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Introduction to Japanese Candlestick 
Patterns

In the world of forex, understanding market trends and price movements 
are essential skills for trading. One of the tools available to traders is the 
use of Japanese candlestick patterns.  These patterns provide valuable 
insights into market sentiment and can help traders make informed deci-
sions about when they could enter or exit trades.

The origins of Japanese candlestick patterns can be traced back to 17th 
century Japan, where they were used to trade rice futures. The method was 
later refined and popularized by Charles Dow, the founder of the Dow Jones 
Industrial Average. Dow recognized the value of candlestick patterns in pre-
dicting price movements and incorporated them into his technical analysis 
methods.

Over time, Japanese candlestick patterns have become an integral part 
of forex trading. Traders around the world use these patterns to analyze 
price charts and identify potential trading possibilities. The visual nature of 
candlestick patterns makes them easy to interpret, even for novice traders, 
making them a valuable tool for traders of all skill levels.

Japanese candlestick patterns are considered one of the most reliable indi-
cators in technical analysis. Unlike other chart types, such as line charts or 
bar charts, candlestick charts could provide a more detailed view of price 
movements, allowing traders to see not only the opening and closing pric-
es but also the highs and lows of each trading session. 

History and Origin

Evolution in Forex Trading

Importance in Technical Analysis
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Basics of Japanese Candlestick Patterns

Anatomy of a Japanese Candlestick

Understanding Candlestick Colors

Types of Candlestick Patterns

Japanese candlestick patterns are a popular tool used in technical analysis 
to help traders identify potential market trends and reversals. Understand-
ing the basics of these patterns is essential for any trader looking to incor-
porate them into their trading strategy.

A Japanese candlestick is composed of four main parts: the open, the 
close, the high, and the low. The body of the candlestick represents the 
range between the open and close prices, with different colors indicating 
whether the price closed higher (bullish) or lower (bearish) than it opened. 
The wicks, or shadows, of the candlestick, represent the high and low pric-
es for that period.

In most charting platforms, bullish candlesticks are typically represented 
by green or white bodies, while bearish candlesticks are represented by red 
or black bodies. These colors can be customized based on personal prefer-
ence but are standardized to prevent confusion among traders.

There are two main types of candlestick patterns: single candlestick pat-
terns and multiple candlestick patterns. Single candlestick patterns consist 
of just one candlestick and can indicate either a reversal or continuation of 
the current trend. Multiple candlestick patterns, on the other hand, consist 
of two or more candlesticks and are often more reliable indicators of mar-
ket sentiment.

Chapter 2
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Single Candlestick Patterns

Single candlestick patterns include:

•	 Doji: A candlestick with a small body and wicks on both ends, indicating 
indecision in the market.

•	 Hammer: A bullish reversal pattern with a small body and a long lower 
wick, indicating a potential reversal from a downtrend.

•	 Hanging Man: A bearish reversal pattern with a small body and a long 
lower wick, indicating a potential reversal from an uptrend.

Chapter 2
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Doji Patterns

Single candlestick patterns are important indicators in technical analysis 
as they can provide valuable insights into market sentiment and potential 
price movements. Understanding these patterns and how to interpret them 
is essential for any trader looking to improve their trading strategy.

Doji patterns are characterized by a small body with wicks on both ends, 
indicating that the opening and closing prices were close to each other. 
This pattern suggests indecision in the market and can present a potential 
reversal or continuation of the current trend, depending on its context with-
in the price chart.

Single Candlestick Patterns

Interpretation and Trading Strategies

There are several variations of the Doji pattern, including:

•	 Long-legged doji: A doji with long wicks on both ends, indicating greater 
indecision in the market.

•	 Gravestone doji: A doji with a long upper wick and no lower wick, indi-
cating a potential reversal from a bullish to a bearish trend.

•	 Dragonfly doji: A doji with a long lower wick and no upper wick, indicat-
ing a potential reversal from a bearish to a bullish trend.

The interpretation of doji patterns depends on their context within the price 
chart and other technical indicators. Traders often look for confirmation 
from other indicators or patterns before making trading decisions based on 
doji patterns alone.

Chapter 3
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Reversal Patterns

Shooting Star

Hammer

Reversal patterns are tools for traders to identify potential changes in 
market direction. Understanding these patterns can help traders anticipate 
market reversals and adjust their trading strategies accordingly. In this 
chapter, we will explore some common reversal patterns and how they can 
be used in forex trading.

The shooting star is a bearish reversal 
pattern that occurs at the top of an 
uptrend. It is characterized by a small 
body with a long upper wick, indi-
cating that traders pushed the price 
higher during the session but were 
ultimately unable to sustain the mo-
mentum. This pattern could suggest 
that a reversal to the downside may 
be imminent.

The hammer is a bullish reversal 
pattern that occurs at the bottom of 
a downtrend. It is characterized by 
a small body with a long lower wick, 
indicating that traders pushed the 
price lower during the session but 
were ultimately unable to sustain the 
downward momentum.  This pattern 
could suggest that a reversal to the 
upside may be imminent.

Chapter 4
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Hanging Man

Inverted Hammer

Interpretation and Trading Strategies

The hanging man is a bearish rever-
sal pattern that occurs at the top of 
an uptrend. It is similar to the shoot-
ing star but has a longer lower wick. 
This pattern could suggest that trad-
ers pushed the price higher during the 
session but were ultimately unable 
to sustain the upward momentum, 
indicating a potential reversal to the 
downside.

The inverted hammer is a bullish 
reversal pattern that occurs at the 
bottom of a downtrend. It is similar to 
the hammer but has a longer upper 
wick. This pattern could suggest 
that traders pushed the price lower 
during the session but were ultimate-
ly unable to sustain the downward 
momentum, indicating a potential 
reversal to the upside.

Traders often look for confirmation from other technical indicators or pat-
terns before making trading decisions based on reversal patterns alone. It 
is also important to consider the overall market context and to use proper 
risk management techniques when trading based on reversal patterns.

Chapter 4
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Continuation Patterns

Bullish Engulfing Pattern

Upside Tasuki Gap

Downside Tasuki Gap

Continuation patterns are important tools for traders to identify potential 
continuation of existing trends. These patterns could help traders antici-
pate the direction of the market and adjust their trading strategies accord-
ingly. In this chapter, we will explore some common continuation patterns 
and how they can be used in forex trading.

The bullish engulfing pattern is a two-candle-
stick pattern that occurs at the bottom of a 
downtrend. It is characterized by a small bear-
ish candle followed by a larger bullish candle 
that completely engulfs the previous candle. 
This pattern could suggest that a bullish trend 
may continue.

The upside tasuki gap is a three-candlestick 
pattern that occurs in an uptrend. It is charac-
terized by a bullish candle followed by a gap 
up and a smaller bullish candle. The third can-
dle is a bearish candle that opens within the 
body of the second candle and closes below 
the close of the first candle. This pattern could 
suggest a continuation of the uptrend.

The downside tasuki gap is the opposite of 
the upside tasuki gap. It occurs in a down-
trend and is characterized by a bearish candle 
followed by a gap down and a smaller bearish 
candle. The third candle is a bullish candle 
that opens within the body of the second 
candle and closes above the close of the first 
candle. This pattern could suggest a continua-
tion of the downtrend.

Chapter 5
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Complex Candlestick Patterns

Harami Pattern

Three White Soldiers

Interpretation and Trading Strategies

Complex candlestick patterns consist of multiple candlesticks and provide 
more detailed insights into market trends and potential price movements. 
In this chapter, we will explore some common complex candlestick pat-
terns and how they could be used in forex trading.

The harami pattern is a two-candle-
stick pattern that occurs at the end of 
a trend. It is characterized by a large 
candle followed by a smaller candle 
that is completely engulfed by the 
previous candle. This pattern could 
suggest that the previous trend may 
be losing momentum and that a rever-
sal may be imminent.

The three white soldiers pattern is a 
bullish reversal pattern that consists 
of three consecutive long bullish can-
dles. Each candle opens higher than 
the previous day’s open and closes 
near the high of the day. This pattern 
could suggest a strong bullish senti-
ment and a potential continuation of 
the uptrend.

As with other candlestick patterns, traders could look for confirmation 
from other technical indicators or patterns before making trading decisions 
based on continuation patterns alone. It is also important to consider the 
overall market context and to use proper risk management techniques 
when trading based on continuation patterns.

Chapter 6
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Morning Star

Interpretation and Trading Strategies

The morning star pattern is the op-
posite of the evening star pattern. It 
occurs at the bottom of a downtrend 
and is characterized by a large bear-
ish candle followed by a small-bodied 
candle and then a large bullish candle 
that opens above the previous can-
dle’s close and closes near the middle 
of the first candle’s body. This pattern 
could suggest a potential reversal to 
the upside.

Traders could look for confirmation from other technical indicators or 
patterns before making trading decisions based on complex candlestick 
patterns alone. It is also important to consider the overall market context 
and to use proper risk management techniques when trading based on 
complex candlestick patterns.

Chapter 6

Evening Star

The evening star pattern is a 
three-candlestick pattern that occurs 
at the top of an uptrend. It is char-
acterized by a large bullish candle 
followed by a small-bodied candle 
(doji or spinning top) and then a large 
bearish candle that opens below the 
previous candle’s close and closes 
near the middle of the first candle’s 
body. This pattern could suggest a 
potential reversal to the downside.
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Practical Application of Japanese 
Candlestick Patterns

Identifying Candlestick Patterns

Confirmation from Other Indicators

Japanese candlestick patterns are tools for analyzing market trends and 
making informed trading decisions. In this chapter, we will discuss how we 
could practically apply these patterns in your forex trading strategy.

The first step in using candlestick patterns is to learn how to identify them 
on price charts. This requires a good understanding of the different types 
of patterns and what they indicate about market sentiment.

While candlestick patterns could provide you with valuable insights, it 
is important to confirm their signals with other technical indicators. For 
example, you may want to look for confirmation from trend lines, moving 
averages, or oscillators before making a trading decision based solely on a 
candlestick pattern.

Chapter 7
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Risk Management

Backtesting and Practice

As with any trading strategy, risk management is crucial when using can-
dlestick patterns. You could always use stop-loss orders to limit your loss-
es and avoid risking more than you can afford to lose on any single trade.

Before using candlestick patterns in trading, it is important to back test 
your strategy on historical data to ensure its effectiveness. You could also 
practice using candlestick patterns in a demo account to gain confidence 
in your trading strategy.

Chapter 7
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Conclusion

Japanese candlestick patterns are tool for forex traders, providing valuable 
insights into market trends and potential price movements. By learning 
how to identify and interpret these patterns, traders can improve their trad-
ing strategy and make more informed trading decisions.

In this e-book, we have covered the basics of Japanese candlestick pat-
terns, including their history, anatomy, and common patterns.  We have 
also discussed how to apply these patterns in practical trading scenarios, 
signals with other indicators, and manage risk.

It is important to remember that while candlestick patterns can provide 
valuable insights, they are not foolproof and should be used in conjunction 
with other technical analysis tools and risk management techniques. Trad-
ers should also continue to educate themselves and practice using candle-
stick patterns in a demo account before applying them in live trading.

We hope this e-book has provided you with a solid foundation in Japanese 
candlestick patterns and how they could be used in forex trading. Remem-
ber to always trade responsibly and never risk more than you can afford to 
lose. Thank you for reading, and we wish you success in your trading jour-
ney!
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Appendix: Glossary of Candlestick 
Pattern Terms

Here is a glossary of some key terms related to Japanese candlestick pat-
terns:

•	 Doji: A candlestick with a small body and wicks on both ends, indicating 
indecision in the market. 

•	 Long-legged doji: A doji with long wicks on both ends, indicating great-
er indecision in the market. 

•	 Gravestone doji: A doji with a long upper wick and no lower wick, indi-
cating a potential reversal from a bullish to a bearish trend. 

•	 Dragonfly doji: A doji with a long lower wick and no upper wick, indicat-
ing a potential reversal from a bearish to a bullish trend. 

•	 Shooting star: A bearish reversal pattern that occurs over two days, 
indicating a potential reversal to the downside. 

•	 Hammer: A bullish reversal pattern that occurs at the bottom of a down-
trend, indicating a potential reversal to the upside. 

•	 Hanging man: A bearish reversal pattern that occurs at the top of an 
uptrend, indicating a potential reversal to the downside. 

•	 Inverted hammer: A bullish reversal pattern that occurs at the bottom 
of a downtrend, indicating a potential reversal to the upside. 

•	 Bullish engulfing pattern: A bullish reversal pattern that occurs at the 
bottom of a downtrend, indicating a potential reversal to the upside.
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•	 Bearish engulfing pattern: A bearish reversal pattern that occurs at the 
top of an uptrend, indicating a potential reversal to the downside. 

•	 Three white soldiers: A bullish reversal pattern that consists of three 
consecutive long bullish candles, indicating a strong bullish sentiment. 

•	 Evening star: A bearish reversal pattern that occurs at the top of an 
uptrend, indicating a potential reversal to the downside. 

•	 Morning star: A bullish reversal pattern that occurs at the bottom of a 
downtrend, indicating a potential reversal to the upside.

This glossary provides a basic overview of some key terms related to 
Japanese candlestick patterns. For a more in-depth understanding of these 
patterns, traders could consult additional resources and practice identify-
ing and interpreting them on price charts.
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