
The Power Of Japanese Candlestick Charts 1

The Power Of
Japanese Candlestick
Charts

The Power Of
Japanese
Candlestick
Charts

Downloaded from
everybodystreet.com

by Roth &
Valentina

INTRODUCTION:
MORE THAN JUST
PRETTY CANDLES

In the fast-paced world
of  financial  trading,
i n f o r m a t i o n  i s
c u r r e n c y .  E v e r y
second, traders around
the globe sift  through
m o u n t a i n s  o f
data—balance  sheets,
economic  indicators,
a n d  n e w s
headlines—searching
for an edge. Yet, amid
this  digital  chaos,  one
ancient tool has stood
t h e  t e s t  o f  t i m e ,

offering  a  visual
narrative  that  speaks
volumes  before  any
numbers  do.  This  tool
i s  t h e  J a p a n e s e
candlestick  chart,  a
technique  born  in  the
rice  markets  of  18th-
century Japan and now
a  c o r n e r s t o n e  o f
modern  techn ica l
a n a l y s i s .
Understanding  the
power  of  Japanese
candlestick charts  is
no t  mere ly  about
learn ing  to  read  a
graph;  i t  i s  about
learning  to  read  the
market's very soul.
Where  traditional  bar
charts  or  line  graphs
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might  hint  at  price
movement, candlestick
charts  tell  a  story  of
emotion,  conflict,  and
r e s o l u t i o n .  T h e y
capture the tug-of-war
between  buyers  and
sellers, the moments of
indecision,  and  the
e x p l o s i v e
breakthroughs. For the
uninit iated,  these
patterns can look like a
random  collection  of
r e d  a n d  g r e e n
rectangles.  For  the
trained  eye,  however,
each candle is a piece
of  a  larger  puzzle,
revealing  candlestick
psychology  that  can
predict  future  price
action  with  surprising
accuracy.  This  article
w i l l  take  you  on  a
journey into that world,
e x p l o r i n g  h o w  t o
harness  this  powerful
visual  language  for
b e t t e r  t r a d i n g
decisions.

THE HISTORICAL
ROOTS: A TALE OF
RICE AND WISDOM

To truly appreciate the
power  of  Japanese
candlestick charts, one
must  travel  back  to
18th-century  Osaka,
Japan.  This  was  the
b i r thp lace  o f  t he
Dojima Rice Exchange,
arguably  the  world's
first  futures  market.  A
legendary  rice  trader
n a m e d  M u n e h i s a
H o m m a  b e g a n  t o
notice that the price of
rice was influenced not
just  by  supply  and
demand,  but  also  by
the  emotions  of  the
traders themselves. He
r e a l i z e d  t h a t
understanding  the
psychological  state  of
the market was just as
important  as  the  crop
yield.
H o m m a  b e g a n
r e c o r d i n g  a n d
a n a l y z i n g  p r i c e
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m o v e m e n t s ,
separating  them  into
four  key  data  points
p e r  s e s s i o n :  t h e
opening  price,  the
c los ing  pr ice ,  the
highest price,  and the
l o w e s t  p r i c e .  H e
visualized this data as
a series of "candles," a
method  that  allowed
him to see patterns of
f e a r ,  g r e e d ,  a n d
h e s i t a t i o n .  H i s
strategies  became  so
successful that he was
said to have amassed a
f o r t u n e ,  a n d  h i s
teachings  la id  the
foundation for what we
now  cal l  Japanese
candlestick  analysis.
This  rich  history  adds
depth  to  every  chart
you  analyze  today,
connecting  modern
traders  with  centuries
of market wisdom.

DECONSTRUCTING
THE CANDLE:

ANATOMY OF A
PRICE MOVE

Before  div ing  into
complex patterns,  one
m u s t  m a s t e r  t h e
basics. Each candle on
a  chart  represents  a
specific  time
period—whether  it  is
one minute, one hour,
or  one  day.  A  single
candle contains all the
information  needed  to
understand  the  battle
that  occurred  during
that  period.  The  key
components  are  the
body and the wick, also
called the shadow.

The Real
Body:
The
Battle
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Zone
The real  body  is  the
t h i c k  p a r t  o f  t h e
candle.  It  represents
the range between the
opening price and the
closing  price.  If  the
close is higher than the
open ,  the  body  i s
typically colored green
or white. This indicates
that  buyers  were  in
control and pushed the
price up by the end of
t h e  s e s s i o n .
Conversely, if the close
is lower than the open,
the body is colored red
or black. This suggests
that sellers dominated
and  drove  the  price
down.  The  length  of
the  body is  critical.  A
l o n g  g r e e n  b o d y
signals  strong  buying
pressure,  while a long
red  body  indicates
aggressive  selling.  A
very  short  body,  or  a
doji  candle,  signals

indecis ion,  where
neither bulls nor bears
gained the upper hand.

The
Shadows:
The
Wicks of
Volatility
Extending  above  and
below  the  real  body
are thin lines known as
shadows or wicks. The
upper  shadow  shows
the  h ighes t  p r i ce
reached  during  the
period, while the lower
shadow  shows  the
lowest  price.  These
shadows  reveal  the
extremes  of  market
emotion. A long upper
shadow  on  a  green
candle  suggests  that
w h i l e  t h e  p r i c e
eventual ly  c losed



The Power Of Japanese Candlestick Charts 5

5

h i g h e r ,  s e l l e r s
managed  to  push  it
down significantly from
the  session's  peak.
T h i s  i s  a  s i g n  o f
potential  weakness  or
resistance.  A  long
lower shadow on a red
candle  indicates  that
despite  strong  selling
pressu re ,  buyers
stepped in to push the
price  back up,  hinting
at  underlying  support.
Mastering  this  visual
structure  is  the  first
step in leveraging the
power  of  Japanese
candlestick  charts.

SINGLE CANDLE
PATTERNS: THE
BUILDING BLOCKS
OF ANALYSIS

While  a  single  candle
offers  valuable
information, it is when
candles  form  specific
s h a p e s  t h a t  t h e y
b e c o m e  t r u l y
predict ive.  S ingle
candle  patterns  are

powerful because they
often  signal  a  change
i n  m o m e n t u m
immediately.  Traders
looking for quick entry
signals  often  rely  on
these formations.

The
Hammer
and the
Hanging
Man
These  two  patterns
look identical but have
opposite  meanings
depending  on  their
location  in  a  trend.
Both have a small real
body at the top of the
cand le  and  a  long
lower  shadow,  often
two or three times the
length of the body. The
upper  shadow  is  very
short or nonexistent.
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The Hammer:
Appears during a
downtrend. It
signals that
selling pressure
pushed the price
to new lows, but
strong buying
pressure pulled
the price back up
to close near the
open. This
suggests the
downtrend is
losing steam and
a reversal to the
upside may be
imminent.
The Hanging
Man: Appears
during an
uptrend. It looks
the same but
signifies danger.
The long lower
shadow shows
that sellers
tested the
market, and
while buyers
managed to push
it back up, the

brief sell-off is a
warning that the
uptrend may be
weakening.

The
Shooting
Star
The shooting star is the
inverse of the hammer.
It has a small real body
at  the  bottom  of  the
cand le  and  a  long
u p p e r  s h a d o w .  I t
a p p e a r s  a f t e r  a n
uptrend.  This  pattern
shows that the price hit
a new high, but sellers
immediately stepped in
and  pushed  the  price
back  down  to  close
near the open. It  is  a
classic bearish reversal
signal,  indicating  that
the bulls have lost their
momentum.
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TWO- AND THREE-
CANDLE
PATTERNS: THE
MARKET'S

CONVERSATION

The  t rue  mag ic  o f
candlestick  pattern
recognition  becomes
a p p a r e n t  w h e n
analyzing  multiple
candles  together .
These  formations  are
like  sentences  in  a
story,  each  candle
building on the last to
create  a  coherent
narrative about market
direction.  Two  of  the
most  powerful  multi-
candle patterns are the
Engulfing  pattern  and
the  Morning  Star.

The
Bullish

and
Bearish
Engulfing
Patterns
An  engulfing  pattern
involves  two  candles.
I n  a  b u l l i s h
engulfing,  a small  red
candle  (or  one with  a
short body) is followed
by  a  l a rge r  g reen
candle that completely
"engulfs"  the  body  of
the  previous  candle.
This shows that after a
period  of  selling,  the
bul ls  came  in  with
overwhelming  force,
e ras ing  a l l  o f  the
previous  session's
losses and driving the
price  higher.  It  is  a
very  strong  reversal
signal.
A  bearish  engulfing
is  the  opposite.  After
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an  uptrend,  a  small
g r e e n  c a n d l e  i s
followed by a large red
candle that engulfs the
previous  body.  This
indicates  that  the
sel lers  have  taken
control,  overpowering
t h e  b u y e r s .
Recognizing  these
p a t t e r n s  i s
f u n d a m e n t a l  t o
applying the power of
Japanese  candlestick
charts  in  real-t ime
trading.

The
Morning
Star and
Evening
Star
These are three-candle
patterns  that  signal
significant  trend
reversals.

Morning Star:
Found at the
bottom of a
downtrend. It
consists of a long
red candle,
followed by a
small-bodied
candle (red or
green) that gaps
below the first
candle, and
finally a long
green candle
that closes well
into the body of
the first red
candle. This
pattern
represents a
transition from
selling, to
indecision, to
strong buying.
Evening Star:
Found at the top
of an uptrend. It
is the mirror
image: a long
green candle, a
small-bodied
candle that gaps
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above it, and
then a long red
candle that
closes deep into
the first green
candle. It marks
a shift from
buying, to
hesitation, to
aggressive
selling.

PRACTICAL
APPLICATION:
HOW TO
TRADE WITH
CANDLESTICK
PSYCHOLOGY

K n o w i n g  t h e
patterns  is  only
half  the  battle.
The real power of
J a p a n e s e
c a n d l e s t i c k
charts lies in how
you use them to
make  decisions.
T h e y  a r e  n o t
magic wands but
r a t h e r
probabilistic tools

that  increase
y o u r  o d d s  o f
success.  Here  is
how to integrate
t h e m  i n t o  a
practical  trading
strategy.

Combi
ning
with
Suppor
t and
Resista
nce
Never  trade  a
c a n d l e s t i c k
p a t t e r n  i n
i so la t ion .  I t s
s t r e n g t h  i s
multiplied  when
it occurs at a key
technical  level.
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For  example,  a
bullish  hammer
pattern  is  far
more  significant
if it appears right
o n  a  m a j o r
suppor t  l ine .
S i m i l a r l y ,  a
bearish  engulfing
pattern  carries
enormous weight
when  i t  forms
d i r e c t l y  a t  a
resistance  level.
This  confluence
o f  s i g n a l s
reduces  fa lse
s i g n a l s  a n d
i n c r e a s e s
confidence in the
trade.

Volum
e as a
Confir

mation
Tool
V o l u m e
analysis  is  the
perfect  partner
for  candlestick
patterns.  If  you
see  a  bu l l i sh
reversal  pattern,
c h e c k  t h e
volume.  For  the
s i g n a l  t o  b e
valid, the volume
should be higher
on  the  reversal
candle  than  on
the  p rev i ous
candles.  High
volume  confirms
that  big  players
( i n s t i t u t i o n a l
m o n e y )  a r e
behind the move.
A  r e v e r s a l
pattern  on  low
volume is often a
trap,  indicating
w e a k
participation  and
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a  higher  chance
of failure.

Managi
ng Risk
with
Stop
Losses
Every candlestick
pattern  provides
a logical place to
set  a  stop  loss.
F o r  a  b u l l i s h
pattern  l ike  a
hammer ,  t he
s t o p  l o s s  i s
typically  placed
just  below  the
l o w  o f  t h e
h a m m e r ' s
shadow.  If  the
price breaks that
level, the pattern
is  invalid,  and it
is  better  to  exit
the  trade.  This

c l e a r  r i s k
management is a
direct  benefit  of
u s i n g
c a n d l e s t i c k
analysis  for
t r a d i n g .  I t
removes emotion
f r o m  t h e
e q u a t i o n ,
allowing  you  to
let  the  market
prove  you  right
or wrong.

COMMON
PITFALLS:
WHAT TO
AVOID

Even  the  most
skilled  traders
can fall into traps
w h e n  u s i n g
c a n d l e s t i c k
charts .  Being
aware  of  these
p i t f a l l s  i s
e s s e n t i a l  t o
maintaining  a
d i s c i p l i n e d
approach.
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Over-
reliance
on single
patterns:
A single
doji or
hammer is
not a
reason to
enter a
trade.
Always
look for
confirmatio
n from the
next
candle or
from other
indicators
like the
Relative
Strength
Index (RSI)
or Moving
Averages.
Ignoring
the larger
trend:
Candlestick
patterns
work best
when they

align with
the larger
trend.
Taking a
bearish
signal in a
strong
uptrend is
risky; the
trend is
your friend.
Look for
counter-
trend
signals
only when
they are
very strong
and
backed by
volume.
Trading
on small
timefram
es:
Patterns on
a 1-minute
chart are
often
noise. They
are
influenced
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by random
fluctuation
s and high-
frequency
trading.
For more
reliable
signals,
stick to
higher
timeframes
like the 1-
hour, 4-
hour, or
daily chart.

THE DIGITAL
AGE: MODERN
TOOLS FOR
AN ANCIENT
ART

Technology  has
democratized the
p o w e r  o f
J a p a n e s e
c a n d l e s t i c k
charts.  Today,
traders  do  not
need  to  d raw
charts  by  hand
like  Munehisa
Homma.  Modern

trading platforms
like  MetaTrader,
TradingView, and
T h i n k o r s w i m
offer  powerful
stock  charting
software  that
a u t o m a t i c a l l y
plots candles and
even  highlights
c o m m o n
patterns for you.
These  tools  also
a l l o w  y o u  t o
b a c k t e s t
s t r a t e g i e s ,
see ing  how  a
specific  pattern
performed  over
h u n d r e d s  o f
historical  trades.
This  abi l ity  to
test  and  refine
your  edge  is  a
game-changer,
but  it  does  not
replace the need
f o r  h u m a n
judgment  and
understanding of
m a r k e t
psychology.
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BEYOND
STOCKS:
UNIVERSALIT
Y OF THE
CHART

One of the most
beautiful aspects
of  candlestick
charts  is  their
universality.  The
same  patterns
that work on the
S&P  500  stock
index  also  work
o n  t h e  g o l d
market, the forex
pair EUR/USD, or
t h e
cryptocurrency
B i t c o i n .  T h e
principles of fear
and  greed  are
universal  across
a l l  m a r k e t s .
Whether you are
t r a d i n g
c o m m o d i t i e s ,
currencies,  or
e q u i t i e s ,
understanding
t h e  p o w e r  o f

J a p a n e s e
c a n d l e s t i c k
charts  gives you
a  c o n s i s t e n t
framework  for
analysis.  This
versatility makes
i t  a n
i n d i s p e n s a b l e
s k i l l  f o r  a n y
serious  market
participant.

CONCLUSION:
EMBRACING
THE VISUAL
LANGUAGE OF
THE MARKET

The  power  o f
J a p a n e s e
c a n d l e s t i c k
c h a r t s  i s  n o t
found in a single
p a t t e r n  o r  a
magical  formula.
It is found in the
ability to see the
m a r k e t  a s  a
living,  breathing
entity  driven  by
human  emotion.
By  learning  to
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read  the  story
told by the open,
high,  low,  and
close, you gain a
perspective  that
raw  numbers
cannot  provide.
Y o u  s e e  t h e
battle before the
t r e n d ,  t h e
hesitation before
the  breakout,
a n d  t h e
e x h a u s t i o n
b e f o r e  t h e
reversal.  This
a n c i e n t
technique,  when
combined  with
m o d e r n  r i s k
m a n a g e m e n t
and  technology,
becomes a highly

effective  tool  for
navigating  the
financial
markets.
S t a r t  b y
practicing  on  a
demo  account.
L o o k  f o r  t h e
hammers,  the
engulfing
patterns, and the
morning  stars.
A s k  y o u r s e l f
what the market
psychology  is
b e h i n d  e a c h
formation.  Over
t i m e ,  t h e s e
pat te rns  w i l l
become  second
nature,  and  you
will


