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Introductions

m m This eBook and all information contained within provides impersonal educa-
F I n a n c I a I Le g a I 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

D I S c I a I m e r 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 eBook and all information contained within contains copyrighted mate- This disclaimer applies to any damages or injury caused by any failure of per-
rial, trademarks, and other proprietary information. You may not modify, pub- formance, error, omission, interruption, deletion, defect, delay in operation or
lish, transmit, participate in the transfer or sale of, create derivative works of, transmission, computer virus, communication line failure, theft or destruction
on in any way exploit, in whole or in part, any Proprietary or other Material. 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

Introduction

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 | 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.






Chapter 2: Candlestick Basics

My Story with
Japanese
Candlesticks

My first encounter with candlestick
charts came when | 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.

| 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.



In fact, | was also skeptical at first because | 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 | 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 | look over a price chart, | immediately see the can-
dlestick patterns, | 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.

Different types of charts

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. | 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



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.

Bar chart

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.

Candlestick Chart

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.
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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.



Chapter 2: Candlestick Basics

Candlestick I’'ve mentioned the basics of the candle-

stick chart and what makes up one can-

Building Blocks 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.

Basic Candlestick Patterns 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-
1. Doji 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
2.Spinning Top is above or below the body.
3. Marubozu
Upper High
Shadow
Close | Open
Real
Body
Open Close
| Lower
Shadow Low




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.

Doji

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

price moved in both directions over the

eriod.

his bagsically ffeflects|indecision be-
ween buyers gdnd sellers, as price
pikedjup andjdown but wound up end-
ing right wherelit started.
Because it repfesents|indecision, this
ype 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
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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.

Spinning Top

Another potential reversal candlestick signal
top, which contains a small
ely long top and bottom shad-
, it looks just like...

Unlike the @oji, [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.



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.




Chapter 2: Candlestick Basics

History: Who Was
Munehisa Homma?

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.
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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”.



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.







Chapter 3: Test Procedure

Test Procedure:
Setting Up

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.

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 | 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?



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, | had to come up with some standardised defi-
nitions for each candlestick pattern. And, because | wanted to
able to test each pattern on historical data, | 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.

(1) INVESTOPEDIA

The reason why | needed more than one source is because
sometimes | 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, | 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 | 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.



Chapter 3: Test Procedure

Presentation of
Results

Information for the testing process

So, as mentioned, | created precise formulas for each candle-
stick pattern and then | wrote them into Amibroker AFL so that |
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, | 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, | decided that an uptrend would be



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.

Analysis Presentation

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-

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



|. 10-Year Mote I1.FTSE 100
2. 5-Year Note 12. GBPUSD
3. AUDUSD 13. Gold
4. Copper 14, Live Carttle
15, Mawral Gas
5. Corn
16, MNikkei
6. Crude Qil
17. Silver
I. E-Mini 5&P 500
18. Sugar
8. Euro Stoxx 19. USDCAD
?. Euro-Bund 20. USDCHF
10. ELRUSD 21.UsSDJPY

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.



Hame Ticker # Trades |Avg% PIL % Winners
Sugar S5B2__ CCE 137 0132 59.12
Comn C2__ CCE 191 0.19 5288
Silver Si2__CCB 170 0.18 5412
Live Cattle LG COH 142 0.12 23.52
Mikkei 225 SNI__CCH 157 0.12 5223
Euro-Bund GBL__CCI 170 0.08 55.88
USDUPY UsSDJPY 219 0.06 5388
5-Year Note Fv2__CCH 188 0.05 58.51
10-Year Note TYZ__CCE 204 0.05 549
Gold GC2__CCI 151 0.03 47.02
GBPUSD GBPUSD 207 0.02 50.72
E-Mini S&P 500 |ES__ CCH 205 0.02 5415
FTSE 100 LFT__CCE 121 0.01 5289
USDCHF USDCHF 209 -0.03 41.63
AUDUSD AUDUSD 188 -0.03 50
EURUSD EURUSD 236 -0.06 4407
USDCAD USDCAD 207 0.07 4348
Crude Oil CL2__CCEH 189 -0.09 47 62
Copper HG HG2__CClI 160 -0.09 4375
Matural Gas MNG2__CCI 151 -0.13 44 37
Euro Stoxx ESX__ CCH 152 -0.18 4605
|Average 178.76 0.03 50.51
Benchmak Fesults e o 50.54
Universe # Trades |Avg% PIL % Winners
S&P100 | 12742 0.09 49.47
Benchman Fesuts J90557 004 5028

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.



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.







Chapter 4: Key Japanese Candlestick Patterns

Hanging Man

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

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 22 of the total candle length.

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.



And when this pattern occurs in a downtrend, it’s called a

hammer.
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Our Formula

Candle length must be more than twice as large as the body.
Lower shadow must be more than 22 of the candle length.
Must be in a 10-day uptrend.

Hanging Man '

(((H-L)>27(0-C)) AND ((C-L)/
(H-L)>=0.66) AND ((0-L)/(H-
1)>=0.66)) AND Uptrena

Results

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.



Name Ticker # Trades |Avg% PIL  [% Winners Name Ticker |# Trades |Avg% PIL  [% Winners

Matural Gas NG2__CCH 16 0.71 8125 Euro Stoxx |[Esx_ ccs 20 15 75
Sugar sg2__ccs| 17 053 7059 Matwral Gas ING2__ccB 16 132 875
Siver SI2__CCB 12 0.51 50 Nikkei 225 SNI__CCB 21 0.76 57.14
Euro Stoxx ESX__CCH 20| 04 E5 ALUDUSD ALDUSD 11 054 8182
Nikkei 225 SNI__CCB 21 022 619 Com C2__ccB 4 0.42 50
GBPUSD GBPUSD 6 0.12 50 Crude Oil ClL2__CCB 21 0.42 4286
USDCHF USDCHF 8| 0.1 75 Copper HG |HG2__CCB 12 041 5833
USDCAD USDCAD 8| 0.08 625 FTSE 100 |LFT__cce 19 0.39 63.16
Crude Oil cL2__ccs 23| 0.07 4783 USDJPY | 15 0.37 7333
Gold GC2__ccH 15 0.06 5333 USDCAD lusbcaD 6 0.1 66.67
AUDUSD AUDUSD 12 0.04 4167 Sugar SB2__CCB 17 0.08 4118
EURUSD EURUSD 13| 0.03 6154 5-Year Note |Fv2__ccs 16 -0.06 50
Euro-Bund GBL__CCH 19| 0.01 5263 10-Year Note TY2__CCB 16 -0.07 375
Live Caltle LC__CCB 29 -0.05 5172 Euro-Bund GBL__CCB 19 -0.08 4737
5-Year Note Fv2__CCB 17 -0.05 52094 Live Cattie LC__CcCB 29 -0.1 4828
Copper HG HGE=EEE 13| -0.09 46.15 Siver SI2=CDB 1 -0.15 4545
UsDUPY USDUPY 15 -0.11 40 EURUSD |[EURUSD 13 017 3846
10-Year Note  [TY2__CCB 16| -0.18 3125 Gold GC2__CCB 14 023 50
Com C2__CCB 4 -0.46 75 USDCHF JuSDCHF 8 028 50
E-Mini S&P 500 |ES___CCB| 17 -0.49 3529 GBPUSD GBPUSD 6 -0.36 50
FTSE 100 LFT__CCB -0.65 25 E-Mini S&P 500 |E5_DCEI 17 -0.43 4118
Bambmark Famla 3588 -0 4815 EBem bk Feniln Zram 002 4T AT
Universe #Trades |Avg% PIL  [% Winners Universe |# Trades |Avg% PIL  [% Winners

SEP00 2326 0.15 5344 SEPM00 211 0.22 49.75
Berchmark Femin 350558 -0.04 48 68 Bembmark Famls 120414 4.1 47 58




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 | 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.



5 DAY HOLDING PERIDD
Hame Ticker # Trades |Avg% PIL % Winners
Euro Stonx ESX__CCH 20 229 75
Sugar SB2__CCEH 16 1.89 50
MNatural Gas NG2__CCJ 16 1.05 75
USDCHF USDCHF 7 0.56 57.14
USDJPY USDJPY 15 0.33 53.23
AUDUSD AUDUSD 11 0.33 63.64
Mikkei 225 SNI__CCB 20 0.32 60
Crude il CL2__CCEH 21 0.32 52.38
Copper HG HG2__CCl 12 0.3 4167
FTSE 100 LFT__ CCE 19 0.26 57.89
USDCAD USDCAD 6 0.15 83.33
Corn C2___CCE 4 0.07 75
10-Year Mole TY2__CCH 16 -0.04 3ars
Gold GC2__CCl 14 01 42 86
Live Cattle LC__ CCH 29 -0.14 55.17
5-Year Note Fv2__ CCH 16 -0.16 375
Euro-Bund GBL: CCH 18 -0.23 33.33
E-Mini S&P 500 |ES___CCE 17 -0.32 41.18
EURLED EURUSD 13 -0.37 30.77
Silver Si12__CCB 11 -0.69 27.27
GBPUSD GBPUSD 6 -0.73 50
[Average | a2 o024 5238
Benchmaik Results 16784 -0.04 4758
Universe # Trades |Avg% PIL % Winners
S&P100 | 2155 0.25 50.21
Benchmark Fesults T332 0.8 4658

0 DAY HOLDNNG FERNDD

Finally, looking at the 10-day holding period, you can see that
the average profit and win rate has dropped for both our tests.

Name Ticker [#Trades |[Avg%PLL |% Winners
Euro Stoxx ESX__CCB 20 252 80
Sugar SB2__CCB 15 2.19 66.67
FTSE 100 LFT__CCB 18 1.72 66.67
USDCAD USDCAD 5 0.77 66.67
Matural Gas NG2__CCE 16 0.66 56.25
Gold GC2__CCE 14 0.49 50
AUDUSD AUDUSD 11 0.42 45 45
USDCHF USDCHF 7 0.18 57.14
USDJPY USDJPY 15 0.14 53.33
Crude Oil CcL2__cch 19 0.07 42 11
10-Year Note TY2__CCB 16 0.04 4375
Nikkei 225 SNI__CCB 18 -0.05 50
E-Year Note F‘IJE=CCE 14 -0.16 42 B6
GBPUSD GBPUSD 6 0.17 50
Live Caftle LC__ ccB 25 0.26 52
EURUSD EURUSD 13 053 38 46
Euro-Bund GBL__CCH 17 -0.55 35.29
Copper HG HG2__CCE 12 0.77 3333
E-Mini S&P 500 |ES__ CCB 17 -3 2353
Com C2__cCB 4 -1.82 75
Silver SI2_CCB 11 25 27.27
[average | 1400]  oo07] s028]
Benchmark Results i 007 4695
Universe #Trades |Avg%PLL |%Winners
S&P100 | 2078 0.14 49.04
Benchmark Fesults F258 032 L
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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.




Chapter 4: Key Japanese Candlestick Patterns

Hammer

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.

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.



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
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Our Formula

Candle length must be more than twice as large as the body.
Lower shadow must be more than 22 of the candle length.
Must be in a 10-day downtrend.

Hammer l
(((H-L)>2%(0-C)) AND
((C-L)/(H-L)>0.66) AND
((0-L)/(H-L)>0.66)) and
Downtrend




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%.

1 DAY HODLDING PERIOD

Hame Ticker # Trades |Avg% PIL % Winners
Eura-Bund GEL=CEH a7 0.09 62.16
Silver Si2__CCb 39 0.08 58.97
10-Year Mote TY2__CCH 36 0.06 47.22
AUDUSD AUDUSD 45 0.06 53.06
USDCAD USDCAD 42 0.01 47.62
E-Mini S&P 500 |ES___ CCH 55 -0.02 4364
Corm C2=CCE 40 -0.03 40
EURUSD EURUSD 43 -0.04 37.21
Live Cattle LC___ CCH 31 -0.04 54 84
5-Year Note FvZ__CCH 41 -0.05 36.59
Copper HG HGZ2__ CCH 45 -0.08 46.67
Matural Gas MG2__ CClH 44 -0.08 45.45
Crude Qil cL2__CCH 48 -0.09 4375
Nikkei 225 |SNI__CCB 44 -0.11 54.55
GBPUSD GBPUSD 52 -0.14 46.15
Euro Stoox ESX__CCH 44 -0.17 45 45
Sugar SB2__CCH 33 -0.18 45.45
FTSE 100 LFT__CCH 41 -0.19 48.78
USDJPY USDJPY 48 -0.21 3958
USDCHF USDCHF 42 -0.34 2143
Gold GC2__CCH 23 -0.64 39.13
41.76 -0.10 4560
Benvhmark Results Bie88 | 5054
Universe # Trades |Avo % PIL % Winners
S&P100 4618 A0.47 46.15
Eenchmark Results FA055T 0.04 50,26




Combining the hammer with a 3-day holding period lost money Buying the hammer with a 5-day holding period was a very simi-

again in our 21 markets but it produced an average profit of lar story. We saw an average loss in futures and forex and an

0.09% per trade in stocks with a win rate of 52%. average profit of 0.09% per trade in stocks.
7 DAY HOLDWNG FEROD 9 DAY HOLEMNG FERMLY
Name Ticker # Trades |Avg% PIL % Winners r— Ticker # Trades |Avg % PIL % Winners
= LL ESX_CCB - e =0 Euro Stomx ___|ESX__CCH 3 127 60.47
AUDUSD AUDUSD .~ . e Silver Sl2__ccB 3 0.46 6111
USDCAD USDCAD 42 012 =0 FTSE 100 LFT_cca 38 0.44 5263
Nikkel 225 - - gL %.10 AUDUSD AUDUSD 45 0.42 68 89
USDJPY USDJPY & 0.1 N5 Euro-Bund __ |GBL_CCH 34 025 5588
Euro-Bund GBL__CCE 38 0.07 41.67 10-Year Note _|TY2__CCE 35 025 5714
i Sl2__CcB g oL = CopperHG __ |HG2__CCl 41 021 51.22
USDCHF USDCHF 40 0.03 X USDCAD USDCAD a1 0.08 4146
Copper HG HG2__CCE 43 0.02 51.16 JSDCHE USDCHF 20 0.05 20
5-Year Note FV2__CCB 39 -0.04 51.28 =vearNote  |Fv2_CCE 39 0 3615
E-Mini S8P 500 |ES__CCB 53 0.05 A7.17 Nikkei 226 SNI__CCH 42 -0.08 4286
GBPUSD GBPUSD 48 -0.05 47.92 GBPUSD GBPUSD 46 018 413
FTSE 100 LFT__CCB 40 -0.08 40 Live Catle LC__CCE 29 0.18 44.83
EURUSD EURUSD 43 -0.08 55.81 E-Mini S&P 500 [ES___CCH 52 -0.2 46.15
Live Cattle LC__CCB 30 0.17 43.33 Crude Ol CL2__CCH a7 0.21 61.7
Crude Oil CL2__CCB 47 -0.19 44 68 EURUSD EURUSD 42 045 42 86
MNatural Gas NG2__CCH 44 -0.41 50 Gold o2 CCl 21 -0.46 431 48
Gold GC2__CCH 23 -0.43 39.13 Natural Gas __|NG2__CCl a3 -0.68 3721
Com cz__ CCH 40 -0.48 40 Comn C2__ CCH 38 -0.83 3158
Sugar sSB2__CCB 33 0.57 30.3 Sugar SB2 CCE 13 <11 39 39
Benchmark Results ran 0.02 5193 Benchmark Results ETE4 004 5195
Universe #Trades |Avg% P/IL (% Winners Universe #Trades |Avg%P/L  |% Winners
S&P100 | 4444 0.09 52.00 S&P100 | 4200 0.09 53.62
Benchmark Results 130417 on 5188 Eenchmark Besults 7833 018 5298
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With a 10-day holding period, the results are still not great. We Overall, these results are not good. The hammer pattern does
saw an average loss of -0.01% in our 21 markets and an aver- not seem to show any profitable edge in the markets we tested
age gain of 0.19% in stocks. and we underperformed the benchmark result in every test.

m 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

Hame Ticker # Trades |Avg% PIL % Winners hammer.

Euro Stoxx ESX__CCH 40 1.06 57.5

Sikver Si2__CCB 34 0.78 52.94

FTSE 100 LFT_CCB 36 0.55 63.80

Copper HG HG2__CCE 39 0.55 58.97

AUDUSD AUDUSD 43 047 65.12

10-Year Note TY2__CCB 31 0.35 61.29

USDJPY USDJPY 44 0.24 65.91

Euro-Bund GBL__CCH 32 0.32 59.38

5-Year Note FV2_ CCB 37 0.09 56.76

USDCAD USDCAD 39 0.06 48.72

USDCHF USDCHF 38 -0.02 4474

Gold GC2__CCE 23 -0.05 56.52

GBPUSD GBPUSD 44 -0.07 40.91

E-Mini S&P 500 |ES___CCH 49 -0.15 53.06

Live Cattle LC__cca 28 0.19 39.29

Crude Oil CL2__CC8 47 0.2 51.06

EURUSD EURUSD 40 0.27 425

Nikkei 225 SNI__CCB 39 -0.36 51.28

Com C2__ CC8 37 0.67 45.95

Natural Gas NG2__CCE 40 -0.95 35

Sugar sB2__CCH 32 1,95 4063

Benchmark Fesults 8396 007 5273

Universe # Trades |Avg% PIL % Winners

S&P100 | 4072 0.19 52.65

Benchmark Fesults yaouT 03 5403
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Chapter 4: Key Japanese Candlestick Patterns

Inverted Hammer

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 22 of the total candle length.




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

Our Formula

Candle length must be more than twice as large as the body.
Upper shadow must be more than 22 of the candle length.
Must be in a 10-day downtrend.

Inverted Hammer
(((H-L)>2*(0-C)) AND
((H-C)/(H-L)>0.66) AND
((H-0)/(H-L)>0.66)) AND
Downtrend

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-



tern on a watchlist of 21 different markets and then we will test So as you can see from the first table, buying the inverted ham-
it on a watchlist of 100 US stocks. 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
— L., B Ll W win rate of 56% and an average profit of 0.25% on our S&P 100
Euro Stoxx ESX__CCH 6 1.97 66.67 (e ; P
Gold GC2_ CC 10 107 20 stocks with a win rate of 55%.
Copper HG HG2__CCH 7 0.68 71.43
Nikkel 225 SNI_ccH 17 061 88 24 Both results are better than our benchmark.
FTSE 100 LFT__CCH 13 0.44 61.54 _ ! : :
Euro-Bund GBL__CCH 10 018 5263 The inverted hammer pattern was also a profitable signal using
USDJPY USDJPY 10 0.16 70 a 3-day holding period.
Silver Si2_cch 18 012 522 Buying the inverted hammer and holding for 3 days produced
Com C2__ CCE 19 0.14 42.11 : : _
Sugar SB2__CCE 21 012 52 38 an average profit of 0.18% with a win rate of 54% on our 21
GBPUSD GBPUSD 11 0.1 36.36 markets and an average gain of 0.65% in stocks with a win rate
Live Caltie LC__CCE 21 0.05 52.38 of 56%. And this average is based on over 1500 trades.
EURUSD EURUSD 11 0.05 63.64
5-Year Note Fv2__CcCH 7 0.05 57.14
USDCHF USDCHF 9 0.05 55.56
Matural Gas NG2__CCH 22 0.01 50
10-Year Note  [TY2__CCH E -0.04 75
USDCAD USDCAD 15 -0.09 60
AUDUSD AUDUSD 11 -0.09 54.55
E-Mini &P 500 |[ES__ CCH 4 -0.91 25
Crude Oil CL2__CCH B -1.08 125
! o | 47 87 -. ._: 64T
Benchmark Fezults 83888 oum 5054
Universe # Trades |Avg% PiL % Winners
S&P100 | 1574 0.25 55.34
Benchmark Fesults 0557 0.04 5026




4 DAY HOLDING FERIOLD

Name Ticker |#Trades |Avg%PIL  |% Winners

Euro Stoxx ESX__CCHB 6 256 50
Nikkei 225 SNI__CCB 17 1.64 58 82
Silver SI2__CCB 16 0.63 56.25
Copper HG HG2__CCH 7 054 5714
5-Year Note FV2__CCB 7 0.4 71.43
EURUSD EURUSD 1 0.39 7273
FTSE 100 LFT__CCB 12 0.35 66.67
Com c2___CCH 17 034 47.06
Euro-Bund GBL__CCH 16 0.29 56.25
Sugar SB2_ CCH 20 0.23 45
Natural Gas NG2__CCE 22 0.18 45.45
USDJPY USDJPY 10 0.11 70
GBPUSD GBPUSD 1 0.08 63.64
USDCHF USDCHF 7 0.03 57.14
10-Year Note TY2__CCB 8 -0.04 50
USDCAD USDCAD 15 -0.04 40
Live Cattle LC__CccH 19 0.24 57 89
AUDUSD AUDUSD 1 -0.29 36.36
Gold GC2__CcH 9 -0.51 66.67
E-Mini S&P 500 |[ES__ ccH 4 0.73 25
Crude Oil CL2_ ccH 8 207 375
Benchmark Rezults 273N o0z 5193
Universe #Trades |Avg% PIL |% Winners

S&P100 | 1511 0.65 55.46
Benchmak Resuls 130417 an SLEs

Looking at the 5-day holding period, the inverted hammer, per-

formed less well in futures and forex but again did well in
stocks.

5 DAY HOLDING PERIDD

Hame Ticker # Trades |Avg% PIL % Winners
Mikkei 225 SMNI__CCB 17 1.21 58.82
EURUSD EURUSD 11 0.76 72.73
Copper HG HG2__CCl 7 0.62 28.57
Matural Gas NG2__CCl 20 0.51 45
GBPUSD GBPUSD 11 0.51 63.64
Silver sSi2__CCB 16 0.51 62.5
5-Year Note FV2__CCH T 0.43 57.14
Sugar sB2__CCH 19 0.38 5263
Euro-Bund GBL__CCH 16 0.3 56.25
Com C2___CCE 17 0.21 47.06
USDCAD USDCAD 15 0.21 4667
Gold GC2__ccl 9 0.06 66.67
FTSE 100 LFT__CCH 12 0.01 50
Euro Stowx ESX__CCE 6 -0.04 50
USDJPY USDJPY 8 0.2 25
Live Cattle LC__CCH 19 -0.31 47.37
USDCHF USDCHF 7 0.47 4286
10-YearNote |TYZ__CCH & -0.68 25
ALDUSD ALUDUSD 10 -0.71 30
E-Mini S&P 500 |ES___CCE 4 -0.83 50
Crude Oil CL2__CCH & -1.51 75
[Average | 1176]  o0s[  4835]
Benchmark Results 16784 ol 5135
Universe # Trades |Avg% PIL % Winners
S&P100 | 1489 1.00 57.09
Benchmark Rezults TEN o 5288
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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.

W DAY HDLDMNG FERIDD

Hame Ticker # Trades |Avg % PIL % Winners
Copper HG HG2__CCH 6 305 50
Silver SIZ__L‘:CB 16 1.79 81.25
Sugar SB2__ CCB 19 1.56 63.16
Euro Stoox ESX__ CCB 6 1.39 50
Gold GC2__CCH 9 1.09 77.78
Matural Gas NG2__CCE 19 1.08 57.89
USDCAD USDCAD 15 1 7333
Mikkei 225 SNI__CCB 16 09 50
Euro-Bund GBL__CCBH 15 0.78 66.67
AUDUSD AUDUSD 10 0.77 50
EURUSD EURUSD 10 0.21 50
USDUPY USDJPY 8 0.08 375
Crude Oil CL2__CCBH B 0.07 50
Live Caftle LC__CCB 19 0.04 63.16
Com c2___CCHB 16 0.04 3Ts5
FTSE 100 LFTtECE 12 0 50
GBPUSD GBPUSD 11 -0.05 5455
5-Year Note Fv2__CCB 7 -0.22 2857
USDCHF USDCHF 6 -0.45 50
10-Year Note TY2__CCB 8 -0.99 375
E-Mini S&P 500 ES___CCH 4 -296 50
[average | mas]  om] s376]
Benchmark Fesults B39 007 L
Universe # Trades |Awvg % PIL % Winners
S&P100 | 1456 1.21 59.89
Benchmark Results 05T 0.32 5403




Chapter 4: Key Japanese Candlestick Patterns

Shooting Star

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.

10 Ny



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
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Our Formula

Candle length must be more than twice as large as the body.
Upper shadow must be more than 22 of the candle length.
Must be in a 10-day uptrend.

Shooting Star |

(((H-L)>2*(0-C)) AND ((H-C)/(H-
1)>=0.66) AND ((H-0)/(H-L)>=
0.66)) AND Downtrend

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.



1 DAY HDLDMNG PERIDD

2 DAY HOLDING PERMNID

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

Name Ticker  |# Trades |[Avg% PIL  [% Winners

Crude Oil cL2__ccH 36 0.35 52.78
USDCAD USDCAD 54 0.14 £1.11
USDJPY USDJPY 34 0.07 5588
Gold GC2__CCl 24 0.07 50
GBPUSD GBPUSD 48 0.01 47.92
10-YearNote  |TY2__CCH 57 -0.01 4035
5-Year Note Fv2__CCH 54 -0.01 38.89
Euro-Bund GBL__CCH 51 -0.07 451
Copper HG HG2__CCl 44 -0.08 45 45
USDCHF USDCHF 46 0.11 39.13
AUDUSD AUDUSD 48 -0.13 35.42
E-Mini S&P 500 |ES__ CCE 49 -0.15 51.02
EURUSD EURUSD 46 -0.16 3261
Live Cattle LC___CCE 54 0.17 3389
FTSE 100 LFT__CCH 46 -0.19 4783
Sugar SB2__CCE 40 -0.28 425
Siver Si12__CCB 38 -0.36 4474
Euro Stoxx ESX__CCH 32 -0.42 3438
Natural Gas NG2__CCl 33 -0.44 4545
Nikkei 225 SNI__CCH 84 0.47 38.1
Corn C2___CCH 41 40.53 41.46
Benchmark Results A3ERR 00 LEAC]
Universe # Trades |Avg % P/L % Winners

S&P100 | 4040 0.09 4512
Benchmark Results 90558 004 4HEE

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

Hame Ticker # Trades |[Avg% P/L  |[% Winners

Crude Oil cL2__cce 34 0.25 4412
Gold GC2__CCH 24 0.15 58.33
Sugar sB2__CCB 39 0.1 51.28
GBPUSD GBPUSD 47 0.08 65.96
USDCAD USDCAD 54 0.08 50
AUDUSED AUDUSD 44 0.06 4773
5-Year Note Fv2__CCB 52 -0.07 34 62
Euro-Bund GBL__CcCH 51 -0.07 451
USDJPY USDJPY 32 -0.08 375
10-Year Note T¥Y2__CCB 55 -0.12 36.36
EURUSD EURUSD 44 0.17 40.91
USDCHF USDCHF 45 0.2 40
Live Cattle LC___CCB 51 0.3 4118
Copper HG HG2__CCE 44 -0.31 4318
E-Mini S&P 500 |ES__ CCH 47 -0.37 4255
FTSE 100 LFT__CCB 46 -0.38 28.26
Silver Si2__CCB 36 -0.56 41.67
Nikkei 225 SNI__CCB 78 -0.69 i7.18
Com C2___CCB 39 -0.82 4359
MNatural Gas NG2__CCE 33 -0.89 30.3
Euro Stoxx ESX__CCH 3 -0.95 2581
Bprchimiark Fesults 2Tan =02 ATAT
Universe #Trades |[Avg% PiL  [% Winners

S&P100 | 4737 012 45.54
Benchmark Fesults T4 am aTse

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.

Name Ticker Il Trades |Avg% PIL % Winners

Sugar se2__ccH 39 0.38 4872
Crude Oil cL2__CCH 33 0.23 4242
GBPUSD GBPUSD 46 0.17 54 35
Gold GC2__CCl 24 0.13 4583
Live Catle LC___CCH 48 0.03 4792
AUDUSD AUDUSD 40 0.01 475
USDJPY USDJPY £} -0.02 58.06
Euro-Bund GBL__CCE 51 -0.03 4314
USDCAD USDCAD 53 -0.04 434
10-Year Note TY2__CCH 54 -0.18 4074
E-Year Mote Fv2__CCHE 52 -0.21 34 62
Siiver S12__CCB 34 -0.32 4412
EURUSD EURUSD 43 -0.37 4418
FTSE 100 LFT__CCH 44 -0.38 29 55
USDCHF USDCHF 43 -0.42 32 56
Com c2___CCH a7 -0.45 4324
E-Mini S&F 500 ESZC{:E 45 =047 42 22
Euro Stomx ESX__CCH 28 -0.64 2857
Copper HG HG2__CCH 43 -0.67 34 88
Nikkei 225 SNI__CCH 73 -0.87 35.62
Natural Gas NG2__CCH 29 -1.13 41.38
Benchmark. Results BT 04 4758
Universe # Trades |Avg % PIL % Winners

S&P100 | as77 -0.09 44.94
Benchmark Regults TR 0.8 4558

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.

Name Ticker # Trades |Avg% PIL % Winners

Crude 0il cL2__CChH E] 07 51.61
Gold GC2__CCH 24 0.55 4583
Sugar sB2__ccH 36 0.51 55.56
GBPUSD GBPUSD 42 0.31 66.67
USDCAD USDCAD 48 0.17 5417
USDJPY USDJFY 29 0.03 51.72
Euro-Bund GBL__CCH 48 -0.06 43175
10-Year Mote Ty2__CCB 50 -0.08 44
AUDUSD AUDUSD 39 012 5128
USDCHF USDCHF 41 02 46.34
FTSE 100 LFT__CCB 40 -0.27 35
EURUSD EURUSD 42 -0.32 4524
Live Cattle LC__CcCH 48 -0.41 50
5-Year Mote Fv2__CCB 47 -0.43 2979
Mikiei 225 SNI__CCB 62 -0.55 3548
Siver S12_CCB 33 063 42 42
E-Mini S&P 500 ES___CCB 42 -0.69 42 86
Euro Stoxx ESX__CCH 28 08 2857
Natural Gas NG2__CCH 26 -091 34 62
Com c2___CCH a5 117 40
Copper HG HG2__CCE 38 -1.47 3158
Benchmark Results 8296 T 4695
Universe #Trades |[Avg%PIL |% Winners

S&P100 | 4282 0.34 43.55
Benchmark Results 258 .32 L
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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.




Chapter 4: Key Japanese Candlestick Patterns

Morning Star

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.



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

Our Formula

Morning Star
(02>C271.01) AND (C>H1) AND C>0
AND C>(((02-C2)/2)+C2) AND
Downtrend1

Results

So after analysing the morning star pattern that is mentioned in
most sources, | 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 | 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.



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.

Hame Ticker # Trades |Avg% PIL % Winners
5-Year Note Fv2__CCH 1 0.51 100
Euro Stoxx ESX__CCH 51 0.19 4314
Euro-Bund GEL=CCE 2 0.19 100
FTSE 100 LFT__CCH 32 0.17 56.25
Nikkei 225 SHNI__CCH| 57 0.16 4912
Com c2__ CCH 30 0.08 46 67
Live Cattle LC=CCE 11 0.04 45 45
USDCAD USDCAD E 0.02 33.33
AUDUSD AUDUSD 17 -0.03 41.18
EURUSD EURUSD 19 -0.08 57.89
GBFUSD GBPUSD 9 -0.11 33.33
Silver Si2__CCB 29 -0.13 4483
USDCHF USDCHF 10 -0.2 40
Gold GC2__CCH 25 0.2 40
Crude Oil CL2__ CCH 35 -0.21 48 57
E-Mini S&F 500 |[ES___ CCH 63 -0.27 4921
10-Year Note  |TY2__CCH 11 -0.44 18.18
Copper HG HG-2=CCI 36 -0.48 3333
Matural Gas NGZ__CCH 47 -0.51 29.79
USDUPY USDJPY 7 -0.66 42 86
Sugar SB2  CCH 33 -0.8 3333
[Average | 2520[ 03]  a6s7]
Benchmark Flesults g8 am 5054
Universe # Trades |Avg% PIL % Winners
S&P100 | 4297 0.04 48.17
Benchmark Fesuls I9055T 004 S02%

In stocks, we recorded a loss of -0.04% with a win rate of 48%
across 4297 trades.

1 DAY HDLODING PERNDD
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With a three day holding period, the morning star is still a losing Results improve slightly with a 5-day holding period where we
pattern across our 21 markets and it just about broke even in recorded an average profit of 0.08% per trade in futures and
stocks. forex and 0.22% in stocks with a win rate of 52%. Both results
better than the benchmark 5-day return.
I DAY HOLDING FERIDD
(s 0AY HOLOWG PERIOO |
Hame Ticker # Trades |Awg % PIL % Winners
AUDUSD AUDUSD 17 099 7058 Name Ticker |# Trades |Avg%PIL  |% Winners
Euro-Bund GBL__CCH 2 0.55 100 5-Year Mote Fv2__CCH 1 1.97 100
5-Year Note Fv2__CCB 1 0.53 100 AUDUSD AUDUSD 17 1.06 82.35
USDCAD USDCAD 6 0.41 66.67 Euro-Bund GBL__CCE 2 0.94 100
GBPUSD GBPUSD ] 0.2 55.56 Gold GC2__CCl 25 0.66 64
Silver Si2__cce 28 0.12 60.71 Silver S12__CCB 28 0.45 60.71
Nikkei 225 SNI__CCB 56 0.1 48.21 Natural Gas  |NG2__CCH 45 0.37 52 17
Live Cattle LC___CCH 11 -0.05 36.36 USDCAD USDCAD 6 0.36 50
Gold GC2__CCE 25 0.15 52 Com C2___CCH 29 0.3 41.38
Corn C2___CCB 30 0.2 53.33 Live Cattle LC___CCH 1 0.26 5455
EURUSD EURUSD 19 0.21 36.84 GBPUSD GBPUSD 9 0.18 44 44
E-Mini S8P 500 |ES__ CCH 62 0.23 58 06 Nikkei 225 SNI__CCH 54 0.11 48.15
USDJPY USDJPY 7 033 57.14 E-Mini S&P 500 [ES___CCE £9 0.12 50.85
10-Year Note TY2__CCB 1 -0.36 45.45 EURUSD EURUSD 19 -0.19 4211
Crude Oil CL2__CCB 34 -0.38 38.24 Crude Oil CL2__CCH 4 -0.31 41.18
FTSE 100 LFT__CCH Ky -0.41 48 39 Euro Stonx ESX_ CCE 49 -0.36 45 94
Natural Gas NG2__CCE 47 -0.42 4255 USDCHF USDCHF 10 045 40
Sugar SB2__CCH a3 -0.43 45.45 10-Year Note _ [Ty2__CCH 1 -0.48 36.36
USDCHF USDCHF 10 -0.45 50 USDJPY USDJPY 7 052 71.43
Euro Stonx ESX__ CCB 51 -0.71 4902 Sugar 582__CCEH 33 -0.78 42 42
Copper HG HG2__CCH 36 -1.15 38 89 Copper HG HG2_ CCH 36 -0.8 47 22
Avernge | 05|  ew] s FTSE 100 |LT_cod 30l __os7l %0
S e T verge | aasr]  om] sem)
Benchmark, Results BT o4 5195
Universe #Trades |Avg%PIL  |% Winners
S&P100 | 4257 0.01 51.30 Universe #Trades |Avg%PIL |%Winners
Benchmark Resuks 04T o 5188 S&P100 | 4170 0.22 52.16
Benchmark Results eI A 5258
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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.

10 DAY HOLONG PERIOD |

Hame Ticker # Trades |Avg% PIL % Winners
5-Year Mote Fv2__CCB 1 16 100
USDCAD USDCAD 6 1.13 50
Gold GC2__CCH 25 1.01 68
Matural Gas NG2Z__CCH 42 0.99 50
AUDUSD AUDUSD 16 0.95 56.25
10-Year Mote TY2__CCB 11 0.88 6364
Euro-Bund GBL__CCH 2 07 50
USDJPY USDJPY 7 0.53 7143
Mikkei 225 SNI__CCB 50 0.42 54
FTSE 100 LFT__CCB 27 0.15 55.56
Silver Si2__ccs 28 0.09 57.14
Live Catfle LC___CCH 1 0.04 7273
Euro Stoxx ESX__CCBH 44 0.03 5227
USDCHF USDCHF 10 -0.06 50
Crude Oil clLz__CCB 32 -0.23 4063
Sugar SB2__CCH n -0.35 4839
EURUSD EURLSD 19 .45 4211
Comn C2__ CCH 28 -0.82 42 86
E-Mini S&P 500 ES__ CCB 53 -0.98 47.17
Copper HG HG2__CCH 36 -1.32 50
GBPUSD GBPUSD 9 -1.65 44 44
Average [ 224 03] sss5]
Benchmak Resuls 8398 007 8273
Universe #Trades |[Avg%PIL |% Winners
S&P100 | 3952 0.15 51.87
Eenchmak Results 257 032 54.03

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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Chapter 4: Key Japanese Candlestick Patterns

The evening star pattern is another three candle pattern which

|
Eve n I n g Sta r 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.

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.




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

+ 4950

Our Formula

Evening Star
(C2>02) AND ((01>H2) AND
(C1>H2)) AND (C1<01) AND (C<LT)
AND (C<0) AND Uptrend1




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.

1 DAY HOLING FERMID

Hame Ticker # Trades |Avg% PIL % Winners
Silver Si2__CCa 2 261 50
Mikkei 225 SNI__CCB 5 1.01 80
Sugar SB2_ CCH T 0.47 57.14
FTSE 100 LFT__CCH ] 0.46 66.67
10-Year Note Ty2__CCH 2 0.45 50
Crude Oil CL2__CCH ] 0.35 66.67
Euro Stoor ESX__CCH 4 0.31 50
Matural Gas NG2__CC) T 0.07 28.57
E-Mini S&P 500 [ES___CCH o] MiA [ 1)
USDCAD USDCAD 0] Mia (1Y

Corn C2__ CCH 0] Mis A
USDJPY USDJPY O Mo IMNiA

5-Year Note Fvz__CCBH 0] MiA MNIA
GBPUSD GBPUSD 0] MiA A
EURUSD EURUSD o] Mia NiA
USDCHF USDCHF 0] mis MNIA
Euro-Bund GBL__CCH 3 -0.05 66.67
Gold GC2__CCl) ] 0.1 3333
AUDUSD AUDUSD 2 -0.19 0
Live Cattle LC__ CCH 5 -0.31 0
Copper HG HGZ__CCH a8 -1.09 25
Eenchmatk Fesults f3888 K] 4
Universe # Trades |Avg% PIL % Winners
S&P100 | 694 0.02 46.69
Eenchmiatk Fesults THSSE 0,04 4866




The results were mixed with a 3-day holding period where we You can see that the results are better with a 5-day and 10-day
saw an average loss of -0.17% in our 13 markets and a small holding period.
rofit in ks. : d
HrolEESocs With a 5-day hold, we have recorded a 0.44% average gain
3 DAY HOLDING PERIOD across 13 markets with a 57% win rate. And in stocks we saw
an average gain of 0.41%.
Hame Ticker # Trades |Avg % PIL % Winners
Mikiei 225 SNI__CCB : 1.93 80
— 5 DAY HOLDING PERIOD
Crude 0il CcL2_ CCB L] 0.46 3333
Euro Stomx ESX.CCH . 0.44 75 Hame Ticker # Trades [Avg% PIL % Winners
Sugar se2__ccs 7 0.43 4286 —— S5 B 3 37 200
Euro-Bund GBL__CCH 3 0.36 3333 —~—r Esx_ccd 2 = —
Live Catile LC__CCH 5 0.04 60 Nikkei 225 SNI__CCH 5 103 50
Natural Gas NG2__CCE 7 002 71.43 Euro-Bund GBL__CCH 3 0.95 5667
5-Year Note FvZ__CCB 0] MiA MNIA Sugar SB2_CCH 7 061 5T 14
E-Mini S&P 500 ES___CCB 0| M 1Y Crude Oil cLz_ccH 6 0.24 6667
USDCAD USDCAD 0] MiA NIA Gold GC2__CCl ] 0.12 50
USDJPY USDJPY 0| N NUA USDJPY UsSDJPY 0| A NIA
Com c2__ccs o] MA N/A USDCHF USDCHF o N NI
GBPUSD GBPUSD 0] N NUA EURUSD EURUSD o] NA NIA
USDCHF USDCHF 0] NiA MNIA S.YearNote |Fv2_ CCH 0| A NIA
Gold GC2__CCE 5 0.24 EEEE) Corn Cc2__CCH 0| N NiA
FTSE 100 LFT__CCB 6 -0.61 3333 GBPUSD GBPUSD o] N NIA
AUDUSD ALDUSD 2 -0.72 [1] USDCAD USDCAD O N& MUA,
10-Year Note TY2__ CCB 2 -0.76 50 E-Mini S&P 500 |ES___CCH 0 NA A
Copper HG HG2__CCE 8 13 25 10-Year MNote T"FE_CCH 2 -0.07 50
Sikver Slz__[:CB 2 =2 98 50 Live Calfle LC__CCH 5 -0.26 20
[ ) T - Nawacss Nea_cof 7 osl a7
27971 002 4747 FTSE 100 LFT__ CCH 6 057 50
Copper HG HG2__CCH B -1.38 ars
Universe # Trades |Avg"s PIL % Winners N p
SAP100 I 694 0.08 4784 Banchimark, Fesults ETH4 il f.
Benchmak Fesuts 10a1 on 4758
Universe # Trades |Avg% PIL % Winners
S&P100 | 691 0.41 47.03
Benchmuk Resuks TEXI2 0 &6 58




With a 10-day holding period we recorded an average gain of So, the evening star does seem to be a relatively profitable
0.68% in futures and forex and an an average gain of 0.14% in short pattern.
P1 Kk h figur r than th nchmarks. = . ;
S&P 100 stocks, both figures better than the benchmarks However, because this signal is quite rare, it is difficult to make
10 DAY HOLDING PERIOD too many conclusions and we might want to use some caution.
_ As an aside, | also looked into the evening star pattern but this
Name Ticker  |# Trades |[Avg% PIL  |% Winners _ : : _
Silver Si2__cce 2 793 100 time without the gap, in order to make it more frequent | altered
Euro Stoxx Esx__ccH 4 298 100 the formula slightly. However, the evening star without a gap
Euro-Bund GBL__CCH 3 0.58 66.67 performs poorly.
Nikkei 225 SNI__CCB 5 0.45 20
AUDUSD AUDUSD 2 0.38 50
FTSE 100 LFT__CCB 6 0.14 3333
Crude Oil CL2__ccH 6 0.1 66.67
GBPUSD GBPUSD 0] na NJA
E-Mini S&P 500 |[ES__CCH 0] na NiA
USDJPY USDJPY 0] NA N/A
USDCHF USDCHF 0] N N/A
Com c2___CcH 0] NiA N/A
EURUSD EURUSD 0] NA NiA
USDCAD USDCAD 0] NA NiA
5-Year Note Fv2__CCB 0] nA NJA
10-Year Note TY2__CCB 2 -0.11 50
Natural Gas NG2__CCEH 7 -0.29 4286
Sugar se2__ccg 6 037 3333
Gold GC2__CCE 6 054 16.67
Live Catle LC___CCH 5 -0.97 20
Copper HG HG2 CCE 8 -1.48 75
Eenchrmak Fesuls B9 007 4695
Universe # Trades |Avg " PIL % Winners
S&P100 | 680 0.14 47.06
Benchmark Fesuls 9258 032 457
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Chapter 4: Key Japanese Candlestick Patterns

We spoke about how the doji is a signal of indecision and the

HE
G raveSto n e DO] I 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.

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.




Rules

Bearish candlestick that indicates reversal
Appears in an uptrend
Extremely small body

Long upper shadow

i SiZ_COB Dady) =

252 __CCH - Daiy TRT2008 Dpen 14548, H 14798, Le 1450 8, Cioss 10508 (2.2%
[

.

5 Jan T 1 bl ] L Jul L 1y 24

Very small or no lower shadow
Longer the upper shadow, stronger the signal

Can sometimes be bullish if in a downtrend

Our Formula

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

Gravestone Doji '
(abs(0-C))/(H-L) < 0.2 AND
C<=(L+((H-L)*0.2)) AND
0<=(L+((H-L))*0.2) AND Uptrend

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.



Name Ticker  |#Trades [Avg%PIL__ % Winners
Crude Oil CL2__CCH 8 0.18 375
Gold GC2__CCH 7 0.17 71.43
USDCAD USDCAD 16 0.16 62.5
GBPUSD GBPUSD 14 0.11 35.71
USDUPY USDUIPY T 0.1 7143
Euro-Bund GBL__CCH 10 01 60
Silver S12__CC8 7 0.08 57.14
Matural Gas MG2__CCH 5 0.07 80
S-Year Mote Fv2__ CCH 17 0.03 41.18
10-Year Mote TY2__CCH 13 0.1 38 46
USDCHF USDCHF 11 0.15 36.36
FTSE 100 LFT__CCH 8 -0.16 50
E-Mini S&P 500 |[ES___ CCH 13 -0.2 61.54
AUDUSD AUDUSD 14 -0.21 28.57
Live Catile LC=CCH 12 -0.36 50
EURUSD EURUSD 10 045 30
Copper HG HG2__CCH -] 0.47 &0
Nikkei 225 SNI__CCH 2 05 34 62
Sugar sB2__ccH 12 09 833
Euro Stoxx ESK__CCH g -1.22 125
Com c2__CC 8 -1.85 25
Benchmark Regults fas 0 431
Universe # Trades |Awvg% PIL % Winners
S&P100 | 1242 0.18 42.91
Benchmark FResults FIFSEE D4 AEEE

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.

Hame Ticker # Trades Avg % PL |%Winners

GBPUSD GBPUSD 14 042 7143
ALIDUSD AUDUSD 14 039 50
USDCAD USDCAD 16 0.3 68.75
Gold GC2__CCH 7 015 7143
Natural Gas NG2__CCH 5 0.14 &0
Euro-Bund GBL__CCH 10 0.05 50
5-Year Note Fv2__CCB 17 003 47.06
10-Year Note Tr2_CCB 13 0.1 30.77
E-Mini S&8P 500 |ES__ CCH 13 022 5385
EURUSD EURUSD 9 024 55 56
USDJPY USDJPY 8 0.36 3333
Crude Oil cL2_ccH 8 041 75
Live Cattle LC__ cc8 12 0.45 25
USDCHF USDCHF 11 07 36.36
Sugar se2__ccq 12 071 3333
Copper HG HG2__CCE ] -0.78 50
FTSE 100 LFT__CCB 8 089 125
Silver si2__ccB 7 -1.03 4286
Nikkei 225 SNI__CCB 26 -1.28 3077
Com C2__ccH 8 -254 25
Euro Stox ESX__CCH 8 27 0
Benchmark, Fesuls 2Zram 002 AT AT
Universe #Trades |Avg%PL |% Winners

S&P100 | 1226 0.31 4.1

Benchmark Results T -amn 4758

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
S Name Ticker  |#Trades [Avg%PL  |%Winners

S eNgeioes Crude Oi cLz_ccs 7 072 4286
E-Mini S8P 500 |ES__CCH 13 068 61.54
[ DAY HoLOWG PERID | GBPUSD GBPUSD 2 0.6 7
Sugar SE2__CCH 12 0.61 4167
Name Ticker |#Trades |Avg%PiL _ |% Winners Gold GC2__CCEH 7 0.47 4286
GBPUSD GBPUSD 13 0.71 §9.23 USDJPY LUSDJPY 6 0.14 50
E-Mini S&P 500 |ES__CCE 13 0.66 38.46 Euro-Bund GBL__CCH 9 0.12 4444
Gold GC2__ccl 7 0.36 5714 EURUSD EURUSD 9 0 55 56
Natural Gas __ |[NG2__CCl 5 0.14 60 AUDUSD AUDUSD 12 -0.05 50
Crude Oil CL2__CCH 7 0.12 28 57 USDCAD USDCAD 15 -0.06 3333
USDCAD USDCAD 16 -0.03 4375 5-Year Note Fv2__CCB 17 0.16 4118
AUDUSD AUDUSD 13 -0.04 46.15 10-Year Note TY2_CCB 12 -0.18 5833
5-Year Note  |Fv2__CCH 17 -0.05 52 94 Silver S2__cce 7 048 57.14
Live Cattle LC__ CCE 1 -0.08 45 45 Live Caltle LC__CCH " -0.54 4545
Euro-Bund GBL__CCH 10 -0.09 40 USDCHF USDCHF LA 0.74 3636
10-Year Note  [TY2__CCH 13 -0.27 38 46 FTSE 100 LFT_CCE 8 0.74 125
USDJIPY USDJPY 5 028 3313 Nikkei 225 SNI__CCB 24 -1.63 20.83
EURUSD EURUSD 9 -0.39 4444 S — NG2_CCE 4 — =
Sugar SB2__CCH 12 075 3333 o G 2 - L2 o
Euro Stoor____|ESX_CCE g 081 26 e —— : == =
T . — = fveage | dess| os1| 4o
FTSE 100 LFT__CCH 8 1.17 125 — pew o e

Silver Si2__CCB 7 -1.17 42 86

Copper HG HG2__CCH 6 -1.4 33133 Universe # Trades |Avg % PIL_ |% Winners

Mikkeai 225 SNI__CCB 26 -1.45 2308 SEP100 I 1185 034 44.89
Com C2___CCE 8 -1.95 25 —re—— rrre— e an

[Average — [ to76] 043|300

Benchmk Results e o e In fact, you can see that shorting a gravestone doji pattern is
Universe #Trades |Ava% PIL__ |% Winners not a profitable pattern to look out for. The strategy has a low
S&P100 | 1212 0.16 4.3 win rate and lost money on every test.
Benchmak Results Taaa2 A0 4558
Next, we will look at the dragonfly doji.
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Chapter 4: Key Japanese Candlestick Patterns

Dragonfly Doji

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.

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.



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(0-C))/(H-L) < 0.2 AND
(>=(H-((H-L)*0.2)) AND
0>=(H-((H-L))*0.2) AND

Downtrend




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.

1 DAY HOLONNG PERID

Name Ticker |# Trades |[Avg%PIL  [% Winners

Sugar SB2__CCH = 0.56 100
Gold GC2__CCY 3 0.47 66.67
Copper HG HG2__CCH 5 0.3 60
Silver Si2__CcCe 3 03 100
AUDUSD AUDUSD 10 0.22 50
Euro-Bund GBL__CCH 10 0.08 60
Cam c2___CCH 8 0.05 125
USDCAD USDCAD 5 0 40
Mikkei 225 SNI__CCB 9 -0.03 44 44
USDJIPY USDJPY 11 -0.09 54 55
EURUSD EURUSD 8 0.1 25
Crude Oil CL2__CCH 12 0.12 41.67
S-Year Mote Fv2__CCH 10 -0.14 20
10-Year Note  [TY2__CCH 7 0.21 2857
E-Mini S&P 500 |ES__ CCH 14 -0.32 3571
Matural Gas NG2__CCH 4 -0.35 0
GBPUSD GBPUSD 14 0.37 5.1
USDCHF USDCHF 6 -0.44 3333
FTSE 100 LFT__CCH 8 -1.22 25
Live Cattle LC__CCH 7 -1.37 2857
Euro Stoxx ESX__CC 10 272 10
Benchmark Results S350 o 5054
Universe # Trades |Avg%PIL  |% Winners

S&P100 | 1245 0.25 44.74
Baenchmark Fesults Ja055T oo 5026

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.

3 DAY HOLDING FERIDD

Name Ticker |#Trades |[Avg%PL |% Winners
Gold Gc2__ccH 3 1.67 100
Copper HG HG2__CCE 5 1.02 80
Euro-Bund GBL__CCH 10 0.22 50
AUDUSD ALDUSD 10 014 60
USDJPY USDJPY 10 0.12 50
EURUSD EURUSD 8 0.07 50
Crude Oil CcL2_ ccHe 12 0.03 50
Mikkei 225 SNI__CCB 9 0.01 55.56
Natural Gas NG2__CCH 4 -0.05 50
10-Year Note TY2__CCB 7 -0.09 2857
GBPUSD GBPUSD 13 022 45615
5-Year Note FV2__CCB 10 04 40
USDCAD USDCAD 5 05 0
USDCHF USDCHF 5 07 60
E-Mini S&P 500 [ES__CCH 14 095 50
Sitver S12__CCB 3 -1.09 0
FTSE 100 LFT_ CCB 8 -13 25
Euro Stoxx ESX__CCH 10 -1.65 40
Com c2__ccd 8 173 125
Live Cattle LC__ccH & -193 16.67
Sugar S82_ CCH 5 -2.66 20
[Average [ 786]  oas[ 4250
Benchmark Results Z7ran oo L1k o
Universe #Trades |Avg%PL |% Winners
S&P100 | 123 0.01 52.23
Benchmark Results M7 on 5i88

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.

5 DAY HOLDING PERIOD

Hame Ticker # Trades |Avg% PIL % Winners
Gold GC2__CCH 3 1.5 66.67
AUDUSD AUDUSD 10 0.82 70
FTSE 100 LFT__CCH 8 0.63 625
Euro-Bund GEL__CCH 10 0.44 80
Copper HG HGZ2__CCH 5 0.42 40
Natural Gas NG2_ CCH 4 0.42 50
Silver Si2__cce 3 03 3333
USDJPY USDJPY 10 012 G0
10-Year Note  |TY2__CCH 7 0.2 42 86
Crude Oil CL2__CCH 12 -0.23 £8.33
S-Year Mote FvZ__CCB 10 -0.25 40
GBPUSD GBPUSD 13 -0.38 30.77
EURUSD EURUSD 8 -0.41 50
USDCAD USDCAD 5 067 20
USDCHF USDCHF 5 -0.99 G0
Milkkei 225 SNI__CCBH g 1.7 3333
E-Mini S&P 500 |ES___ CCE 14 -1.86 35.71
Live Cattle LC___ CCEH 6 -209 16.67
Corm C2__ CCE ] -2.11 125
Euro Stoxx ESX_ CCE 9 -2 45 44 44
Sugar SB2__CCEH 5 -3.61 0
Benchmark Fiesulrs 5784 o4 5195
Universe #Trades |Avg% PIL % Winners
S&P100 | 1218 -0.06 53.78
Benchmark Results TEN 0 5298
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Hame Ticker # Trades |Avg% PL  |% Winners
Gold GC2__CCE 3 363 100
Copper HG HG2__ccq - 193 80
FTSE 100 LFT_ CCB 8 1.07 50
ALDUSD AUDUSD 10 0.95 B0
Silver Si2_ ccB 3 061 33.33
Euro-Bund GBL__ CCH 10 06 80
MNatural Gas NG2__CCH 4 054 50
LsDIPY USDUPY 10 0.43 T0
USDCAD USDCAD 5 02 60
10-Year Mote T‘|'2=CCE T 0 42 86
5-Year Note Fv2_ CCB 10 -0.05 60
Euro Stoxx ESX__ccH 9 027 66.67
GBPUSD GBPUSD 13 028 38 46
EURUSD EURLUISD 8 0.4 50
Crude Oil cL2__ccH 12 069 33.33
USOCHF USDCHF 5 -1.08 40
E-Mini S8P 500 |ES__CCH 13 23 3077
Live Cattle LC__ccH 5 246 0
Mikkei 225 SHI__CCB 9 =291 3333
Com Cc2__ccH ) 226 125
Sugar sB2__CCH 5 539 0
[Average T 77[ 053]  asas]
Banchemani Resuits Law o7 o0
Unmverse # Trades |Avg% PIL % Winners
S&P100 | 1193 0.17 53.39
Banchmark Fesuts FR25T 032 S

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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Chapter 4: Key Japanese Candlestick Patterns

Bullish Kicker

The bullish kicker pattern is a two candle pattern that is a bull-
ish indication and | 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.



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

o S | T
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20NS Ogeif B4 TS, W BS TPRO Lo B0 424 T il B8 FI0T [001%]

1;"3'* 1 e b
AU T

T 377 Ty Tepa Thiay

Rules

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
(9ap)

Notes

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.

Our Formula

Bullish Kicker
(01>C1 AND (01-C1)/(H1-L1)>.5)
AND ((C>0) AND ((C-0)/(H-L)>.5))

AND L>H1




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.

Name Ticker # Trades |Avg% PIL % Winners
Euro Stonx ESX__CCH 1 1.88 100
Live Cattle LC___CCE 4 0.79 50
USDJPY UsSDJPY 0] MNA MIA
10-Year Note TY2__CCH 0] NIA MIA
GBPUSD GBPUSD 0] NA MIA
EURUSD EURUSD 0] NIA MIA
5-Year Note Fv:*:CCE 0] NIA NIA
Euro-Bund GBL__CCH 0| NiA MNIA
USDCHF USDCHF 0] MNIA MIA
E-Mini S&P 500 |ES___CCE 0| NIA MIA
ALDUSD AUDUSD 0] NI& M/A
USDCAD USDCAD 0] NIA MN/A,
FTSE 100 LFT__CCH 0| MNA MIA
Crude Oil CL2__CCH 0] NiA& MNi&
Sugar sB82__CCH 0| NIA M/
Silver Sl2__CCB 0| NIA N/,
MNatural Gas NG2__CCI 5 -0.15 40
Copper HG HG2__CCH 4 -0.15 25
Gold GC2__CCH 1 -0.65 0
Nikkei 225 SNI__CCB 1 -0.76 0
Com C2___ CCH 3 -1.06 33.33

Benchmark Fesults @888 0. E054
Universe # Trades |Avg% PIL % Winners

S&P100 | 222 0.15 54.05
Benchmark Results J0557 004 50.2¢



J DAY HDLDING FERMNDD

Hame Ticker # Trades |Awvg% P/L % Winners
Euro Stoxx ESX__CCB 1 2086 100
Live Calile LC___CCH 4 1.87 50
Copper HG HG2__CCEH 4 08 75
Corn c2___CCH 3 0.38 66.67
Gold GC2__CCE 1 0.23 100
EURUSD EURUSD 0] MNiA NiA
USDCHF USDCHF 0] NIA MNiA
Euro-Bund GBL__CCH 0] MiA HNiA
GBPUSD GBPUSD 0] MiA MiA

Crude Qil CL2__CccCse 0] MNiA MNIA
USDCAD USDCAD 0| MiA MNiA

5-Year Mote Fv2__CCB 0] MNIA MiA

FTSE 100 LFT__CCB 0] MNiA MNiA
AUDUSD AUDUSD 0] MiA MNiA

Sugar SB2__CCH 0] NIA MNiA

Silver Si2__CCB 0] MNiA NiA
USDJPY USDJPY 0] MNIA MNiA

E-Mini S&P 500 ES__CCH 0] NiA MNi&
10-Year Note TY2__CCB 0] Nia M4

Matural Gas NG2__CCH 5 0.03 60
Nikkei 225 SNI__CCB 1 217 0
verage | o0s0] o4s] 6452
Benchmark Fesults 2Tamn 002 5193
Universe #Trades |Avg%PIL |% Winners
S&P100 | 222 0.79 60.36
Benchmark Results 017 on 5188

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%.

5 DAY HOLDING PERIMDD

Name Ticker  |#Trades |Avg%PIL  |% Winners
Live Cattie LC___CCE 4 237 75
Copper HG HG2__CCH 4 1.53 75
Com C2___CCE 3 08 3333
10-Year Note  |TY2_ CCH 0] Nia MIA
EURUSD EURUSD 0] NiA NiA
5-Year Note Fv2__CCH 0] NiA NUA
USDCHF USDCHF 0] NiA NUA
GBPUSD GBPUSD 0] NiA Ni&
Crude Oil CL2__CCH 0] NiA NiA
E-Mini S&P 500 |ES___CCH 0] NiA NUA
USDJPY USDJPY 0] NA NUA
USDCAD USDCAD 0] NA NiA
FTSE 100 LFT__CCE 0] N NUA
Euro-Bund GBL__CcCH 0] NIA NUA
Sugar SB2__CCE 0| NiA MNIA
Silver si2__CcCB 0 NIA NiA
AUDUSD AUDUSD 0] NIA NJA
Gold GC2__CcCl 1 -0.13 0
Natural Gas  [NG2__CCH 5 -0.87 20
Euro Stoxx ESX__CCE 1 -2.24 0
Nikkei 225 SNI__CCH 1 -5.03 0
Benchimalk Rezuts 1ETE il 5198
Universe #Trades |[Avg% PIL  [% Winners
S&P100 | 222 66.22
Benchmark Results TN oes 52 98
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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.

10 DAY HOLONG PERIOD |

Hame Ticker # Trades |Avg% PIL % Winners
Copper HG HG2 CCE 4 577 75
Com c2__ CCB 3 349 33133
Live Cafile LC___CCB 4 211 75
10-Year Mote TY2__CCB 0] Mia MIA

E-Mini S&P 500 ES___ CCH 0 MeA MiA
EURUSD EURUSD 0] M MIA

B-Year Note Fva__CCB 0] MiA MNiA

Crude Oil cLz__cce 0] Mia MNiA
GBPUSD GBPUSD 0] Mia MNiA
USDCHF USDCHF 0] Mia MNIA
USDUPY USDJPY 0] NiA MiA
USDCAD USDCAD 0] Mia MNIA

FTSE 100 LFT__CCB 0] M MNIA
Euro-Bund GBL__ccH 0] MNiA MIA

Sugar sB82__CCH 0] MiA Hi&

Silver Si2__CCB 0] MNiA MNIA
ALUDUSD ALUDUSD 0] NiA MNIA
Matural Gas NG2__ CCH 5 -0.47 40
Gold GC2__CCH 1 061 0
Euro Stoox ESx__CCH 1 -278 ]
Mikkei 225 SNI__CCB 1 62 0
Average [ ese] 019  31s0]
Berchmash Fesuls #3% 0,07 5273
Universe # Trades |Avg%PL |% Winners
S&P100 | 220 0.44 53.64
Benchmak Fesuls ke 1 032 8403

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

As | 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 | do this later on in the eBook
when | introduce another pattern that I've called, the Loose
Kicker.
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Chapter 4: Key Japanese Candlestick Patterns

Bearish Kicker

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



the pattern itself as it suggest bears have just completely over- Notes
powered the bulls.

Most bearish at areas of resistance

Rules
Signal is strongest during a downtrend, but can also appear
W ::ﬁu-}.‘--::ﬁ:r 30 5318, Hi 305753, La 30 8675, Clase 20 5656 |0 &% durlng uptrend
L I ms
I l Rare signal especially in futures and forex markets on daily
o | timeframes.
|-_. i1 &
[l b
l -, " ,ﬂ - I Mo
gty %lI.IIL I Lem|{ | Our Formula
m D- - m-l h':*-u t -1 1]
I-l-- -Ll ‘J T
I = L |
L —_ Lo Bearish Kicker

((CT>07T) AND ((C1-Q1)/(H1-L1)>.5))
AND (0>C AND (0-C)/(H-L)>.5)

Two candle pattern that is bearish

First candle is long up candle or white marubozu

AND H<L1

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)




Results

Name Ticker |#Trades |Avg%PIL  [% Winners
Copper HG HG2__CCl 8 0.93 875
Euro Stoxx ESX__CCH 2 0.65 50
Matural Gas NG2__CCH 2 0.3 100
Silver Si2__CCB 2 0.05 50
Nikkei 225 SNI__CCH 0] NiA MN/A
10-Year Note  |TY2__CCH 0] MiA MiA

E-Mini S&P 500 |ES___CCEH 0] NiA N/A
GBPUSD GBPUSD 0] NiA N/A
USDCHF USDCHF 0] NiA N/A
USDJPY USDJPY 0] NIA MN/A

5-Year Note Fv2__CCH 0] MiA A
EURUSD EURUSD 0| nuA MN/A
AUDUSD AUDUSD 0] NIA MN/A
USDCAD USDCAD 0] NIA MN/A

Sugar sBz2__CCH 0] Mia MNJA

Com c2__ccq 1 -0.11 0
Live Cattle LC__ CCH 1 0.12 0
Gold GC2__ccl 2 -0.34 0
Euro-Bund GBL__CCH 1 -0.39 0
Crude Qil CL2__CCEH 2 -0.51 0
FTSE 100 LFT__CCH 3 -1.44 0
Benchimark Reguls 2383 Rl “n
Universe # Trades |Avg%PLL  |%Winners
S&P100 | 152 0.31 59.87
Benchimark Fesults TAG5E il 45 EE

¥ DAY HOLDING PERIDD

Hame Ticker #Trades |Avg% PIL % Winners
Euro Stomx ESX__CCH 2 6.9 100
Natural Gas NG2__CCH 2 0.33 50
USDUPY USDUPY 0 M MiA
10-Year Mote TY2__CCB 0] NIA MIA

Mikkei 225 SNI__CCB 0] NIA MUA
ALDUSD AUDUSD 0] NIA MIA

Sugar s82__CCH 0| Mia MI&
GBPUSD GBPUSD 0| Mia MJ&
USDCHF USDCHF 0| MiA MI&
Copper HG HGZ2__CCH ] 0 50
E-Mini S&P 500 ES__ CCH 0| NiA P&

5-Year Note Fv2_ CCB 0] NIA MUA
EURUSD EURUSD 0] NIA MA
USDCAD UsSDCAD 0| MiA A

Gold GC2__CCH 2 -0.26 0
Silver Si2__CCB 2 -0.34 50
Com c2__ CCH 1 -0.69 0
Crude Oil cL2_ccs 2 -0.81 50
Eurc-Bund GBL__CCH 1 -0.91 0
Live Catlie LC___CcCH 1 -1.83 0
FTSE 100 LFT__CCB 3 -2.04 3333
verage [ 114 o] 3333
Berchmak Results Zram f02 747
Universe #Trades |[Avg%PL |% Winners
S&P100 | 152 0.40 54 61
Eeractem.uh. Resuls 04 o 4758

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, | 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 | found.

5 DAY HOLDING PERIOD

Hame Ticker # Trades |Awvg % PIL % Winners
Euro Stom ESX__CCH 2 36 50
Matural Gas MG2__CCH s 1.44 100
UsSOJPY UsSDJPY 0] MNA MUA

10-Year Mote TY2__CCB 0 NiA MIA

MNikkei 225 SNI__CCB 0| MuA N/A
GBPUSD GBPUSD 0| NIA MIA

Sugar SB2_CCEH 0 NiA MIA
USDCAD USDCAD 0| Mua MN/A&
USDCHF USDCHF o T JTEY
AUDUSD AUDUSD 0] MiA MNIA

E-Mini S&P 500 |ES___CCH 0] M MI&
EURUSD EURUSD 0] MNA MIA

f-Year Note Fv2__CCBH 0 MuA MUA

Corn C2___CCH 1 -0.22 0
Gold GCZCGI 2 -0.33 50
Silver Si2__CCB 2 -0.54 50
Euro-Bund GBL__CCH 1 -1 0
Crude Oil CL2_ CCE 2 1.07 0
Copper HG HG2 _ CCH 8 -1.13 50
FTSE 100 LFT__CCH 3 -1.59 3333
Live Caftle LC__ CCH 1 -An 0
lverage [ s o] 3333
Benchmark Fesults 5734 004 758
Universe #Trades |Avg% P/L s Winners
S&P100 | 152 0.29 57.24
Benchmark, Fesults TR D18 46558



W DAY HOLDING FEFRIDD

Name Ticker  |# Trades |Avg% PIL  |% Winners
Euro Stoxx ESX__CCE 2 345 50
Natural Gas NG2__CCE 2 264 100
Com CcC2___CCH 1 239 100
Sitver St2__CcB 2 0.24 50
USDIPY USDJPY 0] NiA N/A

Mikkei 225 SNI__CCB 0 Mia MUA
USDCAD USDCAD o] nia N/A
GBPUSD GBPUSD 0] NiA NIA

E-Miri S&P 500 ES___CCB 0] MNia NIA
AUDUSD AUDUSD 0] N N/A
USDCHF USDCHF o] Nia NIA

5-Year Note FV2__CCB 0] N NIA
EURUSD EURUSD 0] nuA N/A
10-Year Note TY2__CCB 0] NiA NIA

Sugar SB2__ CCH 0] Mia MIA,
Copper HG HG2__CCE 8 032 175
Crude Oil cL2_ccH 2 103 0
Gold GC2__ CCE 2 -1.63 0
Live Caltle LC__ccH 1 164 0
Euro-Bund GBL__CCE 1 185 0
FTSE 100 LFT__CCB 3 -3.02 33133
Eerchmark Fesules B398 007 4695
Universe #Trades |[Avg%PIL |% Winners
S&P100 | 152 0.48 51.97
Baenchmark Regys B .32 45T
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Chapter 4: Key Japanese Candlestick Patterns

Bullish Engulfing

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.

T

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.



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

Our Formula

Bullish Engulfing
(C1<07) AND (C>0) AND 0<CT1 AND

>01

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.



R fare 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
Name Ticker # Trades |Avg"% PIL % Winners rate of 53%.
Sugar SB2__CCE 137 0.32 59.12
Comn C2__ CCH 191 0.19 5288 3 DAY HOLDING PERIDD
Silver si2__CCB 170 0.18 54,12
Live Caltie LC__Ccq 142 0.12 53.52 Name Ticker  |# Trades |Avg% PIL_ |% Winners
Nikkei 225 SNI__CCH 157 0.12 5223 — SB2 CCB 133 042 5414
EuroBund __ |GBL_ CCH LLL. i o Nikkei 225 SNI__CCB 150 0.41 58
USDJPY USDJFY 219 0.06 53.88 Copper HG HG2__CCEH 156 0.29 5128
5-Year Mote Fv2__CCH 188 0.05 5851 Silver 812 CCB 161 0.27 5776
10-Year Mote TY2__CCH 204 0.05 549 Live Catie LC_ CCB 138 0.21 558
Gold GC2__CCH 151 0.03 47.02 Gold GC2_ CCE 121 0.19 =574
E-Mini S&P 500 |ES___CCH 205 0.02 24.15 5-Year Mote FV2__CCB 181 0.07 57 46
FTSE 100 LFT__CCH 121 0.01 52.89 Euro-Bund GBL__CCE 164 0.04 56.71
USDCHF USDCHF 209 -0.03 41.63 10-Year Note TY2__CCB 195 003 559
AUDUSD AUDUSD 188 -0.03 50 USDCHF USDCHF 194 0.03 5258
EURUSD EURLISD 236 -0.06 44.07 GBPUSD GBPUSD 201 -0.01 51.24
USDCAD USDCAD 207 -0.07 4348 AUDUSD AUDUSD 184 -0.01 52.17
Crude Oll GLE_CCE 189 -0.08 47.62 UsSDJPY USDJPY 205 -0.01 53 66
Copper HG HG2_ CCH 160 -0.09 43.75 E-Mini S&P 500 ES__ccCH 193 0.02 50.78
Natural Gas  |NG2__CC§ 151 -0.13 4437 Natural Gas NG2__CCE 145 -0.03 4345
Euro Stom ESX__ CCH 152 -0.18 46.05 UsSDCAD UsSDCAD 1ag -0.06 &0
EURUSD EURUSD 2 0.07 5113
Benchmark Resuts s o0 S0.54 Crude Oil CL2__CCH 183 0.14 5027
Euro Stow ESX__CCH 145 -0.17 5241
Universe # Trades |Avg% PIL _ |% Winners FTSE 100 LFT__CCB 119 017 4958
S8P100 [ vore2| — oos]  asar Womge —— [ wosi] owr] &2m]
Benchmarh. Results Ja055T 0.04 5028 Benchmark Results 219m 0z 5193
On stocks, the average profit was slightly more at 0.09% and Universe # Trades |Avg% PIL  |% Winners
the win rate was 50% SaP10 [ 12331 0.12 51.38
Benchmark Results TIATT o 5L68
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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.

5 DAY HOLDING FERIDD

Hame Ticker # Trades |Awvg % PIL % Winners

Sugar SB2_ CCH 124 0.58 50
Silver S12__CCB 149 0.42 55.7
Live Catlle Lc;CCﬂ 126 0.34 6349
Gold GC2__CCH 131 0.33 58.78
Nikkei 225 SNI__CCB 140 0.22 52 86
Com C2___CCH 163 0.1 4663
5-Year Note Fv2__CCH 165 01 60
Euro Stox ESX__ CCH 135 0.09 56.3
Copper HG HG2__CCH 146 0.09 47.95
UsSDJPY USDJPY 184 0.08 5543
Euro-Bund GBL__CCH 155 0.07 5419
10-YearNote |TY2__CCH 176 0.05 5284
GBPUSD GEPESD 185 0.03 4973
USDCHF USDCHF 172 -0.02 4884
E-Mini S&P 500 |ES___CCH 166 -0.04 512
AUDUSD AUDUSD 163 -0.04 50.92
EURUSD EURUSD 202 0.14 50
USDCAD USDCAD 182 -0.18 48.9
FTSE 100 LFT__CCH 114 -0.18 465.49
Crude Oil CL2__CCH 168 0.21 5238
Matural Gas Mcz:cci 137 -0.41 4526
Benchmak Results WTE4 004 5195
Universe # Trades |Avg% PIL % Winners

S&P100 | 11546 0.14 52.82
Elenchmack Flesults s s 5298

10 DAY HODLDMING FERIOD

Name Ticker #Trades |Avg% PIL  |% Winners
Silver Si2__CcCB 119 1.03 57.98
Sugar SB2__CCB 103 0.84 57.28
Mikkei 225 SNI_CCB 119 0.39 57.14
10-Year Note Tv2__CCB 144 035 6389
Copper HG HG2__CCH 128 0.34 4766
E-Mini S&P 500 ES___CCBH 138 0.29 5217
5-Year Mote Fv2__CCB 133 0.28 64,66
Live Cattle LC__CCB 104 0.26 5481
Euro Stoax ESX__CCBH 118 0.25 50.42
Corn CZ___CCB 132 024 49.24
Euro-Bund GBL__CCH 130 0.19 62.31
Gold GC2__CCEH 108 0.14 5283
USDJPY USDJPY 141 0.12 54.61
AUDUSD AUDUSD 137 0.03 51.09
GBPUSD GBPUSD 156 0.03 50.64
EURUSD EURUSD 158 -0.02 5253
USDCHF USDCHF 152 -0.15 4474
UsSDCAD USDCAD 145 0.2 469
FTSE 100 LFT__CCB 102 02 51.96
Crude Qil ClL2__CCH 139 -0.26 56.12
Matural Gas NG2__CCE 122 -0.69 45.08
(versge ] 12e86]  oa6] s3s3]
Benchmark Results 8396 007 5273
Universe #Trades |Avg% PIL  |[% Winners
S&P100 | 10030 0.35 54.05
Bienchm.ark Fesults =t 032 54,03

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.




Chapter 4: Key Japanese Candlestick Patterns

Bearish Engulfing

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.



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.
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Notes

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

First candle can be small even a doji

Our Formula

Results

Bearish Engulfing
(C1>071) AND (C<0) AND 0>(1

AND (<01

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.



Unfortunately, as you can see from these tables, the bearish en-
gulfing pattern only gets worse with longer holding periods and
1 DAY HOLOMING PERIOD it did not produce a single profitable run.
Name Ticker |#Trades |Avg%PIL  |% Winners
Com C2___CCH 76 0.29 56 58
Sugar SB2_ CCH 156 0.18 S0 Hame Ticker # Trades |Avg% PIL s Winners
Gold GC2__CCH 127 0.05 51.18 Natural Gas NG2__CCE 203 0.18 5419
GBPUSD GBPUSD 175 0.05 52,57 Sugar SB2__CCH 150 0.15 50
EURUSD EURUSD 196 0.04 4592 Euro Stoxx ESX__CCB 169 0.12 50.3
5-YearNote  [Fv2__CCH 160 0.01 4938 Live Cattle LC__CCH 176 0.12 55.11
USDJPY USDJPY 202 0 48.02 GBPUSD GBPUSD 171 0.11 5439
10-Year Note _ |Ty2__CCH 156 0 46.79 USDJPY USDJPY 190 0.1 51.05
Live Cattle LC___CCH 186 0 4516 USDCHF USDCHF 202 0.09 55 45
CopperHG _ |HG2_ CC 146 -0.02 45.21 EURUSD EURUSD 184 0.02 48.91
USDCHF USDCHF 212 -0.03 48.11 Gold GC2__CCE 126 0.02 4286
Nikkei 225 SNI__CCH 147 -0.03 51.02 Copper HG HG2__CCE 138 0.01 47.83
Natural Gas  |NG2__CCH 217 -0.03 50.23 USDCAD USDCAD 201 -0.02 3025
USDCAD USDCAD 211 -0.04 4597 5-Year Note Fv2_CC8 158 0.07 4051
Euro-Bund GBL__CCH 151 -0.07 4371 Euro-Bund GBL__CCH 143 -0.08 4056
Crude Oil CcL2_CcH 186 -0.09 41.94 Nikkei 225 SNI__CCB 141 -0.09 46.1
FTSE 100 LFT__CCH 171 0.1 44.44 Com c2__CCH 73 -0.09 5342
Euro Stoxx ESX_ CCE 176 01 4432 10-Year Mote T'I"2=CCB 151 -0.11 4371
AUDUSD AUDUSD 190 011 3805 FTSE 100 LFT__CCB 165 -0.12 5152
Silver SI2__CCB 145 -0.76 4069 E-Mini S&P 500 ES=':CE 174 -0.19 44 25
E-Minl S&P 500 |ES___CCH -0.26 4162 nide OB A2..Us LLL a2 546
AUDUSD AUDUSD 185 -0.21 39 46
——— prv— 001 o Sitver Si2__CCB 140 0.47 4571
Average | we257]  003] 4776
Universe #Trades |Avg% PIL  |% Winners Benchmark Fesdts e o e
S&P100 | 13729 -0.05 47.59 -
Benchmark, Resuls 290856 004 4665 Universe #Trades Avg%PL__|% Winners
S&P100 | 13260 023 45.66
Benchmark, Results 104 “01m 4758
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3 DAY HOLDING FERIOD

0 DAY HOLIMNG FERIOD

Hame Ticker # Trades |Avg*% PiL % Winners

Copper HG HG2__CCH 128 0.29 48 44
Matural Gas NG2_ CCH 184 028 53126
Sugar SB2__CCH 142 0.26 55.63
Euro Stoxx ESX__CCH 151 0.18 49.67
FTSE 100 LFT='CCE 145 017 50.34
Live Cattle LC=CCE 157 017 56.69
GBPUSD GBPUSD 152 0.16 57.89
EURLISD EURUSD 166 014 52.41
Mikkei 225 SNI=CCE 137 0.12 44 53
USDJPY USDJPY 169 0.1 52 66
Gold GC2__CC8 118 0.09 51.69
USDCHF USDCHF 183 0.06 50.27
USDCAD UsSDCAD 185 -0.01 51.35
Eura-Bund GBL__CCH 134 -0.09 41.04
5-Year MNote Fv2__CCH 143 -0.1 40.56
10-Year Note  |TY2__CCH 137 0,17 438
Crude Qil CL2=ECE 163 -0.21 42 133
ALDUSD ALDUSD 169 -0.25 42 01
E-Mini S&P 500 |ES___CCH 161 -0.25 44 1
Com c2__ccq 69 -0.3 47.83
Silver Si2__CCB 133 -0.77 4361
Benchmark Fesults BT84 004 4758
Universe #Trades |Avg%PIL  |% Winners

S&P100 | 12369 -0.28 45.31
Benclimark Results ek -0 4658

Hame Ticker # Trades |Awg % PIL % Winners
Matural Gas MG2__CCH 142 063 5352
Mikkei 225 SMI__CCB 112 0.42 47 .32
USDCHF USDCHF 145 0.41 60.69
Live Caftle LC__ CCB 125 0.35 58
Sugar S62__CCH 119 0.32 50.42
GBPUSD GBPUSD 123 0.17 5203
USDJPY USDUPY 139 0.11 55.4
Copper HG HGE=CCE 111 0.1 47.75
USDCAD USDCAD 144 0.07 5208
Euro Stoix ESX__CCBH 129 0.03 4419
EURUSD EURUSD 139 0.01 46.76
FTSE 100 LFT=CCB 130 -0.01 44 62
Gold GC2__CCE 100 -0.12 48
Eurg-Bund GBL__CCH 121 -0.15 438
S-Year Note Fv2__CCB 116 -0.22 37.07
Crude Oil cL2__CcH 137 -0.23 45 88
Com c2___cCcCH 62 0.3 4194
AUDUSD AUDUSD 139 -0.33 445
10-Year Note TY2__CCB 118 -0.41 4237
Silver Si2__CCB 110 -0.55 46 36
E-Mini S&P 500 ES___CCH 131 -0.69 4275
[verage | a3] 002  4r79]
Benchmark Results 83% 007 "
Universe # Trades |Avg% PIL % Winners
S&P100 | 10742 0.46 44.14
Benchmark Fesults 19298 032 s

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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Chapter 4: Key Japanese Candlestick Patterns

Bullish Harami

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.

|m

Of course, as always there are different definitions of the bullish
harami, but | 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.



bk Feo "l - "

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

Our Formula

Bullish Harami I
(01>C1 AND (01-C1)/(H1-L1)>.5)
AND (C>0) AND (C<= 01) AND (C1<=
0) AND ((C-0)<(01-C1)) AND

Downtrend

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.



1 DAY HOLDING FERICND

2 DAY HOLDING PERMNDID

Name Ticker  |#Trades |[Avg%PIL  |% Winners
FTSE 100 LFT__CCH 35 0.35 71.43
Euro Stom ESX__CCH 47 0.27 58.57
CopperHG  |HG2__cCH 64 0.23 59.26
Live Cattle LC__ CCH 71 0.18 5775
E-Mini S&P 500 [ES___CCH 87 0.14 54.02
Silver Si2__CCB 69 0.1 4493
§-YearNote  |Fv2__CCH 45 0.09 55.56
Nikkei 225 SNI__CCH 69 0.04 5217
10-Year Note  |TY2__CCH 43 0.03 44.19
USDCHF USDCHF 81 0.03 54.32
Euro-Bund GBL__CC# 49 0 59.18
AUDUSD AUDUSD 80 -0.04 575
USDJPY USDJPY 64 -0.07 4375
GBPUSD GBPUSD 68 -0.08 41.18
Gold GC2__CCH 63 -0.09 47 .62
USDCAD USDCAD 90 -0.1 37.78
EURUSD EURUSD 67 -0.12 4179
Crude Oll CL2__CCH 71 -0.14 4366
Sugar SB2__ CCH 85 -0.14 4588
Natural Gas  [NG2__CCH 66 0,18 50
Com C2___CCE 93 -0.31 44.09

[verage [ e652]  oo1]  so74]
Eenchmark Results s Qo 50.54
Universe # Trades |Avg% PIL % Winners
S&P100 | 4545 0.04 50.21
Eenchmark Fesuls J90557 s 5026

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

Hame Ticker # Trades |Awvg% PIL % Winners

FTSE 100 LFT__CCB 33 0.61 63.64
Silver S12__CCB 67 05 4925
Euro Stomx ESX__CCH a7 044 48 94
E-Mini S&P 500 ES___CCH 81 0.22 58.02
Gold GC2__CCH 63 021 58.73
Live Cattle LC___CCB 68 017 5294
&-Year Note FvZ2__CCB 44 01 61.36
AUDUSD AUDUSD 79 -0.01 55.7
10-Year Note TY2__CCB 43 -0.04 46.51
Euro-Bund GBL__CCBH 48 -0.04 4375
Mikkel 225 SNI__CCB 64 -0.04 51.56
USDCAD USDCAD a5 -0.08 41.18
Copper HG HG2__CCH 53 0.1 50.94
USDCHF USDCHF 80 -0.11 475
GBPUSD GBPUSD 65 -0.12 46.15
USDJPY USDJPY 63 -0.17 44 44
EURUSD EURUSD 65 02 3538
Corn c2__ CCH 89 -0.27 39.33
Crude Oil CL2__CCH 69 -0.46 4493
MNatural Gas NG2__CCH 63 06 3333
Sugar SB2__CC a2 -0.67 3537
Benchmark Results 2Tam e 5193
Universe #Trades |Avg% PL |% Winners

S&P100 | 4433 0.14 52.38
Benchmark Results 130417 on LT

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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5 DAY HOLDING PERIOD

Name Ticker  |# Trades |Avg% PIL  [% Winners
Euro Stomx E S.‘-'-’.=CCE| 46 0.67 47.83
Silver SIE=CCB 66 0.47 51.52
Live Cattle LC__ CCH 64 0.3 60.94
E-Mini S&P 500 |ES___CCH 74 0.24 5946
10-Year Note T‘l"2=CEE 43 0.22 5349
AUDUSED AUDUSD T2 017 625
S-Year Mote Fv2__CCH 44 017 61.36
Gold GC2_ CC) 63 0.02 65.08
FTSE 100 LFT=CEE 32 -0.02 46.88
GBPUSD GBPUSD 61 -0.04 47 54
USDCHF USDCHF T8 -0.05 53185
USDCAD USDCAD 84 -0.06 47 62
Euro-Bund GBL__CCH 46 -0.06 43.48
Com C2=CCE a0 -0.13 46.25
EURUSD EURUSD 60 -0.24 46.67
Copper HG HG2_ CCH 53 -0.28 5094
USDJPY USDJPY 60 -0.29 4833
Mikkei 225 SNI=CCE 61 -0.38 52.46
Crude Oil CLZ__CCH 66 04 46.97
Sugar SB2_ CCH 73 -0.71 39.73
Matural Gas NG2__ CCH 60 -0.78 a5
[verage | 6124]  o06]  s0ss]
Benchmark Results BTa4 0.04 5195
Universe #Trades |Avg% P/IL  |% Winners
S&P100 | 4276 0.20 54.72
Benchmark Results TN oms 52 98

0 DAY HOLDING FERNID

Hame Ticker # Trades |Avg% P/L % Winners

Euro Stoo ESx__CCH 44 077 59.08
AUDUSD AUDUSD 68 0.58 66.18
Silver Sl2__CCB 62 0.57 51.61
Live Catile LC__CCH 58 0.44 51.72
10-Year Mote =C‘CB 40 0.21 45
5-Year Note Fv2__CcCB 42 0.24 54.76
E-Mini S&P 500 ES=CCEI 68 0.19 5294
GBPUSD GBPUSD 55 0.04 5273
Mikkei 225 SNI__CCB 58 0.01 569
Euro-Bund GBL__CCH 42 -0.01 42 B8
FTSE 100 LFT=C‘CB A2 -0.04 5313
Copper HG HG2__CCH 52 -0.12 53.85
Gold GC2__CCH 56 0.15 51.79
USDCAD USDCAD 71 023 4225
USDUPY USDJPY 56 0.24 41.07
EURUSD EURUSD 53 -0.25 33.96
USDCHF USDCHF 74 03 50
Com c2___CCH 75 -0.69 49133
Crude Oil CL2=ECE 59 -0.91 4407
Matural Gas NG2__CCE 56 -1.39 3393
Sugar SBz2__CCH 63 -1.38 36.51
Benchmak, Results 8396 007 5272
Universe #Trades |Avg% PL |% Winners

S&P100 | 4023 0.49 54.09
Benchmark, Results v, 7 03z 54.00

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.




Chapter 4: Key Japanese Candlestick Patterns

The bearish harami pattern is a bearish candlestick formation

| |
Bea r I S h H a ra m I 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.

1

r

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.
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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
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Our Formula

Bearish Harami i
(C1>01) AND ((C1-0M)/(H1-L1)>.5)
AND (C<0) AND (O<=C1) AND
(01<=C) AND ((0-O)<(C1-01)) AND

Uptrend1

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.



1DAY HOLDING PERICHD

The pattern also performed modestly with longer holding peri-

Hame Ticker # Trades |Avg % PIL % Winners
Euro Stox ESX__CCH 52 0.39 57.69
Com C2__ CCH a5 0.29 62.11
E-Mini S&P 500 |[ES___CCE a7 0.21 56.32
USDCHF USDCHF 78 0.16 50
Copper HG HG2__CCI 79 0.09 50.63
Euro-Bund GBL__CCH 65 0.07 60
FTSE 100 LF'I‘=CCE 39 0.03 38.45
Gold GC2__CCH 51 0.03 43.14
Crude Qil CLZ2__CCH 75 0.02 45
10-Year Mote TYE:GGE 61 0.02 4918
USDCAD USDCAD 69 0.01 43 48
5-Year Nole Fv2__CCH 68 0 4265
Matural Gas NG2__CCH 43 -0.03 60.47
USDJPY USDUPY 85 -0.06 50.59
EURUSD EURUSD a2 -0.07 413
AUDUSD AUDUSD BS -0.08 42 35
GBPUSD GBPUSD 63 -0.12 31.75
Live Cattle LC___CCH 47 -0.14 383
Sihver Si2__CccCB 61 017 44 26
Sugar SB2__CCE 75 -0.18 42 67
Mikkei 225 SMI__CCBH 72 -0.23 38.89
[verage | es67|  om|  a7.2s]
Eenchmark Results a3888 0.01 431
Universe # Trades |Avg % P/L % Winners
S&P100 | 5809 0.05 47.55
Eenchmark Fesults 390556 004 48EE

ods.

3 DAY HOLINNG FERIMIDD

Name Ticker #Trades |Avg% PiL  |% Winners

Cormn C2___CCB 91 0.46 5495
Euro Stooo ESX__CCH 51 0.35 5204
USDCHF USDCHF 73 018 47 95
Gold GC2_ CCH S50 0.12 50
USDCAD USDCAD 66 0.12 53.03
GBPUSD GBPUSD 58 0.06 44 83
Matural Gas NG2__CCH 42 0.05 5476
E-Mini S&P 500 ES__ CCH a2 0.02 439
Euro-Bund GBL__CCH 63 -0.01 42 86
Crude Oil EL2=CCE T2 -0.01 43 .06
UsSDJUPY USDJPY 82 -0.06 42 68
FTSE 100 LFI'=CCE 7 -0.06 4054
S5-Year Note Fv2__CCB 67 -0.1 a582
Live Caitle LC___CCH 45 0.1 46.67
10-Year Naota TY2=CCE 60 0.13 41.67
EURUSD EURUSD a8 -0.13 45 45
Copper HG HGZ__CCH T4 -0.22 48.65
AUDUSD AUDUSD T8 -0.3 3462
Sugar sB82__CCH 72 -0.34 4722
Nikkei 225 SNI__CCB 69 -0.36 37 68
Silver Si2_CCB 57 0.5 38.6
Benchmark Results &N 002 ATAT
Universe # Trades |[Avg% PL |% Winners

S&P100 | 5661 0.0 48.47
Benchmark Resuls jeith ] Eilki] 4758
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et With a 10-day holding period, the pattern preceded an average
Name Ticker  |#Trades |Avg % PL % Winners loss of -0.07% per trade in futures and forex and a loss of -
Matural Gas NG2__CC 39 037 4872 0.22% per trade in stocks. In fact, the pattern lost money in
USDCHF USDCHF 71 0.19 5211 every test bar one.
FTSE 100 LFT__CCH 37 0.15 51.35
Euro Stoxx E3K=CEE 20 0.13 32 0 DAY HOLDING FERIDD
USDCAD USDCAD 61 0.12 54.1
GBPUSD GBPUSD 57 0.02 4386 pro— Ticker  [#Trades [Avg % PIL % Winners
Gold GC2__CCl 49 0.02 51.02 —— NG2 CCH % e 2053
Live Cattle LC___CCE 43 -0.02 4884 USDCHF USDCHF T 0.39 5082
Crude Oil CL2__CCE 59 -0.02 40 58  ios Calite C__ccH T 0.36 8565
E-Mini S&P 500 [ES__CCH 78 -0.03 4359 CwniSeP 500 les ccd 0 0.31 52 86
Com C2__CCe 8e 003 s USDCAD USDCAD 55 0.24 56.36
EURUSD  EURUSD 24 0% =0 Euro Stoxx ESX_cca a7 02 043
USDJPY USDJPY 74 -0.06 4459 FTSE 100 LFT_ CCB 37 012 784
5-YearNote  [Fv2_ CCH 64 -0.08 3281 Com c2._cca 78 0.08 5128
10-Year Note  |T¥2__CCH 58 -0.14 3966 Crode Of CLz_ccB 53 007 4286
Euro-Bund GBL__ccy 62 -0.18 3871 GEPUSD GEPUSD 53 0.01 5283
AUDUSD AUDUSD 73 -0.26 35.99 USDIPY USDJPY 55 007 2697
Nikkei 225 SNI__CCH 64 -0.29 4063 Nikkel 225 sl CCB 57 012 X7
Copper HG HG2__ CCJ 71 -0.29 45 48 EURLISD EUR_USD 75 014 50.67
SN S82_CCt L) G L Euro-Bund GBL__CcH 57 019 40.35
— Si2_cca = — — 5-Year Note Fv2__CCB 56 021 42.86
AUDUSD AUDUSD 63 024 46.03
Benchmark Fiesuks 664 04 4758 10-Year Note TY2__CCB 54 -0.28 37.04
Gold GC2__CCH 43 043 46.51
Universe #Trades |Avg%PIL _ |% Winners Copper HG HG2__CCE 51 052 4754
S&P100 | 5418 -0.09 47.79 Sugar se2_cce 53 087 aa44
Benchmark Fusuls [t an " Silver Si2__ CCB 47 -1.1 4255
Average [ sa3] 07|  4756]
Benchmark Results X6 0007 4595
Universe #Trades |Avg%PIL |% Winners
S&P100 |  so01 0.22 4563
Benchmark Fesults o P 032 L5

91



Overall, the bearish harami pattern a frequent signal and it
seems to have no profitable edge in the markets that we tested.




Chapter 4: Key Japanese Candlestick Patterns

The spinning top candlestick pattern is a candle pattern that is

| | |
B u I I IS h S pl n n I n g 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-

Top 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.
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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

Similar to a doji but with a wider body.

Our Formula

Bullish Spinning Top
((C>0) AND ((H-L)>(3*(C-0))) AND
(((H-C)/(H-L))<.5) AND (((O-L)/(H-

1))<.5)) AND Downtrend

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%.



Hame Ticker # Trades |Awg % PIL % Winners
E-Mini S&P 500 |ES___CCE 20 0.37 55
Gold GC2__CCl 18 0. 66.67
Sugar SB2__CCH 16 0.25 50
10-Year Mote TY2__CCH 14 0.15 42 B6
Euro-Bund GBL__CCH g 0.15 61.9
S-Year Note Fv2__CCH 17 0.12 64.71
EURUSD EURUSD 27 01 59.26
Copper HG HGE=CCI 14 0.07 64 .29
AUDUSD ALIDUSD 24 0.04 5417
Com C2___CCH 23 0.03 4783
Silver S12__CCB 14 0.02 42 86
GBPUSD GBPUSD 23 0.02 4T 83
USDJIPY USDUPY 17 -0.03 4118
USDCAD USDCAD 21 -0.04 381
Live Cafile LC=CCE 32 -0.06 56.25
Crude Qil {.‘.L2=CGH 19 -0.14 52 63
USDCHF USDCHF 27 023 331
Natural Gas NG2__CC) 41 032 39.02
FTSE 100 LFT__CCH 18 -0.43 a8 89
Mikkei 225 SNI__CCH 24 -0.51 4167
Euro Stoxx ESX__CCH 19 -0.65 5789
[verage T 2138]  ooa]  s03]
Benchmark FResults 83588 o 5054
Universe # Trades |Awg% PIL % Winners
S&P100 | 1788 0.19 51.73
Benchmah Fesults 190557 0.04 5026

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%.

Jagpaorome Pemoo |

Hame Ticker #Trades |Avg%PIL |% Winners
Copper HG HG2 =1:CE 14 064 57.14
E-Mini S&P 500 ES___CCH 20 0.42 55
Gold GC2__CCE 18 0.42 55.56
Silver Si2__CcB 14 0.4 50
Euro Stoox ESX__CCH 18 039 5263
Com c2___CcCH 23 032 60.87
Euro-Bund GBL__CCH 21 023 52.38
10-Year Mote Tv2__CCB 14 0.17 5429
AUDUSD AUDUSD 23 0.12 60.87
EURUSD EURLSD 26 0.06 53.85
S-Year Note FVv2_CCB 17 -0.02 47.06
Nikkeai 225 SNI__CCB 23 -0.04 60.87
USDCAD USDCAD 21 -0.06 47 62
Live Caftle LC___ CCH k¥ -0.1 50
GBPUSD GBPUSD 23 -0.29 4348
USDCHF USDCHF 26 -0.35 421
USDJPY USDJPY 16 -0.37 31325
Sugar SB2__CCH 16 052 375
Matural Gas NG2__CCH 7 -0.58 51.35
Crude Oil cLz__ccH 18 077 38.89
FTSE 100 LFT__CCB 17 097 47.06
[werage [ 2086] ooa] soas]
Benchmark Fesults 279m oo 5193
Universe #Trades |Avg% PIL |% Winners
S&P100 | 1760 0.30 53.18
Benchmark Fesults 0417 am 5188
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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.

5 DAY HOLDING FERIDD

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

Hame Ticker # Trades |Avg % PIL % Winners

Euro Stoxx ESX__ CCE 19 214 7368
Corn C2___CCH 23 1.25 69.57
E-Mini S&P 500 |ES___CCE 20 1.06 70
Siver S512__CC8 14 084 71.43
Copper HG HG2__ CCH 14 08 42 B6
Sugar SB2__CCH 16 0.6 56.25
AUDUSD ALDUSD 23 0.49 56.52
10-Year Note TY2__CCB 13 031 61.54
Euro-Bund GBL__CCH 20 028 55
EURUSD EURUSD 26 0.26 50
Gold GC2__CCH 17 024 7059
&Year Note Fv2__CCB 17 o1 5294
USDCAD USDCAD 21 -0.05 47 62
Crude Qi CL2__CCH 18 -0.11 55.56
USDCHF USDCHF 26 -0.11 42 31
GBPUSD GBPUSD 22 -0.31 36.36
FTSE 100 LFT__CCH 17 -0.35 3529
Live Cattle LC___CCE 32 -0.36 4063
Mikkei 225 SNI__CCB 23 -0.41 56 52
UsSDJPY uspuPy 15 -0.58 3333
MNatural Gas NG2__CCH 32 -1.1 375
Benchmark. Results BTa4 o4 5195
Universe #Trades |Avg%PL |% Winners

S&P100 | 1729 0.57 55.06
Benchmark Results TEEN 0w 5258

Name Ticker #Trades |Avg%PIL  |% Winners
Euro Stomx ESX__CCH 19 25 57.89
E-Mini S&P 500 ES__ CCB 18 0.7 61.11
10-Year Note Y2__CCB 13 0.65 5385
Sugar SB2__CCB 15 0.46 66.67
Euro-Bund GBL__CCH 19 0.35 57.89
Com c2___CCH 21 0.28 66.67
Gold GC2__CCH 16 022 50
S-Year Note Fva__CCB 17 0.17 70.59
Mildei 225 SNI_CCB 22 0.17 40.91
ALUDUSD AUDUSD 23 0.16 56.52
USDCHF USDCHF 26 012 50
EURUSD EURUSD 24 0.1 58.33
Silver si2__CCB 14 0.04 3571
Live Caftle LC__ CCB 32 -0.02 4375
USDCAD USDCAD 20 -0.23 45
GBPUSD GBPUSD 21 -0.29 381
FTSE 100 LFT__CCB 16 -0.57 4375
Crude Oil cL2 CCs 18 -0.93 3333
USDJPY USDJUPY 14 -0.99 2857
Copper HG HG2__CCH 13 -1.58 38 46
Matural Gas NG2__ CCE 28 -1.75 25
Aveage [ 18] 02| aser]
Benchmark Resukts EI96 ooT T3
Universe #Trades |Avg% PL |%Winners
S&P100 | 1680 0.69 54.82
Benchmark Fesults 3[5T o S0
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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.




Chapter 4: Key Japanese Candlestick Patterns

Bearish Spinning
Top

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.

FLT T E
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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.

Our Formula

Bearish Spinning Top
((0>C) AND ((H-L)>(3*(0-C))) AND
(((H-0)/(H-L))<.5) AND (((C-L)/(H-

1))<.5)) AND Uptrend

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.



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.

1 DAY HOLIMNG PERIDD

Hame Ticker # Trades |Avg% PIL % Winners
Euro Stom ESX__CCH ar 0.35 56.76
USDCHF USDCHF 23 0.26 73m
USDCAD USDCAD 14 0.19 71.43
Natural Gas NG2__CCH 30 0.19 50
5-Year Note Fva__CCH 38 0.05 4474
Gold GC 2=I:CI 34 0.02 58.82
Live Cattie LC___CCH 21 0.02 47 62
EURUSD EURUSD 33 0.01 4545
10-Year Mote |TY2__CCH 26 0 4231
UsDJPY USDJPY N -0.01 51.61
Nikkei 225 SNI__CCBH 26 -0.04 50
Euro-Bund GBL__CCH 47 0.1 34.04
GBPUSD GBPUSD 22 -0.1 4091
AUDUSD AUDUSD 28 -0.12 3929
Com c2___CCH 15 -0.14 60
Crude Qil CcL2__CCH 29 0.17 41.38
Copper HG HG2__CCH 32 -0.19 5313
FTSE 100 LFT__CCH 28 -0.19 50
E-Mini S&P 500 ES=CCE 44 -0.23 3409
Silver Sl2__CCB 28 -0.31 51.72
Sugar SB2__CC 19 -0.36 47.37
Benchmark Fesults CRr] 0.0 L
Universe # Trades |Avg % PIL % Winners
S&P100 | 2435 0.06 50.02
Benchmark Fesults 190656 004 468

With a 3-day holding period, the average profit was 0.07% per

trade.

3 DAY HDLOING PERIDD

Hame Ticker # Trades |Avg% PIL |% Winners
Gold GC2__CCE 34 0.47 58.82
Silver Si2_ CCB 27 0.34 40.74
USDCHF USDCHF 22 02 §9.09
FTSE 100 LFT__CCB 28 0.16 60.71
Matural Gas NG2__CCE 27 0.15 4815
USDCAD USDCAD 14 0.01 50
EURUSD EURUSD k)| -0.01 3871
Com C2___CCH 15 <0.05 66.67
&-Year Mote Fva__CCB ar <0.06 4054
ALDUSD AUDUSD 28 -0.06 46.43
Live Caffle LC___CCH 20 <0.07 40
Euro Stooo Esx=CCEI a7 -0.07 4595
Crude Oil CL2__CCH 29 -0.08 31.03
E-Mini S&P 500 |ES___CCH 42 -0.09 50
Euro-Bund GBL__CCH 47 0.15 39
USDJPY USDJUPY 30 -0.16 36.67
GBPUSD GBPUSD 21 -0.18 3333
10-Year Note TY2__CCB 26 -0.2 38.46
Mikkei 225 SNI__CCB 26 0.23 50
Sugar SB2_CCH 19 -0.95 3684
Copper HG HG2__CCH a2 -1.08 34 38
[verage [ 2818] 00| a4ss]
Benchmubh Feulis i L0.02 47
Universe #Trades |Avg% PIL |% Winners
S&P100 | 2390 0.07 50.25
Eenchemuk Fesults o 1] 0 4758
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With a 5-day holding period, the average profit was 0.14% per m
trade and with a 10-day holding period the average profit was ro— Ticker  |#Trages JAvo % PL % Winners
0.1% with a 48% win rate. Natural Gas NG2__CCE 25 168 60
FTSE 100 LFT__CCB 26 1.07 57.69
Ewoson _JESx_ccy  wf  oss| 5o
Sitver S12__CCB 26 0.75 5385
Name Ticker [# Trades [Avg%PiL [ Winners UnCole  kc..oco  w om| s
Natural Gas _ |NG2__ CCH 26 0.48 50 g gz — ‘; o:a 5; ;3
Silver si2_cce 27 0.34 51.85 U;’SCHF Som—— ;2 o =
USDCHF USDCHF 22 0.24 54 55
Live Callie C_ CoH 20 217 25 Mikkei 225 SNI__CCB 22 023 36.36
— AUDUSD AUDUSD 28 -0.04 4286
e s = e = Euro-Bund GBL__CCH 42 022 38.1
p _ . .
USDEAD USDeAD 1 208 250 Gold GC2__CCE 33 023 5455
Mikkel 225 SNI__CCB 25 -0.04 40 Ty T % o5 T
il cho LFT_CCH = " o182 S-Year Note Fv2_ CCB 35 -0.42 2857
EURUSD EURUSD 3 -0.08 4194 SOIPY T = Yy 3704
Euro-Bund GBL__CCH 46 -0.16 28.26 GBPUSD SEPUSD 21 051 28,57
E-Mini S&P 500 [ES__ CCH 41 0.17 4145 30 Yoox ot o CCB >5 Y] 20
Euro Stoxx ESX__CCH 36 019 4722 E-Mini S&F 500 ES _CCEI 37 08 243
AUDUSD AUDUSD 28 019 4286 Crude Oil CL2_CCB 29 083 2414
5-Year Note Fv2__ccH a5 -0.23 40 ——— sB2 CCB " 138 =0
VSOFY WY <8 9.2 .71 Copper HG HG2__CCE 28 168 4643
E NN D WS SN X ) S Y feose [ ws] o ]
10-Year Mote [TY2_ CCH 26 057 4231 ————— e rr- -
Crude Oil CL2__CCH 29 -0.6 34 48
Com C2=':CE 15 -0.89 53.33 Universe # Trades M’G % PiL % Winners
Copper HG HG2__CCH Ky | -1.36 3548 SEP100 I 27262 0.10 48.85
Sugar SB2__CCH 19 -1.44 4211 PoerT—————— p—— e P
Benchmark Resuts Jeie oo s Considering this is a bearish pattern, the results in stock are not
Universe % Trades |Avg% PIL % Winners too bad, but any profits would surely be wiped out by trading
S&P100 | 2342 0.14 49.06 costs.
Benckimack Resuls 73R 018 4658
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In the next section, we will look at a pattern called the bullish
abandoned baby.




Chapter 4: Key Japanese Candlestick Patterns

Bullish Abandoned
Baby

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.

T

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.
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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 |
(02>C2) AND (01<C2) AND
(abs(01-C1) <= ((H1-L1)*0.1)) AND
(C>0) AND (0>C1) AND (abs(0-C1))
> (C2-01) AND Downtrend1




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.

1 DAY HDLDING FERNOD

Hame Ticker # Trades |Avg% PIL % Winners
Com C2___CCH 2 1.83 100
Crude Oil CL2__CCH 3 1.65 100
Silver Si12__CCB 2 163 100
Gold GC2__CCl 5 0.25 B0
10-Year Mote  [TYZ__CCH 3 0.08 66.67
EURUSD EURUSD 1 0.07 100
Matural Gas NGZ2__CCj ] -0.02 66.67
USDCHF USDCHF 5 -0.03 40
UsSDJPY USDJPY 4 -0.03 50
GBPUSD GBPUSD 4 -0.05 25
5-Year Note Fv2__CCH ] -0.07 50
USDCAD USDCAD 3 -0.07 33.33
Sugar SB2__CCH 3 -0.08 0
Euro-Bund GBL__CCH 5 -0.14 20
FTSE 100 LFT__CCH ] -0.14 50
Copper HG HGZ__CCH 5 -0.15 40
Live Cattle L{:__CCE 3 0.2 3333
AUDUSD AUDUSD 2 -0.24 50
Euro Stoxx ESX__ CCEH 3 -0.91 33.33
Nikkei 225 SNI__CCB 4 -0.96 50
E-Mini S&F 500 |ES___ CCH 4 -13 50
[werage | 386  o006[  5421]
Bienchman, Fesults Eras .01 5054
Universe # Trades |Avg % P/L % Winners
S&P100 | 340 0.00 49.71
Benchmark Results 290557 L4 50.26
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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%.

3 DAY HOLDING PERIOD

Hame Ticker # Trades |Avg % P/L % Winners

Silver Si2__ccB 2 259 100
Crude Qil CL2__CCH 3 1.01 100
EURUSD EURUSD 1 0.78 100
MNatural Gas NG2__CCE 6 0.73 66.67
Copper HG HG2__CCEH 5 054 60
USDCAD USDCAD 3 0.46 66.67
10-Year Note TY2__CCB 3 0.37 100
UsSDJPY USDJPY 4 0.34 75
Gold GC2__CCH 5 0.28 60
FTSE 100 LFT__ CCB 6 0.15 50
5-Year Mote FvZ__CCB 8 0.13 375
GBPUSD GBPUSD 4 0.01 50
Euro-Bund GBL__CCH 5 0.01 80
Live Cattle LC__ CCH 3 -0.16 66.67
USDCHF USDCHF 5 -0.27 60
Sugar SB2__CCH 3 -0.56 3333
Mikkei 225 SNI__CCB 4 -0.66 50
AUDUSD AUDUSD 2 -1.12 0
E-Mini S&P 500 ES___ CCH 4 -1.15 50
Corn C2___ CCH 2 -1.94 50
Euro Stoxx ESX__CCH 3 42 0
Benchmark Fesults T ooz 51593
Universe #Trades |Avg% PIL |% Winners

S&P100 | 340 0.37 51.76
Benchmark Fesults 13417 on 5188

5 DAY HOLDOING FERIOD

Hame Ticker # Trades |Avg % PIL % Winners
Crude Oil ClL2__CCH 3 33 100
Silver Si2__ CCB 2 262 50
MNatural Gas NG2__CCH 6 208 66.67
Copper HG HG2=CCI 5 1.95 a0
Gold GC2__ CCH 5 18 60
10-Year Mote TYZ2__CCH 3 096 100
EURUSD EURUSD 1 0.91 100
USDCAD USDCAD 3 0.53 100
Live Cattle LC___CCH 3 0.27 66.67
Euro-Bund GBL__CCH 5 021 )
USDJPY UsSDJPY 4 -0.02 75
GBPUSD GBPUSD 4 -0.06 50
5-Year Mote Fv2__CCH 8 -0.06 375
FTSE 100 LFT__CCH 6 -0.51 6667
E-Mini S&PF 500 |[ES__ CCH 4 -0 65 50
USDCHF USDCHF 5 -0.76 20
Sugar SB2__CCH 3 -1.13 0
Mikkei 225 SNI;CCB 4 -1.15 25
Euro Stoo ESX__CCH 3 -1.46 3333
ALIDUSD ALDUSD 2 -2 B3 1]
Com C2___CCH 2 -3.83 0
[Average [ 386[  om]  s528]
Benchmark Results 6784 004 5195
Universe # Trades |Avg% PIL % Winners
S&P100 | 337 0.83 58.46
Benchmark Results 7RI o 5298

You can see that the bullish abandoned baby did better over a
5-day and 10-day holding period.
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10 DAY HOLIMNG FEFIODD

Hame Ticker # Trades |Avg% PIL % Winners
Copper HG HG2__CCH 5 363 100
Gold GC2__CCE 5 351 60
Crude Qil CL2__CCH 3 1.81 66.67
MNatural Gas NG2__CCE 6 1.74 50
USDCAD USDCAD 3 1.45 66.67
10-Year Note TYZ2__CCB 3 125 100
Silver Si2__CCB 2 1.18 50
Live Cattle LC___CCH 3 0.73 100
USDJPY USDJPY 4 0.53 75
GBPUSD GBPUSD 4 0.52 50
Eurg-Bund GBL__ CCB 5 0.28 40
FTSE 100 LFT__CCB 6 -0.05 50
Euro Stoxx ESX__CCH 3 -0.37 3333
5-Year Mote Fv2__CCB 8 -0.49 25
AUDUSD AUDUSD 2 -0.58 50
EURUSD EURUSD 1 -0.67 )
Com Cz___CCH 2 0.8 0
Mikkei 225 SNI__CCB 4 -1.08 50
USDCHF USDCHF 5 -1.54 40
Sugar SB2__CCH 3 -1.6 3333
E-Mini S&P 500 ES___CCH 4 -2.38 0
[average ] 386[  o034] 4952
Benohmark Fesults 2396 0.07 5273
Universe # Trades |Avg% PIL % Winners
S&P100 | 335 0.76 52.24
Eenchmark Fesults 25T oz 54,03

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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Chapter 4: Key Japanese Candlestick Patterns

Bearish Abandoned
Baby

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.

n

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.



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

Our Formula

Bearish Abandoned Baby |
(C2>02) AND (01>C2) AND
(abs(01-C1) <= ((H1-L1)*0.1)) AND
(0>C) AND (0<CT) AND (abs(0-C1))
> (01-C2) AND Uptrend1

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%.



1 DAY HOLDING FERNOD

The results were a little better than break even for S&P 100
stocks.

Name Ticker #Trades |Avg%PIL  |%Winners
Mikkei 225 SNI=CCE 2 0.89 50
FTSE 100 LF—T=CEE ] 0.75 66.67
5-Year Note Fv2__CCH 4 0338 75
Euro-Bund GBL__ CCH g 0.06 44 44
AUDUSD AUDUSD 1 0.06 100
Crude Qil cL2_CCH g 0.03 55.56
USDJPY UsSDJPY 0] MuA MiA

Com C2___ CCH 0] MuA MiA

Silver Si2__CCB 4 -0.01 50
10-Year Note TY2__CCH 4 -0.01 50
EURUSD EURUSED 3 -0.02 3333
Live Cattle LC___ CCH 3 -0.04 66 67
Gold GC2__CCH T -0.07 57.14
GBPUSD GBPUSD 3 -0.16 3333
USDCAD USDCAD 2 -0.27 50
Euro Stoxx ESK=CCE 5 -0.29 40
Matural Gas NG2__CCH 5 -0.36 40
E-Mini S&P 500 |ES___ CCE ] -0.37 16.67
USDCHF USDCHF 2 -0.87 50
Copper HG HG2__CCH 3 -1.36 0
Sugar SB2__CCH 3 -2.15 0
[Average | 3s6] 20|  4625]
Benchmark Fiesuls BB 001 481
Universe # Trades |Avg% PIL % Winners
S&P100 | 327 0.03 46.48
Benchmark Pesuts 90556 D 4366

3 DAY HDLDING FERIOD

The numbers were modest with a 3-day holding period and
slightly better than the benchmark numbers.

Hame Ticker # Trades |Avg" PIL % Winners
Crude Oil cL2__CCHB ] 1.55 55.56
Nikkei 225 SNI__CCB 2 0.87 50
Sugar se2__CcC8 3 0.51 66.67
AUDUSD AUDUSD 1 0.47 100
EURUSD EURUSD 3 0.43 66.67
Gold GC2__CCH T 0.4 5714
Euro Stoux ESX__CCH 5 0.36 80
FTSE 100 LFT__CCB 6 0.35 3113
S-Year Note Fv2__CCB 4 0.11 75
Siver Si2_ CCB 4 0.11 50
USDCAD USDCAD 2 0.05 50
Com C2_ CCB O] Mua MNi&
Euro-Bund GBL__CCH g 0 55.56
UsSDJPY USDJPY 0] mua Mi&
10-Year Note ™Y2__CCB 4 -0.08 S0
E-Mini S&P 500 ES__ CCB 6 0.1 S0
Live Cattle LC___ CCH 3 -0.28 0
Copper HG HG2__CCH 3 -0.67 3333
GBPUSD GBPUSD 3 0.7 0
USDCHF USDCHF 2 -1.36 0
Matural Gas NG2__CCH 5 -1.73 20
[verage [ 3] o2 wm]
Benchmark Fiesults ream 002 4TAT
Universe #Trades |Avg% PIL |% Winners
SEP100 | 327 0.02 45.26
Benchmark Fesults T .1 4758
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With a five day holding period, we saw an average gain across Shorting the bearish abandoned baby and holding for 10 days
both tests, as we did with a 10-day holding period. produced an average profit of 0.32% in futures and forex with a
win rate of 50%.
T —
Name Ticker |#Trades |Avg% PL  |% Winners
Nikkei 225 SNI__CCB 2 1.92 50 Name Ticker  |#Trades |Avg%PL__ |% Winmers
USDCAD USDCAD 2 1.71 100 Sugar S82__CCH 3 345 66.67
Crude Ol CL2__CCH 9 128 ES 55 E-Mini S&P 500 ES__ CCH 6 258 66.67
FTSE 100 LFT__CCH 5 12 83.33 USDCAD USDCAD 2 23 100
E-Mini S&P 500 |ES__ CCE 6 117 86.67 Euro Stoxx ESX__CCH 5 204 60
EURUSD EURUSD 3 052 66 67 Crude Oil CL2_CCE 9 154 4444
Euro Sloo ESX CCH 5 041 &0 EURLISD EURLISD 3 1.43 66 67
Gold GC2__CCl 7 0.19 57 14 AUDUSD AUDUSD L 0.41 100
Euro-Bund GBL__CCH 9 0.17 44 44 Euro-Bund GBL__CCE 9 0.27 44.44
Com C2__ CCE o| NA NIA Com C2__CCB 0] NiA NIA
5-YearNole  |FV2__CCH 3 0.02 50 FISE 100 A : o1 =
10-Year Note__|Tv2__CCH 4 .14 0 Gold GC2_CCE ) 02l 5714
Natural Gas __ |NG2__CCl 5 03 50 Live Cafie LC__CCH 3 0.33 0
Live Cattle LC__CCH 3 035 3333 E:;'S:m sz_g;:E ; ﬁ “; = i‘:
AUDUSD AUDUSD 1 0.68 0 e sum UCCE - -a'ga =
Sugar SB2__CCE 3 09 3333 USD::HF e . Er =
GBPUSD GBPUSD 3 -0.96 0 SOCH '
USDCHF USDCHF 2 a1 0 Matural Gas MG2__CCH 5 084 40
Copoer G he2_ OOl - =5 = Nikkei 225 SNI__CCB 2 -1.51 50
Copper HG HG2__CCE 3 -293 0
Benchmark. Results ETE4 0.0 4758
Benchmark Resuls X 007 .95
Universe #Trades |Avg%PIL  |%Winners -
S&P100 [ 321 ST 4679 Jniverse e
S&P100 | 325 0.13 48.62
Benchmark, Results eI A 46.58
Benchmark Rengts Ta58 032 LNy
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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.




Chapter 4: Key Japanese Candlestick Patterns

Three White
Soldiers

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.



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

e Ty || SO™Me swing traders and day traders consider this the official
C2__CO8-Dul 225208 O S5 H S5 LO ST TS, O 1 62 | e definition of an uptrend
‘ F- Rare pattern
I8 _ HEI l-i- H
b ey 1 o8 our Formua
%-T[[ li el Three White Soldiers |
] ™ (0>01) AND (0<CT) AND (01>02)
; 2 AND (01<C2) AND (C>0) AND
Rules (C1>01) AND (C2>02) AND

Three candle reversal pattern that is bullish in a downtrend 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




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%.

1 DAY HOLDING FERMOD

Name Ticker |#Trades |Avg%PIL  |% Winners
Matural Gas NG2__CCl 5 1.31 100
Com C2__ CCH 5 0.83 100
Euro Stox ESX__CCH f 0.43 50
Silver S12_ CCB 5 0.2 80
Gold GC2__ccCl a 0.17 66.67
FTSE 100 LFT__CCE 1 0.16 100
Crude Oil cL2_ ccH 4 0.12 25
Euro-Bund GBL__ccH 9 0.02 44.44
E-Mini S&P 500 |ES__ CCEH 5 0.01 &0
Copper HG HG2__CCl 3 -0.07 50
10-YearNote  [TY2__CCH 3 -0.08 66.67
5-Year Note FvZ2__CCH 7 0.17 28 57
Live Cattle LC___CCH 5 0.17 50
USDJPY USDJPY 3 -0.18 33.33
GBPUSD GBPUSD 3 0.21 0
EURUSD EURUSD 5 022 40
USDCHF USDCHF 2 -0.25 50
USDCAD USDCAD 7 04 14.29
AUDUSD AUDUSD B -0.63 16.67
Mikkei 225 SNI__CCB 3 -1.04 0
Sugar SB2__CCE 1 -1.39 0
[verage [ as2][ 007  4645]
Eenchmak Fesults ] 0.m B054
Universe # Trades |Awg% PIL % Winners
S&P100 | 258 0.08 49.22
Benchmatk Fesults J055T 0.04 5026
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3 DAY HOLIMNG FERIDD

Hame Ticker # Trades |Avg% P/L |% Winners
Com CcZ___CCB 5 1.88 60
Crude Oil CL2_cCcCB 4 148 75
Mikkei 225 SNI__CCB 3 1.05 66.67
Matural Gas NG2__CCH 5 06 40
Siver S12__CCB 5 051 40
Euro-Bund GBL__CCH 9 0.45 88.89
Gold GC2__CCH 3 039 66.67
E-Mini S&P 500 ES___CCBH b 035 60
Sugar SB2__CCB 1 032 100
Live Caftie LC__cCcCH 6 0.18 66.67
Copper HG HG2__CCH 8 0.18 375
FTSE 100 LFT__CCB 1 0.08 100
Euro Stoxx ESX__CCBH 5 0.07 60
10-Year Mote 2__CCB 3 0.06 66.67
GBPUSD GBPUSD 3 -0.02 66.67
EURUSD EURUSD 5 -0.03 20
AUDUSD AUDUSD 6 -0.04 66.67
S5-Year Note Fv2__CCB 7 -0.07 4286
USDCHF USDCHF 2 0.08 50
USDJPY USDJPY 3 065 0
USDCAD USDCAD 7 -0.84 28.57
[verage [ st om[ sz
Benchmark Fesults 27 (1] 5193
Universe # Trades |Avg% PIL |% Winners
S&P100 | 257 0.32 50.58
Benchimark Retults 0417 on 5188

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%.

5 DAY HOLDING FERIDD

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.

Name Ticker _|# Trades |Avg% PIL__ |% Winners
Sugar sB2__ccH 1 411 100
Crude Oil cL2__ccq E 2.1 50
Gold GC2__cC 3 1.86 66.67
FTSE 100 LFT__CCH 1 1.66 100
USDCHF USDCHF 2 166 100
Natural Gas __ |NG2__CCl 5 1.36 80
Euro Stoxx ESX__CCH 5 07 60
Nikkei 225 SNI__CCB 3 0.59 66.67
Euro-Bund GBL__CCH 9 0.39 55.56
E-Mini S&P 500 [ES___CCE 5 0.38 60
Live Cattle LC__CCE 6 03 66.67
Comn C2___CCE 5 0.21 40
Silver Si2__ccs 5 0.15 40
5-YearNote  [Fv2__ CCH 7 0.01 4286
10-YearNote  [Tv2__CCE 3 -0.16 3333
GBPUSD GBPUSD 3 0.26 3333
EURUSD EURUSD 5 0.3 20
Copper HG HG2__CCl 8 0.39 50
AUDUSD ADUSD 6 -0.54 50
USDJPY USDJPY 3 076 3333
USDCAD USDCAD 7 -1.02 1429
worage | as7]  es7] a7
Benchmark Fesults ETEe ook S5
Universe #Trades |Avg%PIL__ |% Winners
S&P100 | 255 0.41 49.41
Eenchmark. Results e L 5258

[0 0AY HOLOWG PERID |

Hame Ticker #Trades |Avg% P/L  |%Winners
Euro Stoxx ESX_ CCH g 3158 100
FTSE 100 LFT__CCB 1 157 100
Crude Oil CcL2__ccH 4 298 50
Gold GC2__CCE 3 226 66.67
Matural Gas NG2__CCH 5 082 60
EURUSD EURUSD 3 081 80
USDCHF USDCHF 2 08 50
Com C2__CCH g 0.71 60
Euro-Bund GBL__CCH ] 059 6667
GBPUSD GBPUSD 3 045 100
AUDUSD AUDUSD 6 0.35 50
£-Year Note FV2__CCB 7 0.24 7143
Sugar SB2__CCH 1 0 0
Live Caftle LC__CCH £ 021 50
Silver S12__CCB 5 023 60
10-Year Note TY2__CCB 3 0.24 0
USDJPY USDJPY 3 046 3333
Mikkei 225 SNI__CCB 3 058 0
E-Mini S8P 500  [ES__CCH 5 072 60
Copper HG HG2__CCH 8 -1.15 25
USDCAD USDCAD 7 21 14.29
Average [ 4s7]  0s5[ 5226
Benchmark Results -2 aor RT3
Universe # Trades |Avg% PIL  |% Winners
S&P100 | 251 0.04 51.00
Benchmari. Fesults T iz 21 e}
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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.




Chapter 4: Key Japanese Candlestick Patterns

Three Black Crows

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.

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.



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

Another rare pattern

Seems to work better in reverse

Our Formula

Three Black Crows i
(0<01) AND (0>C1) AND (01<02)
AND (01>C2) AND (C<0Q) AND
(C1<01) AND (C2<02) AND

Uptrend?

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.



1 DAY HOLMNG FERNID

We saw a couple of positive results but on the whole the aver-
age profit from this strategy is negative.

Hame Ticker # Trades |Avg% PiL % Winners
Euro Stoxx ESX__CCH 4 1.26 100
Sugar SB2__CCEH 5 1.25 40
Copper HG HG2__ CCH 3 068 6667
10-YearNote |TY2_ CCH 2 0.61 50
Matural Gas NG2__CCH 7 0.44 42 86
Silver Si2__CCB 5 0.38 60
USDJPY USoJPY 10 0.02 40
Crude Oil CL2__CCE 0] MiA NIA
AUDUSD AUDUSD 4 -0.05 50
USDCHF USDCHF T -0.06 28.57
Gold GC2__CCi 5 -0.08 40
E-Year Mote FV2__CCE 4 -0.09 25
GBPUSD GBPUSD B -0.14 25
EURUSD EURUSD 7 -0.19 42 86
Live Cattle LC__ CCE 11 -0.21 36.36
Euro-Bund GBL=CCH 5 0.26 20
FTSE 100 LFT__CCE B -0.3 ars
USDCAD USDCAD 7 -0.48 0
E-Mini S&P 500 |ES__ CCH B -0.83 12.5
Nikkei 225 SNI__CCB 3 -1.25 0
Com C2__ CCE 1 -3.56 0
Benchmark Results fiatsio -0 451
Universe #Trades |Avg%P/LL  |% Winners
S&P100 | 601 0.14 46.26
Benchmark Fesults 190556 0.04 a3 86

3 DAY HDLOING PERIDD

Name Ticker # Trades |Avg% PIL  |% Winners
Sugar S82_CCH 5 215 60
Com C2__ cCcH 1 172 100
Matural Gas MNG2__ CCH 7 1.1 57.14
Copper HG HG2__CCH 3 097 66.67
Nikkei 225 SNI__CCB 3 0.78 66.67
Gold GC2__CCH 5 052 60
10-Year Note TY2__CCB 2 0.51 50
Live Cattle Lc___ccH 11 027 6364
USDIPY USDJPY 10 0.14 50
5-Year Note Fv2__CCB 4 0.03 50
Crude Oil cL2__ccH 0] N N/A
GBPUSD GBPUSD 8 0.05 75
AUDUSD AUDUSD 4 -0.05 50
EURUSD EURUSD 7 0.11 4286
USDCAD USDCAD 7 0.12 42 86
FTSE 100 LFT__CCB 8 0.51 ars
USDCHF USDCHF 7 054 2857
Euro-Bund GBL__CcCH 5 -0.59 0
Euro Stoxx ESX__CCH 4 -0.61 50
Silver Si2__CCB 5 -1.11 20
E-Mini S&P 500 |ES__ CCH 8 -1.94 125
Average T sa3] o] a70]
Benchmarh Recults xran 0oz 4747
Universe # Trades |Avg%PIL  |% Winners
S&P100 | 595 0.14 43.36
Benchmark Resuts THM4 on 4758
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5 DAY HOLDING FERIDLD

10 DAY HOLIMNG FERNDD

Hame Ticker #Trades |Avg% PIL % Winners
Sugar SB2__CCH 5 1.78 60
Copper HG HG2 =EI 3 1.64 66.67
10-Year Note  |TY2__CCE 2 0.64 50
Live Cattle LC___CCH 11 0.8 81.82
Comn C2___CCH 1 076 100
Nikkei 225 SNI__CCB 3 0.31 66.67
Gold GC2__CCi 5 0.25 60
AUDUSD AUDUSD 4 0.23 50
EURUSD EURUSD 7 0.15 57 14
UsSDJPY UsDJPY 10 01 40
FTSE 100 LFT__CCH B 0.03 ars
Crude Oil CL2__CCE 0] Ni& hA
5-Year Note Fv2__CCE 4 -0.03 50
GBPUSD GBPUSD B -0.17 s
USDCAD USDCAD 7 -0.23 28.57
Matural Gas NG2__CCl 7 0.6 5714
USDCHF USDCHF 7 -0.63 28 57
Euro-Bund GBL__CCH 5 -0.73 20
Silver S12__CCB 5 -1.02 40
Euro Stomx ESX__CCE 4 -1.39 25
E-Mini S&P 500 |ES__ CCH B -1.68 ars
(verage | sa3[  eo2]  4sm0]
Benchmark, Results wTE4 .04 758
Universe #Trades |Avg% PIL % Winners
S&P100 | 504 0.04 47.81
Eenchmark Results T om *®5g

Name Ticker # Trades |[Avg% P/IL |% Winners
Gold GC2__CCE 5 1.96 80
Sugar sB2__cCH 5 1.86 80
Natural Gas NG2__CCE 7 1.36 57.14
Silver Si2__CCB 5 0.79 80
USDJPY USDJPY 9 044 66.67
Live Caftle LC___CCH 1 0.32 6364
Crude Oil ClL2__CCH 0| NiA N/A
EURUSD EURUSD 7 -0.09 4286
USDCAD USDCAD 7 -0.18 57.14
USDCHF USDCHF 7 0.22 57.14
FTSE 100 LFT__CC8 8 023 75
5-Year Note Fv2__CCB 4 -0.24 50
AUDUSD AUDUSD 4 028 25
10-Year Note TY2__CCB 2 -0.38 50
GBPUSD GBPUSD 8 -0.52 75
Euro-Bund GBL__CCH 5 -0.99 0
Nikkei 225 SNI__CCB 3 -1.01 33133
E-Mini S8P 500 [ES__CCH 8 -1.11 375
Copper HG HG2__CCE 3 -1.62 3333
Euro Stoxx ESX__CCH 4 412 25
Com C2___CCH 1 -5.68 0
verage | 53] ese| 4569]
Eeratimark Results a3 007 4695
Universe #Trades |Avg%PIL  |% Winners
S&P100 | 592 0.18 46.79
Benchmark Results Fase L2 5.7

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:

1 DAY HOLDING PERIOD

Hame Ticker Avg % PIL % Winners
Corm C2__ CCH 1 358 100
Mikkei 225 SNI__CCH 3 125 100
E-Mini S&P 500 |ES___CCH B 0.83 ars
USDCAD USDCAD 7 0.48 100
FTSE 100 LFT__CCBH 8 03 625
Euro-Bund GBL__CCH 5 0.26 a0
Live Caitle LC___CCE 1 0.21 63 64
EURUSD EURUSD 7 0.18 5714
GBPUSD GBPUSD 8 0.14 625
5-Year Mote FvZ2__CCH 4 0.08 75
Gold GC2=CCI 5 0.08 60
USDCHF USDCHF 7 0.06 57.14
AUDUSD ALDUSD 4 0.05 50
Crude Qil CL2__CcCH 0| MA NI
USDJPY USDJPY 0 -0.02 60
Silver Si2__CCcB 5 -0.38 40
Matural Gas NG2__CCH 7 -0.44 57.14
10-Year MNote Y2 =C£‘:E 2 -0.61 50
Copper HG HG2__CCH 3 -0.68 33.33
Sugar SB2__CCEH 5 -125 &0

Euro Stox ES}(_CCi 4 -1.26 0

Eenchmark Fiegults ErEEE (1] 5054
Universe # Trades |Avg % PIL % Winners
S&P100 | 601 0.14 53.41
Benchmark Results FA0SST 0.04 5026

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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2 DAY HOLINNG FER

oD

Hame Ticker #Trades |Avg% P/L |% Winners
E-Mini S&P 500 ES__CCH 8 194 875
Silver s1i2__CCB 5 1.1 80
Euro Stonx ESX__CCH 4 0.61 50
Euro-Bund GBL__CCH 5 0.59 100
USDCHF USDCHF [ 0.54 7143
FTSE 100 LFT__CCB 8 051 625
USDCAD USDCAD T 0.12 57.14
EURUSD EURUSD T 0.11 57.14
GBPUSD GBPUSD 8 0.05 625
AUDUSD AUDUSD 4 0.05 50
Crude Oil CL2__CCH 0| NiA NiA
5-Year Note Fv2__CCB 4 -0.03 50
USDJPY USDJPY 10 -0.14 50
Live Cattla LC___ CCH 11 -027 36.36
10-Year Note TY2__CCB 2 -0.51 50
Gold GC2__CCE 5 -0.52 40
Nikkei 225 SNI__CCB 3 -0.78 33.33
Copper HG HG2__CCE 3 -0.97 3333
Matural Gas NG2_ CCE 7 =11 42 85
Com c2___CCH 1 -1.72 0
Sugar sB2__CCH 5 -2.15 40
[verage [ s ew] s
Benchmark Fesults 279m 002 5153
Universe #Trades |Avg% P/IL  [%\Winners
S&P100 | 595 0.14 56.64
Eenchimark Fasuits T on Seg

Name Ticker # Trades |Avg% PiL % Winners
E-Mini S&P 500 |ES___CCE B 1.69 62.5
Euro Stoxx ESX__CCH 4 1.39 75
Silver Si2__CCB 5 1.02 60
Euro-Bund GBL__CCH 5 073 80
USDCHF USDCHF [ 0.63 71.43
Matural Gas NG2__CCl 7 06 4286
USDCAD USDCAD 7 0.23 57.14
GBPUSD GBPUSD B 0.17 62.5
S-Year Note Fv2__CCH 4 0.03 S0
Crude Oil CL2__CCH 0] MiA MIA
FTSE 100 LFT__CCH 8 -0.03 625
USDJPY USDJPY 10 -0.1 60
EURUSD EURUSD 7 -0.15 42 86
AUDUSD AUDUSD 4 -0.23 50
Gold GC2__CC) 5 -0.25 40
Mikkei 225 SNI__CCB 3 -0.31 3333
Com c2___CCH 1 -0.76 0
Live Cattie LC__ CCH 11 -0.8 18.18
10-Year Note  |TY2__CCH 2 -0.84 50
Copper HG HG2__CCl 3 -1.64 3333
Sugar SB2__CCH 5 -1.78 40
(verage | 543  002] 4958
Benchmark Fesults w7 0.04 5195
Universe # Trades [Avg% PIL % Winners
S&P100 | 594 0.04 51.18
Benchmark Fesults fp =i 0.8 5258
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10 DAY HOLDING PERIOD across 20 markets with a win rate of 54% and an average gain
—— Ticker  [#Trades JAvg % PL__ % Wianers of 0.18% in stocks.
i c2__cco ] e L Next, we'll take a look at the bullish three line strike pattern.
Euro Stoxx ESX__CCH 4 412 [i-.
Copper HG HG2__CCE 3 162 66.67
E-Mini S&8P 500 |ES__CCH 8 1.11 625
Nilkkei 225 SNI__CCB 3 1.01 66 67
Euro-Bund GBL__CCH 5 099 100
GBPUSD GBPUSD 8 052 625
10-Year Note TY2__CCB 2 0.38 50
AUDUSD AUDUSD 4 028 75
5-Year Note FV2__CCB 4 0.24 50
FTSE 100 LFT__CCB 8 0.23 625
USDCHF USDCHF 7 0.22 4286
USDCAD USDCAD 7 0.18 4286
EURUSD EURUSD 7 0.09 57.14
Crude Oil CL2__CCH 0] nua NJA
Live Cattle LC___CCH 11 -0.32 36.36
USDJPY USDJPY 9 -0.44 33.33
Silver SI2__CCB 5 0.79 20
Natural Gas NG2__CCE 7 -1.38 4286
Sugar SB2__CCH 5 -1.86 20
Gold GC2__CCE 5 -1.96 20
Average [ s3] eS| sa31]
Benchmark Fesults BI85 oo7F 5273
Universe #Trades |Awg% PiL % Winners
S&P100 | 592 0.18 52.87
Benchmark Fesults 257 o2 5403
With a 10-day holding period, buying the three black crows pat-
tern instead of shorting produced an average gain of 0.50%
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Chapter 4: Key Japanese Candlestick Patterns

Bullish Three Line
Strike

| 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.

A

e

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.
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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
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Our Formula

Bullishi Three Line Strike |
(03>C3) AND (02>C2) AND (01>C1)
AND (L1<L2) AND (L2<L3) AND

(0<C1) AND (C>03)

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%.



1 DAY HOLDNNG PERIDD

Hame Ticker # Trades |Avg % P/L % Winners

Nikkei 225 SNI__CCH 2 147 100
Euro Stowx ESX__CCH 4 1.04 75
Live Calttie LC__CCH 2 0.67 100
USDCHF USDCHF 2 0.62 100
E-Mini S&P 500 |ES___CCH 4 0.58 100
Silver Si12__CCB 2 0.42 100
Natural Gas NG2__CCH 4 0.39 100
GBPUSD GBPUSD 3 0.33 3333
Com C2___CCH 4 0.23 50
USDCAD USDCAD 5 0.21 60
Gold GC2__CCi 1 0.09 100
Crude Qil CL2__CCEH 2 -0.04 50
EURUSD EURUSD 5 -0.07 60
Sugar SB2__CCEH 1 012 0
usDuUPY USDJPY 5 -0.18 40
Euro-Bund GBL__CCH 2 -0.31 50
FTSE 100 LFT__CCH 3 <0.31 0
5-Year Mote Fv2__CCH 3 -0.35 0
10-Year Note  |TY2_ CCH 5 -0.36 20
AUDUSD AUDUSD 1 -0.55 0
Copper HG HG2__CCi 1 -2 85 0
Benchmatk Fesults b 0.0 5054
Universe # Trades |Awvg % PIL % Winners

S&P100 | 200 0.19 43.00
Benchmark Fesults FROSST 0.04 50.2%

Hame Ticker # Trades |Avg % PIL % Winners

Mikdeed 225 SNI__CCB 2 411 100
Live Caltle LC___CCH 2 211 100
Gold GC2__ CCH 1 1.06 100
USDCAD USDCAD 5 088 100
Euro Stom ESX__CCH 4 0.82 50
E-Mini S&P 500 ES__ CCH 4 0.74 75
Matural Gas NG2__ CCH 4 0.37 50
GBPUSD GBPUSD 3 034 66.67
EURUSD EURUSD 5 -0.09 60
USDUPY USDJUPY 5 -0.16 60
Euro-Bund GBL__CCH 2 -0.18 50
Sugar 332=CCE 1 -0.36 0
5-Year Note Fv2__CC8 3 0.51 3333
USDCHF USDCHF 2 -0.53 0
AUDUSD AUDUSD 1 -0.62 0
10-Year Note TY2__CC8 5 -0.75 40
Com C2___CCB 4 -0.94 50
Crude Oil CL2__CCH 2 -1.36 50
FTSE 100 LFT__CC8 3 -1.43 ]
Silver Si2__CCB 2 -1.71 50
Copper HG HG2__CCH 1 -1.96 0
Benchmak Fesults 2ram a2 5193
Universe #Trades |[Avg% PL |% Winners

SEP100 ] 200 0.24 46.00
Benchmauk Fesults 10417 an s188

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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5 DAY HOLDING FERIOD

Hame Ticker # Trades |Avg % PIL % Winners
Mikkei 225 SNI__CCH 2 3.49 100
Euro Stooo ESX__CCH 4 2135 75
Gold GC2__CCl 1 17 100
Live Cattle LC___CCH 2 1.66 100
USDCAD USDCAD 5 072 100
USDJIPY USDJPY 5 0.61 60
Crude OQil CL2__CCH 2 0.61 50
GBPUSD GBPUSD 3 0.58 66.67
E-Mini S&P 500 |ES__ CCH 4 0.03 75
Sugar SB2__CCH 1 0 0
USDCHF USDCHF 2 -0.07 50
EURUSD EURUSD 5 0.1 80
Matural Gas NG2__CCH 4 -0.14 50
5-Year Note Fv2__CCBH 3 -02 3333
AUDUSD AUDUSD 1 -0.33 0
10-YearNole |TY2__CCH 5 .52 60
Euro-Bund GBL=CC! 2 -0 88 0
Com C2___CCE 4 -1.38 25
FTSE 100 LFT__CCH 3 -1.67 0
Silver Si2__CCB 2 -31 0
Copper HG HG2__CCi 1 -3.20 0
Benchmaik Results BTE4 0.04 5195
Universe # Trades |Avg % PIL % Winners
S&P100 | 199 0.07 50.75
Benchmark Results TaEH o 52 58

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.

10 DAY HOLOWG PERIOD |

Name Ticker # Trades |Avg% PIL |% Winners
Euro Stomx ESX__CCH 4 5.18 50
Mikkei 225 SNI__CCB 2 467 100
Gold GC2__CCE 1 408 100
AUDUSD AUDUSD 1 1.96 100
Silver Si2__CcCs 2 123 50
USDCHF USDCHF 2 11 100
USDCAD USDCAD 5 1.18 80
FTSE 100 LFT__CCB 3 099 100
Crude Oil cL2__cco 2 059 50
GBPUSD G SD 3 0.55 66.67
Live Cattie LC___CCH 2 044 100
E-Mini S8P 500 |ES__ CCB 4 0.35 75
USDJPY USDJPY 5 0.31 60
5-Year Note Fv2__CCB 3 036 66.67
Eurg-Bund GBL__CCH 2 .42 0
10-Year Mote TY2__CCB 5 .55 60
EURUSD EURUSD 5 .58 20
Matural Gas MNG2__ CCH 4 0.74 25
Com C2__ CCH 4 -1.36 25
Sugar SB2_ CCB 1 -2.51 0
Copper HG HG2__CCH 1 -5 87 0
Brerchmsh Fiesuls B 007 K2 73
Universe # Trades |Avg®% PL |% Winners
S&P100 | 199 0.29 48.74
Benchmah Results 39257 032 5403
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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.




Chapter 4: Key Japanese Candlestick Patterns

i n = The piercing line candlestick is a two candle reversal pattern
Piercing Line

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.

T

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

Two candle reversal pattern that is bullish

First candle is black down candle

Second candle is white up candle



] T T bt T ™ T Mar b M

Second candle must open lower than previous candle close

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

Notes

Candle must “pierce” prior candle body

Stronger when candle closes near its highs

Our Formula

Piercing Line
(C1<071) AND (((01+CT)/2)<C) AND

(0<C) AND (0<C1) AND (C<0T)

Results

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.



1 DAY HDLDING PERNDD

Hame Ticker # Trades |Avg% PIL % Winners
Gold GC2__Ccl 64 0.12 46.88
Com C2__CCE 61 0.08 39.34
USDCAD USDCAD 96 0.07 53.13
GBPUSD GBPUSD 83 0.05 56.63
Sugar SB2__CCE 53 0.03 50.94
5-Year Note Fv2__CCE 71 0.03 53.52
Live Cattle LC___CCE 48 0.02 47.92
10-Year Note  [TY2__CCH 73 0.01 57.53
Euro-Bund GBL__CCH 66 0 56.06
Copper HG HG2Z__CCl 74 -0.01 45.95
USDJPY USDJPY 74 -0.02 4459
EURUSD EURUSD 85 -0.06 48.24
Natural Gas  [NG2__CCH 73 -0.09 4658
AUDUSD AUDUSD 83 0.1 48.19
E-Mini S&P 500 |ES___CCE 72 015 38.89
USDCHF USDCHF 80 017 41.25
Nikkei 225 SNI__CCB 58 -0.18 4655
Crude Oil CL2__CCE 85 -0.22 37.65
FTSE 100 LFT__CCH 60 022 45
Euro Stoxx ESX__CCE 50 -0.23 36
Silver Si2__CCB 65 045 40
[veae | 7019] oor] a671]
Benchimark Results gxa8 oL il 54
Universe #Trades |Avg%PIL  |% Winners
S&P100 | 5521 0.10 50.14
Benchmark Results 290557 U 5026

Hame Ticker # Trades |Avg% P/L |%Winners

Gold GC2__CCE 63 0.4 £3.49
Com C2___CCH 58 0.29 44 83
USDCAD us 83 0.16 52 69
Crude Oil CL2__CCH 85 0.12 50.59
5-Year Nole Fv2__CcCB 70 0.12 58.57
10-Year MNote TY2__CCB 72 0.11 58.33
Euro-Bund GBL__CCH 66 0.1 56.06
Live Caftle LC__CCH 48 0.08 5208
E-Mini S&P 500 ES=ECH 72 0.05 5694
Mikkei 225 SNI__CCB 56 0.05 5357
FTSE 100 LFT__CCB 57 0.02 4912
USDJPY USDJPY 73 0.01 53.42
GBPUSD GBPUSD a3 -0.05 49 4
EURUSD EURUSD 79 012 4304
Copper HG HGZ__CCH 73 <013 52 05
AUDUSD AUDUSD a1 -0.23 45 68
USDCHF USDCHF 77 -0.25 4026
Sugar SB2__CCBH 53 -0.27 774
Silver Si2__ccs 64 -0.41 39.06
Matural Gas NG2__CCE 72 -0.51 4167
Euro Stoxx ESX__CCBHB 49 093 449
Benchmark Fiesurs zran 0z 5143
Universe #Trades |Avg% PL |%Winners

S&P100 | 5434 0.18 52.63
Eenchmark Fesuts 130417 an 5188

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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10 DAY HOLDING FERIDD

The pattern does not do well in futures but it did ok in stocks
i i i Hame Ticker #Trades |Avg%P/IL |% Winners
with a 5-day or 10-day holding period. Soid GC2 OOt 3 o5 5765
Comn cz__ccH 50 0.76 52
5 DAY HOLDING PERIOD Live I::EMG LC_CCE 47 0.49 E-H 08
E-Mini S&P 500 |ES__CCH 66 0.48 62 12
Name Ticker _ [#Trades |Avg%PIL__ |% Winners Copper HG HG2__CCH 63 0.43 58.73
Gold GC2__CCH 59 044 59.32 10-Year Note TY2__CCB 51 0.24 50 82
FTSE 100 LFT__CCH 55 0.4 56.36 Euro-Bund GBL__CCH 63 0.22 52 38
Corn C2___CCH 51 0.33 549 5-Year Note Fv2__CCB 63 0.21 57.14
Live Cattle LC__CCE 47 0.32 55.32 GBPUSD GBPUSD 72 0.18 625
10-Year Note _ [TY2__CCH 68 0.25 55.88 USDCAD USDCAD 83 0.13 53.01
Euro-Bund GBL__CCH 65 0.14 52.31 FTSE 100 LFT__CCB 49 0.12 53 06
5-Year Note Fv2__CCH 68 0.1 52.94 USDJPY USDJPY 64 0.11 51.56
E-Mini S&P 500 |ES__ CCE 70 0.05 55.71 Crude Oil cL2__ccH 71 02 46 48
Euro Stoxx ESX__CCE 47 0.03 53.19 Sugar SB2__CCH 49 02 48 98
USDJPY USDJPY 72 -0.02 4583 EURUSD EURUSD 72 02 44 44
USDCAD USDCAD 89 0.02 4157 AUDUSD AUDUSD 73 0.22 42 47
Crude Oil CL2__CCH 80 -0.05 50 Mikkei 225 SNI__CCB 50 .35 46
EURUSD EURUSD 78 -0.07 50 Matural Gas NG2__CCE 65 -0.47 55.38
GBPUSD GBPUSD 80 -0.08 475 USDCHF USDCHF 54 052 39 06
Nikkei 225 SNI__CCH 52 -0.15 57.69 Euro Stox ESX_ccH 46 -0.65 36.96
AUDUSD AUDUSD 76 0.27 4342 Silver S12__CC8 58 -1.33 4138
Natural Gas  [NG2__CCH 70 027 4857
Sugar SB2__CCH 51 -0.27 47.06 Benchmark Fesuks 8% 007 521
Copper HG HG2__CCH 72 -0.41 47.22
USDCHF USDCHF 76 -0.43 29.47 Universe #Trades [Avg%PL |% Winners
Silver S12__CCB 61 -0.82 44.26 S&P100 | 4928 0.28 53.15
[vemoe T eeos| om| somt] S e e e
Benchmark Results WTE 04 5195
With a 10-day holding period it preceded an average gain of
i e L 0.28% with a win rate of 53% across 4900 trades.
S&P100 | 5283 0.21 52.41
Benchmark Results T8N 0.5 5298 The piercing line is a frequent pattern but it does not show a

huge edge and is probably worth ignoring.
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Chapter 4: Key Japanese Candlestick Patterns

Dark Cloud Cover

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.

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.



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

Our Formula

Dark Cloud Cover l
(C1>01) AND ((C1+01)/2)>C AND
(0>C) AND (O>C1) AND (C>01) AND

Uptrend

Results

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



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. S

e 3 y Name Ticker # Trades |Avg% P/L |% Winners
— T - e —
Siver Si2__CCB 12 098 50
S Lo oAl Bl WL Natural Gas NG2__CCE 26 074 5385
Silver S12__CCB 12 0.6 50 T T 3 T ~
Com C2__CCH : L =0 Nikkei 225 SNI__CCB 13 051 3846
EURUSD EURUSD 9 0.47 66.67 FYSE 100 T ~ ¥ Y
Copper HG HG2__CCH 13 0.15 46.15 ——— ——r— T - =38
Gold GC2__CCH 17 0.1 5294 Copper HG HG2 CCE 3 o 5154
10 vearNote 1Tv2_CCH L = Sa i USDCAD USDCAD 13 006] 3846
FTSE 100 LFT__CCH 11 0.03 63.64 T T > .00 =
5-YearNote  [Fv2__CCH 21 0.01 57.14 Ero-Bund GeL_ccs 18 001 =0
AUDUSD AUOLED 13 g 24 GBPUSD GBPUSD 14 20.04 4286
Nikkei 225 SNI__CCB 13 -0.03 30.77 AUDUSD AIDUSD 3 05 35,40
USDJPY USDJPY 7 -0.04 28.57 10-Year Note TY2__CCB 16 017 4375
Euro-Bund GBL_GCH 18 -0.05 3889 Gold G2 CCH 17 -0.25 20 .41
Matural Gas NG2__CCH 27 -0.07 5556 USDCHF USDCHF 18 0.29 31133
GBPUSD GBPUSD 14 -0.11 35.71 ISDOPY SDOPY 3 038 2857
RS L L. .53 =L Crude Oil cL2_ccH 15 0.46 20
USDCAD USDCAD 13 -0.15 38.46 Euro Stox: Esx_ccH 13 051 3846
Live Caltle LC__CCE 26 0.22 30.77 E-Mini S8 500 |ES__CCB 10 113 0
Euro Stoxx ESX__CCE 13 022 38.46 Sugar se2_cca m EyT 26,32
EMnssPioo Jes_cof o 027 40 emge | wam| ow| s
Crude Oil CL2__CCE 15 -0.39 3333 Benchmark Flesults prees 202 a7
Sugar SB2__CCH 19 -0.44 42 11
verage [ et  oo1[ s Universe #Trades [Avg%PIL__|%Winners
Benchmark Results 83200 fm @8 SEP100 I 1666 014 4598
EBasnchimak Resylrs e an 4758

Universe # Trades |Avg% PiL % Winners
S&P100 | 1681 0.05 46.88
Benchmark Results F055E -0u04 LR

138



5 DAY HDLDING PERIDD

Hame Ticker # Trades |Avg% PIL % Winners
Mikkei 225 SNI__CCB 13 0.82 53.85
Live Cattle LC__ CCE 25 0.63 64
FTSE 100 LFT__CCBH 11 0.59 5455
MNatural Gas NG2__CCH 26 0.4 53.85
EURUSD EURUSD 8 0.24 75
Euro Stonx ESX__CCE 13 0.23 61.54
5-Year Mote Fv2__CCH 21 0.18 5238
Euro-Bund GBL__CCH 18 -0.07 55.56
UsDUPY USDUPY 7 -0.09 42 86
10-Year Mote TY2__CCH 16 -0.12 43.75
Sitver Si2__CCB 12 -0.12 3333
USDCHF USDCHF 18 -0.13 5556
Crude Oil CL2__CCE 15 -0.18 53.33
GBPUSD GBPUSD 14 -0.25 28.57
USDCAD USDCAD 13 -0.27 61.54
Sugar SB2__CCH 18 -0.39 3333
AUDUSD AUDUSD 13 -0.47 38 46
Copper HG HG2__CCI 13 052 46.15
E-Mini S&P 500 |ES__ CCH 10 -0.7 20
Gold GC2__CCi 17 -074 3529
Cormn C2__ CCE 5 -0.87 60
[Average [ as7|  oos[  aari]
Benchmark Results BTE4 .04 4758
Universe #Trades |Avg ™ PIL % Winners
S&P100 | 1650 0.24 46.30
Benchmark Fesults 78332 018 %58

0 DAY HDLDING PERIOD

Hame Ticker #Trades [Avg% PL |%Winners
FTSE 100 LFT__CCB 1 151 5455
Silver S12__CCB 11 1.43 4545
Matural Gas MNG2__ CCH 26 1 57.69
USDJPY USDJPY T 0.56 57.14
EURUSD EURUSD 8 0.42 625
USDCHF USDCHF 17 0.34 5294
GBPUSD GBPUSD 13 0.02 5385
5-Year Nole F"u'2=CCB 18 -0.04 44 44
Live Caftle LC___CCH 25 0.13 48
Euro-Bund GEIL=CI:E 18 0.18 3889
10-Year Note TY2__CCB 16 0.3 43175
USDCAD USDCAD 13 -0.43 46.15
AUDUSD AUDUSD 13 -0.65 38 46
Nikkei 225 SNI__CCB 12 -1.09 50
Gold GC2_ CCE 16 -1.11 25
Euro Stoxx ESX__ CCH 13 -1.28 3846
Crude Oil CL2_ CCH 15 -1.4 2667
Sugar SB2__CCH 15 -1.76 20
Copper HG HGZ__CCH 13 -258 38 46
E-Mini S&P 500 ES___CCH 10 -265 10
Com c2___CCH 5 28 40
[Average [ waos[  es3]  a2s0]
Benchmark Fests s 007 4695
Universe #Trades (Avg% PIL |% Winners
S&P100 | 1e05 0.23 45.48
Benchmak, Flesults 258 032 457
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Chapter 4: Key Japanese Candlestick Patterns

Tweezer Top

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 | 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.

..

T

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



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

GC2_CCH - Dadly B2273004 Open 4781, Hi 4TE 8, Lo 4753

Closa 475 5 {0 0%

iﬂc' l|_|l

- GEX_CCH Dadlyd

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 should open at same price as previous close

Second candle should close below previous candle’s open

Notes

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

Signifies a complete switch in momentum

Our Formula

Tweezer Top

(C1>01) ((C1-01/(H1-L1)>.5) AND
(H==H1) AND (C<CT) AND Uptrend1

Results
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.



DAY HDLDING PERIOD
1 DAY HOLINNG PERIOD Hame Ticker # Trades |(Avg% PIL % Winners

Gold GC2__CCH 3 0.68 3333
Name Ticker |[#Trades [Avg%PIL  [% Winners Natural Gas NG2__CCH 5 0.41 60
Gold GC2__ccl 3 0.71 33.33 E-Year Note Fv2__ CCB 7 0.21 B5.71
Natural Gas  |NG2__CCH 3 0.3 80 GBPUSD GBPUSD 4 0.17 75
USDUPY USDJ_W 2 0189 &0 Eura-Bund GB-L=CCE 6 -0.01 66 67
T ive Callle LC__ CCE 3 011 50 USDCHF USDCHF 2 0.02 50
5-Year Note Fv2_ccd 7 0.02 57.14 10-Year Note Tv2__CCB 8 -0.02 375
USDCHF USDCHF 2 .0.04 50 Live Cattle LC___CCH 4 -0.02 50
10-Year Note __[TY2__CCH 8 -0.06 375 com c2__cco L - 3333
E-Mini S&P 500 |ES___CCH 3 -0.06 3333 E-Mini S&P 500 |ES__CCH 3 -0.16 3333
Euro-Bund GBL_ CCH 8 20.07 50 EURUSD EURUSD 2 .17 0
GBPUSD GBPUSD 4 0.07 50 USOJPY USDJPY Z 0.29 0
Copper HG HG2__CCl 5 0.1 a0 Euro Stoxx ESX_CCH 6 -0.38 3333
— TR = — S FTSE 100 LFT__CCB 2 0.4 50
Sugar SB2__CCE 10 017 30 Sugar s8z_cCc8 L 043 50
EURUSD EURUSD 2 017 0 :’335;5 :'USES‘;‘E g ﬁ: g::;
AUDUSD AUDUSD 9 019 3333
USDCAD USDCAD 3 03 0 Copper HG HGZ__CCE 5 -0 68 40

' Nikkei 225 SNI__CCB 5 08 20
Euro Stowx ESX__CCH 6 0.3 3333
_ Silver SI2__CCB 5 0.92 0
Mikkei 225 SNI__CCHB 5 -0.69 20 Crude O cLz cca 3 201 3333
ikl i Co : LM ke Average | aso| o8]  3ae)
Silver Si2__CC8 = -1.05 20 - prves e pore
FTSE 100 LFT__ccCH 2 -1.16 0
H Universe #Trades JAvg % PIL_ % Winners
nehmak Fesults s ' S&P100 | 475 012 49.68

Eenchmark Foesuts 1304 4.n ATES
Universe # Trades |Avg% PIL % Winners
S&P100 478 0.01 46.86 : :
FE—— | pow— oo Py 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 Shorting the tweezer top pattern and exiting the trade 10 days
rate. The longer holding periods produced even poorer results. later produced an average loss of -0.29% in our 21 markets and
- . it produced an average loss of -0.17% in stocks.
5 DAY HOLDING PERIOD
0 DAY HDLDING PERIDD
Hame Ticker # Trades |Avg % PIL % Winners
Gold GC2__CCH 3 314 100
— Name Ticker # Trades |Avg% PIL % Winners
Natural Gas  [NG2__CCI 5 08 60
Silver S12_CCB 5 0.56 40 God S - 35 ...
" EB.\r.— OE . 0.3.4 =0 Matural Gas NG2__CCH 5 1.55 60
Stox — : Mikkei 225 SNI__CCB 5 134 60
EURUSD EURUSD 2 0.2 100
USDJPY USDJPY 2 0.04 50 USDIPY JSoaeY 2 121 199
— EURUSD EURUSD 2 0.37 50
USDCHF USDCHF 2 0.07 50 T = = o =
oL souire 2 S Ll USDCAD USDCAD 3 002 86.67
Euro-Bund GBL__CCE 8 -0.18 50 T DUED - o0 T
10-Year Note  |TY2__CCH 8 0.21 62.5 e GBL_ccH - T =
5-YearNote  [Fv2__CCH 7 0.24 28 57 T BDCHE 2 .18 2
ALDUSD AUDUSO 9 0.28 .44 Silver Si2_CCB 5 .16 20
GBPUSD GBPUSD 4 -0.31 50 Ty T . o =
Supar 582 mCCt 10 051 - Crude Oil cLz_ccH 3 041 33.33
Live Cate ___1L.C__CCE 4 055 - 10-YearNote___[Tv2_CCB 7 0485|2857
E-Mini S&P 500 |€S__CCE 3 0.74 33.33 5-Year Note Fv2__CCB 7 056 1429
FTSE 100 LFT_CCE 2 .08 =0 E-Mini S&P 500 |ES__ CCH 3 -0.63 3333
Nikkei 225 SNI__CCB 5 -1.16 40 FTSE 100 LFT_CCB > 098 0
Copper HG HG2__CCi 5 -1.28 40 Sugar SE?=CCE 0 227 20
Com c2__Cce 9 143 ceis Com c2__cca 9 147 33.33
Crude Oil CL2__CCE 3 -162 3333 ey ESX_ CCH 5 =07 1567
[erage | 4s]  o022] 4815] CopperHG _ |HG2_ CCH 5| a2 20
Benchmark Results L -0.04 4758
Eenchmark. Fesults B 007 4655
Universe # Trades |Avg % PIL % Winners
S8P100 [ 474 0.04 50.00 Universe # Trades [Avg % PIL_|% Winners
Benchmah Fesults TEIRZ 0,18 45 58 SEP100 I AB4 047 4526
Benchmark Results 3258 032 L Ly |
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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.




Chapter 4: Key Japanese Candlestick Patterns

The tweezer bottom candlestick pattern is a two candle reversal

Tweeze r B Otto m 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.

So this emphasises bullishness and a complete switch over
from bears to bulls where price was unable to break the previ-
ous swing low.




o G2 _CCB (Daly) =

HED__CCH - Doy 807 0000 Dpen 104055, Hi 10485 Lo 02 T3, Closs 10288 {-1.%

- 1 I 1
LI I ST -
l|| I . lT lJL#”. |
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<01) ((01-C1/(H1-L1)>.5) AND
(L=L1) AND (C>C1) AND
Downtrend




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%.

1DAY HOLDING FERDCLD

Hame Ticker # Trades |Avg% PIL % Winners
Crude Qil CLZ2__CCEH 1 1.04 100
Euro Stonx ESK_ CCE 1 0.75 100
Mikkei 225 SNI__CCB 2 0.6 50
Live Caftle LC__CCEH 7 04 71.43
USDCAD USDCAD 1 0.4 100
Copper HG HG2_CCli 4 0.35 50
GBPUSD GBPUSD 4 0.29 50
Matural Gas NG2__CCE 2 0.18 50
Sugar SB2__CCE B 0.13 50
USDCHF USDCHF 7 0.07 57.14
Com C2___CCE 20 0.07 45
10-Year Note TY2__CCH 1 0 0
FTSE 100 LFT__ CCBE 0] M MIA

E-Mini S&P 500 |ES___CCE 5 -0.02 40
USDJPY USDJPY 4 0.02 75
Euro-Bund GBL__CCH 5 0.04 60
ALDUSD AUDUSD 2 0.06 50
5-Year Note Fv2__CCH [ 0.06 42.86
Gold GC2__CCli 2 0.14 50
EURUSD EURUSD 4 053 0
Silver S12__CCB 3 -0.8 33.33

Benchmark. Results ] o 5054
Universe #Trades |Avg%P/L  |% Winners
S&P100 260 -0.10 45.38
Benchimark Results 290557 o4 50.2%6
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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.

5 DAY HOLDING FERIOD

3 DAY HOLINNG FERIOD

Hame Ticker #Trades |Avg% P/L |% Winners
10-Year Note TY2__CCB 1 261 100
Gold GC2__CCH 2 212 100
AUDUSD AUDUSD 2 1.77 100
Crude Oil CL2__CCH 1 1.06 100
Copper HG HG2__CCE 4 093 50
Silver Si2__CCB 3 08 3333
USDCAD USDCAD 1 073 100
Live Caftle LC___CCH 7 0.62 7143
E-Mini S&P 500 ES___CCH 5 06 60
GBPUSD GBPUSD 4 052 50
Euro-Bund GBL__CCH 5 05 80
USDJPY USDJPY 4 0.31 75
Corn C2__ CCH 20 0.14 40
Sugar SB2__ CCH 8 0.09 625
&-Year Note FvZ__CCB T 1] 57.14
FTSE 100 LFT__CCB 0 MNiA MIA
USDCHF USDCHF 7 -0.02 57.14
Mikkei 225 SNI__CCB 2 -0.16 50
Matural Gas MG2__CCH 2 -022 50
EURUSD EURUSD 4 -0.76 50
Euro Stooc ESX__CCH 1 -187 0
[versge ] 42|  oas[ ea3]
Benchmark Fesults 279n .02 5153
Universe #Trades |Avg% PL |% Winners
S&P100 | 258 0.06 50.00
Eenchimank Results BT on 5188

Hame Ticker # Trades |Avg* PIL % Winners
Gold GC2__CCl 2 248 100
10-YearNote  (TY2__CCH 1 213 100
AUDUSD AUDUSD 2 1.39 100
Copper HG HG2__CCl 4 1.34 50
USDCAD USDCAD 1 1.04 100
Live Cattle LC___CCE 7 1.03 100
E-Mini S&F 500 |ES___CCH 5 0.96 60
Silver S12__CCB 3 077 3133
USDJPY USDJPY 4 05 75
Crude Qil CL2__CCE 1 0.46 100
Euro-Bund GBL__CCH 5 0.42 60
GBPUSD GBPUSD 4 0.24 50
Sugar SB2__CCH B 0.16 625
USDCHF USDCHF 7 0.08 57.14
FTSE 100 LFT__CCH 0] NA MrA

5-Year Note Fv2__CCH 7 0.14 28.57
Corn C2__ CCH 19 -0.23 36.84
Matural Gas NG2__CCj| 2 -0.3 0
EURUSD EURUSD 4 -0.55 50
Nikkei 225 SNI__CCH 2 -1 50
Euro Stoxx ESX__CCH 1 -1.84 0
[Average [ 42  oas] 6067
Benchmark Fesults 6784 0.04 5195
Universe # Trades |Avg% PIL % Winners
S&P100 | 257 0.95 53.70
Benchmark Fesults 783 0g 5298

148



DAY HDLDING PERIDD

Hame Ticker #Trades |Avg% PIL |% Winners
10-Year Mote TY2__CCB 1 313 100
Gold GC2__CCE 2 27 50
AUDUSD AUDUSD 2 236 100
USDCAD USDCAD 1 233 100
E-Mini S&P 500 ES__CCH 5 168 a0
Live Cattle LC=CCEI T 1.36 85.7T1
EURUSD EURUSD 4 1.1 50
Crude Oil CL2__CCH 1 0.85 100
Copper HG HG2__CCE 4 0.62 50
Euro-Bund GBL__CCH 5 062 60
Com C2___CCH 19 0.31 68.42
USDCHF USDCHF 7 0.15 42 86
USDUPY USDJUPY 4 0.12 50
Sugar SB2__CCH 7 0.05 42 86
FTSE 100 LFT__CCB 0| MNiA MNIA
5-Year Note FvZz__CCB 7 -0.09 4286
Sitver Si2__CCB 3 -023 3333
GBPUSD GBPUSD 4 -0.42 50
Matural Gas MNG2__CCH 2 -054 0
Mikked 225 SNI__CCB 2 -0.61 50
Euro Stomx ESX__CCH 1 -153 0
Averge [ 4]  o70] s7s0]
Eenchman, Results 2396 07 5273
Universe #Trades |Avg% PLL |% Winners
S&P100 | 257 1.70 54.09
Eenchman, Results 9257 0 54.03

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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Chapter 4: Key Japanese Candlestick Patterns

Loose Kicker

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.

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.



BB

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

Our Formula

Loose Kicker

(01>CT AND (01-CT)/(H1-L1)>.2)
AND ((C>0) AND ((C-0)/(H-L)>.2))
AND [>HT;

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%.



| DAY HOLDWNG PEROD With a 3-day holding period, the pattern saw an average profit
— Ticker—T#Tredes TAva %P R Winners of 0.57% per trade with a win rate of 69% across 14 futures mar-
AUDUSD AUDUSD 1 127 100 kets and one currency pair. In stocks, the pattern saw an aver-
Sugar s82__CCH 5 1.01 80 age profit of 0.31% per trade across 1000 signals.
Siver SI2__CCB 5 0.88 100
Euro Stom E3X__ CCEH 6 0.4 50 3 DAY HOLDING PERIOD
FTSE 100 LFT__CCH 10 03 60
Live Cattle LC__CCH 9 0.26 1333 Name Ticker  |# Trades |Avg%P/L  |% Winners
Euro-Bund GBL__CCH 5 022 80 AUDUSD AUDUSD 1 EEL 100
Natural Gas  |[NG2__CCH 18 003 50 Sugar $B2__CCH 5 1.98 60
USDJPY USDJPY 0| A NIA Euro Stoxx ESX__CCH [} 1.74 8333
E-Mini S&P 500 |ES___CCH 0| A NIA Live Caftle LC___CCH 9 0.96 55.56
EURUSD EURUSD 0] NiA NIA Silver si2__cce 5 0.76 60
USDCHF USDCHF 0| NiA NIA Copper HG HG2__CCE 14 0.75 71.43
GBPUSD GBPUSD 0| A NIA Natural Gas NG2__CCE 18 0.42 72.22
USDCAD USDCAD 0| A NIA Com c2__cc8 3 0.38 66.67
Gold GC2_ CCH 5 -0.01 50 Gold GC2__CCH 6 0.3 66.67
Copper HG HG2_ CC 14 -0.18 50 10-Year Note TY2__CCB 1 024 100
10-YearNote  |TY2__CCH 1 -0.19 0 S-Year Note Fv2_CCB : 02 100
Nikkei 225 SNI__CCB| 11 -0.29 36.36 Euro-Bund GBL__CCH 5 0.17 80
5-Year Note Fv2__CCH 2 -0.34 0 UsSDJPY USDJPY 0] NiA N/A
Crude Oil CL2__CCH 6 -0.44 3333 GBPUSD GBPUSD 0] Nia N/A
Com C2__ CCH 3 -1.06 3333 USDCAD USDCAD 0] NiA N/A
vemge | am|  os| s <L T -
Brenchamack Flasults P oo 501,54 USDCHF USDCHF 0] MNiA MIA
E-Mini S4P 500 |ES__CCBH 0] NIA NIA
Universe # Trades |Avg% PIL % Winners Nikkei 225 SNI__CCB 11 -0.66 36.36
S&P100 [ 1086 0.04 48.43 Crude Oil CLZ__CCH 6 -0.99 3333
S —— p— 0ot Py FTSE 100 LFT__CCB 10 -1.02 50
[Average | ass|  os7]  e9.04]
Benchmark Fesuks 21N 002 51453
: Universe # Trades |Avg% PIL |% Winners
You can see that the Loose Kicker pattern performs better over S&P100 [ 1082 - =
longer holding periods. Benchmark Resuls o on 168
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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%.

5 DAY HOLDING FERIOD

Name Ticker  |# Trades |Avg% PIL  |% Winners
Sugar SB2__CCH 5 373 100
AUDUSD AUDUSD 1 37 100
Sihver S12__CCB 4 1.97 75
Live Cattle LC__CCE 9 1.06 66.67
Com C2___CCH 3 08 3333
Copper HG HG2__CCH 13 0.73 53.85
Matural Gas NG2__CCH 17 0.51 47.06
10-Year Note__|TY2__CCH 1 0.37 100
Euro-Bund GBL__CCH 5 0.29 80
Gold GC2__CCH 6 0.2 16.67
Euro Stoxx ESX__CCE 6 0.03 50
USDJPY USDJPY o] NiA NIA
GBPUSD GBPUSD 0] NiA NIA
USDCAD USDCAD o] NiA NIA
USDCHF USDCHF o] NiA NIA

E-Mini S&P 500 |ES__CCE 0] NiA NIA
EURUSD EURUSD 0] NiA NIA

Crude Oil CL2__CCH 5 -0.95 3333
5-YearNote  |Fv2_ CCH 2 -0.98 50
FTSE 100 LFT__ccH 10 -1.05 30
Nikkei 225 SNI__cCH 11 -1.14 27.27
EBenchmark Results BTEe o4 51595
Universe #Trades |[Avg%PIL  [% Winners
S&P100 | 1078 0.59 58.91
EBenchmark Results T8I 0 5258

0 DAY HOLIMNG FERIDD

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

Hame Ticker #Trades |Avg% PIL  |% Winners
Sugar SB2_ CCB 5 543 100
Corn Cc2__ CCH 3 349 3333
AUDUSD AUDUSD 1 1.75 100
Sihver Si2__CccCB 4 1.72 100
Copper HG HG2__CCH 12 1486 5813
Euro-Bund GBL__CCBH 5 1.12 g0
Euro Stoxx ESX__CCH 6 0.84 3333
Matural Gas NG2__CCE 17 022 58.82
Live Cattle LC__ CCH 9 0.2 55.56
Mikkei 225 SNI__CCB 10 0.16 60
USDCAD USDCAD 0 MNiA )
USDCHF USDCHF 0 NiA MIA
GBPUSD GBPUSD 0 MNia MIA
USDJPY USDUPY 0 Nia MIA

E-Mini S&P 500 ES___CCH 0 NiA g 1)
EURUSD EURUSD 0 Nia MI&
10-Year Note TT2=CCB 1 -0.01 0
S-Year Note Fv2__CCB 2 -0.23 50
Gold GC2__CCH 6 -0.23 3333
Crude Qil CL2__CCH 6 -0.95 33.33
FTSE 100 LFT__CCB 10 -3.17 30
[erae T 462 o7] ss07]
Benchmark Fesults 8396 007 5273
Universe # Trades |Avg % P/L % Winners
S&P100 | 1060 0.40 54.72
Benchmark Fesults 25T 032 5403

In futures we recorded an average gain of 0.79% per trade.
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So, | 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.







Chapter 5: Observations

What We Have
Learnt

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, | think that we can come to a
number of conclusions.

First of all, | 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.



Thirdly, | 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, | 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.




Chapter 5: Observations

What We Haven’t
Learnt

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, | will do just
that when | 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 | think this analysis backs that up. Candlesticks are



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, | 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 | 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.






Chapter 6: Confirmations and Combinations

Other Ways To Use Candlesticks

1.Support/Resistance Levels
2.0ther Technical Indicators
3. Volume

4. News

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.

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.



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.

2. Other Technical Indicators

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



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.

RSl 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, | 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 | 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.

3. Volume

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.



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.

4. News

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.



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.







Chapter 7: Conclusions & Cautions

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. | 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 | now have
a much better idea of what to expect when | see a particular
candlestick pattern on a price chart. | am sure that | will still use
candlesticks in my trading as, in my opinion, they are still the
best way to visualise price action.

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

So, yes. | hope you enjoyed this exploration into Japanese can-
dlesticks and that it will help you going forward.

Best of luck and good trading.



