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CHAPTER - 1
TYPES OF CHARTS

CHARTS ARE TWO-DIMENSIONAL REPRESENTATION OF PRICE OVER TIME. THERE ARE MANY TYPES OF
CHARTS AVAILABLE. BUT MOST POPULAR AND WIDELY USED AMONG THEM ARE LINE CHARTS, BAR
CHARTS AND THE CANDLESTICK CHARTS. THE X AXIS, I.E. THE TIME AXIS IS CRUCIAL. THE UNIT CAN BE
MONTH, WEEK, DAY, HOUR, 5 MIN OR FEW SECONDS. THE SHORTER THE TIME PERIOD, MORE DETAILED
THE CHART BECOMES. THE BEAUTY OF TIME IN TECHNICAL ANALYSIS IS THAT THE SAME CONCEPTS
APPLY TO CHARTS IRRESPECTIVE OF TIME-FRAME OF OBSERVATION. HOWEVER, THE SUCCESS RATE OF
INDIVIDUAL PATTERNS OR INDICATORS-BASED DECISIONS MAY VARY ACROSS TIME FRAMES.
GENERALLY HIGHER THE TIME FRAME OF CHART, RELATIVELY HIGHER IS THE PROBABILITY OF ANY
CONCEPT IN MARKET.

LINE CHARTS

IN LINE CHART EACH AND EVERY PRICE POINT IS REPRESENTED AS A DOT. THE X AXIS REPRESENTS THE
TIME SCALE AND THE Y AXIS REPRESENTS THE PRICE. EACH DOT OR POINT REPRESENTS THE CLOSING
PRICE AT THE END OF A UNIT OF TIME. THESE POINTS ARE THEN JOINED TO FORM A LINE. THIS IS THE
SIMPLEST FORM OF CHART. BUT THIS IS QUITE GOOD IF WE WANT TO PLOT 3-4 SIMILARLY PRICED
STOCKS IN A SINGLE CHART AND COMPARE. MOREOVER, THE LINE CHART GIVES THE CLEAREST IDEA
ABOUT PRICE DIRECTION OF A STOCK
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BAR CHARTS

A BAR CHART IS COMPRISED OF A SERIES OF BARS. EVERY BAR HAS FOUR IMPORTANT PRICE POINTS -
OPEN CLOSE HIGH AND LOW. THE BARS ARE REPRESENTED IN GREEN OR BLUE COLOR WHEN CLOSE IS
HIGHER THAN OPEN AND RED COLOR WHEN CLOSE IS LOWER THAN OPEN. THE BAR CHARTS ARE
MORE DETAILED THAN THE LINE CHART AND ARE GOOD FOR DEMONSTRATING OR SPOTTING THE
CLASSICAL PRICE PATTERNS. WE WILL DISCUSS ABOUT THE CLASSICAL CHART PATTERNS IN
APPROPRIATE TIME.

CANDLESTICK CHART

THE CONCEPT OF CANDLESTICK CHARTS CAME FROM JAPAN. THAT IS WHY THEY ARE OFTEN REFERRED
TO AS JAPANESE CANDLESTICK CHARTS. THESE CHARTS ARE THE MOST VERSATILE AND POPULAR
FORM OF CHART REPRESENTATION. PRICE BEHAVIOR DURING EACH TIME UNIT IS REPRESENTED IN THE
FORM OF A CANDLE. IF THE CLOSING PRICE OF A STOCK IS HIGHER THAN OPEN PRICE DURING A
PARTICULAR TIME PERIOD, THEN THE CANDLE IS GREEN, IF THE CLOSE PRICE IS BELOW THE OPEN PRICE
THEN THE CANDLE IS RED. EACH CANDLE HAS A BODY AND TWO WICKS. THE DISTANCE BETWEEN OPEN
TO CLOSE IS REPRESENTED BY THE BODY OF A CANDLE AND THE UPPER AND LOWER WICKS
REPRESENT THE HIGHS AND LOWS OF A CANDLE.

HIGHEST PRICE———» ¢—————————HIGHEST PRICE

CLOSING PRICE ——mM———— OPENING PRICE

OPENING PRICE —7M8M8 — +————————OPENING PRICE

LOWEST PRICE —78M8 ——————» ¢—————LOWEST PRICE




CANDLESTICK CHART IS SPECIAL NOT ONLY BECAUSE IT ADDS A SPECIAL VISUAL CLARITY ABOUT THE
PRICE ACTION, BUT ALSO BECAUSE OFTEN A SINGLE CANDLE STICK OR TWO OR THREE CONSECUTIVE
CANDLESTICKS TOGETHER FORM A PATTERN THAT INDICATE REVERSAL OF A PRIOR MOVE OR GIVE
CONVICTION ON CONTINUATION OF THE ONGOING MOVE. THESE ARE CALLED CANDLESTICK
PATTERNS. WE WILL DISCUSS ABOUT THEM IN DUE COURSE OF TIME

CANDLESTICK CHART PATTERN EXAMPLE

CHAPTER - 2
TRENDS

MARKET TREND AND RANGE-BOUND
CONSOLIDATION

OFTEN MARKET MOVEMENTS HAPPEN IN THE FORM OF TRENDS. A PRICE TREND IS A CONTINUOUS OR
A DIRECTIONAL PRICE MOVEMENT IN UPWARD OR DOWNWARD DIRECTION. WE CALL THEM UP -
TREND AND DOWN -TREND RESPECTIVELY. NOW IF WE LOOK AT PRICE ACTION IN MARKET THROUGH
CHARTS, WE WILL FIND THAT NO PRICE MOVEMENT HAPPENS IN A STRAIGHT LINE.

SUPPOSE WE ARE LOOKING AT A BROADER UPTREND REPRESENTED AS PRIMARY MOVE, WE MAY FIND
INTERMEDIATE CORRECTIONS REPRESENTED AS SECONDARY TREND AND MINOR COUNTER MOVES
AMONG THE SECONDARY MOVES REPRESENTED AS MINOR TREND. THIS IS HOW THE MARKET BEHAVES
GENERALLY IN BOTH THE UP AND THE DOWN TRENDS




MARKET TRENDS

PRIMARY TREND

OFTEN AN UP- TREND IS REPRESENTED IN THE FORM OF A SEQUENCE OF HIGHER HIGHS AND HIGHER
LOWS. SIMILARLY A DOWNTREND IS REPRESENTED AS A SEQUENCE OF LOWER LOWS AND LOWER
HIGHS. A TREND IS SAID TO REVERSE WHEN THE SEQUENCE IS BROKEN.

TREND REVERSAL

LOWER HIGH- UP TREND OVER

UP TREND DOWN TREND
HIGHER HIGHS AND LOWER HIGHS AND
HIGHER LOWS LOWER LOWS

HIGHER LOW- DOWN TREND OVER

WE SHOULD REMEMBER A SIMPLE POINT THAT MARKET IS NOT TRENDING ALL THE TIME. OFTEN THE
MARKET CONSOLIDATES WITHIN A SMALL RANGE AND GOES NOWHERE. THEN SUDDENLY IT CAN
BREAK ON THE UPSIDE OR DOWNSIDE.




MARKET CONSOLIDATION

CONSOLIDATION

TRENDLINE & CHANNELS

TRENDLINE AND CHANNELS ARE ONE OF THE MOST SIMPLE AND USEFUL TOOLS IN THE
MARKET. DURING AN UPTREND, A TRENDLINE IS FORMED BY JOINING LOWEST POINTS OF
PERIODIC PULL-BACKS, DEFINED AS SECONDARY MOVES IN THE PREVIOUS SECTION. THE UP-
TREND LINE HAS POSITIVE SLOPE. TO BE PRECISE WE NEED TWO LOWS TO JOIN TO FORM A
TRENDLINE DURING AN UP-MOVE. THIS LINE IS THEN EXTENDED IN THE UPWARD DIRECTION;
THE THIRD MOVE TOWARDS THE TREND-LINE IS USED TO VALIDATE THE TREND LINE. IF THE
TREND LINE IS NOT BROKEN IN THE PULL BACK, THEN IT IS CALLED TREND-LINE VALIDATION.
IT IS OFTEN OBSERVED THAT PRICE PULLS BACK TOWARDS THE TREND LINE AND MOVES
HIGHER. IN AN UPTRENDING MARKET IT IS OFTEN EASIER TO MAKE MONEY IF ONE BUYS NEAR
THE TREND LINE AND SELLS HIGHER. THE MORE NUMBER OF TIME THE TREND-LINE IS
VALIDATED, MORE IMPORTANT IT BECOMES. AN UPWARD TREND LINE IS SAID TO BE THE
AREA OF SUPPORT. THE SELLING PRESSURE MEETS THE BUYING PRESSURE HERE AND
EVENTUALLY OVERTIME WHEN BUYING PRESSURE IS HIGHER THAN SELLING PRESSURE PRICE
SEES AN UPWARD BOUNCE.

UP TREND
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NOW WHEN ONE BUYS HE OR SHE IS LOOKING FOR THE PRICES TO MOVE HIGHER. BUT THIS
MAY OR MAY NOT HAPPEN. HENCE THE INVESTOR SHOULD MAINTAIN A STOP LOSS POINT
BELOW WHICH HE-OR SHE SHOULD CUT HIS POSITION, I.E. BOOK LOSS. WHEN A TREND LINE
IS BROKEN, EITHER THE MARKET MAY REVERSE THE TREND, CONTINUE THE UPTREND WITH
LITTLE LESS FORCE OR JUST GO SIDEWAYS

UPTREND REVERSAL ——
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TREND REVERSAL

SIMILARLY, DURING A DOWN-TREND: A TRENDLINE IS FORMED BY JOINING PULL-BACK
HIGHS. THEY SLOPE DOWNWARDS. JUST LIKE AN UP-TREND LINE A DOWN-TREND LINE IS
FORMED BY JOINING TWO POINTS AND THEN EXTENDED IN DOWNWARD DIRECTION. PULL
BACKS TOWARDS THE TREND-LINES ARE LOW RISK POINTS FOR SHORT SELLING WITH A
STOP LOSS LITTLE ABOVE THE TREND LINE. MORE NUMBER OF TIMES THE LINE IS VALIDATED,
MORE IT GROWS IN IMPORTANCE.

DOWNTREND
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SIMILAR TO AN UPTREND-LINE, WHEN A DOWN TRENDING TREND LINE IS BROKEN THE TREND MAY
CONTINUE WITH LESS PACE, OR REVERSE OR MAY GO SIDE-WAYS. A DOWNWARD TREND LINE IS SAID
TO BE AREA OF RESISTANCE. THE SELLING PRESSURE MEETS THE BUYING PRESSURE HERE AND
EVENTUALLY OVERTIME WHEN SELLING PRESSURE IS HIGHER THAN BUYING PRESSURE PRICE SEES A

DECLINE.




ROLE REVERSAL

ONCE A TRENDLINE SUPPORT OR RESISTANCE IS BROKEN, ITS ROLE IS REVERSED. IF THE PRICE FALLS
BELOW A SUPPORT LINE, THAT LINE WILL BECOME RESISTANCE. IF THE PRICE RISES ABOVE A
RESISTANCE LINE, IT WILL OFTEN BECOME SUPPORT. AS THE PRICE MOVES PAST A LINE OF SUPPORT
OR RESISTANCE, IT IS CONSIDERED THAT SUPPLY AND DEMAND HAVE SHIFTED, CAUSING THE BREACHED
LINE TO REVERSE ITS ROLE. FOR A TRUE REVERSAL TO OCCUR, HOWEVER, IT IS IMPORTANT THAT THE
PRICES MAKE A STRONG MOVE THROUGH EITHER THE SUPPORT OR RESISTANCE LINE.

ROLE REVERSAL

CHANNELS

THE CONCEPT OF CHANNEL IS MUCH SIMILAR TO TREND LINES. WHEN IN AN UPTREND OR IN A DOWN
TREND OR IN A CONSOLIDATION, WE SEE RHYTHMIC MOVEMENT IN FORM OF PARALLELOGRAM, WE
CAN DRAW CHANNELS. THE CHANNEL BOUNDARIES ARE GOOD POINTS FOR REVERSAL TRADES WITH
SMALL STOP LOSSES

ONCE PRICE IS OUT OF THE CHANNEL, THE TREND OR RANGE OF THE STOCK IS BROKEN




VOLUME

IN THIS SECTION WE INTRODUCE THE SECOND ASPECT OF CHARTING. THIS IS CALLED VOLUME. TRADED
YOLUME IS THE NUMBER OF QUANTITY OF STOCKS WHICH CHANGE HAND. THE VOLUME IS SHOWN AS
A SUB GRAPH IN THE PRICE-TIME CHART, BELOW THE PRICE WINDOW. HIGHER THE VOLUME IN ANY
PARTICULAR MOVE, THE GREATER IS THE CONVICTION IN THAT MOVE TO CONTINUE GREATER
DISTANCE IN THAT DIRECTION. HOWEVER, IF VOLUME IS ON THE LOWER SIDE DURING A MOVE, THE
STOCK IS GENERALLY BOUND TO LOSE MOMENTUM. GENERALLY, DURING RANGE BOUND PHASES, THE
VOLUME IS LOW.
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AN IMPORTANT POINT REGARDING YOLUME IS THAT TRADED VOLUME IN ABSOLUTE TERM HAS NO
SIGNIFICANCE. WHEN WE TALK ABOUT HIGHER OR LOWER VOLUME, IT IS RELATIVE TO AVERAGE
YOLUME OVER CERTAIN TIME PERIODS.

TREND VOLUME INTERPRETATION

UPTREND MAY GO
GREATER DISTANCE

LACK OF CONVICTION/
PARTICIPATION IN
Low UPTREND. LIKELY TO
RETRACE
DOWN MOVE MAY
DOWN COVER GREATER
LESS CONVICTION IN
DOWN LOW THE DOWN MOVE, MAY
REVERSE

DISTANCE




APART FROM TRADED VOLUME, ONE IMPORTANT CONCEPT REGARDING VOLUME IS
DELIVERY %. IN THE MARKET A PERSON CAN FIRST BUY SHARES AND SELL BY THE END OF
THE DAY. HE OR SHE CAN DO THE REVERSE TOO. THIS IS CALLED INTRA-DAY TRADING.
HOWEVER, IF AN INVESTOR IS HAVING A POSITIVE VIEW HE MAY BUY THE SHARE AND
CARRY FORWARD IT FOR A NUMBER OF DAYS. THIS IS CALLED TAKING DELIVERY OF A
SHARE. HENCE IF THERE IS A PRICE RISE OF A STOCK WITH HIGH % OF DELIVERY VOLUME,
THEN THIS SIGNIFIES A POSITIVE CONVICTION IN THE STOCK. SIMILARLY, IF A LOT OF
PEOPLE ARE LONG TERM NEGATIVE ABOUT A STOCK, THEY MAY SELL THE STOCK AND
GIVE DELIVERY. MARKETS ARE DRIVEN BY BUYERS AND SELLERS. PEOPLE WHO HAVE
POSITIVE VIEW ON A SECURITY ARE CALLED BULLS AND PEOPLE WHO HAVE NEGATIVE
VIEW ARE CALLED BEARS. THE PRICE OF A SECURITY IN A MARKET IS DETERMINED BY
SUPPLY-DEMAND DYNAMICS OF ANY STOCK. IF THE SUPPLY IS HIGH AND A LOT OF
PEOPLE LOOK TO SELL THE STOCK, THAN THERE ARE AVAILABLE BUYERS, THE PRICE IS
LIKELY TO DECLINE. HENCE A FALL IN PRICE WITH HIGH DELIVERY % IS KNOWN AS
NEGATIVE FOR A STOCK.
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CLASSICAL CHART
PATTERNS

AS WE HAVE DISCUSSED IN THE PREVIOUS SECTION, THAT MARKET CAN BE EITHER IN
TRENDING PHASE OR IN A RANGE-BOUND PHASE. NO TREND GENERALLY LASTS FOREVER
IN THE MARKET. AFTER PROLONGED OR MEDIUM OR SHORTER DURATION UP AND
DOWNTREND, THE MARKET OFTEN REVERSES AND A MOVE STARTS IN THE OPPOSITE
DIRECTION OF THE PRIOR MOVE. OFTEN WE FIND THAT WELL DEFINED GEOMETRICAL
PATTERNS ARE FORMED IN THE CHART WHICH PROVIDES GOOD INDICATION OF PRICE
REVERSALS. THESE PATTERNS ARE CALLED REVERSAL CLASSICAL CHART PATTERNS. WHEN
THEY ARE FORMED AS A BULLISH REVERSAL PATTERN THEY ARE SAID TO BE PART OF
ACCUMULATION. ON THE OTHER HAND IF THEY ARE FORMED AT THE TOP OF A PRICE
MOVE JUST BEFORE BEARISH REVERSAL,

THEN THEY ARE PART OF DISTRIBUTION. HOWEVER, A GEOMETRICALLY SHAPED
CONSOLIDATION DOES NOT NECESSARILY MEAN PRICE REVERSAL. OFTEN PRICE
RESUMES THE ERSTWHILE TREND POST THE CONSOLIDATION MOVE. THESE ARE CALLED
CONTINUATION CLASSICAL CHART PATTERN. WE WILL DISCUSS ABOUT FEW OF THE
CLASSICAL CHART PATTERNS IN THE FOLLOWING SECTION.

HEAD AND SHOULDER & INVERSE HEAD & SHOULDER:

HEAD AND SHOULDER PATTERN IS A BEARISH REVERSAL PATTERN. THIS PATTERN
APPEARS AFTER AN UPTREND. THIS PATTERN IS FORMED WITH THREE CONSECUTIVE TOPS
WITH MIDDLE ONE BEING HIGHER THAN THE OTHER TWO. THE MIDDLE TOP IS CALLED
THE HEAD AND THE TWO SIDE PEAKS ARE CALLED THE SHOULDERS. ON JOINING THE
INTERMEDIATE TROUGHS, WE GET THE NECK-LINE. ON ULTIMATE BREAK BELOW THE
NECKLINE, USUALLY A SHORT TRADE IS TAKEN WITH A STOP-LOSS ABOVE THE TOP OF
THE NEAREST SHOULDER. THE TARGET IS USUALLY CONSIDERED AS THE DISTANCE
BETWEEN THE NECKLINE AND HEAD, PROJECTED FROM THE POINT OF BREAK. IF THE
VOLUME IN THE DOWN LEG OF THE RIGHT SHOULDER IS ON THE HIGHER SIDE AND BREAK
HAPPENS WITH HIGH VOLUME, THE CONVICTION IS ON THE HIGHER SIDE FOR THE
REVERSAL.

HEAD

RIGHT SHOULDER
LEFT SHOULDER /\

NECKLINE

\




AN INVERSE HEAD AND SHOULDER IS JUST MIRROR IMAGE OF THE HEAD AND SHOULDER
PATTERN. THIS SHOULD APPEAR AFTER A SUSTAINED DOWN TREND, THE RULE OF STOP
LOSS AND TARGET ARE SIMILAR. THIS OFTEN ACTS AS A VERY EFFECTIVE BULLISH
REVERSAL PATTERN.

DOUBLE TOPS AND BOTTOMS

THESE CHART PATTERNS ARE WELL-KNOWN PATTERNS THAT SIGNAL A TREND REVERSAL
- THESE ARE CONSIDERED TO BE ONE OF THE MOST RELIABLE PATTERNS AND ARE
COMMONLY USED. THESE PATTERNS ARE FORMED AFTER A SUSTAINED TREND AND
SIGNAL TO CHARTISTS THAT THE TREND IS ABOUT TO REVERSE. THESE PATTERNS ARE
CREATED WHEN PRICE MOVEMENT TESTS SUPPORT OR RESISTANCE LEVELS TWICE AND IS
UNABLE TO BREAK THROUGH. THESE PATTERNS ARE OFTEN USED TO SIGNAL
INTERMEDIATE AND LONG-TERM TREND REVERSALS.

DOUBLE TOP

DOUBLE BOTTOM
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TRIPLE TOPS AND BOTTOMS

THESE ARE ANOTHER SET OF REVERSAL CHART PATTERNS IN CHART ANALYSIS. THESE ARE
NOT AS PREVALENT IN CHARTS AS HEAD AND SHOULDERS AND DOUBLE TOPS AND
BOTTOMS, BUT THEY ACT IN A SIMILAR FASHION. THESE TWO CHART PATTERNS ARE
FORMED WHEN THE PRICE MOVEMENT TESTS A LEVEL OF SUPPORT OR RESISTANCE
THREE TIMES AND IS UNABLE TO BREAK THROUGH. THEY SIGNAL A REVERSAL OF THE
PRIOR TREND. A TRADE ENTRY IS INITIATED AT THE BREAK OF A NECKLINE WITH A SMALL
STOP-LOSS AND THE TARGET IS MEASURED AS THE DISTANCE BETWEEN PEAKS/TROUGHS
AND THE NECKLINE

TRIPLE TOP

TRIPLE BOTTOM




TRIANGLES

TRIANGLES ARE ONE OF THE MOST WELL-KNOWN CHART PATTERNS USED IN TECHNICAL
ANALYSIS. THE THREE MOST COMMON TYPES OF TRIANGLES, WHICH VARY IN
CONSTRUCTION AND IMPLICATIONS, ARE SYMMETRICAL TRIANGLE, ASCENDING
TRIANGLE AND DESCENDING TRIANGLE. THESE CHART PATTERNS ARE CONSIDERED TO
LAST ANYWHERE FROM A COUPLE OF WEEKS (IDEALLY MORE THAN 12 WEEKS) TO
SEVERAL MONTHS. THESE ARE AREAS OF CONSOLIDATIONS AFTER A TRENDING MOVE
AND ARE GENERALLY CONTINUATION PATTERNS, I.E. THE ERSTWHILE TRENDS RESUMES
AFTER THE BREAKOUT. HOWEVER, IN CERTAIN CASES THEY ACT AS REVERSAL PATTERNS.
THEY CAN APPEAR BOTH IN UP-TREND AND DOWN-TREND.

SYMMETRICAL TRIANGLES

BREAKOUT

—

ASCENDING TRIANGLES

BREAKOUT




SUPPORT BREAK

FLAG AND PENNANT

THESE TWO SHORT-TERM CHART PATTERNS ARE CONTINUATION PATTERNS THAT ARE
FORMED WHEN THERE IS A SHARP PRICE MOVEMENT FOLLOWED BY A GENERALLY
SIDEWAYS PRICE MOVEMENT. THE PATTERNS ARE GENERALLY THOUGHT TO LAST FROM
ONE TO THREE WEEKS (CAN LAST FROM 1 TO 12 WEEK BUT IDEALLY THEY SHOULD LAST
BETWEEN 1 AND 4 WEEKS). THEY CAN APPEAR BOTH IN UP-TREND AND DOWN-TREND.
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CANDLESTICK
REVERSAL PATTERNS

WHEN WE HAD DISCUSSED ABOUT THE CANDLESTICK CHARTS, WE HAD SAID THAT THEY
HAVE AN EDGE OVER MANY OTHER TYPES OF CHARTS REPRESENTATION DUE TO
RECOGNIZABLE CHART PATTERNS WHICH ARE EASY TO DEFINE AND WHICH WORK
BEAUTIFULLY IN THE MARKET. IN THIS SECTION WE WILL DISCUSS ABOUT FEW CHART
POPULAR CANDLESTICK PATTERNS. CANDLESTICK PATTERNS PROVIDE ENTRY AND STOP-
LOSS CRITERIA, BUT THERE ARE NO TARGET SETUP AS AVAILABLE IN CLASSICAL CHART
PATTERNS.

HAMMER

HAMMER IS A SINGLE CANDLESTICK BULLISH REVERSAL PATTERN. THIS OCCURS AFTER A
PROLONGED DOWN TREND. IDEALLY THERE SHOULD BE A GAP DOWN OPENING AND
BEARS SHOULD BE ABLE TO PUSH THE PRICE LOWER AS A CONTINUATION OF A
DOWN MOVE. AT THIS POINT, BULLS SHOULD OVERPOWER BEARS AND PUSH PRICE
HIGHER AND MAKE CLOSE NEAR TO THE OPENING PRICE. THE CANDLE FORMED IN THIS
PROCESS SHOULD BE HAVING A SMALL BODY, A BIG LOWER SHADOW AND A
NEGLIGIBLY SMALL UPPER SHADOW. IDEALLY THE LOWER SHADOW SHOULD BE AT LEAST
TWICE THE LENGTH OF THE BODY. THE COLOR OF THE BODY CAN BE EITHER GREEN OR
RED, BUT IF THE BODY COLOR IS GREEN, THEN THE HAMMER IS CONSIDERED A LITTLE
MORE BULLISH, AS THE BULLS WERE STRONG ENOUGH TO CLOSE THE PRICE HIGHER
THAN THE OPEN PRICE. THE NEXT DAY OR IN NEXT TWO THREE DAYS, IDEALLY THERE
SHOULD BE A GAP UP OPENING OR PRICE SHOULD MOVE ABOVE THE HIGH OF THE
HAMMER CANDLE. THIS IS CALLED CONFIRMATION OR VALIDATION OF THE PATTERN. A
HAMMER LIKE CANDLE, WITHOUT VALIDATION HAS NO REAL SIGNIFICANCE. IF PRICE
MOVES ABOVE THE HIGH OF THE HAMMER A BUY TRADE CAN BE TAKEN WITH A STOP
LOSS BELOW THE LOW OF THE CANDLE




THE HIGHEST PRICE OF THE DAY

N

OPENING PRICE ——»

CLOSING PRICE ——

THE LOWEST PRICE OF THE DAY
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HAMMER




SHOOTING STAR

A SHOOTING STAR IS JUST LIKE A MIRROR IMAGE OF A HAMMER CANDLE. FIRST THERE
SHOULD BE A SUSTAINED UP TREND AND THEN THERE HAS TO BE A GAP UP OPENING.
THE BULLS SHOULD PUSH PRICE HIGHER IN THE INITIAL PART OF THE DAY. THEN, LATER
IN THE DAY BEARS SHOULD TAKE IN THE CONTROL OF THE STOCK AND PUSH PRICES
DOWN. EVENTUALLY THE CLOSING PRICE SHOULD BE VERY CLOSE TO THE OPENING
PRICE, RESULTING IN A CANDLE WITH A SMALL GREEN OR RED BODY, A BIG UPPER
SHADOW AND A SMALL OR NEGLIGIBLE LOWER SHADOW. THE UPPER SHADOW OF THE
CANDLE SHOULD BE AT LEAST TWICE THE LENGTH OF THE BODY. NOW A CONFIRMATION
OF THE SHOOTING STAR PATTERN COMES IF PRICE MOVES BELOW THE LOW OF THE
CANDLE WITHIN NEXT 2-3 CANDLES. ON CONFIRMATION, A SHORT TRADE SHOULD BE
TAKEN WITH STOP LOSS ABOVE THE HIGH OF THE HIGH OF THE CANDLE. A SHOOTING
STAR PATTERN WITH A RED BODY IS CONSIDERED SLIGHTLY MORE BEARISH THAN ONE
WITH A GREEN BODY. IT IS OFTEN OBSERVED THAT SHOOTING STAR CANDLESTICK
PATTERN ACTS AS BEARISH REVERSAL PATTERN AND TRIGGERS A DOWN MOVE AFTER AN
UPTREND.

LONG UPPER
SHADOW

LITTLE TO NO
UPPER SHADOW




INVERTED-HAMMER

AN INVERTED HAMMER IS A SINGLE CANDLESTICK BULLISH REVERSAL PATTERN. THE
PATTERN APPEARS AFTER A SUSTAINED DOWN-TREND. AT THE BEGINNING OF THE DAY
THERE SHOULD BE A GAP-DOWN OPENING. HOWEVER, BULLS SHOULD PUSH THE PRICE
HIGHER DURING THE COURSE OF THE DAY. EVENTUALLY THE BEARS SHOULD PUSH THE
PRICE LOWER DURING THE COURSE OF THE DAY AND CLOSE NEAR THE OPEN PRICE. THE
RESULTING CANDLE SHOULD HAVE A SMALL BODY, RED OR GREEN, THE UPPER WICK
SHOULD BE AT LEAST TWICE THE BODY OF THE CANDLE AND THE LOWER SHADOW
SHOULD BE QUITE SMALL OR NEGLIGIBLE IN SIZE. IF THE BODY IS GREEN IT IS RELATIVELY
BULLISH THAN IF IT IS RED. THIS LOOKS LIKE AN INVERTED HAMMER AS THE NAME
SUGGESTS. THE PHILOSOPHY IS THAT BEARS WERE NOT ABLE TO PUSH THE PRICE BELOW
THE OPENING PRICE DURING THE COURSE OF THE DAY. THIS PATTERN, HOWEVER, IS
CONSIDERED TO BE LITTLE LESS BULLISH THAN THE HAMMER ITSELF, BECAUSE IN HAMMER
BULLS ARE ABLE TO FORCE A HIGHER CLOSE BY THE END OF THE DAY. THE
CONFIRMATION OF THE PATTERN COMES ONCE THE PRICE MOVES ABOVE THE HIGH OF
THE CANDLE. ON CONFIRMATION A BUY TRADE CAN BE INITIATED WITH A STOP LOSS
BELOW THE LOW OF THE CANDLE. INVERTED HAMMER OCCURS LITTLE LESS FREQUENTLY
IN MARKET AS COMPARED TO HAMMER PATTERN.

CONFIRMATION COMES
'WHEN PRICE MOVES ABOVE
THE HIGH OF THE CANDLE




HANGING MAN

HANGING MAN IS A SINGLE CANDLESTICK BEARISH REVERSAL PATTERN. THIS APPEARS
AFTER A SUSTAINED UP-MOVE. THE CANDLE LOOKS LIKE A HAMMER; ONLY DIFFERENCE IS
THAT IT APPEARS AT THE END OF AN UP-TREND. THE CANDLE SHOULD HAVE A SMALL
BODY AT THE TOP (RED/GREEN) AND A LOWER SHADOW AT LEAST TWICE THE LENGTH
OF THE BODY. THERE SHOULD BE VERY SMALL OR NO UPPER SHADOW. A RED COLORED
BODY OF HANGING MAN PATTERN IS MORE BEARISH THAN A HANGING MAN PATTERN
WITH GREEN BODY. THE CONFIRMATION OF THE PATTERN HAPPENS WHEN PRICE MOVES
BELOW THE LOW OF THE CANDLE. ON CONFIRMATION A TRADER MAY TAKE SHORT
TRADE WITH STOP-LOSS ABOVE THE HIGH OF THE CANDLE. THE HANGING MAN PATTERN
IS BEARISH COUNTERPART OF BULLISH INVERTED HAMMER. HOWEVER THIS APPEARS
MUCH LESS FREQUENTLY THAN SHOOTING STAR WHICH IS ANOTHER BEARISH REVERSAL
PATTERN




BULLISH ENGULFING PATTERN

BULLISH CANDLESTICK PATTERN IS A TWO-CANDLESTICK BULLISH REVERSAL PATTERN.
FIRST THERE SHOULD BE A DOWNTREND. THEN WE SHOULD HAVE A RED CANDLE
FOLLOWED BY A GREEN CANDLE. THE BODY OF THE GREEN CANDLE SHOULD ENGULF THE
BODY OF THE FIRST RED CANDLE. THE IDEA IS IN THE SECOND CANDLE THAT
CONSTITUTES THE PATTERN, THE DAY STARTED BELOW THE PREVIOUS DAY’S CLOSE ON
A BEARISH NOTE. HOWEVER, AS THE DAY PROGRESSES, THE BULLS TAKE-OVER THE
CHARGE AND EVENTUALLY SUCCEED TO CLOSE ABOVE PREVIOUS DAY’S HIGH. IN SUCH A
SCENARIO, IF THE HIGHEST POINT OF THESE TWO CANDLESTICKS IS BREACHED ON THE
UPSIDE WITHIN NEXT 2-3 CANDLES, THE BEARISH ENGULFING PATTERN IS SAID TO BE
CONFIRMED. A BUY TRADE CAN BE INITIATED UPON CONFIRMATION WITH STOP-LOSS
BELOW THE LOW OF THE TWO CANDLESTICK PATTERNS.




BEARISH ENGULFING PATTERN

BEARISH ENGULFING PATTERN IS JUST MIRROR IMAGE OF BULLISH ENGULFING PATTERN
WITH BEARISH IMPLICATION. FIRST, WE SHOULD BE HAVING AN UP-TREND. THEN WE
SHOULD HAVE A GREEN CANDLE AS CONTINUATION. THE NEXT DAY SHOULD SEE A GAP
UP ABOVE THE CLOSE OF PREVIOUS DAY. THE 2ND DAY CANDLE SHOULD EVENTUALLY
CLOSE RED WITH ITS BODY TOTALLY ENGULFING THE BODY OF THE FIRST CANDLE. THE
CONFIRMATION COMES WHEN WITHIN NEXT 2-3 CANDLES THE PRICE MOVES BELOW THE
LOW OF THE TWO CANDLES FORMING THE BEARISH ENGULFING PATTERN. ON
CONFIRMATION A TRADER MAY TAKE A SHORT TRADE WITH STOP LOSS ABOVE THE TOP
OF THE TWO CANDLESTICK PATTERNS. LARGER THE 2ND CANDLE, MORE BEARISH IS THE
PATTERN




DOJI

THE DOJI IS A SINGLE CANDLESTICK PATTERN. THE DOJI ASSUMES SIGNIFICANCE, WHEN
IT APPEARS AFTER A TRENDING MOVE, BE IT UP OR DOWN. THE DOJI SYMBOLIZES
INDECISION AND AFTER A DOJI THE INCUMBENT TREND CAN REVERSE, GO SIDEWAYS OR
CONTINUE UPTREND. HOWEVER, APPEARANCE OF A DOJI IS A SIGNAL OF CAUTION THAT
THE PROBABILITY IS HIGH THAT THE ERSTWHILE TREND MAY BE COMING TO AN END.
DOJI IS A CANDLE WHICH HAS OPEN AND CLOSE ALMOST AT SIMILAR LEVEL. THERE CAN
BE UPPER SHADOWS AND LOWER SHADOWS OF VARIOUS PROPORTIONS.




INDICATORS

INDICATORS ARE TOOLS TO AID DECISION MAKING IN THE MARKET. THERE ARE VARIOUS
TYPES OF INDICATORS WHICH MEASURES OR INDICATE THE TREND, THE MOMENTUM, THE
VOLATILITY AND VARIOUS OTHER ASPECTS IN THE MARKET. THERE ARE THOUSANDS OF
INDICATORS WHICH ARE DERIVED OUT OF THE PRICE AND VOLUME DATA OVER TIME.
HERE WE INTRODUCE YOU WITH FOUR VERY USEFUL INDICATORS.

SIMPLE MOVING AVERAGE

SIMPLE MOVING AVERAGE OR SMA IS A MOVING
AVERAGE WHICH IS CALCULATED BY ADDING THE
CLOSING PRICE OF SECURITY PRICES FOR THE LAST N-
PERIODS AND DIVIDING IT BY THE TOTAL NUMBER OF
TIME PERIODS.

FOR EXAMPLE, SUPPOSE WE WANT TO CALCULATE THE 9
PERIODS SMA OF A SECURITY PRICE.

FIRST, WE WILL ADD THE LAST 9 DAYS CLOSING PRICE
OF THE SECURITY AND THEN IT WILL BE DIVIDED BY THE
9 PERIODS. CALCULATION FOR 9 PERIODS

SMA:

(P9+P8+P7+Pé6.... +P1)/9

WHERE,

P=PRICE

P9= CLOSING PRICE 9 DAYS AGO

SMA IS A TECHNICAL INDICATOR WHICH IS REPRESENTED
BY A LINE AND IT IS DIRECTLY PLOTTED ON THE
SECURITY PRICE. AS PER THE CHOICE OF THE TRADER,
THE PERIODS CAN BE CHANGED IN THE SMA INDICATOR.
FOR SHORTER-TERM SMA, WE CAN USE 5,8,13 ETC. FOR
MEDIUM TERM 20, 34, 50 AND FOR LONGER TERM
100,200 CAN BE USED




IF A MEDIUM TERM MOVING AVERAGE IS HAVING A POSITIVE SLOPE, THE TREND IS
CONSIDERED TO BE POSITIVE IN MEDIUM TERM AND VICE VERSA. PRICE BREACHING A
PARTICULAR MOVING AVERAGE FROM DOWN TO UP IS CONSIDERED A BULLISH SIGN.
SIMILARLY, PRICE BREACHING A PARTICULAR MOVING AVERAGE FROM UPSIDE AND
CLOSING BELOW IS CONSIDERED BEARISH. IF WE FIND A SHORTER TERM MOVING
AVERAGE CROSSING A MEDIUM TERM MOVING AVERAGE FROM BELOW, OFTEN THIS IS
CALLED BULLISH CROSSOVER. ON THE OTHER HAND IF A SHORTER TERM MOVING
AVERAGE CROSSES A MEDIUM TERM MOVING AVERAGE FROM UPSIDE TO BELOW THAT IS
CALLED A BEARISH CROSSOVER AND OFTEN CONSIDERED A SIGNAL OF BEARISHNESS.




RSI

RELATIVE STRENGTH INDEX (RSI) IS A MOMENTUM OSCILLATOR, DEVELOPED BY J.
WELLES WILDER, WHICH MEASURES THE SPEED AND VELOCITY OF PRICE MOVEMENT OF
TRADING INSTRUMENTS (STOCKS, COMMODITY FUTURES, BONDS, FOREX ETC.) OVER A
SPECIFIED PERIOD OF TIME.

THE OBJECTIVE OF RSI INDICATOR IS TO MEASURE THE CHANGE IN PRICE MOMENTUM. IT
IS A LEADING INDICATOR AND IS WIDELY USED BY TECHNICAL ANALYSTS OVER THE
GLOBE. RSI CAN BE USED TO SPOT A GENERAL TREND. IT IS CONSIDERED OVERBOUGHT
WHEN IT GOES ABOVE 70 AND OVERSOLD WHEN IT GOES BELOW 30. 30-70 REGION OF
RSI IS CONSIDERED TO BE NORMAL ZONE.

CALCULATION

THE FORMULA FOR CALCULATING RELATIVE STRENGTH INDEX IS AS FOLLOWS

RSI =100 - 100 / (1 + RS)

RS = AVERAGE GAIN OVER SPECIFIED PERIOD/ AVERAGE LOSS OVER THE SAME PERIOD

THE DEFAULT SETTING FOR RELATIVE STRENGTH INDEX IS 14, BUT YOU
MAY CHANGE THIS VALUE TO DECREASE OR INCREASE
SENSITIVITY BASED ON YOUR REQUIREMENT.

USAGE

THERE ARE MANY KINDS OF USAGE OF RSl. HOWEVER MOST POPULARLY, IF WE FIND
THAT, RSI BREACHING THE 70 LEVEL AND AT THE SAME TIME WE SPOT A BEARISH
REVERSAL PATTERN, THEN THERE IS OPPORTUNITY TO TAKE SHORT TRADE WITH STOP
LOSS. SIMILARLY IF RSI BREACHES 30 FROM BELOW AND WE OBSERVE A BULLISH
REVERSAL PATTERN, THERE IS OPPORTUNITY TO TAKE LONG TRADE WITH STOP LOSS.

l'!v'*l




ADX

1987 J. WELLES WILDER DEVELOPED THE AVERAGE DIRECTIONAL INDEX (ADX) AS AN
INDICATOR OF TREND STRENGTH.

ADX  QUANTIFIES THE  VELOCITY OF PRICE REGARDLESS  OF ITS
NORTH/SOUTH/EASTWARD MOVEMENT. HENCE, TWO OTHER LINES LE. POSITIVE
DIRECTIONAL INDICATOR (+DI) AND NEGATIVE DIRECTIONAL INDICATOR (-DI) ARE USED
ON THE CHARTING SYSTEM WHICH ACT AS COMPLEMENTS TO ADX. WHEN ADX IS ABOVE
20 OR 25, GENERALLY MARKET IS CONSIDERED TO BE IN A TRENDING PHASE. THE TREND
CAN BE UP OR DOWN. ON THE OTHER HAND, +DI CROSSES -DI LINE FROM BELOW, THE
MARKET GENERALLY MOVES UP AND WHEN THE -DI LINE CROSSES THE + DI LINE FROM
BELOW, MARKET GENERALLY MOVES IN THE DOWNWARD DIRECTION
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