large as the length of the body and the body has to be near or at the top of the candle. 
This means it can have a little upper shadow, but it has to be much smaller than the lower 
shadow. 
The smaller the body and the longer the tail, the more significant the interpretation of the 
hammer as a bullish signal. Another important criteria is the color of the body: the 
candlestick can be bullish or bearish, it doesn't matter.
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Most patterns have some flexibility so much more illustrations would be 
required to show all the possible variations. This is what we attempt to do in 
the Practice Chapter. The illustration below is a sample question taken from 
the Practice Chapter's assessment. There you will find dozens of real case 
studies to interpret and answer. Each example will show a detailed 
explanation of the correct answer so that you can really integrate this 
knowledge in your trading. Remember: practice is one of the keys to success 
in Forex trading.

Answer: 

“A” is not a hammer because the lower shadow is not twice as large as the real body. 
Other criteria, such as the real body at the upper end of the trading range or the 
preceding downtrend, are fulfilled.

“B” is a valid hammer because it emerges after a downtrend and the lower shadow is at 
least twice as large as the real body. Other criteria, such as the real body at the upper end 
of the trading range or the preceding downtrend, are fulfilled. It can have a little of an 
upper shadow.

“C” is not a hammer because the preceding trend is up. A hammer always has to emerge 
after a downtrend. All the other criteria are fulfilled.
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HANGING MAN 

The hanging man is also comprised of one candle and it's the opposite of the hammer. If a 
hammer shape candlestick emerges after a rally, it is a potential top reversal signal. The 
shape of the candle suggests a hanging man with dangling legs.
It is easily identified by the presence of a small real body with a significant large shadow. 
A true hanging man must emerge at the top of an uptrend. All the criteria of the hammer 
are valid here, except the direction of the preceding trend. The body can be empty or 
filled-in; it may show a very small shadow on the top; the lower shadow has to be twice 
as large as the body; and the body has to be on the upper end of the trading range to be 
considered a bearish reversal signal.

Do candlesticks work across all time frames? 

Yes, they should work in all time frames because the market dynamic behind 
its construction is the same in higher charts than in lower ones. However, 
someone using a very short time frame like the one or five minute chart 
should be forewarned that there is more noise in small time frames, and that 
the opening and closing prices of these candlesticks aren’t as important as 
they are on a daily chart.
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MORNING STAR

The classical morning star is a three-day bottom reversal pattern on a Japanese 
candlestick chart. Like the planet mercury, the morning star announces that the sunrise, 
associated with brighter events, is about to occur. In the first day of the pattern the 
exchange rate is still in a downtrend manifested through a long real body. The following 
candlestick has a small real body compared to the previous one. And finally, the last 
candle is a candlestick that reverts back more than halfway into the first candle's real 
body. It represents the fact that the buyers have now stepped in and seized control.

As for the validation criteria used in Forex, the middle candle, the star of the formation, 
has two different criteria as opposed to non-Forex environments: first, it doesn't have to 
gap down as it has to in other markets; second, its real body most of the time will be 
bearish or a doji. 

There a quite some variations of the morning star, which are covered in more details in the 
Practice Chapter of this Unit.

EVENING STAR

This pattern is the opposite of the morning star. It is recognized when the price stagnates 
after an upward trend and it does so in form of a small bodied candle. In Forex, this 
candlestick is most of the time a doji or a spinning top, preceding a third candle which 
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closes well below the body of the second candle and deeply into the first candle's body. 
The first candle has to be relatively large in comparison to the preceding candles.
This candlestick pattern generally indicates that confidence in the current trend has 
eroded and that bears are taking control. The classic pattern is formed by three candles 
although there are some variations as we will see in the Practice Chapter.

SHOOTING STAR

This single candle pattern has the following recognition criteria: it occurs when the 
exchange rate has been rising; the first candle has to be relatively large; the second 
candle has a small real body at or near the bottom of its range; and the upper shadow is 
twice as long as the body. On a Forex chart, the color of the candle is not a validation 
criteria.

The shooting star is a bearish reversal signal as its shape indicates that the price rallied 
during the session, but pulled back to the bottom to close near the opening price. This 
means that the initial demand pushed the price up, but sellers came in and imposed their 
supply.
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“Learning candle patterns in groups is much like recognizing family members. 
If a large number of relatives were disbursed in a crowd of strangers it would 
be easy to miss them. However, if the relatives were all brought forward and 
arranged by family units it would become rather easy to spot them, even if 
they were dispersed back into the crowd again.
Candlesticks, like relatives, can be grouped together and learned in family 
groups. They can be directly related or cousins. As in any family some of the 
cousins can be a bit odd, but in perspective they still fit and are much easier 
to remember if they can be placed into a family.
Candlestick patterns have very strict definitions, but there are many 
variations to the named patterns, and the Japanese did not give names to 
patterns that were “really close”. Experience and common sense allow traders 
to read the message even if it does not exactly match the picture or definition 
in the book.”

Source: “Candlestick Charting Explained” by Gregory Morris, McGraw-Hill; 3 edition, 2006

The insights gained from dissecting each of these 12 major signals will become a valuable 
tool for learning how to use Japanese candlesticks. Let's see some trading applications!
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2. Trading Applications

Measuring Sentiment With Candles

Recognizing the footprints of sentiment can be quite easily done with the help of 
candlesticks, but capitalizing on it is the difficult part of trading. The trader has to learn to 
recognize the signs that a rally or a decline is about to occur. 

There are basically two emotional forces behind supply and demand that drive exchange 
rates higher or lower: fear and greed. 

Suppose you are observing a rally consisting of three bullish candlesticks in the EUR/USD 
and considering an entry at the open of the next candlestick. You have witnessed the 
upwards move for three days and you know that all the traders who entered on the first 
two days are now in a winning position- and you want to feel like them.
Responding to your emotion of greed you decide to enter. As the exchange rate makes a 
new high for the day you start to imagine the big profits coming to your account. Even if 
the profits are still on paper, you already feel good about the great trade that you are 
making that day. But you want more and you decide not to close the trade.

The next morning you check your position, expecting to see more gains but  your 
emotions shift 180 degrees when realizing that your position not only failed to go higher, 
but also went below your entry price. Now experimenting fear you just want to liquidate 
your position as soon as possible to minimize your losses.

Do you think you are alone with your feeling? Rest assured you aren't. Thousands of other 
traders who entered at the same price as you are joining you in the sentiment. And the 
majority of them are also thinking of getting out of the bad trade.

Consider now to whom you - and all the traders in the same situation - are going to sell? 
Or, to put it in other words, who is wanting to buy when the market is falling?

As illustrated in this example, understanding market sentiment can be a vital part of your 
trading. The technical analyst working with Japanese candlesticks  is trained to read the 
greed and fear emotions in the price action and capitalize on them. Let's start by 
dissecting a candlestick once again.

The candlestick's range is the difference between the prices extremes reached during a 
given trading period. It can be a daily trading session or one minute, the construction of 
the candle will always be the same. The length of the candle visually shows how far the 
exchange rate moved up and down, during the trading period.

One of the main differences between the western line or bar charts and the 
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Japanese candlestick charts, and what makes this graphical representation so 
popular, is the relationship between open and closing prices. While in the West 
the greatest importance is placed on the closing price in relation to the prior 
period's close, the Japanese place the highest importance on the close as it 
relates to the open of the same period.

For this reason the area between the opening and closing prices is boxed, forming the 
candle body. The color of the candle tells the trader who is in control of the exchange rate 
- if the buyers or the sellers. If we have a long white or hollow real body, the bulls are in 
charge of the market and vice versa, when the bears are in charge the candlesticks are 
black or colored. This seems quite obvious but it's a key aspect to understand some of the 
fine nuances we are going to cover in this section.

As we have seen in the previous section, when the bodies get smaller, it shows the market 
is loosing momentum, or in other words, that supply and demand are becoming equal.

Because of the importance of closing prices, we could think of the body being 
more important than the shadow. But that is not the case. The function of the 
bodies is to reveal market sentiment and that of the shadows is to reveal implied 
volatility. The real body is the essence of the price movement, while the shadows 
show the potential supply and demand imbalance for a certain period.

The illustration below shows a comparison between the EUR/USD and the EUR/GBP on a 
daily chart during the year 2001. Notice how the shadows in the EUR/GBP are relatively 
larger and more frequent than in the EUR/USD. 

Big bodies are very significant and the traders shall pay attention to their direction (or 
color) and their price extremes. The lower end of a large bullish candle, for instance, is 
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indicative of a price level with a high demand.
As the bodies get smaller the sentiment weakens and the direction becomes less 
important. That is why very small bodies do not carry any significant color bias.
Marubozu candles for instance, being the maximal expression of a large candlestick, 
indicate a noticeable difference between the price at the time the session started and the 
price at which it closed. The fact that there are no shadows present in the body shows a 
unidirectional imbalance in supply and demand.
 

Any large candlestick pattern represents a significant price movement and also a clear 
market sentiment. Since the size of the body's extension is subjective, as a general rule, 
in order to be considered long, the candlestick real body should have a length at least two 
times the average real body for that pair and time frame.

Always wait for the candlestick to close before pulling the trigger to enter a 
trade. Besides the vast information candlesticks contain, they can also offer a 
huge help in the decision making process.
Many reasons can lead a trader to experience hesitation as to when to enter a 
trade: a lack of confidence in their analysis, not enough accumulated 
experience, or being frozen in their thinking because of conflicting emotions 
of fear and greed. The trade may also be sabotaged by the trader's impulsive 
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will to pull the trigger to early.
To get around all these obstacles, candles offer a level of objectivity absent in 
other chart types. Knowing that a candle pattern is only confirmed when the 
candle session is over, the trader has an imperative reason to stay out of the 
market and wait for a confirmation. Once the signal criteria is met, the trader 
has an objective reason to enter the trade.

Even if the trade is initially decided because the pattern is evident, waiting for the closing 
of the confirmation candle will build confidence and train the trader  to only take high 
probability signals. The illustration below shows how a clear trend can change its 
appearance in the last moments of a candle's lifespan.

The relationship between the shadow and the body is therefore more important 
than the body or the shadows themselves. Let's specifically address the formation 
and implications of candles with long shadows and small bodies. A good example of the 
importance of the shadow in relation to the body is the difference between a hammer and 
a hanging man: their bodies are equal. What differentiates them is the position of their 
shadows.

We mentioned before that the shadows, or wicks as they are often called, tell a story 
about the sentiment of market participants. They represent the price extremes (high and 
low) of the trading session. As you know from the previous chapter, price extremes are a 
reflection of market sentiment. Because they reflect the market's sentiment and volatility, 
shadows play an important role in chart analysis.

When one - or more - long upper shadow(s) form(s) after a price rally, it is an indication 
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that the market is reaching a supply level. For this reason they are sometimes referred to 
as bearish shadows. 
These long upper shadows are a warning sign that there may not be enough demand at 
higher levels to continue to propel the exchange rate upward. Although the exchange rate 
is reaching higher highs, it has closed well below those highs. This is especially evident 
near an overhead resistance area where supply exceeds demand. These tails suggest that 
buyers are now taking profits on their long positions and bearish traders may be initiating 
short positions. This is a clear signal of sentiment shift. The chart below shows an 
example:

Conversely, when one - or more - long lower shadow(s) form(s) after a price decline, the 
trader should be forewarned the market is reaching a bottom, which is synonym of 
demand. Long lower shadows may be referred to as bullish shadows.
Long lower shadows warn that lower prices are being absorbed by a potential demand. 
Even though the pair is making lower lows, it closes well above those lows. This usually 
occurs near an area of support on the chart suggesting that sellers are covering their short 
positions (taking profits) and bullish traders are entering long positions. The below chart 
shows some examples:
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In an interview to Steve Nison, he answered the question “What do candlesticks reveal 
about the psychology of the market?”:

“I look at a candlestick chart as if it’s an x-ray of a market’s supply and 
demand dynamics. A tall white candle means the market opened near the low 
and closed near the high, which suggests the bulls are in control. On the flip 
side, if you have a long black candle, the bears are in control. If you have a 
spinning top and a small real body, there is more a tug of war between the 
buyers and the sellers. If you have a doji, the market is balanced between 
the bulls and the bears, and you don’t want to see that during a rally. What 
you want to see are tall white candles, not spinning tops or dojis. A doji really 
reflects indecision and at that point the market becomes tired.

One thing to keep in mind is that sometimes a little knowledge is a dangerous 
thing. I would caution people against trading with candles until they are very 
familiar with them. For example, the doji is a potential reversal signal, but 
one of the rules I have is that the high of the doji represents resistance. If 
the market closes above that resistance area, the market is “refreshed,” as 
the Japanese like to say.
There are a lot of fine details. As a general rule, dojis represent indecision, 
but they are better at calling tops than bottoms. There is a saying that the 
market will fall under its own weight. So if you see a doji during a rally, the 
market really doesn’t know what it wants to do and it is possible for it to fall 
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under its own weight.

But if you see a doji during a rally, the market really doesn’t know what it 
wants to do and it is possible for it to fall under its own weight.
But if you see a doji during a downtrend, the market very often will continue 
down. There are many details you can pick up from looking at thousands of 
charts.”

Source: “Candles shed light on the market”, interview with Steve Nison, Active Trader Magazine, 2003 

The image below shows an example of a fine nuance in the interpretation of a dark cloud 
cover. The information we could gather about market sentiment is only valid if all the 
recognition criteria has been met - otherwise a misinterpretation could lead to a wrong 
decision.

When trading live though, the candlesticks patterns are not always evident for the 
untrained eye. The reason we insist on the importance of the candlestick construction is 
this: before a long lower shadow candlestick is formed, it is first a long bearish candle in 
the form of a solid marubozu. When facing such a candlestick in real time, it's clear the 
sellers are in control of the exchange rate and the atmosphere is very bearish. It's easy to 
become impressed by the potential gains behind the price movement, and entering 
impulsively in the direction of the move.

What happens most of the time is that the inexperienced trader will sell at a support level. 
The mistake becomes evident when professional buyers start opening long positions, and 
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the professional sellers covering their short positions. This combined action will put 
upward pressure on price. As a result, price starts to rise and a lower shadow begins to 
emerge. 

By the end of the session, what was previously a marubozu is now a hammer.
The new confirmed pattern will cause concern to many of the sellers who still have their 
positions open, and they also may start covering their positions. The price rallies and 
subsequently additional short coverings from sellers add fuel to the rally. The patient 
trader will trade based on the hammer signal and go with the new emerging sentiment.

Candlestick analysis applied to the Forex market puts less emphasis on the 
psychological relationship between opening and closing prices of the daily 
session than other markets. The opening moment is a key point in a market 
which closes overnight and it provides the first clue as to the direction of the 
day. Overnight information can influence trader's sentiments and the more 
anxious the traders feel, the earlier they will start to trade. A similar 
emotional decision making process will be found at the close of the day in 
anticipation of the market direction for the next day. 
In Forex though, candlesticks have a structural weakness: because of its 24 
hour trading activity, there is really no opening and closing of the day as in 
other markets. The only closing day is Friday, and many traders agree that 
this is the day of the week where most emotional trading is seen. While some 
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traders will trade because they missed a good opportunity during the week, 
others will try to make up what they lost during the week. The resulting 
whipsaw swings can be devastating for the new trader if you don't know what 
happens behind the scenes.

A candlestick may show different sentiments during its formation, specially 
candlesticks of large duration like the daily or weekly charts. If you want to 
become aware of the emotional states the candle goes through, start to 
assess your own feelings when you see the market moving. In most cases, 
your first emotion will be that of the crowd. Be aware of it.
Then, try to stalk the other side of the current market sentiment: who would 
enter against the current market move and what motives these participants 
may have. These are usually the professional traders - they act differently 
from the crowd. Soon you will be able to recognize who is entering based on 
emotions and who is entering based on objective analysis.

Specially in short-term trading, it is critical for the trader to have a clear understanding of 
what other traders are thinking. One way to read the market's sentiment during the 24 
hour Forex session is by observing what happens between the opening and the closing of 
the daily candle. 

Intraday Candle Signals

As mentioned before, when speaking of the opening and closing moments of the Forex 
market, we may stumble into a structural problem because this market never sleeps. But 
there is another way to read candlestick charts consisting in dissecting the patterns in 
smaller inter-period candles.

For example, you can take snapshots as to what is happening at the formation of a 
hammer going several time frames lower. These cross-sections of trading patterns is a 
way of getting additional insights as for the validity of a pattern. 

Probably the most frequent case study is that of a breakout. While witnessing a breakout 
on the 240 minute time frame, inferior time frames will show the strength of the price 
action as seen on a higher chart. The breakout will be the same on both charts, but the 
smaller one can show if the candles are closing behind the broken level, or if they are 
retracing back to close inside the range. The first scenario would suggest that the level 
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has been successfully broken, while the second scenario could be just a testing of the 
level.

Another important aspect, as suggested in previous chapters, are hidden support and 
resistance levels on smaller time frames. These levels can become evident with the 
emergence of typical candlestick patterns as their validity doesn't change across any time 
frame. Smaller time frames can be used as additional field to get insights as to what 
happens on a higher level. Specially  swing traders, who profit from the ebbs and flows of 
the market, may find useful to detect patterns on smaller time frames. These patterns can 
be seen as advanced signals to be finally confirmed on a higher chart. For example, they 
can tell if there was a successful test of an earlier support or resistance level. The below 
chart shows an  example:

Another interesting aspect is to know at which time of the duration of the superior candle 
did the biggest movement took place. This way you can assess  if the market is 
overextended or if it is a solid trend. We will cover that through a concrete example in the 
next section.
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But there is another critically important aspect besides the relationship between opening 
and closing prices and its emotional reading: the trending context. A shooting star and an 
inverted hammer can also look alike, it all depends where they emerge, right? 

Contextualizing Candlestick Patterns

A large candle leaves no doubt of the market sentiment, at least for the duration of its 
period. But depending on the scenarios where such a candlestick may form, it may have 
different meanings or no meaning at all.

A long bearish candle may form in the context of an uptrend and signal a potential 
reversal to the south or an opportunity to buy at a better price.
A long bearish candlestick may also form at the end of a downtrend and signal an extreme 
market sentiment and therefore a potential exhaustion move. But it can also be an 
opportunity to sell at a better price.
How can we know if the candle signal has high chance to work out?

It is important to realize that candlestick formations occur within a specific context. As we 
have seen before, most candlestick signals are reversal patterns - they suggest that price 
will reverse its current direction. For this reason a pattern can only be qualified as a 
reversal signal, if the prior price action shows a clear trend.

A bearish engulfing pattern, for example, must come during a rally not during a 
downtrend.
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In the below example we see a doji emerging in an overextended market and another one 
in a lateral market. In the first case the Japanese would say the market is tired — and 
that’s a potential reversal signal. In the second case the candlestick isn't able to point a 
direction. Therefore, never trade a doji in a lateral market.

Also of interest are long legged dojis that came after a tall bullish candle or a clear 
uptrend. This kind of doji session, where the upper and lower shadows are extremely 
large, is itself a warning that market has lost its sense of direction. 
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Answering the question “What advice can you give about trading more effectively with 
candlesticks?”, Steve Nison explains how he confirms the trending context:

“One of the things I would suggest is to always consider the major trend. 
How someone defines the major trend is subjective. Some traders will look at 
a moving average — if a stock is under the 200-day moving average, they’ll 
say the trend is down. Personally, I keep it very simple. If the market is 
making higher highs and higher lows, the trend is up; if its making lower lows 
and lower highs, the trend is down.
Once you have the major trend, you want to think about initiating a new 
position in the direction of that trend. If the major trend is up, I’d be looking 
for bullish candlestick signals to buy on corrections. For example, if there is a 
bullish hammer and the major trend is up, I’d consider going long on that 
hammer.”

Source: “Candles shed light on the market”, interview with Steve Nison, Active Trader Magazine, 2003

The next chart shows a hammer, remember, a candlestick with a long lower shadow and a 
small real body near the top of the range. This candlestick is only considered bullish if it 
appears during a downtrend – otherwise it will not be qualified as such. Such a candle line 
is called a hammer since, supposedly, the demand at the bottom becomes so strong that 
the price can not break it. 
But there is one variation to trade based on hammers: when they follow a   downtrend 
they are considered a bullish reversal and when they follow a short-term downside 
correction within a larger uptrend, they can be considered a continuation signal. 
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If you are a more aggressive trader and speculate on the trend corrections, a hammer in 
the context of an uptrend correction may signal that the trend is about to resume and that 
short positions should be covered.
The image below shows that if you search for hammers arbitrarily, you will certainly lose 
your edge, as many of them will appear out of context. Here is a hammer in the context of 
an uptrend:
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The same is valid for the mirror image of the hammer, the shooting star. Shooting stars 
are bearish reversal signals but they can also be considered bearish continuation patterns 
in the context of a major downtrend. For more aggressive traders, a shooting star is useful 
as a warning to start liquidating long positions in a downtrend correction. Remember what 
we studied when we covered the Wave structure of the market in the last chapter: trends 
are made of retracements.
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3. Determining Support and Resistance

Reading The Order Flow With Candles

Candlestick charting should not be used in isolation to other analytical techniques. In this 
section, we will explpore some of the theories behind why support and resistance works so 
well in helping to fuel the movement of an exchange rate. You will see that candles are 
excellent for detecting trend reversals and continuations, especially near support and 
resistance levels. 
To understand how we can use the candlesticks to know more about the supply and 
demand at any given moment, we will start by following a candlestick chart  changing step 
by step and by seeing how candles are shaped. The reasoning behind why it works has a 
lot to do with what other traders are thinking as they enter, exit and hold a position. 

1. In the chart below, we see the candle opens at 1,2500, and then quickly rallies to 
1,2550. The reason the price moves higher can be a concentrated burst of buying activity 
despite the supply being kept constant. This imbalance helps fuel the exchange rate to 
rally to higher prices.

2. If demand keeps increasing and the supply disappears, the exchange rate will rise even 
more. This means there are many buyers and no sellers.

3. If the same number of buyers keep holding the pair, but the next group of sellers steps 
in to offer the pair, the exchange rate falls to close the session near its opening price and 
forms a first signal of demand exhaustion.

4. At this point, the traders who bought at a lower level realize that the pair is coming out 
of overbought and start to sell short in anticipation that the pair will pull back... which is 
indeed the case. When buyers cover their positions and decide to become sellers, the 
exchange rate falls even further.

5. At this lower level there is still a larger number of traders willing to buy at a better 
price. However, there is still a large number of die-hard sellers who delay covering their 
positions, in hopes that the exchange rate has reached an area of resistance, and will pull 
back again into a profitable territory. Now buyers and sellers equal in number again, that 
is, supply and demand are in equilibrium and as a result the exchange rate doesn't 
change. An indecision candle signal emerges.
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6. More sellers and buyers enter the market, and some of the traders who had open 
positions reverse their trade direction. Volume picks up considerably as everyone is buying 
and selling to each other, but what happens to the exchange rate? It remains in a range 
because there is no imbalance between buyers and sellers. 
Suppose that you are a seller who has bought the pair at the high of the shooting star, 
and because of your high tolerance for pain, you did not cover your position when the pair 
dropped. You still manage to be short when price consolidates at (5). Even though you are 
in deep losing territory, you will not immediately cover your position hoping for a resuming 
of the trend to see the price passing the point where you first went short into profitable 
territory again. The question is, however, where will you cover if the pair does not 
continue to rise? The answer is that you will probably wait and see how the pair behaves 
around the area of consolidation. If it crashes through the low shadow of the candle (5) 
and continues to fall, you will quickly cover your position and cut your losses short. If the 
pair reverses and starts to climb, you will hold on to the position and rake in your profits 
at a higher price.

So as you can see, the consolidation range is a very important decision area and 
depending on the way the pair breaks out of it, it will be a future reference.

7. The process creating a lateral price movement will repeat itself until the traders start to 
loose interest in keeping their positions open for more time. Volume reduces on both sides 
and because the supply-demand equation is still balanced, the market is kept in a range.

8. Soon, one of the sides, let's say the sellers, gives up and covers positions and takes 
some profits. The buyers remain the same but as soon as no seller is left, the exchange 
rate starts to rally. Notice the rise is due to a reduction of supply, not because there are 
more buyers. Actual volume is now at its lowest.

At this stage, however, the astute candlestick reader will be able to observe the bullish 
trend at the left side of the chart, and deduce that buyer demand will be exhausted when 
the price reaches the recent hight at the top of the shooting star (3). 

9. With price reaching a prior resistance zone, a whole flurry of astute sellers will step in 
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in anticipation of a downside move. Even if the thin demand is kept the same, the 
exchange rate considerably falls forming a dark cloud cover. In face of this classical 
reversal pattern, traders who bought the exchange rate at this level will close their long 
positions because they now have finally conceded that they were wrong when they bought 
earlier. A dark cloud cover signals the exchange rate is now going lower, not higher. This 
explains how a prior price resistance can become again an area where supply exceeds 
demand: when a pair is rising and encounters resistance, traders will use that barrier 
either as a target to exit long positions, or as a starting point to enter short positions. The 
reverse often occurs when a support zone is tested.

So by observing the candlestick color and relative size and relative position, the astute 
candlestick reader is able to deduce what other traders are thinking, and estimate what is 
the most probable outcome in the future of the price.

You have probably noticed that during this analysis we have not mentioned any details 
about the pair that is being traded, if any news were affecting the price action, and we 
barely mentioned what the technical indicators were saying. The reason for this is because 
in short-term trading, the most important element is a good understanding of what the 
candles are transmitting about price behaviour. How indicators, of whatsoever nature, are 
interpreting that behaviour, is secondary to this exercise.

As shown in our example, the only element that will move an exchange rate higher is the 
willingness of a trader to buy it at a higher price. A currency can have rock solid 
fundamentals, but if no one is willing to exchange it for another currency, the exchange 
rate will not go up! The same when a pair is overbought for a long time accordingly to a 
technical indicator - if no buyer is willing to step in and buy the base currency, the pair will 
keep falling into deeper oversold territory.

This is why it is so important for short-term and swing traders to learn how to read the 
market through the eyes of other traders, not just through the eyes of a financial analyst. 
Candlesticks are a great way to methodically unravel the clues regarding market 
sentiment and order flow.

How many times has this situation happened to you: you enter a trade based on a bullish 
reversal signal, let's say a hammer, but then you exit on a slight pullback only too see the 
exchange rate rally to a new high after you exit.
Unfortunately, there is no system that can predict with a 100% accuracy where a greed 
rally or fear sell-off begins. There are however techniques based on candlestick patterns 
that help us locate probable areas for these turning points. The rest of this section will 
explore these techniques that can help you manage your risk.

© Learning Center – Unit B – Chapter 4 – p.37/48



Brought to you by                                      

Remember a basic principle: candle charting techniques are a tool of analysis, 
not a turn-key system by itself. These techniques demand not only an 
understanding of the intrinsic price action mechanisms, but a coherent 
trading approach based on sound rules as for tactics and money 
management.

Tails as Support and Resistance

The formation of one or more tails at, or close to, an area of support (bullish shadows) or 
resistance (bearish shadows) is fairly common. Experienced traders pay close attention to 
visible barriers on a chart and often execute trades near those points. Tails may form 
due to several reasons: an overextended market sentiment, an increase in 
volatility, or a shift in the supply and demand equation. Let's proceed with the first 
scenario.

The exchange rate is always creating new support and resistance zones. One of the ways 
a new S&R zone is created is when the market is overextended, that is, when it covers a 
large distance in a relatively short amount of time causing a short-term overbought 
(uptrend) or oversold (downtrend) condition. Out of this price action emerges a long 
shadowed candlestick.

After such a directional move, price often pulls back to the same zone where the supply or 
demand are located, thus offering a trade opportunity.
A shooting star, for example, is a bearish pattern that forms after a strong price advance. 
It has a long upper shadow and a small real body that forms at the lower range of the 
candlestick line. The large shadow is a signal of the strong imbalance towards supply that 
exists at the top of the candle.
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Tails may also form during times of increased volatility in a certain pair. Long upper 
and/or lower shadows are a sign of significant intraday movement up and down. 

On a lower chart, the price action forming a long shadowed candle on a higher chart can 
look very differently. See the above illustration: on both sides of the candle different price 
movements are displayed. At the end, both printed the same candle, but the extended 
move on the right side shows a bigger supply-demand imbalance at the top end of the 
candle's shadow than the movement on the left side.
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When you see a hammer emerging at a significant support level, notice how 
the price drops back to pierce the hammer's shadow. To get a low risk trade 
set-up, locate the stop below the bottom end of the hammer and target the 
next major resistance zone.
An ideal hammer should have a lower shadow at least twice as large as the 
real body. This brings objectivity to the interpretation of the signal. But if you 
see a hammer emerging after a downtrend and a lower shadow which is only 
one and a half times the real body height, but you also observe that the 
market is at a major support zone, then you can still view that as a classic 
hammer. As a general rule, the overall technical picture is more important 
than a single candlestick. That is why contextualizing candles is so important: 
it offers you a certain flexibility without loosing the edge.

Long shadows reveal a loss of control by the previously dominant group. Recognizing such 
can help with chart analysis and trade management. Price often changes direction, at least 
temporarily, after the formation of one or more long shadows. Swing traders can use 
these signals at their advantage to exit a position and/or take a trade in the opposite 
direction. 
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A doji that emerges after a trend should be viewed as a warning that the 
trend may be changing. It represents indecision, uncertainty, or vacillation by 
those who were sustaining the trend.
One powerful reversal signal is given when a doji pierces the high of the 
previous candle in the context of an uptrend. What the candle is alerting of is 
that, despite a rise in price, the buy orders where not enough to sustain the 
price higher. This is the same as saying that at the top of the doji, powerful 
sell orders were located. These orders attracted the price and were triggered 
when it got there. So, when watching a doji candlestick, pay close attention 
to the length of its shadows and especially to the shadow in the direction of 
the preceding trend.

The Risk to Reward

Candlestick signals alone should not be a reason enough to enter a trade. You must 
always consider the risk to reward ratio. Besides, not all signals will lead you to profits, 
hence the vital importance of managing risk or position sizing.

In order to calculate your risk to reward ratio, you start by locating your stops. 
Candlesticks offer well-defined guidelines for placing stops. Usually, the lower and higher 
end of a candle's range is a good stop-out level. 
For example, the lower end of a bullish hammer can be used as a stop loss level if it is 
contextualized as a support area. When a hammer emerges, price rarely rallies from 
there, but instead it often comes back to touch the lower shadow. Therefore, stop loss 
orders shall be located under the bottom end of its shadow or below the range of the 
support area.
The same with a shooting start: its higher end can be used to place a stop loss order if the 
general context shows it is a resistance zone.

Candlestick patterns may also be used to trail the stops. For instance, a hammer emerging 
in the context of a larger uptrend correction, can be used to trail the initial stop on a buy 
order to a higher level.

The second step is to set price target. Candlestick signals indicate that a change in the 
direction of price may occur; however, they do not indicate how significant the change will 
be, or how long it will last. Candles are only powerful at confirming the force of the market 
at a support or resistance level in form of an early buy or sell signal. But as far as where 
to take profits, you have to locate prior major support and resistance zones. If you don’t 
have a price target, you don’t have a trade set-up.
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To be a successful trader, you need to always know what the risk to reward ratio is, before 
entering the market.

At this stage, you might enhance the “trading checklist” from Practice 
Chapter A, adding the recognition of a valid candlestick pattern. Refer to that 
material to learn when a candlestick reversal pattern is not valid, despite 
complying with all the recognition criteria.

The third step is comparing, in each particular set-up, the amount of pips you 
risk and the potential amount of pips you can gain. The result ratio has to be always 
positive. The higher the potential gains compared to the pips at risk, the better is your risk 
to reward ratio.
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4. East Meets West

A major advantage of candlestick charts is that, since they are made up of the same 
information as bars charts (that is, Open, High, Low, Close data), all of the western 
charting techniques can be integrated to reinforce the candle signals.

By the time the Japanese created the candlestick technique, it was probably  powerful 
enough to be used as a single analytical method. But today most analysts agree that the 
best results are achieved when combined with western charting and technical analysis. We 
would recommend at least to take horizontal support and resistance levels into 
consideration as explained in the previous section. But you might also add technical 
indicators to your chart such as an oscillator or some moving averages for further 
confirmation.

There are surely a myriad of ways by which traders can use western tools in 
conjunction with candlesticks. We suggest you to continue using whatever 
indicators you like to use and confirm or filter the indicator's signals using the 
candles. The other way around is also possible: to filter or confirm reversal 
candlestick signals with the use of, let's say, MACD.

For example, if there is a bearish regular divergence in the MACD indicator, which means 
price made a new high, but the oscillator didn’t, and a bearish shooting star and a dark 
cloud cover emerge on the candle chart, that increases the likelihood of a market turn. For 
detailed information on how to trade with divergences, please refer to Chapter B01.
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As seen in the above example, candle charts revealed reversal signals earlier than lagging 
indicators. By the way, MACD divergences are great, aren't they? 
Although the MACD bearish cross happened at the same price level as the close of the 
bearish engulfing pattern, the technical indicator triggered the signal nine hours later. 
Candlesticks are not lagging indicators, they are a visual expression of price action!

Use our Candlestick Watch, by checking the “Currencies at a Glance” section 
at FXstreet.com.  Once you have clicked on the currency pair of choice, go 
where it says “View (pair) Technical Studies”.

There is still another way to use signals provided by candlesticks: to exit positions. 
Imagine you are in an open trade and a reversal signal or a doji emerges. You might want 
to reduce the position size or exit completely in anticipation of a market turn against your 
initial position.

Don't focus on candlesticks alone. Trying to build a trading method 
exclusively based on candle signals will lead you to poor results. To interpret 
the meaning of the candle patterns in their main context is more important 
than recognizing the patterns themselves. In order to contextualize them 
properly and to build a trading methodology on that insight, additional 
resources are needed. This doesn't mean you have to plot 10 indicators on 
your chart - probably the use of one of them will be enough.

One way to increase the likelihood of a candle signal calling a reversal is to read an 
oscillator for overbought and oversold market conditions. The chart below illustrates a 
trade set-up using the Stochastic oscillator. The candlesticks printed two reversal signals 
at a resistance level. But while at the first candlestick signal the technical indicator was at 
42%, the second time it was at 82% - that is to say overbought. This is a clear case 
where both tools converged at the same signal.
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The use of Bollinger bands is also very compatible with the candlesticks because they are 
used to measure when the market reaches extreme price levels. The below set up shows 
the USD Index printing a hammer at a major support area. Notice also how the hammer 
candle is completely out of the lower band, adding more evidence that a change in the 
direction of price was about to occur. 
Yet, to enter the trade, this triple confirmation is not enough - what else is of vital 
importance? The answer is: the risk to reward ratio. The bearish engulfing pattern could 
have been used as a first target offering a good ratio.
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Using charting techniques, you would have said a double-bottom was forming. But it took 
32 hours for that chart formation to break through the confirmation line. The market 
printed the bullish candlestick pattern at the prior support zone, providing an early entry 
signal. 

Candlestick charts can be a valuable asset to your trading arsenal. The 
question is not whether they work or not, the question is learning how to use 
them correctly. Feel free to share your candlestick charts and set-ups in the 
Forum. If each pattern is properly dissected and studied, the gathered 
information will become a powerful investment resource for the rest of your 
career.

This chapter has geared you with valuable analytical knowledge which, 
together with all the knowledge and insights provided along Unit B, has laid 
down a solid foundation for your career as a currency trader.
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What you have learned from this chapter:

•  Why the relationship between the real body and the shadows of candles 
is so important and how much information can be gathered here from.
•  How to put candles in a context taking into account the knowledge from 
chapters B01, B02 and B03.
•  An even better understanding of support and resistance by looking for 
daily and intraday candles and their signals.
•  Western tools are necessary to contextualize the candle patterns, 
specially to set targets.
 The risk to reward ratio can be enhanced favorably when using candlestick 
signals.

FXstreet.com contents: 

Candlesticks and their whole picture by Tomas Cedavicius
Basics Of Candlesticks     by Geert De Boeck
Introduction to Candlestick Patterns – Webinar recording by Andrei Pehar
High-Probability Forex Pattern Trading – Webinar recording by James Chen
Candlesticks and their whole picture by Tomas Cedavicius
Basics Of Candlesticks by Geert De Bo
Understanding The Creation Of Candles In Forex Trading – Webinar 
recording by Sam Seiden
Using Candles to indentify entry points and risk by Pierre Charlebois,
Looking For Key Support and Resistance Using Candlesticks by Pierre 
Charlebois

External links:

• Candlecharts.com   - Steve Nison's official website
• Candles shed light on the market   - Interview with Steve Nison, Active 
Trader Magazine, 2003
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• How to Use Candlesticks to Identify Support and Resistance  , by Tina 
Logan, TradingMarkets.com
• Candlestickforum.com  
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