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ABSTRACT
In this book you will learn the basic and advance of
forex everything from what trading is to how to
make your own trading method. Already an advance
trader? There are tons of advance patterns with all
the ratios and how to place take profit and stop
losses for them. Have it to look back and remember
how to trade a pattern or even start trading new
patterns!

Signal Central FX and all its founding members do not take any credit from the
sources published in this book. We take no credit for any gain or loss in
capital. This is not a book on advice or financial advice on investing or trading
of any kind. All trading and investing comes with financial risk and in no way
should this book effect your financial decisions.

If your reading this book you took the first
step in trying to learn how to trade. There is
no right way to trade, therefore this book is
meant to teach you the basics you’ll need to
understand what trading is. We also offer
information on different ways to make money
in the markets. Trading patterns simple
trading methods that we use or have been
used (keep in mind that does not mean it will
work for you).
Follow this book from beginning to end and
try and take notes and you’ll have a better
understanding of trading.

What is Trading?
Everybody is familiar with the term “trading”. Most of us have traded in our everyday life, although
we may not even know that we have done so. Essentially, everything you buy in a store is trading
money for the goods you want.
With this book you will learn how to trade the financial markets online – but exactly what is online
trading? This article will give you an understanding of how trading can be defined and how online
trading works.

.

The principles of trading
The term “trading” simply means “exchanging one item for another”. We usually understand this to
be the exchanging of goods for money or in other words, simply buying something.
When we talk about trading in the financial markets, it is the same principle. Think about someone
who trades shares. What they are actually doing is buying shares (or a small part) of a company. If
the value of those shares increases, then they make money by selling them again at a higher price.
This is trading. You buy something for one price and sell it again for another — hopefully at a higher
price, thus making a profit and vice versa.

But why would the value of the shares go up? The
answer is simple: the value changes due to supply and demand – the more demand there is for
something, the more people are willing to pay for it.

Increase in demand means an increase in price
We can explain this using a simple everyday example of buying food. Let’s say you are in a market
and there are only ten apples left on a stall. This is the only place where you can buy apples. If you
are the only person and you only want a couple of apples, then the market stall owner will most likely
sell them to you at a reasonable price.
Now let's say that fifteen people enter the market and they all want apples. To make sure that they
will actually get them before the others do, they are willing to pay more for them. Hence, the market
stall owner can put the price up, because he knows that there is more demand for the apples than
supply of them.

Once the apples reach a price at which the customers think they are too expensive, they will then
stop buying them. When the market stall owner realizes that he is not selling his apples anymore
because they are too expensive, he will stop raising the price and it may come back down to a level,
at which customers will start to buy the apples again.

Increase in supply means a decrease in price
Let’s say that suddenly another market stall owner comes into the market and has even more apples
to sell. The supply of apples has now increased dramatically. It stands to reason that the second
market stall owner may want to sell apples at a cheaper price than the first stall owner to entice
customers. It also stands to reason that the customers would probably want to buy at the lower
price.
Seeing this, the first stall owner will most likely bring his prices down. The sudden increase in supply
has therefore brought the price of the apples down.
The price at which demand matches supply is called the “market price”, i.e. the price level at which
both the market stall owner and the customers agree on both a price and number of apples sold.

Application to the financial markets
The concept of supply and demand is the same in the financial world.
If a company posted some great results and is paying very good dividends, then more people want
to buy the shares of the company. This increased demand will lead to an increase of the price of
those shares.

What is online trading?

For a long time, financial trading was purely conducted
electronically between banks and financial institutions. This meant that trading in the financial
markets was closed to anyone outside of these institutions. With the development of high speed
Internet, anyone who wanted to become involved in trading was able to do so online.
Almost anything can be traded online: stocks, currencies, commodities, physical goods and a whole
host of other things – at this stage, you do not need to worry about all of these. For now, just keep in
mind that if something can be traded, it will be traded. Out of all of these markets, the forex market is
the largest. Almost $4 trillion worth of currency is traded every single day – this is bigger than any
stock exchange anywhere in the world.

What are the most important terms in
Forex trading?
It is understandable that you are eager to start learning everything you can and get going.
This lesson is useful to familiarize yourself with some of the common forex terms and trading jargon.
Do not worry about memorizing each term, or even understanding them straight away. This lesson is
something you can constantly refer back to. There is a lot of information within this lesson and so
you might find it beneficial to print this.

A currency pair has one price
The first thing that you will notice when we introduce you to forex trading is that we refer to what is
called a currency pair.
When you think about the price of anything, it is pretty easy to grasp because there is one single
price. For example, when trading Oil, the price quoted is the price per barrel of Oil.
When trading gold, the price quoted is the price per one ounce of Gold.

When it comes to forex, we also refer to just one price,
only it is with regard to two different currencies – a currency pair. This can seem a little confusing at
first, so we will explain how there is one single price for a pair of currencies.

When we trade currencies, we are buying and selling a currency in relation to another currency. For
example, you do not just buy the euro; you buy the euro with a certain amount of another.
So, if you are holding US dollars, you will buy the euro with a certain amount of US dollars. This is a
pair of currencies and is denoted as EUR/USD.
Let’s also say that the price of the EUR/USD is 1.4. This means that the cost of 1 euro is 1.4 dollars.
In other words, for every euro you buy, you have to pay 1.4 dollars for it.
Another way to think of this:
The price of the EUR/USD is the exchange rate of how many units of the second currency in the pair
is needed to buy a single unit of the first currency in the pair. So, the exchange rate of 1.4 for the
EUR/USD means that 1.4 dollars are needed to buy 1 euro.
If the US dollar gets stronger, this is another way of saying that a smaller amount of the US dollar is
able to buy more euros.
However, because the US dollar has become stronger and is denoted with the relationship to the
euro as the second currency in the currency pair, the price of the EUR/USD decreases.
So, if the EUR/USD goes down to 1.3, then the US dollar has increased in value against the euro –
the dollar has become stronger and the euro has become weaker.
Therefore, if the price for the EUR/USD goes down to 1.3, it means that for every euro you want to
buy, you now only need to pay 1.3 U.S. dollars for it.

You do not have to have one of the currencies to trade a
currency pair
You do not have to have US dollars to buy the EUR/USD. You can start out with British pounds and
buy the EUR/USD – your pounds are converted into US dollars, which are then used to buy the
euros.

A currency pair is made up of a base currency and quote currency
The first currency in the pair is called the base currency – it always has a value of 1. The second
currency in the pair is the quote currency and is the amount needed to exchange into 1 unit of the
base currency.

Currency movement is measured in pips

You will find that we refer to pips throughout the lessons. A pip
is a measurement of how far the price has moved. It is an acronym for the phrase “percentage in
point”.
If you think of the exchange rate of the pound and the dollar (GBP/USD), you might think of it as say,
1.57, where only two units follow the decimal point.
However, in the foreign exchange markets, this is broken down even further and we observe the
price as 1.5700. The last number – the last 0 – is the pip. If the value of that currency pair moves
from 1.5700 to 1.5701, it has moved by a single “pip”.
Pips are how traders generally measure their profit. If a trader buys a currency pair, again the
GBP/USD at 1.5700, and the price moves up to 1.5730, it is said to have moved up by 30 pips or,
the trade has gained a 30-pip profit.
Many brokers break the price down even further and will include a 5th number called a fractional pip,
or pipette – they publish the price as 1.57000. Do not be surprised to see five figures after the
decimal when you are looking at the price of most currency pairs on your trading platform.

Japanese pairs are different
Japanese pairs are slightly different because their currency is generally devalued against other
major pairs, so the pip is the second digit behind the decimal. So, if the exchange rate of the
USD/JPY is 77.084, then the pip is the number 8 and the pipette is the number 4.

Spread is a cost of trading
The easiest way to understand the term spread is by thinking of it as a fee your broker charges you
to trade.

If a currency pair has a certain price, say EUR/USD 1.3000, the broker will not sell the EUR/USD to
you at 1.3000. Your broker will quote you a slightly higher price of, say, 1.3001. If you are looking to
sell, they will not purchase the EUR/USD at 1.3000 but instead will only pay, say, 1.2999.
You can see there is a difference between the price of 1.2999 and 1.3001 – 2 pips. This is what is
called the spread. The spread is therefore the difference between the price at which the broker is
willing to buy off of you and sell to you. By buying off of you at a lower price and selling at a slightly
higher price the broker makes money.

Bid
The bid is the best possible price at which the trader can buy the instrument being traded at the
current time. In the forex market, the bid price is the highest price the broker will pay to purchase the
instrument off of you.

Ask
The ask is the best possible price at which the trader can sell the instrument being traded at the
current time. In the forex market, the ask price is the lowest price that the broker will sell the
instrument to you.

A chart shows the price action over time
A chart is the visual representation of the price action and you use this for your analysis. It is what
you use to observe the exchange rate or price of a currency pair over a period of time.

On a price chart, the price of the currency pair is on the
vertical axis on the right-hand side (the exchange rate of how many units are needed of the second
currency in the pair to buy one unit of the first currency in the pair). The time is on the horizontal axis
on the bottom.

Japanese candlesticks chart shows a lot of information
The charts we use throughout our learning material are Japanese candlestick charts.
A Japanese candlestick is a method of illustrating the price movement. They tell us a certain amount
of information. First of all, the candlestick can tell whether the price has moved up or down, simply
by the color. Any color can be used and the color is set by the trader depending on their personal
preference. The color will change automatically as the candle either forms as a bearish or a bullish
candle.

Candlesticks can cover almost any time period from one minute to one month. On a one-minute
chart, each candlestick takes one minute to form. After one minute, the candle will finish forming and
then a new candle starts to form. On an hourly chart, each candle takes an hour to form and so on.
The candlestick also shows us the opening price and the closing price for that period. So, if we are
observing a four-hour candlestick, then the candle can tell us the opening price at the start of that
four-hour period and the closing price of that four-hour period.

Lastly, a candlestick shows the highest and lowest price within the time that the candle took to form.
So, if observing a four-hour candlestick, then you can see the highest price and the lowest price for
that four-hour period.

You use a trading platform to trade
The trading platform is where you place your orders to buy and sell. The platform is effectively your
command centre where you open up a trade. You use the platform to tell the broker:
•
•
•
•

What you want to buy or sell
How much you want to buy and sell
When you take your profit if the trade goes well
When you take your loss if the trade does not go well

We mostly teach you how to trade using the platform MetaTrader 4 (MT4). However, different
platforms are used by different brokers. The image above is of MetaTrader 4 showing the order
window where you input all the information above.

Almost all trading platforms offer very similar functions and most platforms will offer the kind of price
charts you see above.

Trading instrument/Financial instrument/Asset
This is a term we use to simply describe the item being traded. For example, when trading Oil, Oil is
the instrument. When trading the EUR/USD currency pair, EUR/USD is the instrument. We also refer
to this as an asset.

Opening and closing a position
After having bought or short sold a financial instrument, you have opened a position. Therefore,
buying and selling is sometimes called entering a position. It is the same as “entering the market”.
When the trader exits the market, they are said to have closed their position.

Entry
An entry is when a trader decides to open a position, either by buying or selling a financial
instrument.

Exit
An exit is when a trader decides to close their open position in the market for either a profit or a loss.

A stop loss protects your account

A stop loss protects you if the trade goes wrong. Let’s
say you bought an asset and the trade does not work out and you start to lose money. As the price
keeps going in the opposite direction to your trade, you could in theory lose your entire trading
account. A stop loss is an order that will automatically close the trade once it has reached a point
that you consider the loss unacceptable.

Profit target
A profit target is a price at which you decide to exit the market and take the profit that you have
made. A profit target is generally determined ahead of time when the trader enters the market. This
means that before you enter the market, if the trade goes well, you know how much money you will
make on that trade.

Bull and bear

A bull is a trader that believes the market will rise. A
trader having this opinion is described as “bullish” or being a “bull”. This term is used because when
a bull fights, they use their horns in an upward motion – this is a useful way of remembering the
term.
A bear is a trader that believes the market will fall. A trader having this opinion is described as
“bearish” or being a “bear”. This term is used because when a bear fights, they use their claws in a
downward motion – this is a useful way of remembering the term.

Long position
When we refer to something being long, we think of it as going up. A “long position” is when you
have opened a trade and bought something. You may hear the term, “I went long at this price” or
"I'm long at the moment". This means that the trader has entered a buy position. In forex trading, if
the trader believed that the GBP/USD currency pair is going to rise, and they bought that pair, they
would be described as "entering a long position".

Short selling
The concept of going long in trading is relatively straight forward. You simply click the “buy” button
and then you enter into a long position. The price will either go up or go down – if the price goes up
you make money – if it goes down, you lose money.

If you think that the price will go down and you have not
entered the market, you can also click the sell button and you will enter into what is called a “short
sell” position. You have, in fact, sold something you do not own, to buy it back at a different price.
So, if you short sell an asset and the price go down, you make money; if the price goes up, you lose
money.
Your broker will lend you whatever asset it is that you want to sell. You then sell that asset, the price
of it changes and you buy it back.
If the price went down, then you made a profit because you have made money by selling it at a
higher price and then buying it back at the lower price.

If the price goes up, then you have lost money because you have sold at a lower price and bought at
a higher price.
After the trade has been closed, whatever you have traded with is returned back to the broker.
To put this simply: If you think the price will go up, you click buy (on your trading platform) and if you
think the price will go down, you click sell (on your trading platform).

Short selling a currency
The concept of short selling currency is different to short selling a stock. Spot currency is always
traded in pairs.
You always trade one currency against another currency. Going back to our example of the
EUR/USD, if you go long on this pair, you are effectively buying the euro and selling the US dollar.
Therefore, if you go short, you are doing the opposite, you are buying US dollars (USD) and shorting
the euro (EUR), which is effectively selling the EUR/USD.
Another way to think about this, instead of buying EUR/USD, to go short you instead buy USD/EUR.

Risk to reward ratio
When referring to the risk to reward ratio, this is essentially the ratio of how much you are risking on
any single trade, to how much you make if the trade goes in your favor.
So, if you risk $10, then this is the amount of money you are prepared to lose. If the trade does not
work out, you know exactly how much money you are risking and will not lose more than $10. If you
are looking to gain $30, then this is the reward you are seeking and you think is achievable based on
your analysis. The risk to reward ratio is then 1:3, because you are risking $10 to gain $30.

What is Forex and Forex Trading?
Forex trading in a nutshell

As you can imagine, forex trading is a bit more than
just exchanging currencies for a holiday. Companies use different currencies to buy goods in other
countries. In order to buy these goods, they need to obtain the local currency first, just like we would
when going on holiday. The difference is that these companies will exchange huge amounts.

With all of the exchanging of currencies happening around the world, the exchange rates are
constantly moving. Here is how it works:

Trading currencies is like exchanging money while on
holiday
When currencies are exchanged, they have a certain price: the exchange rate. As with the price of
anything, the price for a currency is determined by the laws of supply and demand.
If there is high demand for a particular currency – for example, many people or companies want to
change their domestic currency for the euro – the value of the euro will then increase and the
exchange rate will change against other currencies. You can use this principle to make money. To
illustrate, let's use the example of going on holiday.
Say you live in Europe and go on a holiday to the United States. You will want to exchange euros for
US dollars. At the time you do this, you get $1.40 for one euro. You exchange €500, therefore
receiving $700.
After two weeks, you head home, but you still have $250 left. As you have no use for dollars
anymore, you change them back into euros.
You notice though, that the price of the euro against the dollar has changed – the exchange rate is
now $1.30 for one euro, so you get approximately €190 back. Had the exchange rate stayed at
$1.40, you would have only gotten €180 back. Therefore, you have actually made money.

Successful trading means using the exchange rate to
make a profit
Here is an even clearer way of showing this principle using the same example:
Let’s say that you changed your €500 into US dollars and got $700, but you did not spend any
money at all and came back with $700. After the exchange rate changed from $1.40 to $1.30,
instead of getting €500 back, you actually receive €538.5. You have gained €38.5 simply from
holding your money in dollars while the exchange rate changed. This is essentially how we trade in
the currency market. We buy a certain amount of a currency, hold onto it until the exchange rate
fluctuates, then change it back once the exchange rate has fluctuated, making money in the
process.

Trading to suit your lifestyle
Using a bureau de change and saving a bit of money from your holiday budget is not a practical
approach to forex trading. Fortunately, there is an easier way to do this: through online exchange
offices called “brokers”.
What this means is that you can exchange currencies online and take advantage of the constantly
changing exchange rates. Just like in the example of going on holiday, you can buy different
currencies and make a profit as the exchange rates between the currencies change – this is trading
the forex market.

Trading forex online has many benefits:
•
•
•

You can trade forex from your home or anywhere you have an Internet
connection.
The forex market never sleeps. It is open 24 hours a day during weekdays and
can suit your daily routine.
You do not need a huge budget to get started. As little as $150 is enough to
begin trading and building your account over time.

Trading forex will not make you rich overnight, yet it can provide an income stream
alongside your normal job. It can even turn into a business, depending on how much
time you are willing to invest.

What is a Forex Broker?
If you want to trade in the forex markets, you need a broker. But what exactly is a broker? To
understand this, consider the following:

Let’s say you want to buy an apple, so you go to a street market. The apple is what you want to buy
– the street market is the place where you can do this, because that is where people are selling
apples.

Similarly, imagine you are now selling apples and need to find
customers; you can go to the street market because that is where your customers are – that is
where there are people buying apples.
The street market is a place where buyers and sellers meet. However, when you go to a street
market, you do not generally see many people selling apples to each other; they will be sold through
a stall.
In the forex markets, this is no different. You have buyers and sellers of different currencies – they
need a place to come together and there needs to be a facility to actually buy and sell those
currencies.
In the forex markets, however, the buyers and sellers can be thousands of miles apart. In order to
find each other, there must be a mechanism that matches their interests: this is where the broker
comes in.

The forex broker's role
A broker is a place where buyers and sellers go to buy and sell instruments, such as currencies.
The forex broker operates as a middleman between you and the market. In other words, in order to
find a buyer or a seller of currencies, you can go to a broker and they match you up with either a
respective seller or a respective buyer.
However, instead of just being the middleman between you and another buyer or seller, they are
also the middlemen between you and what is called a “liquidity provider”.

Liquidity provider
To explain liquidity provider, we will start with the basic idea of liquidity. Let’s say you want to
exchange currency – in other words, buy a certain amount of a particular currency.
In order for you to buy that currency, there must be someone to sell that currency to you. In order to
sell the currency, there must be someone willing to buy that currency off of you.
If there are many people that want to buy the currency that you are selling, then it is likely that you
will be able to sell. If there are many people selling the currency that you wish to buy, then it is likely
that you are going to be able to buy the currency that you want. When there is an abundance of
buyers and sellers in the market, it is said that the market is “liquid”.
There is another way in which a market can be liquid. Let’s say that you would like to buy currency,
but instead of there being many individuals selling small quantities of currency, there are fewer
sellers that are selling larger amounts of currency. The market is still liquid. These sellers that are
selling huge amounts are called liquidity providers because they are actually providing liquidity in the
markets – large banks or financial institutions that trade currencies on a large scale.
In other words, they are trading such vast quantities of currency that when you sell, you are likely to
be selling to a liquidity provider and when you buy, you are likely to be buying from a liquidity
provider. They are trading so much money that there is always a party to trade with.
When it is said that a broker will pass your trade on to a liquidity provider, what this means is that the
broker will match your contract up with a liquidity provider, such as a bank or another financial
institution, to take the other side of your trade.

How do I interact with a forex broker? What do I do to trade?
The broker in its original sense could be thought of someone that you phoned in order to buy or sell
currencies. The development of the Internet and software now allows you to interact with a broker
through what is called a trading platform or trading software.

If you are looking for a trustworthy, regulated broker, please check out our broker
https://www.lmfx.com/?refid=31989The trading platform
A trading platform is a piece of software and it is through this software that you actually buy and sell
different currencies. Trading platforms are software downloaded from the Internet and installed onto
your computer. This is what you use to trade forex.
However, there are forex brokers that actually enable you to trade through a web browser, which can
be beneficial as it allows you to trade from any computer without having to download software.

Money management – protecting your capital
Money management is a concept that protects your trading capital from losing trades and it is the most
important skill for trading. This lesson will demonstrate the importance of applying prudent risk
management to avoid large losses that can lead to you losing your entire trading account.
Money management preserves your trading capital
Money management, also called risk management, is a core concept that you should start with
immediately when you begin to learn and it should be the very core focus throughout your trading
career. It will allow you to deal with performance downturns and it will preserve your trading account
during these times, enabling you to carry on trading.

The core principle of money management is that you should only ever risk a very small portion of the
money that you have to trade with on any single trade.
Many professional traders do not advocate risking any more than 1% to 2% of an account on a single
trade.
Limiting your risk per trade to a maximum of 1-2% of your whole account greatly reduces the effect of
losing streaks, as you will preserve the majority of your trading account.

Risking only 1% on each trade means you can lose twenty trades in a row and still retain over 80% of
your starting capital. If you were to risk 5% per trade, after twenty losing trades there would be less
than 40% of your original starting capital left.
The table below shows you the effects of only risking 1% or less on each trade against risking 5%:

After losing twenty trades, the account is reduced to $16,523 after risking only 1% on each trade; risking
5%, the account balance is reduced to $7,547.
After twenty trades, by risking 5% on each trade, the trader now has to make over 100% of the account
just to get back to the original starting capital.
Simply by adhering to risk management, an account can survive longer drawdown periods and still be
able to trade.
The risk reward ratio ensure that you gain more than you lose
The risk to reward ratio is how much capital a trader is willing to risk in order to gain the potential

reward on the trade. You can use either a monetary value or pip value when calculating the risk to
reward.
For example, if you are risking $1 to potentially make $2, the reward is divided by the risk and so the risk
to reward ratio is 1:2. If you are risking 30 pips on a trade and have a 300-pip profit target, the risk to
reward ratio is 1:10.
When looking to take a trade, you should always make sure that your potential reward is larger than
your potential loss.
The following chart shows you a real example of how this may look. The chart shows the stop loss,
shown as 1, the entry, shown as 2 and the profit target shown as 3.
The distance between the stop loss and entry, shown as 4 is 40.4 pips away. The distance between the
entry and the profit target, shown as 5 is 88 pips away. This means that the risk to reward is over 1:2 for
this trade.

Stop loss
Entry
Profit target
Distance between entry and stop loss is 40.4 pips
Distance between entry and profit target is 88 pips
Know where your stop loss and profit target are before you trade
Any time you consider entering into a trade, you should not only have pre-determined where your entry
will be, you should also have pre-determined where your stop loss and profit target will be.
Once you know where your stop loss and entry point are, you can calculate the risk and potential profit
on the trade.
As a general rule of thumb, you should aim for a risk reward ratio of 1:2 or better. If you maintain a risk
to reward ratio of 1:2 then you only need one-third of the trades to win to remain break even.
The risk reward ratio is closely connected to the percentage of your trades that end up winning. The risk
reward ratio itself does not automatically mean success. Even a risk reward ratio of 1:4 does not help
you if less than 20% of your trades end with a profit. So, the risk reward ratio has to be seen as an aspect
of an overall trading strategy, and not in isolation.
A great way to improve your effective risk reward ratio is using trailing stops, as they will make sure that
in many trades that end of losing, you are losing less than the amount originally set for your stop loss.

Summary
So far, you have learned that:
money management is the most important skill a trader can have.

using money management will protect your account in the event of a performance downturn and you
will keep the ability to trade.
you should never risk more than 1% to 2% of your account on any single trade.
by only risking 1%, you can have 20 losing trades in a row and still retain over 80% of your account.
you should always stick to a risk to reward ratio of at least 1:2 and ideally have a risk to reward ratio of
1:3.
risk to reward ratio is calculated by dividing your profit target by your stop loss.

How much money (trading capital) do you need to trade?
Not everyone is going to have the same amount of money to start with. The amount of money you have
– the size of your trading capital – will determine the position size that you are able to trade with.
The position size is essentially the amount of money you put into the market – in other words the
amount that you trade. The larger the position size, the more money you will make if the trade wins.
However, this also means you can lose more money. This is why using the correct position size is so
important, because you can keep within the correct limits of money management and protect your
capital from losing trades.

So how do you determine how much you should risk?
As you know, you should never risk more than 1-2% of your trading account on any single trade, which is
why your trading capital will determine how much money you can trade with. However, the size of your
stop loss will also determine the size of your position, because whatever your trading capital is, the
larger the stop loss, the more you will have to reduce your position size to make sure that you keep
within the correct limits of money management.
The different types of position sizes
When trading forex, there are three different types of position sizes that are usually available to you:
Standard lot
Mini lot
Micro lot
Each one requires a different amount to trade, depending on your stop loss. We will first explain the
difference between them using an example of a trade with a fixed 20 pip stop loss.
Standard lot
In forex, a standard trading contract equates to 100,000 units of the base currency. This is known as a
standard lot. This means that one standard lot has a value of roughly $10 per pip (depending on the
currency pair you are trading), so if the market moves 1 pip in your favor, you make $10; if the trade
moves against you, then you will lose $10 per pip. If you open a trade and the market moves against you
by 10 pips, this equates to $100.

A standard lot equates to 100,000 units of currency. This means that a standard lot has a value of
roughly $10 per pip.
In order for a trader to be able to trade a standard lot, you would need a large enough account to
withstand a losing trade at $10 per pip.
If you open a trade that has a 20 pip stop loss; this means that a losing trade on a standard lot is $200.
In this case, you must have an account of at least $10,000 – 2% of $10,000 is $200.
Mini lot
Some people do not have a trading capital of $10,000 and so brokers are able to offer a different
position size for traders with less capital to start with. They do this by subdividing the standard lot
contract into ten; this is known as a mini lot.
A mini lot equates to 10,000 units of the base currency. This means that a mini lot has a value of roughly
$1 per pip.
A mini lot is equal to 10,000 units of currency. This means that instead of each trade having a value of
$10 per pip, each trade will now have a value of $1 per pip and you can start with less than $10,000.
If you open a trade with a 20 pip stop loss; this means that a losing trade is $20.
In this case, you could trade quite comfortably with an account of $2,000 – 2% of $2,000 is $40.
Micro lot
Some people, however, do not have or do not want to start with a trading capital of $2,000. Brokers
have therefore introduced the micro lot that divides the mini lots further by ten.
A micro lot equates to 1,000 units of the base currency. This means that a micro lot has a value of
roughly $0.10 per pip.
This means that each contract traded is 1,000 units of currency and gives each pip the value of $0.10.
A trade with a 20 pip stop loss will result in a $2 loss.
In this case, someone can start trading with as little as $500 or even $150 – 2% of $150 is $3.
Determine the maximum position size you want trade with depending on your account
Of course, not every trade is going to have a stop loss of 20 pips and so it is important for you to
determine the position size for each trade.
In order to do so, you can apply the following formula that will tell you how much you can trade
depending on the size of your trading account and the size of the stop loss:
Position Size in Lots = (Account Size X the % risk per trade) / (Stop Loss in Pips X Loss per Pip per Lot)
Let’s say that you have a $5,000 trading account and you have a 15 pip stop loss. You only want to risk
2% of your account. Assuming that you are trading with US dollars, where each standard lot traded
means that a pip movement is $10, the position size is calculated as follows:

Position size = ($5,000 x 2%)/ (15 x 10) = 0.66
You always round the result down. This means that you can trade 0.6 lots, or 6 mini lots for this trade.
So, in order to trade comfortably with 6 mini lots, you need an account size of $5,000 to stay within a 2%
limit risk.
Be careful when using the formula to make sure that the currency of the numerator and denominator
are the same – if not, convert one into the other at the current market price.

Summary
So far, you have learned that:
the amount you can trade with depends on the amount of trading capital you have and the size of the
stop loss on the trade.
the different position sizes in the forex market are a standard lot, where each pip moment is worth $10,
a mini lot, where each pip movement is worth $1 and a micro lot, where each pip movement is worth
$0.1.
in order to calculate the exact position size, you can use the formula:
Position Size in Lots = (Account Size X the % risk per trade) / (Stop Loss in Pips X Loss per Pip per Lot).

The cost of trading forex
What is the cost of trading forex?
The cost of trading is the overall expense that a forex trader has to incur in order to run their
trading business. There are optional costs for things that the trader may wish to purchase, such as
news services, custom technical analysis services and faster connections, and compulsory costs,
which are expenses that every trader must pay.

The cost of trading is the overall expense that a trader has to pay in order to run their trading
business.
For every trade that you place, you will have to pay a certain amount in costs or commissions for
each trade that you place with a broker. These costs vary from broker to broker, but they are usually
a relatively low amount. These are usually the only cost of trading that you are likely to incur.
This may sound like a simple enough process, but many traders overlook these costs of trading and
thus underestimate the challenges to generate a long-term profit.
For many forex traders, failure to make a profit is not always down to not being able to trade well –
sometimes a mismanagement or underestimation of the costs involved can lead to failure when
the trading results should, in theory, lead to success.
By taking a look at the main costs of trading, a trader can be more prepared to manage their capital.

Forex spreads and commissions
Remember: Costs vary from broker to broker, so make sure that you check the rates on offer
before placing any trade. Many retail brokers, for example, do not charge direct commissions,
instead adding their costs onto the spread.
The most common costs associated with trading are the spread and commission fees charged by
the broker for each trade placed. These costs are incurred by the trader regardless of how
successful those trades are.

What does the term “spread” actually mean?
The easiest way to understand the term spread is by thinking of it as the fee your broker charges
you to trade. Your broker will quote or give you two prices for every currency pair that they offer you
on their trading platform: a price to buy at (the bid price) and a price to sell at (the ask price).
The spread is the difference between these two prices and what the broker charges you. This is how
they make their money and stay in business.
To illustrate, let's say you want to make a long (buy) trade on the EUR/USD and your price chart
shows a price of 1.2000.
The broker, however, will quote two prices, 1.2002 and 1.2000. When you click the buy button, you
will be entered into a long position with a fill at 1.2002. This means that you have been charged 2
pips for the spread (the difference between the price 1.2002 and 1.2000).
Now say you want to make a short (sell) trade and again, the price chart shows a price of 1.2000.
The broker will fill your trade at 1.2000, however, when you exit the trade – in other words buying
back the short position – you will still pay the spread. This is because whatever the price shows at
the time you want to exit your trade, you will be filled two pips above that price. For example, if you
wanted to exit at 1.9980, you will in fact exit your trade at 1.9982.

The spread is the difference in the buy and sell price of any asset or currency pair.
Therefore, the spread is a cost of trading to you and a way of paying the broker. The bid price is the
highest price the broker will pay to purchase the instrument from you and the ask price is the lowest
price the broker will pay to sell the instrument to you.
In order for a trader to make a profit or avoid making a loss on a trade, the price must move enough
to make up for the cost of the spread.

Variable rate spreads
It is also worth noting that the spread you pay can be dependent on market volatility and the
currency pair that is traded. These variable spread fees are commonplace in markets where there is
higher volatility.

A spread you pay can be dependent on market volatility and the currency pairing that is
traded.
For example, if a market is quiet, i.e. there is not much market activity and the volatility is low, the
broker may charge a +2-pip spread. But if volatility increases or liquidity decreases, the
broker/spread dealer may change that to incorporate the additional risk of the faster, thinner market
and so they may increase the spread.
Some brokers also charge a commission for handling and executing the trade. In these

circumstances the broker may only increase the spread by a fraction or not at all, because they
make their money mainly from the commission.

What is commission and how is it calculated?
Commission in forex trading can either be a fixed fee – a fixed sum regardless of volume – or
a relative fee – the higher the trading volume, the higher the commission.
A commission is similar to the spread in that it is charged to the trader on every trade placed. The
trade must then attain profit in order to cover the cost of the commission.
Forex commissions can come in two main forms:
•

•

Fixed fee – using this model, the broker charges a fixed sum regardless of the size and
volume of the trade being placed. For example: With a fixed fee, a broker may charge a
$1 commission per executed transaction, regardless of the size involved.
Relative fee – the most common way for commission to be calculated. The amount a
trader is charged is based on trade size; for example, the broker may charge “$x per
$million in traded volume”. In other words, the higher the trading volume, the higher
the cash value of the commissions being charged.

With a relative fee, a broker may charge $1 per $100,000 of a currency pairing that is bought or sold.
If a trader buys $1,000,000 EURUSD, the broker receives $10 as a commission. If a trader buys
$10,000,000 the broker receives $100 as a commission.
Note: The relative fee is, in some cases, variable and based on the amount that is bought or sold.
For example, a broker may charge $1 commission per $1,000,000 of a currency pairing bought or
sold up to a transaction limit of $10,000,000.
If a trader buys $10,000,000 EURUSD, the broker receives $10 as a fee. However, if a trader buys
more than $10,000,000 EURUSD, they will become subject to the new fee. Usually the commission
is on a sliding scale to encourage larger trades, however, there are different permutations from
broker to broker.

Additional fees to consider
There are also hidden fees with some brokerages. Some of the fees you should look out for include
inactivity fees, monthly or quarterly minimums, margin costs and the fees associated with calling a
broker on the phone.

There are additional, hidden fees a trader should keep in mind, like inactivity fees, monthly or
quarterly minimums, margin costs and fees associated with calling a broker on the phone.
Before making a judgement on which commission model is the most cost-effective, a trader must
consider their own trading habits. For example, traders who trade at high volumes may prefer to pay
only a fixed fee in order to keep costs down. While smaller traders, who trade relatively low volumes,
may tend to prefer a commission based on trade size option as this results in smaller relative fees
for their trading activity.

Leverage
Leverage is a tool that traders use as way to increase returns on their initial investment. One reason
that the forex markets are so popular amongst investors is because of the easy access to leverage.
However, when factoring in spreads and commissions, traders must be careful of their use of
leverage because this can inflate the costs of each trade to unmanageable levels.

Overnight positions
When trades are held overnight there is another cost that should be factored in by the trader holding
the position.
This cost is mainly centered on the forex market and is called the overnight rollover.
Every currency you buy and sell comes with its own overnight interest rate attached. The difference
between the two interest rates of the currencies you are trading will give you the cost of holding the
position overnight. These rates are not determined by your broker, but at the Interbank level.

These trading costs are percentage-based and would increase as the use of leverage goes up;
the more leverage a trader uses, the higher these costs become.
For example, if you buy the GBP/USD, then the rollover will depend on the difference between the
interest rates of the UK and the USA.
If the UK had an interest rate of 5% and the USA had a rate of 4%, the trader would receive a
payment of 1% on their position because they were buying the currency from the nation with the
higher interest rate – if they were selling this currency, then they would be charged 1% instead.

Data feeds
Aside from the transactional costs of trading, extra costs should be factored in by traders when
calculating their overall profitability.
Data feeds help the trader see what is happening in the markets at any given time in the form of
news and price action analysis.
This data is then used by the trader to make important decisions:
•
•
•

When to enter and exit the market
How to manage any open positions
Where to set stop losses

This data is therefore directly linked to the performance of the trader; good efficient data is vital in
order to maintain a constant edge in the markets.

Data feeds help a trader see what is happening in the markets in the form of news and price
action analysis. Traders use this data to decide when to enter/exit the market, how to manage
open positions and where to place their stop loss.
These costs are usually a fixed price charged monthly. The costs vary between providers, as does
the quality and nature of their data feeds. It is important that traders determine which kind of feed
they feel most comfortable and confident using before committing money to any feed provider.
Other additional costs to a trader may include subscriptions to magazines or
television packages, which enable access to non-stop financial news channels. The cost of attending
exhibitions, shows or tutorials may also need to be considered if you are a novice trader.
Aside from this are the obvious necessary costs of owning a reliable PC or laptop, and cupboards
stocked with plenty of coffee!

Summary
In this lesson, you have learned that:
•
•
•
•
•
•

not paying attention to all of the costs can limit your ability to make a profit.
there are optional costs and compulsory costs.
compulsory costs include spreads and commissions charged by the broker.
optional costs include additional data feeds and news services.
other costs involve overnight rollover fees, which is the difference in interest rates
between the two countries of the currency pairs you are trading.
leverage can magnify gains, but also magnify the cost of trading.

Leverage in forex trading
Leverage allows you to enhance your profits
Leverage is essentially the borrowing of capital to increase your returns on investment. In the forex
industry, a forex broker can “lend” capital to a trader, allowing the trader to open a much larger
position, just as if they had a much larger trading account than they actually do. This means,
however, that a trader can also lose just as much as if they had a much larger trading account.
to the trader’s account balance only. Once the loss exceeds the amount of money the trade has to
start with, the broker will close all the trades that are currently open. This avoids the scenario where
the trader has borrowed more than they have in their account and owes the broker money.

How forex leverage works
When a position is opened in the forex market, the market moves either in the direction of the
trader’s position or against it. For each pip that the market moves, there is a fixed amount of
capital added or taken away from the trader’s account. If the move is in line with the trader’s
position, they make money; if not, they lose money.

Currency trading is completed in “contracts” for a standard amount of units called lots. Each lot is
worth 100,000 units of a currency. Using the US dollar for denomination, if a trader opens a
position with one standard lot, then he is buying or selling 100,000 units of that currency.

As the currency moves in pips – which are increments of 0.0001, each pip – when a standard lot is
traded, it is worth $10 (0.0001 x 100,000 = $10). If the trade moves ten pips in favor, then the trader
gains $100. If the trade moves ten pips against the position, then he is down by $100.
Not everybody has an account big enough to buy or sell $100,000 worth of a currency and so you
can use leverage, i.e. borrow from the broker in order to trade $100,000 when you do not have
$100,000 in your trading account.
When using leverage, the capital is lent to you when you open the trade, but you do not actually see
this money go into your trading account. You do, however, see the effects when your trade is open,
because each pip movement has a greater value, allowing for greater potential profit or loss.

Leverage requires a minimum amount in your trading account
Usually, in order for a trader to borrow capital to enhance their position size, they must put up a
certain amount of capital themselves as a security – this is referred to as margin. In other words, in
order to use leverage with a forex broker, you will have to have a minimum amount in your account
to start with. This minimum amount will differ between brokers.
Different brokers lend different amounts
Different brokers also offer different amounts of leverage and these are expressed as ratios, such as
1:100, meaning that the amount lent to the trader is 100 times the amount they have in their trading
account.
For example, if a broker offers a leverage of 100:1, then a trader can purchase a standard lot, which
is $100,000 of currency, with just $1,000 – the $1,000 is the margin.
This means that a trader can trade with each pip being worth $10 and still gain $100 with just ten
pips, but with only having $1,000 in their account instead of $100,000.

Maximum leverage
Maximum leverage is the maximum amount of leverage available to use at a particular time. This
cap is set by the broker. Some brokers have been known to offer anything up to 500:1 leverage,
however, 100:1 is likely to be more than enough.

The dangers of leveraged forex trading
A prominent mistake that new traders make is to use leverage with no regard for the risk per trade
based on their overall account balance. When there is no concern for the downside risk, leverage
can destroy a trading account.
Consider a trader that has a $1,000 trading account and uses a leverage of 100:1. This means that
each pip movement is worth $10. Let’s say his stop loss is ten pips away from his entry. If the stop
loss is hit, then the trader has lost $100 – 10% of the entire trading account, far exceeding the
acceptable level of money management.

Limit the dangers with money management

If the correct money management rules are applied, the amount of leverage can become irrelevant.
The reason for this? Traders base their risk on a percentage of their total account balance. In other
words, the total amount risked per trade, even with leverage, is less than 2%.
Consider the same trader as above that has a $1,000 trading account and has the same ten pips
stop loss. Instead of using leverage of 100:1, where each pip is worth $10, he instead uses leverage
of 10:1, where each pip is worth $1.
Now if the trade goes against him by ten pips, this is only a $10 loss – only 1% of the trading
account.
By incorporating money management and only risking, you can safely use leverage, because the
leveraged amount is less than 2% of the trading capital.

The impact of leverage on transaction costs
Leverage also impacts the cost of forex trading, as each trade costs a certain amount to enter. This
is either through a spread or a commission charged by the broker. The more leverage is used,
the higher these costs are. The higher the costs, the more profit is required to cover them.
Here is an example to illustrate:
A trader opens an account with $10,000 and decides to buy 10 standard lots of
that have a 2.5 pip spread.

The leverage being used is 100:1 ($10 per pip x 2.5 pip spread x 10 lots). This means, on that
particular trade, the cost for each lot is $25 and the trader is buying 10 lots.
The transaction cost of the spread is therefore $250 across all 10 lots, which is 2.5% of the account
when the trade has been entered – this does not even take into account the total risk from the stop
loss on the trade. The trader has to make a 2.5% profit just to break even on a single trade at the
moment of entry.
This is unsustainable and the reason that traders who use high leverage without considering risk or
money management tend to lose their entire trading capital.
Compare this with a trader using a leverage of 10:1, where each pip would be worth $1. The cost of
each position is just $2.5 ($1 per pip x 2.5 pip spread x 10). This means that the total cost of the
trade is $25.
This is much more sustainable and the trader is substantially more in line with money management
principles.

Summary
So far, you should have learned that:
•
•
•
•
•
•

leverage is the borrowing of capital to maximize profit.
forex trading is completed in contracts called “lots”.
a standard lot is 100,000 units of currency, which means that, using US dollars
for denomination, each pip movement is worth $10.
in order to use leverage, a forex broker requires a minimum amount of capital
from the trader – this is called margin.
different brokers offer different amount of leverage, the most common is 100:1.
This means that a trader can open a standard lot with just $1,000.
when traders use leverage without employing money management, they are in
danger of losing their entire trading account.

Trading support and resistance
Find resistance levels
Open your chart and find the highest price level.
Now place a line on the chart and move it down the first resistance level that you find:

1. Line drawn at top of chart that you will move down.
2. Price level that you will move the line down to.
3. The green shaded area is identifying the first resistance level.
Place a second line on the chart and move it down, below the current line you already have on the
chart, until you find the next resistance level as the following chart shows:

1.
2.
3.
4.

Line drawn at the top of the chart that you will move down.
The first resistance line that you have drawn.
Price level where you will move your line down to.
The green shaded area highlights the second resistance level.

Continue to place resistance levels on your chart until you reach the current market price.
You do not want to put too many resistance levels on your chart – just the most important ones:

1.
2.
3.
4.
5.

Line drawn at the top of the chart that you will move down.
First resistance line.
Second resistance line.
Price level you have moved the line down to.
The green shaded area shows the third resistance level.

Work your way up from the bottom and place support levels
Place a line on the chart and move it up to the first support level that you find:

1. Line drawn at the bottom of the chart that you will move up.
2. First support level where the line has been moved up to.
3. Red shaded area shows the first support level.
Place another line on the chart and move it up to the next support level:

1.
2.
3.
4.

New line drawn that you will move up.
First support line
Second support level where you move the new line to.
Red shaded area shows the second support level.

Continue to place support levels until you reach the current market price. You do not want to place
too many support levels on the chart, but rather try to pick the most significant support levels.

1.
2.
3.
4.
5.

New line at the bottom that you will move up to a new resistance level.
First support line.
Second support line.
Third support level that you will move the line to.
and 6. Red shaded areas show the third support level.

Once you have finished, you now have a price chart with a number of support and resistance levels
that will look something similar to the chart above.
Now continue on to the next lesson to learn the first method of trading with support and resistance
levels.

Finding entries at support or resistance
Now that you have placed your support and resistance levels, you can now look for possible entries
at the support or resistance levels.

Enter trades at support and resistance
Look at the price chart and observe the support and resistance levels that you have drawn on the
charts. You will look to place sell orders at the resistance levels and buy orders at the support levels.

Take a look at the following chart – you can see a number of support and resistance levels:

1. Resistance levels
2. Support levels
The green shaded areas show where the price found resistance and the red shaded areas show
where the price found support.
The next step is to wait until the price meets one of these support or resistance levels.
In the following chart, you can see where the price has moved up to resistance and has not
managed to break above it:

1. Resistance levels
2. Shaded shows that the price has found resistance at this level.
Now enter a short (sell) trade after the candle has closed:

1. Resistance levels
2. Short entry
Place your stop loss on the other side of the resistance level:

1. Resistance levels
2. Short entry
3. Stop loss
In order to place your profit target, find the next support level down and place your profit target there:

1. Resistance levels
2.
3.
4.
5.

Short entry
Stop loss
Next support level down
Profit target

You should make sure that your reward is bigger than your risk. It is up to you what your optimal risk
to reward should be – ideally you should have a risk to reward of 1:2 or 1:3.

Buying at support levels
We will now show you an example of buying at support. The following chart shows a number of
support and resistance levels:

1. Resistance levels
2. Support levels
The next step is to wait until the price meets a support level. In the following chart you can see
where the price has come back down to a support level. You can then enter a long trade:

1. Resistance levels
2. Support levels
1. Long entry at the support level
The stop loss goes just below the support level:

1. Resistance level
2. Support level
1. Long entry at the support level
2. Stop loss below the support line
The profit target goes at the next resistance level up:

1. Resistance levels
2. Support level
1. Long entry after support held
2. Stop loss below the support level
3. Take profit at the next resistance level.
You should make sure that your reward is bigger than your risk. It is up to you what your optimal risk
to reward should be – ideally you should have a risk to reward of 1:2 or 1:3.
You can go on to learn the second method of trading with support and resistance.

How to read Japanese candlestick charts
Japanese candlesticks are a way of presenting the price action over a set period of time. They
provide useful information, such as the market sentiment or possible reversals in the markets, by
showing the price movement in a specific way.

A Japanese candlestick chart shows you more information
When you trade something, whether it is forex, stocks or commodities, you will use price charts to
see the price movement in the markets.
Consider the following two charts:

The line chart is a very simple way of showing the price movement. It displays the information with a
simple line using a series of data points. It is the type of chart that you may be used to seeing in
magazines and newspapers that shows the price movement of stocks and shares.

A line chart is simplistic and only displays price movement in a line. A Japanese
candlestick chart shows more information within each individual candlestick.
The Japanese candlestick chart shows the same price movement; however, it is made up of
individual candlesticks. Traders prefer to read candlestick charts because they include more
information than a line chart and can be more useful for making trading decisions.

Japanese candlesticks represent a set period of time
If a Japanese candlestick chart is set to a 30-minute time period, then each individual candle will
form over thirty minutes. Likewise, if the chart is set to a 15-minute time period, then each candle will
take fifteen minutes to form.
Consider the following charts:

Each chart shows the price action for the EUR/USD. The two candles in the green shaded area in
the left chart are two 30-minute candles. This represents the exact same period as the twelve
shaded candles on the 5-minute chart to the right.
The two charts are showing the price action of the same asset, only the chart to the left is showing
the price action over a much longer period than the chart to the right.
This is because the chart to the left is a 30-minute chart, meaning that each candle took thirty
minutes to form, and the chart to the right is a 5-minute chart, meaning that each candlestick took
five minutes to form. The 30-minute chart therefore shows a much broader time scale of price action
than the 5-minute chart.

Each Japanese candlestick represents a specific time frame. If the time period is set for
30 minutes, then each individual candle will take 30 minutes to form.

Each candle shows the open, close, high and low price
Take a look at the following image:

The wide part of the candlestick is called the body. It represents the open and close of the period.
This means that if the chart is a 1-hour chart, then each candlestick body will show the opening price
for that 1-hour period and the closing price for that 1-hour period. The wicks at the top and the
bottom of the candlestick show the highest and lowest price reached during that 1-hour period. A
chart that displays the open, high, low and close price for a given period is referred to as a OHLC
chart.

The different colors of the body tell you if the candlestick is bullish (rising) or bearish (falling)., we
have set our candlesticks to orange for bearish candles and blue for bullish candles. It does not
matter what color your candlesticks are; they can be set to any color in your trading software.
If the candlestick is bullish, then the opening price is always at the bottom and the closing price is
always at the top. If the candlestick is bearish, then the opening price is always at the top and the
closing price is always at the bottom.

OHLC: The opening price, highest price, lowest price and closing price of a given period
is often referred to as the OHLC. Charts that display this information are often
called OHLC charts.
The different colors simply provide a means for you to instantly tell if they are bullish or bearish.

A closer look at a bearish Japanese candlestick

The candlestick in this illustration is a period of 1 day, which means that the candle took an entire
day to form. The currency pair is the EUR/USD.
From the candle you can identify the following information:
•

•
•
•

The candle is bearish because of its orange color. This means that over the
course of a single day the price of the EUR/USD dropped. There were more
sellers than buyers throughout the day; the price was lower at the close of the
day than when it opened.
The price at the beginning of the day opened at 1.38278.
The price at the end of the day closed at 1.34497.
Throughout the day, the highest price that the buyers pushed the EUR/USD to
was 1.38600.

•

Throughout the day, the lowest price that the sellers pushed the EUR/USD to
was 1.34125.

This, however, only shows the OHLC for that day. If you wanted to see the price movement in more
detail, you would go to a lower time frame.
Using the example above, to find out more specifically what happened during the course of that day
– that day being the single candlestick shown – you could go to a 1-hour time frame chart. This chart
would show candlesticks that more accurately depict the price movement throughout the day.
Similarly, you could go to an even lower time frame – say, a 15 minute or a 5-minute time frame –
and find out how the price behaved in even more detail.
You will explore the methods of choosing which time frame best suits your trading style in further
lessons.

A further example using a bullish Japanese candlestick

The candlestick in this illustration is a one-hour period, which means that the candle took an hour to
form. The currency pair is EUR/USD.
From the candle you can identify the following information:
•

•
•

The candle is bullish because it is blue. This means that over the course of an
hour, the price of the EUR/USD increased. There were more buyers than sellers
throughout the hour; the price was higher at the close of the hour than when it
opened.
The price at the beginning of the hour opened at 1.3016.
The price at the end of the hour closed at 1.3175.

•
•

Throughout the course of the hour the highest price that the buyers pushed the
EUR/USD to was 1.3185.
Throughout the hour the lowest price that the sellers pushed the EUR/USD to
1.2956.

Although a trader can use practically any time period for each candle, the most common periods are
M1 (1 minute), M5, M15, M30, H1 (1 hour), H4, D1 (1 day), W1 (1 week) and MN1 (1 month). The
time frames that are available for your use will depend on the trading platform you choose to use.

Summary
So far, you have learned that:
•
•
•
•
•

the Japanese candlestick chart shows you more information than a simple line
chart.
the Japanese candlestick chart is the most common type of chart used by traders
Japanese candlesticks represent the time that the candle takes to form, which is
referred to as a time frame.
each candlestick tells you the open, high, low and close (OHLC) price of the time
frame for that candle.
an orange candle means that the price has moved down and a blue candle
means that the price has moved up.

Technical analysis using Japanese candlesticks
Japanese candlesticks can be used in conjunction to identify the current market conditions and the
possible future price direction. This is done by using the information they present to show the
balance between the buyers and sellers in the markets. This in turn allows you to identify the market
sentiment.

Assessing the balance between the buyers and the sellers
The longer the body of a candlestick, the more momentum there is in that direction. What this means
is:
•
•

The longer a bullish candlestick, the more buying pressure there is in
comparison to selling pressure for that period.
The longer a bearish candlestick, the more selling pressure there is in
comparison to buying pressure for that period.

Comparing candles in practice to assess the balance

The three candles to the right are all bullish candles; over the course of each of these time periods
there were more buyers than sellers (the closing price was higher than the opening price).
Candle 2 is larger than candle 1. This indicates that there was more momentum to the upside in the
second candle compared to the first. The buyers were able to push the price higher in the same
amount of time as the first candle. Comparing the candles, it can be seen that the balance is shifting
more and more in favor of the bulls.
Candle 3 is even larger than candle 2. This indicates that not only is the balance continuing to shift in
favor of the bulls, but the momentum in buying pressure is continuing to increase as well.

Comparing bearish candlesticks in the same manner

The candles to the right are all bearish, meaning that over the course of these time periods there
were more sellers than buyers. In comparison, candle 2 is larger than candle 1, indicating that there
was more momentum to the downside in the second candle compared to the first.
The sellers were able to push the price lower in the second candle than in the first, and it can be
seen that the balance has shifted more in favor of the sellers.

Candle is much larger than candle 2, indicating that not only is the balance continually shifting in
favor of the bears, but the momentum in selling pressure is increasing too.
Observing this kind of shift in the balance between the buyers and sellers helps to determine
whether the market sentiment is likely to be bullish or bearish. If the balance is shifting towards the
bulls, then the direction of the market is likely to be to the upside; if the balance is shifting towards
the bears, then the direction in the market is likely to be to the downside.

Interpreting the size of the candlestick wicks

The candlestick to the right is a bullish candle. It has a long wick at the bottom and almost no wick at
the top. During the time frame of this candle forming, the bears attempted to push the price down.
However, the balance shifted back towards the bulls and the buyers pushed the price back past the
opening price – the candle ended up closing as a bullish candle.

The illustration to the right shows how the candle could have looked during its formation.
The fact that the bulls managed to push the price back up from the low of the candlestick, past the
open, and up to where it closed, indicates strong momentum in buying pressure.
A long wick, such as the illustration above to the right shown as number_1, therefore indicates that
during the course of the candle, a shift in balance occurred from one side to the other– in this case
from the sellers to the buyers. This provides an insight into which direction the momentum is likely to
continue occurring.

The doji candlestick

A doji candlestick pattern is a candlestick in which the opening and the closing price are the same.
This type of candle is neither bullish nor bearish and indicates that the buying and selling pressure is
relatively equal – there is indecision in the market. A doji can sometimes indicate a reversal if found
at the end of a large price movement.

If there is a difference of just a few pips between the open and the closing price, then it
is generally still considered to be doji.

Caution with interpreting open candlesticks
A candlestick that is still open does not provide any useful information as the dynamics of that
candle can still change. This means that you cannot analyses the very last candle on the price chart;
you can only analyses the prior candles. This is very important to know when making decisions
about trading.

The illustration above and to the left shows a 4-hour chart. The last candle shown is still open and
has not finished forming. The price is moving to the upside indicating a strong bullish tendency. At
this point, the buyers are in control and it appears that this will form as a bullish candle.
However, the chart to the right shows that within the time period of the four hours, the candle
changed completely. The balance has shifted towards the bears. It now appears that the candle will
form as a bearish candle.
Until the candle closes, there is no way to tell how the candle will eventually form. You should not
make assumptions, carry out analysis or enter trades based on an open candle.

Gaps between open and close of the candlesticks

You may notice that in the illustration examples provided, each candlestick opens where the
previous candlestick closes. Although this is logical, it is not always the case. As the illustration to
the right demonstrates, occasionally a gap 1 is created between the close and the open of two
candlesticks.
There are multiple reasons for gaps, the main one being that the price shifted while the normal
markets were closed. Therefore, the opening price will be different to the closing price when the
markets open again.

Summary
So far, you have learned that:
•

•
•
•
•
•

the longer the body of a candlestick the further the price moved in that time
period and so the more momentum there is pushing the price in that particular
direction.
an increase in market sentiment can be identified by comparing the candlesticks
against one another.
a bearish body means that sellers are currently in control and a bullish body
means that the buyers are currently in control over the course of that period.
long wicks indicate that there has been a shift in balance between the buyers and
sellers – from one side to the other – within that period.
a doji candlestick represents market indecision where neither the buyers nor the
sellers were in control.
only a closed candlestick should be taken into account because the sentiment
can change within the time of that candle.

Single candlestick patterns
Single candlestick patterns are what the name suggests: Japanese candlestick formations
composed of just one candlestick.

Single candlestick patterns are Japanese candlestick formations composed of just one
candlestick. They can help you predict price reversals.
They can be traded independently and come in three main types, each of which has a bullish and a
bearish version:
•
•
•

Yo Sen (bullish) and In Sen (bearish)
Hammer (bullish) and Hanging Man (bearish)
Inverted Hammer (bullish) and Shooting Star (bearish)

Single candlesticks help you predict when prices may be about to reverse or continue, depending on
what the pattern is.

Yo Sen and In Sen patterns
The Yo Sen and the In-Sen candlestick patterns consist of a full body and short or non-existent
wicks.

Yo Sen candlestick
The bullish Yo Sen candlestick appears as a single upward candle with a full body and very short or
non-existent wicks. It signals a buying opportunity. The following image shows how it appears on a
chart:

1 Bullish Yo Sen.

The bullish Yo Sen is an upward candle with a full body and very short or non-existent
wicks. The bearish In Sen is a downward candle with a full body and very short or nonexistent wicks.

In Sen candlestick
The bearish In Sen candlestick appears as a single downward candle with a full body and very short
or non-existent wicks. It signals a selling opportunity.
The image below shows how the In-Sen candlesticks appear on a price chart:

1 Bearish in Sen candlestick.

Hammer and Hanging Man patterns
The Hammer and the Hanging Man candlesticks are exactly the same in appearance but occur in
different conditions and give different signals.
Both appear as a candle with a small body at the top and a wick at the bottom that is two or three
times longer than the body. There is no wick above the body. The color of the body is not important.

The hammer and Hanging Man both appear as a candle with a small body at the top
and a much longer lower wick and both predict price reversals. The bullish Hammer
however appears during falling markets and the bearish Hanging Man appears during
rising markets.

Hammer candlestick
If this kind of candlestick appears when prices are falling, it is called a Hammer. It indicates that the
downtrend may have reached its bottom limit and that prices may be about to reverse upwards. It
signals a buying opportunity. The following chart shows how this appears on a chart:

1 Hammer candlestick pattern

Hanging Man candlestick
If this kind of candlestick appears when prices are rising, it is called a Hanging Man. It indicates that
the uptrend may have reached its top limit and that prices may be about to reverse downwards. It
signals a selling opportunity. The following image shows how the Hanging Man candlestick appears
on a chart:

Inverted Hammer and Shooting Star patterns
The Inverted Hammer and the Shooting Star candlesticks also look exactly the same as each other
but have very different meanings for traders.
Both appear as a candle with a small body at the bottom and a wick at the top that is two or three
times longer than the body. There is no wick below the body. The color of the body is not important.

Inverted Hammer candlestick
If this kind of candlestick appears when prices are falling, it is called an Inverted Hammer. It
indicates that the downtrend may have reached its bottom limit and that prices may be about to
reverse upwards. It signals a buying opportunity. The following image shows how it appears on a
chart:

1 Inverted Hammer candlestick pattern

Shooting Star candlestick
If this kind of candlestick appears when prices are rising, it is called a Shooting Star. It indicates that
the uptrend may have reached its top limit and that prices may be about to reverse downwards. It
signals a selling opportunity. The following image shows how the shooting star candlestick appears
on a chart:

Summary
So far you have learned that …
•
•
•
•
•
•

•

… single candlestick patterns are Japanese candlestick formations composed of
just one candlestick.
… they can be traded independently and come in three main types, each of
which has a bullish and a bearish version.
… they help you predict when prices may be about to reverse or continue.
… the bullish Yo Sen appears as a single upward candle with a full body and
very short or non-existent wicks. It signals a buying opportunity.
… the bearish In Sen appears as a single downward candle with a full body and
very short or non-existent wicks. It signals a selling opportunity.
… the Hammer and Hanging Man both appear as a candle with a small body at
the top and a wick at the bottom that is two or three times longer than the body
and there is no wick above the body – they indicate reversals. A Hammer is
found when prices are falling and a Hanging Man is found when prices are rising.
… the Inverted Hammer and Shooting Star both appear as a candle with a small
body at the bottom and a wick at the top that is two or three times longer than the
body. There is no wick below the body. An Inverted Hammer is found when
prices are falling and a Shooting Star is found when prices are rising.

Doji candlestick patterns
Doji candlesticks appear when the opening and closing prices of an asset are virtually the same.
They can therefore be recognized by their much shorter body than typical Japanese candlesticks.
They indicate that market sentiment is indecisive, with a relatively even balance of bulls (buyers) and
bears (sellers) unable to push prices decisively in one direction. Depending on their type, they can
help you recognize when a price move or trend may be slowing down and when a price might
reverse course.
This can help you exit a trade before a trend is coming to an end or enter into a new trend as it
starts.

Doji candlesticks occur when the opening and closing price of an asset are roughly the
same. They indicate that markets are indecisive.

Stars, long legs, gravestones and dragonflies
There are four types of doji candlestick:
•
•
•
•

Standard or 'star' doji
Long legged doji
Gravestone doji
Dragonfly doji

The names of the four doji candlesticks – star, long legged, gravestone and dragonfly –
describe their shape.
Their names describe their appearance, as shown on the diagrams below.
They are all similar in that the opening and closing prices are the same. However, the position and
length of the candlestick's wicks are different for each.

Star doji

The standard doji candlestick, seen to the right, has two short wicks that are of a similar length both
up and down. It appears when the candle has opened and closed at the same level and has moved
in a very small range in between.

It indicates extreme indecision in the market and a lack of commitment from traders. If other
indicators suggest that prices are overbought or oversold, it can mean a price reversal is imminent.

Long legged doji

The long legged doji, seen to the right, has long upper and lower wicks and appears when the price
has moved up and down dramatically before the candle closed at the same level as it opened.
It also indicates indecision between bulls and bears but suggests that traders are becoming more
active and that a volatile price move may soon occur.

Gravestone doji

The gravestone doji, seen to the right, has a long upper wick and appears when a candle's open and
close occur at the low end of its trading range.
It indicates that a current uptrend may be coming to an end with the price about to reverse
downward.

Dragonfly doji
The dragonfly doji, seen to the right, has a long lower wick and appears when a candle's open and
close occur at the high end of its trading range.
It indicates that a current downtrend may be coming to an end with the price about to reverse
upwards.

Best in trending markets
Because they alert you to the slowdown in a price move or a possible reversal, doji candlestick
patterns work best when markets are trending.
They can be unreliable in ranging markets. This is because markets are naturally full of indecision
during these times and price moves are small, making it harder to recognize when a doji candlestick
is giving a valid signal by appearing.

Doji candlesticks are best used in trending markets. They can be unreliable in ranging
markets.

Summary
In this lesson you have learned …
•
•
•
•
•

•

•
•
•

… doji candlestick patterns occur when the opening and closing prices of an
asset are the same.
… they indicate that markets are indecisive, with a relatively even balance of
bulls and bears.
… there are four types of doji candlestick, which can help you recognize when a
price move or trend may be slowing down and when a reversal might occur.
… they can help you exit a trade before a price move ends and jump on a new
trend as it starts.
… the standard or star doji candlestick has two short wicks that are of a similar
length above and below. It indicates extreme indecision and in overbought or
oversold markets it can predict a price reversal if other indicators confirm this.
… the long legged doji has long upper and lower wicks. It indicates indecision but
suggests that traders are becoming more active and that a volatile price move
may occur soon.
… the gravestone doji has a long upper wick. It indicates that a current uptrend
may be ending and a downward reversal is about to occur.
… the dragonfly doji has a long lower wick. It indicates that a current downtrend
may be ending and an upward reversal about to occur.
… doji candlesticks are best used in trending markets and can be unreliable in
ranging markets.

Engulfing patterns and tweezers
Using candlesticks in conjunction with each other can indicate the market sentiment by highlighting a
shift in power between the buyers and the sellers. Candlestick patterns can therefore provide
signals, such as a reversal or a continuation of price action.

The engulfing pattern
An engulfing pattern is a strong reversal signal. There are bullish and bearish engulfing patterns and
they are composed of two candlesticks – one bullish and one bearish. There are three main criteria
for an engulfing pattern:

The engulfing pattern is a strong reversal signal that can be bullish or bearish and is
composed of two candlesticks – the body of the second candlestick must engulf the
body of the preceding body.

1. There has to be a confirmed uptrend or downtrend, even if it is short-term. The
market must not be ranging (going sideways).
2. The body of the first candlestick must be smaller than the second one. The
second body must engulf the preceding body. It is not necessary for the second
body to engulf the actual wick of the first candlestick, although this does create
an even stronger signal.
3. The second candlestick body must be opposite to the first candlestick body, i.e. if
the first candlestick is bullish, the second candlestick must be bearish.
Note that the strongest engulfing pattern is one where the whole candle engulfs the prior day's range
from high to low, not just the body, generating a strong signal of the imminent market reversal.

Bullish engulfing pattern
The following example shows a bullish engulfing pattern signaling the reversal of a downward trend
and demonstrating how the sellers were overpowered by the buyers.

1 The first candlestick is bearish.
2 The second candlestick is bullish and engulfing the body of the preceding bearish candlestick.
The following example shows a bearish engulfing pattern signaling the reversal of an uptrend and
demonstrating how the buyers were overpowered by the sellers.

1 The first candlestick is bullish.
2 The second candlestick is bearish and engulfing the body of the preceding bullish candlestick.

Tweezers top and bottom
Tweezers are formed by two candlesticks that have matching highs or lows. As the two wicks have
the same height, it appears as a pair of tweezers; a discrepancy of a few pips is acceptable.
The market should be in a confirmed uptrend or downtrend for the signal to be a valid reversal.

Tweezers are formed by two candlesticks that have matching highs or lows.

Tweezers top
In the example provided below, there are two candlesticks at the end of an uptrend.

1 The first candle is bullish and the second candle is bearish. The wicks are of equal length and the
highs are at the same level.
The wick of the first candlestick shows that the buyers have been overpowered by the sellers. The
second wick represents a second attempt by the buyers to continue pushing the price up and then
being overcome again by the sellers. After two unsuccessful attempts by the buyers to continue the
trend upwards, the buying pressure eases off and the bears successfully push the price back to the
downside.

Tweezers bottom
The following example shows a tweezers bottom pattern after a downtrend.

1 The lower wicks are of equal length and the lows are at the same price level.
The wick of the first candlestick shows that the sellers have been overpowered by the buyers. The
second wick represents a second attempt by the sellers to continue pushing the price back down
and then being overpowered by the buyers. After two unsuccessful attempts by the sellers to
continue the trend down, the selling pressure eases off and is eventually overpowered by the bulls.

Variations
The bodies or wicks do not have to be exactly the same size or even in consecutive order.
The important aspect when looking for a tweezers pattern is two wicks with equal highs. This
indicates that either the buyers or the sellers were eventually overpowered, indicating a reversal.

The term "reversal signal" can be slightly misleading when used with candlestick
patterns. A long-term trend (i.e. hourly time frames or above) could take some time to
change after you see a pattern form. The reversal could happen in stages and not
immediately after the formation of a candlestick pattern.

Summary
So far, you have learned that:
•

engulfing candlestick patterns indicate a reversal, but not necessarily an
immediate or significant reversal.

•

•

•
•

in a bullish engulfing pattern, the first candlestick is bearish and the second is
bullish and the body of the bullish candlestick must engulf the preceding bearish
candlestick.
in a bearish engulfing pattern, the first candlestick is bullish and the second one
is bearish and the body of the bearish candlestick must engulf the preceding
bullish candlestick.
a tweezers top and bottom signal a reversal pattern.
for a tweezers top and bottom, one candle is bullish and the second candle is
bearish and the wicks should be of equal length.

Triple candlestick patterns: three inside up & three inside down
Three inside up patterns
The three inside up pattern is similar to the morning star triple candlestick pattern – it indicates a
potential trend reversal found at the end of a downtrend.
The following chart shows an example of a three inside up pattern:

1. The first candlestick is long and bearish, indicating that the market is still in a
downtrend.
2. The second candlestick is bullish and should ideally close at the halfway mark of
the first candlestick.
3. The third candlestick is also bullish and closes beyond the open of the first
candlestick, ideally above the high of the second candle.

Three inside down patterns
The three inside down candlestick pattern is the opposite of the three inside up patterns and
indicates a trend reversal found at the end of an uptrend.
The following chart shows an example of a three inside down pattern:

1. The first candlestick is long and bullish, indicating that the market is still in an
uptrend.
2. The second candlestick is bearish and should ideally close at the halfway mark of
the first candlestick.
3. The third candlestick is also bearish and closes beyond the open of the first
candlestick, ideally below the low of the second candle.

Considerations using these patterns
A reversal pattern signal is stronger if it happens after a steep trend because the markets can rarely
sustain a rapid price movement; a correction can usually be expected.
If the second candlestick does not reach the halfway point of the first candlestick, but the third still
closes beyond the open or the low of the first candle, it may be considered as a valid three inside
down pattern.

Summary
So far, you have learned that:
•
•
•
•

the three inside up and three inside down are reversal patterns.
the first candle is long in the direction of the trend.
the second candle is shorter and closes up to the half way mark of the first
candlestick, indicating there is a change in momentum.
the third candle closes beyond the open of the first candlestick.

Triple candlestick patterns: three soldiers and crows
Three soldier’s candlestick patterns
The three soldiers pattern is a reversal pattern. It is also sometimes called the “three advancing
soldiers” or “three white soldiers”. It is found at the end of a downtrend and it is a clear indication of a
shift in the balance from the sellers to the buyers.
The three soldiers pattern forms as follows:

1. After a downtrend, there are three consecutive bullish candlesticks.
2. The bodies of the second and the third candlesticks should be
of approximately the same size – if the third candlestick is visibly smaller than
the preceding two candles, this means that the buyers are not completely in
control and may indicate weakness among the buyers.
3. The candles have small or no upper wicks.

1 A three soldiers reversal pattern indicating a shift in power from the sellers to the buyers.

Three crow’s candlestick patterns
The three crows pattern, also referred to as the “three black crows”, is a reversal pattern found at the
end of an uptrend.
The three crows pattern forms as follows:

1. It consists of three consecutive bearish candlesticks.
2. The bodies of the second and the third candlestick should be approximately
the same size – if the third candlestick is visibly smaller than the preceding two
candles, this means that the sellers are not completely in control and may
indicate weakness among the sellers.
3. They have small or no lower wicks.

1 A three crows reversal pattern indicating a shift in power from the buyers to the sellers.

Additional considerations
The three soldiers and three crows pattern provide very strong signals; however, you should bear
the following in mind:

Overextended bodies
An overextended body within the pattern might mean that the price has advanced too quickly and
the market could be overbought or oversold. You should take care when considering a trade based
on this.

Considerations: Take care when you see an overextended body, as this could mean
an overbought or oversold market. Also, do not seek a candle that only has a body and
no wicks within these patterns as they rarely occur.

Caution with wicks
Do not seek perfect Marubozu candlesticks (a candlestick that only has a body and no wicks) within
these patterns as they rarely occur. However, if the wick of any of the candlesticks forming the
pattern (especially the second and the third candles) is equal or longer than one of the bodies, then
caution is advised when perceiving it as three soldiers or three crows pattern.

Summary
So far, you have learned that:
•
•
•

the three soldiers and the three crows are reversal patterns.
the three soldiers consist of three consecutive bullish candlesticks after a
downtrend that have approximately the same size and small or no wicks.
the three crows consist of three consecutive bearish candlesticks after an
uptrend that have approximately the same size and have small or no wicks.

Support and resistance
Support and resistance levels
Support and resistance levels are key prices at which buyers or sellers have previously entered the
market in enough quantity that they halt or reverse the price movement. These price levels are used
by traders to identify where buyers or sellers are likely to enter into the market again.
They can be identified on price charts with horizontal lines where the price will come to a halt at the
same level a number of times.

Resistance
If price is moving higher, it will eventually hit a "ceiling" — a point at which the price stops and
reverses.

This is where sellers are entering into the market. They do so in such sufficient quantities, that they
overpower the buyers and stop the price from going up any further.
When this happens, a resistance level has been identified where the price is likely to halt under
selling pressure.
If the price works its way back to a previously established resistance level, sellers are likely to enter
the market causing the price to stop at this level and reverse.
Resistance levels can therefore be used to enter into new short positions or as a profit target level to
close current long positions.

When price is moving higher and hits a ceiling multiple times at the same level, a point
at which price stops and reverses, this is resistance.

Support
The chart below demonstrates that support identifies a price level where buyers are entering the
market.

If the price is moving lower, it will eventually hit a “floor” where buyers enter the market in such
sufficient quantities that they overpower the sellers and stop the price from going any lower.
When this happens, a support level has been identified. Support can be used in much the same way
as resistance, but in this case, to either enter a new long position or to close a short position.

When price is moving lower and hits a floor multiple times at the same level, a point at
which price stops and reverses, this is support.

Identifying support and resistance levels
To identify support and resistance levels, you look at where the price repeatedly stops in the same
place. This is where buyers or sellers are entering the market.

The chart above shows an example where price seems to rise and stop at the same price level
repeatedly.
You can see in the chart below that by placing a horizontal line where the price seems to stop, it
helps to identify a resistance level where sellers are entering the market and halting the price.

The chart below shows an example where the price moves down to a level where it halts repeatedly
and then reverses back to the upside.

In the chart below, a horizontal line is placed at this price level to help identify a support level where
buyers are entering the market and overpowering the sellers.

Support and resistance in a range
In a ranging market, the price encounters the same support and resistance levels several times
before breaking out of the range.

1. Price finds resistance in a range
2. Price finds support in a range
3. Price finally breaks out of the range through support
As you can see in the chart above, the resistance level provides a clear upper boundary and the
support level provides a clear lower boundary to the range.
A breakout eventually occurs after the sellers overpower the buyers and break through the
established support level.

Placing S&R levels using wicks and bodies
The following two charts show examples of placing support or resistance lines using the wicks and
the bodies of the candles. The chart below provides an example using the wicks of the candles to
place a resistance line.

The following chart shows an example using the bodies of the candles for the resistance line. There
is no correct way to place support and resistance; it is a matter of using one or the other to suit the
trader, or the strategy being used.

Support and resistance zones
Support and resistance levels cannot always be precisely established with a single line; therefore, it
is sometimes better to establish a zone. In the chart below, you see that the price encounters
resistance several times at different levels.

There is no single price level at which sellers are entering the market. The sellers overwhelm the
buyers at different price levels. However, what is clear is that there is a resistance ‘zone’ where the
sellers are entering the market.

Resistance can become support
Price breaks through a support or resistance level when one side has overpowered the other. When
the price breaks through support or resistance, it is not uncommon for the price to come back to the
breakout level before continuing on. In these cases, support can become resistance or resistance
can become support.
To use the chart example below, the price broke through a resistance level, meaning that the buyers
overpowered the sellers at this price.

1. Price finds resistance
2. Price breaks through resistance
3. Price comes back to the previous resistance level that has now become support
Those that sold at the resistance level would be taking a loss as the price continued to rise. As the
price comes back to the previously established resistance level, those traders that went short would
close their losing positions, bringing new buying pressure into the market.
Traders who have not entered the market yet will also enter new long positions at this price level in
anticipation of a price increase and the price will continue to rise under additional buying pressure.
The previously established resistance then becomes a support level.

Closing a Position: To close a long position, you sell your asset back to the market; to
close a short position, you buy the asset.

Support can become resistance
Similarly, if the price breaks through a support level, when the price comes back up to this level,
sellers will enter the market and the price will continue down. The chart below shows further
examples of support becoming resistance and resistance becoming support. The same price level in
this example acts as support and resistance multiple times.

1. Price finds support
2. Price breaks through support
3. Price then comes back to the previous support level which has now become
resistance
4. Price breaks through resistance and then finds support once again

Trading with support or resistance
You can use support levels to enter long positions. As you can see from the chart below, a support
level has been established. When the price falls back to this level, it is likely that the price will rise
again and so the support level can be used for entering into new long positions. The stop loss would
be placed below the support level.

1.
2.
3.
4.

Support level
Price finds support at this level
Long entry after this price level successfully holds as support
Stop loss should be placed below the support level

Similarly, resistance levels can be used to enter into new short positions. In the chart below, a
resistance level has been established and so the price is likely to fall when the price comes back up
to this price level. A new short position can then be entered at this price and the stop loss can be
placed on the other side of the resistance level.

1.
2.
3.
4.

Resistance level
Price finds resistance at this level
Short entry after price level successfully holds as resistance
Stop loss should be placed above resistance level

False breakouts
The chart below demonstrates the scenario where the price appeared to break through a resistance
level, but it did not stay above – this is known as a false breakout.

1. Price finds resistance
2. Price broke through resistance level, but did not stay above
If a trader is looking to enter into a long position once the price has broken through a resistance
level, to avoid entering on a false breakout, it is better to wait until the previously established
resistance level is shown to hold as support.
Similarly, if a trader is looking to enter short trades once a support level has been broken, then the
easiest way to avoid a false breakout is to wait until the support has held as resistance.
Considerations using support and resistance:
•
•

Support and resistance levels are subjective; what may seem like a support or
resistance level to one trader may not appear to be to another trader.
It is easy to see too many support and resistance levels where you would expect
the price to reverse. Picking only the best ones comes with experience.

Summary
So far, you have learned that:

•
•
•
•
•
•

support is a price level where there are enough buyers to stop the price from
falling any further and reverse the price to the upside.
resistance is a price level where there are enough sellers to stop the price from
rising any further and reverse the price to the downside.
support and resistance levels can be easily identified by placing horizontal lines
on a chart where the price seems to stop repeatedly.
support and resistance may be drawn using the wicks or the bodies of the
candlesticks, as long as you are consistent in your approach.
support can become resistance and resistance can become support.
beware of false breakouts where the price seems to break through support or
resistance but reverses again in the opposite direction.

It is useful to be able to identify the different types of market conditions, as this can help you make
trading decisions, such as in which direction you should trade or which particular strategy to use.
There are two types of market conditions: trending and ranging.

Trending market
A trending market is when the price is clearly moving in one particular direction. If the price is
moving up, then it is said to be in an uptrend; if the price is moving down, then it is said to be in a
downtrend.
Many traders trade in the direction of the trend because there is a higher probability of the trade
being profitable. There is a distinct advantage for traders who identify a trend early on — entering
the market when a trend is beginning to develop means it is more likely to return a profitable result.

A trending market is when the price is clearly moving in either an uptrend or a
downtrend.
Many traders trade in the direction of the trend because there is a higher probability of the trade
being profitable. There is a distinct advantage for traders who identify a trend early on — entering
the market when a trend is beginning to develop means it is more likely to return a profitable result.

Uptrend
The chart below demonstrates an uptrend. You can clearly see the price is moving up and that the
uptrend is made from a series of peaks and troughs — the price does not move straight up, it moves
up in waves. The peaks make the swing highs and the troughs make the swing lows.

1. Higher lows
2. Higher highs
In an uptrend, the market direction can be identified by a series of higher highs and higher lows.

Downtrend
In a downtrend, the price behaves in the same way, moving down in waves, with a series of peaks
and troughs that make the highs and lows respectively. A downtrend can be identified by a series
of lower lows and lower highs.

1. Lower lows
2. Lower highs
It is important to note that in an uptrend, not every candle is bullish and, in a downtrend,
not every candle is bearish; in a trending market the price is moving in an overall
direction.

Ranging market
The other type of market condition is a ranging market, sometimes referred to as a sideways
market. You can see from the chart below that the price is moving within a range; there is no clear
sustained uptrend or downtrend.

In a ranging market, the price moves within an upper boundary or resistance level, and a lower
boundary or support level. The upper and lower levels may not always be exact or clear to observe,
however what you will see is the price rising and falling within a maximum and minimum price zone.

Determining a correction from a reversal
There is a distinct difference between a correction and a reversal and it is important to differentiate
between the two.

Corrections
A correction — sometimes referred to as a retracement — is when the market moves in the
direction of the trend, pulls back for a short time and then continues on in the original trend direction.

A correction is when the market pulls back but continues on in the trend direction. A
reversal is when price completely reverses in the opposite direction of the trend.
The charts below show a correction in an uptrend and in a downtrend, respectively.

1. Confirmed uptrend
2. Correction to the downside

1. Confirmed downtrend
2. Correction to the upside

Reversals
A reversal is when the market direction changes completely and reverses the other way. The charts
below illustrate a reversal to the downside and a reversal to the upside.

1. Confirmed uptrend
2. Reversal to the downside

1. Confirmed downtrend
2. Reversal to the upside

Summary
So far you have learned:
•
•
•
•
•
•

there are two types of market conditions: trending and ranging.
an uptrend can be identified as a series of higher highs and higher lows.
a downtrend can be identified as a series of lower highs and lower lows.
ranging is when the price is trading between an upper and lower boundary.
a correction – or retracement – is a temporary pull back when the price is
trending.
a reversal is where the price direction changes completely and reverses in the
opposite direction.

Trend lines
Trend lines are lines drawn at an angle above or below the price. They are used to give indications
as to the immediate trend and indicate when a trend has changed. They can also be used as
support and resistance and provide opportunities to open and close positions.

Drawing trend lines
The chart below shows an example of a trend line in a downtrend and an uptrend.

1. Shows three swing highs on the downtrend
2. Shows three swing lows on the uptrend
When drawing trend lines in a downtrend, you draw them above the price.
When you draw trend lines in an uptrend, you draw them below the price. It is the highs on a
downtrend and the lows on an uptrend that will determine a trend line.
At least two swing highs or swing lows are needed to draw a trend line in either direction.
However, for a trend line to be valid, at least three highs or lows should be used. Essentially, the
more times the price touches a trend line, the more valid it is, because there are more traders using
them as support or resistance.

Using the wicks or bodies of the candles

To draw trend lines, some traders use the bodies of the candlesticks, while others prefer the wicks.
While the majority of people will use the wicks to draw trend lines, the use of the bodies is an
acceptable way to draw trend lines on a chart.
The chart below shows a trend line drawn using the wicks of the candlestick.

The next chart below shows a trend line drawn using the bodies of the candles. Either of these are
acceptable.

Trend lines are subjective, so use what you feel comfortable with. However, it is important not to
deviate from the method that you choose.

Using trend lines to trade
There are two predominant methods in which to trade using trend lines:
•
•

Entering when the price finds support or resistance at the trend line
Entering when the price breaks through the trend line

Trend line as support or resistance
If a trend line has been identified and it is holding as support or resistance, then you can use the
trend line to enter into the market once the price comes back to it.

1. Short entry after the price finds resistance at the trend line
2. Stop loss above the trend line
The chart above shows the trend line being used as resistance and the price using it to find an entry.
A stop loss can be put on the other side of the trend line. The size of the stop loss depends on the
strategy involved.

Trend line break
The trend line break method uses the actual breakout of the line to determine an entry. When the
price breaks through a trend line, it is no longer valid as support or resistance and it is likely that the
price will continue to reverse direction.
There are two ways to enter using a trend line break: an aggressive entry and a conservative
entry.

An aggressive entry
An aggressive way to enter using a trend line break is to enter as soon as the candle breaks through
and closes on the other side of the trend line.

1. Short entry after the price broke through the trend line to the downside
2. Stop loss is placed above the trend line
The chart above demonstrates that once the candle closes on the other side of the trend line, then
you can enter immediately. A stop loss can be placed on the other side of the trend line.

A conservative entry
A more conservative way of trading the trend line break is to wait until the price has broken through
the trend line and then tested from the other side as either support or resistance.

1.
2.
3.
4.

Price breaks through the trend line to the downside
Wait for the price to come back to the trend line and find resistance
Once determined that the breakout is true, enter into a short entry
Stop loss is placed above the trend line

The chart above shows a trend line that has been broken after acting as support. The price then
tested it from the other side as resistance, further confirming that the breakout is likely to continue.
After the trend line has been tested as resistance, you can enter a short position and place a stop
loss on the other side of the trend line.

Caution using trend line breaks
In order to trade a breakout of a trend line, it is a good idea to wait until a candlestick actually closes
on the other side or tests the other side of the trend line as either support or resistance. Without a
close on the other side of the trend line, it is generally not considered an actual break.

1. False breakout
In the above chart, the price moved below the trend line. However, it retraced and the candlestick
closed above the trend line. If a trader entered as soon as the price broke through, it would have
been a losing trade.

Summary
So far, you have learned that:
•
•
•
•
•
•
•
•

trend lines are drawn at an angle and are used to determine a trend and help
make trading decisions.
in an uptrend, trend lines are drawn below the price and in a downtrend, trend
lines are drawn above the price.
to draw a trend line in an uptrend, two lows must be connected by a straight line.
to draw a trend line in a downtrend line, two highs must be connected by a
straight line.
a trend line should be connected by at least three highs or lows to make it valid.
the more times the price touches the trend line, the more valid it is.
trend lines can be used as support or resistance, in which case you can enter
trades when the price touches the trend lines.
another way to trade using trend lines is a trend line break, where the price
breaks through the trend line.

Identify and understand price channels
Price, or trading channels are a way to visualize trends and ranges on a chart and can indicate
levels where the price is most likely going to reverse direction.

What is a price, or trading channel?
Whenever the price of an asset is trading within the boundaries of two trend lines for a prolonged
period of time, it is said that the asset is trading within a channel.
A channel can be drawn by either two trend lines or by a channel tool within your charting software.
Whichever method you choose to use, it is a manual process to put them onto your chart.

.

Identifying a price channel
When the price is in an uptrend, it is called an ascending channel.

When the price is in a downtrend, it is called a descending channel.

If the price is ranging within a horizontal support and resistance zone, it is called a horizontal
channel.

If there is an uptrend or a downtrend, it means that you can usually draw a channel.
You need to draw two trend lines; one that connects two lows and one that connects two highs. It
does not matter if two or more candles pierce through the trend lines, however most of the candles
should be within the boundaries.

Why does price stay within a channel?
Channels are essentially a self-fulfilling prophecy and work because many traders have identified
them and use them to trade. The more traders that identify a channel, the more the channel will be
used to enter and exit trades.
To illustrate this, look at the image to the right, which represents an imaginary asset that has never
been traded before – at the beginning, it is priced at $1. Everybody wants to buy it and so the price
rises up to $4.5.

You can see in the chart that at the price of $4.5, buyers who bought at $1 may feel that they have
made enough of a profit and start to sell. Now that these traders are selling, there is more supply
than demand for that asset and the price starts to fall. To secure their profit and avoid losing more in
the sudden downtrend, more and more people start to sell and the price falls to, say, $2.
At this price, traders may think that the asset might be cheap again, because they are aware that the
asset previously reached $4.5, and so they start buying again.
As soon as the price of the asset reaches $5, traders may decide that the price of the asset is too
high, because it previously sold off at $4.5. To secure their profit, they start selling; the price will start
to fall again under the new selling pressure. When the asset reaches $2.5, this becomes cheap in
comparison to $5 and so traders start buying again.

Traders can now see this price action — the zigzag of the price action shown on the chart. In the
image to the right, the zigzag of price action produces the highs number_1 and the lows number_2
and traders use these to draw trend lines; hence the channel is born. A channel can be traded for
some time until the fundamentals change and the price breaks out of the channel, which then makes
the channel invalid.

Using channels in trading decisions
The easiest way to use a channel for trading is to presume that the asset will stay within the
boundaries. You then take a short trade whenever the price touches the upper boundary and a
long trade at the lower boundary.
In the chart below, price ranges within the ascending trend lines and forms an ascending channel,
thus creating buy and sell opportunities.

1. Potential sell opportunities
2. Potential buy opportunities
Another way to use channels in trading is to trade breakouts. In this case, as soon as a candle
opens and closes outside the channel, you will take a trade: a long trade when the upper
boundary is broken and a short trade when the lower boundary is broken.
In the chart below, the price breaks through the channel to the downside and closes on the outside
— this creates a potential sell opportunity.

1. Price breaks through the channel and closes outside
Price channels are very powerful and traders adhere to them. This means that when the price
breaks out of a channel, many of these breakouts could be false. In order to avoid a false breakout,
wait for the candle to close outside of the channel before entering, or even wait for a re-test of the
trend line.

Using channels in multiple time frame analysis
The third possibility when trading channels is to use them as guidance in multiple time frame
analysis. This means that if the asset is trading around the upper boundary on a higher time frame,
you can enter short trades on the lower time frames with a tighter stop loss. Likewise, you can enter
long trades on a lower time frame when the price is near the lower boundary on the higher time
frame.
In the chart below, the channel is confirmed on a higher time frame.

1. Swing highs and lows confirming the channel
2. Potential trade opportunities – see below
In the following chart, the same channel is used on a lower time frame to more accurately identify
potential buy and sell entry points.

1. Potential buy entry at the lower boundary of the channel
2. Potential sell entry at the upper boundary of the channel

Summary
So far, you have learned that:
•
•

•
•
•
•

a price channel can be identified whenever the price is trading between two
boundaries.
there are three types of channels, an ascending channel found in and up trend, a
descending channel found in a down trend and a horizontal channel when the
price is moving in a range.
when a channel is identified, more and more traders use them and so they
become a self-fulfilling prophecy.
you can find short trades when price touches the upper boundary and you can
long short trades when price touches the lower boundary.
you can also use the break out of a channel to find trades.
you can use channels with multiple time frame analysis to find low risk entries.

Multiple time frame analysis

Multiple time frame analysis is a powerful tool that enables a trader to increase the probability of
winning trades and minimize risk. The concept involves observing different time frames for the same
asset, identifying the overall market direction on the higher time frames and then looking for entries
on the lower time frames.
You can apply the concept for both trend trading and counter-trend trading techniques.

When choosing which time frames to look at, time frames too close together can sometimes be
unhelpful, or even counter-productive. It is recommended that times frames should be at least four
times apart.
For example, if observing a trend on a 1-hour chart, the thirty 30 charts will not provide anything
useful that the 1-hour chart already does. You are likely, however, start to see clear cycles on the
15-minute chart.
So, if you use an upper time frame of 1 hour, the lower time frame should be at the maximum, 15
minutes. Likewise, if you use an upper time frame of 30 minutes, the lower time frame should be at
the maximum, 5 minutes.

Why it works
By understanding what is happening over a longer period of time, you can make more accurate
decisions when looking for trading opportunities on the smaller time frames.
If there is a long-term trend on a higher time frame, then trading in the direction of that trend on the
lower time frame is likely to produce a higher probability of winning trades.
In terms of counter-trend trading, take, for example, a support or resistance level that has been
identified on a higher time frame, say a daily chart. It is likely that there are many more traders
observing those particular key levels. Those traders include large banks and financial institutions
that trade billions of dollars and generally use higher times frames.

Multiple time frame analysis works because you can identify the trends and possible
reversals on the higher time frame, then find more accurate entry points on lower time
frames.

The support or resistance level that has been identified on the daily chart is therefore going to be a
powerful turning point for counter-trend traders. Once a support or resistance level has been
established on the higher time frame, a lower time frame, say the four-hour chart, can then be used
to fine tune the entries. The higher time frame has provided a very strong support or resistance level,
and the lower time frame has given finely-tuned entries with tighter stops, reducing the risk on each
trade.

Using a lower time frame to enter will reduce the risk
To illustrate this point, we will consider an example of a counter-trend trade.
Let’s say that you are looking at the 1-hour chart and have identified a resistance level where you
believe the price will reverse to the downside. In order to enter into a position, you would place a
stop loss on the other side of the resistance level in case the trade does not work out.

Lower time frames reduce risk because they allow you to place your stop loss at a
shorter distance from your entry.
The candles on the one-hour chart, however, present the price movement over each hour and the
price will move further in one hour than they will in a lower time frame of fifteen minutes. This means
that the candles on the 15-minute time frame will be smaller, because the price does not move as far
as it would over the course of one hour.
This allows us to place a stop loss that will be a shorter distance from the entry. In this sense, the
amount that you risk will be smaller and so the lower time frame actually allows you to reduce the
risk.

Multiple time frame analysis using counter-trend trading
The chart below shows that on a higher time frame you can establish the resistance level, shown as
1. At a resistance level you may be looking to enter a short trade, which would be after the price
bounced off of the resistance level. The short entry is shown in the chart as 2. You would then put
the stop loss above the resistance level, shown in the chart as 3. This has resulted in a stop loss
distance of 19.5 pips, shown as 4. However, you can reduce this risk using a lower time frame to
enter.

1.
2.
3.
4.

Resistance level
Short entry point on higher time frame
Stop loss above resistance level
Higher risk of 19.5 pips

To reduce the risk, you can go to a lower time frames and look at entering the short trade after the
price has bounced off of the same resistance level.
Take a look at the chart below. The green line shown as 1, is the same green line shown in the 1hour chart above — it is the same resistance level. The candles are much smaller on 15-minute
chart, because the price does not move as far in fifteen minutes as it does in one hour. This means
that you can enter a short position, shown as 2, with a much lower risk, as you can place your stop
loss above the resistance line, shown as 3. This results in a much smaller risk of 8.9 pips, shown in
the chart as 4 compared to the 19.5 pip risk on the 1-hour chart above.

1.
2.
3.
4.

Resistance level
Enter on lower time frame means lower risk
Stop loss above resistance level
Lower risk of 8.9 pips

Therefore, using multiple time frames incorporates the benefits of the reliability from the higher time
frame and lower risk on the lower time frame.

Summary
So far, you have learned that ...
•
•
•
•
•

... multiple time frame analysis is using more than one-time frame to identify
trading opportunities.
... a higher time frame is used to find the overall market direction and a lower
time frame is used to find an entry.
... multiple time frame analysis can be used for counter-trend trading.
... using multiple time frame analysis combines the benefits of reliability of a
higher time frame and reduced risk of a lower time frame.
... time frames should be at least four times apart.

Rising wedge
The wedge pattern can be used as either a continuation or reversal pattern, depending on where it is
found on a price chart. There are two types of wedge pattern: the rising (or ascending) wedge and
the falling (or descending wedge).
This lesson shows you how to identify the rising wedge pattern and how you can use it to look for
possible selling opportunities.

Identifying the rising wedge pattern in an uptrend
A rising wedge in an uptrend is considered a reversal pattern that occurs when the price is making
higher highs and higher lows. As the chart below shows, this is identified by a contracting range in
prices. The price is confined within two lines which get closer together to create a pattern. This
indicates a slowing of momentum and it usually precedes a reversal to the downside. This means
that you can look for potential selling opportunities.

Identifying the rising wedge pattern in a downtrend
A rising wedge in a downtrend is a temporary price movement in the opposite direction (market
retracement). As in the case of a rising wedge in an uptrend, it is characterized by shrinking prices
that are confined within two lines coming together to form a pattern. It indicates the continuation of
the downtrend and, again, this means that you can look for potential selling opportunities.
The charts below show an example of a rising wedge pattern in a downtrend:

Trading the rising wedge: method one
Once you have identified the rising wedge (whether in an uptrend or downtrend), one method you
can use to enter the market with is to place a sell order (short entry) on the break of the bottom side
of the wedge. In order to avoid false breakouts, you should wait for a candle to close below the
bottom trend line before entering.
The chart below demonstrates the area where price breaks the lower support trend line and where
you should place the sell order:

1. Area where price has broken the lower support trend line
1. Sell order (short entry)
The chart below shows where you should place the stop loss. This is placed above the top side of
the rising wedge.

1. Area where price has broken the lower support trend line
1. Sell order (short entry)
2. Stop loss
Finally, the last chart shows the profit target. This is measured by taking the height of the back of the
wedge and by extending that distance down from the trend line breakout.

1. Area where price has broken the lower support trend line
2. Back of the wedge
3. Distance between entry (sell order) 1 and take profit 3 (this is the same height as
the back of the wedge 2)
1. Sell order (short entry)
2. Stop loss
3. Take profit

Trading the rising wedge: method two
The second way to trade the rising wedge is to wait for the price to trade below the trend line (broken
support), as in the first example. Then, you should place a sell order on the retest of the trend line
(broken support now becomes resistance).
The chart below shows how to place the sell order:

1. Point at which the price finds resistance at the lower part of the wedge.
1. Short entry
The stop loss would go above the new resistance area, as shown by the following chart:

1. Point at which the price finds resistance at the lower part of the wedge.
2. Back of the wedge
3. Distance between entry (sell order) 1 and take profit 3, same height as back of
wedge 2
1. Sell order (short entry)
2. Stop loss
3. Take profit

Summary
•
•
•
•

… the rising wedge pattern signals a possible selling opportunity either after an
uptrend or during an existing downtrend.
… the entry (sell order) is placed either when the price breaks below the bottom
side of the wedge or the price finds resistance at the lower trend line.
… you can place the stop loss above the back of the wedge.
… the take profit target is measured by taking the height of the back of the
wedge and by extending that distance down from the entry.

Falling wedge
The falling (or descending) wedge can also be used as either a continuation or reversal pattern,
depending on where it is found on a price chart. This lesson shows you how to identify the pattern
and how you can use it to look for possible buying opportunities.

Identifying the falling wedge pattern in a downtrend
If the falling wedge appears in a downtrend, it is considered a reversal pattern. It occurs when the
price is making lower highs and lower lows which form two contracting lines. The falling wedge
usually precedes a reversal to the upside, and this means that you can look for potential buying
opportunities.
The chart below shows an example of a falling wedges in a downtrend:

Identifying the falling wedge pattern in an uptrend
A falling wedge found in an uptrend is considered a continuation pattern that occurs as the market
contracts temporarily. It indicates the resumption of the uptrend. Again, this means that you can look
for potential buying opportunities.
The chart below shows a falling wedge in an uptrend:

Trading the falling wedge: method one
Once you have identified the falling wedge, one method you can use to enter the pattern is to place
a buy order (long entry) on the break of the top side of the wedge. In order to avoid false breakouts,
you should wait for a candle to close above the top trend line before entering.
The chart below demonstrates the buy order and the area where the price has broken the upper
trend line of the wedge:

1. Long entry
2. Area where price has broken the upper trend line of the wedge
The chart below shows where to place the stop loss. This should be placed below the bottom side of
the falling wedge.

1. Long entry
2. Area where price has broken the upper trend line of the wedge
2. Stop loss, below bottom of the wedge
Finally, the last chart shows the profit target. This is measured by taking the height of the back of the
wedge and by extending that distance up from the trend line breakout.

1.
2.
3.
4.

Long entry
Area where price has broken the upper trend line of the wedge
Back of the wedge
Distance from entry (buy order) to 3 (this is the same height as the back of the
wedge 3)

2. Stop loss, below bottom of the wedge
3. Take profit

Trading the falling wedge: method two
The second way to trade the falling wedge is to wait for the price to trade above the trend line
(broken resistance), as in the first example. Then, you should place a buy order on the retest of the
trend line (broken resistance now becomes support).
The chart below shows where to place the buy order:

1. The price finds support at the upper side of the falling wedge
1. Long entry
As the following chart shows, the stop loss would go below the new support area:

1. The price finds support at the upper side of the falling wedge
1. Long entry
2. Stop loss
Finally, the last chart shows the profit target. As in method one, this is done by taking the height of
the back of the wedge and by extending that distance up from the entry:

1. The price finds support at the upper side of the falling wedge
2. Back of the wedge
3. Distance from entry (buy order) to take profit 3 (this is the same height as the
back of the wedge 2)
1. Long entry
2. Stop loss
3. Profit target

Summary
•
•
•
•

… the falling wedge pattern signals a possible buying opportunity either after a
downtrend or during an existing uptrend.
… the entry (buy order) is placed when either the price breaks above the top side
of the wedge, or when the price finds support at the upper trend line.
… the stop loss is placed below the back of the wedge.
… the profit target is measured by taking the height of the back of the wedge and
by extending that distance up from the trend line breakout.

Bearish pennant

Bearish pennants are continuation patterns that mark a pause in the movement of a price halfway
through a strong downtrend, offering you an opportunity to go short.
They occur just after a sharp drop in price and resemble a triangular flag as the price moves
sideways, making gradually lower highs and higher lows. The downtrend then continues with
another similar-sized fall in price.
There are two types of pennant:
•
•

Bearish pennant
Bullish pennant

This lesson will show you how to identify the bearish pennant and look at ways you can use it to
profit from the second half of a strong downtrend.

A bearish pennant marks a pause in a price's movement, halfway down a strong
downtrend. It gives you the chance to make a short trade, hopefully profiting from a
second big fall in price.

How to identify a bearish pennant
See the chart below for an example of what a bearish pennant looks like:

1. Pole of the pattern

As shown above, before the flag-like pennant forms, the price experiences a sharp drop. This is
known as the pennant's 'pole.'
The pole can represent either the start or the continuation of a downtrend and its size is important
when you are calculating where to place the profit target for your sell trade.
The triangular pennant itself is usually very small in relation to the size of the overall downtrend so
this pattern can be hard to spot.

How to trade the bearish pennant: method 1
The first method allows you to trade as soon as the price breaks out of the triangle pattern.

Enter your trade
Enter your short trade as soon as a candlestick has closed below the pennant's lower trend line.
See the chart below for an example of this:

1. Pole of the pattern
2. Area where price has broken the lower support of the pennant
1. Sell order (short entry)

Place your stop loss
Place your stop loss on the other side of the pennant, just above its upper trend line.

See the chart below for an example of this:

1. Pole of the pattern
2. Area where price has broken the lower support of the pennant
1. Sell order (short entry)
2. Stop loss

Place your profit target
Measure the initial drop in price (the pennant's pole) before the market started to consolidate.
Then place your profit target the same distance below the pennant's breakout point.
If, for example, the initial price drop was 50 pips in size, you should place your profit target 50 pips
underneath your trade entry.
See the chart below for an example of this:

1. Pole of the pattern
2. Area where price has broken the lower support of the pennant
3. Distance from entry to take profit (this is the same height as pole 1)
1. Sell order (short entry)
2. Stop loss
3. Take profit

How to trade the bearish pennant: method 2
Using the second method of trading, you wait until the price comes back to test the lower trend line
as resistance before you enter.

Enter your trade
As with method 1, wait for the price to fall below the pennant's lower trend line. Once this support
has broken, place a sell order after the price retests that trend line – the broken support will now
become a resistance level.
See the chart below for an example of this:

1. Pole of the pattern
2. Area where price has found resistance at the previous support line
1. Sell order (short entry)

Place your stop loss
Place your stop loss above the new resistance area.
See the chart below for an example of this:

1. Pole of the pattern
2. Area where price has found resistance at the previous support line
1. Sell order (short entry)
2. Stop loss

Place your profit target
As with method 1, measure the size of the pennant's pole.
Then place your profit target an equal distance below the pennant's breakout (where you entered the
trade).
See the chart below for an example of this:

1. Pole of the pattern
2. Area where price has found resistance at the previous support line
3. Distance between entry and take profit 3 (this is the same height as pole 1)
1. Sell order (short entry)
2. Stop loss
3. Take profit

Summary
In this lesson you have learned that ...
•
•
•
•

… the bearish pennant is a continuation pattern found in a downtrend – it
indicates possible selling opportunities.
… entry (sell order) takes place after the support level has been broken, either on
a breakout or on a retest of the lower trend line.
… the stop loss is placed above the opposite trend line.
… the profit target is placed the same distance under your entry point as the
height of the pole (the initial price drop).

Bullish pennant
A bullish pennant is the exact opposite of a bearish pennant.
It is a continuation pattern that marks a pause in the movement of a price halfway through a strong
uptrend, giving you an opportunity to go long and profit from the rest of the price rise.
Bullish pennants occur just after a sharp rise in price and resemble a triangular flag as the price
moves sideways, making gradually lower highs and higher lows. The uptrend then continues with
another similar-sized rise in price.
This lesson will show you how to identify the bullish pennant and look at ways you can use it to profit
from the second half of a strong uptrend.

A bullish pennant marks a pause in a price's movement, halfway down a strong uptrend.
It gives you the chance to make a long trade, hopefully profiting from a second big price
rise.

How to identify a bullish pennant
See the charts below to see what a bullish pennant looks like:

1. Pole of the pattern
As shown above, before the flag-like pennant forms, the price experiences a sharp rise. This is
known as the pennant's 'pole'.

The pole can represent either the start or the continuation of an uptrend and its size is important
when you are calculating where to place the profit target for your buy trade.
The triangular pennant itself is usually very small in relation to the size of the overall uptrend so this
pattern can be hard to spot. With practice however, you will learn when to look out for it and how to
recognize it.

How to trade the bullish pennant: method 1
We will now show you two methods how to trade the bullish pennant.

Enter your trade
Enter your long trade as soon as a candlestick has closed above the pennant's upper trend line.
See the chart below for an example of this:

1. Pole of the pattern
1. Buy order (long entry)

Place your stop loss
Place your stop loss on the other side of the pennant, just below its lower trend line.
See the chart below for an example of this:

1. Pole of the pattern
1. Buy order (long entry)
2. Stop loss

Place your profit target
Measure the initial rise in price (the pennant's pole) before the market started to consolidate.
Then place your profit target the same distance above the pennant's breakout point.
If, for example, the initial price rise was 50 pips in size, you should place your profit target 50 pips
above your trade entry.
See the chart below for an example of this:

1. Pole of the pattern
2. Profit target distance (same height as the pole number_1)
1. Buy order (long entry)
2. Stop loss
3. Take profit

How to trade the bullish pennant: method 2
We will now show you a second method of trading the bullish pennant.

Enter your trade
As with method 1, wait for the price to rise above the pennant's upper trend line. Once this
resistance has broken, place a buy order as soon as the price retests that trend line – the broken
resistance will now become a support level.
See the chart below for an example of this:

1. Pole of the pattern
2. Area where the resistance line has turned into support
1. Buy order (long entry), after the price has bounced off the trend line

Place your stop loss
Place your stop loss below the new support area.
See the chart below for an example of this:

1. Pole of the pattern
2. Area where the resistance line has turned into support
1. Buy order (long entry), after the price has bounced off the trend line
2. Stop loss underneath the new support area

Place your profit target
As with method 1, measure the size of the pennant's pole.
Then place your profit target an equal distance above the pennant's breakout (where you entered
the trade).
See the chart below for an example of this:

1. Pole of the pattern
2. Area where the resistance line has turned into support
3. Take profit distance (same height as pole 1)
1. Buy order (long entry), after the price has bounced off the trend line
2. Stop loss underneath the new support area
3. Take profit level

Summary
In this lesson you have learned that ...
•
•
•
•

… the bullish pennant is a continuation pattern found in an uptrend – it alerts you
to possible buying opportunities.
… entry (buy order) takes place after the resistance level has been broken, either
on a breakout or on a retest of the pennant's upper trend line.
… the stop loss is placed below the opposite trend line.
… the profit target is placed the same distance above your entry point as the
height of the pole (the initial price rise).

Flag chart patterns
The Flag is a trend continuation pattern that gives you the opportunity to enter the market in the
middle of a trend.
It occurs when the price of an asset moves up or down in a strong trend that suddenly pauses.
The price then trades roughly sideways in a fairly narrow range, often moving gently in the opposite
direction to the original trend. Two trend lines marking the top and bottom of that range now give the
pattern a sloping, rectangular shape – rather like a flag.
The price eventually breaks out of the flag and continues its original strong trend, giving you the
chance to enter that trend at a slightly better price than before the flag formed.
As with most patterns, there is a bullish and bearish version of the Flag.

The Flag pattern occurs when a sharply trending price suddenly pauses and retraces
slightly in a rectangular range. It then breaks that range and continues in the original
direction, giving you the opportunity to enter the second half of a trend at a better price
than before the flag formed.

How to identify bearish or bullish Flag patterns
See the price chart below to see what a bullish Flag pattern looks like:

As shown above, the price experiences a strong uptrend but then consolidates into a rectangular
range that gently slopes downwards.

It then breaks out of that range and the uptrend resumes.
See the price chart below to see what a bearish Flag pattern looks like:

How to trade the Flag pattern
We will use a bullish Flag in the following example. To trade a bearish Flag, simply invert the pattern
and your orders.

Enter your trade
Wait until the price has broken out of the Flag's upper trend line in the direction of the original
uptrend.
Place a long (buy) entry order once the candle that has broken out of the flag pattern has completed.
See the chart below for an example of this:

1. Entry

Place your stop loss
Place your stop loss where the Flag's lower trend line reaches its lowest point.
See the chart below for an example of this:

1. Entry
1. Stop loss

Place your profit target
Calculate how far the price rose in its initial uptrend – this is sometimes known as the flag's 'pole'.
Then place your profit target the same distance above the point where the Flag's lower trend line
ends.
See the chart below for an example of this:

1. Entry
1. Stop loss
1. Take profit
Height of 1 is the same as the height of 2

Bearish flag
To see where you would place your entry, stop loss and take profit orders if a flag formed during a
downtrend, look at the chart below:

1. Entry
1. Stop loss
1. Take profit
Height of 1 is the same as the height of 2

Summary
In this lesson you have learned that ...
•

•
•
•

•

… the Flag is a continuation pattern that gives you to the opportunity to enter the
market in the middle of a trend after the price has temporarily paused and moved
slightly against the original trend.
… this means that you can enter the trend at a better price than before the Flag
formed.
… there is a bullish and a bearish version of the Flag.
… to trade a bullish flag pattern, wait for the price to break out of the Flag's upper
trend line in the direction of the original uptrend and place a long (buy) order
here.
… place your stop loss at the level where the Flag's lower trend line reaches its
lowest point.

•
•
•

… calculate how far the price rose in its initial uptrend, then place your profit
target the same distance above the level where the Flag's lower trend line ends.
… to trade a bearish Flag pattern, simply invert the pattern and your orders.

Bullish rectangle
Rectangles are continuation patterns that occur when a price pauses during a strong trend and
temporarily bounces between two parallel levels before the trend continues.
As with many chart patterns there is a bullish and bearish version.
In this lesson, we will show you how to identify the bullish rectangle and use it as a possible buying
opportunity.

How to identify the bullish rectangle
Bullish rectangles are easier to identify than some other patterns such as pennants.
See the price chart below for an example of what a bullish rectangle looks like:

1. Resistance line
2. Support line

As shown above, the price rises in a strong uptrend and then starts to consolidate between
temporary support and resistance levels.
It continues to move sideways, bouncing between these two parallel lines and forming a box-like
shape that gives the pattern its name.
The price then breaks out above the upper resistance level and continues its uptrend.

How to trade the bullish rectangle: method 1
We will now show you two methods to trade the bullish rectangle pattern.

Enter your trade
As soon as a candlestick has closed above the rectangle's upper parallel line (the resistance level),
enter your trade with a long (buy) order.
See the chart below for an example of this:

1. Resistance line
2. Support line
3. Area where price has broken through resistance 1
1. Buy order (long entry)

Place your stop loss
Place your stop loss just underneath the rectangle's lower parallel line (the support level).

See the chart below for an example of this:

1. Resistance line
2. Support line
3. Area where price has broken through resistance 1
1. Buy order (long entry)
2. Stop loss

Place your profit target
Measure the height of the rectangle and then place your profit target the same distance above the
top of its upper parallel line.
See the chart below for an example of this:

1. Resistance line
2. Support line
3. Area where price has broken through resistance 1
1. Buy order (long entry)
2. Stop loss
3. Take profit

How to trade the bullish rectangle: method 2
The following is the second method to trading the bullish rectangle.

Enter your trade
As with method 1, wait for a candlestick to close above the upper parallel line, breaking the
rectangle's resistance.
Then, wait for the price to retest the upper line – this broken resistance level now turns into a support
– and place your buy order.
See the chart below for an example of this:

1. Resistance turned support
2. Support
1. Buy order (long entry)

Place your stop loss
Place your stop loss just underneath the rectangle's upper parallel line (the old resistance level that
has now turned into a support)
See the chart below for an example of this:

1. Resistance turned support
2. Support
1. Buy order (long entry)
1. Stop loss

Place your profit target
As with method 1, measure the height of the rectangle and then place your profit target the same
distance above the top of its upper parallel line.
See the chart below for an example of this:

1. Resistance turned support
2. Support
1. Buy order (long entry)
1. Stop loss
1. Take profit

Summary
In this lesson you have learned that ...
•
•
•
•

... bullish rectangles are continuation patterns that occur when a price pauses
temporarily during an uptrend – they offer you a buying opportunity.
... you enter your long trade after the rectangle's upper resistance level has been
broken or, in the case of method 2, after it has been broken and then retested.
... you place your stop loss below the rectangle's lower support line or, in the
case of method 2, under the higher parallel line once it has turned into a support.
... you place your profit target the same distance above the rectangle's upper
resistance level as the distance between the rectangle's two parallel lines.

Bearish rectangle
The bearish rectangle is a continuation pattern that occurs when a price pauses during a strong
downtrend and temporarily bounces between two parallel levels before the trend continues.
In this lesson, we will show you how to identify the bearish rectangle and use it as a possible selling
opportunity.

How to identify the bearish rectangle
See the price chart below for an example of what a bearish rectangle looks like:

1. Resistance line
2. Support line
As shown above, the price falls in a strong downtrend and then starts to consolidate between
support and resistance levels.
It continues to move sideways, bouncing between these two parallel lines and forming a box-like
shape that gives the pattern its name.
The price then breaks out through the lower support level and continues its downtrend.

How to trade the bearish rectangle: method 1
We will now show you two methods of trading the bearish rectangle.

Enter your trade
As soon as a candlestick has closed below the rectangle's lower parallel line (the support level),
enter your trade with a short (sell) order.
See the chart below for an example of this:

1. Resistance line
2. Support line
3. Area where price has broken support 2
1. Sell order (short entry)

Place your stop loss
Place your stop loss just above the rectangle's upper parallel line (the resistance level).
See the chart below for an example of this:

1. Resistance line
2. Support line
3. Area where price has broken support 2
1. Sell order (short entry)
2. Stop loss

Place your profit target
Measure the height of the rectangle and then place your profit target the same distance underneath
the rectangle's lower parallel line.
See the chart below for an example of this:

1. Resistance line
2. Support line
3. Area where price has broken support 2
1. Sell order (short entry)
2. Stop loss
3. Take profit

How to trade the bearish rectangle: method 2
We will now show you how to trade the bearish rectangle using a second method.

Enter your trade
As with method 1, wait for a candlestick to close below the lower parallel line, breaking the
rectangle's support.
Then, wait for the price to retest the lower line – this broken support level now turns into a resistance
– and place your sell order.
See the chart below for an example of this:

1. Old resistance line
2. Support turned resistance
3. Price finds resistance
1. Sell order (short entry)

Place your stop loss
Place your stop loss just above the rectangle's lower parallel line (the old support level that has now
turned into a resistance)
See the chart below for an example of this:

1. Old resistance line
2. Support turned resistance
3. Price finds resistance
1. Sell order (short entry)
2. Stop loss

Place your profit target
As with method 1, measure the height of the rectangle and then place your profit target the same
distance below the rectangle's lower parallel line.
See the chart below for an example of this:

1. Old resistance line
2. Support turned resistance
3. Price finds resistance
1. Sell order (short entry)
2. Stop loss
3. Take profit

Summary
In this lesson you have learned that ...
•
•
•

•

... bearish rectangles are continuation patterns that occur when a price pauses
temporarily during a downtrend – they offer you a selling opportunity.
... you enter your short trade after the rectangle's lower support level has been
broken or, in the case of method 2, after it has been broken and then retested.
... you place your stop loss above the rectangle's upper resistance line or, in the
case of method 2, above the lower parallel line once it has turned into a
resistance.
... you place your profit target the same distance below the rectangle's original
support level as the distance between the rectangle's two parallel lines.

AB=CD pattern
AB=CD is a reversal pattern that helps you identify when the price is about to change direction. The
idea is that you can buy when prices are low and about to rise or sell when they are high but about
to fall.

The AB=CD pattern helps you identify when price is about to change direction so that
you can buy when prices are low and sell when they are high.

AB=CD consists of three phases or 'legs'
The pattern consists of three legs, with two equal legs labelled AB and CD, together they form a zigzag shape. For this reason, it is sometimes called the 'lightning bolt pattern'. It can be used in any
financial market and on any time frame.
This is what it looks like on a price chart:

A-B leg
As shown below, when a market is trending upwards, the first leg (A-B) is formed as the price rises
from A to B.

1. A-B leg

B-C leg
At point B the price switches direction and retraces down sharply to form the B-C leg.
The retracement (from B to C) can be between 38.2% to 78.6% of the A-B leg, however, an ideal
pattern has a retracement of 61.8% to 78.6%. We will use Fibonacci at this point later on.

1. A-B leg
2. B-C leg

C-D leg
At point C, the price switches direction again and continues its original uptrend. This leg (C-D)
slopes upwards, parallel with the A-B leg and should ideally be the same length as the A-B leg when
it completes. The ideal AB=CD pattern is equal in time and price, with point D being an Fibonacci
extension between 127%-161.8% of the B-C leg.

1. A-B leg
2. B-C leg
3. C-D leg

Point D is the end of the pattern
You can sell at point D (or just before) where the pattern ends, or, in a down trending market, go
long at point D.
AB=CD patterns are not always perfect; however, they are common. The chart below shows what a
perfect AB=CD pattern looks like when the Fibonacci tool is applied, showing the retracements and
extensions:

Trading the AB=CD pattern
After you have identified the pattern, you can then start to look for a trading opportunity at point D.
For our example, we will use an up-trending pattern that you would use to place a bearish (sell)
trade.
You would approach a down trending market with a bullish (buy) trade in exactly the same way, by
simply inverting the pattern and your trading orders.

To make a sell trade in an up-trending AB=CD pattern, Place a sell order at point D.
Place your stop loss a few pips above that point. Once D is reached, draw a new
Fibonacci retracement from point A to D of the pattern, place your take profit at the
38.2%-61.8% Fibonacci levels.

Place your entry order
The first step is to identify point D where the pattern will complete and place your entry there.

Set your stop loss
Place your stop loss just a few pips above point D. This is because if the C-D leg ends up extending
beyond this point, it will usually then continue much further in this direction.

1. Short entry at point D – where AB=CD
2. Stop loss a few pips above the entry

Set your profit target
One way of deciding where to take profits is by drawing a new Fibonacci retracement from point A to
D of the pattern. Note that you can only do this once the D point has already been reached and the
original pattern has completed.
You can place your take profit order at the 38.2%, 50.0% and 61.8% levels. If you are unsure of
which one to place your take profit at, then you can simply place the profit target at the 61.8% level
but watch closely how the price reacts around the levels. If the price struggles to break through any
one of them, then you can close your trade down and take profit early.
The chart below shows where you would place your sell order, your stop loss and your profit target:

1.
2.
3.
4.
5.

Short entry at point D – where AB=CD
Stop loss a few pips above the entry
Take profit option 1 at the 38.2% Fibonacci retracement.
Take profit option 2 at the 50.0% Fibonacci retracement.
Take profit option 3 at the 61.8% Fibonacci retracement.

Summary
From this lesson you have learned that …
•
•
•
•
•

•

… the AB=CD pattern helps you identify when a price is about to change
direction so that you can buy when prices are low and sell when they are high.
… the pattern consists of three legs, with two equal legs labelled AB and CD,
together they form a zig-zag shape – hence its nickname, the 'lightning bolt'.
… it can be used in any financial market and on any time frame.
… when a market is trending upwards, the first leg (A-B) is formed as the price
rises from A to B.
… at point B, the price switches direction and retraces down sharply to form the
B-C leg – ideally a 61.8% or 78.6% retracement of the price increase between
points A and B.
… the price then continues its original uptrend, forming a C-D leg that should be
the same length as the A-B leg.

•
•
•

•

… once you have decided where you think the pattern will complete (point D),
you should place a sell order at this point and look to profit from a price reversal.
… place your stop loss a few pips above point D.
… Drawing a new Fibonacci retracement from point A to D of the completed
pattern and a take profit at the point where the price will have retraced 61.8% of
the distance between A and D.
… you would approach a down trending market with a bullish (buy) trade at point
D in exactly the same way – the pattern and your trading orders will simply be
reversed.

Gartley pattern
The Gartley pattern, one of the most traded harmonic patterns, is a retracement and continuation
pattern that occurs when a trend temporarily reverses direction before continuing on its original
course.
It gives you a low risk opportunity to enter the market where the pattern completes and the trend
resumes.
As with many chart patterns, there is a bullish and a bearish version.
The Gartley pattern includes the AB=CD pattern in its structure, meaning it is very important that you
have studied this pattern first.
The pattern is often referred to as Gartley222 because H. M. Gartley first described it on page 222 of
his 1935 book Profits in The Stock Market.

The Gartley pattern, one of the most traded harmonic patterns, is a retracement and
continuation pattern that occurs when a trend temporarily reverses direction before
continuing on its original course. It uses Fibonacci levels and has a bullish and bearish
version.

How to identify bearish and bullish Gartley patterns
The chart below demonstrates what a bullish Gartley pattern looks like:

X-A
As shown above, the Gartley pattern looks similar to the AB=CD pattern except it has an extra leg:
X-A.
In its bullish version, this first leg forms when the price rises sharply from point X to point A. This is
the pattern's longest leg.

A-B
The A-B leg then sees the price change direction and retrace back down part of the distance
covered by the X-A leg. In the pattern's purest form, it will make a 61.8% Fibonacci retracement of
the X-A leg.

The Gartley pattern looks similar to the zig-zagging AB=CD pattern except that it
contains an extra leg at the start. Fibonacci levels are used to measure the distance of
these legs.
Note that the A-B leg can never retrace beyond point X – if it does, the pattern is no longer valid.

B-C
In the B-C leg, the price changes direction again and moves back up, retracing anything from 38.2%
to 88.6% of the distance covered by the A-B leg. If it retraces up beyond the high of point A, the
pattern becomes invalid.

C-D
The C-D leg is the final and most important part of the pattern. As with the AB=CD pattern you are
looking for an AB=CD structure to complete the pattern, looking to enter at point D.
The difference when trading the Gartley pattern is that you look to place your trade entry order at the
point where the C-D leg has achieved a 78.6% retracement of the X-A leg.
This is easier to see, and it means that you can simply draw a Fibonacci retracement using the X-A
leg and then use the 78.6% retracement level to enter. The pattern will no longer be valid if price
retraces past point X.
Note: point D will not always be exactly the same as the 78.6% retracement, however, if point D is
the same as the 78.6% retracement, it means that the signal to enter is stronger.
Ideally, point D should also represent a 127%-161.8% extension of the B-C leg.

MetaTrader 4 can automatically add Fibonacci retracements
The following shows you how this looks on a chart using the Fibonacci tool on MT4.
If you apply the Fibonacci tool to your MetaTrader 4 platform, it can automatically mark key
Fibonacci levels on your chart.
The chart below shows what a bullish Gartley pattern looks like with the Fibonacci retracement and
extension levels marked on the X-A and B-C leg:

Rules for the Gartley pattern
Before you try and trade the pattern, make sure that the following rules are met:

•
•
•

The AB=CD pattern
A 78.6% Fibonacci retracement of the X-A leg
A 127% or 161.8% Fibonacci extension of the B-C leg

How to trade the Gartley pattern
We will now look at how you can trade using the Gartley pattern. For the example, we will use the
bullish Gartley pattern. For a bearish Gartley pattern (a short/sell trade), simply invert the pattern and
your orders.

Entry
Identify where the pattern will complete at point D – this will be at the 78.6% retracement of the X-A
leg. Place a buy order here.
See the chart below for an example of this:

1. Long entry

Stop loss
Place your stop loss just below point X, as below:

1. Long entry
2. Stop loss

Profit target
Where you place your profit, target using this pattern is highly subjective and depends on your
trading objectives as well as market conditions.
One method, however, involves drawing a new Fibonacci retracement from point A to D of the
completed pattern. Once this Fibonacci retracement has been drawn, look at placing your profit
target at the 61.8% retracement level of A-D.
Note that you can only draw this Fibonacci retracement once the pattern has completed at point D
and the price has reversed.
See the chart below for an example of this:

1. Long entry
2. Stop loss
3. Profit target

Summary
In this lesson, you have learned that …
•
•

•

•
•
•

… the Gartley pattern is a retracement pattern that occurs when a trend
temporarily reverses direction before continuing on its course.
… it includes the AB=CD pattern in its structure and gives you the chance to go
long (bullish Gartley) or short (bearish Gartley) at the point where the pattern
completes and the trend resumes.
… it relies on Fibonacci levels, which determine how far price retraces or extends
during the patterns formation – MetaTrader 4 can automatically add these levels
to your chart.
… to trade using the Gartley pattern, place your buy order at the point where the
C-D leg achieves a 78.6% retracement of the X-A leg.
… place your stop loss just under point X.
… draw a new Fibonacci retracement from point A-D of the completed pattern
and take profit at the point where price will have retraced 61.8% of the distance
between A-D.

Bat pattern
The Bat pattern is similar to the Gartley pattern in that it is a retracement and continuation pattern
that occurs when a trend temporarily reverses its direction but then continues on its original course.
It gives you the opportunity to enter the market at a good price, just as the pattern ends and the
trend resumes.
The Bat's main difference to the Gartley pattern is where it completes – at an 88.6% Fibonacci
retracement of the X-A leg. Its inner retracements are also slightly different.
As with many patterns, there is a bullish and a bearish version of the Bat.

The Bat pattern is a retracement and continuation pattern that lets you enter a trend at a
good price just as it is resuming. It is similar to the Gartley pattern but uses different
Fibonacci levels.

How to identify the Bat pattern
See the price chart below for an example of what a bullish Bat pattern looks like:

As shown above, the Bat pattern looks very similar to the Gartley pattern, with four distinct legs
labelled X-A, A-B, B-C and C-D.

X-A
In its bullish version, the first leg forms when the price rises sharply from point X to point A. This is
the pattern's longest leg.

A-B
The A-B leg then sees the price change direction and retrace 38.2% to 50% of the distance covered
by the X-A leg.

In a bullish Bat pattern, the X-A leg is formed by a sharp price rise. In A-B, the price
then reverses and retraces 38.2% to 50% of the X-A leg. The B-C leg sees the price
reverse again and retrace 38.2% to 88.6% of the A-B leg. In the final leg C-D, the price
reverses and achieves an 88.6% retracement of the X-A leg.
Note that the A-B leg can never retrace beyond point X – if it does, the pattern is no longer valid.

B-C
In the B-C leg, the price changes direction again and moves back up, retracing anything from 38.2%
to 88.6% of the distance covered by the A-B leg. If it retraces up beyond the high of point A, the
pattern becomes invalid.

C-D
The C-D leg is the final and most important part of the pattern. As with the Gartley pattern, this is
where the Bat pattern completes and you place your long (buy) trade at point D.
With the Bat pattern, however, you look to place your trade entry order at the point where the C-D
leg has achieved an 88.6% retracement of the X-A leg. Ideally, point D should also represent a
161.8% to 261.8% extension of the B-C leg.

MetaTrader 4 can automatically add Fibonacci retracements
The following shows you how this looks on a chart using the Fibonacci tool on MT4.
If you apply the Fibonacci tool to your MetaTrader 4 platform, it can automatically mark key
Fibonacci levels on your chart.
The chart below shows what a bullish Bat pattern looks like with the Fibonacci retracement and
extension levels marked on the X-A and B-C leg:

Checklist for the Bat pattern
Before you try and trade the Bat pattern, confirm from the following checklist that the pattern is
authentic. It should include the following key elements:
•
•
•

The AB=CD pattern or an extension of this pattern
An 88.6% Fibonacci retracement of the X-A leg
A 161.8% to 261.8% Fibonacci extension of the B-C leg

How to trade the Bat pattern
We will now look at how you can trade using the Bat pattern. We will use the bullish Bat pattern as
an example. For a bearish Bat pattern (a short/sell trade), simply invert the pattern and your orders.

Enter your trade
Identify where the pattern will complete at point D – this will be at the 88.6% retracement of the X-A
leg.
Place a buy order here, as below:

1. Entry

Place your stop loss
Place your stop loss just below point X, as below:

1. Entry
2. Stop loss

Place your profit target
Where you place your profit target with this pattern is highly subjective and depends on your trading
objectives as well as market conditions.
One method, however, involves drawing a new Fibonacci retracement from point A to D of the
completed pattern. Once this Fibonacci retracement has been drawn, look at placing your profit
target at the 61.8% retracement level of A-D.
Note that you can only draw the Fibonacci retracement once the pattern has completed at point D
and the price has reversed.
See the chart below for an example of this:

1. Entry
2. Stop loss
3. Take Profit

Summary
In this lesson, you have learned that …
•
•
•
•

•
•

… the Bat pattern is a retracement and continuation pattern that occurs when a
trend temporarily reverses its direction but then continues on its original course.
… it gives you the opportunity to enter the market at a good price, just as the
pattern ends and the trend resumes, and has a bullish and bearish version.
… it is similar to the Gartley pattern but completes at an 88.6% Fibonacci
retracement of the X-A leg.
… a true Bat pattern will include each of the following: the AB=CD pattern or an
extension of this pattern; a 161.8% to 261.8% Fibonacci extension of the B-C leg;
an 88.6% Fibonacci retracement of the X-A leg.
… one way of trading a bullish Bat pattern is to place your buy order at point D
(the 88.6% retracement of the X-A leg)
… place your stop loss just below point X.

•

•

… draw a new Fibonacci retracement from point A-D of the completed pattern
and take profit at the point where price will have retraced 61.8% of the distance
between A-D.
… to trade a bearish Bat pattern (a short/sell trade), simply invert the pattern and
your orders.

Butterfly pattern
The Butterfly pattern is a reversal pattern composed of four legs, similar to the Gartley and Bat
pattern, marked X-A, A-B, B-C and C-D.
It helps you identify when a current price move is likely approaching its end. This means you can
enter the market as the price reverses direction.
There is a bullish version where you place a buy trade and a bearish version where you would place
a sell trade.

The Butterfly is a reversal pattern that allows you to enter the market at extreme highs
and lows.

How to identify the Butterfly pattern
See the price chart below for an example of what a bearish Butterfly pattern looks like:

As shown above, the Butterfly pattern looks very similar to the Gartley or Bat patterns, with four
distinct legs labelled X-A, A-B, B-C and C-D. The above example is a bearish version of the pattern,
where you would be look to sell after the pattern has completed.

X-A
In its bearish version, the first leg forms when the price falls sharply from point X to point A.

A-B
The A-B leg then sees the price change direction and retrace 78.6% of the distance covered by the
X-A leg.

The Butterfly is similar to the Gartley and Bat patterns but the final C-D leg makes a
127% extension of the initial X-A leg, rather than a retracement of it.

B-C
In the B-C leg, the price changes direction again and moves back down, retracing 38.2% to 88.6% of
the distance covered by the A-B leg.

C-D
The C-D leg is the final and most important part of the pattern. As with the Gartley and Bat pattern
you should also have an AB=CD structure to complete the pattern, however the C-D leg very often
extends forming a 127% or 161.8% extension of the A-B leg. As a trader you would be looking to
enter at point D of the pattern.
A major difference with the Butterfly pattern over the Gartley or Bat pattern is you look to place your
trade entry order at the point where the C-D leg has achieved a 127% Fibonacci extension of the XA leg. It is the pattern's longest leg. Ideally, point D should also represent a 161.8%-261.8%
extension of the B-C leg.

MetaTrader 4 can automatically add Fibonacci extensions
The following shows you how this looks on a chart using the Fibonacci tool on MT4.
If you apply the Fibonacci tool to your MetaTrader 4 platform, it can automatically mark key
Fibonacci levels on your chart.
The chart below shows what a bearish Butterfly pattern looks like with the Fibonacci retracement
and extension levels marked on the X-A and B-C leg:

Checklist for the Butterfly pattern
Before you trade the Butterfly pattern, confirm from the following checklist that the pattern is
authentic. It should include the following key elements:
•
•
•

The AB=CD pattern or an extension of this pattern
A 127% Fibonacci extension of the X-A leg
A 161.8% -261.8% Fibonacci extension of the B-C leg

How to trade the Butterfly pattern
We will now look at how to trade the Butterfly pattern, first using a bullish pattern as our example.

Enter your trade
Identify where the pattern will complete at point D – this will be at the 127% extension of the X-A leg.
Place a buy order here, as below:

1. Long entry

Place your stop loss
Place your stop loss just below the 161.8% Fibonacci extension of the X-A leg, as below:

1. Long entry
2. Stop loss

Place your profit target
Where you place your profit target with this pattern is highly subjective and depends on your trading
objectives as well as market conditions.
If you want an aggressive profit target, however, you can place it at point A of the pattern. For a
more conservative profit target, place it at point B.
See the chart below for an example of this, with both the conservative and aggressive options
marked:

1.
2.
3.
4.

Long entry
Stop loss
Conservative profit target
Aggressive profit target

How to trade a bearish Butterfly
To trade a bearish Butterfly pattern, place your sell order at point D (the 127% Fibonacci extension
of the X-A leg), position your stop loss just above the 161.8% extension of the X-A leg and place
your profit target at either point A (aggressive) or point B (conservative).
See the chart below for an example of this:

1.
2.
3.
4.

Short entry
Stop loss
Conservative profit target
Aggressive profit target

Summary
In this lesson, you have learned that …
•
•
•
•
•
•

... the Butterfly is a reversal pattern that allows you to enter the market at
extreme highs or lows.
... it is similar to the Gartley and Bat patterns but the final C-D leg makes a 127%
extension of the initial X-A leg, rather than a retracement of it.
... to trade the Butterfly, enter the market with a long or short trade at point D of
the pattern – the price should reverse direction here.
... place your stop loss just below (bullish trade) or above (bearish trade) the
161.8% Fibonacci extension of the X-A leg.
... for an aggressive profit target, place your take profit order at point A.
... for a more conservative profit target, place your take profit order at point B.

Crab pattern
The Crab pattern is similar to a Butterfly pattern in that it is a reversal pattern composed of four legs
marked X-A, A-B, B-C and C-D.

The Crab is another reversal pattern that allows you to enter the market at extreme
highs or lows.
Like the Butterfly, it can help you identify when a current price move is likely approaching its end.
This means you can enter the market just as the price reverses direction.
However, while the Butterfly pattern ends at a point that represents a 127% Fibonacci extension of
the initial X-A leg, the Crab ends at a point that represents an even deeper 161.8% Fibonacci
extension of the X-A leg.
The Crab's inner retracements are also slightly different to those of the Butterfly.
As with many patterns, there is a bullish and a bearish version of the Crab.

How to identify the Crab pattern
See the price chart below for an example of what a bullish Crab pattern looks like:

As shown above, the Crab pattern looks very similar to the Butterfly pattern, with four distinct legs
labelled X-A, A-B, B-C and C-D.

X-A
In its bullish version, the first leg forms when the price rises sharply from point X to point A.

A-B
The A-B leg then sees the price change direction and retrace 38.2% to 61.8% of the distance
covered by the X-A leg.

The Crab is very similar to the Butterfly pattern but the final C-D leg makes a deeper
161.8% extension of the initial X-A leg and the pattern's inner retracements are also
slightly different.

B-C
In the B-C leg, the price changes direction again and moves back up, retracing 38.2% to 88.6% of
the distance covered by the A-B leg.

C-D
The C-D leg is the final and most important part of the pattern. As a trader you would place your long
(buy) trade at point D as this is where the bullish Crab pattern completes.
A major difference with the Crab pattern over the Butterfly pattern is you look to place your trade
entry order at the point where the C-D leg has achieved a 161.8% Fibonacci extension of the X-A
leg.
Note: point D will not always be exactly the same as the 161.8% extension, however, if point D is
the same as the 161.8% extension, it means that the signal to enter is stronger.
Ideally, point D should also represent a 224% – 361.8% Fibonacci extension of the B-C leg.

MetaTrader 4 can automatically add Fibonacci extensions
The following shows you how this looks on a chart using the Fibonacci tool on MT4.
If you apply the Fibonacci tool to your MetaTrader 4 platform, it can automatically mark key
Fibonacci levels on your chart.
The chart below shows what a bullish Crab pattern looks like with the Fibonacci retracement and
extension levels marked on the X-A and B-C leg:

Checklist for the Crab pattern
Before you try and trade the Crab pattern, confirm from the following checklist that the pattern is
authentic. It should include the following key elements:
•
•
•

An extension of the AB=CD pattern
A 224% – 361.8% Fibonacci extension of the B-C leg
A 161.8% Fibonacci extension of the X-A leg

How to trade the Crab pattern
We will now look at a way you can trade the Crab pattern, using a bullish Crab as our example.

Entry
Identify where the pattern will complete at point D – this will be at the 161.8% extension of the X-A
leg. Place a buy order here.
See the chart below for an example of this:

1. Long entry

Stop loss
Place your stop loss just below point D, as below:

1. Long entry
2. Stop loss

Profit target
Where you place your profit target with this pattern is highly subjective and depends on your trading
objectives as well as market conditions.
If you want an aggressive profit target, however, you can place it at point A of the pattern. For a
more conservative profit target, place it at point B.
See the chart below for an example of this:

1.
2.
3.
4.

Long entry
Stop loss
Conservative take profit
Aggressive take profit

How to trade a bearish Crab
To trade a bearish Crab pattern, place your short (sell) order at point D (the 161.8% Fibonacci
extension of the X-A leg), position your stop loss just above point D and place your profit target at
either point A (aggressive) or point B (conservative).
See the chart below for an example of this:

1.
2.
3.
4.

Short entry
Stop loss
Conservative take profit
Aggressive take profit

Summary
In this lesson, you have learned that …
•
•
•
•
•
•

... the Crab is a reversal pattern that allows you to enter the market at extreme
highs and lows.
... it is similar to the Butterfly pattern but the final C-D leg makes a deeper
161.8% extension of the initial X-A leg.
... to trade the Crab, enter the market with a long or short trade at point D of the
pattern – the price should reverse direction here.
... place your stop loss just below (bullish trade) or above (bearish trade) point D.
... for an aggressive profit target, place your take profit order at point A.
... for a more conservative profit target, place your take profit order at point B.

Three drives
The three drives pattern is a reversal pattern characterized by a series of higher highs or lower
lows that complete at a 127% or 161.8% Fibonacci extension.
It can signal that the market is exhausted in its current move and a possible reversal is about to
occur on the price chart. The bullish version of the pattern can help to identify possible buy
opportunities and the bearish version can help to identify possible sell opportunities.

The three drives pattern is a reversal pattern characterized by a series of higher highs
or lower lows. It has a bullish version and a bearish version.

How to identify the three drives pattern
The chart below illustrates what the bullish version of this pattern looks like:

1. First drive
2. Second drive
3. Third drive
As you can see above, the price makes an initial low at point 1, this is the first drive of the pattern.
Price then retraces before making a new low at point 2, forming the second drive. This second low
should be a 127% or 161.8% Fibonacci extension of the first drive. The price then retraces once
again and makes a third drive down which should also be a 127% or 161.8% Fibonacci extension of
drive two. It is this third drive that you want to pay the most attention to as this is where you are
looking for a long entry.

The next chart shows this pattern as a bearish set up:

1. First drive
2. Second drive
3. Third drive
This time the price makes an initial high at point 1, this is the first drive of the pattern. Price then
retraces before making a new high at point 2, forming the second drive. This second high should
also be a 127% or 161.8% Fibonacci extension of the first drive. The price then retraces once again
and makes a third drive up which should also be a 127% or 161.8% Fibonacci extension of drive
two. It is this third drive that you want to pay the most attention to as this is where you are looking for
a short entry.

How to trade using the three drives pattern
We will now show you how to trade the three drives pattern.

Enter your trade
Traders look to enter the market on the third drive as this offers the most precise entry point with the
greatest profit potential. This will either be a 127% or 161.8% Fibonacci extension. We will use the
bullish three drives pattern as an example. For a bearish three drives pattern (a short/sell trade),
simply invert the pattern and your orders.
Place a buy order here, as below:

1. First drive
2. Second drive
3. Third drive
1. Long entry
As you can see, the price hits the extension level on the third drive down which is where the entry for
the buy trade is placed, in the opposite direction to the most recent overall move.

Place your stop loss
Place your stop loss below the 161.8% Fibonacci extension level of the second drive.

1. First drive
2. Second drive
3. Third drive
1. Long entry
2. Stop loss

Place your profit target
A simple way of finding a profit target is by drawing a Fibonacci retracement from the very high of
the start of the pattern to the very low of the pattern, where the pattern completes the third drive.
The take profit is the 61.8% Fibonacci level of this swing.
See the chart below for an example of this:

1. First drive
2. Second drive
3. Third drive
1. Long entry
2. Stop loss
3. Profit target

Summary
So far, you have learned that ...
•
•
•
•
•

… the three drives pattern is a reversal pattern designed to highlight times when
the market is exhausted in its current move.
… the pattern has a bullish version and a bearish version.
… the pattern is composed of three waves or drives that complete at a 127% or
161.8% Fibonacci extension.
… the trade is entered in the opposite direction to the overall move, when the
third drive is completed at a 127% or 161.8% Fibonacci extension.
… the stop loss goes below the 161.8% Fibonacci extension for a buy and above
the 161.8% Fibonacci extension for a sell.

•

… draw a new Fibonacci retracement from the start of the pattern to the
completion point of the pattern and take profit at the point where price will have
retraced 61.8% of that distance.

Cup and handle
The cup and handle are a bullish continuation pattern used to find buying opportunities in the
market.
It is used to identify the continuation of an uptrend in price and is so named because the pattern
resembles the appearance of a cup and handle.

The cup and handle are a bullish continuation pattern used to find buying opportunities
in the market.

How to identify a cup and handle pattern
The chart below shows what this pattern looks like:

1. Initial move upwards
2. Cup
3. Handle

4. Continuation of move upwards
As you can see, the pattern is formed after the price moves sharply in an upwards direction, after
which the market begins to sell off and the price retraces slightly, helping to form the ‘cup’ section of
the pattern. This gives a 'rounded bottom' appearance, similar to that of a bowl.
As the price continues on up, it retraces once again, this time more gradually, forming the 'handle'
section of the pattern. Finally, it then makes a continuation move upwards beyond the initial high of
the first move.
The cup section of the pattern should be around a third to two thirds the size of the initial move up (in
terms of height) so as to ensure a reliable pattern.

An ideal cup
The chart below shows an ideal 'cup':

1.
2.
3.
4.

Initial move upwards
Cup
Handle
Continuation of move upwards

As you can see, the cup is just under two thirds the height of the first move up, and shows rounded
price action, rather than a sharp pullback.

An ideal handle

The handle is also a very important component of the pattern, as this completes it and gives traders
clues about when would be best to enter the trade.
The retracement forming the handle should not exceed the move up on the right-hand side of the
cup. Traders often use a trend line to measure the downward move of the handle.
The chart below shows an ideal handle section of the pattern:

1. Cup
2. Upward move
3. Handle

How to trade the cup and handle pattern
To trade this pattern, look for the handle of the pattern that is marked on the chart below. Once the
price breaks above the upper trend line of the handle and a candle closes above the trend line, you
can enter the market with a long order.
The chart below shows the handle being broken by the price – this is where traders can enter the
market:

1. Upper trend line of handle
1. Long entry
A stop loss can be placed below the low of the 'handle' of the pattern. If the price trades beyond this
point, the probabilities of the pattern working out have decreased and you do not want to be in the
market any longer.
The take profit objective when trading these patterns is very simply measured by taking the bottom
of the cup to the breakout point and extending this upwards.
The chart below demonstrates the stop loss and take profit levels:

1.
2.
3.
4.
5.

Long entry
Stop loss
Take profit
Distance from base of cup to breakout point
Same as distance 4

Summary
In this lesson, you have learned that:
•
•
•
•
•
•

… the cup and handle are a bullish continuation pattern used to find buying
opportunities in the market.
… the pattern is composed of two sections; the cup and the handle.
… the cup should be rounded and just under two thirds the height of the initial
move.
… the handle should not pull back more than the right side of the cup and traders
can enter on a trend line break of the handle.
… the stop loss can be placed below the low of the handle of the pattern.
… the take profit is measured using the base of the cup to the breakout point and
extending this measurement above the breakout to the upside.

Rounded top and bottom

The rounded top and bottom are reversal patterns designed to catch the end of a trend and signal
a potential reversal point on a price chart.
The rounded top pattern appears as an inverted 'U' shape and is often referred to as an ‘inverse
saucer’ in some technical analysis books. It signals the end of an uptrend and the possible start of a
downtrend. This means that the rounded top can indicate an opportunity to go short.
The rounded bottom pattern appears as a clear 'U' formation on the price chart and is also referred
to as a ‘saucer’. It signals the end of a downtrend and the possible start of an uptrend. This means
that the rounded bottom can indicate an opportunity to go long.

The rounded top can indicate an opportunity to go short and the rounded bottom can
indicate an opportunity to go long.

How to identify a rounded top pattern
The chart below shows what a rounded top pattern looks like:

1. Uptrend
2. Rounded top
3. Neckline
In order for the pattern to occur, the price must first rally upwards and consolidate for an extended
period, forming the rounded top. It then eventually falls back down below the neckline of the
consolidation area.

How to trade the rounded top
To trade this pattern, look for the neckline that is marked on the chart below. Once the price breaks
through and a candle closes below the neckline, you can enter the market with a sell order.
The chart below shows the neckline being broken by the price – this is where short traders can enter
the market.

1.
2.
3.
4.
5.

Uptrend
Rounded top
Neckline
Close of candle that breaks the neckline
Short entry

The stop loss is placed above the neckline of the pattern. If the price trades beyond this point, the
probabilities of the pattern working out have decreased and you do not want to be in the market any
longer.
The profit target is measured by taking the height of the actual pattern and extending that distance
down from the neckline.
The chart below demonstrates the stop loss and take profit levels:

1.
2.
3.
4.
5.

Uptrend
Rounded top
Neckline
Height of pattern
Same distance away from neckline as 4

1. Short entry
2. Stop loss
3. Take profit

How to identify a rounded bottom pattern
The chart below shows what a rounded bottom pattern looks like:

1. Downtrend
2. Rounded bottom
3. Neckline
This pattern also requires a sustained price move, this time to the downside before consolidating for
an extended period and forming the rounded bottom. The price then begins to rally back above the
neckline of the consolidation area. At this point the pattern has been completed.

How to trade the rounded bottom
We will now look at how to trade the rounded bottom pattern.

Enter the trade
To trade this pattern, look for the neckline that is marked on the chart below. Once the price breaks
through and a candle closes above the neckline, you can then enter the market with a buy order.
The chart below shows the neckline being broken by the price – this is where long traders can enter
the market.

1.
2.
3.
4.

Downtrend
Rounded bottom
Neckline
Close of candle that breaks the neckline

1. Long entry
The stop loss is placed below the neckline of the pattern. If the price trades below this point, the
probabilities of the pattern working out have decreased and you do not want to be in the market any
longer.
The profit target is measured by taking the height of the actual pattern and extending that distance
up from the neckline.
The chart below demonstrates the stop loss and take profit level:

1.
2.
3.
4.
5.

Downtrend
Rounded bottom
Neckline
Height of pattern
Same distance away from neckline as 4

1. Long entry
2. Stop loss
3. Take profit

Summary:
In this lesson, you have learned that:
•

•

… the rounded top is a reversal pattern designed to identify the end of an
uptrend and the beginning of a potential downtrend. It has the appearance of an
inverted 'U' shape on the price chart.
… the rounded bottom is a reversal pattern designed to identify the end of a
downtrend and the beginning of a potential uptrend. It has the appearance of a
'U' shape on the price chart.

•

•

•
•

… both patterns consist of an initial move in one direction, followed by
consolidation or price rounding; then a breakout of the neckline in the opposite
direction to that of the first move.
… traders would only look to enter the market when the neckline of the pattern is
broken. Look for candle closes above (for rounded bottom) or below (for rounded
top) the neckline to confirm this.
… the stop loss can be placed above the neckline when trading the rounded top
and below the neckline when trading the rounded bottom.
… the profit target is measured by taking the height of the actual pattern and
extending that distance from the break of the neckline.

Now that your done with the book you should make your own trading method!
There will be a lot of ups and downs in trading and things will need to be tested over
and over. Sticking to your plan is key so when you make your plan, you’ll need to make
sure you have a clear plan before you enter the markets.
To come up with your strategy you’ll need to figure out a few things time frames, trading
hours, your reason for entry, exit etc. This can sound like a lot all at once so from here
on you will have a bunch of templates, ideas, examples, and books.
You might find one that works for you here or maybe like parts from different ones and
create something that works for you. Here is a tip that will save you years of trouble,
there is no ONE right way to trade there is NO ONE trading method that will always win
100% every time. Going from method to method and not truly back testing one and not
sticking with it will keep you from being profitable. So, find and or make something back
test it and keep a record of how profitable it is wins and losses. If you have a good W/L
Put it into action and stick with it trust it and know you tested it when you have your
doubts. Good luck and don’t forget you can always come to the discussion chat and
share your progress and ideas and learn!
Don’t give up nothing worth having was easy.

Some Trading rules and tips
1. whenever the trend you are riding approaches support and resistance tighten your
stop loss. A trend reveals its strength when it hits a support or resistance zone, if its
strong enough it goes through and your stop is not touched, if a trend bounces away it
shows its weakness in that case your stop loss saves a good chunk of profits.
2. support and resistance are more important on long term charts than short term charts
weekly charts are stronger than daily’s if the weekly trend is strong the fact that the daily
tend is hitting resistance is less important, you should look to act when price comes to a
weekly resistance or support zone over a daily.

3. support and resistance are a good place to place your stop loss and protect profit
orders (stop loss in profit). (just above or below them to give market fluctuation some
space) if you buy and place your stop below that level you give your stop plenty of room
true break outs are confirmed by heavy volume while false break outs tend to have light
volume true break outs are confirmed when technical indicators reach new extreme
highs or lows in the direction of the trend while false break outs are marked by
divergences between price and indicators.

How to Make A Trading Plan
SCFX
Many people get into trading without knowing what type of trader they are or what
trading style to build. So here at Signal central FX we put together something to help
you figure out what type of trader you are. This questionnaire will also help you figure
out a trading plan! Just print this sheet out and check the box that applies to you!
PLEASE MAKE SURE TO KEEP THIS FOR YOUR RECORDS HAVING A WRITTEN
TRADING PLAN AND KNOWING WHAT YOUR DOING IS KEY IN THE FOREX
MARKET!!!!
SWING TRADERS –
 I do not have more than a few hours a day to dedicate to chart time.
 I don’t like spending hours at my desk.
 I prefer to set a trade and let it take its course.
 I get nervous watching the markets all day.
 I have good patience.
 I don’t mind holding a trade for a long period of time.
DAY TRADING –
 I have a lot of time to use for charting.
 I don’t mind spending a lot of time at my desk.
 I don’t like to hold trades more than a day.
 I prefer to be in and out of any trades.
 I don’t get nervous watching the charts.
 I like to set a trade and watch it play out.
SWING TRADER – For swing traders we personally suggest using the 4hr-weekly
timeframes and up. You should create a plan for your trading style which we can help
with here. Select the type of styles you would like.
 Break out patterns
 Counter trend patterns
 Trend trading
 Pattern trading
Now that you picked what you wanted let’s put it together!
We suggest that you use indicators on your chart when swing trading!
We only suggest RSI to keep it simple but your free to explore your options
Alongside RSI we suggest you use EMA’s the ones we use at SCFX are –
8 (MA method for MT4 users Exponential)
21 (MA method for MT4 users Exponential)
50 (MA method for MT4 users Exponential)
200 with a SHIFT 1(MA method for MT4 users Exponential)
233 with a SHIFT 1(MA method for MT4 users Exponential)

Use this along with the methods you selected to give you an idea/plan for day trading
we suggest learning reversal/continuation candle stick patterns as well. (Which we offer
at SCFX!)
DAY TRADER- For day trading we suggest using the 15m-4hr chart with the Daily
chart for confluence or trend identification. You should create a plan for your trading
style which we can help with here. Select the type of styles you would like.
 Break out patterns
 Counter Trend patterns
 Pattern trading
 Scalping
Now that you picked what you wanted let’s put it together!
We suggest that you use indicators on your chart when swing trading!
We only suggest RSI to keep it simple but your free to explore your options
Alongside RSI we suggest you use EMA’s the ones we use at SCFX are –
21 (MA method for MT4 users Exponential)
Use this along with the methods you selected to give you an idea/plan for day trading
we suggest learning reversal/continuation candle stick patterns as well. (Which we offer
at SCFX!)
Making your own trading plan comes down to back testing with trial and error. Pick
some patterns you would like to use, test them and give your self-rules for entry.
Don’t make too many rules and no less than 3 reasons for an entry we suggest at
SCFX.
Remember to keep your trading plan simple and stick to your risk management and
your trade plan. These questions and information are just to help get you started
remember testing a trading method takes time and patience. Use key levels and zones
and don’t give up!

FX
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YOUR TRADING PLAN

YOUR TRADING GOAL

YOUR TRADING STRATEGY

_________________________
_________________________
_________________________
_________________________
_________________________
_________________________

ENTRY:

LOGISTICS
TIME FRAMES: ______________
TRADING TIMES: ____________
INSTRUMENTS:
___________________________
___________________________
___________________________

________________________________________________________
________________________________________________________
________________________________________________________
________________________________________________________
EXIT:

________________________________________________________
________________________________________________________
________________________________________________________
________________________________________________________

RISK MANAGEMENT
RISK % PER TRADE: ___________
MIN REWARD: RISK: ___________
MAX DRAWDOWN: ____________

Signature: __________________________ Date: _________________

By signing this trading plan, you agree to stick to your rules and trade with a purpose.
Consistency in trading results starts with discipline, and this trading plan is a step in the
right direction!

