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This eBook and all information contained within contains copyrighted mate-
rial, trademarks, and other proprietary information. You may not modify, pub-
lish, transmit, participate in the transfer or sale of, create derivative works of,
on in any way exploit, in whole or in part, any Proprietary or other Material. 
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This eBook and all information contained within provides impersonal educa-

tional trading information, and therefore, no consideration can or is made to-

ward your financial circumstances. All material presented is not to be regarded

as investment advice, but for general informational purposes only. Trading

stocks, futures, forex, commodities and options involves financial risk, so cau-

tion must always be utilised. We cannot guarantee profits or freedom from

loss. You assume the entire cost and risk of any trading you choose to under-

take and you are solely responsible for making your own investment deci-

sions. Any results presented here are hypothetical or simulated performance

results which have certain limitations and may not be representative of future

events.Past performance is not necessarily indicative of future results. No

stock, futures, or options system can guarantee profits. The risk of loss exists

in stock, futures, and options trading. The author and publisher, its owners, or

its representatives are not registered as securities broker-dealers or invest-

ment advisors either with any state securities regulatory authority. 

We recommend consulting with a registered investment advisor, broker-dealer,

and/or financial advisor. If you choose to invest with or without seeking advice

from such an advisor or entity, then any consequences resulting from your in-

vestments are your sole responsibility. The instructor and co-instructors, if ap-

plicable, do not accept any liability for any loss or damage whatsoever caused

in reliance upon such information. 

This disclaimer applies to any damages or injury caused by any failure of per-

formance, error, omission, interruption, deletion, defect, delay in operation or

transmission, computer virus, communication line failure, theft or destruction

or unauthorised access to, or use of record, whether for breach of contract,

tort, negligence, or under any other cause of action. Student agrees to as-

sume all risk resulting from the application of any of the information provided.

Introductions

Financial Legal
Disclaimer
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If you knew the profit potential for over
25 chart patterns, what would you do
with that information? 
I’ve analysed 20 different markets, over 100 stocks and I’ve
made thousands of historical trades to see which patterns pro-
duce the most profitable results. And the results are indeed sur-
prising. 

In fact, the results suggest that some patterns are not profitable 

at all and I present the results clearly for you to see. 

If you want to learn how the professionals use financial charts 

and you want to take your candlestick trading to another level, 
just keep reading. 

Introductions

Introduction
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My first encounter with candlestick
charts came when I was working as a
futures trader in London, in an office
filled with about 30 other traders. 

We relied heavily on watching price charts and analysing price
action and candlestick charts offered us the best way to quickly
visualise our markets and make trade decisions. And candle-
stick charts were used by every single trader on the floor. 

Sure, we listened to the news and paid attention to fundamental 

events as well, but, there is no doubt the benefit we got from 
watching the market through the lens of the candlestick chart.

However, even though we all used candlestick charts not many 
of us really understood their true power or the specific patterns 
to be on the lookout for. One day, the author of a well known

book on candlestick charts 
came into the office and gave us a presentation about what he 
had learnt and how to spot the various candlestick patterns and 
what they meant. 

I won’t lie. There were a few traders in the room who had seri-

ous doubts about candlestick patterns, especially when they 
contained these gimmicky sounding names like Hanging Man, 
shooting star or gravestone Doji. 

Chapter 2: Candlestick Basics

My Story with
Japanese
Candlesticks
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In fact, I was also skeptical at first because I had always been
taught to rely more heavily on the fundamentals of the market
and not to get too involved with the technical side. 

However, ever since I learnt about candlestick charts, I’ve used 

them in my trading. And I’ve realised that their power isn’t nec-
essarily in using them to make specific buy and sell decisions 
but to strengthen or weaken your overall trading view. 

Simply, candlestick charts are the best way to gauge price ac-

tion, really drill down into the market and candlesticks simplify 
what the chart is saying. Once you have learnt the basics, scan-
ning the market becomes extremely quick and efficient. 

Today, when I look over a price chart, I immediately see the can-

dlestick patterns, I know what they mean, and they instantly 
help me form a picture of what is going on in the market.

However, one thing I’ve never done is to actually go back in 
time and test exactly which candlestick patterns are the best 
and which ones are relatively useless. Soon, we will look into 25

specific candlestick patterns, we will 
test each one on a number of different markets over the last 16 
years and we will be able to see which patterns are going to 
help us the most going forward. 

But before we do that, let us go over some more basic informa-

tion about Japanese candlestick charts and how to use them. 

When it comes to presenting financial price data, there are nu-
merous options available to help investors and traders visualise
the markets and make trade decisions. I would say that there
are really three main types of charts that traders use but the
candlestick chart is definitely the most widely used. 

Line chart 

Different types of charts 
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So, the first and most basic chart is a simple line chart and this
will usually just plot the closing prices of a security over a set
time frame. So it’s going to show you the general movement of
the market. 

However, this type of chart doesn’t contain the open, the high, 

or the low prices so it doesn’t show much information and it 
doesn’t show the trading range for each bar. This makes it not a 
particularly useful chart for traders and it can even be danger-
ous because you’re not going to be able to see the lowest or 
highest price/your maximum loss or profit that the market went 
to. 

The bar chart adds to the line chart by incorporating more infor-
mation into each data point so you can get a better idea of what
is happening in the market. 

A bar chart is made of a series of vertical lines representing the 

high and low of the trading period with horizontal dashes to 
show the open and close where the open will be shown on the 
left of the bar and the close will be shown on the right. 

If the close price finishes higher than the open price, the bar will 

usually be coloured green or black, which shows the market 
has finished higher than it started. And if the close price finished 
below the open price, the bar will be coloured red. 

 

So, like the bar chart, a typical candlestick chart will show the 
four main price components: the open, high, low, and close for 
the trading period, which can span as short as a minute to as 
long as a month. But unlike the bar chart, the way the candle-
stick is drawn gives traders a little more information. 

Bar chart 

Candlestick Chart
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Various styles involving shading or the direction of the open and
close bars serve as visual tools for a trader to easily grasp price
behaviour in one quick glance. 

For instance, a candlestick that is white or green means that 

the price closed higher than it opened for the period. 

A black or red candlestick signifies that price closed lower than 

it opened for the period. The vertical lines above and below the 

candlestick’s main body notate the highs and lows for the pe-
riod. 

So if we break it down, each candlestick is made up of a body 

and a wick (which may or may not be present depending on 
where the market trades at).

The body represents the opening and closing price and the 
wick shows the high and the low. A wick that appears on top of 
the body is also called an upper shadow and a wick that ap-
pears on the bottom of the body is also called a lower shadow. 

So, the way the candlestick is drawn allows us to understand a 

bit more about the way price moved during the trading period. 

As you’ve probably guessed, there are also candlesticks where 

the open is equal to the high or the close is equal to the low, cre-
ating candles with no shadows or bodies.

If a candle has a long shadow it simply means that the market 
at one point moved a long way from the open or close. 

These are also important to take note of, as they can indicate 

whether trends are set to reverse or continue and we will look 
more closely into the different patterns later on.

In candlestick analysis, it is also helpful to look at nearby candle-
stick patterns in relation to a potential signal candle. These are 
often known as confirmation candles, giving the trader more 
clues as to whether a pattern will be completed or not. 



Basic Candlestick Patterns

1. Doji

2.Spinning Top 

3. Marubozu

Chapter 2: Candlestick Basics
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I’ve mentioned the basics of the candle-
stick chart and what makes up one can-
dlestick. 
You’ve got a body which reveals where the security opened and
closed and that will be either green or red depending on whether
the security closes higher or lower than it opens. 

And then you’ve got the wick, which can be below or above the 

body and that shows the lowest or highest price that the secu-
rity traded at during the trading period. The wick can also be re-
ferred to as an upper or lower shadow depending on whether it 
is above or below the body. 

Candlestick
Building Blocks
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So once you know the candlestick formation, the next step is to
identify the basic candlestick patterns and their names. 

These patterns can be market neutral and they are not neces-

sarily used in the trading decision process but they are the build-
ing blocks of the more advanced patterns. 

One of the most popularly known and easiest to spot candle-
stick pattern is the doji, which typically has a thin horizontal line
for a body, indicating that the open is equal to the close. Usually
the top and bottom shadows will also be fairly long to show that

price moved in both directions over the 

period. 

This basically reflects indecision be-

tween buyers and sellers, as price 
spiked up and down but wound up end-
ing right where it started. 

Because it represents indecision, this 

type of formation is usually regarded as 
market neutral. However, it can also be interpreted as a weak 
reversal signal. If formed at the bottom of a downtrend, a doji 
signals indecision and therefore suggests that the downtrend 

Another potential reversal candlestick signal
is the spinning top, which contains a small
body with relatively long top and bottom shad-
ows. As a result, it looks just like... 

Unlike the doji, the spinning top will have a 

slightly larger body and will be regarded as 
mildly bullish if the body is green and bearish 
if the candle is red. Again, this is a candle 
that suggests hesitation and uncertainty between buyers and 
sellers. 

could be coming to an end. And the reverse is true for a doji in
an uptrend. 

Because this is a weak signal, traders will typically need confir-

mation from another candle or another indicator before jumping 
in any trades. A rule of thumb is to wait for the next candle to

close above the 

high or below the low of the doji before making any trade deci-
sion. Doji 

Spinning Top 
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Marubozu
Marubozus are another basic type of candlestick pattern that 

provide weak signals of whether to go long 
or go short. 

Unlike dojis and spinning tops, a marubozu 

has a large body with very small or no shad-
ows at all. These are typically considered 
continuation patterns, as they indicate that 
one side of the market (buyers or sellers) 
are in control. 

A bullish marubozu will be green or white 

and have its open price equal to the low and the close price 
equal to the high. This indicates that buyers were fully in control 
over the period and this is a bullish indication. 

A bearish marubozu will be red or black and have its open price 

equal to the high and the close equal to the low. This indicates 
that sellers were fully in control during the period and this is a 
bearish indication. 

So you can clearly see how a marubozu can be a good bullish 

or bearish indication. However, one marubozu candle on it’s 
own is generally not enough to make a trading decision. So 
these are weak candlestick patterns that are best used in combi-
nation with other advanced patterns or indicators.
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Munehisa Homma - The First Hedge
Fund Manager
So we know that Japanese candlestick charts are extremely
popular among traders. But just how did these charts first come
about and why? 

Well, most sources trace the development of candlestick charts 

to a Japanese rice trader in the 1700s called Munehisa 
Homma. As we shall see, Homma is somewhat of a legendary 
figure who has been credited by some with a number of incredi-
ble developments.

Who Was Munehisa Homma?

Munehisa Homma was also known as Sokyu Homma and in 
most technical analysis books, he is simply described as a rice 
merchant who took careful note of price ticks in predicting how 
future trade prices might behave. 

The truth is that Munehisa Homma was more than just a simple 

rice trader. Apart from being known as the Father of Japanese 
Candlestick Analysis, he was also an excellent value investor 
and quite knowledgeable in futures trading, even fondly dubbed 
as the god of technical analysis and the first true contrarian 
trader. 

Chapter 2: Candlestick Basics

History: Who Was
Munehisa Homma? 
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Back in 1700, a futures market had emerged in the rice trading
industry, as merchants also sold coupons guaranteeing trade
prices at a future time. A secondary market for these coupons
was born, and this was where Munehisa, the investor, trader 

and entrepreneur flourished. It‟s said that he was able to create a
large market of traders in Osaka to communicate market prices. 

It is said that Munehisa’s price analysis revolves around the con-

cept of yin and yang, representing bear and bull markets respec-
tively. He claims that within the instance of one market is the ex-
istence of another one, applying weather and volume data in 
predicting future price action. He started by recording the open,

high, low, and close of rice 

prices in the market, observing patterns and repetitive signals 
and giving them names just like the ones we still use to this 
day, 250 years after Munehisa discovered them. 

He was able to develop so many methods of understanding 

market price action that he eventually wrote a book titled “The 
Fountain of Gold’, which is deemed as the first book on market 
psychology. In this book, he examines the role of traders’ emo-
tions in market action, adding that this can be used to position 
oneself against the crowds. 

He summarised his candlestick patterns in a set of rules called 

“Sakata rules” that became the basis of modern candlestick 
charting. And according to several sources, he followed his first 
book up with a couple more books called “A Full Commentary 
on the Sakata Strategy” and “Tales of a Life Immersed in the 
Market”. 
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There are plenty of legendary stories on Munehisa Homma’s
trading performance, with some saying that he once made a
string of 100 profitable trades in a row. At that time, he had a tre-
mendous advantage over his fellow traders who were still unfa-
miliar with the concepts of market psychology and candlestick
analysis. 

By the 18th century, Munehisa Homma was already running a 

managed hedge fund while diversifying his family business to 
enable them to own huge tracts of land. It is said that his net 
worth in today’s terms would be roughly $100 billion. 

Aside from amassing plenty of profits from his hedge fund, Mu-

nehisa Homma was also an avid art collector and an adviser for 
the world’s first sovereign wealth fund in Japan, even allowing 
him to attain the rank of an honorary Samurai. 

So that pretty much sums up how Japanese candlesticks were 

born in the East and how they have developed over time. But 
how did candlestick charts get from there to here and how did 
they get from the East, over to us in the West? 

Well, trader and author, Steve Nison, is credited with bringing 

candlestick charts to the western world and he’s considered by 
some to be the modern father of candlestick charting. Nison 
and his books on Candlesticks are extremely influential and we 
will be referring to them later on in the eBook when we look at 
the more advanced patterns.
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Pattern Definitions 
First of all, it’s important to address one of the quintessential
problems with all candlestick patterns, which is subjectivity. 

When researching this eBook I soon realised that nearly every-

one has a different interpretation of what makes up a specific 
candlestick pattern.

For example, some authors say that a shooting star pattern 

must form in an uptrend, but how do you define an uptrend? 

Defining The Candlesticks 
So we’ve looked at some of the basics and we’ve looked at
some history, the next step is to introduce the advanced candle-
stick patterns and then test them on our historical database to
see which ones work. 

And at this point, you might want to download or print out the 

Candlestick poster that comes up with the eBook so you can 
see which patterns we’re going to look at.

But before we get into the test results, we need to clear a bit 

more of the boring stuff because we need to be clear about the 
test procedure and how we will be defining the candlestick pat-
terns. 

Chapter 3: Test Procedure

Test Procedure:
Setting Up
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Also, some say that a hammer pattern must have a long lower
shadow. But how long should it be exactly? There are numer-
ous occasions like this where definitions are vague and it’s diffi-
cult to be precise about what should make up a specific pattern. 

In fact, look at any technical analysis book or blog post and 

you’re going to come across different variations for nearly every 
candle pattern there is.

Because of this, I had to come up with some standardised defi-

nitions for each candlestick pattern. And, because I wanted to 
able to test each pattern on historical data, I needed a precise 
mathematical definition written down in code. 

To cut a long story short, the formulas I’ve come up with are 

based upon three sources: Candlestick Charting Technique by 
Steve Nison, the Bloomberg Visual Guide For Candlesticks, 
and on a couple of occasions, I’ve also used Investopedia. 

The reason why I needed more than one source is because
sometimes I would program a candlestick pattern from one
source and it would lead to virtually no trade signals. And some-
times the definition was simply too vague or too subjective. 

Thus, I decided to use the pattern definition that gives either the 

most number of trading signals or the best performance overall. 
Having more signals gives us more confidence in the results of 
the pattern. So there isn’t a great deal of use in testing candle-
stick patterns that result in hardly any trades.

On occasions though, you will see that some of the popular pat-

terns are actually very rare signals and so I have kept them as 
they are defined.

As you will learn as we go through each pattern, some are use-
ful, some are simply not worth looking at. And some actually 
work better in reverse. 
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Information for the testing process
So, as mentioned, I created precise formulas for each candle-
stick pattern and then I wrote them into Amibroker AFL so that I
could test the patterns on historical data. 

And each formula contains some abbreviations which are used 

to keep the code clean and easy to use. 

Where you see the letter O, H, L, C, well that stands for the 

open, high, low, or close price. 

And when there’s a number after the corresponding letter, it 

means we are looking at a previous bar. 

So O1 means we are looking at the open from the previous bar 

while H2 refers to the high from 2 bars ago, etc. 

We need to reference these bars in order to be able to calculate 

the patterns properly. 

Seeing as many candlestick patterns are meant to occur in up-

trends and downtrends, I also had to come up with some objec-
tive definitions of what makes up an uptrend and what makes 
up a downtrend. 

Most sources suggest that the up and down trends do not need 

to be very long. Therefore, I decided that an uptrend would be 

Chapter 3: Test Procedure

Presentation of
Results
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So, the next section is pretty straightforward. We’re going to
look at each candlestick pattern, say how it’s used, and then we
are going to run the pattern on the data to see how it performs. 

For this, I’ll be conducting two tests on historical data and I’ll be 

using my back-testing platform, Amibroker. Amibroker is an af-

defined as any time there is a new 10-day high. And a down-
trend would be anytime there was a new 10-day low. 

Since some candlestick patterns cannot feasibly occur at the 

same time as a new 10-day high or low, we also need to be 
able to move the uptrend or downtrend back one bar. For

example, the three white soldiers pattern consists of three 

white candles with higher lows, taking place in a downtrend. We 
need to reference the downtrend two bars back, because the 
third candle in the pattern needs to have a higher low and there-
fore it won’t fit the definition of a downtrend! If that’s confusing,

don’t worry, it should make more sense later 
on. For now, just understand that the formulas have been cre-
ated to identify the patterns objectively as closely as possible to 
the original sources. They may not always be perfect definitions 
because there is subjectivity by default, but now we have the 
formulas, we can test them on the data. 

fordable, flexible and powerful simulator that is perfect for test-
ing trading ideas. 

The first test will be run on a selection of 21 different futures
and forex markets between the 1st January 2000 and the 1st
January 2016. 

This test will be run on daily data and we will be analysing the 

performance of each pattern based on a holding period of 1, 3, 
5, and 10 days.

So, here you can see a list of the 21 different markets, we’re go-

ing to look at in test one. We’ve got a range of stock index fu-
tures, commodity futures, bonds, and currencies. 

Analysis Presentation 



20

And this data is all from Norgate Premium Data, which is im-
ported directly into the back-tester, Amibroker. 

Some of you will know that futures trade in separate contracts 

and the data requires a bit of work in order to make it suitable 
for back-testing.

And the futures data we are using here is back-adjusted, con-

tinuous contracts, meaning that each contract is adjusted in or-
der for us to test it under realistic conditions.

It should be interesting to compare how well the candlesticks 
perform on the stock indices versus the currency pairs and if 
there is any real difference there. 

The second test we are going to run will be exactly the same,
but run only on stocks and we are going to focus on the S&P
100 universe. 

Again, this data comes from Norgate Premium Data and is 

survivorship-bias free because it contains delisted securities 
and is amended for historical actions. That means the total num-
ber of stocks in the watch-list will actually be over 100 and in 
fact, it will be closer to 200.

So, the first test will show us how the candlestick pattern has 

performed on a variety of different futures and forex pairs over 
1, 3, 5, and 10 days.

And the second test will show us how the candlestick pattern 
has performed on S&P 100 stocks. And remember that S&P 
100 stocks are some of the largest, most liquid companies in 
the US. 

So, let’s take a look now at how the results will be presented. 

This is going to show the results from each of our 21 markets 
with a 1-day holding period. 
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And for each market we are choosing to show three things, the
number of trades, the average profit/loss per trade and the per-
centage win rate. 

The results from each market is listed individually and then the 

averages are shown at the bottom. 

So, in this example, imagine that we just run a simulation where 

we bought the market after a particular candlestick pattern. 

The results indicate that with a 1-day holding period the candle-

stick pattern worked best on Sugar.

The pattern produced 137 trades in total with an average profit 

of 0.32% per trade and a win rate of 59%. 

And then you can see the next best performing market was 

corn, followed by silver. For the most part though, we are actu-
ally going to be looking at the averages.

So, here you can see that across all of our 21 markets the aver-

age result from the pattern was a profit of 0.03% with a win rate 
of 51%.

Directly underneath these numbers you will see our benchmark 
figures, which we can then use to compare our results. 

And these benchmark numbers represent the 1-day return of all 

markets combined, before any pattern or selective buy rule is 
applied. 
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So here, the average 1-day return across all 21 markets was
0.01% per trade. Underneath these numbers we then have the
results for our stock universe. 

So in this example you can see that across the S&P 100 uni-

verse of stocks, the average result from buying this particular 
candlestick pattern and holding for one day was a profit of 
0.09% per trade with an average win rate of 50%. 

Again, we have the benchmark result underneath with which we 

can compare our findings. So this shows that the average profit 
from holding an S&P 100 stock for one day is 0.04% per trade. 
And remember these results are all before trading costs. 

So those are the results for a 1-day holding period, we will then 

take a look at the results from a 3-day holding period, and then 
we’ll look at 5-days and 10-days.

And that’s basically how we will present the results of this study 

into candlesticks. 

These tests should give us plenty of data to analyse and after 

we’re done, we should be able to look back and see which can-
dlestick patterns are the best and which candlestick patterns we 
need to forget. 

So let’s dive in now and get started with the first candlestick pat-

tern. 



4
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So this indicates that sellers have started to come into the mar-
ket. They haven’t been able to gain control but they are there
and the uptrend may be slowing. So it suggests a possible re-
versal is near. 

The body of the hanging man must be small but the color can
be neutral so it can be either black or white. A key component
of the hanging man is that it has a long lower shadow. Most
sources say that a hanging man must have a candle length
more than twice the size of the body and that the lower shadow
must be more than 2⁄3 of the total candle length. 

So the first candlestick we’re going to look at is called the hang-
ing man. Most sources say that this is a bearish candlestick that
normally appears in an uptrend and indicates that a possible re-
versal could be on the cards.

Rules

Chapter 4: Key Japanese Candlestick Patterns

Hanging Man
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And when this pattern occurs in a downtrend, it’s called a
hammer.

Candle length must be more than twice as large as the body.
Lower shadow must be more than 2⁄3 of the candle length.
Must be in a 10-day uptrend.

So, first up, here you can see the full results from shorting the
hanging man with a 1-day holding period and a 3-day holding
period. 

Results

Our Formula

Hanging Man 

(((H-L)>2*(O-C)) AND ((C-L)/
(H-L)>= 0.66) AND ((O-L)/(H-

L)>= 0.66)) AND Uptrend
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The top part shows the results on each of our 21 different mar-
kets and I’ve chosen to show three things. The number of
trades per market, the average profit or loss and then the per-
centage of winners. Then in orange at the bottom, we’ve taken
the average of those numbers. 

Underneath that, we’ve got our all trades benchmark result, 

which shows the average return from shorting each market on 
every bar and holding for one day. This allows us to compare 
the pattern to the average return. 

Then underneath that we have the same results, but for our 100 

stocks, and I’ve chosen just to show the averages here instead 
of showing each individual result, as I think that will give us 
plenty to work from. 

You can see that with a 1-day holding period the average profit 

from shorting a hanging man candlestick on our selection of 21 
markets was only 0.04%. So that basically means that if you 
short a hanging man on the close you can expect the market to 
fall around 0.04% on average according to the historical data.

This is slightly better than the average return from shorting the 

market every day, which was - 0.01%, shown by the benchmark 
result.

And below that you can see that we had also had a positive re-
sult on our stock universe containing S&P 100 stocks. 

Shorting stocks on a hanging man worked 53% of the time and
produced an average profit of 0.15% per trade. And this is based
on 2300 trades so this is a fairly frequent signal. 

OK, so what do these first results tell us? 

Well, quite simply, you can see that shorting a hanging man on 
a daily chart and holding the trade for one day is not a very 
strong signal. It only produced a small average profit per trade 
(which was slightly larger in stocks) and once you incorporate 
trading commissions into that you will most likely be losing 
money. 

Looking at the 3-day holding period now, you can see that short-

ing the hanging man does slightly better with a longer time 
frame. Across our 21 markets we saw an average profit of 0.21%

per 

trade with a win rate of 55% and in stocks we saw an average 
profit of 0.22% per trade with a win rate of 50%. These num-
bers are much better than the benchmark returns. 

Looking at the 5-day holding period, you can see that shorting 

the hanging man scored an average profit of 0.24% in futures 
and forex and 0.25% in stocks, again beating the benchmark 
return. 
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Finally, looking at the 10-day holding period, you can see that
the average profit and win rate has dropped for both our tests. 
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Overall, what do these results tell us? Well, it’s quite clear that

the hanging man candle is not a wildly 
profitable pattern though it did ok with a 3-day and 5-day hold-
ing period and it outperformed the benchmark return on every 
test. 

Once trading costs are introduced, a lot of these profits would 

be wiped out but even so, because we have seen this candle 
beat the benchmark consistently, this still might be a useful 
short pattern to keep an eye on.

Next up, we’ll look at the hanging man’s opposite, the hammer. 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So this pattern shows that sellers have taken the market down
but buyers have bought it back up and the market has finished
near to where it started. So this indicates that momentum is
slowing and a new uptrend may be about to take place. It sug-
gests the market may be hammering out a bottom. 

The hammer candlestick is essentially the same as the hanging
man, but it must appear in a downtrend. 

This is a bullish one candle pattern that indicates a possible re-

versal. 

So the hammer, just like the hanging man, must have a small 

body which can be black or white and it must have a long lower 
shadow. The longer the lower shadow the stronger the signal. 

Chapter 4: Key Japanese Candlestick Patterns

Hammer
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Rules 
Bullish candlestick that indicates reversal

Appears in a downtrend

Small body can be black or white

Long lower shadow

Longer the lower shadow, stronger the signal

Stronger when found at level of support 

Our Formula 
Candle length must be more than twice as large as the body.
Lower shadow must be more than 2⁄3 of the candle length.
Must be in a 10-day downtrend. 

Hammer 
(((H-L)>2*(O-C)) AND

((C-L)/(H-L)>0.66) AND
((O-L)/(H-L)>0.66)) and

Downtrend 
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Results
So now that we have the hammer candle pattern written down
in code, we can run it through the Amibroker simulator and see
how it gets on. 

In this instance we will be buying the market on the close when-

ever there is a hammer and the market is in a downtrend (de-
fined by a new 10-day low) and we will then close the trade af-
ter 1, 3, 5, or 10 days. 

Looking at this first table, you can see the results from buying 

the hammer and closing the trade after 1 full day and you can 
see that this was a losing strategy overall.

On our 21 markets, the signal produced an average loss of 

-0.10% with an average win rate of 46%. This was worse than 
the average 1 day return for each market combined, shown by 
the benchmark. 

On our 100 stocks, the signal did even worse with an average 

loss of -0.17% per trade. Again this was lower than the bench-
mark daily return of 0.04%. 
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Combining the hammer with a 3-day holding period lost money
again in our 21 markets but it produced an average profit of
0.09% per trade in stocks with a win rate of 52%. 

Buying the hammer with a 5-day holding period was a very simi-
lar story. We saw an average loss in futures and forex and an
average profit of 0.09% per trade in stocks. 
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With a 10-day holding period, the results are still not great. We
saw an average loss of -0.01% in our 21 markets and an aver-
age gain of 0.19% in stocks. 

Overall, these results are not good. The hammer pattern does
not seem to show any profitable edge in the markets we tested
and we underperformed the benchmark result in every test. 

In other words, we would be better off buying the market ran-

domly than waiting for a hammer! Let’s move on to the inverted 
hammer. 
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The inverted hammer, as you would expect, is simply an upside
down hammer pattern. 

This is a bullish candlestick that indicates reversal and appears 

in a downtrend. It must have a small body that can be black or 
white, have a long upper shadow and contain little or no lower 
shadow. 

And an inverted hammer in an uptrend is called a shooting star. 

So this candle is said to be a reversal indicator in a downtrend 
because it shows that buyers have started to come in. They 
haven’t been able to take control yet but they are there so mo-
mentum could be slowing. 

Generally, the inverted hammer must have a candle length that 

is more than twice as large as the body and the upper shadow 
should be more than 2⁄3 of the total candle length. 

Chapter 4: Key Japanese Candlestick Patterns

Inverted Hammer
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Rules
Bullish candlestick that indicates reversal

Appears in a downtrend

Small body can be black or white

Long upper shadow (in a uptrend this is a shooting star)

Small or no lower shadow 

Results
We have the inverted hammer written down in code so we can
test the pattern on our watchlist of markets. So in this case, we
will go long on the close of the inverted hammer and we will
hold the trade for 1, 3, 5 or 10 days. First, we will test the pat-

Our Formula
Candle length must be more than twice as large as the body.
Upper shadow must be more than 2⁄3 of the candle length.
Must be in a 10-day downtrend. 

Inverted Hammer 
(((H-L)>2*(O-C)) AND

((H-C)/(H-L)>0.66) AND
((H-O)/(H-L)>0.66)) AND

Downtrend 
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tern on a watchlist of 21 different markets and then we will test
it on a watchlist of 100 US stocks. 

So as you can see from the first table, buying the inverted ham-
mer on the close and holding the trade for one day produced a
profit on both tests. 

We got an average profit of 0.17% across our 21 markets with a 

win rate of 56% and an average profit of 0.25% on our S&P 100 
stocks with a win rate of 55%.

Both results are better than our benchmark.

The inverted hammer pattern was also a profitable signal using 
a 3-day holding period. 

Buying the inverted hammer and holding for 3 days produced 

an average profit of 0.18% with a win rate of 54% on our 21 
markets and an average gain of 0.65% in stocks with a win rate 
of 56%. And this average is based on over 1500 trades. 
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Looking at the 5-day holding period, the inverted hammer, per-
formed less well in futures and forex but again did well in
stocks. 
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We saw an average gain of 1% in stocks with a 57% win rate.
This compares to the benchmark average return of 0.18% for a
5 day holding period. 

Lastly, the inverted hammer also did well with a 10-day holding 

period. 

We saw an average gain of 0.44% in our 21 markets with a win 

rate of 54% and an average gain of 1.21% in stocks with a win 
rate of 60%.

Overall, these results are actually pretty good.

We have seen the benchmark on every test and produced 
some good numbers from a healthy number of trades. 

The results suggest that the inverted hammer really might be a 

good buy signal. Even after commissions, there should be 
enough profit left over.

The nice thing is that the average profit is consistent across all 

the tests and it only gets stronger when the holding period is in-
creased. The win percentage is also strong.

So, the inverted hammer might just be a good pattern to look 
out for. Next up we will look at the shooting star. 
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The shooting star pattern occurs when a security opens strongly,
moves higher, but then falls back and ends up closing near or
lower than the opening price. 

The candle should have a long upper shadow, close near it’s 

lows and it should occur in an uptrend. 

So, the shooting star is a signal that buyers have bought the 

market up but they’ve then been overpowered by sellers. When 
this occurs in an uptrend, it’s a signal that momentum is waning 
and a reversal could be about to begin. Thus, when a shooting 
star occurs it’s a signal to sell the market or go short. It’s a po-
tential signal of a market top. 

In a downtrend, the shooting star is an inverted hammer so it 

should be interesting to see how it performs. 

Chapter 4: Key Japanese Candlestick Patterns

Shooting Star
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Rules
Bearish candlestick that indicates reversal

Appears in an uptrend

Small body can be black or white

Long upper shadow

Small or no lower shadow

(In downtrend this is an inverted hammer)

Signal is stronger if candle opens with a gap up

Results
Looking at the first table of results we can see the average
profit or loss from shorting a shooting star candle and holding
the trade for one whole day. 

Our Formula
Candle length must be more than twice as large as the body.
Upper shadow must be more than 2⁄3 of the candle length.
Must be in a 10-day uptrend.

Shooting Star 

(((H-L)>2*(O-C)) AND ((H-C)/(H-
L)>= 0.66) AND ((H-O)/(H-L)>=

0.66)) AND Downtrend 
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So you can see that this pattern has lost money overall. Short-
ing a shooting star produced an average loss of -0.14% across 

our 21 markets with a 44% win rate and an average loss of -
0.09% on stocks with a win rate of 45%. 

These results were not much better with a 3-day holding period 

where we saw losses for both tests. 
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So shorting a shooting star and holding the trade for 3-days
does not produce very good results as is clearly shown. 

And this is repeated with a 5-day holding period and the results 

are in fact at their worst with a 10-day holding period. 

Shorting a shooting star pattern on the close and holding the
trade for 10 days produced an average loss of -0.28% across
our 21 markets and an average loss of -0.34% in stocks with a
win rate of 44%. And this was from over 4000 separate signals. 
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So, the results are pretty conclusive.

Shorting the shooting star pattern (on a daily chart) is clearly a 
losing signal. It lost money across all timeframes and most mar-
kets.

You wouldn’t really expect the shooting star to do that well in 
stocks, especially with a 10-day timeframe because stocks tend 
to go up and short trades are never as profitable as long.

But anyway, the results are not good for the shooting star. Let’s 
move on.
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The morning star candlestick pattern is different from what
we’ve seen so far because this is a three candle pattern. 

The morning star should appear in a downtrend and it indicates 

a potential bullish reversal. 

The first candle in a morning star should be a long black down 

candle. The second candle can be either black or white and the 
third candle should be a white up candle which closes above 
the second candle and into or above the first candle. 

So this is the opposite of an evening star. And according to
most sources, the signal is stronger if the second candle opens
on a gap down. However, that makes this signal extremely rare,
because you hardly ever get gaps in some liquid markets like
forex.

Chapter 4: Key Japanese Candlestick Patterns

Morning Star
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Rules
Three candle pattern that indicates reversal

Appears in a downtrend

First candle is long black down

Second candle can be black or white

Third candle is white and closes above candle two and into or 
above candle one 

Signal is stronger if the second candle opens on a gap down 

(but very few trades) 

Opposite of the evening star

Results
So after analysing the morning star pattern that is mentioned in
most sources, I discovered that the pattern results in hardly any
trading signals when including the gap. 

Because of this, our formula doesn’t include the gap and I think 

it’s much better this way. So we’ve got the code written down 
and in this instance O2 and C2 refer to the first candle in our 3 
candle pattern and H1 refers to the second candle in the pat-
tern. 

Our Formula

Morning Star 
(O2>C2*1.01) AND (C>H1) AND C>O

AND C>(((O2-C2)/2)+C2) AND
Downtrend1 
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And our downtrend formula has been put back one candle be-
cause it would be wrong to see the third candle make a new 10-
day low and then reverse above the second candle. 

Anyway by putting this code into Amibroker we can identify 

morning stars and run a simulation to see how buying this can-
dle performs over time.

So, buying a morning star on the close and exiting the trade 

one day later produced an average loss of -0.13% across our 
21 markets. You can see that our best market was the 5-year 
note while our worst was sugar. 

In stocks, we recorded a loss of -0.04% with a win rate of 48%
across 4297 trades. 
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With a three day holding period, the morning star is still a losing
pattern across our 21 markets and it just about broke even in
stocks. 

Results improve slightly with a 5-day holding period where we
recorded an average profit of 0.08% per trade in futures and
forex and 0.22% in stocks with a win rate of 52%. Both results
better than the benchmark 5-day return. 
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Finally, with a 10-day hold, the pattern saw an average gain of
0.13% across our 21 markets but it lost money in stocks. 

So, the morning star pattern has given us us some mixed re-
sults. Overall, the pattern is not very consistent and there is no
evidence here that it‟s a profitable signal. 

Next, we will look at the evening star. 
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And the longer this third candle the stronger the signal. As well, if
the second candle is a doji this is often called a bear doji star. 

The evening star pattern is another three candle pattern which
indicates a reversal. This time, the pattern must appear in an up-
trend so it’s a bearish signal. 

For a pattern to be an evening star, the first candle should be 

white. The second candle must open on a gap up and the sec-
ond and third candles must both be black.

The third candle should also close below the second candle so 

that it fills some or all of the gap. 

Chapter 4: Key Japanese Candlestick Patterns

Evening Star
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Rules
Three candle pattern that indicates reversal

Appears in a uptrend

First candle is white

Second candle opens on a gap up (but very few signals)

Second and third candles are both black

Third candle closes below the second candle filling some or all 
of the gap 

Longer the third candle, stronger the signal

If second candle is a doji, this is a bear doji star and is even 
stronger 

Opposite of morning star

Our Formula

Evening Star 
(C2>O2) AND ((O1>H2) AND

(C1>H2)) AND (C1<O1) AND (C<L1)
AND (C<O) AND Uptrend1 
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Results
So we have the formula set up to identify the evening star we
can run our simulator and test the pattern. 

The tables of results will show us the profit potential of this par-

ticular pattern.

So, straight away you can see that one problem with this pat-

tern is that it’s extremely rare. 

In fact, we have 8 symbols where the evening star pattern didn’t 

even occur once in 16 years. 

And this is mainly because of the gap. Because very liquid mar-

kets like forex, hardly ever gap, they just keep trading 24/7. 

So if we look through these results, you can see that the signal 

is rare. It doesn’t produce a lot of signals, but even so it does 
give us some quite profitable results.

With a holding period of 1-day, measured from the close of the 

evening star to the next day’s close, we saw an average profit 
of 0.31% across 13 markets with a win rate of 57%.

In stocks, we recorded an average profit of 0.02% with a 47% 
win rate. 
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The results were mixed with a 3-day holding period where we
saw an average loss of -0.17% in our 13 markets and a small
profit in stocks. 

You can see that the results are better with a 5-day and 10-day
holding period. 

With a 5-day hold, we have recorded a 0.44% average gain 

across 13 markets with a 57% win rate. And in stocks we saw 
an average gain of 0.41%. 
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With a 10-day holding period we recorded an average gain of
0.68% in futures and forex and an an average gain of 0.14% in
S&P 100 stocks, both figures better than the benchmarks. 

So, the evening star does seem to be a relatively profitable
short pattern. 

However, because this signal is quite rare, it is difficult to make 

too many conclusions and we might want to use some caution. 

As an aside, I also looked into the evening star pattern but this 

time without the gap, in order to make it more frequent I altered 
the formula slightly. However, the evening star without a gap 
performs poorly. 
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So, this candle shows that the market has gone to new highs
with a fair amount of strength but it’s been brought back down
by the sellers and close right where it started. So this is an indi-
cation that the market is losing momentum and could reverse. 

We spoke about how the doji is a signal of indecision and the
gravestone doji is actually a bearish type of doji candlestick that
indicates a downside reversal. 

It should appear in an uptrend, which we have defined as the 

presence of a 10-day high. It should have an extremely narrow 
body with long upper shadow and a very small or non-existent 
lower shadow. And the longer the upper shadow, the stronger 
the reversal signal is. 

Chapter 4: Key Japanese Candlestick Patterns

Gravestone Doji
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Rules
Bearish candlestick that indicates reversal

Appears in an uptrend

Extremely small body

Long upper shadow 

Results
So using the formula we created, we can identify the grave-
stone doji and see how it performs as a short signal. 

In this first table we see the results of shorting a gravestone doji 

pattern on the close and holding the trade for one whole day. 

Our Formula
Body should be less than 20% of candle length and occur near
bottom of candle

Very small or no lower shadow

Longer the upper shadow, stronger the signal

Can sometimes be bullish if in a downtrend

Gravestone Doji 
(abs(O-C))/(H-L) < 0.2 AND

C<=(L+((H-L)*0.2)) AND
O<=(L+((H-L))*0.2) AND Uptrend 
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As you can see, the pattern produced an average loss of
-0.27% in our 21 markets with a win- rate of 45%. And it pro-
duced an average loss of -0.18% in stocks. Both figures much
worse than the benchmark return. 

With a 3-day holding period, the pattern also did poorly record-
ing an average loss of -0.52% across our 21 markets. 
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And it did just as bad with a 5-day holding period and a 10-day
holding period. 

In fact, you can see that shorting a gravestone doji pattern is
not a profitable pattern to look out for. The strategy has a low
win rate and lost money on every test. 

Next, we will look at the dragonfly doji. 
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So this candle indicates how sellers have taken the market
down to new lows with a lot of strength, but buyers have come
back in, overpowered the shorts, and taken the market back to
where it started. And this is an indication that the down-trend
could be coming to an end because buyers are stepping in and
taking the market higher. 

In fact, the dragonfly doji looks similar to the hammer but be-

cause this is a doji the body should be thinner.

The dragonfly doji is a bullish candlestick that indicates possible
reversal in a down-trend. Like the gravestone doji, the dragonfly
doji has an extremely small body. But this time it has a very long
lower shadow and hardly any upper shadow. 

Chapter 4: Key Japanese Candlestick Patterns

Dragonfly Doji
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Rules
Bullish candlestick that indicates reversal

Appears in a downtrend

Extremely small body

Long lower shadow

Very small or no upper shadow

Notes
Longer the lower shadow, stronger the signal

Can sometimes be bearish if in an uptrend

Likelihood of reversal is strongest if downtrend has been under-
way for sometime and momentum is slowing

Similar to the hammer 

Our Formula
Body should be less than 20% of candle length and occur near
top of candle

Dragonfly Doji 
(abs(O-C))/(H-L) < 0.2 AND

C>=(H-((H-L)*0.2)) AND
O>=(H-((H-L))*0.2) AND 

Downtrend
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Results
So our formula for the dragonfly doji says that the body should
be less than 20% of the candle length. This makes sure that the
body is very narrow. 

Looking at this first table you can see that buying the market at
the close of a dragonfly doji and holding for one day loses
money overall. 

Our 21 markets produced an average loss of -0.21% with a win 

rate of 42%. Our worst performing market was the Euro Stoxx 
which saw 10 trades and just 1 winner.

On stocks, the signal produced an average loss of -0.25% with 

a win rate of 45%. 
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With a 3-day holding period, you can see that buying a dragon-
fly doji produced an average loss of -0.48% per trade in our 21
markets and just about broke even in stocks. 

Results are also sketchy with a 5-day holding period and with a
10-day holding period, especially in our 21 futures and forex
markets. 
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Overall these results are not compelling. They do not give
enough confidence to buy a security when this pattern occurs. 

Next up, we will look at the bullish kicker pattern.
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The bullish kicker pattern is a two candle pattern that is a bull-
ish indication and I know this a favourite among some technical
stock traders. 

The first candle should be a long down candle or black ma-

rubozu while the second candle should be a long up candle or 
white marubozu. The second candle must open above the prior

candle’s open 

and the second candle low must be higher than the prior can-
dle’s high. In other words, a gap must be formed. 

According to most sources, the bullish kicker is most powerful
near areas of support or during a downtrend. Unfortunately I’ve
found that this is actually quite a rare signal in futures and forex
markets because of the gap. Nevertheless, the bullish kicker is
powerful when it occurs because it shows one side of the mar-
ket (the bulls) are taking over control. 

Chapter 4: Key Japanese Candlestick Patterns

Bullish Kicker
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Two candle pattern that is bullish

First candle is long down candle or black marubozu

Second candle is long up candle or white marubozu

Second candle must open above prior candle’s open

Second candle low must be higher than prior candle's high 
(gap)

Here’s an example in WBA. The stock opens on a gap up and
that strength continues over the next few days.

Most bullish at areas of support

Signal is strongest during a downtrend, but can also appear 
during uptrend 

Rare signal especially in futures and forex markets on daily 

timeframes.

Rules

Notes

Our Formula

Bullish Kicker 
(O1>C1 AND (O1-C1)/(H1-L1)>.5)

AND ((C>O) AND ((C-O)/(H-L)>.5)) 

AND L>H1
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Results
Using the formula for the bullish kicker pattern we can scan and
back-test the database to see what happens when trading the
signal. 

This first table shows the results from buying a bullish kicker pat-

tern on the close and holding the trade for one full day. 

As you can see from the results, this is actually a very rare pat-

tern because of the gap and because it requires two opposing 
candles that have very little shadow.

In fact, in 14 of our chosen markets, there was no bullish kicker 

pattern over the last 16 years. And this is a big problem be-
cause it means we can’t draw many conclusions from these re-
sults because of the smaller sample size. 

So perhaps the bullish kicker is better suited to shorter time-

frames like intraday charts or maybe it should only be used for 
less liquid securities.

Either way, you can see from these results, that the bullish 

kicker is not worth looking for on liquid forex pairs but it did ok 
in stocks, albeit with a very low sample size. 
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For example, buying a bullish kicker and holding it for 3-days
produced an average gain of 0.79% across S&P 100 stocks
with a healthy win rate of 60%. 
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Holding for 5-days produced an average gain of 0.91% with an
even higher win rate of 66% while holding for 10-days produced
an average gain of 0.44% per trade. And this was on a sample
size of 220 trades. 

Even though there were very few trades, these are good results
which may require some further research. 

As I said, it might be worth testing this pattern on smaller cap 

companies. It might also be worth loosening the formula some-
what to get more signals and I do this later on in the eBook 
when I introduce another pattern that I’ve called, the Loose 
Kicker. 
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The bearish kicker pattern is a two candle pattern that is bear-
ish.

To be a bearish kicker, the first candle is a long up candle or 

white marubozu. 

The second candle is a long down candle or black marubozu 

and it must open below the first candle open. 

As well the second candle high must be lower than the previous 

candle’s low. Thus, just like the bullish kicker, a gap is formed. 

So this pattern is another rare one because of the gap and also
because the candles need to be strong up or down candles with
only a small wick. 

It really shows a complete switch of momentum in the market 

from strongly bullish to strongly bearish and that is the power of 

Chapter 4: Key Japanese Candlestick Patterns
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the pattern itself as it suggest bears have just completely over-
powered the bulls.

Two candle pattern that is bearish

First candle is long up candle or white marubozu

Second candle is long down candle or black marubozu

Second candle must open below prior candle’s open

Second candle high must be lower than prior candle’s low (gap)

Most bearish at areas of resistance

Signal is strongest during a downtrend, but can also appear 
during uptrend 

Rare signal especially in futures and forex markets on daily 

timeframes.

Rules

Notes

Our Formula

Bearish Kicker 
((C1>O1) AND ((C1-O1)/(H1-L1)>.5))

AND (O>C AND (O-C)/(H-L)>.5) 

AND H<L1
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Results

As mentioned, the bearish kicker in it’s purest form doesn’t
occur very often. That’s because of the gap and because the 
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bearish kicker requires two opposing candles with very little
shadow, or wick. 

You can see that the pattern didn’t occur for any of these 11 

markets during the 16 year period. And we only recorded 152 
bearish kicker signals in our stock universe during that time 
frame. 

Because of this, I don’t think we can really draw too many con-

clusions from these results, which is a shame because we have 
some good results here in stocks.

For example, shorting a bearish kicker pattern and holding for 5 

days produced an average profit of 0.40% in S&P 100 stocks 
with a win rate of 55%. In fact, it was profitable in every test and 
stronger than the benchmark. 

So there might be something to this pattern and we might want 

to do a bit more work to see how significant these results are. 
Overall, this is one of the best short patterns that I found.
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So this suggests that any downward momentum is finally over
and that the bulls have completely overpowered the bears. So
it’s a very bullish signal. 

The next candlestick pattern we’re going to look at is called the
bullish engulfing pattern. This is said to be one of the stronger
candlestick patterns, so it should be interesting to test. 

This is a two candle pattern that is supposed to predict a bullish 

continuation or reversal. 

To be a bullish engulfing pattern, the first candle should be a 

small black down candle. The second candle should open lower 
than the first candle’s close and then close higher than the first 
candle’s open. 

So this basically results in a small black candle which is then 

completely eclipsed (or engulfed) by a much larger white can-
dle. And in some cases, the first candle can even be a doji. 

Chapter 4: Key Japanese Candlestick Patterns

Bullish Engulfing
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Rules
Two candle reversal pattern that is bullish

First candle is small black candle

Second candle opens lower than prior candle’s close and 
closes higher than prior candle’s open 

Forms when a small black candle is completely eclipsed by a 

larger white candle.

Notes
Confirmation may come from failed test of support or gapping
price action. 

First candle can be small even a doji Results
So, using our formula and running the bullish engulfing pattern
on the data produced some modest results. 

Buying the market on the close of a bullish engulfing pattern 

and exiting the trade one day later produced an average profit 
of 0.03% per trade and a win rate of 50% over our selection of 
21 markets. Here, our best performing symbol was sugar. 

Our Formula

Bullish Engulfing 
(C1<O1) AND (C>O) AND O<C1 AND 

C>O1
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On stocks, the average profit was slightly more at 0.09% and
the win rate was 50% 

With a 3-day holding period, the results were also fairly modest
with an average gain of 0.07% on our 21 markets with a win
rate of 53%. 
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Results did not improve much with a 5-day holding period but
they do look better with a slightly longer holding period of 10
days. 

With a 10-day holding period, the bullish engulfing pattern led to
an average gain of 0.16% in our selection of 21 markets with a 
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win rate of 54%. And in stocks, the average gain per trade was
0.35% with a win rate of 54%. This result was only slightly bet-
ter than the benchmark 10-day return across all S&P 100
stocks. 

Overall, these results are not particularly consistent or encour-

aging. One good thing you can say about this pattern is that it 
does result in a lot of signals and that makes these numbers 
more significant. However, it’s not clear that this is pattern has 
any real edge. Next up, we will look at the bearish engulfing

pattern.
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As you would expect, the bearish engulfing pattern is the oppo-
site of the bullish engulfing pattern. 

So this is a two candle reversal pattern that signals a bearish 

reversal or continuation of a downward move. 

The first candle in a bearish engulfing pattern should be a small 

white up candle (and this can even be a thin doji candle). 

The second candle should open higher than the previous can-

dle’s close and then close lower than the previous candle’s 
open. 

In other words, we have a small white candle which is then com-
pletely eclipsed by a larger black candle. So this shows bears
are really taking control of the market after a small initial up
move.

Chapter 4: Key Japanese Candlestick Patterns

Bearish Engulfing
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Rules
Two candle reversal pattern that is bearish

First candle is small white up candle

Second candle opens higher than prior candle’s close and 
closes lower than prior candle’s open 

Forms when a small white candle is completely eclipsed by a 

larger black candle. 

Notes
Confirmation may come from failed test of support or gapping
price action. 

First candle can be small even a doji

Results
Shorting the market on the close of a bearish engulfing pattern
and then closing the trade one day later is not shown to be any
better than random across our 21 markets or universe of S&P
100 stocks. 

Our Formula

Bearish Engulfing 
(C1>O1) AND (C<O) AND O>C1 

AND C<O1
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Unfortunately, as you can see from these tables, the bearish en-
gulfing pattern only gets worse with longer holding periods and
it did not produce a single profitable run. 
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Thus, we can make a clear conclusion about this pattern. The
bearish engulfing pattern (as we defined it) occurs frequently,
but it is not a winning pattern to look out for.
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The word “harami” means pregnant in Japanese. In this context
the word is used to signify the protrusion of the second candle. 

So this is a two candle pattern that is bullish. 

The first candle should be a large black candle and the second 
candle should be a small white candle. The second candle 
body should be completely engulfed by the body of the first can-
dle and the pattern should come in a downtrend. 

Of course, as always there are different definitions of the bullish
harami, but I think this is the one that works best. And one thing
to note is that the bullish harami should never be used in a mar-
ket that is going sideways. 

Some traders might also call this an inside bar pattern and it 

really shows how momentum has sort of hit a trough and then 
stalled. And the higher close of the second candle suggests that 
the market is ready to swing back the other way. 

Chapter 4: Key Japanese Candlestick Patterns

Bullish Harami
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Rules
Two candle pattern that is bullish First candle is large black

candle Second candle is small white candle Second candle

body is completely engulfed by body of the first 
candle 

Appears in a downtrend 

Notes
Smaller the second candle, stronger the signal

Should not be used in sideways markets

Results
Using the formula we created we can back-test the data and
see what happens if you buy a particular market after we spot a
bullish harami candle pattern. 

So, you can see that buying the market on the close of a bullish 

harami and exiting the trade one day later performed no better 
than random across our 21 different markets. 

Our Formula

Bullish Harami 
(O1>C1 AND (O1-C1)/(H1-L1)>.5)

AND (C>O) AND (C<= O1) AND (C1<=
O) AND ((C-O)<(O1-C1)) AND 

Downtrend1
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In stocks, the signal produced an average profit of 0.04% per
trade but this was the same as our benchmark all trades result. 

The numbers do not improve with longer holding periods for fu-
tures and forex but they do get better in stocks. 
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You can see that buying a bullish harami in stocks and holding
for 10-days produced the best results. 
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The strategy gave an average gain of 0.49% before commis-
sions across our stock universe, with a win rate of 54% and this
was based on over 4000 trades. 

Overall, the bullish harami pattern is a fairly frequent signal and 

it appears to show a slight edge in stocks with longer holding 
periods, although the results were not particularly impressive.

In the next section, we will look at the bearish harami. 
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Some traders might also call this an inside bar pattern and it
really shows how momentum has sort of hit a peak and then
stalled. And the lower close of the second candle suggests that
the market is ready to swing back the other way. It’s also noted
by most sources that the signal is stronger when the second
candle is small. 

The bearish harami pattern is a bearish candlestick formation
that should be found in an uptrend and never in a sideways mar-
ket. And here, an uptrend is defined by the presence of a 10-
day high in the previous bar. 

So this is a two candle pattern. 

The first candle is a large white up candle and the second can-
dle is a small black candle. The second candle body should be 
completely engulfed by the body of the first candle. 

Chapter 4: Key Japanese Candlestick Patterns

Bearish Harami
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Rules
Two candle pattern that is bearish

First candle is large white candle

Second candle is small black candle

Second candle body is completely engulfed by body of the first 
candle 

Appears in a uptrend 

Notes
Smaller the second candle, stronger the signal

Should not be used in sideways markets

Results
Looking at the results from shorting the bearish harami pattern,
you can see that we recorded a break even result across our
selection of 21 markets when combined with a 1-day holding pe-
riod. And in stocks we recorded results that were no better than
the average return. 

Our Formula

Bearish Harami 
(C1>O1) AND ((C1-O1)/(H1-L1)>.5)

AND (C<O) AND (O<= C1) AND
(O1<= C) AND ((O-C)<(C1-O1)) AND 

Uptrend1
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The pattern also performed modestly with longer holding peri-
ods. 
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With a 10-day holding period, the pattern preceded an average
loss of -0.07% per trade in futures and forex and a loss of -
0.22% per trade in stocks. In fact, the pattern lost money in
every test bar one. 
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Overall, the bearish harami pattern a frequent signal and it
seems to have no profitable edge in the markets that we tested. 
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The spinning top candlestick pattern is a candle pattern that is
sometimes referred to as a neutral formation. However, if it oc-
curs in a downtrend, it can be a weak bullish signal and I’ve in-
cluded it here because it actually shows some quite good re-
sults. 

So a bullish spinning top should be a white up candle with a 

small body, but a wide price range. So it should have both up-
per and lower shadows and if it occurs in a strong trend, it sym-
bolises indecision, a drop in momentum and therefore a possi-
ble reversal.

And another factor to note is that the possibility of a reversal is
stronger when there are more than one spinning top patterns in
the recent time period.

Chapter 4: Key Japanese Candlestick Patterns

Bullish Spinning
Top
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Rules
One candle pattern that is bullish in a downtrend

White candle with small body but a wide price range (length of 
candle) 

In a strong trend, the spinning top can be a warning signal of re-

versal

Notes
Spinning tops can also be neutral and signify indecision

Signal is stronger if there is more than one spinning top 

Results
Using our formula to calculate a bullish spinning top, we can
test its powers as a reversal indicator. 

In this first table on the left, we buy the market on the close of a 

bullish spinning top and we exit the trade one day later. 

You can see that the average result from this strategy was a 

loss of -0.04% over our 21 markets with an average win rate of 
50%. 

Our Formula

Similar to a doji but with a wider body.

Bullish Spinning Top 
((C>O) AND ((H-L)>(3*(C-O))) AND
(((H-C)/(H-L))<.5) AND (((O-L)/(H- 

L))<.5)) AND Downtrend
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In stocks, the strategy produced an average gain of 0.19% per
trade and an average win rate of 52%. 

With a 3-day holding period, results did not improve for our 21
markets, but they did improve in stocks where we saw an aver-
age gain of 0.30% per trade and a win rate of 53%. 
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With a 5-day holding period, the bullish spinning top predicted
an average gain of 0.24% across our 21 markets and here our
best performing symbol was the Euro Stoxx future. 

In stocks, the bullish spinning top saw an average gain of
0.57% per trade with an average success rate of 55%. 



97

The pattern breaks down across our 21 markets when com-
bined with a 10-day holding period; however, it performed
strongly on our S&P 100 universe of stocks. 

There we saw 1680 signals and scored an average gain of 

0.69% with a 55% win rate. The spinning top pattern is often re-
ferred to as a market neutral formation.

However, you can see that when this pattern occurs when a 

stock is in a downtrend, there is a decent enough chance that 
the market will reverse to the upside.

We’ve recorded some good results here in stocks so this could 
be another candle pattern to look out for.
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Unsurprisingly, the bearish spinning top is just like the bullish
spinning top but in reverse. 

This is a one candle pattern that is bearish in an uptrend. The
candle should be black with a small body but with a wide price
range. So in a strong trend, the spinning top can be a sign of in-
decision and potential reversal. And the signal will be stronger if
there is more than one spinning top in the recent trading period.

Chapter 4: Key Japanese Candlestick Patterns

Bearish Spinning
Top
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Rules
One candle pattern that is bearish in an uptrend

Black candle with small body but a wide price range (length of 
candle) 

In a strong trend the spinning top can be a warning signal of re-

versal

Notes
Spinning tops can also be neutral and signify indecision

Signal is stronger if there is more than one spinning top

Similar to a doji but with a wider body. Results
Unfortunately, the bearish spinning top does not seem to be as
good at spotting reversals as the bullish spinning top. 

The pattern did particularly poorly across our selection of fu-

tures and forex pairs, although it did better in stocks. 

Our Formula

Bearish Spinning Top 
((O>C) AND ((H-L)>(3*(O-C))) AND
(((H-O)/(H-L))<.5) AND (((C-L)/(H- 

L))<.5)) AND Uptrend
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With a 1-day hold, the bearish spinning top preceded an aver-
age profit of 0.06% in S&P 100 stocks with a win rate of 50%
based on 2435 trades.

With a 3-day holding period, the average profit was 0.07% per
trade. 
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With a 5-day holding period, the average profit was 0.14% per
trade and with a 10-day holding period the average profit was
0.1% with a 48% win rate. 

Considering this is a bearish pattern, the results in stock are not
too bad, but any profits would surely be wiped out by trading
costs. 
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In the next section, we will look at a pattern called the bullish
abandoned baby. 
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As you would expect this is a rare signal, especially in forex
where there are rarely gaps. 

But the second day of the candle tends to be key as it reveals 

the loss of momentum among the bears. The idea is that this 
candle is completely abandoned, which should be a good sign 
of reversal. 

The bullish abandoned baby candlestick pattern is a three can-
dle pattern that is bullish when it occurs in a downtrend. And a
downtrend here is defined by a new 10-day low in the previous
candle. 

To be a bullish abandoned baby, the first candle must be a 

black down candle. The second candle should gap down on the 
open and be a narrow range candle or doji. The third candle

should gap up on the open and the gap must 

larger than the first gap, thus filling it in. The third candle should 
also be a white up candle. 

Chapter 4: Key Japanese Candlestick Patterns

Bullish Abandoned
Baby



104

Rules
Three candle pattern that is bullish in a downtrend

First candle is black down candle

Second candle gaps down on open and is a narrow range day 
or doji 

Third candle gaps up on the open and the gap is larger than the 

first gap 

Third candle is white up candle

Notes
Second day is key as it reveals loss of momentum among buy-
ers 

Importance of the gap is that it improves likelihood of reversal

Rare signal 

Our Formula

Bullish Abandoned Baby 
(O2>C2) AND (O1<C2) AND

(abs(O1-C1) <= ((H1-L1)*0.1)) AND
(C>O) AND (O>C1) AND (abs(O-C1))

> (C2-O1) AND Downtrend1 
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Results
The bullish abandoned baby does not occur often. In our sam-
ple period we only recorded a fairly small number of trades per
security. 

And the tables show the results from testing this pattern on the 

data.

Buying the pattern on the close and holding the trade for one 

day saw an average gain of 0.06% in our 21 markets with a win 
rate of 54%.

In stocks, the pattern only broke even.
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The pattern performed better with a 3-day holding period in
stocks where it preceded an average gain of 0.37% with a win
rate of 52%. However it did poorly in futures even though we
saw a high win rate of 60%. 

You can see that the bullish abandoned baby did better over a
5-day and 10-day holding period. 
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With a 5-day holding period, the bullish abandoned baby pat-
tern preceded an average fain of 0.11% in our 21 markets and
0.83% in stocks with a win rate of 59%. 

With a 10-day holding period, the bullish abandoned baby sig-

nal preceded an average gain of 0.34% in futures and an aver-
age gain of 0.76% in stocks.

Overall, this pattern shows some potential in stocks. However, 

this is also a rare signal and we only saw 335 trades in our data 
sample.

As well, the results here were somewhat skewed by two stand-
out trades in stocks that recorded gains of 49% and 99% re-
spectively.

All in all, this is an unusual pattern that might be worth paying 

attention to when it happens to occur. 
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The bearish abandoned baby is a three candle pattern that is
bearish in an uptrend. The first candle should be a white up can-
dle. The second candle should gap up on the open and be a
narrow range candle or doji. 

The third candle should gap down on the open and the gap 

should be larger than the first gap. This third candle should also 
be a black down candle. 

So this is a bearish signal. When it occurs, the theory is that the
market should head lower. 

The second candle tends to be key as it reveals the loss of mo-

mentum among the bulls. The idea is that this candle is com-
pletely abandoned which should be a good sign of reversal.

Chapter 4: Key Japanese Candlestick Patterns

Bearish Abandoned
Baby
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Rules
Three candle pattern that is bearish in an uptrend

First candle is white up candle

Second candle gaps up on open and is a narrow range day or 
doji

Third candle gaps down on the open and the gap is larger than 

the first gap 

Third candle is black down candle

Notes
Second day is key as it reveals loss of momentum among buy-
ers 

Importance of the gap is that it improves likelihood of reversal 

Rare signal

Results
Shorting the bearish abandoned baby candlestick pattern and
holding for one day produced an average loss of -0.20% per
trade across 19 markets with a win rate of 46%. 

Our Formula

Bearish Abandoned Baby 
(C2>O2) AND (O1>C2) AND

(abs(O1-C1) <= ((H1-L1)*0.1)) AND
(O>C) AND (O<C1) AND (abs(O-C1))

> (O1-C2) AND Uptrend1 
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The results were a little better than break even for S&P 100
stocks. 

The numbers were modest with a 3-day holding period and
slightly better than the benchmark numbers. 
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With a five day holding period, we saw an average gain across
both tests, as we did with a 10-day holding period. 

Shorting the bearish abandoned baby and holding for 10 days
produced an average profit of 0.32% in futures and forex with a
win rate of 50%. 
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In stocks we recorded an average profit of 0.13%. 

This is an infrequent pattern and the results that we recorded
are modest.
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The three white soldiers candlestick pattern is a popular pattern
among trend traders as it suggests momentum and strength in a
new trend. And some technical traders believe that three higher
closes is the official definition of an uptrend. 

This is a three candle bullish pattern that should occur in a 

downtrend. Steve Nison, author of Candlestick Charting Tech-
niques suggests that the downtrend does not need to be a long 
one so we will define a downtrend as the presence of a new 10-
day low. The three white soldiers formation should consist of

three or 

more candles with consecutive higher opens and closes. Each 
higher open should occur within the body of the previous can-
dle, this is according to most sources on the matter. 

Chapter 4: Key Japanese Candlestick Patterns

Three White
Soldiers
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Three candle reversal pattern that is bullish in a downtrend

Consists of three or more candles with consecutive higher 
opens and closes 

Each higher open should occur within the body of the previous 

candle

So this pattern clearly shows a change in direction and it’s a pat-
tern that is always very visible on a chart. 

Some swing traders and day traders consider this the official
definition of an uptrend 

Rare pattern

Rules

Notes

Our Formula

Three White Soldiers 
(O>O1) AND (O<C1) AND (O1>O2)

AND (O1<C2) AND (C>O) AND
(C1>O1) AND (C2>O2) AND 

Downtrend2
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Results
So we have coded the formula for the three white soldiers can-
dlestick pattern. We can now test the pattern on historical data. 

In our first test, we will buy a security on the close of the third 

white soldier and we will hold the trade for one whole day. 

As you can see, doing so produced an average loss of -0.07% 

in our 21 markets with a win rate of 47%. 

In stocks, the signal preceded an average loss of -0.08% and 

the win rate was 49%. 
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With a 3-day holding period, the pattern performed much better
on our 21 markets. We recorded an average profit of 0.28% per
trade with a much improved win rate of 57%. And our best per-
forming symbol was corn, closely followed by crude oil. 

The pattern did much more poorly in S&P 100 stocks where it 

preceded an average loss of 0.32% per trade and a 51% win 
rate across 257 signals. 
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With a 5-day holding period, the three white soldiers pattern pre-
ceded an average gain of 0.57% per trade in our 21 markets
with a win rate of 55%, but we saw an average loss of -0.41%
in stocks with a win rate of 49%. 

The three white soldiers pattern preceded an average gain of
0.55% in our 21 markets with a holding period of 10 days with a
win rate of 52%. However, the strategy performed poorly in
stocks as it was unable to beat the benchmark 10-day return. 
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These results are mixed and somewhat unusual. You can see
that the pattern is a fairly strong one on futures but it performs
consistently poorly with individual stocks. 

This could be evidence that trend following strategies are more 

suited to futures than shares. Having said that, this is also a 
fairly rare signal.

Altogether, the popularity of this pattern does not seem to be to-

tally justified, especially in S&P 100 companies. 

Next up, we’ll take a look at the three black crows pattern.
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So this pattern shows a very visible change in momentum and
a strong downward bias. Trend traders see this pattern as the
establishing of a new downward trend. It’s also noted that the
pattern is stronger when the uptrend contains gappy price ac-
tion.

The three black crows pattern is a bearish three candle forma-
tion that must appear in an uptrend. 

This pattern consists of three or more candles with consecutive 

lower opens and closes. Each lower open should occur within 
the body of the previous candle. 

Chapter 4: Key Japanese Candlestick Patterns

Three Black Crows
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Rules
Three candle reversal pattern that is bearish in an uptrend

Consists of three or more candles with consecutive lower opens 
and closes 

Each lower open should occur within the body of the previous 

candle

Notes
Some swing traders and day traders consider this the official
definition of a downtrend 

This pattern is stronger if uptrend contains gappy price action 

Results
The three black crows pattern is a bearish signal so in our tests
we have shorted the pattern on the close and then held that
trade for 1, 3, 5 or 10 days. 

Running through these results you can see that this pattern is 

not a good one. The pattern does not do a good job of predict-
ing further downward moves. 

Our Formula

Another rare pattern

Seems to work better in reverse 

Three Black Crows 
(O<O1) AND (O>C1) AND (O1<O2)

AND (O1>C2) AND (C<O) AND
(C1<O1) AND (C2<O2) AND 

Uptrend2
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We saw a couple of positive results but on the whole the aver-
age profit from this strategy is negative. 
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For example, with a 10-day holding period we saw an average
loss of 0.5% in futures and an average loss of -0.18% in stocks. 
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In conclusion, it seems that selling into weakness is not a very
successful strategy after all. In fact, you would be better off do-
ing the exact opposite. In other words, you would be better off
buying the market when you see the three black crows pattern. 

And, if you look at the next tables of results, you can see what 

happens if you had done so: 

So here you can see that markets are more likely to go higher
after three black crows than they are to go lower. 
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With a 10-day holding period, buying the three black crows pat-
tern instead of shorting produced an average gain of 0.50% 

across 20 markets with a win rate of 54% and an average gain
of 0.18% in stocks. 

Next, we’ll take a look at the bullish three line strike pattern.
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So this is a pattern when the last candle basically spans almost
all of the price action of the last 3 days. Clearly this is a bullish
sign since it shows a lot of strength and a lot of buying. But it‟s
also quite a rare signal.

I believe that the bullish three line strike pattern was popular-
ised by Thomas Bulkowski in the Encyclopedia of Candlestick
Charts and it was noted as one of the best performing candle-
stick patterns. 

So this is a four candle reversal pattern that is bullish when it oc-

curs in a downtrend. 

The first three candles are black down candles with consecutive 

lower lows. The fourth candle is a large white candle and the 
fourth candle must open below the previous candle close and it 
must close above the first candle’s open. 

Chapter 4: Key Japanese Candlestick Patterns

Bullish Three Line
Strike
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Rules
Four candle reversal pattern that is bullish in a downtrend

First three candles are black with consecutive lower lows

Fourth candle is large white candle

Fourth candle opens below previous candle close and closes 
above first candle’s open. 

Notes
Associated with Charles Bulkowski

Last candle spans most of the price action of last 3 days

Another rare pattern 

Results
Testing the three line strike pattern on a selection of 21 markets
produced an average gain of 0.04% with a 1-day holding period
measured from close to close. 

In stocks, the pattern lost an average of -0.19% per trade with a 

poor win rate of 43%. 

Our Formula

Bullish Three Line Strike 
(O3>C3) AND (O2>C2) AND (O1>C1)

AND (L1<L2) AND (L2<L3) AND 

(O<C1) AND (C>O3)
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This pattern also performed poorly with a 3-day holding period
and did not do much better with a 5-day holding period. 
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You can see that with a 10-day holding period, the three line
strike preceded an average gain of 0.49% across our selection
of 21 markets with a 59% win rate. 
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In stocks, we saw an average loss of -0.29% with a 49% win
rate. 

This is another rare signal. We saw a couple of good results in 

the futures but there is not enough evidence to make this pat-
tern one to watch. 
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Two candle reversal pattern that is bullish

First candle is black down candle

Second candle is white up candle

The piercing line candlestick is a two candle reversal pattern
that is bullish. 

The first candle is a black down candle and the second candle 

is a white up candle. The second candle must open lower than 
the previous candle’s close and the second candle must close 
above the previous candle mid-point, but below the previous 
candle’s open. 

So in this context, the second candle is piercing the body of the
first candle. And this signal is stronger when the candle closes
near its highs.

Rules

Chapter 4: Key Japanese Candlestick Patterns

Piercing Line
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Candle must “pierce” prior candle body

Stronger when candle closes near its highs

Second candle must open lower than previous candle close

Second candle must close above previous candle mid point but 
below previous candle open 

You can see from the number of trades that this is a frequent
pattern. We saw 96 piercing line signals in the USDCAD cur-
rency pair and 83 in cable between 2000 and 2016. 

Buying the market on the close of a piercing line pattern and 

holding for one day produced an average loss of -0.07% across 
our 21 markets with an average win rate of 47%. And it pro-
duced an average gain of 0.10% across our S&P 100 universe 
of stocks. 

Notes

Results

Our Formula

Piercing Line 
(C1<O1) AND (((O1+C1)/2)<C) AND 

(O<C) AND (O<C1) AND (C<O1)
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With a 3-day holding period, the pattern preceded an average
loss of -0.07% in our 21 markets and a gain of 0.18% in stocks
with a 53% win rate. 
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The pattern does not do well in futures but it did ok in stocks
with a 5-day or 10-day holding period. 

With a 10-day holding period it preceded an average gain of
0.28% with a win rate of 53% across 4900 trades. 

The piercing line is a frequent pattern but it does not show a 

huge edge and is probably worth ignoring. 
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In this way, the second candle is piercing into the body of the
first candle and it suggests that the market is switching from up-
trend to downtrend. This pattern is also stronger when the sec-
ond candle closes near it’s lows.

The dark cloud cover candlestick pattern is the opposite of the
piercing line.

This is a two candle reversal pattern that is bearish when it ap-

pears in an uptrend. 

The first candle is a white up candle and the second candle is a 

black down candle. The second candle must open higher than 
the previous candle close and the second candle must close be-
low the previous candle mid-point but also above the previous 
candle open. 

Chapter 4: Key Japanese Candlestick Patterns

Dark Cloud Cover
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Rules
Two candle reversal pattern that is bearish

Should appear in uptrend

First candle is white up candle

Second candle is black down candle

Second candle must open higher than previous candle close

Second candle must close below previous candle mid point but 
above previous candle open

Notes
Candle must “pierce” prior candle body

Stronger when candle closes near its lows

Opposite of the piercing line

Results
Shorting the dark cloud cover candlestick pattern was not found
to be a profitable indication of a reversal. 

Our Formula

Dark Cloud Cover 
(C1>O1) AND ((C1+O1)/2)>C AND

(O>C) AND (O>C1) AND (C>O1) AND 

Uptrend
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As you can see from looking over the tables of results, the pat-
tern rarely produced a profitable result. It’s fair to say that the
dark cloud cover pattern is one to forget about. 
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So this pattern signifies a switch in momentum from bulls to
bears, where the market has been unable to break above the
previous bar’s high. 

Here you can see an example of the tweezer top pattern in 

gold. It’s noticeable by the fact the high is equal to the previous 

Like the dark cloud cover pattern, the tweezer top is another
two candle reversal pattern that is bearish when it appears in
an uptrend. I’ve found different interpretations for this pattern,
but I think this one works the best. 

So, to be a tweezer top, the first candle should be a strong 

white up candle where the body is more than 50% of the total 
range.

The second candle high should be equal to the first candle high 

and it should close below the previous candle’s close. 
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Two candle reversal pattern that is bearish

Should appear in uptrend

First candle is white up candle

Second candle is black down candle

Second candle should open at same price as previous close

Second candle should close below previous candle’s open 

high and on this occasion it did mark the beginning of a new
down move.

Also strong if candle’s have long upper or lower shadows

Signifies a complete switch in momentum

The tweezer top pattern is a fairly rare pattern, but it did occur
in all of our 21 markets at least once. 

However, as you can see as we scroll through the results, the 

pattern did not pick out reversals all that well. 

Rules

Notes

Results

Our Formula

Tweezer Top

(C1>O1) ((C1-O1/(H1-L1)>.5) AND 
(H==H1) AND (C<C1) AND Uptrend1
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Shorting the tweezer top pattern on the close and holding the
trade for 3-days produced an average loss of -0.28% over our
21 markets with an average win rate of only 39%. 
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In stocks, we saw an average loss of -0.12% with a 50% win
rate. The longer holding periods produced even poorer results. 

Shorting the tweezer top pattern and exiting the trade 10 days
later produced an average loss of -0.29% in our 21 markets and
it produced an average loss of -0.17% in stocks. 
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This is another candlestick pattern that has no edge according
to our results. In the next section, we’ll be looking at the
tweezer bottom. 
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So this emphasises bullishness and a complete switch over
from bears to bulls where price was unable to break the previ-
ous swing low.

The tweezer bottom candlestick pattern is a two candle reversal
pattern that is bullish when it appears in a downtrend. And re-
member that we are defining a downtrend as the presence of a
new 10-day low. 

To be a tweezer bottom, the first candle should be a strong 

black down candle whose body is at least 50% of the total 
range.

The second candle’s low should equal the first candle’s low it 

should close above the previous candle’s close. 
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Rules
Two candle reversal pattern that is bullish

Should appear in downtrend

First candle is black down candle

Second candle is white up candle

Second candle should open at same price as previous close

Second candle should close above previous candle’s open 

Notes
Also strong if candles have long upper or lower shadows

Signifies a complete switch in momentum

Rare because price needs to open exactly same as previous 
close 

Our Formula

Tweezer Bottom

(C1<O1) ((O1-C1/(H1-L1)>.5) AND
(L=L1) AND (C>C1) AND 

Downtrend1
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Results
The idea of a tweezer bottom is to go long after the pattern has
been identified as it is supposed to predict a bullish move to the
upside. So now we have put the pattern into code we can test it
on our historical database between 2000 and 2016. 

On the left, the table reveals that buying the close of a tweezer 

bottom pattern and exiting the trade after one day produced an 
average gain of 0.13% in a selection of 20 different markets 
with an average win rate of 54%. Our best result came from a 
trade in Crude oil.

Across 100 US stocks, we didn’t do so well and saw an aver-

age loss of -0.1% per trade with an average win rate of 45%. 
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With a 3-day holding period we saw an average gain of 0.49%
in futures and currencies with an average win rate of 64%. And
in stocks we saw an average gain of 0.06% which was worse
than our benchmark return. 

However, with longer holding periods, the results are much
stronger. 
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With a 5-day holding period the tweezer bottom preceded an av-
erage gain of 0.44% measured from close to close across our
20 markets with a healthy win rate of 61%. 

In stocks, we recorded an average gain of 0.96% per trade with 

a win rate of 54%. 

Looking at the 10-day holding period, we saw an average profit 

of 0.70% in futures and forex with a win rate of 58%. While in 
our stock universe the pattern produced an average profit of 
1.70% per trade with a win rate of 54% across 257 signals. 

Overall, the tweezer candlestick pattern may offer some clues 

to a bottom when viewed within the context of a decent time ho-
rizon.

However, it is also a rare pattern so some more research may 

be needed. 
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So, the first candle will be a down candle and the second can-
dle will be an up candle but the candles don’t need to be full ma-
rubozus with long bodies.

We saw before that the bullish kicker is a rare pattern and that’s
because the rules require two long candles with only small shad-
ows, or wicks. In fact, the perfect bullish kicker is a black ma-
rubozu followed by a white marubozu, with no wick at all, with
the white marubozu opening on a gap up. 

However, that’s a rare occurrence because markets don’t often 

close at their highest or lowest points so the combination re-
sults in fewer signals.

So, instead, I’ve modified the rules to be more flexible regarding 

the size of the body and I’ve made it so that the body of the can-
dle needs to only be one fifth or more of the total range. 
Whereas before, we needed the body to be at least half of the 
total range. 

Chapter 4: Key Japanese Candlestick Patterns
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Rules
Two candle pattern that is bullish

First candle is down candle

Second candle is up candle

Second candle must open above prior candle’s open

Second candle low must be higher than prior candle’s high 
(gap) 

Notes
Just the bullish kicker, but less restrictive

Results
Now, we have modified the original bullish kicker pattern to cre-
ate the Loose Kicker we can test the pattern and see how it per-
forms on our different securities. 

As you can see from the first table on the left, buying the Loose 

Kicker pattern on the close and holding for 1 day saw an aver-
age gain of 0.12% across 15 markets with a win rate of 50%, 
and in stocks the average gain was 0.04% with a win rate of 
48%. 

Our Formula

Loose Kicker

(O1>C1 AND (O1-C1)/(H1-L1)>.2)
AND ((C>O) AND ((C-O)/(H-L)>.2))

AND L>H1; 
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You can see that the Loose Kicker pattern performs better over
longer holding periods. 

With a 3-day holding period, the pattern saw an average profit
of 0.57% per trade with a win rate of 69% across 14 futures mar-
kets and one currency pair. In stocks, the pattern saw an aver-
age profit of 0.31% per trade across 1000 signals. 
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With a 5-day holding period, the pattern preceded an average
gain of 0.62% in futures with a win rate of 58%. In stocks we re-
corded an average profit of 0.59% per trade with a win rate of
59%. 

The pattern also did well with a 10-day holding period. 

In futures we recorded an average gain of 0.79% per trade. 
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So, I think you can see that modifying the original bullish kicker
pattern gave us much better results. 

Even though this is still a fairly rare signal, we have increased 

the number of trades significantly by loosening the candle crite-
ria and we also saw more profit potential on average per trade.

The Loose Kicker, therefore, is another pattern that we might 

want to keep an eye out for. 
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The Best Candlestick Pattern
So we’ve now been through all of the candlestick patterns and
in this section we’re going to make some conclusions and talk
about some of the things we’ve learnt. And we’re also going to
talk about some of the things that these tests haven’t taught us. 

So after going through the results, I think that we can come to a
number of conclusions. 

First of all, I think we can say that the bearish candlestick pat-
terns performed less well than the bullish candlesticks, espe-
cially in stocks. And this is what we would probably expect.
Stocks have an overall tendency to go up over the long term, so
it’s not surprising that the short selling strategies performed less
well. 

Second, it’s clear that there is a lot of subjectivity in the defini-
tions of candlesticks, ranging from the definition of a trend, the
length of the candle, etc. 

It seems that many of the popular candlestick patterns are actu-
ally extremely rare signals and that makes analysis of these pat-
terns particularly difficult. Some of the patterns that require
gaps, for example, gave no signals in over 15 years of data on
some instruments. 
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Thirdly, I think we can make some fairly bold statements which
in my opinion challenge what most people think about the can-
dlestick patterns. Some of the most popular patterns were
found to be barely profitable, some lost money. 

And, from what we have seen in these tests, the number one 

best performing candlestick was the humble Inverted Hammer. 

In the past, the inverted hammer has occasionally been mis-

taken for a bearish signal, because of the long upper shadow 
and the closing near the lows of the price range.

However, we have shown that the inverted hammer is in fact a 

very bullish signal and, based on trade frequency and profit po-
tential, it was the best pattern that we tested.

Lastly, I think we’ve also shown that there exist plenty of inher-
ent differences between different futures markets and stocks. 
Because we often received different results, such as in the 
three white soldiers pattern. 

And this means it’s unwise to apply a one-size fits all approach 

to your trading. For instance, we found some evidence that 
stocks do not trend quite as smoothly as some futures prod-
ucts. So it would be more reasonable to apply different strate-
gies to different securities.



158

So let’s take a look now at some conclusions that we can’t draw
from these tests. 

First off all, we can’t say how these patterns might perform on 

different timeframes. These tests have all been on daily data. 
So we don’t know how well they perform on intraday charts or 
weekly charts or monthly charts, for example. 

For all we know, these patterns might perform completely differ-

ent on different timeframes. And that’s something we might 
want to look into later on.

Secondly, we haven’t included any money management rules 

or other technical indicator which could clearly combine to pro-
duce much different results. The goal was to take each pattern 
and test it to see its stripped down potential, free of any indica-
tor or rules and we’ve achieved that.

So that means to say that the results we have come up with are 
not set in stone. They could easily be improved by combining 
other rules and analysis. And, in a later section, I will do just 
that when I put the patterns into a complete trading strategy 
with money management and portfolio rules.

Overall, most analysts will say that candlesticks are more of a 

tool for confirmation rather than tools to make straight trade de-
cisions and I think this analysis backs that up. Candlesticks are 
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certainly handy but most of the patterns are not going to make
anybody rich.

Limitations of the computer 

Lastly, I’d like to say a few words about the limitations of back-
testing and from using a computer. 

First of all, because of the subjective nature of the patterns, as 

have discussed already, programming them into code is diffi-
cult. And in some cases, I think you will probably agree that the 
computer doesn’t always do a good job of finding the right pat-
terns, even when they are properly defined.

Often, the human eye is a much better judge of the strength of 

a pattern and is much more able to spot them in the first place. 

Second, although we’ve done this analysis and we’ve shown 

how the patterns have performed over the past data we cannot 
necessarily make any inferences about the future. Back-testing 
is a very useful tool but it only shows us the past. 

Financial markets are always changing so these patterns may 

perform completely different in the future than they have before. 
Although I do think it’s unlikely that we will see any of the unprof-
itable candles become strong performers going forward be-
cause as markets become more efficient, profitable patterns will 
get arbitraged away. 

So, these are just some considerations and some comments
about the analysis so far. We’ve been through the main part of
the eBook now. 

In the next section, we’re going to go over some more ideas 

about how to use candlestick patterns. 
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1. Support/ Resistance Levels 
So, one of the most obvious things we can do when we trade
candlesticks and how we might be able to improve their perform-
ance is to combine them with relevant support and resistance
levels. 

Some traders might refer to swing highs or swing lows, which 

are recent peaks or troughs where the market recently traded. 

More ideas for trading with candlesticks 
Our analysis so far has centred around the candlestick patterns
themselves and we have shown the stripped down potential of
every candlestick pattern that we’ve tested. 

But it’s also true that candlestick patterns are recommended as 

a form of confirmation, rather than as buy and sell signals. In 
other words, a candlestick pattern can be used to help confirm 
some other trading idea or give more confidence to a trade sig-
nal. So we can get creative now and think of some different ways 

we can use candlesticks and some techniques that might work 
well together. 
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Or there might be a head and shoulders level, a double 00 level
or some kind of double top or double bottom pattern, or we
might simply have found a level that the market has traded at a
number of times in the past. 

When we see the market hit a key support or resistance level 

and we also see a candlestick pattern that supports that level, 
perhaps an inverted hammer or a tweezer top, then we can be 
more confident that the market will reverse off that level. 

Also, in intraday trading, traders might look at pivot levels 

(which are calculated using the previous days price range). 

Conversely, if we hit a strong support level, and the market 

drops through it with a strong marubozu or engulfing candle, 
then we can be more confident that the reversal will fail and the 
market will break out, or trade in a continuation of the trend. 

Now in our tests, we’ve mainly looked at 10-day uptrends and 

downtrends, because that‟s how the signals are presented in 
most books. However, there are clearly many scenarios to con-
tend with and every trading setup is going to be different. But 
one of the problems with support and resistance levels is that 
they can be subjective and personal to the trader so they are 
not easy to back-test.

Nevertheless, once you know what the candles look like you 

can start to spot them and learn to read the market. 

Then, you can keep track of your own pattern recognition at-
tempts. Note them down in a trade journal and put them in a
spreadsheet. When you have a good enough sample size you
can look back and see just how well you were able to spot the
reversals... or breakouts. 

Looking back on your own trading data is a great way to build 

confidence in a trading method and improve your trading. 

So, try to find a profitable pattern once a day, put it in your jour-

nal and then note down the trade result. Once you have at least 
30 entries, go back and see how well you’ve done. 

 

Of course, another common way to use candlestick patterns is 

to combine them with other technical indicators such as moving 
averages, Bollinger Bands, RSI, trend lines etc.

For example you might see a hammer pattern occurring at the 

same time as a market drops below a key moving average such 
as the 200 day moving average.

So this might be a strong sign of reversal.

Because it suggests that traders have seen the market drop be-
low the key 200 day moving average so they’ve bought it up 

2. Other Technical Indicators
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and that’s why the market has finished back near the open with
the lower shadow. So in this case the candle pattern acts as a
confirmation of the supporting moving average. 

Likewise, Bollinger Bands can be used. 

For example you might see a market spike above the top Bollin-
ger Band. 

That can be a sign of strength but if the spike is accompanied 

by a bearish candlestick pattern, perhaps one with a long upper 
shadow, that is going to be a sign that the market isn’t so strong 
because the price has closed back down near the open and 
that could therefore be a good reversal indication.

Once again, you can start to record these ideas in a journal and 

see how good you can get at spotting the price reversals. 

RSI is another useful technical indicator which indicates how 

oversold or overbought the market is. So, if you have an over-
sold market and then you also see a bullish candle pattern such 
as the inverted hammer, then that might be a stronger signal to 
go long that it would have been on it’s own. Later on, I will put 
this particular example to the test. 

One of the biggest advantages of using candlestick patterns in 

the first place is because you can combine them with nearly 
anything. Because they represent naked price action you can 
pretty much use them with any technical indicator you like. 

And as I said already, don’t just rely on what the experts say
about when to trade a particular pattern... record your trading
ideas yourself and then go over how well you would have done. 

Being proactive and disciplined in recording your trading is one 

of the best ways to improve performance. 

Another popular combination is to combine your candlestick pat-
terns with volume which simply refers to the number of shares
or contracts that changed hands over a trading period. 

If you think of a candlestick, such as the bullish engulfing or 

bearish engulfing pattern, then you can see how volume might 
benefit your strategy.

For example, a bullish engulfing pattern is supposed to reveal a 

market where buyers have overpowered the sellers with some 
force so that the market then moves higher and closes near its 
highs. 

So, think about what it means if we have strong volume or weak 

volume on an engulfing pattern. 

3. Volume 
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If we have a bullish engulfing pattern on the chart and that is
confirmed by strong volume, then that’s going to offer confirma-
tion that the pattern is good. 

However, if volume is weak, perhaps weaker than the previous 

bar, then the logic of the bullish engulfing pattern doesn’t really 
stack up. And it suggests that the market doesn’t necessarily

have much 

support behind it even though the move was up. In this case 
you might want to reject the buy signal.

Another option, which is not often talked about, is to combine
your candlestick analysis with fundamental events or news re-
leases. And this could be an interesting option for those of you
who are looking at intraday trading. 

You probably know that news releases or economic events can 

trigger big price moves when they come out so looking at the 
price action is a good way of gauging how traders are reacting 
to the new information. 

Often, when there’s a big news release, such as non-farm pay-

rolls or a central bank rate, you’ll see a wide spinning top or 
long-legged doji candle on a short-term chart. 

And this is because a lot of traders have come together and
each one might have a different opinion on the news release.
So you get a big group of people buying and selling and the
market is effectively in a state of flux, trying to get back to a
state of efficiency. 

Often, traders will still be processing or listening to the news 

and unsure about what it means for the market. 

But let’s say a good piece of news comes out and the market 

doesn’t rally much, in fact, let’s say that the market initially 
spikes up, but then ends up near its lows with a long upper 
shadow. 

Well that might be an extra bearish signal, because we have 

had bullish news, but the market has shown disapproval in the 
form of a bearish candlestick formation.

So, essentially, pay attention to the news and most importantly 

the price action to that news and see whether candlesticks can 
show you what the market makes of it. 

4. News 
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Lots of options 
To sum up this section, it’s good to be aware how candlesticks
act as a visualisation tool of the market. They are extremely
good for gauging price action. 

Even if you don’t trade off candlesticks alone, having knowl-

edge of them then combining them with other factors can help 
you form a big picture view of the market with which to make 
your trades. 

And as we have seen, there are lots of different ways to com-

bine candlesticks to help you make well-grounded trading deci-
sions. 



7
Conclusions &
Cautions

Guriforex.com



167

We’re almost at the end of the eBook. 
Thanks for hanging in there and going through all of the mate-
rial that’s been presented. I sincerely hope it helps you with
your trading and gives you a better understanding of how to use
Japanese candlesticks going forward. 

This book has been an interesting topic for me and I now have 

a much better idea of what to expect when I see a particular 
candlestick pattern on a price chart. I am sure that I will still use 
candlesticks in my trading as, in my opinion, they are still the 
best way to visualise price action. 
However, I will certainly be more dubious about certain patterns 
and recognise that many are no better at identifying profitable 
trades than if you were to flip a coin. 

Of course, we have not tested every possibility and no doubt I 

will receive requests to try various patterns using different com-
binations of settings or indicators. 

It may be worth testing some of these ideas but for the most part,
too much testing and too many indicators will bog us down and
we will be data mining. 

In many instances, I suspect that the human eye does a better 

job than the computer in identifying the profitable patterns as it 
is infinitely more complex and nuanced in its ability to spot profit-
able patterns. 

But even if these tests have not been perfect, and even if there 

are better ways to define each pattern, we still have a much bet-
ter view of the power of candlesticks now. We have seen the

stripped down potential of the candlestick 

patterns and I think this information is valuable. We now know 
that certain patterns are not profitable while others do carry a 
slight edge. 

So, yes. I hope you enjoyed this exploration into Japanese can-

dlesticks and that it will help you going forward. 

Best of luck and good trading.
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