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What is a Japanese Candlestick?

It may be a strange term, but ‘Japanese Candlestick’ 
makes a lot more sense once you know what it is. 
The term originated in, strangely enough, Japan. 
Who would have thought? Anyway, this term was 
coined by Japanese people back in the day to serve 
as a technical evaluation of rice trading. Which 
may seem a bit silly, but it makes sense that such a 
staple food, especially for their country, would define 
the economy so much.

It was brought to the consciousness of American 
brokers thanks to a man by the name of Steve 
Nison, by way of a Japanese broker with whom he 
was acquainted. Following his “discovery” of this 
technique, he began to spend much of his time 
focusing on it.

What are Japanese 
Candlesticks?
The utilization of Japanese candles as a visual 
metaphor is useful, as they can be used to measure 
any length of time. Here, they are used to illustrate 
how the price fluctuates across a certain period. It 
does not matter whether this period covers seconds, 
minutes, hours, days, or even longer, it can do it. 
They are formed using the open, low, high, and close 
of said period.

A green or hollow candlestick is used to illustrate that things closed above the open, while a red or filled 
candlestick is meant to show the reverse. These can be called the “real body” or simply “body,” while the lines 
protruding from the top and bottom of the body are called shadows or wicks (high and low respectively). 
These lines are meant to show the high and low ranges of the period being covered by the proverbial Japanese 
candlestick.
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Japanese candlestick price charts may seem daunting, so we made an easy guide to understanding them.

Body Positivity
Just as we all have varying body sizes, Japanese candlesticks are no different.

A long body indicates strong buying or selling with the longer the body the higher intensity of the buying or 
selling pressure. This reads as either the buyer or seller were stronger and took control.

On the other end, short bodies indicate lower buying or selling activity.

A long white Japanese candlestick depicts strong 
buying pressure with the longer it is the further the 
close is above the open.

This scenario would indicate prices increased 
dramatically from open to close and the buyers, or 
bulls, acted aggressively.

A long, black, and filled candlestick illustrates strong 
selling pressure. The longer the black Japanese 
candlestick is, the further the close is below the 
open.

This other scenario describes the prices having 
greatly fallen from the open and the sellers, or bears, 
acted aggressively. In this scenario, the bears “beat” 
the bulls, whereas in the previous scenario the roles 
were reversed.

0202
Japanese Candlestick Bodies & Shadows
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Grasping Shadows
The shadows on Japanese candlesticks, lines above and below the bodies, tell you a lot about the trading session.

Simply stated, the upper shadow relates to the session high and the lower relates to the session low.

A long shadow indicates the trading action occurred well after the open and close, whereas a short shadow 
means the trading action happened mostly near the open and close.

A long upper shadow and short lower shadow translates to the buyers, or bulls, bid prices higher, but at some 
point, toward the end of the session, the sellers, or bears, drove prices back down to its open price.

Conversely, if the chart depicts a shorter upper shadow and longer lower shadow, this indicates the bears 
brought down the price, but, towards the end of the session, the bulls brought the prices back up near the open 
price.
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Patterns naturally emerge in the course of trading Forex. It is part of how the market operates, and you are wise 
to take note of the movements that come up regularly as you might notice some trends that occur when they 
do. In today’s piece, we want to specifically look at how some basic Japanese candlestick patterns might prove 
useful to you when you attempt to identify the outcomes that are likely to emerge when those patterns show up.

Spinning Tops
This fun-looking pattern is when the candlestick appears to have two wicks coming out of either side of it 
that are approximately the same height. What it means from a trading perspective is that the price movement 
on that currency during that time period was somewhat indecisive. The pair moved up for a while, down for 
a while, and ultimately settled near the middle of the range. Traders tend to look at this type of pattern in the 
candlesticks as being indicative of a lack of clarity in that pair at this time. It means that more information may 
be necessary before one can make a reasonably intelligent assessment of where the currency pair is headed 
next.

0303
Basic Japanese Candlestick Patterns
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Keep in mind that some of these names come 
from different cultures, and that makes them 
somewhat challenging for native English speakers to 
completely understand sometimes. The good news 
is that you have this friendly cheat sheet to help you 
determine what these patterns mean.

The Marubozu pattern is noted by the fact that there 
is almost no wick at all to these candles. They show 
movement in the pair, but only within a very limited 

range. The open and the close prices were the 
highest and lowest prices for that pair at the close 
of the candle. There was no significant movement 
beyond the open and the close. If the open price is 
the low price, and the close price is the high price, 
then this candle is very bullish for the future of the 
currency. If the open price is the high price, and the 
close is the low price, that is very bearish for the pair. 
You might want to jump into a trade that follows this 
trend as soon as you see one of these candles.

Marubozu
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This type of candle has the exact same open and close price, or very close to it. It means that there may have 
been movement in the currency during that time period, but it opened and closed at the same price regardless. 
This type of candle most commonly shows up on a short timeframe chart, and they don’t necessarily indicate 
which way the market is moving. These candlesticks simply show up when the price happens to land in the 
exact same spot on the open and the close. They are rare, and you might want to discount them somewhat as 
they are not necessarily used to determine the next likely outcome for the currency pair.

All candlesticks have a unique shape and size, but 
some show up more commonly than others. You 
can use the design of these candlesticks to try to 
work out what might happen next with the currency 
pairs you are trading, but also remember that 
surprises do happen in the market all the time. You 
shouldn’t put too much faith in your ability to read 
the shape of candlesticks when other indicators 
are pointing another way. You need to look at those 
candlesticks and at other indicators as a way to 
confirm the movement before you act. It is always 
possible that one candlestick just happens to look 
a certain way without much meaning attributed to 

it. It is better to wait until you can confirm that the 
currency is still moving the way that you suspect it is 
before taking a position in it.

With all of this in mind, perhaps now you can 
better trade in the markets with a more informed 
knowledge of what the various candlesticks mean, 
and why they are so important. Just be aware of 
how these moves impact the markets and you 
should be in good shape. Look for interesting 
candles and study them from times gone by to see if 
you can figure out the mystery yourself.

Doji
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4 Key Single Candlestick Patterns in Trading

Since you’re familiar with important fundamental candlestick patterns like spinning tops, marubozus, and dojis, 
let’s cover some key single candlestick patterns. The following four single candlestick patterns often signal a 
potential market reversal.

The Hammer and the Hanging Man
Hanging Man and the Hammer look identical but derive their meaning from past price action. Their bodies are 
different (black/red or white/green), their lower shadows are long, and their upper shadows are either non-
existent or very short.

In a downtrend, a Hammer often indicates that the market is finishing a reversal. In an uptrend, the Hanging Man 
indicates that the market may be finishing a reversal and price may be preparing to start a move downward.
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Hammer
The Hammer candlestick is a bullish reversal pattern 
that is established during downtrends. A bottom is 
being hammered out by the market, hence the name.
Hammers signal that the price action is falling, may 
have hit a bottom, and will start rising again once the 
bottom is reached.

The longer shadow signals that sellers pushed 
prices lower, but buyers overcame that selling 
pressure to push price higher and closer to the open.

However, you shouldn’t submit a buy order 
simply because you see a hammer structure in a 
downtrend. Before you proceed, you should look 
for more bullish confirmation. For example, if the 
next candle — or even the next few candles — after 
the Hammer remains white/green, it might be 
confirmation that a new price trend is forming.

Here’s how you recognize a Hammer 
candlestick:

• The long shadow is about two or three times the 
size of the real body

• Little or no upper shadow

• The real body is at the upper end of the trading 
range

• The color of the real body is unimportant

Hanging Man
The Hanging Man often marks a bearish reversal 
of an uptrend to the downside. It may indicate that 
a top has been formed or price has met strong 
resistance. Ultimately, a Hanging Man may signal 
that the sellers are starting to overtake the buyers in 
the market.

The long lower shadow indicates that sellers pushed 
the price lower, but the buyers were able to push 
price back up somewhat — but only near the open 
price. What does that mean? The buyers may be 
losing steam and lack the momentum to keep 
pushing price higher.

Here’s how you recognize a Hanging Man 
candlestick:

• A long lower shadow that’s about two or three 
times the length of the real body

• Little or no upper shadow

• The real body is at the upper end of the trading 
range

• The color of the body is unimportant, but a 
black/red body is more bearish than a white/
green body
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Shooting Star
The Shooting Star is a bearish reversal pattern that looks the same as an Inverted Hammer — except Shooting 
Stars appear when price has been in an uptrend.

The shape of the Shooting Star implies that the price opened at its low, rallied, but ended up in a pullback 
towards the bottom.

The buyers tried to push price further up, but the sellers won the battle and overpowered them — a sure sign of 
a bearish reversal, as there aren’t any buyers left.

Inverted Hammer and 
Shooting Star
The Inverted Hammer and Shooting Star also look 
the same. The only real difference between them is 
whether the market is in a downtrend or an uptrend. 
Inverted Hammers are bullish reversal candlesticks, 
while Shooting Stars indicate a bearish reversal.

Both of these types of candlesticks have small 
bodies, a long upper shadow and little to no lower 
shadow

Inverted Hammer
If price has been moving steadily downward and you 
see an Inverted Hammer, you might be looking at a 
potential reversal. 

The long upper shadow indicates that buyers are 
trying to take control and bid the price higher. But the 
sellers took the reins back and forced price lower. 
The buyers still managed to close the candlestick 
near the open.

The fact that sellers could not force price lower is 
a good indication that all those who were looking 
to sell have probably already sold. And if no sellers 
remain, what’s left? That’s right, buyers.
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4 Main Dual Candlestick Patterns in Trading

Bullish Engulfing Patterns
A bullish engulfing candle is a pattern that can signal 
an upcoming upwards movement. It comes into play 
after a time of downward movement.

The bullish engulfing pattern features a bearish 
candle followed by a larger bullish candle. The idea 
of the name refers to the bullish candle “engulfing” 
the bearish one before it.

The reason this pattern indicates an upwards 
movement is because it signifies a bull holding 
more strength than a bear. This change in strength 
symbolizes a reversal of momentum that’s likely to 
continue.

Bearish Engulfing Patterns
A bearish engulfing candle is just the opposite. This 
pattern signals an upcoming downward movement.

The bearish engulfing pattern features a larger 
bearish candle following a smaller bullish candle. 
The idea of the name refers to the bearish candle 
“engulfing” the bullish one before it.

The reason for this reversal of momentum is that 
bears have started to out-strengthen the bulls, and 
the momentum might continue.
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Tweezer Bottoms and Tops
Another type of dual candlestick pattern is tweezer bottoms and tops. It signals a reversal after an extended 
upward or downward movement.

A tweezer bottom follows an extended downward movement and signals an upwards reversal. The first 
candlestick for a tweezer bottom is bearish with a moderate-length shadow below. The second candlestick is 
bullish with an equal length body and shadow sharing the same as the first candle.

A tweezer top is just the opposite of a tweezer bottom, following an extended upward movement and signaling 
a downward reversal. The tweezer top pattern has a bullish candle with a shadow on top, followed by a bearish 
candle with a shadow on top.
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The 6 Primary Triple Candlestick Patterns

As you learn certain signals in Forex trading, it is important to identify them quickly so that you can respond 
accordingly. While a dual candlestick pattern is great, a triple candlestick pattern is even better. This pattern is 
helpful because it could be an indication of how the price is going to behave next. You might even notice a triple 
candlestick pattern that is a reversal pattern. This could mean that a new trend will develop next. Other triple 
candlestick patterns are continuation patterns. How can you tell the difference?

The Morning and Evening Star

First, you might notice morning stars and evening stars, which are examples of triple candlestick patterns that 
indicate the current trend is going to end. With the evening star pattern, the first candle is bullish, the second 
candle has a small body, and the third candlestick shows a reversal in trend. This is one triple candlestick 
pattern that you should spot quickly, letting you know that the trend is reversing.
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Another triple candlestick pattern you might notice is called the three white soldiers pattern. This takes place 
when three long, bullish candles develop. It usually happens following a downtrend, meaning that a reversal 
pattern is taking place. This is a potent pattern, which usually takes place after a long downtrend and a period of 
consolidation. The second candle needs to be larger than the body of the previous candle. The last candlestick 
should be the same size or larger than the second candle.

The three black crows pattern is the opposite of the white soldiers triple candlestick. This takes place when you 
notice three bearish candles at the end of a long uptrend. This also indicates that a reversal is likely to happen 
next. The second candle body needs to be bigger than the first candle body. The third candle should be the 
same size or larger than the second candle.

The Three White Soldiers and Black Crows
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The Three Inside Up and Inside Down

You might notice the three inside up triple candlestick pattern at the end of a downtrend. This indicates that 
a trend reversal is taking place. You should look for a long bearish candlestick at the bottom of a downtrend 
followed by a second candle that reaches the midpoint of the first candle. Finally, the third candlestick needs to 
close above the high of the first candle. This indicates that the reversal is taking place.

The three inside down triple candlestick pattern takes place following an uptrend and is an indication that a 
reversal is likely to take place next. You should notice a long bullish candlestick at the start of the pattern. Then, 
the second candle needs to reach the midpoint of the first candle. Finally, the third candle needs to close below 
the low point of the first candle. This is an indication that a reversal is going to happen next.

Practice Spotting These Signals
Even though it takes some practice to spot the triple candlestick pattern, they should help you make a prediction 
on what a specific Forex currency is going to do next. If you can respond quickly to these signals, you might be 
able to increase your returns. Try spotting these triple candlestick patterns and see if they work well for you.

16

Whitepaper I Everything You Need to Know about Trading Japanese Candlesticks 



0707
Japanese Candlesticks with Support 
and Resistance

If you are looking for tools that are going to let you know how the Forex market is going to respond, you need to 
be able to identify Japanese Candlestick patterns. Keep in mind that these candlesticks cannot be interpreted 
in isolation. You always need to consider the price and the market environment. Remember that these are just 
indicators. They do not necessarily guarantee that something is going to happen. In the Forex market, nothing is 
ever guaranteed, so you should always do your own research.

Candlesticks with Support and Resistance
If you are looking for the simplest way to use candlesticks, you can use them with levels of support and 
resistance. They usually indicate certain locations where sellers and buyers have put up their defenses.
For example, you might look at a certain pair and realize that there is a cycle happening. The trade never seems 
to reach a hypothetical “resistance level,” such as 1.50.

Therefore, you decide to trade on the “bearish” candlestick pattern of three inside downs.
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But you also set a stop-loss shortly over this level just in case the indicator is wrong. Even though you feel like 
you might be able to make money without using these stop loss protectors, you need to make sure you protect 
yourself.
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Nothing is Guaranteed
Now, you might be wondering why you need to pair support and resistance levels. The answer is that nothing is 
ever guaranteed. Remember that these indicators are simply predictors. They do not guarantee that something 
is going to happen. If you look at an example chart, you may identify other signals in history that did not 
necessarily lead to the predicted results. Not every candlestick pattern is a guarantee of how the market is going 
to respond. Therefore, you always need to protect yourself against potential losses. That way, you can limit the 
damage if the pattern does not come true.

Your Gains Are Unrealized Until You Get Out
Finally, remember that your gains are unrealized until you get out. Even though it is easy to get greedy, you need 
to know when to collect your profits. Use support and resistance levels to help you determine when this should 
be.
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5 Common Mistakes That New Traders 
Make with Japanese Candlesticks

When it comes to trading it can be so difficult to stay above the current and to pay attention to everything that is 
going on around you. When trading Japanese candlesticks there are some common issues and some common 
problems that tend to muddle trading and make it more difficult to handle. Here are some common mistakes 
that traders make that can truly change the game.

Mistake 1:

Assigning Meaning to Every 
Candlestick

For starters, there does not need to be a meaning 
assigned to every candlestick that appears. Though 
you might be tempted to try and find a meaning 
in very single candlestick that appears, not every 
candlestick is going to be useful to predicting what 
is going on and what is likely to happen.

Mistake 2:

“There’s Something to See Here”

Another common mistake is that you might be trying 
to see something when there is really nothing there 
to see. If you are watching the market, and you must 
look super closely, there is likely nothing there. You 
need to pay attention to both selling and buying 
pressure and do not let either persuade your own 
selling or buying patterns.

Mistake 3:

“There’s Nothing to See Here”

Similarly, without enough critical thinking, you may 
end up missing good opportunities that could have 
changed the outcome. Patterns are said to appear 
after three candlesticks, but that is not always the 
case, it may take five to get a real, clear pattern. Just 
because it takes longer does not mean that is it not 
a pattern, just because it does not fit the pattern 
exactly or the formula exactly that does not mean it 
is not valid.

Mistake 4: 

Not Seeing the Bigger Picture

You may also be forgetting the bigger picture. With 
any trading method it is important to pay attention to 
small patterns, but it is also important to step back 
and pay attention to the bigger picture and to what 
might be happening on a larger scale.

If you’re a day trader and you use the hour or fifteen-
minute chart as your guide, take a step back and 
recognize any macro patterns on the daily or weekly 
chart.

Mistake 5:

Acting Too Quickly without Proper 
Confirmation

The last problem you might be facing is not waiting 
for confirmation. Though you may think that the 
pattern is self-confirmed, it is always best to wait 
for a fully formed and closed pattern before you 
act so that you can be sure you are getting the best 
outcome possible.
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ABOUT SURGETRADER

Here at SurgeTrader, we fund traders up to $1 million. Our traders keep up to 90% of the profits.

The program is built on three pillars:

1. Simple, straightforward trading rules
2. No time restrictions
3. Fast, responsive service

SurgeTrader offers a one-step funding model, where traders take an Audition with simple rules and no time 
restrictions. SurgeTrader exists to accelerate trader funding and help profitable traders with their biggest 
challenge: undercapitalization. We are not built to profit off of failed challenges like other firms. Our approach 
is long-term. We profit when you profit. When you win, we all win.

If you want to partner with a firm that has simple trading rules, incredible trader support and has your best 
interests at heart, SurgeTrader is the partner for you.
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