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Sl Understanding Technical Analysis :

Candlestick Charts
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Understanding the Candlestick Chart Pattern

Charts are the most essential working tools of technical analysis. Traders or analysts often
use chart formations to detect any pattern or trend formation for future prices' prediction and
forecast. The three simplest and most commonly used charts are the line chart, bar chart
and candlestick chart.

Line Chart
* The simplest form of technical chart in financial

instrument analysis trading.
f.\‘\o * The chart is constructed by connecting the daily

closing price of the financial instrument, resulting in
a continuous line being formed across the chart.

Highest Price Highest Price Bar C_hart . )
* Unlike the line chart, the bar chart provide more
information of the price action to the traders.
« Each day's price action is represented by a vertical
bar.
The upper end of the vertical bar is the highest price

Close Ope N m—

Open = Close ) :
for the day, the lower end is the lowest price and the
Lowest Price Lowest Price tic to the right of the bar is the closing price.
Highest Price Highest Price Candlestick Chart

« The most commonly used chart in technical

Close Open analysis.

* Like the bar chart, the candlestick chart provides
the price action information to traders through the
real body and two shadows of upper and lower part.

* The existence of the real body provide useful
information to traders on which type of traders
dominate the session
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What is Candlestick Chart

Candlestick chart is the most popular components in technical analysis as it provides
traders and analysts a better view of the financial instrument’s price movement. The
composition of this type of chart follows exactly the structure of a candle that consists a
body and two lines, which is better known as shadows. Each candlestick represents the
passage of a certain amount of time or the completion of a certain number of trades.
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the closing price is lower. Body is
r white or green if the closing price is
higher)
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Candlestick Chart Patterns
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Identifying the Candlestick Chart Pattern

In technical analysis, traders or analysts will try to identify the potential direction of the
financial instrument's price by identifying any candlestick chart pattern. Basically, a
candlestick chart pattern is the trend in the movement of prices over a series of
candlesticks, such as closing prices or highs or lows, during a specific period of time.

Generally, there are two types of candlestick chart pattern that are formed - reversal or
continuation chart patterns.

Reversal Pattern

Reversal pattern is a type of candlestick chart pattern that signals a potential change of
course of direction.

1 Hammer and Hanging Man

» Both hammer and hanging man candlestick can be identified
through a formation of a candlestick with long lower shadows and
no upper shadows.

> While both indicates a trend reversal, the nature of their
appearance would tell the difference.

> A hammer candlestick can be identified in a downward trend
which signifies the potential upward reversal.

» In contrast, the hanging man usually appears in an upward trend
to signal the potential downward reversal.

> In identifying these type of candlesticks, one should be aware
that the colour of the real body is not important.
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» A doji candlestick is a unique candlestick where it looks like a
cross, inverted cross or a plus sign.

» Doji candlestick is often formed when there is an indecision in
a market direction as the opening and closing price are near.

» Although doji candlestick is regarded as a neutral candlestick,
its existence in the uptrend or downtrend can also be
considered as a possible sign of trend reversal.

» There are many types of doji candlestick which are doji, long
legged doji, dragonfly doji and gravestone doji.

3 Enqulfing Pattern

» Unlike the previous candlesticks which can be identified
through a single candlestick, an engulfing pattern
candlestick is formed though a combination of two
candlesticks.

» This pattern can be characterised by a small body
candlestick, followed by another colour candlestick where its
body engulfs the previous day's body.

» A bullish engulfing pattern is formed when a small black
body candlestick is followed by a large white body
candlestick. A bullish engulfing pattern usually occurs at top
of the trend and might signal a potential reversal to
downward trend.

» In opposite, the bearish engulfing pattern is formed when a
small white body candlestick is followed by a large black
body candlestick. A bearish engulfing pattern usually occurs
at the bottom of the trend and might signal a potential
reversal to the upward trend.
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4 Stars

» A star candlestick is characterised when a small body
candlestick is gapped away from the previous day
candlestick.

> Like a doji candlestick, a star candlestick is an indication of
an indecision in market direction.

» There are two major types of star candlesticks which are
morning star and evening star.

» A morning star is characterised by three candlesticks where
the first candlestick is a large black body, followed by a
small body candlestick and large white body on a second
and third days respectively.

» A morning star is viewed as a bullish reversal pattern.

» Meanwhile, an evening star consists of a large white body
candlestick on the first day, followed by a small body and
large black body candlestick on a second and third days
respectively.

» An evening star is viewed as a bearish reversal pattern

5 Piercing Pattern

» A piercing pattern is a bullish reversal pattern that can be
identified through the combination of two candlesticks.

» The pattern can be characterised when the first candlestick,
which is a strong black body candlestick, is followed by a
white body candlestick that is gap down open but close
above the mid point of the first candle.

6 Dark Cloud Cover

» Dark cloud cover candlestick is an opposite form of piercing
pattern that showed a bearish reversal pattern.

> Like piercing pattern, this type of candlestick can be
identified through the combination of two candlesticks.

> The first candlestick is a strong white body candlestick and
the second candlestick is a black body candlestick that gaps
up on open but close below the mid point of the first candle.
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Continuation Pattern

A continuation pattern occurs when a series of candlesticks is formed to show the
ongoing trend continues or resumes.

1 Three White Soldiers

» Three white soldiers is formed when three long white body
candlesticks occur with each successive open being within
the body of the previous day and each successive close
being higher than the previous day's and near the day's
high.

» This type of candlestick is usually formed in the downtrend
to signal the trend is over and the upward trend is continued
to charter.

2 Three Black Crows

» Three black crows is exactly an opposite form of the three
white soldiers.

» The pattern can be seen when three consecutive long black
body candlesticks are formed with each successive open
being within the body of the previous day and each
successive close being below the previous day's and near
the day's low.

> In contrast to three white soldiers, the three black crows is
usually identified in the upward trend to signal the trend is
over.
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Candlestick Chart Example
Reversal Pattern

5/18/20 C=2361 0 (0.00%) O=2358 H=2368 L=2356 V=710

The hammer and dojicandlestick
acts as bullish and bearish reversal
candlestick respectively.
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Explanation
In the trading chart example above :

1. Market initially in a downward trend before it reversed upward when a hammer
candlestick formed

2. Market was in an uptrend movement but reversed downward when a doji
candlestick formed

3. Again, market bounced back higher when an inverted hammer candlestick is formed

Continuation Pattern

Market was initially in an uptrend
movement before the three white
soldiers were formed and market
continued to trend upward

Explanation
In the trading chart example above, three white soldiers were formed that served as

the continuation chart pattern. Earlier, market was initially heading downwards. Three
white soldiers was subsequently formed, indicating a change and continuation of an
upward momentum.
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Disclaimer:

This document has been prepared solely for the use of the recipient. No part of this publication may be
reproduced, stored in a retrieval system, or transmitted in any form or by any means without the prior written
permission from Kenanga Futures Sdn Bhd. Although care has been taken to ensure the accuracy of the
information contained herein, Kenanga Futures Sdn Bhd does not warrant or represent expressly or impliedly as to
the accuracy or completeness of the information. This information does not constitute financial or trading advice;
neither does it make any recommendation regarding product(s) mentioned herein. Kenanga Futures Sdn Bhd does
not accept any liability for any trading and financial decisions of the reader or third party on the basis of this
information. All applicable laws, rules, and regulations, from local and foreign authorities, must be adhered to
when accessing and trading on the respective markets.
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