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Candlestick
Basics:
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Candlesticks have existed for over 400
years and was created by Japanese rice traders which made them a
fortune beyond their dreams and it will do the same for
you.

 


Also keep in mind the candles are not
always green and red. The green candle can also be white and the
red candle can be black, blue etc

 


Green Candle
– The stock closed higher than it opened that
day. And shadow/wicks show the highest and lowest price levels it
reached

 


Red Candle
– The stock closed lower than it opened that day.
And once again the wicks show the highest and lowest price levels
it reached

 


Purpose of Buy/Sell
Confirmations:

 


Imagine you are at a party and you
like two people and want to ask them out. One keeps looking at you
all night and the other totally ignores you. Who do you think will
probably say yes if you ask each of them out for a date? There are
no guarantees in life including making money in stocks but the key
is to have the probabilities on your side. A stock may show a
candlestick bullish/bearish reversal signal but that doesn't mean
the stock is going to reverse. We need to wait for confirmation the
next day to see if we should jump in. In my example the person who
kept staring at you is the confirmation that the probabilities are
on your side and he/she will say yes to your date question. And
with candlesticks the key is the half-way marks of the candles that
the shows that the probablities are on your side that there is a
true reversal. Again you will learn more about this
below.

 


Bottom Line:
look for a)
look for a candlestick bullish/bearish reversal
signal and b) then jump in the next day if it confirms itself.

 


 


The Diverse
Doji:
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Doji means indecision. The picture
above is self-explanatory. The stock opens and closes at at similar
or exact prices. i.e. the stock opens at $7.50 and closes at $7.52.
The bulls or bears neither win or lose and end up in a deadlock.
After seeing a doji, then how the stock trades the next day(s)
whether its up or down is how the stock will probably will end up
going for many days after. The doji's real body could end up being
red or green but if closed at the exact price it opened that it
would be neither color.

 


4 types of
Doji's...
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-Dragonfly doji is similar to the
hanging man and hammer

 


-Gravestone doji is similar to
shooting star and inverted hammer

 


Don't worry you will understand all of
these after reading this book

 


Doji means indecision, so 2
things can happen after it....
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Buy and Sell
Confirmation....
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BUY confirmation for bullish reversal doji:

 


The next day(s) the stock trades and
closes above the highest price of the doji

 


SELL confirmation for bearish reversal doji:

 


The next day(s) the stock trades and
closes below the lowest price of doji

 


 


A) BULLISH REVERSAL
PATTERNS:

 


1) Bullish
Engulfing
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Description

 


It happens after a downtrend and its a
2 candle signal. The green candle opens lower than the close of the
red candle but then closes way above the red candle's open so
thereby the green candle engulfs the red candle.

 


Features

 


-Day 1 candle is red and day 2 candle
is green. The exception is when the (day 1) candle has a very small
green real body or is a doji

 


-The real body of the green candle
engulfs the real body of the red candle, the shadow/wicks don't
matter

 


Most powerful
signal

 


-The greater the green candle gaps
down from the red candle the better

 


-Small red candle engulfed by a very
large green candle

 


-The green candle engulfs the real
body and the shadow/wicks of red candle

 


-Big volume on the day of the green
candle

 


BUY Confirmation:

 


[image: tmp_9d18a2d972d9a7239dcf4351a693f74f_aoO1xf_html_353c41c8.jpg]




 


When the stock trades the
next day(s) after the green candle, it should a) close above at least the half-way
mark of the green candle and b)
it shouldn't even be trading below the real body
of the (day 2) green candle.

 


2) Bullish
Harami
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Description

 


It happens after a downtrend and it's
a 2 candle signal. The real body of the green candle is within the
real body of the red candle.

 


Features

 


-The day 1 candle is red and the day 2
candle is green. The exception is when (day 2) candle has a small
red real body or is a doji

 


-Just the real body of the green
candle should be within the real body of the red candle The
shadow/wicks don't matter.

 


Most powerful
signal

 


-The longer the red and green candles
the better

 


-The higher the green candle closes
within the red candle the better

 


BUY Confirmation:
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When the stock trades the
next day(s) after the green candle it should a) close above the half-way mark of
the green candle and b)
the stock shouldn't even be trading below the
real body of the (day 1) red candle

 


3) Inverted
Hammer
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*Note: The inverted hammer candle is grey because it means that it
can be red or green. Also it can be a gravestone doji

 


Description

 


It happens after a downtrend and is a
1 candle signal. The color of the small real body can be red or
green and the upper shadow/wick is twice the size of the real
body.

 


Features

 


-It can be a green or red
candle

 


-The shadow/wick is twice the size as
the real body

 


-There should be little to no lower
shadow/wick

 


-If there is no real body it would be
a gravestone doji (see Doji pics above)

 


Most powerful
signal

 


-The longer the upper shadow/wick the
better

 


-Green candle is better than a red
one

 


-The bigger the gap down before and
gap up after the inverted hammer candle the better

 


-Big volume on the day of the inverted
hammer candle

 


 


BUY confirmation:[image: tmp_9d18a2d972d9a7239dcf4351a693f74f_aoO1xf_html_464f429a.jpg]


When the stock trades the next day(s)
after the inverted hammer, it shouldn't even be closing or trading
below the real body of the inverted hammer candle

 


4) Morning Star
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*Note: The day 2 candle is grey in the picture above means that it
can be red or green. It also can be a doji, gravestone doji or a
dragonfly doji

 


Description

 


It happens after a downtrend and
morning star hints at brighter things to come, i.e. higher stock
prices. It's a 3 part candle signal.

 


Features

 


-Day 1 candle is red, the (day 2)
indecision candle is either green/red and (day 3) candle is
green

 


-Day 2 indecision candle can be a
doji, gravestone or a dragonfly doji (see doji pics
above)

 


-The (day 3) green candle closes above
the half way point of the (day 1) red candle

 


Most powerful
signal

 


-The longer the (day 1) red and (day 3) green candles the
better

 


-We want a gap down between the day 1
and day 2 candles and gap up between the day 2 and day 3 candles.
The bigger the gaps the better

 


-The more indecision the (day 2)
candle has the better, i.e. doji

 


-The higher the (day 3) green candle
closes past the half way mark of the (day 1) red candle the better
i.e. gap up or long day up (see pic above)

 


-Big volume on the day of the (day 3)
green candle

 


BUY confirmation:
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When the stock trades the
next day(s) after (day 3) green candle, it should
a) close above the half
way mark of the (day 3) green candle and b) the stock shouldn't even be
trading below the real body of the (day 3) green candle.

 


5) Hammer
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*Note: The hammer candle in the picture is grey because it means
that it can be red or green. It can also be a dragonfly
doji

 


Description

 


It happens after a
downtrend and consists of only 1 candle. The color of the real body
can be either green or red and the
shadow/wick is twice the size of the real body.

 


Features

 


-Lower shadow/wick is twice as large
as the real body

 


-There should be little to no upper
shadow/wick

 


-Real body can be green or
red

 


-If
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