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​INTRODUCTION
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Like any other endeavor, good trading should be simple. In other words, you shouldn’t employ too many systems or indicators at the same time. But, success in financial trading goes hand-in-hand with good organizational skills.

Frequently, traders fail to organize their trades by neglecting to put their system into the bigger picture of the market. This may lead to more unexpected losses, which will affect their trading beliefs and attitudes. Once they lose the necessary positive attitude in trading, things will be much harder as they go forward.

Think about it... You must optimize everything in your life, from basic skills, like how to speak, how to listen, how to negotiate with others, etc. We are taught to implement things in a way that generates the best possible results. However, the fact is that we cannot perform well until lots of effort has been made. We learn from mistakes, understanding which attempts can be improved and which should be retained to achieve better results while suiting our style. In short, we need to optimize strategies, techniques, and tips via “trial and error” to find a way to sustainable success.

Things are exactly the same in trading. Although many “profitable” strategies and patterns have existed for a long time, not everyone makes good use of them. As a matter of fact, not understanding enough about market momentum behind the candlesticks patterns costs traders a lot of hard-earned money. In this book, you will see how I identify these momentums using pure price actions. The reversal trading techniques presented in the book may help you make some BIG steps on the way to consistent profits in trading. They are proven methods that I have been using consistently for years, which would save you a lot of time unlocking trading mysteries. Yet, it will not free you from necessary back-tests via your trading platform, which will help you get a deeper understanding of the new concepts I am conveying. Most importantly, you need to be patient, sticking to secrets on market structures and the 3MS principle for a long enough time. Bear in mind that all good things in life take time, and success in trading is not an exception.

Also, keep in mind that while many of the real examples in the book are from the currency market, the concepts apply well in any other markets.

Now, let’s get started.
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​​​CHAPTER I: PRICE ACTION TRADING
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Price action is the core of the trading strategies presented in this book. Therefore, let’s first take a brief look at this popular concept. I believe that after reading and grasping what I convey about reversal trading in this book, you will have a much deeper understanding of price action. All strategies and techniques I present in this book help answer the question: What is price action?

Price action describes some characteristics of an asset’s price movements, which are normally analyzed in connection with price fluctuations in the recent past. Put simply, price action is a trading style that enables traders to read market signals and make trading decisions based on recent historical data, instead of relying wholly on complex technical indicators.

This trading style takes many technical analysis tools into account, including but not limited to charts, support/resistance, trend lines, price ranges, swing highs and swing lows. Which tools to use depends on each trader’s preference, but a price action trader generally keeps the chart simple. The trader would believe the most important source of analysis data comes from the price and the candlesticks, and everything else is built upon these two elements. For example, if the market is creating higher highs and higher lows, it tells the price action trader that an uptrend is in place. The trader then assesses, based on the aggressiveness of the buyers, whether the trend is likely to continue before identifying a trade setup and trigger.

Compared to technical indicators, price action can free traders from complex formulas and time-consuming analysis. Although technical indicators use price as their basis, they often lag behind the price, meaning they often provide belated data for analysis. By simply focusing on the price, traders get the information in real-time instead of waiting for a lagging signal that might mislead their trading decision.

As a price action trader, you should be patient, waiting for opportunities to come and analyzing them based on price action signals, ideally in conjunction with some popular patterns such as trend lines, break-outs, channels, etc. Trading setups based on price action analysis don’t appear very often, but once they are present on the chart, chances are that they are well worth careful monitoring and analyzing.

Candlestick patterns such as the pin bar, engulfing pattern, and double top/bottom are typical examples of visually-interpreted price action formations. There are more candlestick formations that are generated from price actions to project what may come next in the chart. In this book, we will focus on these three patterns with in-depth analysis. From a new and interesting angle, we will explore the insights into fatal mistakes traders often make in trading.

In the next chapter, let’s discuss some crucial philosophies that differentiate successful traders from losers in the markets. 
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​CHAPTER II: SHAPE YOUR MINDSET FOR SUCCESS IN TRADING
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As you might have heard, trading psychology accounts for around 60% of traders’ success in trading. Hence, before employing any trading systems or strategies, it is important you understand the importance of an appropriate mindset in trading and how it should become second nature to you. Without a correct understanding of the way the market operates, what the opportunities and dangers are, you will be overwhelmed by a lot of market signals, causing an imbalanced state of mind, where loss is inevitable.

Below are some of the most basic yet important characteristics of trading:

The unpredictability of the market

If you have certain experience in trading, you would agree with me that the market is just unpredictable. In its purest form, the market is the reflection of what all traders all over the world think and act. Meanwhile, candlestick charts are the visualization of the overall market momentum which traders use to analyze possible market movements.

In fact, it is nearly impossible to tell with certainty where the market is going next. There are so many institutions, banks, funds, and individual traders participating in the market every day. Each entity has its own thoughts and courses of action. You might think this price is high and that price is low, however, others may think and act oppositely. You cannot know what others are thinking about the same candlestick patterns you are watching. Also, you cannot affect others in a way that they will follow your thinking and trading preferences. As a matter of fact, each time in the market is unique and nothing is known for sure.

Basically, trading in its purest form is a field of probabilities. If you join each trade with a high probability of stacking the odds in your favor, you are likely to win in the long term (this book will focus on how you can obtain such a high probability). 

Throughout my trading career, I have seen many traders suffer from negative feelings after some losing trades. Yet, we must keep in mind that we cannot avoid losses all the time. Even the most successful traders in the world suffer from losses, and sometimes the losses are high, to be frank. The key is how you manage your losses within a safe and acceptable zone, in a way that they cannot affect your psychological state of mind and your overall profitability picture. Consistently profitable traders are well aware of this, and they never violate their rules on money management, which gives them an appropriate frame of mind to join the market.

I want to emphasize the unpredictability of the market because I fully understand how stressed most traders are when they experience losses. Successful traders never let these losses undermine and drive them to self-sabotaging actions. For them, the market is unpredictable, and the core elements in any success in trading lie in their own thoughts and beliefs. Specifically, if one is loyal to appropriate trading rules and philosophy, they can eventually make consistent profits.

This is also my first advice when it comes to trading in any market. When you are in an environment with lots of uncertainties, the adoption of a proper mindset is a MUST. One single loss or even a number of losses will not tell you anything about your analysis and your system. In fact, the best systems still generate many losing trades. It is how you remain disciplined and objective in the market that matters most. Strict compliance with rules will help to free you from unexpected pains resulting from losses. The better you are at avoiding psychological shocks, the better you are at identifying opportunities via candlesticks. While the market is full of unpredictability, it offers unlimited chances for making profits. The concern here is whether you are willing and committed to doing the right things to acquire desired results.

Trading should be flexible

After all, trading should be flexible. This means that you should let your mind be open to movements in the market. Sometimes, candlesticks move according to your analysis and expectations, but in many other cases, their movements make you puzzled.

As I mentioned above, the market is comprised of a large number of participants and you cannot know what others are thinking. A price level you consider high may be seen as low in others’ eyes. To achieve success in this endeavor, you need to accept the “uncertainty characteristic” of the market. 

When you are flexible, you can analyze charts based on what the market is actually telling you, instead of what you feel or hope. Flexibility puts you in the best position to discover potential opportunities when they come. Moreover, this also serves to free you from negative feelings or psychological shocks when things go against your expectations. This is different from a rigid style, in which you rely too much or put too much expectation on any single trade setup or trigger.

Let’s take a hypothetical example of a trader who is seeing a “seemingly” similar pattern on the chart to one that he successfully traded a few months earlier. I use the word “seemingly” because I cannot ensure everything behind the candlesticks is identical to the situation in which he traded before. In fact, the “similar pattern” is just on the surface. However, he is completely confident that the history will repeat, and places a trade with a high volume. The market then generates some initial signs of opposition movements to what he had thought, but he ignores it and continues with his original analysis. He criticizes any opposing ideas on the belief that if he could win once with this setup, he can win many more times. He considers anyone who is not in favor of his trade as silly because he is “experienced” in trading this candlestick pattern. He becomes overconfident and cannot grasp what the market really wants to tell him. Finally, he ends up losing a big unexpected amount of money that is far beyond his
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